


NIKE STUCK ITS FOOT

IN THE DOOR OF SPORTS BY PROVIDING BETTER SHOES

FOR COMPETITIVE ATHLETES. SIMPLE. ALL IT TOOK WAS A

PASSION FOR SPORTS, A FEW GO DEAS, AND THE WILL

TO MAKE IT HAPPEN. TODAY, MUCH IN THE WORLD HAS

CHANGED, ATHLETES ARE STRONGER AND FASTER THAN

EVER. COMPETITION IS MORE INTENSE THAN ANYTIME

IN HISTORY. WHEN COMBINED WITH ADVANCES IN PERFOR-

MANCE THAT TECHNOLOGY CAN PROVIDE, THE WORLD

FRENZY FOR SPORTS GROWS UNABATED.

NO ONE

KNOWS WHAT THE WORLD WILL BE LIKE. BUT WE'RE THINK-

ING ABOUT IT, WE BELIEVE IN IT. WE KNOW THAT CURIOSITY

AND A COMPETITIVE SPIRIT WILL BE ALIVE AND WELL. WE

KNOW THAT WE WILL BE THERE, HELPING ATHLETES PER

FORM BETTER. ALL IT WILL TAKE [S A PASSION FOR SPORTS,

A FEW GOOD IDEAS, AND THE WILL TO MAKE IT HAPPEN.

OVER AND OVER AGAIN




TO QUR SHAREHOLDERS:

11 1 could photocopy this lettar for 1997 and send It ont 10 you for next year, | woukd be happy 10.do fust that. It was that
g ayesr,

Itwas the best year we have ever had, the best amybody has ever had in Gur business. Strong enough that aur Incresse in
revanses equaled the total 3nnual sales of the number-three company in the industry.

Performance is in the details:

Revenues up 42%

Net Income up 44%

10-year return on equity (average) 27.5%
U, footweat up 36%

U.S. apparel up 70%

International revenues up 49%

These riumbers represent the latest n a long run of markst strength and innovation. And It shows. If you had Invested
$100 i tha S & P 500 In 1987, that irvestment would be worth $395 today. The same $100 Invested in NIKE [ 1987 would
be warth $3,094 today.

But that's the past, and while this document  called the “Annual Report”, peopie inevitably want to know, “What ace
You gOINg 10 o for me next year?™

Todo that, | fist have to 1ake  second to talk about the “fiter obstacie’, that haze we have ta fight through 1o explain
‘what goes on around this company,

NIKE (and the entire Industcy) tends 1o be a bit misunderstood. The media prefer to treat us al a5 the entertainment
portion of the business world. So, thay feel free to exaggerate, to interpret. 10 extrapolate. To say they are prone to hyperbole
‘woulld be an understatement. To say that s how they make theis iving would not.

More significant 10 us Is the evolution of the financial community. | have repeatediy said that aur Indusry is a new
Industry made up of pleces of some of the oldest industries — shoss, clothes, equipment and sparts.

The financial community has made great sirides in the past few years in understanding this industry. Even 30, without
complete undarstanding of where we know NIKE and sports can ga. they stll get 3 littie nervous about us based on theit
perceptions of the future.

Percaptions are important, but they make a poor substitute for insight. We see the future in increments of years. even
decades. The perceives the future as 12 months.

Many analysts continue ta see NIKE &5 a part of the fashion Industry. Yes. there are some similarities, bt there is a far
greater distinction that underlies our growth prospects. That distinction is sports. a force that provides & much stronger plat-
form than fabic, hem fines and kiie whimsy.

SUIL, there s 00 way a1y of s in the Indusiry can have quarter-to-quarter gains with na downturns (because even in
peat ¥ glut). But, fitm can have a great long-term trend line.

Neverthaless, any Ittie earmings biip creates an enotmous swing in market price, and gives the financial community
mace tics and twitches than a third-base coach. [t appears this is just a fact of ife we will il have 10 live with for & few more
yoars while we invest in a future we see and befieve in. even if we're the only anes looking.

Soma of that future we can predict; some of it we can't.

When we set out 10 sell in the Czech Republic, we encountered problems with new laws, new currencies and customs.
BUt we didn’t have to expiain to anyonie what NIKE (s. That's the power of the brand.

I«

Wien Tiger Woads tumed Bro, The experts said (t would take a year for him to win his first fournament. and three yeers to
Wit i fest major, Taday, whe the tour's Jeading money-winaer and Masters champion goes down 10 the carmer gas station
10 71ill “er up’, he signs an average of five Butographs. (By the way, when we welt 10 press a year ago, he wes an economics
student at Stanford. They taught him well. He leamed he couldn't afford to stay in college.)

When NIKE started 24 years g0, ane in 30 schook-age girfs was involved In organized sports. Today. it's one In five, and
W's 7ot just i the United States whare thess changes are Kappening.

And, &5 we move toserd 500 cable channels. content will relgn supreme. and sports will continue a explode a5 the

ng. emotiona} and worldwide.

Let's get even more immediate than these examples. Let me say that | think FY ‘98 will be a pretty good year. Futures
‘orders are U 3 tespectadie 18%, but where’s the fun in being respectable?

The difference betwoen this year and last s this: Last year we had orders of bibiical proportions. sa we could look at the
six months and say, “Hey, even we can't screw up that. ™

Now, a5 W g0 10 press, Orders e up  more normal number o the next six months. Obviously, the long-tange thinkers
are concerried that the decelarstion of orders may continue inta the second half of the coming yesr.

And It might.

11 we knew, we would tell you. A% 3 one-year investment, thera s plenty of risk,

Butwe are 1ot 3 one-year investment, we afe & company. ..

that s based on 3 brand, one with a genuine and distinct persanality, and tengible, emational connections to
cansumers the worid over

that s rooted in sports, the fastest grawing culture, growing so fast that i (s becoming the one, true intermational
language

that has bean around 25 years and grown across them il because our horizon is more than 12 months away.

that is made up of 17,000 teammates that stood this industry on (ts hesd

that includes the trightest, most commitled, most sought-after people In the industry.

that returmed 10 times the S & P 500 average aver the last 10 years.

We're 34t up for the future. On our way here. we've been able to 1un Up Industry records foe financial performance. And,
we'te Just getting started. o

As for rext year, we have much 10 60,

We will improve our footwear process, once again. 50 that you can see next spring that we are lifting again.

We'll continue to grow in apparel and (ntemationsi sales 50 that we are 1o longer looked at a3 fust 4 U.S. shoe company.

We'll et you 10 fook out a littie further, and 10 understand that this s still 3 fast-growing industry, and that we balieve.
we are the only lnvestment grada vehicle in the Industry.

The future is bright, very bright, and we have the shades for it. and the people for it, and the drive and Iceas and
commitment for i1, This year, 1997, marks NIKE's 25th year. so we took some time In 1his document to look how far we've:
came and how for we have 10 go. This penchant for the future prompted ane analyst (0 say. I don't knaw it Microsoft will be
here 25 years from now, bit | know NIKE will be.™

Asagreat neighbor. | consider pr

tho H. Knight
Charimian of the Bostd and Chief Executive Officer




THE FIELD OF COMPETITION AS LAB. BIO-TELEMETRY GRID RESPONDING 1O REAL-TIME COMPE 1ITIVE
PRESENCE OF ATHLETES — IWPACT PRESSUNES. BEART RATL VO;, WIND SPEED ~ COLLECTED, ANALvZED
AND RE-TRANSMITTED BACK TO ATHLETES DURING COMPETITION.

