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Selected Financial Data

Year Ended May 31:
Revenues $1,069,222 $946,371 $919,806
Net income 59,211 10,270 40,690
Net income per common share 1.55 127 1.07
Cash dividends declared per
common share .40 .40 .20 —
Increase (decrease) in working capiral 60,935 (16,498) 24,476 97,701
At May 31:
Working capital $278,784 $217,849 $234,347 $209,871 $112,170
Total assets 476,838 503,966 559,159 508,028 375,473
Long-term debt 15,300 7.573 8,823 10,503 9,086
Redeemable Preferced Stock 300 300 300 300 300
Common shaceholders’ equity 316,846 271,668 274,536 240,613 131,960

Common Stock Information 00000000000
The Company’s Class B Com- Price Per Share (§) Dividends Paid
mon Stock is traded in the 1986 1985 Per Share ($)
NASDAQ National Market Sys« High low High Low 1986 1985
g m ': :::?f%:é" First Quarter 2% 9% 0% 7% g0 .10
Second Quarter Wy 1% 10% 6% Jd0 .10

there were 31 secunity dealers - 0 0
making a marker in the stock Third Quarter 7% 12% 10% 7 A0 .10

and there were approximately FouthQuamer 184 15% 11% 8% .10 .10

6,500 shareholders of record. Year 18% 9% 1% 6% A0 .40
“The following summarizes

price and dividend per share in-

formation for NIKE Common

Stock as reported in the periods

shown.

Quarterly Financial Data -

Quarter Ended
May 31 February 28 November 30 August 31
Yaar Ended May 31, 1986; (in thousands, except pr share data)
Revenues $244,951 $258,655 $237.908 $327,708
Gross profit 81,901 80,814 77.514 106,070
Net income 13,726 11,491 9,843 24,151
Net income per common share .36 .30 .25 .64

Year Ended May 31, 1985:
Revenues $257,138 $220,744 $183,902 $284,587
Gross profit 72,460 51,768 46,794 78,130
Net income (loss) 6,761 2,117) 2,196) 7.822
Net income (loss) per common share .18 (.06} (.06) 21




To Our Shareholders

“The company has been in business 22 years, and 1986 was
che best year we ever had

That statement is written with considerable pride, particu-
larly in view of the significant turnaround from 1985.

1 should be able to say that and close.

But,

In business there truly is ‘No Finish Line,” And, we must

e for me lately?” According-

continaally ask, “What have you de

Iy, the real question on everyone’s mind: “Whae docs the furure
hold for NIKE?
The puzsle is understandable: Bad 85, good 86, and

futures orders for the firs¢ of ‘87 down,

Lalways encounter two main problems when talking aboue
NIK
profile but poor seatistics, so that everyone has an opinion, but no

s furare: (1) We are in an industry wich a high consumer

one is preciscly sure what is going on; and (2) the company itself is

¢ which the press likes to play up the offixat and unusual.

In the space available let me give you my view on these two
issues which dictace so much of our furure

Weare in a relatively new, growth industry, made up of
serics of old industries — shoes, clothing, and sporting goods. It
is an international industry, with competitors sourcing aod mar-
keting all over the world

Icis, however, an industry that focuses on and derives its

primary fuel from a chang

ng America, & counry moving in-

¢ orts participation, informal life styles, and overall

ingly to'

fitness
The U.S. sports shec portion of the industry srew from

$1.3 billion in 1981 to $2.2 billion n 1985

S — a 70% increase,

226¢ over the last two yeurs. The U.S. apparel portion in this seg-

menc more chan doubled in the same five years. The international
muarket is bigger than che U.S. markez. This trend plus the
qualitative factors everyone sees in daily living indicate that this
industry will continue its strong growth.

It is &« somewhat unusual industry. [Cis relacively new, and

there are no well established players worthy of admiration.

It 15 very casy tw enter. Anybody with « glue poc and a pair
of scissors can get into shoemaking, which was my mentor Bill
Bowerman'sapproach

With its fast growch ic 15 becoming increasingly segmented

and because of these factors it is extremely competitive. The cus-
tomer is placing groat emplasis on “what's new?” which puts ex-
treme pressure on all facets of innovation - technological, styling
and marketing

But for all its negatives, especially the competitive factors,
if 2 company can be innovative, the marke responds positively.
Tor those companics following the innovator, competitive pricing
becomes much more important.

There is also & thing that I call ‘brand frenzy.” When,

through an mnovation, a new brand dominates a portion of the

market, its produces carch across the segments. Adidas wene

through that. We did. And in this last year Recbok has experi-

enced it. It is a heady bue shert nde, after which tar brand must

compete segment by segment, which is a big, transition from au-

tomatic acceptance acrass the board.
“The sum-up on the industry is that it is ane in which the
rewardls and risks are buge.
The thing 1 like about NIKE, whose position | would nor

trade for any other in the industry, is that, on the negative side, in

virtually any long run scenario, it is a significa
positive side it will be, as it has been for the fast five years, the

leader in chis industry and in so doing, can increase its profits

significancly.
Which brings us to the issue of management.
Our sensationalized and maligned ‘old boys.”
“Swoosh management” one magazine called it, which
eranslates into kind of a Skywalker Ranch for ex-jocks.
I have ot read one article about our management and its

style which | have felt has been on target. Rather it is a resule of &

reporter trying to find an “angle.

Wie have some management problems. But then, American
business in toal is going through a kind of management crisis. A
top business school attempes to address some of these problems in
a 240-page case study on NIKE. You would not recognize the de-

scription of management as the same as portrayed in the press.

are not so much

Our specific problems, from my vies
style, or the caliber and background of the people we have re-
cruited. It results more from a rapidly changing industry com-

bined with some astrition in the company’s eriginal management

tem.

