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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
FORM 10-Q
b QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15 (d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the quarterly period ended December 23, 2007
OR
0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the transition period from to
Commission File Number: 1-10542
UNIFI, INC.
(Exact name of registrant as specified in its charter)
New York 11-2165495
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)
P.O.Box 19109 7201 West Friendly Avenue 27419
Greensboro, NC (Zip Code)

(Address of principal executive offices)
Registrant s telephone number, including area code: (336) 294-4410

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days

Yesp Noo
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated
filer. See definition of accelerated filer and large accelerated filer in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer o Accelerated filer p Non-accelerated filer o

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yeso Nop
The number of shares outstanding of the issuer s common stock, par value $.10 per share, as of January 31, 2008 was
60,588,900.
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Part. 1 Financial Information
Item. 1 Financial Statements

ASSETS

Current assets:

Cash and cash equivalents
Receivables, net
Inventories

Deferred income taxes
Assets held for sale
Restricted cash

Other current assets

Total current assets

Property, plant and equipment
Less accumulated depreciation

Edgar Filing: UNIFI INC - Form 10-Q

UNIFI, INC.
Condensed Consolidated Balance Sheets

Investments in unconsolidated affiliates

Intangible assets, net
Other noncurrent assets

Total assets

LIABILITIES AND SHAREHOLDERS EQUITY

Current liabilities:
Accounts payable
Accrued expenses
Income taxes payable

Current maturities of long-term debt and other current liabilities

Total current liabilities

Long-term debt and other liabilities

Deferred income taxes

Commitments and contingencies Shareholders equity:

Table of Contents

December
23,
2007
(Unaudited)

June 24,
2007

(Amounts in thousands)

$ 25,775
99,258
121,080
1,946
3,652
18,846
12,691

283,248
885,954

(696,510)
189,444
79,043
40,708
20,183

$ 612,626

$ 47,099
29,684
704
12,085

89,572

227,122
985

$ 40,031
93,989
132,282
9,923
7,880
4,036
11,973

300,114
913,144
(703,189)
209,955
93,170
42,290
20,424

$ 665,953

$ 61,620
28,278
247
11,198

101,343

236,149
23,507
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Common stock

Capital in excess of par value

Retained earnings (Note 2)

Accumulated other comprehensive income

Total liabilities and shareholders equity

See accompanying notes to condensed consolidated financial statements.
3

6,059
24,238
253,711
10,939

294,947

$ 612,626

6,054
23,723
270,800
4,377

304,954

$ 665,953
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UNIFIL INC.
Condensed Consolidated Statements of Operations

Net sales

Cost of sales

Selling, general & administrative expenses
Provision (recovery) for bad debts

Interest expense

Interest income

Other (income) expense, net

Equity in (earnings) losses of unconsolidated
affiliates

Restructuring charges

Write down of long-lived assets

Write down of investment in unconsolidated affiliate

Loss from continuing operations before income taxes
Benefit from income taxes

Loss from continuing operations
Income (loss) from discontinued operations net of

tax

Net loss

Losses per common share (basic and diluted):
Net loss  continuing operations

Net loss  discontinued operations

Net loss  basic and diluted

Weighted average outstanding shares of common
stock (basic and diluted)

See accompanying notes to condensed consolidated financial statements.

(Unaudited)

For the Quarters Ended

Dec. 23,
2007

Dec. 24,
2006

For the Six-Months

Ended

Dec. 23,

2007

Dec. 24,
2006

(Amounts in thousands, except per share data)

$ 183,369

175,049

12,008
(189)

6,578
(754)
(2,184)

21

4,205

2,247

(13,612)
(5,757)
(7,855)

109

$ (7,746)

$ (13

$ (13

60,553

4

$ 156,895
157,010
10,388
(1,012)
6,111
(1,066)
236
2,876
2,002
(19,650)
(1,590)
(18,060)
(167)

$ (18,227)

$ (35

$ (35

52,198

$

$

$

$

353,905
334,592
26,462
65
13,290
(1,580)
(3,190)

(157)
6,837
2,780
4,505

(29,699)
(12,688)

(17,011)

77

(16,934)

(.28)

(.28)

60,545

$ 326,839
316,393
21,677
598
12,176
(1,510)
(243)
4,825
3,202
(30,279)
(2,139)
(28,140)
(203)

$ (28,343)

$ (.54)

$ (.54)

52,198

Table of Contents



Edgar Filing: UNIFI INC - Form 10-Q

Table of Contents

UNIFI, INC.

Condensed Consolidated Statements of Cash Flows

(Unaudited) (Amounts in thousands)

Cash and cash equivalents at beginning of year

Operating activities:

Net loss

Adjustments to reconcile net loss to net cash provided by (used in) continuing
operating activities:

(Income) loss from discontinued operations

Net (earnings) losses of unconsolidated equity affiliates, net of distributions
Depreciation

Amortization

Stock-based compensation

Net (gain) loss on asset sales

Non-cash write down of long-lived assets

Non-cash write down of investment in unconsolidated affiliate

Non-cash portion of restructuring charges

Deferred income tax

Provision for bad debt

Other

Change in assets and liabilities, excluding effects of acquisitions and foreign
currency adjustments

Net cash provided by (used in) continuing operating activities

Investing activities:

Capital expenditures

Acquisition

Proceeds from sale of equity affiliate
Change in restricted cash

Collection of notes receivable
Proceeds from sale of capital assets
Return of capital from equity affiliates
Other

Net cash provided by (used in) investing activities
Financing activities:
Payment of long-term debt

Other

Net cash used in financing activities

Table of Contents

For the Six-Months Ended

December
23,
2007
$ 40,031

(16,934)

(77
303
18,850
2,324
565
(1,413)
2,780
4,505
6,837
(14,699)
65
(568)

(8,124)

(5,586)

(3,827)

8,750
(14,810)
267
10,560
234

1,174

(11,000)

(708)

(11,708)

