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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements (Unaudited)

DELTA APPAREL, INC. AND SUBSIDIARIES

Condensed Consolidated Balance Sheets
 (in thousands, except shares and per share amounts)

 (Unaudited)

         
  (Unaudited)   
  October 2,  July 3,

  
2004

 
2004

Assets         
Current assets:         

Cash  $ 208  $ 333 
Accounts receivable, net   29,397   38,610 
Inventories   105,901   105,888 
Prepaid expenses and other current assets   1,328   1,616 
Deferred income taxes   1,269   1,075 

   
 
   

 
 

Total current assets   138,103   147,522 
 

Property, plant and equipment, net   20,626   19,529 
Deferred income taxes   252   178 
Other assets   2,225   2,150 

   
 
   

 
 

Total assets  $ 161,206  $ 169,379 
   

 

   

 

 

Liabilities and Stockholders’ Equity         
Current liabilities:         

Accounts payable and accrued expenses  $ 27,201  $ 30,511 
Income taxes payable   584   1,793 
Current portion of long-term debt   15,497   20,810 

   
 
   

 
 

Total current liabilities   43,282   53,114 
 

Long-term debt   29,627   29,246 
Other liabilities   11,557   11,527 

   
 
   

 
 

Total liabilities   84,466   93,887 
Stockholders’ equity:         

Preferred stock—2,000,000 shares authorized; none issued and outstanding.   —   — 
Common stock—par value $.01 a share, 7,500,000 shares authorized, 4,823,486 shares issued, and

4,146,181 and 4,136,259 shares outstanding as of October 2, 2004 and July 3, 2004, respectively.   48   48 
Additional paid-in capital   53,867   53,867 
Retained earnings   30,607   29,473 
Treasury stock—677,305 and 687,227 shares as of October 2, 2004 and July 3, 2004, respectively.   (7,782)   (7,896)

   
 
   

 
 

Total stockholders’ equity   76,740   75,492 
   

 
   

 
 

Total liabilities and stockholders’ equity  $ 161,206  $ 169,379 
   

 

   

 

 

See accompanying notes to condensed consolidated financial statements.
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DELTA APPAREL, INC. AND SUBSIDIARIES

Condensed Consolidated Statements of Income
 (in thousands, except per share amounts)

 (Unaudited)

         

  
Three Months Ended

  October 2,  September 27,

  
2004

 
2003

Net sales  $ 54,300  $ 30,802 
Cost of goods sold   42,723   26,720 
   

 
   

 
 

Gross profit   11,577   4,082 
 
Selling, general and administrative expenses   8,446   3,059 
Other income   10   81 
   

 
   

 
 

Operating income   3,141   1,104 
 
Interest expense, net   703   154 
   

 
   

 
 

Income before income taxes   2,438   950 
 
Income tax expense   994   361 
   

 
   

 
 

Net income  $ 1,444  $ 589 
   

 

   

 

 

Earnings per share         
Basic  $ 0.35  $ 0.15 
Diluted  $ 0.34  $ 0.14 

 
Weighted average number of shares outstanding   4,141   4,044 

Dilutive effect of stock options   133   124 
   

 
   

 
 

Weighted average number of shares assuming dilution   4,274   4,168 
   

 

   

 

 

See accompanying notes to condensed consolidated financial statements.
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DELTA APPAREL, INC. AND SUBSIDIARIES
  

Condensed Consolidated Statements of Cash Flows
 (in thousands)

 (Unaudited)

         

  
Three Months Ended

  October 2,  September 27,

  
2004

 
2003

Operating activities:         
Net income  $ 1,444  $ 589 
Adjustments to reconcile net income to net cash provided by operating activities:         

Depreciation   1,170   1,110 
Deferred income taxes   (268)   176 
Loss on sale of property and equipment   2   — 
Noncash compensation   400   240 

Changes in operating assets and liabilities:         
Accounts receivable   9,213   4,826 
Inventories   (13)   (3,036)
Prepaid expenses and other current assets   288   205 
Other noncurrent assets   (75)   15 
Accounts payable and accrued expenses   (3,651)   878 
Income taxes   (1,209)   18 
Other liabilities   30   149 

   
 
   

 
 

Net cash provided by operating activities   7,331   5,170 
   

 
   

 
 

Investing activities:         
Purchases of property, plant and equipment   (2,269)   (495)

   
 
   

 
 

Net cash used in investing activities   (2,269)   (495)
   

 
   

 
 

Financing activities:         
Repayment of revolving credit facilities, net   (4,532)   (4,544)
Repayment of long-term debt   (400)   — 
Proceeds from exercise of stock options   35   98 
Dividends paid   (290)   (243)

   
 
   

 
 

Net cash used in financing activities   (5,187)   (4,689)
   

 
   

 
 

Decrease in cash   (125)   (14)
Cash at beginning of period   333   203 
   

 
   

 
 

Cash at end of period  $ 208  $ 189 
   

 

   

 

 

Supplemental cash flow information:         
Cash paid during the period for interest  $ 583  $ 91 

   

 

   

 

 

Cash paid during the period for income taxes  $ 2,840  $ 167 
   

 

   

 

 

Noncash financing activity—issuance of common stock  $ 59  $ 38 
   

 

   

 

 

See accompanying notes to condensed consolidated financial statements.

5



Table of Contents

DELTA APPAREL, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

Note A—Basis of Presentation

We prepared the accompanying interim condensed consolidated financial statements for the three months ended October 2, 2004 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 for complete financial statements. We believe these condensed consolidated financial statements reflect all
adjustments (consisting of only normal recurring accruals) considered necessary for a fair presentation. Operating results for the three months ended
October 2, 2004 are not necessarily indicative of the results that may be expected for the year ending July 2, 2005. For more information regarding our
results of operations and financial position refer to the consolidated financial statements and footnotes included in our Form 10-K for the year ended July 3,
2004, filed with the Securities and Exchange Commission.

“Delta Apparel,” the “Company,” and “we,” “us” and “our” are used interchangeably to refer to Delta Apparel, Inc. together with our wholly-owned
subsidiary, M. J. Soffe Co. (“M. J. Soffe”, or “Soffe”), and our other subsidiaries, as appropriate to the context.

Note B—Accounting Policies

Our accounting policies are consistent with those described in our Summary of Significant Accounting Policies in our Form 10-K filed for the year ended
July 3, 2004 filed with the Securities and Exchange Commission.

Note C—Acquisition

On October 3, 2003, we acquired all of the outstanding capital stock of M. J. Soffe Co., a North Carolina corporation (the “Acquisition”). Prior to the
Acquisition, we formed a wholly owned subsidiary, MJS Acquisition Company (“MJS”), a North Carolina corporation. MJS acquired all of the outstanding
capital stock of M. J. Soffe Co. from the shareholders of M. J. Soffe Co. (the “Individuals”), pursuant to an Amended and Restated Stock Purchase
Agreement dated as of October 3, 2003. Immediately following the Acquisition, M. J. Soffe Co. was merged with and into MJS, with MJS as the surviving
corporation, and MJS’s name was changed to M. J. Soffe Co.

The purchase price for the Acquisition consisted of aggregate cash payments of approximately $43.5 million and the issuance of a promissory note to the
Individuals in the aggregate principal amount of $8.0 million (the “Shareholder Note”). Also, additional amounts are payable to the Individuals in cash
during each of fiscal years 2005, 2006, and 2007 if specified financial performance targets are met by M. J. Soffe Co. during annual periods beginning on
September 28, 2003 and ending on September 30, 2006 (the “Earnout Amounts”). The Earnout Amounts are capped at a maximum aggregate amount of
$4 million per year. To the extent that the Earnout Amounts are paid, they are treated as additional costs of the Acquisition. In addition, pursuant to the
Stock Purchase Agreement, MJS paid approximately $8.5 million to satisfy all outstanding bank debt of M. J. Soffe Co. The M. J. Soffe Co.’s results of
operations for the three months ended October 2, 2004 are included in our consolidated statements of earnings.