NNOVATION

CONTINUAL DRIVE TOWARD COMPETITIVE EXCELLENCE




PRODUCTS|BUILT BY ATHLETES FOR ATHLETES
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OO0TW AR HE BEST SHOES FOR THE BEST ATHLETES IN THE WORLD
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VORKING WITH THE ATHLETE AND THE ENVIRONMENT TO
NHANCE PERFORMANCE




MENT BUSINESS YET

RADIANT OEFLECTION DISCS. LIGHTWEIGHT. MINIMAL BIPOLAR MANIPULATORS CREATE FORCE FIELDS OF
DEFENSE, ALLOWING FOR ULTIMATE MOBILITY AND PROTECTION FOR THE GOALIE.

THE IMPLEMENTS OF WAR, THE FUTURE OF BUSINESS










THE TIMELESS HUMAN PASSION




THE TIMELESS HUMAN PASSION




SOCCER

THE DEFINITION OF GLOBAL PERFORMANCE
AND PASSION




CO M M U N I CAT' O N USING THE POWER OF SPORTS TO EXPRESS THE

POWER OF THE BRAND
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oty = AN OASIS OF AUTHENTICITY
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THE FUTURE OF SPORTS LIVES IN THE HEARTS AND
SOULS OF YOUNG ATHLETES. IT ALWAYS HAS.
ALWAYS WILL.
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Yes, they've won the Worid Cup more times than any o try. Yes, their st ¢
¥ naida, is the FIFA Player of the Year. Yel of the gar
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$100 INVESTED 1N NKE STOCK TEN YEARS AGO
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ASIMILAR INVESTMINT IN THE &5 500 INOEX
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company in the world. Y are he

of Sports. We e in the heart o4 sport3 and e

$100 IVESTED I8 NIKE STOCK TEN YEARS A0
WOULD KAVE BEEN WORTI $3094 ON LAY 31. 1997,
A SIMILAR INVESTMENT 18 THE S8 500 INOEX
WOULD MAYE BEEN WORTH §395.

TOTAL SHAREHOLDER RETURNS | s 0 31 12 43 54 15 30 %



FINANCIAL HISTORY
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FINANCIAL HIGHLIGHTS MANAGEMENT DISCUSSION AND ANALYSIS

s e e s e 3 & a HIGHLIGHTS
veaa viero war 3 i & Frucal yeac 1997 saw record revenues and earnings. Revenues and nel income have now increased 13 and 11 consecutive

Revenves Lo o sable quarters, respectively.

Gross margin Jesasis | 2SR 7% o Revenues grew 42%, an Increase of $2.7 billion, compared 10 the previous year increase of 36%

Groms margin % 1% sl » Gross margins establishied a new record, surpassing 40% of revenues for e first time.

Kot income Tsezz|  sAlN0|  axon » Seling and administrative costs (ncressed 0.5%. 3s a pércent of revenues, over the previous year

et income par commen share. 268 188 s » Net income was $795.8 million, an increase of 44%.

s i el 2asn | ezl s

Stock prica at May 31 s7s00 | Aoiss e |

RESULTS OF OPERATIONS.
FISCAL 1397 COMPARED TO FISCAL 1996

Signiticant growth fn worldwide revenues and improved gross margin percentage were the primary factors contribuling to record
exmings for fiscal 1997 as compared to 1996. In the United States, footwear revenues increased $1 billion, or 36%, demanstrat-
(ng continued market shace gain and induslry growth. U.S. apparel exceeded $1 billion in revenues for the first time. increasing

SELECTED QUARTERLY FINANCIAL DATA (UNAUDITED)
45885 million, or 70%, over the previous year. Revenues from intermational (non-U.S.) markets increased 49% over the prévious year,

w represent 38% of [ofal tevenues. Markets outside the U.S. in which the Company operates, continue to offer tremendous

1t Gter 200 Gt T and
B i ; i § opportunity for growth. The Company continues to invest in infrastructure and local markeling and advertising 10 capitalize on these
e s I = opportunities. Thiough worldwide nd global spending. par tioning iself S
Revenves 12281926 | $1,700.020 | 12.107.034 | 31,356,758 | 12423648
1o maintain and to expand markets and gain marke! shae on a worldwide basis.
Gross margin 919807 | medr| wosos | sameze| omazal
The Company experienced revenue growth in fiscal 1997 i all breakout categories (see chart). U.S. footwear represants the
Gross margin % o | agam|  wex | mom| a0
largest incrazse in total dollars, improving by almost S1 billion, o 36%, 23 a result of 28% more pairs sold and & 6% increase in aver
Netincome. 220063 | m2008| vesrz | omz| 2w -
g selling price. The increase in average selling price was dus 10.a change in product mix as well as Increased prices in effect during
Nel ncarme per common snare a7 0z as0 034 0s0 - e

the second half of the fiscal yeat in certain categories. Men's baskatball, men's running. men's cross training. kids. and women's

Average number of common and

e s 296368 | BSUTOR] 97022 [ maged| 29768 iiness comprise approximately 79% of the total LS. footwear business, and individually increased 35%, 59%, 26%, 53% and 51%,

b et dictered respectively. Brand Jordan and Golf categories increased significantly ower the prior year, improving 133% and 111%, respeciively.

per common shae o8 006 oio| oo 010 008 olo 007 T categories experienced revenue reduclions, men's court and outdoor, down 22% and 24%, respectively. U.S. apparel experi-
Price range of commen stock enced growth in all categories, demonstrating the strength of the NIKE brand. Brand revenues outside of the U.S. increased $1.1
e saezs | zauss| a0 | ;3| 7savs|  ssess|  nizs| 206 billion, or 49%. The U.S. dollar strengthened against neasly all curtencies. Had the U.S. dollar remained constant with that of the
Low arers | gsai|  sisos | zzese| mseo| 2sgea|  sizso|  szeem price year, non-U.S. revenues would have increased $1.4 billion, o 59%. By region, Asia Pacific increased $511 million, o 70% (4%

: 59 constant dollar basis), Europe increased $497 million, o 38% (48% on a constant dollar basis) and the Americas (which

* Fot comparable parsenes wih 1997, qustterly Vgures fo 1996 have been adjuutad (3 refect the elimination of the coe month Lag I egerting by certan of the Campany's Includes Canada and Latin America) increased $137 million, of 44% (46% on 3 constant dollar basis). The most significant increases.
Sox farthar chacustion in Hels 110 e Consoliiated Flnsncial Sitements. were In Japan, Korea, United Kingdom, Italy. and Canada. Other Brands, which inciudes Bauer Inc., Cole Haan, Sports Specialties,

Corp., and Telra Plastics, Inc.. decreased 3% 1o $504 million. The Company expects revenue growth in fiscal 1998 10 be alfected
By strong demand for the NIKE brand on » global scale, and reduced prowth rates in the U.S. given the significance of the existing

market share.




