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FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K contains forward-looking statements within the meaning of Section 27A of the

Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended (the

“Exchange Act”), that relate to our plans, objectives, estimates and goals. Statements expressing expectations regarding

our future, or projections or estimates relating to products, sales, revenues, expenditures, costs or earnings, are typical

of such statements and are made under the Private Securities Litigation Reform Act of 1995. Forward-looking

statements are based on management’s beliefs, assumptions and expectations about our future economic performance,
considering the information currently available to management. The words “believe,” “may,” “could,” “will,” “should,” “woul
“anticipate,” “estimate,” “expect,” “intend,” “objective,” “seek,” “strive,” and words of similar import, or the negative of such
identify or signal the presence of forward-looking statements. These statements are not statements of historical fact;

they involve risks and uncertainties that may cause our actual results, performance or financial condition to differ

materially from the expectations of future results, performance or financial condition that we express or imply in any
forward-looking statement. Factors that could contribute to such differences include, but are not limited to:

9 ¢ 99 ¢

the competitive nature of the textile industry and the impact of worldwide competition;

changes in the trade regulatory environment and governmental policies and legislation;

the availability, sourcing and pricing of raw materials;

general domestic and international economic and industry conditions in markets where the Company competes, such
as recession and other economic and political factors over which the Company has no control;

changes in consumer spending, customer preferences, fashion trends and end-uses for products;

the financial condition of the Company’s customers;

the loss of a significant customer;

the success of the Company’s strategic business initiatives;

the continuity of the Company’s leadership;

volatility of financial and credit markets;



Edgar Filing: UNIFI INC - Form 10-K

the ability to service indebtedness and fund capital expenditures and strategic initiatives;

availability of and access to credit on reasonable terms;

changes in currency exchange, interest or inflation rates;

the ability to reduce production costs;

the ability to protect intellectual property;

employee relations;

the impact of environmental, health and safety regulations;

the operating performance of joint ventures and other equity investments;

the accurate financial reporting of information from equity method investees; and

other factors discussed below in “Item 1A. Risk Factors” or the Company’s other periodic reports and information filed
with the Securities and Exchange Commission (the “SEC”).

All such factors are difficult to predict, and they contain uncertainties that may materially affect actual results and may
be beyond our control. New factors emerge from time to time, and it is not possible for management to predict all such
factors or to assess the impact of each such factor on the Company. Any forward-looking statement speaks only as of
the date on which such statement is made, and we do not undertake any obligation to update any forward-looking
statement to reflect events or circumstances after the date on which such statement is made, except as may be required
by federal securities law.

In light of all the above considerations, we reiterate that forward-looking statements are not guarantees of future
performance, and we caution you not to rely on them as such.
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PART 1

Fiscal Year

The Company’s fiscal year ends on the last Sunday in June. The Company’s Brazilian, Colombian and Chinese
subsidiaries’ fiscal years end on June 30th. The Company’s fiscal years 2014, 2013 and 2012 ended on June 29, 2014,
June 30, 2013 and June 24, 2012, respectively, and there were no significant transactions or events that occurred
between the Company’s fiscal year ends and its subsidiaries’ fiscal year ends. The Company’s fiscal years 2014, 2013
and 2012 consisted of 52 weeks, 53 weeks and 52 weeks, respectively.

Presentation

All dollar and other currency amounts, as well as share amounts (except per share amounts), are presented in
thousands (000s), except as otherwise noted.

Item 1. BUSINESS

Unifi, Inc., a New York corporation formed in 1969 (together with its subsidiaries, “we”, the “Company” or “Unifi”), is a
multi-national manufacturing company that processes and sells high-volume commodity yarns, specialized yarns
designed to meet certain customer specifications, and premier value-added (“PVA”) yarns with enhanced performance
characteristics. The Company sells yarns made from polyester and nylon to other yarn manufacturers and knitters and
weavers that produce fabric for the apparel, hosiery, home furnishings, automotive upholstery, industrial and other
end-use markets. The Company’s polyester products include polyester polymer beads (“Chip”), partially oriented yarn
(“POY”), textured, solution and package dyed, twisted, beamed and draw wound yarns; each is available in virgin or
recycled varieties (the latter made from both pre-consumer yarn waste and post-consumer waste, including plastic
bottles). The Company’s nylon products include textured, solution dyed and covered spandex products.

The Company maintains one of the textile industry’s most comprehensive yarn product offerings, and it has ten
manufacturing operations in four countries and participates in joint ventures in Israel and the United States (“U.S.”). The
Company’s principal geographic markets for its products are located in the U.S., Canada, Mexico, Central America and
South America. In addition, the Company has a wholly-owned subsidiary in the People’s Republic of China (“‘China”)
focused on the sale and promotion of the Company’s PV A and other specialty products in the Asian textile market,
primarily in China, as well as in the European market.
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The Company has three operating segments, which are also its reportable segments. These segments derive revenues
as follows:

The Polyester Segment manufactures Chip, POY, textured, dyed, twisted, beamed and draw wound yarns, both virgin
and recycled, with sales primarily to other yarn manufacturers and knitters and weavers that produce yarn and/or
fabric for the apparel, hosiery, automotive upholstery, home furnishings, industrial and other end-use markets. The
Polyester Segment consists of sales and manufacturing operations in the U.S. and El Salvador.

The Nylon Segment manufactures textured nylon and covered spandex yarns, with sales to knitters and weavers that
produce fabric primarily for the apparel and hosiery markets. The Nylon Segment consists of sales and
manufacturing operations in the U.S. and Colombia.

The International Segment’s products primarily include textured polyester and various types of resale yarns and staple
fiber. The International Segment sells its yarns to knitters and weavers that produce fabric for the apparel, automotive
upholstery, home furnishings, industrial and other end-use markets primarily in the South American and Asian
regions. This segment includes a manufacturing location and sales offices in Brazil and a sales office in China.