M. J. Soffe Co. manufactures, markets, and sells casual and athletic apparel. It has a textile and sewing facility in Fayetteville, North Carolina, as well as
two additional sewing plants, one each in Bladenboro and Rowland, North Carolina. In addition, M. J. Soffe Co. contracts approximately 30% of its sewing
requirements from a 50% owned facility in Costa Rica. M. J. Soffe Co. leases its primary distribution center in Fayetteville, North Carolina and also leases
space for satellite distribution facilities in other parts of the United States.

In conjunction with the Acquisition, on October 3, 2003, we entered into an Amended and Restated Loan and Security Agreement with Congress Financial
Corporation (Southern), as lender and as agent for the financial institutions named as lenders, pursuant to which our existing line of credit (the “Delta
Facility”) was increased to $40 million, which represented a $5 million increase in our predecessor credit facility.

Also on October 3, 2003, MJS entered into a Loan and Security Agreement with Congress Financial Corporation (Southern), as lender and as agent for the
financial institutions named as lenders, which provides M. J. Soffe Co. with a $38.5 million line of credit (the “Soffe Facility”). Together, the Delta Facility
and the Soffe Facility provide for lines of credit in an aggregate amount of $78.5 million. The Delta Facility and the Soffe Facility are secured by a first
priority lien on all of the assets of Delta Apparel and M. J. Soffe Co. Delta Apparel is a guarantor of the Soffe Facility, and M. J. Soffe Co. is a guarantor of
the Delta Facility. M. J. Soffe Co has the option to increase the Soffe Facility from $38.5 million to $41.0 million, provided that no event of default exists
under the facility.

The purchase price was allocated to the net assets of M. J. Soffe Co. based on their estimated fair values. As the fair value of the identifiable assets acquired
and liabilities assumed exceeded the purchase price, the excess amount over the purchase price is recognized as a liability until the Earnout Amounts are
determined.

The following table summarizes the fair values of the assets acquired and liabilities assumed at the date of the Acquisition.
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Cash consideration paid  $ 52,000 
Promissory note issued   8,000 
Direct merger costs   1,470 
   

 
 

Total purchase price  $ 61,470 
   

 

 

Cash  $ 1,630 
Accounts receivable   13,052 
Inventories   51,864 
Other current assets   218 
Other assets   4,088 
Tax receivable and deferred taxes   9,386 
Current liabilities   (8,212)
Noncurrent liabilities   (3,413)
Earnout liability   (7,143)
   

 
 

Fair value of net assets acquired  $ 61,470 
   

 

 

Note D—Pro Forma Financial Information

The pro forma financial information presented below gives effect to the M. J. Soffe Co. acquisition as if it had occurred as of the beginning of fiscal year
2004. Amounts are in thousands, except per share amounts. The information presented below is for illustrative purposes only and is not indicative of results
that would have been achieved or results that may be achieved in the future.

         
  October 2,  September 27,

  
2004

 
2003

Net sales  $ 54,300  $ 56,131 
Net income   1,444   2,664 
Net income, per share         

Basic  $ 0.35  $ 0.66 
Diluted  $ 0.34  $ 0.64 

Note E—Inventories

Inventories consist of the following:

         
  October 2,  July 3,

  
2004

 
2004

Raw materials  $ 6,504  $ 5,406 
Work in process   23,759   26,540 
Finished goods   75,638   73,942 
   

 
   

 
 

  $ 105,901  $ 105,888 
   

 

   

 

 

Note F—Debt

The Soffe Facility contains both a subjective acceleration clause and a lockbox arrangement, whereby remittances from the customers reduce the current
outstanding borrowings. Pursuant to Emerging Issues Task Force (“EITF”) 95-22, we are classifying borrowings under the Soffe Facility as current debt.

The Delta Facility contains a subjective acceleration clause and a “springing” lockbox arrangement (as defined in EITF 95-22), whereby remittances from
customers are forwarded to our general bank account and do not reduce the outstanding debt until and unless a specified event or an event of default occurs.
Pursuant to EITF 95-22, we are classifying borrowings under the Delta Facility as noncurrent debt.

On November 8, 2004, we amended the Delta Facility to increase our line of credit by an additional $2.75 million to $42.75 million.
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Note G—Income Taxes

Our effective income tax rate for the three months ended October 2, 2004 was 40.8%, compared to 32.4% for the fiscal year ended July 3, 2004. During the
fiscal year ended June 30, 2001, we created a tax liability in the amount of approximately $0.9 million with respect to our tax sharing agreement between
Delta Woodside Industries, Inc. (our former parent company) and the Company. During the fiscal year ended July 3, 2004, we determined that it was no
longer probable that a tax liability might occur as a result of this tax sharing agreement. Therefore, we reversed the $0.9 million tax liability that had been
created, resulting in the lower effective tax rate during fiscal year 2004.

Note H—Stock Options and Incentive Stock Awards

We have elected to follow Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees” and related Interpretations in
accounting for our employee stock options because the alternative fair value accounting provided for under Financial Accounting Standards Board
Statement No. 123, “Accounting for Stock-Based Compensation” (“SFAS 123”), requires use of option valuation models that were not developed for use in
valuing employee stock options.

The pro forma information regarding net income and earnings per share is required by SFAS 123 to be determined as if we had accounted for our employee
stock options under the fair value method of that Statement. For purposes of pro forma disclosures, the estimated fair value of the options under the Option
Plan and the Award Plan are amortized to expense over the options’ vesting period. Our pro forma information follows (in thousands, except per share
amounts):

         

  
Three Months Ended

  October 2,  September 27,

  
2004

 
2003

Net income, as reported  $ 1,444  $ 589 
Add: Stock-based employee compensation expense included in reported net

income, net of related tax effects   135   87 
Deduct: Total stock-based employee compensation expense determined under fair

value based method for all options and awards, net of related tax effects   (212)   (87)
   

 
   

 
 

Pro forma net income  $ 1,367  $ 589 
   

 

   

 

 

(Loss) earnings per share:         
Basic—as reported  $ 0.35  $ 0.15 
Basic—pro forma  $ 0.33  $ 0.15 

         
Diluted—as reported  $ 0.34  $ 0.14 
Diluted—pro forma  $ 0.32  $ 0.14 

Note I—Purchase Contracts

We have entered into agreements, and have fixed prices, to purchase cotton, yarn and finished apparel products for use in our manufacturing operations. At
October 2, 2004, minimum payments under these contracts to purchase cotton, yarn and finished apparel products with non-cancelable contract terms were
$6.4 million, $1.9 million and $1.4 million, respectively.

Note J—Computation of Basic and Diluted Net Earnings per Share (EPS)

We compute basic net earnings per share by dividing net income by the weighted average number of common shares outstanding during the period. The
computation of diluted earnings per share includes the dilutive effect of stock options and non-vested stock awards granted under our Stock Option Plan and
our Incentive Stock Award Plan.

The weighted average shares do not include securities that would be anti-dilutive for each of the periods presented.
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Note K—Stockholders’ Equity

Stock Repurchase Program

We have authorization from our Board of Directors to spend up to an aggregate of $6.0 million for share repurchases under the Stock Repurchase Program.
All purchases are made at the discretion of our management. We did not purchase shares of our common stock during the three months ended October 2,
2004. Since the inception of the Stock Repurchase Program, we’ve purchased 368,057 shares of our common stock pursuant to the program for an
aggregate of $4.2 million.

