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required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.
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PART I - FINANCIAL INFORMATION

ITEM 1. Financial Statements

SUPERIOR UNIFORM GROUP, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

THREE MONTHS ENDED SEPTEMBER 30,

(Unaudited)

Net sales

Costs and expenses:

Cost of goods sold

Selling and administrative expenses
Interest expense

Income before taxes on income
Income tax expense
Net income

Weighted average number of shares outstanding during the period
(Basic)

(Diluted)

Per Share Data:

Basic

Net income

Diluted

Net income

Other comprehensive income, net of tax:
Defined benefit pension plans:

2013

$44,184,000
29,144,000
12,817,000
95,000
42,056,000
2,128,000

620,000
$1,508,000

6,346,260
6,403,893

$0.24

$0.24

2012

$30,599,000
20,567,000
8,334,000
6,000
28,907,000
1,692,000

450,000
$1,242,000

6,063,269
6,148,012

$0.20

$0.20
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Amortization of prior service costs included in net periodic pension costs 2,000 3,000
Recognition of net losses included in net periodic pension costs 120,000 157,000
Recognition of settlement loss included in net periodic pension costs 133,000 -

Loss on cash flow hedging activities (88,000 ) -

Other comprehensive income $167,000 $160,000
Comprehensive income $1,675,000 $1,402,000
Cash dividends per common share $0.00 $0.135

See accompanying notes to consolidated interim financial statements.
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SUPERIOR UNIFORM GROUP, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

NINE MONTHS ENDED SEPTEMBER 30,
(Continued)

(Unaudited)

Net sales

Costs and expenses:

Cost of goods sold

Selling and administrative expenses
Interest expense

Income before taxes on income
Income tax expense

Net income

Weighted average number of shares outstanding during the period
(Basic)

(Diluted)

Per Share Data:

Basic

Net income

Diluted

Net income

Other comprehensive income, net of tax:
Defined benefit pension plans:
Amortization of prior service costs included in net periodic pension costs

Recognition of net losses included in net periodic pension costs

2013

$106,023,000

68,492,000
31,476,000
110,000

100,078,000

5,945,000
1,770,000

$4,175,000

6,197,921
6,247,830

$0.67

$0.67

6,000

499,000

2012
88,442,000
59,286,000
25,336,000
24,000
84,646,000

3,796,000
1,250,000

$2,546,000

6,051,795
6,143,871

$0.42

$0.41

9,000

473,000
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Recognition of settlement loss included in net periodic pension costs 294,000 -

Current period gains 1,991,000 -

Loss on cash flow hedging activities (88,000 ) -

Other comprehensive income $2,702,000 $482,000
Comprehensive income $6,877,000 $3,028,000
Cash dividends per common share $0.00 $0.405

See accompanying notes to consolidated interim financial statements.
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SUPERIOR UNIFORM GROUP, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

ASSETS

CURRENT ASSETS:

Cash and cash equivalents

Accounts receivable - trade, net
Accounts receivable - other

Prepaid expenses and other current assets
Inventories*

TOTAL CURRENT ASSETS

PROPERTY, PLANT AND EQUIPMENT, NET
OTHER INTANGIBLE ASSETS, NET
GOODWILL

DEFERRED INCOME TAXES

OTHER ASSETS

LIABILITIES AND SHAREHOI.DERS' EQUITY

CURRENT LIABILITIES:
Accounts payable
Other current liabilities

Current portion of long-term debt
TOTAL CURRENT LIABILITIES

LONG-TERM DEBT

LONG-TERM PENSION LIABILITY
ACQUISITION-RELATED CONTINGENT LIABILITY
OTHER LONG-TERM LIABILITIES

DEFERRED INCOME TAXES

COMMITMENTS AND CONTINGENCIES (NOTE 6)

SHAREHOLDERS' EQUITY:

September
30,

2013

(Unaudited)

$6,419,000
25,375,000
3,196,000
3,948,000
48,122,000
87,060,000

13,084,000
18,382,000
5,092,000
3,360,000
347,000

December
31,

2012

$3,554,000
16,655,000
2,995,000
2,794,000
39,246,000
65,244,000

8,723,000
559,000

4,205,000
182,000

$127,325,000 $78,913,000

$8,937,000
9,905,000
1,688,000
20,530,000

25,062,000
6,644,000
7,200,000
603,000
120,000

$6,629,000
3,222,000

9,851,000

10,468,000

736,000
70,000
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Preferred stock, $1 par value - authorized 300,000 shares (none issued)
Common stock, $.001 par value - authorized 50,000,000 shares, issued and outstanding
- 6,346,071 and 6,115,907, shares, respectively.

Additional paid-in capital
Retained earnings

Accumulated other comprehensive loss, net of tax:

Pensions
Cash flow hedges
TOTAL SHAREHOLDERS' EQUITY

* Inventories consist of the following:

September

December
30, 31,
2013 2012
(Unaudited)

Finished goods $35,613,000 $27,382,000

Work in process 112,000 71,000

Raw materials 12,397,000 11,793,000
$48,122,000 $39,246,000

See accompanying notes to consolidated interim financial statements.

6,000

23,901,000
48,514,000

(5,167,000 )
(88,000 )
67,166,000

6,000

21,288,000
44,451,000

(7,957,000 )

57,788,000

$127,325,000 $78,913,000
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SUPERIOR UNIFORM GROUP, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

NINE MONTHS ENDED SEPTEMBER 30,

(Unaudited)

CASH FLOWS FROM OPERATING ACTIVITIES

Net income

Adjustments to reconcile net income to net cash provided by (used in) operating
activities:

Depreciation and amortization

Provision for bad debts - accounts receivable

Share-based compensation expense

Deferred income tax(benefit) provision

Gain on sales of property, plant and equipment

Changes in assets and liabilities, net of acquisition of business:
Accounts receivable - trade

Accounts receivable - other

Inventories

Prepaid expenses and other current assets

Other assets

Accounts payable

Other current liabilities

Pension liability

Other long-term liabilities

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Additions to property, plant and equipment
Disposals of property, plant and equipment
Purchase of business

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from long-term debt
Repayment of long-term debt

2013

$4,175,000

1,620,000
86,000
789,000
(584,000 )
(12,000 )

(4,134,000 )
(201,000 )
1,498,000
(58,000 )
(165,000 )
2,308,000
3,875,000
485,000

(133,000 )

9,549,000

(1,122,000 )
14,000

(32,483,000)
(33,591,000)

44,740,000
(17,990,000

2012

$2,546,000

1,740,000
61,000
893,000
42,000
(1,000 )

(1,651,000 )
1,144,000
362,000
538,000
(150,000 )
263,000
(1,334,000 )
579,000
(65,000 )

4,967,000

(830,000 )
1,000

(829,000 )

27,840,000
(28,480,000 )

10
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Payment of cash dividends - (2,451,000)
Proceeds received on exercise of stock options 319,000 617,000
Common stock reacquired and retired (162,000 ) (437,000 )
Net cash provided by (used in) financing activities 26,907,000 (2,911,000)
Net increase in cash and cash equivalents 2,865,000 1,227,000
Cash and cash equivalents balance, beginning of year 3,554,000 2,804,000
Cash and cash equivalents balance, end of period $6,419,000 $4,031,000

See accompanying notes to consolidated interim financial statements.
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SUPERIOR UNIFORM GROUP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED INTERIM FINANCIAL STATEMENTS

NINE MONTHS ENDED SEPTEMBER 30, 2013 AND 2012

(Unaudited)

NOTE 1 - Summary of Significant Interim Accounting Policies:

a) Basis of presentation

The consolidated interim financial statements include the accounts of Superior Uniform Group, Inc. and its
wholly-owned subsidiaries, The Office Gurus, LLC, SUG Holding and Fashion Seal Corporation; The Office Gurus,
LTDA, De C.V., The Office Masters, LTDA, De C.V. and, The Office Gurus, Ltd., each a subsidiary of Fashion Seal
Corporation and SUG Holding; and The Office Gurus, Ltda. and Superior Sourcing, each a wholly-owned subsidiary
of SUG Holding. All of these entities are referred to collectively as “the Company”. Intercompany items have been
eliminated in consolidation. The accompanying unaudited interim financial statements have been prepared pursuant to
the rules and regulations of the Securities and Exchange Commission. Certain information and footnote disclosures
normally included in the financial statements prepared in accordance with accounting principles generally accepted in
the United States of America have been condensed or omitted pursuant to such rules and regulations. These
consolidated financial statements should be read in conjunction with the audited financial statements and notes thereto
included in the Company’s Annual Report on Form 10-K for the year ended December 31, 2012, and filed with the
Securities and Exchange Commission. The interim financial information contained herein is not certified or audited; it
reflects all adjustments (consisting of only normal recurring accruals) which are, in the opinion of management,
necessary for a fair statement of the operating results for the periods presented, stated on a basis consistent with that of
the audited financial statements. The results of operations for any interim period are not necessarily indicative of
results to be expected for the full year.

b) Revenue recognition

The Company records revenue as products are shipped and title passes and as services are provided. A provision for

estimated returns and allowances is recorded based on historical experience and current allowance programs.

