
 

 

 

 

 

 

 
Delta Apparel, Inc. 
Fiscal 2020 Second Quarter Prelim Earnings & Business Update Conference Call  

April 17, 2020 

 

Operator 

Thank you, and good morning to everyone participating in Delta Apparel’s Fiscal 2020 Preliminary Second 
Quarter Results and Business Update Conference Call.  Joining us from management are Bob Humphreys, 
Chairman and Chief Executive Officer, and Deb Merrill, Chief Financial Officer and President, Delta Group.  
Before we begin, I’d like to remind everyone that during the course of this conference call, projections or 
other forward-looking statements may be made by Delta Apparel’s executives.  Such projections and 
statements suggest prediction and involve risk and uncertainty, and actual results may differ materially.  
Please refer to the periodic reports filed with the Securities and Exchange Commission, including the 
Company’s most recent Form 10-K.  This document identifies important factors that could cause actual 
results to differ materially from those contained in the projections or forward-looking statements.  In 
addition, results may differ due to the impact of the COVID-19 pandemic. Please note that any forward-
looking statements are made only as of today and, except as required by law, the Company does not 
commit to update or revise any forward-looking statements even if it becomes apparent that any 
projected results will not be realized. 

In today’s call, Delta Apparel will not be conducting a question and answer session.  The Company 
will include a question and answer session during its conference call in conjunction with the full 
release of its Fiscal 2020 Second Quarter Results scheduled for Thursday, April 30, 2020 at 4:30 
p.m. ET. 

I’ll now turn the call over to Delta’s Chairman & CEO, Bob Humphreys  
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Robert W. Humphreys, Chairman and Chief Executive Officer 

Thank you, and good morning everyone.  I would like to thank you all for joining us this morning on short 
notice, but we felt it was important in these unprecedented times to provide you with timely information 
on our business results.    

Hopefully you have read the release we issued this morning, which included our preliminary results for 
our fiscal year 2020 second quarter ended March 28, as well as actions we are taking to strengthen our 
financial position and appropriately manage the business through the COVID-19 pandemic.  As we 
navigate through this unique situation, our top priority is focused on the health and safety of our 
employees, our customers, and the communities we serve.  That said, we know that as we prevail through 
this difficult period and return to growth, we will once again be able to provide value for all of our 
shareholders. 

Now I would like to share some thoughts on the state of our business. 

The strength of our business model remains anchored in our geographic diversification across the U.S., 
Central America, and Mexico as well as the diversification of our sales channels, combined with our unique 
business capabilities.   

As many states have implemented state-wide and local “shelter in place” and “safer at home” initiatives, 
we have been able to stay open and operate our business in compliance with the orders.  We did, 
however, close our branded retail locations in mid-March to be in compliance with guidelines for retail 
store operations.  All eight of our U.S. distribution centers and all seven of our digital printing facilities 
have been and continue to be staffed and operational to service the needs of our customers and 
consumers.  Our cutting, sewing and printing manufacturing facilities in the U.S. and in Mexico have also 
been running since the start of the pandemic.   

Our facilities in El Salvador and Honduras have been temporarily closed since mid-March due to the 
government-mandated country shutdowns.  Currently El Salvador is scheduled to re-open in early May 
and no word has come yet on when Honduras will be allowed to re-open.  Honduras does, however, have 
a provision to utilize small work groups which we are taking advantage of for the production of face masks.  

We operate the majority of our business based on at-once orders, and therefore have a good inventory 
position, located in our US-based distribution centers, to service our customers while the manufacturing 
in some countries is closed.  We are committed to servicing our customers with same-day shipping, picking 
to the piece level, retail ready packaging and EDI support, while at the same time managing our inventory 
levels.  To that end, we expect to bring production in El Salvador and Honduras back on stream when 
conditions in the country allow and demand rebuilds to a level that requires additional production.   

