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Exhibit 3 Nike’s Balance Sheets (in millions USD)

Balance Sheet 5/31/16 5/31/17 Percent Change
Assets

Cash and Short Term Investments $5457 56,179 % 13%
Accounts Receivable 3241 3677 * 13%
Inventory 4,838 5,055 * 4%
Other Current Assets 1489 1150 A4 —23%
Total Current Assets 15,025 16,061 % 7%
Property Plant & Equipment 3520 3,989 @ 13%
Goodwill 131 139 % 6%
Intangibles 281 283 @ 1%
Other Long-Term Assets 2422 2,787 % 15%
Total Assets 21,379 23259 % 9%
Liabilities

Accounts Payable 2,191 2,048 3 1%
Other Current Liabilities 3,167 3426 * 8%
Total Current Liabilities 5358 5474 * 2%
Long-Term Debt 1993 3471 % 74%
Other Long-Term Liabilities 1,770 1907 * 8%
Total Liabilities 9,121 10,852 % 19%
Equity

Common Stock 3 3 L4 0%
Retained Earnings 4,151 3979 ¢ —4%
Treasury Stock 0 0 NA NA
Paid in Capital & Other 8,104 8425 % 4%
Total Equity 12,258 12,407 % 1%
Total Liabilities and Equity 21,379 23259 % 9%
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Segment Data

Being very transparent, Nike reports revenues in several different categories. The two
principle brands owned by Nike are Nike and Converse; Converse accounts for only 6
percent of revenues. Men account for about 57 percent of Nike revenues, followed by
women with 26 percent, and kids account for 17 percent of revenues. Revenues from all
three groups are growing around 5 percent annually. Three of Nike's top-revenue
generating brands including sportswear, running, and the Jordan brand account for 30,
19, and 11 percent of revenue, respectively. Sportswear enjoyed a 14 percent revenue
gain in 2017 and the Jordan brand enjoyed a 13 percent increase in revenues from
2016, both coming off double-digit revenue growth the prior year as well. The lowest
revenue generating brands include Nike Basketball and Women's Training, each
representing 4 percent of revenues, followed by Action Sports and Golf, each
representing 2 percent of revenues. The three lowest revenue-generating brands
discussed above all experienced declining revenue in 2017, with golf's revenues falling
18 percent, and the other three brands mentioned revenues falling between 6 and 9
percent. Each of the four worse performing areas suffered revenue drops from 2015 to
2016 as well, with golf reporting another 18 percent revenue drop during this time
period. Moving forward, it will be important for Nike to decide how to allocate

resources across these product lines.

Nike is in the retail business, having forward integrated over the years. Nike operates
384 factory stores in the United States and 758 factory stores outside the U.S. Exhibit
410 reveals revenues and EBIT for Nike (not including Converse) in 2017. Canada
accounted for 54 percent of all revenue in 2017. China generated the most EBIT per
dollar of revenue received, followed by North America. Central & Eastern Europe,
followed by Western Europe, generate significantly lower EBIT for every dollar of
revenue, compared to other parts of the world. Both regions in Europe also suffered
from a 16 percent drop in their respective EBIT contribution for 2017. Exhibit 410
reveals that Nike revenues in all markets in fiscal 2017 experienced a net positive
revenue change in 2017 with Japan and China experiencing 17 and 12 percent revenue

growths and North America only growing revenue by 3 percent.
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Exhibit4 Nike's Worldwide Revenues and EBIT (in millions USD)

Geographic Region EBIT

North America $15,216 $3,875
Western Europe $6,211 $1,203
China $4,237 $1,507
Emerging Markets $3,995 $816
Central & Eastern Europe $1,487 $244
Japan $1,014 $224
Totals $32,160 $7,869

Source: Based on Nike’s 2017 Form 10K.

Exhibit 55 reveals Nike's revenues by product type. Footwear is far and away the
largest revenue-generating segment of Nike, representing 66 percent of 2017 sales.
Both footwear and apparel sales were up 6 percent in 2017, but equipment sales were
down 5 percent. Notable 2017 changes in revenue by region and product type are as
follows: apparel sales up 15 percent in Western Europe; footwear and apparel sales
each up 13 percent in China and 17 and 21 percent respectively in Japan; footwear sales
up 11 percent in emerging markets. The largest loser on a percentage basis was
equipment sales in North America, that were down 10 percent in 2017 as this division

across all nations continues to struggle for Nike.
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Exhibit5 Nike’s Revenues by Product Type

Nike Revenues by Product Type

Equipment
4%

Source: Based on Nike’s 2017 Form 10K.