The breakdown of revenues follows: notmal course of business. Firmly committed transactions and the relsted receivables and payables may be hedged with forward

hange contracts of purchased options. Anticipated, but nat yet firmly commitied transactions. may be hedged through the use

== . s . g . c
- § 1 Bl i o R s ittions) Slsianion g v Compuays hadgin seEes 15 sentod 16 Nots 16.1010%
[niea Stares ootmnsr 3770600 w6x [sr7aso0|  zow |sesoakn| 2w Consolicated Financial Statements
United States gl lano| 7 | seson| e | mwo| 2 The Company's noa-U.S. operations are 3ubject ta the usual risks of Going business abroad, such a5 the imposition of
ool United States sworen| w4 | Semood| w2 | amaw| w0 moett Guotas o anti-domping duties. In 1995, the EU Commission. at the request of the Eurcpean fostwear manufacturers,
[ — 20| 4z [nemaoa| 35 | zeseo| 2 isted two anti-cumping investigations cavering certain footwear imported from the Peole’s Republic of China, Indonesia and
Non-U'5. apprel womsn| @ | emam| s | azre| s Thasnd. In danuary 1997, posed significant provisional textis upper shoes frem
Total om0 5. saosoo| a0 | zawsa| w6 | nogeoo| @ (Chin #0d Indonesia. Th Commission has not yet adapled permanent messures nor messures fof leather/synihetic shoes, and the
Other teands w00 o | ssn| e | swoew| Carmpany is unable to determine whether the Commission wil €0 so.
Yol K viissoo | aze [sesrmeca|  sew |tazeoseo|  zew theless. the and the 8 dut Jy exclude “lootwear designed for 3 Sporting activty’

Geoss margins increased 10 40.1% of revenues in fiscal 1997, exceeding 40% for the fisst Ume in Company history. The
Improved percentage was principally driven by price increases in certain U.S. footwear categories in effect the sacond haif of the year.
This was offset by slight reductions In gross margin percentages from increased close-out sales 3 a percentage of total sales, most
predominately at Bauer, due 10 the sattening of the (n-line skate market and liquidation of non-Baue brand product to consalidate to
a single Bauer brand. Global fiscal 1998 margins could bo affected negatively by increasing product costs, added Infrastructure to
Support highet levels of operations. and increased sales of lower priced product including close-outs.

Selling and 251%0f With 24.6% In the price year. NIKE brand expenses
Increased $353 in the U.S. and $355 million outside the U.S. Incresses were largely driven by increased sales and marketing spend-
ated costs 10 5uppoft growth outside the U.S. The Company intends to conlinue to inves! In growth

i0g. as well as nfrastructure-

opportunities and worldwide marketing and advertising In order 10 ensure the successtul sell-though of orders discussed below.

Interest expense increased $12.8 million due 10 Increased short-term and new long-term borrowings needed 10 fund the
Increased level of operations, including increased working capital requirements and infrastructure. See further discussion under
liquidity and capital resources.

Other income/expense was a net expense of $32.3 million in fiscal 1997 compared with $36.7 million in 1996, The majority
of the reduction was altributable 10 increased interest income, higher gain on disposal of assets and income from a niew promational
event staged in Japan. offset by an cne-lime Baver resiructuring charge of $18 million, which includes. amang othet things. moving
‘cestain products to offshore production and the closing of certain facilities.

Worldwide futures and advance orders for NIKE brand athletic footwear and apparel, scheduted for delivery from June through
Navember. 1997, were approximately $4.9 billion, 16% higher than such orders booked in the comparable period of the prior year.
These orders and the percentage growth in these ordars are not necessarily indicative of the grwth in revenues which the Company
will experience for the subsequent periods. This is because the mix of advance/futures and orders at once has shifted significantly
toward advancelfutures orders as the NIKE brand and futures program become more established in all areas, specificaly in the noo-
U.5. regions. The mix of rders will continue 10 vary a5 the non-U.S. operations continue to account for a greater percentage of
total revenues and place a greater emphasi on futures programs. Finally, exchange rates can cause differences In comparisons.

Since the Company operates giobally, It is exposed to market risks from changes in foreign curency exchange rates. In order
to minimize the effect of fiuctuations on e Company’s forelgn currency transactions, the Company uses highly liquid foreign
currency spat, forward and purchased options with high credit quality financial institutions. The Company transacts in foreign
exchange contracts 1o hedge underlying economic exposures and does not lransact in derivatives for trading or speculative

DuTPoses. Where passible, the Company nefs its foreign exchange exposures 1o take advantage of natural offsets that occur in the

and 1he Company does not currently belleve that the Commission will change the exciusion. While the exclusion is subject to inter-

sretation and/or amendment by customs authorities, the Company belleves that most of ts footwear sourced in the target couniries
for sale in the EU fits within the exclusion and, therefore, the Company will not be materially affected by the results of the anti-
aumping investigations. I1 the Company’s footwear were not covered by the exclusion, the Company would consider, in addilion @
its possitle lagal remedies, shifting the production of such footwest to other countries in orcer 1o maintain compatitive pricing. Tna
Company believes thal Il Is prepared to deal effectively with any such anti-cumping measutes that may atise and that any adverse
Impact would be of a short-term nature. The Company continues 1o closely monitor interational rade restrictions and o adopt i1s
that its major competitors would be similarly impacted

multh-country & strategy and contingency p
by any such restrictions.

s further explained in Note 1 10 the Consolidated Financial Statements, prict (o fiscal year 1997, certain of the Company's
10n-US. operations reported their results of operations on a one month Lag which allowed more time to compile results. Beginning
ted and the May 1996 charge for

10 the first quarter of fiscal year 1997, the one month lag was el
of $4.1 million was recorded to retained earings. This change did not have a material effect on the annual results of operations.
however, quarterly results changed as certain reporting periods shiftad one moath. The Selected Quartarly Data section includes
#djustd quarterly data for fiscal year 1996 as if the change had been in effect. .

FISCAL 1995 COMPARED TO FISCAL 1995
Signiticant growth in worldwide revenues and improved leverage of selling and administrative costs ware the primary factors

con

ting 1o record earnings for fiscal year 1996 as compared 10 1995,
The Company experienced revenue growth in fiscal 1996 in all breakout categories. The most significant increase in absolute
oilars was U'S. footwesr, which grew $463.2 million, or 20.1%, 35 a result of 19% mote pairs shipped and a 0.9% increase in
s

« selling price per pair. Men's basketball, women’s fitness and men's training comprised approximately half of the U.S.

footwear category in terms.of total revenues, and individually increased 7%, 29% and 25%, respectively, aver the priot year. U.S.
apparel increased $418.6 million, of 99%, experiéncing grwth in all categories and demonstrating the strength of the NIKE brand
Ron LS. brand revenues aiso increased significantly, growing $616.7 million, or 35.9%, a5 a result of increases of $438.0 million
(35 2%) and $178.7 mllion (37.8%) in footwear and apparel, respactively, cver the prior year. Non-U.S. revenues were increased
£.2% a5 & result of the foreign currency translation impact, All NIKE regions outside the U.S. experienced revenue increases greater
than 30%. Europe increased 33%. Asia Pacific, 41%, and the Americas, 35%. The most significant increases were in Japan, Italy.
Uniled Kingdom, Kores 3nd Canade. Other brands increased $211.3 million, or 68%, over the prior year, Baver, which was acquiced




at the end of the Company’s third quarter of fiscal 1995, contributed $173.7 million of the increase.

Gross margins were 39.6% in fiscal 1996 compared 1o 39.8% in 1995. The slight reduction in £r0ss margins compared with
1995 was primarily driven by increased costs of air freight to meet delivery dates on increasing customer orders, and increased
footweae product costs not fully recovered through the selling price. These higher expenses were partially offset by improved apparel
margins due 1o significant Increases in revenues and a reduction in close-cuts as 3 percentage of total revenues.

Total selfing and administrative expenses as a percentage of revenues decreased 10 24.6% a5 compared o 25.4% in 1995.
The reduction can be attributed primarily to significant increases In revenues, The increase in absolute dollars was $378.9 million,
0 31%. U'S. operations increased $160.5 million and ron-U.S. Increased $176.3 million, largely a result of Increased sales and
marketing spending as well as infrastructure 1o $upport growth outside the U.S. Bauer accounted for $33 million of the increase.

Interest expense increased $15.3 million due primarify to the higher levels of short term borrowings néeded to fund current
operations. In 1995, average cash and equivalents were higher, a3 available cash was used (0 fund the acquisition of Baver.