$

December

24,
2006
35,317

(28,343)

203
4,825
21,449
557
1,238
241
3,202

(2,411)
598
20
2,571
4,150

(3,341)
(393)

734

30

229
(528)

(3,269)
(290)
(309)

(599)
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Cash flows of discontinued operations:

Operating cash flow (201) (50)
Net cash used in discontinued operations (201) (50)
Effect of exchange rate changes on cash and cash equivalents 2,065 63
Net increase (decrease) in cash and cash equivalents (14,256) 295
Cash and cash equivalents at end of period $ 25,775 $ 35,612

See accompanying notes to condensed consolidated financial statements.
5
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UNIFI, INC.
Notes to Condensed Consolidated Financial Statements

1. Basis of Presentation

The Condensed Consolidated Balance Sheet at June 24, 2007 has been derived from the audited financial
statements at that date but does not include all of the information and footnotes required by U.S. generally accepted
accounting principles ( U.S. GAAP ) for complete financial statements. Except as noted with respect to the balance
sheet at June 24, 2007, this information is unaudited and reflects all adjustments which are, in the opinion of
management, necessary to present fairly the financial position at December 23, 2007, and the results of operations
and cash flows for the periods ended December 23, 2007 and December 24, 2006. Such adjustments consisted of
normal recurring items necessary for fair presentation in conformity with U.S. GAAP. Preparing financial
statements requires management to make estimates and assumptions that affect the amounts reported in the
financial statements and accompanying notes. Actual results may differ from these estimates. Interim results are
not necessarily indicative of results for a full year. The information included in this Form 10-Q should be read in
conjunction with Management s Discussion and Analysis of Financial Condition and Results of Operations and the
financial statements and notes thereto included in the Company s Form 10-K for the fiscal year ended June 24,
2007. Certain prior period amounts have been reclassified to conform to current year presentation.

The significant accounting policies followed by the Company are presented on pages 62 to 68 of the Company s
Annual Report on Form 10-K for the fiscal year ended June 24, 2007.

2. Inventories
For a discussion of the Company s significant accounting policies, see Note 1 Summary of Significant Accounting
Policies of the Notes to Consolidated Financial Statements section of the Company s Form 10-K for the fiscal year
ended June 24, 2007. As of the date hereof, there has been no significant developments with respect to significant
accounting policies since June 24, 2007, other than the following:

Inventories are stated at lower of cost or market. Cost is determined by the first-in, first-out method.

Inventories are comprised of the following (amounts in thousands):

December
23, June 24,
2007 2007
Raw materials and supplies $ 51,997 $ 49,690
Work in process 5,708 8,171
Finished goods 63,375 74,421

$ 121,080 $132,282

On June 25, 2007, the Company changed its method of accounting for certain inventories from last-in, first-out

( LIFO ) method to the first-in, first-out ( FIFO ) method. The Company applied this change in method of inventory
costing by retrospective application to the prior years financial statements. The Company believes the change is
preferable because the FIFO inventory method is predominantly used in the industry in which the Company operates;

and therefore, the change will make the comparison of results among these companies more consistent. The Company

also believes that the FIFO method provides a more meaningful presentation of financial position because it reflects

Table of Contents 9
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more recent costs in the balance sheet. Moreover, the change also conforms all of the Company s raw material,
work-in-process and finished goods inventories to a single costing method.
6
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The impact of the change in method of accounting on certain financial statement line items is as follows (amounts in
thousands, except per share data):

December December December December

23, 24, 23, 24,
June 24, June 25, June 26,
2007 2006 2007 2006 2007 2006 2005
13 13 (26 26 (52 (52 (52

Increase / (Decrease) Weeks) Weeks) Weeks) Weeks) Weeks) Weeks) Weeks)
Balance Sheets:

Inventories $6546 $6,109 $6546 $6,109 $ 8,155 $ 7323 $ 3492
Current deferred taxes (2,514) (2,346) (2,514) (2,346) (3,132) (2,812) (1,372)
Noncurrent deferred taxes 32
Retained earnings 4,032 3,763 4,032 3,763 5,023 4,511 2,152
Statements of Operations:

Cost of sales 994 2,735 1,609 1,214 (832) (3,831) (2,924)
Income (loss) from

continuing operations (994) (2,735) (1,609) (1,214) 832 3,831 2,924
Provision (benefit) for

income taxes (382) (1,050) (618) (466) 320 1,472 1,122
Net income (loss) (612) (1,685) (991) (748) 512 2,359 1,802
Per share of common stock:

(basic and diluted)

Net loss per share (.01 (.03) (.02) .0 .01 .05 .03
Cash Flow Statements:

Net income (loss) (612) (1,685) (991) (748) 512 2,359 1,802
Change in inventories 994 2,735 1,609 1,214 (832) (3,831) (2,924)
Deferred income tax (382) (1,050) (618) (466) 320 1,472 1,122
Net cash provided by

operating activities
Note: The disclosure is selective in nature and only addresses the specific accounting impact from the change in
inventory accounting methods. The disclosure does not address other potential effects (whether financial or
operational) that could have impacted the Company s results of operations or financial position if the Company had
elected to remain on the LIFO accounting method for inventories during the thirteen weeks and twenty six weeks
ended December 23, 2007.
As a result of the accounting change, retained earnings as of June 24, 2007 increased $5.0 million from
$265.8 million, as originally reported using the LIFO method for certain inventories, to $270.8 million using the FIFO
method.
3. Accrued Expenses

Accrued expenses are comprised of the following (amounts in thousands):

December
23, June 24,
2007 2007
Payroll and fringe benefits $ 7,225 $ 8,256

Table of Contents 11
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Severance 2,890 877
Interest 2,811 2,849
Utilities 3,058 4,324
Restructuring 8,712 5,685
Retiree benefits 2,461 2,470
Property taxes 262 1,514
Other 2,265 2,303

$ 29,684 $ 28,278

7
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4. Income Taxes

The Company s income tax benefit for the quarter ended December 23, 2007 resulted in an effective tax rate of
(42.3)% compared to the quarter ended December 24, 2006 which resulted in an effective tax rate of (8.1)%. The
Company s income tax benefit for the year-to-date period ended December 23, 2007 resulted in an effective tax rate
of (42.7)% compared to the year-to-date period ended December 24, 2006 which resulted in an effective tax rate of
(7.1)%. The primary differences between the Company s income tax benefit and the U.S. statutory rate for the
quarter and year-to-date period ended December 23, 2007 were losses from certain foreign operations taxed at a
lower effective rate, state income tax benefit, and a decrease in the valuation allowance.

