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To Our Shareholders:

In the vernacular of the Wall Street brokemge community, fiscal 1987 was a mixed year for NIK|
It was a year in which sales dropped 18%, camings declined 40% 1o 93¢ a share and we struggled with
market share.

In spite of these difficulsics, there were a number of positive aspects to the year.

We remained solidly profitable, recurning 11% on investment for the year,

Our goal at the start of the year was to procect our base of footwear and apparel products in the
performance area. [ believe that the range of new products brought out in 1987 did that brilliantly. By the end
of the yeac we had re-established oursclves us the performance athletic shoe company.

Futures orders, which measure footwear pairage scheduled for U.S. delivery for the next six months.
are up for the first time in over a year.

Our balance sheet gets stronger each month and positions us for future groweh —either generted
internally or chrough acquisitio

Our planning is getting better, opportunities for growth have never been as good, and the price of our
common stock is at a five year high.

The morale and enchusiasm of our employees remain very high.

Quality, I am sure, is what any CEO—cerrainly this one—wants his company to stand for.

Quality stares with the product — product that not only can be used in actual abletics, but that truly
enhances performance. If you are an achletic shoe company and you “cheat” on that premise, it is impossible to
have quality in the rest of your programs,

But quality of product is not enough. We aim also for quality of service, quality of advertising, and
quality people tw represent the Company: It is not easy to achieve in any one area, let alone all four

As this industry continues 1o grow, the companies that comprise it begin to stand for different things.
It is my belief that NIKE continues to distinguish irself for its quality

One of the impressions of quality we generate comes from NIKES increased emphasis on consumer
advercising, particularly our Air campaign.

The campaign had its inspiration from a comment made by Dr. Thomas Paine at a meeting of the
Board of Directors: “What NIKE stands for is a revolution in footwear.

The NIKE-AIR"campaign has been built around a dozen NIKE-AIR® models: is tied toan aggressive
selling effort; and includes extensive use of prine and television advercising.

This, of course, goes on at the same time there is a revolution in American lifestyle, which is

ingly more active and cuts across several different fienes:
We feel the twelve shoes that make up the initial offering are worthy of the label “Revolution.” They

have more Air, are more stable, and weigh less than our past efforts. They enhance the healthy and revalutionary

weare leading. And they ate products, because of patent protection and complexity of manufacturing

that our competitors cannor make.
So there was @ lot more o 1987 than juse 93¢.
And the most important thing is that all che areas in which we made progress during the year laid the
foundation for what promises o be a brilliant future

NIKE is dedicated to achieving just that.

/
Philip H. Knight

Chatrman of tie Board an
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In 1987, NIKE successfully re-established itself as che
performance athletic shoe brand. This came about through the
introduction of twelve new NIKE-AIR models, containing
improved technology and designs.

These shoes were a breakchrouglh in many ways. Weve
known about and used Air since 1978. However, our research
has led us to some exciting new discoveries. Qur continued
emphasis on the NIKE Sport Research Laboratory has resulted
in innovative design features like visible Air cushioning,
anatwomically correct lasts and Footframes, stabilicy devices, and
new materials such as Durathane. The lab is continually

sand

refining products to meet the varied requirements of today
tomorrow’s athletes.

The excitement NIKE-AIR] led by the Air Max, has
generated for the brand, is reflected in the advertising campaign
using the theme "Revolution.”

The shoes sold out beyond our expectations. The

message that NIKE is ac the forefront of the revolucion in ficness

and technology was heard by retailers and consumers al
It showed che world that the essence of the fitness movement
and what is happening at NIKE are one and the same.

The success of NIKE-AIR” technology in Running was
demonstrated by the Air Pegasus, a classic model in 1ts fourth
genertion, which sold its 5,000,000¢h pair this year.

‘Track and Field hic greac strides with both mens and
women’s victories from Achletics West ccam members in che
National Cross Country Championships. A.W. hurdler Danny
Harris broke Edwin Moses' 107-nace winning streak when
he won the 400m hurdles in Madrid in June. We are looking
ahead to the ‘88 Games in Seoul with great expecrations for

NIKE achletes.



Rs fitness has evolved, ic has come more and more to mean
| participation in a variery of activities. This “cross-traimng”
trend adds balance to workouts and can prevent injuries and
| alleviate monotony. It promotes better all around ficness.
NIKES answer to cross-tmining is the Air Trainer, the first shoe

with both the cushioning for running and the scability for court
Haide Long i * h

LA Raideri

sports and aerobic dance moves.

Mens Asr
Trasner High

IeS

et Ernst Womsens Air
Triathlite Treiner High
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Tennis gained fresh energy with the introduction of the new
visible Air shoe, the Air Ace. This shoe is designed specifically

for the professional or serious tennis competitor who requires

the highest degree of support, response, and comfort.

The "87/88 Tennis line of footwear and apparel
represents techinology, quality, and seyle for players of all levels.
This new line, launched at the U.S. Open, will put us
prominentcly back on the circuic.

