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

FORM 10-Q

| QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the quarterly period ended September 30, 2006

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

Commission File Number 1-15583

DELTA APPAREL, INC.

(Exact name of registrant as specified in its @rart

GEORGIA 58-2508794
(State or other jurisdiction of (I.LR.S. Employer
Incorporation or organizatiol Identification No.)
2750 Premiere Parkway, Suite 100
Duluth, Georgia 30097
(Address of principal executive office (Zip Code)

(678) 775-6900
(Registrant’s telephone number, including area yode

(Not Applicable)
(Former name, former address and former fiscal, yeelhanged since last report.)
Indicate by check mark whether the registrant € filed all reports required to be filed by Seeti or 15(d) of the Securities Exchange

of 1934 during the preceding 12 months (or for sstobrter period that the registrant was requirdilésuch reports), and (2) has been
subject to such filing requirements for the pastiags.

Yes O No M
Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, noa-accelerated filer. See definition of
“accelerated filer and large accelerated filerRinle 12b-2 of the Exchange Act.
Large accelerated filerO Accelerated filer ¥ Non-accelerated filer O

Indicate by check mark whether the registrantskell company (as defined in Exchange Act Rule 22ithe Exchange Act). YesO
No

As of October 27, 2006, there were outstanding® B3 shares of the registrant’s common stockyalre of $0.01, which is the only class
of the outstanding common or voting stock of thgiseant.
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PART I. FINANCIAL INFORMATION

Iltem 1. Financial Statements

DELTA APPAREL, INC. AND SUBSIDIARIES

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

See accompanying notes to condensed consolidaizucial statements.

3

(Unaudited)
September 3C July 1,
2006 2006
Assets
Current asset:
Cash $ 31E $ 64z
Accounts receivable, n 36,23: 47,52¢
Inventories, ne 105,89 103,66(
Prepaid expenses and other current a: 2,472 2,70¢
Deferred income taxe 2,792 2,71(
Total current asse 147,70° 157,24
Property, plant and equipment, | 21,13¢ 21,16+
Goodwill 14,22 13,88t
Other intangibles, n¢ 8,45¢ 8,57¢
Other asset 2,24¢ 2,24
Total asset $ 193,77( $203,12:
Liabilities and Stockholders’ Equity
Current liabilities:
Accounts payable and accrued expel $  38,65¢ $ 49,36¢
Income taxes payab 1,22z 98¢
Current portion of lon-term debt 3,93: 3,68:
Total current liabilities 43,81: 54,03¢
Long-term debi 46,43: 46,967
Deferred income taxe 90¢ 1,12
Other liabilities 9 10
Total liabilities 91,16¢ 102,13!
Stockholder equity:
Preferred stoc—2,000,000 shares authorized; none issued and ndistg — —
Common stock—par value $.01 a share, 15,000,00@slathorized, 9,646,972 shares issued, and
8,538,795 and 8,562,821 shares outstanding aspbéi@ber 30, 2006 and July 1, 2006, respecti 96 96
Additional paic-in capital 54,88¢ 54,67:
Retained earning 55,28¢ 53,41
Treasury stoc—1,108,177 and 1,084,151 shares as of Septemb2036,and July 1, 2006, respecti\ (7,66%) (7,199
Total stockholder equity 102,60¢ 100,98t
Total liabilities and stockholde’ equity $ 193,77( $203,12:
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DELTA APPAREL, INC. AND SUBSIDIARIES

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

Net sales
Cost of goods sol

Gross profit

Selling, general and administrative exper
Operating incom:

Other income (expens
Interest expense, n

Income before provision for income taxes and extiaary gain

Provision for income taxe
Income before extraordinary ge

Extraordinary gain, net of income ta»
Net income

Basic earnings per she
Income before extraordinary ge
Extraordinary gain, net of income tay

Net income

Diluted earnings per sha
Income before extraordinary ge
Extraordinary gain, net of income ta»

Net income

Weighted average number of shares outstar
Dilutive effect of stock option

Weighted average number of shares assuming dil

Cash dividends declared per common sl

Three Months Ended

September 30, 20C

October 1, 200!

$ 62,680 $ 60,57
45,34 41,87¢

17,33¢ 18,69

13,89 12,70(

3,43¢ 5,99/

51 (29)

947 685

2,54. 5,28(

967 1,90¢

157 3,371

672 =

$ 2241 $ 337
$ 016  $ 0.4
0.0¢ —

$ 02  $ 0.4C
$ 016  $ 0.3¢
0.0¢ —

$ 026  $ 0.3¢
8,54¢ 8,53

144 27

8,69( 8,55¢

$ 008  $ 0.04

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

Condensed Consolidated Statements of Cash Flows
(in thousands)
(Unaudited)

Operating activities

Net income

Adjustments to reconcile net income to net caskigenl by operating activitie:
Depreciation and amortizatic
Deferred income taxe
Gain on sale of property and equipm
Extraordinary gain on earnout paym:
Noncash stock compensati

Changes in operating assets and liabilities, neseéts acquired and liabilities assumed in cororect
with business acquisition
Accounts receivabl
Inventories
Prepaid expenses and other current a:
Other noncurrent asse
Accounts payable and accrued expet
Income taxe:
Other liabilities

Net cash provided by operating activit

Investing activities
Purchases of property, plant and equipn
Proceeds from sale of property, plant and equipi
Acquisition of busines
Cash invested in joint ventu

Net cash used in investing activiti

Financing activities
Repayment of Soffe revolving credit facility, r
Proceeds from lor-term deb
Repayment of lor-term debi
Cash paid for common sto
Dividends paic
Net cash (used in) provided by financing activi

Net (decrease) increase in ci

Cash at beginning of peric
Cash at end of peric
Supplemental cash flow informatic
Cash paid during the period for inter
Cash paid during the period for income ta
Noncash financing activi—common stock issued under option p

See accompanying notes to condensed consolidaiucfal statements.
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Three Months Ended

September 3C
2006

$ 2,24

1,18¢
(717)
(17)
(672)

1,00(

11,29:
(2,23
234
()
(10,317)
23€
1)
2,24¢

(1,047)
20
(334)

(1,356

48,30
(48,590()
(50€)
(427)
(1,21

(327)

64z
$ 31%

$ 811
$ 1,24

$ 90

October 1,
2005

$ 3,371

1,09¢
(551)
(47)

1,031

5,052
(2,989
157
(6)
1,81¢
1,37¢
53
10,36¢

(1,142
82
(27,386
(1,037
(29,489

(11,78)
32,12(
(814
(341)
19,18¢

65
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DELTA APPAREL, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (UNAUDITED)
(Amounts in thousands, unless otherwise noted &cldiding share and per share amounts)

Note A—Basis of Presentation

We prepared the accompanying interim condensedtidated financial statements in accordance wihitistructions for Form 10-Q and
Article 10 of Regulation S-X. Accordingly, they dot include all of the information and footnoteguied by U.S. generally accepted
accounting principles for complete financial stages. We believe these condensed consolidatedciaiestatements reflect all adjustments
(consisting of only normal recurring accruals) ddesed necessary for a fair presentation. Operaénglts for the three months ended
September 30, 2006 are not necessarily indicafiieeoresults that may be expected for the yeaingniline 30, 2007. For more information
regarding our results of operations and finanaisifon refer to the consolidated financial statatae@and footnotes included in our Form KO-
for the year ended July 1, 2006, filed with the 8&ies and Exchange Commission.

“Delta Apparel,” the “Company,” and “we,” “us” afdur” are used interchangeably to refer to Deltapal, Inc. together with our wholly-
owned subsidiaries, M. J. Soffe Co. (“M. J. Soffef’/'Soffe”), Junkfood Clothing Company (“Junkfogdand our other subsidiaries, as
appropriate to the context.

Note B—Accounting Policies

Our accounting policies are consistent with thasscdbed in our Summary of Significant Accountirgji€es in our Form 10-K for the year
ended July 1, 2006 filed with the Securities andHaxnge Commission.

