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Executive Summary

Unifi Inc. is one of the largest manufacturers of textured polyester and nylon in the world (Appendix 1).  The company started its operations in 1971 and has had to overcome many obstacles throughout its years.  In 2003 Unifi had the tenth highest net income among its competitors (Appendix 1).  Much of Unifi’s success is due to the leadership capabilities of Allen Mebane, Chairperson and Founder from 1971 until 2000.    Mebane’s business strategy for Unifi was to “establish itself as a low-cost provider of high-quality polyester yarns.” (www.galenet.galegroup.com).

When Mebane stepped down, Unifi was in a difficult position.  In 2000, Unifi appointed Brian R. Parke as CEO.  Because of global expansion and competition from importers Unifi began experiencing losses in 2001 that continue today.  Unifi tried to combat foreign competition by partnering with manufacturers in Asia and South Africa.  Unifi’s new competition affected the whole company as stock prices fell from $20.87 in 1998 to a low of $1.80 in August 2004.  The current stock price is at $3.86 as of November 17, 2004(www.finace.yahoo.com).   

Unifi has begun trying to combat increased competition and negative income by selling off old assets and investing in new ones.  Unifi closed one of its most unprofitable plants in Ireland and scaled back operations (www.valueline.com).  Unifi also moved into Thailand by forming a joint venture with Tuntex PCL (www.galenet.galegroup.com).      

Unifi has continued to struggle for the past four years to maintain their reputation as a low cost, high quality manufacturer.  Cost of sales in relation to net sales continued to increase until it reached 95%.  Increased costs and inexpensive foreign imports are the main contributors to Unifi’s inability to turn a profit.  

Since Unifi’s financial problems started when Asian competitors entered the market; we are suggesting that they continue with their move to China.  These actions will allow Unifi to take advantage of the cheap labor and increase their market capacity.  This will help in decreasing Unifi’s substantial revenue costs which in return will increase the price of the stock.

Unprofitable firms are one of the reasons for Unifi’s financial problems.  As a solution, Unifi should begin by closing the Kinston plant in North Carolina.  This will be the first of possible future closures of other American production facilities.  The closing of the remaining facilities will be contingent on the success of these initial actions.  
We also recommend that Unifi close all plants in Great Britain and liquidate its remaining assets.  The revenues from closing European plants and the North Carolina plant should be used to fund expansion of manufacturing facilities in China.

Proposal

The textile industry, including Unifi, is figuring out how to handle their declining sales as most large consumers for the industry have shut down or moved out of the United States.  As result of this phenomenon, Unifi has seen sales plummet from a high of $1.704 billion in 1997, to current sales of $746 million (Appendix 2).  During the same time period, cost of sales in relation to net sales has increased from 86 % to 95 %.  These costs have been a major influence on net income.  As a result of having numerous quarters with decreasing net income, Unifi’s profitability ratios have decreased well below the industry averages in most cases.  For instance, Unifi’s net profit margin for last quarter is -8.91 % compared to the industry average of 4.42 % (Appendix 5).  With a 13⅓ % variation from the market, it becomes clear that Unifi is facing a serious problem with profitability that may only magnify in the future if new procedures are not implemented.  One way to get profitability closer to the industry average is to increase net income by decreasing costs, or by acquiring foreign market share.      

Fortunately, Unifi has realized the need to cut costs and expand into new markets.  In the third quarter of 2004, Unifi has engaged in drastic restructuring activities to reduce costs.  These activities included closing plants in England, North Carolina and Ireland, along with reducing the labor force in the U.S.  They have announced plans to further reduce labor and shut down all operations in Europe.  These drastic activities are all part of the plan to eliminate non-contributing product lines (Unifi Inc. 10-K).  Along with cost cutting mechanisms, CEO Brian Parke has announced plans to enter Asian markets and start recognizing revenues by the end of the first quarter of 2005 (MarketMavens).         

 
In spite of the lower profit margins and high costs Unifi is experiencing, recent changes made by the company show that they are moving in the right direction.  In the past year they reduced costs substantially through a variety of initiatives and procedures.  Our recommendations are built on current changes Unifi has made and confirm that they should expand their Asia ventures and reduce unprofitable factories and projects in Europe and America.  However, certain aspects of Unifi’s plan need to be refined to allow for a more direct impact on their bottom line.  We predict that Unifi’s current measures coupled with our suggestions will strengthen Unifi financially and structurally.
Recommendation: Liquidate assets in Europe and North America
In continuing toward the overall goal of reducing costs to increase profit margins, our first recommendation is that Unifi liquidate its discontinued plant assets in Europe, with an expected market value of over $13.2 million, as well as the recently acquired facilities in Kinston, NC, with an expected market value of approximately $22.5 million (Unifi Inc. 10-Q). The divestment of the Kinston facilities would be the initial action in a gradual closure of all of the American production facilities in conjunction with the move to China.  The timing and nature of the other closures would depend on the results of this initial action, the viability and timeliness of such future changes, and the overall success of the China relocation. The underlying principal is that production in North America and Europe is far more expensive than it would be in China, consequently cutting into Unifi’s profit potential, while relocating to China along with the rest of the industry would allow for much more profitable dealings and investments with suppliers and customers.

As will be discussed in our second recommendation, the enormous potential for cost reduction by moving to China, as well as the corollary of being in closer proximity to customers and suppliers, indicate that domestic production at current levels is inefficient and cutting into Unifi’s profit potential. This has led to slashing labor at domestic plants, closure of European operations, and the closure of production lines that are currently not profitable. While this action may temporarily reduce the losses that the company is experiencing, the benefits would not be long lasting. As the textile industry itself continues to relocate production to Asia, Unifi’s costs would continue to inhibit them from successfully competing with others in the industry, and at a steadily increasing rate. The company has recognized this inevitability regarding their European production operations, and over the past year has closed down all remaining facilities in that region; however, they have yet to liquidate the remaining assets and streamline operations for sales and distribution, and they have not recognized the inevitability of the same trend with respect to their operations in North Carolina. The effect of the industry-wide move to China is clearly evident; “The worst carnage (in North Carolina) has occurred in the textile, clothing and furniture industries, where 140,000 jobs have been eliminated since 1994. By some estimates, 200,000 or more of those jobs will be gone within a decade” (newsobserver.com). 

