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Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer or a non-accelerated filer,
or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer,” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer [_] Accelerated filer [_] Non-accelerated filer [_] Smaller reporting company [X]

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yes [_] No
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Forward Looking Statements

This report and other documents we file with the SEC contain forward looking statements that are based on current
expectations, estimates, forecasts and projections about us, our future performance, our business or others on our
behalf, our beliefs and our management’s assumptions. In addition, we, or others on our behalf, may make forward
looking statements in press releases or written statements, or in our communications and discussions with investors
and analysts in the normal course of business through meetings, webcasts, phone calls and conference calls. Words
such as “expect,” “anticipate,” “outlook,” “could,” “target,” “project,” “intend,” “plan,” “believe,” “seek,” “estimate,” “should,” “may,” “assume,”
“continue,” variations of such words and similar expressions are intended to identify such forward looking statements.
These statements are not guarantees of future performance and involve certain risks, uncertainties and assumptions
that are difficult to predict. We describe our respective risks, uncertainties and assumptions that could affect the
outcome or results of operations in “Item 1A. Risk Factors.” We have based our forward looking statements on our
management’s beliefs and assumptions based on information available to our management at the time the statements
are made. We caution you that actual outcomes and results may differ materially from what is expressed, implied, or
forecast by our forward looking statements. Reference is made in particular to forward looking statements regarding
projections or estimates concerning our business, including demand for our products and services, customer
acceptance of new products, mix of revenue streams, ability to control or reduce operating expenses, anticipated gross
margins and operating results, cost savings, product development efforts, general outlook of our business and industry,
international businesses, competitive position, adequate liquidity to fund our operations and meet our other cash
requirements, and the global economic environment in general and consumer demand for apparel. Except as required
under the federal securities laws and the rules and regulations of the SEC, we do not have any intention or obligation
to update publicly any forward looking statements after the distribution of this report, whether as a result of new
information, future events, changes in assumptions, or otherwise.

PART I

ITEM 1.     BUSINESS

General

Talon International, Inc. specializes in the manufacturing and distribution of a full range of apparel accessories
including zippers and trim items to manufacturers of fashion apparel, specialty retailers and mass merchandisers. We
manufacture and distribute zippers under our Talon® brand name to manufacturers for apparel brands and retailers
such as Abercrombie & Fitch, Fat Face, Wal-Mart, Kohl’s, JC Penney, Polo Ralph Lauren, Guess and Express, among
others. We also provide full service outsourced trim design, sourcing and management services and supply specified
trim items for manufacturers of fashion apparel such as V. F. Corporation, Victoria’s Secret, Tom Tailor, Fat Face,
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Abercrombie & Fitch, American Eagle, Polo Ralph Lauren, Express, and others. Under our Tekfit® brand, we develop
and sell a stretch waistband that utilizes a patented technology to manufacturers for apparel brands and retailers such
as Saks Fifth Avenue, HMX and Superior Uniforms.

We were incorporated in the State of Delaware in 1997. We were formed to serve as the parent holding company of
our consolidated subsidiaries, which became our wholly owned subsidiaries immediately prior to the effective date of
our initial public offering in January 1998. Our website is www.talonzippers.com

Our website address provided in this Annual Report on Form 10-K is not intended to function as a hyperlink and the
information on our website is not and should not be considered part of this report and is not incorporated by reference
in this document.

2
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Business Summary

We operate our business within three product groups, Talon, Trim and Tekfit. In our Talon group, we design,
engineer, test and distribute zippers under our Talon trademark to apparel brands and manufacturers on a global basis.
Talon enjoys brand recognition in the apparel industry worldwide. Talon is a 100-year-old brand, which is known for
its quality and product innovation and was the original pioneer of the formed wire metal zipper for the jeans industry,
and is a specified and preferred zipper brand for manufacturers in the designer, sportswear and outerwear markets
worldwide. We provide multiple lines of high quality custom zippers, including metal, coil and plastic zippers, vintage
zippers, and specialty zippers for kids clothing and other fit for purpose applications, all for distribution to apparel
manufacturers worldwide, including, China, Taiwan, India, Indonesia, Bangladesh, the Middle East, the European
markets, Mexico and Central America. We have sales and marketing teams in most of these areas. We have joint
manufacturing arrangements in strategic international local markets to manufacture, finish and distribute our products
locally under the Talon brand name. Our manufacturing partners operate under our direct manufacturing and quality
assurance oversight, to our manufacturing specifications and quality standards, using only Talon approved and
authorized raw materials, resulting in the highest quality finished zippers for our customers in their local markets. Our
operating structure allows us to significantly improve the speed at which we serve the market, the service we can
provide to our customers, and to effectively expand the geographic footprint of our Talon products.

