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Selected Financial Data
— 198t we8c x99 978 @ 1o7
Year Ended May 31: (in thousands, except per share data)
Revenues $a57,742  $269,775  $149,830 $ 71001  $ 28,711
Netincome 25,955 12,505 9,723 3,856
% of sales 5.7 4.6 6.5 5.4
Per common share 1.52 i .58 22
Increase in working capital 45,063 16,358 7,915 2,706

At May 31:
Working capital $ 74,687 $ 29,624 $ 13,266 $ 5351 $ 2,645
Total assets 230,289 134,615 79,826 38,964 14,244
Long-term debt 8,611 11,268 2,547 1,216 691
Redeemable Preferred Stock 300 300 300 300 300
Common shareholders’ equity 83,021 28,756 16,281 6,588 2,759

Market Prices of Common Shares

The Company’s Class B Common Stock began
trading on December 2, 1980 in the overthe
counter market under the NASDAQ symbol
NIKE. At 'year-end there were six security dealers
making a market in the stock and there were ap-
proximately 2,500 sharcholders of record. The
high and low bid and asked prices since December
2, 1980 are summarized below:

Quarter Ended February 28, 1981
Quarter Ended May 31, 1981

Quarterly Financial Data

Quarter Ended
May 31 February November 30 August 31
Year Ended May 31, 1981: (in thousands, except per share data)
Revenues $134,784 $109,905 $109,970 $103,083
Gross profit 37,930 29,553 32,452 29,674
Ner income 7335 5,553 6,521 6,546
Net income per common share 41 3 .40 41

Year Ended May 31, 1980:
Revenues $ 92,626 $ 66,711 $ 54,812 $ 55,626
Gross profit 26,017 16,382 14,136 16,557
Net income 4755 1,971 2,118 3,661
Net income per common share .29 % I3 23




John McEnroe, winner of the U.S.
Open in 1980 and Wimbledon in 1981.
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NIKE's prototype research activities play an
important role in the development of our foorwear
line, The construction of prototypes enables our
engineers and designers to test the feasibility of
mmpmduunsspeuﬁcmodels. Anhesamenme.
extensive field testing by athletes, prior to com-
mercial production, assures both the suitability of
the design and the quality of the materials being
used.

Ouwrs is a multi-disciplined research effort,
and in the end it is again advanced technology that
aids i the final development of a shoe. We believe
NIKE was the first company to use computers
to assist i the design and manufacture of shoes.
Our computer aided designcomputer aided manu-
facturing process (CAD/CAM) is particularly
useful in the manufacture of cutsole molds.

Our commitment to product rescarch, devel-
opment, and evaluation has not changed. Achletic
footwear will continue to evolve, and facilities like
the Sports Research Laboratory in Exeter, New
Hampshire will continue to make a major contri-
bution to NIKE's future success.

Net Income per Common Share

NIKE shoes are manufactured
both in the United States and abroad. A
key factor in our move to the forefront
of the industry has been our ability to
consistently deliver high quality shoes
from a variety of sources.

In 1981, approximately 90% of our shoes
were manufactured on a contract basis by twenty
foreign suppliers located in Korea, Taiwan, Japan,
Hong Kong, Malaysia, Thailand, the Philippines,
and England. The balance was manufactured by
company-owned plants in the northeastern
United Seates.

Our ability to successfully utilize many
sources of production is a direct result of cur total
commitment to deliver quality shoes to the mar-
ketplace. To that end, foreign manufacturing is
performed in accordance with our detailed specifi-
cations and NIKE personne! supervise quality con-
trol inspections at each production source.

In the furure, we will continue to rely on our
foreign sources for the majority of our shoes. We
are always reviewing additional sources of supply
and secking new, high quality manufacturers, both
in the United States and abroad. Current negotia-
tions for the.contract production of shoes in the
People’s Republic of China are but one example,
and these negotiations are progressing favorably.