Other information for the Company’s reportable segments, including revenues, a measurement of profit or loss, and
total assets by segment, is provided in “Note 26. Business Segment Information” to the Consolidated Financial
Statements included in “Item 8. Financial Statements and Supplementary Data” of this Annual Report on Form 10-K.
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Strategy and Significant Developments

For the fifth consecutive fiscal year, the Company reported net income, which was $28,823 or $1.52 per basic share
for fiscal year 2014, as our Polyester and Nylon Segments improved significantly, driven by growth in PVA products
as part of our continued mix enrichment strategy, and lower polyester raw material costs. Our International Segment,
which did not meet expectations but showed improvement as the year progressed, was impacted negatively by lower
margins in Brazil due to price pressures from competing imported yarn and the devaluation of the Brazilian currency
and lower sales volumes by our Chinese subsidiary due primarily to soft market conditions.

Core Business Strategies

The Company remains committed to making improvements to its core business, growing the market for its
value-added products, and generating positive cash flow from operations to fund select strategic growth opportunities
and share repurchases. The Company’s core strategies include: continuously improving all operational and business
processes; enriching our product mix by aggressively growing our PVA products and increasing our market share of
compliant yarns; deriving value from sustainability based initiatives, including polyester and nylon recycling;
increasing sales in global growth markets, including Central America, Brazil, and China; and maintaining our
beneficial joint venture relationships. The Company expects to continue to focus on these strategies through
investments in select product and geographic growth opportunities related to its core business.

PVA Products and REPREVE®

The Company remains committed to growing the business for its value-added products and believes its research and
development work with brands and retailers continues to create new, world-wide sales opportunities. The Company
believes it can continue to increase its PVA sales as a percentage of its overall sales volume and grow its global PVA
sales, by approximately 10-12% per year, to create overall mix enrichment and margin gains. The Company’s PVA
products now represent approximately 27% of its consolidated sales. The Company’s strategy of enriching its product
mix through a focus on PVA products helps insulate it from the pressures of imports of low-priced commodity yarn
and helps to establish the Company as an innovation leader in its core markets.

REPREVE® is the flagship brand in the Company’s PV A portfolio, and continues to grow at a faster pace than other
PVA products. As part of our efforts to expand consumer brand recognition of REPREVE®, the Company was again
the official recycling partner of ESPN at the X Games Aspen 2014 in January, and we have developed new branding
partnerships with Marvel Universe and the National Football League’s Detroit Lions. The increasing success and
consumer awareness of our REPREVE® brand continues to provide new opportunities for growth, allowing us to
expand into new end-uses and markets for REPREVE®, as well as continuing to grow the brand with current

10
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customers. REPREVE® yarns can now be found in many well-known brands and retailers, including Ford, Haggar’s
Life Khaki, Polartec, The North Face, Patagonia, Quiksilver, Volcom, REI, Perry Ellis, Sears, Macy’s, Kohl’s, Greg
Norman and Belk department stores.

PVA Expansion and Capital Spending

The Company’s recycling facility in Yadkinville, North Carolina, has allowed the Company (i) to expand the
REPREVE® brand by increasing the amount and types of recyclable materials that can be used in the manufacturing
process and (ii) to develop and commercialize PV A products that meet the sustainability demands for brands and
retailers. During fiscal year 2014, we spent $19,091 on capital expenditures, which included completing the
installation of our second recycling center expansion, adding 30 million pounds of annual capacity. The Company
expects capital expenditures to double for fiscal year 2015. We expect to increase our polyester yarn capacity by
adding texturing machines to the Company’s locations in Yadkinville, North Carolina, Madison, North Carolina and El
Salvador and to improve our manufacturing flexibility, including small production run capabilities. These initiatives
are designed to support the Company’s mix enrichment strategies, while also improving our ability to better service
customers and handle an increasingly complex product mix. In addition, to further leverage the continued success and
growth of REPREVE® and to secure our future supply of plastic bottles, the Company is also exploring potential
backward integration opportunities into bottle washing.

Developments in Principal Markets

The Company believes apparel production is growing in the regions covered by the North American Free Trade
Agreement (“NAFTA”) and the Central American Free Trade Agreement (“CAFTA”), which regions comprise the
principal markets for the Company’s domestic operations. The share of apparel production for these regions as a
percentage of U.S. retail has stabilized at approximately 18%, while retail consumption has grown — especially for
apparel made with synthetic yarns. The CAFTA region, which continues to be a competitive alternative to Asian
supply chains for textile products, has maintained its share of synthetic apparel supply to U.S. retailers. The share of
synthetic apparel versus cotton apparel has increased and provided growth for the consumption of synthetic yarns
within the CAFTA region. The Company expects incremental growth into the foreseeable future, as retailers and
brands maintain regional sourcing as part of their overall sourcing plans, retail sales grow, and consumer preferences
continue toward synthetic from cotton apparel.

Our Brazilian subsidiary was negatively impacted during fiscal year 2014 by price pressures from imported fiber,
fabric and finished goods; the inflation rate in Brazil; and devaluation of the Brazilian Real. The Company continues
to work on (i) aggressively pursuing mix enrichment by working with customers to develop programs using our
differentiated products as well as our branded PV A yarns, including REPREVE®, and (ii) implementing process
improvements and manufacturing efficiency gains that will help lower per unit costs.

11
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Our Chinese operation remains an important part of the Company’s global PVA strategy as it allows us to service
customers who have global operations. For fiscal year 2014, market conditions have been soft and capacity utilization
rates have been low throughout the Chinese textile industry, which led to lower than expected sales volumes.
However, interest and demand for the Company’s PVA products in the region are expected to increase, and we are
encouraged by development projects underway with key brands and retailers.

12
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Stock Repurchases

In March 2014, the Company completed the $50,000 stock repurchase program approved by the Board of Directors
(“Board”) in January 2013. In April 2014, the Board approved a new stock repurchase program to acquire up to an
additional $50,000 of the Company’s common stock. As of September 3, 2014, the Company has repurchased a total of
2,592 shares, at an average price of $21.54, under these repurchase programs. The Company will continue to evaluate
opportunities to use excess cash flow from operations or existing borrowings to repurchase additional stock under the
new repurchase program, while maintaining sufficient liquidity to support its operational needs and fund future
strategic growth opportunities.

