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Executive Summary

Unifi, Inc., is considered a trendsetter concerning the world’s production of textured polyester and nylon yarns. Beginning in 1971 as a relatively small manufacturing firm, Unifi has expanded to global standings, controlling plants in seven countries.  

Recent years have been less than optimal for the textile giant.  Fiscal years of 2002, 2003 and 2004 have resulted in net losses of 43.9 million, 27.2 million, and 74.8 million, respectively.  These losses are mainly attributed to increasing competition from industry rivals operating primarily in the Asian market.  Significantly lower labor costs, and a higher product quality have created a more than formidable competitor in the industry.  Quotas that have tempered the Asian economy for the U.S. textile manufacturers are set to expire on January 1, 2005.  In response to this potential catastrophic occurrence, Unifi has decided to further its operations in China by entering into a joint venture with Sinopec Yizheng Chemical Fiber Co., Ltd. Unifi is confident that the 30 million dollar initial investment and their 50% ownership of the equity involved seems a sound decision. Results from operations are expected to materialize in the early fiscal year of 2006.  A more immediate effect of the announcement of a joint venture has been a rise in the value of Unifi’s stock. 

In addition to Unifi’s expansion overseas, other corporate actions taken to streamline operations have involved numerous work-force cutbacks, as well as the discontinuance of two major product lines.  The period from December 2002 thru January of 2004 saw a 26% reduction in its workforce, going from 5500 to 4100 employees.  The costs associated with the downsizing of operations are estimated to be $9-$11 million dollars.  The Unifi plant that was affected the most by the downsize, was the relatively new North American facility located in Kinston, North Carolina.  

As Unifi continues to combat the effects of potentially negative occurrences in the worldwide textile industry, we have proposed two iniatives that we feel are of paramount importance to the ongoing success of Unifi, Inc.  The first proposal concerns the sale of Parkdale America, LLC, a subsidiary of Unifi and Parkdale Mills.  Unifi has a 34% interest in this firm. Parkdale America, LLC, is under investigation for the possible violation of U.S. anti-trust laws related to activities with industry rivals in the market for cotton and polycotton yarns.  In addition to Parkdale America’s legal issues, the subsidiary has produced net losses in recent years. 
With the funds that materialize from the sale of this subsidiary, we recommend that Unifi expand its current Brazilian operations. Recent years have proved very successful for Unifi’s operations in Brazil, in part due to steady demand in the region.  Successful market penetration and a periodic decline in Brazilian currency also contributed to the successfulness of Brazilian operations.  We feel that an expansion would further emphasize the success Unifi has seen in Brazil.
Recommendation 1:  Sell Unifi’s interest in Parkdale America, LLC


On June 30, 1997, Unifi entered into a joint venture with Parkdale Mills, Inc. Parkdale America, LLC (PAL), was formed to produce cotton and synthetic yarns. Unifi, Inc. contributed all of their open-end and air jet spinning assets from their spun cotton yarn operations in exchange for a 34% ownership interest in PAL.
Parkdale America’s current position 

Parkdale America, LLC, has been faced with very insensitive market conditions in the past but “has returned to normalcy in the current quarter after nine months of very challenging and disappointing results.”  This increase in performance came mainly from the change in current market conditions such as lower priced inventories and revised future contracts.  Parkdale America, LLC is currently being investigated by the Department of Justice for allegedly violating United States antitrust laws.  Parkdale America, LLC has voluntarily disclosed information about the participation of activities with competitors to the Department of Justice Antitrust Division and is cooperating fully with the investigation.  Apparently, if Parkdale indeed did violate U.S. antitrust laws, they would possibly face civil liabilities.  In connection with the subpoena, Unifi, Inc. has denied any allegations in regard to Parkdale’s procedures.  Unifi “does not believe it has any responsibility or liability for PAL’s actions, however, as in any litigation, the outcomes of these claims are uncertain at the times and the company is not making any assurances as to the outcome thereof.”
Benefits from the sell of Parkdale America ownership

This is the opportune time for Unifi, Inc. to sell their 34% interest in Parkdale America because the affiliate is currently performing at normalcy and is expected to generate positive cash flows in the next quarter due to revised contracts. Even though PAL’s legal matter are uncertain, Unifi can still achieve a high return on the sale of the affiliate due to the assets held by Unifi in their ownership of the company. The positive cash flow generated form the sell will then be used to expand their current operations in Brazil. 
Recommendation 2: Expand operations in Brazil


Unifi took advantage of this high economic potential in Brazil in forming a 100 % subsidiary of Unifi, Inc. named Unifi do Brazil in 1999. It acquired the assets of Fairway Polyester, a Brazilian Company, for $16.6 million. In 2003 Unifi, Inc. invested another $15 million in order to increase production to 4500 million tons of polyester.  According to the latest 10-k handout, Unifi owns one plant and one warehouse in Alfenas, Brazil and one corporate office in Sao Paulo, Brazil.  The Brazilian plant is one of the company’s most important polyester manufacturers besides the U.S.  The South American plant has proven to be very successful. 