12
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¢) Recognition of costs and expenses

Costs and expenses other than product costs are charged to income in interim periods as incurred, or allocated among
interim periods based on an estimate of time expired, benefit received or activity associated with the periods.
Procedures adopted for assigning specific cost and expense items to an interim period are consistent with the basis
followed by the registrant in reporting results of operations at annual reporting dates. However, when a specific cost
or expense item charged to expense for annual reporting purposes benefits more than one interim period, the cost or
expense item is allocated to the interim periods.

d) Amortization of other intangible assets

The Company amortizes identifiable intangible assets on a straight line basis over their expected useful lives.
Amortization expense for other intangible assets was $504,000 and $241,000 for the three-month periods ended
September 30, 2013 and 2012, respectively, and $577,000 and $723,000, for the nine-month periods ended September
30, 2013 and 2012, respectively.

e) Advertising expenses

The Company expenses advertising costs as incurred. Advertising costs for the three-month periods ended September
30, 2013 and 2012, respectively were $11,000 and $11,000. Advertising costs for the nine-month periods ended
September 30, 2013 and 2012, respectively were $66,000 and $40,000.

f)  Shipping and handling fees and costs

The Company includes shipping and handling fees billed to customers in net sales. Shipping and handling costs
associated with in-bound and out-bound freight are generally recorded in cost of goods sold. Other shipping and
handling costs such as labor and overhead are included in selling and administrative expenses and totaled $2,035,000
and $1,324,000 for the three months ended September 30, 2013 and 2012, respectively. Other shipping and handling
costs included in selling and administrative expenses totaled $4,792,000 and $4,110,000 for the nine months ended
September 30, 2013 and 2012, respectively.

13
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g) Inventories

Inventories at interim dates are determined by using both perpetual records on a first-in, first-out basis and gross profit
calculations.

h)  Accounting for income taxes

The provision for income taxes is calculated by using the effective tax rate anticipated for the full year.

i) Employee benefit plan settlements

The Company recognizes settlement gains and losses in its financial statements when the cost of all settlements in a
year is greater than the sum of the service cost and interest cost components of net periodic pension cost for the plan
for the year.

j)  Earnings per share

Historical basic per share data is based on the weighted average number of shares outstanding. Historical diluted per
share data is reconciled by adding to weighted average shares outstanding the dilutive impact of the exercise of
outstanding stock options and stock appreciation rights.

Three Months Nine Months

Ended September 30, Ended September 30,
2013 2012 2013 2012
Net earnings used in the computation of basic and diluted $1.508.000 $1.242.000 $4.175.000 $2.546.000

earnings per share

Weighted average shares outstanding - basic 6,346,260 6,063,269 6,197,921 6,051,795
Common stock equivalents 57,633 84,743 49,909 92,076
Weighted average shares outstanding - diluted 6,403,893 6,148,012 6,247,830 6,143,871
Per Share Data :

15
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Basic

Net earnings $0.24 $0.20 $0.67 $0.42
Diluted

Net earnings $0.24 $0.20 $0.67 $0.41

Awards to purchase 234,000 and 197,000 shares of common stock with weighted average exercise prices of $12.99
and $13.27 per share were outstanding during the three-month periods ending September 30, 2013 and 2012,
respectively, but were not included in the computation of diluted EPS because the awards’ exercise prices were greater
than the average market price of the common shares.

Awards to purchase 297,000 and 238,000 shares of common stock with weighted average exercise prices of $12.75
and $13.10 per share were outstanding during the nine-month periods ending September 30, 2013 and 2012,
respectively, but were not included in the computation of diluted EPS because the awards’ exercise prices were greater
than the average market price of the common shares.

k) Derivative financial instruments

The Company uses certain financial derivatives to mitigate its exposure to volatility in interest rates. The Company
records derivatives on the balance sheet at fair value and establishes criteria for designation and effectiveness of
hedging relationships. On the date a derivative contract is entered into, the Company may elect to designate the
derivative as a fair value hedge, a cash flow hedge, or the hedge of a net investment in a foreign operation. The
Company also formally assesses, both at the hedge’s inception and on an ongoing basis, whether the derivative that is
used in the hedging transaction is highly effective. For those instruments that are designated as a cash flow hedge and
meet certain documentary and analytical requirements to qualify for hedge accounting treatment, changes in the fair
value for the effective portion are reported in other comprehensive income (“OCI”), net of related income tax effects,
and are reclassified to the income statement when the effects of the item being hedged are recognized in the income
statement. The Company discontinues hedge accounting prospectively when it is determined that the derivative is no
longer effective in offsetting changes in the cash flows of the hedged item, the derivative expires or is sold,
terminated, or exercised, or management determines that designation of the derivative as a hedging instrument is no
longer appropriate. In situations in which the Company does not elect hedge accounting or hedge accounting is
discontinued and the derivative is retained, the Company carries or continues to carry the derivative at its fair value on
the balance sheet and recognizes any subsequent changes in its fair value through earnings.

The nature of the Company’s business activities involves the management of various financial and market risks,
including those related to changes in interest rates. The Company does not enter into derivative instruments for
speculative purposes. The Company manages market and credit risks associated with its derivative instruments by
establishing and monitoring limits as to the types and degree of risk that may be undertaken, and by entering into
transactions with high-quality counterparties. As of September 30, 2013, the Company’s derivative counterparty had
investment grade credit ratings.

16
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In July 2013, the Company entered into an interest rate swap agreement whereby the interest rate payable by the
Company on a portion of the outstanding balance of the term loan was effectively converted to a fixed rate of 2.53%
beginning July 1, 2014. The Company entered into this interest rate swap arrangement to mitigate future interest rate
risk associated with its borrowings and has designated it as a cash flow hedge. (See Note 3).

I) Use of estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States of America requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates.

17
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m) Comprehensive income

Total comprehensive income represents the change in equity during a period from sources other than transactions with
shareholders and, as such, includes net earnings. For the Company, the only other components of total comprehensive
income are the change in pension costs and change in fair value of qualifying hedges.

n) Operating segments

Accounting standards require disclosures of certain information about operating segments and about products and
services, geographic areas in which the Company operates, and their major customers. The Company has evaluated its
operations and has determined that it has two reportable segments — uniforms and related products and remote staffing
solutions. (See Note 7)

0) Share-Based Compensation

The Company awards share-based compensation as an incentive for employees to contribute to the Company’s
long-term success. Historically, the Company has issued options and stock settled stock appreciation rights.

In 2003, the stockholders of the Company approved the 2003 Incentive Stock and Awards Plan (the “2003 Plan”),
authorizing the granting of incentive stock options, non-qualified stock options, stock appreciation rights, restricted
stock, performance stock and other stock based compensation. This plan expired in May of 2013, at which time, the
stockholders of the Company approved the 2013 Incentive Stock and Awards Plan (the “2013 Plan”), authorizing the
granting of incentive stock options, non-qualified stock options, stock appreciation rights, restricted stock,
performance stock and other stock based compensation. A total of 2,500,000 shares of common stock (subject to
adjustment for expirations and cancellations of options outstanding from the 2003 Plan subsequent to its termination)
have been reserved for issuance under the 2013 Plan. All options under both plans have been or will be granted at
prices at least equal to the fair market value of the shares on the date of grant. At September 30, 2013, the Company
had 2,481,731 shares of common stock authorized for awards of share-based compensation under the 2013 Plan.

For the three month periods ended September 30, 2013 and 2012, the Company recognized $170,000 and $181,000 of
share-based compensation, recorded in selling and administrative expense in the Consolidated Statements of
Comprehensive Income. For the nine months ended September 30, 2013 and 2012, respectively, the Company
recognized $789,000 and $893,000 of share-based compensation, recorded in selling and administrative expense in the
Consolidated Statements of Comprehensive Income. These expenses were offset by a $72,000 and a $96,000 deferred

18
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tax benefit for non-qualified share—based compensation for the nine-month periods ended September 30, 2013 and
2012, respectively. As of September 30, 2013, the Company had no unrecognized compensation cost expected to be
recognized for prior share-based awards.

The Company grants stock options and stock settled stock appreciation rights (“SARS”) to employees that allow them to
purchase shares of the Company’s common stock. Options are also granted to outside members of the Board of
Directors of the Company. The Company determines the fair value of stock options and SARS at the date of grant

using the Black-Scholes valuation model.

All options and SARS vest immediately at the date of grant. Awards generally expire five years after the date of grant
with the exception of options granted to outside directors, which expire ten years after the date of grant. The Company
issues new shares upon the exercise of stock options and SARS.

During the nine-month periods ended September 30, 2013 and 2012, respectively, the Company received $319,000
and $617,000 in cash from stock option exercises. No tax benefit was recognized for these exercises, as the options
exercised were qualified incentive stock options. During the nine months ended September 30, 2012, the Company
received 8,403 shares of its common stock as payment for the issuance of 8,896 shares of its common stock related to
the exercise of stock option agreements.

19
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A summary of options transactions during the nine months ended September 30, 2013 follows:

Weighted
No. of Average

Shares Exercise

Price
Outstanding December 31,2012 614,917 $ 11.24
Granted 202,884 11.43
Exercised (34,758 ) 9.19
Lapsed (31,150) 10.68
Cancelled (21,481) 11.66

Outstanding September 30, 2013 730,412 $ 11.40

At September 30, 2013, options outstanding, all of which were fully vested and exercisable, had an aggregate intrinsic
value of $895,000.

