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Nike Overview

What kind of company is Nike?
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Nike by the Numbers H investing

NIkE (NKE] Add to Watchlists Create an Alet  Motes (0)
51.50 ¥ -0.02 -0.04% NySE Oct10,12:11 Delayed 2m USD

Quote = Fundamental Chart Technicals Key Stats Financials Data Estimates MNews Events Y-Ratings Performance Valuation Multichart

NKE Price Chart View Full Chart
1d &d 1m 3m 6m YTD 1y 5y 10y Max 65.00
(il
45.00
35.00
2500
2013 2014 2015 2016 2017
NKE Key Stats View All Key Stats
Income Statement Price and Valuation
Revenue (TTM) 34.36B »4  Market Cap 84.02B v
Revenue (Quarterly YoY Growth) 0.10% = 52 Week High (Daily) 6053 o
EPS Diluted (TTM) 235 # 52 Week Low (Daily) 49.01 &
EPS Diluted (Quarterly Yo Growth) -21.92% 1 PS5 Ratio (TTM) 2524 o
Met Income (TTM) 3.9418 =~ PE Ratio (TTM) 21.91
Profitability Price to Book Value 7.006 &
Gross Profit Margin (Quarterly) 43.68% ~+  Other
Profit Margin (Quarterly) 10.47% = Beta (5Y) 0.6146 =
Dividend Debt to Equity Ratio (Quarterly) 0.318 o
Dividend Yield (Forward) 1.40% Free Cash Flow (Quarterly) 560.00M &
Dividend Yield (TTM} 1.40% = Return on Equity (TTM) 31.98% &

(c) 2017, Framework Investing 5


https://frameworkinvesting.com/

FRAMEWORK
EI Investing

Nike by the Numbers

& Not|

Aricle Talk Read View source View history

WIKEDIA Nike, Inc.

The Free E lopedi

1e Tree LNcytiopedia From Wikipedia, the free encyclopedia
Main page This article is about the sportswear and apparel company. For other uses of the name "Nike", see Nike (disambiguation).
Contents

Featured content | 7T T AT T s R

T e development, manufacturing, and worldwide marketing and sales of footwear, apparel, equipment, accessories, and

Random article services. The company is headquartered near Beaverton, Oregon, in the Portland metropolitan area. It is the world's largest
Donate to Wikipedia supplier of athletic shoes and apparel™ and a major manufacturer of sports equipment, with revenue in excess of

Wikipedia store US$24.1 billion in its fiscal year 2012 (ending May 31, 2012). As of 2012, it employed more than 44,000 people worldwide. In
Interaction 2014 the brand alone was valued at $19 billion, making it the most valuable brand among sports businesses.™ As of 2017,
. the Nike brand is valued at $29.6 billion "
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Nike by the Numbers

NKE Analyst Coverage

Consensus Recommendations

Buy Recommendations 14 =
Outperform Recommendations 8 o
Hold Recommendations 14
Underperform Recommendations 1 e
Sell Recommendations 1
Consensus Recommendation 2132 o

Target Price
Price 51.50 &
Price Target 58.82 v

Buy : Sell Ratio
18:1

(c) 2017, Framework Investing 7
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Valuation Framework

Worst Case Best Case

l Revenue Growth 6% / year 9% / year
Short-Term Profit Margin (OCP) 9% 11%
Investments % Profit 24%
Medium-Term Cash Flow Growth 8% / year 10% / year

Intrinsic Value Range  $35/share  $53/ share

Average of all Scenarios $43 / share
Recent Market Price $51 / share

(c) 2017, Framework Investing 8
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Revenue Analysis

Roughly 300 million “shoe equivalents” sold in FY 2017

(c) 2017, Framework Investing 9
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Valuation Framework

Worst Case Best Case

Revenue Growth 6% / year 9% / year

Short-Term Profit Margin (OCP)

