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1 Introduction 

The present sports products, like footwear, apparel and equipment, tend to be increasingly 

prevalent in a substantial number of countries, especially attracting a wide range of youth. 

Therefore, this thesis will bring us to enter the world of the most competitive sports leading 

supplier, definitely not unfamiliar with the most of consumers, which is called Nike.  

 

With the consistent enhancement of innovation and the sense of belonging to brand loyalty, 

“Nike” has thoroughly embedded into the psyche of people all over the world.  However, as 

such the globally largest sports products suppliers, it is necessary to acknowledge its financial 

and operating performance in the past of few years, which should be rationally examined by a 

series of financial approaches. 

 

The main objective of thesis is to introduce these useful approaches, such as common-size 

analysis, a series of financial ratios, DuPont Analysis, and analyze financial statements in 

various views to disclose financial performance of Nike during 2008 and 2013.  

    

In chapter two, the prominent content will be concerned the simple introduction of these 

financial analysis methodologies, based on quantitative financial data and then compare to 

several main competitors in the industry, measuring financial positions in the respect. Certainly, 

the detailed and practical application of Nike will be presented in the chapter four.  

 

Additionally, the study of chapter three mainly attempts to particularly introduce 

characterization of Nike in terms of its history, current situation and enable us to conduct a 

comparative analysis among strong peers like Adidas and Puma and overview of financial 

performance in various regions on a worldwide basis. Especially, this thesis will discuss 

operating performance in China.  

 

More equally important, the prominent chapter four will be involved in evaluating the efficiency 

and the ability of managing expense with financial analysis. To deal with Nike’s significant 

changes of financial statements during 2008 and 2013, common-size analysis is a wise choice 

and usually enables to be divided into vertical common size analysis and horizontal common- 

size. However, if needed to explain the relationships between financial accounts and financial 
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conditions from one point in time to another, common ratio categories, in terms of liquidity 

ratio, activity ratio, solvency ratio and profitability ratio, are readily accessible to compare 

financial data. Another attention should be paid is of whether and what methods is the most 

appropriate to choose from to face such changeable financial problems in some unfavorable 

periods.  Maybe, according to the former results, we can deal with it through calculating ROE, 

which can be directly evaluated which aspects of performance affected the company’s 

profitability. In addition, it is so difficult to judge which area causes positive and negative 

tendency of ROE depends only on one graph that the last part will focus on the ranks of 

individual proportion during recent several years. 

 

Last, having a deeper acknowledge of Nike’s financial conditions based on a large amount of 

specific and data, we will gain a conclusion about this company’s previous and present, also 

predicting and suggesting its future prospection in the industry. 
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2 Description of the Financial Analysis Methodology 

In order to formulate an assessment of the Nike’s previous and present financial performance and 

make a potential decision for the future, this chapter will discuss a structured approach that 

standardizes financial information and then compared to the industry as well as economic-wide 

measures of financial position. As demonstrated in this chapter, an immense amount of 

quantitative financial data is the starting points for financial analysis. And these financial 

statements are supposed to be balance sheet, income statement and statement of cash flows. 

 

After selecting, evaluating and interpreting financial data, we can evaluate company’s 

operations, expenses management, credit policy, and creditworthiness. And some approaches 

are necessary in this process, which includes common-size analysis, financial ratios analysis, 

DuPont analysis, and influence quantification 

 

2.1 Common-size Analysis 

To get a sense of identifying trends and changes in a company and controlling for the scale of 

the company’s accounts changes due to inflation, growth, acquisitions and divestitures, 

common size analysis is a very helpful technique to do that. In addition, the company’s 

performance is easier to be compared with more various sizes of companies. 

 

The aim of common size analysis is to identify trends and major differences by using 

common denominator or reference item. It can be used on any of the three financial 

statements.  The balance sheet and income statement are usually stated in dollars and then 

standardized as percentages. However, the former items are stated as a percentage of total 

assets while the latter is presented in a percentage of sale and total revenues. 

 

When measuring the quantitative analysis of common-size, we can apply either vertical or 

horizontal analysis.  Both are able to help external and internal users to analyze financial 

statement information and make business decisions for future, which can be difficult to do 

when the dollars amounts vary significantly, and evaluate the performance of a company over 

time. 
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2.1.1 Vertical Analysis 

The most common is vertical common-size analysis, in which the amounts for a given year 

are converted into percentages of a key financial statement component. In the case of vertical 

analysis, we can compare the accounts in a given period to a benchmark item in that same 

year.  This method compares several items with one certain item in the same accounting 

period as well as revealing trends that may be helpful in decision-making.  

 

The following examples will explain it clearly. On the income statement, total revenue is 

100% and each item is calculated as a percentage of total revenue. For example, if sales equal 

$100,000 and operating expenses equals to $ 10,000, the operating expenses would be 

reported as 10% of sales. A common-size income statement is helpful to compare your 

company’s income statement to another company’s or to the industry average. 

 

In the case of the balance sheet, total assets are 100% and for a given point in time, each item 

in the balance sheet is restated as a percentage of total assets.  

 

Using vertical analysis, we can compare the same company in different years. At the same 

time, it allows us to focus on changes in the composition of accounts or expenses over time. 

 

2.1.2 Horizontal Analysis  

Another form of common-size analysis is horizontal common-size analysis, which shows 

changes in the amounts of corresponding financial statement items over a period of time. 

Compared with vertical common-size analysis, the amount of dollars in subsequent years is 

converted to a percentage of the base year dollar amount in horizontal analysis approach. It 

helps company to evaluate the trend situations. When compared specific items over a number 

of accounting periods such as a fiscal year or several years, these comparisons are involved in 

one or two different ways, including Absolute changes or expressed in percentage, which 

mean it is in this case more than one year's companies’ financial statements are essential 
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Absolute changes are calculated by using the following formulas:1 

 

 Dollar change = Amount in comparison year

− Amount in Case Year. 

           

(2.1) 

 

 
Percentage change =  

 Dollar change

Amount of the item in base year
. 100%, 

 

 

(2.2) 

After a brief introduction of the common-size analysis method, we can easily use it to 

compare the operating performances and financial health of the firms in a simplified format, 

which is presented in dollar amounts and percentages. But it has limitation in accounting data. 

For example, different firms may use different accounting calendars, so the accounting 

periods may not be directly comparable. Therefore, it is a concern and should require 

additional analysis.  

 

 2.2 Financial Ratio Analysis 

A financial ratio is a specific value of two accounting number taken from an enterprise’s 

financial statements, which involves many fields of corporate management. With the 

comparison of financial data, it is a useful indicator of a firm’s performance and financial 

statements and assesses a company’s financial health and profitability. Especially, ratio 

analysis can be used to predict future bankruptcy. 

 

Based on the different information they provide, financial ratios can be classified into many 

categories. The following types of ratios frequently are used such as liquidity ratios, activity 

ratios, profitability ratios, and solvency ratios. 

 

  

                                                             
1  http://www.accountingformanagement.org/horizontal-analysis-of-financial-statements/ 

 

http://www.accountingformanagement.org/horizontal-analysis-of-financial-statements/
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2.2.1 Liquidity Ratios 

How to measure a company’s ability when it pays off its short-term debt obligations? 

Liquidity ratio is a useful tool to complete it. In the context of financial analysis, liquidity is 

referred to the ability of converting the company short-term obligations using assets into cash, 

which means liquidity ratios is done by measuring a company’s liquid assets against its 

short-term liabilities. And these assets are presented in the financial statements as current 

assets. 

 

What does this ratio mean to an ongoing operation when it becomes due? We can assume that 

a greater amount of liquidity assets are covered to short-term liability, the more likely it is that 

a company is willing to pay debts. In the case of taking out a loan, liquidity ratio can be an 

essential part of loan agreement at the same time, the lenders are possible to require to 

maintain a certain minimum one.  

Generally, steps of liquidity ratios should be improved in a company financial management. 

 

But how does it work in practice, there are three fundamental liquidity ratios to deal with it, 

which respectively are current, quick and cash ratios. 

 

Current Ratio 

It is a useful method to assess a company’s ability of satisfying the needs of current liabilities 

with converted cash. It is expressed as follows: 

 

 
𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝑟𝑎𝑡𝑖𝑜 =  

𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝑎𝑠𝑠𝑒𝑡𝑠

𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
. 

           

(2.3) 

 

As economists analysis, if the acceptable the current ratio flows between 1.5 and 3 for a 

business, it can be considered as a healthy condition, which almost indicates good short-term 

financial strength. However, if a current ratio is below 1, which means current assets can’t 

cover current liabilities, the company will not able to meet debts when they fall due. In this 

case, it will be insolvent. On the other hand, some arguments are from investors with a high 

ratio and it is necessary to solve problems in working capital management. 

 



 11 

At this stage, working capital should be briefly mentioned because it is presented the 

difference between current assets and current liabilities. Working capital is a useful measure 

of liquidity and it is particularly important when evaluating credit decision. 

 

Quick Ratio 

Another ratio will be learned is quick ratio. The inventory is excluded from current assets but 

included in the current ratio.  Because it is lack of liquidity ability.. In the case of unsalable, 

it is nonsense of converting. Although account payable and unamortized expense have no 

ability of converting as well, they just take small part of current assets so that they are not 

eliminated when calculating. So the result is known as the quick assets ratio or acid-test ratio 

sometimes and we can calculate it as follows 

. 

 𝑄𝑢𝑖𝑐𝑘 𝑟𝑎𝑡𝑖𝑜

=  
𝐶𝑎𝑠ℎ + 𝑀𝑎𝑟𝑘𝑒𝑡𝑎𝑏𝑙𝑒 𝑆𝑒𝑐𝑢𝑟𝑖𝑡𝑖𝑒𝑠 + 𝑁𝑒𝑡 𝑅𝑒𝑐𝑒𝑖𝑣𝑎𝑏𝑙𝑒𝑠

𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
. 

           

(2.4) 

 

The Cash Ratio 

The cash ratio is an indicator of a company’s liquidity to meet its current liabilities with cash 

and cash equivalents or invested funds. Compared with other two short-term ratios (current, 

quick ratio), the cash ratio is the most stringent and conservative method. Because it only 

considers the most liquid short-term assets of the company, in this case, which is able to pay 

off current obligations.  So the cash ratio is expressed as the following equation: 

 
𝐶𝑎𝑠ℎ 𝑟𝑎𝑡𝑖𝑜 =  

𝐶𝑎𝑠ℎ + 𝑀𝑎𝑟𝑘𝑒𝑡𝑎𝑏𝑙𝑒 𝑆𝑒𝑐𝑢𝑟𝑖𝑡𝑖𝑒𝑠

𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
. 

           

(2.5) 

 

 

In fact, very few companies will have enough cash and cash equivalents to fully cover current 

liability. Obviously, creditors will choose a higher cash ratio when they make a debt. 

 

2.2.2 Activity Ratios 

An activity analysis is an assessment of company assets utilization condition and evaluates 

whether it is potentially efficient or valuable which also has a direct impact on the liquidity. 
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In this type of analysis, the occupational therapist can determine the appropriate way to help 

the patient on the basis of activity-based needs. Especially under the business condition, a 

number of daily activities take place in a given company, workplace or environment. When 

activities laid out, the activity analysis can show how they are performed and why they are 

performed in a particular way.2 

The commonly assessed activity ratios are explained as follows: 

 

Inventory turnover 

The most common activity ratio is the inventory turnover. It is a ratio to measure how often, 

on average, a company can turn its inventory into revenue during a given accounting period. 

In the case of low turnover, it means stores are experiencing problems of acquiring a surplus 

of inventory. In contract, with a high turnover rate, the store is experiencing a brisk business.  

Inventory turnover ratio is calculated using the following formula: 

 

 
𝐼𝑛𝑣𝑒𝑛𝑡𝑜𝑟𝑦 𝑡𝑢𝑟𝑛𝑜𝑣𝑒𝑟 =  

𝐶𝑜𝑠𝑡 𝑜𝑓 𝑔𝑜𝑜𝑑𝑠 𝑠𝑜𝑙𝑑

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝑖𝑛𝑣𝑒𝑛𝑡𝑜𝑟𝑦
. 

           

(2.6) 

 

Cost of good sold can be obtained from the income statement of a business whereas average 

inventory is calculated as half of the sum of the inventory at the beginning and at the end of 

the period, which are obtained from the balance sheets. 

Generally, a higher value of inventory turnover indicates better performance while lower 

value means it should be improved in controlling inventory level. 

 

Receivables turnover 

Compare with other activity ratio, analysis prefer to use receivable turnover to measure how 

quantify a firm’s effectiveness in extending credit as well as collecting debts. This ratio 

provides an indication of the resources relative with in accounts receivable and the efficient of 

using its assets, which have created through the sale of goods during a period. This ratio 

indicates the extent to which the average receivable results in total revenues. 