Options exercised during the three-month periods ended September 30, 2013 and 2012 had intrinsic values of $52,000
and $54,000, respectively. Options exercised during the nine-month periods ended September 30, 2013 and 2012 had
intrinsic values of $92,000 and $187,000, respectively. The weighted average grant date fair value of the Company’s
options granted during the three-month periods ended September 30, 2013 and 2012 was $3.19 and $3.10,
respectively. The weighted average grant date fair value of the Company’s options granted during the nine-month
periods ended September 30, 2013 and 2012 was $3.01 and $3.38, respectively.

A summary of SARS transactions during the nine months ended September 30, 2013 follows:

Weighted
No.of  Average

Shares Exercise

Price
Outstanding December 31,2012 176,476 $ 11.60
Granted 59,716 11.29
Exercised - -
Lapsed - -
Cancelled

Outstanding September 30, 2013 236,192 $ 11.52

20
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At September 30, 2013, SARS outstanding, all of which were fully vested and exercisable, had an aggregate intrinsic
value of $261,000.

There were no SARS exercised during the nine-month period ended September 30, 2013. SARS exercised during the
nine-month period ended September 30, 2012 had an intrinsic value of $78,000. There were 59,716 and 65,752 SARS
granted during the nine-month periods ended September 30, 2013 and 2012, respectively. The weighted average grant
date fair value of the Company’s SARS granted during the nine-month periods ended September 30, 2013 and 2012
was $2.97 and $3.59, respectively.
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The following table summarizes significant assumptions utilized to determine the fair value of share-based

compensation awards.

Exercise price
2013
2012

Market price
2013
2012

Risk free interest rate (1)
2013
2012

Expected award life (years) (2)

Expected volatility (3)
2013
2012

Expected dividend yield (4)
2013
2012

Exercise price
2013
2012

Market price
2013
2012

Risk free interest rate (1)
2013
2012

Expected award life (years) (2)

Three Months Ended September 30,
Options

SARS

N/A
N/A

N/A
N/A

N/A

N/A

N/A

N/A
N/A

N/A
N/A

Nine Months Ended September 30,

SARS

$11.29
$13.15

$11.29
$13.15

0.9%
0.8%

Options

$11.29
$11.72

$11.29
$11.72

0.9%
0.7%

$11.76
$11.72

$11.76
$11.72

1.4%
0.7%

45.7%
45.9%

4.6%
4.6%

$11.76
$13.15

$11.76
$13.15

1.7%
1.9%

10
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Expected volatility (3)
2013
2012

Expected dividend yield (4)
2013
2012

46.0%
45.1%

4.8%
4.1%

36.7%
36.4%

4.6%
4.1%

46.0%
45.9%

4.8%
4.6%

(1) The risk-free interest rate is based on the yield of a U.S. treasury bond with a similar maturity as the expected life

of the awards.

(2) The expected life in years for awards granted was based on the historical exercise patterns experienced by the

Company when the award is made.

(3) The determination of expected stock price volatility for awards granted in each of the three and nine-month periods
ending September 30, was based on historical Superior common stock prices over a period commensurate with the

expected life.

(4) The dividend yield assumption is based on the history and expectation of the Company’s dividend payouts.

10

23



Edgar Filing: SUPERIOR UNIFORM GROUP INC - Form 10-Q

NOTE 2 - License Agreement:

On January 4, 2011, the Company entered into a License and Distribution Agreement (the “License Agreement”) with
EyeLevel Interactive, LLC (“Licensor”), a leading technology company, pursuant to which the Company was granted a
license to market, promote, sell and distribute garments utilizing certain intellectual property of Licensor (the
“Products”) to the Company’s current and potential clients. The License Agreement expires three years and 180 days
following the Effective Date (the “Term”).

In conjunction with the execution of the License Agreement, the Company paid Licensor a license fee (the “License
Fee”) equal to (1) $2.0 million cash, plus (2) a warrant to acquire 360,000 shares of the Company’s common stock (the
“Warrant”) at the greater of the Company’s closing price as quoted on the Nasdaq Stock Market or the book value per
share of the Company’s common stock as of the Effective Date. This Warrant was exercisable until January 4, 2016,
and had an exercise price of $10.63 per share. On March 6, 2012, Licensor exercised their warrant and acquired
44,912 shares of the Company’s stock in exchange for the surrender of the remainder of the warrant. The Company
determined the fair value of the Warrant at $800,000 utilizing the Black-Scholes valuation model. Additionally, the
Company incurred $61,000 in expenses associated with the acquisition of the License Agreement. The total
capitalized cost of the License Agreement was $2,861,000 at inception.

During 2012, we concluded that we did not have adequate, verifiable cash flows to support recovery of the intangible
asset, related to the License Agreement, on our statement of financial position at December 31, 2012. Therefore, we
recorded a pre-tax, non-cash impairment charge of $1,226,000 in the fourth quarter of 2012 to write off the remaining
balance of the License Agreement. The Company agreed to terminate the License Agreement during the third quarter
of 2013.

NOTE 3 - Long-Term Debt:

September December

30, 31,

2013 2012
Term loan payable to Fifth Third Bank, maturing July 1, 2018 $ 26,750,000 $ -
Note payable to Fifth Third Bank, pursuant to revolving credit agreement, maturing June i i
24,2013

$ 26,750,000 $ -
Less payments due within one year included in current liabilities 1,688,000 -
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Long-term debt less current maturities $ 25,062,000 $ -

Effective July 1, 2013, the Company entered into an amended and restated 5-year credit agreement with Fifth Third
Bank that made available to the Company up to $15,000,000 on a revolving credit basis in addition to a $30,000,000
term loan utilized to finance the acquisition of substantially all of the assets of HPI Direct, Inc. as discussed in Note 8.
Interest is payable on both the revolving credit agreement and the term loan at LIBOR (rounded up to the next 1/8th of
1%) plus 0.95% based upon the one-month LIBOR rate for U.S. dollar based borrowings (1.20% at September 30,
2013). The Company pays an annual commitment fee of 0.10% on the average unused portion of the commitment.
The available balance under the credit agreement is reduced by outstanding letters of credit. As of September 30,
2013, there were no balances outstanding under letters of credit.

Effective October 22, 2013, the credit agreement was amended to, among other things, increase the amount of
permitted investments in subsidiaries that are not parties to the credit and related agreements, from $1 million to $5
million.

In order to reduce interest rate risk on the term loan, the Company entered into an interest rate swap agreement with
Fifth Third Bank, N.A. in July 2013 that was designed to effectively convert or hedge the variable interest rate on a
portion of this borrowing to achieve a net fixed rate of 2.53% per annum, beginning July 1, 2014 with a notional
amount of $14,250,000 that is adjusted to match the outstanding principal on the related debt. The notional amount of
the interest rate swap is reduced by the scheduled amortization of the principal balance of the term loan of $187,500
per month through July 1, 2015 and $250,000 per month through June 1, 2018. The remaining notional balance of
$3,250,000 will be eliminated at the maturity of the term loan on July 1, 2018.

11
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Under the terms of the interest rate swap, the Company will receive variable interest rate payments and make fixed
interest rate payments on an amount equal to the notional at that time. Changes in the fair value of the interest rate
swap designated as the hedging instrument that effectively offset the variability of cash flows associated with the
variable-rate, long-term debt obligation are reported in OCI, net of related income tax effects. At September 30, 2013,
the interest rate swap had a negative fair value of $128,000, which is presented within other current liabilities within
the Consolidated Balance Sheet. The entire change of $128,000, net of tax benefit of $40,000, since the inception of
the hedge in July 2013 has been recorded within OCI for both the three and nine months ended September 30, 2013.
The Company does not currently expect any of those losses to be reclassified into earnings over the subsequent
twelve-month period.

The remaining scheduled amortization for the term loan is as follows: 2013 $375,000; 2014 $1,875,000; 2015
$2,625,000; 2016 $3,000,000; 2017 $3,000,000; 2018 $15,875,000. The term loan does not include a prepayment
penalty. In connection with the credit agreement, the Company incurred approximately $68,000 of debt financing
costs, which primarily consisted of legal fees. These costs are being amortized over the life of the credit agreement
and are recorded as additional interest expense.

The amended and restated credit agreement with Fifth Third Bank is secured by substantially all of the operating
assets of Superior Uniform Group, Inc. and is guaranteed by all domestic subsidiaries of Superior Uniform Group, Inc.
The agreement contains restrictive provisions concerning a maximum funded senior indebtedness to EBITDA ratio as
defined in the agreement (3.5:1), a maximum funded indebtedness to EBITDA ratio as defined in the agreement
(4.0:1) and fixed charge coverage ratio (1.25:1). The Company is in full compliance with all terms, conditions and
covenants of the credit agreement.

NOTE 4 - Periodic Pension Expense:

The following table presents the net periodic pension expense under our plans for the following periods:

Three Months Nine Months

Ended September 30,  Ended September 30,
2013 2012 2013 2012

Service cost - benefits earned during the period $32,000  $149,000 $331,000  $447,000

Interest cost on projected benefit obligation 252,000 256,000 773,000 767,000
Expected return on plan assets (332,000) (318,000) (998,000 ) (953,000)
Amortization of prior service cost 3,000 5,000 9,000 13,000
Recognized actuarial loss 185,000 239,000 758,000 718,000
Settlement loss 208,000 - 457,000 -
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Net periodic pension cost $348,000 $331,000 $1,330,000 $992,000

Effective June 30, 2013, the Company no longer accrues additional benefits for future service or for future increases in
compensation levels for the Company’s primary defined benefit pension plan. As a result of this change, the Company
re-measured its pension obligations as of June 30, 2013 and the Company recognized a curtailment gain of
$1,991,000, which is net of a tax expense of $1,097,000. This net gain is reflected in other comprehensive income on
the consolidated statements of comprehensive income for the nine-month period ended September 30, 2013.