Exhibit 6/3 reveals Nike (not including Converse) revenues by customer type;
wholesale customers account for 72 percent of 2017 revenues. Wholesale customers
include Foot Locker, Dick Sporting Goods, and other merchants that purchase and sell

Nike products, while direct-to-consumer includes Nike stores and online sales.

Exhibit 6 Nike’s Revenues by Customer Type (in millions USD)

Nike Revenues by Customer Type
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Source: Based on Nike’s 2017 Form 10K.
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Competitors

Nike is the largest seller of athletic footwear, apparel, and equipment in the world, but
there are aggressive rival firms, including Adidas, Under Armour, New Balance, and
Puma, along with a few others in the production of athletic gear. In addition, as a
forward integrated company, Nike competes with retail stores such as Foot Locker and
other shoe retailers who ironically also sell Nike products. Nike represents nearly 50
percent of the whole athletic sportswear industry based on market capitalization on
U.S. stock markets, followed by V.F. Corp at 14 percent. U.S. based Under Armour only
represents 2.5 of the industry.

Exhibit 710 gives a quick glimpse at Nike compared to two rival firms. Note that Nike is

far larger than Under Armour and Adidas combined.

Exhibit 7 Nike’s Competitor Comparison

Under Armour

$ Market Cap. 106.5B 5.7B 54.4B
# Employees 74,400 6,500 55,414
$ Revenue 34,350M 4,825M 24,113M
% Gross Margin 70% 46% 49%

$ Net Income 4,240M 257M 1,271M
$ EPS Ratio 2.31 0.32 4.25

$ P/E Ratio 28.34 38.34 32.06

Note: Numbers for Adidas were converted into USD assuming 1Euro = $1.25.

Source: Based on information at a variety of sources.
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Adldas (Www.adlaas-group.com)

Headquartered in Herzogenaurach, Germany, Adidas was founded in 1949 and
operates over 2,800 stores. Adidas owns Reebok, TaylorMade, and CCM Hockey
products. Adidas reported $54 billion USD in 2016 with net income of 1.3 billion.
Adidas is the largest sportswear manufacturer in Europe and the second largest in the
world, behind Nike. In 2015, professional basketball player James Harden left Nike for
Adidas, reportedly signing a 13-year contract worth $200 million. Adidas’s strategic
plan is very similar to Nike's; both companies use product development followed by
heavy marketing, signing teams and players across almost all sports to market and

promote their products.

Foot Locker (FL)

Headquartered in New York City, Foot Locker's stock price soared between 2012 and
2017 increasing around 300 percent despite revenues only increasing 15 percent, and
operating income declining 12 percent over the same time period. Founded in 1879, the
company operates nearly 3,500 stores and employs 15,000 full time workers across the
United States, Europe, Australia, New Zealand, and Canada. However 80 percent of
company sales come from the U.S. Also, 70 percent of Foot Locker's inventory for sale

is Nike merchandise.

Foot Locker uses the store-in-a-store concept used by many retailers where they have
217 House of Hoops shops offering premium basketball products. Foot Locker also
offers Lady Foot Locker, Champs Sports, Footaction, Runners Point, Sidestep, and Kid's
Foot Locker stores. Foot Locker sells Nike products along with other brands. With
Nike's forward integration strategy of opening their own retail stores and selling online,
they directly compete with Foot Locker and all other merchants that sell Nike products
at the retail level. There are 62 franchised Foot Locker stores in the Middle East and

South Korea, as well as 15 franchised Runners Point stores in Germany.

Under Armour (UA)

Headquartered in Baltimore, Maryland, Under Armour (UA) was founded in 1996 by a
former University of Maryland football player who desired a t-shirt that would whisk
away perspiration rather than get soggy wet. The company has grown to be one of the
most sought after brands among athletes around the world, being worn by some of the
largest American college football and European soccer teams. Colleges such as the

Maryland Terrapins, Auburn Tigers, South Carolina Gamecocks, and many more have
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Maryland Terrapins, Auburn Tigers, South Carolina Gamecocks, and many more have
contracts with UA to outfit their teams. English soccer team Tottenham Hotspur, Greek
team Aris F.C. and Mexican club Deportivo Toluca F.C. all are outfitted by UA. Mega
stars such as Tom Brady, Cam Newton, Bryce Harper, Michael Phelps, and many more,

all sponsor and market UA products currently or at one time.

