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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q
þ

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934
For the quarterly period ended March 31, 2018
OR

o

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934
For the transition period from

to
Commission File Number 1-15583

DELTA APPAREL, INC.
_______________________________________________________________________________

(Exact name of registrant as specified in its charter)
GEORGIA

58-2508794

(State or Other Jurisdiction of

(I.R.S. Employer

Incorporation or Organization)

Identification No.)

322 South Main Street
Greenville, SC

29601

(Address of principal executive offices)

(Zip Code)

(864) 232-5200
__________________________________________
(Registrant’s telephone number, including area code)
_______________________________________________________________________

(Former name, former address and former fiscal year, if changed since last report.)
Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934
during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such filing
requirements for the past 90 days.
Yes þ No o
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data File required
to be submitted and posted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or for such shorter period that the registrant was
required to submit and post such files).
Yes þ No o
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a smaller reporting company, or an
emerging growth company. See the definitions of a “large accelerated filer,” “accelerated filer” , “smaller reporting company” and "emerging growth
company" in Rule 12b-2 of the Exchange Act. (Check one):
Large accelerated filer o

Accelerated filer þ

Non-accelerated filer o

Smaller reporting company
o

Emerging growth company o

(Do not check if a smaller
reporting company)
If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition period for complying with any new
or revised financial accounting standards provided pursuant to Section 13(a) of the Exchange Act o
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes o No þ
As of April 26, 2018, there were outstanding 7,132,440 shares of the registrant’s common stock, par value of $0.01 per share, which is the only class of
outstanding common or voting stock of the registrant.
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PART 1. FINANCIAL INFORMATION
Item 1. Financial Statements
Delta Apparel, Inc. and Subsidiaries
Condensed Consolidated Balance Sheets
(Amounts in thousands, except share amounts and per share data)
(Unaudited)
March 31,
2018

September 30,
2017

Assets
Current assets:
Cash and cash equivalents

$

Accounts receivable, less allowances of $1,447 and $1,433, respectively

434

$

572

60,083

47,557

—

352

Inventories, net

172,213

174,551

Note receivable

200

2,016

3,985

2,646

236,915

227,694

Income tax receivable

Prepaid expenses and other current assets
Total current assets
Property, plant and equipment, net of accumulated depreciation of $71,477 and $67,780, respectively

50,093

42,706

Goodwill

29,717

19,917

Intangibles, net

20,885

16,151

1,996

5,002

Deferred income taxes
Other assets

6,288

Total assets

6,332

$

345,894

$

317,802

$

50,315

$

46,335

Liabilities and Shareholders’ Equity
Current liabilities:
Accounts payable
Accrued expenses

13,669

Income tax payable

17,704

256

—

Current portion of capital lease financing

2,336

848

Current portion of long-term debt

6,356

7,548

72,932

72,435

7,414

—

Total current liabilities
Long-term taxes payable
Long-term capital lease financing, less current maturities
Long-term debt, less current maturities
Other liabilities
Contingent consideration
Total liabilities

$

8,402

2,519

105,798

85,306

—

55

5,850

1,600

200,396

$

161,915

Shareholders’ equity:
Preferred stock—$0.01 par value, 2,000,000 shares authorized, none issued and outstanding

—

—

Common stock —$0.01 par value, 15,000,000 shares authorized, 9,646,972 shares issued, and 7,152,440
and 7,300,297 shares outstanding as of March 31, 2018, and September 30, 2017, respectively

96

96

Additional paid-in capital
Retained earnings
Accumulated other comprehensive income (loss)

60,561

61,065

121,032

127,358

167

Treasury stock —2,494,532 and 2,346,675 shares as of March 31, 2018, and September 30, 2017,
respectively
Total shareholders’ equity
$

Total liabilities and shareholders' equity
See accompanying Notes to Condensed Consolidated Financial Statements.
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(36,358)

(32,597)

145,498

155,887

345,894

$

317,802

Table of Contents

Delta Apparel, Inc. and Subsidiaries
Condensed Consolidated Statements of Operations
(Amounts in thousands, except per share data)
(Unaudited)
Three Months Ended
March 31,
2018

Net sales

$

Six Months Ended

April 1,
2017

100,004

$

March 31,
2018

104,138

$

April 1,
2017

190,346

$

189,473

Cost of goods sold

77,769

79,908

151,741

147,685

Gross profit

22,235

24,230

38,605

41,788

16,737

18,250

31,717

35,559

Selling, general and administrative expenses
Change in fair value of contingent consideration

(100)

Gain on sale of business

(100)

—

Other income, net

(1,295)

(16)

Operating income
Interest expense, net
Income before provision for income taxes
Provision for income taxes

(400)

(200)

—

(145)

(1,295)

(64)

(267)

5,614

7,520

7,352

7,991

1,350

1,312

2,685

2,613

4,264

6,208

4,667

5,378

632

1,661

10,988

1,436

$

3,632

$

4,547

$

(6,321)

$

3,942

Basic earnings (loss) per share

$

0.50

$

0.60

$

(0.87)

$

0.52

Diluted earnings (loss) per share

$

0.48

$

0.58

$

(0.87)

$

0.50

Net income (loss)

Weighted average number of shares outstanding
Dilutive effect of stock options and awards
Weighted average number of shares assuming dilution
See accompanying Notes to Condensed Consolidated Financial Statements.
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7,195

7,600

7,231

7,599

301

245

—

271

7,496

7,845

7,231

7,870
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Delta Apparel, Inc. and Subsidiaries
Condensed Consolidated Statements of Comprehensive Income (Loss)
(Amounts in thousands)
(Unaudited)
Three Months Ended
March 31,
2018

Net income (loss)

$

Other comprehensive income related to unrealized gain on derivatives, net
of income tax
Comprehensive income (loss)

3,632

$

116
$

See accompanying Notes to Condensed Consolidated Financial Statements.
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Six Months Ended

April 1,
2017

3,748

March 31,
2018

4,547

$

33
$

4,580

April 1,
2017

(6,321)

$

202
$

(6,119)

3,942
82

$

4,024
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Delta Apparel, Inc. and Subsidiaries
Condensed Consolidated Statements of Cash Flows
(Amounts in thousands)
(Unaudited)
Six Months Ended
March 31,
2018

April 1,
2017

Operating activities:
Net (loss) income

$

(6,321)

$

3,942

Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization

4,759

4,866

Amortization of deferred financing fees

153

170

Excess tax benefits from stock awards

—

(106)

Provision for deferred income taxes

3,006

Gain on sale of Junkfood assets

1,446

—

Non-cash stock compensation

(1,295)

1,142

Change in the fair value of contingent consideration

768

(400)

Loss on disposal of equipment

(200)

10

1

Changes in operating assets and liabilities, net of effect of acquisition:
Accounts receivable, net
Inventories, net
Prepaid expenses and other assets

(11,704)

4,011

3,497

(19,930)

(1,469)

Other non-current assets

(421)

88

(165)

Accounts payable

(2,081)

12,447

Accrued expenses

(4,128)

(5,622)

Income taxes

8,022

Other liabilities

(136)

(111)

Net cash used in operating activities

69

(5,537)

(155)

(3,543)

(3,712)

Proceeds from sale of Junkfood assets

1,946

25,000

Proceeds from sale of fixed assets

5,001

—

Investing activities:
Purchases of property and equipment, net

Cash paid for business
Net cash (used in) provided by investing activities

(11,350)

—

(7,946)

21,288

Financing activities:
Proceeds from long-term debt

235,117

221,510

Repayment of long-term debt

(215,816)

(239,930)

(678)

(274)

Repayment of capital financing
Payment of deferred financing fees

2

Repurchase of common stock
Payment of withholding taxes on stock awards
Excess tax benefits from stock awards
Net cash provided by (used in) financing activities

—

(4,335)

(1,714)

(945)

(542)

—

106

13,345

Net (decrease) increase in cash and cash equivalents
Cash and cash equivalents at beginning of period

(20,844)

(138)

289

572

397

$

434

$

686

Cash paid during the period for interest

$

2,459

$

2,379

Cash paid during the period for income taxes

$

19

$

140

Non-cash financing activity - seller financing

$

5,000

$

—

Non-cash financing activity - capital lease agreements

$

3,050

$

1,619

Non-cash financing activity - note receivable

$

—

$

2,850

Cash and cash equivalents at end of period
Supplemental cash flow information:

See accompanying Notes to Condensed Consolidated Financial Statements.
6

Table of Contents

Delta Apparel, Inc. and Subsidiaries
Notes to Condensed Consolidated Financial Statements (Unaudited)
Note A—Basis of Presentation and Description of Business
We prepared the accompanying interim condensed consolidated financial statements in accordance with the instructions for Form 10-Q and Article 10 of
Regulation S-X. Accordingly, they do not include all of the information and footnotes required by U.S. generally accepted accounting principles ("U.S.
GAAP") for complete financial statements. We believe these Condensed Consolidated Financial Statements include all normal recurring adjustments
considered necessary for a fair presentation. Operating results for the three and six-month periods ended March 31, 2018, are not necessarily indicative of
the results that may be expected for our fiscal year ending September 29, 2018. Although our various product lines are sold on a year-round basis, the
demand for specific products or styles reflects some seasonality, with sales in our June quarter generally being the highest and sales in our December
quarter generally being the lowest. For more information regarding our results of operations and financial position, refer to the Consolidated Financial
Statements and footnotes included in our Annual Report on Form 10-K for our fiscal year ended September 30, 2017, filed with the United States Securities
and Exchange Commission (“SEC”).
“Delta Apparel”, the “Company”, “we”, “us” and “our” are used interchangeably to refer to Delta Apparel, Inc. together with our domestic wholly-owned
subsidiaries, including M.J. Soffe, LLC (“Soffe”), Culver City Clothing Company (f/k/a Junkfood Clothing Company) (“Junkfood”), Salt Life, LLC (“Salt
Life”), and DTG2Go, LLC (f/k/a Art Gun, LLC) (“DTG2Go”), and other international subsidiaries, as appropriate to the context. On March 9, 2018, we
purchased substantially all the assets of Teeshirt Ink, Inc. d/b/a DTG2Go. See Note D—Acquisitions, for further information on this transaction. On March
31, 2017, we sold substantially all of the assets comprising our Junkfood business to JMJD Ventures, LLC. See Note E—Divestitures, for further
information on this transaction.
Delta Apparel, Inc. is an international apparel design, marketing, manufacturing and sourcing company that features a diverse portfolio of lifestyle basics
and branded activewear apparel, headwear and related accessory products. We specialize in selling casual and athletic products through a variety of
distribution channels and distribution tiers, including department stores, mid and mass channels, e-retailers, sporting goods and outdoor retailers,
independent and specialty stores, and the U.S. military. Our products are also made available direct-to-consumer on our websites and in our branded retail
stores. We believe this diversified distribution allows us to capitalize on our strengths to provide casual activewear to consumers purchasing from most
types of retailers.
We design and internally manufacture the majority of our products, which allows us to offer a high degree of consistency and quality controls as well as
leverage scale efficiencies. One of our strengths is the speed with which we can reach the market from design to delivery. We have manufacturing
operations located in the United States, El Salvador, Honduras and Mexico, and use domestic and foreign contractors as additional sources of production.
Our distribution facilities are strategically located throughout the United States to better serve our customers with same-day shipping on our catalog
products and weekly replenishments to retailers.
We were incorporated in Georgia in 1999 and our headquarters is located at 322 South Main Street, Greenville, South Carolina 29601 (telephone number:
864-232-5200). Our common stock trades on the NYSE American exchange under the symbol “DLA”. We operate on a 52-53 week fiscal year ending on
the Saturday closest to September 30. Our 2018 fiscal year is a 52-week year and will end on September 29, 2018. Our 2017 fiscal year was a 52-week year
and ended on September 30, 2017.
Note B—Accounting Policies
Our accounting policies are consistent with those described in our Significant Accounting Policies in our Annual Report on Form 10-K for the fiscal year
ended September 30, 2017, filed with the SEC.
Note C—New Accounting Standards
Recently Adopted Standards
In July 2015, the Financial Accounting Standards Board ("FASB") issued Accounting Standards Update ("ASU") No. 2015-11, Simplifying the
Measurement of Inventory, ("ASU 2015-11"). This guidance requires an entity to measure inventory at the lower of cost or net realizable value. Previously,
entities measured inventory at the lower of cost or market. ASU 2015-11 replaces market with net realizable value. Net realizable value is the estimated
selling price in the ordinary course of business, less reasonably predictable costs of completion, disposal, and transportation. Subsequent measurement is
unchanged for inventory measured under last-in, first-out or the retail inventory method. ASU 2015-11 requires prospective adoption for inventory
measurements for fiscal years beginning after December 15, 2016, and interim periods within those years for public business entities. Early application is
permitted. ASU 2015-11 was adopted in our fiscal year beginning October 1, 2017. The adoption of this standard did not have a material impact on our
consolidated financial statements.
Standards Not Yet Adopted
In May 2014, the FASB issued ASU No. 2014-09, Revenue from Contracts with Customers, ("ASU 2014-09"). This new guidance requires an entity to
recognize the amount of revenue to which it expects to be entitled for the transfer of promised goods or services to customers. ASU 2014-09 will replace
most existing revenue recognition guidance in U.S. GAAP when it becomes effective. ASU 2014-09
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is effective for annual periods beginning after December 15, 2017, for public business entities and permits the use of either the retrospective or cumulative
effect transition method. Early application is permitted only for annual reporting periods beginning after December 15, 2016. ASU 2014-09 will therefore
be effective in our fiscal year beginning September 30, 2018. We have identified a committee, agreed on a methodology for review of our revenue
arrangements and initiated the review process for adoption of this ASU, have determined that we will use the modified retrospective method and are
evaluating the effect that ASU 2014-09 will have on our Consolidated Financial Statements and related disclosures.
In February 2016, the FASB issued ASU No. 2016-02, Leases, ("ASU 2016-02"). ASU 2016-02 requires lessees to recognize assets and liabilities for most
leases. All leases will be required to be recorded on the balance sheet with the exception of short-term leases. Early application is permitted. The guidance
must be adopted using a modified retrospective approach for leases that exist or are entered into after the beginning of the earliest comparative period in the
financial statements. ASU 2016-02 is effective for financial statements issued for annual periods beginning after December 15, 2018, and interim periods
within those annual periods. ASU 2016-02 will therefore be effective in our fiscal year beginning September 29, 2019. We are evaluating the effect that
ASU 2016-02 will have on our Consolidated Financial Statements and related disclosures.
Note D—Acquisitions
On March 9, 2018, our Art Gun, LLC subsidiary purchased substantially all of the assets of Teeshirt Ink, Inc. d/b/a DTG2Go, a premium provider of directto-garment digital printed products. In connection with the transaction, we changed the name of Art Gun, LLC to DTG2Go, LLC and now market the
consolidated digital print business under the DTG2Go name. We believe the DTG2Go acquisition makes us a clear leader in the direct-to-garment digital
print and fulfillment marketplace and accelerated our geographic expansion plans for that business. The integrated business currently operates from two
locations in Florida and a location in Nevada serving the western United States, and we expect to open a location on our Soffe campus in North Carolina in
the June quarter to service the northeastern region. With this acquisition, DTG2Go nearly doubled its revenue and capacity, broadened its product line into
posters and stickers, and further enhanced service levels with quicker delivery capabilities in the United States and to over 100 countries worldwide.
We have included the financial results of the acquired entity, since the date of the acquisition, in our basics segment, with the acquisition contributing $1.1
million in sales during the March quarter. We expensed $0.1 million in acquisition related costs in our selling, general and administrative expense line item
of our Condensed Consolidated Statements of Operations in the quarter ended March 31, 2018.
The DTG2Go acquisition purchase price consisted of $16.4 million in cash and additional payments contingent on the combined business’s achievement of
certain performance targets related to sales and earnings before interest, taxes, depreciation and amortization ("EBITDA") for the period from April 1,
2018, through September 29, 2018, as well as for our fiscal years 2019, 2020, 2021 and 2022. At March 31, 2018, we had $4.7 million provisionally
accrued in contingent consideration. The cash portion of the purchase price included: (i) a payment at closing of $11.4 million, less the amount of any
indebtedness of the sellers with respect to any assets included in the transaction, and (ii) two additional payments of $2.5 million, with the first payment
subject to post-closing net working capital adjustments, due July 1, 2018, and the second due September 9, 2018. We have provisionally calculated the
post–closing working capital adjustment of $0.1 million and recorded this amount in the interim Condensed Consolidated Balance Sheets as of March 31,
2018. The below table represents the consideration paid:
Cash

$

11,350

Deferred consideration

5,000

Contingent consideration

4,650

Provisional working capital adjustment

95
$

Total consideration

21,095

The initial allocation of consideration to the assets and liabilities are noted in the table below. The Company is in the process of finalizing its valuations of
the intangible assets acquired, and assets held for sale; thus, the provisional measurements of intangible assets, goodwill and assets held for sale are subject
to change. The total amount of goodwill is expected to be deductible for tax purposes.
Accounts receivable

$

822

Inventory, net of reserves

1,159

Assets held for sale

5,000

Goodwill

9,800

Intangible assets

5,200

Accounts payable, including payable to sellers

(5,981)

Contingent consideration

(4,650)
$

Consideration paid
8

11,350
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We accounted for the DTG2Go acquisition pursuant to ASC 805, Business Combinations, with the purchase price allocated provisionally based upon fair
value. Assets held for sale include property, plant, and equipment of $5.0 million that were acquired as part of the DTG2Go acquisition. Subsequently, a
capital lease arrangement was entered into to finance the purchase of the equipment. The capital lease is for $5.0 million and the lease term is thirty-six
months. No gain or loss was recorded in conjunction with this transaction.
Note E—Divestitures
On March 31, 2017, we completed the sale of substantially all of the assets comprising our Junkfood business to JMJD Ventures, LLC for $27.9 million.
The business sold consisted of vintage-inspired Junk Food branded and private label products sold in the United States and internationally. We received
cash at closing of $25.0 million and recorded a $2.9 million note receivable with payments due between June 30, 2017, and March 30, 2018. The note
receivable was amended on June 29, 2017, to revise the repayment schedule for payments to be made between September 29, 2017, and March 30, 2018.
As of March 31, 2018, all payments have been received against the note receivable recorded as part of the transaction.
We realized a $1.3 million pre-tax gain on the sale of the Junkfood business resulting from the proceeds of $27.9 million less the costs of assets sold and
other expenses, and less direct selling costs associated with the transaction. The pre-tax gain was recorded in the Condensed Consolidated Statement of
Operations in our 2017 second fiscal quarter as a Gain on sale of business.
Note F—Inventories
Inventories, net of $10.6 million and $9.8 million in reserves, as of March 31, 2018, and September 30, 2017, respectively, consisted of the following (in
thousands):
March 31,
2018

Raw materials

$

10,681

September 30,
2017

$

8,973

Work in process

14,058

18,543

Finished goods

147,474

147,035

$

172,213

$

174,551

Note G—Debt
On May 10, 2016, we entered into a Fifth Amended and Restated Credit Agreement (the “Amended Credit Agreement”) with Wells Fargo Bank, National
Association (“Wells Fargo”), as Administrative Agent, the Sole Lead Arranger and the Sole Book Runner, and the financial institutions named therein as
Lenders, which are Wells Fargo, PNC Bank, National Association and Regions Bank. Our subsidiaries, M.J. Soffe, LLC, Culver City Clothing Company
(f/k/a Junkfood Clothing Company), Salt Life, LLC, and DTG2Go, LLC (f/k/a Art Gun, LLC) (collectively, the "Borrowers"), are co-borrowers under the
Amended Credit Agreement.
On November 27, 2017, the Borrowers entered into a First Amendment to the Fifth Amended and Restated Credit Agreement with Wells Fargo and the
other lenders set forth therein (the “First Amendment”).
The First Amendment amends the definition of Fixed Charge Coverage Ratio within the Amended Credit Agreement to permit up to $10 million of the
proceeds received from the March 31, 2017, sale of certain assets of the Junkfood business to be used towards share repurchases for up to one year from the
date of that transaction. In addition, the definition of Permitted Purchase Money Indebtedness is amended to extend the time period within which the
Borrowers may enter into capital leases and to increase the aggregate principal amount of such leases into which the Borrowers may enter to up to $15
million. The definition of Permitted Investments is also amended to permit the Borrowers to make investments in entities that are not a party to the
Amended Credit Agreement in an aggregate amount of up to $2 million. The First Amendment also allows the change in the name of our Junkfood
Clothing Company subsidiary to Culver City Clothing Company. There were no changes to the Amended Credit Agreement related to interest rate,
borrowing capacity, or maturity.
On March 9, 2018, the Borrowers entered into a Consent and Second Amendment to the Fifth Amended and Restated Credit Agreement with Wells Fargo
and the other lenders set forth therein (the “Second Amendment”).
Pursuant to the Second Amendment, Wells Fargo and the other lenders set forth therein consented to Art Gun, LLC’s acquisition of substantially all of the
assets of TeeShirt Ink Inc. d/b/a DTG2Go. The Second Amendment also: (i) revises certain provisions in the Amended Credit Agreement relating to our
ability to pay cash dividends or distributions to shareholders or to repurchase shares of our common stock so that the effects of the Tax Cuts and Jobs Act of
2017 do not negatively impact our ability to make such dividends or distributions or to repurchase shares of our common stock during our 2018 fiscal year;
(ii) amends the definition of Permitted Investments in the Amended Credit Agreement to allow investments in the Honduras partnership (as defined in the
Amended Credit Agreement) in an aggregate original principal amount not to exceed $6 million; (iii) amends the definition of Permitted Purchase Money
Indebtedness in the Amended Credit Agreement to increase the aggregate principal amount of capital leases into which we may enter to up to $25
9
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million; (iv) permits the name change of Art Gun, LLC to DTG2Go, LLC; and (v) adds new definitions relating to the DTG2Go acquisition. There were no
changes to the Amended Credit Agreement related to interest rate, borrowing capacity, or maturity.
The Amended Credit Agreement allows us to borrow up to $145 million (subject to borrowing base limitations), including a maximum of $25 million in
letters of credit. Provided that no event of default exists, we have the option to increase the maximum credit to $200 million (subject to borrowing base
limitations), conditioned upon the Administrative Agent's ability to secure additional commitments and customary closing conditions. The credit facility
matures on May 10, 2021. In fiscal year 2016, we paid $1.0 million in financing costs associated with the Amended Credit Agreement.
As of March 31, 2018, there was $97.5 million outstanding under our U.S. revolving credit facility at an average interest rate of 4.1% and additional
borrowing availability of $23.8 million. This credit facility includes a financial covenant requiring that if the amount of availability falls below the
threshold amounts set forth in the Amended Credit Agreement, our Fixed Charge Coverage Ratio (“FCCR”) (as defined in the Amended Credit Agreement)
for the preceding 12-month period must not be less than 1.1 to 1.0. We were not subject to the FCCR covenant at March 31, 2018, because our availability
was above the minimum required under the Amended Credit Agreement, but we would have satisfied our financial covenant had we been subject to it. At
March 31, 2018, and September 30, 2017, there was $15.4 million and $7.7 million, respectively, of retained earnings free of restrictions to make cash
dividends or stock repurchases.
The Amended Credit Agreement contains a subjective acceleration clause and a “springing” lockbox arrangement (as defined in FASB Codification No.
470, Debt ("ASC 470")) whereby remittances from customers will be forwarded to our general bank account and will not reduce the outstanding debt until
and unless a specified event or an event of default occurs. Pursuant to ASC 470, we classify borrowings under the Amended Credit Agreement as long-term
debt.
In August 2013, we acquired Salt Life and issued two promissory notes in the aggregate principal amount of $22.0 million, which included a one-time
installment of $9.0 million that was due and paid as required on September 30, 2014, and quarterly installments commencing on March 31, 2015, with the
final installment due on June 30, 2019. The promissory notes are zero-interest notes and state that interest will be imputed as required under Section 1274 of
the Internal Revenue Code. We imputed interest at 1.92% on the promissory note that matured June 30, 2016, and was paid in full as required. We impute
interest at 3.62% on the promissory note that matures on June 30, 2019. At March 31, 2018, the discounted value of the promissory note outstanding was
$3.2 million.
Since March 2011, we have entered into loans and a revolving credit facility with Banco Ficohsa, a Honduran bank, to finance both the operations and
capital expansion of our Honduran facilities. Each of these loans is secured by a first-priority lien on the assets of our Honduran operations and is not
guaranteed by our U.S. entities. These loans are denominated in U.S. dollars and the carrying value of the debt approximates its fair value. The revolving
credit facility requires minimum payments during each six-month period of the 18-month term; however, the loan agreement permits additional drawdowns
to the extent payments are made and certain objective covenants are met. The current revolving Honduran debt, by its nature, is not long-term, as it requires
scheduled payments each six months. However, as the loan permits us to re-borrow funds up to the amount repaid, subject to certain covenants, and we
intend to re-borrow funds, subject to those covenants, the amounts have been classified as long-term debt.
Additional information about these loans and the outstanding balances as of March 31, 2018, is as follows (in thousands):
March 31,
2018