Deferred income taxes have been provided for the temporary differences between financial statement carrying
amounts and the tax basis of existing assets and liabilities. The Company has established a valuation allowance to
completely offset its U.S. net deferred tax asset. The valuation allowance decreased $1.7 million and $6.8 million
in the quarter and year-to date period ended December 23, 2007, respectively, compared to a $5.1 million increase
in both the quarter and year-to-date period ended December 24, 2006. The decrease in the valuation allowance for
the quarter ended December 23, 2007 was primarily due to a reduction in estimated capital losses related to certain
fixed assets and lower estimates of future realization of U.S. loss carryforwards and other deductible items. The
decrease in the valuation allowance for the year-to-date period ended December 23, 2007 was primarily due to the
derecognition of unrealized tax benefits with respect to North Carolina income tax credit carryforwards, a
reduction in estimated capital losses related to certain fixed assets offset by lower estimates of future realization of
U.S. loss carryforwards and other deductible items.

On June 25, 2007, the Company adopted Financial Interpretation No. 48, Accounting for Uncertainty in Income
Taxes, an interpretation of FASB Statement No. 109 ( FIN 48 ). FIN 48 clarifies the accounting for uncertainty in
income taxes recognized in an enterprise s financial statements in accordance with FASB Statement No. 109,
Accounting for Income Taxes. FIN 48 prescribes a recognition threshold and measurement attribute for the
financial statement recognition and measurement of a tax position taken or expected to be taken in a tax return.
FIN 48 also provides guidance on de-recognition, classification, interest and penalties, accounting in interim
periods, disclosures and transition. There was a $0.2 million cumulative adjustment to retained earnings on
adoption of FIN 48.

The Company had unrecognized tax benefits of $4.5 million as of the June 25, 2007 adoption date. Of the total,
$0.4 million represents amounts that, if recognized, would favorably affect the effective income tax rate in any

future period, and $1.5 million represents North Carolina income tax credit carryforwards that will expire if not
utilized within twelve months.

The Company has elected upon adoption of FIN 48 to classify interest and penalties recognized in accordance with
FIN 48 as income tax expense. The Company had $0.1 million of accrued interest and no penalties related to
uncertain tax positions as of June 25, 2007.

There was no change in the amount of unrecognized tax benefits or related interest and penalties during the quarter
and year-to-date period ended December 23, 2007.

The Company is subject to income tax examinations for U.S. federal income taxes for fiscal years 2003 through
2007, for non-U.S. income taxes for tax years 2000 through 2007, and for state and local income taxes for fiscal
years 2001 through 2007. The Company s U.S. federal income tax return for fiscal year 2006 is currently under
examination.

8
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5. Comprehensive Income (Loss)

Comprehensive losses amounted to $4.7 million and $10.4 million for the second quarter and year-to-date periods
of fiscal year 2008, respectively, compared to comprehensive losses of $16.9 million and $26.7 million for the
second quarter and the year-to-date periods of fiscal year 2007. Comprehensive losses were comprised of net
losses of $7.7 million and $16.9 million for the second quarter and year-to-date periods of fiscal year 2008,
respectively, and foreign translation gains of $3.0 million and $6.5 million, respectively. Comparatively,
comprehensive losses for the corresponding periods in the prior fiscal year were derived from net losses of

$18.2 million and $28.3 million, and foreign translation gains of $1.3 million and $1.7 million, respectively. The
Company does not provide income taxes on the impact of currency translations as earnings from foreign
subsidiaries are deemed to be permanently invested.

6. Recent Accounting Pronouncements

In December 2007, the Financial Accounting Standards Board ( FASB ) issued Statement of Financial Accounting
Standard ( SFAS ) No. 141R, Business Combinations-Revised ( SFAS 141R ). This new standard replaces SFAS 141

Business Combinations . SFAS 141R requires that the acquisition method of accounting, instead of the purchase
method, be applied to all business combinations and that an acquirer be identified in the process. The statement
requires that fair market value be used to recognize assets and assumed liabilities instead of the cost allocation
method where the costs of an acquisition are allocated to individual assets based on their estimated fair values.
Goodwill would be calculated as the excess purchase price over the fair value of the assets acquired; however,
negative goodwill will be recognized immediately as a gain instead of being allocated to individual assets acquired.
Costs of the acquisition will be recognized separately from the business combination. The end result is that the
statement improves the comparability, relevance and completeness of assets acquired and liabilities assumed in a
business combination. SFAS 141R is effective for business combinations which occur in fiscal years beginning on
or after December 15, 2008.

In December 2007, the FASB issued SFAS 160, Noncontrolling Interests in Consolidated Financial Statements-an
amendment of ARB No. 51 . This new standard requires that ownership interests held by parties other than the
parent be presented separately within equity in the statement of financial position; the amount of consolidated net
income be clearly identified and presented on the statements of income; all transactions resulting in a change of
ownership interest whereby the parent retains control to be accounted for as equity transactions; and when
controlling interest is not retained by the parent, any retained equity investment will be valued at fair market value
with a gain or loss being recognized on the transaction. SFAS 160 is effective for business combinations which
occur in fiscal years beginning on or after December 15, 2008. The Company does not expect this statement to
have an impact on its results of operations or financial condition.

