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value $0.001 per share, 18,241,045 shares issued and outstanding as of August
22, 2005.

EXPLANATORY NOTE

This Report on Form 10-Q/A amends the Quarterly Report on Form 10-Q for Tag-It
Pacific, Inc. and our subsidiaries for the quarterly period ended June 30, 2005
and is being filed 1in order to restate our previously issued consolidated
financial statements as of and for the three and six months ended June 30, 2005.
The restatement has been made to properly account for revenues in accordance
with generally accepted accounting principles in connection with a sale and
inventory storage agreement effective in the second quarter of 2005. See Note 2
- Restatement of Financial Statements, to our consolidated financial statements
for additional discussion. Except for Items 1 , 2 and 4 in Part I and Item 6 of
Part II, no other information included in the original Form 10-Q is amended by
this Form 10-Q/A.
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Some of the information in this Quarterly Report on Form 10-Q may
constitute forward-looking statements within the meaning of Section 27A of the
Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934,
both as amended. These forward-looking statements are subject to various risks
and uncertainties. The forward-looking statements include, without limitation,
statements regarding our future business plans and strategies and our future
financial position or results of operations, as well as other statements that
are not historical. You can find many of these statements by looking for words
like "will", "may", "believes", "expects", "anticipates", "plans" and
"estimates" and for similar expressions. Because forward-looking statements
involve risks and uncertainties, there are many factors that could cause the
actual results to differ materially from those expressed or implied. These
include, but are not limited to, economic conditions. This Quarterly Report on
Form 10-Q contains important cautionary statements and a discussion of many of
the factors that could materially affect the accuracy of Tag-It Pacific's
forward-looking statements and such statements and discussions are incorporated
herein by reference. Any subsequent written or oral forward-looking statements
made by us or any person acting on our behalf are qualified in their entirety by
the cautionary statements and factors contained or referred to in this section.
We do not intend or undertake any obligation to update any forward-looking
statements to reflect events or circumstances after the date of this document or
the date on which any subsequent forward-looking statement is made or to reflect
the occurrence of unanticipated events.

PART I
FINANCIAL INFORMATION

ITEM 1. CONSOLIDATED FINANCIAL STATEMENTS.
TAG-IT PACIFIC, INC.
CONSOLIDATED BALANCE SHEETS

(UNAUDITED)
June 30, December 31,
2005 2004
(as restated,
See Note 2)
Assets
Current Assets:

Cash and cash equivalents .........c.ccccenn... $ 2,962,082 $ 5,460,662
Trade accounts receivable, net .............. 10,518,984 17,890,044
Trade accounts receivable, related party .... 3,375,000 4,500,000
Inventories, Net . ...ttt ittt teenenennn 13,565,917 9,305,819
Prepaid expenses and other current assets ... 2,064,950 2,326,245
Deferred income LaXeS . .uuiieenereneeneennnn —— 1,000,000
Total current assets .....eiiiieeeennnnnnns 32,486,933 40,482,770

Property, plant & equipment, net of accumulated

depreciation and amortization ............... 9,988,844 9,380,026
o= T 10 o =11 4,110,751 4,110,750
(€Yo Yo A 450,000 450,000
License rights . ...ttt ittt 198,625 259,875
Due from related parties ......c..iiiiiiiiinnnnn.. 578,406 556,550

Other asSset s ittt ittt et e ittt e e et ieenen 1,012,947 1,207,885
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TOLALl BSSEE S ittt ittt ettt et ettt et $ 48,826,506 $ 56,447,856
Liabilities and Stockholders' Equity
Current Liabilities:
Line of credit ...ttt teeee $ 1,001,309 $ 614,506
Accounts payable and accrued expenses ....... 14,780,039 7,460,916
Demand notes payable to related parties ..... 664,971 664,971
Current portion of capital lease obligations 844,231 859,799
Current portion of notes payable ............ 180,809 174,975
Note payvable . ...ttt e ettt e 200,000 1,400,000
Total current liabilities ................. 17,671,359 11,175,167
Capital lease obligations, less current portion 1,049,982 1,220,969
Notes payable, less current portion ............ 1,355,969 1,447,855
Secured convertible promissory notes ........... 12,424,491 12,408,623
Total liabilities .....iiiiiiiiieiennnnn. 32,501,801 26,252,614
Guarantees and Contingencies (Note 4)
Stockholders' equity:
Preferred stock, Series A $0.001 par value;