Revolving credit facility established March 2011, interest at 8.0% due March 2019

$

4,977

Term loan established November 2014, interest at 7.5%, payable monthly with a six-year term

1,700

Term loan established June 2016, interest at 8.0%, payable monthly with a six-year term

1,213

Term loan established September 2017, interest at 8.0%, payable monthly with a six-year term

3,551

Note H—Selling, General and Administrative Expense
We include in selling, general and administrative ("SG&A") expenses the costs incurred subsequent to the receipt of finished goods at our distribution
facilities, such as the cost of stocking, warehousing, picking, packing, and shipping goods for delivery to our customers. Distribution costs included in
SG&A expenses totaled $4.4 million and $3.7 million for the three-month periods ended March 31, 2018, and April 1, 2017, respectively, and totaled $8.3
million and $7.2 million for the six-month periods ended March 31, 2018, and April 1, 2017, respectively. In addition, SG&A expenses include costs
related to sales associates, administrative personnel, advertising and marketing expenses, royalty payments on licensed products and other general and
administrative expenses.
Note I—Stock-Based Compensation
On February 4, 2015, our shareholders re-approved the Delta Apparel, Inc. 2010 Stock Plan ("2010 Stock Plan") that was originally approved by our
shareholders on November 11, 2010. Since November 2010, no additional awards have been or will be granted under either the Delta Apparel Stock Option
Plan ("Option Plan") or the Delta Apparel Incentive Stock Award Plan ("Award Plan") and, instead, all stock awards have been and will continue to be
granted under the 2010 Stock Plan.
10
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We account for these plans pursuant to ASC 718, SAB 107, SAB 110, and ASU 2016-09. Shares are generally issued from treasury stock upon exercise of
the options or the vesting of the restricted stock units and performance units.
Compensation expense is recorded on the SG&A expense line item in our Condensed Consolidated Statements of Operations over the vesting periods.
During the three-month periods ended March 31, 2018, and April 1, 2017, we recognized $0.7 million and $0.4 million, respectively, in stock-based
compensation expense. During the six-month periods ended March 31, 2018, and April 1, 2017, we recognized $1.2 million and $1.0 million, respectively,
in stock-based compensation expense.
2010 Stock Plan
Under the 2010 Stock Plan, the Compensation Committee of our Board of Directors has the authority to determine the employees and directors to whom
awards may be granted and the size and type of each award and manner in which such awards will vest. The awards available under the plan consist of
stock options, stock appreciation rights, restricted stock, restricted stock units, performance stock, performance units, and other stock and cash awards. The
aggregate number of shares of common stock that may be delivered under the 2010 Stock Plan is 500,000 plus any shares of common stock subject to
outstanding awards under the Option Plan or Award Plan that are subsequently forfeited or terminated for any reason before being exercised. The 2010
Stock Plan limits the number of shares that may be covered by awards to any participant in a given calendar year and also limits the aggregate awards of
restricted stock, restricted stock units and performance stock granted in a given calendar year. If a participant dies or becomes disabled (as defined in the
2010 Stock Plan) while employed by the Company or serving as a director, all unvested awards become fully vested. The Compensation Committee is
authorized to establish the terms and conditions of awards granted under the 2010 Stock Plan, to establish, amend and rescind any rules and regulations
relating to the 2010 Stock Plan, and to make any other determinations that it deems necessary.
During the three-month period ended March 31, 2018, restricted stock units and performance stock units, each consisting of 2,000 shares of our common
stock, were granted and are eligible to vest upon the filing of our Annual Report on Form 10-K for the fiscal year ending September 28, 2019. One-half of
the restricted stock units and one-half of the performance units are payable in common stock and one-half are payable in cash. In addition, restricted stock
units representing 90,000 shares of our common stock were granted and are eligible to vest upon the filing of our Annual Report on Form 10-K for the
fiscal year ending October 3, 2020. These restricted stock units are payable in common stock.
During the three-month period ended December 30, 2017, restricted stock units and performance stock units, each consisting of 55,750 shares of our
common stock, were granted and are eligible to vest upon the filing of our Annual Report on Form 10-K for the fiscal year ending September 28, 2019.
One-half of the restricted stock units and one-half of the performance units are payable in common stock and one-half are payable in cash.
During the three-month period ended December 30, 2017, restricted stock units and performance units representing 54,602 and 92,068 shares of our
common stock, respectively, vested upon the filing of our Annual Report on Form 10-K for the fiscal year ended September 30, 2017, and were issued in
accordance with their respective agreements. One-half of the restricted stock units were paid in common stock and one-half were paid in cash. Of the
performance units, 72,138 were paid in common stock and 19,930 were paid in cash
During the three-month period ended December 31, 2016, restricted stock units and performance units representing 8,438 and 53,248 shares of our common
stock, respectively, vested upon the filing of our Annual Report on Form 10-K for the fiscal year ended October 1, 2016, and were issued in accordance
with their respective agreements. The restricted stock units and performance units were paid one-half in common stock and one-half in cash.
As of March 31, 2018, there was $5.2 million of total unrecognized compensation cost related to unvested awards granted under the 2010 Stock Plan. This
cost is expected to be recognized over a period of 2.7 years.
Option Plan
All options granted under the Option Plan vested prior to October 3, 2015. As such, no expense was recognized during each of the three and six-month
periods ended March 31, 2018, and April 1, 2017, nor were any options exercised during those periods. The options expired during the quarter and
accordingly were forfeited.
Note J—Purchase Contracts
We have entered into agreements, and have fixed prices, to purchase yarn, finished fabric, and finished apparel and headwear products. At March 31, 2018,
minimum payments under these contracts were as follows (in thousands):
Yarn

$

Finished fabric

9,954
4,324

Finished products

17,258
$

Note K—Business Segments
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We operate our business in two distinct segments: branded and basics. Although the two segments are similar in their production processes and regulatory
environments, they are distinct in their economic characteristics, products, marketing, and distribution methods.
The basics segment is comprised of our business units primarily focused on garment styles characterized by low fashion risk, and includes our Delta
Activewear (which includes Delta Catalog and FunTees) and DTG2Go business units. We market, distribute and manufacture unembellished knit apparel
under the main brands of Delta Platinum™, Delta Dri®, Delta Magnum Weight®, and Delta Pro Weight® for sale to a diversified audience ranging from
large licensed screen printers to small independent businesses. We also manufacture private label products for major branded sportswear companies, trendy
regional brands, retailers, and sports-licensed apparel marketers. Typically our private label products are sold with value-added services such as hangtags,
ticketing, hangers, and embellishment so that they are fully ready for retail. Using digital print equipment and proprietary technology, DTG2Go embellishes
garments to create private label, custom-decorated apparel servicing the fast-growing e-retailer channels as well as the ad-specialty, promotional products
and retail marketplaces.
The branded segment is comprised of our business units focused on specialized apparel garments, headwear, and related accessories to meet consumer
preferences and fashion trends, and includes our Salt Life, Soffe, and Coast business units. Our branded segment also included our Junkfood business unit
prior to its disposition on March 31, 2017. These branded products are sold through specialty and boutique shops, traditional department stores and mid-tier
retailers, sporting goods stores, e-retailers and the U.S. military, as well as direct-to-consumer through branded ecommerce sites and "brick and mortar"
retail stores. Products in this segment are marketed under our lifestyle brands of Salt Life®, Soffe®, and COAST®, as well as other labels.
Our Chief Operating Decision Maker and management evaluate performance and allocate resources based on profit or loss from operations before interest
and income taxes ("segment operating earnings"). Our segment operating earnings may not be comparable to similarly titled measures used by other
companies. The accounting policies of our reportable segments are the same as those described in Note 2 in our Annual Report on Form 10-K for the fiscal
year ended September 30, 2017, filed with the SEC.
Intercompany transfers between operating segments are transacted at cost and have been eliminated within the segment amounts shown in the following
table (in thousands).
Three Months Ended
March 31, 2018

Six Months Ended

April 1, 2017

March 31, 2018

April 1, 2017

Segment net sales:
Basics

$

Branded
Total net sales

73,712

$

70,811

26,292

$

33,327

146,889

$

131,647

43,457

57,826

$

100,004

$

104,138

$

190,346

$

189,473

$

6,209

$

7,560

$

10,401

$

12,248

$

10,340

$

13,411

$

14,024

Segment operating income:
Basics
Branded
Total segment operating income

2,554
$

8,763

2,780

3,010

1,776

The following table reconciles the segment operating income to the consolidated income before provision for income taxes (in thousands):
Three Months Ended
March 31, 2018