Quarterly Dividend Program

On August 19, 2004, our Board of Directors declared a cash dividend of seven cents per share of common stock pursuant to our quarterly dividend
program. We paid the dividend on September 13, 2004 to shareholders of record as of the close of business on September 1, 2004. On October 28, 2004,
our Board declared a cash dividend of seven cents per share of common stock payable on November 29, 2004 to shareholders of record as of the close of
business on November 17, 2004. Although the Board may terminate or amend the program at any time, we currently expect to continue the quarterly
dividend program.

Note L—Segment Reporting

We operate our business in two distinct segments: Delta and Soffe. Although the two segments are similar in their production processes and regulatory
environment, they are distinct in their economic characteristics, products and distribution methods.

The Delta segment manufactures, markets and distributes unembellished knit apparel under the brands of “Delta Pro Weight®”, “Delta Magnum Weight™”
and “Quail Hollow™.” The products are primarily sold to screen printing companies and distributors. In addition, products are manufactured under private
labels for retailers, corporate industry programs and sports licensed apparel marketers.

The Soffe segment manufactures, markets and distributes embellished and unembellished knit apparel under the “Soffe®” label. The products are sold
through specialty sporting goods stores and department stores. In addition to these retail channels, Soffe also supplies college bookstores and produces
activewear products for the U.S. Military.

Corporate and Unallocated is a reconciling category for reporting purposes and includes intercompany eliminations and other costs that are not allocated to
the operating segments.

Our management evaluates performance and allocates resources based on profit or loss from operations before interest, income taxes and special charges
(“Segment Operating Income”). Our Segment Operating Income 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 A. Intercompany transfers between operating segments are
transacted at cost and eliminated in consolidation.

Information about our operations as of and for the three months ended October 2, 2004 and September 27, 2003, by operating segment, is as follows (in
thousands):

                 
          Corporate   
          and   

  
Delta

 
Soffe

 
Unallocated

 
Consolidated

Fiscal Year 2005:                 
Net sales  $33,417  $21,969  $(1,086)  $ 54,300 
Segment operating income   9   3,133   (1)   3,141 
Segment assets   93,769   67,437   —   161,206 
                 
Fiscal Year 2004:                 
Net sales  $30,802   —   —  $ 30,802 
Segment operating income   1,104   —   —   1,104 
Segment assets   91,674   —   —   91,674 

The following reconciles the Segment Operating Income to the consolidated income before income taxes for the three months ended October 2, 2004 and
September 27, 2003.

         

  
Three Months Ended

  October 2,  September 27,

  
2004

 
2003

Segment operating income  $ 3,141  $ 1,104 
Unallocated interest expense   703   154 
   

 
   

 
 

Consolidated income before taxes  $ 2,438  $ 950 
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

SAFE HARBOR STATEMENT UNDER THE PRIVATE SECURITIES LITIGATION REFORM ACT OF 1995

The following discussion contains various “forward-looking statements”. All statements, other than statements of historical fact, that address activities,
events or developments that we expect or anticipate will or may occur in the future are forward-looking statements. Examples are statements that concern
future revenues, future costs, future capital expenditures, business strategy, competitive strengths, competitive weaknesses, goals, plans, references to future
success or difficulties and other similar information. The words “estimate”, “project”, “forecast”, “anticipate”, “expect”, “intend”, “believe” and similar
expressions, and discussions of strategy or intentions, are intended to identify forward-looking statements.

The forward-looking statements in this Quarterly Report are based on our 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 also subject to a number of
business risks and uncertainties, any of which could cause actual results to differ materially from those set forth in or implied by the forward-looking
statements. The risks and uncertainties include, among others, changes in the retail demand for apparel products, the cost of raw materials, competitive
conditions in the apparel and textile industries, the relative strength of the United States dollar as against other currencies, changes in United States trade
regulations and the discovery of unknown conditions (such as with respect to environmental matters and similar items) and other risks described from time
to time in our reports filed with the Securities and Exchange Commission. Accordingly, any forward-looking statements do not purport to be predictions of
future events or circumstances and may not be realized.

We do not undertake publicly to update or revise the forward-looking statements even if it becomes clear that any projected results will not be realized.

BUSINESS OUTLOOK

Our sales for the first quarter of fiscal year 2005 increased over the prior quarter by 76.3%, meeting our expectations. Pricing remains volatile in the tee
shirt business, with the higher prices we saw in June 2004 continuing through August and then declining in September 2004 and partially rebounding in
October. Pricing was higher than in the prior year quarter reflecting the increased cost of raw materials, helping to drive the average selling prices in the
Delta business to $18.08 per dozen, the highest level achieved in two years. In addition, by reducing the sale of white product to approximately 30% of our
catalog sales and increasing specialty products in our product mix, we achieved increased average selling prices. Sales in the Soffe business met our
expectations, although we could have shipped additional product had we entered the quarter with higher inventory levels of fall merchandise. Sales in our
military segment were strong and we now believe will exceed our original expectations for the year. We are concentrating on expanding our product
offering of fall merchandise for next fiscal year.

Our manufacturing team in the Delta business continued to reduce cost during the quarter with further improvements in material utilization and reductions
in off-quality cost. We are also making progress in our cost reduction efforts in the Soffe business. During the quarter, we installed new screen printing
equipment and altered our shift arrangements in our decorating department, which reduced labor cost. We are in the process of eliminating a leased
warehouse facility which we expect will result in an annual cost savings of approximately $0.4 million. We have begun cost reduction efforts in the textile
and cutting operations and we expect to realize further product savings in the sourcing area. During the quarter, we continued to run our manufacturing
facilities in both businesses at less than full capacity to manage our overall inventory levels.

We believe business conditions will remain positive for the remainder of our 2005 fiscal year. We anticipate increasing output in our manufacturing
facilities later this year, which should improve our absorption of fixed cost. Lower raw material cost and cost reduction efforts should improve margins in
the upcoming quarters if pricing on tee shirts remains consistent with current levels.

Our focus on product distribution should drive continued customer growth during the year. During the upcoming quarter, we will be moving our Knoxville
distribution center to a more modern facility. In addition, we have finalized a lease on a new distribution center to service the Northeast market and expect
to serve customers out of this center by spring. This new distribution center will help us continue to expand our customer base in that region, driving
additional sales for our company. Other marketing strategies are currently in place to expand our customer base in other parts of the country. We are
expanding our spring product offerings in both business segments, which should also result in additional sales.

In the Delta business, we manufacture approximately 80% of our yarn requirements and purchase the remaining yarn from third party sources. We are
currently evaluating our long-term strategy to obtain low cost yarn and expect to finalize our strategy by the end of the calendar year.

During the quarter, we paid down our debt by approximately $5 million, bringing our total debt reduction to over $20 million since our acquisition of Soffe.
We expect that our debt will be higher during our second fiscal quarter, as we purchase our new distribution center in Tennessee. Debt should also increase
during the third fiscal quarter, as our working capital needs increase with our strong spring shipping season, and then should be reduced to current levels by
our fiscal year-end.
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RESULTS OF OPERATIONS

Net sales for the first quarter of fiscal year 2005 were $54.3 million, an increase of 76.3% from net sales of $30.8 million for the first quarter of the prior
year. The sales increase of $23.5 million was primarily the result of the acquisition of M. J. Soffe Co., which accounted for $22.0 million in sales in the
quarter. The 8.5% increase in net sales in the Delta business was primarily the result of increased average selling prices of tee shirts. Pricing pressure
continued in the marketplace; however, pricing most styles was higher than in the prior year quarter reflecting increased raw material cost. In addition,
increased sales of dyed and specialty products drove an improved product mix, which also contributed to higher average selling prices.