On an international note, the Soviet tennis
endorsement agreement, which was finalized in May, offers
NIKE the chance to introduce our product throughout the
Soviet Union. This is the first time in history that a Russian

sports federation has endorsed products from an American-based

manufacturer. From product technology to progressive

marketing, NIKE is positioned to take a leadership role in

tennis in the coming year.



Michael Jordan
Chicags Buls

Alr Revolution

In Basketball, NIKE continued to dominate. We had two
college teams in the NCAA Final Four Championships. A
significant increase in the cricical high school market was
reflected in the biggest team sales season in our history.

Michael Jordan, the scoring champ of the NBA and the
Leagues most dynamic player, remained the centerpiece of
NIKE Basketball as we introduced the second generation of
shoes under the Air Jordan label.

Visible Air came to Basketball in 1987 with the
introduction of the Air Revolution, one of the industry’s most
ralked-about products. This shoe will lead the way for NIKE’s
continued command of the Basketball category.

NIKE technology, like chat found in the Air
Revolution, has pervaded every area of our product line. The
need for improved technology in Childrens shoes resulted in che
incroduction of the Air Jordan, Air Max, and Air Trainer for
kids. The demand for these landmark $50 models was affirmed
by good sell-through during Back-to-School. Another
breakthrough in the Childrens line came in the form of shoes
designed specifically for activities unique to kids, such as

skateboarding and BMX biking.



Markis Wierson
Professionial Madk!

Air Walker Max

NIKE was the firsc company to approach Walking from an
athletic base. Our experience in ocher sports translated well into
the development of the Walking product line. Air cushioning
is a vital part of our line, best demonstrated in the Air Walker
Max. This shoe, with its rocker midsole, ski lock heel and
state-of-the-art componentry, is yet another example of NIKE
technology ar its finest.

We see Walking as a tremendous growth area. As part
of our marketing plan we strive 0 communicate to the public
some of what weéve learned along the way. Stephen Kiesling,
Senior Editor of American Health Magazine and Ned Frederick,
former Director of the NIKE Sports Research Laborarory,
co-authored a book called Walk On which contains extensive
information on every aspect of walking. NIKE makes this book
available through various promotions in an effort to lead with
consumer education as well as with product.

NIKE continues to be on the cutting edge in other
sports-related areas. Recently we introduced the NIKE
Monitor, an electronic training aid which provides digitized
feedback on all elements of a workour. This lightweight system

takes fitness technology another step into the future.



Eric Dirts
Cincintriatt Reds

Our exposure in Major League Baseball is exceptional and makes
NIKE a driving force in the marketplace. Early bookings are
heavy on the new MCS Air Slam, the firsc in-line Air baseball
shoe offered. Besides Air cushioning, the MCS scries boasts a
lighrweight plastic outsole that is flexible and functional, plus
a durable and breathable synthetic upper that has been well
accepred by players.

The Major League Baseball agreement, an exclusive
license to markec specially designed baseball apparel with
“street appeal,” gives us an opportunity to translate an on-field
performance attitude into volume sales.

Football stars like Lawrence Taylor, Howie Long, and
Neil Lomax provide unparalleled visibility to our Football line.
NIKES technology, introducing new cushioning, stability, and
fic features, has resulted in football shoes that can acrually

benefit a players game.

MCS Aur Stanm



Cartis Sgy

Professional Golfer

Aur Brrkdale

NIKE started a new tradicion in the Golf market. It began wich
our heritage in sports and competition—with our own
eradition of designing superior athletic shoes. This approach has
taken us toa strong number cwo posicion in the Golf macker in
only five years.

Champion golfers like Curtis Strange, who won six
wournaments in two years in NIKE shoes, and Juli Inkster,
ranked #3 on the LPGA money list, head up NIKE'
professional golf roster.

The introduction of NIKE-AIR* cushioning in the Air
Birkdale signifies another step forward in excending NIKE

technology into this traditional sport.

In sum, we remain the technological leaders of the athletic shoe
industry. We see the market coming our way both nationally
and interationally. Our financial position is strong; we

have room for groweh. We are ready and well positioned for

the year ahead.




Selected Financial Data

1987 1986 1985 1984 1983
(i thaucands, cxapt o hare data)
Year Ended May 31:
Revenues $877,357  $1,069,222  $946,371  $919,806  $867.212
Net income 35,879 59,211 10,270 40,690 57,004
Net income per comman share 93 1.55 .27 1.07 1.53
Cash dividends declared per
common share .40 .40 40 .20 =
ArMay31:
Working capital $325,200  $278,784  $217,849  $234,347  $209,871
Total assets 511,843 476,838 503,966 559,159 508,028
Long-term debe 35,202 15,300 7,573 8,823 10,503
Redeemable Preferred Stock 300 300 300 300 300
Common sharcholders” equity 338,017 316,846 271,668 274,53 240,613

Selected Quarterly Financial Data

Ist Quarter 2nd Quarter 3rd Quarter ith Quarter

1987 1986 1987 1986 1987 1986 1987 1986

(it toscsandh. cxapt por share dat)

Revenues $257,213 $327,708  $183,063 $237,908 $199.418 $258,655 $237,663 $244,951
Gross profit 83,817 106,070 56,749 77514 60.669 80814 79,460 81901
Netincome 14940 24,151 S,189 9,843 1255 11,491 11,495 13,726
Net income per
common share 39 .64 il 25 112 .30 .29 .36
Dividends declared
per common share .10 10 .10 .10 10 .10 10 .10
Price range of
common stock
High 20v: 12% 15% 14% 15 17% 18% 18%
Low 13, 9 10% 11% 11y 12% 14 15%

The Company’s Class B Common Stock is eraded in the NASDAQ Narional
Market System under the NASDAQ symbol NIKE. At May 31, 1987,
there were 32 security dealers making & market in the stock and there were

approximately 5,400 sharcholders of record.