Under Armour was one of the pioneers to produce the compression and performance
workout gear and in 2017 introduced bioceramic materials in their sleepwear line of
clothing that is supposed to reduce inflammation. The firm reported revenues of $4.8
billion in 2016 up from 3.9 billion in 2015. However, the firm’s stock price dropped 75
percent from the high in 2015 to the low in 2017. Under Armour is well known for its
partnership with PGA golfer Jordan Spieth, who recently launched his own golf shoe,
“Spieth One.” The company is also widely known for its partnership with NBA star
Stephen Curry, who is considered to be the “face of Under Armour’s footwear line.” Just
like Nike and Adidas, Under Armour’s strategy is to pursue product development and
follow up with heavy marketing.
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External Issues

Athletic Shoe Stores

The athletic shoe store industry in the United States generates over $15 billion in
revenue, annually, with growth around 3 percent expected through 2022. The industry
is fragmented with over 3,000 businesses, many small mom-and-pops, with the two top
players, Foot Locker and Nike, accounting for 32 and 18 percent of sales, respectively.
Unlike many retail outlets, the industry is healthy and growing since more and more
consumers worldwide are becoming more health conscious. In addition, a growing
trend referred to as athleisure grew over 40 percent between 2009 and 2016, where
consumers are increasingly wearing athletic apparel in every day settings, including at
work. Many work environments are calling workers back to the office and requiring
increased levels of dress code, so it remains to be seen if the athleisure industry can

continue to grow at such a rapid pace.

Online athletic shoe merchants are also growing, and, as athletic apparel becomes
more popular, department stores that tend to offer business casual clothing are
increasing their athletic shoe store spaces. In contrast to most clothing categories where
women are the primary customers, men account for nearly 60 percent of athletic shoe
sales, with women and children both around 20 percent. The industry enjoys a fairly
even distribution of sales volumes from varying age groups, but customers under age

55 account for about 75 percent of sales.

The total footwear market in the United States is worth $65 billion, but the fastest
growing segment of this industry is athletic footwear. China supplies over 70 percent of
all shoes sold in the U.S.

Athletic and Sporting Goods

Athletic and sporting goods industry accounts for over $8 billion in U.S. revenue,
annually, but experienced a negative growth rate around 3 percent between 2010 and
2017. Moving forward, the growth rate is expected to improve to upwards of 1 percent
through 2022. The main driver of revenue is golf-related equipment, accounting for
nearly 50 percent of industry revenues, followed by playground equipment, and fishing
tackle and equipment around 7 percent each. Other types of sports equipment make up
the remaining 36 percent. Football, soccer, basketball and other products attribute little
to overall industry revenues, but this is not totally surprising considering just how
equipment-intensive sports like golf and fishing can be. Apparel and shoes are not

considered in the industry. Nike controls around 9 percent of the industry revenues in

1S with sival 0 Call Golf gwnine &
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Technology

In 1996, Under Armour started offering compression apparel that helped to regulate
body temperature and keep athletes warm in the cold and cool in the heat. Today, firms
are becoming more advanced by adding computer technology to their products. Many
firms are now experimenting with t-shirts made of conductive yards that can even
transmit heart rate and other data directly to the user’s doctor. A spinoff of Samsung,
IOFIT is a sports-smart shoe where golfers have their swings and balance analyzed. In
2017, Chinese-based Xiaomi released a smart running shoe with a chip powered by
Intel. Google and Levi have partnered to produce a smart jacket worn by cyclists. The
athletic sportswear industry is getting more technical every day.

Inventory Turnover Problems

Inventory turnover ratios have been declining for the past 10 years in the athletic
sportswear industry. In 2006, for example, the inventory turnover ratio for the industry
was 4.0, but in 2017 the ratio has steadily dropped to 3.0. Nike is doing better than its
peers on this ratio, reporting an inventory turnover ratio of 3.8 in 2017. Many analysts
suggest the drop is simply from firms overestimating their inventory needs and by
weaker customer traffic. Footwear accounts for less of the drop in inventory turnover
than apparel. Retailers are inclined to have enough products to meet demand as hot
ticket items attract people into stores. Thus, a question arises regarding whether having
a high inventory turnover ratio is worth possibly running out of hot ticket items that
firms certainly lose sales on, but also risk losing sales on impulse purchases by
customers coming into the store. Having excess inventory, however, trains customers
to wait for the clearance sales, ultimately hurting revenues and profits. Inventory

management is a strategic issue facing all retain firms including Nike.
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Brand Polygamist

Some experts in the apparel field are dubbing customers today as being “brand
polygamist” referring to customer decrease in brand loyalty over the last decade.
Customers are now purchasing increasingly based on price or extra product features
rather than simply buying for the status of a logo or brand name. The trend has cut into
gross margins and increased rivalry within the athletic sportswear industry. It also
allows newer start up firms a larger chance as customers are increasingly willing to look
at all options closer. Nike, for example, now has a NikelD program where they allow
shoppers to design their own shoes, apparel, bags, and other items online in an attempt
to attract more customers through personalization. However, schemes such as this are
expensive, and firms like Nike are often not able to charge significantly more to offset
the extra costs of say, producing 100,000 of the same blue shirts. Do not mistake the
value of brands such as Nike, Adidas, Under Armour and others; they remain a
powerful force in the industry, but simply having customers to purchase based on a

logo alone is becoming extinct as customers become more Internet savvy.