Note C—New Accounting Standards

In June 2006, the Financial Accounting Standardsr8¢9FASB) issued FASB Interpretation #&counting for Uncertainty in Income Taxes
(“Interpretation 48”). Interpretation 48 providdarifying guidance on the accounting for uncertgimtincome taxes recognized in financial
statements in accordance with SFAS 18&ounting for Income Tax@sd prescribes recognition and measurement guidart=termining
amounts to be recorded in the financial statemdihis. Interpretation applies to all income baseditams and is effective for fiscal years
beginning after December 15, 2006. We expect tpilherpretation 48 on July 1, 2007, and are culyeevaluating the effect that the
adoption will have on our financial position angduks of operations.

In September 2006, the FASB issued FASB StatementLbl7,Fair Value Measuremen{§SFAS 157”), which defines fair value, establishes
a framework for measuring fair value under gengmaticepted accounting principles, and expandsatisobs about fair value measurements.
SFAS 157 applies to other accounting pronouncentlatgequire or permit fair value measurementdASES7 is effective for fiscal years
beginning after November 15, 2007, and for intepieniods within those fiscal years. We are curreatigluating the effect that the adoption
of SFAS 157 will have on our financial position aredults of operations but do not expect the adopif this statement to have a material
impact on our financial statements.

In September 2006, the Staff of the SecuritiesExthange Commission issued Staff Accounting Bull&to. 108 Considering the Effects of
Prior Year Misstatements when Quantifying Misstatets in Current Year Financial Stateme(“SAB 108”). SAB 108 provides guidance

the consideration of the effects of prior year maitgments in quantifying current year misstatemfortthe purpose of determining whether
the current year's financial statements are mdbgnaisstated. SAB 108 is effective for the fisgalars ending after November 15, 2006. We
adopted SAB 108 effective for the fiscal year egdinne 30, 2007. After review of the effects obpsiear misstatements, we determined that
the adoption of this statement did not have a rist@npact on our financial statements.

In October 2006, the FASB issued Statement No. EBfloyers’ Accounting for Defined Benefit Pensiad ®&ther Postretirement

Plans, an amendment of FASB Statements No. 8108&nd 132(R(“SFAS 158"), which amends FASB Statement No.Bmnployers’
Accounting for Pensior, Statement No. 8&mployers’ Accounting for Settlements and Curtaiite@f Defined Benefit Pension Plans and
for Termination Benefit, Statement No. 10&mployers’ Accounting for Postretirement Benefitegd Than Pensionsand Statement

No. 132 (revised 2003Employers’ Disclosures about Pensions and Othetrietiement BenefitsSFAS 158 applies to all plan sponsors
who offer
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defined benefit postretirement benefit plans angiires the entity to recognize in its statemerftr@ncial position an asset for a defined
benefit postretirement plan’s overfunded statua leibility for a plan’s underfunded status, to s@@ a defined benefit postretirement plan’s
assets and obligations that determine its fundedsts of the end of the employer’s fiscal yead, ta recognize changes in the funded status
of a defined benefit postretirement plan in compretive income in the year in which the changeso&AS 158 is effective for fiscal yee
ending after December 15, 2006. We are currentiyuaning the effect that the adoption of SFAS 1%8ave on our financial position and
results of operations but do not expect the adopifahis statement to have a material impact arfioancial statements.

Note D—Inventories

Inventories consist of the following:

September 3C July 1,
2006 2006
Raw materials $ 6,69¢ $ 5,53i
Work in proces: 27,34« 27,53¢
Finished good 71,85! 70,58¢
Note E—Goodwill and Intangible Assets
Components of intangible assets are as follows:
September 3C
2006 Economic Life
Goodwill $ 14,22 N/A
Intangibles:
Tradename/trademar 1,53( 20 yrs
Customer relationshiy 7,22( 20 yrs
Non-compete agreemer 25( 5yrs
Total intangibles 9,00(
Total goodwill and intangible 23,22
Less accumulated amortizati (549

Amortization expense for intangible assets was $tlllon for the first quarter of fiscal year 200/e estimate amortization expense will be
approximately $0.4 million for the remainder ofciié year 2007 and $0.5 million for each of thediggears 2008 through 2010, and
approximately $0.4 million in succeeding fiscal sea

In accordance with Statement of Financial Accountandards (“SFAS”) 14%o0odwill and Other Intangible Assetsie completed our
most recent annual test of goodwill as of Decen®ie2005. We did not identify any impairment agsuit of the test.

Note F—Debt

On August 22, 2005, Delta Apparel, Junkfood, andIMsoffe Co. refinanced Delta Apparel’s $42.78iamilcredit facility and consolidated
M. J. Soffe Co.’s $38.5 million credit facility vhitit pursuant to a Second Amended and Restated dwduSecurity Agreement (the
“Amended Loan Agreement”) with Wachovia Bank, NaabAssociation (the successor by merger to Cosdfatmncial Corporation
(Southern)), as Agent, and the financial institassimamed in the Amended Loan Agreement as Lenders.

Pursuant to the Amended Loan Agreement, Delta Agpaunkfood, and M. J. Soffe Co. became co-borrewader a single credit facility,
the maturity of the loans under the credit facilitgs extended to August 2008, and the line of teadiilable to us was increased to

$85 million (subject to borrowing base limitatioossed on the value and type of collateral provideti)ch represents an increase of
$3.75 million in the aggregate amount that waslakbé under the prior two credit facilities.

7




Table of Contents

The credit facility is secured by a first-prioritgn on substantially all of the real and persgraberty of Delta Apparel, Junkfood, and M. J.
Soffe Co. All loans under the credit agreement lrgtarest at rates based on an adjusted LIBORauapplicable margin or the bank’s prime
rate plus an applicable margin. The facility regainstallment payments of approximately $265,08f0nponth in connection with fixed asset
amortizations, and these amounts reduce the anobantilability under the facility.

The credit facility contains a subjective acceleratlause and a “springing” lockbox arrangementdefined in EITF 95-22), whereby
remittances from customers will be forwarded to gemeral bank account and will not reduce the antihg debt until and unless a specified
event or an event of default occurs. Pursuant 1-BI5-22, we will classify borrowings under the nfawility as noncurrent debt.

In addition to the credit facility with Wachovia Bla National Association, we have a seller noteapég/ to the former Junkfood shareholders
pursuant to the Asset Purchase Agreement datefdfaggast 22, 2005. The seller note bears intere8%awhich is payable quarterly, and has
a three-year term. During the quarter ended SemeB® 2006, we made a principal payment of $0l6amion the seller note. At

September 30, 2006, we had $2.0 million outstandimdgr the seller note.

Note G—Selling, General and Administrative Expense

We include in selling, general and administratixpenses, costs incurred subsequent to the reddipiahed goods at our distribution
facilities, such as the cost of stocking, warehogispicking and packing, and shipping goods foiveey to our customers. In addition, selli
general and administrative expenses include cekited to sales associates, administrative pertonsg advertising and marketing exper
and general and administrative expenses. For tstegfiiarter of fiscal years 2007 and 2006, distiitoucosts included in selling, general and
administrative expenses totaled $3.4 million and $8illion, respectively.

Note H—Stock Options and Incentive Stock Awards

We maintain certain stock-based compensation pfeisare described in Note 13 to the Consolidatedrfeials Statements included in our
2006 Annual Report to Shareholders. Under the Digigarel Stock Option Plan (the “Option Plani)e authorized the grant of options for

to 2,000,000 shares of common stock. Options ametgd by the compensation grants committee of oardof directors to officers and key
and middle level executives for the purchase ofstock at prices not less than the fair marketevalithe shares on the dates of grant. Under
the Delta Apparel Incentive Stock Award Plan (thevard Plan”), the compensation grants committeewfboard of directors has the
discretion to grant awards for up to an aggregateimum of 800,000 shares of common stock. The Awdad authorizes the compensation
grants committee to grant to our officers and key middle level executives rights to acquire shates cash purchase price of $0.01 per
share. Effective July 3, 2005, we adopted thewfalue recognition provisions of Statement 123(R) tre Securities and Exchange
Commission Staff Accounting Bulletin No. 107 (“SAB7").

Option Plan
Stock options are granted with exercise pricedasst than the fair market value of our common stddke time of the grant, with an exercise

term (as determined by the Compensation Grants Gieannot to exceed 10 years. The Compensationt&ommittee determines the
vesting period for our stock options. Generallyghsatock options become exercisable over four y&egain option awards provide for
accelerated vesting upon meeting specific retiréptgath or disability criteria. During the thre@mth periods ended September 30, 2006
and October 1, 2005, we granted options for 48d1aD734,000 shares, respectively, of our commarksido options to purchase shares
were exercised under the Option plan during the §juarter of fiscal year 2007 or 2006.