Our Trim products group acts as a fully-integrated single-source designer, product developer and exclusive supplier
for a full range of trim items for manufacturers of fashion apparel. Our business focuses on servicing all of the trim
requirements of our customers at the manufacturing and retail brand level of the fashion apparel industry. Our Trim
products include essentially all components required to manufacture a garment with the exception of the fabric and the
thread. Trim items include labels, buttons, rivets, leather patches, woven labels, heat transfer seals, tapes, ribbons,
printed marketing material, polybasic, packing cartons, hangers, et al. Trim items comprise a relatively small part of
the cost of most apparel products but comprise the vast majority of components necessary to fabricate and finish a
typical apparel product. We offer customers a one-stop outsource service for all zipper and trim related matters. Our
teams work with industry merchants, product developers and designers and function as an extension of their staff.

Under our Tekfit brand we supply apparel manufacturers with an advanced, patented fabric technology that creates a
stretchable fabric from non-stretchable material. This innovative technology allows the fabric to be altered through the
addition of stretch characteristics resulting in greatly improved fit and comfort. Pant manufacturers use this
technology to build-in stretch into standard waistbands that does not alter the appearance of the garment, but will
allow the waist to stretch out and back by as much as two waist sizes. Use of the stretchable fabric also has
applications in shirt collars, hats and virtually any garment where added flexibility and comfort is desired.

Our Talon, Trim and Tekfit product teams collaborate with customers on their design vision and present examples of
their vision in graphic form for all apparel accessory components. We design the buttons, snaps, hang tags, labels,
zippers, zipper pulls and other items to meet the customers’ needs. Once our customer selects the designs they prefer,
our sourcing and production teams coordinate with our manufacturing partners worldwide to ensure the best
manufacturing solution for the items being produced. The proper manufacturing solution is a critical part of the
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expertise and service we provide to customers. Selecting the best facility to ensure timely production, the proper
finishes, or other material needs or manufacturing techniques to be used is critical. We offer customers a depth and
breadth of knowledge in the manufacturing of these products that our customers cannot otherwise achieve. We are
consistently innovating new items, manufacturing techniques and finishes; introducing many new, fresh and unique
ideas to our customers. Once our customers make a final decision on the accessories that will be used on their
garments, we are typically identified as the sole or preferred source supplier for the project, and our customer’s
factories are then directed to purchase the products directly from us. Throughout the garment manufacturing process,
we consistently monitor the timing and accuracy of the production items until finally delivered to our customers'
apparel factories.

3
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We serve as a specified supplier in our zipper, trim and waistband products for a variety of major retail brand and
private-label oriented companies. A specified supplier is a supplier that has been approved for its quality and service
by a major retail brand or private-label company. Apparel contractors manufacturing for the retail brand or
private-label company must purchase their zipper and trim components from a supplier that has been specified. We
seek to expand our services as a supplier of select items for such customers, to being a preferred or single-source
provider of the entire customer’s authorized trim and zipper requirements. Our ability to offer a full range of trim and
zipper products is attractive to brand name and private-label oriented customers because it enables the customer to
address their quality and supply needs for all of their trim requirements from a single source, avoiding the time and
expense necessary to monitor quality and supply from multiple vendors and manufacturer sources. Becoming a
specified supplier to brand customers gives us an advantage to become the preferred or sole vendor of trim and zipper
items for all apparel manufacturers contracted for production for that brand name.

Our teams of sales employees, representatives, program managers, creative design personnel and global production
and distribution coordinators at our facilities located in the United States, Europe, and throughout Southeast Asia
enable us to take advantage of and address the increasingly complicated requirements of the large and expanding
demand for complete apparel accessory solutions. We plan to continue to expand operations in Asia, Europe, and
Central America to take advantage of the large apparel manufacturing markets in these regions.

Products

Talon Zippers - We offer a full line of custom metal, coil and plastic zippers bearing the Talon brand name or logo.
Talon zippers are used primarily by manufacturers in the apparel industry and are distributed through our distribution
facilities in the United States, Europe, Hong Kong, China, Taiwan, India, Indonesia and Bangladesh and through these
designated offices to other international markets.

