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NIKE, Inc. designs and markets a wide
variery of athletic footwear and apparel for
competitive and recreational uses,

NIKE has attatned its premier position in the
inchustry through quality production, product
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HIGHLIGHTS

SELECTED FINANCIAL DA

1985 1984 1983 1982 1981

(in thousands, except per share data)

Year Ended May 31:
Revenues
Net income
et income per common share
Cash dividends declared per
common share
Increase (decrease) in working capital
At May 31:
Working capital
Total assets
Long-term debt
Redeemable Preferred Stock
Common shareholders’ equity

$946,371  $919,806  $867,212
10,270 40,690 57,004
a7 1,07 153

.20 —

-40
(16,498) 24,476 97,701

$217,849  $234,347  S209,871
503,966 559,159 508,028
7:573 8,823 10,503
300 300 300
271,668 274,536 240,613

MARKET PRICES OF COMMON SHARES

The Company's Class B Common Stock is
traded in the NASDAQ National Market
System under the NASDAQ symbol NIKE.
The high and low prices listed reflect actual
prices at which the Company's stock traded

1985
May 31, 1985
February 28, 1985
November 30, 1984
August 31, 1984
1984
May 31, 1984
February 29, 1984
November 30, 1983
August 31,1983

QUARTERLY FINANCIAL DAT.

during the fiscal years ended May 31, 1985
and May 31, 1984. At May 31, 1985, there
were 32 security dealers making a market in
the stock and there were appro;

7,000 sharcholders of record.

Hgh
n
10%
10%2

$693,582
49,036

137

37:483

$112,170
375473
9,086
300
131,960

$457,742
25,955
76

45,063

$ 74,687
230,289

Quarter Ended
May 31 February 28 November 30 August 31

(in thousands, except per share data)
$257,138 $220,744 $183,902

Year Ended May 31, 1985:
Revenues
Gross profit
Net income (loss)
Net income (loss) per common share

Year Ended May 31, 1984:
Revenues
Gross profit
Net income
Net income per common share

72,460 51,768
6,761 (2,117)
18

46,794
(z,196)
(.06)

$256,706 $168,904

62,407
5,961
.16

48,799
5,646
WI5

$284,587
78,130
7,822
.21

$270,200
90,197
22,680
.60




1985: A YEAR OF TRANSITION

For NIKE, 1985 was indeed a year of corporate transition. Many
of the changes experienced this year were associated with overwhelming
success in new products and market techniques. Other changes, how-
ever, led to significant inventory problems and NIKE's first ever
quarterly losses.

As in any transition, the year 1985 presented many significant
events for NIKE. Chairman Philip H. Knight returned as president of
the Company. The once meteoric growth of running as the primary fit-
ness activity rapidly slowed as fitness activities diversified into many
areas. NIKE's first major cffort at Olympic competition support netted
65 medals for 58 NIKE athletes in Los Angeles. World best times in
both the men's
Carlos Lopes and Ingrid Kristiansen. The Air Jordan™
apparel named after rookic NBA star Michacl Jordan met with unprece-
dented market success and was acclaimed as the perfect balance of qual-

athletes

nd women’s marathon were shattered by NIKI

inc of shoes and

ity product, marketing, and athlete endorsement. 1985 was also a year
of contrasts. Against the backdrop of these succes
setbacks.

sses were also financial

The re-examination by management of NIKE's corporate identi-
ty, of it

rategy and long-term plans reaffirmed the values upon which

INIKE has built its tremendous success. The same re-examination has

also provided the catalyst for meaningful internal change. For manage-
ment, NIKE's successes in 1985 proved the corporate game plan was
good. Identifyi

& problems gave guidance for some internal changes.
The transition in 198§ could also be characterized as a maturing

process, NIKE's spirit of ition, its strength of innovation, and
commitment to winning are being complemented now with new mana-
gerial skill and greater financial control. 1985 provided valuable
lessons. Now, more than ever, NIKE is sports. NIKE is also fitness.
NIKE's focus has been and continues to be athletes. Most importandy,
NIKE is the industry leader in athletic shoes and apparel, a position that
will not be relinquished.

The problems that led to NIKE's setbacks and missed oppor-
tunities have been attacked. The talent, dedication, and energy that have
fueled NIKE's growth are alive and the lessons of transition have been
well learned. 1986 will not be an casy time; but as Knight stared earlier

this year, **Adversity is nothing new to NIKE — we're a company born

out of adversity and our success was built on it.”

INTERVIEW W

TH PRESIDENT ¢

¢ CHAIRMA

PHILIP H. KNIG

In 1964, Philip H. Knight
h and
friend, Bill Bowerman, each con-

and bis college track cos

tributed $500 in 2 new enterprise
called Blue Ribbon Sports. The
purpose of the venture was to pro-
mote and sell foreign made run-
ning shoes through a grassroots
program of development, market-
ing, and sales. In fiscal 1972 when
the relationship with the foreign
producer failed, Blue Ribbon
Sports launched NIKE which
reached $1.96 million in sales
with 45 employces that year.

Twelve years, millions of

shoes, and world records later,
NIKE'’s explosive growth reached
$920 million in sales and employ-
ees numbered over 4,000 world-
wide. By 1985, however, changes
in the market caused NIKE's
growth to slow and 1wo losing
quarters occurred. During this
period Knight returned as presi-
dent and NIKE began a transition
period to regain the momentum of
the previous decade,

Adjustments, new manage-
ng products be-
came the springboard of NIKE
turnaround period. The following

ment, and ex;

interview wich Knight, chairman
and chief executive officer of
NIKE, is designed to offer insight
into the causes of 1985's problems
and the Company’s sohstions for
greater future profitabilicy. The
questions are those most often
asked by sharcholders, analysts,

and the media:

st

NIKE experienced a
number of significant firsts in
1985. Some were positive, many
negative...but we learned a great
deal from each event and are mov-
ing forward with confidence. My
remarks will cover the tough

well as

issues facing NIKE

NIKE's recent victories.

Operating results were not
looking good. NIKE was not in
trouble but it wa
thought it was better for NIKE if

in transition. |

the long-term and operational re-
sponsibilities were combined. [
could see that through the transi-
tional period that I might, by re-
turning as president, reduce the
upheaval in the organization.

Of greater importance in
my return, however, is the transfer
of much of the day-to-day opera-
tions to management. A vertical
chain of command has been some-
what restructured and decentral-
ized with many responsibilities
£oing to new and existing

management.

To answer that question [
must put into perspective NIKE

present siguation. If you remem-
ber, it was just over 14 years ago
that NIKE, then Blue Ribbon

Sports, was struggling to obtain fi-

nancing, faced losing its sole

source of shoe production in
Japan, and had gross receipts well
under $1 million, In just ten years
NIKE has grown from $8.3 mil-
lion in sales to almost $950 mil-
ince NIKE made its first

Tion.

public offering just five years ago,
sales have more than tripled.
Forbes magazine on January 14th
of this year rated NIKE sixth out
of the top 1,000 U.S. corporations
in five year carnings growth and
cighth in five year sales growth.
1985 was not a good year for
NIKE in terms of profits —

NIKE's growth this year came in
other forms.