Contributions of $1,000,000 were made to the Company’s benefit plans during the nine-month period ended September
30, 2013. Contributions of $550,000 were made to the Company’s benefit plans during the nine-month period ended
September 30, 2012.

NOTE 5 - Supplemental Cash Flow Information:

Cash paid for income taxes was $1,533,000 and $1,296,000, respectively, for the nine-month periods ended
September 30, 2013 and 2012. Cash paid for interest was $76,000 and $24,000, respectively, for the nine-month
periods ended September 30, 2013 and 2012.

On March 6, 2012, Licensor exercised their warrant and acquired 44,912 shares of the Company’s stock in exchange
for the surrender of the remainder of the warrant.

During the nine months ended September 30, 2013, the company issued 208,617 shares of its common stock as partial
consideration for the acquisition of HPI.

During the nine months ended September 30, 2012, the company received 8,403 shares of its common stock as
payment for the exercise of stock options for 8,896 shares.

12
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NOTE 6 — Contingencies:

The Company is involved in various legal actions and claims arising from the normal course of business. In the
opinion of management, the ultimate outcome of these matters will not have a material impact on the Company’s
results of operations, cash flows, or financial position.

NOTE 7 - Operating Segment Information:

The Company classifies its businesses into two operating segments based on the types of products and services
provided. The uniform and related products segment consists of the sale of uniforms and related items. The remote
staffing solutions segment consists of sales of staffing solutions.

The Company evaluates the performance of each operating segment based on several factors of which the primary
financial measures are operating segment net sales and income before income taxes. The accounting policies of the
operating segments are the same as those described in Note 1 entitled Significant Interim Accounting Policies.
Amounts for corporate expenses are included in the Uniforms and Related Products Segment totals. Information
related to the operations of the Company's operating segments is set forth below.

Uniforms and Remote
Intersegment
Related Staffing o Total
Eliminations
Products .
Solutions
Three Months Ended
September 30, 2013
Net sales $42,758,000 $2,368,000 $(942,000 ) $44,184,000
Gross margin 14,215,000 1,442,000 (617,000 ) 15,040,000

Selling and administrative expenses 12,580,000 854,000 (617,000 ) 12,817,000

Interest expense 95,000 - - 95,000
Income before income taxes $1,540,000 $588,000 $- $2,128,000
Depreciation and amortization $858,000 $53,000 $- $911,000
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Three Months Ended
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Net sales
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$115,000 $42,000 $- $157,000

$122,383,000 $6,373,000 $(1,431,000 ) $127,325,000

Uniforms Remote

and Intersegment
Staffing Total

Related Eliminations

Products Solutions

$29,698,000 $1,824,000 $(923,000 ) $30,599,000

9,533,000 1,073,000 (574,000 ) 10,032,000

Selling and administrative expenses 8,353,000 555,000 (574,000 ) 8,334,000

Interest expense 6,000 - - 6,000
Income before income taxes $1,174,000 $518,000 $- $1,692,000
Depreciation and amortization $521,000 $40,000 $- $561,000
Capital expenditures $147,000 $8,000 $- $155,000

Total assets

13

$75,230,000 $6,933,000 $(1,443,000 ) $80,720,000
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Nine Months Ended

September 30, 2013
Net sales

Gross margin

Selling and administrative expenses
Interest expense

Income before income taxes
Depreciation and amortization
Capital expenditures

Total assets

Nine Months Ended

September 30, 2012

Net sales

Gross margin

Selling and administrative expenses
Interest expense

Income before income taxes
Depreciation and amortization

Capital expenditures

Total assets

Uniforms and

Related
Products

$102,067,000

35,211,000

30,825,000

110,000
$4,276,000
$1,469,000

$940,000

Remote
Staffing

Solutions

$6,708,000
4,137,000

2,468,000

$1,669,000
$151,000

$182,000

$122,383,000 $6,373,000

Uniforms
and

Related
Products
$86,177,000
27,954,000
25,484,000
24,000
$2,446,000
$1,620,000
$648,000

$75,230,000

Remote
Staffing

Solutions

$5,088,000
2,994,000

1,644,000

$1,350,000
$120,000
$182,000

$6,933,000

Intersegment
Total
Eliminations

$(2,752,000 ) $106,023,000

(1,817,000 ) 37,531,000
(1,817,000 ) 31,476,000
- 110,000
$- $5,945,000
$- $1,620,000
$- $1,122,000

$(1,431,000 ) $127,325,000

Intersegment
Total
Eliminations

$(2,823,000 ) $88,442,000
(1,792,000 ) 29,156,000

(1,792,000 ) 25,336,000

- 24,000
$- $3,796,000
$- $1,740,000
$- $830,000

$(1,443,000 ) $80,720,000
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NOTE 8 - Acquisition of Business:

On July 1, 2013, the Company acquired substantially all of the assets of HPI Direct, Inc. (“HPI”). Since 1993, HPI has
built a stellar reputation for quality and responsiveness as a privately owned company specializing in the design,
manufacture and distribution of uniforms to major domestic retailers, foodservice chains, transportation and other
service industries throughout the United States. HPI’s award-winning image apparel is worn by some of the most
prestigious brands in the markets that they serve. The purchase price for the asset acquisition consists of
approximately $32.5 million in cash, subject to adjustment and inclusive of the real estate purchase described below,
the issuance of approximately 209,000 restricted shares of Superior Uniform Group’s common stock, the potential
future payment of up to $7.2 million in additional contingent consideration through 2017, and the assumption of
certain liabilities of HPI. The transaction also includes the acquisition of the corporate offices and warehouse
distribution facility from an entity related to HPI.

The foregoing description of the asset purchase agreement and real estate purchase agreement does not purport to be
complete and is subject to, and qualified in its entirety by, the full text of those agreements, which were filed as
exhibits to the Quarterly Report on Form 10-Q for June 30, 2013 and are incorporated herein by reference. These
agreements have been attached to provide investors with information regarding their terms. It is not intended to
modify or supplement any factual disclosures about the Company in its public reports filed with the Securities and
Exchange Commission and it is not intended to be, and should not be relied upon as, disclosures regarding any facts
and circumstances relating to the Company or HPI. In particular, the representations, warranties and covenants set
forth in each agreement (a) were made solely for purposes of the agreement and solely for the benefit of the
contracting parties, (b) may be subject to limitations agreed upon by the contracting parties, including being qualified
by confidential disclosures made to a contracting party in connection with the agreement, (c) in certain cases, will
survive for only a limited period of time, (d) are qualified in certain circumstances by a materiality standard which
may differ from what may be viewed as material by investors, (¢) were made only as of the date of the agreement or
such other date as is specified in the agreement, and (f) may have been included in the agreement for the purpose of
allocating risk between the parties rather than establishing matters as facts. Investors are not third-party beneficiaries
under the agreements, and should not rely on the representations, warranties and covenants or any descriptions thereof
as characterizations of the actual state of facts or conditions of the parties. Moreover, information concerning the
subject matter of the representations and warranties may change after the date of the agreement, which subsequent
information may or may not be fully reflected in subsequent public disclosures. Accordingly, the representations and
warranties in the agreements should not be viewed or relied upon as statements of actual facts or the actual state of
affairs of the Company or any of their its subsidiaries or affiliates.
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Fair Value of Consideration Transferred

A summary of the purchase price is as follows:

Cash consideration at closing $32,483,000

Restricted shares of Superior common stock issued 1,555,000
Total Consideration $34,038,000

Assets Acquired and Liabilities Assumed

The total purchase price was allocated to the acquired tangible and intangible assets and assumed liabilities of HPI
based on their estimated fair values as of July 1, 2013. The excess of the purchase price over the estimated fair values
of the assets acquired and liabilities assumed was allocated to goodwill.

The following table presents the preliminary allocation of the total fair value of consideration transferred, as shown
above, to the acquired tangible and intangible assets and assumed liabilities of HPI based on their estimated fair values
as of the closing date of the transaction.

The assets and liabilities of HPI shown below are based on our preliminary estimates of their acquisition date fair
values. Our final fair value determinations may be significantly different than those shown below.

The following is our preliminary assignment of the aggregate consideration:

Accounts receivable $4,672,000

Prepaid expenses and other current assets 1,096,000

Inventories 10,374,000
Property, plant and equipment 4,284,000
Identifiable intangible assets 18,400,000
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Goodwill 5,092,000
Total assets $43,918,000
Other current liabilities $2,680,000
Future contingent liabilities 7,200,000
Total liabilities $9,880,000

The Company recorded $18,400,000 in identifiable intangibles at fair value, consisting of $8,700,000 in acquired
customer relationships, $5,000,000 in non-compete agreements from the former owners of HPI, and $4,700,000 for
the acquired trade name.

