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TO THE SHAREHOLDERS

By standards of measuremont we narmally use in this space, fiscal year
1996 was a fantostic year We st an ail-time record for soles and earnings
Ore year ago | wauld not have guaranteed such parformance, though |
can say today that | am not surprised. And, to its credit, Woll Streat saw

fit t0 increase our multiple

Yet no sooner had the great year endad than we were hit by o series of

blasts from the medla obout our proctices overseas.

So | saf with o dilemma: Use this space to answer our critics’ misrepre-

sentaticns, which would leove fittle room for anything else, or try 10 give

aur owners the bigger picture of their company

1 decided 10 do the latter with, like Roger Maris’ home run record, on
asterisk. We answer the overseas questions in o supplement that is

included in the annual report mailing

The multiple Increase was o bit controversial in itseif. The central

question wos: Does a fashion company, no matter how strong the brand,

deserve such o muitiple?

The: problem with thes debate is that the arswer doesi't matter, It the

question thot is wrong

We are not a fashion company, We're o sports company. There are
similarities: sales and eornings can fluctuate a lot in any one year,
othletes, like most of us, care about what they look like. For mare impor-
tant is the difference in market momentum between sports and fashion
Fashion lives and dies on the whims of editorialists, critics who would

rather watch than live

Sperts, however, has become the culture of the U.S., the language of the
world. Sports pushes aside humdrum routine and promises o for brighter
future than we would have without it. And a ton of opportunity for those

of s in its wake

Take the month of June. It was very complicated. Not only did we have o

8cord Meeting, but also three regional soles meetings, all of which had 1o
happen amidst- the NBA Playofts, the French Open, Wimbledon, the U'S.
Open in golf, the U S Olympic Track & Field Trials, the Tour de France,

and the European Soccer Chompionships.

That's a tough schedule. Then again no one sald it was going to be easy.

And no one who lived it would ever confuse it with fashion

Our performance in 1996 was, simply encugh, growih across the board

and around the world. It is a lirtle hard 16 kaow whot to emphasize ... first.

Can you spell a-p-p-a-r-e-1?

Qur apporel business reminds me of something Shirtey MacLoine said of

her stardom, "After 18 years of hard work, 'm on overnight sensotion.”

U'S apparel sales were up 99% for the yeor. OK. good But nothing

compared 1o Futures Orders for the following six months. We did it by

tying our apporel and shoe designs together and getting our apparel
products on the ploying fields of the world. As a concept it’s simple; it's

in the execution where we distinguish curselvas.

In that area special praise has 1o Go to Stephea Gomez, Matt Wolf,
Bruce Kaplan, Lester Ervin, alang with a couple hundred of thelr teom-

mates. Togerher they have made NIKE a significant ployer in glabal sports

apporel, ond pushed us farther down the suad, post “shoe company” and

beyord “shoes ond clothes” into the realm of o total brand.

This year we were alsa asked, “Why is NIKE signing o race car drivar?”

They were asking, of course, about world champion Michael Schumacher,
Quite simply he represents our progress In moking the NIKE brond
relevant across sparts ond cross the planet. Five years aga it would have
taken o move from within the company headquarters to strike such o

deal, if it could have been dene at all. But this time it was a d.

son
made in country. Only Juergen Schiebrowski and Dave Larson in
Frankfurt knew everything required 1o moke the call thot Schumacher
wos extremely relevant 10 their market, that ha was consistent with the
face of the brand, and that he hod the training regimen and workout

ethic of a boxing gymnast.

It required a lot of teamwark in Frankturt, b

inging 1ogether the local
understanding of Schlebrowski, the German country manager, and
Larson, his American-born merketing manager. All thot remalned was

confidence in that team by headguarters to moka it hoppen.

It is @ great exomple of what we are trylag to do: Moke decisions on

the ground in taraway ploces, decisions thot are profit driven, culturally

significant and brand enhancing. Extrapolate this process around the
world ond you get o 36% increase in international sales for the year

By most standards, that’s not bad.

In Japan sales were up mora than 40%, and we oxpect a greater increase

in fiscal year 1997,

Ron Nelson, Hidekazu Gotoh and Takanori Inoue have done a remarkoble
job of igniting NIKE performance in the Japanese market. Aad, llke

Germany, ofter years of workiag ot it, we re beginning 10 tie the

Intricacies of the local market Into the sports heraes of the country and
than across the ocean into NIXE's headquarters. Agoin, none of this
process is easy, but whe it storts 10 click as it did this yoar, it speaks very

well for the future.

Also in that port of the word s  unique country called th People’s

Republic of China

I3 hers were $13 million, up from $7.9 milllon the
year before. It doesn’t mean much in the harsh volce of ardhmettc, but it
screams with the kind of potenticl NIKE is especially good ot devetoping.
China is perhaps the most complicated of all the morkets. But we ore
maoking progress, one step at o time, just like wa used 10 say abaut Jopan.
And Germany There are o lot of unusuol karces that exist in China that
do net exist in other morkets. But of the end of thot enarmous maze are

two biltion feet

Which leads me around to the most international of all the athletic

competitions, the Olympic Games.

These Games drew a lot of criticism, startlag with the commerciolism.

The critics are those san

penple who decry the foct thot we spend money
during the holidays. Fine. But whils critics sit on the sidelines and com-

plain, the rest of the world passes by in o celebration of youth and enargy.

With the huge increase in worldwide popularity of sports comes
commercialization. Without the popularity thery is not commorcial-
ization, Since sport Is now the real languoge of the world, we oll better

getused 10 it

As long 0 it docsn't offcet the competition itsalf, my viaw is that this
trend (s not harmiul. Thera hove baan minor adjustmants made 1o the
competition: the TV time-out and adjusting start limes to ploy in East Coast
prime time ore o good examples. But os long os the competition is not
significontly impacted by such changes, we all benefit from more sports on

TV and more exposure to the art and personalities of our greatest athletes.

NIKE has olso token criticism for not paying $40 million 10 the Atlanto
Olympic Organizing Commitiee to be “officiol” This is o decision of which

1think our shareholdacs would approve.

“Guerrillo marketers” is whot we've boen called. But NIKE premotional
contracts have been the main source of Incame for hundreds, parhaps
thousands, of athletes for years. In same cases decades, laoding up to
the competition. [ beliave we provide more subsidles to Olympic athletes
thon aay Olympic committee. Whot are we then supposcd to do, advertise

those athletes wha don't make the Qlympic Games?

Aad | leave you with one morc anocdote 10 shaw our globalization

process is working

NIKE's Bob Lomble was in New York recently and managed 10 get a cab
dnver who did nct speak English, which It not all that difficuit. Bob made
severol ottempts at making his dircctions understood, even at small con-

versation. All without success. Then he asked, “Where's NIKETOWN?*

Clear as if he had just groduatad irom Miss Brook' speech closs,

the driver said: “NIKETOWN! 57th and Fifth!” The store will open in

Novembeor, fluent in sports, the international language.

Stoy tuned, it’s golng 1o be on interesting ride.