Growth for NIKE in 1985
came in the form of recognizing
our problems and mistakes and
making adjustments necessary to

maintain NIKE's leadership posi-

tion in the industry. I belicve we
can take pride in the fact that de-
spite losing quarters we were still
able to produce the hottest selling
product the athletic foorwear in-
dustry has ever seen — the Air
Jordan™ line. We have made some
important decisions about who
we are, our place in the industey,
and we have made some adjust-
ments in our attitude about bring-
ing in experienced upper level
management. All of this has b

en
accomplished and set in motion
without forgetting where we came
from — sports, athletics, fitness. |
still would not trade NIKE's place
with any other company in the
industry
W

In 1985, and actually for a
period of about 18 months before,
several factors came together to



create the loss environment. When
I resigned from my role of presi-

dentin 1983, 2 new generation of
§ eXIst-

management and employ
ed in the Company. My loss of
contact with the day-to-day oper-
ations and the addition of some
less experienced new people oc-
curred at a time of phenomenal
expansion for NIKE. Sales in 1981
were $457 million, in 1982 nearly
$700 million, and in 1983 $867
million. We were ordering, pro-
ducing and selfing shoes and ap-
parel, especially shocs, at an
amazing pace. What occurred
during this two year period w.

a
shiftin the market. The ten year
running boom that brought the
active number of people running
from somewhere around five mil-
lion to approximately 40 million
people, began to flatten. Just as
importantly, the market com-
prised of those who wore running
shoes for casual use actually be-
gan to decline. We simply missed
the signals that these shifts v

ere
occurring and misread changes in
buyers’ attitudes. As a conse-
quence, we made overly optimistic
projections of running shoes sales
and failed to fully recognize the
inventory problem. Elimination of
about 12 million pairs of excessive
footwear inventory through vari-
OUS ProGrams over a two year pe-
riod substantially lowered our
margins and contributed to our

losses.

For at least a decade, run-
's primary fit-

ning was Ameri

ness acty
s born which supplied shoes to

ty. An entire industry

wa
runners, racers, and those who
wore running shocs as a part of a
major fashion rend. NIKE grew
because of an understanding of

the needs of runners. We lead the
industry in innovati
to increase performance and re-
duce injury. As the fashion con-
scious consumer began to wear

e technology

running shoes, NIKE was there to
meet the incredible demand. Slow-
ly, two things began to happen.
First, the growth in the
number of runners tapered off. Al-
though running had been the fit-

ness activity, it became simply a

component in diversified fitness
programs. People, for example,
who used to run 30 miles per
week were running 20 miles,
swimming two miles, and perhaps
lifting weights as well. In addition,
aerobics, bicycling, tennis, rac-
quetball, and soccer replaced the
growth we once saw in rupning,
Running and runners will always
be with us in large numbers
versification and fitnes
now best describe the athletic
footwear and apparel markets.
Secondly, with this diversifi-
cation there oceurred a dramatic
decline in the use of running shoes
for fashion or c:
ning shoes were replaced with
more traditional leather footwear
and court and aerobic footwear.
We discovered that we were

—di-

, however,

sual wear. Run-

not sensitive enough to the shifr,
and let our product line wander
too far into an area we call
“athleisure.” We have now inten-
tionally pulled back from this
area,

NIKE is a sports company.
Our innovation, our technology,
and our talents are best suited for
providing for the needs and de-
mands of athletes. We didn't be-
long in the fashion industry,
outside of sports, and some of our
attempts there just didn't work.
We no longer will be chasing fash-
ion — style and auractiveness will
follow from a functional ap-
proach. I believe NIKE is back on

course with our focus on sports
and fitness — areas with which we
are not only the most proficient,
but where wi

are the national

leaders.

No, several other compo-
nents were also at work. Because
of the dramatic increase in reve-
nues through 1984, we had ¢
tinually budgeted and spent

increased amounts for selling and
administrative costs, advertising
and promotions, with the expecta-
tion of corre:

onding incre

ses in
‘When the revenues flat-
tened, the costs proportionately
increased beyond acceptable lev-
We also experienced a

revenue

of
onetime bad debt loss of approx-
imately $2 million when a Jap-
anese customer went bankrupt.
Excessive footwear inventories,
however, were the primary factor.

Wikt 8

As of May 31, NIKE was
able to reduce inventories to 9.8
million pairs down from a peak of
22 million pairs. During the year,
footwear inventorices were re-
duced $70 million, This reduction
can definitely be considered a suc-
cessful conclusion to our footwear
inventory problems. NIKE man-
agement is also targeting invento-
ry levels as an area of special
attention with new inventory con-
trol systems. In this way we can be
more sensitive to the distincrion
between seasonal fluctuations in
inventory levels and market shifts.

Management has taken sub-
stantial steps in turning around
the growth of expenses, particu-
larly in the selling and admin-

istrative cost areas. Year to ye;
1984-1985 fourth quarter, SG &

I3

A expenses were up 11 percent
versus a 43 percent, 3.4 percent,
and 16 percent for the first, second
and third quarters of 1985,
respectively.

In the area of athlete en-
dossement CONLEActs expenses, ag-
gressive steps have been taken to
reduce the number and size of
these contracts. Because NIKE's
obligations under these contracts
extends over several years, the
benefits of these reductions will
take some time 1o be realized.

Perhaps the most painful
experience of the year was the ne-
cessity of laying off NIKE employ-
ees worldwide. Over the course of
the year, several hundred people

left NIKE as a consequence of cost-

cutting measures. Because many
of these people were longtime em-
ployees, severance benefits were
granted to ease their transition,
Fortunately, the necessary layofis
and the associated disruption is
completed. The remaining NIKE
work force is to be commended
for enduring the rough period and
their continuing dedication and
high level of performance.

I think it is extremely
important to point out that
NIKE's greatest assex is the quality
and strength of its people. My r
turn to the Company has been

overemphasized — NIKE employ-

ecs are the single
Company has. Without the quali-

argest asset this

ty of its people, this Company
would never have achieved its tre-
s 5o rapidly.

mendous suc

NIKE is experiencing a fine

tuning and expansion of a solid

management core. With our
growth, new needs and problems
have arisen which require new
and different talents. Some of
these problem areas have been ad-
dressed by moving existing per-
sonnel into areas in which they are
particularly well-trained and
equipped.

For example, George
Porter, NIKE's new vice president
of finance, has a solid background
of 28y
finance. He was vice president and
controller at Evans Products for
10 years before joining NIKE

rs in accounting and

three years ago.
Most recently, Robert
Mueller became NIK|
president of sales. For 24 years
Mueller was with Jockey Interna-

vice

tional, most recently as vice presi-
dent of sales.

The s are experi-

company running smoothly. We
now have the best of both worlds
— I believe 1986 will show the
blending has been highly

successful.

Yes, it did. The Jordan line

is an example of how our team ap-
P P

proach was able to move from
concept, to prototype, to sample,
to in-line product in just a few
months. As of May 31, NIKE had
sold and received orders for over
$70 million of Air Jordan™ shoes
and apparel. The New Products
Group was responsible for vir-
tually every phase of the line. This
team approach, led by NIKE vet-
eran Rob Strasser, combines the
relocated Research and Develop-
on with NIKE's top in-
Each
aunched™

ment Di:
novators and markete,
new product will be *
by the team and every phase of de-

velopment, delivery, marketing,
and sales will be carefully
to that we

enced, talented, and add a new
perspective in areas where NIKE
has demonstrated need. Whatis
exciting is how the new manage-
ment works with and comple-
ments the creative core of NIK
‘Through establishment of the
New Products Group we have

strengthened and preserved the
energy and innovation that make
NIKE's products the industry
standard. Lean, quick, and close
to the consumer, the New Prod-

ucts people aggressively put new
NIKE® brand shoes and apparel
into the marketplace. New man-
agement will complement these
efforts by guarantecing that neces-
sary controls and business struc-
ture keep our $9co million plus

have the right product in the prop-
er quantities at the best time. The
skills that drove NIKE to the top
of the industry are being fine

tuned and more accurately
focused with this new approach,
The athletic footwear industry has
become nearly as volatile as the
apparel industry. The New Prod-
ucts Group will have the speed
and flexibility to quickly respond
to market shifts and changing
consumer attitudes. We've learned
a great deal from our previous
mistakes.

