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MANAGEMENT DISCUSSION AND ANALYSIS

Highlights

Durning 1988 the Compuany cstablished new records for revenues and nec income. Consolidiated revenues

exceeded $1.2 bithon

income for 1988 was £101. 7 million or

in 1986. Other highlights of 1988 included:
T

May acquisition of Cole Haan, a Jeading des

* A 31 mullion refund from the U.S. Government in a customs Lingation sectddement

* A favorahle reduction in the federl income tax rate.

Resaelts of Openations
The g

revenues was fed by th

1n 1988 rose 244 uver the previous year, while the averige sales price per pair incressed 2267, The incre

374 improvement over 1987 and 135 above the Company’ previous record set in 1986. Net

0 per share, beating the previous bests of $59.2 million and $1.55 per share

ner, and marketer of high-quality, classic footwear.

sticcess of NIKE-AIR prosucts. Domestic footwear paimge shipments

e in sales price is

atrributable (o a larger percentage of sales of high-end produces and ro.a general increase in prices required by higher production

costs. Forcign revenues benefited from a weaker U.S. doflar allowing NI

marketplace. The approximate break

down of revenues by product category follows:

F o price its products more competitively in the

Footwear
Baskecbai] $213,300 $132,500 $212.600
Running 164,400 115,500 150,000
Children’s 123,100 75,600 115,400
Fitness 103,000 76,600 54,100
Racquet $7,000 36,200 68,500
Field sports 440,400 43,900 35,400
Other 56,300 29,700 13,500
Toral footwenr 757,500 510,000 649,500
Apparel 142,900 130,700 164,600
Athletic equipment 900 2,500
Tosal United States 900,400 641,600 __ 816,600
Foreign
E 233,400 191,400 166,300
Japan — — 42,400
Canada 31,500 20,300 22,900
Ocher 38, 100 24,100 21,100
Total foreign 303,000 235,800 252,700
Total NIKE 03,400 SKT7 400 31,069,300

In addition to increased revenues, otber factors contributing o the 1988 carnings growch were an improved

gross margin, a lower effective incony

tas mtcund an increase in income from other sources. The gross mangin

improvement was primarily ateributable to increased sales of higher margin products and to inventory management.
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In 1987 net income declined primarily doe mo decreased revenues csused by medisond quantines sald, 1956 nes income
was helped by the lage wolume of sales generated by Arr Jordan baskerball produces.

Selling and sdmintsarive expenses in 1988 exceeded those in each of hie previous o yeurs due 1o icieases

i sadey volume selared expenses and in wages. Total seilimg and ¥ aa af fevenues were
20.5% compared ro 23, 3% in 1987 and 19,65 in 1986,
Orher income includes $5. 3 million of insensr income, and $ 14 million eeeived from the 1S, Gavernment in

sertheyent of Litigation related o LS. Ciastams dh

ich e reased carnings per shate by §. 23, [nterest income has
increased in each of the last two years due o incressed invessmenc in shon-rerm instrements, Included as other income

it 1987 132 $3.7 million non-raxable guin parrially ofses by profie sharing exg and by the ) frspuorsition of

vy subsidiaries. In 1986, other expense inchuded coses of manufictring plane shistdowns in Maine and Trefand, and
the effect of the Campany selling its 315 ownesship i a Japanese subsidaary and in serminating its Japanese Joint
Venture agreement,

Asaresule of the Tax Reform Act of 1986, the Compaisy s effective incume tax rate for fiscal 1988 was 39%
comparcd t 515 in 1957 sod 526 in 1986, The tax rae exceeds the top federl saiutory mes primarily die o ssate

mcome taxes

“Fustures” orders boaked foe domestic delivery of foorssear from June thiough November |85 are approsimately

125 abave such anders booked in the comparable period im the prioc yest. Because the mix of “furues” and “u once
shipments may vary sygmificant by frorm guarrer to guarter and from yeas to vesr, “futeres” onders received are got

reecessarily indicarive nf roral revenues foc wibseguent periods.