Segment operating income

$

Unallocated corporate expenses

April 1, 2017

$

3,149

Unallocated interest expense
Consolidated income before provision for income taxes

8,763

4,264

10,340

March 31, 2018

$

2,820

1,350
$

Six Months Ended

6,208

April 1, 2017

$

6,059

1,312
$

13,411

6,033

2,685
$

4,667

14,024
2,613

$

5,378

Basic segment assets increased by approximately $27.0 million since September 30, 2017, to $218.6 million as of March 31, 2018, principally as a result of
the digital print acquisition. See Note D—Acquisitions for further information. In addition, receivables increased from September 30, 2017 due to the
seasonality of the business. Branded segment assets have increased by $4.8 million since September 30, 2017, to $122.2 million as of March 31, 2018 due
to higher receivables.
Note L—Income Taxes
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On December 22, 2017, the Tax Cuts and Jobs Act of 2017 (the “New Tax Legislation”) was enacted. The New Tax Legislation significantly revised the
U.S. corporate income tax code by, among other things, lowering federal corporate income tax rates, implementing a modified territorial tax system and
imposing a repatriation tax on deemed repatriated cumulative earnings of foreign subsidiaries. The Tax Act creates a new requirement that certain income
earned by controlled foreign corporations (“CFCs”) must be included currently in the gross income of the CFCs’ U.S. shareholder. Global intangible lowtaxed income (“GILTI”) is the excess of the shareholder’s net CFC tested income over the net deemed tangible income return. Due to the complexity of the
new GILTI tax rules, we are continuing to evaluate this provision of the Tax Act and the application of ASC 740. Therefore, we have not made any
adjustments related to potential GILTI tax in our financial statements. During the six-month period ended March 31, 2018, we recognized provisional
amounts totaling $10.6 million of tax expense. In our December quarter, we made reasonable estimates of the effects on our existing deferred tax balances
and the one-time transition tax. No change was made to the provisional amount in the March quarter; however, amounts may change as more information
becomes available. We accounted for the $10.6 million provisional amount as a discrete item for tax provision purposes, recording tax expense on our best
estimate of the effect of the New Tax Legislation. Excluding the effect of this discrete item, the effective tax rate on operations for the six-month period
ended March 31, 2018, was 9.4%. This compares to an effective income tax rate of 26.7% for the same period in the prior year, and 5.9% for the fiscal year
ended September 30, 2017.
We benefit from having income in foreign jurisdictions that are either exempt from income taxes or have tax rates that are lower than those in the United
States. Based on our current projected pre-tax income and the anticipated amount of U.S. taxable income compared to profits in the offshore taxable and
tax-free jurisdictions in which we operate, our estimated annual income tax rate for the fiscal year ending September 29, 2018, excluding the discrete tax
expense associated with the New Tax Legislation, is currently expected to be approximately 12%-15%. The change in the federal statutory rate from 34% to
21% as a result of the New Tax Legislation is effective as of December 22, 2017, in our fiscal year 2018. As such, the blended federal statutory tax rate for
the fiscal year is anticipated to be approximately 24.3%. However, changes in the mix of U.S. taxable income compared to profits in tax-free or lower-tax
jurisdictions can have a significant impact on our overall effective tax rate. In addition, the impact of the New Tax Legislation may differ from our initial
provisional estimates, possibly materially, due to, among other things, changes in interpretations and assumptions made regarding the New Tax Legislation,
guidance that may be issued and actions we may take as a result of the New Tax Legislation.
Provisional amounts
As noted above, we consider the estimate of the effects on our existing deferred tax balances and the one-time transition tax to be provisional.
Deferred tax assets and liabilities: We remeasured our deferred tax assets and liabilities based on an estimated scheduling of when we anticipate these
amounts will reverse and by applying estimated rates based on the period we believe they will reverse. However, we are still analyzing certain aspects of the
New Tax Legislation and refining our scheduling and calculations, which could potentially affect the remeasurement of these balances. The provisional
amount of expense related to the remeasurement of our deferred tax balance was approximately $1.1 million, which was recognized during the first quarter.
Transition tax: Our current estimate of the one-time transition tax is based on an estimate of our total earnings and profits (E&P) from our foreign
subsidiaries which were previously deferred from U.S. income taxes. A deferred tax liability for such undistributed earnings was not previously recognized
since the earnings are considered to be permanently reinvested. We recorded a provisional amount related to this one-time transition tax of $9.5 million
during the first quarter which will be paid over eight years. We anticipate that the benefit resulting from the reduction of the federal tax rate from 34% to
21% will offset the future payments of the transition tax, resulting in minimal cash flow impact. We have not completed our analysis of the total E&P or the
split between liquid and illiquid assets for our foreign subsidiaries. As such, this amount may change when we finalize our analysis.
State tax effect: We continued to apply ASC 740 based on the provisions of the state tax laws that were in effect immediately prior to the New Tax
Legislation being enacted. It is currently impractical to determine the changes to our state provision resulting from the New Tax Legislation; however, we
believe the impact will not be material.
We file income tax returns in the U.S. federal jurisdiction and various state, local and foreign jurisdictions. Tax years 2014, 2015 and 2016, according to
statute and with few exceptions, remain open to examination by various federal, state, local and foreign jurisdictions.
Note M—Derivatives and Fair Value Measurements
From time to time, we may use interest rate swaps or other instruments to manage our interest rate exposure and reduce the impact of future interest rate
changes. These financial instruments are not used for trading or speculative purposes. We have designated our interest rate swap contracts as cash flow
hedges of our future interest payments. As a result, the gains and losses on the swap contracts are reported as a component of other comprehensive income
and are reclassified into interest expense as the related interest payments are made. Outstanding instruments as of March 31, 2018, are as follows:
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Effective Date

Notational
Amount

Fixed LIBOR Rate

Interest Rate Swap

July 19, 2017

$10.0 million

1.74%

July 19, 2019

Interest Rate Swap

July 19, 2017

$10.0 million

1.99%

May 10, 2021

Maturity Date

From time to time, we may purchase cotton option contracts to economically hedge the risk related to market fluctuations in the cost of cotton used in our
operations. We do not receive hedge accounting treatment for these derivatives. As such, the realized and unrealized gains and losses associated with them
are recorded within cost of goods sold on the Condensed Consolidated Statement of Operations.
FASB Codification No. 820, Fair Value Measurements and Disclosures (“ASC 820”), defines fair value, establishes a framework for measuring fair value
and expands disclosures about fair value measurements. Assets and liabilities measured at fair value are grouped in three levels. The levels prioritize the
inputs used to measure the fair value of the assets or liabilities. These levels are:

◦
◦

Level 1 – Quoted prices (unadjusted) in active markets for identical assets or liabilities.
Level 2 – Inputs other than quoted prices that are observable for assets and liabilities, either directly or indirectly. These inputs include quoted
prices for similar assets or liabilities in active markets and quoted prices for identical or similar assets or liabilities in markets that are less active.

◦

Level 3 – Unobservable inputs that are supported by little or no market activity for assets or liabilities and includes certain pricing models,
discounted cash flow methodologies and similar techniques.

The following financial assets (liabilities) are measured at fair value on a recurring basis (in thousands):
Fair Value Measurements Using

Period Ended

Quoted Prices in
Active Markets for
Identical Assets
(Level 1)

Total

Significant
Unobservable
Inputs
(Level 3)

Significant Other
Observable Inputs
(Level 2)

Interest Rate Swaps
March 31, 2018

$

September 30, 2017

272

—

(56)

$

272

—

—

(56)

—

Cotton Options
March 31, 2018

$

September 30, 2017

—

$

—

—

—

(125)

—

—

(5,850)

—

—

(1,600)

—

—

(125)

Contingent Consideration
March 31, 2018
September 30, 2017

$

$

(5,850)
(1,600)

The fair value of the interest rate swap agreements was derived from discounted cash flow analysis based on the terms of the contract and the forward
interest rate curves adjusted for our credit risk, which fall in Level 2 of the fair value hierarchy. At March 31, 2018, book value for fixed rate debt
approximates fair value based on quoted market prices for the same or similar issues or on the current rates offered to us for debt of the same remaining
maturities (a Level 2 fair value measurement).
The following table summarizes the fair value and presentation in the Condensed Consolidated Balance Sheets for derivatives related to our interest swap
agreements as of March 31, 2018, and September 30, 2017 (in thousands):
March 31,
2018

Other assets

$

Deferred tax assets
Accrued expenses
Deferred tax liabilities

September 30,
2017

272

$

21

—

(56)

(105)
$

Accumulated other comprehensive income (loss)

—

—

167

—
$

(35)