Management Discussion and Analysis

Operating Reswlrs

Revenues in fiscal 1987 declined from the previous two years due to the significant decrease in volume
of Air Jordan basketball products, the elimination in 1987 of revenues from the Company's unprofitable
Japanese subsidiary which was sold (see Note 4 to the Consolidated Financial Seatements) and increased
competition from ather athletic foorwear companies. The approximate breakdawn of revenues by produce

category follows:

1 Year Ended May 31,
987 1986 1985

(in thaacands)

Footwear
Basketball $132,500 $212,600 $153,200
Running 115,500 150,000 163,600
Fitness 76,600 54,100 13,800
Children's 75,600 115,400 101,000
Field Sports 43,900 35,400 38,100
Racquet 36,200 68,500 76,000
Other 29,700 13,500 21,700
Total foorwear 510,000 649,500 567,400
Apparel 130,700 164,600 160,400
Athletic equipment 500 2,500 2,300
Total United States 641,600 816,600 730,100
Foreign
Europe 191,400 166,300 108,700
Japan - 42,400 64,100
Canada 20,300 22,900 27,000
Other 24,100 21,100 16,500
Toual forergn _ 235800 252,700 216,300
Toral NIKE ©_$877,400 $1.069.300 $946,400

Net income for fiscal 1987 was lower than the record year of 1986, but was significantly improved

from 1985, The decline in 1987 income wis due primarily to decreas

ed revenues caused by reduced quantities
sold. Although revenues declined, improved inventory management allowed the Company to maintain gross
margins ac approximately 1986 levels. In fiscal 1985 lower gross margins, resulting from writedowns
of slow moving inventory, were the primary cause of the lower net income. Selling and administrative expenses
have remained relatively constant over the last three years.

An improved cash position has allowed NIKE to reduce borrowings and incerest expense and has also

resulted 1n mncreases o interest income.



Openating Results (continueed)

Fiscal year 1987 other (income) expense consists primartly of interest income and a $3.7 million
non-taxable gain as a result of recalculating the effece of the 1986 Tax Reform Act on a purchased tax benefit
liability, offset partially by profic sharing expense and by the loss on disposition of two subsidiaries. Other

expense in 1986 includes costs of manufacturing plant shutdowns in Maine and Ireland, and the effect of the

Company selling its 519 ownership in a Japanese subsidiary and in terminacing its Japanese joint venture
agreement,

The effective income tax rates for fiscal years 1987 and 1986 were slightly above 50% and exceeded
the statucory 46% rate primarily due (o state income taxes. In 1985, the effective tax rate was approximarely
70% due to non-deductible foreign losses. The 1986 Tax Reform Act should positively affect the Company by
lowering its effective tax rare.

“Futures” orders booked for domestic delivery of footwear from June through November 1987 are
approximately 65 above such orders booked in the comparable period in the prior year. Because the mix of

“futures” and “at once” shipments may vary significantly from quarter to quarter and from year to year, “futures”

orders received are not necessarily indicative of total revenues for subsequent peri

Liguidity and Capital Resonrces

NIKES financial condition is strong. At May 31, 1987 the Company had cash and equivalents of
approximately $127 million and working capital in excess of $325 million. The comparable balances at May 31,
1986 were $18 million and $279 million. This improvement is atcributable to improved inventory managemen,
profits, and a §25 mullion seven-year term loan at a fixed interest rate of 8.45% obtained in June 1986, The current
matio at May 31, 1987 was 3.6:1 compared o 3.1: | at May 31, 1986.

Inventories at May 31, 1987 aggregated $121 million, down from $180 million at May 31, 1986, and are

now at their lowest level since fiscal 1981 Inventory cums for 1987 and 1986 were 4.0 compared to 3.0 in 1985.

Capital Jitures for 1987 agg 1512 million due primarily 10 elecrmnic data processing purchases
and warehouse construction. This compares o capital expendicures of $ 17 million in 1986 and $22 million in 1985
The Company is currenly in the process of constructing a new western region distribution faciliy at an estimated
cost of $10 million, to consolidate warehousing currently housed in several leased facilities. The construction will
be financed internally. Most product manufacturing is done by contract factories so NIKE has litele investment in
manufacturing plant and equipment.

Quanterly cash dividends of $.10 per share, initially declared in February 1984, were continued through
fiscal 1987. Based upon currently projected eamings and cash flow requirements, the Company anticipates
continuing the dividend.