Bur while this has ben going on, we have been raising a
new group of company leaders. While | would by no means sug-
st we are on top of all our problems. [ would point out that this
group took us to our highest profits ever

What the future holds for this industry and this manage-
ment, is, of course, uncertin. The final question is ‘Can we com-
pete?” In China they ssy you can' escape your traclition. Out
eradition grew out of a laundry room in Southeast Porcland

Compete, 1 promisc you, we can do.

PHILIP H. KNIGHT
Chatrman of the Board
and Chief Executive Officer

sones
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NIKE 1986

“The numbers show thae NIKE had « very good year. Good

numbers usually result from good decisions made in prior y

Understanding what NIKE

faced and decided in 1986 will

help in evaluating the company’s fiture
Market Growth

The growth trend in the sports and fitness market con-
thiised and showe] good tndications of Riqure expansion, theteby

increasing the company’s profic porential.

Business Focus

To reach that potential, NIKE shaepered ies focus to max-
imize strengehs, remedy weaknesses and identify new arcas of

opportunity. The company recognized that its profit opportunites

are grearest when the values of the NIKE brand are closcly fol-
lowed: quality, innovation, performance and authenticity. The
definition of these values, however, has broadened as lifestyles have
o since the firse NIKE was sold in 1971

“Quality” means the level at which the entire company

chang

should aperate, not juse how long & sho lass,

“Inusvistion” means a breakibrough in any part of the com-

puany's business, not just a revolutionary new product.

oo™ means a product tha gives consumers what

r

they nieed tr want, not just a shoe that helps an athlete run faster
or jump higher.
‘Authentiisry” means style derived from a genaine sport or

00e just functional footwear for world class achletes

in Improvement

Profit margins were significantly improved theough proper

inventory management and the understanding that the best prod-

ucts command the best margins.

Discontinnance of Unprofitable Opera

Ongoing sources of financial desin or uncertainty were
climinated through the sale of the company’s $1% interest in
NIKE Japan, and the closure of manufacturing plants in Maine

and Ireland.

[nternational Stucce

NIKE international business contributed over 320 million
of pretax profit (outside of Japan), a result of the groundwork laid
over the past five years

With that background, NIKE his set the following objec-
uves for 1987:

1. Prozect and improve NIKES position s the number one achler

ic brand in America, with particular attention o the company’s
existing core businesses in running, basketball, cennis, foot-
ball, buseball and kidl's and newer businesses with good poten-

cial like golf and soccer.

~

Build a strong momencum in the growing fitness market,

beginning with walking, workout and cycling

Intensify the company’s effort to develop proclucts that women

need and want

Explore the market for products specifically designed for the

requirements of maturing Americans

“

. Direct and manage the company’s international business as it

continues to develop.

>

. Continue the drive for increased margins through proper
mventory management and fewer, beteer products.
The discussion on the following pages shows, in parc, how the

company is attacking thess objectives,
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Note 5 — Property, plant and equipment:
Property, plant and equipment includes the following:
May 31,

1986 1985

(sm thowsands)
Land $11,979 812,525
Buildings 7,055 10,254
Machinery and cquipment 63,302 61321
Leaschold improvements 7,181 6,732
89,517 90,832
Less accumulared depreciation 39,834 84

$49,683

Included with machinery and equipment are capital equip-
ment leases of $8,336,334 and $8,283,000 ac May 31, 1986 and
1985, of capital equi lea d
$6,018,000 and $6,675,000 ac May 31, 1986 and 1985, andt is
included with accumulaed depreciation

Note 6 — Short-term borrowings:
Notes payablc to banks and interest-bearing accounts pay-

able to Nissho Iwai American Corporation (NIAC) are summa-
rized below: Bunks
an

Domettic Fores

ign
Operations _ Operations __NIAC

At May 31, 1986 (o Lo k)
Tocalborrowings $19.467  $42,167  § 3,906
Incerest rate % 8% 8%

ArMay 31, 1985:

Total borrowings $48.206  $69.367  $18,182
Incerest rate 8% 9% 10%

At May 31, 1986 the Company had $10,000,000 in out-
standing borrowings on its $70,000,000 unsecured domestic re-
volving credit agreement with a group of four commercial banks
Subsequent o year-end, this agreement was replaced by a
$100,000,000 unsecured multiple option facility agreement with
nine banks. This agreement contains optional borrowing alcer-
natives consisting of a committed revolving loan facility, an un-
commitced shore-term advance f
caronote facilicy. The interest rate charged on this agreement is
detcrmined by the borrowing option and is based on the London
Interbank Offered Rate (LIBOR). The borrowing ratc under the
commitced revolving loan facility is at LIBOR plus %%. The
agreement provides for annual fees of . 15% of the total commit-
ment plus fees based upon usage under the commitced revolving
loan facility. The agreement requires, among other things, the

y and an uncommitced

maintenance of specified financial ratios and balances and contains
limits on the amount of investments and sales of assets. Total do-
mestic borrowings also included $9,467,000 and $18,350,000 at
May 31, 1986 and 1985, respectively, under unsecured uncom-
mitted short-term credic facilities with several banks.

The Company has outstanding loans ac interest rates a vari-
ous spreads above the banks cost of funds for financing foreign op-
erations. Certain of these louns are secured by accounts receivable
andinventory.