The Brazilian Market 

The Brazilian textile market has had a loss of $1 billion in 1997.  Until now, sales were steadily increasing and gained a total of $22 billion, which leads to a surplus in 2004 of $600 million according to the ABIT.   They created 150 events to promote the Brazilian market, because just 10 % of the sales resulted from exports which jumped in January 2004 by 49 %. Mills are producing near capacity to meet the demand of this growing economy. A GDP growth of 5% is expected for this year. Especially in textile and footwear, Brazil’s finance minister is expecting a growth of 22.5%.

While sales in the United States were falling, the demand of polyester was increasing in the European Union, Turkey and Brazil.  Additionally, the EU removed quotas on Brazilian textile and clothing products and created a bilateral agreement in August 2002.  In 2003 the textile market in this developing country was affected by investments of more than $6 billion to improve modernization, productivity and human resources.  This industry gained a trade balance of $400 million and shares of 0.4% of the world’s market sales.  Brazil is planning on increasing market share to 1% as it was in 1980.  This means exports are needed of almost $3.4 billion.  To achieve this goal, further investments are needed in modernization and state-of-the-art machinery.  Especially low costs and high quality production is needed to compete with world market prices. Quality is a big problem for Brazil’s textile industry, regarding colour and design.

Why Brazil?

While the sales and volumes are increasing in the Brazilian subsidiary, (sales 6.7%, volumes 10.9%, and net sales $8.9 million) the overall gross profit margin for polyester operations decreased by 47.5%.  This means that Unifi is doing business in Brazil well, but it does not earn enough money overall.  Additionally the 10-k of the firm says: “Pre tax results of operations for the polyester segment’s Brazilian location improved 0.4 million in the fiscal year 2004 over fiscal 2003. This improvement in the Brazilian operations reflects improved manufacturing efficiencies, an expanded customer base and customer efforts to increase sales of value-added products.”  This means that investments in Brazil gain money, because there is enough demand and Unifi has the advantage of already owning state-of-the-art technology in polyester production.  Therefore, the company is able to implement its technology in Brazil.  

Benefits from expanding in Brazil 


Our recommendation is to expand operations in Brazil.  This will allow Unifi to purchase other Brazilian companies as they did it in 1999 or to sell its expertise and new technology to other Brazilian companies. Unifi will have the ability to guarantee high quality production with their state-of-the-art machinery. 

Both opportunities lead to higher earnings as proved by Unifi do Brazil.  Investments will gain positive returns. Brazil is a market with high potential and will again reach a market share of 1 % regarding the growth rates of the past years.

Overall Effect 

Our basic strategy is to increase Unifi’s fair market value by not issuing any more stock and using cash flows from sells of Parkdale America, the subsidiary under investigation by DOJ for violation of U.S. antitrust laws, to expand in Brazil. Unifi’s current fair market value is less than its book value; cash would remain after paying investors if the entire company was to liquidate. Therefore the companies stock is under-priced. This is reflected by the fact that Unifi has not issued any debt since 1998 and therefore issuance of more equity (stock) pushes the price down.   Unifi’s stock price has increased since the announcement of plans of a joint venture in Asia, and will continue to rise with the announcement of an expansion in Brazil. 
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Appendix 1:Company Overview
Unifi, Inc. was founded in 1971 when G. Allen Mebane and James L. McCormick sold their interests in Universal Textured Yarns to Dow Badische.  In doing this, they acquired a controlling interest in a public company named Automated Environmental Systems. After a few months they changed the company’s name to Unifi, Inc. 

Unifi’s headquarters and most pervasive operations are located in the United States. Unifi has facilities in North Carolina that are among the largest and most automated textured yarn manufacturing facilities globally. Unifi Europe is made up of two business units: Unifi Textured Yarns Europe and Unifi Dyed Yarns Limited. Unifi Textured Yarns Europe is based in Letterkenny, Ireland. This facility is the largest producer of textured polyester multi-filament yarns in Europe. Unifi Dyed Yarns Limited is located in Radcliffe, Manchester, England. Unifi has also been established as the leading supplier of quality textured and covered yarns throughout South America. This state of establishment was brought on by Unifi do Brazil and Unifi Latin America. 

Unifi falls at the beginning of the supply chain. It sells directly to the fabric makers. The fabric makers supply products for the vast array of end uses. Besides texturing polyester and nylon, Unifi offers package dyeing of both textured and spun yarns, covering of elastometric and other yarns, conventional and warp draw beaming, and the twisting of yarns. Unifi’s products can be found in places such as automobiles, apparel, industrial, home furnishings, legwear, sewing thread, military and medical applications.