Industry Overview

The Company operates in the textile industry and, within it, the respective markets for yarns, fabrics, fibers and
end-use products such as apparel and hosiery, automotive upholstery, industrial and home furnishings. The textile
industry is global, although there are several distinctive regional or other geographic markets that often shape the
business strategies and operations of participants in the industry. Because of free trade agreements and other trade
regulations by the U.S. government, the U.S. textile industry, which is otherwise a distinctive geographic market on its
own, is often considered in conjunction with other geographic markets or regions in North, South and Central

America, such as the regions covered by either or both of NAFTA and CAFTA. As discussed above and elsewhere,

the Company’s principal markets for its domestic operations are in the regions covered by NAFTA and CAFTA, which
together include the countries of Canada, Mexico, Costa Rica, Guatemala, Honduras, El Salvador, Nicaragua, the
Dominican Republic and the U.S.

According to data compiled by Petrochemical Consultants International, global demand for polyester yarns, which
includes both filament and staple yarns, has grown steadily since 1980, and in calendar year 2003, polyester replaced
cotton as the fiber with the largest percentage of worldwide sales. In calendar year 2013, global polyester
consumption accounted for an estimated 54% of global fiber consumption, and demand is projected to increase by
approximately 4% annually through 2020. In calendar year 2013, global nylon consumption accounted for an
estimated 5% of global fiber consumption, and demand is projected to increase by approximately 1-2% annually
through 2020. The polyester and nylon fiber sectors together accounted for approximately 60% of U.S. textile
consumption during calendar year 2013.

According to the National Council of Textile Organizations, the U.S. textile industry’s total shipments were $56.6
billion for calendar year 2013. The industrial and consumer-type products, floor covering, apparel, and home textiles
markets account for 48%, 36%, 12% and 4% of total production, respectively. During calendar year 2013, the U.S.
textile industry exported nearly $18 billion of textile products, and the industry has grown by 41% since 2009, an
increase of over $5.2 billion. The U.S. textile industry remains a large manufacturing employer in the U.S.

13
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Trade Regulation and Rules of Origin

The duty rate on imports into the U.S. of finished apparel categories that utilize polyester and nylon yarns generally
range from 16% to 32%. Over the last decade, imports of fabric and finished goods into the U.S. have increased
significantly from countries that do not participate in free trade agreements or trade preference programs, despite
duties charged on those imports. The primary drivers for that growth were lower overseas operating costs, foreign
government subsidization of textile industries, increased overseas sourcing by U.S. retailers, the entry of China into
the World Trade Organization, and the staged elimination of all textile and apparel quotas. Although global apparel
imports represent a significant percentage of the U.S. market, Regional FTAs (as described below), which follow
general “yarn forward” rules of origin, allow duty free advantages for apparel made from regional fibers, yarns and
fabrics, allowing the Company opportunities to participate in this growing market.

A significant number of the Company’s customers in the apparel market produce finished goods that meet the
eligibility requirements for duty-free treatment in the regions covered by NAFTA, CAFTA, and the Colombia and
Peru free trade agreements (collectively, the “Regional FTAs”). These Regional FTAs contain rules of origin
requirements in order for products covered by them to be eligible for duty-free treatment. In the case of textiles such
as fabric, yarn (such as POY), fibers (filament and staple) and certain garments made from them, the products are
generally required to be fully formed within the respective regions. The Company is the largest filament yarn
manufacturer, and one of the few producers of qualifying synthetic yarns, in the regions covered by these agreements.

U.S. legislation commonly referred to as the “Berry Amendment” stipulates that certain textile and apparel articles
purchased by the U.S. Department of Defense must be manufactured in the U.S. and must consist of yarns and fibers
produced in the U.S. The Company is the largest producer of such yarns for Berry Amendment compliant programs.

14
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The Company refers to fibers sold with specific rules of origin requirements under the Regional FTAs, and fibers sold
with rule of origin requirements under the Berry Amendment, as “Compliant Yarns”. On a consolidated basis,
approximately 50% of the Company’s sales are sold as Compliant Yarns under the terms of the Regional FTAs or the
Berry Amendment.

In the last five years, the share of apparel production for the NAFTA and CAFTA regions as a percentage of U.S.
retail has stabilized at approximately 18%, while retail consumption has grown for apparel made with synthetic yarns.
This trend supports the Company’s view that the remaining synthetic apparel production within these regional markets
is more specialized and defensible, and, in some cases, apparel producers are bringing programs back to the regions as
part of a balanced sourcing strategy of some retailers and brands.

The Company believes the requirements of the rules of origin and the associated duty-free cost advantages in the
Regional FTAs, together with the Berry Amendment and the growing need for quick response and inventory turns,
will ensure that a portion of the existing textile industry will remain based in the Americas. The Company expects that
the NAFTA and CAFTA regions will continue to maintain their share of apparel production as a percentage of U.S.
retail. Because the Company is the largest of only a few significant producers of Compliant Yarns under these
Regional FTAs, one of the Company’s business strategies is to continue to leverage its eligibility status for duty-free
processing to increase its share of business with regional and domestic fabric producers who ship their products into
these regions.

Over the longer term, however, the textile industry in the U.S. and the NAFTA and CAFTA regions are likely to be
impacted when and if negotiations are concluded for the proposed TransPacific Partnership Free Trade Agreement
(“TPP”). Countries currently participating in the TPP negotiations, which have been ongoing for several years, include
Australia, Brunei, Canada, Chile, Malaysia, Mexico, Japan, New Zealand, Peru, Singapore, Vietnam and the U.S. The
U.S. government has presented a yarn forward rule of origin for inclusion in the TPP, which (if accepted) would
provide certain protections for textile and apparel producers in the U.S. and NAFTA and CAFTA regions, but
negotiations on that and other important market access issues for textiles and apparel have not been completed.
Several participants, including Vietnam, are pressing for immediate duty-free market access to these regional markets
and a more liberal rule of origin, either of which would have significant adverse effects on the textile industry and
apparel market in the U.S. and the NAFTA and CAFTA regions. While the completion of negotiations for the TPP
(and its implementation following possible completion) is not expected to occur in the near term, numerous
participants in the U.S. textile industry are actively engaged in initiatives to eliminate or reduce the likelihood of such
an adverse outcome, or at least to delay the full potential of its impact. The Company’s long-term business strategies
are also focused on ways to maintain the Company’s profitability when and if the TPP is concluded and implemented.