We expand our distribution of Talon zippers through the establishment of a combination of Talon owned sales and
distribution locations, and strategic manufacturing and distribution relationships. These distribution and
manufacturing relationships, in combination with Talon owned and affiliated facilities under the Talon brand, improve
our time-to-market by allowing us to source, finish and distribute to apparel manufacturers within their local markets.
The branded apparel zipper market is dominated by one company and we have positioned Talon to be a viable global
alternative to this competitor and capture an increased market share position. We leverage the brand awareness of the
Talon name by branding other products in our line with the Talon name.

Trim - We consider our high level of customer service as a fully integrated single-source supplier essential to our
success. We combine our high level of customer service within our Trim solutions with a history of design and
manufacturing expertise to offer our customers a complete trim solution product. We believe this full-service product
gives us a competitive edge over companies that only offer selected trim components because our full service
solutions save our customers substantial time in ordering, designing, sampling and managing trim orders from several
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different suppliers. Our tracking and order management systems allow us to seamlessly supply trim solutions and
products to apparel brands, retailers and manufacturers around the world. We produce customized woven, leather,
synthetic, embroidered and novelty labels and tapes, which can be printed on or woven into a wide range of fabrics
and other materials using various types of high-speed equipment.

4
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Tekfit - We market and supply a proprietary stretch waistband and other products using our patented technology. We
provide apparel manufacturers with proprietary equipment, custom materials and an advanced, patented fabric
technology that allow for the manufacture of stretch characteristics into their standard waistbands resulting in greatly
improved fit and comfort. This technology is used to build-in a stretch factor into standard waistbands that does not
alter the appearance of the garment, but will allow the fabric to stretch out and back by as much as two waist sizes.
Our supply of this product to customers was limited prior to 2013 by a licensing dispute with the technology inventor.
In March 2012 we ended the licensing dispute, acquired all U.S. licenses and patents for this product technology, and
settled all matters of litigation with the original owner. Following the end of this dispute we proceeded to actively
expand our marketing and selling efforts of this unique product and brand within the industry. Consequently, the
revenues we derived from the sales of products incorporating the stretch waistband technology were substantially
limited for the periods prior to this litigation, and are now just beginning to be reestablished as we advance our
marketing and product introductions to major retailers.

 The percentages of total revenue contributed by each of our three primary product groups for the last three fiscal
years are as follows:

Years Ended
December 31,
2013 2012 2011

Product Group Net Sales:
Talon zipper 54.8% 49.4% 54.3%
Trim 45.0% 50.5% 45.7%
Tekfit 0.2 % 0.1 % 0.0 %

Design and Development

Our in-house creative teams produce products with innovative technology and designs that we believe distinguish our
products from those of our competitors. We support our skills and expertise in material procurement and product
manufacturing coordination with product technology and designs intended to meet fashion demands, as well as cost
and functional parameters. An example of this is the Talon KidZip® which is a specialty zipper for children’s apparel
engineered to surpass industry established strength and safety standards, while maintaining the fashion image and
requirements of today’s apparel demands.

Many specialty design companies with which we compete have limited engineering, sourcing or manufacturing
experience, and consequently they create products or designs that often cannot be implemented due to limitations in
the manufacturing process, the high expense of required materials, or a lack of functionality in the resulting product.
We design products to function within the limitations imposed by the applicable materials and manufacturing
framework, while meeting our customers' specialty needs. Using our manufacturing experience, we ensure delivery of
quality products and minimize the time-consuming delays that often arise in coordinating the efforts of independent
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design houses and manufacturing facilities. By supporting our material procurement and product manufacturing
services with design services, we reduce development and production costs and deliver products to our customers
sooner than many of our competitors. Our development costs are low, many of which are borne by our customers. Our
design teams are based in our U.S. and Asian facilities.

Customers

We have more than 1,000 active customers representing 220 of the world’s best known brands. Our customers include
the designated suppliers of well-known apparel retailers and brands, such as, VF Corporation, Victoria’s Secret, Tom
Tailor, Fat Face, Abercrombie and Fitch, American Eagle, Polo Ralph Lauren, Phillips-Van Heusen, Super Dry, Eddie
Bauer, Babies-R-Us, and Guess among others. Our customers also include contractors for specialty retailers such as
Express and mass merchant retailers such as Wal-Mart, Kohl’s, J.C. Penney, and Costco.
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For the years ended December 31, 2013, 2012 and 2011, our three largest customers combined represented
approximately 5%, 6% and 8%, respectively, of consolidated net sales.