Lacmiclivy amed Caprisae! Renwroes

The Company s financinl condition remuing scrong, Assets ae May 31, 1985 goeal $709 million, up from $3512
mniilion ar the end of the previous yeae Accounts recervable and myensones reflece the lirgest jncreases over the prior year.
Cash and equivalents at May 31, 1988 wealled 75 million, compared o $ 127 million o May 34 1957, Cash was ased 1o
i of Cile Haan,

Warking capital ar May 31, 1985 was 326 million less chan the previous year primarily becawse of the Cole Haan

finance add | biles, purchase addi |inventary puschase NIKE stock and in the acegui

wcqpuuisicion, The currenr racioac May 31, 1988 was 2201 compared o 5.6: L at May 31, 1987

The increass in inventary over the previous year is necessary to Falfill the lagee volume ufonders schedubed
for shipment in the firs quarrer of fiscal 1989, Inventory tumed five times in 188 compared 1o four thmes in 1957
Accounts receivable have increased die to rising 1YAE sales

Capitul expendivures for 1988 aggregaced $23 million, They are primarily actribuiable m che conseniction of a
new western region distribution facility and electeanic dara processing purchases. In 1987 and 1986 capital expenditunes
were §12 million and 317 million respectively: The Company s carmencly planning 30 begin consrraction of its new wordd
headquarters building in the fall of 1988, This serucoure sill be used o consalidate offices now oceupying seven leased

facilities, The conserscrion will be financed intemally Mose of the manufacturing of NTKE produces is done on s conyract
Basis chrough independent facrories. comequencly the Company bas licclesnvested in manufictunng plant and
uipment.

Quarterly cash dividends of $:10 per share, inirially declared in Fehroary 1984, were contiued chrnagh fiscal
1988, Based upon curtently projected camings and eazh fow requirements, the Company anocipatiss continuing the
dividend,

In May 1968 the Company bormowed 385 million from available committed snd uncommitted credit lines w
fund the scquisivion of Cole Haan, Ar May 31. 1988 rhe Company has $75 million in unused lines of credic asnilableon

Seemmte T of the liddatesd fimancial for further clerail

its muleiple option faciliny

the Company’s shor-tenm borrowings. NIKE mnio of debe ro equiny ae May 31, 1988 15,711 compared to . 321 ar May 31,
1987 nnct 19856, Managemens believes thar currently available resources wogether sich funds generaced by operatons,

will adequasely finance 1989 working capital requirements and capital expenditures

FINANCIAL REPORTING

Management of NTKE, Inc, is responsible for the info g 1 contained in this repart, The
financial staternents have been prepared in confiemity with the generally accepaed accounting principles we considened

appropriate in the circumstances and include some amounts based on our best estimares and [udgments. Other financial

in this repare b these financial

i |

assare that assers are

"The Company s accounting systems include conemls designed i
fram unaushorized use or dispasision and which peovicke for the preparation of financial sratements in confirmity with
generally acceped sccounting principles, These systems are supplemented by the selection and rraining of qualified
financanl personnel and an onganizstional strucure providing forsppmpnare sgregaton of duties.

An [ntemal Andir department revaess the resulis of its sork with the Audit Commicee of the Board of
Direcrors, presently consissing of thiee direcees of the Company:. The Ausdic G s respunsible for
ta the Basrd of Directon the of the irid 3 and reviews with the independent accountants,

management and the internal audis seaff, the scope and the resubes of the apnual examinarion, the effecriveness of the

accounting contml system and other masters nelazing o the firencial affais of the Company as they deern appropriate.

The independent sccountants and the intemal suditors have full access t the Commitrer, wirh and without che presence

af ., to dliscuss any approy

REPORT OF INDEPENDENT ACCOUNTANTS

Partlond, Onegon

Judy 13. 1988

T the Bacnd of Directars cndd
Sharobolidert of NIKE, I

Iy our opinscn, the g 4 balance sheet and the related consolidated statements af

inenme. of cash flows and of sharcholders equity present fairly. in all matenal respects, the financial position of NIKE,
Inc. and irs subsidiaries ar May 31, 1988 and 1967, and the results of their operations and their cash flows for each of che
three years in the period ended May 31, 1988, in conformiey with generally sccepred accounting principles, These

financial starements ase the respansibilicy of the Camparys our ¥is jpress an opion o6

these financial seatements based on our audits. We conducted our atdins of these starements i accordance with generally
accepeed aud ining seandands which require thar we plan and perform the audst to obtain reasonable assurnce abour
whether the Fnancel statements are free of material misssarement. An andit includes examining, on a test basis, evidence
adeel ok

significant estimares made by managensent, and eviduating the overall financial ssarement presentacion. We believe that

supporting the amounes and di i the financeal s ssesuing the

ouraudits providea ble basis for the opinion expressed above.