Our continuing relationship with Nissho-
Iwai American Corporation was again beneficial.
Sinoe 1972, that company has performed import
and export services and provided financing for
NIKE. We maintain an excellent relationship with
Nissho-Iwai and plan to continue to utilize their
services.

Entering 1982, the potential for growth in
footwear sales remains substantial as the mas-
ketplace continues 1o look to NIKE for superior
quality.




Owr ongoing goal is to develop and
market a line of bigh quality athletic
apparel readily identifiable with the
NIKE name and its associated reputa-
tion for quality and innovation.

During 1981, the NIKE appare! line made
substantial inroads in the market and took its
place beside our footwear at many retail outets, In
1980, apparel revenues reached a modest $8.1 mil-
lion. [n 1981, revenues dimbed to $33.1 million.
We expect a substancial increase in 1982.

Today, NIKE is providing a line of apparel for
the sports enthusiast. During 1981, we marketed a
range of garments and acnuonu whsch mduded
quality warm-ups, performance
tennis clothes, bay,T—shuu,shom,nngleu,and
other activewear. The response by consumers was
gratifying, We plan to broaden and improve that
line in 1982.

In 1981, we devored our efforts to further
development of the appael line, While 1981 found
the majority of our line in sporting goods stores
and specialty stores managed by established foot-
wear customers, the coming year will mark NIKE%s
entrance into many more retail outlets throughout
the country.

The majority of the NIKE apparel line is cur-
reotly manufactured in the southeastern United
States. As with footwear, we contract apparel pro-
duction with independent manufacrurers. Depend-
ing upon the costs and quality of production, we
may increase the quantity of apparel man
overseas.

As our appare] products reached the market
in 1981, demand literally exceeded supply. Current
plans include implementing our first advanced
booking program in the Spring of 1982 o assist in
ensuring the adequacy of supply and fulfillment
of orders,

‘While we continue to direct our primary
efforts toward the achletic shoe market, we expect
NIKE apparel to play an important role in our
success in the years ahead.

The formation of NIKE Interna-
tional, Ltd., highlights an all out effort
to increase our worldwide market
share,

Revenues from foreign sales reached $25.8
million in 1981, compared to $16.6 million a year
earfier,

Late in 1981, we formed NIKE International,
Ltd., a wholly owned subsidiary of NIKE, Inc.
Chartered in Bermuda, with branch offices in

Oregon, and with a planned manufacturing sub-
sidiary in Navan, Ireland, NIKE Intemational will
provide the base for an expanded worldwide sales
program. [n the near future, an additional office
will be opened in San Juan, Puerto Rico ro handle
orders for both Central and South America.

During the next year, we will actively seck
distribution in countries where our products are
not currenty marketed. In countries where dis-
tributor agreements or direct sales are not feasible,
efforts will be made to enter into licensing
menss for the sale of NIKE products. Licensing
agreements will provide for NIKE's approval of
product lines and on-site quality control
inspections.

In the past, our participation in the European
market has beenmodeu,pamallyua result of the
duties imposed on NIKE products arriving from
outside the Common Market. To help alleviate this
situation, NIKE is currentdy building a company-
owned production facility in Ireland, with an
initial monthly capacity of 40,000 pairs of shoes. It
is anticipated that production will begin this Fall,

In 1981, our shoes were distributed in
thirty countries. Our worldwide sales program is
designed to provide a continual but orderly expan-
sion in the number of NIKE countries.

Sebastian Coe set three world records (for
800 meters, 1500 meters, and the mile) within
42 days during the summer of 1979, and col-
lected silver and gold medals at the 1980
Olympics in Moscow.

Finished shoes ave placed on wooden stor
age racks, awaiting boxing and final shipment,




Management Discussion and Analysis

Operating Results
Worldwide sales of NIKE products in fiscal 1981
i d $497,2.44,000 ¢ d to $284,377,000
in 1980 and $155,197,000 in 1979, as set forth below:
Year Ended May 31,

1981 1980 1979

(in thousands)

Domestic foorwear
Sales by NIKE, Inc.