 
𝑅𝑒𝑐𝑒𝑖𝑣𝑎𝑏𝑙𝑒𝑠 𝑡𝑢𝑟𝑛𝑜𝑣𝑒𝑟 =  

𝑆𝑎𝑙𝑒𝑠 𝑟𝑒𝑣𝑒𝑛𝑢𝑒

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝑎𝑐𝑐𝑜𝑢𝑛𝑡𝑠 𝑟𝑒𝑐𝑒𝑖𝑣𝑎𝑏𝑙𝑒𝑠
. 

           

(2.7) 

                                                             
2 http://www.wisegeek.com/what-is-an-activity-analysis.htm 

 

http://www.wisegeek.com/what-is-an-activity-analysis.htm
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This formula is widely used in the business.  In the condition of all else being equal, the 

higher the longer customers take to pay on their accounts, the more investment in working 

capital that will be required by the company. 

 

Total asset turnover 

The total asset turnover measures how successful a company is using its assets to efficiently 

generate sale. According to asset categories, a number of variants of the ratio can be obtained, 

which are respectively asset turnover ratio, fixed assets turnover and working capital turnover 

ratio. But in all cases the net sales (both cash and credit) are the same. Therefore following 

formulas are used to calculate each of the asset turnover ratios: 

 
𝑇𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡 𝑡𝑢𝑟𝑛𝑜𝑣𝑒𝑟 𝑟𝑎𝑡𝑖𝑜 =  

𝑁𝑒𝑡 𝑠𝑎𝑙𝑒𝑠

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝑡𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠
. 

          

(2.8) 

 

 
𝐹𝑖𝑥𝑒𝑑 𝑎𝑠𝑠𝑒𝑡 𝑡𝑢𝑟𝑛𝑜𝑣𝑒𝑟 𝑟𝑎𝑡𝑖𝑜 =  

𝑁𝑒𝑡 𝑠𝑎𝑙𝑒𝑠

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝑓𝑖𝑥𝑒𝑑 𝑎𝑠𝑠𝑒𝑡𝑠
. 

          

(2.9) 

 

 𝑊𝑜𝑟𝑘𝑖𝑛𝑔 𝑐𝑎𝑝𝑖𝑡𝑎𝑙 𝑡𝑢𝑟𝑛𝑜𝑣𝑒𝑟 𝑟𝑎𝑡𝑖𝑜

=  
𝑁𝑒𝑡 𝑠𝑎𝑙𝑒𝑠

𝐴𝑣𝑒𝑟𝑎𝑔𝑒  𝑛𝑒𝑡 𝑤𝑜𝑟𝑘𝑖𝑛𝑔 𝑐𝑎𝑝𝑖𝑡𝑎𝑙
. 

        

(2.10) 

 

If a company can get a higher turnover ratio, which means it can generate more sales with 

fewer assets, it indicates that it has a good performance because it shows its assets are using 

efficiently.  

 

Payable turnover 

The payable turnover ratio typically evaluates how frequent a company pays its average 

accounts payables to its suppliers during a specific accounting period. 

This ratio can determine the short-term liquidity of a business and help a company assess its 

cash situation. Accounts payable turnover is usually calculated as: 

   

 
𝑃𝑎𝑦𝑎𝑏𝑙𝑒𝑠 𝑡𝑢𝑟𝑛𝑜𝑣𝑒𝑟 =  

𝑁𝑒𝑡 𝑐𝑟𝑒𝑑𝑖𝑡 𝑝𝑢𝑟𝑐ℎ𝑎𝑠𝑒𝑠

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝑎𝑐𝑐𝑜𝑢𝑛𝑡𝑠 𝑝𝑎𝑦𝑎𝑏𝑙𝑒𝑠
. 

         

(2.11) 
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The average account payable is to divide the sum of accounts payable at the beginning and at 

the end of the period by 2. However, net credit purchases figure can be get easily found in 

financial statements. Therefore, sometimes cost of goods sold is used in the denominator 

instead of credit purchases. 

 

A higher value of payable turnover ratio is expected for suppliers because it means the 

business was able to repay quickly and they are interested in getting paid early for their 

suppliers. 

 

2.2.3 Solvency Ratios 

As we know, liquidity refers to an enterprise’s ability to pay short-term obligations. 

Oppositely, the term that represents a capability to meet its long-term financial commitments 

is called solvency (also called leverage). Both terms refer to an enterprise’s state of financial 

health. Solvency is one of the several tools used to evaluate the level of the relative risk that 

your business faces by considering debt to equity, debt to assets, the treatment of fixed 

charges and other costs, and interest expenses. When and as possible, investors and lenders 

always look closely at the solvency ratio obtained from income statement and other financial 

records of the business as a tool of assessing the credit rating of a business and control the 

degree of default risk that must be met, regardless of cash flow. 

By comparing these ratios, it is helpful for us to assess the risk of debt and decide whether 

this level is appropriate for a company.  The solvency always includes debt to equity, debt to 

assets and interest coverage ratio. 

 

Debt to equity ratio 

The debt to equity ratio is a measure of the degree of financial leverage and a evaluation of 

using financial position of the capital sources provided on the balance sheet. And it is also a 

financial ratio, which indicates the proportion of shareholder’s equity and debt used to finance 

a company’s assets.3 

 

 
𝐷𝑒𝑏𝑡 𝑡𝑜 𝑒𝑞𝑢𝑖𝑡𝑦 =  

𝑇𝑜𝑡𝑎𝑙 𝑑𝑒𝑏𝑡

𝑇𝑜𝑡𝑎𝑙 𝑒𝑞𝑢𝑖𝑡𝑦
.       (2.12) 

                                                             
3 http://en.wikipedia.org/wiki/Debt-to-equity_ratio 

http://en.wikipedia.org/wiki/Debt-to-equity_ratio
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If the debt to equity ratio is beyond a certain point, it implies a higher interest expenses and 

even affects the credit rating of a company, which indicates it is more expensive to raise more 

debt. 

 

Debt to assets ratio  

Another leverage measure, this ratio is considered to measure the percentage of a company’s 

assets that are being with debt, rather than equity. And it can be calculated using the following 

formula: 

 
𝐷𝑒𝑏𝑡 𝑡𝑜 𝑎𝑠𝑠𝑒𝑡𝑠 =  

𝑇𝑜𝑡𝑎𝑙 𝑑𝑒𝑏𝑡

𝑇𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠
.       (2.13) 

 

“A ratio greater than 1 indicates that a considerable proportion of assets are being funded with 

debt, while a low ratio indicates that the bulk of asset funding is coming from equity.” 4 

 

Interest coverage ratio 

Like the other ratios discussed in this section, interest coverage ratio is used to measure the 

company’s ability to pay interest on outstanding debt.  It is also called as the “times interest 

earned ratio”, which is similar to the “time fixed charges earned” ratio and it is used to 

measure whether the company can meet the interest expense on its debt with its earnings 

before interest and taxes 

  

𝐼𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝑐𝑜𝑣𝑒𝑟𝑎𝑔𝑒 𝑟𝑎𝑡𝑖𝑜 =  
𝑂𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑖𝑛𝑐𝑜𝑚𝑒

𝐼𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝑒𝑥𝑝𝑒𝑛𝑠𝑒
. 

         

(2.14) 

 

It is easy to compare the ratio of operating income and interest expense and get the result of 

how many times your interest obligation are covered by earnings from operations. The higher 

the ratio means the more likely the company is able to meet interest payments. On the other 

hand, if this ratio happens to decrease over a period, it is clearly that there exists a higher 

financial risk. 

 

                                                             
4 http://www.accountingtools.com/debt-to-assets-ratio 

 

http://www.accountingtools.com/debt-to-assets-ratio
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2.2.4 Profitability Ratios 

When a company has an assessment of investment decision, the profitability and the 

likelihood of continuous profit growth are the most significant predictor of firm market 

valuation. Therefore, this analysis plays an important role in the future existence and 

corporations successes. In the financial analysis, several profitability ratios that are relative 

with different aspects of earnings performance should be taken into consideration. 

 

The profitability ratio is a typical indicator of a company’s overall efficiency and 

performance. Some examples of profitability ratios are gross margin, return on sales, return 

on assets, and return on equity. Taking these ratios into account, a greater ratio than 

competitors’ during a specific period shows a better performance. 

The following will describe how these ratios are obtained in detail. 

 

Gross Margin 

This indicator captures the relationship between sales and manufacturing costs and it shows 

cost of goods sold as a percentage of sales, which is also called the gross profit  

 

margin. Therefore, it is easy to get the formula. 

 
𝐺𝑟𝑜𝑠𝑠 𝑚𝑎𝑟𝑔𝑖𝑛 =  

𝑆𝑎𝑙𝑒𝑠 − 𝐶𝑂𝐺𝑆

𝑆𝑎𝑙𝑒𝑠
.       (2.15) 

 

Net profit margin  

It is widely used when evaluating a company’s operational efficiency and helpful to manage 

profit of per dollar of sales produce. This ratio is also known as “Return on sales”, which 

measures the relationship of the bottom line to sales and calculates sales to total costs of sales. 

It is calculated using this formula: 

 
𝑁𝑒𝑡 𝑝𝑟𝑜𝑓𝑖𝑡 𝑚𝑎𝑟𝑔𝑖𝑛 =  

𝑁𝑒𝑡 𝑖𝑛𝑐𝑜𝑚𝑒

𝑇𝑜𝑡𝑎𝑙 𝑟𝑒𝑣𝑒𝑛𝑢𝑒𝑠
.       (2.16) 

 

An increasing net profit margin shows the company is growing more efficient. In contract, a 

decreasing shows the company is operating some loss. 
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Return on assets (ROA) 

In financial analysis, it is necessary to know the relationship of earnings and total assets. ROA 

offers an idea as to measure how efficient management is at using its invested capital to 

generate earnings. ROA is displayed by dividing a company’s annual earnings by its total 

assets. So the formula for ROA can be described as : 

 
𝑅𝑒𝑡𝑢𝑟𝑛 𝑜𝑛 𝑎𝑠𝑠𝑒𝑡𝑠 =  

𝑁𝑒𝑡 𝑖𝑛𝑐𝑜𝑚𝑒

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝑡𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠
.      (2.17) 

 

Looking at the formula above, we can clearly that the higher the ROA figure, the more 

effective for funding the operations of the company. Because it means the company is using 

the less investment when earning more money.  

Return on total equity (ROE) 

Return on equity measures earnings to owners as measured by net assets and it refers to the 

rate of return on the ownership interest (shareholders’ equity) of the common stock owners. 

ROE shows how efficiently a company uses investment funds to generate earnings growth. 

Commonly considering the rate range of 15% and 20% is healthy for operation of a company. 

 𝑅𝑒𝑡𝑢𝑟𝑛 𝑜𝑛 𝑡𝑜𝑡𝑎𝑙 𝑒𝑞𝑢𝑖𝑡𝑦

=  
 𝑁𝑒𝑡 𝑖𝑛𝑐𝑜𝑚𝑒

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝑡𝑜𝑡𝑎𝑙 𝑠𝑡𝑜𝑐𝑘ℎ𝑜𝑙𝑑𝑒𝑟𝑠 𝑒𝑞𝑢𝑖𝑡𝑦
. 

         

(2.18) 

ROE is always used to compare companies in the same industry. And note that net come 

refers to the amount of after preferred stock dividends but before common stock dividends 

2.3 DuPont Analysis 

DuPont Analysis was developed and named by E.I.du Pont de Nemours in 1919 and 

the purpose of this method is to examine how effectively a company to use equity and have a 

better understanding of returns ratios and why they change over time in comparison with 

competitors in similar industries. Generally, this type of analysis is expressed as a company’s 

Return on Equity (ROE), which is broken into three main components, which respectively are 

profit margin, assets turnover and leverage factor. The basic principle is expressed as the 

product of several gradual decomposition ratios of a enterprise’s return on equity, which helps 
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a company to analyze and compare the operation performance of a company. 

It is going to look first at the elements in the return on assets.  

 
𝑅𝑂𝐴 =  

𝑁𝑒𝑡 𝑖𝑛𝑐𝑜𝑚𝑒

𝑇𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠
=

𝑁𝑒𝑡 𝐼𝑛𝑐𝑜𝑚𝑒

𝑆𝑎𝑙𝑒𝑠
∙

𝑆𝑎𝑙𝑒𝑠

𝑇𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠
       (2.19) 

 

The above formula tells us the effects of profitability and efficiency of assets. So the ROA 

can be improved Return on assets is considered as one of leverage factors takes up the top of 

The DuPont triangle whereas the other parts, profit margin and total assets turnover are at the 

bottom.  

The return on assets (ROA) ratio measures the rate of return on the ownership interest of the 

common stockholders. Splitting return on equity into three parts makes it easier to understand 

changes in ROE. The biggest benefit is easier to know what part is in trouble when examining 

the performance of company.  