250,000 shares authorized, no shares

issued or outstanding ............cc0. ..., - -
Common stock, $0.001 par value, 30,000,000

shares authorized; 18,241,045 shares

issued and outstanding at June 30, 2005;

18,171,301 at December 31, 2004 ........... 18,243 18,173
Additional paid-in capital .........c.c. ... 51,327,873 51,073,402
Accumulated deficit ..... it (35,021,411) (20,896, 333)

Total stockholders' equity .......ceeiiiiieennnn.. 16,324,705 30,195,242
Total liabilities and stockholders' equity ..... $ 48,826,506 $ 56,447,856

See accompanying notes to consolidated financial statements.

TAG-IT PACIFIC, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS
(UNAUDITED)

Three Months Ended June 30,

(as restated,
see Note 2)

Net SAlesS vttt ieeeeeeeeeannnns $ 15,639,646 $ 14,923,121
Cost of goods sold ...iiiii ... 14,883,526 11,030,867

(as restated
see Note 2)

$ 28,694,923
24,686,980

Six Months Ended June

$ 25,08
18,19
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Gross profit . ... ... i

SEl1ling EXPENSES v vttt eneneeeeeennenns
General and administrative expenses

Total operating expenses ............

(Loss) income from operations ..........
Interest expense, net ..........cccvcon.

(Loss) income before income taxes ......
Provision (benefit) for income taxes

Net (losSs) 1nNnCOMEe .. v vt ennnnn
Less: Preferred stock dividends .......
Net (loss) income to common shareholders

Basic (loss) earnings per share ........
Diluted (loss) earnings per share ......
Weighted average number of common

shares outstanding:

BasSiC vttt e e e e e e
Diluted ..ttt e e e e

756,120 3,892,254 4,007,943 6,88
655,295 702,482 1,397,629 1,47
11,008,446 2,791,209 14,735,706 5, 64
11,663,741 3,493,691 16,133,335 7,12
(10,907, 621) 398,563 (12,125,392) (23
268,021 144,355 536,676 33
(11,175, 642) 254,208 (12,662,068) (56
1,300,996 83,889 1,463,013 (18
$(12,476,638)  $ 170,319  $(14,125,081) S (38
- - — 3
$(12,476,638)  $ 170,319  $(14,125,081) S (41
5 (0.68) & 0.01 $ (0.78)  $
5 (0.68) & 0.01 $ (0.78)  $
18,241,045 18,061,778 18,210,406 16,49
18,241,045 18,779,239 18,210,406 16,49

See accompanying notes to consolidated financial statements.

TAG-IT PACIFIC, INC.

CONSOLIDATED STATEMENTS OF CASH

(UNAUDITED)

Increase (decrease) in cash and cash equivalents

Cash flows from operating activities:

Nt 108 S ittt ettt et ettt et e e ettt e

Adjustments to reconcile net loss to net cash used

by operating activities:

Depreciation and amortization ....................
Increase in allowance for doubtful accounts
Increase in deferred tax asset valuation allowance
Increase 1in inventory valuation reserve
Common stock issued for services .................