In February 2007, the FASB issued SFAS 159, Fair Value Option for Financial Assets and Financials
Liabilities-Including an Amendment to FASB Statement No. 115 that expands the use of fair value measurement
of various financial instruments and other items. This statement provides entities the option to record certain
financial assets and liabilities, such as firm commitments, non-financial insurance contracts and warranties, and
host financial instruments at fair value. Generally, the fair value option may be applied instrument by instrument
and is irrevocable once elected. The unrealized gains and losses on elected items would be recorded as earnings.
SFAS 159 is effective for fiscal years beginning after November 15, 2007. The Company continues to evaluate the
provisions of SFAS 159 and has not determined if it will make any elections for fair value reporting of its assets.

In September 2006, the FASB issued SFAS 157, Fair Value Measurements ( SFAS 157 ). SFAS 157 addresses how

companies should measure fair value when they are required to use a fair value measure for recognition or
disclosure purposes under generally accepted accounting principles. As a result of SFAS 157 there is now a
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common definition of fair value to be used throughout GAAP. The FASB believes that the new standard will make
the measurement of fair value more consistent and comparable and improve
9
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disclosures about those measures. The provisions of SFAS 157 were to be effective for fiscal years beginning after
November 15, 2007. On December 14, 2007, the FASB issued proposed FSP FAS 157-b which would delay the
effective date of SFAS 157 for all nonfinancial assets and nonfinancial liabilities, except those that are recognized
or disclosed at fair value in the financial statements on a recurring basis (at least annually). This proposed FSP
partially defers the effective date of SFAS 157 to fiscal years beginning after November 15, 2008, and interim
periods within those fiscal years for items within the scope of this FSP. Effective for fiscal year 2009, the
Company will adopt SFAS 157 except as it applies to those nonfinancial assets and nonfinancial liabilities as noted
in proposed FSP FAS 157-b. The Company is in the process of determining the financial impact of the partial
adoption of SFAS 157 on its results of operations and financial condition.

7. Segment Disclosures

The following is the Company s selected segment information for the quarter and six-month periods ended
December 23, 2007 and December 24, 2006 (amounts in thousands):

Polyester Nylon Total

Quarter ended December 23, 2007:

Net sales to external customers $135,119 $ 48,250 $183,369
Intersegment net sales 2,008 911 2,919
Segment operating income (loss) (10,845) 705 (10,140)
Total assets 381,758 99,206 480,964
Quarter ended December 24, 2006:

Net sales to external customers $118,507 $ 38,388 $156,895
Intersegment net sales 1,485 1,268 2,753
Segment operating loss (10,717) (1,788) (12,505)
Total assets 338,969 121,543 460,512

The following table represents reconciliations from segment data to consolidated reporting data
(amounts in thousands):

For the Quarters Ended

December December
23, 24,
2007 2006
Reconciliation of segment operating loss to net loss from continuing
operations before income taxes:
Reportable segments operating loss $(10,140) $ (12,505)
Recovery for bad debts (189) (1,012)
Interest expense, net 5,824 5,045
Other (income) expense, net (2,184) 236
Equity in (earnings) losses of unconsolidated affiliates 21 2,876
Loss from continuing operations before income taxes $(13,612) $ (19,650)

10
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Polyester Nylon Total

Six-Months ended December 23, 2007:

Net sales to external customers $264,498 $89,407 $353,905
Intersegment net sales 4,534 1,877 6,411
Segment operating income (loss) (18,237) 1,471 (16,766)
Six-Months ended December 24, 2006:

Net sales to external customers $248,978 $77,861 $326,839
Intersegment net sales 3,914 3,096 7,010
Segment operating loss (11,652) (1,581) (13,233)

The following table represents reconciliations from segment data to consolidated reporting data
(amounts in thousands):

For the Six-Months Ended

December December
23, 24,
2007 2006
Reconciliation of segment operating loss to net loss from continuing
operations before income taxes:
Reportable segments operating loss $ (16,766) $ (13,233)
Provision for bad debts 65 598
Interest expense, net 11,710 10,666
Other (income) expense, net (3,190) (243)
Equity in (earnings) losses of unconsolidated affiliates (157) 4,825
Write down of long-lived assets 1,200
Write down of investment in unconsolidated affiliate 4,505
Loss from continuing operations before income taxes $ (29,699) $ (30,279)

For purposes of internal management reporting, segment operating loss represents net sales less cost of sales and
allocated selling, general and administrative expenses. Certain indirect manufacturing and selling, general and
administrative costs are allocated to the operating segments based on activity drivers relevant to the respective
costs. Intersegment sales are recorded at market.

The primary differences between the segmented financial information of the operating segments, as reported to
management and the Company s consolidated reporting relate to intersegment sales of yarn and the associated fiber
costs, the provision for bad debts, asset impairments, restructuring charges, and certain unallocated selling, general
and administrative expenses.

Segment operating loss excluded the provision (benefit) for bad debts of $(0.2) million and $(1.0) million for the
current and prior year second quarter periods, respectively, and $0.1 million and $0.6 million for the year-to-date
periods, respectively.

The total assets for the polyester segment decreased from $419.4 million at June 24, 2007 to $381.8 million at
December 23, 2007 due primarily to decreases in fixed assets, inventory, cash, deferred taxes and other assets of
$12.9 million, $11.0 million, $9.5 million, $4.2 million and $1.2 million, respectively. These decreases were offset
by increases in other current assets of $1.2 million. The total assets for the nylon segment decreased from

$110.7 million at June 24, 2007 to $99.2 million at December 23, 2007 due primarily to decreases in fixed assets,
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assets held for sale, deferred tax assets, and inventory of $7.4 million, $3.4 million, $2.6 million, and $0.3 million,
respectively. These decreases were offset by increases in accounts receivable and cash of $2.1 million and
$0.1 million, respectively.
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8. Stock-Based Compensation

In the prior year first quarter, the Board of Directors (the Board ) authorized the issuance of approximately

1.1 million stock options from the 1999 Long-Term Incentive Plan to certain key employees. With the exception of
the immediate vesting of three hundred thousand stock options granted to the former Chairman, President and
Chief Executive Officer ( CEO ), the remaining stock options vest in three equal installments: the first one-third at
the time of grant, the next one-third on the first anniversary of the grant and the final one-third on the second
anniversary of the grant.