At May 31, 1987 the Company had $100 million in domestic unused lines of credit available on its
multiple option facility agreement. See Note 6 of the Consolidated Financial Sracements for further details

the Company’s sh borrowings. NIKE's mtio of debt to equity ac May 31, 1987 and 1986 was

.5:1 compared to.9: 1 at May 31, 1985, Management believes that currently available resources, together with funds

generated by operations, will adequately finance 1988 working capital requirements and capital expenditures.

Management of NIKE, Inc. is resp ble for the fon and ions contained in this

report. The financial scatements have been prepared in conformity with the generally accepted accounting
principles we considered appropriace in the circumstances and include some amounts based on oue best estimates
and judgments. Other financial information in this report is consiscent with these financial statements.

The Company’s accounting syscems include controls designed to reasonably assure that assets are
safeguarded from unauthorized use or disposition and which provide for the preparation of financial statements
in conformity with generally accepted accounting principles. These systems are supplemented by the selection
and trining of qualified financial personnel and an organizational structure providing for appropriate
segregation of duties.

An Internal Audit department reviews the results of its work wich the Audit Committee of the Board

of Directors, presencly consisting of cheee directors who are not emplogees of the Company. The Audic

¢ is bie for Jing o the Board of Dircctors the appoincment of the independent

accountants and reviews with the i

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 co the financial affairs of the Company as they deem . The independent ac I the

internal auditors have full access to the Commitree, with and without che presence of management, to discuss

any appropriate macrers,

Report of Independent Accountants

Portland, Oregon
Judy 21, 1987

T the Boand of Divectirs and
Shareholders of NIKE, Inc.

In our opinion, the accompanying consolidated balance sheet and the related consolidated statements
of income, of changes in financial position and of sharcholders’ equity present fairly the financial position of
NIKE, Inc. and ics subsidiaries at May 31, 1987 and 1986, and the results of their operations and the changes
in their financial position for each of the three years in the period ended May 31, 1987, in conformity with

generally accepted a les consistencly applied. Our examinations of thes

statemens were made

inaccordance with generally accepted auditing

standards and accordingly included such tests of the accounting

records and such ather auditing procedures as we considered necessary in the circumstances.

B ot



NECE, Inc.
Consolidated Statement of income
Year Ended May 31,
1987 1986 1985
(m thessands, exapt per shere ds)
Revenues $877,357 $1,069,222 $946,371
Costs and expenses:
Cost of sales 596,662 722,923 697,219
Selling and administrative 204,742 209,219 204,834
Interest (Notes 6and 7) 8,475 15,820 21,933
Other (income) expense (Notes 4, 8, 11, and 12) 6,201) 11,243 (13)
803,678 959,205 923,973
Income before provision for income raxes and
minority interest 73,679 110,017 22,398
Provision for income taxes (Note 8) 37,800 57,760 15,630
Income before munority interest 35,879 52,257 6,768
Minority interest - 6,954) (3,502)
Netincome $ 35,879 $  59.211 $ 10,270
Net income per common share (Note 1) $ .93 $1.55 §..27
Average number of common and
common equivalenc shares (Note 1) 38,393 38,179 37.893

20 The

lidated Financial

g Notes 10 G

are an incegral pare of this statement.

NIE, Inc.
Consolidated Baiance Sheet

21

Assets

Current Assets:
Cash and cquivalents

Accounts receivable, less allowance for doubtful accounts
of $6,546 and $5,596

Invencories (Note 2)

Deferced income tses and purchased tax benefits (Note 8)

Prepaid expenses
Income taxes receivable
“Total current assets
Property, plant and equipment (Notes 5 and 7)

Less accumulated depreciation

Otherassers (Note 1)

Liabilities and Sharebolders' Equity
Current Liabilities:
Current portion of long-term debt (Note 7)
Notes payable to banks (Note 6)
Accounts payable (Note 6)
Accrued liabilities
Income taxes payable
Toral current liabilities
Long-cerm debt (Note 7)

Non-current deferred income taxes
and purchased tax benefits (Note 8)

Commitments and contingencies (Note 13)
Redeemable Preferred Stock (Note 9)
Shareholders® equity (Note 10):
Common Stock at stated value:
Class A convertible— 14,598 and 15,05 1 shates oussranding
Class B—23,340 and 22,721 shares outstanding
Capital in excess of stated value
Unrealized transtation loss

Retained carnings

lid

The acc ing Notes 1o C d Financial

May 31,
1987 1986
(im shossands)
$126,867 $ 18,138
184,459 185,633
120,663 180,205
10,576 16,486
6,717 9,163
= 1883
449,282 411,510
96,988 89,517
48,480 49,683
14081 15,645
$511,843 $476.838
$ 4,800 $ 3,417
43,145 61,634
28,036 23,648
39,792 44,027
8,309 -
124,082 132,726
35,202 15,300
14,242 11,666
300 300
174 180
2,705 2,697
83,542 81,633
(1,938) (507)
253,534 232,843
338,017 316,846
$511,843 $476,838

are an incegral part of this sacement.