Changes in operating assets and liabilities:

FLOWS

Six months Ended June 30,

(as restated,
see Note 2)

$(14,125,081)

1,127,169
6,120,691
1,000,000
1,550,000

$ (381,710)

730,153
147,282
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Receivables, including related parties ........... 2,375,368 (6,

INVENTOTLIES vttt i it it st et e e e e e e e e e e e e e (5,810,097) (1,

Other ASSEL S v it ittt ittt e et e e e e et et e e e e e (4,445) (

Prepaid expenses and other current assets ........ 321,295

Accounts payable and accrued €XpPenses ............ 7,182,615

Income taxes payvable ... ..ttt ittt 114,651 (
Net cash used in operating activities .................. (147,834) (7,

Cash flows from investing activities:
Acquisition of property and equipment ................ (1,248,886) (

Cash flows from financing activities:

Proceeds (repayment) of bank line of credit, net ..... 386,803 (1,
Proceeds from exercise of stock options and warrants . 254,541
Repayment of capital l1eases ...ttt itneeeneeennns (457,152) (
Repayment of notes payable ...... ... (1,286,052) (
Net cash used in financing activities .................. (1,101,860) (1,
Net decrease In Cash i ittt ittt ettt et e et e ee e (2,498,580) (9,
Cash at beginning of period .......... it innnnn. 5,460,662 14,
Cash at end of period ...ttt ittt e $ 2,962,082 $ 5,

777, 637)
907,176)
236,854)
929,415
739,019
434,901)

160,152)
424,801
299,377)
600, 000)

089,394)
442,769

Supplemental disclosures of cash flow information:
Cash received (paid) during the period for:

Interest pPaild ..ttt ettt e e e e S (655,032) S (
Income taxes Paild tuvviiieii ittt et S (47,560) S (
Income taxes reCeived ... .iieeieeeeeeeneeeeeennnnn S 29,734 S
Non-cash financing activities:
Preferred Series D stock converted to common stock $ - $ 22,
Preferred Series C stock converted to common stock $ - S
Accrued dividends converted to common stock .......... $ - $
Capital lease obligation .....iiiiiiii it ieeeennnnneens $ 270,597 $

See accompanying notes to consolidated financial statements.

TAG-IT PACIFIC, INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

1. PRESENTATION OF INTERIM INEFORMATION

The accompanying unaudited consolidated financial statements have been
prepared in accordance with accounting principles generally accepted in the
United States for interim financial information and in accordance with the
instructions to Form 10-Q and Article 10 of Regulation S-X. Accordingly, they do
not include all of the information and footnotes required by accounting
principles generally accepted 1in the United States for complete financial
statements. The accompanying unaudited consolidated financial statements reflect

324,292)
255,067)

918, 693
895,001
458,707
249,418
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all adjustments that, in the opinion of the management of Tag-It Pacific, Inc.
and Subsidiaries (collectively, the "Company"), are considered necessary for a
fair presentation of the financial position, results of operations, and cash
flows for the periods presented. The results of operations for such periods are
not necessarily 1indicative of the results expected for the full fiscal year or
for any future period. The accompanying financial statements should be read in
conjunction with the audited consolidated financial statements of the Company
included in the Company's Form 10-K for the year ended December 31, 2004. The
balance sheet as of December 31, 2004 has been derived from the audited
financial statements as of that date but omits certain information and footnotes
required for complete financial statements.

2. RESTATEMENT OF FINANCIAL STATEMENTS

During the year-end financial closing and preparation of the Company's
consolidated financial statements for the vyear ended December 31, 2005,
management determined that the Company had incorrectly recognized revenue on a
sale and inventory storage agreement that was effective at the end of the second
quarter. In accordance with United States generally accepted accounting
principles the revenue from this transaction should not have been recognized at
the time of the agreement, but rather should have been, and will be, recognized
upon delivery of the products to the customer, the customer's designated
manufacturer, or upon notice from the customer to destroy or dispose of the
goods.