A

Phillg H. Knight
Chairman of tha Board

and Chief Executive Officer



GLOBAL NIKE FOOTWEAR/OTHER REVENUES
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Globalization is a ten-year process, one in which we took a positive st
‘this past yaar. We've nmbmah‘y pmyrassed to the pnmt wnara we'

REGIONAL REVENUES

AMERICAS ASIA/PACIFIC EUROPE UNITED STATES

ance both rebounded sharply in FY96,
wing revenue growth of more than 2

REGIONAL APPAREL DESIGN AND MARKETING

i YEAR OF BALANCED REVENUE GROWTH
EACH REGION GROWING BY MORE THAN 3










We have the advantage of being able to measure ourselves not ju: _ ..cafly earnings but in the quarterly acceptance of our product
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FINANCIAL HISTORY

(in thousands, except per share dota ond Froncial ratios)

Revenues
Gross morgin

Gross morgin %

Netincome

Net income pec common share

Average number of comman and
common equivalent shares

Cash dividends declored per
common share

Cosh fiow from operations

Price range of commeon stock

High

Cash and equivalents
Inventories

Working capital

Totol ossets

Long-term debt

Redeamable Prefesred Stock
Common shoreholders” equity
Year-end stock price

Market copitolization

Return on equity
Return on ossets
Inventary turns
Current rotio at May 31

Price/Eornings ratio at May 31

United States
Europe
Asio/Pocific

Canado, Latin America, and other

2,383,879

p—

533,190

3,¥31.878

B0

2.431.400

tog:

14,418,192

83,484,882

114,340

$4,760,834
1,895,554

39.8%
399,664

272

147,006

0.48

254913

407

28%

s 216,071
629,742
938,393

3,142,745
10,565
300
1,964,489
39%

5,635,190

216

14.5%

2,997,864
980,444
515,652
266,874

34,760,834

13,789,468

1,488,245
£

298,794

198

130,912

0.40

576,463

3 318816
470,023
1,208,424
2373915
12,364
300
1,740,949
29

4,318,800

17.7%

13.0%

82,432,684
927,269
262,421
148,294

2,789,668

53,930,984
1,543,991

9.3%
365,016

23

154,126

0.38

265.292

%

2h

s 291,284
592,986
1,165,208
2,188,269
15,033
300
1,642,819
6%

5,499,273

245%

18.0%

$2,526,848
1,085,483
178,196
138,257

$3,930.984

53,405,211
1316122

7%
329,218

205

153,204

0.30

435,838

38"

17%

s 260,050
471,202
964,291

1,871,687
49,478
300
1,328,488
2

4979574

27.9%

18.4%

52,270,880
919,763
75732
128,836

3,405,211

$3.003,610

1,153,080
38.4%

287,046

189

152,134

0.28

iz

27

3 119,804
586,594
662,843

1,707,236
29,992
300
1,029,562
9%

2,993,020

nrs

20 5%

82,141,481
864,747
56,238
141,164

53,003,610

52,235,244
881,072

ELNEY
242,958

181

151,336

019

127,075

200

9

s 90,449
309,476
561,642

1,093,358
25,941
300
781.012
19%

2.942.679

3638

5%

51,755,496
334275
29.332
116,141

2,235,244

31,710,803

635,972
wax

167,047

(R3]

150,288

0.4

169,441

9

59n

3 85749
222924
409,599
824,216

34,051
300
550,597
9

1.417,381

ETE Y

21.8%

3,362,148
241,380
32027
75,248

$1,710,803

$1,203,440
400,060
33.2%

101,695

19,009

&

I

s 75387
198,470
295,937
707,901

30,306
300
408,567
&1

299,741

27.4%

16.7%

$ 900417
233,402
23,058
48,563

1,203,440

All per common thare data hat been adjusted 1o reflect the 2.for-1 stock spits poid October 30, 1995 and October 5. 1990. The Company's Closs 8 Common Stock 1 ated on the New
York ond Pocific Exchanges ond trodes under the bymbol NKE. AL Moy 31, 1996, there were opproximately 77,000

shorehokders. Years 1993 and prior have been
implementation of Statement of Financiol Accounting Stondard No. 109 - Accounting for Income Toxes (see Notes | ond & 1o the Consolidated Financial Statement).

restated to reliect the

SELECTED QUARTERLY FINANCIAL DATA (UNAUDITED)

(in thousands, except per share dato}

Revenues
Gross margin
Gross morgin %
Net income

Net Income per
cammon share

Dividends declored
per common share

Price range of comman stock
High

Low

Revenues 1
Gross morgin

Gross margin %

Nt income

Net income per
common share

1,053,746

413,15

9.5 19 3

84,939

0125

3% 1y

2%

976,016

376,631

30.6% Wy

49,331

“Quorterly figures have been odusted 1o reflect the Compony's operations reported on o some-month boxs for certain internctionol
Aatil 30 yeoe end. Ses further dizcussion in Note ) 10 the Conobdoted Fimancial Statements

$).124,697

446,293

7%

95,349

0.125

8

P

51,207,934

497,388

403%

119,746

0.81

51,412,036
565,638
0.1

113,389

0.78

0128

407

35%

31,351,132

534,384
39sn

91184

9.63

entities which were previoutly consolidated uting an




MANAGEMENT DISCUSSION AND ANALYSIS

Fiscal yeor 1996 was a record year for the Company and demonstrated the

continuing strength of the NIKE brand on a global scale:

* Net income increased to $553.2 million, an increase of 38.4% over the

previous year‘s record $399.7 million.

* Revenues increased 35.9% 10 o record and industry leading 6.5 billion.
Fourth quarter revenues reached $1.9 billian, an increase of 36% aver
the prior year and 19% over the previous record quarter, which was

established in the first quarter of this fiscol yeor.

* Gross margins remained strong at 39.6% of revenues, compared with

the previous year’s NIKE record of 39.8%.

« Selling and administrative costs decreased 0.8% as a percent of revenues.

from the previous yeor.

* The strength of the brand comtinues with advanca ond futures orders
scheduled for delivery over the next six months up o recard 55% over the

same period lost year®

MESULYS OF aRERATIONS
Significant growth in worldwide revenues ond improved leverage of
selling and administrative casts were the primary factors contributing to
record earnings for fiscal yeor 1996 as compared 1o 1995. Fiscal 1995
also experienced record results, driven primarily by increosed revenues,
improved gross margins, and a reduced percentage of revenues in selling
and administrative costs, compared with fiscal year 1994. Revenues ond
net income have now increased nine ond seven consecutive quarters,
respectively. During fiscal 1996, the Company continued to gain market
share in United States footwear, in spite of a rather mature market.
Industry sources expected anly moderate market growth rates af 5 to 7%,
USS. apparel experienced significant revenue growth during a sluggish
period for the industry and morketplace. Outside the U.S., the markets
In which the Company operates are less mature and offer tremendous
potential for growth? The Company continues ta Invest in infrastructure
and locol marketing 1o copitalize on these opportunities and balance the
strength of the globol NIXE brand. Through its aggressive worldwide
marketing efforts and global infrastructure spending, the Company Is
positioning itself 1o continue to expand morkets and gain marker share

on a worldwide bosis?

The Company experienced revenue growth in fiscal 1996 in all breakaut
cotegories (see chart). The most significant increase in absalute dollars
was U.S. footwear, which grew $463.2 millien, or 20.1%, as a result of 19%

more pai

shipped and o 0.9% increase in average selling price per pair.
Men's basketball, women's fitness and men's training comprise approx-
imotely half of the U.S. footwear category in terms of total revenues,

and individually increased 7%, 29% and 25%, respectively, over the prior
year. The men's running and kids' categories increased significantly over
the prior year, improving 28% ond 26%, respectively. U.S apporel increased
$418.4 million, or 9%, experiencing growth in all categories and
demonstrating the strength of the NIKE brand. International {non-U.S.)
brand tevenues olsa increased significantly, growing $616.7 million, or
359%, as a result of increases of $438.0 million (35.2%) and $178.7 millian
(37.8%) in footwear and apparel, respectively, over the prior year. Inter-
national revenues were increased 1.2% as a result of the foreign currency
tronslation impact. All NIKE regions outside the U.S. experienced revenue

Increases greater thon 30%. Europe increosed 33%, Asia Pacitic, 41%, and

the Americas, 35%. The most signiticant increases were In Japan, Italy,
United Kingdom, Korea and Conada. Other brands - which Include

Cole Haan; Tetra Plastics, Inc., Sports Speciolties Corp., and Bouer inc.
{formerly Canstar Sports Inc.) ~ increased 3211.3 miliion, or 68%, over the
prior year. Bauer, which wos acquired at the end of the Company's third

quarter of the prior year, contributed $173.7 million of the increase.