NIE, Inc.
Consolidated Statement of Changes In Arancial Position

Cash provided (used) by operations:
Net income
Income charges (credits) not affecting cash
Depreciation

Deferred income taxes and purchased
tax benefits

Minority interesc

Other

Changes in certain working capiral components:

Decrease in inventory
(Increase) decrease in accounts receivable
Decrease in other current assets
Increase (decrease) in accounts payable
accrued liabilities and income taxes payable
CGash provided by operations
Cash provided (used) by investing activities:
Additions to property, plant and equipment
Disposals of property, plant and equipment
Liquidation of minority interest
Goodwill

Purchase of barter credits
Additions o other assets
Cash used by investing activities

Cash provided (used) by financing activities:
Additions to long-term debt

Reductions in long-term debe including
curtent portion

Decrease in notes payable to banks
Proceeds from exercise of options
Dividends —common and preferred

—minority shareholder
Cash used by financing activitics

Efflct of exchange rate changes on cash

Net increase (decrease) in cash

Cashand equivalents, beginning of year

Cashand equivalents, end of year

lid

22 The acc

Year Ended May 31,

1987 86 198y
(i thesandi)
$ 35,879 $59.211 $10,270
12,078 10,549 11,964
8,486 5.315 6,073
- (6,954 (3.502)
2,494 1,225 1,161
59,542 6,080 94,345
1,174 29,164 (25,385
4,331 691 2,550
_ 8462 01930 (8315
132,446 73,351 68,661
11,874 (16,723) (21,724)
1,728 8,192 1,309
= 9,353 -
- (500) (1,866)
= - (6,418
©30) 75) (1,352
(11,076) (153) (30,051)
30,332 8,975 3,725
(10,678) (1,745) 4,817
(18,489) (55,939 (25,959
1911 3,432 750
(15,188) (15,085) (14,974)
- - eI
(12,112) (60,362) (41,326)
529) (1,715) 1,413
108,729 11,121 (1,303)
18,138 7,017 8,320
$126,867 $18,138 $ 7,017

d Financial

& Notes o C

are an integral pare of this statement.

NIXE. Inc.
Consolldated Statemont of Sharehelders’ Equity

23

Comsmon Stok

Balance at May 31, 1984 17659 sl
Stock options exercised 120 1
Consersion to Class B Common Stock 150 a3

Gainoon translation of statements of
forcign operstions

Net income — year ended May 31, 1985

Capual
In
Ewes  Unalioed
ChsB of  Tamboon
—  Sad  Gun  Remisod
(ix dhasands)
19.612  $2,660 $77.457 § 787 193421
749
L5t 3
1,086
10,270
(0)

Dividends on redeemable Preferred Stock
Dividends on Common Stock

Balance st May 31, 1985 16.628 199
Stock options exercised 210 3
Conversion to Class B Common Stock 1,787) @

Loss on translacion of statemeats of
forcign operations

Disposal of foreign subsidiary

Net income —year ended May 31, 1986
Dividends on redeemable Preferred Stock
Duvidends on Common Stock

Balanceat May 31, 1986 15,051 180
Stock options exercised
Conversion to Class B Common Stack @33 ©

Loss on translarion of statements of
foreign operations

Net income —year ended May 31, 1987

20,763 2673 78,206 1,873 188,717
171 2. e

1,787 2
4,576)
2,196
$9.211
(&0
2,721 2,697 81,633 507 232,843
166 2 1,909
153 6
(1.431)
35,879
30

Dividends on Redeemable Preferred Stock
Dividends on Common Stock

Balanceat May 31, 1987

The accy g Notes 1o Consolid

d Financial §

Toral

$274,536
750

1.086
10,270
30

271,668
3432

4.576)
2,196
$9.211

30

316,846
191

(1431
33,879
430y

(15.158) _ (15,158}

are an integral part of this stacement.



NI, Inc.
Notes 1o Consolidated Financial Statements

Note | —Summary of significant accounting policies:
Basis of consolidation:
The consolidated financial statements include the accounts of the Company and its subsidiaries. All
significant intercompany transactions and balances have been eliminated. To facilitate che timely preparation
of the consolidated financial statements, the accounts of certain foreign operations have been consolidated for

fiscal years ending in April.

Recognition of revenues:

Revenues recogoized include sales by the Company plus fees carned on sales by licensees.

Invenory valuation:
Inventories are stated at the lower of cost or market. Cost s determined using the last-in first-ous

(LIFO) method for substantially all inventories.

Property, plant and equipment and depreciation:
Property, plant and equipment ate recorded ac cost. Depreciation for financial reporting purposes is
determined on a straighe-line basis for buildings and leaschold improvements and principally on a declining

balance basis for machinery and equipment.

Goodwill:
Included in other assets at May 31, 1987, net of amortizacion of $2,117,000, is $3,393,000 of purchase
cost over the fair value of net assets of a business acquired. This excess is being amortized on a scraghe-line basis

over a period of eight years.

Income taxes:

Deferred income taxes are recognized for ciming differences between income for financial reporting
purposes and taxable income. Investment tax credits are recognized in the year the related assets are placed in
service. The Company provides for income taxes currently on earmings of foreign subsidiaries expected to be

repatriated.