On October 24, 2007, the Board authorized the issuance of approximately 1.6 million stock options from the
Long-Term Incentive Plan of which one hundred and twenty thousand were issued to certain Board members and
the remaining options were issued to certain key employees. The stock options issued to key employees are subject
to a market condition which vests the options on the date that the closing price of the Company s common stock
shall have been at least $6.00 per share for thirty consecutive trading days. The stock options issued to certain

Board members are subject to a similar market condition in that one half of each member s options vest on the date
that the closing price of the Company s common stock shall have been at least $8.00 per share for thirty consecutive
trading days and the remaining one half vest on the date that the closing price of the Company s common stock
shall have been at least $10.00 per share for thirty consecutive trading days. The Company used a Monte Carlo

stock option model to estimate fair value and the derived vesting periods range from 2.4 to 3.9 years.

As a result of these grants, the Company incurred $0.3 million and $0.2 million in the second quarters of fiscal
years 2008 and 2007, respectively, and $0.4 million and $1.2 million for the year-to-date periods, respectively, in
stock-based compensation charges which were recorded as selling, general and administrative expense with the
offset to additional paid-in-capital.

9. Derivative Financial Instruments

The Company accounts for derivative contracts and hedging activities under SFAS 133, Accounting for Derivative
Instruments and Hedging Activities which requires all derivatives to be recorded on the balance sheet at fair value.
The Company does not enter into derivative financial instruments for trading purposes nor is it a party to any
leveraged financial instruments.

The Company conducts its business in various foreign currencies. As a result, it is subject to the transaction
exposure that arises from foreign exchange rate movements between the dates that foreign currency transactions
are recorded (export sales and purchase commitments) and the dates they are consummated (cash receipts and cash
disbursements in foreign currencies). The Company utilizes some natural hedging to mitigate these transaction
exposures. The Company also enters into foreign currency forward contracts for the purchase and sale of
European, Brazilian, and North American currencies to hedge balance sheet and income statement currency
exposures. These contracts are principally entered into for the purchase of inventory and equipment and the sale of
Company products into export markets. Counterparties for these instruments are major financial institutions.

Currency forward contracts are entered into to hedge exposure for sales in foreign currencies based on specific
sales orders with customers or for anticipated sales activity for a future time period. Generally, 50% of the sales
value of these orders is covered by forward contracts. Maturity dates of the forward contracts attempt to match
anticipated receivable collections. The Company marks the outstanding accounts receivable and forward contracts
to market at month end and any realized and unrealized gains or losses are recorded as other income and expense.
The Company also enters currency forward contracts for committed or anticipated equipment and inventory
purchases. Generally, 50% of the asset cost is covered by forward contracts although up to 100% of the asset cost
may be covered by contracts in certain instances. Forward contracts are matched with the anticipated date of
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delivery of the assets and gains and losses are recorded as a component of the asset cost for purchase transactions
when the
12
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Company is firmly committed. The latest maturity date for all outstanding purchase and sales foreign currency
forward contracts is January 2008 and April 2008, respectively.

The dollar equivalent of these forward currency contracts and their related fair values are detailed below

(amounts in thousands):

Foreign currency purchase contracts:
Notional amount
Fair value

Net (gain) loss
Foreign currency sales contracts:
Notional amount

Fair value

Net (gain) loss

December
23, June 24,
2007 2007

$ 1,178 $ 1,778
1,182 1,783

$ 4) $ 35)
$ 638 $ 397
648 400
$ 10 $ 3

For the quarters ended December 23, 2007 and December 24, 2006, the total impact of foreign currency related
items on the Condensed Consolidated Statements of Operations, including transactions that were hedged and
those that were not hedged, resulted in a pre-tax loss of $0.1 million and pre-tax income of $0.1 million,
respectively. For the year-to-date periods ended December 23, 2007 and December 24, 2006, the total impact of
foreign currency related items was pre-tax loss of $0.5 million and pre-tax income of $0.4 million, respectively.

10. Investments in Unconsolidated Affiliates

The following table represents the Company s investments in unconsolidated affiliates:

Date
Affiliate Name Acquired
August
Yihua Unifi Fibre Company Limited 2005
Parkdale America, LLC June 1997
September
U.N.F. Industries, LLC 2000

Percent
Location Ownership
Yizheng, Jiangsu Province,
People s Republic of China 50%
North and South Carolina 34%
Migdal Ha Emek, Israel 50%

Condensed balance sheet information as of December 23, 2007, and income statement information for the quarter
and year-to-date periods ended December 23, 2007, of the combined unconsolidated equity affiliates are as

follows (amounts in thousands):

Current assets
Noncurrent assets
Current liabilities
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As of
December 23, 2007
$175,276
157,353

68,466
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Noncurrent liabilities
Shareholders equity and capital accounts
13

4,318
259,845
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For the Quarter Ended For the Six-Months Ended
December 23, 2007 December 23, 2007
Net sales $145,462 $306,944
Gross profit 5,437 10,641
Income from operations 399 8
Net income (loss) 551 (219)

In the second quarter of fiscal year 2008, the Company completed the sale of its 50% interest in Unifi-SANS
Technical Fibers, LLC ( USTF ). On November 30, 2007, the Company received net proceeds of $11.9 million
from Sans Fibers. The purchase price included $3.0 million for a manufacturing facility that the Company leased
to the joint venture which had a net book value of $2.1 million. Of the remaining $8.9 million, $8.8 million was
allocated to the Company s equity investment in the joint venture and $0.1 million was attributed to interest
income.