The fair values of the options granted during fret fjuarters of fiscal years 2007 and 2006 wetienased on the dates of their grants using
the Black-Scholes option-pricing model on the basithe following assumptions:

2007 2006
Risk-free interest rat 4.9%% 4.0(%
Expected life 6 yrs 7yrs
Expected volatility 31.1% 35.8%
Expected dividend yiel 1.1(% 1.3(%
Weightec-average fair value of options gran $ 6.20¢ $ 5.182

The risk-free interest rate for the periods witthia expected life of the option is based on the WrBasury yield curve in effect at the time of
grant. The expected life was based on historicat@ses and terminations. Due to minimal exercisihgtock options historically, we have
estimated the expected life of options grantedetthie midpoint between the average vesting terntlandontractual term as permitted under
SAB 107. The expected volatility for the periodshwthe expected life of the option is determineimhghistorical volatilities based on

8
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historical stock prices. The expected dividenddsislbased on our annual dividend in relation totastorical average stock price. The grant-
date fair value of options granted during the thmemths ended September 30, 2006 and October %,\28¢ $6.204 and $5.182, respectiv
Stock compensation expense is included in ourafostles and selling, general and administratiyeeage line items of our statements of
income on a straight-line basis over the vestimipps.

A summary of our stock option activity under theti®p Plan and related information is as follows:

Three Months Ended
September 30, 200!

Weighted
Average
Shares Exercise Price
Outstanding at July 1, 20( 818,50( $ 12.9¢
Grantec 48,00( $ 17.2¢
Exercisec — —
Forfeited — —
Expired — —
Outstanding at September 30, 2( 866,50( $ 13.2%
Exercisable at September 30, 2( 313,00(

A summary of the status of our nonvested optionsf &eptember 30, 2006, and changes during the thomths ended September 30, 2006,
is presented below:

Weighted-Average

Grant-Date

Shares Fair Value
Nonvested at July 1, 20( 674,000 $ 5.1¢
Grantec 48,000 $ 6.2C
Vested (168,500 $ 5.1¢
Forfeited — —
Expired — —
Nonvested at September 30, 2( 553,500 % 5.27

As of September 30, 2006, there was $2.5 milliotot#l unrecognized compensation cost related tovested stock options under the Op
Plan. This cost is expected to be recognized operiad of 2.75 years.

Award Plan

Under the Award Plan, awards are granted to acghiaees of stock at a cash purchase price of $&04hare. The Award Plan contains
certain provisions that require it to be accourteds a liability under Statement 123(R). In thstfquarter of fiscal years 2007 and 2006
awards for 10,200 and 125,000 shares, respectiwetyyr common stock were granted. These awards/@st upon the filing of our Annual
Report on Form 10-K for fiscal year 2007 basedrenachievement of performance criteria for the jwar period ended June 30, 2007.
Awards provide for accelerated vesting upon meetpegific retirement, death or disability criteria.

Compensation expense recorded under the Awardvwlar$0.8 million in each of the first quartersistél years 2007 and 2006. Stock
compensation expense is included in our cost essahd selling, general and administrative expkmeétems of our statements of income
a straight-line basis over the vesting periods.
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No awards vested under the Award Plan during tisé duarter of fiscal year 2007 or 2006. A sumntrthe status of our nonvested awe
as of September 30, 2006, and changes during tbe thonths ended September 30, 2006, is preseeima:b

Weighted
Average
Exercise
Shares Price
Nonvested at July 1, 20( 113,00( $ 0.01
Grantec 10,20( $ 0.01
Vested — —
Forfeited — —
Expired — —
Nonvested at September 30, 2( 123,201 $ 0.01

As of September 30, 2006, there was $2.2 milliotots#l unrecognized compensation cost related towested awards under the Award Plan.
This cost is expected to be recognized over a gearfi®.9 years.
Note I—Income Taxes

Our effective income tax rate for the three momhded September 30, 2006 was 38.0%, compared@®e36r the fiscal year ended July 1,
2006. Our effective income tax rate for the thremths ended September 30, 2006 is higher thaméoyear ended July 1, 2006 primarily i
result of higher state taxes associated with tketgix income earned for the three months endece8iyer 30, 2006.

Note J—Purchase Contracts

We have entered into agreements, and have fixedgrio purchase natural gas, yarn, finished famitfinished apparel products for use in
our manufacturing operations. At September 30, 2606imum payments under these non-cancelable acistwere as follows:

Natural gas $ 39¢
Yarn 20,07¢
Finished fabric 622
Finished apparel produc 2,07z

$23,16¢

Note K—Computation of Basic and Diluted Net Earning per Share (EPS)

We compute basic net earnings per share by dividgigncome by the weighted average number of comshares outstanding during the
period. The computation of diluted earnings persliaciudes the dilutive effect of stock optionglaron-vested stock awards granted under
our Option Plan and our Award Plan unless sucheshapuld be anti-dilutive.

Note L—Stockholders’ Equity

Stock Repurchase Program

During the three months ended September 30, 2080®unchased 28,870 shares of stock at a cost obxipmately $0.5 million. All purchas
are made at the discretion of our management. Beeshof our common stock were purchased duringhtiee months ended October 1, 2(
Since the inception of the Stock Repurchase Proginanugh September 30, 2006, we have purchase@Bb6hares of our common stock
an aggregate of $6.2 million. We have authorizaffom our Board of Directors to spend up to $11iliom for share repurchases under the
Stock Repurchase Program. As of September 30, 3208 million remains available for future purchase

Quarterly Dividend Program

On August 17, 2006 our Board declared a cash didda¥é five cents per share of common stock pursteaaatir quarterly dividend program.
We paid the dividend on September 11, 2006 to sleéders of record as of the close of business aguati30, 2006. On October 27, 2006,
our Board declared a cash dividend of five centsspare of common stock payable on November 276 2®8hareholders of record as of the
close of business on November 15, 2006. AlthougiBtbard may terminate or amend the program atiemg; ive currently expect to

10
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continue the quarterly dividend program.

Note M—Segment Reporting

We operate our business in two distinct segments/eavear apparel and retail-ready apparel. Althoting two segments are similar in their
production processes and regulatory environmeay, #ine distinct in their economic characteristmeducts and distribution methods.

The activewear apparel segment comprises our assingts primarily focused on garment styles tihatcharacterized by low fashion risk.
We market, distribute and manufacture unembellis¢medapparel under the brands of “Delta Pro Wefght‘Delta Magnum Weight™” and
“Quail Hollow™.” The products are primarily sold sgreen printing companies. In addition, we martufacproducts under private labels for
retailers, corporate industry programs and sparénsed apparel marketers.

The retail-ready apparel segment comprises ounbssiunits primarily focused on more specializgthegl garments to meet consumer
preferences and fashion trends. These embellighetdrzembellished products are sold through spgaaid boutique stores, high-end and
mid-tier retail stores and sporting goods stonesddition to these retail channels, we also supplgge bookstores and produce products for
the U.S. Military. Junkfood Clothing Company islimded in the retail-ready apparel segment as ofuAtg2, 2005. Our products in the retail-
ready apparel segment are marketed under the “Sdffgbel, and as of August 22, 2005 includes thenklaod® " and “Sweet and So®”
labels, and as of October 3, 2005 includes thestisity Athletics®” label.

Corporate and Unallocated is a reconciling catefaryeporting purposes and includes intercompdinyigations and other costs that are not
allocated to the operating segments.

Our management evaluates performance and alloesesrces based on profit or loss from operati@fsrb interest, income taxes and
special charges (“Segment Operating Income”). @gn&nt Operating Income may not be comparablentiesly titled measures used by
other companies. The accounting policies of ouorible segments are the same as those describedarB. Intercompany transfers
between operating segments are transacted atrabsizae been eliminated within the segment amalrga/n below.