Direct-to-Consumer Sales

There is increased momentum in the athletic sportswear industry for direct-to-
consumer sales through factory shops, thus using the Internet to bypass traditional
retailing merchants. An advantage to Internet sales other than cutting out a middleman
is that firms can design customer products as Nike does with NikeID. In total, e-
commerce sales as a whole, including all industries, grew 15 percent in 2016 versus the

less than 3 percent growth for retail sales over the same time period.

Using the direct-to-consumer business model, firms are also able to collect accurate
data on customer’s habits who purchase versus don’t purchase and tailor advertising
and marketing strategies to customers based on their likelihood to purchase or not
purchase. For example, profiles are developed for customers who are not likely to
purchase without a coupon versus customers who will likely purchase either way; in
addition, profiles may be developed to determine what length of time after a purchase
do you need to offer an incentive to attract the customer to purchasing again. The
information garnered from having a robust direct-to-consumer sales medium is

arguably priceless.
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Future

According to Global Industry Analysts, Inc., the global market for Sports and Fitness
Clothing is projected to reach $231.7 billion by 2024. More and more people are living
healthier life styles and participation in sports and fitness activities is growing. This is
great news for Nike. The research reveals that sportswear is turning into a highly
popular style statement and fashion trend. Additionally, the report points out that the

Asia-Pacific region is expected to be the fastest growing region.

Market research firm Euromonitor International reports that sales of sportswear, which
includes items such as yoga pants and activewear, is growing faster than any other
apparel or footwear category. Specifically, both sports-inspired footwear and apparel is
growing at about 10 percent and 6 percent annually. Regarding the growth of
sportswear apparel and footwear across regions, emerging markets such as India and
Thailand are growing fastest, but even core markets such as the United States are also

producing significant sports-inspired growth.

A few new firms that Nike is monitoring in the sportswear industry include RYU
Apparel, Inc. (TSX: RYU.V) that produces urban athletic apparel. Founded in 2005,
RYU's financial results for the 6 months ended June 30, 2017 included revenues in the
second quarter of 2017 of $641,231, 113 percent higher than revenue of $300,773
during the same period in 2016. RYU continues to show a balanced ratio of apparel
sales between men and women at 46 percent and 54 percent, respectively. By reaching
an underserved gap in the industry for men, and developing the Beautiful Tough brand
positioning that's resonating with women, RYU currently derives 17 percent of revenue

from e-commerce with a target of reaching 30 percent by the end of 2018.

Nike is also monitoring Lululemon Athletica, Inc. (NASDAQ: LULU), an athletic
apparel company for yoga, running, and training. Lulu creates transformational
experiences for people to live happy, healthy, fun lives. Seemingly new companies arise
all across the globe each month, desiring a piece of Nike's market share, so Nike needs

a clear strategic plan moving forward.
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Do’s and Don'ts in Developing
Organizational Charts

7.7 Identify and discuss 15 do’s and don’ts in constructing organizational
charts.

Students analyzing strategic-management cases (and actual corporate executives) often
revise and improve a firm’s organizational structure. This section provides basic
guidelines and several dos and don'ts in regards to developing organizational charts,
especially for midsize to large firms. First of all, reserve the title CEO for the top
executive of the firm. Do not use the title president for the top person; use it for the
division top managers if there are divisions within the firm. Also, do not use the title
president for functional business executives. They should have the title chief, vice-
president, manager, or officer, such as “Chief Information Officer,” or “VP of Human
Resources.” Furthermore, do not recommend a dual title (such as CEO and president) for

just one executive.

Do not let a single individual be both chairman of the board and CEO of a company. Of
note, chairperson or chair is much better than chairman for the top board person’s title.
Corporate America is splitting the chair of the board and the CEO positions in publicly
held companies. This movement includes asking the New York Stock Exchange and
Nasdag to adopt listing rules that would require separate positions. About 50 percent of
companies in the S&P 500 stock index have separate positions, up from 22 percent in
2002. Many more European and Asian companies split the two positions. For example,
80 percent of British companies split the positions, and virtually all German and Dutch
companies split the positions. For the first time ever, the South Korean firm Samsung

Electronics separated the role and title of its Chair of the Board from its CEO in 2018.