Investments % Profit

Medium-Term Cash Flow Growth

Intrinsic Value Range

(c) 2017, Framework Investing 10
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) .
Framework's Forecasts Investing
Revenue History and Scenarios e Best-Case CAGR: 9.3%
mmmm Historical Revenues (LHS) mm Best Case Revenues (LHS)
Worst Case Revenues (LHS) ~ ——Percent Revenue Change (RHS) y WOfSt-Case CAGR 61%
- - -Best Case Pct Change (RHS) -+ Worst Case Pct Change (RHS) o Used analyst eStim ates for
60,000 18% )
 current fiscal year, then 10%
50,000 % and 7% going forward.
12%
40,000 L .1 v ° Global sportswear and
30,000 LR b g%  equipment market growing at
S 6% 0
20,000 o 4% per year.
10,000 2% * Currency Adjustments made a
02// big difference in 2016-2017.
PP S T s s N S R P S
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Framework’s Forecasts

Nike's "Super-Regional" 3-year Rolling Revenue Growth Rates
(Revenue Share figures exclude Converse and Corporate)

= Developed (65% Revenue Share) ===Developing (17% Revenue Share) ===Emerging (12% Revenue Share)

China, Eastern Europe

US, Western Europe, Japan

e

2012

2013

2014

2015

\/
"Emerging Markets"

2016 2017
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e Best-Case CAGR: 9.3%
 Worst-Case CAGR: 6.1%

« Used analyst estimates for
current fiscal year, then 10%
and 7% going forward.

* Global sportswear and
equipment market growing at
4% per year.

e Currency Adjustments made a
big difference in 2016-2017.

12
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Currency Adjustments Investing
Reported vs Currency-Adjusted 2017 Revenues e Use 2008 reported revenues as
(2008 Base Year)
m Reported Revenues ~ m Currency-Adjusted Revenues base )
16,000  Increase base each year by
14,000 currency-adjusted percentage.
12,000 « Compare reported 2017
10,000 revenues to theoretical currency
8,000 adjusted 2017 revenues.
6,000
4,000 I
2,000
_ II II 1 I 1
N. America  Europe Central Greater Japan Global ~ Converse /

Europe China Brands Other

(c) 2017, Framework Investing 13
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Currency Adjustments Investing
Nike Reven.uegl
(CAGR, USD Valse n millons « Use 2008 reported revenues as
m Reported Revenues ~ m Currency-Adjusted Revenues b ase
45,000 .
9.3%, 41,391
40,000  Increase base each year by
35,000 7.0% 34,275 currency-adjusted percentage.
30,000 « Compare reported 2017
25,000 revenues to theoretical currency
20,000 adjusted 2017 revenues.
15,000
10,000
5,000

2017 (2008 base)

(c) 2017, Framework Investing 14
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) .
Framework's Forecasts Investing
Revenue History and Scenarios e Best-Case CAGR: 9.3%
mmmm Historical Revenues (LHS) mm Best Case Revenues (LHS)
Worst Case Revenues (LHS) ~ ——Percent Revenue Change (RHS) y Worst-Case CAGR 61%
- - -Best Case Pct Change (RHS) -+ Worst Case Pct Change (RHS) ° Used analySt eStim ates for
60,000 18% .
 current fiscal year, then 10%
50,000 % and 7% going forward.
12% .
40,000 _L__L_1 . ° Currency Adjustments made a
30,000 LR b g%  big difference in 2016-2017.
=71 F 6%
20,000 w» * Global sportswear and
10,000 2% equipment market growing at
02// 4% per year.
PP S T s s N S R P S
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Profit Analysis

Deceptively steady

(c) 2017, Framework Investing 16
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Valuation Framework

Worst Case Best Case

Short-Term Profit Margin (OCP)

Investments % Profit

Medium-Term Cash Flow Growth

Intrinsic Value Range

(c) 2017, Framework Investing 17
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Framework’s Forecasts

Owners' Cash Profit History and Scenarios

mmmm Historical OCP (LHS) mm Best Case OCP (LHS) Worst Case OCP (LHS)
——OCP Margin (RHS) - - -Best Case OCP Margin (RHS) - Worst Case OCP Margin (RHS)
7,000 16%

6,000 14%

0
5,000 12%

10%

4,000 FoSSULNE. W - —
8%
3,000
6%
2,000 4%
; 0%

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
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Profit Dynamics

Owners' Cash Profit History

mmm Historical OCP (LHS) ——OCP Margin (RHS) ——5-Year Average OCP Margin * Flve-year average margln IS

4500 e very stable between 9%-10%.
4,000 4% * Two notable spikes in 2010 and
3,500 oy 20105.