In August 2013, we acquired Salt Life and issued contingent consideration payable in cash after the end of calendar year 2019 if financial performance
targets involving the sale of Salt Life-branded products are met during the 2019 calendar year. We used a Monte Carlo model utilizing the historical results
and projected cash flows based on the contractually defined terms, discounted as necessary, to estimate
14
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the fair value of the contingent consideration for Salt Life at the acquisition date as well as to remeasure the contingent consideration related to the
acquisition of Salt Life at each reporting period. Accordingly, the fair value measurement for contingent consideration falls in Level 3 of the fair value
hierarchy.
At March 31, 2018, we had $1.2 million accrued in contingent consideration related to the Salt Life acquisition, a $0.4 million reduction from the accrual at
September 30, 2017. The reduction in the fair value of contingent consideration is based on the inputs into the Monte Carlo model, including the time
remaining in the measurement period. The sales expectations for calendar year 2019 have been reduced from the sales expectations used in the valuation of
contingent consideration at acquisition due to our current view of the retail environment.
On March 9, 2018, we acquired Teeshirt Ink, Inc. d/b/a DTG2Go. See Note D—Acquisitions. The purchase price consisted of $16.4 million in cash and
additional contingent consideration based on achievement of certain performance targets related to sales and EBITDA for the period from April 1, 2018,
through September 29, 2018, as well as for our fiscal years 2019, 2020, 2021 and 2022. At March 31, 2018, we had $4.7 million provisionally accrued in
contingent consideration. The fair value of contingent consideration is based on the inputs into the Monte Carlo model, including the time remaining in the
measurement period. Accordingly, the fair value measurement for contingent consideration falls in Level 3 of the fair value hierarchy.
Note N—Legal Proceedings
The Sports Authority Bankruptcy Litigation
Soffe is involved in several related litigation matters stemming from The Sports Authority's ("TSA") March 2, 2016, filing of a voluntary petition(s) for
relief under Chapter 11 of the United States Bankruptcy Code (the "TSA Bankruptcy"). Prior to such filing, Soffe provided TSA with products to be sold on
a consignment basis pursuant to a "pay by scan" agreement and the litigation matters relate to Soffe's interest in the products it provided TSA on a
consignment basis (the "Products") and the proceeds derived from the sale of such products (the "Proceeds").
TSA Stores, Inc. and related entities TSA Ponce, Inc. and TSA Caribe, Inc. filed an action against Soffe on March 16, 2016, in the United States
Bankruptcy Court for the District of Delaware (the "TSA Action") essentially seeking a declaratory judgment that: (i) Soffe does not own the Products but
rather has a security interest that is not perfected or senior and is avoidable; (ii) Soffe only has an unsecured claim against TSA; (iii) TSA and TSA's
secured creditors have valid, unavoidable and senior rights in the Products and the Products are the property of TSA’s estate; (iv) Soffe does not have a
perfected purchase money security interest in the Products; (v) Soffe is not entitled to a return of the Products; and (vi) TSA can continue to sell the
Products and Soffe is not entitled to any proceeds from such sales other than as an unsecured creditor. The TSA Action also contains claims seeking to
avoid Soffe's filing of a financing statement related to the Products as a preference and recover the value of that transfer as well as to disallow Soffe's claims
until it has returned preferential transfers or their associated value. TSA also brings a claim for a permanent injunction barring Soffe from taking certain
actions. We believe that many of the claims in the TSA Action, including TSA’s claim for injunction, are now moot as a result of Soffe’s agreement to
permit TSA to continue selling the Products in TSA’s going-out-of-business sale.
On May 16, 2016, TSA lender Wilmington Savings Fund Society, FSB, as Successor Administrative and Collateral Agent ("WSFS"), intervened in the TSA
Action seeking a declaratory judgment that: (i) WSFS has a perfected interest in the Products and Proceeds that is senior to Soffe's interest; and (ii) the
Proceeds paid to Soffe must be disgorged pursuant to an order previously issued by the court. WSFS's intervening complaint also contains a separate claim
seeking the disgorgement of all Proceeds paid to Soffe along with accrued and unpaid interest.
Soffe has asserted counterclaims against WSFS in the TSA Action essentially seeking a declaratory judgment that: (i) WSFS is not perfected in the
Products; and (ii) WSFS's interest in the Products is subordinate to Soffe's interest.
On May 24, 2016, Soffe joined an appeal filed by a number of TSA consignment vendors in the United States District Court for the District of Delaware
challenging an order issued in the TSA Bankruptcy that, should WSFS or TSA succeed in the TSA Action, granted TSA and/or WSFS a lien on all
Proceeds received by Soffe and requiring the automatic disgorgement of such Proceeds. Soffe and another entity are the remaining consignment vendors
pursuing this appeal.
Although we will continue to vigorously defend against the TSA Action and pursue the above-referenced counterclaims and appeal, should TSA and/or
WSFS ultimately prevail on their claims, we could be forced to disgorge all Proceeds received and forfeit our ownership rights in any Products that remain
in TSA's possession. We believe the range of possible loss in this matter is currently $0 to $3.3 million; however, it is too early to determine the probable
outcome and, therefore, no amount has been accrued related to this matter.
In addition, at times we are party to various legal claims, actions and complaints. We believe that, as a result of legal defenses, insurance arrangements, and
indemnification provisions with parties believed to be financially capable, such actions should not have a material adverse effect on our operations,
financial condition, or liquidity.
Note O—Repurchase of Common Stock
As of March 31, 2018, our Board of Directors authorized management to use up to $50.0 million to repurchase stock in open market transactions under our
Stock Repurchase Program.
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During the March quarter of fiscal year 2018, we purchased 74,934 shares of our common stock for a total cost of $1.5 million. Through March 31, 2018,
we have purchased 3,113,545 shares of our common stock for an aggregate of $43.2 million since the inception of our Stock Repurchase Program. All
purchases were made at the discretion of management and pursuant to the safe harbor provisions of SEC Rule 10b-18. As of March 31, 2018, $6.8 million
remained available for future purchases under our Stock Repurchase Program, which does not have an expiration date.
The following table summarizes the purchases of our common stock for the quarter ended March 31, 2018:

Total Number of Shares
Purchased

Period

Average Price Paid per
Share

Total Number of Shares
Purchased as Part of
Publicly Announced
Plans

Dollar Value of Shares that May
Yet Be Purchased Under the
Plans

December 31, 2017 to February 3, 2018

23,070

$20.46

23,070

$7.8 million

February 4, 2018 to March 3, 2018

22,000

19.09

22,000

7.4 million

March 4, 2018 to March 31, 2018

29,864

19.12

29,864

6.8 million

Total

74,934

$19.52

74,934

$6.8 million

Note P—Goodwill and Intangible Assets
Components of intangible assets consist of the following (in thousands):
March 31, 2018
Cost

Goodwill

Accumulated
Amortization

September 30, 2017
Net Value

Accumulated
Amortization

Cost

Net Value

Economic Life

$

29,717 $

— $

29,717

$

19,917 $

— $

19,917

N/A

$

16,090 $

(2,465) $

13,625

$

16,090 $

(2,193) $

13,897

20 – 30 yrs

—

8 – 10 yrs

Intangibles:
Tradename/trademarks
Customer relationships

5,200

5,200

—

—

—

Technology

1,220

(1,009)

211

1,220

(947)

273

License agreements

2,100

(474)

1,626

2,100

(423)

1,677

15 – 30 yrs

304

4 – 8.5 yrs

Non-compete agreements
Total intangibles

1,037
$

25,647 $

(814)
(4,762) $

223
20,885

1,037
$

20,447 $

(733)
(4,296) $

10 yrs

16,151

Goodwill represents the acquired goodwill net of the cumulative impairment losses recorded in fiscal year 2011 of $0.6 million. The goodwill recorded on
our financial statements is included in both the basics and branded segment. Basics segment includes $9.8 million of goodwill, and the branded segment
includes $19.9 million.
On March 9, 2018, we acquired Teeshirt Ink, Inc. d/b/a DTG2Go. See Note D—Acquisitions. We have provisionally identified certain intangible assets
associated with the acquisition, including technology, customer relationships, non-compete agreements and goodwill. Goodwill associated with DTG2Go
was provisionally recorded at $9.8 million, along with technology, customer relationships, and non-compete agreements of $5.2 million. The Company is in
the process of finalizing its valuations of the intangible assets acquired; thus, the provisional measurements of these intangible assets are recorded in
customer relationships until these are finalized.
Amortization expense for intangible assets was $0.3 million for the three-month period ended March 31, 2018, and $0.4 million for the three-month period
ended April 1, 2017. Amortization expense for the six-month periods ended March 31, 2018, and April 1, 2017, was $0.5 million and $0.7 million,
respectively. Amortization expense is estimated to be approximately $1.3 million for fiscal year 2018, approximately $1.5 million for fiscal year 2019,
approximately $1.4 million for fiscal year 2020, and approximately $1.3 million for each of fiscal years 2021 and 2022.
Note Q—Subsequent Events
None
Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations
Cautionary Note Regarding Forward-Looking Statements
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The Private Securities Litigation Reform Act of 1995 provides a safe harbor for forward-looking statements made by or on behalf of the Company. We may
from time to time make written or oral statements that are “forward-looking,” including statements contained in this report and other filings with the SEC,
in our press releases, and in other reports to our shareholders. All statements, other than statements of historical fact, which address activities, events or
developments that we expect or anticipate will or may occur in the future are forward-looking statements. The words “plan”, “estimate”, “project”,
“forecast”, “anticipate”, “expect”, “intend”, “seek’, “believe”, “may”, “should” and similar expressions, and discussions of strategy or intentions, are
intended to identify forward-looking statements.
Forward-looking statements are neither historical facts nor assurances of future performance. Instead, they are based on our current expectations and are
necessarily dependent upon assumptions, estimates and data that we believe are reasonable and accurate but may be incorrect, incomplete or imprecise.
Forward-looking statements are subject to a number of business risks and inherent uncertainties, any of which could cause actual results to differ materially
from those set forth in or implied by the forward-looking statements. Therefore, you should not rely on any of these forward-looking statements. Important
factors that could cause our actual results and financial condition to differ materially from those indicated in forward-looking statements include, among
others, the following:
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•

the volatility and uncertainty of cotton and other raw material prices;
the general U.S. and international economic conditions;
the competitive conditions in the apparel industry;
restrictions on our ability to borrow capital or service our indebtedness;
deterioration in the financial condition of our customers and suppliers and changes in the operations and strategies of our customers and suppliers;
our ability to predict or react to changing consumer preferences or trends;
our ability to successfully open and operate new retail stores in a timely and cost-effective manner;
pricing pressures and the implementation of cost reduction strategies;
changes in economic, political or social stability at our offshore locations;
disruptions at our manufacturing and other facilities;
our ability to attract and retain key management;
the effect of unseasonable or significant weather conditions on purchases of our products;
significant changes in our effective tax rate;
interest rate fluctuations increasing our obligations under our variable rate indebtedness;
the ability to raise additional capital;
the ability to grow, achieve synergies and realize the expected profitability of acquisitions;
the volatility and uncertainty of energy and fuel prices;
material disruptions in our information systems related to our business operations;
data security or privacy breaches;
significant interruptions within our manufacturing or distribution operations;
changes in or our ability to comply with safety, health and environmental regulations;
significant litigation in either domestic or international jurisdictions:
the ability to protect our trademarks and other intellectual property;
the ability to obtain and renew our significant license agreements;
the impairment of acquired intangible assets;
changes in ecommerce laws and regulations;
changes in international trade regulations;
our ability to comply with trade regulations;
changes in employment laws or regulations or our relationship with employees;
cost increases and reduction in future profitability due to the effects of healthcare legislation;
foreign currency exchange rate fluctuations;
violations of manufacturing standards or labor laws or unethical business practices by our suppliers and independent contractors;
the illiquidity of our shares;
price volatility in our shares and the general volatility of the stock market; and
the costs required to comply with the regulatory landscape regarding public company governance and disclosure.