Accounts payable 10 NIAC are generally due up to 115 days
afier shipment from the foreign port. Interest on such accounts
payable accrues at s bank's prime race as of the beginning of the
month of che invoice date, less Y%

Note 7 — Long-term debt:
Long-term debe includes the following:

May 31,

1986 1985
{im thonsands)
9.45% -11.7% notes payable 1o
three international banks, due
through March 1988 $10,135 33,719

8.256% capital equipment pur-

chase agreement payable in in-

stallments through June 1991 3,779 —
8.16% -13.4% capital equipment

lease obligarions, payable in

inseallments theough 1991 2,324 2,088
12.5% note payable to the

Malaysian Industrial Develop-

ment Finance Berhad, secured

by the property, plant and equip-

ment located in Malaysia, due in

semiannual installments through

November 1990 1,826 2,193
10.775% -129% notes payable to

the Republic of Ireland Indus-

trial Development Authority

and to two Ireland banks, paid

in full in December 1985 — 1,425
Other 633 444
18,717 9.869

Less portion due within one year 3,417 2,296

$15,300 $7.573

Amounts of Jong-term debt payable during the five years
following May 31, 1986 are summarized as follows:

Long-Term
Debt Capital Lease
Excluding ~_____ Obligations
Capital Mentmum Amuint
Laase Lease Representing
Obligations Paymenis Interest Total
{in thonsands)
1987 $2,501 $1.115 $ (199 $3,417
1988 9,865 500 a3» 10,232
1989 1,271 459 90) 1,640
1990 1,375 459 0y 1,784
1991 1,303 308 (45) 1,566
Later
Years 78 - — 78
$16.393 $2.841 $ 517 $18.717
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Note 8 — Incomie taxes:
Income before income taxes and minority interest and the
provision for income taxes are as follows:

Year Ended May 31,
o6 __loss 1984

(in thousands)
Income before income
caxes and minority
incerest:
United States $107,424  $24,838  $75,584
Forcign 2,593 _ (24400 _ 2,837

§110.017 _$22.398 _$78.421

Provision for income

aes:
Current:
United States:
Federal $42,580  $10,409  $33,268
Seate 6,577 909 6,868
Forcign 3,354 (590) 429
$ 52,511 10,728 40,565
Deferred:
United States:
Federal 5.484 4,425 (1,767)
State 218) M (119D
Foreign an 443 0y

5,249 4,902 (2,998)
$ 57,760 $15,630 _$37,567

The provision for income taxes was reduced by investment
tax credits of $568,000, $321,000 and $495,000 for the years
ended May 31, 1986, 1985 and 1984,

The sources and amounts of the provision for deferred in-
come taxes were as follows:

Yiar Ended May 31.
1986 1985 1984
(in thousandh)
Inventory adjusement
to market $2931 §2492  $6.730)
Purchased rax bencfics 4475 4734 4903

Deferred compensation 2192 (885) —
Discount of barter

credits (W73 (1,290 -
Undistributed carnings of

foreign subsidiarics 2,444 838 —
Other, net 677 __ 987y _ (1171

$ 5,249 8 4,902 _$2.998)

The effective income tax rate differs from the U.S. starutory
federal income tax rate as follows:

Year Ended May 31,

1986 1985 1984

U.S. Federal scacucory

rate 46.0% 46.0% 46.0%
State income raxes, net

of federal benefic 3.0 4.6 3.9
Foreign losses

providing no tax

benefits 2.7 15.8 —_
Taxes on foreign

carnings 0.1 -
Investment cax credit .5 (.5)
Orher, net 1.2 (1.5

47.9%

The Company has operating loss carryforwards for income
tax purposes available us deductions from fucure foreign taxable
income expiring as follows:

Year Ending
May 31, Taax Basis Book Basis
(in thowsands)

1988 $ 1,067 $ 2,185
1989 334 296
1990 142 2316
1991 5,655 2,513
1992 588 —
1993 354 179
unlimited 4.909 4,350
$13,049 $11,839

The losses wei
Malaysia and Germany. Utilization is contingent upon these

principally generaced by operations in

operations attaining sufficient income.

Note 9 — Redeemable Preferved Stock:

NIAC is the sole owner of the Company's authorized Re-
deemable Preferced Stack, $1 par value, which is redeemable ac
the option of NIAC a¢ par value aggregating $300,000. A
dend of $. 10 per share is payable annually on May
31 and no dividends may be declared or paid on the Common
Stock of the Company unless dividends on the Redeemable Pre-
ferred Stock have been declared and paid in full. There have been
10 changes in the Redeesnable Preferred Stock in the three years
ended May 31, 1986. As the bolder of the Redeemable Preferred
Stock, NIAC does not have genersl voting rights but does have
the right o vote as a separate class on the sale of all or substan-
cially all of the assets of the Company and its subsidiarics, on
merger, consolid iquidation or di of the Company
or on the sale or assignment of the NIKE trademark for athletic
footwear sold in the United States.

cumulative d




Management Discussion and Analysis

Operating Results

Revenues from the sale of NIKE products in fiscal 1986
were $1,069,222,000 compared to $946,371,000 in 1985 and
$919,806,000 in 1984. Net income in fiscal 1986 was
$59,211,000 compared to $10,270,000 in 1985 and
$40,690,000 in 1984.

The increase in 1986 net income was principally due to an
improved gross margin of 32.4 percent compared to 26.3 percent
in 1985. The improved margin is attributable to managing
inventory levels and product lines with an emphasis on higher
margin products.

Selling and administrative expenses reflected a modest 2
percent increase in 1986. As a percent of revenues, these expenses
represented 19.6and 21.6 in 1986 and 1985, respectively.

Interest expense declined because of reduced borrowing
levels and lower interest rates.