Following is a summary of the effects of these changes on the Company's
consolidated balance sheets as of June 30, 2005 as well as the effects of these
changes on the Company's consolidated statements of operations and cash flows

for the quarterly and year to date period ending June 30, 2005:

AS OF AND FOR THE THREE MONTHS ENDED JUNE 30, 2005

As previously

reported Adjustments As restated
CONSOLIDATED BALANCE SHEET
Accounts Receivable ......c.iiiiiinnnnn. $ 13,352,574 $ (2,833,590) $ 10,518,984
INVEeNLOriesS vttt ittt et eeeeennnns 11,948,779 1,617,138 13,565,917
Total current assets .....c.iiiiiinnnnn. 33,703,385 (1,216,452) 32,486,933
Total ASSEeLS v ittt ittt it 50,042,958 (1,216,452) 48,826,506
Accumulated (deficit) earnings ......... (33,804,959) (1,216,452) (35,021,411)
Total Stockholders' Equity ............. 17,541,157 (1,216,452) 16,324,705
Total Liabilities & Stockholders' Equity 50,042,958 (1,216,452) 48,826,506

7

As previously
reported Adjustments As restated

CONSOLIDATED STATEMENT OF OPERATIONS
Net Sales ...ttt i, $ 18,473,236 $ (2,833,590) $ 15,639,646
Cost of Goods Sold .........ciiin.. 16,500, 664 (1,617,138) 14,883,526
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Gross (loss) profit
(Loss) income from operations
(Loss) income before income taxes
Net (loss) income

Net (loss) income to common shareholders

FOR THE SIX MONTHS ENDED JUNE 30, 2005

CONSOLIDATED STATEMENT OF OPERATIONS
Net Sales
Cost of goods sold
Gross (loss) profit
(Loss) income from operations
(Loss) income before income taxes
Net (loss) income
Net (loss) income to common shareholders

CONSOLIDATED STATEMENT OF CASH FLOWS
Net loss
Receivables,
Inventory

including related parties

3. EARNINGS PER SHARE

1,972,572
(9,691,169
(9,959,190

(11,260,186

)
)
)
(11,260,186)

As previously
reported

$ 31,528,513
26,304,118
5,224,395
10,908,940
11,445,616
12,908,629
12,908,629

)
)
)
)

(12,908,629)
(458,222)
(4,192,959)

(1,216,452)
(1,216,452)
(1,216,452)
(1,216,452)
(1,216,452)

Adjustments

$ (2,833,590)
(1,617,138)
(1,216,452)
(1,216,452)
(1,216,452)
(1,216,452)
(1,216,452)

(1,216,452)
2,833,590
(1,617,138)

756,120
10,907,621
11,175,642
12,476,638
12,476,638

)
)
)
)

As restated

$ 28,694,923
24,686,980
4,007,943
12,125,392
12,662,068
14,125,081
14,125,081

(14,125,081)
2,375,368
(5,810,097)

The following is a reconciliation of the numerators and denominators of

the basic and diluted (loss)

THREE MONTHS ENDED JUNE 30, 2005:

Basic loss per share:
Loss available to common stockholders

Effect of Dilutive Securities:
Options
Warrants

Loss available to common stockholders

THREE MONTHS ENDED JUNE 30, 2004:
Basic earnings per share:

Income available to common stockholders

(LOSS)

INCOME

(as restated,

see Note 2)

earnings per share computations:

SHARES

PER SHARE

(as restated,
see Note 2)

$(12,476,638) 18,241,045 (0.68)
$(12,476,638) 18,241,045 (0.68)
$ 170,319 18,061,778 0.01
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Effect of Dilutive Securities:

(0wl I = - 584,415 -
L= B o= o i —— 133,046 ——
Income available to common stockholders S 170,319 18,779,239 S 0.01
SIX MONTHS ENDED JUNE 30, 2005: ..... LOSS SHARES PER SHARE
(as restated, (as restated,
see Note 2) see Note 2)
Basic loss per share:
Loss available to common stockholders $(14,125,081) 18,210,406 S (0.78)
Effect of Dilutive Securities:
OpPLions .ttt e e e e e - - -
Warrants ...ttt it it ittt - - -
Loss available to common stockholders $(14,125,081) 18,210,406 S (0.78)
SIX MONTHS ENDED JUNE 30, 2004:
Basic loss per share:
Loss available to common stockholders S (412,215) 16,491,684 S (0.02)
Effect of Dilutive Securities:
OpPLions .ttt e e e e - - -
Warrants ...t ittt ittt ittt - - -
Loss available to common stockholders S (412,215) 16,491,684 S (0.02)
Warrants to purchase 1,510,479 shares of common stock at between $3.50
and $5.06, options to purchase 1,942,000 shares of common stock at between $1.30
and $5.23, convertible debt of $500,000 convertible at $4.50 per share and
convertible debt of $12.5 million convertible at $3.65 per share were
outstanding for the three and six months ended June 30, 2005, Dbut were not