Unifi purchased their Kinston, NC, plant from INVISTA, a former subsidiary of DuPont, in July 2004, for $22.5 million, as part of the company’s FY2004 restructuring plans.  The purchase was seller financed through a loan, the final principal payment of which is expected to occur Sept. 30, 2009.  While the initial investment seemed attractive to Unifi, huge reductions in labor (67%) have since resulted due to the plant’s non-profitability, as well as the planned closure of two production lines.  Costs incurred due to these changes amount to approximately $10 million, and will be recorded as an opening balance sheet liability in FY2005 (Unifi Inc. 10-Q).  Pending the completion of the aforementioned changes, the plant will still be inadequately equipped to handle the company’s intended production needs, and the company expects another $10 million will be required to bring the plant’s machinery into conformity with production needs.  Since the bulk of production will be shifted to China, as per our second recommendation, it would be prudent for the company to halt further improvements to the Kinston plant and instead move the machinery to the proposed facilities in China and sell the physical plant structure off.  The plant itself has changed little since it was purchased by Unifi earlier this year, so there would be no expected loss from selling it before year’s end.  The cash flows from the sale could be directed towards implementing our recommended productions in China.  If and when the plant’s machinery does need improvement, it could be executed in China, taking advantage of all of the benefits attributed to operating in that country, including cheaper labor and equipment costs.  Once these machinery assets are again operational, any related labor costs would also be substantially cheaper in China, greatly increasing the return on these assets and contributing to the overall profitability of the company.  Obviously, some costs would be associated with shutting down operations, transporting the physical assets, eliminating labor at the current site, and paying various fees, but these would be greatly outweighed by the benefits of operating in China, as will be discussed.

As in the United States, the impending moratorium on textiles quotas poses a grave threat to European textiles producers.  Quantitative restrictions on import of garments and textiles will cease Jan. 1, 2005 with the expiration of the World Trade Organization (WTO) Agreement on Textiles and Clothing (Terraviva). This will only expedite China’s imminent dominance of the textiles industry. European manufacturers, including Unifi Europe, have also felt the acute effects of the manufacturing exodus to Asia, and this has led to thousands of job losses and dozens of plant closures across the continent. In 1990, Europe and the United States controlled 58 % of polyester production; however, by 2002, that dominance had dwindled to 33%, and an even lower position of 23 % is projected in 2010 (Appendix 7). 

Due to continued losses in FY2004, Unifi closed operations in their dyeing facility in Manchester, England, and their polyester processing plants in Letterkenny, Ireland, and have yet to sell the remaining assets, consisting of five plants and two warehouses (Unifi Inc. 10-Q). Unifi intends to shift their focus in Europe strictly to sales, service, and distribution, and rely on production from the United States and Asia to supply their demand.  This obviates the need for any of the production facilities in Ireland and England, which can now be sold at what the company expects to be a profit. The gains from liquidating those assets can be directed towards our recommended expansion in China, which we expect to increase the company’s total ROA and improve overall profitability of operations.  Costs associated with selling these discontinued assets would be minimal and would not outweigh the benefits of liquidation and the reallocation of the generated cash flows to more profitable operations in China.  Since Unifi still plans to continue sales and distribution throughout Europe, it would have to determine the usefulness of the remaining warehouses by forecasting consumer demand in the region and could then sell off any of those properties it deems redundant. 
Recommendation: Relocate to China

We propose that Unifi should target Southeast Asia, specifically China, for its manufacturing facilities. In deciding to go China we took into account that current Chinese law recognizes three types of business entities that have foreign interest.  These are a foreign representative office, a joint venture company, and a wholly foreign owned enterprise (WFOE).  We also thought about going directly into China, or whether to set up a 'staging post' in another country in the region or in the Hong Kong SAR (Special Autonomous Region), and then use this as a base for expansion into China itself at a later date.  We propose that Unifi should directly enter China by using a wholly foreign owned enterprise.  Keeping in line with its other subsidiaries, the name should be Unifi China.  A WFOE is a registered local company 100 percent owned by a foreign company.  This is increasingly the vehicle of choice for foreign direct investment in China.  Some of the advantages of a WFOE are absolute decision making power, no sharing of profits, more control over company operations and more use of western business customs.  Disadvantages include lack of local knowledge, lack of local government connections, less ability to influence government permit, tax and other decisions.  According to the consulting firm Runckel & Associates, these disadvantages can be mitigated by using expert assistance, hiring qualified local managers and building a quality staff (Business in Asia Website).  Unifi has already taken steps to ensure the effects of these disadvantages are marginal, if at all.  According to CEO Brian Parke, "We are learning that the relationships you build with local mayors, party chiefs, provincial party chiefs (are the ones that count)—these are the people who make it happen.”  He then added that the “company has spent much of the last two years in China developing relationships as well as the company's brand name and image”(Abbott).


The site chosen for the Unifi manufacturing facility should be in a designated export zone that the Chinese government has set up in order to encourage investments.  The Chinese government allows raw materials to be shipped in and assembled without incurring duties (The Irish Times).  In April, Unifi announced that it had discontinued talks with Kaiping regarding a joint venture.  The announcement was actually a positive one for the company given the more flexible cash flow scenario, faster time to market and wholly-owned nature of the operations (MarketMavens).  