Absolutely. Take alook at
the success of the track and field
athletes who wore NIKE shoes in



the Olympic games. Joan Benoit’s
gold medal in the women’s first
Olympic marathon is an example.
Carl Lewis' four gold medals;
Carlos Lopes, Joaquim Cruz, Al
Joyner, and Alberto Cova all won
gold medals in NIKE shoes, and
the list goes on. In total, 52 ath-
letes won 59 medals in last sum-
mer’s Olympic games in track and
field wearing NIKE shoes. No
other company can boast that
record.

NIKE continues to support
Athletics West, the post-graduate
track and field training center in
Eugene which is the only facility
of its kind in the world. In only
one day the men’s and women's
world records in the marathon fell
when Carlos Lopes and Ingrid
Kristiansen, a continent apart, ran
the 26.2 miles in NIKE shoes.
About 45 percent of the first 500
runners in the Frankfurt Mar-
athon, nearly so percent of the
top 300 finishers in the Bremen

Ascathon, aod i

grounds to NBA games, NIKE
basketball shoes have been worn
by the best players and teams. The
final four 1985 NCAA playoff
teams, Georgetown, Villanova,
Memphis State, and St. Johns, all
wore NIKE basketball shoes. The
New Products Division has identi-
fied basketball as an area of signif-
icant growth.

NIKE’s acrobic shoe line
also utilizes the air technology.
The Air Conditioner™ is the top
of the line model and has the ad-
vantage of NIKE's Air-Sole® and
polyurethanc spring sole cushion-
ing system, which provides the ul-
timate safeguard from injury.
Proven in laboratory research, the
Air-Sole® midsole maintains 100
percent of its original cushioning
properties throughout the life of
the shoe. Further tests have dem-
onstrated that this Air-Sole® mid-
sole provides the best forefoot and
rearfoot impact protection and
cushioning in the industry. The
Air Conditi ™ is not the first

PP s0
percent of the first 500 in the
London Marathon wore NIKE
shoes in races on our leading com-
petitors’ home turf. Our commit-
ment to runners of all ages
remains,

Time magazine in 1985
awarded NIKE a design award for
the children’s Airborne™ running
shoe because of the special safety
and injury reduction charac-
teristics it possesses.

X wets der

tess diversification?
‘The Air Jordan™ basketball
line is certainly the most extreme
example of our success ourside of
running. Our patented Air-Sole®
midsole, originally developed for

running shoes, has been a tremen-
dous success because of its
cushioning properties. From play-

specifically designed fitness shoe,
but it is certainly the best yet
offered,

Following the Air Condi-
tioner™ is the more moderately
priced Conditioner™, which re-
tains many of the same design fea-
tures and utilizes two color EVA
midsole cushioning. The Jenny ™,
again with exceptional perform-
ance features, rounds out the line.

The NIKE line covers the
three key market areas of aerobic
fitness: the instructor, the serious
athlete, and the newcomer. More
than two years of NIKE's research
and development has gone into
our aerobics line. Admittedly, we
werc late to respond to this mar-
ket but we are gaining momentum
with these new competitive
products.

1985 also marked NIKE's

entry into the area of bicyle tour-
ing and off-road bicycling with
she Velo™ and Discovery™ shoes.
‘Through an exclusive distribution
agreement with Specialized Bicy-
cle Components of California,
which allows salespeople to pin-
point accounts appropriate to the
market, the rwo shoes combine
the comfort, traction, and stabilicy
necessary for bicycle touring and
off-road bicycle riding. The shoe
and the distribution arrangement
are exciting steps for NIKE.

Qur bicycle shoe, the
Velo™, has been surveyed this
year and was considered one of
the best cycling shoes by Bicycling
magazine.

NIKE recently purchased
controlling interest in Pro Form,
Inc., which produces athletic exer-
cise equipment. Although only a
small part of NIKE's rotal opera-
tion, Pro Form represents our fur-
ther exploration into all aspects of
the fitness market.

NIKE has the technology.
We have the marketing and inno-
vative skills. NIKE knows sports
and we have proven our desire 10
win. With these talents NIKE is
positioned better than any com-
pany to rake advantage of, and
lead the growth in, the sports and
fitness industry. The expansion of

running may have slowed in the

United States, but sports and fit-
ness are of proven benefit and cer-
tainly a permanent part of our
lifestyle.

What iz NIKE daing b

This fall and next year
NIKE will release its Athletics
West and fitness lines of apparcl.
These lines are specifically de-
signed for running and various fit-
ness acrivities. Total fitness in
these lines means the ability to
participate in a variety of ac-
tivities: Weight training, aerobics,
cycling, and cross-country skiing.
For these demanding sports, the
NIKE fitness line places emphasis
on performance and versatility, It

is a system of component dressing
that is multi-functional — inter-
changeable — with the compo-
nents flexible enough to move
from one activity to the next.,
Our signature-type line of
tennis apparel for John McEnroe
has captured his exciting style of
play and personality. It was com-
pletely sold out in its first few
months and is now also being re-
ceived enthusiastically in Europe.

fuidicre
Following the summer
games in Los Angeles, we mea-
sured the relative change in sales
in that area and found an increase
during the Cities Campaigns/
Olympic period. Certainly the
games themselves contributed to
the numbers, but NIKE's advertis-

ing was also responsible for com-
municating in a fresh understated
way NIKE's understanding of
sports and the superstars associ-
ated with the Olympic games. We
consciously chose not to become
an official sponsor of the Olym-
pics, but NIKE athletes and the
NIKE spirit captured the games.

It has been difficult for usin
terms of dollars and cents to mea-
sure our overall advertising cam-
paign success. Often the value of
advertising is more subtle and
long-term in its effect upon the
image creared in the mind of the
consumer. Awards tell us the ads
were creative and inspirational,
Intitively, we believe that the pic-
ture we drew of what NIKE is
about — sports, competition, spir-
it— is the foundation upon which
we can build for many years. Mar-
ket shifts, and other problems |
have already discussed, make
other analysis difficult.

o !
The style and content of our
efforts will basically continue. ,
NIKE's design and advertising
people are the best. We will mo-
dify the professionaliworld class
athletes’ general brand endorse-
ment technique to make the ath-
letes and their endorsements
product specific.

The Air Jordan™ line of
basketball shoes and apparel links
Michael Jordan, his phenomenal
athletic prowess, and great per-
sonality, directly to specific prod-
ucts. Similarly, the McEnroe
apparel line is John McEnroe; it
ties him straight to the line. This
allows us o be more creative in
capturing not just a sports figure’s
support of the Company but his

and popularity in a special line,
Signature lines aren't particularly
new...NIKE's way of doing it is.
Qur new approach now
permits us to sign just the top ath-
letes to contracts with the Com-
pany. By minimizing the large
number of athletes’ relationships
with NIKE, we believe we can
lower promotional costs. One su-
perstar may be as costly as five
mid-level stars but certainly not as
expensive as ten. By eliminating,
for example, 11 athletes through
contract expirations and keeping
one superstar, the process should
be less expensive, more successful,
and easier to admini;
NIKE

trate.

15 perform

For fiscal 1985 revenues for
NIKE International increased 37
percent. As you noted, Europe
was the most important single
area for us where sales increased
35 percent to $109 million. What
has been of particular excitement
for us is the explosive growth of
our running shoes in Europe. In
our competitors’ backyard we
have come to dominate the run-
ning shoe market. Moreover, the
softening of the running shoe mar-
ket that occurred domestically has
not occurred in Europe — we
foresee this area as having great
potential for growth and as being
highly profitable.