N



NIKE, INC. . NIKE, INC.
CONSOLIDATED STATEMENT OF INCOME tin thescuanis, cusge por hans dite) CONSOLIDATED BALANCE SHEET tix st

Year Endesd May 31,

1S e At T T
Revenues $1,203 440 877,357 $1,069,222 Current Assets
Corsts ahl expenses ; Cash and equivalents $ 75,357 $126,867
Cast of sales 803, 380 396,662 722,923 Accounis receivable, les allowance for doubstful accounts
6 158,393 184,458
Selling and administrative 246,583 204,742 209,219 ok30,104 and 36546 238.393 184,459
ored) 2
Interest (Noges 7 and 8 8,004 £473 13,820 LR T 80D 120,663
i Dieferred Note 9 0,576
Other {income} expense (Notes 4,9, 12, and 157 120,722) (6.200) 11,245 Efect oo e (o 2 10:33¢
Prepaid expenses 6,717
1.037.243 803,678 939,203
f Tiral cuirrent assers 553,542 A4y, 282
Income before provision fur income tases and T A H382 4928
MINGTICY INTEest 166,19% 73,679 Hoo17 Progerty, plant and equipment (Nates 6 and H) 112,022 96,988
Provisson foe income taxes (Nowe 9) 64,500 il 57,760 Less accuymulared deprecasnion 48,508
Income befose minority interest 101,695 35.879 AB.A80
Minarity interest = | Goddwill (Nutes | and 35 3,593
Net income 5101695 5 $5.679 rintuen
Net incnme per commeon shage (Note 1) s $..93 $1.33
: Liatalstis anad Shardaldeny Equity
Average nurniber of commim
common equivabent shares (Nore 1) 37,630 45,494 H, 179 Carrent Lubilities
Current portlon of long-term debt {Note 8) ¥ 1373 5 4.900
Notes payable oo banks (Nore 7) 135,215 43,143
Accounts payable (Nate TH 50,288 28,056
Accrued liabilicies 59,073 39,792
Incame fuxes payable 8,309
Tsal current linbilaties 124,082
| Long-term debr (Npre 8} 30, 36 15,202
usrent deferred income tases
purchased eax benefits (Nare 51 11,949 14,242

Commitments and contingencies (Note 14)

Hedeemable Prefeered Stock (Note 100 300 00

Sharehulders' equity (Note 11

s Scock at stated value

Class A comvertible — 14, @55 and 14,598 shares surstanding 173 174
Chass B— 22,650 apd 23, 340 shares cutssanding T0%
Capiral in exzess of stared value 83,542
Foreign currency teanslatlon ad justment i1,938)
Retained eamings 340,325 2535

ar notes o cansolidared financial stvements ane an integral pareof this statement

The et ving naces t comsolidared financial arean insegral pare of this stzement. The accompunyi
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NIKE, INC.

CONSOLIDATED STATEMENT OF CASH FLOWS (s tboinis

Cash provided {used } by eperations:
Net income
Income charges (credins} aor affecting cashy
Depreciation
Deferred income taxes and puarchased
tax benehies

Minority interest
Qrher
Changes in-certain working caparal componenas
(lncrense) decrease in imventory
(Increase) decrease in socoants receivable
(Increase) decrease in other cirmens assets
Increase (decreise) in accoumnts payible,
accrued lahilities and meome ases payabie
Cash provided by uperations
Cash provided {used ) by investing activities:
Additions 1o property, plantand equipment
Dispasals of property, plant and equipment
Ligusdation of minarty imrerest
Acipusition of Cole Haan:
Goodwill
Ner asets acquired
Additions to other sssets
Cashused by investing activities
Cash providsd (used) by francing ctivities:
Additions 1o long-teem debr

Heductions in Jong-term debt including
CUTTEn] HATion

Encrease [decrease) in notes payable to banks
Proceesds from exercise of options
Fssuance of common stock
Dividends —cominsn und prefesred
Purchase and retirement of commuon stock
Cash provided (used) by financing activities
Effect of exchange mte changes un cash.
Net increase (decrease) in cish and equivalents
Cashand equivalents, beginning of yeir

Cash and equivatents, end of year

The ac ing notes ta { financial

Yieur Erded Muy 31,

1958 1987 1988
3101695 § 35879 §59,211
14,020 12,078 10,349
211} H.486 g |
- (6,954)
432 2,494 1,225
(6508, 13 25 39,542 6,080
64, 187} Li7a 29,164
(5.624) 4.331 621
= _Bae2 LY
19.019 33,351
(25,315} (16,725)
5,863 $.192
- — 9,533
(H2,04497% - =
(13,0861 — e
(1445 930) 9755
s (11,0760 1155
k2 30,332 £.975
(11,6935 {10,678 {1,745)
1585 i 18,489 153.939)
2.262 1,21
5815 — =
(14,9043 (13, 184} (13.083)
(21, 890) - —
41,783 {12,112} (60,3627
911 (525 L7115
(51.510) 108,729
126,867 18,138
375,357 126,867

an integral pare of tus staement.