 
𝑅𝑂𝐸 =  

𝑁𝑒𝑡 𝑖𝑛𝑐𝑜𝑚𝑒

𝑆𝑎𝑙𝑒𝑠
∙

𝑆𝑎𝑙𝑒𝑠

𝑇𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠
∙

𝑇𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠

𝐸𝑞𝑢𝑖𝑡𝑦
.       (2.20) 

 

From the view of this formula, it shows three components of important effect factors of ROE. 

Profit margin shows the operating efficiency, asset turnover shows the asset use efficiency, 

and leverage factor shows how much leverage is being used. For example, if net margin goes 

up, each unit of goods can bring more revenue, resulting in a higher overall ROE. Similarly, 

the increase of the amount of asset turnover indicates the firm generates more sales for each 

unit of assets owned, which also leading to a higher rate of ROE. Finally, a higher proportion 

of financial leverage means that the firm uses more debt financial relative to equity financing。 

If it refers to separate the effects of taxes and interest, it should decompose the profit margin 

follows: 

 

 𝑁𝑒𝑡 𝑖𝑛𝑐𝑜𝑚𝑒

𝑅𝑒𝑣𝑒𝑛𝑢𝑒𝑠
=  

𝑁𝑒𝑡 𝑖𝑛𝑐𝑜𝑚𝑒

𝐸𝐵𝑇
∙

𝐸𝐵𝑇

𝐸𝐵𝐼𝑇
∙

𝐸𝐵𝐼𝑇

𝑅𝑒𝑣𝑒𝑛𝑢𝑒𝑠
.       (2.21) 
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This breakdown of net profit margin into three-component model consists of three factors, 

which respectively are tax burden, interest burden and EBIT margin.   

Finally, after substitution into DuPont analysis we get, 

 
𝑅𝑂𝐸 =  

𝑁𝑒𝑡 𝑖𝑛𝑐𝑜𝑚𝑒

𝐸𝐵𝑇
∙

𝐸𝐵𝑇

𝐸𝐵𝐼𝑇
∙

𝐸𝐵𝐼𝑇

𝑅𝑒𝑣𝑒𝑛𝑢𝑒𝑠
∙

𝑅𝑒𝑣𝑒𝑛𝑢𝑒𝑠

𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠

∙
𝑇𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠

𝐸𝑞𝑢𝑖𝑡𝑦
. 

      (2.22) 

 

Every element of the ROE can be obtained in the balance sheet and income statement. 

 

2.4 Influence Quantification 

Influence quantification is commonly used to analysis impacts of changes in ROE in a 

specific period for a company. It enables to quantify the change caused in the basic ratio, 

which component ratios contributed to the change in the basic ratio at most. There are several 

methods for quantification of influence, such as methods of gradual changes, logarithmic 

decomposition method. The following methods can be described in detail. 

2.4.1 Analysis of Gradual Changes 

The method of gradual changes can be able to quantify the change in the basic ratio, which is 

caused by change in the component ratio.  Similar to the method of DuPont analysis, this 

method consists of three main elements of ROE, and it can be calculated as: 

 ∆Xa1 = ∆a1∙𝑎2,0 ∙a3,0
 

 ∆𝑋𝑎2 =  𝑎1,1. ∆a2∙a3,0
 

 ∆𝑋𝑎3 =  𝑎1,1. ∆a2,1∙a3,
 

 

      (2.23) 

 

In this formula:  we should know that “x “ is the basic ratio,  “∆x” is the absolute change in 

the basic ratio,” a “is component ratio and “ ∆a” is absolute change in the component ratio. 
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2.4.2 Logarithmic Decomposition Method 

Logarithmic decomposition method is involved in all factors to consider the current changes. 

Taking an advantage of it into account, we need just one formula for the impact quantification 

regardless of how many component ratios we have. Impact of the it component ration on the 

change in the basic ratio is calculated as follows: 

  
∆𝑋𝑎𝑖 =  

ln 𝐼𝑎𝑖

ln 𝐼𝑥
∙ ∆𝑋. (2.24) 

 

In this formula X is basic ratio, ∆x is absolute change in the basic ratio, Ix = 
x1
x0

 

is the index of change in basic ratio, Ia = 
a1
a0

   
is the index of change in component ratio.  

To conclude, the more comparison made, the more accesses the analysis should have for the 

comparison. With these useful analysis methods, it is more accurate to evaluate company 

performances and most aspects of financial position and growth based on substantial 

information.5 

 

 

  

                                                             
5 http://accounting-financial-tax.com/2009/10/horizontal-vs-vertical-analysis-of-financial-statements/ 

 

http://accounting-financial-tax.com/2009/10/horizontal-vs-vertical-analysis-of-financial-statements/
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3 Characterization of Nike 

Having introducing the most relevant formulas to assess the performance of a company, the 

content of this chapter will mainly focus on brief introduction of Nike. First, the focus will be 

paid on history, current situation, then main industry competitors and essential financial data. 

3.1 Company Profile 

Nike, the worldwide leader of athletic shoes sales for years, was founded on September 8, 

1969. The main headquarters of Nike have been located in Beaverton, Oregon since 1990. 

Leading the executive team of Nike is Mark Parker.  As we know, it is a famous seller of 

footwear, apparel, equipment, accessories and services, however, also engaged in the design, 

development and worldwide marketing. The selling channels are mainly approved in two 

important categories: NIKE-owned retail stores and Internet sales. But others are through a 

mix of independent distributors and licensees in about 190 countries around the world and the 

number of subsidiaries and branches is quickly growing. The company sells a line of 

performance equipment under the NIKE brand name, including bags, socks, sport balls, 

eyewear, timepieces, electronic devices, bats, gloves, protective equipment, golf clubs and 

other equipment designed for sports activities. 

 

3.1.1 A Brief History of Nike 

1950-1959: Story between two visionary men 

As the going says, ” Before there was the Swoosh, before there was Nike, there were two 

visionary men who pioneered a revolution in athletic footwear that redefined the industry.” 

Actually, the original story was derived back to 1950 on a relationship between two 

unfamiliar men. 

 

Bill Bowerman, a nationally respected coach at the University of Oregon, was seeking special 

ways to improve a competitive advantage for his athletes. After experimenting with different 

ways, including rehydration drinks, there are no obvious reflections on competitions. Finally, 

his focus of innovation was obtained on running shoes. 
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Phil Knight, a talented middle-distance runner, designed and made a Tiger shoes in the United 

States. After that, he sent several pairs to Bowerman and finally they became partners. 

 

1960-1969: Founded on a handshake and mutual trust 

With the gradual increasing of productions, Bowerman and Knight decided to shook hands to 

form Blue Ribbon Sports, where pledged $500 each and placed their first order of 300 pairs of 

shoes in 1964. Knight tried to sell the shoes while Bowerman began to research how he could 

make them lighter and better. Because they both have full time jobs so they need find a 

manager to response for growing requirements of Blue Ribbon Sports. In this case, Enter Jeff 

Johnson, Knight had met at Stanford, quickly became the first full-time employee and 

invaluable utility man for the start-up company. 

 

1970-1979: The birth of the Nike brand 

In the start period of company, in order to publish its brand, Johnson created various 

advertising ways like product brochure, print advertisements and marketing materials, and 

even shot the photographs for the company’s catalogues. 

 

1980-1989: A decade of transition and rededication 

With the support of the successful launch of Nike Air technology in the Tailwind running 

shoe in 1979, Nike was straggled to completing its IPO (The development of stock price will 

be introduced in detail later) and entered the line of public traded companies. From this 

essential transition point, several of Nike’s early pioneers decided to move on to other 

pursuits. 

 

1990-1999: Nike extends its reach 

Nike entered the 1990s in the purpose of internationalism and industrialism. Nike not only 

began to signal a deepening commitment to truly excel in golf and soccer for a number of 

years, but also signed several individual players form what would be the World Cup–winning 

Brazilian National Team, which stepped to raise its awareness around the world. 

 

In 1996, Nike Golf landed a vastly talented but as-yet unproven young golfer named Eldrick 

“ Tiger” Woods for a reported $5 million per year. 
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2000-2010: Leading a new generation 

From a new millennium called Nike Shox, a new footwear cushioning system, developed 

more than 15 years of perseverance and dedication. Thanks to the support of technology 

developed, Nike designers are willing to join Nike Air as the industry’s gold standard. 

“Secret Tournament” was a new advertising to marketing in 2002.  Through advertising like 

the Internet, public relations, retail and consumer events to create excitement for Nike’s 

soccer products, and it has become the most popular approach to improve sales and 

communicating. The earliest Nike brand like Jordan, James, Kobe Bryant in basketball area, 

and Roger Federer, Nadal in tennis area, which is a very has the strength of the spring star. In 

China, the flying hero Liu Xiang is one of them. Many stars, common witness the Nike brand 

this powerful and brilliant. It can attract more customers, especially younger teenagers. 

Today, facing so many competitors such Adidas, Lining and the like, Nike continues to seek 

new and innovative approach and expand in new areas to bring more benefits and efficiency 

for athletic and also common consumers. 

 

President and CEO Mark Parker said:” At Nike, we run a complete offense, and it’s based on 

a core commitment to innovation. That’s how we stay opportunistic, serve the athlete, reward 

our shareholders, and continue to lead our industry.” That’s the core spirit of holding this 

brand popular. 

 

2010-2015: Expected market target 

As the history report said, at an investor meeting at its world headquarters in June 2011, Nike 

announced an increase to its fiscal 2015 revenue target to a new range of $28-30 billion, up 

from its previous target of $27 billion announced in May 2010. The company also increased 

its fiscal 2015 revenue target for the NIKE Brand to $24-25 billion, up from its previous 

target of $23 billion6 

 

 

 

                                                             
6 http://nikeinc.com/pages/history-heritage 

 

http://nikeinc.com/pages/history-heritage
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3.1.2 International Operations and Market 

Nike Brand operations are based on internal geographic organization. At the same time, each 

Nike Brand principally operates in one industry, which covers the design, development, 

accessories, and services. According to Nike’s annual report, operating segments for the Nike 

Brands respectively are: North America, Western Europe, Central& Europe, Greater China, 

Japan, and Emerging Markets. 

 

Because Nike is a consumer products company, each merging markets will appear different 

characteristics and demands for the relative popularity of various sports and fitness activities 

and changing design trends. The following table 3.1 shows revenues of operating segments in 

different segments in Nike from 2008 and 2013. 

 

Table 3.1   Revenues of operating segments in Nike from 2008 to 2013（million of dollars) 

 

Operating Segments 2008 2009 2010 2011 2012 2013 

North America 6,661 6,778 6,696 7,579 8,839 10,287 

Western Europe 4,320 4,139 3,892 3,868 4,144 2,128 

Central&Eastern Europe 1,309 1,373 1,150 1,040 1,200 1,287 

Greater China 1,354 1,743 1,742 2,060 2,539 2,453 

Japan 822 926 882 773 835 791 

Emerging Markets 1,630 1,702 2,042 2,737 3,411 3,718 

Global Brand Division 118 96 105 96 111 117 

Total Nike Brand Revenues 16,214 16,757 16,509 18,153 21,079 22,881 

Sources: Annual Reports (2010, 2013)，author. 

 

In general, market sales of operating segments in North America are increasing from 6,661 

million to 10,287 million since financial crisis in 2008. And total Nike revenue has also 

grown from 16,214 to 22,881 between those periods. At the same time, it shows that certain 

largest markets outside of North America are also enlarging their market share during recent 

six years, especially like China and other emerging markets. The revenues share of operating 

segments can be more clearly illustrated this trend in the next chart. 
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Chart 3.1    Revenues share of operating segments in Nike in fiscal 2013 

 

 

Sources: Annual Report 2013, author. 

 

From the Chart 3.1, we can see clearly that sales in North America, including other 

businesses, accounted for approximately 49% of total revenues. North America total revenues 

growth, including footwear, apparel and equipment sectors, was driven by higher demand in 

all eight key segments. Compared to fiscal 2012, total revenue for North America increased 

18%. This increase in average selling price per unit was reflective of product price increases 

and a greater mix of higher price point products. In the long term of expected sales condition, 

the United States will still be the Nike’s largest retailing and wholesale markets. 

 

However, in international market，some developed markets like Western Europe, Central 

Eastern Europe, Great China and Japan also has a emerging increase. On a currency neutral 

basis, most territories in Western Europe reported revenue growth for 2013, accounted for 

10%. But in internal market of Western Europe, the levels of sales revenue are different. 
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Compared to the UK and Ireland territories those largest markets, declines revenues of 17% in 

Italy reflected poor economic conditions in southern Europe.7 

 

As we know, since joined in WTO, a wide range of governments around the world are 

concerned about China’s growing and fast-paced economy, especially in currency valuation 

and high trade surpluses. What’s more, we can find that revenues of China take up 12% of 

total revenues. (Chart 3.1) Therefore, it is necessary to analyze development of operating 

segment in China recent years. 

The following table 3.2 and chart 3.2 show performance of them. 