In fact, the company believes that the greenfield project will, "use substantially less cash," having mentioned earlier in the call that, "Local government units are prepared to provide land and infrastructure to support our development of a greenfield plant at little or no up front cost to Unifi (MarketMavens)."  Further evidence that the costs will be cheaper by using a WFOE are that various cities in China are competing for where Unifi locates its business, which should minimize the costs.  In addition, the approval process for a business license will be much shorter using a wholly-owned subsidiary.  This strategy would allow us to produce products quickly while using less of our cash reserves (Unifi Discontinues Kaiping).
Getting a business registered can cost a few thousand dollars.  Additionally, a firm must register with required government agencies, select the right local or expatriate key company officials, file licenses, lease or build office space and production facilities, start hiring and many more issues (Business in Asia Website).
In China, a firm can expect to go through twelve steps to launch a business which can last over 41 days, at a cost of approximately $158.14(US). These twelve steps include such things as obtaining pre-approval of a name, opening a preliminary bank account, obtaining a registration certificate, registering with statistical department, opening a formal bank account, registering for local taxes, registering with the state tax authority, buying financial invoices, and registering with the pension system.  In addition a firm must deposit at least $12,500 in a bank to obtain a business registration number.  In China, it takes 32 days to register property (Snapshot of Business).

To outfit a factory in China, Unifi will use the idle equipment that was shipped from closed plants.  This equipment amounts to about one-third of Unifi’s overall capacity.  According to Brian Parke, Unifi's president and CEO, the company "has sufficient idle equipment to outfit an economical plant in China…we will use less cash, which will provide a greater liquidity environment in U.S. business."  The idea is to rapidly establish a value-added manufacturing presence in China.  Company officials said the savings of the Chinese operations will all be labor-related (Abbott).  In summary, Unifi has the opportunity to take advantage of low-cost land, use their idle equipment, and save millions in labor-related costs.  By following this proposal Unifi can set up business in China in a short time and cost efficiently.

The U.S. market has experienced drastic changes resulting from a number of factors out of U.S. industry control.  “The weakened economy has reduced consumer spending significantly,” adding to Unifi’s existing problem of a shrinking market (Unifi Inc. 10 K).  As domestic customers have closed or moved out of the country, competition from foreign products expansion into the US market has only compounded Unifi’s problems.


Unifi acknowledges the competition will continue increase.  As stated in its 10-K statement “overall the industry remains challenging worldwide” (Unifi Inc. 10-K).  The domestic market outlook remains bleak.  More international competition is expected to increase within the following year as the WTO lifts quotas of the 1995 Uruguay Round Agreement, which has insulated Unifi from the full onslaught of foreign importation (U.S. Department of State).  Once the 1995 URA quotas are removed, textile prices from China are expected to drop.  Many analysts predict that by 2010, 80 % of textiles and apparel will be imported from China (China Economic Net).  A study by the United States Import Trade Commission (USITC) further strengthens the notion that China will become a major player in the textile and apparel industry (U.S. Department of State).  Their report emphasizes China’s dominance over the United States in terms of costs of operations and quality of product (US Department of State).


Unifi can position itself to serve the growing Chinese market both in POY supply and polyester and nylon manufacturing.  Brian Parke of Unifi states that China consumes 700,000 tons of polyester annually with 100,000 tons of that coming from imports.  The imported amount alone is enough to make up for the market share lost in the U.S. (InteleTex).  In 2003, polyester consumption in China increased by 21.36 % percent while production increased by 22.2 % leaving a significant amount of polyester to be imported (Express Textile).  The Chinese textile market is expected to continue its acceleration, causing greater domestic demand and increasing exports.  Domestic consumption is also expected to remain high as Chinese workers’ buying power grows with the country’s industrialization.


By moving operations to China Unifi will be taking advantage of operating expense reductions, which are the factors eroding Unifies profit ratios.  Historically Unifi had positive operating margins that allowed them to remain profitable.  Before 2001, Unifi’s cost of sales remained below 87 % in relation to net sales (Appendix 2).  As the market began to contract in the mid 90’s, Unifi’s operating margins began to increase more rapidly than sales, which decreased as a result of uncontrollable costs.  Unifi’s net profit margins prior to 2001 remained positive with ranging from 13.38 % to 20.91 % for the period of 1990 to 1995 (Appendix 6).  As sales continued to decline, Unifi’s operating margin also declined until reaching –7.59 % in 2001 (Appendix 6).  Operating expenses continued to increase in relation to sales, which has been a major problem for the company ever since.  During 2001, costs of sales were 91 % of sales revenue which left little room for any other expenses, i.e. general, administrative, and interest expenses (Appendix 2).    


By taking advantage of Chinese labor costs, Unifi can positively influence the factors that determine the value of all its ailing financial ratios.  Chinese labor costs are significantly less than those in the U.S., at a ratio of 20:1.  This would have profound effects on profitability ratios by influencing operating margins (English people).  Reductions in operating expenses will help alleviate the negative ROE Unifi has been plagued with since 2001.  For the FY2004, ROE was -25.77 %, which is a direct result of operating margin of -16.32% (Appendix 6).  However, some experts are predicting that the benefits of cheap labor in China will disappear as low-cost countries attempt to bring their labor rates up to other nations’ standards (English people).  Unifi feels this will not be a problem, as increases in wages may be limited due to the extensive unemployment rate in China, which are expected to continue in the future (English people).  


Unifi’s negative ROA has been greatly influenced by its decreases in sales and inability to control operating expenses.  As a result of those two factors, ROA has declined from 21.12 % in 1991 to –11.87 % for FY2004 (Appendix 6).  The factors influencing ROA can be greatly influenced by taking advantage of several opportunities in China.  By supplying both raw POY and finished polyester to China, sales revenue will increase, and reduced operating expenses will move net income towards positive values.  As a result of being closer to their raw material suppliers, Unifi will be able to reduce its inventory-on-hand which will reduce the dividing factor for ROA resulting in higher income.