Information about our operations as of and forttiree months ended September 30, 2006 and OctpB60%, by operating segment, is as
follows:

Corporate
and
Activewear Apparel  Retail-Ready Apparel  Unallocatec  Consolidatec

Fiscal Year 2007:

Net sales $ 30,32 $ 32,357 % — $ 62,68
Segment operating incon 21€ 2,78¢ 48~ 3,48¢
Segment asse 97,23« 96,53¢ — 193,77(
Fiscal Year 2006:

Net sales $ 29,56¢ $ 31,000 $ — $ 60,57
Segment operating incon 2,00¢ 3,89¢ 60 5,96¢
Segment asse 93,52¢ 98,90: — 192,42¢

The following reconciles the Segment Operating inedo the consolidated income before income taxethé three months ended
September 30, 2006 and October 1, 2005.

Three Months Ended

September 3C October 1,

2006 2005
Segment operating incon $ 3,48¢ $ 5,96t
Unallocated interest expen 947 68E
Consolidated income before tay $ 2,54. $ 5,28(

Note N—Extraordinary Gain

We recorded an extraordinary gain associated Wwélfihal earn-out payment made to the former Meoffe shareholders. In the purchase
accounting for Soffe in October 2003, we recorddidlality for the contingent earnout payments. 8Asn the final outcome of the
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payments, we had $1.1 million accrual remaininge Téversal of this accrual created an extraordigam, net of taxes, of $0.7 million.

Note O—Other ltems

We assign a portion of our trade accounts recedvabbur Junkfood division under a factor agreermiEm assignment of these receivables is
without recourse, provided that the customer ordezsapproved by the factor prior to shipment efgbods, up to a maximum for each
individual account. The agreement does not includeisions for advances from the factor againstagggned receivables. The factor funds
the accounts receivable upon collection, or, exedusf disputed claims, upon 90 days after the dhte.

Note P—Subsequent Events

On October 2, 2006, we completed the acquisitiosubitantially all of the assets of Fun-Tees, éimel its business of designing,
manufacturing, marketing, and selling private labdtnitted custom t-shirts (the “Acquisition”). Thesets acquired include substantially all
of the equipment, inventories, and accounts rebéivaf the business. The Acquisition was consumechptesuant to an Asset Purchase
Agreement dated as of August 17, 2006. The aggeematsideration paid at closing for substantidllpgthe assets of Fun-Tees, Inc.
consisted of a cash payment of $20 million, subieciertain post-closing adjustments, includingéjustment based on the actual working
capital purchased.

We funded the Acquisition through draws under @wotving credit facility, which was amended in aamgtion with the Acquisition. The
amendment consented to the acquisition of Fun-aiedsallowed the assets of Fun-Tees to be includeslateral on the loan. In addition,
the amendment eliminated some limitations or retsns with regards to dividend payments and stegkirchases.

We believe that the strength of Fun-Tees is it&ilfiity to custom-manufacture products in a variet garment styles, fabrics and colors.
Fun-Tees was founded in 1972 and is headquarterednodzd, North Carolina. We expect to integrate thaTees textile operations into ¢
Maiden, North Carolina facility during fiscal ye2007 and to maintain the Fun-Tees sffiore cutting, sewing and decorating facilitiesated
in El Salvador and Campeche, Mexico. The unembeltisand embellished private label apparel prodbetisFunTees manufactures will be
included in the activewear apparel segment uponisitipn on October 2, 2006.

Item 2. Management'’s Discussion and Analysis of Famcial Condition and Results of Operations
FORWARD LOOKING STATEMENTS

The Private Securities Litigation Reform Act of B9®ovides a safe harbor for forward-looking stagata made by or on behalf of the
Company. We may from time to time make written @&l gtatements that are “forward-looking,” incluglistatements contained in this report
and other filings with the Securities and Excha@genmission and in reports to our shareholdersstaliements, other than statements of
historical fact, which address activities, eventd@velopments that we expect or anticipate willnary occur in the future are forwalabking
statements. Examples are statements that condene fevenues, future costs, future earnings, éutapital expenditures, business strategy,
competitive strengths, competitive weaknesses sgptdns, references to future success or diffasitind other similar information. The

words “estimate”, “project”, “forecast”, “anticip&t, “expect”, “intend”, “believe” and similar expssions, and discussions of strategy or
intentions, are intended to identify forward-loakistatements.

The forward-looking statements in this QuarterlypB# are based on our expectations and are neitgskgpendent upon assumptions,
estimates and data that we believe are reasonatblacagurate but may be incorrect, incomplete orétige. Forward-looking statements are
also subject to a number of business risks andrtaieges, any of which could cause actual regoliiffer materially from those set forth in
or implied by the forward-looking statements. Manfythese risks and uncertainties are describedrihdesubheading “Risk Factors” in our
Form 10-K for the year ended July 1, 2006 filedhwitie Securities and Exchange Commission and ganbeour control. Accordingly, any
forward-looking statements do not purport to bedftions of future events or circumstances and nybe realized.

We do not undertake publicly to update or revigefthiward-looking statements even if it becomearcirat any projected results will not be
realized.
BUSINESS OUTLOOK

For the three months ended September 30, 2006afe=t rose 3.5% to $62.7 million. Although this \easew record for first quarter
revenues, our results were below our expectationthé quarter. Slower sales of premium licenssliitt products continued to negatively
impact our Junkfood business during the quarter.%affe business continued to grow, making up tierghortfall in the Junkfood business,
resulting in a 4.4% increase in retail-ready segrsates. Our activewear segment achieved a 2.6féase in sales, driven from an increase

12




Table of Contents

in volume, offset partially by lower average sdlliprices. Although we anticipated the marketplacelld support increased prices to allow
manufacturers to pass a portion of the higher ratenal costs to their customers, this did not occu

While we were not pleased with the first quarteufts, we remain encouraged with the programs we hraplace to grow sales and earnings.
Our Soffe business remains good and our merchaugdisiategies have been well received by our custensell-through of our products
continues to be solid, and our retail partnerscareently projecting strong orders for the remamafethis fiscal year. We anticipate sales
growth in our four distribution channels at Soffghich we expect will drive another year of recoates in the Soffe business. In our Junkf
business we started the second quarter with arowegrbacklog, which should yield increased salghénsecond fiscal quarter over the first
guarter. We expect, however, to continue to be thegg impacted by the slower sales of premiumn®ed t-shirts, and we expect sales in the
second fiscal quarter to be lower than in the py@ar second quarter. We continue to grow our immmn$ed products at Junkfood, which now
represent over twenty percent of our sales intthg@ness. While sales in specialty chain and deeant stores have decreased, our specialty
boutique sales continue to be solid and we havéraged to grow our customer base through this cebaach quarter. The marketplace was
difficult for the Delta business during the firatagter of this year, but appears to be improving.Weve seen increased pricing as we start the
second fiscal quarter and are focusing on ourdoksposition to provide a higher level of servioeur customers and minimize our freight
costs.

On October 2, 2006 we closed on the acquisitiofunfTees, which will become the private label dimiswithin our activewear segment.
Demand for the FunTees product offering remaingigow is expected to meet our original expectationfiscal year 2007. We are currer

in the process of integrating the FunTees knittéhgeing and finishing operations into our Maidemrti Carolina facility and expect to have
this integration substantially complete by the ehdur third fiscal quarter. This manufacturing solidation is expected to lower our fabric
cost on the FunTees styles and better absorbxéeé ¢iost in the existing Delta facilities. In adutit, we have already begun achieving savings
on the purchase of raw materials and transportagovices in the FunTees business.

During the first fiscal quarter we continued to ragdtogress on our initiative to build a new, stft¢he-art textile facility in Honduras. The
design and engineering work on the building is @htmmplete, and we are in the process of seleotingquipment. We expect this facility
to ultimately produce approximately one million pas of fabric per week to be used primarily in activewear segment. The facility should
be completed during fiscal year 2007, with produttieginning in the first quarter of fiscal yea080We anticipate it will take
approximately eighteen months to build productmfull capacity. Once reached, we expect the tgditi improve our fabric cost by
approximately $7 million annually over our curreost structure.

We are optimistic about our sales and earningstiatén fiscal year 2007, and remain focused amdasing product demand across all of
distribution channels. We are looking forward tali@ng the full potential of our FunTees acqugitiand believe it will help drive sales and
earnings growth during the year. We are also spgnaliconsiderable amount of time on our Honduratiléanitiative and believe it will
provide a lower cost manufacturing platform in fature. We remain committed to enhancing sharelaldiie and believe our initiatives
will improve our prospects for growth in the yearsead.