During fiscal 1995, the Company experienced revenue growth over 1994

in all categories, with the most significont increase In U.S. footwear, which
grew $440.5 million, or 24%, as a result of 22% more pairs shipped ot o

2% increase in average selling price per pair. Men's basketball continued
10 dominate the category with revenues up 12% for the year. Women's
fitness grew 26%, women's sgort was up 45% and outdoor increased 48%

over 1994. Internationol brand revenues also increased sigi

growing $360 million, or 27%, as a result of o $246.1 million (25%)
Increase in footwear revenues and a $113.9 million (32%) increase in
apparel. Internotional revenues were increased 7% as a result of the
foreign currency translation impact. White European revenuies remained
relotively constant, in spite of decreases in France ond Germony, the
Asfa Pocific and Americas regions were up substantlally with 81% and 61%
increases, respectively. Asia Pacific growth was primarily @ result of Japon
and Korea, for which NIKE acquired the distribution operotions In fiscol
1995, white the Americas region was up primarily a3 a result of Argentina,
also acquired in fiscal 1995, and Improved revenues in Conada. U.S.
apparel rebounded strongly in 1995, up $85.4 million (25%), and other

brands grew $85.3 million, primarily due 1o the ocquisition of 8auer.

The breakdown of revenues follows:

{in thousands)

United States footwear L+
United Stotes opporel
Internotional footwear |

International opporel

Other brands

Grass margins were 39.8% in fiscal 1996 compared 10 39.8% in 1995 and
39.3%in 1994. Gross margins remained strang in fiscal 1996 and, similar to
1995, can be attributed 10 the high demand for NIKE praducts, internally
controlled close-out distribution,  solid inventory pasition olong with
strang inventary management, and the Company’s innovotive advance
futures order program. The siight reduction in grass morgins compored
with 1995 was primorily driven by increased casts of o freight ta meet
delivery dates on increasing customer orders, and increased foonwear
product costs not fuily recovered through the selling price. These

higher expenses were partially offset by improved apparel margins due

to significant Increases in revenues and a reduction in close-outs as @

percentage of totol revenues.

Total selling ond adminlstrative expenses os a percentage of revenues
decreased to 24.6% as compored 1o 25.4% In 1995 and 25.7% in 1994,

The reduction can be atiributed primarily ta the significont increase in
revenues. The increase In absolute dollors was $378.9 million, or 31X,

U.S. operations increased $160.5 million and internationol increased
$176.3 million, largely a resuit of increased sales and marketing spending
as well as Infrastructure to support growsh oufside the U.S. Bauer
accounted for $33 million of the increase. The increase of $235.7 million
in 1995 over 1994 wos attributed to the acquisition of formerly independent
internationol operations and planned growth in International infrastruc-
ture. The Company intends to continue to invest in growth opportunities
ond worldwide morketing and advertising kn order 10 ensure the successful

sell-through of the high level of orders discussed below”

Interast expense increased $15.3 million due

arily 1o the higher lavels
of short term borrowings needed to fund current operations. In 1995, average
cosh and equivalents were higher, as available cash wos used fo fund the

acquisition of Bauer. Interest expense during 1995 increased $9 million

2,309,400 2% 31,868,900 [£1.3

# 423,900 2 338,500 %)

1 2,733,300 24 2,207,400 i)

1,244,300 2 998,200 [E)

472700 n 358,800 2

1 1.717,000 2 1.357.000 3

" Al 310,600 ] 225,300 13
1 $4,760.900 2% $3,789.700 (223

over 1994 as o result of significont operational and investment cash needs.
tinonced with short term barcawings, lower net cash position compored
with 1994, and the reduction of long-term debt with the repayment of $50

million in long-term notes which occurred of the beginning of fiscal 1994.

Other incomefexpense rose $25 million in expense over 1995, primarily
@3 a result of increased goodwill amortization from the acquisition of
Bauer,  reduction In interest income due to o net lower cash position
compared with the prior year, and increased profit shore expense due to
increased earnings. These were partially offset by the absence of non-
recurring spacific abligations which occurred In the prior year reloted to
the shutdawn of certain facilities in conjunction with the consolidation

of European warehouses. In the prior yeor, other income/expense rose
$2.5 million In expense over 1994, primarily as o result of increased good-
will amortization ond additional non-recurring charges discussed obove,
offset partially by Increased interest income resulting from higher interest

rates and excess cosh In the first half of the year.

The fiscal 1996 effective tax rate remained constant with 1995 at 38.5%,
and was 39.1% in 1994. In 1994, the rate wos affected by a non-recurring
state tax credit offset by increased taxes on foreign earnings. The
decrease in 1995 compared with 1994 was primarily the result of lower toxes
provided on non-U.S. earnings. Fiscol 1994 effective tox rote increased
due 1 the U.S. federal tax increase of 1%, which was applied retroactively,

and the Company's of Financiol

Standards Board Storement 109, which required the opplication of the

1% increase to deferred toxes. This increase was partiolly offset by the

Company's decision to permanently reinvest more foreign earnings over-
seas, reducing tax expense by the U.S. tax previously recognized. The
Campany anticlpates the etfective tax rote for fiscal 1997 to approximate

the rate for 1996¢




Worldwide futures and advance orders for NIKE brond athletic footwear
ond apparel scheduled for delivery from June through November, 1996,

were opproximately $3.9 billion, 55% higher than such orders baoked In

the comparable period of the prior year® These orders and the percentage
9rowth in these orders are not necessorily indicotive of the growth in
revenues which the Company will experience for the subseguent periods.
This is because the mix of advance futures and “ot once™ orders has
shitted significantly toward futures orders as the NIKE brond became
more established In all areas, specifically in the U.S. apparel business

and in international reglons. The mix of advance arders to “ot once™

arders will continue to vary as the U.S. apparel business and international
operations continue to account for a greater percentage of fotal revenues.
and place a greater emphasls on futures programs? Finolly, exchange

rates can cause ditfecences In the comparisons.

Since the Company operates globally, it is exposed to market risks from
changes in foreign currency exchange rotes. In order to minimire the
effect of Hluctuations on the Company’s foreign currency transactins,

the Company uses highly liquid foreign currency spot, forward and

purchased options with high credit quality financial institutions® The
Company only transacts foreign exchange contracts to hedge underlying
econamic exposures and does not transact in derivatives for rading or
speculotive purposes Where possible, the Company nets its foreign
exchange exposures to toke advantage of natural offsets that occur In
the normal course of business™ Firmly committed tronsactions and the
related receivables and poyables moay be hedged with forward exchange
controcts or purchased options? Anticipoted, but not yet firmly committed
transactions, may be hedged through the use of purchosed options®
Additional Information concerning the Company’s hedging activities is

prasented in Note 14 10 the Consolidated Financial Statements,

Generally, a weaker U.S. dollar in comparison 1o foreign currencies,
will result in higher translation of operating results in these financial
statements than would o stronger U.S. doflar. The et effect of trans-
lations on the 1996 results of operations wos minimaf while its effect

on 1995 was fovorable.

The Company’s international operations ore subject 1o the usual risks of
doing business ebraad, such os the imposition of import quotas or anti-
dumping duties” In February, 1995, the EU Commission, at the request
of the Eurapean footwear monufacturers, Initiated two anti-dumping
investigotions covering certain footwear Imported from the People’s
Republic of China (the “PRC"), Indonesio and Thailand. The investigations

expressly exciude certain types of sports footwear (os defined in the

Notices of Initiation of Anti-Dumping Proceedings). The Company
believes that most of its footwear sourced in the target countries for sale
in the EU fits within these exclusions. and, therefore, that it will not be

materially affected by the results of these anf

umping investigotions
However, the above mentioned exclusions ore subject to interpretation

andfor amendment by the EU customs outhor

ie3 (e.g., as to the meoning

of terms such o3 “footwear designed for a sporting activiry”),

As of the end o the 1996 fiscal yeor, the Company is unable to estimate
the likelihood that the EU Commission will ultimately impose anti-dumping
duties on any of the footwear cavered by the investigations, or the amount
of any such duties. However, the most recent information obtained by the
Company concerning this matter suggests thot provisional anti-dumping
measures will probably be imposed by late 1996 and that, In the case of

China and Indonesia, these may entail the Imposition of substontial duties.

