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Executive Summary

Unifi Inc. is a multifaceted company whose primary business is that of textured yarns and their processing.  The key components of the business lie within the dyeing, texturing, covering and beaming of polyester fabrics.  Unifi’s products have a wide variety of uses, including usage in apparel, industrial fabrics and the automotive upholstery.  

Since the beginning of the Asian financial crisis that occurred throughout the latter half of the 1990’s, Unifi’s stock price has progressively suffered significant decreases.  With an initial decrease in price of 59% that occurred during 1998, followed by a 44% price decrease in 1999, Unifi’s stock price has continued to fall almost constantly until recently.  With decreasing profits the company seemingly has continued to falter and struggle for continued operations.  It was not until the second quarter of 2004 that the company showed an increase in net sales from operations at which point they increased a significant figure of 10.1%.  This has as well been the second quarter in a row that Unifi has posted an increase in operating profit.s  
In order for Unifi to be competitive with the Asian based companies they need to setup and open a plant within Asia itself.  The key advantage of the Asian market is the low operating cost, which allows companies operating in that region to sell textiles at a lower  price can be done in the United States and United Kingdom.  As well transporting the equipment that had previously been used within the U.S. and the U.K. to their Asian factories, Unifi has the option of leasing the unoccupied buildings or selling them entirely. Either of these two options would serve the purpose of producing additional income, however leasing would most likely be the preferred option if a significant loss would be expected on the assets sale. 

The key to Unifi’s success along with its movement into the Asian market is its need to increase stockholder value in the company and increase the stock price.  There are several different ways that the company can do this.  These possibilities include the issuance of corporate bonds, income bonds, preferred stock and the repurchasing of common stock.  While these are all viable options it seems as if the issuance of preferred stock and repurchasing of common stock is the best combination of capital structure changes that could be made to increase shareholder wealth.  In addition to changing capital structure as a means to increase shareholder value Unifi could make changes within management procedures to greatly increase productivity.  The shuffling of management is a highly disruptive practice that should be concluded as soon as possible.  As well, a management incentive program might serve the purpose of increasing management effectiveness.  Each of these practices could have a strong impact on the overall stockholder view of the company’s investment value. 

Provided the necessary changes are made to Unifi, the expansion into the Asian market and increasing of shareholder value should serve to make sure that the company not only sustains a position in the textile industry but would potentially allow it to regain the status of industry leader that it once had.