EARNINGS GUIDANCE

For the second fiscal quarter ended December 3H,20e Company expects sales to be in the ran§@sbfo $78 million and diluted
earnings to be in the range of $0.14 to $0.18 pares This compares to the prior year second fipgaiter actual sales of $57.7 million and
diluted earnings of $0.27 per share. The Compapg&s diluted earnings to be lower for the secarattgr of 2007 than in the prior year
second quarter due primarily to lower sales inJunkfood business and higher raw material priaasifig through cost of sales. During our
second fiscal quarter we will also be integratingTees into our existing textile facilities and Mrilcur costs associated with this integration.
For the full fiscal year, the Company expects aégsto be in the range of $325 to $340 million dihasted earnings per share to be in the
range of $1.81 to $2.00. This compares to fiscal @906 net sales of $270.1 million and dilutecheeys of $1.71 per share.

RESULTS OF OPERATIONS

Net sales for the first quarter of fiscal year 2@@teased 3.5% to $62.7 million compared to $&6il6on for the first quarter of the pric

year. Sales increases were achieved in both thi#-ready and activewear apparel segments. Retailfraaparel sales increased 4.4% in the
first quarter of fiscal year 2007 compared to themyear quarter due to increased sales in théeSufsiness, offset partially by a slight
decrease in sales in the Junkfood business. Satke Activewear apparel segment increased 2.6&%aply driven by a unit increase in our
private label offerings, offset partially by lowselling prices in our basic t-shirt products.

Gross profit as a percentage of net sales decréagd7% in the first quarter of fiscal year 263 30.9% in the first quarter of the prior
year. The 320 basis point decline in gross margius primarily the result of higher raw materialges flowing through cost of sales.
addition, the lower sales of the higher marginrged apparel products caused reductions in ous gnasgins during the quarter as compared
to the prior year quarter. Our gross margins mayeaomparable to other companies, since someesriticlude costs related to their
distribution network in cost of goods sold and welede a portion of them from gross margin andudel them in selling, general and
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administrative expenses.

Selling, general and administrative expenses, dictuthe provision for bad debts, for the first danof fiscal year 2007 were $13.9 million,
or 22.2% of sales, compared to $12.7 million, a024d of sales for the same period in the prior y€he increase in selling, general and
administrative expenses was primarily related toéased general and administrative expenses atsbuwiah the Junkfood business, as the
Junkfood business was included in operations feifah thirteen weeks in the first quarter of fisgaar 2007. In addition, distribution
expenses were higher in the first quarter of figear 2007 primarily due to the costs associatel kgtail replenishment programs in the
retail-ready segment.

Operating income for the first quarter of fiscahy@007 was $3.4 million, a decrease of $2.6 mmliar 42.6%, from $6.0 million in the first
guarter of the prior year. This decrease was piiyntre result of the factors previously described.

Net interest expense for the first quarter of fisemr 2007 was $947 thousand, an increase of $#f&and, or 38.2%, from $685 thous:i
for the prior year first quarter. The increasenterest expense was primarily due to an increaseéanest rates. Average interest rates were
approximately 160 basis points higher in the quasteled September 30, 2006 as compared to theyg@orquarter. In addition, we had
higher average borrowings during the quarter ef®kgatember 30, 2006 as compared to the prior ysaltireg primarily from the acquisition
of Junkfood Clothing Company on August 22, 2005.

Our effective income tax rate for the three morthded September 30, 2006 was 38.0%, compared(®3I6r the fiscal year ended July 1,
2006. Our effective income tax rate for the thramths ended September 30, 2006 is higher thaméoyaar ended July 1, 2006 primarily
result of higher state taxes associated with tketgix income earned for the three months ended:8iyerr 30, 2006.

During the first quarter of fiscal year 2007, weorled an extraordinary gain associated with thal garn-out payment made to the former
M. J. Soffe shareholders. This extraordinary ga#t,of taxes, was $0.7 million, or $0.08 per didushare.

Accounts receivable decreased $11.3 million frofg 1u2006 to $36.2 million on September 30, 200&e decrease in accounts receivable
was primarily the result of lower sales during therter ended September 30, 2006 compared to #réeqended July 1, 2006, partially off
by higher days sales outstanding.

Inventories increased $2.2 million from July 1, 826 $105.9 million on September 30, 2006. Thedase in inventory is the result of the
lower than anticipated sales during the quarteedr&keptember 30, 2006. We monitor our inventorglieelosely and adjust our production
schedules to manage our overall inventory levels.ékpect inventories will increase during our secfiscal quarter as we prepare for the
spring selling season.

Capital expenditures in the first quarter of fisgahr 2007 were $1.0 million compared to $1.1 wnilin the first quarter of the prior year.
Capital expenditures in fiscal year 2007 primardiated to upgrades in information technology systand maintenance capital in our textile
operations. The expenditures in the first quartehe prior year primarily related to our new We€stast distribution center and in lowering
our costs in our manufacturing facilities. In adit in the first quarter of fiscal year 2006, weésted $1.0 million in a joint venture in the
Green Valley Industrial Park, which constructed andently operates an industrial park near Samd®8dla, Honduras.

We have also begun our offshore textile manufactuinitiative in which we plan to open Ceiba Teagil a state-of-the-art facility located in
the Green Valley Industrial Park near San Pedra,3tbnduras. The facility will knit, dye, finishutand sew fabrics into apparel, primarily
for the activewear segment of our business. Duistgl year 2007, we expect to spend a total of@pmately $10 million on capital
expenditures, which includes approximately $5 willof capital investment in Ceiba Textiles.

LIQUIDITY AND CAPITAL RESOURCES

Our primary cash needs are for working capitaljtahpxpenditures, and debt repayments. In additi@use cash to fund our dividend
payments and share repurchases under our StockdRege Program.

We have an $85 million credit facility with WachavBank, National Association (the successor by erei@Congress Financial Corporation
(Southern)), as Agent. Availability under our ctddcility subject to borrowing base limitationssea on the value and type of collateral
provided. The credit facility is secured by a fipsiority lien on substantially all of the real apdrsonal property of Delta Apparel, Junkfood,
and M. J. Soffe Co. All loans under the credit agnent bear interest at rates based on an adjul€R_rate plus an applicable margin or
bank’s prime rate plus an applicable margin. Thdifp requires installment payments of approxina®265,000 per month in connection
with fixed asset amortizations, and these amowtsae the amount of availability under the facility

Our credit facility contains limitations on, or fibitions of, cash dividends. We are allowed to malsh dividends in amounts such that the
aggregate amount paid to shareholders since Mag20D8) does not exceed twenty-five percent (25%9uofcumulative net income calculated
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from May 16, 2000 to the date of determination jecitto certain limitations. Our credit facilitysal contains limitations on, or prohibitions
stock repurchases. We are allowed to repurchassothenon stock of Delta Apparel in amounts such ti@taggregate amount of all
payments for such repurchases since May 16, 204lDrsit exceed $23,000,000, subject to certaintéitiins. On October 2, 2006, we
amended our credit facility agreement in conjunctiath the acquisition of Fun-Tees, Inc. The ameadimemoved minimum availability
requirements on the limitations on, or prohibiti@iscash dividends and stock repurchases.

The credit facility contains a subjective acceleratlause and a “springing” lockbox arrangementdefined in EITF 95-22), whereby
remittances from customers will be forwarded to gemeral bank account and will not reduce the antihg debt until and unless a specified
event or an event of default occurs. Pursuant T¢-BI5-22, we classify borrowings under our creddility as noncurrent debt.

In addition to the credit facility with Wachovia Bla, National Association, we have a seller noteapég/ to the former Junkfood shareholders
pursuant to the Asset Purchase Agreement datedfaggast 22, 2005. The seller note bears intere8%awhich is payable quarterly, and has
a three-year term. During the quarter ended SemeB® 2006, we made a principal payment of $0l6amion the seller note. At

September 30, 2006, we had $2.0 million outstandimder the seller note.

At September 30, 2006, we had $48.4 million outditagn under our credit facility with Wachovia Bar¥ational Association, at an average
interest rate of 6.6%.