included in the computation of diluted earnings per sh
conversion would have an antidilutive effect on earnings

are because
per share.

exercise or

Convertible debt of $500,000, convertible at $4.50 per common share,
was outstanding for the three months ended June 30, 2004, but was not included
in the computation of diluted earnings per share Dbecause the effect of
conversion would have an antidilutive effect on earnings per share.

Warrants to purchase 426,666 shares of common stock at between $4.57
and $5.06, options to ©purchase 105,000 shares of common stock at $4.63,
convertible debt of $500,000 convertible at $4.50 per share and 759,494 shares
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convertible at $4.94 per share were outstanding for
the three months ended June 30, 2004, but were not included in the computation
of diluted earnings per share because exercise or conversion would have an
antidilutive effect on earnings per share.

of preferred Series C stock

4. STOCK BASED COMPENSATION

All stock options 1issued to employees had an exercise price not less
than the fair market value of the Company's Common Stock on the date of grant,
and in accounting for such options utilizing the intrinsic value method there is
no related compensation expense recorded in the Company's financial statements
for the three and six months ended June 30, 2005 and 2004. If compensation cost
for stock-based compensation had been determined based on the fair market wvalue
of the stock options on their dates of grant in accordance with SFAS 123, the
Company's net income (loss) and earnings (loss) per share for the three and six
months ended June 30, 2005 and 2004 would have amounted to the pro forma amounts
presented below:

Three Months Six Mont
Ended June 30, Ended Jun
2005 2004 2005
(as restated, (as restated
see Note 2) see Note 2)
Net (loss) income, as reported ................ $(12,476,638) S 170,319 $(14,125,081)
Add: Stock-based employee compensation expense
included in reported net income, net of
related tax effects ....... i, - - -
Deduct: Total stock-based employee compensation
expense determined under fair value based
method for all awards, net of related tax
effects ... e e (65,332) (5,224) (77,062)
Pro forma net (1osSs) INCOME .. v v v vveeeeennnnnn $(12,541,970) S 165,095 $(14,202,143)
Earnings per share:
Basic - as reported ........iiiiiiinn.. S (0.68) S 0.01 $ (0.78)
Basic — pro forma ........c.iiiiiiiinnn.. S (0.68) S 0.01 $ (0.78)
Diluted - as reported .......ciiiiinnn.. S (0.68) S 0.01 $ (0.78)
Diluted - pro forma .........eeeeennnnn. S (0.68) S 0.01 $ (0.78)
10
5. GUARANTEES AND CONTINGENCIES
In November 2002, the FASB issued FIN No. 45 '"Guarantor's Accounting
and Disclosure Requirements for Guarantees, including Indirect Guarantees of
Indebtedness of Others - and interpretation of FASB Statements No. 5, 57 and 107
and rescission of FIN 34." The following 1is a summary of the Company's

agreements that it has determined are within the scope of FIN 45:

10
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In accordance with the bylaws of the Company, officers and directors
are indemnified for certain events or occurrences arising as a result of the
officer or director's serving in such capacity. The term of the indemnification
period is for the 1lifetime of the officer or director. The maximum potential
amount of future payments the Company could be required to make under the
indemnification provisions of its bylaws is unlimited. However, the Company has
a director and officer liability insurance policy that reduces its exposure and
enables it to recover a portion of any future amounts paid. As a result of its
insurance policy coverage, the Company believes the estimated fair value of the
indemnification provisions of its bylaws is minimal and therefore, the Company
has not recorded any related liabilities.