Proposal
Asian Market:
Unfi Inc. has decreased in its production of textiles because of the increase in imports from Southeast Asia.  Also, the decrease in production from Unifi has led to closings of their European branch.  For Unifi to stay competitive, it needs to open a subsidiary within the Asian production market. From 1997 until 2001, textile imports from Asian markets have increased 80%, and the currencies of the Far East decreased by 40%.  The increase in sales gives the Asian market a greater advantage over the rest of the industry as with a greater volume of sales comes a decrease in production cost.  According to Carlos Moore; executive vice president of the American Textile Manufacturers Institute (ATMI), “The big percentage cost of Asia is because of their currencies, not because they work harder or they have some magical machine or something that gives them an advantage.  It’s a currency advantage.” (Appendix: p11 no. 7)  Since the World Trade Center crisis, every country has been working harder to turn a profit in a suffering world economy.  China has devalued its currency to influence multinational firms to increase their presence in the recently flourishing nation.  According to the ATMI, there is a high probability of the Asian markets receiving approximately $42 billion in orders, due to the lifting of global quotas (Appendix p11 no.4). “For us to increase our sales and profitability, we must pursue the advantage that the Asian market has.  Even though there will be reorganization costs to do this, in the long run this will help us regain our market share and the trust of our shareholders.”
Since production costs in Asia are significantly lower than those around the world, opening a plant there would be a good way to increase profitability and increase the trust of our shareholders.  Unifi needs to find a way to increase shareholder return and show potential shareholders that the company is in fact a good investment.  For the past few years Unifi has failed to produce a profit.  This phenomenon can directly be tied to the increase in Asian exports.  Customers wish to buy products at the lowest price possible in order to create higher profit margins.  If higher prices are charged by a given company business will often be lost to a competitor that is able to produce and sell at a lower cost.  By opening a plant in Asia with similar operating costs as other plants Unifi will better be able to compete with fellow companies within the industry and thus be able to gain market share.  Opening a manufacturing plant in Asia is the most important thing that Unifi can do at this current time to increase production and profits on a global scale, in hopes of one day returning to the dominant position within the textile market that it once held. 
Unifi recently had the opportunity to enter the Asian market through a joint venture with the Guangdong Kaiping Polyester Enterprises Group, which would have been a good move to help with start up costs and other expenses.  However, we determined that starting a subsidiary owned and operated by Unifi would be quicker and more efficient.   Some of the costs for staring up this subsidiary will be eliminated as it will not have to purchases the machinery to produce textiles out of the new plant.  Because of the  closing of the plant in Europe, the company already has the necessary equipment to get this new venture up and running.  To further reduce costs, Unifi can utilize idle equipment from the United States, Ireland, and the United Kingdom to set up textured polyester and nylon production, twisting, and dyeing operations within China (Appendix p11 no.1). This would give Unifi an advantage over other companies who wish to start up plants in Asia. Unifi’s advantage is a lower cost to produce the material which in turn allows the selling price to be significantly lower than that of our competition.    
With the closing of our European plant, we now have a vacant building in our possession.  Unifi should look at selling the building, but only if there is a significant gain on the property.  If we can sell this plant only at a loss or at a break even amount we feel that it would be in our best interest not to remove the building from our holdings.   We propose instead that if we are only able to sell the building at a loss, we should try to lease it out to another company.  By leasing the building out, Unifi would have an additional source of income to be used in a more suitable manner.  This decision would assist us in paying other expenses throughout the company, and on a long term basis producing extra income for Unifi.  If instead of leasing out the building Unifi decided to hold it, the start-up cost for a potential European production plant would be minimal.  With either choice as long as Unifi decides to hold onto the buildings it will be able to depreciate them and incorporate a tax deduction. 
Proposition 2: Stockholder Values

Capital Structure 
The second proposition that we have decided upon is that we feel the company as a whole would benefit from an increase in stock price, as this would give an overall healthier appearance of the company and consequently drive up future company profits from equity financing.  

Basic intuition tells us one way of increasing shareholder value is to issue corporate bonds and to repurchase common stock. By doing this share price tends to move upwards on the average and companies benefit more from the tax shield created by debt. On the same time it is not good for a firm to deviate too far from the industry average. (Rich)

We do not think that for Unifi, this method of raising shareholder wealth is the most beneficial. Our goal for Unifi. is to increase stock price through increasing the risk of the stockholders without significantly increasing the risk of financial distress within the firm.  Looking at table 1 (Appendix p2) we conclude that Unifi’s ratio for long term debt is higher than that of the competing companies in the industry therefor increasing it would counter-productive to the firm.  

Our goal in trying to raise shareholder value for Unifi is to organize the corporate financial structure much to the same effect as issuing debt but without the risk of decreasing liquidity and deviating from industry standards. This can be accomplished by issuing preferred stock or by issuing income bonds. 