Other income/expense (ose $25 million in expense over 1995, primatily as a result of increased goodwill amortization from
the acquisition of Baver, a reduction in interest income due 1o 3 net lower cash position compsred with the prior year, and increased
peofit 0

These were partially offset by the absence of noo-recurring specilic obligations which

occurred in the prior year related 10 the shutdowa for certain facilities in conjunction with the consolidation of European warehouses.

LIQUIDITY AND CAPITAL RESOURCES

The Company’s financial position was very strong 3t May 31, 1997, Compared fo May 31, 1996, total assets grew 36%. o $1.4 billion,
10:$5.4 billion, and sharehoiders' equity Increased 30%, or $724 million, 10 $3.2 billion. Working capital increased $704 million,
and the Company's current ratio Increased to 2.1 at May 31, 1997 from 1.9 at 1996 fiscal year-end.

Cash provided by operations decreased slightly to $323 million for the year ended May 31, 1997, primarily due 1o
Improved operating results offset by increased working capital requirements, given the global growth of the Company. Specifically.
Inventories increased $417 million, representing growth in nearfy all aress of the Company. U.S, footwear and apparel inventories
Increased $71 million (31%) and $52 million (29%). respactively. The largest increases outside of the U.S. were in the European and

Asia/Pacific regions with (ncreases of $121 million (54%) and $119 million (134%). respectively, due primarily 1o the significant
increase in operations. [nventory turns on a consolidated basis reduced to approximately 4 8 tmes, as compared with 5.0 in fiscal
1996. Accounts receivable increased $486 million due, in part, 10 the higher level of fourth quarter revenues compared with the.
previous year,

Additions ta property, plant and equipment for fiscal 1997 were $466 million, an increase of $250 million over 1996,
Additions in the U.S. totaled $266 million for the year due to continued overall expansion of U.S. operations which includes ware-
and the continued Of NIKETOWN
retail locations. Outside the U.S., additions lotaled $172 million. compared to $154 million for fiscal 1996, and refates 1o the

house locations, management Information systems, world

continued expansion of infrastructure, Investments in information systems and new NIKE retail locations. The remaining additions
relate 1o other brands. Expected capital expenditures for fiscal 1998 approximate $680 million, with the primary components
consisting of the continued expansion of the world headquarters, new NIKETOWN retail locations and warehouse expansion in the
UsS., Japan and Korea

Adaitions to long-term debt of approximately $300 million in fiscal 1997, were used 10 fund the significant increase in
property, plant and equipment, as well as increased working capital

In June 1996, ’s Japar ¥
borrowed 10.5 billion Yen (approximately $100 million) in a peivate placement. maturing June 26, 2011, to fund construction of a
‘warehouse and distribution center and fo other corporate purposes. Additionally, during December 1996 the Company filed a shelf

regisiration statemant with the Securities and Exchange Commission fof the sale of up 10 $500 million of deot securities. The fling
i ebie the Company 10 (ssu debt from time to 1ime during the next several years, Under this peogram, the Company issued $200
illion seven-year notes in December 1996, maturing December 1, 2003, and subsequent to May 31, 1997, an additional $100
llion medium-term notes were issued, mataring in Ihree (o five years. The proceeds were swapped into Dutch Guilders to obtain
fong term fized rate financing to support the growth of the Company's European operations.

Management believes that significant funds generated by operations, together with access to sufficient sources of funds. will
dequately meet its anticipated operating, global Infrastructure expansion and capital needs. Significant short 3nd long-term lines

it are maintained with banks which, along with cash o hand. provide adequate operating liquidity. Liquidity i also provided

Company’s commercial paper program under which there was $0 outstanding at both May 31, 1997 and 1996,

Dividends per share of common stock for fiscal 1997 rcse $.09 over fiscal 1996 10 $.38 per share. Dividend declaration in ail
four quarters has been consistent since February 1984. Based upon curtent projected earings and cash flow requirements. the

Cempany anticipates continuing a dividend and reviewing its amount at the November Board of Ditectors meeting. The Company’s

poliey continues 1o target an annual dividend in the range of 15% 10 25% of trailing twelve-month earnings.

During fiscal 1994, pany announced that the of its Board of Directors, acting within limits set
by the Board, authorized 3 pian 1o repurchase a maximum of $480 million NIKE Class B Common Stock over a period of up to vee

years. During fiscal 1996, the Board of Directors voled 10 extend the 1994 stock repurchase program unlil July 1. 1999, Funding has,

a0 is expected 1o continue 1o, come from flow o borrowings. The
needs and stock market conditions. The Company did

tiing and the amount of be dictated

ot repurchase any shares during fiscal 1997 and, as of May 31, 1997, the Company had repurchased 20.6 million shares at a total

of $301.7 million.
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FINANCIAL REPORTING

Management of NIKE, Inc. is responsible for the information and representations contained in this repart. The financial statements.
have been prepared in contormity with the generally accepted ting princip! ate in

‘3nd incluoe some amounts based on our best estimates 3nd judgments. Other financial (nformation in this report is coasistent with
these financial statements.

The Company's accounting systems include controls designed 10 reasonably assure that assets ace safeguacded ftom un-
authorized use or dispasition and which provide for the preparation of financial statements in conformity with generally accepted
accounting principles. These systems are supplemented by the selection and training of qualified financial personnel aod an
organizational structure providing for appropriate segregation of duties.

An Internal Audit depantment reviews the results o) its work with the Audit Commitiee of Ihe Board of Directors, presently
consisting of three outsice directors of the Company. The Audit Committee is responsibie for recommending to the Board of Directors
the appointment of the independent accountants and reviews with Lhe independent accountaats, management and the intemal audit
Staff, the scope and the results of the annusl examinalion, the effectiveness of the accounting control system and ofher matters

elating to the financial affairs of the Company as they deem appropriate. The independent accountants and the internal auditors

have full access to the Committee, with and without the presence of management, to discuss any appropriate maters.

REPORT OF INDEPENDENT ACCOUNTANTS

Portland, Oregon
June 27, 1997

7o the Board of Directors and
Shareholders of NIKE, Inc.

# income, of cash flows and

I cur opinion, the accompanying consolidated ba and the related

equity present fairy, in oll material respects, the financial position of NIKE, Inc. and its subsidiaties at May 31,

of snasehols
7 and 1996, and the tesaits of their oparations and thei cash flows for each of the three years in the period ended May 31, 1997,

ity with generally accepied BEEcunting printiples. Thess financiat statements are the responsibility of the Company's man-
1« audits. We conducted our audits of

. out respansibility (S 10 express an opinion on these financial statements based on o
{hese statements I accordance with generally accepted auditing standards which requite thal we plan and perform the audit fo
ool ressonable assurance aboul whether the financial statements are free of material missiatement. An audit includes examining.
on & 163t bisis, evidence supporting the amounts and disclosures in the financial statements. assessing the accouating principles
wsed and significant estimates made by management, and evaluating the overall financial statement presentatior. Ve believe that
ur audits provide a reasonable basis {or the opinion expressed above.