In the event thot any of the Company's footwear were deemed 1o not be
covered by the abovo mentioned exclusions and hence, were offected by
such duties, the Compony could consider, in additlon 1o its possible legol
remedies, shifting the production of such footwear to other countries in

order ta maintain competitive pr

9* The Company belleves that it is
prepared to deal effectively with any such anti-dumping measures that
may arise and thot any adverse impact would be of a short-term noture®

The Campany continues 10 closely monitor international trade restrictions

and 1o adopt its multi-country sourcing strategy and contingency plans.
The Company believes that its major competitors would be similarly

impacted by any such restrictions.”

As discussed further in Note ) 1o the Consoliduted Financlal Statements,
beginning In fiscol year 1997, the Company will eliminate the one month
lag in reporting of certoin internationat operations, In order 1o coincide

with the consofidated

cat year end. This chonge will not have o material
effect on the annual results of operations, however, quarterly results will
chonge as certain reporting periods will shift one month® The Selected
Quarterly Data section includes odjusted quarterly data os if the change

had been in effect in fiscal years 1996 and 1995,

The Company's financlal position remoins extremely strong at May 31,
1996. Total assets grew over $300 million to approximately $3.9 billion
and shareholder's equity increased $447 million to approximately $2.4
billion. Cash and equivalents increased 546 million (21%). Working

copital increased $32) million as a result of higher levels of oll current

assets, offset by increased notes payable, accounts payable, and accrued
labilities, primarily a result of the increases in operations. The Company's

current ratio Increased only slightly compared to May 31, 1995.

Inventory levels have increased $30) million since May 31, 1995, primarily
due to increases in U.S. apparel and infernational Inventories to support
the high level of futures orders for the next quarter” Accounts receivable
increased $293 million (28%) due to the high level of fourth quarrer
revenues (36% higher than the previous year). Prepaid expenses have
increased $20 million primarity due to odvance payments reloting 10 the

July 1996 summer Olymplcs.

Net deferred tax assets increased by $73.2 million from $54.9 million ot

primarily

May 31, 1995 to $128.1 million at May 31, 1996. The increase
antributable to o reduction of $14.9 million of deferred tax liabilities asso-
cloted with undistributed earnings of foreign subsidiaries, and increases
in deferred tox assets related to: foreign loss carry forwards ($19.2 million,

reserves and accrued liabilities ($12.5 million) and deferred compensation

(87.4 milllon). The change related to undistributed earnings of forelgn
subsidiaries is attributable o a net increase in unremitted foreign earnings
from subsidiaries in higher toxed |urisdictions. The increase in deferred
tax assets reloted 10 foreign loss carry forwards is due to tax losses in
certoin individuol jurisdictions incurred as a result of initiol investments
required to centralize the Company’s European operations. (See Note 6
to the Consolidated Financial Statements for a further breakdown of the
Company's deferred tox balonces.) Other assets were also Increased by

prepayments on certain long-term endorsement contracts.

Current liabllities increased $360 million, with the most significant
increases occurring in accounts payable ($157 million) and accrued
liabilities ($135 million). The increose in accounts payable relates to
higher levels of operations and Inventory purchases. Accrued liabilities
increased due 10 higher fevels of employee benefit accruals and other

occruals relating fo the higher level of operations.

Additions 1o property, plant and equipment for fiscal 1996 were $216
million, with the most significant components related 1a the continued

n of

consolidation of European footwear warehauses and the expon
NIKE Town retoil locations in the U.S. Additions 1o property, plant and
equipment of 5154 million and $95 million in fiscal 1995 and 1994, respec-
tively, related 1o the expansion of Internotional warehouse facilities to
stisfy Increased copacity needs, along with investments in management
Information systems and new NIKE retail locations. Anticipated copital

expenditures for fiscal 1997 approximate $400 milllon, with the primary

campanents consisting of the expansion of existing world headquorters,
naw NIKE Tawn retail locations, expanded warehousing in the U.S. and

other countries and improved information systems” Funding is expected

10 be provided by operations, short term borrowing capacty and long-term

debt” Additional investing activities In 1995 included the acquisition of

Bauer and certain international distributors, including Korea.

During fiscol 1994, the Company announced that the Executive Committee
of its Board of Directors, acting within limits set by the Boord, autharized
a plan to repurchase a maximum of $450 million NIKE Class 8 Common
Stock over o period of up to three years. During fiscal 1996, the Boord

of Directars vated to extend the program until July 1,1999. Funding has,
and is expected to continue to, come from operating cash flow in com-

bination with occosional short or medium-term borrowings* The timing

and the amount of shores purchased will be dictoted by working capital
needs ond stock market conditions. As of May 31, 1996, the Company had

repurchased 5.1 million shores ot o total cost of $301.7 million.

Dividends per share of comman stock for fiscal 1996 rose $.10 over fiscal
1995 to $.58 per share. Dividend decloration in all four quarters has been
consistent since February 1984. Bosed upon current projected earnings

and cash flow requirements, the Company onticipates continuing o

dividend ond reviewing its amount during the second fiscal quarter board

meeting” The Company’s policy continues to torget an onnual dividend

in the range of 15% to 25% of trailing twelve-month earnings®

The Company’s commerclol paper program requires the support of
committed and uncommitted lines of credit. There was 30 and $118
miilion outstonding under this program at May 3, 1996 ond 1995, respec-
tively. Additionally, na amounts were outstanding ot May 31, 1996 and
1995, under unsecured multiple option credit facilities of $500 million
and $300 million, respectively. See Note 4 to the Consolidated Financiol
Statements for further detalls concerning the Company’s short-term
borrowing. NIKE's debt-to-equity ratio at Moy 31, 1996 was consistent

with Moy 31, 1995 ot .6:1, and was .4:1 at Moy 31, 1994,

Management believes thot funds generated by operations, fogether with
currently available resources and onticipated long-term debt arrange-

ments, will adequately finonce anticipated fiscal 1997 expenditures®

*The marked items are forward-locking statements that involve risks and
uncertainties detailed from time 1o time in reports filed by NIKE with the

S.E.C., including Forms 8-K, 10-Q, and 10:K.




FINANCIAL REPORTING

of MIKE, Inc. s forthe ion and
representations contained in this report. The financial statements have
been prepared in canformity with the generally accepred accounting prin-

ciples we considered appropriate in the circumstances an:

clude some
amounts based on our best estimates and judgments. Other financiol

information ir this report is consistent with these financial stotements,

The Company's accounting systems Include controls designed to reasonably
assure that assets ore safeguarded from unauthorized use or disposition
and which provide for the preparation of financlal statements in con-
formity with generally accepted accounting principles. These systems

are supplemented by the selection and training of quolified financial
personnel and an organizational structure providing for appropriate

segregation of duties.

An Internol Audit depariment reviews the results of ity work with the
Audit Committee of the Boord of Directors, presently consisting of three
outside directors of the Company. The Audit Committee is responsible for
recommending 10 the Board of Directors the appointment of the inde-
pendent accountants and reviews with the independent accountonts,
‘mansgemen and the internal audit s1of, the scope and the results of the

annual , the of the

control system
and other matters relating 10 the financial affalrs of the Company as they
deen appropriote. The independent accountants and the Internal auditors
hove full access to the Committee, with and without the presence of

‘monapement, 1o discuss any oppropriate maters.