Domestic apparel

Sales by NIKE, Inc. 32,077 8,100 2,200
Sales by licensees 6,174 — —
38,251 8,100 2,200

Foreign
Sales by NIKE, Inc. 22,191 14,463 3,639

Sales by licensees 37,950 16,714 5,958

to a change to the LIFO method of inventory valuation
and higher customs duty,

“Futures” orders booked for domestic and foreign
delivery from June through October 1981 are approx-
imately 20% higher than such orders in the comparable
period in the prior year.

“Atonce” orders shipped in June 1981 were up
167% over June 1980 orders, compared to an increase of
91% in March-May 1981 over 1980 levels.

Liquidity and Capital Resources

NIKE's continued growth resulted in an increase in
current assets of $89,129,000 in 1981 compared to an in-
crease of $49,951,000 in 1980. Inventory at May 31, 1981
aggregated $120,229,000, up $64,288,000 from r98o.
The 1981 increase was attributable, in part, to a decision
by to accelerate purchases to lessen the

60,141 3,177 9,597
Total Sales—

NIKE Products $497,244 $284,377 $155,197

Revenues (Sales and
license fees) recog-
nized on above:

Domestic footwear  $398,852 $245,100 $143,400

Domestic apparel 33,108 8,100 2,200
Foreign 25,782 _ 16,575 4,230
$457,742 775 $149.830

The increases in the volume of shoes sold domesti-
cally were related to increased acceptance of the Com-
pany’s products and product line expansion, particularly
in court shoes and children’s shoes.

Net income rose 108% to $26 million in fiscal
1981, compared to an increase of 29% in 1980. The
higher income in 1981 was attributable to higher sales
volume, improved margins and economies of scale in
warchousing and selling and administrative expenses,
partially offset by higher interest costs (3.9% of sales
compared to 3.4% in 1980). ffects of higher interest
costs were tempered by a reduction in debt related to
the December 2, 1980 public offering. The 29% increase
in 1980 net income was attributable to higher revenues
(80%) and economies of scale in selling and administra-
tive expenses, partially offset by lower margins and higher
interest costs. The lower margins were attributable in part

Dan Fouts, quarterback for the San Diego
Chargers and AFC Pro Bowl quarterback.

Inside the 335,000 sq. ft. warehouse and
distribution center in Greenlapd, N.H.

impact of a July 1, 1981 increase in customs duties.
Management believes the duty increases will not have

a material economic impact on the Company. Inventory
turns for.1981 were 3.7, compared 10 4.2 in 1980 and
3.7in1979. 2

Capital expenditures for 1981 aggregated
$9,914,000, compared to $6,784,000 in 1980 and
$4,120,000 in 1979,

Capital expenditures for 1981 and the increase in
current assets were financed by $27,890,000 net proceeds
from the December 2, 1980 sale of Class B Common
Stock, an increase of $29,254,000 in short-term borrow-
ings, long-term borrowings of $4,392,000 and funds
provided by operations.

The Company’s current ratio improved from 1.22
to1in 1979 and 1.31 to 1 in 1980 to 1.54 to 1 in 1981. The
debr to equity ratio at May 31, 1981 was 1.8 to 1, com-
paredto 3.6 to1in 1980 and 3.8 to 1 in 1979.

Capital di for 1982 are proj at
$14,000,000, including approximately $6,000,000 for
production facilities in Ireland and Malaysia. A portion
of the capital expenditures for the production facility in
Ireland will be paid by the Republic of Ireland through
an investment grant. The Company expects to increase
its short-term lines of credit to $220,000,000, effective
September 1981. The increased availability of short-term
funds, together with funds generated by operations,
will adequately finance NIKE’s 1982 capital expenditure
and working capital requirements.