Net income per common share:
Net income per common share is computed based on the weighted average numbser of common and

common equivalent (stock option) shares outstanding for the periods reported,

Reclassifications:

Certain prior year amounts have been reclassified to conform with 1987 classifications.

Nate 2— Imentories:

Inventories by major classification are as follows:

May 31,
1987 1986
(in thausands)
Finished goods $118,783 $177,913
Work-in-process 1,140 1,460
Raw materials 740 832

$120,663 $180,205

24

The excess of replacement cost over LIFO cost approximated $4,288,000 ac May 31, 1987 and $4,756,000 ac
May 31, 1986. During 1987 and 1986, certain inventory quantities were reduced resulting in liquidations of
LIFO mventory quancities carried ac different costs prevailing in prior years as compared with the cost of 1987
and 1986 purchases. For the years ended May 31, 1987 and 1986 the liquidation of LIFO inventory quanticies
resulted in an increase (decrease) to cost of sales of approximately $ 1,432,000 and ($1,088,000) and to earnings

per share of ($.02) and $.01 respectively:

Nute 3 —Foreign curvency foruard oontracts:

During fiscal year 1987 the Company entered into forcign currency forward contracts in anticipation

of future movemenss in certain forviga exchange rtes. At May 31, 1987, $22.8 million in contraces matucing
in January 1988 were outstanding. Gins or losses due to exchange rate movements are recorded curcencly and

to date have not been significant.

Note 4—Sale of Japanese subsidiary:

In May 1986 the Company sold irs 519 interestin its Japanese subsidiary aud cerminated its Japanese
iHimk yen e Raemeric THE ST e oAl EECr O e Fia Tarme, thi Komponenttafwhich
are included in other expense and the provision for income taxes. The subsidiary had toral assets of $71,000,000
at the time of sale. For the two years ended May 31, 1986 and 1985 total revenues for this subsidiary included
in che consolidated statemenc of income were $42,000,000 and $65,000,000; NIKE share of the nec loss

inchuded in operations amounted to $7,145,000 and $3,650,000 for the years ended (986 and 1985. The

Company continues to market its products in Japan through a licensing agreement.

Nate 5—Property, plant and equipment:

Property, plant and equipment includes the following:

May 31

1987 1986

(: wiards)

Land $12,206 $11,979
Buildings 2 7,773 7,055
Machinery and equipment 66,752 63,302
Leasehold improvements 7,452 7,181
Construction in process 2,805 =

96,988 89,517
Lessaccumulated depreciation 48,508

$48,480

Included with machinery and equipment are capital equipment leases of $ 1,928,000 and §8,336,000
at May 31, 1987 and 1986. A ization of capital leases 1 $987,000 and $6,018,000 at

May 31, 1987 and 1986, and is included with accumulated depreciation.



Note 6—Shart-term birvorcings and onedit lines:

Notes payable to banks and interest-bearing accounts payable to Nissho Iwai American Corporation

{NIAC) ace summarized below:

ArMay 31, 1987:
Tocal borrowings
Interest rate

ArMay 31, 1986:
Toral borrowings

Interest rate

Banks
Domestic Foreign
Operation Operations NIAC
(1 thowcanls)

= $43,145 $7.353
B 7Y% TVabt
$19.467 $42,167 $3,906
TVa% 87k5% 8%

Ac May 31, 1987, the Company had no outstanding borrowings under its $100 million unsecured

multiple option facility wich nine banks. This agreement contains optional borrowing alternatives consisting

of a commirted revolving loan facility, an uncommitted short-term advance facility and an uncommitred

euronote facili

"he interest rate charged on this

1 by the b

ing option and is based

on the London Interbank Offered Rate (LIBOR). The borrowing rate under the committed revolving loan

facilicy is LIBOR plus ¥5%. The agreement provides for annual fees of .15% of the toral commitmen plus fees

based upon usage under the committed revolving loan facility.

At May 31, 1986 the Company had $10,000,000 in outstanding borrowings on its $70,000,000

unsecured domestic revolving credit agreement with a group of four commercial banks. Total domestic

borrowings also included $9,467,000 ac May 31, 1986 under unsecured, uncommitted short-term credit

facilities with several banks.

The Company has outstanding loans at incerest rates at various spreads above the banks cost of funds

for financing foreign operations. Certain of these loans are secured by accounts receivable and inventory.

Accounts payable t NIAC are generally due up 1o 115 days after shipment from che 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, Jess ¥a%%,

Note 7— Long-term debt:

Long-term debt includes che following:

8.45% unsecured term loan, due 1993

9.45%-11.7% notes payable, duc through 1990

8.25% capital equipment purchase agreement
payable in installments through 1991

8.25%-13.75% capiral equipment Jease obligations,
due theough 1991

12.5% note payable, secured by certain property, plant and equipment,

payments due semi-annually to 1990
Orher
Total

Less cutrent maturities

$25,000
8,354

3,386
1,467

1.575
220
40,002
4,800

2

1986
(in thoassands)

18,717

3,417

The $25 million term loan agreement requires, among other things, the maintenance of specified
financial rtios and balances and contains limits on the amount of investmencs and sales of assecs.