The Company enters into indemnification provisions under its agreements
with investors and its agreements with other parties in the normal course of
business, typically with suppliers, customers and landlords. Under these
provisions, the Company generally indemnifies and holds harmless the indemnified
party for losses suffered or incurred by the indemnified party as a result of
the Company's activities or, in some cases, as a result of the indemnified
party's activities under the agreement. These indemnification provisions often
include indemnifications relating to representations made by the Company with
regard to intellectual property rights. These indemnification provisions
generally survive termination of the underlying agreement. The maximum potential
amount of future payments the Company could be required to make under these
indemnification provisions is unlimited. The Company has not incurred material
costs to defend lawsuits or settle claims related to these indemnification
agreements. As a result, the Company believes the estimated fair value of these
agreements is minimal. Accordingly, the Company has not recorded any related
liabilities.

The Company has filed suit against Pro-Fit Holdings Limited in the U.S.
District Court for the Central District of California —-- TAG-IT PACIFIC, INC. V.
PRO-FIT HOLDINGS LIMITED, CV 04-2694 LGB (RCx) - based on wvarious contractual
and tort claims relating to the Company's exclusive license and intellectual
property agreement, seeking declaratory relief, injunctive relief and damages.
The agreement with Pro-Fit gives the Company exclusive rights in certain
geographic areas to Pro-Fit's stretch and rigid waistband technology. Pro-Fit
filed an answer denying the material allegations of the complaint and filed a
counterclaim alleging various contractual and tort claims seeking injunctive
relief and damages. The Company filed a reply denying the material allegations
of Pro-Fit's pleading. Pro-Fit has since purported to terminate the exclusive
license and intellectual property agreement based on the same alleged breaches
of the agreement that are the subject of the parties' existing 1litigation, as
well as on an additional basis unsupported by fact. In February 2005, the
Company amended its pleadings in the litigation to assert additional breaches by
Pro-Fit of its obligations to the Company under the agreement and under certain
additional letter agreements, and for a declaratory judgment that Pro-Fit's
patent No. 5,987,721 is invalid and not infringed by the Company. Thereafter,
Pro-Fit filed an amended answer and counterclaim denying the material
allegations of the amended complaint and alleging various contractual and tort
claims seeking injunctive relief and damages. Pro-Fit further asserted that the
Company infringed its United States Patent Nos. 5,987,721 and 6,566,285. The
Company filed a reply denying the substantive allegations of the reply. At the
Company's request, the Court Dbifurcated the contract issues for trial to
commence on January 10, 2006. The remaining issues will be tried at a later
date. Fact discovery has been completed and expert discovery is ongoing. As we
derive a significant amount of revenue from the sale of products incorporating
the stretch waistband technology, our Dbusiness, results of operations and
financial <condition could be materially adversely affected if our dispute with
Pro-Fit is not resolved in a manner favorable to us.

11
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Additionally, we have incurred significant legal fees in this litigation, and
unless the case is settled, we will continue to incur additional legal fees in
increasing amounts as the case accelerates to trial.

The Company is subject to certain other legal proceedings and claims
arising in connection with its business. In the opinion of management, there are
currently no claims that will have a material adverse effect on the Company's
consolidated financial position, results of operations or cash flows.

6. NEW ACCOUNTING PRONOUNCEMENTS

In December 2004, the FASB issued Statement of Financial Accounting
Standard ("SFAS") No. 123R "Share Based Payment." This statement is a revision
of SFAS Statement No. 123, "Accounting for Stock-Based Compensation" and
supersedes APB Opinion No. 25, "Accounting for Stock Issued to Employees," and
its related implementation guidance. SFAS 123R addresses all forms of share
based payment ("SBP") awards including shares issued under employee stock
purchase plans, stock options, restricted stock and stock appreciation rights.
Under SFAS 123R, SBP awards result in a cost that will be measured at fair wvalue
on the awards' grant date, Dbased on the estimated number of awards that are
expected to vest. This statement is effective as of the beginning of the first
annual reporting period that begins after June 15, 2005. The Company has
evaluated the effects of the adoption of this pronouncement and has determined
it will not have a material impact on the Company's financial statements.