With several low labor countries emerging as forerunners for importation, Unifi will have to act on several fronts to capitalize on the opportunities to increase revenues and move towards profitability.  By moving the POY manufacturing plant to China and taking advantage of lower labor costs, Unifi can position itself as a major supplier to these emerging countries.  The demand for raw POY in Asia is rising.  Information from the China Textile Industry Association states that China imported $36 billion in textiles in FY2004 (English people). After the quotas are lifted, Chinese demand for raw POY will greatly increase (China Economic Net). Unifi’s mature stance within the industry allows them to maintain low risk levels in comparison to new startups (Rich).  If Unifi is able to decrease costs by shifting operations to China, and reduce operations in the U.S. and Europe, the company has a strong chance of returning to profitability.
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Appendix 1

Overview

With nearly 130 existing textile companies, Unifi serves as one of the largest manufacturers of textured polyester and nylon in the world (www.galenet.com).  In 2003 Unifi earned nearly 850,000 dollars in sales, ranking them number one among textile companies.  Unifi is an end use product supplier of textured polyester and nylon.  The company provides package dyeing of textured and spun yarns, covering of elastometric and other yarns, conventional and warp draw beaming and the twisting of yarns (www.inifi-inc.com).  Some of Unifi’s polyester products include Textra, A.M.Y, Novva, Satura, and Cielo.  Unifi currently has 3600 employees.  Sales and marketing are conducted from South America, Europe, Asia, and the United States.  Unifi’s markets include apparel, automotive, industrial, furnishings, and hosiery.  Unifi currently has 595 stockholders and 52.1 million shares of common stock outstanding (Value Line).  Because Unifi had to make many changes to adapt to the new global marketplace and declining economy, the company had to undergo many organizational changes. 

Where Unifi Gets and Sells its Products

As one of the world’s largest producers and processors of textured polyester and nylon yarns, Unifi has a broad range of suppliers and customers across the globe.  The first and most basic material that goes into Unifi’s products, POY (partially oriented yarn), has been traditionally produced by Unifi in coordination with other firms, such as DuPont and the Israeli company Nilit, Ltd.  However, recently Unifi has decided to divest its POY production operations and instead purchase the material on the open market (www.inteletex.com).  Three of the largest producers of this raw material are Far Eastern Textiles, Tuntex/Xianglu, and Nan Ya, all located in China.

Once the Company has obtained POY, the material undergoes complex processing, usually being colored with “packaged” dyes and “solution” dyes and texturized for its intended end-user purpose.  Finally, the differentiated yarns are used to make fabrics for commercial use, ranging from automobile upholstery, women’s hosiery, branded apparel and interior furnishings to various industrial fabrics.  Unifi sells its processed, synthetic yarns to dozens of manufacturers and retailers in each category, with some of its newest customers including Sara Lee Branded Apparel’s hosiery manufacturing unit and American Fibers and Yarns Company, a domestic producer of fabrics for home furnishings and upholstery.

In an effort to simplify the ordering process for its customers, Unifi also recently unveiled its “Fyberserv” customer service system, which permits other businesses to view real-time information regarding Unifi’s products and also enables them to receive customized ordering information. “The new Fyberserv system allows Unifi’s customers to enter and adjust orders and forecasts; track order status, purchase orders, shipping history, bills of lading, and invoices; view product catalogs and product specifications; and conduct product searches — all with the click of a mouse.”(Unifi, Inc.) Unifi has managed to remain an industry leader in the floundering textiles industry, and its reputation for quality has led to its products being sold to hundreds of manufacturers, both at home and abroad. 

Industry
In 2003, Unifi ranked tenth among its competitors when comparing net income.  The other companies that rank above Unifi include: Linens n’ Things, Foamex International Inc., Wellman Inc., Dixie Group Inc., Fab Industries Inc., Decorator Industries Inc., JPS Industries Inc., Culp Inc., and Delta Woodside Industries Inc.  In the early 2000s Unifi had to adjust to declining prices and yarn sales, while the entire textile industry suffered a loss of clients when forced to compete with manufacturers from abroad.
Characterized by product specialization, the industry consists of these specific areas: forty-four percent of the industry specializes in textured, crimped, or bulked filament yarns; thirty-three percent concentrate in thrown filament yarns; eleven percent specializes in novelty and plied yarns; the other eleven percent focuses on commission receipts for throwing or texturing of filament yarns.  These texturing companies buy their raw materials from manmade fiber producers that include the following companies: DuPont, Eastman Chemical Company, Hoechst Celanese, Tollaram Fibers, American Micrell, and Wellman (www.galenet.com). As mentioned previously, the industry’s main raw material is POY.  Nylon and polyester are two types of texturized POY. Research and technological advances continue to decrease costs and create competitive advantages for the textile industry.      
 

Appendix 2

	In Millions of U.S. Dollars
(except for per share items)
	52 Weeks Ending
06/27/04
	52 Weeks Ending
06/29/03
	53 Weeks Ending
06/30/02
Reclass.
06/29/03
	52 Weeks Ending
06/24/01
	52 Weeks Ending
06/25/00
Reclass.
06/24/01

	Revenue
	 746.5  
	 849.1  
	 914.7  
	 1,131.2  
	 1,291.4  

	Other Revenue, Total
	 –  
	 –  
	 –  
	 –  
	 –  

	Total Revenue
	 746.5  
	 849.1  
	 914.7  
	 1,131.2  
	 1,291.4  

	

	Cost of Revenue
	 708.0  
	 777.8  
	 840.2  
	 1,034.0  
	 1,127.9  

	Gross Profit
	 38.4  
	 71.3  
	 74.6  
	 97.1  
	 163.6  

	

	Selling/General/Admin. Expenses, Total
	 53.3  
	 57.6  
	 56.2  
	 71.0  
	 66.8  

	Research & Development
	 –  
	 –  
	 –  
	 –  
	 –  

	Depreciation/Amortization
	 –  
	 –  
	 –  
	 –  
	 –  

	Interest Expense, Net - Operating

	 18.7  
	 19.9  
	 23.0  
	 30.1  
	 30.3  

	Interest Expense(Income) - Net Operating
	 23.1  
	 7.4  
	 22.1  
	 24.6  
	 30.5  