Amouncs of long-term debt payable during the five years following May 31, 1987 are summarized as

follows:
Long-Term
Debe Capital Lease
Excluding Obligations
Capital Minimum Amount
Lease Lease Representing
Obligations Payments Tncerest Tocal
(1m thowsands)
1988 $ 4,427 $ 492 $ (119 $ 4,800
1989 1,354 468 ©61) 1,761
1990 6,338 468 (32) 6,754
1991 1,334 291 22 1,603
1992 82 2 — 84
Later Years 25.000 — - 25.000
$38,535 $1,721 $(254) $40,002

Note 8— Income taxes:

Income before income taxes and minority interest and the provision for income taxes are as follows:

Year Ended May 31,
1987 1986 1985

(1 thucands)

Income before income taxes and minority inerest:

United States $44,315 $107,424 $24.838
Foreign 29,364 2,593 (2,440)
$73,679 $110.017  _ $22.398

Provision for income taxes:

Current:
Unired States
Federal $16.172 $ 42,580 $10,409
State 3,702 6,577 909
Fortign 6,030 3.354 590
25,904 $ 52,511 $10,728
Deferred;
United States
Federal 11,910 5,484 4,425
State (120) (218) 34
Foreign _ 16 a7 443
11,896 5,249 4,902
$37,800 $ 57,760 $15,630

21



The provision fot income taxes was reduced by investment cax crediss of $568,000 and $321,000 for
the years ended May 31, 1986 and 1985.
The sources and amounts of the provision for deferred ncome taxes were as follows:
Year Ended May 31,

1987 1986 1985
(an thesssanids)

[oventory adjustment to mirker $(1,310) $2,931 $2,492
Purchased tax benefirs 431 4,475 4,734
Deferred compensation 622 2.192) (88%)
Discount of barter credics “91) .73 (1,290
Undistribured earnings of foreign subsidiaries 8,087 2,444 838
Other, net _ 677 617 ©87)

$11,896 $5,249 $4,902

A reconciliation from the U.S. statutory federal income tax rate to the effective income tax rate follows:

Year Ended May 31,

1987 1986 1985
(m thrassands)

U.S. Federal statutory rate 46.0% 46.0% 16.0%
State income taxes, net of federal benefit 2.4 3.0 4.6
Recalculation of purchased tax benefit liabilicy 2.3 - -
Foreign losses providing no tax benefits 8 2t 15.8
Taxes on foreign earnings 1.0 0.1 1.8
Investment tax credit = &) (1.4)
Orher, ner 3.4 (5 3.0

Effective income tax rate 51.3% 52.5% 69.8%

The Company has operating lass carryforwards available as deductions from future foreign taxable

income expiring as follows:

Year Ended
May 31, Tax Basis Book Basis

(1 thoesards)
1988 $ 291 $ 233
1989 573 357
1990 47 1,035
1991 3,982 3,041
1992 165 143
1993 365 313
d 6,271 5,565
_SIL6  _ sio6wr

The losses were principally generated by operations in Malaysia and Germany. Utilization is

contingent upon these operations attaining sufficient income.
During 1982, the Company purchased future tax benefits for $15,277,000. Tax benefits of $8,194,000

in excess of the purchase price have been recognized as of May 31, 1987and are classified as a long-term liabiliey.

In November 1986, the Company recognized $3,700,000 in non-taxable other income as a result of

recatculating the effect of the 1986 Tax Reform Act on its purchased rax benefis liabulity.

Note 9— Redeemable Preferred Stock:
NIAC is the sol of the Company’s d Red ble Preferred Stock, $1 par value, which

is redeemable at the option of NIAC ac par value aggregating $300,000. A cumulative dividend of $.10 per
share is payable annually on Mag 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, 1987, As the holder of the
Redeemable Preferred Stock, NIAC does not have general voring rights but does have the right to vote as a

separate class on the sale of all or substantially all of the assets of the Company and its subsidiaries, on merger,

lidation, liquidation or d of the Company or on the sale or assignment of the NIKE trademark

for athletic footwear sold in the United Scates.

Note 10— Cammon Stock:

‘The authorized number of shares of Class A Common Stock no par value and Class B Common Stock
o par value are 20,000,000 and 50,000,000 respectively. Each share of Class A Common Stock is convertible
into one share of Class B Common Stock. Voting rights of Class B Common Stock are limited in certain
circumscances with respect to the election of direcrors.

The Company’s Emplogee Incentive Compensation Plan (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 che fair market value of the Class B Common Stock at the dace of grnt and can be issued in either Class
Aor Class B Common Stock. The Option Plan is administered by a committec of the Board of Directors which
has the authority o determine optionees, the number of shares 1o 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 co 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 market value of the common
stock subject o option ar the date of surrender, (2) the number of shares having such cash value or (3) &
combination of the above. The Option Plan expires in 1990.