We are leveraging our clear competitive advantages in this disruptive period to gain greater business 
traction with existing customers and attract new customers to Delta Apparel.  Unlike many apparel 
companies, we are not disproportionately exposed to any specific customer or sales channel, such as brick 
and mortar, department stores, mass merchants or wholesale distributors.  In fact, over 17% of Delta 
Apparel sales are generated through various e-commerce channels, including our branded consumer 
websites and our DTG2Go business.  In addition, our brands are sold through the e-commerce sites of our 
retail partners. We have a unique business model with proprietary technology in DTG2Go whose 
advantages have become even more clear to the marketplace in this time of supply chain disruption 
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combined with consumer restrictions on traditional shopping habits.  Add to that our Military channel at 
over 5% of our revenue, which has experienced consistent performance throughout the crisis, and you 
see that approximately 25% of our business has NOT been impacted by COVID-19.    

I’d like to add a little more color on the strength we are seeing in our e-commerce channels.  Sales on our 
saltlife.com website were up about 20% in the March quarter and thus far in April we are seeing revenue 
on the site up about 50% compared to the prior year.  This continuing revenue stream supports the 
underlying business and consumer demand until brick and mortar retail re-opens.  We have also seen a 
recent upswing on our Soffe.com site along with improved sales of Soffe product on other eCommerce 
sites.  

Although the DTG2Go business experienced a slowdown in demand in early to mid-March when the 
coronavirus impacts were first felt across the country, the business experienced a significant increase in 
sales orders beginning in the last week of March and that momentum has accelerated further in April, 
with increased demand from existing customers and the rapid onboarding of several new customers.  
Greater than 90% of DTG2Go sales come through eCommerce distribution channels, which have shown 
positive sales trends during the COVID-19 pandemic.  With the supply chain disruptions that are occurring, 
customers are seeing the strong competitive advantage we have with our large geographic network of 
production facilities, half of which are integrated with our distribution facilities.  The current run rate of 
average daily orders received in early April is more than double that of March, and rivals the daily order 
rate seen during the 2019 holiday period.  Although the order backlog is tremendous, we are somewhat 
limited in our production output as we have made adjustments in our facilities to comply with the six-foot 
social distancing guidelines and curfews implemented by certain local governments.  We do believe the 
positive trends we are seeing for digital printing through this pandemic will continue in the future with 
increased adoption rates for the on-demand supply chain model.   

Let me now pass it to Deb for some more information on our preliminary second quarter results and our 
liquidity before closing this call with a few final comments.   

 

Deborah H. Merrill, Vice President, Chief Financial Officer, President, Delta Group, and Treasurer 

Thanks Bob.  

Prior to the COVID-19 pandemic in the U.S., our second quarter sales were tracking nicely with upper-
single digit growth rates and expectations to end the quarter up approximately 9% driven by organic 
growth across our various sales channels.   As you saw in this morning’s press release, our preliminary 
second quarter sales were approximately $96.7 million, which represents a 6% decrease compared to 
$102.8 million in the prior year period.  Sales in each business unit were impacted as the spring-selling 
season was just beginning when the pandemic and shut-downs across the U.S. took place. 

When we reported our first quarter results, we talked a lot about the positive impact of our improved 
gross margins driven from the internal process efficiencies and leverage on our vertical manufacturing 
platform. We knew this should pay dividends for us into the future.  And as expected, it has.  While our 
sales were below the prior year, our gross margins again more than made up for the lower sales, resulting 
in higher gross profits than the prior year.   
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As Bob mentioned, our manufacturing facilities in Honduras and El Salvador have been temporarily closed 
since mid-March due to government-mandated country shutdowns.  During the March quarter, we 
expensed approximately $2 million in costs associated with these plant curtailments, which we expect will 
impact our gross margins by approximately 200 basis points.  Despite this, we expect to report second 
quarter gross margins that sequentially improved from our first quarter of fiscal 2020.   

We expect our earnings for our second fiscal quarter to be in the range of $0.16 to $0.18 per diluted share, 
with the mid-point of the range being about 30% higher than our reported $0.13 per diluted share in the 
prior year second quarter.  Adjusting for the $2 million discrete expenses associated with the 
manufacturing downtime, which impacted earnings by about $0.20 per share, our earnings would have 
been in the range of $0.36 to $0.38 per share, up nearly 200%.  Of course, had we enjoyed the benefit of 
the revenue we missed in the last few weeks of the quarter, our earnings would have been much higher. 