NIKE, INC.

CONSOLIDATED STATEMENT OF SHAREHOLDERS' EQUITY st

Gt Soack

Balanre s bax 31, 198Y

Stack oo rrer el

Comvetziom 1o i B Common Soock

Tesmbapion ol wessmenn ol
forragn opeeationg
Evposal of foerign wibsifsary
Nt e —yrar ende] May 51, 1986
Errvidensty on Kedeemable Preferresd Suck

Diwidends em Camanin Stack

Balusras May 31, 1980 15051
Starkoptions meicised

Tast B Commin Siock 33| 16 i

Sareign dperation

Nevincome —year endesd May §
Dyvasdreals om Rerderntable Perserrnd Scock
Dirvidlersds con Commuon Stk

30200
M
[IENET)
EN Uy (50T TALBAY MEHG
2 AR LYk

LA L

$3.879 15,570

Walarweai May 31, 1997

Stk optinns rercioad
Coversion 1o Clast B Comimen Sk (L) 1] L

Tranadarice i srazeniencn of
foeign gt ien

Net income— year ended May A1, 598
Drividencl om Redermshie Prefecred.
Divicderchs v Cioen o Saock

Puarchase and reseremen
of Cummen Seik 1,363

Tssuance of Comemon Stock 244

Balaniea May 1. 1958 14,4%% §73 22650

The ace nores o consolidared financial

£ 30
113,138

1705 s34 338,01
\ 1 1242
T TRl

W16 100,695
&7
(14,874
(1) - (2LAT4 21.890)

1157 $M0,32% $11

an integgral pare of this statement.



NIKE, INC.
NOTES TO CONSOLIDATED FII

ANCIAL STATEMENTS

Note 1 — Surninnary of significant accoentvig policres:
Basis of consolidazion:

The consolidared tinancia) sttements iclude the scconts of the Company and its subsidiaries. All <ignificans

ingercompany transactions anid balances have been eliminated. To facilitare the timely preparation af the consal
financial statements, the accounts of ertain | have b lickated for fiscal ling in Apeil.
Recognition of revenues:

Revenues recognized include sales plus fees eamed on sabes by licensees
Cashand equivalents:

Cash and equivalents fepresent cush and short-t with of iy

three months or less.

Inventory valuation:
Loventories are stated ut the lowes of coit or marker. Cost s determined wing the last-in finst-out (LIFO)

method for substantially all invenzories

Property, plant and equipment and depreciation:
Froperrs. plant snd sculysmene e mootredad i e Depitevintion R fineiil repotang popase (i decrmined
ona straighe-ine basis for buildings and leasehuld improvements and peincipally uo a declining balance basis for

machimery and equipment.

Goodwill:

At May 31, 1988 the Company’s excess of purchase cost over ehe fuir value of net assess of basinesses acguired was
$84,747,000, net of arportizatian of $2,807,000. This excess is being amurtized on a seraight-line bass over perssds of

cight and forey years

Foreign currency cranslation:

Assers and liabilities of foreign sperations are ramslated it U.S. dullars ar curment exchange sares. Incame and
expense sccounts are translared fno ULS. dollas ar average sates of exclange prevailing during the period. Adjustments
resulting fram eramlating foreign fancrional curmency financial starements ineo LS, dollars are raken dimeerly tos

separate campoment of shareholden’ equity. Foreign currency’ transaction gains and Iosses are included i incame.

Income taxes

Deferred income taxes are recognized for siming differences berween income for finencial reporring purposes

and taable income. Income faxes are provided currently on eamings of foreien subsid iasies expeered o be rep i;

In December 1987, the Financial Accounting Standards Boand issued Seavement of Financial Accounting
Standards No. 96, Accounting for Incarne Tixes. SFAS 96 requines use of the lability method for computing defermed
income taxes. One of the principal differences from the deferred method used in these financial stitements is that dhanges
in tax rates and laws will be reflected in income frum continuing operations in the period such changes are enscred:
whereas undder the deferred method such chaigses were reflected gver tamwe, ifat all.