REPORT OF INDEPENDENT ACCOUNTANTS

Portiond, Oregon
July 3,1996
To the Boord of Directors and

Shareholders of NIKE, Inc.

In our opinion, the accompanying consolidated balance sheet and the
related consolidated stotements of income, of cash flows and of share-
holders’ equity present fairy, in oll material respects, the financial position
of NIKE, Inc. and its subsidiaries at May 31, 1996 and 1995, and the results
of their operations and their cash tows for each of the three years In the
period ended May 31,1996, in conformity with generally accepted account-
ing principles. These financial statements are the responsibllity of the
Company’s management; our responsibllity Is 1o express on opinicn an
these financial statements bosed on our audits. We conducted our audits

of these statements in accordance with generally accepted auditing

standords which require that we plan and perform the audit 10 obtain
reasonable ossurance about whether the financiol statements are free of

material misstatement. An oudit includes exa

ing. on a test basls,
evidence supporting the amounts and disclosures in the financial state-
ments, ossessing the accounting principles used and significant estimates
made by management, and evaluating the overall financial statement

wide a reasonable basis for

presentation. We belleve that our audits pr

the opinion expressed above.

A ETMiE e JI




NIKE, INC. CONSOLIDATED STATEMENT OF INCOME

(in thoutonds, sxcept per shore data)

Revenues

Costs and expentes
Couts of soles
Selting and odministrative
Interest expense (Notes and 5)

Other incomelexpense, net (Rotes 1, 9ond 10)

Income before income taxes
income toxes fricir ¢

Net income.

Net income per common share tNore 1}
Averoge number of common and.

cammon equivaleat shores (Nete !}

The accompompng aotes 1o consoldoted financial statements are an integral port of his statement

S15 34,760,834

1908746 2,865,280
1,209,760
24,208

wrz

4,110.970

649,864

250,200

1 399.664

LIr 5 272

147.006

3,789,468

2,301,423
974,099
15,282
8270
3,299,074
490,594
191,800

$ 190794

s 198

150,912

NIKE, INC. CONSOLIDATED BALANCE SHEET

(in thousands]

Current Assets,
Cosh and equivalents

Accounts receivable, less aliowance for
doubthul accounts of $43,372 and 532,663

Inventories (Nore 2)
Deferred income taxes (Note 8}
Prepoid expenses

Property, plont and equipment, et (Notes 3 and 5)
identifiable intangible assets and goodwil (Note 11

Deterred income taxes ond other assets

Current Liobilities:
Cusrent portion of lng-term debt (Note 31
Notes poyable (Note 4}
Accounts poyable (Nte 4}
Accrued obilities

Income toxes poyoble

Long-term deb (Notes S ond 13)
Deferred income taxes (Note &)
Other fiabilties (Note 1)
Commitarents and contingencies (Notes 11 ond 1)
Redeemable Preferred Stock (Note 7)
Shareholders’ equity (Note 8

Common Stock at stated value:

Closs A convertibie - 51,120, and 51,790
shores outstanding

Class 8- 92,509 ond 91,100
shares outstonding

Copital in excess of stoted value
Foreign currency translotion adjustment
Retoined earnings

The accompanying notes to consolidoted financiol statements are en integrol port of this statement.

TenE

143 144

483,084

480,407

1,883

3 218071

1,053,237
829,742
72,657
74,221
2,045,928
554,879
495,907
46,031

$3,142,745

s 31,943
197,100
297,656
345,224

35,612
1,107,535
10,565
17,789

41,887

155

2,498
122,436
1,585
1,837,815

1,964,689
$3,142.745




NIKE, INC. CONSOLIDATED STATEMENT OF INCOME NIKE, INC. CONSOLIDATED BALANCE SHEET

{n thousonds, excest per share data) {in thousends)

M 1 May 31 1n0s
Revenues . . 58, $4,760.83¢ 33,769,665 ke
Costs ard expenses Current Assets
Casts of sales 3905740 2865280 2,301,423 Cash and equivatents 5 T8 216071
Seting and adminstrotive 1209760 974,099 Accounts receivable, less aliowance for
daubttul occounts of 43,372 and $32.663 134 1,053,237
Interest expense iNetes dends) 19,490 24,208 15,282 » =
Inventories (Hota 2) 629742
Other incomelexpente, net (Notes 1. 9 oad 10) 18470 wan 8279 3 - -
- Deferred income toxvs (Hate o) 72,657
4110970 3,295,074 :
Prepoid expenses 74,221
Income befors income toxes

649.864 430594

e LIIAA 2045928
Iacome taxes {Note 6}

250200 191,800
(e TR v ey Property, plant and equipment, net (Notes 30-d 3 . s 554879
R ey TR R Identifiabie intongibie assets and gocdwil (Note 1) ) ; ramiz 495907
Aversqe number of common and 2 Deferred income taxes and other ossats 1o 48T 16,031
common squivalent ¢hares (Wote ) 147.006 150912
na 53,142,745
The accamporing rotes fa sumscideted finoncsa stoterments are on integral port of this stotement g
Current Liabitites:
Currert portion of long-term debt (Note 5 i = i Vonaey s aisas
Notes payaste (ore ¢f 2 " s 397,100
Accounts payabe (Mote 4 . 155004 297.656
Accrued liobitties 345,224
Incoms taxes payoble v 35602
i bt 1,107,535
Long-term debt (Netes 3 6nd 13 2o s 10565
Deferrad income taxes Mate 8) ) 12,789
Other fiabilties (hote 1) . 41,867
Commitments ard contingencies (otes 1 ond i4) -
Redeemable Preferred Stock (ot 71 300
Shareholders’ equity (Note 8]
Comman Stock ot stoted volue:
Closs A convertibia - 51,120, ondt 51,790
shores outstanding 121 155
Class B~ 92,509 ond 94,100
shores outstanding = 2498
Coital in excess of stated volue . S0 122436
Foreign currency transfotion adjustment y 5 1.585
Retaired earnings 1 1emas

Tagal vharabd qurty 2490400 1.964,689

1051626 $3,142.748

The cccompanying notes to contohidoted financic! stotements @76 on integral port of tRis siatemsnt




NIKE, INC. CONSOLIDATED STATEMENT OF CASH FLOWS

fim thousards)

7

Cash provided (used) by operations
Net income =t
income charges credits) not offecting cosh

Oepreciation

Defovred income taxes and purchased tax benefits

Qther hobilis

Amostization and other
Chonges in certain working copitel companants

tincrease) decrease in ivantory

fIncroase) decreose in accounts receivable

fincrease) decreais in other current assets

Increase in occounts poyoble, occrued fabilities

and income taxes payoble

&a

Cosh provided (used) by investing octiviies,
Addtions ta property, plont and equipment
Disposals of property, plant und equipmant,
Additions to other ossets
Acquisition of subsidiarias

identifiable intangible assets ond goodwil
Net ossets acquired
Cath provided {used) by hinancing activities
Addaians ta long-tecm debt

Reductions in long-term debt inchuing curront portion

Increase (decreuse) in notes poyab/

Procesds from exercise of options
Repurchasa of stock
Dividends - common and preferred

Net increase (decrease) in cosh ond equivatents

Cash and equivalents, beginning of year

<companying notes to conaldated finorci! wiatements Gre on integial part of thi stotement,

3.1 $399.664

AL, 7.3
[EEEEL) (24,668
01,359

19,125

169.676)

30,0 110.276)

132,548 172,628

254 ?‘V 3 =

2163800 (13£,125)_

9.011

78374 (6,260)

(345,901
(84,119)

(581,394)

18 2971
19,432 (39.804)
263,874

150 5,154

142,917

(85.418)

24,858
(.122)

(302.743)

518,816

$216,071

1301,646)

298,794
44,531

(23,876)

3,588

8.067

160,623
23.979

4,888

40,845

576,463

. (95,266)
12,650

(5.450)

(2,185
0.367)
(51.618)
6044
(56,986)