Gross profit as a percentage of net sales increased to 21.3% in the first quarter of fiscal year 2005 from 13.3% in the first quarter of the prior year. The
improvement in gross margin was primarily the result of the higher gross profits associated with M. J. Soffe Co., offset partially by lower gross profits in
the Delta basic tee shirt business. The gross margin on basic tee shirts declined in the first fiscal quarter compared to the prior year quarter primarily due to
higher raw material costs and lower absorption of fixed cost, offset partially by higher average selling prices. Raw material costs negatively impacted gross
margin by $4.1 million in the first quarter of fiscal year 2005.

Selling, general and administrative expenses, including the provision for bad debts, for the first quarter of fiscal year 2005 were $8.4 million, or 15.6% of
sales, an increase of $5.4 million from $3.1 million, or 9.9% of sales, in the first quarter of the prior year primarily as the result of the addition of the M. J.
Soffe Co. Selling costs increased as a percentage of sales primarily as a result of the higher selling costs associated with branded apparel products.

Other income for the first three months of fiscal year 2005 was $10 thousand, a decrease of $71 thousand compared with other income of $81 thousand for
the first three months of the prior year. Other income in the three months ended September 27, 2003 was primarily the result of gains on cotton options that
were marked to market.

Operating income for the first quarter of fiscal year 2005 was $3.1 million, an increase of $2.0 million, or 184.5%, from $1.1 million for the first quarter of
the prior year. The increase in operating income was the result of higher gross profit, offset partially by increased selling, general and administrative
expenses, both primarily the result of the higher gross profits and higher selling costs associated with Soffe’s branded apparel products.

Net interest expense for the first quarter of fiscal year 2005 was $0.7 million, an increase of $0.5 million from the first quarter of the prior year. The
increase in interest expense resulted primarily from the increase in average debt outstanding, resulting from the M. J. Soffe acquisition.

Our effective income tax rate for the first quarter of fiscal year 2005 was 40.8% compared to 38.0% for the first quarter of the prior year and 32.4% for the
fiscal year ended July 3, 2004. During the fiscal year ending June 30, 2001, we created a tax liability in the amount of approximately $0.9 million with
respect to our tax sharing agreement between Delta Woodside Industries, Inc. (our former parent company) and the Company. During the fiscal year ended
July 3, 2004, we determined that it was no longer probable that a tax liability might occur as a result of this tax sharing agreement. Therefore, we reversed
the $0.9 million tax liability that had been created, resulting in the lower effective tax rate during fiscal year 2004. We expect our annual effective tax rate to
be in the 38% to 39% range for fiscal year 2005.

Net income for the first quarter of fiscal year 2005 was $1.4 million, an increase of $0.9 million compared to net income of $0.6 million in the prior year
first fiscal quarter.

Accounts receivable decreased $9.2 million from July 3, 2004 to $29.4 million on October 2, 2004. The decrease was a result of lower sales during the
quarter ended October 2, 2004 compared to the quarter ended July 3, 2004.

Inventories at October 2, 2004 were $105.9 million, consistent with the inventory at July 3, 2004. During the first fiscal quarter, we adjusted production
schedules to manage our overall inventory levels. We expect to maintain this level of inventory over the next several quarters.

Capital expenditures in the first quarter of fiscal year 2005 were $2.3 million compared to $0.5 million in the first quarter of the prior year. The
expenditures during fiscal year 2005 primarily related to upgrading the air filtration system and adding an additional spinning frame at our Edgefield yarn
plant. The expenditures during the first quarter of fiscal year 2004 primarily related to increasing capacity and lowering costs in the Company’s existing
textile facilities. Capital expenditures for fiscal year 2005 are expected to total approximately $10 million, which includes the capital expenditure of
approximately $4 million related to the acquisition of a more modern distribution center in Tennessee.

LIQUIDITY AND CAPITAL RESOURCES

Our primary cash needs are for working capital and capital expenditures. In addition, we use cash to fund our dividend payments and share repurchases
under our Stock Repurchase Program.

In conjunction with the acquisition of M. J. Soffe Co., on October 3, 2003, we entered into an Amended and Restated Loan and Security Agreement with
Congress Financial Corporation (Southern), as lender and as agent for the financial institutions named as lenders, pursuant to which our existing line of
credit (the “Delta Facility”) was increased to $40 million, which represented a $5 million increase in our predecessor
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credit facility. On November 8, 2004, we amended the Delta Facility to increase our line of credit by an additional $2.75 million to $42.75 million. The
purpose of the amendment was to provide funds for our acquisition of a more modern distribution center in Tennessee.

Also on October 3, 2003, MJS Acquisition Company, which changed its name to M. J. Soffe Co., entered into a Loan and Security Agreement with
Congress Financial Corporation (Southern) which provides M. J. Soffe Co. with a $38.5 million line of credit (the “Soffe Facility”). Together, the Delta
Facility and the Soffe Facility provide for lines of credit in an aggregate amount of $81.25 million. The Delta Facility and the Soffe Facility are secured by
a first priority lien on all of the assets of Delta Apparel and M. J. Soffe Co. Delta Apparel is a guarantor of the Soffe Facility, and M. J. Soffe Co. is a
guarantor of the Delta Facility. M. J. Soffe Co. has the option to increase the Soffe Facility from $38.5 million to $41.0 million, provided that no event of
default exists under the facility.

The Soffe Facility contains both a subjective acceleration clause and a lockbox arrangement, whereby remittances from customers reduce the current
outstanding borrowings. Pursuant to Emerging Issues Task Force (“EITF”) 95-22, we are classifying borrowings under the Soffe Facility as current debt.
The Delta Facility contains a subjective acceleration clause and a “springing” lockbox arrangement (as defined in EITF 95-22), whereby remittances from
customers are forwarded to our general bank account and do not reduce the outstanding debt until and unless a specified event or an event of default occurs.
Pursuant to EITF 95-22, we are classifying borrowings under the Delta Facility as noncurrent debt.

All loans under the credit agreements bear interest at rates based on an adjusted LIBOR rate plus an applicable margin or a bank’s prime rate plus an
applicable margin. At October 2, 2004, we had $38.7 million outstanding under our credit facilities at an average interest rate of 4.3%.

In addition to the credit facilities with Congress Financial Corporation (Southern), we have a seller note payable to the former Soffe shareholders pursuant
to the Stock Purchase Agreement dated as of October 3, 2003. At October 2, 2004, we had $6.4 million outstanding under the note at an interest rate of
8.0%.

Operating Cash Flows

Net cash provided by operating activities was $7.3 million and $5.2 million for the first three months of fiscal year 2005 and 2004, respectively. Our cash
flow from operating activities is primarily due to net income and changes in working capital. We monitor changes in working capital by analyzing our
investment in accounts receivable and inventories and by the amount of accounts payable. During fiscal year 2005, our cash flow provided by operating
activities was primarily from net income and a reduction in accounts receivable. The cash provided by operating activities in fiscal year 2004 was primarily
due to net income plus depreciation and a reduction in accounts receivable partially offset by an increase in inventory.

Investing Cash Flows

During the three months ended October 2, 2004, investing activities used $2.3 million in cash for capital expenditures. The expenditures during fiscal year
2005 primarily related to upgrading the air filtration system and adding an additional spinning frame at our Edgefield yarn plant. Investing activities used
$0.5 million in the first fiscal quarter of 2004 for capital expenditures primarily related to increasing capacity and lowering costs in our textile facilities.
Capital expenditures for fiscal year 2005 are expected to total approximately $10 million, which includes the capital expenditure of approximately
$4 million related to the acquisition of a more modern distribution center in Tennessee.