Preferred stock can be considered “debt in disguise” as the preferred shareholders receive a fixed amount of the dividend and the decision whether or not to pay dividends is left up to the board of directors; this decision to pay out dividends is not necessarily related to income. The owners of the preferred stock are prioritized and thus receive their dividends before the owners of common stock.  Another advantage of preferred stock is the extremely low yield that it can offer in comparison to other securities.  The reason that it is able to offer a lower rate of return is that the dividends to be received by owners of the stock are exempt from 70% of government income taxes.   Preferred stock as well has an advantage in that it can be issued in both callable as well as convertible forms.  The downside to preferred stock is however that the dividends distributed are not deductible from corporate taxes (Ross, Westerfield, Jaffe).
Income bonds are also another possibility in finding ways to raise capital for Unifi.  Income bonds have the same tax saving ability as conventional bonds, in that coupons paid may be deducted from corporate taxes.  The distinct difference between conventional bonds and income bonds is that the coupons are paid only in periods where the company has sufficient income to do so.  The result of this is that there is a lower risk of financial distress within the company (Ross, Westerfield, Jaffe).
· Each of these types of securities gives the firm the advantage of being able to raise new capital in the current market and have more flexibility in paying it off.  When the firm issues income bonds many investors perceive that as a bad sign.  A successful company would seemingly have no need to issue income bonds if it felt as though it were moving in a positive direction and would have the ability to pay off the bond’s coupons. If these bonds are issued investors become wary that the issuing company may have little intention of actually paying them off.  Our second suggestion was to issue preferred stock, this will raise new funds to the Unifi and allow the firm a greater deal of flexibility in paying it off.  The yield on preferred stock is low and this would be a beneficial aspect for Unifi.  As it appeals to the issuing company for reasons of great flexibility in payment it appeals as well to large corporations buying the stock in that with a 70% tax exempts status it can be considered a very profitable way of investing. The dividends for this security are not deducted from the firm’s taxes but this is not necessarily a problem. When Unifi issues the preferred stock they can choose either to issue it as a callable or convertible security. This will solve the problem for the company in that while currently the firm is not producing profits, in the future it will and Unifi could call back the shares or the shareholders would convert the shares of preferred stock into shares of common stock if investors behave rationally.  The income gained by issuing new shares of preferred stock would immediately be used partially for the repurchase of common stock.  With the repurchase of common stock, the price per share tends to increase, thus giving the company a more solid investor base and increasing its overall appearance.
Management Incentives:
We believe that the company could vastly improve through a solid change in management.  Unifi has recently experienced large amounts of upper level turnover.  If the company could create security for its upper management it would be able to better hire and maintain the experienced employees.  While a intermittent change of ideas within a company is often a good thing, it would most likely prove more beneficial to keep employees on a specific path while Unifi works to regain control within the market. 

Our belief is that the use of incentives within management would give them greater motivation to increase firm profits while at the same time giving them a feeling of worth to the company itself. (Cox)  The decision of how exactly to offer incentives to management would be left to the Board of Directors. Some possible encouragement methods to be considered would be investment options, retirement options and periodic financial bonuses.  It does not appear that Unifi uses an EVA system to track the progress of its managers so it would be our recommendation that an EVA system be introduced in order to better keep track of performance.   
We think that improvement within management will allow the public to see the company in a better light. With a stronger management there is a high probability that eventually financial statements will begin to reflect the changes in the company, thus enticing investors.  There is not a specific need for a dramatic turn around of the company in a single quarter but instead a series of small improvements are potentially all Unifi needs to increase investor interest and drive stock prices upwards. 
We feel that improvements in management are key to increasing shareholder value.  If Unifi can develop a well supported management team they will be able to improve the company in many areas of operations. The recommendation for an improved management system does not require a company wide overhaul but it does require a deeper look into the company.  A series of small improvements could potentially be all that is needed to change a considerable amount of company operations and should definitely be looked into as a method for company reorganization.  
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Appendix 1

	 Year: Latest
	
	
	

	 Peer Grouping by:  NAIC
	
	
	

	 Peer Scope: WorldWide
	
	
	

	Company Name 
	
	Debt/Total Assets
	Current Liabilities/Equity

	Bremer Woll-Kaemerei AG (Germany, Fed. Rep.)
	
	-
	-

	Indian Rayon & Industries Ltd. (India)
	
	0.43
	0.26

	Jyomo Co. Ltd. (Japan)
	
	0.37
	0.08

	Kolon Industries Inc. (South Korea)
	
	0.23
	1.09

	Unifi, Inc.
	
	0.30
	0.32

	
	
	Peer Avr: 0.27
	Peer Avr: 0.44

	
	
	
	

	Company Name 
	
	Working Capital/Total Assets
	Current Ratio

	Bremer Woll-Kaemerei AG (Germany, Fed. Rep.)
	
	0.34
	-

	Indian Rayon & Industries Ltd. (India)
	
	0.25
	1.89

	Jyomo Co. Ltd. (Japan)
	
	0.25
	4.50

	Kolon Industries Inc. (South Korea)
	
	-0.03
	0.91

	Unifi, Inc.
	
	0.23
	2.54

	
	
	Peer Avr: 0.21
	Peer Avr: 2.46
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