Directly below the CEO, it is best to have a chief operating officer (COO) with any
division presidents reporting directly to the COO. On the same level as the COO and
also reporting to the CEO are functional business executives, such as a chief financial
officer (CFO), VP of human resources, a chief strategy officer (CSO), a chief
information officer (CIO), a chief marketing officer (CMO), a VP of R&D, a VP of legal
affairs, an investment relations officer, maintenance officer, and so on. Note in Figure 7-
610 that these positions are labeled and placed appropriately in a matrix structure,
which, as shown, generally include project managers rather than division presidents

reporting to a COO.

The COO position is increasingly being deleted in U.S. companies. Twitter recently
divided the duties of its COO among all managers. McDonald's, Tiffany & Co., and
Yahoo recently deleted their COO position. In fact, the percentage of large companies
in the United States with COOs has declined almost every year for a decade, to about
35 percent today. Healthcare and industrial companies are least likely to have a COO

today. An accounting firm, PricewaterhouseCoopers, suggests there are four reasons
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today. An accounting firm, PricewaterhouseCoopers, suggests there are four reasons
why companies are phasing out the COO position to: (1) flatten their structure, (2)
eliminate a layer of management, (3) reduce costs, and (4) expand the CEO's authority
and responsibility. Digital communications and even social media today enable a CEO
often to perform COO duties. Many companies now delegate the traditional duties of a
COO to the CEO o to other positions, such as the CFO or chief brand officer. Deleting
the COO position does increase the span of control of the CEO, spreading him or her

thinly, which is not a good idea for many companies.

In developing an organizational chart, avoid having a particular person reporting to
more than one person in the chain of command (except in a matrix structure). This
would violate the unity-of-command principle of management that “every employee
should have just one boss.” Also, do not have any functional positions such as CFO,
CIO, CSO, and human resource officer report to the COO. All these positions report
directly to the CEO.

In contrast to the COO position, the number of chief accounting officers (CAO) among
U.S. companies is increasing. CAOs now do much more than just manage the
company’s books and prepare financial statements. They stand up and debate strategic
issues related to how best to balance the balance sheet, when and how to recognize
revenue, and know how to report results using both U.S. and foreign standards (GAAP
vs. IFRS). CAOs are more commonly signing the company’s financial filings, making

them personally liable for any mistakes or improprieties—along with the CFO and CEO.

Garu Kabureck, former CAO at Xerox Corp. says: I think what happened over the last
15 years in the USA is that the accounting function started to separate from the
controller function.” In a firm, a controller is typically more focused on budgeting and
planning, whereas the CAO is responsible for the ins and outs of global bookkeeping.
The CAO also interacts closely with the board’s audit committee, as well as with

outside firms auditing the company.

A relatively new, but increasingly popular, top management position, is the Chief
Design Officer (CDO). Johnson & Johnson (J&J), for example, hired a CDO, Ernesto
Quinteros, to be a liaison between the CMO and R&D officer. The CDO position has
equal status with the CMO position at J&]J, PepsiCo, and Phillips Electronics NV
because “a product that is wonderfully designed sells itself, and has a huge benefit on
the marketing side,” said J&]'s Sandi Peterson, who created the CDO position at J&].

One never knows for sure if a proposed or actual structure is indeed most effective for a
particular firm. Declining financial performance signals a need for altering the
structure. Important guidelines to follow in devising organizational charts for

companies are provided in Table 7-1015.,

Table 7-10 {5 Guidelines for Developing an Organizational Chart
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lapie 7-1V 15 Guidelines for Developing an Organizational Chart

1. Instead of chairman of the board, make it chairperson of the board.
2. Make sure the board of directors reveals diversity in race, ethnicity, gender, and
age.
3. Make sure the chair of the board is not also the CEO or president of the
company.
4. Make sure the CEO of the firm does not also carry the title president.
5. Reserve the title president for the division heads of the firm.
6. Include a COO if divisions are large or geographically dispersed.
7. Make sure only presidents of divisions report to the COO.
8. Make sure functional executives such as CFO, CIO, CMO, CSO, R&D, CLO, CTO,
and HRM report to the CEO, not the COO.
9. Make sure every executive has one boss, so lines in the chart should be drawn
accordingly, assuring unity of command.
10. Make sure span of control is reasonable, probably no more than 10 persons
reporting to any other person.
11. Make sure diversity in race, ethnicity, gender, and age is well represented among
corporate executives.
12. Avoid a functional type structure for all but the smallest firms.
13. Decentralize, using some form of divisional structure, whenever possible.
14. Use a SBU type structure for large firms with more than 10 divisions.
15. Make sure executive titles match product names as best possible in division-by-

product and SBU-designated firms.