The United Kingdom, West
Germany, France, and Sweden are
our largest and most successful
European countries with sales in-
creases of 42 percent, §1.6 per-
cent, 76.7 percent, and 60.6
percent, respectively. Air Jordan™
and the McEnroe tennis line are

lly well in the

or her style of play, i

doing



“uropean market.

Europe represents the great-
est potential for growth in the
near future. NIKE has high expec-
tations for our performance over

the next few years.

To the contrary. NIKE

closed the administrative offices in
the Netherlands actually as
planned European decentraliza-
tion effort. We believe we can
more smoothly sell and deliver
shoes within this system at a lower
cosl lier, the U.S.
market has matured and has
adapted more highly competitiv
gradual growth characteristics.
Although the European market
certainly contains similar com-
petitive traits, NIKE’s potential
for growth is especially strong in
urop

China has been an enigma
to outsiders through its histol

We set unrealistic goals for our-
selves four years ago — before we
understood fully the problems we
faced. But [ believe we are on our
way to solving our production
problems. Although the numerical
volume of shoes has not been
great overall, we have increased
that number almost 300 percent
this last year 1o 140,000 pairs per
manth or nearly 2 million pairs

per year.
The quality and variety of
models have increased dramat-
ically. Until two years ago we
made only two models of shoes in
China. Last year we produced six
models of shoes in China. Cur-
rently, we are producing 22 mod-
¢ls with six more in the develop-
mental stage. All three of our fac-
tories are on our futures program.
Also, by reducing the number of
our factories, as well as by con-
centrating their geographical
locations to the Fujian and
Guangdong provinces, | feel we
now make better and more con-
centrated use of our offices and

atriates in China,

Our original intention over
ars ago was to develop
China as a production source, not
1. We felt we simply did
iently understand
“hina's noncapitalist, nonmarket-
driven economy to attempt to
market our athletic footwear with
any hope for success. However,
things have been changing so
rapidly in China and income levels
are increasing to the point that we
are currently involved in discus-
sions and negotiations with retail
outlets, joint venture partners,
possible licensces, and other ma
keting techniques. We increased
ales 15,000 percent from last
ar when we sold 250 shoes on
consignment to this year when we

sold 37,500 pairs.

In the past few years we
have observed the emergence of a
more intensely competitive, mod-
erate growth industry structure.
Until now, NIKE has focused on
growth, In the next 12 to 18
months we will focus more on
profitability; growth will come,
but more gradually

Despite our unsaisfactory
s this year, NIKE

has not lost its leadership in the

quarterly earnings
industry — we're still the one to
beat. If we are to retain our role as
leader and if we are to maintain a
sound level of profitability, NIK
must continue 1o possess thos
qualities which have made it
unique: innovation, creativity, in-
tensity, knowledge of sports and
athletes, and most importantly,
hard work. NIKE must also stay
close to the sports and Atness con-
sumer for signals of attitude
change and to implement sound
internal management and fisc
controls.

Slowing growth is a natural
and inevitable part of the maru-
ring process of a young, entrepre-
neurial corporation. During this

riod, NIKE has maintained its

ths and taken the steps n

to continue its growth and
profitability. Growth will come
for NIKE, perhaps not in the me-
teoric style of the last 15 years, but
growth which keeps NIKE in its
leadership position, The NIKE

magic is alive.

NIKES NEW PRODUCTS

PRODUCTS THAT CREATE DEMAND.

PRODUCTS THAT ARE AUTHENTIC,
FUNCTIONALLY INNOVATIVE
AND UNIQUELY DESIGNED.

PRODUCTS THAT ARE
DRIVEN BY A MARKETING CONCEPT.

PRODUCTS THAT ARE
DEVELOPED AROUND AND
WITH ATHLETES.

PRODUCTS THAT LEAD TO
OTHER SUCCESSFUL PRODUCTS.
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FUTURE PRODUCTS

WOMENS
SOCK SHOES
TRIATHLON

CYCLING
GYMNASTICS

WALKING

GOLF

BiG NIKE
(Basketball)

STICKBALL
(Baseball)

OPERATING RESULTS

Revenues from the sale of NIKE products in fiscal 1985
were $946,371,000 compared to $919,806,000 In 1984 and
$867,212,000 in 1983. Net income in fiscal 1985 was
$10,276,000 compared 10 $40,690,600 in 1984 and
$57.,004,000 in 1983,

e decline in 1985 net income was duc to a lower gross
margin (26.3 percent in 1985 compared to 28.4 percent in
1984) and a higher level of selling and administrative expenses
{21.6 percent of revenues in 1985 compared to 17.8 percent in
1984). The lower gross margin reflects the $94,34 5,000 reduc-
tion in inventory through the sale of products with reduced
margins and through writedowns to market. Continued em-
phasis on advertising and support of appare} and foreign oper-
ations were the primary causes for the increase in selling and
administrative expenses.

The increase in interest expense resulted from a higher
level of average borrowings partially affset by lower interest
rates.

The 29 percent decline in 1984 net income, as compared
to 1983, was caused by lower gross margins from the sale and
writedown of slow moving inventories and increased selling
and administrative expenses. These conditions continued to
have a major impact on fiscal 19

The following discussion reviews revenues of the Com-
pany in the United States and in other markets during the three
years ended May 31, 1985.

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

(in thousands)

Running S161,300 $240,200 $267,6
Basketball 141,990 125,100 122,400
Racquet 2,100
Field Sports 41,300
Children's 95,900 120,800
Leisure 5 : >

Total footwe. §67,400 666,500
Apparel 160,40 107,400
Athletic equipment - —

Total

Management believes that declines in the sale of athleric
footwear were generally due to decreases in consumer use of ath-
letic shoes for casual wear.

“Futures” orders boaked for delivery of footwear from
June through November 198 are approximately 26 percent

higher than such orders booked in the comparable period in the
and “‘at once” shipments

prior year. Because the mix of *Futures™

may vary significantly from quarter to quarter and year to year,

Futures™ orders received are not necessarily indicative of total

revenues for subsequent periods.

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

Europe
Japan
Canada
Other

During 1985, Company-owned operations distributed
NIKE products in Austria, Canada, France, Germany, Great Brit-
ain, Japan, Norway, and Sweden. Effective April 30, 1984, the
Company commenced direct distribution in Canada through the
acquisition of the Canadian distributorship. Sales in other foreign
markets are made through independent distributors or licens

LIQUIDITY AND CAPITAL RESOURC

Current assets decreased $71,5 36,000 in 1985 largely as
the result of a concentrated effort to bring inventory levels in line
with current requirements. Inventories at May 31, 1985 aggre-
gared $186,285,000, a reduction of $9.4,3.45,000 from 1984
levels. Inventory turns for 1985 were 3.0 compared to 2.3 in 198
and 2.4 in 1983. Current liabilities were lower by $55,038,0
As aresult, the current ratio at May 31, 1985 was 2.0:1 com-
paredto 1.85:1 at May 31, 1984 and 1.82:1 at May 31, 1983.

Capital expenditurcs for 1985 apgregated $21,724,000,
due principally to the purchase of land for expansion and consol-
idation and to purchases in data processing and warchousing.
This compares to capital expenditures of $1 5,224,000 in 1984
and $21,031,000in 1983.

NIKE's ratio of debt to equity at May 31, 1985 was .91t
compared to 1.0:1 at May 31, 1984 and t.1:1 at May 31, 1983,

In February 1984, the Company declared its first quarterly
cash dividend of $.10 per share. These quarterly dividend pay-
ments have been continued through fiscal 1985. Based upon the
Company’s currently projected earnings and cash flow require-
ments, the Company anticipates paying a regular quarterly divi-
dend of $..10 per share.