Financing Activities

Cash used in financing activities was $5.2 million and $4.7 million for the first three months of fiscal year 2005 and 2004, respectively. Repayment of debt
was the primary use of cash in both fiscal years. We paid dividends to our shareholders totaling $0.3 million and $0.2 million in fiscal years 2005 and 2004,
respectively.

Based on our expectations, we believe that our $81.25 million credit facilities should be sufficient to satisfy our foreseeable working capital needs, and that
the cash flow generated by our operations and funds available under our credit facilities should be sufficient to service our debt payment requirements, to
satisfy our day-to-day working capital needs, to fund our planned capital expenditures, to fund purchases of our stock as described below and to fund the
payment of dividends as described below. Any material deterioration in our results of operations, however, may result in the Company losing its ability to
borrow under its credit facilities and to issue letters of credit to suppliers or may cause the borrowing availability under the facilities to be insufficient for
the our needs.

Purchases by Delta Apparel of its Own Shares

We have authorization from our Board of Directors to spend up to an aggregate of $6.0 million for share repurchases under the Stock Repurchase Program.
All purchases are made at the discretion of our management. We did not purchase shares of our common stock during the three months ended October 2,
2004. Since the inception of the Stock Repurchase Program, we’ve purchased 368,057 shares of our common stock pursuant to the program for an
aggregate of $4.2 million.
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Dividend Program

On August 19, 2004, our Board of Directors declared a cash dividend of seven cents per share of common stock pursuant to our quarterly dividend
program. We paid the dividend on September 13, 2004 to shareholders of record as of the close of business on September 1, 2004. On October 28, 2004,
our Board declared a cash dividend of seven cents per share of common stock payable on November 29, 2004 to shareholders of record as of the close of
business on November 17, 2004. Although the Board may terminate or amend the program at any time, we currently expect to continue the quarterly
dividend program.

CRITICAL ACCOUNTING POLICIES

Our discussion and analysis of our financial condition and results of operations are based upon our consolidated financial statements, which have been
prepared in accordance with accounting principles generally accepted in the United States. The preparation of our 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 the adequacy of receivable and inventory reserves, self-
insurance accruals and the accounting for income taxes.

The detailed Summary of Significant Accounting Policies is included in Note B to the Condensed Consolidated Financial Statements.

Revenue Recognition and Accounts Receivable

We consider revenue realized or realizable and earned when the following criteria are met: persuasive evidence of an agreement exists, delivery has
occurred, the price is fixed and determinable and the collectibility is reasonably assured. Sales are recorded net of discounts and provisions for estimated
returns and allowances. We estimate returns and allowances on an ongoing basis by considering historical and current trends. We record these costs as a
reduction to net sales and cost of sales. We estimate the net collectibility of our accounts receivable and establish an allowance for doubtful accounts based
upon this assessment. Specifically, we analyze the aging of accounts receivable balances, historical bad debts, customer concentrations, customer credit-
worthiness, current economic trends and changes in customer payment terms. Significant changes in customer concentration or payment terms,
deterioration of customer credit-worthiness or weakening in economic trends could have a significant impact on the collectibility of receivables and our
operating results.

Inventories

Our inventory is carried at the lower of FIFO cost or market. We regularly review inventory quantities on hand and record a provision for damaged, excess
and out of style or otherwise obsolete inventory based primarily on our historical selling prices for these products and our estimated forecast of product
demand for the next twelve months. If actual market conditions are less favorable than those projected, or if liquidation of the inventory is more difficult
than anticipated, additional inventory write-downs may be required.

Self Insurance

Our medical, prescription and dental care benefits are self-insured. Our self-insurance accruals are based on claims filed and estimates of claims incurred
but not reported. We develop estimates of claims incurred but not reported based upon the historical time it takes for a claim to be reported and historical
claim amounts. While the time it takes for a claim to be reported has been declining, if claims are greater than we originally estimate, or if costs increase
beyond what we have anticipated, our recorded reserves may not be sufficient, and it could have a significant impact on our operating results.

Income Taxes

We use the liability method of accounting for income taxes, which requires recognition of temporary differences between financial statement and income
tax basis of assets and liabilities measured by enacted tax rates. We have recorded deferred tax assets for certain state operating loss carryforwards and
nondeductible accruals. We established a valuation allowance related to certain of the state operating loss carryforward amounts in accordance with the
provisions of FASB Statement No. 109, Accounting for Income Taxes. We continually review the adequacy of the valuation allowance and recognize the
benefits of deferred tax assets if reassessment indicates that it is more likely than not that the deferred tax assets will be realized based on earnings forecasts
in the respective tax locations.

There have been no changes in our critical accounting policies since the filing of our Annual Report on Form 10-K for the year ended July 3, 2004.

NEW ACCOUNTING STANDARDS

In October 2004, the Financial Accounting Standards Board concluded that Statement 123R, Share-Based Payment, which would require all
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companies to measure compensation cost for all share-based payments (including employee stock options) at fair value, would be effective for public
companies (except small business issuer as defined in SEC Regulation S-B) for interim or annual periods beginning after June 15, 2005. We are currently
evaluating the effect that the adoption of Statement 123R will have on our financial position and results of operations.

ENVIRONMENTAL AND REGULATORY MATTERS

On May 27, 2002, we received a renewal of our National Pollution Discharge Elimination System (“NPDES”) permit from the North Carolina Department
of Environment and Natural Resources, Division of Water Quality (“DWQ”) for our Maiden, North Carolina textile plant. Among other things, the new
permit required us to reduce our effluent (waste discharge) color to specified color concentration limits. We believed that the DWQ exceeded its authority
and acted arbitrarily in imposing the specific color concentration limitations within the new permit and, on July 23, 2002 contested the permit by filing a
petition with the North Carolina Office of Administrative Hearings. We have reached a settlement with the DWQ and have negotiated a permit
modification. Prior to becoming effective, the permit modification will be subject to a 45-day public notice and comment period during which time changes
to the permit may be suggested by the public. Once the permit modification becomes effective, we will dismiss our contested case.

The modified permit, as agreed by DWQ and us, provides that we will have approximately one year to research and test alternative color removal
technologies and thereafter must select and implement a technology by October 2005 if we continue to require our NPDES discharge permit. In addition,
we must continue to monitor our color removal and will be subject to a gradual lowering of our effluent color standard. Our NPDES permit will be subject
to renewal in the spring of 2006.

We currently do not believe that the cost to comply with the modified permit, if any, will be material to the results of operations or financial condition of our
Company.

Item 3. Quantitative and Qualitative Disclosures about Market Risk

COMMODITY RISK SENSITIVITY

We purchase cotton from approximately eight established merchants with whom we have long-standing relationships. The majority of our purchases are
executed using “on-call” contracts. These on-call arrangements are used to ensure that an adequate supply of cotton is available for our requirements. Under
on-call contracts, we agree to purchase specific quantities for delivery on specific dates, with pricing to be determined at a later time. Prices are set
according to prevailing prices, as reported by the New York Cotton Exchange, at the time we elect to fix specific contracts.