11. Severance and Restructuring Charges

In fiscal year 2004, the Company recorded restructuring charges of $5.7 million in lease related costs associated
with the closure of its facility in Altamahaw, North Carolina. In the second quarter of fiscal year 2008, the
Company evaluated its remaining obligation on the lease and as a result recorded a $0.4 million favorable
adjustment. The net present value of the remaining lease obligation was $2.0 million at December 23, 2007 and
$2.8 million at June 24, 2007.

On April 26, 2007, the Company announced a plan to consolidate its domestic polyester capacity and closed a
manufacturing facility located in Dillon, South Carolina. The Company recorded an assumed liability in purchase
accounting of $0.7 million for severance related costs and $2.9 million for unfavorable contracts in the third
quarter of fiscal year 2007. Approximately 290 wage employees and 25 salaried employees were affected by this
consolidation plan.

During the first quarter of fiscal year 2008, the Company reorganized certain corporate staff and manufacturing
support functions to further reduce costs. On August 2, 2007, the Company announced the closure of its Kinston,
North Carolina facility ( Kinston ) which produced POY yarn for both internal consumption and third party sales.
Approximately 310 employees including 90 salaried positions and 220 wage positions were included in the
reorganization plans. The Company recorded a severance reserve of $0.8 million and $1.5 million in contract
termination costs relating to the Kinston closure.

During the second quarter of fiscal year 2008, the Company further evaluated the contract termination costs
associated with the closure of Kinston and accrued for unfavorable contract costs of $4.6 million related to site
services, including utilities and operational support, the Company is obligated to provide to a tenant through
June 2008. The Company recorded an additional $0.4 million in severance costs related to Kinston employees
who are associated with providing these services.

During the first quarter of fiscal year 2008, the Company recorded $2.4 million in connection with the
termination of its former Chairman, President and CEO, and $1.1 million relating to other corporate staff and
manufacturing support. On October 4, 2007, the Company announced that it entered into a severance agreement
which provides for the termination of the Company s former Vice President, Chief Operating Officer and Chief
Financial Officer. As a result, the Company recorded an additional severance charge of $1.7 million in the second
quarter of fiscal year 2008.

As of December 23, 2007, $2.3 million of severance was classified as long term.
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The table below summarizes changes to the accrued severance and accrued restructuring accounts for the
year-to-date period ended December 23, 2007 (amounts in thousands):

Balance at Balance at
June 24, Amounts December 23,
2007 Charges  Adjustments Used 2007
Accrued severance $ 877 6,445 (11 (2,117) $ 5,194
Accrued restructuring $ 5,685 5,627 (285) (2,315) $ 8,712

12. Impairment Charges

During the first quarter of fiscal year 2007, the Company announced its intent to sell a manufacturing facility that
the Company leased to a tenant since 1999. The lease expired in October 2006 and the Company decided to sell
the property upon expiration of the lease. Pursuant to this determination, the Company received appraisals
relating to the property and performed an impairment review in accordance with SFAS 144, Accounting for the
Impairment or Disposal of Long-Lived Assets . The Company evaluated the recoverability of the long-lived asset
and determined that the carrying amount of the property exceeded its fair value. Accordingly, the Company
recorded a non-cash impairment charge of $1.2 million during the first quarter of fiscal year 2007.

In November 2006, the Company s Brazilian operation decided to modernize its facilities by replacing ten of its
older machines with newer machines purchased from the domestic polyester segment. These machine purchases
allowed the Brazilian facility to produce tailor made products at higher speeds resulting in lower costs and
increased competitiveness. As a result, the Company recognized a $2.0 million impairment charge on the older
machines during the quarter ended December 24, 2006.

During the first quarter of fiscal year 2008 in connection with a review of the fair value of USTF during
negotiations related to the sale, the Company determined that a review of the carrying value of its investment was
necessary. As a result of this review, the Company determined that the carrying value exceeded its fair value.
Accordingly, a non-cash impairment charge of $4.5 million was recorded in the first quarter of fiscal year 2008.
See Footnote 10. Investments in Unconsolidated Affiliates for discussion related to the sale of USTF.

During the first quarter of fiscal year 2008, the Company s Brazilian polyester operation continued the
modernization plan for its facilities by abandoning four of its older machines and replacing them with newer
machines purchased from the Company s domestic polyester division. As a result, the Company recognized a
$0.5 million non-cash impairment charge on the older machines.

During the second quarter of fiscal year 2008, the Company evaluated the carrying value of the remaining
machinery and equipment at its Dillon, South Carolina facility. The Company sold several machines to a foreign
subsidiary and also transferred several other machines to its Yadkinville, North Carolina facility. Six of the
remaining machines were leased under an operating lease to a manufacturer in Mexico at a fair market value
substantially less than their carrying value. The last five remaining machines were scheduled to be scrapped for
spare parts inventory. These eleven remaining machines were written down to fair market value determined by
the lease; and as a result, the Company recorded a non-cash impairment charge of $1.6 million in the second
quarter of fiscal year 2008. The adjusted net book value will be depreciated over a two year period which is
consistent with the life of the lease.

In addition, the Company began negotiations with a third party to sell the manufacturing facility located in
Kinston, North Carolina. As a result of these negotiations, management concluded that the carrying value of the
real estate exceeded its fair value. Accordingly, a $0.7 million non-cash impairment charge was recorded in the
quarter ended December 23, 2007.
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13. Assets Held for Sale

As part of its consolidation effort, the Company continues to hold for sale facilities that it has closed. As of
June 24, 2007, the Company had three manufacturing facilities and one warehouse for sale. On June 25, 2007, the
Company sold its Plant 5 manufacturing facility for $2.1 million which was equal to its net book value less

related selling costs.

On September 28, 2007, the Company completed the sale of its Plant 7 manufacturing facility located in Madison,
North Carolina. Net proceeds from this transaction were $1.5 million.