Pursuant to the First Amendment to Amended andaRabStock Purchase Agreement related to the OcBid8 Soffe acquisition, amounts
are payable to the prior shareholders of M. J.e&Sibfpecified financial performance targets aré¢ byeM. J. Soffe Co. during the annual
period beginning on October 2, 2005 and endingepténber 30, 2006 (the “Earnout Amount”). The Eatemount is capped at a
maximum aggregate amount of $4.0 million and isajdey five business days subsequent to the filinh@form 10-Q for the first fiscal
quarter of fiscal year 2007. Based on the finarpéformance achieved, we will be paying the fiBatnout Amount of $2.4 million to the
prior shareholders of M. J. Soffe in November 2006.

As part of the consideration of the acquisitionohkfood, additional amounts are payable to th&fdad sellers during each of fiscal years
2007, 2008, 2009, and 2010 if financial performatacgets are met by Junkfood during the periodroggg on August 22, 2005 and ending
on July 1, 2006 and during each of the three figeals thereafter (ending on June 27, 2009). Duhaghree months ended September 30,
2006, we paid $3.3 million to the former Junkfod@ueholders related to the earnout period endgdlJ@006. Based on current projections,
we do not anticipate paying an earnout paymenta@lt the earnout period ending June 30, 2007.cdmgingent consideration that may be
earned related to the earnout period ending Jun2@ will be accrued on June 30, 2007, when timéirngency has been resolved.

Operating Cash Flows

Net cash provided by operating activities was $gillon and $10.4 million for the first three mostbof fiscal years 2007 and 20(
respectively. Our cash flow from operating acteastis primarily due to net income plus depreciatiod changes in working capital. We
monitor changes in working capital by analyzing mwestment in accounts receivable and invent@iesby the amount of accounts paya
During the first three months of fiscal year 200ur cash flow provided by operating activities vpaisnarily from net income plus
depreciation, non-cash compensation, and a decireaseounts receivables, offset partially by ardase in accounts payable and accrued
expenses and an increase in inventory. At the éfidoal year 2006, we were granted extended tevitiscertain vendors. The decrease in
accounts payable and accrued expenses primardiedeto the payments to these vendors and thelggragment made to the former
Junkfood shareholders related to the earnout perdéd July 1, 2006. The cash provided by operatitigities in the first quarter of fiscal
year 2006 was primarily from net income plus dejatéan, a decrease in accounts receivables andcaedse in accrued expenses, ol
partially by an increase in inventory.

Investing Cash Flow

During the three months ended September 30, 2086ised $1.0 million in cash for purchases of prigp@tant and equipment, primarily
related to upgrades in information technology systeand maintenance capital in our textile operatitmaddition, the earnout payment made
to the former Junkfood shareholders was $0.3 miliioexcess of the amount originally anticipatedwdy 1, 2006. The earnout payment
thereby increases the amount paid for businesaglthie first quarter of fiscal year 2007. During three months ended October 1, 2005, we
acquired the Junkfood business for $27.4 millioc|uding direct costs associated with the acqoisitin addition, we used $1.1 million in
cash for purchases of property, plant and equipnaet invested $1.0 million in the Green Valleyusttial Park joint venture in Honduras.
The capital expenditures during fiscal year 2006harily related to our new West Coast distributaamter and lowering our costs in our
manufacturing facilities.

We have also begun our offshore textile manufactpinitiative in which we plan to open Ceiba Teagil a state-of-the-art facility located in
the Green Valley Industrial Park near San Pedra,3tbnduras. The facility will knit, dye, finishutand sew fabrics into apparel, primarily
for the Activewear segment of our business. We e facility will be completed during fiscal ye2007 and production will begin
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during the first quarter of fiscal year 2008. Praiilan levels are expected to build to 500,000 peymet week during fiscal year 2008 and
increase to one million pounds per week in fisedry2009. We expect the total capital investmetaiba Textiles will be approximately
$25 million, which includes the cost of construgtthe building, which we will be leasing from thee®n Valley Industrial Park. In addition
to transferring some of our existing equipment fribve United States to Honduras, we expect to inyggtoximately $15 million over the
next three years in new equipment for the facilltye new capital is expected to be financed thrautgtal Honduran bank.

During fiscal year 2007, we expect to spend a whalpproximately $10 million on capital expendésy which includes approximately
$5 million of capital investment in Ceiba Textiles.

Financing Activities

For the first three months of fiscal year 2007,used $1.2 million in cash for financing activitigsimarily related to dividends paid to our
shareholders and the repurchase of common stoak wod Stock Repurchase Program. For the threehmm@mded October 1, 2005,
financing activities provided $19.2 million in cagirimarily related to proceeds from our revolvirgdit facility with Wachovia Bank,
National Association. The proceeds were used ®attguisition of Junkfood Clothing Company on Audt® 2005. We paid dividends
our shareholders totaling $0.4 million and $0.3ionil in the first three months of fiscal years 2@ 2006, respectively.

Based on our expectations, we believe that oum®8®n credit facility should be sufficient to ssfy our foreseeable working capital needs
and that the cash flow generated by our operatiodsfunds available under our credit facility shiblé sufficient to service our debt paym
requirements, to satisfy our day-to-day workingisdmeeds, to fund our planned capital expend#ute fund purchases of our stock as
described below and to fund the payment of divideal described below. Any material deterioratioaunresults of operations, however,
may result in us losing our ability to borrow unaerr credit facility and to issue letters of cradisuppliers or may cause the borrowing
availability under the facility to be insufficiefdr our needs.

Purchases by Delta Apparel of its Own Shares

During the three months ended September 30, 200®urchased 28,870 shares of our common stockagtaf approximately $0.5 million.
All purchases are made at the discretion of ouragament. No shares of our common stock were puedhasring the three months ended
October 1, 2005. Since the inception of the StoegRchase Program through September 30, 2006, weephachased 856,871 shares of our
common stock for an aggregate of $6.2 million. Veleehauthorization from our Board of Directors tersp up to $11.0 million for share
repurchases under the Stock Repurchase Prograof. @eptember 30, 2006, $4.8 million remains avégldbr future purchases.

Dividend Program

On August 17, 2006 our Board declared a cash didd# five cents per share of common stock pursteaaur quarterly dividend program.
We paid the dividend on September 11, 2006 to sleéders of record as of the close of business aguati30, 2006. On October 27, 2006,
our Board declared a cash dividend of five centsshare of common stock payable on November 276 208hareholders of record as of the
close of business on November 15, 2006. AlthoughBtbard may terminate or amend the program atieng; tve currently expect to
continue the quarterly dividend program.

CRITICAL ACCOUNTING POLICIES

Our discussion and analysis of our financial caaditaind results of operations are based upon msatidated financial statements, which
were prepared in accordance with U.S. generallg@ted accounting principles (“GAAP”). The prepavatof our consolidated financial
statements requires us to make estimates and judgriat affect the reported amounts of assetdialnitities and disclosure of contingent
liabilities at the date of the financial statememtsl the reported amounts of revenues and expdunseg the reporting periods. We base our
estimates and judgments on historical experiendevarious other factors that we believe to be nealle under the circumstances, the results
of which form the basis for making judgments alibetcarrying values of assets and liabilities #ratnot readily apparent from other
sources. Actual results may differ from these estés under different assumptions or conditions. mbst significant estimates and
assumptions relate to the adequacy of receivalilérasentory reserves, self-insurance accruals, sty for share-based compensation, and
the accounting for income taxes.

The detailed Summary of Significant Accounting Biels is included in Note B to the Condensed Codat#d Financial Statements.

Revenue Recognition and Accounts Receivable

We consider revenue realized or realizable andeglanihen the following criteria are met: persuasivielence of an agreement exists, title
transferred to the customer, the price is fixed @gtgérminable and the collectibility is reasonaddgured. Sales are recorded net of discounts
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and provisions for estimated returns and allowardésestimate returns and allowances on an ondms by considering historical and
current trends. We record these costs as a reductinet revenue. We estimate the net collectjbdftour accounts receivable and establish
an allowance for doubtful accounts based uponasgssment. Specifically, we analyze the agingaiunts receivable balances, historical
bad debts, customer concentrations, customer engdthiness, current economic trends and changesstomer payment terms. Significant
changes in customer concentration or payment tedatsrioration of customer credit-worthiness or kegang economic trends could have a
significant impact on the collectibility of recebl@s and our operating results.