Cotton on-call with a fixed price at October 2, 2004 was valued at $6.4 million, and is scheduled for delivery between October 2004 and March 2005. At
October 2, 2004, we had unpriced contracts for deliveries between October 2004 and June 2005. Based on the prevailing price at October 2, 2004, the value
of these unpriced commitments is approximately $11.1 million. At October 2, 2004, a 10% decline in the market price of the cotton covered by our fixed
price contracts would have had a negative impact of approximately $0.6 million on the value of the contracts. At July 3, 2004, cotton on-call with a fixed
price was valued at $15.7 million. At July 3, 2004, a 10% decline in the market price of the cotton covered by our fixed price contracts would have had a
negative impact of approximately $1.6 million. The effect of a 10% decline in the market price of cotton on our fixed price contracts would have been less
at October 2, 2004 than at July 3, 2004 because the value of our fixed price cotton on-call contracts was less on October 2, 2004. Cotton price movements
could result in unfavorable pricing of cotton for us. We also purchase yarn from third party vendors. The price of yarn is primarily impacted by the price of
cotton, as discussed above.

We occasionally 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 as other expense (income) in
the statements of income. We did not own any cotton options contracts on October 2, 2004.

INTEREST RATE SENSITIVITY

Our credit agreements provide that outstanding amounts bear interest at variable rates. If the amount of outstanding indebtedness at October 2, 2004 under
the revolving credit facilities had been outstanding during the entire three months ended October 2, 2004 and the interest rate on this outstanding
indebtedness were increased by 100 basis points, our interest expense would have increased by approximately $97,000, or 13.8%, during the quarter. This
compares to an increase of $433,000, or 9.3%, for the 2004 fiscal year, or an average of $108,250 per quarter, based on the outstanding indebtedness at July
3, 2004. The decrease is due to the amount outstanding under our revolving credit facilities being lower at October 2, 2004 than at July 3, 2004. 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 outstanding.

Item 4: Controls and Procedures

Under the supervision and with the participation of our management, including the Chief Executive Officer and Chief Financial Officer, we have evaluated
the effectiveness of the design and operation of our disclosure controls and procedures as of October 2, 2004, and, based on
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their evaluation, our Chief Executive Officer and Chief Financial Officer have concluded that these controls and procedures are effective. There were no
significant changes in our internal controls or in other factors that could significantly affect these controls subsequent to the date of their evaluation.

Our disclosure controls and procedures are designed to ensure that information required to be disclosed by us 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 Securities and Exchange Commission’s rules and
forms. Disclosure controls and procedures include, without limitation, controls and procedures designed to ensure that information required to be disclosed
by us 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.

PART II. OTHER INFORMATION

Item 6. Exhibits and Reports on Form 8-K

     (a) Exhibits.

10.2.1 Second Amendment to Amended and Restate Loan and Security Agreement dated as of November 8, 2004 among Delta Apparel, Inc., Congress
Financial Corporation (Southern), as Agent, and certain financial institutions named therein, as Lenders.

 
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.
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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)
  

 

November 8, 2004      By:  /s/ Herbert M. Mueller   
Date  Herbert M. Mueller  
  Vice President, Chief Financial Officer and Treasurer  
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                                 EXHIBIT 10.2.1 

 

                    SECOND AMENDMENT TO AMENDED AND RESTATED 

                          LOAN AND SECURITY AGREEMENT 

 

         This SECOND AMENDMENT TO AMENDED AND RESTATED LOAN AND SECURITY 

AGREEMENT (this "Amendment") is entered into as of November ___, 2004, among 

DELTA APPAREL, INC., a Georgia corporation ("Borrower"), Lenders signatory 

hereto, and CONGRESS FINANCIAL CORPORATION (SOUTHERN), as Agent ("Agent"). 

 

                                  WITNESSETH: 

 

         WHEREAS, Borrower, Agent, Guarantors and the Lenders party thereto 

from time to time are parties to that certain Amended and Restated Loan and 

Security Agreement dated as of October 3, 2003, as amended by that certain 

First Amendment to Amended and Restated Loan and Security Agreement dated as of 

August 30, 2004 (as amended, restated, refinanced, supplemented or otherwise 

modified from time to time, the "Loan Agreement"; capitalized terms used herein 

and not otherwise defined shall have the meanings ascribed to such terms in the 

Loan Agreement), pursuant to which Agent and Lenders have agreed to make 

Advances, issue or arrange for the issuance of Letters of Credit and make other 

extensions of credit to Borrower from time to time pursuant to the terms and 

conditions thereof and the other Financing Agreements; 

 

         WHEREAS, Borrower has requested that certain terms and conditions of 

the Loan Agreement be amended; and 

 

         WHEREAS, Agent, Lenders and, by their respective acknowledgment 

hereof, Guarantors have agreed to the requested amendments on the terms and 

conditions provided herein; 

 

         NOW THEREFORE, in consideration of the foregoing premises and other 

good and valuable consideration, the receipt and sufficiency of which are 

hereby acknowledged, the parties hereto hereby agree as follows: 

 

         1.       Amendments to the Loan Agreement. 

 

         (a)      Section 1 of the Loan Agreement, Definitions, is hereby 

                  amended and modified by amending and restating the 

                  definitions of "Borrowing Base", "Commitment", "Maximum 

                  Credit" and "Mortgages", in their respective entirety as 

                  follows: 

 

         ""Borrowing Base" shall mean, at any time, the amount equal to: 

 

         (a)      the sum of: 

 

                  (i)      eighty-five (85%) percent of the Net Amount of the 

                           Eligible Accounts, plus 

 

                  (ii)     the lesser of: 

 

                           (1)      the Inventory Loan Limit, or 

 

                           (2)      fifty-five (55%) percent of the Value of 

                                    Eligible Inventory consisting of finished 

                                    goods, raw materials consisting of raw 

                                    cotton and yarn for such finished goods, 

                                    and finished yarn categorized as 

                                    work-in-process; plus 

 

                  (iii)    to the extent greater than zero, the lesser of: 

 

                           (1)      (A)      the Fixed Asset Loan Limit, minus 

 

                                    (B)      the Fixed Asset Loan Amortization 

                                             Amount, or 

 

 

                                       1 

                           (2)      (A)     eighty-five percent (85%) of the 

                                            appraised Net Orderly Liquidation 

                                            Value of Eligible Equipment (other 

                                            than the Tennessee Equipment) 

                                            determined from time to time by a 



                                            qualified appraiser acceptable to 

                                            Agent, minus 

 

                                    (B)      the Fixed Asset Loan Amortization 

                                             Amount, plus 

 

                  (iii)    the result of: 

 

                           (1)      the Tennessee Asset Loan Limit, minus 

 

                           (2)      the Tennessee Asset Loan Amortization 

                                    Amount, minus 

 

         (b)      Reserves. 

 

         "Commitment" shall mean, at any time, as to each Lender, the principal 

amount set forth beside such Lender's name on Schedule 1.21 hereto or in the 

Assignment and Acceptance pursuant to which such Lender became a Lender 

hereunder in accordance with the provisions of Section 13.6 hereof, as the same 

may be adjusted from time to time in accordance with the terms hereof; 

sometimes being collectively referred to herein as "Commitments". 

 

         "Maximum Credit" shall mean the amount of $42,750,000. 

 

         "Mortgages" shall mean, individually and collectively, each of the 

following, as each may be amended, modified, supplemented, extended or restated 

from time to time: (a) that certain Amended and Restated Deed of Trust, 

Assignment of Rents and Leases, Security Agreement and Fixture Filing, dated 

October 3, 2003, by Borrower in favor of Agent with respect to the Real 

Property and related assets of Borrower located in Catawba County, North 

Carolina; (b) that certain Amended and Restated Deed of Trust, Assignment of 

Rents and Leases, Security Agreement and Fixture Filing, dated October 3, 2003, 

by Borrower in favor of Agent with respect to the Real Property and related 

assets of Borrower located in Knox County, Tennessee; (c) that certain Amended 

and Restated Mortgage, Assignment of Rents and Leases and Security Agreement, 

dated October 3, 2003, by Borrower in favor of Agent with respect to the Real 

Property and related assets of Borrower located in Edgefield County, South 

Carolina; (d) that certain Mortgage, Assignment of Rents and Leases and 

Security Agreement dated as of October 3, 2003, with respect to the Real 

Property and related assets of Borrower located in Fayette County, Alabama; and 

(e) that certain Deed of Trust, Assignment of Rents and Leases, Security 

Agreement and Fixture Filing, dated November 1, 2004, by Borrower in favor of 

Agent with respect to the Real Property and related assets of Borrower located 

in Anderson County, Tennessee." 