Table 3.2   Operating segment revenues in China from 2008 to 2013 (million of dollars) 

 

Segment 2008 2009 2010 2011 2012 2013 

Footwear 738 940 953 1,164 1,518 1,493 

Apparel 541 700 684 789 896 829 

Equipment 75 103 105 107 125 131 

Total revenues 1,354 1,743 1,742 2,060 2,539 2,453 

Sources: Annual Report 2013, author. 

The following chart will describe trends of these data between 2008 and 2013 in each area. 

 

Chart 3.2 Operating segment revenues in China from 2008 to 2013 (million of dollars) 

 

 

                                                             
7 Annual Report 2013, (p. 73). 
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Sources: Annual Report 2013, author. 

It is necessary to mention that China is a great potential consumer market for Nike and it 

takes up 12% of total revenues （chart 3.1). From the chart 3.2, we can see that China have 

been adversely impacted by sluggish macroeconomic growth, especially after 2008 having a 

fast increase of sales, leading to high levels of inventory in the marketplace. Nike is offering 

product styles for the Chinese consumer and working with retail partners to create more 

differentiated, productive, and profitable retail stores. However, the revenues have not always 

increased. China’s total revenues of Nike decreased 11%, covering three segments, driven by 

lower future orders as well as increased discounts, product returns and proactive cancellation 

of orders to manage inventory levels at retail. Although fiscal 2013 revenues for most key 

categories were lower than in fiscal 2012, Nike does expect a greater increase in the China 

market in the future. 

 

Generally speaking, corporate revenue appears a continuous growth in the previous few years, 

obviously from 2010 to 2013. In an extent, it is affected by well organized and managed. 

Every Nike Brand geography except Great China delivered higher revenues for fiscal 2013. 

North America contributed 7% of the increase in Nike revenues while Western and Central&  

Eastern Europe each contributed 1%. 

 

3.2 Overview of Financial Performance 

After introducing operating performances of Nike in recent years, this chapter will discuss 

financial analysis based on financial data from income statement, balance sheet and stock 

price development. 

 

The next income statement（Table 3.3) shows us annual operating performance of Nike from 2008 

through revenues, expenses, gross profits and also net income until now. 
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   Table 3.3 Income Statement of Nike from fiscal 2008 to 2013 (million of dollars) 

 

2008 2009 2010 2011 2012 2013 

Revenues 18,627 19,176 19,014 20,117 23,331 25,313 

Cost of sales 10,239 10,571 10,213 10,915 13,183 14,279 

Gross profit 8,388 8,605 8,801 9,202 10,148 11,034 

Total expense 5,885 6,649 6,284 6,340 7,123 7,762 

Earning before income 

taxes 2,503 1,956 2,517 2,862 3,025 3,272 

Income tax expense 620 470 610 690 756 808 

Net Income 1,883 1,486 1,907 2,172 2,269 2,464 

Sources: Annual Reports (2009, 2011, 2013), author. 

 

From this table, it is easy to find some exact financial data of income statement in past six 

years. 

 

Revenue, also commonly known as sales, is generally the most straightforward part of the 

income statement. Though it appears lower in the period of 2010, but in general the trend of 

revenues is positive. Constant sales growth of 6,686 million during 2008 and 2013 has been a 

strong driver of Nike’s profitability. Rising margins indicate increasing efficiency, which 

provides a useful overview of the operating performance and investment decision. 

 

We need to notice that Nike’s fiscal 2010 revenues declined 1% to $19.0 billion, while net 

income increased 28% to $1.9 billion, which means macroeconomic conditions in 2010 

remained challenging. It put much pressure on consumer spending in global markets. 

Actually, although most of reported segments declined in the first half of 2010 due to changes 

in interest and currency exchange rates, lack of credit availability and business disruptions, 

the tendency of revenues was taking over in the second half of 2010.  

 

In addition to achieving long-term, sustainable growth, Nike is striving to increase total 

revenues by building deep personal consumer connections with its brand and more important 

to reduce product costs through a significant focus on manufacturing efficiency, product 

design and innovation 
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 Table 3.4   Balance Sheet of Nike from fiscal 2008 to 2013 (million of dollars)  

 
2008 2009 2010 2011 2012 2,013 

Total Current Assets 8,839 9,734 10,959 11,297 11,845 13,626 

Total Long-Term Assets 3,603 3,515 3,460 3,701 3,620 3,958 

Total Assets 12,442 13,249 14,419 14,998 15,465 17,584 

Total Current Liabilities 3,321 3,277 3,364 3,958 3,882 3,926 

Total Long-Term Liabilities 1,296 1,279 1,302 1,197 1,202 2,502 

Total Shareholders' Equity 7,825 8,693 9,753 9,843 10,381 11,156 

Liabilities and Shareholders' 

Equity 12,442 13,249 14,419 14,998 15,465 17,584 

Sources: Sources: Annual Reports (2009, 2011, 2013), author. 

 

Let’s have a look at the asset position for Nike, based on the 2008 to 2013 in table 3.4. 

Comparative information is presented over the previous six years. Nike has a large cash 

position and considerable current assets, which indicates the relative ability of converting into 

cash is increasing. As a part of the company’s business strategy, Nike keeps a lower level of 

long-term assets reducing from 3,603 in 2008 to 3,958 in 2013 to keep assets liquidity. 

 

Most liabilities are current, primarily accrued liabilities, which are expected to pay using 

current assets. So compare two figures in Exhibit 3.4, it shows that there are not too pressure 

to cover these liabilities. We should notice that long-term debts in 2013 have a significant 

increase up to 2,502, which is also a business strategy decision. 

 

3.3 Characteristics of Industry 

The last paragraph shows some simple comparisons in relative financial statements during 

past fiscal years. However it is necessary to compare internal (operating sectors) and external 

(sports producers) competition. This part will describe more about individual development 

conditions between different sectors and producers. 
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3.3.1 Sector Specification 

Chart 3.3 Trend of main sectors in Nike during 2008 and 2013   (million of dollars) 

Sources: Annual Reports 2013, Consolidated Operating Results, author 

The chart 3.3 illustrates the increase of revenues in main sectors of Nike during 2008 and 

2013. The growth of three sectors, including footwear, apparel and equipment, is all positive, 

especially the revenues of footwear has largest growth about 50% from 2008 to 2013, which 

can be seen directly from Chart 3.3, driven equally by price increases and a shift in mix to 

higher priced products. The increase in Nike Brand footwear revenues for fiscal 2013 was 

attributable to growth across Running, Basketball, Football and Sportswear categories. The 

growth of Nike footwear revenues also contributed by Running models with NIKE FREE and 

Lunar technologies. 

For Nike Brand apparel, the increase in revenue for fiscal 2013 was driven by Men’s Training 

category. Apparel unit sales in fiscal 2013 increased approximately 7% and the average 

selling price per unit increased about 3% (Annual Reports 2013).  

In conclusion, future orders for Nike Brand footwear and apparel scheduled for delivery in 

2013 were higher than the order reported for the comparable prior year period. So the retail 

and wholesale markets are enlarging in operating segments. 
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3.3.2 Characteristics of Main Competitors 

The athletic footwear, apparel and equipment industry is highly competitive in the United 

States and on a worldwide basis. Some large well－known companies have diversified lines 

of athletic and leisure footwear, apparel, and equipment, including Adidas, Puma, Li Ning, 

Under Armour, among others. 

Now, the following text will pay more attention to the three largest competitors (Nike, Adidas 

and Puma) and compare market shares in the field of footwear and apparel. It is clearly to 

explain individual advanced market competition in these sports sectors through such charts 

and data. 

Chart 3.4 Revenue from footwear of Nike, Adidas and Puma from 2011 to 2013 (billion of 

dollars) 

 

Source: 

http://www.statista.com/statistics/278834/revenue-nike-adidas-puma-footwear-segment/ 

The chart 3.4 shows that figures from footwear segment of Nike, Adidas and Puma from 2011 

to 2013. It exist considerable difference between these producers. From the first look at Nike, 
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it has a biggest increase up to 26% in 2013 compared with 2011. While Puma has comparable 

smaller change only 5%.  

Moreover, it is obvious that Nike takes up largest market among those producers and keeps 

up a constant enlargement during recent 3 years. Therefore, it is contributed by better product 

quality, new product innovation, consumer price and consumer connection and affinity for 

brands and products, developed through marketing and promotions. 

The global sports market is highly and competitively fragmented with the presence of various 

brands, also in key segment apparel. The following chart provides information about it 

between these brands, including Nike & Adidas and Puma. 

Chart 3.5 Revenue from apparel segment of Nike, Adidas and Puma from 2010 to 2012            

(billion of dollars) 

 

Source: 

http://www.forbes.com/sites/greatspeculations/2013/05/13/why-nikes-growth-will-outpace-th

e-sports-apparel-markets/, author 

As annual report from 2010 to 2012 said, the global sports apparel market was worth $135 

billion in 2012. As we saw, Nike takes up the largest market in footwear segment due to 

continued innovation and growing total revenues. However, Adidas also has its majority 
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segment of apparel in global market. From Chart 3.5, we can find that Nike’s apparel sales 

saw a 12.3% growth, which was higher that the growth rates seen for Adidas and Puma. 

Therefore, we can estimate Nike’s apparel sales will outpace the sports apparel market’s 

growth of Adidas in the future by superior market position, enhanced marketing activities and 

innovative product designed, especially in North America and emerging markets. At the same 

time, Adidas are facing big challenges from Nike in difference segments and various regions. 

3.3.3 Recent Activities 

Recently, the public focus was surely obtained on the World Cup in Brazil in summer of 

2014. But we say when soccer teams battle for the World Cup in Brazil, another fight for 

global supremacy will be played out on the pitches-between Adidas and Nike. Looking at all 

of Nike’s competition this year, the largest threat to Nike is Adidas because Adidas controls 

the largest portion of the athletic shoe market except Nike and its subsidiaries. 

 

As the world’s sports brand, there is everything to play for. According to Euro monitor data, it 

indicated that Nike currently owns 14.6 percent of the global sporting goods market to 

Adidas’ 11.4 percent, and is whittling away at the German brand’s No.1 position in Europe. 

In a word, we believe competence can motivate improvements in many areas. 

 

In conclusion, this chapter has introduced Nike’s history, current situation, and main industry 

competitors through financial statements. However, the deeper analysis about Nike company 

financial conditions will be taken into consideration in chapter 4. There will be more 

explorations to explain successful operating structures of Nike. 
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4 Financial Analysis of the Selected Company 

In previous chapters, the thesis has mentioned about methods of financial analysis and 

characterization of Nike Company. However, in order to have a further acknowledge of its 

present and future financial condition and performance, it is necessary to select the pertinent 

information and present few charts to clearly describe them.  The calculations and charts are 

based on the results from financial statements, including income statement, balance sheet and 

cash flow statement. And those of financial statements are available in annexes (1, 2, 3) 

4.1 Common-size Analysis  

According to statistics from Nike over few years, we can get financial results directly from 

Annual Report, but those existing data are not changeable as many economic factors can 

influent the scale of company. However, this chapter is going to deal with these significant 

changes and trends of Nike recent years, at the same time, use a reference point to compare 

companies of different sizes.   

 

As we stated in chapter 2, according to different denominator or reference items used to 

identify major differences, common-size analysis can be normally divided into vertical 

common-size analysis and horizontal common-size analysis.  

 

4.1.1 Vertical Common-size Analysis 

First of all, let us focus on vertical common-size income statements, which is used to analyze 

patterns in profitability and compare the accounts to a benchmark item in a given year. 

According to amounts of income statements in Nike’s annual report (Table 3.3), we can 

calculate vertical common-size income statements as percentages of revenues. To examine 

Nike’s trend of profitability, consider The Nike’s income statement over time from 2008 to 

2013, summarized below. (Table 4.1) 
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Table 4.1 Vertical Common-size Income Statement 

 

Have a view of these proportions over several periods; it clearly shows changes and 

interruptions in trend in Exhibit 4.1, where it is easier to see the proportion changes of income 

and expenses over the years.  For instance, there is a totally increase in the growth of cost of 

sales besides a bottom percentage about 53.71% in 2010, which means, in contract, the top of 

net income or gross profit can be reached to 46.29% in the same year.  

 

Not surprisingly, the amount of gross profit in Table 3.3 shows the steadily upward trend in 

recent years, which is a piece of good news for Nike. In a word, Nike always makes a positive 

economic condition recent years. However, a slowly path in profitability as percentages is 

also not bad to its operation. Because Nike was gradual expanding its gross margin by 

reducing product costs focus on manufacturing efficiency, product design even delivering 

innovative products, which are considered higher costs, but maintaining a strong consumer 

price-into-value proposition. Moreover, we can not ignore the number of shipping and 

handling costs as a mainly part of cost of sales, owing to Nike’s specific industry for 

footwear, apparel and accessories. 