In March, 2005, the Securities and Exchange Commission's ("SEC") Office
of the Chief Accountant and its Division of Corporation Finance released
Financial Accounting Bulletin No. 107, "Share-Based Payment" (SAB 107). SAB 107

provides interpretive guidance related to the interaction between Statement of
Financial Accounting Standard No. 123R "Shared Based Payment" (SFAS 123R) and
certain SEC rules and regulations. SAB 107 provides the staff's views regarding
the valuation of shared-based payment arrangements for public companies and
stresses the importance of including appropriate disclosures within SEC filings,
particularly during the transition to SFAS 123R.

In May 2005, the FASB issued SFAS No. 154, "Accounting Changes and
Error Corrections - A Replacement of APB Opinion No. 20 and FASB Statement No.
3" ("SFAS 154"). SFAS 154 replaces APB Opinion No. 20, "Accounting Changes"
("APB 20") and FASB Statement No. 3, "Reporting Accounting Changes in Interim
Financial Statements," and changes the requirements for the accounting for and
reporting of a change in accounting principle. APB 20 previously required that
most voluntary changes in accounting principle be recognized by including in net
income of the period of the change the cumulative effect of changing to the new
accounting principle. SFAS 154 requires retrospective application to prior
periods' financial statements for voluntary changes in accounting principle.
SFAS 154 is effective for accounting changes and corrections of errors made in
fiscal years beginning after December 15, 2005. The impact of SFAS 154 will
depend on the accounting change, if any, in a future period.

7. SUBSEQUENT EVENT - RESTRUCTURING

In August 2005 the Company's Board of Directors adopted a restructuring
plan. The plan includes restructuring the Company's global operations by

eliminating redundancies in its Hong Kong operation, reducing the functions
performed at its Mexico facilities, converting its Guatemala facility from a
manufacturing site to a distributor, and closing 1its North Carolina

manufacturing facility. The Company also intends to focus its sales efforts on
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higher margin products, which may result in lower net sales over the next twelve
months. Upon completion of this restructuring, the Company will operate with
fewer employees and significantly reduce associated operating and manufacturing
expenses. As a result of the restructuring, the Company expects to record a
restructuring charge during the third quarter of 2005 of between $4 and $5
million. This plan is expected to be completed in December 2005.

12
8. SIGNIFICANT ADJUSTMENTS
The Company evaluated 1ts accounts receivable, inventory, accounts
payvable, certain other assets and its net deferred tax asset and recorded the

following significant adjustments during the three months ended June 30, 2005:

o Increased allowance for doubtful accounts by $6,381,000 based
upon management's estimate of the collectibility of accounts
receivable related to two customers;

o Increased inventory obsolescence reserve by $1,550,000 based
upon management's estimate of the net realizable value of
certain inventories;

o Recorded additional reserves of $1,523,000 to primarily
reflect an increase in legal accruals, charges related to the
Company's Pro-Fit litigation and a reduction in certain
assets; and

o Reduced the carrying value of the Company's net deferred tax
asset to zero from $1,000,000 at December 31, 2004.

13

ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS.

The following discussion and analysis should be read together with the
Consolidated Financial Statements of Tag-It Pacific, 1Inc. and the notes to the
Consolidated Financial Statements included elsewhere in this Form 10-Q/A.

This discussion summarizes the significant factors affecting the
consolidated operating results, financial condition and liquidity and cash flows
of Tag-It Pacific, 1Inc. for the three months and six months ended June 30, 2005
and 2004. Except for historical information, the matters discussed 1in this
Management's Discussion and Analysis of Financial Condition and Results of
Operations are forward looking statements that involve risks and uncertainties
and are based upon Jjudgments concerning various factors that are beyond our
control.