A detailed discussion of significant risk factors that have the potential to cause actual results to differ materially from our expectations is set forth in Part 1
under the subheading "Risk Factors" in our Annual Report on Form 10-K for our fiscal year ended September 30, 2017, filed with the SEC. Any forwardlooking statements in this Quarterly Report on Form 10-Q do not purport to be predictions of future events or circumstances and may not be realized.
Further, any forward-looking statements are made only as of the date of this Quarterly Report on Form 10-Q and we do not undertake to publicly update or
revise the forward-looking statements, except as required by the federal securities laws.
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Business Outlook
We are pleased with our first-half performance, which included organic sales growth in both quarters and a double-digit increase in profitability excluding
the impact of tax reform legislation. We believe we can build upon this success in the back half of our fiscal year 2018.
The combination of our Art Gun business with the newly-acquired digital print business creates a variety of significant growth opportunities. The combined
business, which we now market under the DTG2Go trade name, offers the most comprehensive on-demand solution in the dynamic digital print space.
DTG2Go's multi-location footprint facilitates quick-turn shipments across the United States and internationally. An additional manufacturing location on
our Soffe campus in North Carolina is scheduled to begin production in the June quarter and should further enhance service levels to the important
northeastern market. We also expect DTG2Go’s investments in print capacity and proprietary software to create opportunities within existing and new
customer channels going forward.
We are encouraged by the sales increase in our Activewear business for the quarter and expect the positive market response to our higher-margin fashion
basics products to continue in the back half of the year as additional on-trend fabrications, styles, and colors are offered. We also expect to broaden our
private label customer base in connection with a shift we are seeing in customer sourcing strategies back to the Western Hemisphere.
Sales at Salt Life continue to increase year-over-year and we expect that growth to continue with the launch of two new national-footprint retail accounts
this year. Salt Life’s new branded craft beer line and several other new product extensions should also bolster top-line growth. We also expect Salt Life’s
direct-to-consumer sales to continue on their high-growth trend with increased ecommerce sales at www.saltlife.com and expanded sales at Salt Life’s
branded retail stores. Salt Life’s Daytona Beach outlet store continues to perform well and a second outlet store in the Florida market is targeted for late
Fall.
Soffe’s first-half sales are up almost 10% year-over-year and we are excited about its various brand-awareness and direct-to-consumer initiatives, including
plans to add to its retail footprint with a fifth branded retail store in Greenville, North Carolina, this quarter.
While the retail environment is likely to remain challenging and we continue to see cost pressures in a number of areas, our team is focused on operational
efficiencies and other strategies that should meaningfully impact both the top and bottom lines. We expect to see increased gross margins and profitability
as the year unfolds, as well as incremental benefits from our new product and category extensions, broadening customer base, and investments in the digital
print and fulfillment model. Our vertical manufacturing platform continues to provide a competitive advantage and we are excited about our opportunities
to increase volumes and further capitalize on our additional capacity and functionality. We believe that we are well-positioned for more organic growth and
a strong finish to fiscal year 2018.
Results of Operations
Net sales for the second quarter were $100.0 million, up $1.9 million, or 2%, from the prior year period’s net sales of $104.1 million after excluding $6.0
million of sales in the prior year period from our since-divested Junkfood Clothing business. The sales increase for the quarter was comprised of $0.8
million of organic growth and $1.1 million of additional growth as a result of the DTG2Go acquisition. For the first six months of fiscal year 2018, net sales
increased to $190.3 million from $189.5 million in the comparable prior year period and were up 9% year-over-year excluding prior year sales in the
Junkfood Clothing business of $15.4 million.
Our direct-to-consumer retail and ecommerce sales for the quarter increased 19.2% over the prior year period and, excluding Junkfood ecommerce and
retail sales in the prior year quarter of $0.3 million, increased 30.2% year-over-year. The growth was driven by increased sales on all of our consumer
ecommerce sites and within our retail stores. Direct-to-consumer retail and ecommerce sales represented 6.5% of total revenues for the second quarter. For
the six-month period ended March 31, 2018, our direct-to-consumer retail and ecommerce sales increased 9.5% and, excluding Junkfood ecommerce and
retail sales in the prior year period of $0.6 million, increased 19.2% year-over-year.
Gross margin expansion in the branded segment and the DTG2Go business was offset by a gross margin decline in the Activewear business attributable to
higher raw material and other input costs, resulting in overall gross margins of 22.2% compared to 23.3% in the prior year period. Basics segment gross
margins declined 130 basis points overall from the prior year quarter. Branded segment gross margins for the quarter were 36.6% compared to 33.7% in the
prior year period, and were in line with the prior year when adjusted for Junkfood operating results in the prior year period.
Selling, general, and administrative expenses ("SG&A") were $16.7 million, or 16.7% of sales, for the quarter compared to $18.3 million, or 17.5% of
sales, in the prior year period. When adjusted to exclude Junkfood results in the prior year quarter, these expenses were $15.5 million, or 15.7% of sales.
This quarter's higher expenses were primarily driven by increased selling costs associated with our new retail stores as well as increased costs associated
with our larger distribution footprint including the addition of our new dual-purpose facility in Miami, Florida.
The change in fair value of contingent consideration during the second quarter was associated with the Salt Life acquisition. Based upon our updated
analysis, the fair value of this liability decreased $0.1 million in the 2018 second quarter, which was consistent with the prior year period. The change is
principally due to the remaining time in the measurement period and a further reduction of the sales expectations for calendar year 2019 from those used in
the valuation of contingent consideration at acquisition due to our current view of the retail environment.
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During the second quarter we recorded $16 thousand in other income, as compared to $0.1 million in the prior year period. Net interest expense for the
second quarter of fiscal year 2018 was $1.4 million, as compared to $1.3 million in the prior year period.
On December 22, 2017, the Tax Cuts and Jobs Act of 2017 (the “New Tax Legislation”) was enacted. The New Tax Legislation significantly revised the
U.S. corporate income tax code by, among other things, lowering federal corporate income tax rates, implementing a modified territorial tax system and
imposing a repatriation tax on deemed repatriated cumulative earnings of foreign subsidiaries. During the six-month period ended March 31, 2018, we
recognized provisional amounts totaling $10.6 million of tax expense. In our December quarter, we made reasonable estimates of the effects on our existing
deferred tax balances and the one-time transition tax. No change was made to the provisional amount in the March quarter; however, amounts may change
as more information becomes available. We accounted for the $10.6 million provisional amount as a discrete item for tax provision purposes, recording tax
expense on our best estimate of the effect of the New Tax Legislation. Excluding the effect of this discrete item, the effective tax rate on operations for the
six-month period ended March 31, 2018, was 14.8%. This compares to an effective income tax rate of 26.7% for the same period in the prior year, and 5.9%
for the fiscal year ended September 30, 2017.
We benefit from having income in foreign jurisdictions that are either exempt from income taxes or have tax rates that are lower than those in the United
States. Based on our current projected pre-tax income and the anticipated amount of U.S. taxable income compared to profits in the offshore taxable and
tax-free jurisdictions in which we operate, our estimated annual income tax rate for the fiscal year ending September 29, 2018, excluding the discrete tax
expense associated with the New Tax Legislation, is currently expected to be approximately 12%-15%. The change in the federal statutory rate from 34% to
21% as a result of the New Tax Legislation is effective as of December 22, 2017, in our fiscal year 2018. As such, the blended federal statutory tax rate for
the fiscal year is anticipated to be approximately 24.3%. However, changes in the mix of U.S. taxable income compared to profits in tax-free or lower-tax
jurisdictions can have a significant impact on our overall effective tax rate. In addition, the impact of the New Tax Legislation may differ from our initial
provisional estimates, possibly materially, due to, among other things, changes in interpretations and assumptions made regarding the New Tax Legislation,
guidance that may be issued and actions we may take as a result of the New Tax Legislation.
We achieved net income for the second quarter of $3.6 million, or $0.48 per diluted share, an increase over the prior year period’s $0.47 per diluted share
after excluding the approximately $0.11 per share gain realized in the prior year period on the sale of the Junkfood Clothing business. Largely impacted by
the New Tax Legislation, we experienced a net loss of $6.3 million, or $0.87 per diluted share, for the first six months of fiscal year 2018, compared to
earnings of $3.9 million, or $0.50 per diluted share, in the prior year period. Adjusting for the discrete impact of the New Tax Legislation, our net income
for the first six months was approximately $4.2 million, or $0.56 per diluted share.
Accounts receivable were $60.1million at March 31, 2018, compared to $47.6 million as of September 30, 2017. Days sales outstanding ("DSO") of March
31, 2018 were 50 days relatively consistent with DSOs at September 30, 2017.
Inventory levels declined to $172.2 million as of March 31, 2018, a decline of $2.3 million from September 30, 2017. The lower inventory levels resulted
from efforts to manage inventory levels to expected sales.
Capital expenditures were $1.7 million during the second quarter of fiscal year 2018 and primarily related to machinery and equipment as well as
investments in our direct-to-consumer business, including our retail stores. Depreciation and amortization expense, including non-cash compensation, was
$3.0 million for the second quarter.
Total debt at March 31, 2018, was $112.2 million, compared with $97.4 million at April 1, 2017. The increase from the prior year was primarily driven
from the acquisition of the digital print business as well as improvement in the timing of payments to suppliers.
Branded Segment
Second quarter revenue in the branded segment was $26.3 million compared to $33.3 million in the prior year period, which included sales of $6.0 million
from the since-divested Junkfood business. Salt Life sales increased almost 7% for the quarter, with growth in most of its sales channels. The increasing
demand for Salt Life performance products and other new categories seen in prior periods continued, and strong momentum within Salt Life’s direct-toconsumer channel, including robust ecommerce sales growth, also contributed to the top-line growth. Soffe sales for the quarter declined slightly to $12.4
million from $12.8 million in the prior year period, but are up 10% in the first six months. Branded segment sales for the first six months of fiscal year 2018
were $43.4 million, an increase of 2.4% over prior year period sales of $57.8 million after excluding sales of $15.4 million from the Junkfood business.
Second quarter operating income in the branded segment was $2.6 million, generally flat with the prior year period’s $2.8 million, which included $1.3
million gain on the sale of the Junkfood business. Operating income for the first six months was $3.0 million, a 66% increase over prior year period
operating income of $1.8 million. The prior year operating income included a $1.3 million gain from the sale of the Junkfood business.
Basics Segment
Second quarter revenue in the basics segment increased by $2.9 million, or 4%, to $73.7 million. Activewear sales increased 2% for the quarter, with 15%
growth in catalog sales offset by a decline in private label sales impacted by requests from customers to pull forward shipments to meet demand in the prior
quarter. Catalog sales grew in all sales channels, with particularly strong demand in the retail license and regional screen print channels. Sales of catalog’s
high-margin fashion basics t-shirt and fleece products, especially the premium
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Delta Platinum line, more than doubled year-over-year. The combined DTG2Go business grew sales nearly 60%, with approximately 20% organic growth.
Basics segment sales for the first six months were $146.9 million, a 12% increase over the prior year period’s $131.6 million.
Basics segment operating income was $6.2 million in the second quarter, compared to $7.6 million in the prior year quarter. Higher raw material and other
cost inputs drove the decline. Operating income for the first six months was $10.4 million compared to $12.2 million in the prior year.