3,000
10%

2 500
8%

2,000
6%

1500
1.000 4%
50 2%
i 0%

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

o
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Profit Dynamics

NIKE, Inc. Consolidated Statements of Cash Flows

Year Ended May 31,

(in millions) 2018 2015
Cash provided by operations:
Met income 3 3760 8§ 3273 % 2,683
Income charges [credits) not affecting cash:
Depraciation G49 B06 518
Deferred income taxes (20 (113} (11}
Stock-based compensation 236 181 177
Amartization and other 13 43 G3
Met foreign currency adjustments 23 424 felsd
Changes in certain working capital components and other assets and liabilities:
Decreass (increase) in accounts receivable G0 (218) (298}
{Incraase) in inventories (580) (B21) (505}
{Imcrease) in prepaid expenses and other current assets {181) [144) {210)
{Decrease) incresse in accounts payable, sccrued lizbilities and income taxes
payable (829) 1.237 525

Cash provided by operations

(c) 2017, Framework Investing
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* Five-year average margin is
very stable between 9%-10%.

* Two notable spikes in 2010 and

2015.

20
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Profit Dynamics

NIKE, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS Depressed by ’ F Ive-year ave rag e m arg I n IS

restructuring charges

Yar Ended iy 3, very stable between 9%-10%.
2011 2010
(In millions) . .
Income charges (eredits) not affecting cash:
Depreciation 335 324 335 2 O 1 5 .
Deferred income taxes (76) 8 (294
Stock-based compensation (Note 11) 105 139 171
Impairment of goodwill, intangibles and other azsets (Note 4) — — 401
Amortization and other 23 72 48
Changes in certain working capital components and other assets and
liabilities excluding the impact of acquisition and divestitures:
{Increase) decrease in accounts receivable (273 182 (238)
{Increase) decrease in inventories (351) 285 32
(Increase) decrease in prepaid expenses and other current assets (35) (70 14
Increase (decrease) in accounts payable, accrued liabilities and
income taxes payable 151 297 (2207}

Cash provided by operations

(c) 2017, Framework Investing 21
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Profit Dynamics Ed tvesting
Owners' Cash Profit History

mmm Historical OCP (LHS) ——OCP Margin (RHS) ——5-Year Average OCP Margin * Flve-year average margln IS

4500 e Very stable between 9%-10%.
4,000 4% ¢ Two notable spikes in 2010 and
3,500 oy 20105.

3,000 0% * Profits show a step-function up

2,500

8%

2,000
6%

1,500
1.000 4%
50 29%
] 0%

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

in 2013

o

(c) 2017, Framework Investing 22


https://frameworkinvesting.com/

FJ FRAMEWORK

Profit Dynamics Investing
Nike Operational Leverage ° Five-year average margin 1S
m Aggregate Revenues  ® Aggregate OCP Vel’y Stable between 9%'10%
100,000 « Two notable spikes in 2010 and
140,000 2015.
120,000 * Profits show a step-function up
100,000 in 2013
80,000 « Aggregate revenues grew 50%
° I 0

50,000 Aggregate profits grew 65%
40,000
20,000

2008-2012 2013-2017

(c) 2017, Framework Investing 23
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Profit Dynamics

NIKE, Inc. Consolidated Statements of Cash Flows o Five-year average margin IS

very stable between 9%-10%.
* Two notable spikes in 2010 and

Year Ended May 31,
{tn million=) 2013 2012 2011

Cash provided by operations:

2015.