At the closing of the acquisition, the estimated value for acquisition-related contingent consideration payable was
$7,200,000. The Company will continue to evaluate this liability for remeasurement at the end of each reporting
period and any change will be recorded in the Company's consolidated statement of comprehensive income. The
carrying amount of the liability may fluctuate significantly and actual amounts paid may be materially different from
the estimated value of the liability.
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Goodwill was calculated as the difference between the fair value of the consideration and the preliminary values
assigned to the assets acquired and liabilities assumed. The purchase price and goodwill allocation are expected to be
finalized during the remainder of 2013 as the Company completes its process of evaluating all relevant data associated
with the transaction.

The intangible assets associated with the customer relationships will be amortized for ten years beginning on July 1,
2013 and the non-compete agreement will be amortized for five years. The trade name is considered an indefinite-life
asset and as such will not be amortized.

The Company recognized amortization expense on these acquired intangible assets of $467,000 for the three and
nine-month periods ended September 30, 2013.

For the three and nine-month periods ended September 30, 2013, the Company incurred and expensed transaction
related expenses of approximately $765,000 and $995,000, respectively. These amounts are included in selling and
administrative expenses on the consolidated statements of comprehensive income.

Revenues and expenses of HPI Direct have been included in the consolidated financial statements beginning July 1,
2013.

Actual and Pro Forma Impact of the Transaction (Unaudited)

Net revenues and net income for HPI of $9,038,000 and $170,000, respectively, are included in the Company's
consolidated statements of comprehensive income from the acquisition date, July 1, 2013 through September 30,
2013.

The following table presents pro forma results of operations for the three and nine-month periods ended September
30, 2013 and 2012, respectively, and gives effect to the transaction as if it had been consummated on January 1, 2012.
The unaudited pro forma results of operations have been prepared for comparative purposes only and are not
necessarily indicative of what would have occurred had the acquisition been completed at the beginning of the period
or of the results that may occur in the future. Furthermore, the pro forma financial information does not reflect the
impact of any reorganization or restructuring expenses or operating efficiencies resulting from combining the two
companies.
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Net sales
Income before taxes on income
Net income

Weighted average number of shares outstanding during the period
(Basic)

(Diluted)

Per Share Data:

Basic

Net income

Diluted

Net income

Net sales
Income before taxes on income
Net income

Weighted average number of shares outstanding during the period
(Basic)

(Diluted)

Per Share Data:

Basic

Net income

Diluted

Net income
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Three Three
Months Months
Ended Ended
9/30/13 9/30/12

$44,184,000 $37,971,000
2,893,000 1,899,000

$2,003,000 $1,379,000
6,346,260 6,271,886
6,403,893 6,356,629

$0.32 $0.22

$0.31 $0.22

Nine Months Nine Months

Ended Ended

9/30/13 9/30/12

$123,365,000 $110,029,000
7,133,000 2,869,000

$4,943,000 $1,949,000
6,337,694 6,260,412
6,387,603 6,352,488

$0.78 $0.31

$0.77 $0.31

36



Edgar Filing: SUPERIOR UNIFORM GROUP INC - Form 10-Q

ITEM 2. Management's Discussion and Analysis of Financial Condition and Results of Operations

Certain matters discussed in this Form 10-Q are “forward-looking statements” intended to qualify for the safe
harbors from liability established by the Private Securities Litigation Reform Act of 1995. These forward-looking
statements can generally be identified as such because the context of the statement will include words such as we
“believe,” “anticipate,” “expect” or words of similar import. Similarly, statements that describe our future plans,
objectives, strategies or goals are also forward-looking statements. Forward-looking statements in this Quarterly
Report on Form 10-Q include, without limitation: (1) projections of revenue, income, and other financial items,
(2) statements of our plans, objectives, and intentions, (3) statements regarding the capabilities, capacities, and
expected development of our business operations, and (4) statements of expected future economic performance. Such
forward-looking statements are subject to certain risks and uncertainties that may materially adversely affect the
anticipated results. Such risks and uncertainties include, but are not limited to, the following: general economic
conditions, including employment levels, in the areas of the United States in which the Company’s customers are
located; changes in the healthcare, resort and commercial industries where uniforms and service apparel are worn,
the impact of competition; the price and availability of cotton and other manufacturing materials, and other factors
described in the Company’s filings with the Securities and Exchange Commission, including those described in the
“Risk Factors” section of our Annual Report on Form 10-K for the fiscal year ended December 31, 2012.
Shareholders, potential investors and other readers are urged to consider these factors carefully in evaluating the
forward-looking statements made herein and are cautioned not to place undue reliance on such forward-looking
statements. The forward-looking statements made herein are only made as of the date of this Form 10-Q and we
disclaim any obligation to publicly update such forward-looking statements to reflect subsequent events or
circumstances.

FIINTS

Critical Accounting Policies

Our significant accounting policies are described in Note 1 to the consolidated financial statements included in the
Company's Annual Report on Form 10-K for the year ended December 31, 2012. Our discussion and analysis of
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 of America. The
preparation of the financial statements requires us to make estimates and judgments that affect the reported amounts of
assets, liabilities, revenues, expenses, and related disclosure of contingent assets and liabilities. On an on-going basis,
we evaluate the estimates that we have made. These estimates are based upon our historical experience and on various
other assumptions that we believe to be reasonable under the circumstances. Our actual results may differ from these
estimates under different assumptions or conditions.

Our critical accounting estimates are those that we believe require our most significant judgments about the effect of
matters that are inherently uncertain. A discussion of our critical accounting estimates, the underlying judgments and
uncertainties used to make them and the likelihood that materially different estimates would be reported under
different conditions or using different assumptions is as follows:
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Allowance for Losses on Accounts Receivable

These allowances are based on both recent trends of certain customers estimated to be a greater credit risk as well as
general trends of the entire customer pool. If the financial condition of the Company’s customers were to deteriorate,
resulting in an impairment of their ability to make payments, additional allowances may be required. An additional
impairment in value of one percent of net accounts receivable would require an increase in the allowance for doubtful
accounts and would result in additional expense of approximately $254,000.

Inventories

Inventories are stated at the lower of cost or market value. Judgments and estimates are used in determining the
likelihood that new goods on hand can be sold to customers. Historical inventory usage and current revenue trends are
considered in estimating both excess and obsolete inventories. If actual product demand and market conditions are less
favorable than those projected by management, additional inventory write-downs may be required.

Insurance

The Company self-insures for certain obligations related to health insurance programs. The Company also purchases
stop-loss insurance policies to protect it from catastrophic losses. Judgments and estimates are used in determining the
potential value associated with reported claims and for losses that have occurred, but have not been reported. The
Company's estimates consider historical claim experience and other factors. The Company's liabilities are based on
estimates, and, while the Company believes that the accrual for loss is adequate, the ultimate liability may be in excess
of or less than the amounts recorded. Changes in claim experience, the Company's ability to settle claims or other
estimates and judgments used by management could have a material impact on the amount and timing of expense for
any period.
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Pensions

The Company’s pension obligations are determined using estimates including those related to discount rates, asset
values and changes in compensation. The discount rates used for the Company’s pension plans were determined based
on the Citigroup Pension Yield Curve. This rate was selected as the best estimate of the rate at which the benefit
obligations could be effectively settled on the measurement date taking into account the nature and duration of the
benefit obligations of the plan using high-quality fixed-income investments currently available (rated AA or better)
and expected to be available during the period to maturity of the benefits. The 8% expected return on plan assets was
determined based on historical long-term investment returns as well as future expectations given target investment
asset allocations and current economic conditions.

Interest rates and pension plan valuations may vary significantly based on worldwide economic conditions and asset
investment decisions.

Income Taxes

The Company is required to estimate and record income taxes payable for federal and state jurisdictions in which the
Company operates. This process involves estimating actual current tax expense and assessing temporary differences
resulting from differing accounting treatment between tax and book that result in deferred tax assets and liabilities. In
addition, accruals are also estimated for federal and state tax matters for which deductibility is subject to
interpretation. Taxes payable and the related deferred tax differences may be impacted by changes to tax laws,
changes in tax rates and changes in taxable profits and losses. Federal income taxes are not provided on that portion of
unremitted income of foreign subsidiaries that are expected to be reinvested indefinitely. Reserves are also estimated
for uncertain tax positions that are currently unresolved. The Company routinely monitors the potential impact of such
situations and believes that it is properly reserved. We accrue interest and penalties related to unrecognized tax
benefits in income tax expense, and the related liability is included in the total liability for unrecognized tax benefits.

Share-based Compensation

The Company recognizes expense for all share-based payments to employees, including grants of employee stock
options, in the financial statements based on their fair values. Share-based compensation expense that was recorded in
2013 and 2012 includes the compensation expense for the share-based payments granted in those years. In the
Company’s share-based compensation strategy we utilize a combination of stock options and stock appreciation rights
(“SARS?”) that fully vest on the date of grant. Therefore, the fair value of the options and SARS granted is recognized as
expense on the date of grant. The Company used the Black-Scholes-Merton valuation model to value any share-based
compensation. Option valuation methods, including Black-Scholes-Merton, require the input of assumptions including
the risk free interest rate, dividend rate, expected term and volatility rate. The Company determines the assumptions to
be used based upon current economic conditions. The impact of changing any of the individual assumptions by 10%
would not have a material impact on the recorded expense.
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Business Outlook

The current economic environment in the United States remains very challenging. Our primary products are provided
to workers employed by our customers and, as a result, our business prospects are dependent upon levels of
employment among other factors. Our revenues are impacted by our customers’ opening and closing of locations and
reductions and increases in headcount. Additionally, since 2009 voluntary employee turnover has been reduced
significantly as a result of fewer alternative jobs available to employees of our customers. Fewer available jobs
coupled with less attrition results in decreased demand for our uniforms and service apparel.