(2.939)

140,104)

(€0,282)

(249,979)
(7,334)

227,532
291,284

$516,816

NIKE, INC. CONSOLIDATED STATEMENT OF CASH FLOWS (CONTINUED)

fin thousends)

. anE .
Supplemental disclosuce of cash flow of information.
Cash poid during the yeor for
Interest (net of amount capitatuzed) = 3 43800 3 20,200
tncome toxes 39300 265400

Supptemental schedule of non-cash investing octivities

The Company had o like-kind exchange of certain

equipment during the yeor os loflows.
Cost of ald equipment
Accumulated depreciation =

Cash receivad

The Company acquired new NIKE subsidiories
during the yeor as follows

Assots ocquired

Less: cash paid —

The accompanyng rotes to conaldoted fnancial statements ore cn ntegro! part of this stotement

$ 11,300
189,800
$ 24,057
114.502)
652

$ 10,207
$124,966
13,552}
$121,414




NIKE, INC. CONSOLIDATED STATEMENT OF SHAREHOLDERS' EQUITY

{in thousands)

Stosk options exercised
Conversion o Class B Common Stock

Repurchase of Class B Comman Stock

Translotian of statements of

international operations

Net income.

Owidends on Redevmable

Capversian to Class B Common Stock
Repurchose of Class 8 Common Stock

Stock issued pursuant to

controctuof obligations

Translation of statements of

international operotions
Net income.

Dividends on Redeemobie
Preferred Stock

Dividends on Comman Stock

Stask options exercrsed
Conversion to Class & Comman Stock
Repurchase of Closs & Common Stock

Two-for-one Stock Spiit
ctober 30, 1995

Tronstation of statements of

internations! operations
Net income

Duvidands on Redeemable
Preferred Stock

Dividends on Comman Sto

26,691

a2

26,679

(784)

25,895

(655)

25,880

8159 49161

167

= 12

159 46,521

155
756
@ 655
(200}
45,748

The accomponying notes to consoldated financial statemants arm on integrol part of thi statement

2,819

32,720

an

2704

$108.451

6,267

(6.454)

108,284

8.95¢

(4,801

122.436

32,848

50

154,83,

_S7.790) $1539.279

(133,633)

7.333)

298.794

30
(59,485)

(15,123) 1,644,925

(138,106}

16,708

399,684 _

30}
(88.638)

1585 183718

(8308

(13.086)

553,150

30)

182,458)

$1.642,819

6288

1140,104)

7,333)

299,794

39

(59,485}

740,949
8,956

(142,920)
..10,0%0

16,708

399,688

130)
(68,638)
1,764,689

32,851

(18,086

553,190

(30)

(82,458)

NIKE, INC. NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

The consolidated financial statements include the accounts of the
Company and its subsidiaries. Al significant intescompony transactions

and batances have been eliminated. To focilitate the fimely

Identifiable intangible assets and goodwill are being amortized over

their estimated useful lives on a stroight-fine kasis over five to forty years

of the consolidated financial statements, the cccounts of certain interna-
tional operations have been consolidoted for fiscal yoars ending in April.
The consolidated financial statements in fiscal 1997 will eliminate the one
month lag in reporting for these internatianal operations. The results

of operations of May 1996 of these entities. which would have previcusly
been reported in results of fiscal 1997, will be recorded os an adjustment

10 beginning retained eornings for fiscal 1997.

Rucagrivias at

Revenues recognized include sales plus fees earned on soles by licensees.

Advertising production costs are exgensed the first time the advertisement
is run. Media (TV and print) placement costs are expensed in the month
the advertising appears. Total advertising and promotion expenses were
$642,500,000, $495,000,000 and $373,100,000 for the years ended May
31,1996, 1995 and 1994, respectively. Included in prepaid expenses and
other assets wos $69,300,000 and $24,300,000 at May 31, 1996 and 1995,

respectively, relating 10 prepoid advertising and pramotion expenses

Cash and equivalents represent cash and short-term, highly liquid

investments with ariginal maturities three months or less.

Inventories are stated at the lower of cost or market. Cost is determined
using the last-in, first-out {LIFO) method for substantially all U.S. inventaries

International inventories are valued on a first-in, first-out (FIFO) basis.

Property, plont and equipment ore recarded ot cost. Depraciation for

financiol reporting purposes is determined on o straight-line basis for

buildings and leasehold improvements and principally on o declining
balance basis for machinery ond equipment, based upon estimoted

useful lives ranging from three to thirty-two years

At May 31,1996 and 1995, the Company had patents, trademarks and
other identifiable intangible assets with a value of $209,586,000 and
$209,203,000, respectively. The Company's excess of purchase cost

ovar the foir value of net assets of businesses acquired (goodwill) was

$327,555,000 and §329,726,000 at May 31, 1996 and 1995, respectively.

was 62,329,000 and $43,022,000 ot Moy 31,
1996 and 1995, respectively. Amortization expense, which I included in
other income/expense, was $21.772,000, $13,176,0C0 and $8,409,000 far
the years ended May 31, 1996, 1995 and 1994, respectively. Intangible

assets ore periodically reviewed by the Company for impairments where

the fair value is less than the carrying value.

At
Other liabifities include amounts with settlement dates beyond ane yeor,
and ore primarily composed of fang-term deferred endorsement payments
of $21.674,000 and $26,893,060 at May 31, 1996 and 1995, respectively.
Deforred poyments to endorsers relate 1o amaunts due beyond contract
rermination, which are discounted at various interest rates and accrued

over the contract period.

Accounting for endarsement contracts is based upen specific contract

provisions. Generally, endorsement payments ore expensed unifarmly over

the term of the contract after giving recognition to periedic performance
compliance provisions of the contracts. Contracts requiring prepayments
are included in prepaid expenses or other assets depending on the length

of the contract

Adjustments resulting frem translating foreign functional currency
financial statements into U.S. dollars are included in the currency

transiation adjustment in shareholders’ equity.

The Company enters into foreign currency contracts in order to reduce

the impact of certain foreign currency fluctuaticns. Firmly committed
transactions and the related receivables and payables may be hedged
with forward exchange confracts or purchased aptions. Anticipated, but
not yet firmly committed, transactions may be hedged through the use of
purchased options. Premiums paid on purchased options ond any gains
are included in accrued liobilities and are recognized in warnings when the

transaction being hedged is recognized. See Note 14 for further discussion

Income taxes are provided currently on financlol statement earnings
of international subsidiaries expected 1o be repatriated. The Company
intends to determine annually the amount of undistributed international

carnings o invest indefinitely in its international operations.



In June 1993, the Company odopted Statement of Financial Accounting
Standards Na. 109, Accounting for Income Tases (FAS 109). The adoption
of FAS 109 changes the Campany’s method of cecounting for incom taxes
from the daferred method (468 11) 1o an asset and liability approach,
Previously, the Company deferred the past tax effects of timing differences

berween financial reporting and taxable income. The asset and licbi

opproach requires the racognition of deferred tox liabilities and assets for
the expected future tax consequences of temporary differences between
the carrying amounts and the tax bases of other assets and liabilities

See Note 6 for further discussion

Net income per common share is computed based on the weighted
average number of common and common eguivalent {stock option)

shares outstanding for the periods reported

Qn October 30, 1995, the Company issued additional shares in connection

with @ two-far-ane stock split effected in the form of o 100% stock dividend

NOTE 7 - NVENTORIES

Finished goods
Workin-progeess
Row moterials

The excess of replocement cost aver LIFO cost was $16,023,000 at

May 31,1996, and $19,512,000 at May 31,1995

NOTE T - PRODER

¥, BLANT AND FAUIPMENT.

fin thousends)

May

tond

Builings

Machinery end equigment
Leasehold improvements

Construction in process

Less occumloted depraciotion

an autstanding Class 4 and Class B comman stock. The per comman share
amounts in the Consolidated Financial Stotements and accompanying

notes have been adjusted ta reflect this stock split

The preporation of financial statements in confarmity with genarally

accepted accounting principles requires monegement to make estimates,

including estimates relating to assumptians that offect the reported
amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of financial stotements and the reported amounts of

cavenues and expenses during the reporting period. Actuol results could

ditfer from these estimates.