Met income k] 2485 % 2223 § 2,133
Income charges (credits) not affecting cash:

A e ™ = |« Profits show a step-function up
e crperor o in 2013
ersam e et 124 - - « Aggregate revenues grew 50%

Changes in certain working capital components and other assets and liabilities: .
Decrease (increase) in accounts receivable ) Ag g reg ate p rOfItS g reW 65%

[Ingrease] in inventories

[Increase) in prepaid expenses and other current assets

Improved working
apital management??

Increase in accounts payable, accrued liabilities and income taxes payshble

Cash provided by operations

(c) 2017, Framework Investing 24
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Profit Dynamics

MAY 31,2012

NIKE, INC. TO DIVEST OF COLE HAAN AND UMBRO

NIKE, Inc. to focus on accelerating growth through Nike and complementary sport brands.

* Five-year average margin is
very stable between 9%-10%.

* Two notable spikes in 2010 and
2015.

 Profits show a step-function up
in 2013
» Aggregate revenues grew 50%
« Aggregate profits grew 65%

“Divesting of Umbro and Cole Haan will allow us to focus our resources on the highest-potential

opportunities for NIKE, Inc. to continue to drive sustainable, profitable growth for our shareholders.”

Cole Haan, which specializes in casual and dress leather footwear and bags, was acquired by NIKE, Inc. in
1988. The company is based in New York. Umbro is a football (soccer) specialist brand based in
Manchester, UK, acquired by NIKE, Inc. in 2008. The process of divesting of these two businesses will
begin immediately, and is expected to be complete by the end of NIKE, Inc.’s fiscal 2013 (May 31, 2013).

We think the OCP increases
mainly have to do with Nike

jettisoning these non-core
brands in FY 2013

(c) 2017, Framework Investing 25
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Morningstar’'s Profit Argument

Is Nike on the verge of an enormous margin expansion?

(c) 2017, Framework Investing 26
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Morningstar is Bullish

Nike Inc B K& Sk 0ct 06, 2017 e FVE = $66 / share
Show Full Chart > Market Closed m Key Ratios | Shart Interest | News ::Z' ) “Buy” rating nOW, “Strong Buy”
LVILYR Y0.90 | 1.72% Bid/Size Ask/Size Day Range Volume / Avg
5149x10  51.50x9 51.37 - 4.9 Mil /8.4 at $46
5345 51.82 il
- 13 7
: Year Range Dividend Yield  Market Cap Investment ° Wld e Moat
Previous C R . 19.01 - 1.37% 83.8927 Bil gﬂt;'fi
60.53 arge 1] ” .
A, & lend « “Exemplary” Stewardship
e » - Price/Sales Price/Earnings  Consensus Price/Book
USD | New York Stock Exchange 258 20.88 Forward P/E £.89
Prices updated as of Oct 10, 2017, 3:57 PM EST | BATS BZX Real-Time Price 22.94
Morningstar's Analysis . Competitors | Bulls Say/Bears Say )
Assessment Fair Value 5-5tar Price 1-Star Price Economic Moat Stewardship
Oct 08, 2017 Sep 08, 2017 Oct 08, 2017 Dct 08, 2017 Oct 08, 2017 Oct 08, 2017
Undervalued  66.00 Under46.20  Over 89.10 Wide Exemplary
21% Discount Uncertainty: Medium Trend: Stable

Currency in USD

(c) 2017, Framework Investing 27
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Morningstar Is Bullish Investing
Valuation by Michael Wong Updated Sep 27, 2017 R FVE — $66 / Share

After reviewing fiscal 2018 first-quarter results, we are maintaining our $66 fair value

estimate, as the time value of money offsets slightly revised near-term assumptions (we ° “Buy” rating now, “Strong Buy”

lowered our fiscal 2018 gross margin forecast 20 basis points to 44.0% to incorporate
North American promotions). Despite near-term pressures, we expect profitability
improvement resulting from the firm's efforts to build out its direct-to-consumer network
will lead to operating margins to 18% by fiscal 2027, up from less than 14% in fiscal
2017, Qur fair value estimate implies a forward fiscal 2018 price/earnings ratio of 28 and
an enterprise value/EBITDA ratio of 19 times.