How to Depict an Organizational Chart

For whatever reason, companies rarely provide a diagram of their organizational chart,
neither in their Form 10K or on their corporate website. Therefore, students often
wrestle with actually drawing an existing chart and devising a new and improved
organizational chart. Nearly all companies provide, however, a list of their top
executives and associated titles. This “title” information can be used to develop existing

and proposed charts. Follow three simple steps to develop organizational charts:

Step 1. List executive positions by title and number. Numbering positions enables
numbers, rather than boxes or circles, to be used in a structure diagram to
reveal reporting relationships; it is just easier to use numbers.

Step 2. Using numbers to denote positions, devise your chart to show reporting
relationships, consistent with guidelines presented in this chapter.

Step 3. Draw lines connecting numbers to reveal reporting relationships. Be mindful
that a line connecting one number to another means that person reports to the

other; so do not connect, for example, a CFO to a CMO.
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Figure 7-5I0 and Figure 7-6/0 give an existing and improved organizational chart for
ABC Company, respectively. ABC Company’s example charts demonstrate how to
apply the three steps given. In devising any organizational chart, do not be concerned
with the names of executives because people come and go in a firm; positions stay
relatively constant. The only exception to this is if you see all white males as the firm’s
top executives then alleviate this diversity problem with your proposed chart, perhaps
by denoting names and titles as you number the positions. Also, do not be overly
concerned with the existing chart reporting relationships because those are usually
unknown to all but corporate insiders; your new and improved chart is of paramount
importance. Also, do not include the 20 or so lower and mid-level managers in a chart;
similarly, do not include the board of director members in a chart. It's not that lower
and mid-level managers and board members are not important because they are. It is
just that reporting relationships among the top executives in a firm reveals the (1) type
of structure and (2) chain of command. The firm must get those two aspects correct to

effectively implement any strategy.

Figure 7-5 ABC Company’s Existing (Not Good) Organizational Chart

E » CHART

ECUTIVES' TITLES THE

1. Chairman of the Board
2. CEO and President
3. VP of HRM

Figure 7-6  ABC Company’s Improved (Excellent) Organizational Chart

EXECUTIVES' TI THE PROPOSED CHART
1. Chiperson of the Bourd
2.Cl
3. Chief HRM Officer 2
4.CFO
5.CTO
6.CMO [ I I L
7. Chie Design Officer ] [ [ B B [
8. President of

SA
. Preident of Euope
10, Presiden o Ads

Figure 7-7I0) and Figure 7-8/5 give Winnebago Industries, Inc.’s actual and improved

organizational chart respectively, further illustrating how to apply the three steps.
Headquartered in Forest City, lowa, Winnebago manufactures and sells recreation
vehicles (RVs), including motor homes, travel trailers, and fifth wheel trailers under the
Winnebago brand name; component parts for other manufacturers; motorhome shells
for law enforcement command centers, mobile medical clinics, and mobile office space;
and commercial vehicles as bare shells to third parties. Winnebago sells products

primarily through independent dealers in the United States and Canada.
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primarily through independent dealers in the United States and Canada.

Figure 7-7 winnebago's Actual (Not Good) Organizational Chart

]
B e N @S E -

1. Michael Happe, President and CEQ
2. Ashis Bhattacharya. VP, Strategic Planning and Development
3. Donald Clark, Pres

5. Chris West, VP of Opera

nt, Grand Design RV; VP, Winnebago Industries
4.Jeff Kubacki, VP, Information Technology, Chief Information Officer

6. Bret Woodson, VP, Administration
7. Bryan Hughes, VP, CFO
8. Scot Folkers, VP, General Counsel and Secretary
9. Scott Degnan, VP, General Manager, Towables Business

10. Brian Hazelion, VP, General Manager, Motor Home Business

Figure 7-8 \innebago’s Improved (Excellent) Organizational Chart

o
N I B

1. Michael Happe, CEO

2. Ashis Bhattacharya, VP, Strategic Planning and Development

3. Donald Clark, COO

4. Jeff Kubacki, VP, Information Technology. Chief Information Officer 9. Scott Degnan, Presi

Chris W¢

st, VP of Operations

6. Bret Woodson, VP, Administration

7. Bryan Hughes, VP, CFO

8. Scott Folkers, VP, General Counsel and Secretary
nt of Towables

10. Brian Hazelton, President of Motor Homes

11. Jane Doe, President of Ancillary Products
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Case 20: Nike, Inc.—2018