Appendix 2:Company History

	February 1971
G. Allen Mebane and James L. McCormick sold their interests in Universal Textured Yarns to Dow Badische and acquired controlling interest in a public company, Automated Environmental Systems. In June of 1971, they changed the company’s name to Unifi, Inc. 

April 1, 1971
Groundbreaking for the texturing plant in Yadkinville, NC. 

July 5, 1971
First shipment of yarn is made from the texturing plant, only 96 days after groundbreaking! 

June 1973
Unifi establishes its international department. 

1984
Unifi purchases a polymer and spinning and texturing plant in Letterkenny, Ireland. 

1988
Unifi enters into the business of beaming and warp drawing. 

August 1991
Unifi merges with Macfield, Inc. in its largest expansion. Added production facilities in Madison, Mayodan, Stoneville and Reidsville, NC. 

1997
Unifi enters into a joint venture with Parkdale America to produce polyester/cotton spun yarn. 

April 1999
Unifi purchases a polyester texturing plant in Brazil. 

May 1999
Unifi forms Unifi Technology Group, which offers consultation to plants looking to improve manufacturing efficiency, productivity and financial performance. 

July 1999
Unifi Technical Fabrics is formed to develop a niche in the nonwoven industry. Construction is under way on a new nonwoven plant in Mocksville, NC. 

March 2000
Unifi forms Unifi Dyed Yarns through the purchase of Intex Yarns in Manchester, England, adding package-dyeing capabilities in Europe. 

April 2000
Unifi announces a manufacturing alliance with DuPont to produce polyester POY. 

May 2000
Unifi announces a nylon manufacturing alliance with Israel-based Nilit Ltd. 

September 2000
Unifi announces a nylon 6,6 light denier industrial yarn joint venture with South Africa-based SANS Fibres. 
February 2001
Unifi forms a dyehouse joint venture in Brazil with Sinterama S.p.A. of Biella, Italy. SINTERAMA BRAZIL will provide dope and packaged dyed yarns to the automotive, home furnishings and apparel markets. 
Unifi also introduces Fyberserv, the first e-service solution of its kind in the textile industry. 

May 2001
Unifi sells the assets of Unifi Technical Fabrics to Avgol Nonwovens Industries of Holon, Israel. 
Unifi assumes operating control of Glen Raven’s air jet texturing operations, making Unifi the US market leader in the production of air jet textured yarns. 

December 2001
Unifi launches its CBI campaign, focused on educating customers and retailers about the benefits of leveraging the CBI legislation. 

February 2002
Unifi forms a new sales and marketing division based in Hong Kong. Unifi Asia Ltd. Will allow the company to better service its worldwide customer base and capitalize on growth opportunities in the region. 
Unifi announces exclusive partnership with American Fibers & Yarns Company, designating Unifi as commissioned false twist texturizer of AF&Y polypropylene. 

July 2002
Unifi announces an agreement with Tuntex (Thailand) Public Co., Ltd., regarding both the manufacture and sale of polyester filament yarns produced at the Tuntex manufacturing facility. 

October 2003
Unifi creates a strategic alliance with Unimatrix, the first global full-service, full-package supply matrix specializing in consumer-driven products for the world’s leading brands and retailers. 




Appendix 3: Ratios
In our research we found out that S&P compares Unifi Inc with a peer group of three companies: Burke Mills, Quaker Fabric and Velcro Industries.

We created charts where these four companies are compared. From that we concluded Unifi's development in the past.

The net profit margin of all these textile companies decreased steeply in the past 2 years after a small increase in 2002.

According to operating profit margin we see the same figure, but Unifi’s development is even worse compared to its net profit margin. 

Looking at our chart for debt to equity ratio, all companies besides Unifi decrease their ratio steadily. Unifi’s one increases since 09/2000. That can be explained by a decrease in equity, not by issuing more debt.

The chart long term debt to assets shows almost the same shape for Unifi as the debt to equity ratio. Again the peer group decreases this ratio steadily but Unifi’s increases, not because of increasing its debt, more in decreasing its total assets because of high depreciations.

Referring to return on equity the companies figures are declining. But most dramatically Unifi’s and Burke Mills ones. Additionally Unifi’s equity declines what should lead to a steadily development of this ratio, like in 2001 to 2003, where this actually increased. But profits are decreasing faster than equity, and this is most dramatically so we can see a steeply fall in 2004. With the repurchase of stock Unifi was intending improve its ratios.

Also return on investments was slowly decreasing.

Altogether Unifi behaves according to the ratios mentioned above like the peer group, but mostly is its development more extreme in a negative sense as the peer group.

According to debt to equity ratio and long term debt to assets Unifi’s figures are going in the wrong direction and does not match the peer group.
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