Competition

15
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The industry in which the Company operates is global and highly competitive. The Company competes not only as a
global yarn producer, but also as part of a regional supply chain for certain textile products. For sales of Compliant
Yarns, the Company competes with a limited number of foreign and domestic producers of polyester and nylon yarns.
For sales of non-Compliant Yarns, the Company competes with a larger number of foreign and domestic producers of
polyester and nylon yarns, who can meet the required customer specifications of quality, reliability and timeliness.
The Company is affected by the importation of textile, apparel and hosiery products, which adversely impacts demand
for polyester and nylon yarns from the Company in certain of its markets. Several foreign competitors in the
Company’s supply chain have significant competitive advantages, including lower wages, raw material costs and
capital costs, and favorable currency exchange rates against the U.S. dollar, any of which could make the Company’s
products, or the related supply chains, less competitive. While competitors have traditionally focused on high volume
commodity products, they are now increasingly focused on specialty and value-added products for which the
Company has been able to generate higher margins.

The Company’s major competitors for polyester yarns are O’Mara, Inc. and NanYa Plastics Corp. of America (“NanYa”)
in the U.S.; AKRA, S.A. de C.V. in the NAFTA region; and C S Central America S.A. de C.V. in the U.S.

and CAFTA region. The Company’s major competitors in Brazil are Avanti Industria Comercio Importacao e
Exportacao Ltda., Polyenka Ltda., and other imported yarns and fibers. The Company’s major competitors for nylon
yarns are Sapona Manufacturing Company, Inc. and McMichael Mills, Inc. in the U.S.

In Brazil, Petrosuape-Companhia Petroquimica de Pernambuco (‘“Petrosuape”), a subsidiary of Petrobras Petroleo
Brasileiro S.A., a public oil company controlled by the Brazilian government, has constructed a polyester
manufacturing complex located in the northeast sector of the country. Petrosuape is expected to produce PTA,
polyethylene terephthalate (“PET”) resin, POY and textured polyester. Once fully operational, Petrosuape will most
likely be a significant competitor because its textured polyester operations are expected to have approximately twice
the capacity of the Company’s subsidiary, Unifi do Brasil. Petrosuape’s textured polyester operation started limited
production in July 2010 and is expected to be in full commercial production by the middle of calendar year 2015.

16
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Raw Materials, Suppliers and Sourcing

The primary raw material supplier for the Polyester Segment is NanYa for Chip and POY. For the International
Segment, Reliance Industries, Ltd (“Reliance”) is the main supplier for POY. The primary suppliers of POY to the
Nylon Segment are HN Fibers, Ltd., U.N.F. Industries Ltd. (“UNF”), UNF America, LLC (“UNF America”), Invista
S.a.r.l. (“INVISTA”), Universal Premier Fibers, LLC, and Nilit US (“Nilit”). (Each of UNF and UNF America is a 50/50
joint venture between the Company and Nilit.) Currently, there are numerous suppliers available to fulfill the
Company’s sourcing requirements for its recycled products.

The Company produces and buys certain of its raw material fibers for Compliant Yarns from a variety of sources in
both the U.S. and Israel. The Company produces a portion of its Chip requirements in its recycling center and
purchases the remainder of its requirements from external suppliers for use in its spinning facility. In addition, the
Company purchases nylon and polyester products for resale from various suppliers. Although the Company does not
generally have difficulty in obtaining its raw material requirements, the Company has, in the past, experienced
interruptions or limitations in the supply of certain raw materials.

Products and Related Markets

The Company manufactures polyester yarn and related products in the U.S., El Salvador and Brazil, and nylon yarns
in the U.S. and Colombia, for a wide range of end-uses. In addition, the Company purchases certain yarns for resale to
its customers. The Company processes and sells POY, as well as high-volume commodity yarns, and PVA and other
specialty yarns in both domestic and international markets, with PVA yarns making up approximately 27% of
consolidated sales for fiscal year 2014. The Company provides products to a variety of end-use markets, the principal
ones of which are the apparel market, the industrial market, the furnishings market and the automotive upholstery
market.

The apparel market, which includes hosiery, represents approximately 65% of the Company’s sales. Apparel retail
sales, supply chain inventory levels and strength of the regional supply base are vital to this market. Generally,
synthetic apparel consumed in the U.S. grows 5% to 6% per year and, over the last five years, the Regional FTAs
share of supply of U.S. synthetic apparel has remained constant at approximately 18%.

The industrial market represents approximately 15% of the Company’s sales. This market includes medical, belting,
tapes, filtration, ropes, protective fabrics and awnings.
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The furnishings market, which includes both contract and home furnishings, represents approximately 11% of the
Company’s sales. Furnishings sales are largely dependent upon the housing market, which in turn is influenced by
consumer confidence and credit availability.

The automotive upholstery market represents approximately 6% of the Company’s sales and has been less susceptible
to import penetration because of the exacting specifications and quality requirements often imposed on manufacturers
of automotive upholstery and the just-in-time delivery requirements. Effective customer service and prompt response
to customer feedback are logistically more difficult for an importer to provide.

The Company also adds value to the overall supply chain for textile products, and increases consumer demand for the
Company’s own products, through the development and introduction of branded yarns that provide unique
sustainability, performance, comfort and aesthetic advantages. The Company’s branded portion of its yarn portfolio
continues to provide product differentiation to brands, retailers and consumers, and it includes products such as:

REPREVE®), a family of eco-friendly yarns made from recycled materials. Since its introduction in 2006,
REPREVE® has been the Company’s most successful branded product. The Company’s recycled performance fibers
are manufactured to provide certain performance and/or functional properties to various types of fabrics and end
products. REPREVE® can be found in the products of well-known brands and retailers, including Ford, Haggar’s
Life Khaki, Polartec, The North Face, Patagonia, Quiksilver, Volcom, REI, Perry Ellis, Sears, Macy’s, Kohl’s, Greg
Norman and Belk department stores.

Sorbtek®, a permanent moisture management yarn primarily used in performance base layer applications,
compression apparel, athletic bras, sports apparel, socks and other non-apparel related items. Sorbtek® can be found
in many well-known apparel brands, including adidas and Asics, and is also used by MJ Soffe and New Balance for
certain U.S. military products.