 

Net income for fiscal 2011 was negative impacted by year-over-year increase of 0.8% with 

the effects of highest tax rate in 3.43%, driven primarily by an increase in the percentage of 

earning before income taxes to 14.23% in the same year.  

 

Fiscal year 2008 2009 2010 2011 2012 2013 

Revenues 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 

Cost of sales 54.97% 55.13% 53.71% 54.26% 56.50% 56.41% 

Gross profit 45.03% 44.87% 46.29% 45.74% 43.50% 43.59% 

Total selling and 

administrative expense 31.96% 32.07% 33.27% 33.27% 30.28% 30.74% 

Total expense 31.59% 34.67% 33.05% 31.52% 30.53% 30.66% 

Earning before income 

taxes 13.44% 10.20% 13.24% 14.23% 12.97% 12.93% 

Income tax expense 3.33% 2.45% 3.21% 3.43% 3.24% 3.19% 

Net Income 10.11% 7.75% 10.03% 10.80% 9.73% 9.73% 
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 Chart 4.1 Nike Income Statement (2008-2013),  (million of dollars) 

 

The sum of those parts from income statement equals to the revenues, so each volume 

represents the data of total revenues. We can find that the total revenues witness the upward 

trend (around 6700 million dollars). And those of these data can be found in annex 1.  

 

 Chart 4.2 Common-size Income Statement (2008-2013), (percent of revenues) 
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As we notice that, there is a gradual decline of total expenses from 34.67% in 2009 to 30.53% 

in 2012 and then returned to 30.66% in 2013.  It illustrates that, in these periods, Nike is 

limiting expenses productivity in investments and leveraging existing infrastructure of 

portfolio of businesses. On the other hand, though net income doesn’t appear an obvious 

growth between 2012 and 2013, actually it increased by $197 millions (table 3.3) to $2464 

millions. 

 

As we did for the income statement in last case, we can easily analyze Nike’s reported 

investment conditions in balance sheet items in terms of a percentage of total assets. 

 

Table 4.2 Nike’s Assets of Annual Balance Sheet from 2008 to 2013 (million of dollars) 

 

 

Gradually increasing from approximately $12442 million in 2008 to $17584 million in 2013, 

Nike’s total assets saw a good forecast in the future, shown in Table 4.2. all of assets  data 

from Nike’s annual reports can be shown as a percentage of total assets as follows. From an  

 

Fiscal year 2008 2009 2010 2011 2012 2013 

Cash and equivalents 2133 2291 3079 1995 2317 3337 

Short-term investments 642 1164 2067 2583 1440 2628 

Accounts receivables 2795 2883 2650 3138 3132 3117 

Inventories 2438 2357 2041 2715 3222 3434 

Deferred income taxes 227 272 249 312 262 308 

Prepaid expenses and other 

current assets 602 765 873 594 857 802 

Total current assets 8839 9734 10959 11297 11845 13626 

Property, plant and equipment 1891 1957 1932 2115 2209 2452 

Identifiable intangible assets 743 467 467 487 370 382 

Goodwill 448 193 188 205 131 131 

Deferred income taxes and 

other assets 520 897 873 894 910 993 

Total assets 12442 13249 14419 14998 15465 17584 
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examination of these proportions over time, we can find how Nike’s investments in working 

capital accounts, tangible and intangible assets have changed recent years. 

Table 4.3 Vertical Common-size Assets for Nike from 2008 to 2013  (percent of total assets) 

Fiscal year 2008 2009 2010 2011 2012 2013 

Cash and equivalents 17.14% 17.29% 21.35% 13.30% 14.98% 18.98% 

Short-term investments 5.16% 8.79% 14.34% 17.22% 9.31% 14.95% 

Accounts receivables 22.46% 21.76% 18.38% 20.92% 20.25% 17.73% 

Inventories 19.59% 17.79% 14.15% 18.10% 20.83% 19.53% 

Deferred income taxes 1.82% 2.05% 1.73% 2.08% 1.69% 1.75% 

Prepaid expenses and other 

current assets 
4.84% 5.77% 6.05% 3.96% 5.54% 4.56% 

Total current assets 71.04% 73.47% 76.00% 75.32% 76.59% 77.49% 

Property, plant and equipment 15.20% 14.77% 13.40% 14.10% 14.28% 13.94% 

Identifiable intangible assets 5.97% 3.52% 3.24% 3.25% 2.39% 2.17% 

Goodwill 3.60% 1.46% 1.30% 1.37% 0.85% 0.74% 

Deferred income taxes and 

other assets 
4.18% 6.77% 6.05% 5.96% 5.88% 5.65% 

Total assets 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 

 

A glance at the Table 4.3 provided clearly reveals the sum percentage of these items equals to 

100%, with accordance to total assets. It can also be shown in the percentage of total assets. 

 

 Chart 4.3 Common-size Assets for Nike from 2008 to 2013  (% of total assets) 
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However, from the view of Chart 4.3, we can see considerable fluctuations in assets. In the 

case of cash and equivalents, we can see a considerable growth from 2009 to 2010 and then 

sharply goes down to 13.3% of fiscal 2011, which is lower than pervious level 17.29% in 

2009. After that, the same situation happens in 2013, dramatically increasing 4% to 18.98%. 

This situation means less cash and short-term, highly liquid investments with maturities of 

three months or less at rate of purchasing are transferred to buy inventory, which are revealed 

a column (in 2009 and 2013 respectively) of Common-size assets of balance sheet (Table4.3).  

 

Table 4.4 Vertical Common-size Liabilities and Equity for Nike from 2008 to 2013  (% of 

total liabilities and shareholders' equity) 

Fiscal year 2008 2009 2010 2011 2012 2013 

Current portion of long-term debt 0.05% 0.24% 0.05% 1.33% 0.32% 0.32% 

Notes payable 1.43% 2.59% 0.96% 1.25% 0.70% 0.69% 

Accounts payable 10.35% 7.79% 8.70% 9.79% 10.02% 9.36% 

Accrued liabilities 14.16% 13.46% 13.20% 13.24% 12.55% 11.29% 

Income taxes payable 0.71% 0.65% 0.41% 0.78% 0.42% 0.56% 

Liabilities of discontinued 

operations 0.00% 0.00% 0.00% 0.00% 1.10% 0.10% 

Total current liabilities 26.70% 24.73% 23.33% 26.39% 25.10% 22.33% 

Long-term debt 3.54% 3.30% 3.09% 1.84% 1.47% 6.88% 

Deferred income taxes and other 

liabilities 6.87% 6.35% 5.93% 6.14% 6.30% 7.35% 

Capital in excess of stated value 20.08% 21.68% 23.86% 26.30% 30.01% 29.48% 

Accumulated other comprehensive 

income 2.03% 2.78% 1.49% 0.63% 0.96% 1.56% 

Retained earnings 40.77% 41.14% 42.27% 38.68% 36.13% 32.39% 

Total shareholders' equity 62.89% 65.61% 67.65% 65.63% 67.13% 63.44% 

Total liabilities and shareholders’ 

equity 

100.00

% 

100.00

% 

100.00

% 

100.00

% 

100.00

% 

100.00

% 

 

With accordance with short-term investments, Nike provides more highly liquid investments, 

primarily U.S treasury and agency, commercial papers and corporate bonds, which illustrate 

the company has the ability and positive intent to hold to maturity carried at amortized cost. 
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However, Nike did not hold any held-to- maturity short-term investments (Nike Annual 

Report 2011,p.61). 

 

On the other hand, lived assets like property, plant and equipment, meanwhile, fluctuated at 

somewhere between 13.4% and 15.2% during previous 6 years. With the evolvement of 

technological advances and changes to Nike’s business operations, Nike was trying to 

increase depreciate expenses over the remaining useful life to depreciate the assets net book 

value in order to shorten long-live assets. 

 

We can similarly restate liabilities and equity in terms of total assets, looking at changes in 

the composition of the company’s capital structure. Given are two tables, amounts and 

percentages data expression respectively, concerning liabilities and equity for Nike during 

pervious 6 years. Moreover, vertical common-size liabilities and equity can be analyzed from 

the colorful graph. 

 

Chart 4.4 Vertical Common-size Liabilities and Equity for Nike (2008-2013)  
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reason of it is that, on April 23,2013, Nike Company filed a shelf registration statement with 

SEC, which allows it to issue an unlimited amount of debt securities. (AR2013, p.79) On the 

other hand, due to unplanned acquisitions of assets or business and investments in 

subsidiaries, the issuance resulted in gross proceeds, which will be used for general corporate 

purposes, such as refinancing debt, working capital and share repurchases. In order to 

decrease facility fee and interest rate, Nike has made efforts of improving long-term debt 

rating of A+ and A1 from S&P Corporation and Moody’s Investor Service.  

 

Accounts payable saw a totally fluctuate changes in the range of 7.79% and 10.35% over 

2008 and 2013. From a view of total current liabilities, it shows downtrends in two periods 

from the beginning of 2008 and 2011 respectively. 

 

As we can see, Nike’s retained earnings experienced a climbing process to the top of 42.27% 

in 2010 and then went down stably. When holding higher rate of retained earnings, Nike can 

decrease dividends offered to shareholders and concentrate on reinvestment or business 

operations. In contract, there will be less capital resources of reinvestment in lower retained 

earnings.  

 

Comparing leverage balance of corporate capital resources, we can notice that total 

shareholder’ equity accounts for higher proportion than the sum of current and long-term 

liabilities (total liabilities). In fiscal 2010, 67.65% of total capital resources were largely 

collected from shareholders’ equity in relative to 32.35% of total liabilities. Therefore, we can 

get that Nike represents ownership of corporate more than debt obligation. Next graph, we are 

going to discuss financial statement analysis in method of horizontal common-size. 

 

4.1.2 Horizontal Common-size Analysis 

In horizontal common-size analysis, the year of 2008 can be considered as basic year and then 

the following five years from 2009 to 2013 relative to 2008. Therefore, each column of 

income statement and balance sheets, standardized as a percentage of revenues, total assets 

and total liabilities and equities respectively, can provide considerable information and 

interpreted quickly. And results are well shown in Table 4.6 as follows: 
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Table 4.5 Horizontal Common-size Income Statements for Nike from 2008 to 2013   

Fiscal year 2008 2009 2010 2011 2012 2013 

Revenues 100.00% 102.95% 102.08% 108.00% 125.25% 135.89% 

Cost of sales 100.00% 103.24% 99.75% 106.60% 128.75% 139.46% 

Gross profit 100.00% 102.59% 104.92% 109.70% 120.98% 131.55% 

Total selling and 

administrative expense 100.00% 103.29% 106.27% 112.43% 118.68% 130.69% 

Total expense 100.00% 112.98% 106.78% 107.73% 121.04% 131.89% 

Earning before income 

taxes 100.00% 78.15% 100.56% 114.34% 120.85% 130.72% 

Income tax expense 100.00% 75.81% 98.39% 111.29% 121.94% 130.32% 

Net Income 100.00% 78.92% 101.27% 115.35% 120.50% 130.86% 

 

A glance at Table 4.5 clearly reveals that almost all of items have an uptrend compared with 

data of basic year. From the first view of revenues and cost of sales, we can see when 

revenues was higher than cost of sales in 2009 and 2010, which means Nike has enough 

efficient to get profit from its sales. Conversely, the rest years costs of sales are a little bit 

advanced than revenues and need to improve its profitability.   

 

 In accordance with net income in this table, we can get an apparent decrease after 2008. 

Especially in fiscal 2009, the significant volatility in global financial markets was resulted 

from deteriorating macroeconomic conditions, at the same time, bringing significant pressure 

on discretionary consumer spending worldwide. Absolutely, Nike’s fiscal revenues grew 3% 

to $19.2 billion with relative to a decrease 21% for net income to $1.5 billion.  

 

During next few years, steps have been taken to identify and manage potential exposures and 

position themselves for sustainable and profitable long-term growth. Until 2013, Nike’s net 

income has reached 30.86% growth totally compared to 2008. We believe it is a good 

evidence to prove its significant decision and efforts. But how about assets condition for 

Nike?  
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Table 4.6 Horizontal Common-size Assets for Nike from 2008 to 2013  (% of total assets) 

Fiscal year 2008 2009 2010 2011 2012 2013 

Cash and equivalents 100.00% 100.87% 124.56% 77.59% 87.39% 110.70% 

Short-term investments 100.00% 170.26% 277.82% 333.77% 180.45% 289.64% 

Accounts receivables 100.00% 96.87% 81.81% 93.14% 90.15% 78.91% 

Inventories 100.00% 90.79% 72.24% 92.38% 106.32% 99.66% 

Deferred income taxes 100.00% 112.53% 94.65% 114.02% 92.86% 96.01% 

Prepaid expenses and 

other current assets 100.00% 119.34% 125.13% 81.86% 114.53% 94.26% 

Total current assets 100.00% 110.13% 123.98% 127.81% 134.01% 154.16% 

Property, plant and 

equipment 100.00% 103.49% 102.17% 111.85% 116.82% 129.67% 

Identifiable intangible 

assets 100.00% 62.85% 62.85% 65.55% 49.80% 51.41% 

Goodwill 100.00% 43.08% 41.96% 45.76% 29.24% 29.24% 

Deferred income taxes 

and other assets 100.00% 172.50% 167.88% 171.92% 175.00% 190.96% 

Total assets 100.00% 106.49% 115.89% 120.54% 124.30% 141.33% 

 

Calculating Nike’s common-size assets from next five years relative to 2008, we can notice 

that much of the growth in assets is attributable to short-term investments. The largest 

difference of it has beyond 233.77% in 2011. That’s because Nike made decision to transfer 

inventories into short-term investments. In addition, other current assets items like cash and 

equivalents and accounts receivables appear fluctuate and negative trend in previous years. 