On December 19, 2007, the Company completed the sale of an idle manufacturing facility in Reidsville, North

Carolina. Net proceeds from this transaction were $0.5 million.

The following table summarizes by category assets held for sale (amounts in thousands):

Land
Building
Leasehold improvements

14. Related Party Transaction

December

23,
2007

335
3,153
164

3,652

June 24,
2007

$ 619
6,605
656

$ 7,880

The Company has entered into negotiations with Dillon Yarn Corporation ( DYC ) relating to the sale of a
manufacturing facility located in Dillon, South Carolina. Mr. Stephen Wener, one of the Company s Directors, is

the President and CEO of DYC. In anticipation of closing the sale, the Company has permitted DYC to occupy

the facility since July 2007, rent free.

15. Other (Income) Expense

The following table summarizes Other (income) expense, net (amounts in thousands):

(Gain) loss on sale of assets

Gain from sale of nitrogen credits
Technology fee income

Currency (gain) loss

Other, net

Other (income) expense, net
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For the Quarters Ended

Dec.
Dec. 23, 24,
2007 2006

$ (1,271) $ 1

(807)
(250) (188)
131 (90)
13 513

$ (2,184) $ 236

For the Six-Months

Ended

Dec. 23,
2007

$ (1,413)
(1,614)
(688)

458

67

$ (3,190)

Dec. 24,
2006

$ 241
(375)
(368)

259

$ (243)
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16. Discontinued Operations

On July 28, 2004, the Company announced its decision to close its European Division. The manufacturing
facilities in Ireland ceased operations on October 31, 2004. The Company is in the process of settling its final
obligations relating to the closure.

16
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17.

18.

Commitments and Contingencies

In February 2007, the Company received notice of a claim from the Employment Security Commission of North
Carolina for the underpayment of state unemployment taxes. The Employment Security Commission s claim is
approximately $1.8 million, including interest and penalties. The Company is evaluating the validity of this claim
and at this time has not yet determined the extent of any potential liability.

On September 30, 2004, the Company completed its acquisition of the polyester filament manufacturing assets
located in Kinston, North Carolina from INVISTA S.a.r.l. ( INVISTA ). The land for the Kinston site is leased
pursuant to a 99 year ground lease ( Ground Lease ) with E.I. DuPont de Nemours ( DuPont ). Since 1993, DuPont
has been investigating and cleaning up the Kinston site under the supervision of the United States Environmental
Protection Agency ( EPA ) and the North Carolina Department of Environment and Natural Resources pursuant to
the Resource Conservation and Recovery Act Corrective Action program. The Corrective Action Program

requires DuPont to identify all potential areas of environmental concern ( AOCs ), assess the extent of
contamination at the identified AOCs and clean them up to comply with applicable regulatory standards. Under

the terms of the Ground Lease, upon completion by DuPont of required remedial action, ownership of the Kinston
site will pass to the Company. Thereafter, the Company will have responsibility for future remediation
requirements, if any, at the AOCs previously addressed by DuPont. At this time the Company has no basis to
determine if and when it will have any responsibility or obligation with respect to the AOCs or the extent of any
potential liability for the same.

Condensed Consolidated Guarantor and Non-Guarantor Financial Statements

The guarantor subsidiaries presented below represent the Company s subsidiaries that are subject to the terms and
conditions outlined in the indenture governing the Company s issuance of 2014 notes and the guarantees, jointly
and severally, on a senior secured basis. The non-guarantor subsidiaries presented below represent the foreign
subsidiaries which do not guarantee the notes. Each subsidiary guarantor is 100% owned, directly or indirectly,

by Unifi, Inc. and all guarantees are full and unconditional.

Supplemental financial information for the Company and its guarantor subsidiaries and non-guarantor
subsidiaries of the 2014 notes is presented below.
17
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UNIFI, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

Balance Sheet Information as of December 23, 2007 (amounts in thousands):

Guarantor Non-Guarantor

Parent Subsidiaries Subsidiaries Eliminations

ASSETS
Current assets:
Cash and cash equivalents $ 14,563 $ 117 $ 11,095 $
Receivables, net (D) 80,937 18,322
Inventories 91,960 29,120
Deferred income taxes 1,946
Assets held for sale 3,652
Restricted cash 18,846
Other current assets 2,060 10,631
Total current assets 14,562 197,572 71,114
Property, plant and equipment 11,847 799,145 74,962
Less accumulated depreciation (1,983) (640,740) (53,787)

9,864 158,405 21,175
Investments in unconsolidated
affiliates 56,740 22,303
Investments in consolidated
subsidiaries 411,868 (411,868)
Intangible assets, net 40,708
Other noncurrent assets 80,879 (67,126) 6,430

$517,173 $ 386,299 $ 121,022 $ (411,868)

LIABILITIES AND
SHAREHOLDERS EQUITY
Current liabilities:

Accounts payable and other $ 376 $ 41,010 $ 5,713 $

Accrued expenses 3,025 23,271 3,388

Income taxes payable 2,552 (2,293) 445

Current maturities of long-term

debt and other current liabilities 1,273 315 10,497

Total current liabilities 7,226 62,303 20,043
215,000 4,686 7,436
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Consolidated

$ 25775
99,258
121,080
1,946
3,652
18,846
12,691
283,248
885,954
(696,510)
189,444
79,043

40,708
20,183

$ 612,626

$ 47,099

29,684

704

12,085

89,572

227,122
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Long-term debt and other

liabilities
Deferred income taxes 985 985
Shareholders /invested equity 294,947 319,310 92,558 (411,868) 294,947
$517,173 $ 386,299 $ 121,022 $ (411,868) $ 612,626
18
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UNIFI, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

Balance Sheet Information as of June 24, 2007 (amounts in thousands):

ASSETS

Current assets:

Cash and cash equivalents
Receivables, net
Inventories

Deferred income taxes
Assets held for sale
Restricted cash

Other current assets

Total current assets

Property, plant and equipment
Less accumulated depreciation

Investments in unconsolidated
affiliates

Investments in consolidated
subsidiaries

Intangible assets, net

Other noncurrent assets

LIABILITIES AND
SHAREHOLDERS EQUITY
Current liabilities:

Accounts payable and other
Accrued expenses

Income taxes payable

Current maturities of long-term
debt and other current liabilities

Total current liabilities
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Parent
$ 17,808
(D

(3,206)

14,601
11,847
(1,841)

10,006

418,848

78,432

$521,887

$ 512

3,040

42

1,273

4,867

226,000

Guarantor

Subsidiaries

$ 1,645
75,521
108,945
11,453
7,880
4,036
2,924
212,404
832,226
(652,430)
179,796
68,737

42,290
(63,608)

$ 439,619

$ 54,929

21,844

318

77,091

2,882

Non-Guarantor

Subsidiaries

$

$

20,578
18,469
23,337

1,676

9,049
73,109
69,071

(48,918)

20,153

24,433

5,600

123,295

6,179

3,394

205

9,607

19,385

7,267

Eliminations

(418,848)

$ (418,848)

Consolidated

$

$

$

40,031
93,989
132,282
9,923
7,880
4,036
11,973

300,114

913,144

(703,189)

209,955

93,170

42,290
20,424

665,953

61,620

28,278

247

11,198

101,343

236,149
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Long-term debt and other

liabilities
Deferred income taxes (13,934) 36,256 1,185 23,507
Shareholders /invested equity 304,954 323,390 95,458 (418,848) 304,954

$521,887 $ 439,619 $ 123,295 $ (418,848) $ 665,953

19
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UNIFI, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

Statement of Operations Information for the Fiscal Quarter Ended December 23, 2007 (amounts in thousands):

Guarantor Non-Guarantor

Parent Subsidiaries Subsidiaries Eliminations Consolidated
Summary of Operations:
Net sales $ $ 149,387 $ 34,402 $ (420) $ 183,369
Cost of sales 144,756 30,506 (213) 175,049
Selling, general and administrative
expenses 10,076 2,000 (68) 12,008
Provision for bad debts (367) 178 (189)
Interest expense 6,316 161 101 6,578
Interest income (184) (136) (434) (754)
Other (income) expense, net (6,239) 3,602 209 244 (2,184)
Equity in (earnings) losses of
unconsolidated affiliates (1,342) 1,331 32 21
Equity in subsidiaries (5,159) 5,159
Write down of long-lived assets 2,247 2,247
Restructuring charges 4,205 4,205
Income (loss) from continuing
operations before income taxes 5,266 (13,815) 511 (5,574) (13,612)
Provision (benefit) for income
taxes 13,012 (19,372) 603 (5,757)
Income (loss) from continuing
operations (7,746) 5,557 92) (5,574) (7,855)
Income from discontinued
operations, net of tax 109 109
Net income (loss) $(7,746) $ 5,557 $ 17 $ B574) % (7,746)
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UNIFI, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

Statement of Operations Information for the Fiscal Quarter Ended December 24, 2006 (amounts in thousands):

Guarantor Non-Guarantor

Parent Subsidiaries Subsidiaries Eliminations Consolidated
Summary of Operations:
Net sales $ $ 129,432 $ 27,922 $ (459) $ 156,895
Cost of sales 133,096 24,546 (632) 157,010
Selling, general and administrative
expenses 8,085 1,631 72 10,388
Provision (recovery) for bad debts (545) (467) (1,012)
Interest expense 5,938 172 1 6,111
Interest income (168) (898) (1,066)
Other (income) expense, net (4,335) 3,769 302 500 236
Equity in (earnings) losses of
unconsolidated affiliates 395 2,581 (100) 2,876
Equity in subsidiaries 18,392 (18,392)
Write down of long-lived assets 2,002 2,002
Income (loss) from continuing
operations before income taxes (19,827) (16,140) (1,776) 18,093 (19,650)
Provision (benefit) for income
taxes (1,600) (229) 239 (1,590)
Income (loss) from continuing
operations (18,227) (15,911) (2,015) 18,093 (18,060)
Loss from discontinued operations,
net of tax (167) (167)
Net income (loss) $(18,227) $ (15911) $ (2,182) $ 18,093 $  (18,227)
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UNIFI, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

Statement of Operations Information for the Six-Months Ended December 23, 2007 (amounts in thousands):

Guarantor Non-Guarantor

Parent Subsidiaries Subsidiaries  Eliminations Consolidated
Summary of Operations:
Net sales $ $ 290,230 $ 64,576 $ (901) $ 353,905
Cost of sales 277,871 57,419 (698) 334,592
Selling, general and administrative
expenses 22,876 3,747 (161) 26,462
Provision for bad debts 47 18 65
Interest expense 12,878 315 97 13,290
Interest income (336) (136) (1,108) (1,580)
Other (income) expense, net (12,753) 8,903 416 244 (3,190)
Equity in (earnings) losses of
unconsolidated affiliates (2,251) 2,466 (372) (157)
Equity in subsidiaries 4,049 (4,049)
Write down of long-lived assets 2,247 533 2,780
Write down of investment in
unconsolidated affiliate 4,505 4,505
Restructuring charges 6,837 6,837
Income (loss) from continuing
operations before income taxes (3,838) (30,984) 988 4,135 (29,699)
Provision (benefit) for income
taxes 13,096 (26,905) 1,121 (12,688)
Income (loss) from continuing
operations (16,934) (4,079) (133) 4,135 (17,011)
Income from discontinued
operations, net of tax 77 77
Net income (loss) $(16934) $ (4,079 S 56) $ 4,135 $ (16,934
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UNIFI, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

Statement of Operations Information for the Six-Months Ended December 24, 2006 (amounts in thousands):

Guarantor Non-Guarantor

Parent Subsidiaries Subsidiaries Eliminations Consolidated
Summary of Operations:
Net sales $