Certain prior year amounts have been reclassified to conform to fiscal
1996 presentation. These changes had no impect on previously reported

results of operations or shareholders’ equity.

3 Ty

3904943 3618,52]

9.064

2,157

$429,742

493 68,102

224,586
| 470,422
[res 63716

[y 44,387

1,047,705 891,213

336,334

b oS43459  $554,879

NOTE 4 = SHORT-TENM NOANOWINGS AND CRED!

Naces paysbis 1

fin thausands)

Borks
US, Qpgrations

Interrational Operatians

NIAC

At May 31, 1995, the Company had no autstanding borrowings under its

$300 million unsecured multiple option facility with sixteen banks On
September 15, 1995, the Company terminated this facility and entared into
a new $500 million unsecured multiple-option facility with eleven banks,
which matures an October 31, 2000. This agreement contains optional
borrowing alternatives consisting of a committed revolving loan facility
and a competitive bid facility. The interest rate charged on this agree-
ment is determined by the borrowing option and, under the committed
revolving loan facility, is either the Landon Interbank Offered Rate (LIBOR)
plus 19% or the highar of the Fed Funds rate plus 50% or the Prime Rate.
The cgreement provides for annual fees of .07% of the total commitment
Under the cgreement, the Cempany must maintain among other things
certain minimum specified financial ratios with which the Company was
in compliance ot May 31, 1996. At May 31, 1996, there were no outstanding

barrawings under this facility.

EA BEET

fin thausends)

My 14,
10.4% sanior secured note

9 43% capitat warehouse leose, poyable
o quarterly instoltments through 2007

Other

Less current moturities

tasn T

' ; $114,609 o

ads,084 i 278,491 o
£397,100

a $129,480 e

Ratings for the Company to issue commercial paper, which is required to
be supperted by committed and uncommitted fines of credit, are Al by
Stondard and Poor’s Corporation and P1 by Moody’s Invester Service.

At May 31, 1996 there were na amounts outstanding and at May 31, 1995

there wos $118,609,000 outstonding under these arrongements

The Company has ourstanding loans at interest rotes ot various spriads
abave the banks' cost of funds for financing international operatiors. Certain

of these loans can be secured by accounts receivable and inventory.

The Company purchases through Nissha wai American Corparation
(“NIAC") substantially all of the othletic footwear and apparel it acquires
from non-U.S. suppliers. Accounts payable to NIAC are generally due up
10120 doys ofter shipment of Goods from the foreign port  Interest on
such accounts poyable accrues ot the ninety day LIBOR rate as of the

beginning of the month of the invoice date, plus .30%

- 822,244

—— L 9.078
X 1,188

42,508

7301 31,943

1 $10,565




MOTE § - COMMON STOGK:

The authorized number of shares of Class A Common Stock no por

walue ond Closs B Common Steck na par value are 110,020,600 and
350,000,000, respectively. The Company anngunced a two-for-one stock
split which wos effected in the form of o 100% stock dividend on outstand-
ing Class A and Class B Common Stock, paid October 30,1995, Each
share of Class A common Stock is convertible into one share of Class 8

Common Stotk. Voting righss of Class B Commen Stack are limited in

certain circumstances with risspect o the election of

The Company’s Employee Incentive Compensation Plan (the *1980 Plon®)

was adopted in 1980 and expired on December 31, 1990. The 1780 Pian

provided for the issuance of up 10 6,720,000 shares of the Company’s Class
8 Comman Stock in connection with the exercise of stock options gronted

under such plan. No further grants will be made under the 1980 Plan.

101990, the Board of Directors adopted, ond thw shoreholders opproved,
the NIKE, Inc. 1990 Stock Incentive Plan (the *1990 Plan"). The 1990 Plan
provides for the issuance of up to 8,000,000 shores of Class B Common
Stock in connection with stock optians and other awards granted under
such plon. The 1990 Plan authorizes the grant of incentive stock options,
non-statutory stock options, stack appreciation rights, stock bonuses, ond
the sale of restricted stock. The exercise price for incentive stock aptions
may not be less than the foir market volue of the underlying shares on the

date of grant. The exarcise price for nan-statutory stock options ard stock

Exercised

Surrendared

Granted

Exercised

Surrendered _

appreciation rights, and the purchase price of restricted stock, may not be
less than 75% of the fair market value of the underlying shares on the
dote af grant. No consideration will be paid for stock bonuses awarded
under the 1590 Plan. The 1990 Plan Is administered by a committee of the
Board of Directors. The committee has the autherity to determine the

employces 1o whom awards will be made, the amount of the awards, and

the other terms and conditions of the awards. As of May 31,1996, the
committee hos granted substantially all non-stotutery steck options at

100% of fair market volue on the date of grant under the 1990 Plan

The Financial Accounting Standards Board has issued Statement of
Financiol Accounting Standards No. 123 “Accounting for Stock-Bosed
Compensation® (SFAS No.123), which is effective for years beginning
after Decomber 15, 1995, SFAS No. 123 encourcges, but does not require,
companies to recognize compensation expanse for grants of common
stock, stock options, and other equity instruments to employees bosed
upan the fale value of the instruments when issued. Companies efecting

are required 1o disclose what net

1ot 1o recognize compensation expe:
income and earnings per share would have been if the expense were
racognized. At this time, the Company expects to elact the disclosure

option of SFAS No. 123 rather than recognition of compensation expense.

The following summarizes the stock option rranscetions under the 1980

and 1990 Plans:

2384 4% to S4'%
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In cddition 10 the option plans discussed previously, the Company has
several agreements outside of the plans with certain directors, endorsers
and employees. As of May 31, 1996, 3,867,000 options with exercise prices

ranging fram $.417 per shore 1o 846 31 per share hod been granted

The following summarizes transactions outside the cption plans

Exercised
Surrendered

Granted

Exercised
Surrendered

Granted

Stock Spit

May 31, 1335

NOTE 8 - BENEFT ALAND

The Company has a profit sharing plan ovailakle to substontiolly all
emplayees. The terms of the plan call for annual contributions by the
Compory os determined by the Boord of Direerors. Contributions of
$15,500,00, $11,200,000 ond $8,500,000 to the plan are included in
other expense in the consolidated financiol stataments for the yaars

ended May 31,1996, 1995 and 1994, respectively

The oggregate compensation expenses related 1o these ogreements s
$8.133,600 and is bring amartized over vesting periods from October 1980
through October 1998, The outstanding agreements expire from Februory

1998 through September 2005

260 4% w5
08B 4% 10 381
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The Company has a voluntary 401 (k) employee savings plan. The
Company matches with Common Stock a portion of emplayee contribu
tions, vesting that portion over S years Compony contributions ta the
savings plan were $4,660,000, 33,363,000 and §3,503,000 for the years

ended May 31,1996, 1995 and 1994, respectively




NOTE 10 - OTHER INCOME. EXPENSE

Included in other incomea/expense for the years ended May 31, 1996,1995
and 1994, ig interest income of $16,083,002, $26.094,000 ond $19,064,000,
respectively. The Company recognized $11,412,000 and $7,060,090 in

non-recurring spacific obligations associated with the shutdown of certain

of European wareh,

facilities in with the

for the years ended May 31, 1995 and 1994, respectively

NOTE 11 - COMBUTHE

The Company leases space for its offices, warehouses and retail stores
under leases expiring fram one to twenty-one years ofter May 31, 1996.
Rent expense oggregated $52,483,000, $43,506.000 ond $37,677,000 for

the years ended May 31, 1996, 1995 and 1994, respectively. Amounts

of minimum future annusl rental commitments under non-cancelloble
operating leases in each of the five fiscal yaars 1997 through 2001 are
$55,196,000, $54,189,000, $44,196,000, $40,049,000, §37,025,000,

respectivaly, and $247,320,060 in later yeors.