Inventories

Our inventory is carried at the lower of FIFO costmarket. We regularly review inventory quantiteshand and record a provision for
damaged, excess and out of style or otherwise eteswiventory based primarily on our historicalieglprices for these products and our
estimated forecast of product demand for the neglve months. If actual market conditions are fassrable than those projected, or if
liquidation of the inventory is more difficult thamticipated, additional inventory write-downs nimeyrequired.

Self Insurance

Our medical, prescription and dental care benafigsprimarily self-insured. Our self-insurance aets are based on claims filed and
estimates of claims incurred but not reported. \&eetbp estimates of claims incurred but not repbb@sed upon the historical time it takes
for a claim to be reported and historical claim amts. While the time it takes for a claim to beaeted has been declining, if claims are
greater than we originally estimate, or if costy@ase beyond what we have anticipated, our redosterves may not be sufficient, and it
could have a significant impact on our operatirgphes.

Share-Based Compensation

We adopted the fair value based method prescrib&tatement of Financial Accounting Standards 8. (tevised 2004 5hare-Based
Paymen, effective July 3, 2005. Under the fair value lshseethod, compensation cost is measured at th¢ daden based on the fair value of
the award and is recognized over the award vegtnigd. We determine the fair value of each stquion at the date of grant using the
Black-Scholes options pricing model. This modeluiezs that we estimate a risk-free interest réie volatility of the price of our common
stock, the dividend yield, and the expected lif¢hef options. The use of a different estimate for ane of these components could have a
material impact on the amount of calculated comatms expense.

Income Taxes

We use the liability method of accounting for inaotaxes, which requires recognition of temporaffeténces between financial statement
and income tax basis of assets and liabilities orealsby enacted tax rates. We have recorded ddfexxeassets for certain state operating
loss carryforwards and nondeductible accruals. Wabéished a valuation allowance related to cextlihe state operating loss carryforward
amounts in accordance with the provisions of FASBe®nent No. 109 ccounting for Income Taxe®Ve continually review the adequacy of
the valuation allowance and recognize the benefitieferred tax assets if reassessment indicaa st tis more likely than not that the

deferred tax assets will be realized based onmgsrforecasts in the respective tax locations. fASeptember 30, 2006, we had operating loss
carryforwards of approximately $7.5 million for tgtdax purposes. The valuation allowance agaimstfierating loss carryforwards was $146
thousand at September 30, 2006. These carryforvexiuee at various intervals through 2020.

There have been no changes in our critical accogipiblicies since the filing of our Annual RepontBorm 10-K for the year ended July 1,
2006.

Item 3. Quantitative and Qualitative Disclosures abut Market Risk
COMMODITY RISK SENSITIVITY

On January 5, 2005, in conjunction with the salewfyarn spinning facility in Edgefield, South Glma, we entered into a five-year
agreement with Parkdale to supply our yarn requéreisa During this five-year period, we will purcedsom Parkdale all yarn required by
Delta Apparel and our wholly owned subsidiariesuse in our manufacturing operations (excludinggdahat Parkdale did not manufacture
as of the date of the agreement in the ordinaryseoof its business or due to temporary Parkdaglaaity restraints). The purchase price of
yarn is based upon the cost of cotton plus a fo@d/ersion cost. Thus, we are subject to the conitsnddk of cotton prices and cotton pri
movements which could result in unfavorable yainipg for us. We fix the cotton prices as a comptred the purchase price of yarn with
Parkdale, pursuant to the supply agreement, inraitvaf the shipment of finished yarn from ParkdBléces are set according to prevailing
prices, as reported by the New York Cotton Exchaagée time we elect to fix specific cotton psce
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Yarn with respect to which we have fixed cottorcps at September 30, 2006 was valued at $20.Jomilind is scheduled for delivery
between October 2006 and June 2007. At Septemh@086, a 10% decline in the market price of thitorocovered by our fixed price yarn
would have had a negative impact of approximatély $nillion on the value of the yarn. At July 1,08) a 10% decline in the market price of
the cotton covered by our fixed price yarn wouletdhhad a negative impact of approximately $1.7iamlbn the value of the yarn. The
impact of a 10% decline in the market price of¢bdon covered by our fixed price yarn would haad l smaller impact at September 30,
2006 than at July 1, 2006 due to having less fpmek yarn at September 30, 2006 than at July 0620

We may use derivatives, including cotton optiontcacts, to manage our exposure to movements in aathitynprices. We do not designate
our options as hedge instruments upon inceptiono&tingly, we mark to market changes in the fairkaavalue of the options as other
income or expense in the statements of income. M/aat own any cotton options contracts on Septer8be2006.

INTEREST RATE SENSITIVITY

Our credit agreement provides that outstanding autsdoear interest at variable rates. If the amo@ioutstanding indebtedness at
September 30, 2006 under the revolving creditifgdilad been outstanding during the entire threathmended September 30, 2006 and the
interest rate on this outstanding indebtedness imereased by 100 basis points, our interest expesild have increased by approximately
$0.1 million, or 12.8% of actual interest expertigjng the quarter. This compares to an increa$® & million, or 12.6% of actual interest
expense, for the 2006 fiscal year, or an averag®df million per quarter, based on the outstandidgbtedness at July 1, 2006. The actual
increase in interest expense resulting from a aham@nterest rates would depend on the magnitfideedincrease in rates and the average
principal balance outstanding.

Item 4: Controls and Procedures

Evaluation of Disclosure Controls and Procedures

Disclosure controls and procedures are our conaidisother procedures that are designed to ensatrenformation required to be disclosed
by us in the reports that we file or submit undher Exchange Act is recorded, processed, summaaizeddeported within the time periods
specified in the Securities and Exchange Commissiohes and forms. Disclosure controls and proceslinclude, without limitation,
controls and procedures designed to ensure ttahiaftion that we are required to disclose in thpores that we file or submit under the
Exchange Act is accumulated and communicated tormauragement, including our Chief Executive Offiaad Chief Financial Officer, as
appropriate to allow timely decisions regardinguiegd disclosure.

Our management, with the participation of our Cligécutive Officer and Chief Financial Officer, tasluated the effectiveness of our
disclosure controls and procedures as of SepteBthe&t006 and, based on the evaluation of theseatsmind procedures, our Chief
Executive Officer and Chief Financial Officer hasencluded that our disclosure controls and proesiuere effective at the evaluation date.

During our fiscal quarter ended September 30, 20@6failed to file a Form 8-K to disclose the adoptof an amendment to our bylaws that
provides that the shareholders of our company sfedk the directors of the company by majorityeyainless the number of nominees for
directors exceeds the number of directors to betede in which case the directors shall be elebieplurality vote. Notwithstanding our
failure to file a Form 8-K with respect to the atlop of the amendment to our bylaws, we believé ¢ha disclosure controls and procedures
are effective. The adoption of the amendment tdbglaws was disclosed in our Annual Report on FafK for the year ended July 1, 20(
as amended, and the bylaw amendment is includad azhibit to our Annual Report on Form 10-K foe §fear ended July 1, 2006, as
amended.

Changes in Internal Control Over Financial Repartin

Our management, with the participation of our Clgécutive Officer and Chief Financial Officer, feasluated whether any change in our
internal control over financial reporting occurmharing the first quarter of fiscal 2007. Based loat tevaluation, we have concluded that there
has been no change in our internal control overiifal reporting during the first quarter of fis@8l07 that has materially affected, or is
reasonably likely to materially affect, our intereantrol over financial reporting. We are currgrglvaluating the internal control over
financial reporting at Junkfood Clothing Companyl &xpect that we will take action to strengthenititernal control over financial reportii

at Junkfood Clothing Company during the currentdis/ear.
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PART Il. OTHER INFORMATION

Item 2. Unregistered Sales of Equity Securities andse of Proceeds

(c) Repurchases of Stock

Total Number of Dollar Value of
Shares Purchased as Shares that May Yet
Part of Publicly Be Purchased Undel
Total Number of Average Price Paid Announced Plans or the Plans or
Period Shares Purchased per Share Programs Programs
July Period
(July 2, 2006 to August 5, 200 9,77( $17.5¢ 9,77( $5.1 million
August Period
(August 6, 2006 to September 2, 20 19,10( $17.5¢ 19,10( $4.8 million
September Period
(September 3, 2006 to September 30, 2! — — — $4.8 million

We have authorization from our Board of Directarspend up to $11.0 million for share repurchaseleuthe Stock Repurchase Program.