- Financial Reporting
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The Company’s accounting systems include controls
designed to reasonably assure that assets are safeguarded
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During fiscal 1981 an Internal Audit Deparuniest was
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Board of Directors, p I

NIKE, Inc. -
Consolidated Statement of Income

Year Ended May 31,
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To the Boand of Directors and
Shareholders of NIKE, Inc.

In our opinion, the accompanying consolidated balance sheet and the re-

lated 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, 1981 and 1980, and the results of their operanons and
the changes in their financial posmon for each of the three years in the period

ended May 31, 1981, in conf with lly accepted ing princi-
ples comlslemly applied during the penod except for.the change, with whlch
we concur, in the method of ng for the cost of i ies as descril

in Note 1 to thy lidated financial s Our inations of dmse

statements were made in accordance with generally accepted auditing stan-
dards and ammdmdymdudndsudn muofd!emunmmvds and such

other anditing proced: in th

Price Waterhouse & Co.
Portland, Oregon
July 15, 1981

Costs and expenses:
Cost of sales
Selling and administraiive
Interest (Noses 4 and 5)
Other (income) expense

Income before provision for income taxes
Provision for income taxes (Note 6)
Net income, 2 .

Net income per common shase (Note 1)

Average number of common and common eqni;'alem shares

mpanying Notes to Consolidated Financial

1981 1980
(in thousands, except per share dala)
2 $269,775 $149.830
328,133 196,683 103,466
60,953 39,810 22,815
17,859 9,144 4,569
92 107
407,037 245,744 X3040;
50,705 24,031 19,423
24,750 11,526 9,700
3 200,588 1507 S 972
$1.52 $.77 $.58
17,016 16,140 16,828

arc an integral part of this statement.



NIKE, In .
Consohdated Balance Sheet
May 31,
Assets 1981 1980
(in thousands)
Current Assets:
Cash $ 1,792 $ 1,827
Accounts receivable, less allowance for doubtful accounts of $2,573,000
and $2,000,000, respectively (Note 4) 87,236 63,861
Inventories (Notes 1, 2 and 4) 120,229 55,941
Deferred income taxes (Note 6) 1,300 135
Prepaid expenses . 2,487 2,151
Total current assets 213,044 123,915
Property, plant and equipment (Note 3) 23,845 |, 14,193
Less accumulated depreciation 7,673 4,027
16,172 10,166
Other assets LOZA == V31
$230,280  $134,615
Lizbilities and Sharebolders’ Equity
Current Liabilities:
Current portion of long-term debt (Note ) $ 6620 $ 3,867
Notes payable to banks (Note 4) 61,190 36,500
Accounts payable (Note 4) 42,492 36,932
Accrued liabilities 15,401 10,299
Income taxes payable 12,654 6,693
Total current liabilities & 138,357 94,291
Long-term debt (Note 5) 8,611 11,268
Commitments and contingencies (Note 10) _ —
Redeemable Preferred Stock (Note 7) 300 300
Shareholders’ equity (Note 8):
Common Stock, 538,000 shares outstanding at stated value —_ 189
Class A Common Stock, 13,930,000 shares outstanding at stated value 194 —
Class B Common Stock, 3,601,000 shares outstanding at stated value 1,386 —
Capital in excess of stated value 27,020 71
Retained earnings 54,421 28,496
83,021 28,756
$230,280  $134,615

The ing Notes to Consolidated Financial S

are an integral part of this statement.

NIKE Inc.

