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Executive Summary

Unifi was founded in 1971 as a producer of textured polyester and nylon yarn which is used in everything from apparel and automotive fabric to upholstery and leg-wear. It has since moved on to become one of the world’s leading manufacturers in the industry.
Unifi has experienced growth and profit for most of its existence, which is obviously why it is still in existence.  However in the past few years it has incurred mounting losses in net income, and is growing ever closer to imminent financial distress (Appendix 2).  They must somehow determine a way to reduce cost sales if they want to compete with the rest of the industry and survive as a firm.  
Since June 1, 2000, Unifi has begun acquiring firms in its industry in an attempt to reduce end cost of materials and production.  The first manufacturing alliance was with DuPont which later turned into Unifi’s buyout of INVISTA for $22.5 million on Apr. 30, 2004 (PR Newsline).  On Sep. 27, 2000, they began a joint venture with U.N.F. Industries, a textile firm in Israel, in another attempt to reduce overall costs.  Another purchase by Unifi is the $2.6 million acquisition of Sara Lee assets which is the producer of hosiery including such brands as L’eggs.  The majority of these alliances and acquisitions are occurring solely in the United States.  
The company is currently closing operations in Ireland and Great Britain due to reduction in annual sales and ever increasing fixed and variable costs.  Gross profit on sales for the polyester division has decreased 47.5% since fiscal year 2003 and 37.3% in the nylon division.  Imports from Turkey and Indonesia to the United States are also playing a role in this vast reduction in profit.

The current solution to this problem is to downsize employees and close production facilities.  They have reduced their workforce by about 10% is the past fiscal year and plan to save about $6 million per quarter.  However, this reduction alone will not be enough to save the company.
Because Unifi is an international company, they have the ability to do much of their production outside the United States.  One of their most substantial opportunities is to harness the international workforce in an effort to drive down costs.  With its addition to the World Trade Organization, China provides an excellent opportunity to achieve increased sales and reduced cost of sales.

Proposal
Outsourcing

Unifi has not shown a positive net profit since the year 2000.  In this year they started purchasing companies in the United States in an effort to streamline production.  However, as a result their net income has gone ever more into the red to the tune of $69.79 million (Mergent).  The company currently owns 13 plants, 6 warehouses, and 1 distribution center in the United States, and 2 plants, 1 warehouse, and 1corporate office in Brazil (10-k, p.4).  Operations have ceased in Ireland and England due to poor performance and the companies inability to make a profit.  
In the past fiscal year gross profit on the sale of polyester has decreased over 47%.  This is primarily attributed to an increase in fixed and variable manufacturing costs to 41.5% of sales, and an increase in fiber costs of 61% since fiscal year (FY) 2003.  The same results are also true in for Unifi’s nylon production.  Gross profit on nylon has decreased 37.3% and raw material cost has risen 14.6%. Overall sales in the polyester and nylon production have dropped 5.7% and 1.6%, respectively in the past year (10-k, p.11).  Thus far, Unifi’s only course of action is to layoff employees and to slash production.  In their 10-k filing to the SEC, Unifi states, “the importation of fabric and apparel, primarily from Asia into the domestic market, continues to erode the business of our U.S. based customers (10-k, p.14).”  This statement simply means that the competition is able to provide the same quality product in the same amount of time that Unifi is providing to its customers.  Despite this trend, Unifi continues to base production in the United States and continues downsizing and increasing loss.

Unifi purchased INVISTA from Koch for $22.5 million and within four years had to cut 490 jobs (PR Newswire).  This has been the trend for Unifi for the past four years.  They purchase a company, increase costs, lose sales and downsize.  

The alternative to domestic production is to outsource and build production facilities outside the United States.  The cost of production in countries such as China and Mexico is low enough to stimulate sales and recover lost profit due to a mandatory high sales price.  We’ll use direct labor as an example of a potential tool to vastly reduce cost associated with sales and production.  The minimum wage in the United States is $5.15 per hour (U.S. Dept. of Labor); multiplied into a 40 hour work week the total is $206 per week.  Minimum wage in Ireland is 7 euro or about 9 USD, which is $360 per week, and while there is no official minimum in England, the average is about equal to that of the United States (payscale.com).  Again, notice that these are only figures for minimum wage.  The majority of the employees in these facilities has work experience and will demand wages higher than the absolute minimum.  
Now we can cite real world cases of outsourcing in action and saving US based companies millions of dollars.  For example, in the last 5 years AT&T has cut U.S. long-distance handling jobs in half and outsourced 1400 jobs, many in New Delhi.  The reasoning behind this move is that 3 in 4 calls are now handled through outsourced call centers where workers earn $1200 per year compared to $40000 domestically (iht.com).  On Aug. 15, 2004, Ford opened a manufacturing facility in Mexico and is currently employing 900 people.  They are able to pay 25-30 employees’ yearly salaries for the same amount that they would pay just one person in the U.S. (PR Newswire).  The chief example, and the reason that I believe they should move some operations to China, is the Donaldson Co. example. Donaldson Co. is a computer hardware manufacturer that produces, among other things, tiny filters that are essential to hard drives in computers.  In 1990 they began outsourcing to China.  They currently employ 2500 Chinese laborers, more than twice as many as they employ at their Bloomington, MN plant.  They are now able to produce these filters and make a profit, where they were losing money in the U.S.  This additional profit has allowed Donaldson to hire and additional 400 people, thus expanding the domestic workforce and again becoming a viable firm in the industry (Star Tribune, Minneapolis, MN).
Outsourcing has overwhelming potential to reduce cost, increase profit, and bring a failing firm into the black.  The cost to the business comes in opening facilities where cheap labor can be utilized.  If Unifi will divert some of the funds it is currently using to purchase domestic production companies, they will feasibly be able to open the door to international job outsourcing.  The inherent risk in having production in other countries is distance.  If problems arise, it takes time to travel.  However, this can all but be avoided by keeping well-trained management in place in the foreign country.
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Appendix 1