Management believes that currently available short-term
funds, together with funds generated by operations, will ade-
quately finance 1986 working capital requirements and capital
expenditures,
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FINANCIAL REPORTING

M of NIKE, Inc. is responsible for the infor-
mation and representations contained in this report. The fi-
nancial statements have been prepared in conformity with the
generally accepted accounting principles we considered appro-
priate in the circumstances and include some amounts based
on our best estimates and judgments. Other financial informa-
tion in this report is consistent with these financial statements.

The Company’s accounting systems include controls de-
signed to reasonably assurc that assets are safegnarded from
unauthorized use or disposition and which provide for the
preparation of financial in ity with gener-
ally accepred accounting principles. These systems are supple-
mented by the sclection and training of qualified financial

land an izational structure providing for ap-
propriate segregation of duties.

An Internal Audit Department reviews the results of its
work with the Audit Committee of the Board of Directors,
presently consisting of three directors who are not employees
of the Company. The Audit Committee is responsible for rec-
ommending to the Board of Directors the appointment of the
independent accountants and reviews with the independent ac-
countants, management and the internal audit staff, the scope
and the results of the annual examination, the effectiveness of
the accounting control system and other matters relating to the
financial affairs of the Company as they deem appropriate.
The independent accountants and the internal auditors have
full access to the Committee, with and without the presence of
management, to discuss any appropriate matters.

REPORT OF INDEPENDENT ACCOUNTANTS

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

In our opinion, the accompanying consolidated balance sheet and the related con-
solidated 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, 1985 and 1984, and the results of their operations and the changes in their finan-
cial position for cach of the three years in the period ended May 31, 1985, in confor-
mity with generally accepted accounting principles consistently applied. Our

of these were made in with generally accepted au-
diting standards and accordingly included such tests of the accounting records and such
other auditing p dures as we idered necessary in the cij

Price Waterhouse

Portland, Oregon
July 23, 1985
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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 s and 6)
Other {income) expense

Income before provision for income taxes and
minority interest

Provision for income taxes (Note 7)

Income before minority interest

Minority interest (Note 8)

Net income

Net income per common share (Note 1)

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

1985

1984

1983

(in thousands, except per share data)

$946,371

697,219
204,834
21,933
{13)
923,973

22,398

15,630
6,768

(3,502)
$ 10270

$ .27

37,893

$919,806

658,549
163,414
19,597
{178)
841,385

78,421
37,567
40,854
164

$ 40,690

$1.07

37933

Thea panying Notes to C lidated Financial § are an integral part of this statement.

$867.212

589,986
132,400
25,646
i U v
749089

118,123
60,922
57,201

197
$ 57,004

$1.53

37,158
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NIKE, INC.
CONSOLIDATED BALANCE SHEET

May 31,

ASSETS

Current Assets:

Cash

Accounts receivable, less allowance for doubtful accounts of $6,323
and $3,589, respectively

Inventories (Notes 1 and 2)

Deferred income taxes and purchased tax benefits (Notes 1 and 7)

Prepaid expenses (Note 3)

Income 1axes receivable

Toral current assers

Property, plant and cquipment (Notes 4 and 6)
Less accumulated depreciation

Other asscts (Notes 1 and 3}

LIABILITIES AND SHAREHOLDERS’ EQUITY

Carrent Liabilities:
Current portion of long-term debt (Note 6)
Notes payable to banks (Note 5)
Accounts payable (Note 5)
Accrued liabilities
Income taxes payable

Total current liabilities
Long-term debt (Note 6)
Non-current portion of purchased tax benefits (Note 1)
Commitments and contingencies (Note 12)
Minority interest in consolidated subsidiaries (Note 8)
Redeemable Preferred Stock (Note 9)

Shareholders’ equity (Note 1o):
Common Stock at stated value
Class A convertible — 16,628 and 17,659 shates outstanding
Class B— 20,763 and 19,612 shares outstanding
Capital in excess of stared value
Unrealized translation gain
Retained carnings

The ing Notes to Consolidated Financial

1985 1984
{in thousands)
$ 7017 $ 8320
214,797 189,412
186,285 280,630
17,485 16,208
11,739 8,039
— 6,250
437,323 508,859
90,832 74,173
40,084 31,293
50,748 42,880
15,895 7,420
$503,966 $559,159
$ 2,296 $ 2,560
117,573 143,532
59,294 99,944
37,644 28,476
2,667 -
219474 274,512
7573 8,823
7,359 =
(2,399) 988
300 300
199 21
2,673 2,660
78,206 77:457
1,873 787
88717 93421
271,668 274,536
$503,066 $559,159

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

CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION

Year Ended May y1,

Financial resources provided by:
Net income
Income charges (credits) not affecting working capital —
Depreciation
Minority interest
Other
Working capital provided by operations
Purchased tax benefits becoming current
Additions to long-term debt
Disposal of property, plant and equipment
Us lized gain (loss) from it of
of foreign operations, including minority interest
Net proceeds from sale of Class B Common Stock

Proceeds from exercise of stock options
Increase in non-current portion of purchased
tax benefits

Financial resources were used for:

Additions to property, plant and equipment

Dividends — Common and Preferred Stock
— minority shareholder

Goodwill

Long-term debt becoming current

Additions to other assets

Purchase of tax benefits

Purchase of barter credits

Increasc (decrease) in working capital

ANALYSIS OF CHANGES IN WORKING CAPITAL

Increase (decrease) in current assets:
Cash
Accounts receivable
Inventories
Deferred income taxes and puschased tax benefits
Prepaid expenses
Income raxes receivable

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

Increase (decrease) in working capital

The ing Notes to Consolidated Financial §

are an integral part of

1985 1984 1983

(in thousands)
$ 10,270 $ 40.690 $ 57,004
11,964 10,632 9,421
{3,502) 164 197
1,161 70 (188)
19,893 50556 66,434
—_ 1,716 14,270
3,725 1,363 4135
1,309 1,186 584
1473 787 (31)
- ! S1.442
750 — 100
7,350 L ——
344440 56,608 136,934
21,724 15,224 21,031
14,974 7:484 30
st 195 =
1,866 5+439 iz
4553 2,785 2,368
1,352 1,005 527
= = 15,277
6,418 — —
50,938 32,132 39,233
$(16,498) $ 24,476 $ 97,701
$ (1,303) $ {4,718) $ Bazs
25,385 37,831 21,143
(94:345) (3,158) 80,971
1277 5,705 8,358
3,700 1,414 1,427
(6,250) 6,250 —
(71,536) 43,324 120,024
(264) 213 (1,589)
(25,959) 11,440 19,419
(40,650) 8,842 17,038
9,768 9,455 (3,873)
2,667 (11,102)  _ (8,672)
{55.038) 18,848 22,323
$(16,498) $ 24,476 $ 97,701

tatement.
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NIKE, INC.
CONSOLIDATED STATEMENT OF SHAREHOLDERS' EQUITY

Cafyml
Common Stock n
Excess  Unrealized
Class A Class B of Translation
Stated Gain Retained
Shares Amount Shares Amount _Value (Loss) Earnings Total
(i thousands)