Non-GAAP Financial Measures
We provide all information required in accordance with U.S. GAAP, but we believe that evaluating our ongoing operating results may be difficult if limited
to reviewing only U.S. GAAP financial measures. In an effort to provide investors with additional information regarding our results, we also provide nonGAAP information that management believes is useful to investors. We discuss sales, income, earnings per share, gross margin, and SG&A expense
performance measures that are, for comparison purposes, adjusted to eliminate items or results stemming from divestitures and other discrete events. We do
this because management uses these measures in evaluating our underlying performance on a consistent basis across periods. We also believe these
measures are frequently used by securities analysts, investors and other interested parties in the evaluation of our ongoing performance. These non-GAAP
measures have limitations as analytical tools, and securities analysts, investors and other interested parties should not consider any of these non-GAAP
measures in isolation or as a substitute for analysis of our results as reported under U.S. GAAP. These non-GAAP measures may not be comparable to
similarly titled measures used by other companies.
Liquidity and Capital Resources
Our current primary cash needs are for working capital, capital expenditures, and debt service, as well as to fund share repurchases under our Stock
Repurchase Program.
Operating Cash Flows
Operating activities used $5.5 million and $0.2 million in cash in the first six months of fiscal years 2018 and 2017, respectively. The increased use of cash
from the prior year is primarily due to increased payments to suppliers to improve timing of payments, partially offset by focused efforts to manage
inventory levels to expected sales.
Investing Cash Flows
Capital expenditures during the first six months of fiscal year 2018 were $3.5 million compared to $3.7 million in the same period last year. Capital
expenditures in both periods primarily related to machinery and equipment and investments in our direct-to-consumer initiatives. There were $3.1 million in
expenditures financed under a capital lease arrangement and $0.5 million in unpaid expenditures in the first six months of fiscal 2018. During the first six
months of fiscal year 2018, investing cash flows also included $1.9 million in proceeds received from the promissory note related to the sale of our
Junkfood business. See Note E—Divestitures, for further information on this transaction.
Investing activities included $5.0 million of proceeds from the sale of fixed assets. Property, plant, and equipment, (“equipment”), of $5.0 million was
acquired as part of the DTG2Go acquisition. See Note D—Acquisitions for more information on this transaction. Subsequently, a capital lease arrangement
was entered into to finance the purchase of the equipment.
We anticipate our fiscal year 2018 capital expenditures to be approximately $13 million and to be focused primarily on manufacturing equipment along
with information technology and direct-to-consumer enhancements.
Financing Activities
During the six months ended March 31, 2018, cash provided by financing activities was $13.3 million compared to $20.8 million used in financing
activities for the six months ended April 1, 2017. The cash provided by our financing activities during the first six months of fiscal year 2018 was used to
fund the digital print acquisition as well as fund our operating activities and share repurchases.
Based on our current expectations, we believe that our credit facility should be sufficient to satisfy our foreseeable working capital needs, and that cash flow
generated by our operations and funds available under our credit facility should be sufficient to service our debt payment requirements, to satisfy our dayto-day working capital needs and to fund our planned capital expenditures. Any material deterioration in our results of operations, however, may result in
the loss of our ability to borrow under our U.S. revolving credit facility and to issue letters of credit to suppliers, or may cause the borrowing availability
under that facility to be insufficient for our needs. Availability under our credit facility is primarily a function of the levels of our accounts receivable and
inventory. A significant deterioration in our accounts receivable or inventory levels could restrict our ability to borrow additional funds or service our
indebtedness. Moreover, our credit facility includes a financial covenant that if the availability under our credit facility falls below the amounts specified in
our U.S. credit agreement, our fixed charge coverage ratio (FCCR) for the preceding 12-month period must not be less than 1.1 to 1.0. While
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our availability at March 31, 2018, was above the minimum thresholds specified in our credit agreement, a significant deterioration in our business could
cause our availability to fall below such thresholds, thereby requiring us to maintain the minimum FCCR specified in our credit agreement.
Purchases By Delta Apparel Of Its Own Shares
During the six months ended March 31, 2018, we purchased 220,058 shares of our common stock for an aggregate amount of $4.5 million (see Note O—
Repurchase of Common Stock). As of March 31, 2018, there was $6.8 million of repurchase authorization remaining under our Stock Repurchase Program.
We evaluate current leverage, working capital requirements, our free cash flow outlook, stock valuation and future business opportunities to determine
when we believe the repurchase of our stock is a sound investment opportunity that we can pursue without sacrificing future growth plans.
Critical Accounting Policies
Our discussion and analysis of our financial condition and results of operations are based upon our Condensed Consolidated Financial Statements, which
were prepared in accordance with U.S. GAAP. The preparation of our Condensed Consolidated Financial Statements requires us to make estimates and
judgments that affect the reported amounts of assets and liabilities and disclosure of contingent liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting periods. We base our estimates and judgments on historical experience and various other
factors that we believe to be reasonable under the circumstances, the results of which form the basis for making judgments about the carrying values of
assets and liabilities that are not readily apparent from other sources. Actual results may differ from these estimates under different assumptions or
conditions. The most significant estimates and assumptions relate to revenue recognition, accounts receivable and related reserves, inventory and related
reserves, the carrying value of goodwill, and the accounting for income taxes.
A detailed discussion of critical accounting policies is contained in the Significant Accounting Policies included in Note 2 to the Audited Consolidated
Financial Statements included in our Annual Report on Form 10-K for the fiscal year ended September 30, 2017, and there have been no changes in those
policies since the filing of that Annual Report on Form 10-K with the SEC.

Environmental and Regulatory Matters
We are subject to various federal, state and local environmental laws and regulations concerning, among other things, wastewater discharges, storm water
flows, air emissions and solid waste disposal. Our plants generate small quantities of hazardous waste that are either recycled or disposed of off-site.
The environmental regulations applicable to our business are becoming increasingly stringent and we incur capital and other expenditures annually to
achieve compliance with environmental standards. We currently do not expect that the amount of expenditures required to comply with environmental laws
will have a material adverse affect on our operations, financial condition or liquidity. There can be no assurance, however, that future changes in federal,
state, or local regulations, interpretations of existing regulations or the discovery of currently unknown problems or conditions will not require substantial
additional expenditures. Similarly, while we believe that we are currently in material compliance with all applicable environmental requirements, the extent
of our liability, if any, for past failures to comply with laws, regulations and permits applicable to our operations cannot be determined and could have a
material adverse effect on our operations, financial condition and liquidity.
Item 3. Quantitative and Qualitative Disclosures About Market Risk
Commodity Risk Sensitivity
We have a supply agreement with Parkdale Mills, Inc. and Parkdale America, LLC (collectively "Parkdale") to supply our yarn requirements until
December 31, 2018. Under the supply agreement, we purchase from Parkdale all of our yarn requirements for use in our manufacturing operations,
excluding yarns that Parkdale does not manufacture or cannot manufacture due to temporary capacity constraints. The purchase price of yarn is based upon
the cost of cotton plus a fixed conversion cost. Thus, we are subject to the commodity risk of cotton prices and cotton price movements, which could result
in unfavorable yarn pricing for us. We fix the cotton prices as a component of the purchase price of yarn, pursuant to the supply agreement, in advance of
the shipment of finished yarn from Parkdale. Prices are set according to prevailing prices, as reported by the New York Cotton Exchange, at the time we
elect to fix specific cotton prices.
Yarn with respect to which we have fixed cotton prices at March 31, 2018, was valued at $10.0 million, and is scheduled for delivery between April 2018
and May 2018. At March 31, 2018, a 10% decline in the market price of the cotton covered by our fixed price yarn would have had a negative impact of
approximately $0.7 million on the value of the yarn. This compares to what would have been a negative impact of $0.5 million at our 2017 fiscal year-end
based on the yarn with fixed cotton prices at September 30, 2017. The impact of a 10% decline in the market price of the cotton covered by our fixed price
yarn would have been higher at March 31, 2018, than at September 30, 2017, due to higher commitments at March 31, 2018, compared to September 30,
2017, partially offset with lower cotton costs.
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We may use derivatives, including cotton option contracts, to manage our exposure to movements in commodity prices. We do not designate our options as
hedge instruments upon inception. Accordingly, we mark to market changes in the fair market value of the options in cost of goods sold in our Condensed
Consolidated Statements of Operations. See Note M—Derivatives and Fair Value Measurements, for further discussion on derivatives and fair value
measurements.
If Parkdale’s operations are disrupted and it is not able to provide us with our yarn requirements, we may need to obtain yarn from alternative sources.
Although alternative sources are presently available, we may not be able to enter into short-term arrangements with substitute suppliers on terms as
favorable as our current terms with Parkdale. In addition, the cotton futures we have fixed with Parkdale may not be transferable to alternative yarn
suppliers. Because there can be no assurance that we would be able to pass along the higher cost of yarn to our customers, this could have a material
adverse effect on our results of operations.
Interest Rate Sensitivity
Our U.S. revolving credit facility provides that the outstanding amounts owed shall bear interest at variable rates. If the amount of outstanding floating rate
indebtedness at March 31, 2018, under our U.S. revolving credit facility had been outstanding during the entire three-month period ended March 31, 2018,
and the interest rate on this outstanding indebtedness was increased by 100 basis points, our expense would have increased by approximately $0.2 million,
or 14.4% of actual interest expense, during the quarter. This compares to an increase of $0.5 million, or 10.9%, for the 2017 fiscal year based on the
outstanding floating rate indebtedness at September 30, 2017, or an average of $0.1 million per quarter. The dollar amount, as well as the percentage, of the
increase in interest expense is higher as of March 31, 2018, primarily due to the higher floating rate debt level as of March 31, 2018, compared to
September 30, 2017. The actual increase in interest expense resulting from a change in interest rates would depend on the magnitude of the increase in rates
and the average principal balance of floating rate indebtedness.
Derivatives
From time to time, we may use interest rate swaps or other instruments to manage our interest rate exposure and reduce the impact of future interest rate
changes as described in Note M—Derivatives and Fair Value Measurements.
Tax Reform
We are subject to income taxes in both the United States and various foreign jurisdictions. Governments in the jurisdictions in which we operate implement
changes to tax laws and regulations from time to time. Any changes in corporate income tax laws, such as the recently-enacted tax reform legislation in the
United States, changes relating to transfer pricing or further changes regarding the repatriation of capital, and any changes in the interpretation of existing
tax laws and regulations could lead to increases in overall tax liability and adversely affect our financial position and results of operations. See Note L—
Income Taxes, for further discussion on the New Tax Legislation that was enacted on December 22, 2017.
Item 4. Controls and Procedures
Evaluation of Disclosure Controls and Procedures
Disclosure controls and procedures are controls and other procedures that are designed to reasonably assure that information required to be disclosed in the
reports that we file or submit under the Exchange Act is recorded, processed, summarized and reported within the time periods specified in the SEC’s
requirements. Disclosure controls and procedures include, without limitation, controls and procedures designed to ensure that information we are required
to disclose in the reports that we file or submit under the Exchange Act is accumulated and communicated to our management, including our Chief
Executive Officer and Chief Financial Officer, as appropriate to allow timely decisions regarding required disclosure.
Our management, with the participation of our Chief Executive Officer and Chief Financial Officer, has evaluated the effectiveness of our disclosure
controls and procedures as of March 31, 2018, and, based on their evaluation, our Chief Executive Officer and Chief Financial Officer have concluded that
these controls and procedures were effective at the evaluation date.
Changes in Internal Control Over Financial Reporting
There was no change during the second quarter of fiscal year 2018 that has materially affected, or is reasonably likely to materially affect, our internal
control over financial reporting.
PART II. OTHER INFORMATION
Item 1. Legal Proceedings
See Note N—Legal Proceedings, in Item 1, which is incorporated herein by reference.
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
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(c) Repurchases of Common Stock
See Note O—Repurchase of Common Stock, and Note G—Debt, in Item 1, which are incorporated herein by reference.
Item 6. Exhibits
Exhibits
10.23 Form of Restricted Stock Unit Award Agreement
31.1 Certification of the Chief Executive Officer pursuant to Rule 13a-14(a) under the Securities Exchange Act of 1934, as amended, as adopted
pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
31.2 Certification of the Chief Financial Officer pursuant to Rule 13a-14(a) under the Securities Exchange Act of 1934, as amended, as adopted
pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
32.1 Certification of the Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002.
32.2 Certification of the Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002.
101.INS XBRL Instance Document
101.SCH XBRL Taxonomy Extension Schema
101.CAL XBRL Taxonomy Extension Calculation Linkbase
101.DEF XBRL Taxonomy Extension Definition Linkbase
101.LAB XBRL Taxonomy Extension Label Linkbase
101.PRE XBRL Taxonomy Extension Presentation Linkbase

SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned
thereunto duly authorized.
DELTA APPAREL, INC.
(Registrant)
Date