The increase in other expense primarily reflects costs of
manufacturing plant shutdowns in Maine and Ireland and the
effect of the Company selling its 51 percent ownership in a
Japanese subsidiary and in terminating its Japanese joint venture
agreement.

The decline in 1985 net income, as compared to 1984, was
caused by lower gross margins from the sale and writedown of
slow moving inventories and increased selling and administrative
expenses.

The following discussion reviews Company revenues during
the three years ended May 31, 1986.

United States Operations
The approximate breakdown of revenues from the sale of
NIKE products in the United Scates follows:
Year Ended May 31,

1986 1985 1984

(in thousands)
§153,200
163,600
101,000
76,000
13,800
38,100
567,400
160,400

Basketball
Running
Children’s
Racquet

$212,600
150,000
115,400
68,500
54,100
35,400
13,500

649,500
164,600
2,500
$816,600

$125,100
240,200
97,100
81,400
Fitness
Field Sports
Other

Total footwear

42,200
53,600
639,600
121,800
2,300 —

Apparel
Athletic equipment

$730,100 $761,400

“Futures” orders booked for delivery of footwear from June
through November 1986 are approximately 29 percent lower than
such orders booked in the comparable period in the prior year. Be-
cause the mix of “Futures” and “at once” shipments may vary sig-
nificantly from quarter to quarter and from year to year, “Futures”
orders received are not necessarily indicative of total revenues for
subsequent periods.

Forezgn Operations

The approximate breakdown of revenues from the sale of
NIKE products outside the United States follows:

Year Ended May 31,

1986 1985 1984

(in thousands)
$108,700
64,100
27,000
16,500
$216,300

Europe 8166,300
Japan 42,400
Canada 22,900
Other 21,100

$252,700

$ 80,600
60,600
2,100
15,100

$158,400

During 1986, Company-owned operations distributed
NIKE products in Austria, Canada, France, Great Britain, Japan,
Norway, Sweden and West Germany. Effective April 30, 1984,
the Company commenced direct distribution in Canada through
the acquisition of the Canadian distributorship. Sales in other for-
eign markets are made through independent distributors or
licensees.

In May 1986, the Company sold its 51 percent ownership
in its Japanese subsidiary and entered a licensing agreement with
the purchaser for sales of NIKE products in Japan. As detailed in
Note 4 of the annual financial statements, NIKE'’s share of the
subsidiary’s net (loss) income included in operations amounted to
(87,145,000), (83,650,000) and $170,000 for the years ended
1986, 1985 and 1984.

Liquidity and Capital Resources

The consolidated balance sheet at May 31, 1986 does not
include the former Japanese subsidiary which had total assets of
$71,000,000 at the time of sale. Consequently, this may impact
the comparability of certain balance sheet items and financial
ratios.

The decrease in current assets of $25,813,000 in 1986 was
primarily due to a reduction of accounts receivable. Inventories at
May 31, 1986 aggregated $180,205,000, a reduction of
$6,080,000 from 1985 levels. Inventory turns for 1986 were 4.0
compared to 3.0 in 1985 and 2.3 in 1984. Current liabilities were
lower by $86,748,000. As a result, the current ratio at May 31,
1986 was 3. 1: 1 compared to 2.0:1 at May 31, 1985 and 1.85:1at
May 31, 1984.

Capital expenditures for 1986 aggregated $16,723,000,
due principally to purchases in data processing and warehousing
and improvements to office facilities. This compares to capital ex-
penditures of 821,724,000 in 1985 and $15,224,000 in 1984.

NIKE’s ratio of debt to equity at May 31, 1986 was .5:1
compared to .9:1 at May 31, 1985 and 1.0:1 at May 31, 1984.

Quarterly cash dividends of $. 10 per share, initially de-
clared in February 1984, were continued through fiscal 1986.
Based upon currently projected earnings and cash flow require-
ments, the Company anticipates paying a regular quarterly
dividend of 8. 10 per share.

See Note 6 of the annual financial statements for informa-
tion on refinancing the Company’s short-term debt. In addition,
on June 26,1986, the Company signed a $25 million seven-year
term loan at a fixed interest rate of 8.45 percent. This loan was
utilized for working capital purposes. Management believes that
currently available resources, together with funds generated by
operations, will adequately finance 1987 working capital require-
ments and capital expenditures.




20

Financial Reporting

of NIKE, Inc. is ible for the informa-
tion and representations contained in this report. The financial
statements have been prepared in conformity with the generally
accepted principles we considered iate in the
circumstances and include some amounts based on our best esti-

‘mates and judgments. Other financial information in this report is
consistent with these financial statements.

The Company's accounting systems include controls de-
signed to reasonably assure that assets are safeguarded from unau-
thorized use or disposition and which provide for the preparation
of financial statements in conformity with generally accepted
accounting principles. These systems are supplemented by the
selection and training of qualified financial personnel and an orga-
nizational structure providing for appropriate segregation of
duties.

Report Of Independent Accountants

Portland, Oregon
July 22, 1986

To the Board of Directors and
Shareholders of NIKE, Inc.

An Internal Audit Department reviews the results of its
work with the Audit Committee of the Board of Directors, pres-
ently consisting of three directors who are not employees of the
Company. The Audit Committee is responsible for recommending
to the Board of Directors the appointment of the independent ac-
countants and reviews with the independent accountants, man-
agement and the internal audit staff, the scope and the results of
the annual examination, the effectiveness of the accounting con-
trol system and other matters relating to the financial affairs of the
Company as they deem iate. The ind d
and the internal auditors have full access to the Committee, with
and without the presence of management, to discuss any appropri-
ate matters.

