NIKE’S BIG RISK

Star endorsement costs rising to $1.63B

By HILARY KRAMER

Nike’s stock has been
on the run lately, but the
brand that made the
Swoosh Synonymous
with star athletes may be
taking investors’ money
for a whirl.

LeBron, Tiger, Serena,
Lance, Michael, Mia —
they’re so big that last
names are simply unnec-
essary.

Nike athletes are ey-
erywhere, covering a
multitude of sports, from
traditional to now even
extreme ones.

And the company

leaves nothing to chance, .

employing every form of
media and using every
opportunity to let you
know that these stars
wear Nike.

In fact, Nike practically
invented the modern
concept of marketing
athlete endorsers, thanks
in no small part to bas-
ketball legend Michael
Jordan.

But even as Nike boasts
to the public the number
and caliber of its ath-
letes, the company seems
oddly wvague about its
long-term financial com-
mitments to them.

The actual annual cash
payments for endorse-
ment contracts appear to
be factored into Nike’s
creatively titled “de-
mand-creation expense.”

The long-term implica-
tions of these contracts,
however, are even more

complicated to figure
out.
In November 2002,

FASB issued interpreta-
tion No. 45: “guarantor’s
accounting and disclo-
sure requirements for
guarantees, including in-
direct guarantees of in-
debtedness of others.”

That’s “accountantese”
for saying that, in this
case, Nike has to recog-
nize and disclose the fair
value of the endorse-
ments it issues.

But Nike won't break
down all of its endorse-
ment commitments as
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line items, so it’s difficult
to know which commit-
ments are included and
to what extent its ac-
countants are booking

Cas paym n
endorsement contracts: *

| 2004
2005

2007
2008

: fﬁéreafter

i

$197.2M
$323.6M

$266M
$166.1M
S405.7M |

e

* Approximate amounts, but actual

payments will likely be higher due to
bonuses; SEC filings, Jan. 12, 2004

the full commitment

‘amounts.

What is known, how-
ever, is that the amount
that has been revealed is

e
already large enough to
be significant.

To be sure, Nike is cur-
rently a healthy company
with nearly $1 billion in

cash reserves and an 18
percent growth in net in-
come for the recent quar-
ter.

Still, this success has
apparently emboldened
the company to commit
to new endorsements at a
stunning rate and then
defer most of the pay-
ments until after 2008
when it's unclear what
the company and the
world’s economic envi-
ronment will look like.

Nike’s $1.63 billion in
total endorsement com-
mitments is up $192 mil-
lion, or 13 percent, in just
six months since Nike’s
May 31 fiscal year-end.

Just for perspective,
Nike’s entire property,
plant and equipment
value is around that

amount ($1.61 billion), as
are its total inventories
($1.9 billion).

Noted Sal Galatioto,
Lehman Brothers manag-
ing director of its sports
advisory group, “Some of
the contracts can be low-
ered if an athlete can't
perform, but there is still
residual economic risk to
the company.”

Nike’s current endorse-
ment commitments are
even on top of the
32-percent rise in en-
dorsement commitments
for Nike's full 2003 fiscal
year.

The further out its en-
dorsement contracts ex-
tend, the greater the risk
that the money won’t be
well spent.

Added Galatioto, “If’s
difficult to predict the
performance of an ath-
lete over time and so
there’s inherent risk for
the company giving the
endorsement contract —
a lot of risk.”

With all the recent ac-
counting problems sur-
rounding risky off-bal-
ance sheet items,
companies have an obli-
gation to improve their
corporate governance by
increasing the transpar-
ency of their accounting.
Nike, too, should just do
it