Aris Contirhoan P



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

YEAR ENOED AT 11, El H # seen, B . )
’_ﬁmm [1osa539 | Felarasas | wareosse sasats
Cants and exenses: Corrent Assets
Costs of sales [ 5502,993 | 3006746 | 2865280 Canh and equivalents b assz |9 262107
s o [ e i
st expense (Notes & and 5) 52343 39,498 4208 doubtful accounts of §57.243 and $43.372 1,754,137 | 1348 125
|| Other icomeierpanse, et (etes . 9.0 101 ‘ 7| ssem| oz nventories (Note 21 [T TR
7891317 | 8571535 | 4110970 Deturred income taxes (Note 6) 135,663 93,120
Incomae basore income taxes. 1295222 899,090 49804 Prepaid expenses (Note 1) 157,088 94427
| tncome tases e € EMJ Total curraat assets | 09| 2rzesa
Net income 1 199,664 Property, plant and equipment, net (Notes 3 ang ) 922.369 643450
—
Netincome per comman shave (Note 11 [ JCSEC) (TS \sentiflable Intargible sxsets 30d gosdwil (ote 1) ey | aramiz
erag s of comman 0 coyeon euiwert shres (e 1) [0 | avason| _awsaiz Ot ncome s st cter st (it 13506 | osar
Totsl msuets $5.361.207 | $3.951.628
The accompanying coles 1o consolitted Bascial sitements are a1 el gut of he statement e -

Curent Lisbilitios

. ‘Cutrent portion of long:term cett (Note 5) v zaefs 7300 "
Netes payati (Nota 41 ss31s3 | aance
Accsunta payabte (Note 4) eaz121 | assom
Accrued labiites s70.504 | 4m0407

1866917 | 1,467,059
Long-term debt (Notes 520 13) I
Daferted income Lawes 3ad other lisbities (Notes | aed 61 2132 | eaze
Comemitments and contingencies (Notes 11 204 14) -
Redeemabie Preterred Stoek (Nete 7) . 30 300
Shareholgers' equilty (Note 8)
Comman Stock at stated value.
Class A convertible - 101,711 a6 102,240 shares catstandieg 152 153
Ciasa 8- 187.559 and 185,018 shares cutstanding 2708|202
Capital in excess of stated valve 210650 | 14655
creian currency translation adiustment (3| 6ol
Retained earnings 2973603 | 2390213
Tota! snavenokders” equity 315808 | 2481400
Tota i and sharonigrs” sty [[15:361.707 | nomezs

The sccompanying sctes to consolidated finsncisl tatements re 30 intearal part of i stalament.




NIKE, INC. CONSOLIDATED STATEMENT OF CASH FLOWS

YEAR ENDED MAY 31.
["Cash provided (wsed) by cperations

focome charges (credits) not affecting cash

Depreciation

i o

Cash provided by oper

ons

Cash provided (uvad) by investing sctivties

Additions to proparty. plant 300 equipment

Dispasals of propesty, plant and equipment

Increase in other asvets

(Decreasa) increase in other liabilties

Acquisition of subaidaries

‘ ot mang ot e gt

et misets acquired

Cash wsed by invwsting activities

=

‘Adaitiens to long:erm dedt

 (used) by financiog actiUes:

Recoctions in long:term dett including Current portion
Increase in notes payable

Proceeds froem exeecise of optiens.

Regurchane of stock
Drvidends - common and preferted
Casn prodced (uvad) by financing activities

Effect of axchasge tate changes on cath

Ettect of May 1996 cash flow activily for certain subsidiaries (Note 1)

| ot ncrease gecrease) n cavn 30d equialents

[Covn am3 squratents. bagiing o year
ot and mqurvalents. end o year
Susplemental disclosure of cash flowinformation
Cosh pai caring the yea for
Interes (net of st capitalizod)

Income tares

§ % £
$399.664
o | smm| mas
147.148) EaEell 124.66%)
30291 2683 14,966
(416,701 | (301,408 169,675)
| msoon | cvesmm| oois
| cesem| waoss| woze
| dwazas | s
| smerz|  zseon
|
(465.908) | (A6.384)| (154129
24294 12778 soll
wane | @esze|  o4m
(10633 06811 32
—| nmessan
~ —| wam
| “vezrnr | aseam| anren
| e R
| 15,190} 30,9527 39.804)
vz | azoes| 2eaam
| - (R788)  (182919)
| 100,896) (78.824) (L]
e
T es 1208)
[ asoos =
183,304 48048 | (302745
e | zmon | smews
sanaz | szeanz| sawon
$44,000 | $ 32800 | § 20200
B

The accompanying notes ta comolidated inancial Hatements a1 28 integral P of s statement.

NIKE, INC. CONSOLJDATED STATEMENT OF SHAREHOLDERS' EQUITY

[ | e fon
Cond can s { (= Comemcy
rsues | Vot e
b P o | et R [ -.a
Balance at May 31, 1994 aor9 | wm | oaesn | 1z270n | moszss | wisizn | sneasas | 174084
Stock options ewcised 0 2 o5 895
Gonversion o Class B Commen Stock ) @ | e “ b
| Repurchase of Glass 8 Comman Stock 21301 au | wson asmioa | (142.920)
Stock nsued pursaant 12 |
contractual bligations 12 1 599 10,000
Teanylation of statements of
on-U8,cperations | o8 16,708
Hat income 9nges | 399664
Divadends an Redeemutie
Preferred Stock a0 )
Dvidans on Comeman Stock s | onemm
Eatance 3 ay 31, 1995 26898 198 | asssa | cese | vzaw | vse | vmvan | resuses
| Stock options exsecied 0 | s
Conversion to Class § Common Stock 651 @ o5 : -+
Repurchase of Clss § Common Stock: 200 it wn unmg | (m7E
Tiwc-fo-ane Stack $pil Octoser 30,1995 2580 78
| Transistion of statemants of
on-4.5. operations (18.086) (n0se
Net income. 553090 | 88310
Dividency on Redeemstie Prefered Stock | oo a0
Dricends o3 Common Stock I mzAs
Stock options execised | i . - 56820
Conversion 10 Class. B Commsn Stock @ 1 w 1
T for-cne Stock St Octaber 23,1996 50870
Trassiation of stateents of
| ronu5. operations | aas aussa
| vt nceme | rosezn | 7easa
Ot on ledeermatie Profered Stock | ) o0
Drvidends on Cammon Sock | oa2e9) | (0a2em
Net incorme 1o (he 00t ended May 1939, ‘
06 0 the change i fscal yearend of |
certan non-U 5. operations (Note 1) o | i | weem|  wow
Batance at Wy 2, 1997 o | s | wsse | seros | smossa | asasn [asrvess [ sissa
The accompamieg sotes 1 corsslcated Ynancal stements Me sn eg7alpar f s sislement



NIKE, INC. NOTES TO 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 trans
sctions and balances have been eliminated. Prior [0 liscal year 1997, certain of the Company's non-U.S. aperations reparted thet
tesuits of operations on a one month lag which aliowed more time to compile fesults. Beginning in the first quarter of fiscal year
1997, the one month Iag was eliminated. As & resolt, the May 1996 charge from operations for these entities of $4,093,000
was tecorded 10 Tetained eamings in the first quarter of the Current year.

Recognition of revenues:

Revenues recognized includs sales plus fees earned on sales by licensees.

Advertising:

Advertising production costs are expensed the firs time the advertisement is run. Media (TV and print) placement costs are expensed
in the month the sdvertising appears. Tolal advertising and promotion expenses were $978,251,000, $642.498.000 and
$495,006,000 for the years ended May 31. 1997, 1996 and 1995, respectively. Included in prepaid expenses and cther assats was
$311,025,000 and $69.340,000 at May 31, 1997 and 1996, respectively, relaling 10 prepaid advertising and promotion expanses

Cash and equivalents:
Cash and equivalents represent cash and short-term, highly liquid investments with original maturities hree months of less.

Inventory valuation:
Inventories are stated at the lower of cost or market. Cost ts determined usig the last-in. first-out (LIFO) method for substantially
211 US. Inventories. Non-U.S. Inventories are valued on a first-in, first-out (FIFO) basis

Property, plant and equipment and depreciation:

Property, plant and equipment are recorded at cast. Depreciation for financial reporting purposes is determined on a straight line
bass for buildings sad leasehold imptovements and principally on a declining balance basis for machinery and equipment, based
upon estimated useful lrves ranging from two 1o thiry years

Identifiable intangible assets and goodwill:

At May 31, 1997 and 1996, the Company had patents, trademarks and other idontifiable ntangible sssets with a value of
$219,186,000 and $209,586,000, respectively. The Company's excess of purchase cost aver the fair value of net assets of businesses
acquired (goodwill) was $326,252,000 and $327,555,000 at May 31, 1997 and 1996, respectively.