www.nike.com, NKE

Headquartered in Beaverton, Oregon, Nike is a large sports apparel company providing
apparel to athletic clubs, universities, fitness-minded people, and many others. Most
products are designed for specific athletic activities, but many people wear the products
for casual purposes. In addition to apparel and shoes, Nike sells sports bags, eyewear,
watches, bats, gloves, and many other types of equipment. The firm also owns the
Hurley and Converse brands. Nike has always been famous for hiring star athletes to
market their brands; the company has three athletes, Michael Jordan, LeBron James,
and Cristiano Ronaldo, signed to life-time endorsement deals. Jordan, from 1993
through 2016, was paid over $475 million from Nike even though Jordan retired from
professional sports in 2003.

Nike has over 70,000 full-time employees, operates 384 U.S.-based stores and 758
international stores. Nike reported 2017 revenues and net income of about $34 billion
and $4 billion, respectively, both figures increasing nicely from the prior year.
However, for Nike's second quarter (Q2) of fiscal 2018, revenues for the Converse
division of Nike were $408 million, down 4 percent, due to faltering sales in North
America. Nike's net income for Q2 2018 decreased 9 percent to $767 million. For both
Q1 and Q2 of fiscal 2018, the company's footwear sales declined 5 percent and the
company’s equipment sales dropped 8 percent in North America. Thus, rival companies
are eating into Nike's financial performance in the United States. However, outside
North America, Nike is doing really well, growing both revenues and net income in

double digits.

For fiscal 2018, Nike's revenues rose 6 percent to $36.4 billion, up 4 percent. For fiscal
2018, NIKE Brand sales to wholesale customers increased 2 percent while NIKE Direct
revenues grew 12 percent to $10.4 billion, due primarily to a 25 percent increase in
digital commerce sales, the addition of new stores, and 4 percent growth in comparable
store sales. For fiscal 2018, Nike's revenues for Converse were $1.9 billion, down 11
percent, as growth in Asia was more than offset by declines primarily in North America.

For fiscal 2018, the company’s net income decreased 54 percent to $1.9 billion.

Nike needs a clear strategic plan going forward, especially to revitalize its businesses in

North America.

Copyright by Fred David Books LLC; written by Forest R. David.
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History

Bill Bowerman and Phil Knight founded Nike in 1964 as Blue Ribbon Sports and
changed the name to Nike in 1971. The name comes from the Greek goddess of victory
who was named Nike. Phil Knight was a University of Oregon track athlete and his
coach was Bill Bowerman. Nike went public in 1981. Nike originally manufactured
shoes in the United States but exited the U.S. manufacturing market in 1984. Nike's
trademarks such as “Just Do It” and the Swoosh logo are well known worldwide. Phil
Knights stepped down as chairman of Nike in 2016.

Over the years, Nike has acquired many companies, including Cole Haan in 1988,
Bauer Hockey in 1994, Hurley International in 2002, Converse in 2003, Umbro in 2008
—but then began divesting companies, including Bauer Hockey in 2008, Umbro in
2012, and Cole Haan in 2013.

Nike still today pays top athletes top dollar in many sports to use, promote, and
advertise their technology, design, trademarks, logo, and products. Nike's first
professional athlete endorser was Romanian tennis player Ilie Nastase, soon followed
by track star Steve Prefontaine. Michael Jordan signed on with Nike in 1984, followed

by numerous others such as Spike Lee and Mars Blackmon.
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520 Vision/Mission

Nike does not appear to have a formal vision statement. Nike’s mission (paraphrased)

is “to inspire and facilitate every athlete in the world to achieve greatness.”
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Internal Issues

Organizational Structure

Nike does not make its organizational chart public but likely a division-by-product or
division-by-region type structure would work well since the company reports revenues
and operating profits both by product (footwear, apparel, and equipment) and by
region (North America, Western Europe, China, and Japan). However, the existing

executive titles do not match well with either of these reportable segment scenarios.

Exhibit 1 nike's Top Executives and Organizational Chart

i
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1 Mark Parker, Chairman, President, and CEO of Nike, Inc. 7. Ann Miller, VP and Corporate Sccretary
2. Andy Campion, EVP, CFO 8. Nitesh Sharan, VP Investor Relations and Treasurer
3. Hilary Krane, EVP, Chicf Administrative Officer, and General Counsel 9. Chris Abston, VP Corporate Controller

. Monique Matheson, EVP Global HR 10.Jim Scholefiel, Chif Information Officer

5. John Slusher, EVP Gl s Marketing 1. Michacl Spillan wof s and Product
6. Eric Sprunk, Chier Oy cer 12. Trevor Edwards, President, Nike.