Our focus is geared towards mitigating these factors in the current economic environment and has included the
following strategies. First, we have been actively pursuing acquisitions to increase our market share in the Uniforms
and Related Products segment. As discussed in Note 8 to the consolidated interim financial statements, the Company
completed the acquisition of substantially all of the assets of HPI Direct, Inc. on July 1, 2013. It is our intention to
continue to seek additional acquisitions that fit into this segment in the future. Second, we diversified our business
model to include the Remote Staffing Solutions segment. This business segment was initially started to provide these
services for the Company at a lower cost structure in order to improve our own operating results.

Uniforms and Related Products

Historically, we have manufactured and sold a wide range of uniforms, career apparel and accessories, which
comprises our Uniforms and Related Products segment. We are actively pursuing acquisitions to increase our market
share in the Uniforms and Related Products business and it is our intention to continue to seek additional acquisitions
that fit into this business in the future.

During the latter part of 2010, cotton prices began increasing dramatically and reached historical highs during 2011
due to weather-related and other supply disruptions, which when combined with robust global demand, particularly in
Asia, created concerns about availability in addition to increased costs for our products. While we were able to pass on
a portion of these price increases to our customers during most of 2011, we began to see a negative impact on our
gross margins in the fourth quarter of 2011. This trend continued for us through the end of the third quarter of 2012 at
which point we began to realize cost reductions as cotton prices began to stabilize. Our fourth quarter 2012 margins
began to show improvement in comparison to the first three quarters of 2012 and this trend continued to improve
significantly in the first nine months of 2013.
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Remote Staffing Solutions

This segment, located in El Salvador, Belize, and the United States, has enabled us to reduce our operating expenses
and to more effectively service our customers’ needs. We added our Belize location at the end of 2012 and eliminated
our Costa Rica location at the same time. The Belize operation offers a more competitive cost structure for the
Company as compared to Costa Rica. We began selling these services to other companies at the end of 2009. We
have grown this business from approximately $1 million in net sales to outside customers in 2010 to approximately
$3.5 million in net sales to outside customers in 2012. We spent significant effort in 2012 improving our management
infrastructure in this segment to support significant growth in this segment in 2013 and beyond. Our net sales to
outside customers in this segment increased by 75% in the first nine months of 2013 as compared to the same period
in 2012. We are aggressively marketing this service and we believe this sector will continue to grow significantly in
2013 and beyond.

Results of Operations

Net sales increased 44.4% from $30,599,000 for the three months ended September 30, 2012 to $44,184,000 for the
three months ended September 30, 2013. The 44.4% increase in net sales for the quarter is split between growth in our
Uniforms and Related Products segment (42.7%) and increases in net sales after intersegment eliminations from our
Remote Staffing Solutions Segment (1.7%). Intersegment eliminations reduce total net sales for sales of remote
staffing solutions to the Uniforms and Related Products segment by the Remote Staffing Solutions segment. See Note
7 to Consolidated Financial Statements for more information and a reconciliation of segment net sales to total net
sales.

Net sales increased 19.9% from $88,442,000 for the nine months ended September 30, 2012 to $106,023,000 for the
nine months ended September 30, 2013. The 19.9% increase in net sales is split between growth in our Uniforms and
Related Products Segment (18.0%) and increases in net sales after intersegment eliminations from our Remote
Staffing Solutions Segment (1.9%). Intersegment eliminations reduce total net sales for sales of remote staffing
solutions to the Uniforms and Related Products segment by the Remote Staffing Solutions segment. See Note 7 to
Consolidated Financial Statements for more information and a reconciliation of segment net sales to total net sales.

Uniforms and Related Products net sales increased 44.0% for the three months ended September 30, 2013. Net sales
from HPI for the three months ended September 30, 2013 were $9,038,000 which represented an increase of 20.0%
versus their sales in the three month period ended September 30, 2012. This accounted for 30.4% of the increase with
the remaining increase in net sales for this segment attributed primarily to increased market penetration.

Uniforms and Related Products net sales increased 18.4%, for the nine months ended September 30, 2013. Net sales
from HPI included in net sales for the Company for the nine months ended September 30, 2013 were $9,038,000. This
accounted for 10.5% of the increase with the remaining increase in net sales for this segment attributed primarily to
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increased market penetration.

Remote Staffing Solutions net sales increased 29.8% before intersegment eliminations and 58.3% after intersegment
eliminations for the three months ended September 30, 2013. This increase is attributed primarily to continued market
penetration in 2013.

Remote Staffing Solutions net sales increased 31.8% before intersegment eliminations and 74.7% after intersegment
eliminations for the nine months ended September 30, 2013. This increase is attributed primarily to continued market
penetration in 2013.

As a percentage of net sales, cost of goods sold for our Uniforms and Related Products Segment was 66.8% for the
three months ended September 30, 2013 and 67.9% in the comparable period for 2012. The percentage decrease in
2013 as a percentage of net sales is primarily attributed to a decrease in direct product costs as a percentage of net
sales on non HPI sales during the current period (1.3%) due to lower raw material costs primarily related to the impact
of shortages of cotton in 2012, a reduction in overhead costs as a percentage of net sales as a result of higher volume
in the current period (0.2%) partially offset by higher cost of goods sold on HPI sales as a percentage of net sales
(0.4%).

As a percentage of net sales, cost of goods sold for our Uniforms and Related Products Segment was 65.5% for the
nine months ended September 30, 2013 and 67.6% in the comparable period for 2012. The percentage decrease in
2013 as a percentage of net sales is primarily attributed to a decrease in direct product costs as a percentage of net
sales on non HPI sales during the current period (2.0%) due to lower raw material costs primarily related to the impact
of shortages of cotton in 2012, a reduction in overhead costs as a percentage of net sales as a result of higher volume
in the current period (0.3%) offset by higher cost of goods sold on HPI sales as a percentage of net sales (0.2%).
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As a percentage of net sales, cost of goods sold for our Remote Staffing Solutions Segment was 39.1% for the three
months ended September 30, 2013 and 41.2% in the comparable period for 2012. The percentage decrease in 2013 as
compared to 2012 is primarily attributed to a shift of business between our previous call center in Costa Rica and our
newest location in Belize.

As a percentage of net sales, cost of goods sold for our Remote Staffing Solutions Segment was 38.3% for the nine
months ended September 30, 2013, and 41.2% in the comparable period for 2012. The percentage decrease in 2013 as
compared to 2012 is primarily attributed to a shift of business between our previous call center in Costa Rica and our
newest location in Belize.

As a percentage of net sales, selling and administrative expenses for our Uniforms and Related Products Segment was
29.4% for the three months ended September 30, 2013 and 28.1% in the comparable period for 2012. Exclusive of
HPI net sales and selling and administrative expenses, selling and administrative expenses as a percentage of net sales
would have been 29.5%. The increase as a percentage of sales, exclusive of HPI, is attributed primarily to higher
incentive compensation expense as a result of higher earnings (2.5%), settlement loss related to pension plans in the
current period (1.4%), transaction expenses associated with the acquisition of HPI (2.3%), partially offset by the
impact of higher net sales to cover operating expenses (4.0%), lower amortization of intangibles as a result of the
write off of the remaining licensing agreement balance in the fourth quarter of 2012 (0.6%) and minor decreases in
various other costs (0.2%). HPI selling and administrative expenses as a percentage of HPI net sales was 29.3% for
the three months ended September 30, 2013 including amortization of intangible assets associated with the acquisition
(5.2%).

As a percentage of net sales, selling and administrative expenses for our Uniforms and Related Products Segment was
30.2% for the nine months ended September 30, 2013 and 29.6% in the comparable period for 2012. Exclusive of HPI
net sales and selling and administrative expenses, selling and administrative expenses as a percentage of net sales
would have been 30.3%. The increase as a percentage of sales, exclusive of HPI, is attributed primarily to higher
incentive compensation expense as a result of higher earnings (1.8%), settlement loss related to pension plans in the
current period (0.5%), transaction expenses associated with the acquisition of HPI (1.1%), partially offset by the
impact of higher net sales to cover operating expenses (2.4%), lower amortization of intangibles as a result of the
write off of the remaining licensing agreement balance in the fourth quarter of 2012 (0.7%) and minor increases in
various other costs (0.3%). HPI selling and administrative expenses as a percentage of HPI net sales was 29.3% for
2013 including amortization of intangible assets associated with the acquisition (5.2%).

As a percentage of net sales, selling and administrative expenses for our Remote Staffing Solutions Segment was
36.1% for the three months ended September 30, 2013 and 30.4% in the comparable period for 2012. The increase as
a percentage of sales is attributed primarily to an increase in salaries, wages and benefits (3.6%) as the Company
staffed up to support significant future growth of this segment and increased outside broker fees as the Company
supplemented its internal sales efforts with independent brokers in 2013 (3.3%) partially offset by other miscellaneous
decreases including higher net sales to cover fixed operating expenses (1.2%).