Sales and Marketing

We sell our products through our own sales force based in the United States, Hong Kong, China, India, Indonesia,
Taiwan, and Bangladesh. We contract with outside sales representatives in the U.S. and Europe, and we develop
Central America opportunities through our U.S. sales force and outside sales representatives. We also employ
customer service representatives who are assigned to key customers and provide local customer support. We have
developed relationships with our major customers at senior levels and our sales teams actively participate with these
customers in their marketing and sales programs and sales strategies. When we become the outsourcing vendor for a
customer’s packaging or trim requirements, we position ourselves as if we are an in-house department of the customer’s
trim components procurement operation.

Sourcing and Assembly

We have developed expertise in identifying high quality materials, competitive prices and approved manufacturers for
particular products and materials and ensuring strict adherence to quality manufacturing processes and materials. Our
expertise enables us to produce a broad range of apparel accessories and trim products at competitive prices. The
majority of products that we procure and distribute are secured on a finished-good basis, manufactured by our partners
and under our direct oversight and scrutiny. Raw materials used to manufacture or assemble all of our products are
obtained only from sources we authorize and specify and are in adequate supply. We purchase products only from
qualified material suppliers, and guarantee our customers that all materials used in the manufacture of our products are
fully compliant with all government regulations and controls over restricted substances.

We develop product artwork and any necessary dies and molds used to design and manufacture our products. Products
that we design and sell are produced by manufacturing partners under our direct supervision or through joint
manufacturing arrangements. We are confident in our ability to identify, secure and maintain high quality
manufacturing sources. We will continue to build upon our production through qualified suppliers, particularly with
respect to manufacturing activities that require substantial investments in time and capital equipment.

Principally through our Asian facilities, we distribute Talon zippers, trim items and apparel accessories and oversee
the manufacture and distribution of the full range of our products. Through our Asian facilities we supply customers
numerous significant zipper and trim programs, and serve these customers worldwide.
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Intellectual Property Rights and Licenses

We have trademarks as well as patent rights, copyrights, software copyrights and trade names for which we rely on
common law protection, including the Talon trademark. Several of our other trademarks are the subject of applications
for federal trademark protection through registration with the United States Patent and Trademark Office, including
“Talon”, “Tag-It”, “Kidzip” and “Tekfit”. We hold patent rights for several key processes and products including the Tekfit
stretchable fabric products, and garment fasteners.

6
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Seasonality

We typically experience seasonal fluctuations in sales volume consistent with the purchase demands of the apparel
industry. In most years, these seasonal fluctuations result in lower sales volumes for our business in the first and
fourth quarters of each year due to the seasonal buying patterns by the majority of our customers. Sales of our
products typically precede the retail sales patterns by 90 to 150 days. The apparel retailers typically experience their
highest sales volumes during the fourth quarter in association with year-end holiday purchases. Backlogs of sales
orders are not considered material in the industries in which we compete, which reduces the predictability of our sales
and reinforces the volatility of these cyclical buying patterns on our sales volume.

Inventories

In order to meet the rapid delivery requirements of our customers, we may be required to purchase inventories of raw
materials based upon projections made by our customers. In these cases we may carry a substantial amount of
inventory on their behalf. We manage this risk by obtaining customer commitments to purchase any excess materials
or inventories. These commitments provide that in the event that inventories remain with us in excess of the apparel
program life or the termination of production of a customer’s product line related to the inventories, the customer is
required to purchase the inventories from us under normal invoice and selling terms. While these agreements provide
us some advantage in the negotiated disposition of these inventories, we cannot be assured that our customers will
complete these agreements or that we can enforce these agreements without adversely affecting our business
operations.

Competition

We operate in highly competitive and fragmented segments of the apparel industry that include numerous local and
regional companies that provide some or all of the products we offer. We also compete with United States and
international design companies, distributors and manufacturers of tags, trim, packaging products and zippers. Some of
our competitors are significantly larger in size and resources than us and have greater name recognition, longer
operating histories and more financial and other resources.

Because of our integrated materials, manufacturing and assembly capabilities and our full-service zipper and trim
solutions, we believe that we are able to effectively compete for our customers’ business, particularly where our
customers require a high level of confidence regarding compliance with restricted substance regulations, and with the
effective coordination of separately sourced production functions. We believe that we successfully compete in our
industry by offering superior product pricing, quality, customer service, design capabilities, delivery lead times and
complete supply-chain management. We also believe the Talon brand name and the quality of our Talon brand zippers
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allows us to gain market share in the apparel accessory industry. The unique stretch quality of our Tekfit waistbands
will also allow us to compete effectively in the market for waistband components.