Idantitiabie intangibie sssels and goodwill are being amortized over their estimaled uselul Iives on a siraight-line basss aver
five to forty years. Accumulated amortization was $81.247.000 and $62.329.000 at May 31, 1997 and 1996, respectively.
Amortization expense, which is included i ofher income/expense, was $19,765,000. $21.772,000 and $13,176.000 for the years
ended May 31, 1997, 1996 and 1995, respectivaly. Intangible assets are periodically reviewed by the Company for impairments where
the fair value is less than the carrying value.

Other liabilltes:
Ot llabilities include amounts with seltiement dates beyond one year, and are primarily composed of long: term deferred endorse-
ment payments of $15,815,000 and $21,674,000 at May 31, 1997 and 1996, respectively. Deferred payments to endorsers telste 10

amounts due beyond contract termination, which ate discounted at vatious interast rates and accrued over the contract period

Endorsement contracts:

Accounting for endorsement contracts is based upon specific contract provisions. Generally, endorsement payments are expensed
uniformiy over the term of the contract after giving recognition ta periodic performance compliance provisions of the contracts.
Contracts requiring prepayments are included in prepaid expenses or other assels depending on the length of the contract.

Foreign currency translation:
Adjustments tesulting from Vransiating foreign functional currency financial statements inta U.S. dollars are included in the
foreign currency translation adjustment in shareholders’ equity.

Derivatives:

The Company enters ata forelgn currency contracts in order 1o reduce the Impact of certain foreign currency fluctuations. Firmily
committed transactions and the related teceivables and payables may be hedged with forward exchange contracts or purchased
options. Anticipated. but not yet fitmly committed, transaclions may be hedged through the use of purchased opticns. Premiums.
Paid on purchased options and any gains are included In prepaid expanses o accrued (i2bilities and are recognized in earmings when
the transaction being hedged is recognized. Gains and lusses arising from foreign currency forward and option contracts, and
cross-currency swap transactions are recognized in Income of expense as offsets of gains and losses resulling from the underlying
Dedged (ransactions. Cash flows from risk management sctivities are classified in the same category as the casn flows from the
felated investment, borrowing o foreign exchange activity. See Note 14 for further discussion,

Income taxes:
Income taxes are provided currently on financial stalement eainings of Non-U.S. subsidiaries expected to be repatriated. The Company
Intends to determine annually the amount of undistributed non-U.S. eamings 1o invest indefinitely in its non-U.S. operations.

The Company accounts fof income taxes using the asset and liability method. This spproach requires the racognition of
deferred tax liabilities and assets for the expected future tax temporary cilf between the s

and the tax bases of olher assets and liabilities. See Note 6 for further discussion

Net income per common share:
Net income per common share is compuled based on the weighted average number of common and common equivalent (stock
option) shares outstanding for the periods reported.

On October 23, 1996 and Oclober 30, 1995, the Company issued additional shares in connection with two-for-one stock
splits effected in the form of 3 100% stock dividend on outstanding Class A and Class & common stock. The per common share
amounts In the Consolidated Financial Statements and accompanying notes have been adjusted (o reflect these stock splits.

Management estimates:

The preparation of financial statements In conformity with generaily accepled accounting principles requires management to make
estimates. including estimates relating 10 assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date o financial and the reported of nd during the

reporting period. Actual results could differ from these estimates.

Reclassifications:

Cartain prior year amounts have been reclassilied 1o conform 10 iscal 1997 presentation. Thesa changes had no Impact o
previously reported results of operations or shareholders’ equity.




NOTE 4 - SHORT-TERM BORROWINGS AND CREDIT LINES

NOTE 2 - INVENTORIES:
Inventories by major classification are as foliows: Notes payable 10 banks and interest bearing accounts payable 1o Nissho Iwai American Corporation (NIAC) are summarized below:
e g H s, g 3
Fineshed goods $1.248.401 | $874.700 | - Semvsings | Mtwon Rite Bomvings | eterest Rase
Workin progress sozes | s |
Raw materisis e | zzan | somsasa | aosw | saisose | asew
s1ame20 | gam 151 [ ssssies 144,068
s e | e | s amon

The excess of replacerment cost over LIFO cost was $20.716.000 at May 31, 1997, and $16.023,000 at May 31,1996
The Company has outstanding loans at interest rates at various spreads sbove the banks' cost of funds for financing non-U.S.

aational operations. Certain of these loans can be secured by accounts receivable and inventory.
e Company purchases through Rissho Iwai American Corporation {"NIAT™) substantially all ot the athletic lootwear and
apparel it acquires Irom non-U.S. suppliers. Accounts payable 1o NIAC are generally due up to 120 days aftar thipment of goods from

NOTE 3 - PROPERTY, PLANT AND EQUIPMENT.
Property, plant and squipment Includes the following the foraign por. Inferest on such accounts payable accrues at the ninety day London Interbank Offered Rate (LIBOR) as of the
e beginning of the month of the invoice date, plus .30%.
i E i At May 31, 1997 and 1996, (he Company had na oulstanding borowings under its $500 million unsecured multiple option
T t sarz|s s | facility with ten banks, which matures o October 31, 2001. This sgreement contains optional borrowing alternalives consisting of
A, sz | aissce | a committed revolving loan facility and a competitive bid facility. The interest rate charged on this agreement is determined by the
and. under the ed revolving loan facility, is either the LIBOR plus .19% o the higher of the Fed Funds rate

Machinery and equipment 736739 | 872,39
plus .50% or the Prime Rate. The agreement provides for annual fees of .07% of the total commitment. Under the agreemant, the

| Leasanoia improvements

6893 | w08

1s1z01 | ees0 | Company must maintain, amang other things, certain minimum specified financial ratios with which the Company was in compli-

Construction in procens 3
148747 | Vourros ance at May 31, 1997,
Ratings for the Company 1o issue commercial paper, which s required 1o be supported by committed and uncommilted lines

| Less accumotated depreciation so1378 | 404246
§ 922369 | § easam9 |

of credit, ate Al by Standard 3nd Poor's Corporation and P1 by Moody's Investor Service. There were no amounts outstanding at May
31, 1997 or May 31, 1996 under these arrangements.

Capitalized interest expense was $2.765.000, $858.000 and $261.000 for the fiscal years ended May 31. 1997, 1996 and

1995 respectively.