 

 As we can see, compared to current assets, long-term assets such as property, plant, 

equipment and deferred income taxes has a graduate increasing trend. To an extent, it effects 

Nike’s liquidity in some periods. Generally speaking, Nike’s total assets rose 41.3% from 

2008 to 2013. However, how about capital recourses for Nike at the same period? Let us 

continue to analyze it as follows: 
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Table 4.7 Horizontal Common-size Liabilities and Equity for Nike from 2008 to 2013  (% of 

total liabilities and shareholders' equity) 

Fiscal year 2008 2009 2010 2011 2012 2013 

Current portion of long-term 

debt 100.00% 533.33% 116.67% 

3333.33

% 816.67% 950.00% 

Notes payable 100.00% 180.96% 67.39% 87.16% 48.82% 48.10% 

Accounts payable 100.00% 80.12% 97.44% 114.05% 120.26% 127.80% 

Accrued liabilities 100.00% 101.25% 108.06% 112.66% 110.16% 112.71% 

Income taxes payable 100.00% 97.73% 67.05% 132.95% 73.86% 111.36% 

Total current liabilities 100.00% 98.65% 101.26% 119.15% 116.86% 118.18% 

Long-term debt 100.00% 99.09% 101.13% 62.59% 51.70% 274.38% 

Deferred income taxes and 

other liabilities 100.00% 98.48% 100.00% 107.72% 113.92% 151.11% 

Capital in excess of stated 

value 100.00% 114.97% 137.75% 157.89% 185.79% 207.53% 

Accumulated other 

comprehensive income 100.00% 146.03% 85.32% 37.70% 59.13% 108.73% 

Retained earnings 100.00% 107.45% 120.15% 114.35% 110.15% 112.26% 

Total shareholders' equity 100.00% 111.09% 124.65% 125.79% 132.66% 142.57% 

Total liabilities and 

shareholders' equity 100.00% 106.49% 115.88% 120.53% 124.29% 141.32% 

 

Let look first at total debt and total shareholders’ equity. Though amount of former item are 

less than latter item (Table 4.3), surprisingly we find the growth of total liabilities is faster 

than total equity. This results in a high debt to equity position. In the case of Nike, in the first 

two years, the growth of total current liabilities and long-term debt are totally equal and 

fluctuate around 100%, whereas the rest years for current liabilities are higher than long-term 

debt, which even went down to half of total capital recourses. However, until 2013, long-term 

debt has sharply reached to the top of 274.38%. It is difficult to image how it will change in 

next five years. 

 

Taking horizontal analysis as consideration, it just can be analyzed general trends of income 

statements and balance sheets. Therefore, it is a concern and may require detailed and 
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additional analysis. Another useful tool to measure them will be introduced in the next 

chapter. 

 

4.2 Financial Ratio Analysis 

In the previous section, the thesis primarily shows certain ratios resulting from common-size 

analysis. In this section, we will continue discuss another useful analysis method, expressing 

ranges of ratios, which is helpful to explain the relationships between financial accounts and 

expected relationships from one point in time to another.  

 

In general, common ratio categories include activity, liquidity, solvency and profitability. 

However, these categories are not mutually exclusive and each of them is good at measuring 

multiple aspects of the business. In the text that follows, specific illustrations on these ratios 

will be provided one by one. 

4.2.1 Liquidity Ratios 

A) Current ratio 

Table 4.8 Current ratio 

  2008 2009 2010 2011 2012 2,013 

Total current assets 8,839 9,734 10,959 11,297 11,845 13,626 

Total current 

liabilities 
3,321 3,277 3,364 3,958 3,882 3,926 

Current ratio 2.662 2.970 3.258 2.854 3.051 3.471 

 

From the table 4.8, we can see that current ratio from 2008 to 2013 fluctuates between 2.662 

and 3.471, which represent a high level of liquidity, meaning that Nike has a greater ability to 

meet short-term obligations rather than reliance on operating cash flow and outside financing.  
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B) Quick ratio 

Table 4.9 Quick ratio 

Fiscal year 2008 2009 2010 2011 2012 2013 

Cash and 

equivalents 
2133 2291 3079 1995 2317 3337 

Short-term 

investments 
642 1164 2067 2583 1440 2628 

Accounts 

receivables 
2795 2883 2650 3138 3132 3117 

Total current 

liabilities 
3,321 3,277 3,364 3,958 3,882 3,926 

Quick ratio 1.677 1.934 2.317 1.495 1.775 2.313 

 

In regard to a similar measure of liquidity ability, the quick ratio is more conservative than the 

current ratio because quick ratio includes the most liquid assets such as cash, short-term 

investments and account receivables.  

 

As we can see from table 4.9, almost of these ratios from 1.677 in 2008 to 2.313 in 2013 are 

more than 1.5, except the ratio of 1.495 in 2011, which means Nike still keeps high ability of 

converting current assets into cash. When we first focus on the lowest quick ratio in 2011, it 

indicates expands of working capital primarily due to an increase in inventory and higher 

accounts receivable. Cash used by investing activities was deceasing due to lower net 

purchases of short-term investments. While the increase in cash used by financing activities 

was mainly due to an increase in share repurchases and dividends paid. 

 

C) Cash ratio 

Table 4.10 Cash ratio 

Fiscal year 2008 2009 2010 2011 2012 2013 

Cash ratio 0.836 1.054 1.53 1.157 0.968 1.519 

 

From Table 4.10, cash ratios show an apparent increase from 0.836 in 2008 to 1.53 in 2010, 

in an extent, which represents the fair value of marketable securities increased gradually and 

Nike has the ability to balance liquidity risks. The rest years show a negative tendency in cash 



 47 

ratio, plunging to a low of just 0.968 in 2012. After that, it turns over up to 1.519, which 

extends the percentage of cash and highly marketable securities in 2013. 

 

Chart 4.5    

 

 

When we integrate these three liquidity ratios into chart 4.5, it is evident that these three lines 

show great relevant changes in previous years. More importantly, these ratios show positive 

tendencies in the next periods as a strategy of enlarging cash proportion.  In other words, 

Nike has the ability to meet its short-term obligation in the future.  

4.2.2 Activity Ratios 

In the previous section, we have learned that liquidity ratio can be measured the company’s 

structure of liabilities. However, how does Nike manage its various activities? That is to say 

how efficiently it will indicate its various assets. In this section, we will talk about another 

ratio, activity ratio, known as asset utilization ratios or operating efficiency ratios.   

 

A) Inventory turnover 

 

In order to get a result of inventory turnover, cost of sales as numerator and average inventory 

as balance should be taken into consideration.  
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Chart 4.6 

 

 

Increasing from approximately level of 4.2 in 2008 to level of 5 in 2010, Nike’s inventory 

turnover then plunged back to the level of 4.020 in one year. After that, Nike keeps the 

standard of 4. From Exhibit 4.6, we can know that inventory turnover at the peak of 5.004 in 

2010 possibly indicated the company does not carry adequate inventory. One reason is 

relative to the declines of revenue. Nevertheless, the next few years, Nike can keep stable 

inventory management efficiency. 

 

B) Receivables turnover 

 

In Chart 4.7, we will discuss receivable turnover that reflects how fast the company collects 

cash from customers to whom it offers credit. In general, we can see receivable turnover 

fluctuate up and down around 6.000 from 2008 to 2011.  

 

However, then it shows uptrend, reaching 8.121 in 2013. It tells us Nike is trying to explore 

receivable frequency and collect working capital as their strategy in recent years. Though it 

experienced some fluctuation, in totally, which keeps a positive trend around 7 million during 

these six years. 
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Chart 4.7 

 

 

 

Then it is necessary to know the conditions of payable turnover. As we can see in Chart 4.8, 

there is a obvious peak in 2009, which shows 18.581 in payable turnover. Almost data are 

around a range of 13.694 and 15.378 during these periods.  

 

Chart 4.8 
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from the ratios of 360 days a year and receivables turnover or payables turnover we have got 

from last chart. 

 

Chart 4.9 Days of receivables and payables outstanding 

 

From this chart, we can notice that days of receivables outstanding are always higher than 

those of payables outstanding during last six years. It means corporate finance exists large 

risks of liquidities because cash outflows are more frequent than cash inflows. 

 

C) Working capital turnover 

As mentioned in chapter 2, we have got the relationship between current assets and current 

liabilities.  

  

Table 4.11 Working capital turnover 

  2008 2009 2010 2011 2012 2013 

Revenues 18,627 19,176 19,014 20,117 23,331 25,313 

Total current assets 8,839 9,734 10,959 11,297 11,845 13,626 

Total current liabilities 3,321 3,277 3,364 3,958 3,882 3,926 

Working capital 5,518 6,457 7,595 7,339 7,963 9,700 

Working capital turnover 3.376 2.970 2.503 2.741 2.930 2.610 

 

After collecting these data from Nike’s annual reports, we can get results of working capital 

turnover based on formula 2.10. 
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Chart 4.10 

 

However, obviously, the difference of working capital turnover tendency in Chart 4.10 shows 

declines from 3.376 in 2008 to 2.610 in 2013. Even in 2010, it drops down to the ratio of 

2.503, which indicates that Nike generates $2.503 of revenue for every $1 of working capital.  

 

In general, the decreasing tendency of two periods tell us Nike generated less sales compared 

to working capital which is used to fund the sales. However, it is glad to see working capital 

turnover picks up, finally reaching to nearly ratio of 3 but still below 3.376 in 2008. During 

2013, its investment in working capital decreased because of slowing growth in inventory as 

well as reduction in account receivable primarily driven by relative discontinues operations. 

Chart 4.11 
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We can pick up only revenues and working capital these two items into chart 4.11 and have a 

further discussion. In this case, we find that compared to other years, the difference between 

both items is lowest, which results the lowest working capital efficiency.  

 

D) Fixed asset turnover 

Chart 4.12 

 

 

Having a general view of fixed assets turnover，we can notice a stable increase from 2008 to 

2011. However, a considerable increase occurred from 2011 to 2012 about 1.0, but then 

slightly deteriorated from 2012 to 2013 not reaching 2011 level.  

 

Therefore, as can be seen for high level of fixed assets turnover from 2011, we get to know 

that costs and investments of fixed assets has improved a lot. In order to finger out why fixed 

assets turnover has this apparent changes in recent years, its reasons will be better explained 

through the follows. 

 

The next chart will show some items of fixed assets, which can be described into percentages 
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Chart 4.13 Items of fixed assets 

 

 

As we can see, proportion of property, plant and equipment has stable improvement, which 

means the company expand the amount of land, physical structures, machinery and other 

fixed assets recent years. 

 

E) Total asset turnover 

Chart 4.14  
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between revenues and total assets. However, when it plunged into 1.316 in 2010 from 1.497 

in 2008, it is incredible to turn over to reach the peak of 1.509 during next 2 years. Finally, 

this level has dropped about 0.05 to 1.440 over last year.  

 

Table 4.12 Total asset turnover 

 

 

2008 2009 2010 2011 2012 2013 

Revenues 18,627 19,176 19,014 20,117 23,331 25,313 

Total assets 12442 13249 14419 14998 15465 17584 

Total asset turnover 1.497 1.447 1.319 1.341 1.509 1.440 

 

Looking at the table 4.12, it is not hard to finger out this change. Compared to the increase in 

the amount of total assets, the revenues it generates increased apparently not so much, leading 

to a bottom of this line. 

 

Based on this case, the company attributes the increased revenues to overall growth to the 

company’s market share. Management was efficient to achieve growth in revenues with 

comparatively modest increase in assets, which finally results in improvement of total asset 

turnover in 2012. 

 

Generally speaking, all activity ratios can be covered in Exhibit 4.14, which can be spread 

into different levels of ratios.  It is obvious to see that receivable turnover is the highest of 

activity ratios from 2008 to 2013.  And it seems that Nike wasn’t affected dramatically with 

financial crisis since 2008. But all in all, all items in 2010 have a upward trend while a 

downward trend was attributed to 2011. 
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Chart 4.15 Collection of activities ratios 

 

 

Compared with others, payables turnover are always the highest, which means it has more 

times of payables within one year as well as shorter period in each payables.  In order to 

measure Nike’s ability to fulfill its long-term debt obligation, this ratio is obvious not useful. 