	Unusual Expense (Income)
	 66.4  
	 32.6  
	 1.1  
	 47.1  
	 0.0  

	Other Operating Expenses, Total
	 (9.2)  
	 3.4  
	 3.2  
	 10.7  
	 10.6  

	Total Operating Expense
	 841.6  
	 878.8  
	 922.9  
	 1,187.4  
	 1,235.7  

	

	Operating Income
	 (95.1)  
	 (29.7)  
	 (8.2)  
	 (56.3)  
	 55.7  

	

	Interest Income(Exp), Net Non-Operating
	 –  
	 –  
	 –  
	 –  
	 –  

	Gain (Loss) on Sale of Assets
	 –  
	 –  
	 –  
	 –  
	 –  

	Net Income Before Taxes
	 (95.1)  
	 (29.7)  
	 (8.2)  
	 (56.3)  
	 55.7  

	

	Provision for Income Taxes
	 (25.3)  
	 (2.5)  
	 (2.1)  
	 (11.6)  
	 17.7  

	Net Income After Taxes
	 (69.8)  
	 (27.2)  
	 (6.1)  
	 (44.7)  
	 38.0  

	

	Minority Interest
	 –  
	 –  
	 –  
	 –  
	 –  

	Equity In Affiliates
	 –  
	 –  
	 –  
	 –  
	 –  

	Net Income Before Extra. Items
	 (69.8)  
	 (27.2)  
	 (6.1)  
	 (44.7)  
	 38.0  

	

	Accounting Change
	 –  
	 0.0  
	 (37.9)  
	 0.0  
	 0.0  

	Discontinued Operations
	 –  
	 –  
	 –  
	 –  
	 –  

	Extraordinary Item
	 –  
	 –  
	 –  
	 –  
	 –  

	Net Income
	 (69.8)  
	 (27.2)  
	 (43.9)  
	 (44.7)  
	 38.0  

	

	Preferred Dividends
	 –  
	 –  
	 –  
	 –  
	 –  

	Income Available to Com Excl ExtraOrd
	 (69.8)  
	 (27.2)  
	 (6.1)  
	 (44.7)  
	 38.0  

	

	Income Available to Com Incl ExtraOrd
	 (69.8)  
	 (27.2)  
	 (43.9)  
	 (44.7)  
	 38.0  

	

	Basic Weighted Average Shares
	 52.25  
	 53.79  
	 53.73  
	 53.87  
	 58.49  

	Basic EPS Excluding Extraordinary Items
	 (1.336)  
	 (0.505)  
	 (0.113)  
	 (0.829)  
	 0.650  

	Basic EPS Including Extraordinary Items
	 (1.336)  
	 (0.505)  
	 (0.817)  
	 (0.829)  
	 0.650  

	

	Dilution Adjustment
	 0.0  
	 0.0  
	 0.0  
	 0.0  
	 0.0  

	Diluted Weighted Average Shares
	 52.25  
	 53.79  
	 53.73  
	 53.87  
	 58.51  

	Diluted EPS Excluding ExtraOrd Items
	 (1.336)  
	 (0.505)  
	 (0.113)  
	 (0.829)  
	 0.650  

	Diluted EPS Including ExtraOrd Items
	 (1.336)  
	 (0.505)  
	 (0.817)  
	 (0.829)  
	 0.650  

	

	DPS - Common Stock Primary Issue
	 0.000  
	 0.000  
	 0.000  
	 0.000  
	 0.000  

	Gross Dividends - Common Stock
	 0.0  
	 0.0  
	 0.0  
	 0.0  
	 0.0  

	

	Stock Based Compensation Expense
	 1.7  
	 3.2  
	 6.4  
	 5.1  
	 5.2  

	Net Income after Stock Based Comp. Exp.
	 (71.4)  
	 (30.4)  
	 (50.3)  
	 (49.7)  
	 32.8  

	Basic EPS after Stock Based Comp. Exp.
	 (1.370)  
	 (0.570)  
	 (0.940)  
	 (0.920)  
	 –  

	Diluted EPS after Stock Based Comp. Exp.
	 (1.370)  
	 (0.570)  
	 (0.940)  
	 (0.920)  
	 0.560  

	

	Interest Expense, Supplemental
	 18.7  
	 19.9  
	 23.0  
	 30.1  
	 30.3  

	Interest Capitalized, Supplemental
	 –  
	 0.0  
	 (0.2)  
	 (2.4)  
	 (0.6)  

	Depreciation, Supplemental
	 63.3  
	 69.7  
	 73.9  
	 81.1  
	 82.8  

	

	

	Total Special Items
	 66.4  
	 32.6  
	 1.1  
	 47.1  
	 0.0  

	Normalized Income Before Taxes
	 (28.7)  
	 2.9  
	 (7.0)  
	 (9.2)  
	 55.7  

	Effect of Special Items on Income Taxes
	 0.0  
	 0.0  
	 0.0  
	 0.0  
	 0.0  

	Inc Tax Ex Impact of Sp Items
	 (25.3)  
	 (2.5)  
	 (2.1)  
	 (11.6)  
	 17.7  

	Normalized Income After Taxes
	 (3.4)  
	 5.4  
	 (4.9)  
	 2.4  
	 38.0  

	Normalized Inc. Avail to Com.
	 (3.4)  
	 5.4  
	 (4.9)  
	 2.4  
	 38.0  

	Basic Normalized EPS
	 (0.065)  
	 0.101  
	 (0.092)  
	 0.045  
	 0.650  

	Diluted Normalized EPS
	 (0.065)  
	 0.101  
	 (0.092)  
	 0.045  
	 0.650  
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Appendix 3

	ANNUAL BALANCE SHEET

	In Millions of U.S. Dollars
(except for per share items)
	As of
06/27/04
	As of
06/29/03
Restated
06/27/04
	As of
06/30/02
Restated
06/29/03
	As of
06/24/01
Reclass.
06/30/02
	As of
06/25/00
Restated
06/24/01