May 7, 2018

By: /s/ Deborah H. Merrill
Deborah H. Merrill
Chief Financial Officer and President, Delta Basics
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DELTA APPAREL, INC. 2010 STOCK PLAN
RESTRICTED STOCK UNIT AWARD AGREEMENT
THIS RESTRICTED STOCK UNIT AWARD AGREEMENT (“Agreement”) is dated this ___ day of ______________,
20__ by and between DELTA APPAREL, INC., a Georgia corporation (“Company”), and ____________________
(“Participant”).
WHEREAS, the Board of Directors of the Company has, pursuant to the Delta Apparel, Inc. 2010 Stock Plan (“Plan”),
made an Award of the grant of Restricted Stock Units of the Company to the Participant and authorized and directed the
execution and delivery of this Agreement;
NOW THEREFORE, in consideration of the foregoing, the mutual promises hereinafter set forth, and other good and
valuable consideration, the receipt and sufficiency of which is hereby acknowledged, the Company and the Participant hereby
agree as follows. All capitalized terms not otherwise defined herein shall have the meaning ascribed to them in the Plan.
Section 1. AWARD OF RESTRICTED STOCK UNITS
In consideration of the services performed and to be performed by the Participant, the Company hereby awards to the
Participant under the Plan a total of _________ Restricted Stock Units under Section 8c of the Plan, which are subject to the
terms and conditions set forth in this Agreement and the Plan. The value of each Restricted Stock Unit shall be determined and
measured by the value of one share of stock of the Company.
Section 2. VESTING OF UNITS BASED ON SERVICE REQUIREMENTS
The Restricted Stock Unit grants are based on Service requirements and shall vest on the date on which the Company files
with the U.S. Securities and Exchange Commission its annual report on Form 10-K for the Company's 2020 fiscal year ending
October 3, 2020 (“RSU Vesting Date”).
Notwithstanding the above, occurrence of any of the following events shall cause the immediate vesting of Restricted Stock
Units:
(a)

The death of the Participant;

(b)

Disability of the Participant;

(c)

A Change in Control.

Section 3. NON-TRANSFERABILITY OF RIGHTS
The Participant shall have no right to sell, transfer, pledge, assign or otherwise assign or hypothecate any of the Participant's
rights under this Agreement or, until the Awards granted hereby covering the Restricted Stock Units shall vest, the Restricted
Stock Units covered by the Award granted hereby, other than by will or the laws of descent and distribution, and such rights shall
be exercisable during Participant's lifetime only by the Participant.
Section 4. PAYMENT UPON VESTING OF RESTRICTED STOCK UNITS
Subject to the terms and conditions of the Plan, the Company shall, as soon as practicable following the RSU Vesting Date
(but no later than March 15 of the calendar year following the calendar year that includes such vesting date), deliver to you a
number of Shares equal to the aggregate number of Restricted Stock Units that became vested on the RSU Vesting Date.

Upon payment by the Company, the Restricted Stock Units shall therewith be cancelled. The delivery of Shares under this
Section 4 shall be subject to applicable employment and income tax withholding and the terms of Section 6 herein.
Section 5. NO DIVIDEND OR VOTING RIGHTS
The Participant acknowledges that he or she shall be entitled to no dividend or voting rights with respect to the Restricted
Stock Units.
Section 6. WITHHOLDING TAXES; SECTION 83(b) ELECTION
(a)

No shares will be payable upon the vesting of a Restricted Stock Unit unless and until the Participant satisfies any
Federal, state or local withholding tax obligation required by law to be withheld in respect of this Award. The
Participant acknowledges and agrees that to satisfy any such tax obligation the Company may deduct and retain from
the Shares payable upon vesting of the Restricted Stock Units such number of shares as is equal in value to the
Company's minimum statutory withholding obligations with respect to the income recognized by the Participant upon
such vesting (based on minimum statutory withholding rates for Federal and state tax purposes, including payroll
taxes, that are applicable to such income). The number of such shares to be deducted and retained shall be based on the
closing price of the shares on the day prior to the applicable RSU Vesting Date.
Section 7. ENFORCEMENT; INCORPORATION OF PLAN PROVISIONS
(b)

The Participant acknowledges that in the event an election under Section 83(b) of the Internal Revenue Code of 1986
is filed with respect to this Award, Participant must give a copy of the election to the Company within ten days after
filing with the Internal Revenue Service.
The participant acknowledges receipt of the Delta Apparel, Inc. 2010 Stock Plan (the “Plan”), of the Company. The

Restricted Stock Units Award evidenced hereby is made under and pursuant to the Plan, and incorporated herein by reference, and
such Award is subject to all of the provisions thereof. Capitalized terms used herein without definition shall have the same
meanings given such terms in the Plan. The Participant represents and warrants that he or she has read the Plan and is fully
familiar with all the terms and conditions of the Plan and agrees to be bound thereby.
Section 8. MISCELLANEOUS
(a)

No Representations or Warranties. Neither the Company nor the Committee or any of their representatives or agents
has made any representations or warranties to the Participant with respect to the income tax or other consequences of
the transactions contemplated by this Agreement, and the Participant is in no manner relying on the Company, the
Committee or any of their representatives or agents for an assessment of such tax or other consequences.

(b)

Employment. Nothing in this Agreement or in the Plan or in the making of the Award shall confer on the Participant
any right to or guarantee of continued employment with the Company or any of its Subsidiaries or in any way limit the
right of the Company or any of its Subsidiaries to terminate the employment of the Participant at any time.

(c)

Investment. The Participant hereby agrees and represents that any shares payable upon vesting of the Restricted Stock
Units shall be held for the Participant's own account for investment purposes only and not with a view of resale or
distribution unless the shares are registered under the Securities Act of 1933, as amended.

(d)

Necessary Acts. The Participant and the Company hereby agree to perform any further acts and to execute and deliver
any documents which may be reasonably necessary to carry out the provisions of this Agreement.

(e)

Severability. The provisions of this Agreement are severable and if any one or more provisions may be determined to
be illegal or otherwise unenforceable, in whole or in part, the remaining provisions, and any partially enforceable
provision to the extent enforceable in any jurisdiction, shall nevertheless be binding and enforceable.

(f)

Waiver. The waiver by the Company of a breach of any provision of this Agreement by the Participant shall not
operate or be construed as a waiver of any subsequent breach by the Participant.

(g)

Binding Effect; Applicable Law. This Agreement shall bind and inure to the benefit of the Company and its successors
and assigns, and the Participant and any heir, legatee, or legal representative of the Participant. This Agreement shall
be construed, administered and enforced in accordance with and subject to the terms of the Plan and the laws of the
State of Georgia.

(h)

Administration. The authority to manage and control the operation and administration of this Agreement shall be
vested in the Committee, and the Committee shall have all powers with respect to this Agreement as it has with respect
to the Plan. Any interpretation of the Agreement by the Committee and any decision made by it with respect to the
Agreement is final and binding.

(i)

Amendment. This Agreement may be amended by written agreement of the Participant and the Company, without the
consent of any other person.
IN WITNESS WHEREOF, the parties hereto have executed this Agreement as of the day and year first hereinabove written.

DELTA APPAREL, INC.
By: ______________________________________
PARTICIPANT
_________________________________________

EXHIBIT 31.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER PURSUANT TO RULE 13a-14(a) OF THE
SECURITIES EXCHANGE ACT OF 1934, AS AMENDED, AS ADOPTED PURSUANT TO SECTION 302 OF THE
SARBANES-OXLEY ACT OF 2002
I, Robert W. Humphreys, certify that:
1.

I have reviewed this Quarterly Report on Form 10-Q of Delta Apparel, Inc.;

2.

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this
report;

3.

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4.

The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d15(f)) for the registrant and have:

a)

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles;
c)

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent
fiscal quarter (the registrant's fourth fiscal quarter in case of an annual report) that has materially affected, or is reasonably likely to materially
affect, the registrant's internal control over financial reporting; and
5.

The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to
the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

a)

All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control
over financial reporting.
Date: May 7, 2018

/s/ Robert W. Humphreys
Chairman and Chief Executive Officer

EXHIBIT 31.2
CERTIFICATION OF CHIEF FINANCIAL OFFICER PURSUANT TO RULE 13a-14(a) OF THE
SECURITIES EXCHANGE ACT OF 1934, AS AMENDED, AS ADOPTED PURSUANT TO SECTION 302 OF THE
SARBANES-OXLEY ACT OF 2002
I, Deborah H. Merrill, certify that:
1.

I have reviewed this Quarterly Report on Form 10-Q of Delta Apparel, Inc.;

2.

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this
report;

3.

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4.

The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d15(f)) for the registrant and have:

a)

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles;
c)

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation;

d) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent
fiscal quarter (the registrant's fourth fiscal quarter in case of an annual report) that has materially affected, or is reasonably likely to materially
affect, the registrant's internal control over financial reporting; and
5.

The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to
the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

a)

All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control
over financial reporting.
Date: May 7, 2018

/s/ Deborah H. Merrill
Chief Financial Officer and President, Delta Basics

EXHIBIT 32.1
CERTIFICATION OF THE CHIEF EXECUTIVE OFFICER PURSUANT TO 18 U.S.C. SECTION 1350, AS
ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
For purposes of 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, Robert W. Humphreys, the Chief
Executive Officer of Delta Apparel, Inc. (the “Company”), hereby certifies that to the best of his knowledge:
1.

The Quarterly Report on Form 10-Q for the quarterly period ended March 31, 2018, of the Company, as filed with the Securities and Exchange
Commission on the date hereof (the “Report”), fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of
1934; and

2.

The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

Date: May 7, 2018
/s/ Robert W. Humphreys
Robert W. Humphreys
Chairman and Chief Executive Officer
This certification is being furnished solely to comply with the provisions of § 906 of the Sarbanes-Oxley Act of 2002 and is not being filed as part of the
accompanying Report, including for purposes of Section 18 of the Exchange Act, or as a separate disclosure document. A signed original of this written
certification required by Section 906, or other document authenticating, acknowledging or otherwise adopting the signature that appears in typed form
within the electronic version of this written certification required by Section 906, has been provided to the Company and will be rendered by the Company
and furnished to the Securities and Exchange Commission or its staff upon request.

EXHIBIT 32.2
CERTIFICATION OF THE CHIEF FINANCIAL OFFICER PURSUANT TO 18 U.S.C. SECTION 1350, AS
ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
For purposes of 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, Deborah H. Merrill, the Chief Financial
Officer of Delta Apparel, Inc. (the “Company”), hereby certifies that to the best of her knowledge:
1.

The Quarterly Report on Form 10-Q for the quarterly period ended March 31, 2018, of the Company, as filed with the Securities and Exchange
Commission on the date hereof (the “Report”), fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of
1934; and

2.

The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

Date: May 7, 2018
/s/ Deborah H. Merrill
Deborah H. Merrill
Chief Financial Officer and President, Delta Basics
This certification is being furnished solely to comply with the provisions of § 906 of the Sarbanes-Oxley Act of 2002 and is not being filed as part of the
accompanying Report, including for purposes of Section 18 of the Exchange Act, or as a separate disclosure document. A signed original of this written
certification required by Section 906, or other document authenticating, acknowledging or otherwise adopting the signature that appears in typed form
within the electronic version of this written certification required by Section 906, has been provided to the Company and will be rendered by the Company
and furnished to the Securities and Exchange Commission or its staff upon request.