Segment Information

We operate in one industry segment, the distribution of a full range of apparel zipper and trim products to
manufacturers of fashion apparel, specialty retailers and mass merchandisers. We separately report our revenues and
gross margins by our selling groups in this segment to the extent these are distinguished and separate.

Financial Information about Geographic Areas

The majority of our products sold are for use by U.S. and European based brands, retailers and manufacturers. The
majority of these customers produce their products or outsource the production of their products in manufacturing
facilities located outside of the U.S. or Europe, primarily in China, Taiwan, India, Indonesia, Bangladesh and Central
America.

7
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A summary of our domestic and international net sales and long-lived assets is set forth in Item 8 of Part II of this
Annual Report on Form 10-K, Note 10 in the accompanying Notes to Consolidated Financial Statements.

We are subject to certain risks referred to in Item 1A, “Risk Factors” and Item 3, “Legal Proceedings”, including those
normally attending international and domestic operations, such as changes in economic or political conditions,
currency fluctuations, foreign taxes, exchange control regulations and the effect of international relations and domestic
affairs of foreign countries on the conduct of business, legal proceedings and the availability and pricing of raw
materials.

Employees

As of December 31, 2013, we had approximately 215 full-time employees including 25 in the United States and 190
employees in Asia. Our labor forces are non-union. We believe that we have satisfactory employee and labor relations.

Corporate Governance and Information Related to SEC Filings

Our Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K and amendments
to those reports filed with, or furnished to, the Securities and Exchange Commission (“SEC”) pursuant to Section 13(a)
or 15(d) of the Securities Exchange Act of 1934 are available free of charge through our website,
www.talonzippers.com (in the “Investor” section, as soon as reasonably practical after electronic filing with or
furnishing of such material to the SEC). We make available on our website our (i) stockholder communications
policies, (ii) Code of Ethical Conduct and (iii) Employee Complaint Procedures for Accounting and Auditing Matters.
These materials are also available free of charge in print to stockholders who request them by writing to: Investor
Relations, Talon International, Inc., 21900 Burbank Boulevard, Suite 270, Woodland Hills, CA 91367. Our website
address provided in this Annual Report on Form 10-K is not intended to function as a hyperlink and the information
on our website is not and should not be considered part of this report and is not incorporated by reference in this
document.

ITEM 1A.     RISK FACTORS
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Several of the matters discussed in this document contain forward-looking statements that involve risks and
uncertainties. Factors associated with the forward-looking statements that could cause actual results to differ from
those projected or forecast are included in the statements below. In addition to other information contained in this
report, readers should carefully consider the following cautionary statements and risk factors.

If we lose our larger brand and retail nominations or customers or the customers fail to purchase at anticipated
levels, our sales and operating results will be adversely affected.

Our results of operations depend to a significant extent upon the commercial success of our larger brand nominations
and customers. If we lose our significant brand nominations, or these customers fail to purchase our products at
anticipated levels, or our relationship with these customers or the brands and retailers they serve diminishes, it may
have an adverse effect on our results because we may lose a primary source of revenue if these customers choose not
to purchase our products or services; we may lose the nomination of the retailer or brand; we may not be able to
recoup development and inventory costs associated with this customer; and we may not be able to collect our
receivables from them.

8
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U.S. and global financial and economic uncertainties could negatively affect our business, results of operations
and financial condition.

Our performance is subject to worldwide economic conditions and their impact on levels of consumer spending that
affect not only the ultimate consumer, but also retailers, which are served by many of our largest customers. The
worldwide apparel industry is heavily influenced by general economic cycles. Purchases of fashion apparel and
accessories tend to decline in periods of recession or uncertainty regarding future economic prospects, as disposable
income declines. Many factors affect the level of consumer spending in the apparel industries, including, among
others: prevailing economic conditions, levels of employment, salaries and wage rates, energy costs, interest rates, the
availability of consumer credit, taxation and consumer confidence in future economic conditions. During periods of
recession or economic uncertainty, we may not be able to maintain or increase our sales to existing customers, make
sales to new customers, or maintain our earnings from operations as a percentage of net sales. As a result, our
operating results may be adversely and materially affected by weak or downward trends in the United States or global
economy.

The loss of key management and sales personnel could adversely affect our business, including our ability to
obtain and secure accounts and generate sales.