The Company plans (o adopt this seterment in fiscal 1989 or 1990, s permitred under the transition mubes, bt

has not yet quantified the effect adopeion will bave oo the conlidared finuncial satements

Net income per comman il

Net income per cammon share is compured based on the weighned avesge number of common and comman

equivalent (stnck option) shanes ourstanding for che periods reporred

Reclassifications
Certain prior year amounts have Been reclassified o conform with 15885 and 1987 classifications.
Nute 2 — Inventoies:

Inventarics by major classification are as fol lows

o el

Finished goods $194,263 5118783
Work-in-process 5 L.140
Raw materials 1,684 740

§120,663

The excess of replacement cost over LIFO cost appronitated $ 14,792,000 at May 31, 1988 and $4, 288,000 a1 May 31,

1957, During 1988, 1987 and 1986, comain invenrory quantickes were reduced resulting in liquidirions of LIFOQ
itweritory quantities carried at differens costs prevailing in prioe years as compared with the cost of 1088, 1987 and 1086

988, 1957 amd 1986 the liquid § LIFO inventory

resulted inan

paschases. Tor the years ended May 31,

increuse (decreased o cose ol sabes of spproximarely ($769,000), §1432,000 and (5 1L0AS.KH and 1o carnings per share

of 3,01, (3.02) and 3,01 respectively

Nots 3 Acqunsationn of Cols Heern Holdigy, I
On May 24, 1988 NIKE scquered substantially el the stock of Cale Haan Holdings, Inc. (Cole Haan b and dts

subsidiaries. Cole Haan is 4 leading designerand markerer of high quality casial and dress shoes, The acquisition wis

The purchase price was 380 million plus repavnsens of debit of
: 4

aceounted for using the puschase method of sccounting

$15 million, The Company paid for thic pirchse with $89.2 million in cash ind by fssising 243,713 shares of N

valoe of $5.8 millian, for the remaindee

stock, with a mark

ansolidated balance sheet ar their fair

Cole Haanis assets and liabilisies have been recordid in the Company'
values an the acquisivion date, At May 31, 1989, assees of the newly scquined company wealled $3% million, exciusive of

aoodwill, Since Cole Haan was accjuired so close to NIKES fiscal year end, 15 operating nesults for the few days of NIKE

awnership were not macerial ad are nor included inthe Company’s 1988 consolidated starement of mcome. The excess

uf cost over the fair value of net assers aceuired toralled spproximately $52 million atd has been accounted fie as

goidwill, which is being amsaised over forty vean.

T iollesering smiadlitad eebiriseiro firme Mooy thie bebiisaf the Coeak perkrichi st

though the soquinition had occurred on June L 1957 and 1986 _ly8s L
Revenises (in thousands) £1.268.430 £924,461

Net incaene iin thousards 399,390 34,2200

Eamings per share 264 5.89

The pro forma resslts nf operatinns are ot necessarily indicative of the acrual results of operaricins that il
have poousred hid the parnchase been mude as the beginning of the pespecrive periods, of of resules which may occuran

the futur.

Note — Castenni Settlencni:

During 1988 the Company settled « custams duty dispute with the U.S. Government reluting t valuation
mthads wsed for cenain NTKE imports from 1979 00 1981 This serclement resulted ina eefund of daties and inrerese to
the Company of apprindrmacely § 14 miillion. The sectlement proceeds an: included in ot ber income in'the consolidared

financial stagemencs fur the year ended May §1. 1985,




Nute 5 —Sale of Japeonese stibstidiary:

In May 1986 NIKE sold its 515% interest in its Japanese subsidiary and terminated its Japanese joint ventuse
agreement. The rransaceions had s nominal effect on after wx income, the compopents of which are included in acher
expense and the provision for incorve taxes. The subwidiry had rotsl assets of $71,000,000 at the time of sale. For the

yearended May 31, 1986 coral far this linry included in the of income wene
$4.2,000,000; NIKES share of the net | luded 0 §7,145, year ended 1986.

The Compuny continues to market its produces in Japan chrough a licensing agreement.