43



Edgar Filing: SUPERIOR UNIFORM GROUP INC - Form 10-Q

As a percentage of net sales, selling and administrative expenses for our Remote Staffing Solutions Segment was
36.8% for the nine months ended September 30, 2013 and 32.3% in the comparable period for 2012. The increase as a
percentage of sales is attributed primarily to an increase in salaries, wages and benefits (1.7%) as the Company staffed
up to support significant future growth of this segment and increased outside broker fees as the Company
supplemented its internal sales efforts with independent brokers in 2013 (1.3%) partially offset by other miscellaneous
decreases including higher net sales to cover fixed operating expenses (1.5%).

Interest expense increased from $6,000 for the three months ended September 30, 2012 to $95,000 for the three
months ended September 30, 2013. This increase is attributed to the increased borrowings to fund the acquisition of
HPIL

Interest expense increased from $24,000 for the nine months ended September 30, 2012 to $110,000 for the nine
months ended September 30, 2013. This increase is attributed to the increased borrowings to fund the acquisition of
HPIL

The Company’s effective tax rate for the three months ended September 30, 2013 was 29.1% versus 26.6% for the
three months ended September 30, 2012. The 2.5% increase in such effective tax rate is attributed primarily to the
impact of untaxed foreign income expected for the full year. In the third quarter of 2012, the Company’s estimate of
the full year foreign income expected to be untaxed was increased by $500,000. In the third quarter of 2013, the
Company’s estimate of the full year foreign income expected to be untaxed was decreased by $250,000.
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The Company’s effective tax rate for the nine months ended September 30, 2013 was 29.8% versus 32.9% for the nine
months ended September 30, 2012. The 3.1% decrease in such effective tax rate is attributed to an increase in the
benefit for untaxed foreign income (1.7%), a reduction in non-deductible qualified stock compensation expense as a
percentage of total taxable income (1.0%) and other items (0.4%).

Liquidity and Capital Resources

Accounts receivable - trade increased 52.4% from $16,655,000 on December 31, 2012 to $25,375,000 on September
30, 2013. The Company acquired $4,672,000 of accounts receivable as part of the acquisition of HPI on July 1, 2013.
The remainder of the increase is attributed to increased net sales in the current period.

Prepaid expenses and other current assets increased 41.3% from $2,794,000 at December 31, 2012 to $3,948,000 as of
September 30, 2013. The Company acquired $1,096,000 of prepaid expenses and other current assets as part of the
acquisition of HPI on July 1, 2013. The remaining increase is not considered significant.

Inventories increased 22.6% from $39,246,000 on December 31, 2012 to $48,122,000 as of September 30, 2013. The
Company acquired $10,374,000 of inventory as part of the acquisition of HPI on July 1, 2013. Excluding the
acquisition, inventories decreased by $1,498,000. This decrease is attributed to efforts by management to reduce
overall inventory levels.

Other intangible assets increased from $559,000 on December 31, 2012 to $18,382,000 on September 30, 2013. As
part of the acquisition of HPI on July 1, 2013, the Company recorded $18,400,000 of other intangible assets consisting
of acquired customer relationships of $8,700,000; a non-compete agreement of $5,000,000; and an acquired trade
name for $4,700,000.The acquired customer relationships are being amortized over a ten year period. The
non-compete agreement is being amortized over its five year life. The trade name is considered to be an indefinite life
asset and is not being amortized.

The Company also recorded $5,092,000 of goodwill as a result of the acquisition of HPI.

Accounts payable increased 34.8% from $6,629,000 on December 31, 2012 to $8,937,000 on September 30, 2013.
The Company did not assume any accounts payable as part of the acquisition of HPI on July 1, 2013. Accounts
payable for HPI for purchases and expenses after the acquisition resulted in an accounts payable balance for HPI of
$2,196,000 as of September 30, 2013. The remainder of the increase is not considered significant.
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Other current liabilities increased 207.4% from $3,222,000 on December 31, 2012 to $9,905,000 on September 30,
2013. The Company assumed $2,680,000 of other current liabilities as part of the acquisition of HPI on July 1, 2013.
The remaining increase is primarily due to the receipt of $1,000,000 in advance payments from a customer of HPI;
increased accruals for incentive compensation as a result of improved operating results of $1,222,000; increased
accruals for income taxes payable due to increased earnings of $669,000; accrued payroll for HPI employees of
$325,000 as the Company did not assume a liability for accrued payroll in the acquisition; $226,000 increase in
accrued vacation due to timing; $128,000 accrued loss relative to the interest rate swap entered into during the third
quarter of 2013.

Long-term pension liabilities decreased 36.5% from $10,468,000 on December 31, 2012 to $6,644,000 on September
30, 2013. This decrease is attributed primarily to the curtailment of the Company’s primary defined benefit pension
plan. Effective June 30, 2013, the Company no longer accrues additional benefits for future service or for future
increases in compensation levels for the Company’s primary defined benefit pension plan. As a result of this change,
the Company re-measured its pension obligations as of June 30, 2013 and the Company recognized a curtailment gain
of $3,088,000 and a corresponding reduction in the long-term pension liability.

Deferred income tax assets decreased 20.1% from $4,205,000 on December 31, 2012 to $3,360,000 on September 30,
2013. $1,097,000 of this decrease is attributed to the freeze of the Company’s primary defined benefit pension plan as
discussed above. This decrease was partially offset by the impact of timing differences in the current year including
additional timing differences created as a result of the completion of an audit of the Company’s taxes by the Internal
Revenue Service in the current period.

Cash and cash equivalents increased by $2,865,000 from $3,554,000 on December 31, 2012 to $6,419,000 as of
September 30, 2013. The Company generated $9,549,000 in cash from operating activities, used $33,591,000 in
investing activities with $32,483,000 related to the acquisition of HPI and the balance primarily related to fixed asset
additions of $1,122,000, and generated $26,907,000 from financing activities. Financing activities included the
borrowing of $30,000,000 for a term loan for the acquisition of HPI. The Company paid down the term loan by
$3,000,000 in addition to required amortization of the loan using excess cash generated from operations. Financing
activities also included the reacquisition and retirement of shares of the Company’s common stock of $162,000,
partially offset by proceeds received from the exercise of stock options of $319,000.
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In the foreseeable future, the Company will continue its ongoing capital expenditure program designed to maintain
and improve its facilities. The Company at all times evaluates its capital expenditure program in light of prevailing
economic conditions.

During the nine months ended September 30, 2013 and 2012, respectively, the Company paid cash dividends of $0
and $2,451,000. The Company reacquired 13,211 and 36,570 shares of its common stock at a total cost of $162,000
and $437,000 in the nine-month periods ended September 30, 2013 and 2012, respectively, pursuant to its stock
repurchase program. On December 31, 2012, the Company paid a special dividend of $0.54 per share representing a
prepayment — and payment in lieu of - the Company’s anticipated regular quarterly dividend for 2013 in order to take
advantage of a tax efficient method to return capital to our shareholders prior to anticipated increases in tax rates
associated with dividends. The Company anticipates that it will resume paying dividends beginning in 2014 and that it
will reacquire and retire additional shares of its common stock in the future as financial conditions permit.

Effective July 1, 2013, the Company entered into an amended and restated 5-year credit agreement with Fifth Third
Bank that made available to the Company up to $15,000,000 on a revolving credit basis in addition to a $30,000,000
term loan utilized to finance the acquisition of substantially all of the assets of HPI as discussed in Note 8. Interest is
payable on both the revolving credit agreement and the term loan at LIBOR (rounded up to the next 1/8t% of 1%) plus
0.95% based upon the one-month LIBOR rate for U.S. dollar based borrowings (1.20% at September 30, 2013). The
Company pays an annual commitment fee of 0.10% on the average unused portion of the commitment. The available
balance under the credit agreement is reduced by outstanding letters of credit. As of September 30, 2013, there were
no balances outstanding under letters of credit. In July 2013, the Company entered into an interest rate swap
agreement with a notional amount of $14,250,000 that is adjusted to match the outstanding principal on the related
debt. Accordingly, the interest rate payable by the Company on that portion of the term loan was effectively converted
to a fixed rate of 2.53% beginning July 1, 2014. The notional amount of the interest rate swap is reduced by the
scheduled amortization of the principal balance of the term loan of $187,500 per month through July 1, 2015 and
$250,000 per month through June 1, 2018. The remaining notional balance of $3,250,000 will be eliminated at the
maturity of the term loan on July 1, 2018.

The remaining scheduled amortization for the term loan is as follows: 2013 $375,000; 2014 $1,875,000; 2015
$2,625,000; 2016 $3,000,000; 2017 $3,000,000; 2018 $15,875,000. The term loan does not include a prepayment
penalty. In connection with the credit agreement, the Company incurred approximately $68,000 of debt financing
costs, which primarily consisted of legal fees. These costs are being amortized over the life of the credit agreement
and are recorded as additional interest expense.