at $46
Wide “Moat”
“‘Exemplary” Stewardship

Bullish valuation based upon the firm’s ability to
expand operating margins by 453 basis points
versus the trailing twelve-month value

(c) 2017, Framework Investing 28
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Nike’s Historical EBIT Margin

Nike EBIT Margin (TTM)

33% improvement

y

J\-\ ~ "\
|74

Source:

1995

2000

2005

2010 2015

Oct 09 2017, 5:05PM EDT. Powere a0y YCHARTS

19.00%

17.00%

15.00%

I13.47%

RRRITE

11.00%

9.00%

7.00%

5.00%

(c) 2017, Framework Investing
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If we look back at Nike's profit
historically, the only time the firm has
been able to achieve 18% margins is
In 1990

This profit increase would imply a 33%
Improvement over the trailing twelve-
month period

This might be possible, but as a base-
case assumption, it seems...
aggressive

Morningstar’s analyst believes this is
possible as Nike's Direct-to-Consumer
(DTC) business increases revenue
share

29
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Nike's DTC Channel Investing
Nike's Revenues by Channel
= Wholesale = DTC * Nike splits out DTC and Wholesale
40,000 revenues starting in 2012

35,000

During this time, DTC revenues triple

30,000

25,000 . .

20,000 while Wholesale revenues increase by
15,000 25%

10,000 _

5,000 What do margins do?

2012 2013 2014 2015 2016 2017 * It's hard to find structural improvement
Nike EBIT Margin (TTM) In the EBIT margin graph

145
14.0

135 \\ w e
13.0 \J Average = 13-4% N

125

12.0

11.5

11.0
8/1/2011 8/1/2012 8/1/2013 8/1/2014 8/1/2015 8/1/2016
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Average EBIT Margin (2009-2017)
40% « Chinese operating profit margins are
MUCH higher than the firm average

35%

« China’s average annual revenue
growth rate of 12% is about 20%
brisker than North America’s

30%

25%
 |f China continues to grow quickly and

20 convert revenues to profits as

- efficiently as it has, Nike's profit
margin will rise naturally

10%

5%

0%

N America Europe Central Europe ~ Greater China Japan Emerging  Converse / Other
Markets

(c) 2017, Framework Investing 31


https://frameworkinvesting.com/

. EI FRAMEWORK
Chinese Influence Investing
Nike Operating Profit Share by Geography _
m N America m Europe = Central Europe  m Greater China  ® Japan ¢ (ApOIOgleS fOI’ the graph .- )
Emerging Markets m Global Brands ~ m Converse / Other = Corporate ° “Global Brands” is Nike’s centralized
10,000 marketing segment
o0% == || |- China(green) and Emerging Markets
6,000 — B (light orange) are growing quickly, but
4000 . == ™ much of this growth is offset by
’ L | ] Increasingly large expenditures for
2,000 I I I Global Brands (red)
(2,000)
(4,000)
(6,000)

2009 2010 2011 2012 2013 2014 2015 2016 2017
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Chinese Influence Investing
Profit Contribution 2009 vs. 2017 * Splitting out only China, Emerging
mmm China === Emerging Markets = Global Brands ~——Net Markets, and GIObaI Brands; we see
3,000 the enormous growth in all three

* While we cannot ascribe the entire
increase of Global Brands’ costs to
China and EM, it's notable that the net
of these three segments went from
+$128mm to -$354mm from 2009 to
2017

» Moral of the Story: “Brand value”
doesn’t come cheap

2,000

1,000

2009 2017

(1,000)

(2,000)

(3,000)

(c) 2017, Framework Investing 33
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Framework’s Forecasts