Reflexx®, a family of stretch yarns that can be found in a wide array of end-use applications, from home furnishings
to performance wear and from hosiery and socks to work wear and denim.
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aio® all-in-one performance yarns combine multiple performance properties into a single yarn.

A.M.Y. ®, a yarn with permanent antimicrobial properties for odor control.

Customers

The Company’s Polyester Segment has approximately 360 customers, its Nylon Segment has approximately 160
customers and its International Segment has approximately 570 customers in a variety of geographic markets. The
Company’s products are manufactured based upon product specifications by the respective customers and are shipped
based upon customer order requirements. Customer payment terms are generally consistent across the segments and
are based on prevailing industry practices for the sale of yarn domestically or internationally.

The Company’s consolidated sales are not materially dependent on a single customer or a small group of customers; no
single customer accounts for ten percent or more of the Company’s consolidated sales. The Company’s top ten
customers accounted for approximately 33% of consolidated sales for fiscal year 2014 and approximately 33% of
receivables as of June 29, 2014. The Company’s sales within its Nylon Segment are materially dependent upon sales to
Hanesbrands, Inc., a domestic customer that accounted for approximately 32% of the Nylon Segment’s sales for fiscal
year 2014.

Geographic Data

Geographic information reported in conformance with generally accepted accounting principles is included in “Note
26. Business Segment Information” to the Consolidated Financial Statements included in “Item 8. Financial Statements
and Supplementary Data” of this Annual Report on Form 10-K.

Sales and Marketing

The Company employs an internal sales force of approximately 40 persons operating out of sales offices in the U.S.,
Brazil, China, El Salvador, Colombia and Europe. The Company relies on independent sales agents for sales in several
other countries. The Company seeks to create strong customer relationships and ways to build and strengthen those
relationships throughout the supply chain. Through frequent communications with customers, partnering with
customers in product development and engaging key downstream brands and retailers, the Company has created
significant pull-through sales and brand recognition for its products. For example, the Company works with brands
and retailers to educate and create demand for its value-added products. The Company then works with key fabric mill
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partners to develop specific fabric for those brands and retailers utilizing its PVA products. Based on the
establishment of many commercial and branded programs, this strategy has been successful for the Company.

Manufacturing Processes

The Company uses advanced production processes to manufacture its high quality yarns cost-effectively. The
Company believes that its flexibility and know-how in producing specialty yarns provides important development and
commercialization advantages. The Company produces polyester POY for its commodity, PVA and other specialty
yarns in its polyester spinning facility located in Yadkinville, North Carolina. The POY can be sold externally or
further processed internally. The Company produces recycled polyester Chip at the Repreve Recycling Center at its
Yadkinville location. This facility allows the Company to improve the availability of recycled raw materials and
significantly increase product capabilities and competitiveness in the growing market for REPREVE®.

Additional processing of the Company’s polyester yarn products includes texturing, package dyeing, twisting, beaming
and draw winding. The texturing process, which is common to both polyester and nylon, involves the use of
high-speed machines to draw, heat and false-twist POY to produce yarn with different physical characteristics,
depending on its ultimate end-use. Texturing gives the yarn greater bulk, strength, stretch, consistent dye-ability and a
softer feel, thereby making it suitable for use in the knitting and weaving of fabric. Package dyeing allows for
matching of customer-specific color requirements for yarns sold into the automotive, home furnishings and apparel
markets. Twisting incorporates real twist into filament yarns, which can be sold for a variety of uses, such as sewing
thread, home furnishings and apparel. Beaming places both textured and covered yarns onto beams to be used by
customers in warp knitting and weaving applications. The draw winding process utilizes heat and draws POY to
produce mid-tenacity, flat yarns.

The Company produces its textured nylon yarn products at its Madison, North Carolina location. Additional
processing of the Company’s nylon yarn products primarily includes covering, which involves the wrapping or air
entangling of filament or spun yarn around a core yarn. This process enhances a fabric’s ability to stretch, recover its
original shape and resist wrinkles while maintaining a softer feel.
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Research and Development

The Company employs approximately 80 persons who work closely with the Company’s customers and others to
develop a variety of yarns and improvements to the performance properties of existing yarns and fabrics. Among other
things, the Company evaluates trends and uses the latest technology to create innovative specialty and PVA yarns that
meet the needs of evolving consumer preferences. The Company also includes, as part of its research and development
initiatives, the use of continuous improvement methodologies to increase its manufacturing and other operational
efficiencies, both to enhance product quality and to derive cost savings. For fiscal years 2014, 2013 and 2012, the
Company incurred $7,921, $6,938 and $6,763, respectively, for research and development costs (including salaries
and benefits of its personnel involved in those efforts) with respect to its product development or improvement
initiatives.

Intellectual Property

The Company has numerous U.S. registered trademarks. Due to its current brand recognition and potential growth
opportunities, the Company believes that REPREVE® is its most significant trademark. Ownership rights in U.S.
registered trademarks do not expire if the trademarks are continued in use and properly protected. Repreve
Renewables, LLC, in which the Company has a 60% membership interest, also has a global, exclusive license to the
proprietary biomass variety, FREEDOM® Giant Miscanthus, developed by Mississippi State University.

The Company licenses certain trademarks, including Dacron® and Softec™, from INVISTA.

Employees

The Company has approximately 2,500 employees. The number of employees in the Polyester Segment, Nylon
Segment, International Segment and corporate office are approximately 1,300, 600, 500 and 100, respectively. While
employees of the Company’s foreign operations are generally unionized, none of the domestic employees are currently
covered by a collective bargaining agreement.

Seasonality
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The Company is not significantly impacted by seasonality. Excluding the effects of fiscal years with 53 weeks rather
than 52 weeks, the most significant effects on the Company’s results of operations for particular periods during a year
are due to planned manufacturing shutdowns by either the Company or its customers for certain holiday or traditional
shutdown periods, which are not concentrated in any one particular season.

Backlog

The Company’s level of unfilled orders is affected by many factors, including the timing of specific orders and the
delivery time for the specific products, as well as the customer’s ability or inability to cancel the related order. As such,
the Company does not consider the amount of unfilled orders, or backlog, to be a meaningful indicator of expected
levels of future sales or to be material to an understanding of the Company’s business as a whole.