Nte 6 —Peoperty, plant and aquspment:
Property, plant and equi prsent includes ehe llowing:

Land 5 9,245 $12,206
Buildings 13.412 T373
Machinery and equipment 79,298 66,752
Leaschald improvemenss H.830 452
Camitruction in process 1271 2805
Li2,022 96,088

Less accumulated deprecianion 4,319 44,508
£ 5%,703 S48, 440

Nt T—Short-termt bovmouings aoud credss foes;
Nores pagable 1o banks and interess-bearing accounts pavable o Nissho Ivat American Corparagion (INIAC) are

summareeed below:
Danks
_ Domestic Dperations Foreign Clpesurions <
i leitereis Rate B Inreres Rare Intepes: Rute
low chamancki
May 31, 1088 $94,885 TVE 240,310 TR $20,404 BUE
My 3T, 107 - - $45,143 TS 57355 T
A May 31, 1988, NIKE had $25 million in surstsnding bormowings under ies § 100 mulliog unsecured multiple

aptioa facilivy with nine banks. Thers were i gs under th at May 31, 1987, This
agreemnent conains opcional borrowing al conmstng uf f revolvarg boan facilicy, an ancarmmicted

| i ach facthity and an d euronoce facilicy, The interest rmae chamed on this agreement is
devermined by che burmwing option and ix based on the Landoe [nterhank Ofered Rate (LIBOR}. The bormmwing moe
under the commiteed revelving boan facilicy is LIBOR plos 559 The agreement provides for unnial fees of | 15% of the
tueal commitment plos fees based upin isage under the commireed mvalving lan facility, Under the agreement the
Campany must maintain, among other things, certain minimum specified financial mtios and hakances. A domesric
subidlary has a separaee § 12,5 million secured eevolving credie agreemnens of swhich $9,885, 000 was ourstanding ic May
3L, 1988, Total domestic bocrowingsas Muy 31, 1988 uleo incloded 560 million under unsecured. uncommitted shores
e credie fcilities with several banks,

The Company has curstanding Josns at [prerst nites ar vitrious spresds ubove the banks' cose of funds for
financing foesign operations, Certain of these Insns ure secured by secounts recelvable and invenony:

Accinsnes payible m NIAC ure generilly dise up to 113 days after shipment from the foresgn pors, Intesest an

such accmants payableaccrees ar a bank's 1 rare s of the b A thve month of the invoice dine, less F5.

MNote B— Lang-termy dletie:

Long-rerm debr includes the fol lowing: May 31,
1088 1987
1 e choanandh}
8435 unsecured term loan, due 1993 §25,000 £25.000
9.43%- 1 1,7% nestes payable - 8,354
H.25% capitil equipment parchase agreement
payable in installments through 1991 2,659 3,386
B.0%-8.8% industrial revenue bonds, secured by cenain
vead estate, due throngh 2000 1,661 -
12,55 pote payshie, socured by cerrain properey, plant and equipment - L3575
Other .23
Toal 31879
Less curpent maturicies L5783
The 529 million term loan equine, i wther things, che mai of specified financial

sarbiss and halances and canesins limits on the amount of investrents and sales of assets.,

Amounts of long-term maturiries in cich of the five fiscal years 1989 through 1993, respectively, are
SL573,000, $1,704,000, $1.513,000, $314,000, and §179,000,

Total ineeress pavmencs undes all long: and sh horrosing armng were £9. 500,000,
$7.106, 000 and $13, 700,000 for the thiee years ended May 31, 1988, 1987 and 1986

Nate O Ineustie totes:
Incomis befure incame taxes and minosity interest and the provision for income tases areas fllows:
Year Ended Mav 51
L] 1987 1956
[

Incurme befire income tixes and minotity intepest:

Unired Scares $124,519 44,515 $107,424

Fareign 11,676 29564 239

§1l

_s1t6

Provision for incnme rases:

Current:
Unined Stares
Federal $ 43,830 316,172 § 42,550
State 8,304 3. 7m 6,577
Frreign 14,019 6,050 35354
66,143 23,904 32,311
Deferred:
United Srazes
Fecteral 11383 11910 5484
State (263) (120 218
Foreign 203 106 {7
(LGS 11,896 5.249

§ 61500 $57, 800 § 57,760




Thee provision for income taxes was reduced by invesement six ceedins of 3568, 000 during the year ended
May 31, 1986. As of May 31, 1988 the Campany has fareign tas credis carmymvers for tas purpases of §2,927.000. The
crecits miay be carried forwind [or five vears,

The sources and smiunts of the provision foe deferred income raxes wene s fllows

Yeur Ended May 31,

1988 {0 1986
i chwasml

lventory adjustment ta marker 3 1,507 SLE3I0) $2.931
Tax basis ad jusements to inventiry (2,030) - -
Purchased tax benefits o 4,311 475
Deferred compensation i) 632 12,1492)
Diiscont of barter credies 11,588 iADLy {1,732
Undistribated earings of forengn subsidinne 258 B.08T 2,444
Other, nex Thi 677 16771