Our results for the March quarter were strong despite the impacts of COVID-19, highlighting the 
underlying strength of our business.  As Bob discussed, we believe we have unique attributes within the 
business that give us competitive advantages to other apparel companies, including the diversification of 
our sales channels and our broad geographic footprint.  

Another unique aspect of Delta Apparel is our ability to react quickly to marketplace changes.  Our Delta 
Group was excited to offer the resources we have available for the manufacture of face masks to help 
support those hospitals and health care workers on the front lines, as well as all Americans battling the 
spread of the coronavirus.  We are producing the masks in our sew facility in Fayetteville, North Carolina, 
and began production this week in our Honduras plant.  These masks are being sold to the Department of 
Health and Human Resources of U.S. government for distribution for local needs.  In addition to the 
production of face masks for the government, Delta Apparel is also producing and selling non-medical 
grade face coverings.  The production allows us to keep more workers actively employed and provides an 
additional revenue stream for Delta Apparel.   

While we believe the advantages we have within Delta Apparel will allow us to prevail through these 
difficult times, we all know that these next couple of months will be extremely difficult as decisions are 
made regarding the timing and actions to re-open the countries we operate in.   

In that light, I’d like to summarize the actions we have taken to strengthen our financial position as we 
prudently preserve cash to improve our liquidity.   

We immediately paused capital projects that were not critical in the short term to the business, suspended 
our share repurchase program, and took actions to reduce our fixed costs.  We made the difficult decision 
beginning in March to temporarily furlough approximately 300 employees in the U.S.  These employees 
are on unpaid leave of absence, but are maintaining their employee benefits, including their medical 
insurance.  We have also reduced spending across all aspects of the business in non-critical areas, and 
continue to evaluate further opportunities to reduce our costs until sales begin to normalize.  As it relates 
to the CARES Act, we are taking advantage of payroll tax deferrals and credits that are afforded to 
companies our size with the newly enacted legislation.   

As of our March quarter-end, we had approximately $30 million of availability under our U.S. revolving 
credit facility and have reached an agreement in principal with these lenders to secure additional flexibility 
under the credit facility for the remainder of the fiscal year.    We are currently in compliance in all aspects 
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of our current loan agreement, and expect to execute the amendment in the coming weeks.  Our lenders 
have been very supportive of Delta Apparel over the years and have expressed the willingness to continue 
on that path.  At the same time, we are looking at other available financing options that may be prudent, 
including the Main Street Lending Program within the CARES Act. 

Before I pass it back to Bob for closing comments, I want make it clear that our third quarter results will 
be negatively impacted by the COVID-19 pandemic, with sales levels expected to be dramatically lower 
than the prior year.  None of us knows when the U.S. will begin to reopen and what the impact will be at 
retail.  A great deal of uncertainty remains regarding the level of recovery and steepness of the recovery 
curve.  Also, as Bob mentioned, our plants in Honduras and El Salvador remain in temporary shut down 
under government orders and the degree of this impact is difficult to determine.  So while we are unable 
to give details of what all this means on our forward results, rest assured that we are taking all actions we 
can to prudently navigate through these difficult times.   

 

Robert W. Humphreys, Chairman and Chief Executive Officer 

Thanks Deb.  Hopefully this gives you a good sense of how we are operating and managing through this 
uncertain period.  Our fully-integrated and diversified business model is allowing us to not only continue 
to operate and generate profitable sales, but has also created an opportunity for Delta Apparel to expand 
our reach with existing customers and garner new customers.  We are in a solid financial position to 
weather the current storm, and I am confident we will emerge from this pandemic stronger and ready to 
profitably grow our business.  I want to thank all of our employees for their patience and hard work 
throughout this difficult period.  To all of our stakeholders and families, be safe, and we wish you health 
and comfort in the coming days. 

 