Inflation

The Company expects costs to continue to rise for certain of the consumables that it uses to produce and ship its
products, as well as for its utilities and certain employee costs and benefits. While the Company attempts to mitigate
the impacts of such rising costs through its operational efficiencies and increased selling prices, inflation may become
a factor that negatively impacts the Company’s profitability.

Environmental Matters

The Company is subject to various federal, state and local environmental laws and regulations limiting the use,

storage, handling, release, discharge and disposal of a variety of hazardous substances and wastes used in or resulting
from its operations (and to potential remediation obligations thereunder). These laws include the Federal Water
Pollution Control Act, the Clean Air Act, the Resource Conservation and Recovery Act (including provisions relating

to underground storage tanks) and the Comprehensive Environmental Response, Compensation, and Liability Act,
commonly referred to as “Superfund” or “CERCLA”, and various state counterparts. The Company’s operations are also
governed by laws and regulations relating to workplace safety and worker health, principally the Occupational Safety
and Health Act and regulations thereunder, which, among other things, establish exposure standards regarding
hazardous materials and noise standards, and regulate the use of hazardous chemicals in the workplace.

10

22



Edgar Filing: UNIFI INC - Form 10-K

The Company believes that it has obtained, and is in compliance in all material respects with, all significant permits
required to be issued by federal, state or local law in connection with the operation of its business. The Company also
believes that the operation of its production facilities and the disposal of waste materials are substantially in
compliance with applicable federal, state and local laws and regulations, and that there are no material ongoing or
anticipated capital expenditures associated with environmental control facilities necessary to remain in compliance
with such provisions. The Company incurs normal operating costs associated with the discharge of materials into the
environment, but does not believe that these costs are material or inconsistent with its domestic competitors.

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.] (“Invista”). The land for the Kinston site was 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 U.S. Environmental Protection Agency (“EPA”) and the
North Carolina Department of Environment and Natural Resources (“DENR”) 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 containment at the identified AOCs and to clean
it up to comply with applicable regulatory standards. Effective March 20, 2008, the Company entered into a Lease
Termination Agreement associated with conveyance of certain assets at Kinston to DuPont. This agreement

terminated the Ground Lease and relieved the Company of any future responsibility for environmental remediation,
other than participation with DuPont, if so called upon, with regard to the Company’s period of operation of the

Kinston site, which was from 2004 to 2008. However, the Company continues to own a satellite service facility

acquired in the INVISTA transaction that has contamination from DuPont’s operations and is monitored by DENR.

This site has been remediated by DuPont, and DuPont has received authority from DENR to discontinue remediation,
other than natural attenuation. DuPont’s duty to monitor and report to DENR will be transferred to the Company in the
future, at which time DuPont must pay the Company for seven years of monitoring and reporting costs and the
Company will assume responsibility for any future remediation and monitoring of the site. At this time, the Company
has no basis to determine if or when it will have any responsibility or obligation with respect to the AOCs or the

extent of any potential liability for the same.

Repreve Renewables, LLC

Repreve Renewables, LLC (“Renewables”), in which the Company has a 60% membership interest (and which is
separate from and unrelated to the Company’s REPREVE® yarn products), is focused on the development and
commercialization of a proprietary suite of establishment technologies and a patented plant variety, FREEDOM®
Giant Miscanthus (“FGM”). Using Renewables’ technologies, FGM can be grown on marginal and underutilized land,
providing feedstock for various markets, including animal bedding, biofuel, bio-power, pulp and paper, and other
bio-based products. During fiscal year 2014, Renewables made significant progress in securing commercial-scale
trials with leading integrators within the poultry bedding industry. Renewables’ near-term focus will be on developing
the poultry bedding market, and the Company intends to assist Renewables in meeting this objective. Other
information regarding Renewables is provided in “Item 7. Management’s Discussion and Analysis of Financial
Condition and Results of Operations” and in “Note 21. Other Operating Expense, Net” to the Consolidated Financial
Statements included in “Item 8. Financial Statements and Supplementary Data” of this Annual Report on Form 10-K.
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Unconsolidated Affiliates

The Company participates in two joint ventures that are suppliers to the Company’s Nylon Segment, with one located

in the U.S. and one in Israel. The Company also participates in Parkdale America, LLC (“PAL”), which is a joint
venture between the Company and Parkdale Incorporated (‘“Parkdale”) that is a domestic cotton and synthetic spun yarn
manufacturer. As of June 29, 2014, the Company had $99,229 recorded for these investments in unconsolidated
affiliates. For fiscal year 2014, $19,063 of the Company’s $47,881 of income before income taxes was generated from
its investments in these unconsolidated affiliates, of which $17,846 was attributable to PAL. Other information
regarding the Company’s unconsolidated affiliates is provided in “Item 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations” and in “Note 23. Investments in Unconsolidated Affiliates and Variable
Interest Entities” to the Consolidated Financial Statements included in “Item 8. Financial Statements and Supplementary
Data” of this Annual Report on Form 10-K.

Available Information

The Company’s website is: www.unifi.com. The information on our website is available for informational purposes
and convenience only, and is not incorporated by reference in this Annual Report on Form 10-K or any other filing we
make with the SEC.

We make available on our website certain reports and amendments to those reports, as applicable, that the Company
files with or furnishes to the SEC pursuant to the Exchange Act as soon as practicable after such material is
electronically filed with or furnished to the SEC. These include our annual reports on Form 10-K, quarterly reports on
Form 10-Q and current reports on Form 8-K. In addition, many of our corporate governance documents are available
on our website, including our Corporate Governance and Nominating Committee Charter, our Compensation
Committee Charter, our Audit Committee Charter, our Corporate Governance Guidelines, our Code of Business
Conduct and Ethics, and our Ethical Business Conduct Policy Statement. Copies of such materials, as well as any of
our SEC reports, may also be obtained without charge by writing to Unifi, Inc., 7201 West Friendly Avenue,
Greensboro, North Carolina 27419-9109, Attention: Office of the Secretary.
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Item 1A. RISK FACTORS

Our business, operations and financial condition, and the textile industry in which we operate, are subject to various
risks. Some of these risks are described below, but they do not constitute all of the risks that may be applicable to us,
our business or our industry. New risks may emerge from time to time, and it is not possible for us to predict all
potential risks or to assess with certainty the likely impact of all risks. The discussion below is intended as a summary
only of certain material risk factors. More detailed information concerning certain of the risk factors described below

is contained in other sections of this Annual Report on Form 10-K, including in “Item 7. Management’s Discussion and
Analysis of Financial Condition and Results of Operations.” You should consider all such risks in evaluating the
Company or making any investment decision involving the Company.