 

         (b)      Section 1 of the Loan Agreement, Definitions, is hereby 

                  further amended and modified by adding the following to the 

                  end of the first sentence of the definition of "Reserves": 

 

                  "; or (g) $800,000 in respect of the Tennessee Equipment to 

                  be acquired by Borrower, provided that such reserve shall be 

                  reduced from time to time in the amount of eighty percent 

                  (80%) of Borrower's invoice cost (net of shipping, freight, 

                  installation, and other so-called "soft costs") of new 

                  Tennessee Equipment that is purchased by Borrower upon 

                  receipt by Agent of (i) a copy of the invoice relating to 

                  such Tennessee Equipment, (ii) a description of such 

                  Tennessee Equipment, including, without limitation, the 

                  manufacturer and vendor of such Tennessee Equipment and, if 

                  applicable, the make, model and serial number of such 

                  Tennessee Equipment, and (iii) evidence, in form and 

                  substance satisfactory to Agent, of the receipt and the 

                  installation of such Tennessee Equipment" 

 

         (c)      Section 1 of the Loan Agreement, Definitions, is hereby 

                  further amended and modified by adding the following 

                  definitions in the appropriate alphabetical order: 
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         ""Tennessee Asset Loan Amortization Amount" shall mean (a) until the 

earlier of the Renewal Date (as it may be extended pursuant to Section 13.1 of 

this Agreement) and October 1, 2009, an amount equal to (i) from and after 

December 1, 2004, through December 30, 2004, $15,278, plus (ii) from and after 



the first day of each month commencing January 1, 2005, and through the last 

day of each such month, the product of: (1) $15,278 multiplied by (2) the 

cumulative number of months that have elapsed since December 1, 2004 and (b) 

after the earlier of the Renewal Date (as it may be extended pursuant to 

Section 13.1 of this Agreement) and October 1, 2009, $2,750,000. 

 

         "Tennessee Asset Loan Limit" shall mean $2,750,000. 

 

         "Tennessee Equipment" shall mean Eligible Equipment to be purchased by 

Borrower for installation and use at the facility located on Real Property 

owned by Borrower in Anderson County, Tennessee, and on which Agent has a 

Mortgage, including, without limitation, Eligible Equipment in the form of 

racking and forklifts." 

 

         (d)      Section 13.3 of the Loan Agreement, Notices, is hereby 

                  amended and modified by adding the following Section 13.3 to 

                  the end of such Section: 

 

                  "13.3 Notices. All notices, requests and demands hereunder 

         shall be in writing and deemed to have been given or made: if 

         delivered in person, immediately upon delivery; if by telex, telegram 

         or facsimile transmission, immediately upon sending and upon 

         confirmation of receipt; if by nationally recognized overnight courier 

         service with instructions to deliver the next Business Day, one (1) 

         Business Day after sending; and if by certified mail, return receipt 

         requested, five (5) days after mailing. All notices, requests and 

         demands upon the parties are to be given to the following addresses 

         (or to such other address as any party may designate by notice in 

         accordance with this Section): 

 

                  If to Borrower:       DELTA APPAREL, INC. 

                                        2750 Premiere Parkway, Suite 100 

                                        Duluth, GA 30097 

                                        Attention: Herb Mueller 

                                        Telephone No.: (678) 775-6900 

                                        Telecopy No.: (678) 584-1880 

 

                  If to Agent:          CONGRESS FINANCIAL CORPORATION 

                                        (SOUTHERN) 

                                        110 East Broward Blvd. 

                                        Suite 2050 

                                        Fort Lauderdale, Florida 33301 

                                        Attention: Kerry Maxwell, Portfolio 

                                                   Manager 

                                        Telephone No.: (954) 467-2262 

                                        Telecopy No.: (954) 467-5520" 

 

         (e)      The Loan Agreement is hereby amended and modified by adding 

                  the Schedule 1.21 attached hereto as Schedule 1.21 to the 

                  Loan Agreement. 

 

         2.       Commitments; Pro Rata Shares. Each of the Lenders 

acknowledges and agrees that, as of the effectiveness of this Amendment, (a) 

the Commitment of such Lender is as set forth below such Lender's signature on 

the signature pages to this Amendment and (b) the Pro Rata Share of such Lender 

is as set forth below such Lender's signature on the signature pages to this 

Amendment. 

 

         3.       No Other Amendments or Waivers. Except in connection with the 

amendments set forth above, the execution, delivery and effectiveness of this 

Amendment shall not operate as a waiver of any right, power or remedy of Agent 

or Lenders under the Loan Agreement or any of the other Financing Agreements, 

nor constitute a waiver of any provision of the Loan Agreement or any of the 

other Financing Agreements. Except for the amendments set forth above, the text 

of the Loan Agreement and all other Financing Agreements shall remain unchanged 

and in full force and effect and Borrower hereby ratifies and confirms its 

obligations thereunder. This 
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Amendment shall not constitute a modification of the Loan Agreement or any of 

the other Financing Agreements or a course of dealing with Agent or Lenders at 

variance with the Loan Agreement or the other Financing Agreements such as to 

require further notice by Agent or Lenders to require strict compliance with 

the terms of the Loan Agreement and the other Financing Agreements in the 



future, except as expressly set forth herein. Borrower acknowledges and 

expressly agrees that Agent and Lenders reserve the right to, and do in fact, 

require strict compliance with all terms and provisions of the Loan Agreement 

and the other Financing Agreements, as amended herein. Borrower has no 

knowledge of any challenge to Agent's or any Lender's claims arising under the 

Financing Agreements, or to the effectiveness of the Financing Agreements. 

 

         4.       Conditions Precedent to Effectiveness. This Amendment shall 

become effective when, and only when, Agent shall have received: 

 

         (a)      counterparts of this Amendment duly executed and delivered by 

                  Borrower, Agent and the Lenders; 

 

         (b)      with respect to each Mortgage, an opinion from local counsel 

                  with respect to this Amendment or a title certification or 

                  title opinion stating that no security interest, mortgage, 

                  pledge, lien, charge or other encumbrance of any nature shall 

                  have been recorded since the filing of such Mortgage; 

 

         (c)      payment, for the benefit of the Lenders according to their 

                  Pro Rata Shares of the Commitment, of a non-refundable fee in 

                  the amount of $13,750, due and payable on the date hereof; 

                  and 

 

         (d)      such other information, documents, instruments or approvals 

                  as Agent or Agent's counsel may reasonably require. 