On August 22, 2005, in conjunction with our acatiosi of Junkfood, we refinanced our credit facilihe new facility contains limitations

on, or prohibitions of, cash dividends. We arewa#ld to make cash dividends in amounts such thaidbgesgate amount paid to shareholders
since May 16, 2000 does not exceed twenty-fiveqrer(25%) of our cumulative net income calculatednf May 16, 2000 to the date of
determination, provided, among other things, tisadfehe date of such dividend payment, and afiéng effect to the dividend payment, our
availability under our revolving credit facility it less than $6.0 million. The new facility atsantains limitations on, or prohibitions of,
stock repurchases. We are allowed to repurchassothenon stock of Delta Apparel in amounts such tiraiaggregate amount of all
payments for such repurchases since May 16, 204l0rsit exceed $23,000,000 provided, among othiagth that as of the date of such
repurchase, and after giving effect to the stogkirehase, our availability under our revolving dtréakility is not less than $3.0 million. On
October 2, 2006, the credit facility was amendedanjunction with the acquisition of FunTees, Iibe amendment removes the $3.0 mill
minimum availability requirements on the limitatgan, or prohibitions of, stock repurchases.

Item 6. Exhibits

Exhibits

31.1 Certification of the Chief Executive Officer pursudo Rule 13a-14(a) under the Securities Exchamef 1934, as amended, as
adopted pursuant to Section 302 of the Sart-Oxley Act of 2002

31.2 Certification of the Chief Financial Officer pursudo Rule 13a-14(a) under the Securities Excha&mef 1934, as amended, as
adopted pursuant to Section 302 of the Sart-Oxley Act of 2002

32.1 Certification of the Chief Executive Officer pursuido 18 U.S.C. Section 1350, as adopted pursoasettion 906 of the
Sarbane-Oxley Act of 2002

32.2 Certification of the Chief Financial Officer pursudo 18 U.S.C. Section 1350, as adopted pursoasecttion 906 of the

Sarbane-Oxley Act of 2002
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SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant has duly causisdréport to be signed on its behalf by the
undersigned thereunto duly authorized.

DELTA APPAREL, INC.
(Registrant)

November 6, 200¢€ By: /s/ Deborah H. Merrill

Date Deborah H. Merrill
Vice President, Chief Financial Officer and
Treasurer
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EXHIBIT 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER PURSUANT T O 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

[, Robert W. Humphreys, certify that:
1. | have reviewed this quarterly report on Forn-Q of Delta Apparel, Inc.

2. Based on my knowledge, this report doesantain any untrue statement of a material facioit to state a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisleading with respect to
the period covered by this repc

3. Based on my knowledge, the financial statementsodimer financial information included in this repdairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe@ periods presented in this
report;

4. The registrant’s other certifying officer@)d | are responsible for establishing and maimgidisclosure controls and procedures
(as defined in Exchange Act Rules -15(e) and 15-15(e)) for the registrant and ha

a) Designed such disclosure controls and proesd or caused such disclosure controls and puoesdo be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made known to us
by others within those entities, particularly dgrite period in which this report is being prepa

b) Designed such internal control over finah@porting, or caused such internal control owearicial reporting to be designed under
our supervision, to provide reasonable assuram@ading the reliability of financial reporting attte preparation of financial
statement for external purposes in accordancegeitterally accepted accounting princip!

c) Evaluated the effectiveness of the registsatisclosure controls and procedures and predentthis report our conclusions about
the effectiveness of the disclosure controls adgatures, as of the end of the period coveredibydport based on such
evaluation; ant

d) Disclosed in this report any change in #gistrant’s internal control over financial repogithat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo&) tfas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; &

5. The registrant’s other certifying officer@)d | have disclosed, based on our most recehiaian of internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of registrant’s board of directors p@rsons performing the equivalent
functions):

a) All significant deficiencies and materialak@esses in the design or operation of internairabaver financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refpanhcial information; an

b) Any fraud, whether or not material, thatohwes management or other employees who have Hisag role in the registrant’s
internal control over financial reportin

Date: November 6, 2006 /s/ Robert W. Humphreys
President and Chief Executive Offic

21






EXHIBIT 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER PURSUANT T O RULE 13a-14(a) OF THE
SECURITIES EXCHANGE ACT OF 1934, AS AMENDED, AS ADOPTED PURSUANT TO SECTION 302 OF THE
SARBANES-OXLEY ACT OF 2002

I, Deborah H. Merrill, certify that:
1. | have reviewed this quarterly report on Forn-Q of Delta Apparel, Inc.

2. Based on my knowledge, this report doesantain any untrue statement of a material factnoit to state a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisieading with respect to
the period covered by this repc

3. Based on my knowledge, the financial statementsodimer financial information included in this repdairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, angtfie periods presented in this
report;

4. The registrant’s other certifying officeré)d | are responsible for establishing and maiirtgidisclosure controls and procedures
(as defined in Exchange Act Rules -15(e) and 15-15(e)) for the registrant and ha

a) Designed such disclosure controls and praesdor caused such disclosure controls and puoesdo be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us
by others within those entities, particularly dgrite period in which this report is being prepa

b) Designed such internal control over finah@porting, or caused such internal control owearicial reporting to be designed under
our supervision, to provide reasonable assuramzgdang the reliability of financial reporting attie preparation of financial
statement for external purposes in accordancegeitterally accepted accounting princip!

c) Evaluated the effectiveness of the regissatisclosure controls and procedures and predentghis report our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyédport based on such
evaluation; an

d) Disclosed in this report any change in #gistrant’s internal control over financial repodithat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo#) tfas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; a

5. The registrant’s other certifying officerém)d | have disclosed, based on our most recehiaian of internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of registrant’s board of directors p@rsons performing the equivalent
functions):

a) All significant deficiencies and materialakaesses in the design or operation of internarabaver financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refptahcial information; an

b) Any fraud, whether or not material, thatdtwes management or other employees who have Hisag role in the registrant’s
internal control over financial reportin

Date: November 6, 2006 /s/ Deborah H. Merrill
Vice President, Chief Financial Office
and Treasurel
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EXHIBIT 32.1

CERTIFICATION OF THE CHIEF EXECUTIVE OFFICER PURSUA NT 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 adqptesiiant to Section 906 of the Sarbanes-Oxley A2062, Robert W. Humphreys, the
Chief Executive Officer of Delta Apparel, Inc. (th€ompany”), hereby certifies that to the best isfknowledge:
1. The Quarterly Report on Form 10-Q for tharterly period ended September 30, 2006 of the @Goyypas filed with the Securities
and Exchange Commission on the date hereof (thpdiR®, fully complies with the requirements of sea 13(a) or 15(d) of the

Securities Exchange Act of 1934; ¢
The information contained in the Reportl§apresents, in all material respects, the findmadition and results of operations of

the Company

/s/ Robert W. Humphreys

Date: November 6, 2006
Robert W. Humphrey:
President & Chief Executive Office

A signed original of this written statement reqdit®y section 906 has been provided to Delta Apparel and will be retained by Delta
Apparel, Inc. and furnished to the Securities ardhange Commission or its staff upon request.
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EXHIBIT 32.2

CERTIFICATION OF THE CHIEF FINANCIAL OFFICER PURSUA NT 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 adqptesiiant to Section 906 of the Sarbanes-Oxley A2062, Deborah H. Merrill, the Chief
Financial Officer of Delta Apparel, Inc. (the “Coamy”), hereby certifies that to the best of his\ktexge:

1. The Quarterly Report on Form 10-Q for tharterly period ended September 30, 2006 of the @Goyypas filed with the Securities
and Exchange Commission on the date hereof (thpdiR®, fully complies with the requirements of sea 13(a) or 15(d) of the
Securities Exchange Act of 1934; ¢

2. The information contained in the Reportl§agresents, in all material respects, the finanmadition and results of operations of
the Company

Date: November 6, 2006 /s/ Deborah H. Merrill
Deborah H. Merrill
Vice President, Chief Financial Officer and

Treasurer

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