	Cash & Equivalents

	 65.2  
	 76.8  
	 19.1  
	 6.6  
	 18.8  

	Cash and Short Term Investments
	 65.2  
	 76.8  
	 19.1  
	 6.6  
	 18.8  

	Accounts Receivable - Trade, Net

	 125.9  
	 130.8  
	 151.5  
	 171.7  
	 214.0  

	Total Receivables, Net
	 125.9  
	 130.8  
	 151.5  
	 171.7  
	 214.0  

	Total Inventory
	 117.0  
	 118.4  
	 111.8  
	 124.4  
	 147.6  

	Prepaid Expenses
	 –  
	 –  
	 –  
	 –  
	 –  

	Other Current Assets, Total
	 22.9  
	 22.3  
	 14.5  
	 9.2  
	 3.0  

	Total Current Assets
	 331.1  
	 348.3  
	 297.0  
	 312.0  
	 383.4  

	

	Property/Plant/Equipment, Total - Gross

	 1,186.7  
	 1,214.9  
	 1,179.8  
	 1,209.9  
	 1,250.5  

	Accumulated Depreciation, Total

	 (831.2)  
	 (770.1)  
	 (691.3)  
	 (647.6)  
	 (592.1)  

	Property/Plant/Equipment, Total - Net
	 355.5  
	 444.8  
	 488.5  
	 562.3  
	 658.4  

	Goodwill, Net
	 0.0  
	 13.5  
	 13.5  
	 61.1  
	 –  

	Intangibles, Net
	 0.0  
	 0.2  
	 1.2  
	 3.5  
	 –  

	Long Term Investments
	 163.9  
	 173.7  
	 180.9  
	 167.3  
	 208.9  

	Other Long Term Assets, Total
	 22.1  
	 21.7  
	 30.4  
	 31.1  
	 104.1  

	Total Assets
	 872.5  
	 1,002.2  
	 1,011.5  
	 1,137.3  
	 1,354.8  

	

	Accounts Payable
	 75.5  
	 81.0  
	 72.2  
	 100.1  
	 97.9  

	Accrued Expenses
	 44.9  
	 60.3  
	 49.0  
	 59.9  
	 50.2  

	Notes Payable/Short Term Debt
	 –  
	 –  
	 –  
	 –  
	 –  

	Current Port. of LT Debt/Capital Leases
	 8.5  
	 7.3  
	 8.3  
	 86.0  
	 217.3  

	Other Current liabilities, Total
	 1.5  
	 1.7  
	 0.0  
	 0.1  
	 2.4  

	Total Current Liabilities
	 130.4  
	 150.3  
	 129.5  
	 246.0  
	 367.8  

	

	Long Term Debt

	 263.8  
	 259.4  
	 280.3  
	 259.2  
	 261.8  

	Capital Lease Obligations

	 –  
	 –  
	 –  
	 –  
	 –  

	Total Long Term Debt
	 263.8  
	 259.4  
	 280.3  
	 259.2  
	 261.8  

	

	Total Debt
	 272.3  
	 266.7  
	 288.5  
	 345.2  
	 479.1  

	

	Deferred Income Tax
	 71.9  
	 101.9  
	 92.5  
	 80.3  
	 86.0  

	Minority Interest
	 4.6  
	 10.9  
	 11.2  
	 11.3  
	 16.7  

	Total Liabilities
	 470.6  
	 522.5  
	 513.4  
	 596.8  
	 732.3  

	

	Redeemable Preferred Stock, Total
	 –  
	 –  
	 –  
	 –  
	 –  

	Preferred Stock - Non Redeemable, Net
	 –  
	 –  
	 –  
	 –  
	 –  

	Common Stock, Total
	 5.2  
	 5.3  
	 5.4  
	 5.4  
	 5.5  

	Additional Paid-In Capital
	 0.1  
	 0.0  
	 0.2  
	 0.0  
	 0.0  

	Retained Earnings (Accumulated Deficit)
	 437.5  
	 515.6  
	 545.4  
	 589.4  
	 649.4  

	Treasury Stock - Common
	 –  
	 –  
	 –  
	 –  
	 –  

	Other Equity, Total
	 (41.0)  
	 (41.2)  
	 (53.0)  
	 (54.2)  
	 (32.5)  

	Total Equity
	 401.9  
	 479.7  
	 498.0  
	 540.5  
	 622.4  

	

	Total Liabilities & Shareholders' Equity
	 872.5  
	 1,002.2  
	 1,011.5  
	 1,137.3  
	 1,354.8  

	

	Shares Outs - Common Stock Primary Issue

	 52.12  
	 53.40  
	 53.85  
	 53.83  
	 55.16  

	Total Common Shares Outstanding
	 52.12  
	 53.40  
	 53.85  
	 53.83  
	 55.16  

	

	Employees
	 3,600  
	 4,500  
	 5,200  
	 5,400  
	 6,680  

	Number of Common Shareholders
	 4,900  
	 3,900  
	 684  
	 712  
	 745  
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Appendix 4

	ANNUAL CASH FLOW STATEMENT (Indirect Method)

	In Millions of U.S. Dollars
(except for per share items)
	52 Weeks Ending
06/27/04
	52 Weeks Ending
06/29/03
Reclass.
06/27/04
	53 Weeks Ending
06/30/02
	52 Weeks Ending
06/24/01
	52 Weeks Ending
06/25/00
Reclass.
06/24/01

	Net Income/Starting Line
	 (69.8)  
	 (27.2)  
	 (43.9)  
	 (44.7)  
	 38.0  

	Depreciation/Depletion
	 63.3  
	 69.7  
	 73.9  
	 81.1  
	 82.8  

	Amortization
	 1.4  
	 3.3  
	 4.8  
	 9.0  
	 7.8  

	Deferred Taxes
	 (27.9)  
	 (4.7)  
	 4.4  
	 (1.6)  
	 10.7  

	Non-Cash Items
	 65.1  
	 23.3  
	 56.5  
	 81.7  
	 23.2  

	Changes in Working Capital
	 (27.5)  
	 31.2  
	 (6.1)  
	 26.0  
	 (36.0)  