In our opinion, the accompanying consolidated balance sheet and the related consolidated statements of income, of
changes in financial position and of shareholders equity present fairly the financial position of NIKE, Inc. and its subsidiaries
at May 31, 1986 and 1985, and the resules of their operations and the changes in their financial position for each of the three
years in the period ended May 31, 1986, in conformity with generally accepted accounting principles consistently applied.

Our ions of these were made in

with generally accepted auditing standards and accordingly in-

cluded such tests of the accounting records and such other auditing procedures as we considered necessary in the

circumstances.

Price Waterhouse
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NIKE, Inc.
Consolidated Statement of Income

Year Ended May 31,

Revenues

Costs and expenses:
Cost of sales
Selling and administrative
Interest (Notes 6 and 7)
Other (income) expense (Notes 4 and 11)

Income before provision for income taxes and
minority interest

Provision for income taxes (Note 8)

Income before minority interest

Minority interest

Net income
Net income per common share (Note 1)

Average number of common and common equivalent shares (Note 1)

The ing Notes to Consolidated Financial

1986 1985 1984
(in thousands, except per share data)

$1,069,222 3946371  $919,806
722,923 697,219 658,549
209,219 204,834 163,414
15,820 21,933 19,597
11,243 a3) 175)
959,205 923,973 841,385
110,017 22,398 78,421
57,760 15,630 37,567
52,257 6,768 40,854
(6,9549) (3.502) 164

$ 59211  $10270  $ 40,690
$1.55 $ .27 $1.07
38,179 37,893 37,934

are an integral part of this statement.
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NIKE, Inc.
Consolidated Balance Sheet

May 31,

Assets

Current Assets:

Cash

Shor ar cost which i market

Accounts receivable, less allowance for doubtful accounts of $3,596
and $6,323, respectively

Inventories (Notes 1 and 2)

Deferred income taxes and purchased tax benefits (Notes 1 and 8)

Prepaid expenses (Note 3)

Income taxes receivable
Total currens assets

Property, plant and equipment (Notes 5 and 7)
Less accumulated depreciation

Other assets (Notes 1 and 3)

Liabilities and Shareholders’ Equity

Current Liabilities:
Current portion of long-term debr (Nore 7)
Notes payable o banks (Note 6)
Accounts payable (Note 6)
Accrued liabilities
Income taxes payable
Total cusrent liabilities

Long-term debt (Note 7)

Non-current portion of purchased tax benefits (Note 1)
Commitments and contingencies (Note 12)

Minority interest in consolidated subsidiaries (Note 4)
Redeemable Preferred Stock (Note 9)

Shareholders” equity (Note 10):
Common Stock at stated value
Class A convertible — 15,051 and 16,628 shares ourscanding
Class B — 22,721 and 20,763 shares outstanding
Capital in excess of stated value
Unrealized traoslation gain (Joss)
Retained earnings

The acc & Notes to Consolidated Financial

1986

1985

(in thousands)

$ 8,107
10,031

185,633
180,205
16,486
9,163
1,885
411,510
89,517
39,834
49,683

15,645
$476,838

$ 3417
61,634
23,648
44,027

132,726
15,300
11,666

180
2,697
81,633
{507)
232,843
316,846
$476,838

are an incegral pare of this statement.

3 7,017

214,797
186,285
17,485
11,739

437,323
90,832
40,084
50,748

15,895
$503,966

$ 2,296
117,573
59,294
37,644
2,667
219,474
7,573
7.350

2,399
300

199
2,673
78,206
1,873
188,717
271,668
$503.966
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NIKE, Inc.

Consolidated Statement of Changes in Financial Position

Year Ended May 31,

Financial resources were provided by:
Net income
Income charges (credits) not affecting working capiral
Depreciation

Minority interest
Other
Working capital provided by operations
Purchased cax benefits becoming current
Additions to long-cerm debe
Disposal of property, plant and equipment
Liquidation of minority interest
Unrealized gain from translation of statements
of foreign operations, including minority interest
Proceeds from excrcise of scock options
Increasc in non-current portion of purchased
tax benefits

Financial resources were used for:
Additions to property, plant and equipment
Dividends — Commeon and Preferred Stock
— minority sharcholder
Goodwill
Long-term debt becoming curren
Additions to other assets
Unrealized loss from translation of stacements
of foreign operacions, including minority incerest liquidation
Purchase of barter credits

Increase (decrease) in working capiral

Analysis Of Changes In Working Capital

Increase (decrease) in current assets:
Cash
Shore-term investments
Accounts receivable
Inventories
Deferred income taxes and purchased tax benefits
Prepaid expenses
Income taxes receivable

Increase (decrease) in current liabilities:
Current portion of long-term debt
Notes payable o banks
Accounts payable
Accrued liabilities
Income taxes payable

Increase (decrease) in working capital

The ing Notes to G lidated Financial

1986 1985 1984

(i thowsands}
$ 59,211 $ 10,270 $ 40,690
10,549 11,964 10,632
6,959 (3,502) 164
1225 __Ll6L o LuNe7D
64,031 19,893 51,556
-_— — 1,716
8,975 3.725 1,363
8,192 1,309 1,186
9.353 = £
—_ 1,413 787
3.432 750 —
4,316 7,350 =
98,299 34,440 56,608
16,723 21,724 15,224
15,085 14,974 7,484
— 51 195
500 1,866 5,439
2,866 4,553 2,785
475 1,352 1,005
1715 s ==
-_ 6,418 —
37,364 50,938 32,132
$60,935 3016498  § 24,476
S L0% £ (L303)  $ (4718
10,031 —_ —_
(29,166 25,385 37,831
6,080 94,345) G.158)
©99) 1,277 5,705
(2,576) 3,700 1,414
1,885 (6.250) 6,250
25.81) (71,536) 43,324
L2t (264) 213
(55,939) (25,959 11,440
(35,646) (40,650) 8,842
6,383 9,168 9,455
(2,667) 2,667 (11,102)
(86,748) (55,038) 18,848
$ 60935 8 (16498  § 24,476

are an integral pare of this stacement.