Risks Relating to Our Business

The Company faces intense competition from a number of domestic and foreign yarn producers and importers of
textile and apparel products. Because the Company and the supply chains in which the Company operates do not
typically operate on the basis of long-term contracts with textile and apparel customers, these competitive factors
could cause the Company’s customers to shift rapidly to other producers.

The Company competes not only against domestic and foreign yarn producers, but also against importers of
foreign-sourced fabric and apparel into the U.S. and other countries in which the Company does business (particularly
in Brazil with respect to commodity yarn products). The primary competitive factors in the textile industry include
price, quality, product styling and differentiation, flexibility of production and finishing, delivery time and customer
service. The needs of certain customers and the characteristics of particular products determine the relative importance
of these various factors. A large number of the Company’s foreign competitors have significant competitive
advantages, including lower labor and raw materials costs, government subsidies, and favorable currency exchange
rates against the U.S. dollar. If any of these advantages increase, or if new and/or larger competitors emerge in the
future, the Company’s products could become less competitive, and its sales and profits may decrease as a result. Also,
while these foreign competitors have traditionally focused on commodity production, they are now increasingly
focused on value-added products, where the Company has been able to generate higher margins. The Company may
not be able to continue to compete effectively with imported foreign-made textile and apparel products, which would
materially adversely affect its business, financial condition, results of operations or cash flows.

In Brazil, Petrosuape’s textured polyester operations are expected to have approximately twice the capacity of the
Company’s subsidiary, Unifi do Brasil, when Petrosuape reaches full commercial production of textured polyester,
which is expected by the middle of calendar year 2015. Such capacity expansion may negatively impact the synthetic
textile filament market in Brazil, thereby negatively impacting the operating results of Unifi do Brasil and the
Company on a consolidated basis.
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The significant price volatility of many of the Company’s raw materials and rising energy costs may result in
increased production costs, which the Company may not be able to pass on to its customers, or be able to pass on
without a time lag that adversely affects the Company during one or more periods.

A significant portion of the Company’s raw materials are derived from petroleum-based chemicals. The prices for
petroleum and petroleum-related products (and energy costs) are volatile and dependent on global supply and demand
dynamics, including geo-political risks. While the Company enters into raw material supply agreements from time to
time, these agreements typically provide index pricing based on quoted feedstock market prices. Therefore, supply
agreements provide only limited protection against price volatility. While the Company has at times in the past been
able to increase sales prices in response to increased raw material costs, the Company has not always been able to do
so. The Company has lost in the past (and expects that it may lose in the future) customers to its competitors as a
result of price increases. In addition, competitors may be able to obtain raw materials at a lower cost due to market
regulations that favor local producers in certain foreign locations where the Company operates, and certain other
market regulations that favor the Company over other producers may be amended or repealed. Additionally, inflation
can have a long-term impact by increasing the costs of materials, labor and/or energy, any of which costs may
adversely impact the Company’s ability to maintain satisfactory margins. If the Company is not able to fully pass on
such cost increases to customers in a timely manner (or if it loses a large number of customers to competitors as a
result of price increases), the result could be material and adverse to its business, financial condition, results of
operations or cash flows.

The Company depends upon limited sources for certain of its raw materials, and interruptions in supply could
increase its costs of production, cause production inefficiencies, or lead to a halt in production in an extreme case.

The Company depends on a limited number of third parties for certain raw material supplies such as POY and Chip.
Although alternative sources of raw materials exist, the Company may not be able to obtain adequate supplies of such
materials on acceptable terms, or at all, from other sources. The Company is dependent on NAFTA and CAFTA
qualified suppliers of raw material for the production of Compliant Yarns. These suppliers are also at risk with their
raw material supply chains. Any significant disruption or curtailment in the supply of any of its raw materials could
cause the Company to reduce (or cease, in an extreme case) its production for an extended period, or require the
Company to increase its pricing, which could have a material adverse effect on its business, financial condition, and
results of operations or cash flows.
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The Company has significant foreign operations, and its consolidated results of operations may be adversely
affected by the risks associated with doing business in foreign locations, including the risk of fluctuations in
foreign currency exchange rates.

The Company has operations in Brazil, China, Colombia and El Salvador, and participates in a foreign joint venture
located in Israel. The Company serves customers in Canada, Mexico and various countries in Europe, Central
America, South America and Asia. The Company’s foreign operations are subject to certain political, tax, economic
and other uncertainties not encountered by its domestic operations that can materially impact the Company’s supply
chains or other aspects of its foreign operations. The risks of international operations include trade barriers, duties,
exchange controls, national and regional labor strikes, social and political unrest, general economic risks, compliance
with a variety of foreign laws (including tax laws), the difficulty of enforcing agreements and collecting receivables
through foreign legal systems, taxes on distributions or deemed distributions to the Company or any of its U.S.
subsidiaries, maintenance of minimum capital requirements, and import and export controls. The Company’s results of
operations and business could be adversely affected as a result of a significant adverse development with respect to
any of these matters.

Through its foreign operations, the Company is also exposed to currency exchange rate fluctuations. Fluctuations in
foreign exchange rates will impact period-to-period comparisons of the Company’s reported results. Additionally, the
Company operates in countries with foreign exchange controls. These controls may limit the Company’s ability to
repatriate funds from its international operations and joint venture or otherwise to convert local currencies into U.S.
dollars. These limitations could adversely affect the Company’s ability to access cash from these operations.

Unforeseen or recurring operational problems at any of the Company’s facilities may cause significant lost
production.