1,645 $11,896 53,249

A reconciliarion from the US. ssararoey federal income tux meo to the efective meome tax mee dol lows

ek 1986

U5, Federal statutoey rarc 35.0% AB.0F
State income taxes, nee of federa] benefic 33 24 30
Recalcularion of purchased tax benefic lubilicy - 2% -
Tax tretpact of foceign losses LT ) 27
Taxes v foreign eanengs - Lo 0.1
Other, net 22 34

Effective income tax rate I8.8% 513 52,50

During 1982, the Campany purchased futore rax benefics for §15, 277,000, Tax benefirs af 5,190,000 m

excess of the purchase price have been

d s of May 31, 1988 and are classitied as a bong-term liabiliny. In
Nireernber 1986, the Company rengnized $3,700,000 1n non-raxable other income as 3 mesuln of recalcularing rhe effect
af the 1956 Tax Reform Act an irs parchased rax benefit Habiling

Toeal incume taxes pawd by the Company for she chiee years ended May 31, 1988, 1987 and 1986 were
$63,800,000, $15,700,000 and $57, 100,000

Nute 10— Reebemaahie Prfernd Stock:
NIAC i the sole cowner of the Company's authaeized Redeermable Preferaed Seodk. §1 par value, which is
mechermahle o the oprion of NTAC ar par vilue aggregaring $300.000, A cumularive dividend off §.10 per share is puyable
anmeally om May | and no dividends may be declared or paid on the Cammuon Stock of the Company unless dividends on
ehe Redeemuble Preferred Stock have been declased and paid in full. There have been no changes in the Resdeemahle
Preferred Scodk: in the three years ended May 31, 1988, As che halder of the Redeemuble Prefermed Stock, N1AC deoes not
have general voting fights but does lave the right o vote as a separate class on the sabe of all or wobsantially all of the
Sl

assers of the Company and ity « O METRET, didarion, liguid dissal af the Company ar on

the sabe of assjgnment of the NIKE trademark for athbetic footweent sold in the Unired Seans

Nase [ —Commion Stack::

The sutharized number of shares of Class A Commin Smck oo par valee 2nd Class B Common Stock no par
vatlue are 20,600,000 and 50,000, (K} rspectively. Each share of Class A Comman Stodk is convertible into one shase of
Class B Cammaon Stock. Voting rights of Class B Comman Saack ane limiced in cemain circomstances with nespect 1 the
electinn of direcoors.

During fiscil 1988 NIKE puschased and setired |, 362,100 shares of its own commin stock ata ool cosc of
$21, 9 millien.

The Coompany'’s Employee Incentive Compensation Plan (Option Plan) provides for the isuance of 2 maximuim
af |, 68000 shares of the Company's Comman Stock, Oprions granted muse not be ara price less chan the fair market
vatlue af the Class B Comman Stock as the dase of grant and can be issued in either Class A or Class B Comunon Stock. The
Option Plan is administered by a commatree of the Boerd of Directors which has the antharicy m determi e aprionees,
the number af shares 1o be covered by sach optian, thes dases upon which each apeion is exercisable, the metbod of
payment, and ceran other perms. The Opeion Plan has a stock apprecaation feature shich gives rhe committee aurhorsry
v itllow a specified holder cosurrender bis opion i eschange for (1) the cash value of the difference between the option
priceand the Sir marker value of the comemion seock subject o opticn ar the date of surrender, (21 ch number of shares
having such cish value oe (3ra combination of the above, The Option Plan expires in 1990,

“The fullowing summarizes the Option Plan fransactions fir che two years ended May 31, 1988:

Opeion Price
Pl (f)_
Options cutstanding May 31, 1986 9 1250 19,75
Exercised {166} 9.2% 0 19,78
Surrendered i R v 9.251w019.7%
Opricas gurstanding May 31, 1987 442 9,50 0 19.75
Exereised 93 2500 19,75
Surrendered 40 .50 21,25
Granced 91 Wim 22,19

Options ourseatding May 31, 1988 )