Therefore, next section will introduce another suitable ratio. 

4.2.3 Solvency Ratios 

The term of “solvency” refers to a company’s ability to fulfill its long-term debt obligation, in 

some cases, leading to some ratios such as debt-to-assets ratio, debt-to-capital ratio, 

debt-to-equity ratio, financial leverage ratio and interest coverage.  

 

A) Debt-to assets ratio 

Chart 4.16 
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Let us have a first focus on the debt-to assets ratio. Obviously, we found the figure looks like 

the letter of “W”, which illustrates that this ratio fluctuates unstably since 2008. The years 

between 2008 and 2010 have seen a great decline and the following one-year has shown a 

little return. After reaching the peak of 0.344, the graph decreases to 0.329 again in 2012. 

Finally, the graph rebounds a range of 0.037 to the level of 0.366, but still lower than 2008.  

Generally, in recent years, Nike is facing a higher financial risk and weaker solvency to 

finance assets with debt. 

 

B) Long-term debt-to-assets ratio 

Chart 4.17 
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However, compared to total debt, an essential part of it, long-term-debt has different solvency 

performance during this period. The considerable increase was followed by a gradual 

decrease, to an extent, which also verifies that Nike long-term debt takes more on the 

solvency of total assets. 

C) Debt-to-equity ratio  

Table 4.13 Debt-to-equity ratio 

Total Debt 4618 4557 4665 5155 5084 6428 

Total shareholders' equity 7825 8693 9754 9843 10381 11156 

Debt-to-equity ratio 0.59 0.524 0.478 0.524 0.49 0.576 

 

With the formula 2.12, we can get the results of debt-to-equity ratios as follows. 

 

Chart 4.18 

 

 

As we can see, the amount of the increase of total debt is smaller than that of shareholder’s 

equity, resulting in a bottom of this graph in 2010 and 2012 respectively. In contrary, the peak 

of this in 2011 represents the increase of total debt is larger than that of equity. In this case, it 

means 52.4% of company’s ownership are financed with debt. Generally speaking, Nike 

keeps a normal level of capital structure. 
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D) Financial leverage 

Chart 4.19 

 

   

 

From this graph, we can have a better understanding of company’s financial leverage. For 

example, a value of 1.59 for this ratio means that each $1 of equity supports $1.59 of total 

assets. Compared to the rest of financial leverage, Nike needs more debt and other liabilities 

to finance assets in 2008. Whereas, at the end of this apparent change, there has reached 1.576 

in 2013 but still lower than that of 2008. 

 

E) Interest coverage ratio 

Referred to as interest coverage ratio, the earnings available to the interest obligation has a 

significant sore to around 142.391 in 2013, which indicates strong solvency, offering greater 

insurance that Nike can service its debt from earnings. We are aware of the solvency risk as 

well as financing ability that Nike offers a good answer to investors recent years, especially in 

2013, which tells them it has a stronger confidence to deal with freedom cash flow. 
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Chart 4.20 

 

As with all ratio analysis, leverage ratios play an essential roles in a broader context. By the 

way of conclusion, Nike is taking on a greater solvency in recent years and poses less risk of 

non-payment of interest. However, how to assess the company’s profitability? In next chapter, 

we will continue to evaluate Nike’s profitability in detail. 

4.2.4 Profitability Ratios 

A) Gross profit margin 

With using the formula 2.15, we can get data of gross profit margin and draw a graph as 

follows.    

Chart 4.21 
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Normally, margin is referred to components of income in revenues. As gross profit margin as 

concerned, it gives us an idea of how much net income in total revenues. Although we have 

discussed it earlier in the vertical common-size analysis of the income statement, it can also 

clearly state the company’s profitable ability in the common business.  

 

A glance at Chart 4.20 reveals that the company just has a slight increase of 1.4% over 2009 

and 2010. However, the rest of ratios are almost negative, for example, the period of 2011 and 

2012 has the largest drop, while the first and last period just change about 0.1%. In a word, 

the company didn’t have a health profitability. That is because the apparence of trade 

protection increases in the cost of product, by contrary, which could affect sales or 

profitability in footwear and apparel industry.  

 

Obviously, the sum of cost of capital and gross profit is referred to total revenues. So with 

regard to the gradual increase of it, how to logically explain the dramatical change of gross 

profit margin in Chart 4.20.  

 

Chart 4.22 Cost of sales and gross profit 

 

 

 

Due to the decrease of cost of sales, the increase of gross profit can enlarge the proportion of 

total revenues approximately 1.4% between 2009 and 2010.  Based on annual report 2010, 
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structure, eliminate redundancies, drive innovation more quickly to establish a more scalable 

cost structure. 

 

When we focus on gross profit margin in 2013, it shows a slight increase even can be ignored. 

In fact , this effect is subject to risks releted to overseas sourcing, manufacturing and 

financing. Under the backgraound of uncertain global economics, international trade partners 

like Sojitz Corporation of America, a large Japanese trading company and the main owner of 

Nike’s redeemable preferred stock, cancelled some orders in the region of Argentina, 

Uruguay, Canada, Brazil and other emerging markets due to financial failure. Therefore, it 

would adversely affect sales and profitability recent years. 

 

Chart 4.23 

 

 

1) Net profit margin 

Except from the data of 2009, all of net profit margin are floating around 0.1, however, the 

top of which reaches 0.108 point actually. This comparely high level of net profit margin 

offers a better view of the company’s potential profitability in the future. 
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Chart 4.24 

 

 

2) Return on assets 

From the view of return on assets, we get a graph as similar as net profit margit. The same 

reason to explain the decrease of both ratios during the period of 2009 primarily concerned 

that deteriorating macroeconomic conditions affected significant volatility in global financial 

market as well as the pressure on consumer consumption in Nike’s product. Therefore, we can 

see a bottom of graph in 2009 in both graph. 

Chart 4. 25 
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Chart 4.26 

 

Shown in the Chart 4.26 After a linear decrease from 2008 to 2009, both lines returned to 

around 0.2. However, the difference between two bottom of lines has the minimum of tax 

expense which the largest one grasped the end of year.  

 

3) Return on total equity 

Chart 4.27 

 

 

The last one, return on total equity, is more specifically directed to the return to shareholders. 

As we mentioned above, the last three years has stabilized the level of 0.2 point, which has a 

0.151

0.112

0.132
0.145 0.147 0.140

0.201

0.148

0.175
0.191 0.196

0.186

0.000

0.050

0.100

0.150

0.200

0.250

2008 2009 2010 2011 2012 2013

Changes between return on assets and 
pretax return on assets

Return on assets

Pretax return on assets

0.241

0.171
0.196

0.221 0.219 0.221

0.000

0.050

0.100

0.150

0.200

0.250

0.300

2008 2009 2010 2011 2012 2013

Return on total equity



 64 

further step to verify Nike is trying to eliminate the volatility of earnings per share in financial 

market. 

 

In this chapter, we have discussed separately activity, liquidity, solvency and profitability 

ratios. However, the following sections will demonstrate the importance of integrated 

financial ratios , not a single category of ratios, to assess the overall position and performance 

of company in different respects. 

 

4.3 DuPont Analysis 

As noted in chapter two, ROE (represented by Return on equity) is an indicator of measuring 

the earnings a company generates on its equity sources. In order to directly evaluate which 

aspects of performance affected the company’s profitability, decomposition of ROE normally 

involves three primary areas, which are net profit margin, assets turnover and financial 

leverage respectively.   

 

In other words, it is not uncommon to decompose profit margin for the further step, which 

indicates basic ratios of tax burden, interest burden and earning before interest and tax margin 

in the respect. Therefore, it’s a useful technique to determine which areas a company should 

focus to improve ROE. 

 

There is a primary question is about how the situations of Nike’s ROE are going recent years. 

Let us select the data from Nike’s annual reports and logically analyze its profitability and 

other operating performance in the industry.   
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Table 4.14  

 
2008 2009 2010 2011 2012 2013 

Net Income 1,883 1,486 1,907 2,172 2,269 2,464 

Earnings before 

income taxes 
2,503 1,956 2,517 2,862 3,025 3,272 

Earning before interest 

and taxes 2580 1966 2511 2858 3021 3275 

Revenues 18,627 19,176 19,014 20,117 23,331 25,313 

Total assets 12442 13249 14419 14998 15465 17584 

Total shareholders' 

equity 7825 8693 9754 9843 10381 11156 

 

The Table 4.14 exhibits the necessary data of financial statements from 2008 to 2013, 

including all basic components of items in Table 4.15. Then the results can be calculated 

based on formulas of DuPont Analysis introduced in chapter 2.3.  

Table 4.15 Items of ROE 

  2008 2009 2010 2011 2012 2013 

Net Income 1,883 1,486 1,907 2,172 2,269 2,464 

Earning before income taxes 2,503 1,956 2,517 2,862 3,025 3,272 

Earning before interest and 

taxes 2580 1966 2511 2858 3021 3275 

Revenues 18,627 19,176 19,014 20,117 23,331 25,313 

Total assets 12442 13249 14419 14998 15465 17584 

Total shareholders' equity 7825 8693 9754 9843 10381 11156 

Interest expenses (income) -77 -9 6 4 4 -3 

Tax burden 0.752 0.760 0.758 0.759 0.750 0.753 

Interest burden 0.970 0.995 1.002 1.001 1.001 0.999 

EBIT margin 0.139 0.103 0.132 0.142 0.129 0.129 

Assets turnover 1.497 1.447 1.319 1.341 1.509 1.440 

Financial leverage 1.590 1.524 1.478 1.524 1.490 1.576 

Net profit margin 0.101 0.077 0.100 0.108 0.097 0.097 

ROA 0.151 0.112 0.132 0.145 0.147 0.140 

ROE 0.241 0.171 0.196 0.221 0.219 0.221 
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When we focus on to improve returns on equity, two components, ROA and financial 

leverage should be taken into consideration. In other words, a company can make more 

effective strategies on the use of leverage. As we see in Table 4.16, the level of financial 

leverage fluctuates around 1.5, which means returns on equity improves steadily as 1.5 

times as on assets.  In general, in terms of performance of ROE recent years, Nike got 

relatively positive profitability and returns available to investors. After a decline in 2009, 

ROE returns over to 0.221 in next five years. There is no denying the fact that financial 

crisis, to an extend, affected Nike’s leverage performance. 

 

Table 4.17 Interest expenses and interest burden 

 

 

 

 

 

Taking a look over a long period, 2008-2013, as shown in Table 4.17, we find that if the 

company has net interest expense, the ratio of interest burden is less than 1.0, such as 

those in 2008, 2009 and 2013. By contrast, the rest years with interest income has ratio 

more than 1.0. On the other hand, we can get the larger interest expenses the company has, 

the lower interest burden it would be. These effects of nonoperation items reflect clearly in 

Nike’s annual income statement between its operating income and its earnings before 

taxes. 

Table 4.18 Tax burden 

 

The tax burden can be calculated through two effective methods, one of which indicates 

earning before income taxes to net income directly. Whereas, another method requires 1 

  2008 2009 2010 2011 2012 2013 

Interest expenses  -77 -9 6 4 4 -3 

Interest burden 0.970 0.995 1.002 1.001 1.001 0.999 

 
2008 2009 2010 2011 2012 2013 

Income tax expense 620 470 610 690 756 808 

Net Income 1,883 1,486 1,907 2,172 2,269 2,464 

Earning before income 

taxes 
2,503 1,956 2,517 2,862 3,025 3,272 

Tax burden -79.381 -9.045 5.988 3.996 3.996 -3.003 
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minus the ratio of tax expense to earning before income taxes. Actually, results of both 

methods are equal. From table 4.18, we can see that the tax burden measure has varied, 

with obvious trend. When it increases dramatically from -79.381 in 2008 up to be a 

positive position of 5.988 within only 2 years, this change reflects a lower tax rates from 

new revenues. 

4.4 Analysis of Gradual Changes 

Chart 4.28 

 

 

 

Chart 4.29 
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Chart 4.30 

 

 

Chart 4.31 

 

 

Table 4.19 

  2008 2009 2010 2011 2012 2013 

ROE 0.241 0.171 0.196 0.221 0.219 0.221 

Absolute change X -6.97% 2.46% 2.52% -0.21% 0.21% 

Index of change X 0.7104 1.1437 1.1287 0.9905 1.0105 

 

The picture above shows the gradual changes of assets turnover, financial leverage and net 

profit margin. It is hard to say which area causes positive or negative tendency of ROE 
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based only on one graph. However, the purpose of analyzing the components of the return 

on equity is to find out prominent source driving gradual changes of ROE.  