NOTE & - LONG-TERM DEBT. NOTE 6 - INCOME TAXES:

Long-term debt includes the following: Income before income Laxes. and the provision for income taxes are as follows:
i i a oo w31, B i H
6:575% Madium term noles. payadle December 1, 2008 T [ wsan @ = Income before income tases - -—
4.30% Japanese yen notes, payatle June 26. 2011 92475 = | United States $1.008.023 |§ 844,785 | § 467,448
9.43% capital watshause lesse - Foesign 28799 | 2ea38 | 1#2.316
Oine a2 $1.295.222 | 5 #99.090 | 4 €49 864
Tetal ) 208236 Provision for income tares
Lees cusrent maturites 2216 Coment
| s296.020 Untied States
Federsl + 350,008 |§ 247,526 | § 172127
n December of 1996, the Company flied 3 $500 million shelf registration with the Securities and Exhange Commission and issued State e | wzezz|  sazed
$200 million seven-year notes, maturing December 1, 2003. The proceeds were subsequently exchanged for Dutch Guilders and Foreign nzers | 12nms| s
loanied 1o a Eurcpean subsidiary. Interest on the foan is paid semi-annually. The Company entered info swap transactions ss6e03 | $i74e3 ] zazsss
reducing the effective interest 1ale 10 5.64% as well a5 to hedge the foreign currency exposure related (o the repayment of the Deterred |
iotercompany loan. In June of 1997, the Company issued an additional $100 million medium term notes uader this program with United States |
maturities of June 16, 2000 and June 17, 2002. Fesersl @109 | moon|  2s68% z
In June of 1996, the Company's Japanese subsidiary borrowed 10.5 billion yen n a privale placement with a maturity of June sute woen|  oen|  @asm
26, 2011 Interest is paid semi-annually. The agreement provides for early feticement after yeat ten. Foreign Zizan|  osin|  wsse)
Thie Company's long-term deb ratings ace A+ by Standard and Poor's Corporation and Al by Moody's Ivestor Service [
Amounts of long-term maturities in each of the five liscal years 1998 through 2002, respectively. are $2.216,000, 5 499.400 | § 345,900 | § 280,200

$1,891,000, $2.187.000. $188,000 and $47.000.
During fiscal 1994 the Company permanently reinvested approximately $56,000,000 of its undistributed non-U.S.eamings in
cartain subsidiaries.

A benefit has been recognized for forwifn loss carry forwards of $138,500,000 and $96,600,000 at May 31, 1997 and 1996,
tespectively. which have no expiration. As of May 31, 1997, the Company has uti(ized all foreign tax credits.




Deferred tax liabilities (assets) are comprised of the following:

s

8 i

Undistributed eamings of forein subsidiares

Other

| Gross deferred tax abities

| Attowanca for doubltul accosnts
Inventory reserves
Detesred compensation
Reserves and accried labilites

Ta basis inventory adfustment

+ 302 [ 3220
| o | 1200
108 | 1520

aeosn | (nosl
(0347 | 120.796)
2665w || 17580
o738 | t4z870
a9zen | (hasen

warm|  @s

Oepreciation ‘

i . o
oy | oo s
i P
tison: =

A reconciliation from the U.S. statutory federal income tax rate 10 the effective income tax rate follows:
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NOTE 7 - REDEEMABLE PREFERRED STOCK
MIAC is the sole owner of the Company’s authorized Redeemabie Preferred Stock, $1 par value, which (s redesmabie af the cption of
RIAC at par value aggregating $300,000. A cumulative dividend of $.10 per share is payable annually on May 31 and no divicends
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, 1997. As
the holdér of the Redeemable Preferred Stock, KIAC does ot have general voting rights but does hiave the right 10 vote as  separate
idiaries. on merger, Tiquitation or

class on the safe of all or ly all of the assets of and
dissolution of the Company or on the sale or assignment of the NIKE lrademark for athietic footwear sold in the United States,

NOTE 8 - COMMON STOCK
The authorized number of shares of Class A Common Stock no par value and Class B Comman Stock na par value are 110,000,000
and 350,000,000, respectively. The Company announced a two-for-one stock split which was effected in the form of a 100% steck
dividend on outstanding Class A and Class 8 Common Stock, paid October 23, 1996, In the previous year a similar two-foc-one stock
Spiit wars announced, paid October 30, 1995, Each share of Class A Common Stock is convertibie into one share of Class 8 Comman
Stock, Vating rights of Class B Common Stock are limited |n Certain Circumstances with respéct 1o the efection of directors.
The Campany’s Employee Incentive Compensation Plan (the ~1980 Plan™) was adopted in 1980 and expired on December
31, 1990. The 1980 Pian provided for the issuance of up 10 13,440,000 shares of the Company's Class B Common Stock in connec-
ion with e exercise of stock options granted under such plan. No further grants will be mada under the 1980 Plan.
101990, the Board of Directors adopted, and the shareholders appioved, the NIKE, Inc. 1990 Stock Incentive Plan (ihe ~1990
Pian™). The 1990 Plan provides for the issuance of up 1o 16,000,000 shares of Class B Common Stock in connection with stock
options and other swards grated under such plan. The 1990 Pian authorizes the grant of incentive stock options, non-statutory Stack
options, stack approciation rights, stock bonuses, and the sale of restricted stock. The exercise price for incentive stock opticns may
ot be less than the fair market value of the underlying shares on the date of grant. The exercise price for nonstatutory stock options
and stock appreciation (ights, and the purchase price of restricled stock, may ot be less than 75% of the fair market value of the
ying ca the date of grant. be paid for $10ck bonuses awacded under the 1990 Plan. The 1990 Pian
s administered by a commiltee of the Bosrd of Directors. The commiltee has the authority 10 determina the employees o whom

awards will be made, the amount of the awards. and the other terms and conditions of the awards. As of May 31, 1997, the commit-
Lee has granted substantially all non-stalutory stock options at 100% of (air market value on the date of grant under the 1990 Plan.

In addition to the option plans discussed above, the Company has several agreements outside of the plans with certain
ditectors, endorsers and employees. As of May 31, 1997, 7,754,000 0ptions with exercise prices ranging from $0.417 per shate o
$53,625 per share had been granted. The related to the: its s $9.530,000 and is being
amortized over vesting periods from October 1980 through September 2000. The outstanding agreements expire from December
1998 through Seplember 2006.

During 1995, the Financial Accounting Standards Board (ssued SFAS 123, “Accounting for Slock Based Compensation,”

which defines a fair an employ similar quity instrument and encouraged, but does
ot require. all entities to 850t that method of accounting. Entities elocting not to adopt the fair value method of accounting must
make pro forma disclosures of net income 3nd earnings per share. 3 i the fair value based mathod of accounting Gefined in this
statement has been applied

The Company has elected not to adopt the lair valise method; nowever, as required by SFAS 123, the Company has computed
for peo forma disclosure purposes the value of options granted during fiscal years 1997 and 1996 using the Black-Scholes option
pricing model. The weighted avecage assumptions used for 310Ck oplion granis 1o 1997 and 1996 were & dividend yield of 1%,
expected volatility of the market price of the Company's Comman tock of 30%, & weighted-average exgected fife of the options of
approximately five years, and interest rates of 6.42 and 6.56 for fiscal 1997 and 5.92 and 597 for fiscal 1996, These interest rates
are refiective of option grant dates made throughout the year.

Options were assumed 1o be exercrsed over the 5 yesr expacted life for purpases of this valuation. Adjustments for forfeitures
are made as they occur. For the years ended May 31, 1997 30 1996, the total value of the options granted. for which no previous
expense has been recognized, was computed as approximately $29.074.000 and $18.167.000, respectively, which would be amor-

tized 01 3 straight line basis over the vesting period of the apticns. The weighted average fair value per share of the options granted
in 1997 and 1996 are $17.39 and $7.15, respectively.



1t the Company had accounted for fssued SFAS 123, the Company’s net

Income and pro forma net income and et income per share and pro forma net income per share would have been reported as follors:
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share for future years since options vest over several years and additional swards are made each yoar.

The e the stock option transactions under plans discussed usted for ail splits)
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The following table sets forth the exercise prices. the number of options outstanding and exercissbie, and the remaining

contractual lives of the Company’s stock options at May 31, 1997:
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NOTE 9~ BENEFIT PLANS.
Tha Company has a profit sharing plan availsble to substantially all employees. The terms of the plan call for annual contriby-

tions by the Company as determined by the Board of Directors. Contributions of §18.500,000, $15.500,000 and $11,200,00010

the plan are included in other expense in the consolidated financial statements for the years ended May 31, 1997, 1996 and
1995, respectively.