The following summarizes the Option Plan transactions for the two years ended May 31, 1987:

Shares Option Price
{in thousands) Per Share ($)
Options outstanding June 1, 1985 918 9.251019.75
Exercised 172 9.501019.75
Surrendered 7 95010 19.75
Options outstanding May 31, 1986 699 9.251019.75
Exercised (166) 9.251019.75
Surrendered on 9.251019.75
Options outstanding May 31, 1987 442 9.501019.75
Options exercisable at May 31
1986 202 9.251019.75
1987 148 9.50t0 19.75



Compe with three ployee directors provide these directors with the right
to purchase up to 720,000 shares of the Company’s Class A Common Stock at $,417 per share. The escimared
fair market value of chese sharesat che date granted was $6.25 per share aggregating $4,500,000. During the
years ended May 31, 1986, 1985 and 1981 cercain directors exercised options for 210,000, 120,000 and 72,000
shares, respectively. At May 31, 1987 options for 102,000 shares were vested and unexercised. The rights to

purchase an additional 72,000 of these shares will vest in October of each of the years 1987 through 1989 as

long as the directors serve in an advisory capacity during thac period and meer ocher specified condicions. All
purchase rights must be exercised by October 1994. The Company is recognizing compensation expense of
$4,200,000 over che nine year vesting period through October 1989,

In September 1983, the Company granted options to purchase 10,000 shares of Class B Common
Stock to two directors at an exercise price of $16.25 per share. During 1985 the two directors were granted
options for an additional 20,000 shares of Class B Common Stock exercisable at 9.50 per share and the option
price of the original 10,000 options granted was changed co $9.50 per share. Each grant of options vests over

a five year period and expires from 1993 10 1995. At May 31, 1987, 32,000 shares were exercisable.

Note 11— Pmfit sharing plan:

‘The Company has a profit sharing plan available to substansially all employees. The terms of che plan
call for annual contributions by che Company as determined by the Board of Directors. Contributions of
$1,300,000, $2,000,000 and $300,000 to the plan are included in other expense in the consolidated financial
statements for the years ended May 31, 1987, 1986, and 1985.

Note 12— Interest income:

Included in other (income) expense for the three years ended May 31, 1987, 1986 and 1985 is interest
income of $7,230,000, $3,670,000 and $1,448,000.

Note 13 —Commitments and contingencies:
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The Company leases space for its offices, warehouses and retail stores under leases expiring from one
1o thirteen years after May 31, 1987, Renc expense aggregated $11,608,000, $13,602,000 and $13,410,000
for the years ended May 31, 1987, 1986, and 1985 respectively. The following is a schedule of minimum future
rentals on noncancelable operating leases as of May 31, 1987 (in thousands):

Yeur Ending May 31,

1988 $11.368
1989 9,748
1990 6,919
1991 3,547
1992 4731

Later years

Total minimum furure rentals

In June 1983, the Company was served in a lawsuit filed by an individual against the Company and
ceruin present and past employees of the Company seeking an unspecified amount, stated by the Complaint
10 be 1n excess of $10 million in general damages and $25 million in punitive damages for alleged breaches of
contract and tortious conduct surrounding the Company's termination of a business relationship with the
individual. Most of the claims have been dismissed on procedural grounds, and the Company believes the

remaining claims are without merit and will not result in a material loss to the Company.

Note 14— Openations by geographic aveas:

The Company operates predominancly in one industry segmene, that being the design, production
and marketing of athletic footwear, apparel and accessories. Informarion about the Company’s operations in the
United States and foreign areas is presented below. Incer-geographic revenues and ussets have been eliminated
w arrive a¢ the consolidated amounts. Expenses and assets not identifiable with the operations of a specific
geographic segment have been listed separately.

Year Ended May 31,

1987 1986 1985
T thisccands)
Revenues from unrelated encities
United States 3641603  $ 816,562 $730,096
Europe 191,358 166,294 108,724
Japan = 42,420 64,088
Orher forergn 44,396 43,946 43.463
$877.357  $1,069,222 $946,371
Incer-geographic revenues
United States s 2043 s 3318 $ 6,955
Europe = 1,610 5,450
Orher foreign 5,540 38,860 42,046
$ 7,583 § 43,788 $ 54,451
Total revenues
United Scates $643,646  § 819,880 $737,051
Europe 191,358 167,904 114,174
Japan = 42,420 64,088
Orher foreign 49,936 82,806 85,509
Less inter-geographic revenues (7.583) (43,788) (54.451)
$877,357  $1,069,222 $946,371
Operating income
United States $ 48,755  $ 120,827 $ 43,641
Europe 27,529 17,857 9,067
Japan = (1,331 229
Orher foreign 2,723 5,663 (1.87%)
Less corporate, interest and other (income) expense
and eliminations (5.328) (32,999) (28,666)
$ 73,679 8 110,017 $ 22,398
Assets
United States $288,680  $ 353,037 $349,546
Europe 85,869 79,957 43,772
Japan = —~ 61,644
Ocher foreign 25,063 40,018 34,060
Total idenrifiable assers 399,621 473,012 489,022
Corporate cash and eliminations 112,222 3,826 14,944
Total assets $511,843  § 476,838 $503,966
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