 

It is well known the influence quantification includes four methods, which are methods of 

gradual changes, logarithmic decomposition, methods of decomposition with surplus, and 

functional decomposition in respect. At the same time, we have repeated the first two 

methods in detail. Therefore, in this chapter, we will mainly put the first method into 

practical with Nike over several years.  

 

So let us analyze the relationships between these factors during different neighboring 

periods.  However, we should notice that the ranks of proportion of these turnover ratios 

depend on absolute values of changes.  

 

Table 4.20     Method of gradual changes from 2008 and 2009 

  a2008 a2009  ∆a   ∆Xa Order 

 𝑎1=Net income/Revenues 0.101 0.077 -0.024 -5.62% 1 

 𝑎2=Revenues/Assets 1.497 1.447 -0.050 -0.61% 3 

 𝑎3=Assets/Equity 1.590 1.524 -0.066 -0.74% 2 

Sum X X X -6.97% X 

 

The first glance at Table 4.20 lets us know the profit margin has decreased by 2.4% from 

the fiscal year 2008 to 2009, while assets turnover and financial leverage has declined by 

5% and 6.6% respectively. In the process of gradual changes method, even though all of 

proportions show negative changes, the comparatively highest is taken by net profit 

turnover, which means this element contributes most to the ROE changes. At the same 

time, the second and third position belongs to financial leverage and total asset turnover.  

 

Table 4.21        Method of gradual changes from 2009 and 2010 

  a2009 a2010  ∆a   ∆Xa  Order 

 𝑎1=Net income/Revenues 0.077 0.100 0.023 5.03% 1 

 𝑎2=Revenues/Assets 1.447 1.319 -0.129 -1.97% 2 

 𝑎3=Assets/Equity 1.524 1.478 -0.046 -0.61% 3 

Sum X X X 2.46% X 
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As is evident in table 4.21, apart from two negative changes of assets turnover and 

financial leverage, a greater increase in net profit margin helps enlarger the proportion in 

the effect of return on equity. Essentially, it indicates Nike made more efficient use of 

selling management resources and improved the large mount of profitability.  

 

It is an indisputable fact that net profit margin ranks the top one and assets turnover and 

financial leverage rank the second and third positions with negative -1.97% and -0.61%. 

 

Table 4.22   Method of gradual changes from 2010 and 2011 

  a2010 a2011   ∆a  ∆Xa   Order 

𝑎1=Net income/Revenues 0.100 0.108 0.008 1.50% 1 

𝑎2=Revenues/Assets 1.319 1.341 0.023 0.36% 3 

 𝑎3=Assets/Equity 1.478 1.524 0.045 0.66% 2 

Sum X X X 2.52% X 

 

The same method used in next two years, as illustrated above, calculated absolute changes 

and gradual changes in table 4.23. Net profit margin has declined to 1.5%, however, the 

other two indicators has been positive, up to 0.36% and 0.66%  In the end, this 

considerable changes can not very the rank between them.  

Table 4.23   Method of gradual changes from 2011 and 2012 

  a2011 a2012   ∆a   ∆Xa  Order 

𝑎1=Net income/Revenues 0.108 0.097 -0.011 -2.19% 2 

𝑎2=Revenues/Assets 1.341 1.509 0.167 2.48% 1 

 𝑎3=Assets/Equity 1.524 1.490 -0.034 -0.50% 3 

Sum X X X -0.21% X 

 

Compared with previous years, the sum of the gradual changes during 2011 and 2012 has 

turned back to negative effect. The biggest difference is to improve the efficiency use of 

total assets. Therefore, in this turn, net profit margin and assets turnover has exchanges 

positions in the rank of gradual changes.  
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Table 4.24         Method of gradual changes from 2012 and 2013 

  a2012 a2013   ∆a   ∆Xa  Order 

𝑎1=Net income/Revenues 0.097 0.097 0.000 2.0E-04 3 

𝑎2=Revenues/Assets 1.509 1.440 -0.069 -1.00% 2 

 𝑎3Assets/Equity 1.490 1.576 0.086 1.21% 1 

Sum X X X 0.21% X 

 

Because of an appearance of the same level in net profit margin during 2012 and 2013, it 

doesn’t affect the absolute change of net profit margin. By contrast, financial leverage 

made a greatest effect about 1.21% on return on equity.  

Table 4.25   Comparison of return on equity between Nike and Adidas 

  2008 2009 2010 2011 2012 2013 

Nike 24.1% 17.1% 19.6% 22.1% 21.9% 22.1% 

Adidas 18.90% 6.50% 12.30% 11.90% 9.90% 14.30% 

 

Chart 4.32 

 

 

To measure whether Nike has a positive return on capital resources, it is wisely to select 

data of its largest competitors Adidas and compare in further. In general, both graphs take 

similar tendency, for example, in 2009, diving into a bottom of ROE. The reason has been 

explained in chapter 4.4 about financial macroeconomic environment dilemma. However, 
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it is clear show that Nike always takes a higher level than Adidas in past few years, which 

reflects Nike truly keeps higher potential profitability and earnings on capital sources.  

 

In a word, three factors take up variable ranks during different periods so that it is hard to 

directly make a conclusion of which one is the most dominant indicator of return on 

equity.  Therefore, it is necessary to take conditions of every year into consideration and 

make a further analysis.  
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5 Conclusion 

Nike has always been considered a model corporate in the peer of industry, which is not only 

due to high profitability, innovative production technology and loyal branch images being 

considered prominently as well. 

 

Having analyzing the conditions of common-size analysis based on income statements during 

constant periods, we can image a positive economic condition in next few years even if there 

was a slowly path in profitability as percentages. This is because Nike has been taking 

positive and wise strategies such as on delivering innovative products and manufacturing 

efficiency to reduce product costs, which has been considered a sensible chess in the industry. 

As for asset conditions of Nike in recent five years, it prefers to invest more highly liquid 

investments, primarily in U.S treasury and agency, commercial papers and corporate bonds 

and the like, rather than buying the large amount of inventory. 

 

However, in terms of liability and equity for Nike recent years, Nike filed a shelf registration 

statement with SEC in 2013, which allows it to issue an unlimited amount of debt securities 

as a result of unplanned acquisitions of assets or business and investments in subsidiaries. At 

the same time, through the efforts of improving long-term debt rating of A+ and A1 from 

S&P Corporation and Moody’s Investor Service, Nike is gradually building up the confidence 

and loyalty of consumers and investors. 

 

From the analysis of the range of financial ratios, we require operating, financing and 

investing areas of the business. For instance, Nike keeps a relatively higher level of liquidity 

ratios during previous five years. Consequently, it can meet short-term obligations as soon as 

possible rather than relying too much on operating cash flow and financing from outside. 

From the point of overall, the ability of high liquidity represents approves of the efficiency of 

working capital management. In other words, reducing inventory and improving assets 

liquidity makes sense of avoiding liquidity risk to an extent. However, in aspects of activity 

performance, Nike was trying to explore receivable frequency and collect working capital as 

main strategy in recent years. Due to relatively lower revenues and inadequate inventory in 

2010, Nike got higher inventory turnover and relatively lower working capital turnover in the 
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same period. In 2012, lower debts were used in capital working structure. Oppositely, the 

upward trend of debts in 2013 brings higher potential solvency risks in the future. 

 

Under the background of turbulent macroeconomic financial environments, Nike is facing to 

a challenging test. Additionally, the appearance of trade protection increases in the cost of 

products. It could affect sales or profitability especially in footwear and apparel industry. 

Therefore, it is highly time for Nike to probably adjust operating strategies and for the sake of 

higher profit room as well as consumer attractions from innovation design. 

 

Compared with the peer industry like Adidas and Puma, Nike has been always leading in the 

industry. Though Adidas takes up largest market share in apparel market, Nike has been 

taking effort to catch up it in the next few years based on exploring market, especially in 

North America and other emerging markets. The point is about activities in China in the past 

decade, which presents 12% of total revenues. China has been always considered a 

manufacturing factory and as an emerging or strongly competitive market, Nike is cultivating 

an extreme amount of youth consumers in the fertile soil of China. Especially since joined in 

WTO, a wider range of corporates is seeking development opportunities in the market of 

China. Certainly, under the pressure of a lower decrease of total revenues in China last year, 

Nike has confidence to move forward to explore market in more innovatory products. By the 

way of conclusion, only if continuously to find ways in other categories of sports area can it 

stay above the competition in a longer time. Another point needs to be mentioned is to 

enlarger emerging market share outside of America and make a positive situation to welcome 

more challenges.  
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Annex 1: Income Statement (Billion of Dollars)  

  2008 2009 2010 2011 2012 2013 

Revenues 18,627 19,176 19,014 20,117 23,331 25,313 

Cost of sales 10,239 10,571 10,213 10,915 13,183 14,279 

Gross profit 8,388 8,605 8,801 9,202 10,148 11,034 

Total expense 5,885 6,649 6,284 6,340 7,123 7,762 

Earning before income taxes 2,503 1,956 2,517 2,862 3,025 3,272 

Income tax expense 620 470 610 690 756 808 

Net Income 1,883 1,486 1,907 2,172 2,269 2,464 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

Annex2: Balance Sheet (Billion of Dollars) 

Fiscal year 2008 2009 2010 2011 2012 2013 

Cash and equivalents 2133 2291 3079 1995 2317 3337 

Short-term investments 642 1164 2067 2583 1440 2628 

Accounts receivables 2795 2883 2650 3138 3132 3117 

Inventories 2438 2357 2041 2715 3222 3434 

Deferred income taxes 227 272 249 312 262 308 

Prepaid expenses and other 

current assets 
602 765 873 594 857 802 

Total current assets 8839 9734 10959 11297 11845 13626 

Property, plant and equipment 1891 1957 1932 2115 2209 2452 

Identifiable intangible assets 743 467 467 487 370 382 

Goodwill 448 193 188 205 131 131 

Deferred income taxes and 

other assets 
520 897 873 894 910 993 

Total assets 12442 13249 14419 14998 15465 17584 

 

Current portion of long-term debt 6 32 7 200 49 57 

Notes payable 178 343 139 187 108 121 

Accounts payable 1288 1032 1255 1469 1549 1646 

Accrued liabilities 1762 1784 1904 1985 1941 1986 

Income taxes payable 88 86 59 117 65 98 

Liabilities of discontinued 

operations 
0 0 0 0 170 18 

Total current liabilities 3322 3277 3364 3958 3882 3926 

Long-term debt 441 437 446 276 228 1210 

Deferred income taxes and other 

liabilities 
855 842 855 921 974 1292 

Capital in excess of stated value 2498 2872 3441 3944 4641 5184 

Accumulated other 

comprehensive income 
252 368 215 95 149 274 

Retained earnings 5073 5451 6095 5801 5588 5695 

Total shareholders' equity 7825 8693 9754 9843 10381 11156 

Total liabilities and shareholders' 

equity 
12443 13250 14419 14998 15465 17584 

 



 

Annex 3: Cash Flow ( Billion of Dollars) 

 
2008 2009 2010 2011 2012 2013 

Cash provided by operation 

      Net income 1883 1487 1907 2133 2223 2485 

Depreciation 303 335 324 335 373 438 

Deferred income taxes -300 -294 8 -76 -60 21 

Stock-based compensation 141 171 159 105 130 174 

Amortization and other 0 401 0 23 32 75 

Net gain on divertitures 18 48 72 0 0 -124 

Change in accounts receivable 118 -238 182 -273 -323 142 

Change in inventories -250 32 285 -551 -805 -197 

Change in prepaid expenses and other 

current assets -11 14 -70 -35 -141 -28 

Change in accounts payable, accrued 

liabilities and income taxes payable 331 -220 298 151 470 41 

Cash provided by operation 1936 1736 3164 1812 1899 3027 

Cash provided by investing activities 

      Purchases of short-term investments -1866 -2909 -3724 -7616 -2705 -3702 

Maturities and sales of short-term 

investment 2246 2390 2788 4313 2585 1501 

Additions to property, plant and 

equipment -449 -456 -335 -432 -597 -636 

Disposals of property, plant and 

equipment 2 32 10 1 2 14 

Proceeds from divestitures 246 0 0 0 0 786 

Increase in other assets, net of other 

liabilities 22 -47 -11 -30 -37 -28 

Settlement of net investment hedges -76 191 5 -23 22 - 

Cash (used) provided by investing 

activities -499 -798 -1268 -1021 514 -1067 

Cash provided by financing activities 

      Net proceeds from long-term debt 

issuance -32 -7 -35 0 0 986 

Change in note payable -205 177 64 41 -65 15 

Proceeds from exercise of stock 

options and other stock issuances 343 187 365 345 468 313 

Excess tax benefits from share-based 

payment arrangements 63 25 59 64 115 72 

Repurchase of common stock -1248 -649 -741 -1859 -1814 -1674 

Dividends -413 -467 -505 -555 -619 -703 

Cash used by financing activities -1226 -734 -1061 -1972 -2118 -1040 



 

 