The Company’s manufacturing processes could be affected by operational problems that could impair its production
capability. Disruptions at any of its facilities could be caused by maintenance outages; prolonged power failures or
reductions; a breakdown, failure or substandard performance of equipment; the effect of noncompliance with material
environmental requirements or permits; disruptions in the transportation infrastructure, including railroads, bridges,
tunnels or roads; fires, floods, earthquakes or other catastrophic disasters; labor difficulties; or other operational
problems. Any prolonged disruption in operations at any of its facilities could cause significant lost production, which
would have a material adverse effect on the Company’s business, financial condition, results of operations or cash
flows.

The Company is implementing various strategic business initiatives, and the success of the Company’s business will
depend on its ability to effectively develop and implement these initiatives.
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The Company is exploring, developing and implementing various strategic business initiatives to improve the
Company’s competitive advantage and profitability and enhance shareholder value. These initiatives include expanding
branded PVA yarns, increasing the market penetration of REPREVE® product offerings, and expanding production
capabilities for recycled yarn products more generally. These activities require significant financial and management
commitments, outside of day-to-day operations. If the Company is unable to implement an important initiative in a
timely manner, or if those initiatives turn out to be ineffective or are executed improperly, the Company’s business,
financial condition, results of operations or cash flows could be adversely affected.

The Company’s future success will depend in part on its ability to protect its intellectual property rights, and the
Company’s inability to enforce these rights could cause it to lose sales and its competitive advantage.

The Company’s success depends in part upon its ability to protect and preserve its rights in the trademarks and other
intellectual property it owns or licenses, including its proprietary know-how, methods and processes, and the
intellectual property related to its REPREVE® brand. The Company relies on the trademark, copyright and trade
secret laws of the U.S. and other countries, as well as nondisclosure and confidentiality agreements, to protect its
intellectual property rights. However, the Company may be unable to prevent third parties, employees or contractors
from using its intellectual property without authorization, breaching nondisclosure or confidentiality agreements with
it, or independently developing technology that is similar to the Company’s property. The use of the Company’s
intellectual property by others without authorization may reduce any competitive advantage that it has developed,
cause it to lose sales or otherwise harm its business.
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The success of the Company depends on the ability of its senior management team, as well as the Company’s ability
to attract and retain other key personnel.

The Company’s success is highly dependent on the abilities of its management team. The management team must be
able to work together effectively to successfully conduct the Company’s current operations, as well as implement the
Company’s important strategic initiatives. The Company does not have employment agreements with the members of
its management team and cannot ensure investors that any of these individuals will remain with the Company. The
Company does not have key man life insurance policies on any of the members of the management team. The failure
to retain key managers or key members of the Company’s design, product development, manufacturing, merchandising
or marketing staff, or to hire additional qualified personnel for its operations, could be detrimental to the Company’s
operations and ability to execute its strategic business initiatives.

The Economic Adjustment Assistance to Users of Upland Cotton may be discontinued, which could adversely affect
PAL and thereby the Company’s earnings and cash flows from that joint venture.

PAL, which is one of the Company’s joint ventures, receives economic adjustment payments (“EAP”) from the
Commodity Credit Corporation under the Economic Adjustment Assistance to Users of Upland Cotton. The economic
assistance received under this program must be used to acquire, construct, install, modernize, develop, convert or
expand land, plant, buildings, equipment or machinery directly attributable to the purpose of manufacturing upland
cotton into eligible cotton products in the U.S. Should PAL no longer meet the criteria to receive economic assistance
under the program, or should the program be discontinued, PAL’s business could be significantly impacted, which
would adversely affect the Company.

The Company has made (and may continue to make) investments in entities that it does not control, which subjects
the Company to uncertainties about their operating performance and their ability and willingness to make
distributions of profits or cash flow to the Company, and to risks from reliance on their financial information.

The Company has established joint ventures, and made minority interest investments, that the Company does not
control. While these investments are designed to advance important business interests of the Company, the Company
does not have majority voting control of these entities or the ability otherwise to control their policies, management or
affairs. The interests of persons who control these entities may differ from the Company’s, and those persons may
cause an entity to take actions that are not in the Company’s best interest. Among other things, the Company’s inability
to control these entities may adversely affect its ability to receive distributions from them or to fully implement its
business plan. The incurrence of debt or entry into other agreements by any such entity may result in restrictions or
prohibitions on that entity’s ability to pay dividends or make other distributions to the Company. Even where such
entities are not restricted by contract or by law from making distributions, the Company may not be able to influence
the occurrence or timing of such distributions. In addition, if any of the other investors in these entities fails to observe
its commitments, that entity may not be able to operate according to its business plan, or the Company may be
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required to increase its level of investment commitment. If any of these events were to occur, the Company’s business,
results of operations, financial condition or cash flows could be adversely affected.

The Company also relies on accurate financial reporting from these entities for preparation of the Company’s quarterly
and annual financial statements. Errors in the financial information reported by these entities could be material to the
Company and may require it to restate past financial statements. Any such restatements could have a material adverse
effect on the Company or the market price of its common stock.

The Company requires cash to service its indebtedness and fund capital expenditures and strategic initiatives, and
its ability to generate sufficient cash for those purposes depends on many factors beyond its control.

The Company’s principal sources of liquidity are cash flows generated from operations and borrowings under its credit
facility. The Company’s ability to make payments on its indebtedness, to fund planned capital expenditures and to fund
strategic initiatives will depend on its ability to generate future cash flows from operations. This, to a certain extent, is
subject to general economic, financial, competitive, legislative, regulatory and other factors that are beyond the
Company’s control. The business may not generate sufficient cash flows from operations, and future borrowings may
not be available to the Company in amounts sufficient, to enable the Company to pay its indebtedness and to fund its
other liquidity needs. Any such development would have a material adverse effect on the Company.

Risks Relating to the Textile Industry

A decline in general economic or political conditions, and changes in consumer spending, could cause a decline in
demand for textile products.

The Company’s products are used in the production of fabric primarily for the apparel, hosiery, home furnishings,
automotive, industrial and other similar end-use markets. Demand for furniture and durable goods is often affected
significantly by economic conditions that have global or regional industry-wide consequences. Demand for a number
of categories of apparel also tends to be tied to economic cycles and customer preferences that affect the textile
industry generally. Demand for textile products, therefore, tends to vary with the business cycles of the U.S. and other
economies, as well as changes in global trade flows, and economic and political conditions.
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Changes in the trade regulatory environment could weaken the Company