Oprions exercisableat May 31, 1988 and 1987 148 %5000 19.75
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& i with three directoes provide them with the right i poarchsse up oo 720,000 shares
of the Company’s Class A Camimaon Stock ar $.417 per share, The estimatesd fair market valoe of these shares st the dace
granted was $6.2% per share spgregating $4, 300,000, During the pears ended May 31, 1988 and 1986 cermain direcioss
exercised options for (74,000, and 210,000 shares, respectively, AcMay 31, 1988 there were no vested options
cutstanding, The nights to purchase sn addiional 72,000 of these shares will vest in October 1988 and 1989 as lungs as
the directors serve in an acvisory capaciny during that period and meer other specified conditions, All purchase righes
must be exervised by Octaber 1994, The Company is recognizing compensation expense af §4, 200,000 over the nine
yeue vesting period through Ocober 1959

In Seprember 1983, the Company granted aptions t purchase 10,000 chares of Class B Comemon Steck tn twn
dscectons at an exerciie price of 16,25 per share. During 1985 the vwo directors were grneed options for an addirional
201,000 sharcs of Class B Common Stock exercisable ac 39,50 per share and the oprion price of the ariginal 10,040
aptions gramted was changed m §9. 50 per share. Each grant of options veits overa five year period and expires from 19935
0 1995, Oprions for 16,000 shares were exercised during che year ended May 31, 1988, Ar May 31, 1988, 30,000 shares

were exerisable.

Note 12— Prfit sharing plan:

The Compatry has a profic sharing plan availabie to substantially all employess. The terms of the plan call
for ) it by the Campany as o § by the Board of Directors, Contribugions of $3, 000,000,
31,300,000 2nd §2,000,000 1o the plan aze included in ather expense in the consalidated financial sracements for the
years ended May 31, 1968, 1987, and 1986,

Nate 13— Interest tcomie:
Ineluded in othes ineome for che three vears ended May 31, 1988, 1987, and 1986 is interess income ol
$9. 321000, $T.230.000. §3.670.000.

Note 14— Conmmutnsits and vintingerici:

The Company keases space for its offices, wanshouses and rerail stones under leases expiring from one oo nioe
years after May 31, 1988, Rene expense aggmegated $11,60%,000, § 11,608,000 and $13,602,000 for the vears ended
May 31, 1988, 1987, and 1986 respectively. Amouncs of minimum furare annusl rental commutments ender non-
cancellable aperating leases in ewch o five fircal years 1989 through 1993 and in aggregate are $11,733,000, §5,506,000,
$7. 308,000, $6,639,000, $4,737,000 and $64.193, K, respectively

Nt 15— Opwzationss by gongraphic avias;

The Campany tperates predaminantly in ane industry segment, that being the design, producrion and
markering of sthletic footwmar, apparcl and sccesseties. During 1958, sles tw one major customer amounted o 125 of
notal sales. In 1987 and 1986, no single cisstomers sales exceeded 104 of weal sales. Information abaut the Company’s

apertims in the United States and foteign areas is presented below. linter-goographic nvemes and ausets have been

{ to arrive ar the amounts. Expenses and assers nor sdens fiable with the operations of a specific

gragraphic segment have been listed separizely,

Revenes from unrelsted entities
Unired States
Eutugpe
Japan
Other fieign

tater-geographic revenses
United States
Tumpe
Other fogeign

Toaal revenues
United Seates
Europe
Japan
Orhes foeeigin
Less inser-geographic revenuses

Operiting incume
Unived Seates
Eurtpe
Japan
Other foreign

Less corporate. interest and other (income) expense
and eliminations

Assets
United States
Eutupe
Other formgn
Taeal identifiahbe sssers
Corpuraze cash and eliminations

Toral assets

Yiar Enuded May 31,

19K H 1985
Lo |

§ O00417 $641,603 3§ Bl16,562
233,402 191,358 166,294
— — 42420
%,621 A4 306 43,946
31,203,440 $1,061,222
3 128 $ 2043 ] A,418
- — 1.610
3008 5,540 38,860
§. 578 §.-7:583 5 43788
$ 901,142 $643,606 3 819,880
235,402 191,358 V6T D04
- - 42,420
74,629 49,936 82,806
15.733) F.58%) 143.788)
$1,203.440 $877.357 $1.069,222
SU14.040 $ 48,755 $ 120,827
37,036 21,529 E7:837
- — 1,331
13,073 5,663
2,038 (3,328} 132,999
5 166,195 $ 110,017
§ 499707 £288,689 £ 353,057
94,900 83,869 79.937
31,784 23,063 40,018
646,391 399,621 473,012
63,704 112,222 5826
& 709,095 $511.843 £ 476,838
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