NIKE, Inc.

Consolidated Statement of Shareholders’ Equity

Capital
Common Stock in
Exass Unrealized
Clays A Clay B of Translation
Stated Gain Retained
_ Shares _ Amount _ Shars _ Amoent _ Nalue (Lats) Earnings Total
(in thousands)

Balance at May 31, 1983 18,837 §225 18,434 $2,646  $77,457 $ 70 $160,215 $240,613
Conversion to Class B Common Stock (1,178) 4) 1,178 14 —
Gain on translation of statements of

foreign operations 717 717
Net income — year ended May 31, 1984 40,690 40,690
Dividends on Redeemable Preferred Stock (30) 30
Dividends on Common Stock e o R (7.454) (7,459)
Balance at May 31, 1984 17,659 211 19,612 2,660 77,457 787 193,421 274,536
Stock options exercised 120 I 749 750
Conversion to Class B Common Stock (115D 13 L1151 13 —
Gain oo translation of statements of

foreign operations 1,086 1,086
Net income — year ended May 31, 1985 10,270 10,270
Dividends on redeemable Preferred Stock 30 30
Dividends on Common Stock BN P . sl (14,944) _ (14,944)
Balance ac May 31, 1985 16,628 199 20,763 2,673 78,206 1,873 188,717 271,668
Stock oprions exercised 210 3 171 2 3,427 3.432
Conversion to Class B Common Stock (1,787) 2) 1,787 22 —
Loss on translation of statements of

foreign operations (4,576) (4.576)
Disposal of foreign subsidiary 2,196 2,196
Net income — year ended May 31, 1986 59,211 59,211
Dividends on redeemable Preferred Stock 30) 30)
Dividends on Common Stock (15,055) __ (15,055)
Balance at May 31, 1986 051 _ $180 22,721 _$2.697 _ $81,633 _ § (507) $232,843 _$316,846

The acce Notes 1o C idated Financial St

are an integral part of this statement.

NIKE, Inc.

Notes to Consolidated Financial Statements

Note 1 — Summary of significant
accounting policies:

Basis of amsolidation

The consolidated financial statements include the accounts
of the Company and its subsidiarics. The investment in a 50%
owned encerprise is carried at equity. All significant intercompany
transactions and balances have been eliminated. To facilicate the
timely of the consolid
accounts of cerain foreign operations have been consolidated for
fiscal years ending in April.

d financial the

Recognition of revenues

Revenues recognized include sales by the Company plus
fees earned on sales by licensees,
Imentory valuation

Inventorics are recorded at the lower of cost, last-in first-ouc
(LIFO}, or macket. The excess of replacement cost over LIFO cost
approximated $4,756,000 at May 31, 1986 and $10,935,000 ar
May 31, 1985.
Propersy, plant and equipment and depreciation

Property, plant and equipment are recorded ar cost. Expen-
ditures for maintenance and repairs are charged against income
and renewals and betterments are capitalized. The cost and related
accamulated depreciation of property, plant and equipment sold
or otherwise disposed of are eliminated from the accounts and the
resulting gains or losses are reflected in income. Depreciation for
financial reporting purposes is determined on a stmight-line basis
for buildings and leasehold improvements and principally on a de-
clining balance basis for machinery and equipment.
Goodwill

Included in other assets at May 31, 1986, net of amortiza-
tion of $1,766,000, is $6, 110,000 of purchase cost over the fair
value of net assets of businesses acquired. This excess is being
amortized on a scraighie-line basis over a period of eight years.
Incomie taxes

Deferred income taxes are recognized for timing differences
becween income for financial reporting purposes and taxable in-
come. Investment tax credits are recognized in the year the related
assets are placed in service. During 1982, the Company purchased
future rax benefies for $15,277,000. Tax benefis of $7,296,000
in excess of the purchase pricc have been recognized as of May 31,
1986. The current portion of purchased tax benefits of
$4,369,000 is included in deferred income taxes and the non-cur-
rent portion of $11,666,000 has been classified as a long-term
liability.
Net income per commun share

Net income per common share is computed based on the
weighted average number of common and common equivalent
(stock option) shares outstanding for the periods.

Note 2 — Inventories:
Inventories by major classification are as follows:
May 31,

1986 1985

{im thousands)
Finished goods $177.913  $179.644
Raw materials 832 3,464
Work-in-process 1,460 3,177
$180.205  $186,285

During 1986 and 1985, cercain inventory quantities were reduced
resulting in liquidations of LIFO inventory quantitics carried at
lower costs prevailing in prior years as compared with the cost of
1986 and 1985 purchases. For the years ended May 31, 1986

and 1985 the liquidations of LIFO inventory quanticics resulted
in a decrease to cost of sales of approximarely $1,088,000 and
$1,625,000, and increased net income by approximately $.01 and
$.02 per share.

Note 3 — Barter transaction:

During fiscal year 1985, the Company encered into a barter
agreement with a trading organization to exchange closeout foot-
wear and apparel inventory for cash and credits to be used in
obraining various goods and services in the fucure. In 1986 and
1985, the Company exchanged inventory valued ac $700,000 and
$17,000,000, respectively, for cash and credits.