Our success has and will continue to depend upon key management and sales personnel, many of whom would be
difficult to replace. The loss of the services of key employees could have a material adverse effect on our business,
including our ability to establish and maintain client relationships. Our future success will depend in large part upon
our ability to attract and retain personnel with a variety of sales, operating and managerial skills.

We may not be able to satisfy the financial covenants in our Credit Agreement and if we cannot, then our lender
could declare the debt obligations in default

Our Credit Agreement requires certain covenants, including a minimum level of Adjusted EBITDA (as defined in the
Credit Agreement) as discussed in Note 4 of the Notes to Consolidated Financial Statements. If we fail to satisfy the
Credit Agreement covenants, the credit agreement could be in default and the outstanding balance could be declared
immediately due and payable by the lender.

In the event we anticipate not being able to meet the required covenants, we will either negotiate for changes in the
relative covenants or negotiate a waiver with the lender. However, our expectations of future operating results and
continued compliance with all debt covenants cannot be assured and our lender’s actions are not controllable by us. If
we default under the loan agreement, all amounts due under the loan agreement could be declared immediately due
and payable and, unless we are able to secure alternative financing to repay the lender, the lender would have the right
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to exercise its remedies including enforcement of its lien on substantially all of our assets. Further, if the debt is placed
in default, we could be required to reduce our expenses, curtail operations and/or raise capital through the sale of
assets, issuance of equity or otherwise.

Global credit conditions may increase our credit risks.

Most of our customers are extended credit terms which are approved by us internally. While we attempt to cover as
much of our credit risks as possible, not all of our risks can be fully covered due to the countries we operate in or the
current credit conditions. Such exposure may translate into losses should there be any adverse changes to the financial
condition of customers.
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We operate in an industry that is subject to significant fluctuations in operating results that may result in
unexpected reductions in revenue and stock price volatility.

We operate in an industry that is subject to seasonal and operational fluctuations that can significantly impact our
results from quarter to quarter. Factors that may influence our quarterly operating results include:

●The volume and timing of customer orders received during the quarter;

●The timing and magnitude of customers’ marketing campaigns;

●The loss or addition of a major customer or of a major retailer nomination;

●The availability and pricing of materials for our products;

●The increased expenses incurred in connection with the introduction of new products;

●Currency fluctuations;

●Political factors that may affect the expected flow of commerce;

●Delays caused by third parties; and

●Changes in our product mix or in the relative contribution to sales of our subsidiaries.

Due to these factors, it is possible that in some quarters our operating results may be below our stockholders’
expectations and those of public market analysts. If this occurs, the price of our common stock could be adversely
affected.

Our products may not comply with various industry and governmental regulations and our customers may incur
losses in their products or operations as a consequence of our non-compliance.
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Our products are produced under strict supervision and controls to ensure that all materials and manufacturing
processes comply with the industry and governmental regulations governing the markets in which these products are
sold. However, if these controls fail to detect or prevent non-compliant materials from entering the manufacturing
process, our products could cause damages to our customers' products or processes and could also result in fines being
incurred. The possible damages, replacement costs and fines could significantly exceed the value of our products and
these risks may not be covered by our insurance policies.

If customers default on inventory purchase commitments with us, we may be left holding non-salable inventory.

We hold inventories for specific customer programs, which the customers have committed to purchase. If any
customer defaults on these commitments, or insists on markdowns, we may incur a charge in connection with our
holding non-salable inventory and this would have a negative impact on our operations and cash flow.

Because we depend on a limited number of suppliers, we may not be able to always obtain materials when we need
them and we may lose sales and customers.

Lead times for materials we order can vary significantly and depend on many factors, including the specific supplier,
the contract terms and the demand for particular materials at a given time. From time to time, we may experience
fluctuations in the prices and disruptions in the supply of materials. Shortages or disruptions in the supply of
materials, or our inability to procure materials from alternate sources at acceptable prices in a timely manner, could
lead us to miss deadlines for orders and lose sales and customers.

10
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Our customers have cyclical buying patterns which may cause us to have periods of low sales volume.

Most of our customers are in the apparel industry. The apparel industry historically has been subject to substantial
cyclical variations. Our business has experienced significant cyclical fluctuations due, in part, to customer buying
patterns, which may result in periods of low sales usually in the first and fourth quarters of our financial year.
Backlogs of sales orders are not considered material in the industries in which we compete, which reduces the
predictability of revenues and reinforces the volatility of these cyclical buying patterns on our sales volume.
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