OVERVIEW

Tag-It Pacific, 1Inc. is an apparel company that specializes in the
distribution of trim items to manufacturers of fashion apparel, specialty
retailers and mass merchandisers. We act as a full service outsourced trim
management department for manufacturers, a specified supplier of trim items to
owners of specific brands, Dbrand licensees and retailers, a manufacturer and
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distributor of zippers under our TALON brand name and a distributor of stretch
waistbands that utilize 1licensed patented technology under our TEKFIT brand
name.

We have developed, and are now implementing, what we refer to as our
TALON franchise strategy, whereby we appoint suitable distributors in various
geographic international regions to finish and sell =zippers under the TALON
brand name. Our designated franchisees purchase and install locally equipment
for dying and producing finished =zippers, thus minimizing our capital outlay.
The franchisee will then purchase from us large zipper rolls with other
materials such as sliders and produce finished =zippers 1locally, according to
their customers' specifications, in markets around the world, becoming in
essence a local marketer and distributor of the TALON brand. This strategy is
expected to expand the geographic footprint of our TALON division.

We have received purchase orders from two franchisees and minimum
royalty payments from three franchisees. We continue to work with our existing
franchisees to help them develop and grow their businesses. In keeping with this
strategy of maintaining a strong, committed franchise Dbase, we recently
terminated one franchisee who was not meeting the terms of the franchise
agreement. We are continuing our efforts to sign agreements with new franchisees
and expand our global coverage.

We currently have five TALON franchisees located in the following

regions:
Agreement

Region Date * Term
South East Asia March 1, 2005 42 Months
Asia March 1 , 2005 42 Months
South East Asia July 1, 2005 42 Months
Middle East and Africa June 30, 2005 42 Months
Central Asia March 31, 2005 39 Months

* Certain dates previously reported have changed to reflect revised
agreements.

As described more fully elsewhere in this report, we remain in
litigation with Pro-Fit Holdings Limited relating to our exclusively licensed
rights to sell or sublicense stretch waistbands manufactured

14

under Pro-Fit's patented technology. We supply Levi with waistbands in reliance
on our agreement with Pro-Fit. As we derive a significant amount of revenue from
the sale of products incorporating the stretch waistband technology, our
business, results of operations and financial condition could be materially
adversely affected if our dispute with Pro-Fit is not resolved in a manner
favorable to us. Additionally, we have incurred significant legal fees in this
litigation, and unless the case is settled, we will continue to incur additional
legal fees in increasing amounts as the case accelerates to trial.

RESTRUCTURING
In an effort to better align our organizational and cost structures

with our future growth opportunities, in August 2005 our Board of Directors
adopted a restructuring plan for our company that we expect will be completed in
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December 2005. The plan includes restructuring our global operations by
eliminating redundancies 1in our Hong Kong operation, reducing the functions
performed at our Mexico facilities, converting our Guatemala facility from a
manufacturing site to a distributor, and closing our North Carolina
manufacturing facility. Upon completion of this restructuring, we will operate
with fewer employees and significantly reduce associated operating and

manufacturing expenses. As a result of the restructuring, we expect to record a
restructuring charge during the third quarter of 2005 of between $4 and $5
million.

As a result of the restructuring, we expect to reduce our current

operating costs by approximately 25% to 30%, or $5 to $6 million, on an
annualized Dbasis. We also intend to focus our sales efforts on higher margin
products, which may result in lower net sales over the next twelve months.

However, by focusing on higher margin products and eliminating overhead costs
from costs of goods sold, we believe our overall profits margins will improve.
Higher gross profit, combined with a decrease in general and administrative
costs, should improve our operating results and cash flows. The restructuring
also is expected to reduce the amount of capital invested in facilities and
equipment, which will reduce our capital requirements.

APPLICATION OF CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Our discussion and analysis of our financial condition and results of
operations are based upon our consolidated financial statements, which have been
prepared in accordance with accounting principles generally accepted in the
United States. The preparation of these financial statements requires us to make
estimates and judgments that affect the reported amounts of assets, liabilities,
revenues and expen