Batance at May 31, 1982 11,976  $166 5,555 $ 1,414 $ 27,020 $ (67) $103,427 S131,960
Stock options exercised 4 s 95 100
Conversion to Class B Common Stock {3:043) (40) 3,043 40 —
Gain on translation of statements of

foreign operations 137 137
Sale of Class B Common Stock

in a public offering in October

1982 (net of issuance cost of $175) 1,100 1,100 50,342 S1,442
Stock split 2-for-1 9,904 99 8,732 87 (186) =
Net income — year ended May 31, 1983 §7,004 57,004
Dividends on redeemable Preferred Stock — (30) (30)
Balaoce at May 31, 1983 18,837 225 18,434 2,646 77,457 70 160,215 240,613
Conversion 1o Class B Common Stock (1,178) (14) 1,178 14 =
Gain on translation of statements of

foreign operations 717 717
Net income — ycar ended May 31, 1984 40,690 40,690
Dividends on redeemable Preferred Stock (30) (30)
Dividends on Common Stock (7:454) _ (7.454)
Balance at May 31, 1984 17,659 211 19,612 2,660 77,457 787 193,421 274,536
Stock options excrcised 120 1 749 750
Conversion to Class B Common Stock (r,151) (13) 1151 13 —
Gain on translation of statements of

foreign operations 1,086 1,086
Net income — year ended May 31, 1985 10,270 10,270
Dividends on redecmable Preferred Stock (30) (30)
Dividends on Common Stock (14,944) _ (14:944)
Balance at May 31, 1985 6 _ $1.873 $188, $271,668

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

=F
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NIKE, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 — Summary of significant
accounting policies:

Basis of consolidation

The consolidated financial statements include the ac-
counts of the Company and its subsidiaries. All significant in-
tercompany transactions and balances have been eliminated.
To facilitate the timely preparation of the consolidated finan-
cial statements, the accounts of certain operations maintained
outside North America have been consolidated for fiscal years
ending in March or April.

Recognition of revenues
Revenues recognized include sales by the Company plus
fees carned on

les by licensees.
Inventory valuation

Inventories are recorded at the lower of cost, last-in
first-out (LIFO), or market. The excess of replacement cost
over LIFO cost approximared $10,93 5,000 at May 31, 1985
and $10,906,000 at May 31, 1984.

Property, plant and equipment and depreciation

Property, plant and equipment are recorded at cost. Ex-
penditures for maintenance and repairs are charged against in-
come and renewals and betterments are capitalized. The cost
and related accumulated depreciation of property, plant and

Net income per common 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 retroactively
adjusted for periods prior to January 1983 for a 2-for-1 stock
split effective January 1983 (Note ra).

Note 2 — Inventories:

Tnventories by major classification are as follows:

May 31,
1985 1984
(in thousands)
Finished goods $179,644 $272,064
Raw Materials 3,464 3503
Work-in-process h177 5,063

$186,285 $280.6 30

During 1985, domestic inventory quantities were reduced re-
sulting in a liquidation of LIFO inventory quantities carried at
lower costs prevailing in prior years as compared with the cost
of 1985 purchases, the effect of which decreased cost of goods
sold by approximately $1,625,000 and increased net income

sold or otherwise disposed of are el d from

the accounts and the resulting gains or losses are reflected in
income. Depreciation for financial reporting purposes is deter-
mined on a straight-line basis for buildings and leasehold im-
provements and on a declining balance basis for machinery
and equipment.
Gooduwill

Included in other assets at May 31, 1985, net of amor-
tization of $857,000, is $6,519,000 of purchase cost over the
fair value of net assets of businesses acquired. This excess is
being amortized on a straight-line basis over a period of eight
years.
Income taxes

Defetred 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. During 1982, the
Company purchased future tax benefits for $15,277,000. Tax
benefits of $2,785.000 in excess of the purchasc price have
been recognized as of May 31, 198 5. The current portion of
purchased tax benefits of $4,56 5,000 is included in deferred
income taxes and the non-current portion of $7,3 50,000 is
classified as a long-term liability.

by app ly $816,000 or $.02 per share,

Note 3 — Barter transaction:

During the current fiscal year, the Company entered into
a barter agreement with a trading organization to exchange
closeout footwear and apparel inventory valued at
approximarely $17,000,000 for cash and credits to be used in
obtaining various goods and services in the future,

As of May 31, 1985, the Company had received approx-
imately $3,800,000 in cash and the utilization of barter credits
from the transaction. An additional 81,200,000 in cash is ex-
pected to be received and the Company expects to utilize ap-
proximately $3,000,000 in credits during fiscal year 1986. The
remainder of $6,418,000, net of discount of $2,600,000, is in-
cluded in other assets.



Note 4 — Property, plant and
equipment:
Property, plant and equipment includes the following:

May 31,
1985 1984
(in thousands)

Land Si2,525  § 2,511
Buildings 10,254 9,283
Machinery and equipment 61,321 56,622
Leaschold improvements 6,732 5,757

90,832 741173
Less accumulated depreciation 40,084 31,293

$50,748  $42,880

Included with machinery and equipment are capital
equipment leases of 8,283,000 and $8,594,000 a1 May 31,
1985 and 1984. Amortization of capital equipment leases ag-
gregated $6,675,000 and $5,912,000 at May 31, 1985 and
1984, and is included with accumulated depreciation.

Note 5 — Short-term borrowings:

Notes payable to banks and interest-bearing accounts
payable 1o Nissho lwai American Corporation (NIAC) are
summarized below:

Barcks
Domestic _Foreign
Operations Operations _ NIAC
(in thousands]

At May 31, 1985:
Total borrowings $48,206  $69,367 $18,182
Interest rate 8% % 9% 10%

At May 31, 1984:
Total borrowings $83,000  $60,532 $45,722
Interest rate 1Y% 11 %% n'%%

The Company has a $100,000,000 unsecured domestic
revolving credit agreement with a group of four commercial
banks of which $70,000,000 is unused at May 31, 1985. The
agreement provides for borrowings at the prime rate or atin-
terest rates based upon spreads above the banks” marginal cost
of funds, and requires the payment of a commitment fee of %%
on the unused line of credit. The agreement requires, among
other things, the maintenance of specified financial ratios and
balances and contains limits on the amount of indebtedness,
sales of assets, investments and capital expenditures. Total
domestic borrowings also included $18,3 50,000 and
$10,000,000 a1 May 31, 1985 and 1984, respectively, under
unsecured short-term credit facilities with several banks.

The Company has outsranding unsecured loans at inter-
st rates at various spreads above the banks’ cost of funds for
financing foreign operations.

Accounts payable 1o NIAC are generally due up to 11§
days after shipment from the foreign port. Interest on such ac-
counts payable accrues at a bank’s prime rate as of the begin-
ning of the month of the invoice date, less 1%.

Note 6 — Long-term debt:
Long-term debt includes the following:
May 31,

1985 1985

(in thousands)
11.95% -12.85% notes pay-
able to two French banks, due
through March 1988 $3,719 S 599
x2.5% note payable to the Ma-
laysian Industrial Development
Finance Berhad, secured by the
property, plant and equipment
located in Malaysia, due in
semiannual installments
through November 1990 2,193 2,185
8.4% -14% capital equipment
lease obligations, payable in in-
stallments through 1988 2,088 3,762
10.77% -12% notes payable 10
the Republic of Ircland Indus-
tial Development Authority
and to two Irefand banks, due
in semiannual installments
through March 1988 1,425 1,954
13% Industrial Development
Revenue Bond for the State of
New Hampshire, secured by
certain Jand and buildings, due
in semianpual installments

through January 1992 — 2,415
Other 444 468

9.869 11,383

Less portion due within
one year 2,296 %560
$7,573 S 8823

Amounts of long-term debt payable during the five years
following May 31, 1985 are summarized as follows:
Long-Term
ebt
Excludis

Capital  Minsmum — Amount

Capital Lease
Olivatr

Lease Lease  Representing
Obligations  Payments _Interest Total
(in thousands)

1986 $ 863 $1,616 $(183) $2,296
1987 1,459 852 (43} 2,068
1988 4,064 38 (2) 4110
1989 538 538
1990 453 453
Later Years 404 404
$7,781 $2,316 §(228) $9,869