Consolidated Statement of Changes in Financial Position

Year Ended May 31,

1981 1980 x 1979
a (in thousands)
Financial resources were provided by:
Netincome $25,955  Siz,505  $ 9,723
Add income charges not affecting working capital —
Depreciation 3,774 2,177 1,144
Other 131 63 26
Working capital provided by operations 29,860 14,745 10,893
Net proceeds from sale of Class B Common Stock
in December ro80 27.800 —_ —
Procecds from exercise of stock options 450 —_ -
Aflditions o debt 4,392 12,697 2,051
Disposal of property, plant and equipment 134 63 18
62,726 27,505 12,962
Finandi. mources were
A ﬁmand equipment 9,914 6,784 4,120
Long»mdebx becoming current 7,049 3,976 720.
Additions to other assets 670 357 177
Dividends on redecmable Preferred Stock 30 el ey
17,663 11,147 5,047
Increase in working capital 06, $16,358  § 7,915
Analysis of Changes in Working Capital
Increase (decrease) in current assets:
Cash i $§ Gs) § 75 $ 381
Accounts receivable 23,375 30,857 15,884
Inventories 64,288 17,453 21,417
Deferred income taxes 1:165 135 —
Prepaid expenses 336 1,431 e ¢
89,129 49,951 37,753
Increase (decrease) in current liabilities:
Current portion of long-term debt 2,753 3,411 81
Bank acceptances payable —_ (5,001) (1.860)
Nores payable to basks 24,690 19,250 11,250
Accounts payable 5,560 16,653 9,519
Accrued liabilities 5,102 (1,508) 7,306
Income raxes payable 5,961 788 3,542
44,066 33,593 29,838
Increase in working capital $45,063  $16,358 $ 7,915

1

The d Financial §

g Notes to C

are an integral part of this statement.
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NIKE, Inc.

Consolidated Statement of Shareholders’ Equ1ty

Balance at May 31, 1978
Net income—year ended May 31, 1979
Dividends on redeemable Preferred Stock

Balance at May 31, 1979
Net income—year ended May 31, 1980
Dividends on redeemable Preferred Stock

Balance at May 31, 1980
Recapitalization and 30-for-1 stock split
Stock options exercised

Conversion to Class B Common Stock

Sale of Class B Common Stock in a public
offering in December 1980 (net of
issuance costs of $433,000)

~ Net income—year ended May 31, 1981

Dividends on redeemable Preferred Stock
Balance at May 31, 1981

Capital
; In
Class A Class B. e
Common Stock* Common Stock Stated Retained
Shares  Amount Shares Amount Value Earnings Total

(in thousands)

538 $189 71 $ 6,328 $ 6,588
9,723 9,723

(30) (30)

538 189 71 16,021 16,281
12,505  12,505§

(30) (30)

538 189 - 7Y 28,496 28,756
15,602 = , —
36 36 414 450
(2,246) (31) 2,246 § 31 Sy
1,355 1,355 26,535 27,890

25,955 25,955

‘ (30) (30)
13,930 $194 3,601 $1,386 $27,020 $54,421 $83,021

*Prior to the recapitalization in November 1980 (Note 8), the Class A Common Stock was designated Common Stock.

The accompanying Notes to Consolidated Financial Statements are an integral part of this statement.

NIKE, Inc.

Notes to Consolidated Financial Statements

Note 1-Operations and szgmﬁcant
dccounting policies:

‘The Company designs, manufactures and markets
athletic footwear and apparel. The distribution of these
products is principally to retailers in the United States.
Sales are also made to foreign distributors. The major
portion of the Company’s products are manufactured for
the Company by foreign contractors and imported
through Nissho-Iwai American Corporation (NIAC).

Basis of consolidation

The consolidated financial statements include the
accounts of the Company and its subsidiaries, all of
which are wholly-owned. All significant intercompany
transactions and balances have been eliminated.

Recognition of revenues
Revenues recognized include sales by the Company
plus fees earned on sales by licensees.

Inventory valuation

Inventories are recorded at the lower of cost or
market. The Company changed its method of determin-
ing cost from the first-in, first-out (FIFO) method to the
last-in, first-out (LIFO) method effective June 1, 1979.
This change was made because management believes the
LIFO method will present operating results more realisti-
cally by matching current costs with current revenues in
the consolidated statement of income. The effect of this
change was.to reduce reported net income for the year
ended May 31, 1980 by $2,100,000. The excess of
replacement cost over LIFO cost approximated
$8,300,000 at May 31, 1981 and $4,200,000 at
May 31, 1980.