Unifi is a world leading producer and processor of textured polyester and nylon yarn used to make apparel, upholstery, and fabric.  They also dye, texture, and spin yarn for a number of various uses.  Unifi sells directly to fabric makers or internally processes products (10-k, p 1).  Some applications include hunting clothing and medical supplies.  
Unifi has 3600 employees in 7 countries on 4 continents.  The majority of their production takes place in the U.S., though they also have facilities in Brazil, Columbia, Ireland, and England.
The company has around 700 polyester customers and 200 nylon customers globally.  Competition in the industry is fierce and pricing is due in large part to innovation, customer service, and product quality.
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	Unifi
	 Inc.
	
	

	
	
	
	

	As Reported  Annual Balance Sheet
	6/27/2004
	6/29/2003
	6/30/2002

	Currency
	USD
	USD
	USD

	Auditor Status
	Not Qualified
	Not Qualified
	Not Qualified

	Consolidated
	Yes
	Yes
	Yes

	Scale
	Thousands
	Thousands
	Thousands

	
	
	
	

	Cash & cash equivalents
	65,221
	76,801
	19,105

	Receivables, gross
	136,649
	143,075
	164,031

	Reserve for doubtful accounts
	10,700
	12,300
	10,700

	Receivables, net
	125,949
	130,775
	153,331

	Raw materials & supplies
	53,335
	56,855
	-

	Work in process
	9,688
	9,171
	-

	Finished goods
	53,972
	52,410
	-

	Inventories
	116,995
	118,436
	111,843

	Deferred income taxes
	12,237
	-
	-

	Other current assets
	10,657
	8,235
	6,782

	Total current assets
	331,059
	334,247
	291,061

	Land
	5,722
	5,932
	5,474

	Buildings & improvements
	222,152
	242,005
	228,104

	Machinery & equipment
	829,080
	827,009
	807,642

	Other property, plant & equipment
	129,733
	139,969
	138,550

	Property, plant & equipment, at cost
	1,186,687
	1,214,915
	1,179,770

	Less accumulated depreciation
	831,229
	770,102
	691,301

	Property, plant & equipment, net
	355,458
	444,813
	488,469

	Investment in unconsolidated affiliates
	163,941
	173,731
	176,056

	Goodwill
	-
	13,462
	13,462

	Other intangible assets, net
	-
	215
	1,248

	Other noncurrent assets
	22,077
	21,668
	33,401

	Total assets
	872,535
	988,136
	1,003,697

	Accounts payable
	75,504
	80,972
	72,208

	Accrued expenses
	44,850
	60,288
	48,995

	Income taxes payable
	1,523
	1,729
	34

	Curr maturs of lg-tm debt & oth curr liabils
	8,497
	7,285
	8,282

	Total current liabilities
	130,374
	150,274
	129,519

	Bonds payable
	249,269
	249,064
	248,860

	Revolving credit facility
	-
	-
	23,000

	Sale-leaseback obligation
	2,742
	2,929
	3,046

	Other obligations
	20,265
	14,687
	13,643

	Total debt
	272,276
	266,680
	288,549

	Current maturities
	8,497
	7,285
	8,282

	Long-term debt & other liabilities
	263,779
	259,395
	280,267

	Deferred income taxes
	71,921
	87,814
	84,712

	Minority interest
	4,560
	10,905
	11,159

	Common stock
	5,211
	5,340
	5,385

	Capital in excess of par value
	127
	-
	220

	Retained earnings (accumulated deficit)
	437,519
	515,572
	545,435

	Unearned compensation
	228
	302
	874

	Accumulated other comprehensive income (loss)
	-40,728
	-40,862
	-52,126

	Total shareholders' equity
	401,901
	479,748
	498,040
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	6/27/2004
	6/29/2003
	Variance
	

	Item
	USD
	USD
	USD
	%

	Revenues
	746,455
	849,116
	-102,661
	-12.09

	Cost of Revenue
	708,009
	777,812
	-69,803
	-8.97

	Gross Profit
	-
	-
	-
	-

	Depreciation and Amortization
	-
	-
	-
	-

	Interest Expense
	18,705
	19,900
	-1,195
	-6.01

	Income Tax Expense
	-25,335
	-2,532
	-22,803
	-900.59

	Income From Con't Operation
	-69,793
	-27,177
	-42,616
	-156.81

	Net Income
	-69,793
	-27,177
	-42,616
	-156.81

	EPS - Con't Oprs
	-1.34
	-0.51
	-0.83
	-162.75

	EPS - Net Income
	-1.34
	-0.51
	-0.83
	-162.75

	EPS From Con't Oprs- Diluted
	-1.34
	-0.51
	-0.83
	-162.75

	EPS - Net Income- Diluted
	-1.34
	-0.51
	-0.83
	-162.75
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