	Cash from Operating Activities
	 4.6  
	 95.7  
	 89.7  
	 151.6  
	 126.5  

	

	Capital Expenditures
	 (12.1)  
	 (23.5)  
	 (10.4)  
	 (42.3)  
	 (58.6)  

	Other Investing Cash Flow Items, Total
	 4.8  
	 8.2  
	 (10.8)  
	 42.1  
	 (19.5)  

	Cash from Investing Activities
	 (7.3)  
	 (15.3)  
	 (21.2)  
	 (0.2)  
	 (78.1)  

	

	Financing Cash Flow Items
	 0.6  
	 0.5  
	 (2.4)  
	 (12.4)  
	 (11.7)  

	Total Cash Dividends Paid
	 –  
	 –  
	 –  
	 –  
	 0.0  

	Issuance (Retirement) of Stock, Net
	 (8.4)  
	 (2.9)  
	 0.1  
	 (16.6)  
	 (48.9)  

	Issuance (Retirement) of Debt, Net
	 –  
	 (23.0)  
	 (53.4)  
	 (137.4)  
	 (9.2)  

	Cash from Financing Activities
	 (7.8)  
	 (25.4)  
	 (55.7)  
	 (166.4)  
	 (69.9)  

	

	Foreign Exchange Effects
	 (1.0)  
	 2.7  
	 (0.3)  
	 2.8  
	 (4.1)  

	Net Change in Cash
	 (11.6)  
	 57.7  
	 12.5  
	 (12.1)  
	 (25.7)  

	

	Cash Interest Paid
	 16.8  
	 17.5  
	 23.5  
	 28.4  
	 29.0  

	Cash Taxes Paid
	 2.4  
	 (12.0)  
	 (13.9)  
	 1.4  
	 9.3  
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Appendix 5

	Valuation Ratios

	RATIO COMPARISON
Valuation Ratios
Company
Industry
Sector
S&P 500
P/E Ratio (TTM)
NM
13.91
19.16
22.25
P/E High - Last 5 Yrs.
NA
18.14
35.62
45.90
P/E Low - Last 5 Yrs.
NA
6.36
10.04
16.40
Beta
0.44
0.87
1.05
1.00
Price to Sales (TTM)
0.23
0.69
1.30
3.26
Price to Book (MRQ)
0.45
2.03
3.40
4.16
Price to Tangible Book (MRQ)
0.45
6.38
6.59
7.56
Price to Cash Flow (TTM)
NM
11.13
11.93
16.03
Price to Free Cash Flow (TTM)
NM
24.65
21.09
26.26
% Owned Institutions
72.02
73.49
51.01
63.55

	
	
	
	

	
	
	
	
	


	Dividends

	Dividends
Company
Industry
Sector
S&P 500
Dividend Yield
NA
1.36
2.19
2.02
Dividend Yield - 5 Year Avg.
0.00
0.08
2.42
1.52
Dividend 5 Year Growth Rate
NM
-100.00
-1.46
7.37
Payout Ratio (TTM)
0.00
3.35
17.45
27.95

	
	
	
	

	
	
	
	
	


	Growth Rates

	Growth Rates(%)
Company
Industry
Sector
S&P 500
Sales (MRQ) vs Qtr. 1 Yr. Ago
10.04
15.09
12.84
16.43
Sales (TTM) vs TTM 1 Yr. Ago
-5.67
15.52
12.12
15.01
Sales - 5 Yr. Growth Rate
-9.97
9.79
7.31
9.50
EPS (MRQ) vs Qtr. 1 Yr. Ago
NM
19.44
30.22
17.42
EPS (TTM) vs TTM 1 Yr. Ago
NA
19.04
32.71
25.92
EPS - 5 Yr. Growth Rate
NM
23.77
8.51
12.64
Capital Spending - 5 Yr. Growth Rate
-36.66
1.06
0.27
4.38

	
	
	
	

	
	
	
	
	


	Financial Strength

	Financial Strength
Company
Industry
Sector
S&P 500
Quick Ratio (MRQ)
1.39
0.77
1.48
1.31
Current Ratio (MRQ)
2.61
1.64
2.25
1.80
LT Debt to Equity (MRQ)
0.69
0.62
2.05
0.63
Total Debt to Equity (MRQ)
0.71
0.76
2.29
0.80
Interest Coverage (TTM)
-3.90
7.98
8.66
12.81

	
	
	
	

	
	
	
	
	


	Profitability Ratios

	Profitability Ratios (%)
Company
Industry
Sector
S&P 500
Gross Margin (TTM)
5.15
19.94
29.41
46.76
Gross Margin - 5 Yr. Avg.
8.59
19.39
28.67
46.18
EBITD Margin (TTM)
-1.53
9.44
12.11
21.56
EBITD - 5 Yr. Avg.
7.09
9.69
10.35
20.38
Operating Margin (TTM)
-12.22
7.35
8.64
21.68
Operating Margin - 5 Yr. Avg.
-3.56
6.62
7.19
18.07
Pre-Tax Margin (TTM)
-12.22
6.39
8.66
18.06
Pre-Tax Margin - 5 Yr. Avg.
-3.56
5.54
6.65
17.10
Net Profit Margin (TTM)
-8.91
4.42
5.23
13.99
Net Profit Margin - 5 Yr. Avg.
-2.84
3.46
4.15
11.31
Effective Tax Rate (TTM)
NM
31.61
33.03
29.99
Effective Tax Rate - 5 Yr. Avg.
31.73
38.39
38.19
34.23

	
	
	
	

	
	
	
	
	