The Company has a voluntary 401(K) empioyee savings plan. The Company matches with Common Stack 4 partion of
‘employee contributions, vesting that portion over 5 years. Compay contributions 1o the savings plan werg $6,349,000. $4.660.000
and $3,363,000 for the years ended May 31. 1997, 1996 and 1995, respectively.

NOTE 10 - OTHER INCOME/EXPENSE, NET
Included in other income/expense for the years ended May 31, 1997, 1996 and 1995, is interest income of $20.089,000,
$16,083,000 and $26,094,000, respectively. During the year, the Company's subsidiary, Bauer Inc, recognized a one-time
restructuring charge of $18.096.000 for  plan which Includes, among other things, moving cetain preducts to offshore production
specific obligations associated with the

and the closing of certain facilities. The Company fecognized $11.412.000 in
shutdown of certain facilities in conjunction with the consolidation of European warehouses for the year ended May 31, 1995.

NOTE 1} - COMMITMENTS AND CONTINGENCIES
The Company lexses space for its offices, warehouses and retall stores under feases expiring from one to twenty years after May 31,
1997, Rent expense aggregated $84.109,000, $52,483.000 and $43.506,000 for the years ended May 31, 1997, 1996 and 1995,
respectivaly. Amounts of minimum future annual rental commitmants under non-cancellable operating leases in each of the five
fiscal years 1998 through 2002 sre $76,319,000, $65,315.000, §53,776,000. $46.125,000, $42.274,000. tespecively. and
$326,198,000 in later years.

Lawsults arise during the normal course of business. In the opinion of management, none of the pending lawsuits will result

in a significant impact on the consolidated results of operations or financial position.



NOTE 12 - ACQUISITION OF BAUER INC.
During the third quarter of fiscal 1995, NIKE acquired all the outstandiog shares of Bauer Inc. (formerly Canstar Spats Inc.). the
world'’s largast hockey equipment manufacturer. The acquisition was accounted for using the purchase method of accounting. The
cash purchase price, including acqusition costs. was approximately $409 million.

Bauer's assets and liabilities have been recorded in the Company's consofidated balance sheet at thair fair vaiuas at the
acquisition date. Ideatifiable intangible assets and goodwil relaling to the purchase approximated $336 million with estimated
usetul lives ranging from 5 1o 40 years. The amortization period is based on the Company’s belief that the combined company has
substantial potential for achieving long-term appreciation of the fully integrated global company. Bauer will permit the continued
expansion of the current fines of business, as well as the evelopment of new businesses. which can be Used 1o strategically expiolt
the companies” brand names and products on an accelerated basis. NIKE balieves that the combined company will benefit from the
‘acquisition for an indeterminabie period of ime of 3t least 40 years and that therefore a 40-year amortization period is appropriate
The of the

results of operations in fiscal 1995 was ot significant.

NOTE 13 - FAIR VALUE OF FINANCIAL INSTRUMENTS.
he flected in for cash

and notes payable e fair valvo
s reported in the balance sheet because of their short maturiles. The fair value of fong-term debt is estimated using discounted
cash flow analyses, hased on the Company's Incremental borrowing rales for similar types of borrowing arangements. The fair value
of the Company’s long-term debl. including current portion, is appraximately $295,863,000, compated 10 a carrying value of
$298.236.000 at May 31, 1997 and $16,840,000, compared t0 a Carrying value of $16,885,000 at May 31, 1996. See Nota 14 for

fair value of derivatives

NOTE 14 - FINANCIAL RISK MANAGEMENT AND DERIVATIVES,
The purpose of
flows resulting from (fe safe and purchase of products in foreign currencies will be adversely affected by changes in exchange rates.

s foreign currency hedging act 10 protect the Company from the risk that the eventual dollar cash

In addition. the Company seeks to mariage the impact of foreign currency fluctuations related to the fepayment of intercompany bor-
towings. The Company does not hold of issue financial instruments for trading purposes. It is the Company's policy 0 utilize deriva
tive financial instruments (o reduce {oreign exchange risks where interal nefting strategies cannot be effectively empioyed.
Fluctuations in the value of hedging instruments are offset by fluctuations in the value of the underfying exposures being hedged.
The Company uses forward axchange contracts and purchased options 1o hedge certain firm purchases and sales commil
ments and th related recervables and payables including other Lhird party of intercompany foreign currency transactions. Purchased
currency options are sad 1o hedge certain anticipated but not yel firmly committed transactions expected 10 be recognized within

one year. ¥ swags are used 1o hedge foreig y payments related 10 intercompany loan agreemants
Hedged transactions are denominated primarily in European currencies. Japanese yen and Canadian dollas, Premiums paid on pur-
chased options and any realized gains are Included in prepaid expenses or accrued liabilities and recognized in €Amings when the
transaction being hedged is recognized. Deferred option premiums paid, et of realized gains, were $14,500,000 and $5,100,000
at May 31, 1997 and 1996 respectively. Gains and losses related 1o hedges of fiemly commilted lransaclions and the related
recatvables and payables are deferred and are recognized in income ot as adjustments of ts when

and losses are tecognized on the hedged transaction. Net realized and unrealized gains on forward contracts deferred at May 31,
1997 and 1996 were $28,000,000 and $20.700.000, respectively.

The estimated fair values of derivatives used 1o hedge the Company’s risks will fluctuate aver time. The fair value of the
forward exchangs contracs is estimated by btaining quated market prices. The fair value of oplion contracts is estimated using
oplion pricing models widely used in the financial markets. These faic value amounts should ot bé viewed in isolation, but rather
in relation 10 the fair values of the underlying hedged lransactions aod the oversl] reduction in the Company’s exposure 10 adverse
fluctuations in foreign exchange rates. The nctional amounts of derivatives summasized below do not necessarly represent amounts
exchanged by the parties and. therefore, are not a irect measure of the exposure 10 the Company through (ts use of derivatives. The
amounts exchanged are calculated on the basis of the notional amounts and the other terms of the derivatives, which refate to
inteest rates. exchange rates or other financial indices.

The follcwing table presents tha aggregate notional principal amounts, carrying values and fair values of the Company's
derivalive financis! instruments outstanding ot May 31. 1997 and 1996.
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A1May 31, 1997 and May 31, 1096, the Company had no contracts outstanding with maturities beyond one year except the
curmency swaps which have maturity dates consistent with the maturity dates of 1he related debt. All realized gains/iosses deferred
at May 31, 1997 wil be recognized within one year.

The counterparties 10 dervative transactions are major financial Institutions with investment grade o better crodit ratings
and. additicnally, counterparties 1o derivatives three years or greater are all AAA rated. However, this does not eliminate the
Company's exposure 1o credit risk wilh these [nstitutions. This credit risk s generally limited 10 the unrealized gains In such
contracts should any of these counterparties fail to perform as contracted and Is (mmaterial to any one institution at May 31. 1997

and 1996. To manage this risk, ipany has established strict pat guidalines which are continually
and reported to Senior Management according to prescribed guidelines. The Company utilizes a portfolia of finsncial (astitutions
either operating in the s bu Asaresult, pany the

risk of counterparty default 1o be minimal

NOTE 15 - INDUSTRY SEGMENT AND OPERATIONS BY GEOGRAPHIC AREAS
The Company operates predominantly In one industry segment. that being the design, production, marketing and selling of sports
3nd fitness footwear, appsrel and accessories. During 1997, 1996 and 1995, sales 1o one major customer amounted (0 appraximately
12%. 12% and 14% of total safes, respectively. The geographic distributions of ihe Company's identifiable assets, apesating income

3nd revenues are summarized in the following table.
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Tots assets 15,361,207 | 13981628 | 43,142,745
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