Note 7 — Income taxes:
Income before income taxes and minority interest and
the provision for income axes are as follows:
Year Ended May 31,

1985 1984 1983
{in thousands)

Income before income
taxes and minority

interest:
United States $24,838  S75,585 Sr123,008
Foreign (2,490) _ 2,837 _ (4885

$22,398  $78.421 $118,123

Provision for income

Tax
Current:
United States
Federal $10,409  $33,268 S 44,359
State 909 6,868 9,773
Foreign {590) 429 879
10,728 40,565 55,011
Deferred:
United States
Federal 442§ (1,767) 6,442
State 34 {1,191) (439)
Forcign 443 (40) (92)

4902 _ (2.998) _ jou
S15.630 837,567 $ 60,922

The provision for income taxes was reduced by invest-
ment tax credits of $321,000, $495,000 and $1,390,000 for
the years ended May 31, 1985, 1984 and 1983,

The sources and amounts of the provision for deferred
income taxes were as follows:

1985 1984 1983
(in thousands)
Inventory adjustment

to market $ 2,492 $(6,730) $(1,898)
Purchased tax benefits 4734 4,903 9,270
Deferred compensation (885) — =
Customs duties = = 569
Discount of barter

credits {1,290) = =
Undistributed earnings of

foreign subsidiaries 838 — —
Other, net (987) (1,171) (2,030)

$ 4902 $(2,098) S 5,911

The effective income tax rate differs from the U.S. staru-
tory federal income tax rate as follow:

USS. Federal statutory

rate 46.0%  460%  46.0%
State income taxes, net

of federal benefit 46 3.9 43
Foreign losses providing

no tax benefits 15.8 = 2.4
Taxes on foreign

earnings 1.8 — —
Investment tax credit (1.4) (.5) {1.2)
Other, net 3.0 (1.5) )

69.8% _ 47.9% __ s51.6%

‘The Company has operating loss carryforwards for in-
come tax purposes available as deductions from future foreign
taxable income expiring as follows:

Year Ending
May 31, Tax Basis Book Basis
(in thousands)

1988 $ 569 $ 1510
1989 334 296
1990 1,236 8,746
1991 = ==
1992 591 -
1993 82 68

unlimited 6,417 5,356

$9,229 $15,976
The losses were principally generated by operations in
Japan, Malaysia and Ireland. Utilization is contingent upon these
operations artaining sufficient income.
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Note 8 — Minority interest in
consolidated subsidiaries:

As a result of operating Iosses in the current year, Nike
Japan Inc., a 51 percent owned consolidated subsidiary of the
Company, had a negative net equity of $5,077,000 at May 31,
1985. By agreement berween the Company and the minority
sharcholder, each party intends to continue their obligation to
financially support the subsidiary and, accordingly, the losses
are being shared based upon each shareholder's ownership
interest.

Note 9 — Redeemable Preferred Stock:

NIAC is the sole owner of the Company's authorized re-
deemable Preferred Stock $1 par value, which is redeemable at
the option of NIAC at par value aggregating $300,000. A
cumulative dividend of $.10 per share is payable annually on
May 31 and no dividends may be dectared or paid on the
Common Stock of the Company unless dividends on the re-
deemable 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, 1985. As the holder of the re-
deemable Preferred Stock, NIAC does not have general voting
rights but does have the right to vote as a separate class on the
sale of all or substantially all of the assers of the Company and
its subsidi: on merger, lidation, liquid: or dis-
solution of the Company or on the sale or assignraent of the
NIKE trademark for athletic footwear sold in the United
States.

Note 10— Common Stock:

The authorized number of shares of Class A Common
Stock no par value and Class B Common Stock no par value
are 20,000,000 and 50,000,000 respectively. In September
1983, shareholders approved an increase in the authorized
number of shares of Class B Common Stock from 30,000,000
t0 50,000,000. Each share of Class A Common Stock is con-
vertible into one share of Class B Common Stock. Voting
rights of Class B Common Stock are limited in certain circum-
stances with respect to the election of directors. Class A and
Class B Common Stock were split 2-for-1 on January 5, 1983
with the split effected in the form of a 100 percent stock divi-
dend. The dividend shares were issued at a stated value of $.01

per share.
The Company's Employee Incentive Compensation Plan

the difference berween the option price and the fair market
value of the common stock subject to option at the date of sur-
render, (2) the number of shares having such cash value or (3)
a combination of the above. The Option Plan expires in 1990.

During the year ended May 31, 1985, options for
649,800 shares of Class B Common Stock were granted under
the Option Plan at a price of $9.50 per share, no options were
exercised and options for 25,000 shares were forfeited. At
May 31, 1985, options for 194,410 shares were exercisable ag-
gregating $2,699,760. During the year ended May 31, 1984,
options for 90,000 shares of Class B Common Stock were
granted under the Option Plan at a price of $16.50 per share,
no options were exercised and options for 1,000 shares were
forfeited. At May 31, 1984, options for 99,910 shares were ex-
ercisable aggregating $1,263,760.

C i with three ployee di-
rectors provide these directors with the right to purchase up to
720,000 shates of the Company's Class A Common Stock at
$.417 per share. The estimated fair market value of these
shares at the date granted was $6.25 per share aggregating
$4,500,000. The three directors exercised their right to pur-
chase 72,000 of these shares as of October 1980. The rights to
purchase 288,000 of these shares were vested by October 1984
and one director exercised his right to purchase 120,000 of
these shares at that ime. The rights to purchase an additional
72,000 of these shares will vest in October of each of the years
1985 through 1989 as long as the directors serve in an adviso-
ry capacity during that period and meet other specified condi-
tions. All purchase rights must be exercised by October 1994.
The Company is recognizing compensation expense of
§4,200,000 over the nine year vesting period through October
1989.

In September 1983, the Company granmed options 1o
purchase 10,000 shares of the Company’s Class B Common
Stock to two directors. The exercise price of $16.25 per share
was changed 10 $9. 5o per share during fiscal year 1985 and the
options expire in Seprember 1993. The options vest at the rate
of 20 pereent per year over a five year period which com-
menced October 1984,

At May 31, 1985, 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

(Option Plan) provides for the issuance of a maximum of
1,680,000 shares of the Company’s Common Stock. 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 is-
sued in either Class A or Class B Common Stock. The Option
Plan is administered by a committee of the Board of Directors
which has the authority to determine optionees, the number of
shares 10 be covered by each option, the dates upon which
each option is exercisable, 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 hold-
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the jon 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 sub-
stantially all employees. The rerms of the plan call for annual
contributions by the Company as determined by the Board of
Directors. Contributions of $300,000, $1,356,000 and
$2,000,000 to the plan are included in other expense in the
consolidared financial statements for the years ended May 31,
1985, 1984 and 1983.

.V
~

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, 1985. Rent expense aggregated
$10,906,000, $9,830,000 and $9,278,000 for the years ended
May 31, 1985, 198, and 1983 respectively. The following is a
schedule of minimum future rentals on noncancelable operat-
ing leases as of May 31, 1985 (in thousands);

Year Ending
May 31,

1986 $ 9.495
1987 8,189
1988 7,618
1989 5.852
1990 4719
Later years 39,384
Total minimum future rentals $66,257

Year Ended May 31, 1985

In June 1983, the Company was served in a lawsuit filed
by an individual against the Company and certain present and
past employces of the Company secking an unspecified
amount, stated by the Complaint to be in excess of $10 million
in general damages and $2 5 million in punitive damages for al-
leged breaches of contract and tortious conduct surrounding
the Company's termination of a business relationship with the
individual. The litigation is at a preliminary stage; however,
the Company believes the claims are without merit and will
not result in a material loss to the Company.