As of May 31, 1986, the Company had received approx-
imately $5,500,000 in cash and the utilization of barter credits
from the transaction. The Company expects to use an additional
$1,000,000 in cash and credits during fiscal year 1987. The re-
mainder of $5,200,000, net of discount, is included in other
assets.

Note 4 — Sale of Japanese subsidiary:

fn May 1986 the Company sold its $ 1% interest in its
Japanese subsidiary and terminated its Japanes¢ joint venture
agreement. The transactions had a nominal effect on after tax
income, the components of which are included in other expense
and the provision for income taxes. The subsidiary, which had
rotal assets of $71,000,000 at the time of sale, is not included in
the May 31, 1986 consolidated balance sheet. For the three years
ended May 31, 1986, total revenues for chis subsidiary included in
the consolidated statement of income were $42,000,000,
$65,000,000 and $61,000,000 respectively; Nike's share
of the nec (lass) income included in operations amounted to
($7,145,000), ($3.650,000) and $170,000 for the years ended
1986, 1985 and 1984. The Company will continue to market its
products in Japan through a licensing agreement.
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Note 10 — Common Stock:

The authorized number of shares of Class A Common
Stock 0 par value and Class B Common Stock no par value are
20,000,000 and 50,000,000 respectively. Each share of Class A
Common Steck is convertible into one share of Class B Common
Stock. Voting rights of Class B Common Stock are limited in
cesvain circusmstances with respect to the ehection of directors.

The Company’s Employee Incentive Compensation Plan
(Option Plan) provides for the issuance of a maximum of
1,680,000 shares of the Company’s Common Stock. Options
sranted must not be at a price less than the fair market value of
the Class B Common Stock at che date of grant and can be issued
in cither Class A or Class B Common Stock. The Option Plan is
administered by a commiteee of the Board of Directors which has
the authority to determine optionees, the number of shares to be
covered by each option, the dates upon which each option is exer-
cisable, the method of payment, and cercain other terms. The
Option Plan has a stock appreciation feature which gives the com-
mittee auchority to allow a specified holder to surrender his option
in exchange for (1) the cash value of the difference between the op-
tion price and the fair market value of the common stock subject
to option at the date of surrender, (2) the number of shares having
such cash value or (3) a combination of the above. The Option
Plan expires in 1990.

The following the Option Plan tra s for
the ewo years ended May 31, 1986:

Shans Option Price
(in thousands) Per Share (3)
Options ourstanding
June 1, 1984 293 10.125t019.75
Granted 650 9.50
Surrendered or
expired 25) _9.501019.75
Options outsranding
May 31, 1985 918 9.5010 19.75
Exercised 72) 9.90 0 19.7%
Surrendered or
expired @n _9.50w19.75
Options outsranding
May 31, 1986 699 0 19.75
Oprions exercisable
at May 31:
1985 194 9.3010 19.75
1986 202 9.50t0 19.75

During 1985 the excrcise price of 153,660 outstanding op-
tions under the Option Plan were reduced to $9. 50 per share from
$10.125 (0 $15.69 per share.

Compensati with three ployee direc-
tors provide these directors with the right to purchase up o
720,000 shares of the Company’s Class A Common Stock a¢ $.417
per share. The estimated fair market value of these shares at the
date granted was $6.25 per share aggregating $4,500,000. Dur-
ing the years ended May 31, 1986, 1985 and 1981 certain direc-
tors exercised options for 210,000, 120,000 and 72,000 shares,

respectively. Av May 31, 1986 options for 30,000 shares were
vested and unexercised. The rights to purchase an additional
72,000 of these shares will vest in October of each of the years
1986 through 1989 as long as the directors serve in an advisory ca-
pacity during that period and meet other specified conditions. All
purchase rights must be exercised by October 1994. The Com-
pany is recognizing compensation expense of $4,200,000 aver the
nine year vesting period through October 1989.

In September 1983, the Company granted options to pur-
chase 10,000 shares of Class B Common Stock to two directors at
an exercise price of $16.25 per share. During 1985 the two direc-
cors were granced options for an additional 20,000 shares of Class
B Common Stock exercisable at 9,50 per share and the option
price of the original 10,000 options granted was changed to $9.50
per share. The options vest over a five year period commencing in
Seprember 1985 and expire in 1995, At May 31, 1986, 18,000
shares were exercisable.

At May 31, 1986, a portion of the remaining authorized
but unissued shares of Class B Common Stock are reserved for the
Company’s Employee Incentive Compensation Plan and the con-
version of Class A Common Stock outstanding and options
granted for Class A Common Stock.

Note 11 — Profit sharing plan:

The Company has a profit sharing plan available to substan-
tially all employees. The terms of the plan call for annual contri-
butions by the Company as determined by the Board of Directors.
Contributions of $2,000,000, $300,000 and $1,356,000 to the
plan are included in other expense in the consolidated financial
starements for the years ended May 31, 1986, 1985, and 1984.

Note 12 — Commitments and contingencies:

The Company leases space for its offices, warchouses and
retail stores under leases expiring from one to thirteen years
after May 31, 1986. Renc expense aggregated $13,602,000,
$13,410,000 and 311,515,000 for the years ended May 31, 1986,
1985, and 1984 respectively. The following is a schedule of mini-
mum future rentals on noncancelable operating leases as of May
31, 1986 (in thousands):

Year Ending
May 31,

$10,518
9,337
7.737
5,820
5,162
24,566
$63,140

Lacer years

Total minimum future rentals

In June 1983, the Company s served in a Jawsuit filed by
an individual against the Company and certain present and past
employees of the Company secking an unspecified amount, scated
by the Complaint to be in excess of $ 10 million in general
damages and $25 million in punitive damages for alleged
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breaches of contract and tortious conduce surrounding the Com-
pany’s termination of a business relationship with the individual,
Most of the claims have been dismissed on procedural grounds,
and the Company believes the remaining claims are without meric
and will not result in a material loss to the Company.