Owners' Cash Profit History and Scenarios

» Best-Case Margin: 11%

mmmm Historical OCP (LHS) mmm Best Case OCP (LHS)
Worst Case OCP (LHS) —— OCP Margin (RHS) ° Worst_Case Margln 9%
- — -Best Case OCP Margin (RHS) -+ Worst Case OCP Margin (RHS) _ _
7,000 6% * Increasing margin from DTC
6,000 %  channel argument looks
s00 /. /N L 12% tenuous
4,000 A T . . "« Nike’s Chinese business is
3000 Z/ profitable, but does this really
2000 4;’ contribute to significant margin
0 - ?
1 000 I I I I | . ~ Xpansion’
_ 0% * Our model builds in 250 basis
I I R I I R T U g points of margin expansion from

2017 and >100 basis points
greater than historical

(c) 2017, Framework Investing 34
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Investment Spending

Not much to say about this

(c) 2017, Framework Investing 35
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Valuation Framework

Worst Case Best Case

Short-Term

Investments % Profit 24%

Medium-Term Cash Flow Growth

Intrinsic Value Range

(c) 2017, Framework Investing 36
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Framework’s Forecasts

Expansionary Cash Flow versus Owners' Cash Profits

4,500 ' :
4,000 Owners' Cash Profits I

Expansionary Cash Flow m— ° OVGI’ the |aSt 10 yeaI’S, the
3,500 .
3000 company has spent 24% of its
00 profits on investments — no
reason to think this will change

1,500
1,000
500 . .
* Note the importance of Anti-
(500) . .
(1,000 dilutive stock buybacks (lower
2008 2009 2010 201 2012 2013 2014 2015 2016 2017 .
graph, green sections)

Expansionary Cash Flow Breakdown

m Capex in Excess of Maintenance m Cash Acquisition Costs m Anti-dilutive Stock Buybacks ) Note aISO the p|Ck up |n Capex
0  [n-/ Out-Flows from JVs, etc. ~ m Cash Inflow from Asset Sales ~ ® Capital Lease Payments |n excess o f maln tenance as the
1,000 DTC business expands
5°°J-l-l|l||l
(500)
(1,000)

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
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Medium-Term Cash Flow Growth

Remember, Nike is a “growth company.”

(c) 2017, Framework Investing 38
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Valuation Framework

Worst Case Best Case

Short-Term

Medium-Term Cash Flow Growth 8% / year 10% / year

Intrinsic Value Range

(c) 2017, Framework Investing 39
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Historical Assessment Investing
Historical Investment Efficacy
mmmm NKE Actual OCP ($, LHS) s NKE OCP if GDP-Growth ($, LHS) . .
— — =NKE - GDP Growth Difference (YoY, %, RHS) —— NKE - GDP Growth Difference (3Y, %, RHS) ¢ C I ear|y1 N I ke h as Co nSISte ntly
5,000 150% created a lot of value for owners
4,000 100%

« 2009-2010 highlights Nike’s
sensitivity to consumer
discretionary spending

3,000 50%

2,000 0%
1,000 -50%
1w00% » \We want to give Nike the benefit of

the doubt

« At the same time, it is a large
company in a competitive field that
IS driven by celebrity and fashion

* Our 8% / 10% forecast is
mathematically possible and
suggests some margin expansion

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
Nike (NKE) Rolling Cumulative Excess Profits

2008 2009 2010 2011 2012

(c) 2017, Framework Investing 40
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Valuation

Pulling the cash flow pieces together and discounting at a 10% rate.

(c) 2017, Framework Investing 41
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Valuation Framework

Worst Case Best Case

Short-Term

Medium-Term

Intrinsic Value Range  $35/share  $53/ share

Average of all Scenarios $43 / share
Recent Market Price $51 / share

(c) 2017, Framework Investing 42
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Visual Valuation

* The firm looks overvalued, or at
least priced for perfection now

NKE

(c) 2017, Framework Investing 43
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Visual Valuation

 The firm looks overvalued, or at

least priced for perfection now

« Even assuming the medium-
term cash flow growth period
will last for 10, rather than 5
years, the stock still looks

“to p py”

NKE

(c) 2017, Framework Investing a4
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Thank You

Q&A Session
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