Note 13 — Operations by
geograpbhic areas:

Information about the Company's operations in the
United States and foreign areas is presented below. Interseg-
ment revenues and assets have been eliminated to arrive at the
consolidated amounts.

Year Ended May 31. 1984

lin thowsands)
United Other

States Europe fapan Foreign

Revenues from un-

., nthousands) i thowsands)

Consoli- Untite Consoli- United
dated States Foreign dated States Foreign dated

rclatedentities 730,096 $108,724  S64.088 S 43463 $946371  $761414 SisBysr Syrafas  Sy7nga7 S 93,265 SBEzanz

Intra-company

revenues 7856 _ 54309 5,263 2,928 1333 ng05 __sus 465
Sz3z95: Si6303y _Séonst $ 4639t 3774748 $160.797 5783261 $ 93730

Operating incoroe

(loss) S aybgt S so067 239 S (1873) § 51064 S 90544 $ 12046 Siomspo  S149.886

Corporate and T i il

other expense (6952} {4:572)

Interest (21,933) (19,597)

Intra-company

climination 29 - 49

Income before _{28,666) _{24,169) _(32407)

provision for

income taxes and

May 31, 198

May 31. 1984 May 31, 1983

Year Ended May y1, 1983

Siso.530

Identifiable assets

(in thousands)
$349:546 $ 43772 _S616a4 § sgofo SeBaon

Cash 7017
Intra-company

climination 7937

14944

Toral assers $503.968

(int thousands)
$416928 Siig467 S550.395

8,320
(556)

2,764
Sssmise

G thousands)
3423561 $ 73640 $496.201
13,038

{r,211)
11,827
$508,028



Supplemental Information to Disclose the Effects of Changing Prices (unaudited)

In accordance with the requirements of the Financial
Accounting Standards Board the Company presents the fol-
lowing informarion. The objective of the requirements is to
measure the estimated effects of inflation. Historical dollar
amounts as reported in the primary financial statements have
been adjusted to show the effects of changes in specific prices
(current costs). Because the Company values its inventories at
the lower of cost, last-in first-out (LIFO), or market, which re-
sults in recognition of current cost of goods in cost of sales and
since toral property, plant and equipment are a relatively
minor portion of total assets, the effects of inflation on the
Company as measured under the standards are not significant.
Management has not concluded that this information accu-
rately represents the true impact inflation has on the
Company.

The current cost information was derived by applying
published government and private indexes to the related his-
torical costs in current year average dollars. The depreciation
and amortization amounts under the current cost method were
computed by applying the appropriate indexes against the his-
torical amounts. The provision for income taxes has not been
changed because the adjustments are not tax deductible.

CONSOLIDATED STATEMENT OF OPERATIONS ADJUSTED
FOR THE EFFECTS OF CHANGING PRICES (in thousands}

Revenues

Cost of sales®
Depreciation

Selling and administrative®
Interest

Other (income)

Income before provision for income taxes
and minority interest

Provision for income taxes

Income before minority interest

Minority intercst

Net income

Unrealized gain from decline in
purchasing power of net amounts owed

Year Ended May 51, 1985

Adjusted for
As Current
Reported Cost
$946,371 $946,371
695,532 695,532
11,964 12,634
194,557 194,557
21,933 21,933
(13) (13)
923973 924,643
22,398 21,728
15,630 15,630
6,768 6,098
3,502 3,502
$ 10,270 $ 9,600
$ 1,991

The increase in inventories and property, plant and equipment resulting from general inflation of $11,608 was offset by
a decrease in the specific prices of such assets of $11,467. At May 31, 1985, the current cost of inventories was

eci and

$194,423 and the current cost of property, plant and net of

was $52,827. Corresponding historical cost amounts were $186,28 for inventories and $50,748 for property, plant

and equipment.

*Exclusive of depeeciation.
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FIVE-YEAR COMPARISON OF SELECTED SUPPLEMENTARY FINANCIAL
DATA ADJUSTED FOR THE EFFECTS OF CHANGING PRICES

Revenues:
As reported
Current cost information:
Net income
Net income per commeon share
Net assets at year-end
Decrease in current cost of
inventories and property,
plant and equipment,
exclusive of inflation
Other information:
Purchasing power gain
©On net monetary items.
Market price per common
share at year-end as reported
Average consumer price index
Cash dividends declared per
common share as reported

* Adjusted for 2-for-1 stock split
distributed in January 1983.

Year Ended May 51,

1985 1984 1983 1982 1981
(in thousands, except per share and CPI data)
$946,371 $919,806 $867,212 $693,582 $457,742
9,600 39,999 58,413 52,534
.25 1.0§ 57 1.47°
282,184 283,585 259,607 148,476
11,467 13,824 6,696 12,097
1,991 4884 356 51405
% 9% 9% W %
3155 303.6 292.6 280.3 257.5
40 .20
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LOCATIONS

Corporate Headquarters

oo S.W. Murray Blvd.
averton, Oregon 97005

United States Sales and Distribution Centers

10605 S.W. Allen Blvd.
Beaverton, Oregon 97005

150 Ocean Road
Greenland, New Hampshire 03840

Foreign Sales Administrative Offices

8400 Winchester Blvd.
Memphis, Tennessce 38138

z,;;i N.W. Nicolai Street
Portland, Oregon 97210

10300 S.W. Allen Blvd,
Beaverton, Oregon 97005

apan Sales and Marketing Office

NIKE Japan Corp. Head Office

6F Suncrest Building

1\2 §, Kita-Aoyama, 2-Chome
inato-Ku, Tokyo xo7,j:pm

Canada Sales and Marketing Office

NIKE Canada Ltd.

2445 Canoe Avenue
Coquitlam, British Columbia
Canada V3K 6A9

European Sales and Marketing Offices

Aust

Mayi
A 50;3 54 Kilatoly
Austria

Great Britain

Coniston House
‘Washington Centre
District 4, Washington
Tyne & Wear NE38 7RN
England

France

s e Corgy
St. Christophe BP 8237

95801 Cergy Pontoise Cedex
France

Germany
Robert Koch Strasse 14-16
D-6108 Weiterstadt

West Germany

Norway

Hartmannsvei 44
slo-2

Norway

Sweden

Rastensgata

$172 30 Sundg)bcrg
Sweden

NIKE-owned Shoe Manufacturing Facilities

Factory Island
Saco, Maine 04072

Athboy Road
N:
County Meath

NIKE-owned Shoe Component Manufacturing Facility

Lot 47, Kulim Indusunl Estate
Kulim, South Kedah
Ma['«ysn

ringeell Mill, Church Stret
At
e yoins

England

SHAREHOLDERS’ INFORMATION

Corporate Office
3900 S.W. Murray Bivd.
Beaverton, Oregon 97005
(503) 641-6453

Annual Meeting
10 a.m., September 23, 1985
Greenwood Inn
10700 S.W. Allen Blvd.
Beaverton, Oregon 97005

NIKE Advisory Council
Maurice Lazarus
Boston, Massachusests

Independent Accountants
Price Waterhouse
101 8.W. Main Street—Suite 1700
Portland, Oregon 97204

Registrar and Transfer Agent
Seattle-First National Bank
1001 Fourth Avenue
P.O, Box 24186
Seattle, WA 98124

Co-Registrar and Co-Transfer Agent
The First National Bank of Boston
100 Federal Street
P.O. Box 2016
Boston, Massachusetts oz110

Form 10-K

A copy of the Company's 10-K filed with the Securities and
Exchange Commission is available without charge to any
shareholder. Requests should be sent to the attention of
Director of Shareholder Relations at the Corporate Office.
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