In 1986, the Company acquired a S0% interest in the stock
of an entity for $500,000. The terms of the stock purchase agree-
ment allow for the rotal purchase price of this stock to increase to
an aggregate of $6,500,000 if the entity meets specified earnings
levels over the next five years. The Company is also guarantor on
the entity’s bank line of credic of $1,900,000.

Note 13 — Operations by
geographic areas:

Information about the Company's operations in the United
Scates and foreign areas is presented below, Intersegment revenues
and assets have been eliminated to arrive at the consolidated
amounts.

Yaar Ended My 31, 1986

Yeur Ended May 31, 1985

Yaar Endad May 31, 1984

{om thesandi } (i thaiands) (ia thousands)
United Other Consadt- Usited Ocher Comsods- United Comsals-
Sy cRawr Fedps el Sow | iR Jams Hedp e S cfeipet de
Revenues from un-
related entities $816,562 $166,294 § 86,366 $1.069.222  $730.096 $108,724 364,088 $ 43,463 $246.371 $761,414 $138,392 $919.806
Intra-company
revenues ﬂ 38,860 6,955 3.430 et 42,046 2,405 13,332
$167,904 $737.051 $114.174 $64.088 $ 85,509 $763.819 $171.724
Operating incame
{loss) $120.827 $17.857 § 4,332  $143.016 § 43641 § 9067 § 229 § (1.873) § 51.064 § 90,544 $ 12,046 $102,590
Corporaze and
ocher expense {18,969) ©.952) “4,572)
Interest (15,8200 21,933 (19,597
Intra-company
chmination 1.790 219 -
0299 _(28.666) 24.169)
Income before
proxision fos
income axes
and minority
interest $ 110,017 $ 22.398 $ 718,421
Year Endod May 31, 1986 Year Ended May 31, 1985 Yoar Ended May 31, 1984
(o thowsands ) (n thossand: } (tn thossands)
Idennifable asscts $353.037 § $ 473,012 36 $
4,088
Intracompaoy
climination 262)
3.826
Total assets
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Supplemental Information to Disclose the Effects of Changing Prices (unaudised)

In accordance with the requirements of the Financial
Accounting, Standards Board, the Company presents the follow-
ing information, The objective of the requirements is to measure
the estimated effeces of inflation. Historical dollar amounts as re-
ported in the primary financial statements have been adjusted 10
show the effects of changes in specific prices (current coscs). Be-
cause the Company values ics invencories ac the lower of cost, last-
in firsc-out (LIFO), or market, which results in recognition of cur-
rent cost of goods in cost of sales and since total property, plant
and equipment are a relatively minor portion of total assets, the
effects of inflation on the Company as measured under the stan-

Consolidated Statement of Operations Adjusted
For The Effects of Changing Prices (in thowsands)

Revenues

Cost of sales®

Depreciation

Selling and sdministrative®
Interest

Other (income)

Income before provision for income taxes
and minority interest

Provision for income taxes

Income before minority interest

Minority interest

Net income

dards are not significant. Management has not concluded that this
information accurately represents the true impact inflation has on
the Company.

The currenc cost information was derived by applying pub-
lished government and private indexcs to the related historical
costs in currenc year average dollars. The depreciation and amor-
tization amounts under the current cost method were compured
by applying the appropriae indexes against the historical
amounts. The provision for income taxes has not been changed
because the adjusements are not tax deducrible.

Year Exnded May 31, 1986

Adjusted for

As Crervent

Reported. Cmt

$1,069,222 $1,069,222
721,169 721,169
10,549 11,108
200,424 200,424
15,820 15,820
11,243 11,243
959,205 959,764
110,017 109,458
57,760 57,760
52,257 51,698
6,959 6.954)
§_59.211 $ 58,652

The increase in inventories and property, plant and equipment resulting from general inflation of $5,759 was offset by a de-
crease in the specific prices of such assets of $11,007. At May 31, 1986, the current cost of inventorics was $183,944 and the

current coss of property, plane and cquipment, net of accumulated depreciation aod

was $52,048. C di

historical cost amounts were $180,205 for inventories and $49,683 for property, plant and equipment.

*Exclusive of depreciation.
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Five-Year Comparison of Selected Supplementary Financial
Data Adjusted For The Effects of Changing Prices

Year Ended May 31,

1985

1984 1983 1982

1986
Revenues:
As repored $1,069,222
Current cost information:
Net income 58,652
Net income per common share 154
Ner asscts ac year-end 323,250
Decrease in current cost of
invencories and property,
plant and equipment,
exclusive of inflation 11,007
Other information:
Purchasing power gain (loss)
on net monetary items 216)
Market price per common
shareat year-end as reported 17%
Average consumer price index 325.7
Cash dividends declared per
common share as reported .40

*Adjusted for 2-fir-1 stock spli
distributed in Janary 1983,

(in thousands, except por share and CPI data)

$946,371
9,600

.25
282,184

11,467

1,991

1Y%
315.5

.40

3919,806 $867,212 $693,582
39,99 58,413 52,534
105 1.57 147
283,585 259,607 148,476
13,824 6,696 12,097
4,884 2,356 5,405
9 19% 14%=
303.6 292.6 280.3
.20
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