Property, plant and equipment and depreciation

Property, plant and equipment are recorded at cost.
Expendltures for maintenance and repairs are charged
against income and renewals and betterments are
capitalized. The cost and related accumulated deprecia-
tion 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. Depre-
ciation for financial reporting purposes is determined
on a straight-line basis for buildings and leasehold im-
provements and on the double declining balance basis
for machinery and equipment. X

Income taxes
Deferred income taxes are recognized for timing dif-
ferences between income for financial reporting purposes

\

and taxable income. Investment tax credits are recognized
in the year the related assets are placed in service.

Net income per common share

Net income per common share is computed based
on the weighted average number of common and com-
mon equivalent (stock option) shares outstanding for the
period retroactively adjusted for a 30-for-1 stock split
effective November 1980 (Note 8).

Note 2 —Inventories:

Inventories, by major classification, were as

follows:
May 31,

1981 1980

(in thousands)
Finished goods $109,718 $48,863
Raw materials 5,177 3,191
Work-in-process 5,334 3,887
$120,229  $55,941

Inventories are pledged as security for certain bank
borrowings and for indebtedness to NIAC.

Note 3 —Property, plant and equipment:

Property, plant and equipment were comprised of
the following: —
May 31,

1981 1980
' (in thousands)

Land _ $ 1,245 $ 181
Buildings 1,660 1,518
Machinery and equipment 19,054 11,598
Leasehold improvements 1,386 896
; 23,845 14,193

Less accumulated depreciation 7,673 4,027

$16,172 $10,166

Included with machinery and equipment are capital
equipment leases of $8,720,000 and $5,328,000 at May
31, 1981 and 1980. Amortization of capital equipment
leases aggregated $3,032,000 and $1,387,000 at May 31,
1981 and 1980 and is included with accumulated
depreciation.

19



20

Note 4 —Short-term borrowings:

Notes payable to banks, interest-bearing accounts
payable to NIAC and related unused lines of credit are
summarized below:

Banks NIAC
(in thousands)
At May 31, 1981:
Total borrowings $61,190 $36,529
Interest rate 21%2% 19%4%
Unused credit line $ 9,210  $33,471
At May 31, 1980: .
Total borrowings $36,500 $31,965
Interest rate - 15%% 21%
Unused credit line $ 1,000 $ 6,035

Notes payable to banks under the Company’s re-
volving line of credit are secured by accounts receivable
and inventories. The bank credit agreement was amended
as of December 1, 1980 to reduce the interest rate from
the banks floating prime rate plus 1% % to prime plus
1%. The amendment also calls for the payment of a
commitment fee of %2 of 1% on the unused line of credit.
The line of credit agreement is renegotiated annually and,
among other things, requires the maintenance of specified
minimum net worth and financial ratios, limits the
amount of expenditures for property, plant and equip-

" ment and prohibits cash dividends on the Common Stock

without specific approval of the lenders.

Accounts payable to NIAC are secured by certain
inventories and accounts receivable in accordance with a
September 1980 agreement. This security interest is sub-
ordinated to the security interest of the banks noted
above. Accounts payable to NIAC are generally due 115 .
days after shipment from the foreign port. Interest on
such accounts payable accrues at a bank’s prime rate as
of the beginning of the month of the invoice date, plus
1Y% (1¥2% prior to April, 1981). The NIAC agreement
extends to September 1985.

Note S —Long-term debt:

Long-term debt is composed of the following:
May 31,
1981 1980
(in thousands)

7% unsecured note payable to

the U.S. Department of the

Treasury for customs duties in

24 equal monthly instalments

through September 1982 $ 6,442 $ 9,500
10%-14% capital equipment

lease obligations, payable in

monthly instalments through

1988 Fad27 M g,702
10¥4 %-14%2 % mortgage

notes payable, secured by cer-

tain land and buildings, due in

instalments through January

1992 y 643 681

10% land purchase contract
payable in quarterly instal-
ments through November

1983 664 —

Equipment purchase con-
tracts payable in monthly
instalments through 1982 255 252

15,231 15,135
Less portion due within one
year 6,620 3,867

$ 8,611 $11,268

The note payable to the U.S. Department of the
Treasury resulted from a settlement of duties on a revised
appraisement method for certain athletic footwear im-
ported prior to October 2, 1979. Duties on such footwear
imported subsequent to that date have been determined
on the revised appraisement method and paid on a cur-
rent basis.