	Management Effectiveness

	Management Effectiveness (%)
Company
Industry
Sector
S&P 500
Return On Assets (TTM)
-7.43
6.64
6.93
7.38
Return On Assets - 5 Yr. Avg.
-2.30
6.29
6.09
6.63
Return On Investment (TTM)
-8.67
9.43
9.49
11.19
Return On Investment - 5 Yr. Avg.
-2.78
8.68
8.76
10.70
Return On Equity (TTM)
-15.63
15.23
18.99
20.05
Return On Equity - 5 Yr. Avg.
-4.85
16.36
14.46
19.00

	
	
	
	

	
	
	
	
	


	Efficiency

	Efficiency
Company
Industry
Sector
S&P 500
Revenue/Employee (TTM)
207,335
169,033
383,994
699,010
Net Income/Employee (TTM)
NM
8,328
25,677
96,653
Receivable Turnover (TTM)
6.07
7.95
6.32
10.15
Inventory Turnover (TTM)
5.96
12.67
9.19
12.28
Asset Turnover (TTM)
0.83
1.53
1.19
0.95
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Appendix 6

	Profitability Ratios
	06/27/2004
	06/29/2003
	06/30/2002
	06/24/2001
	06/25/2000
	06/27/1999
	06/28/1998
	06/29/1997
	06/30/1996
	06/25/1995
	06/26/1994
	06/27/1993
	06/28/1992
	06/30/1991
	06/24/1990

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Return on Equity (%)
	(25.77)
	(3.71)
	(6.65)
	(13.21)
	2.09
	7.77
	25.24
	19.13
	12.85
	20.01
	11.52
	23.39
	27.06
	29.59
	17.92

	Return on Assets (%)
	(11.87)
	(1.8)
	(3.3)
	(6.28)
	0.96
	3.68
	11.99
	10.3
	7.88
	11.6
	6.76
	12.76
	13.59
	21.12
	13.15

	Return on Investment
	(21.46)
	3.81
	(0.04)
	1.5
	43.5
	28.78
	46.85
	75.51
	83.07
	91.47
	73.12
	106.38
	47.85
	3,279.66
	689.1

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	EBITDA of Revenue (%)
	(7.65)
	4.95
	4.94
	0.37
	9.7
	13.13
	19.6
	14.75
	12.58
	17.11
	14.32
	19.31
	17.12
	17.36
	10.11

	Operating Margin (%)
	(16.32)
	(3.65)
	(3.66)
	(7.59)
	2.63
	5.95
	14.54
	9.59
	7.48
	12.23
	9.25
	15.1
	13.69
	13.3
	10.11

	Pre-Tax Margin
	(1.64)
	2.08
	2.56
	3.03
	8.24
	9.53
	13.39
	10.85
	9.39
	11.65
	11.48
	15.74
	11.93
	11.83
	9.67

	Net Profit Margin (%)
	(20.67)
	(2.7)
	(4.08)
	(8.36)
	3.78
	8.55
	20.77
	13.03
	10.28
	16.7
	13.61
	20.91
	17.36
	17.21
	13.38

	Effective Tax Rate (%)
	20.79
	8.17
	6.24
	13.5
	52.47
	38.14
	31.34
	35.84
	37.49
	36.51
	47.1
	38.46
	26.8
	29.34
	32.28

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Liquidity Indicators
	06/27/2004
	06/29/2003
	06/30/2002
	06/24/2001
	06/25/2000
	06/27/1999
	06/28/1998
	06/29/1997
	06/30/1996
	06/25/1995
	06/26/1994
	06/27/1993
	06/28/1992
	06/30/1991
	06/24/1990

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Quick Ratio
	1.47
	1.38
	1.33
	0.73
	0.63
	1.58
	1.45
	1.43
	1.35
	2.1
	2.32
	2.18
	3.25
	1.82
	2.25

	Current Ratio
	2.54
	2.22
	2.25
	1.26
	1.04
	2.49
	2.32
	2.32
	2.18
	2.96
	3
	2.78
	3.82
	2.3
	2.76

	Working Capital/Total Assets
	0.23
	0.19
	0.16
	0.06
	0.01
	0.16
	0.16
	0.21
	0.21
	0.32
	0.3
	0.32
	0.46
	0.35
	0.4

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Debt Management
	06/27/2004
	06/29/2003
	06/30/2002
	06/24/2001
	06/25/2000
	06/27/1999
	06/28/1998
	06/29/1997
	06/30/1996
	06/25/1995
	06/26/1994
	06/27/1993
	06/28/1992
	06/30/1991
	06/24/1990

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Current Liabilities/Equity
	0.32
	0.31
	0.26
	0.46
	0.59
	0.22
	0.25
	0.3
	0.28
	0.28
	0.26
	0.33
	0.33
	0.37
	0.31

	Total Debt to Equity
	0.66
	0.54
	0.56
	0.48
	0.42
	0.74
	0.73
	0.47
	0.29
	0.38
	0.39
	0.43
	0.62
	-
	0.03

	Long Term Debt to Assets
	0.3
	0.26
	0.28
	0.23
	0.19
	0.35
	0.35
	0.25
	0.18
	0.22
	0.23
	0.24
	0.31
	-
	0.02

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Asset Management
	06/27/2004
	06/29/2003
	06/30/2002
	06/24/2001
	06/25/2000
	06/27/1999
	06/28/1998
	06/29/1997
	06/30/1996
	06/25/1995
	06/26/1994
	06/27/1993
	06/28/1992
	06/30/1991
	06/24/1990

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Revenues/Total Assets
	0.86
	0.86
	0.91
	0.99
	0.95
	0.92
	1.03
	1.67
	1.69
	1.49
	1.38
	1.37
	1.36
	2.25
	1.92

	Revenues/Working Capital
	3.72
	4.62
	5.66
	17.76
	82.06
	5.77
	6.56
	7.89
	8.17
	4.66
	4.55
	4.24
	2.93
	6.5
	4.85

	Interest Coverage
	(5.51)
	(0.56)
	(0.46)
	(1.85)
	2.11
	3.71
	13.07
	14.92
	9.21
	13.31
	8.02
	9.67
	16.46
	69.58
	44.61
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