Lawsuits arise during the normal course of business. In the apinion of
management, nona of the pending lawsuits will result in a significant

impact on the consolidated results of operations or financial position.

NOTE 18 - ACQUISITION OF BALE

During the third quarter of fiscal 1995, NIKE ncquired oll the outstanding
shares of Bouer Inc. {formerly Canstar Sports Inc.), the world’s largest
hackey equipment manufacturer. The azquisition was accounted for using
the purchase method of accounting. The cash purchase price, including

acqusition costs, was approximately §409 million

Bauer's assets ond liabilities have been recorded in the Company s
consolidated balance sheat at their fair values at the acguisition date.
Identifiable intangible assers and goaduwill reloting to the purchose
opproximated $336 million with estimated useful lives ranging fram

5 to 40 yeors. The amortization petiod is based on the Company’s belief

ieving long-

that the combined company has substantial potential for oc
term appreciation of the fully integrated global company. Baver will
permit the continued expansion of the current lines of business, as well

as the development of new businesses, which can be used 1o strategically
explait the companies’ brand names and products on an accelerated
basis. NIKE believes that the combined company will benefit from the
acquisition for an indeterminable period of time of at least 40 years ond
that therefore o 40-year amartization period is appropriate. The proforma
effect of the acquisition on the combined results of aperations in fiscal

1995 was not significant.

NOTE 13 - FATE VALUE OF FINAN uMENTS:

The carrying amounts reflected in the consolidated bolance sheet fer

cash and equivalents and notes payable approximate foir value oy

5. The fair

reported in the balance sheet because of their short maturit
value of long-term debt is estimated using discounted cash flow analyses,
based on the Company's incremental borrowing rates for similor types of
borcowing arrangements. The fair value of the Company's fong-term debt
at May 31,1996, is approximately $9.539.030, compored to a carrying

value $9,584,000. See Note 14 for discussion of derivatives.

ABEMERT AND DESIVATIVES:

The purpose of the Company’s foreign currency hedging activities is to
protect the Company from the risk thot the eventual dallor cash Hlows
resulting from the sale and purchase of products in foreign currencies
will be adversely affected by changes in exchange rates. The Company
does not hold ar issue financiol instruments for trading purposas. It is
the Company’s policy to utlize derivative financial instruments to reduce
foreign exchange cisks where iternal atting strategies cannot be effec-
tively employed. Fluctuations in the value of hedging instruments are off-

set by fluctuation:

the value of the underlying exposures being hedged

The Company uses forword exchange contracts and purchased optians to
hedge certoin firm purchases and sales commitments and the related
receivables and payables. Purchased currency options are used fo hedge
certain anticipated but not yet firmly committad transactions expected to
be recognized within one year. Hedged transactions are denominated

primarify in Eurapean curre

fes, lapanese yen and Canadian dollar.
Premiums paid on purchased options and any rualized gains are included
in cecrued liobilities and recognized in sarnings when the transaction
being hedged is recognized. Defarrad option premiumy, net of realized
gains, were o liobility of $5 ) million and $0.9 million ot May 31, 1996 and
1995, respectively. Goins and losses related to hedges of firmly committed

transactions and the related receivables and payables are deferred and

fin mitons)

Forward Cantracts

ions

Purchosed Opt
Tl

At May 31,1996 and May 31, 1995, the Company had no contracts
outstanding with maturities beyond ona year. Al reclized gains/iosses

deferred at

ay 31, 1996 will be recognized within one year.

The counterparties to derivative transactions are major financiol insbtutions
with investment grade or better credit ratings; however, this does not
eliminate the Company's exposure to credit risk with these institutions

This credit risk is generally limited to the unrealized gains in such contracts

7030

are recognized in income or as adjustments af corrying amounts when the
offsetting gains and losses are recognized on the hedged transaction. Net
realized and unrealized gains (losses) on forward contracts deferred ot

May 31, 1996 and 1995 were $20.7 million and ($11.8} millicn, respe:

ively.

The estimated foir values of derivatives used to hedge the Company's
risks will fluctuote over time. The fair value of the forword exchange
contracts is estimated by obtaining quoted market grices. The fair valua
of option contrects is estimated using option pricing models widely used
in the financial markets. These fair value amounts should not be viewed
in isolation, but rather in relation to the fair volues of the underlying
hedged transactions and the overall reduction in the Company's exposure
to adverse fluctuations in foreign exchange rates. The notional amounts
of derivatives summarized below do not necessarily represent amounts
exchanged by the parties and, therefore, ore not a direct measure of the
@xgosure 10 the Company through its use of derivatives. The amounts
exchanged are cafculated on the basis of the notional amounts and the
other terms of the derivatives, which relote to interest rates, exchange

rates or other financial indices

The following table presents the aggregate notionol principal amounts,
carrying values and fair values of the Company‘s derivative financial

instruments outstanding ot May 31,1996 and 1995.

_BLH s 37062 14 5138
s 5 625 14 13
s s1a0 $768.7 - (5125

should any of these counterparties fail to perform os contracted and is
immaterial to any orie institution at May 31,1996 ond 1995, To manage this
risk, the Company has established strict counterporty cradit guidelines

which are continually monitored and reported to Senior Management

accarding 10 prescribed guidelines. Additionally, the Company utilizes o
portfolio of financial institutions either headquartered or operating in
the same countries the Compony conducts its business. As a result, the

Company considers the risk of counterparty defoult ta be minimal




’ i thouson:
NOTE 15 - INDUSTAY SECMENT AND OPIRATIONS fin o os)

Veur Bnd 31 "
BY GEOOEABNIC ATEAR Vear ¥ n

. Revenues from unrelated entities
The Compony operates predominantly in one industry segment, that

United States 41544482 $2597.864  $2,432.684
being the design, producticn, marketing and selfing of sports and fitness

Europe 1134348 980444 927,269
footwear, apparel ond accesscries. During 1996, 1995 and 1994, sales copa, - -

o Pacif e &

0 one major customer amounted to approximately 12%, 14% and 14% of AsiaiPacific 18,494 515,652 263.4
total soles, respectively. The geographic distributions of the Company’s Latin AmericolCanada and other 435,530 266,874 146,294
identifiable assets, oparating income and revenues are summarized in JEATOAIS $4760,834 32,769,668

the following table Inter-geagraghic reven

United States L) s 6396 § 5%
Europe 7,204 5,438 8514
AsiolPacific i | 3 2

Latin AmericaiCanada and other A 31,449 9.672

§oELEEI 5 43283 3 19976

Total revenues:
United States . e 5 : BLETARIE 33,004,260 52,436,274
Europe NAdETIN 985,882 933,783
AsiaiPacific 1584 515652 283421
Latin AmesicaiCanada and other 298323 156,166
Less inter-gecgrophiz revenues (43283 (19.976)

24,470,524 34,760,834 $3.789.668

Operating income:

Unitod States 5 SFT094 5 S0),6H5 § 344,632
Europe 4572 113800 128,

AsialPocitic 133 988 64,166 46,753
Latin America/Canada and other 45,080 w72 19,141

Less corporate, interest and other income
(exgense) ond elminations (330an (67.510) (46178

§OARRR0 § 649864 S 490594

Assets.

United Stotes

F1$1.425932 $1.171.948

Europe. BALS2D 630468 487,085
AsiofPaciic 106,485 306350 197.087
Lotin AmericalCanada and other M3 383263 79,549
Totot identifioble ossets : : = | 3ANEIT 2947053 1935649
Corporate cosh ard elminations 42081 195692 436166

29950,028 33,142,745 $2,373.815
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