Source: Based on company documents.

Current Strategies

Nike has built an empire based on product development followed by heavy marketing.
Nike offers products in most major sports played worldwide and hires professional
athletes to market their products, even signing Michael Jordan, LeBron James, and
Cristiano Ronaldo to lifetime endorsement contracts. Nike has paid Jordan over $475
million in endorsements and the deals with James and Ronaldo are valued as much as
$1 billion. The $1 billion number may seem high, but estimates are Ronaldo’s social
media presence alone generated $475 million in value for Nike in 2016. Another study
concluded that Ronaldo generates around $175 million for his sponsors annually,
which is seven times what Stephen Curry, the second top-revenue generating athlete
for sponsors. Based on data in 2016, of the 15 top athlete endorsement deals, Nike
owns 11, with rival Adidas responsible for 3, and Li Nian accounting for one with their
relationship with Dwayne Wade. Nike also has deals with many professional teams

around the world to be the sole supplier of their uniforms.
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Nike uses social media heavily, especially with the NikePlus membership, which s free.
Nike offers two applications that include Nike Run Club and Nike Training Club used
on mobile devices and Apple Watch, whereby users can track their progress through
running or cross training programs. Nike has a partnership with Apple where the Nike
logo appears on select Apple watches. Nike benefits by tracking tons of data on
workouts from users across the world. In addition to using the apps for free, customers
earn Nike Fuel points whereby they can purchase items at discounts on Nike's website

and even purchase products not yet available to the public in stores.

Nike recently introduced the Air Tech Challenge, a strategy whereby the company
offers tennis shoes with synthetic leather, stabilizers, and better heel cushioning, all in
a lighter shoe. Two new running shoes developed by Nike are Free Flyknit and Free

Hyperteel. The firm also has a new pair of self-lacing shoes called the HyperAdapt 1.0.

Manufacturing

Nike produces 97 percent of its products through contractors in overseas markets, with
Vietnam, China, and Indonesia accounting for 44, 29, and 21 percent, respectively. In
total, 127 footwear factories in 15 different nations supply Nike, with no single factory
responsible for more than 8 percent of total footwear sales. Nike is supplied by over
369 apparel factories in 37 different countries, with the largest supplier accounting for
13 percent of revenues. Like shoe production, virtually all Nike apparel is manufactured
outside the United States with China, Vietnam, and Thailand as the three largest

suppliers of apparel.

With the Trump administration’s incentives to reshore manufacturing back to the
United States, Nike has announced plans to build additional manufacturing plants in
America. Presently, the company has 8 manufacturing facilities in the United States,
accounting for about 8 percent of the company's total manufacturing output. Nike is
very transparent about its manufacturing of footwear, apparel, and equipment. Simply
click on the website http://manufacturingmap.nikeinc.com/# to see the company’s

manufacturing facilities worldwide by country.

Finance

Nike's fiscal year ends on June 30. Nike had an excellent fiscal 2017 with revenues up 6
percent and net income up nearly 13 percent as indicated in Exhibit 2. However,
Nike received a tax benefit in 2017 or either reduced a tax burden from 2016, helping to
partially explain the larger jump in net income than in revenues. Nike's overseas
revenues and profits are increasing nicely, but its North American financial results

revealed in the company’s segment data are problematic.
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Exhibit 2 Nike’s Income Statements (in millions USD)

Income Statement 5/31/16 5/31/17 Percent Change
Revenues $32.376 $34,350 * 6.10%
Cost of Goods Sold 17.405 19.038 2 9.38%
Gross Profit 14971 15312 i 2.28%
Operating Expenses 10,469 10563 * 0.90%
EBIT 4,502 4,749 «* 5.49%
Interest Expense. 19 59 * 210.53%
EBT 4483 4,690 «* 4.62%
Tax 863 646 A —25.14%
Non-Recurring Events 140 196 i 40.00%
Net Income 3,760 4,240 4« 12.77%

Source: Based on 2017 Annual Report and other company data.

Exhibit 310 reveals a strong balance sheet for Nike with relatively little goodwill or
intangibles and a current ratio around 3.0. Despite increasing net income by $500
million in fiscal 2017 to $4.2 billion, notice on Exhibit 3= that Nike's retained earnings
dropped 4 percent in 2017, explained partly through $1.1 billion in dividend payments,
but also by an anomaly called “deferred compensation” revealed on the company's cash
flow statement. It is very unusual for any company to have some amount of net income,
pay less in dividends than that net income, and then have its retained earnings to

decrease on the balance sheet.