~ Amounts of long-term debt repayable during .
the five years following May 31, 1981 are summarized as
follows:

May 31, 1981
Long-Te
oaneb;:rm Capital Lease
Excluding Obligations
Capital Minimum Amount
Lease Lease  Representing
Obligations Payments _ Interest Total .
gin thousands)
1982 $5,387 2,130 $ (897) $ 6,620
1983 2,166 2,071 (722) 3,515
1984 212 2,013 (547) 1,678
1985 73 1,795 (325) 1,543
1986 51 1,363 (137) 1,277
Later years II§ 509 (26) 598
$8,004  $9,881  $(2,654) $15,231

Note 6 —Income taxes:

The provisions for income taxes include the
following;:

Year Ended May 31,
1981 1980 1979
(in thousands)

Current:
Federal $22077 $ 9,793 $8,166
State 3,838 1,868 1,534
25,915 11,661 9,700

- Deferred:

Federal (1,009) (114) —
State (156) (21) —
(1,165) (135) =
Total provision $24,750 $11,526 $9,700

Income tax expense was reduced by investment
tax credits of $603,000, $469,000 and $229,000 for the
years ended May 31, 1981, 1980 and 1979, respectively.
There were no significant timing differences between fi-
nancial accounting income and taxable income prior
to June 1, 1979. The sources and amounts of deferred in-

come taxes subsequent to that date were as follows:

Year Ended May 31,
1981 1980
(in thousands)

Inventory write-down

to market $ 327 $(645)
Customs duties (1,303) 698
Others, net (189) (188)

$(1,365)  $(135)

The effective income tax rate differs from the

statutory federal income tax rate as follows:

Year Ended May 31,
1981 © 1980 1979

Federal tax provision at
statutory rate
State income taxes, net of

46.0% 46.0% 47.2%

federal benefit 3.9 4.1 4.2
Investment tax credit (T2)h (2 0)i s Si(1.2)
Other, net .1 (1) (.3)

48.8% 48.0% 49.9%

Note 7—Redeemable Preferred Stock:

NIAC is the sole owner of the Company’s autho-
rized redeemable Preferred Stock $1 par value, which is
redeemable at the option of NIAC at par value aggre-
gating $300,000. A cumulative dividend 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 Preferred Stock
have been declared and paid in full. There have been no
changes in the redeemable Preferred Stock in the three
years ended May 31, 1981. As the holder of the redeem-
able Preferred Stock, NIAC does not have general voting
rights but does have the right to vote as a separate class
on sale of all or substantially all of the assets of the Com-
pany and its subsidiaries; on merger, consolidation,
liquidation or dissolution of the Company or on sale or
assignment of the NIKE trademark for athletic shoes
sold in the United States.
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Note 8 —Common Stock:

In November 1980 a recapitalization was com-
pleted in which 20,000,000 shares of Class A Common
Stock no par value and 30,000,000 shares of Class B
Common Stock no par value were authorized. Each share
of Common Stock outstanding prior to the recapital-
ization became 30 shares of Class A Common Stock,a °
30-for-1 split. Each share of Class A Common Stock
is convertible into one share of Class B Common Stock
and 13,930,000 shares of Class B Common Stock are re-
served at May 31,1981 for such conversion. Voting rights
of Class B Common Stock are limited in certain circum-
stances with respect to the election of directors.

