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Agenda

• Nike Overview

• Valuation Framework Review
• Revenue Growth

• Profitability

• Investment Spending

• Medium-Term Growth

• Interlude: Morningstar Profit Argument

• Q&A
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Nike Overview
What kind of company is Nike?
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Nike by the Numbers
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Nike by the Numbers
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Nike by the Numbers
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Buy : Sell Ratio

18 : 1
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Valuation Framework
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Revenue Growth

Worst Case Best Case

Profit Margin (OCP)

Cash Flow Growth

Investments % Profit

Intrinsic Value Range

Medium-Term

Short-Term

6% / year 9% / year

9% 11%

24%

8% / year 10% / year

$35 / share $53 / share

$43 / share

$51 / share

Average of all Scenarios

Recent Market Price
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Revenue Analysis
Roughly 300 million “shoe equivalents” sold in FY 2017
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Valuation Framework
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Revenue Growth

Worst Case Best Case

Profit Margin (OCP)

Cash Flow Growth

Investments % Profit

Intrinsic Value Range

Medium-Term

Short-Term

6% / year 9% / year
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Framework’s Forecasts
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• 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.

• Currency Adjustments made a 
big difference in 2016-2017.
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Framework’s Forecasts
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• 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.

• Currency Adjustments made a 
big difference in 2016-2017.
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Currency Adjustments
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• Use 2008 reported revenues as 
base.

• Increase base each year by 
currency-adjusted percentage.

• Compare reported 2017 
revenues to theoretical currency 
adjusted 2017 revenues.
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Currency Adjustments
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• Use 2008 reported revenues as 
base.

• Increase base each year by 
currency-adjusted percentage.

• Compare reported 2017 
revenues to theoretical currency 
adjusted 2017 revenues.
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Framework’s Forecasts

(c) 2017, Framework Investing 15

• Best-Case CAGR: 9.3%

• Worst-Case CAGR: 6.1%

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

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

• Global sportswear and 
equipment market growing at 
4% per year.
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Profit Analysis
Deceptively steady
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Valuation Framework
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Revenue Growth

Worst Case Best Case

Profit Margin (OCP)

Cash Flow Growth

Investments % Profit

Intrinsic Value Range

Medium-Term

Short-Term

6% / year 9% / year

9% 11%
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Framework’s Forecasts
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Profit Dynamics

(c) 2017, Framework Investing 19

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

• Two notable spikes in 2010 and 
2015.
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Profit Dynamics
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• Five-year average margin is 
very stable between 9%-10%.

• Two notable spikes in 2010 and 
2015.
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Profit Dynamics
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• Five-year average margin is 
very stable between 9%-10%.

• Two notable spikes in 2010 and 
2015.

Depressed by 

restructuring charges
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Profit Dynamics
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• 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
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Profit Dynamics
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• 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%
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Profit Dynamics
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• 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%

Improved working 

capital management??

https://frameworkinvesting.com/


Profit Dynamics
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• 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%

We think the OCP increases 

mainly have to do with Nike 

jettisoning these non-core 

brands in FY 2013
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Morningstar’s Profit Argument
Is Nike on the verge of an enormous margin expansion?
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Morningstar is Bullish

(c) 2017, Framework Investing 27

• FVE = $66 / share

• “Buy” rating now, “Strong Buy” 
at $46

• Wide “Moat”

• “Exemplary” Stewardship

https://frameworkinvesting.com/


Morningstar is Bullish

(c) 2017, Framework Investing 28

• FVE = $66 / share

• “Buy” rating now, “Strong Buy” 
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
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Nike’s Historical EBIT Margin

(c) 2017, Framework Investing 29

• 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

33% improvement
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Nike’s DTC Channel

(c) 2017, Framework Investing 30

• Nike splits out DTC and Wholesale 
revenues starting in 2012

• During this time, DTC revenues triple 
while Wholesale revenues increase by 
25%

• What do margins do?

• It’s hard to find structural improvement 
in the EBIT margin graph
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Chinese Influence
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• Chinese operating profit margins are 
MUCH higher than the firm average

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

• If China continues to grow quickly and 
convert revenues to profits as 
efficiently as it has, Nike’s profit 
margin will rise naturally
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Chinese Influence

(c) 2017, Framework Investing 32

• (Apologies for the graph…)

• “Global Brands” is Nike’s centralized 
marketing segment

• China (green) and Emerging Markets 
(light orange) are growing quickly, but 
much of this growth is offset by 
increasingly large expenditures for 
Global Brands (red)
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Chinese Influence
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• Splitting out only China, Emerging 
Markets, and Global Brands, we see 
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
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Framework’s Forecasts

(c) 2017, Framework Investing 34

• Best-Case Margin: 11%

• Worst-Case Margin: 9%

• Increasing margin from DTC 
channel argument looks 
tenuous

• Nike’s Chinese business is 
profitable, but does this really 
contribute to significant margin 
expansion?

• Our model builds in 250 basis 
points of margin expansion from 
2017 and >100 basis points 
greater than historical
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Investment Spending
Not much to say about this

(c) 2017, Framework Investing 35

https://frameworkinvesting.com/


Valuation Framework
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Revenue Growth

Worst Case Best Case

Profit Margin (OCP)

Cash Flow Growth

Investments % Profit

Intrinsic Value Range

Medium-Term

Short-Term

6% / year 9% / year

9% 11%

24%
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Framework’s Forecasts

(c) 2017, Framework Investing 37

• Over the last 10 years, the 
company has spent 24% of its 
profits on investments – no 
reason to think this will change

• Note the importance of Anti-
dilutive stock buybacks (lower 
graph, green sections)

• Note also the pick up in capex 
in excess of maintenance as the 
DTC business expands
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Medium-Term Cash Flow Growth
Remember, Nike is a “growth company.”
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Valuation Framework
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Revenue Growth

Worst Case Best Case

Profit Margin (OCP)

Cash Flow Growth

Investments % Profit

Intrinsic Value Range

Medium-Term

Short-Term

6% / year 9% / year

9% 11%

24%

8% / year 10% / year
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Historical Assessment

(c) 2017, Framework Investing 40

• Clearly, Nike has consistently 
created a lot of value for owners

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

• 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
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Valuation
Pulling the cash flow pieces together and discounting at a 10% rate.
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Valuation Framework
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Revenue Growth

Worst Case Best Case

Profit Margin (OCP)

Cash Flow Growth

Investments % Profit

Intrinsic Value Range

Medium-Term

Short-Term

6% / year 9% / year

9% 11%

24%

8% / year 10% / year

$35 / share $53 / share

$43 / share

$51 / share

Average of all Scenarios

Recent Market Price
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Visual Valuation

(c) 2017, Framework Investing 43

• The firm looks overvalued, or at 
least priced for perfection now
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Visual Valuation
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• 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 
“toppy”
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Thank You
Q&A Session
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