 

         5.       Representations and Warranties of Borrower. In consideration 

of the execution and delivery of this Amendment by Agent and Lenders, Borrower 

hereby represents and warrants in favor of Agent and Lenders as follows: 

 

         (a)      the execution, delivery and performance of this Amendment and 

                  the transactions contemplated hereunder are (i) all within 

                  Borrower's corporate powers, (ii) have been duly authorized, 

                  (iii) are not in contravention of law or the terms of 

                  Borrower's certificate of incorporation, by-laws, or other 

                  organizational documentation, or any indenture, agreement or 

                  undertaking to which Borrower is a party or by which Borrower 

                  or its property are bound and (iv) do not result in or 

                  require the creation or imposition of any Lien upon or with 

                  respect to any of the properties of Borrower or any of its 

                  Subsidiaries; 

 

         (b)      this Amendment has been duly authorized, validly executed and 

                  delivered by one or more authorized signatories of Borrower 

                  and constitutes the legal, valid and binding obligation of 

                  Borrower, enforceable against Borrower in accordance with its 

                  terms; 

 

         (c)      the execution, delivery and performance of this Amendment 

                  does not and will not require the consent or approval of any 

                  regulatory authority or governmental authority or agency 

                  having jurisdiction over Borrower that has not already been 

                  obtained; 

 

         (d)      no Default or Event of Default exists under the Loan 

                  Agreement or the other Financing Agreements; 

 

         (e)      as of the date hereof and after giving effect to this 

                  Amendment, all representations and warranties of Borrower and 

                  Guarantors set forth in the Loan Agreement and the other 

                  Financing Agreements are true, correct and complete in all 

                  material respects; and 
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         (f)      all Financing Agreements to which Borrower is a party, 

                  including, without limitation, the Loan Agreement, constitute 

                  valid and legally binding obligations of Borrower and are 

                  enforceable against Borrower in accordance with the terms 

                  thereof. 

 

         6.       Counterparts. This Amendment may be executed in multiple 

counterparts, each of which shall be deemed to be an original and all of which, 

taken together, shall constitute one and the same agreement. In proving this 



Amendment in any judicial proceedings, it shall not be necessary to produce or 

account for more than one such counterpart signed by the party against whom 

such enforcement is sought. Any signatures delivered by a party by facsimile 

transmission or by e-mail transmission of an adobe file format document (also 

known as a PDF file) shall be deemed an original signature hereto. 

 

         7.       Reference to and Effect on the Financing Agreements. Upon the 

effectiveness of this Amendment, on and after the date hereof, each reference 

in the Loan Agreement to "this Agreement," "hereunder," "hereof" or words of 

like import referring to the Loan Agreement, and each reference in the other 

Financing Agreements to "the Loan Agreement" "thereunder," "thereof" or words 

of like import referring to the Loan Agreement, shall mean and be a reference 

to the Loan Agreement as amended hereby. 

 

         8.       Affirmation of Guaranty. By executing this Amendment, each 

Guarantor hereby acknowledges, consents and agrees that all of its obligations 

and liability under the Guarantee to which it is a party and the other 

Financing Documents to which it is a party remain in full force and effect, and 

that the execution and delivery of this Amendment and any and all documents 

executed in connection herewith shall not alter, amend, reduce or modify its 

obligations and liability under such Guarantee or any of the other Financing 

Agreements to which it is a party. 

 

         9.       Costs, Expenses and Taxes. Borrower agrees to pay on demand 

all costs and expenses in connection with the preparation, execution, and 

delivery of this Amendment and the other instruments and documents to be 

delivered hereunder, including, without limitation, the fees and out-of-pocket 

expenses of counsel for Agent with respect thereto and with respect to advising 

Agent as to its rights and responsibilities hereunder and thereunder. In 

addition, Borrower agrees to pay any and all stamp and other taxes payable or 

determined to be payable in connection with the execution and delivery of this 

Amendment and the other instruments and documents to be delivered hereunder, 

and agree to save Agent and Lenders harmless from and against any and all 

liabilities with respect to or resulting from any delay in paying or omission 

to pay such taxes. Borrower hereby acknowledges and agrees that Agent may, 

without prior notice to Borrower, charge such costs and fees to Borrower's loan 

account pursuant to the Loan Agreement, which amounts shall constitute Loans 

under the Loan Agreement. 

 

         10.      Section Titles. The section titles contained in this 

Amendment are included for the sake of convenience only, shall be without 

substantive meaning or content of any kind whatsoever, and are not a part of 

the agreement between the parties. 

 

         11.      Entire Agreement. This Amendment and the other Financing 

Agreements constitute the entire agreement and understanding between the 

parties hereto with respect to the transactions contemplated hereby and 

supersede all prior negotiations, understandings and agreements between such 

parties with respect to such transactions. 

 

         12.      GOVERNING LAW. THE VALIDITY, INTERPRETATION AND ENFORCEMENT 

OF THIS AMENDMENT SHALL BE GOVERNED BY THE LAWS OF THE STATE OF GEORGIA. 

 

         13.      Financing Agreement. This Amendment shall be deemed to be a 

Financing Agreement for all purposes. 

 

 

                 [Remainder of page intentionally left blank.] 
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         IN WITNESS WHEREOF, the parties hereto have executed and delivered 

this Amendment as of the day and year first written above. 

 

 

BORROWER:                       DELTA APPAREL, INC., a Georgia corporation 

 

 

                                By: 

                                   -------------------------------------------- 

                                Title: 

                                      ----------------------------------------- 

 

AGENT AND 



LENDERS:                        CONGRESS FINANCIAL CORPORATION (SOUTHERN), as 

                                Agent and a Lender 

 

                                By: 

                                   -------------------------------------------- 

                                Title: 

                                      ----------------------------------------- 

 

                                COMMITMENT:  $25,756,875 

                                PRO RATA SHARE: 60.25% 

 

 

                                ING CAPITAL LLC, as a Lender 

 

 

                                By: 

                                   -------------------------------------------- 

                                Title: 

                                      ----------------------------------------- 

                                COMMITMENT: $8,550,000 

                                PRO RATA SHARE: 20.0% 

 

 

                                SIEMENS FINANCIAL SERVICES, INC., as a Lender 

 

                                By: 

                                   -------------------------------------------- 

                                Title: 

                                      ----------------------------------------- 

                                COMMITMENT: $8,443,125 

 

                                PRO RATA SHARE: 19.75% 

 

 

ACKNOWLEDGED AND 

AGREED: 

GUARANTORS:                     M.J. SOFFE CO., a North Carolina corporation 

 

                                By: 

                                   -------------------------------------------- 

                                Title: 

                                      ----------------------------------------- 

 

 

                                SAIM, LLC, a North Carolina limited liability 

                                company 

 

                                By: 

                                   -------------------------------------------- 

                                Title: 

                                      ----------------------------------------- 
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                                 Schedule 1.21 

                                  Commitments 

 

 

<TABLE> 

<CAPTION> 

               LENDER                                             COMMITMENT 

 

<S>                                                               <C> 

Congress Financial Corporation (Southern)                        $25,756,875 

ING Capital LLC                                                   $8,550,000 

Siemens Financial Services, Inc.                                  $8,443,125 

 

 

All Lenders                                                      $42,750,000 

</TABLE> 
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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)) 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) 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
 
 c) 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 the 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 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: November 8, 2004 /s/ Robert W. Humpheys   
 President 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, Herbert M. Mueller, 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)) 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) 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
 
 c) 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 the 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 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: November 8, 2004 /s/ Herbert M. Mueller   
 Vice President and Chief Financial Officer  
   

 



 

     

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 October 2, 2004 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: November 8, 2004 /s/ Robert W. Humphreys   
 Robert W. Humphreys  
 President & Chief Executive Officer  
 

A signed original of this written statement required by section 906 has been provided to Delta Apparel, Inc. and will be retained by Delta Apparel, Inc. 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, Herbert M. Mueller, the Chief Financial
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 October 2, 2004 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: November 8, 2004 /s/ Herbert M. Mueller   
 Herbert M. Mueller  
 Vice President & Chief Financial Officer  
 

A signed original of this written statement required by section 906 has been provided to Delta Apparel, Inc. and will be retained by Delta Apparel, Inc. and
furnished to the Securities and Exchange Commission or its staff upon request.

 