The amended and restated credit agreement with Fifth Third Bank is secured by substantially all of the operating
assets of Superior Uniform Group, Inc. and is guaranteed by all domestic subsidiaries of Superior Uniform Group, Inc.
The agreement contains restrictive provisions concerning a maximum funded senior indebtedness to EBITDA ratio as
defined in the agreement (3.5:1), a maximum funded indebtedness to EBITDA ratio as defined in the agreement
(4.0:1) and fixed charge coverage ratio (1.25:1). The Company is in full compliance with all terms, conditions and
covenants of the credit agreement.
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The Company believes that its cash flows from operating activities together with other capital resources and funds
from credit sources will be adequate to meet all of its funding requirements for the remainder of the year and for the
foreseeable future.

ITEM 3. Quantitative and Qualitative Disclosures About Market Risk
Not applicable.
ITEM 4. Controls and Procedures

Disclosure Controls and Procedures

The Company conducted an evaluation, under supervision and with the participation of the Company’s principal
executive officer, Michael Benstock, and the Company’s principal financial officer, Andrew D. Demott, Jr., of the
effectiveness of the Company’s disclosure controls and procedures (as defined in Rule 13a-15(e) and 15d-15(e) under
the Exchange Act) as of the end of the period covered by this report (the “Evaluation Date”). Based on such evaluation,
the Company’s principal executive officer and principal financial officer concluded that, as of the Evaluation Date, the
Company’s disclosure controls and procedures were effective to ensure that information the Company is required to
disclose in its filings with the SEC under the Exchange Act is recorded, processed, summarized and reported, within
the time periods specified in the SEC’s rules and forms, and to ensure that information required to be disclosed by the
Company in the reports that it files or submits under the Exchange Act is accumulated and communicated to the
Company’s management, including its principal executive officer and principal financial officer, as appropriate to
allow timely decisions regarding required disclosure.

Changes in Internal Control Over Financial Reporting

There were no changes in the Company’s internal control over financial reporting during the quarter ended September
30, 2013, that have materially affected, or are reasonably likely to materially affect, the Company’s internal control
over financial reporting.
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PART I1 - OTHER INFORMATION

ITEM 1. Legal Proceedings

None.

ITEM 1A. Risk Factors

We are exposed to certain risks and uncertainties that could have a material adverse impact on our business, financial
condition and operating results. There have been no material changes to the Risk Factors described in Part I, Item
1A-Risk Factors in our Annual Report on Form 10-K for the year ended December 31, 2012, other than the following:

We may undertake acquisitions to expand our business, which may pose risks to our business.

We selectively pursue acquisitions from time to time as part of our growth strategy. We compete with others within
our industry for suitable acquisition candidates. This competition may increase the price for acquisitions and reduce
the number of acquisition candidates available to us. As a result, acquisition candidates may not be available to us in
the future on favorable terms. Even if we are able to acquire businesses on favorable terms, managing growth through
acquisition is a difficult process that includes integration and training of personnel, combining plant and operating
procedures, and additional matters related to the integration of acquired businesses within our existing organization.
For example, we recently completed the acquisition of substantially all of the assets of HPI, in connection with which
we also acquired the HPI work force and customer relationships. Unanticipated issues related to integration of HPI’s
or other potential targets’ businesses may result in additional expense or in disruption to our operations, either of which
could negatively impact our ability to achieve anticipated benefits. While we believe we will be able to integrate
acquired businesses, such as HPI Direct, we can give no assurance that we will be successful in this regard.

Our secured loan agreement with Fifth Third Bank contains restrictive covenants and is subject to acceleration
in specified circumstances, which may result in Fifth Third Bank taking possession and disposing of any
collateral.

In July 2013, we entered into an amended and restated 5-year credit agreement with Fifth Third Bank that made
available to us up to $15,000,000 on a revolving credit basis in addition to a $30,000,000 term loan utilized to finance
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the acquisition of substantially all of the assets of HPI. Our obligations under the credit agreement are secured by
substantially all of the operating assets of Superior Uniform Group, Inc. and its domestic subsidiaries, as well as 60%
of the equity held in foreign subsidiaries, and are guaranteed by all of our domestic subsidiaries. The credit agreement
contains customary representations, warranties and covenants, including but not limited to limitations on acquisitions,
dispositions, incurrence of indebtedness and the granting of security interests. Upon the occurrence and during the
continuance of any event of default (other than events relating to liquidation, bankruptcy or the like), Fifth Third Bank
may terminate the commitments under the credit facility and declare any or all of the obligations outstanding under
the term loan and the credit facility to be immediately due and payable, without demand or notice to us. Any event of
default relating to insolvency, liquidation, bankruptcy or similar events will result in automatic acceleration of
outstanding amounts. Among the remedies available to Fifth Third Bank in case of an event of default are the taking
possession and disposition of any collateral under the credit agreement and related documents.

ITEM 2. Unregistered Sales of Equity Securities and Use of Proceeds

There were no unregistered sales of equity securities during the quarter ended September 30, 2013 that were not
previously reported in a current report on Form 8-K.
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ISSUER PURCHASES OF EQUITY SECURITIES

The table below sets forth the information with respect to purchases made by or on behalf of Superior Uniform Group,
Inc. or any “affiliated purchaser” (as defined in Rule 10b-18(a)(3) under the Exchange Act) of our common shares
during the three months ended September 30, 2013.

(c) Total (d)
Number of Maximum

Number of
1(\?1)1;{1321 g)\)/era o Shares Shares that
VT8 Purchased May Yet
Price
of Shares as Part Be
Period ) Purchased
Paid per

of Publicly  Under the
Announced Plans or
Plans or Programs
Programs (D

Purchased Share

Month #1

(July 1, 2013 to July 31, 2013)
Month #2
6,971 $12.35 6,971
(August 1, 2013 to August 31, 2013)
Month #3
6,240 $12.14 6,240
(September 1, 2013 to September 30, 2013)
TOTAL 13,211 $12.25 13,211 261,675

(1) On August 1, 2008, the Company’s Board of Directors approved an increase to the outstanding authorization to
allow for the repurchase of 1,000,000 additional shares of the Company’s outstanding shares of common stock. There
is no expiration date or other restriction governing the period over which the Company can make share repurchases
under the program. All such purchases were open market transactions.

Under our credit agreement with Fifth Third, if an event of default exists, we may not make distributions to our
shareholders. The Company is in full compliance with all terms, conditions and covenants of its credit agreement.

ITEM 3. Defaults Upon Senior Securities
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Not applicable.

ITEM 4. Mine Safety Disclosures

Not applicable.

ITEM 5. Other Information

Effective October 22, 2013, our credit agreement with Fifth Third was amended to, among other things, increase the

amount of permitted investments in subsidiaries that are not parties to the credit and related agreements, from $1
million to $5 million.

ITEM 6. Exhibits

See Exhibit Index.
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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.

Date: October 28, 2013
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SUPERIOR UNIFORM GROUP, INC.

By:

/s/Michael Benstock

Michael Benstock

Chief Executive Officer (Principal
Executive Officer)

/s/Andrew D. Demott, Jr.

Andrew D. Demott, Jr.

Executive Vice President, Chief
Financial Officer and

Treasurer (Principal Financial and
Accounting Officer)
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EXHIBIT INDEX
Exhibit Description
No. P

10.1

10.2

10.3

10.4

10.5

10.6

31.1

31.2

32

Asset Purchase Agreement, dated July 1, 2013, among Superior Uniform Group, Inc., HPI Direct, Inc.,
Richard J. Sosebee, Kirby P. Sims, Jr. and Frederick L. Hill, III (File/Film No.: 001-05869/13989439) and
incorporated herein by reference.

Second Amended and Restated Credit Agreement, dated July 1, 2013, among Superior Uniform Group, Inc.,
Fifth Third Bank, and certain other parties thereto. (File/Film No.: 001-05869/13989439) and incorporated
herein by reference.

Security Agreement, dated July 1, 2013, among Superior Uniform Group, Inc., Fifth Third Bank, and certain
other parties thereto. (File/Film No.: 001-05869/13989439) and incorporated herein by reference.

Term Loan Promissory Note, dated July 1, 2013, executed by Superior Uniform Group, Inc. in favor of Fifth
Third Bank. (File/Film No.: 001-05869/13989439) and incorporated herein by reference.

Renewal Revolving Line of Credit Promissory Note, dated July 1, 2013, executed by Superior Uniform
Group, Inc. in favor of Fifth Third Bank. (File/Film No.: 001-05869/13989439) and incorporated herein by
reference.

Real Estate Purchase Agreement, dated July 1, 2013, between Superior Uniform Group, Inc. and TAA
Investments, LLC. (File/Film No.: 001-05869/13989439) and incorporated herein by reference.

Certification by the Chief Executive Officer (Principal Executive Officer) pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002.

Certification by the Chief Financial Officer (Principal Financial and Accounting Officer) pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002.

Certification of Periodic Financial Report by the Chief Executive Officer and the Chief Financial Officer
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

101.INS**  XBRL Instance

101.SCH** XBRL Taxonomy Extension Schema

101.CAL** XBRL Taxonomy Extension Calculation

101.DEF** XBRL Taxonomy Extension Definition

101.LAB** XBRL Taxonomy Extension Labels

101.PRE** XBRL Taxonomy Extension Presentation
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** XBRL information is furnished and not filed or a part of a registration statement or prospectus for purposes of
sections 11 or 12 of the Securities Act of 1933, as amended, is deemed not filed for purposes of section 18 of the
Securities Exchange Act of 1934, as amended, and otherwise is not subject to liability under these sections.
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