In October 1980 the shareholders approved the
adoption of the Company’s Employee Incentive Compen-
sation Plan (Option Plan) under which 840,000 shares of
the Company’s Common Stock is reserved for issuance as
options. Under the terms of the Option Plan, options
granted must not be at a price less than the fair market
value of the Class B Common Stock at the date of grant
and can be issued in either Class A or Class B Common
Stock. A summary of the changes in the Option Plan
during the year is as follows: - .

Option price  Number of
per share shares

Outstanding at
May 31, 1980 —

Granted (Market value
on dates granted—
$19%-$20Y4)

Outstanding at

* May 31, 1981

$20Y4-$22 60,000

$20Y4-$22 60,000

Exercisable at
May 31, 1981 —

The Option Plan is administered by a committee of
the Board of Directors which has the authority to deter-
mine optionees, the number of shares to be covered by
each option, the dates upon which each option is exercis-
able, the method of payment and certain other terms. The
Option Plan has a stock appreciation feature which gives
the committee authority to allow a specified holder to
surrender his option in exchange for (1) the cash value of
the difference between the option price and the fair mar-
ket 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. : '

In October 1980 the Company amended compensa-
tion agreements with three non-employee directors to
provide these directors with the right to purchase up to
360,000 shares of the Company’s Class A Common Stock
at $.83 per share (after the 30-for-1 split). The estimated
fair market value of.these shares at the date granted was
$12. 50 per share aggregating $4,500,000. The rights to
purchase 10% of the shares vested in October 1980, an
additional 40% will vest in October 1984 and an addi-
tional 10% will vest in October of each of the years 1985
through 1989 as long as the directors serve in an advisory
and consultative capacity during that period and meet
other specified conditions. The three directors exercised
their rights to purchase 36,000 shares as of October 1980.
All purchase rights must be exercised by October 1994. -
The Company will recognize compensation expense
of $4,200,000 over the nine-year vesting period.

Note 9—Profit sharing plan:

Effective June 1, 1977, the Company established
a profit sharing plan available to substantially all employ-
ees. The terms of the plan call for annual contributions
by the Company as determined by the Board of Directors.
The Board authorized contributions of $1,020,000,
$750,000 and $400,000 to the plan for the years ended
May 31, 1981, 1980 and 1979, respectively.

Note 10—Commitments
and contingencies:

The Company leases space for its offices, ware-
houses and retail stores under leases expiring from one to
fifteen years after May 31, 1981. Rent expense aggregated
$3,929,000, $2,768,000 and $1,289,000 for the years
ended May 31, 1981, 1980 and 1979. The following is a
schedule of minimum future rentals on noncancellable
operating leases as of May 31, 1981 (in thousands):

Years Ending
May 31,

1982 $ 3,700
1983 3,100
1984 2,700
1985 1,850
1986 1,350

Later years 8,500
Total minimum future rentals $21,200

The Company is a defendant in two lawsuits and a
cross-defendant pursuant to a counterclaim filed by a
competitor in a third lawsuit. A running magazine and its
publisher filed a complaint in.May 1980 against the
Company seeking general damages in the sum of
$1,000,000, punitive damages of $ 5,000,000, and special
damages for alleged defamation of plaintiffs by a Com-
pany press release relating to its withdrawal from the
magazine’s shoe survey and its withdrawal of advertising
from the magazine. In April 1979, an apparel company
filed a complaint against the Company alleging breach of
a licensing agreement, restraint of trade and false repre-
sentations. Plaintiff seeks damages of $2,000,000, an
award trebling such damages, and punitive damages of
$2,000,000. In October 1980, a competitor filed a coun-
terclaim to a proceeding brought by the Company alleg-
ing that the Company has attempted to monopolize the
running shoe market and that the alleged acts of
monopolization constitute unfair trade practices and
wrongful conduct with respect to the competitor. The
competitor is seeking injunctive relief and $10,000,000 in
damages, to be trebled under the antitrust laws. The
Company believes that the above-described claims are
without merit and will not result in a material loss to the
Company.
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