
 

 

 

 

 

Q1 net sales fell 7.0% year-over-year to $2.66 billion.  By segment, Food Distribution and Retail sales were 

down 2.6% and 5.5% to $1.33 billion and $739.4 million, respectively, due to the anticipated drop in 
consumer demand from the high pandemic-fueled levels in the prior-year period, which also drove a 7.0% 

decline in comparable store sales.  Similarly, tough comparisons contributed to a 17.3% decrease in Military 

segment sales to $584.3 million.  Pressured by the lower sales and an increase in supply chain expenses, 
SPTN’s adjusted operating margin (excludes acquisition costs, restructuring charges and other special 

items) contracted 25 basis points to 1.16%.  Further hurt by a much higher effective tax rate, which more 

than offset lower interest expense, adjusted net income fell 17.0% to $20.0 million or 56 cents per share.   
 

Sales for the quarter came in $39 million below the consensus estimate with the shortfall entirely due the 

Military segment where the drop in sales was far worse when compared to the company’s initial forecast 

for a contraction of just 3-5% for the full year from 2020.  SPTN blamed the ongoing negative impact from 

pandemic-related restrictions to base access and commissary shopping as the biggest obstacle limiting this 
business from faring better.  Fortunately, its other segments performed well with the drop in Food 

Distribution sales falling within the 1-3% decline SPTN is anticipating for the year and the dip in Retail 

sales actually below its full-year range of 7-9% (and comparable store sales up 9.3% versus the non-
pandemic impacted Q1 from two years earlier).  Along with the better margins in the Retail business, this 

allowed adjusted earnings to still meet analysts’ expectations despite the softer top-line results.   
 

Similarly, while the disappointing start to the year by the Military segment now has SPTN expecting sales 
from this business to be down 6-10% in 2021, which is double its initial forecast, comparable store sales in 

the Retail segment are now projected to fall 5-7% versus a previous estimate of 6-8% (with comparable 

sales continuing to trend up in the high single digits from the levels in 2019 so far in Q2).  And with these 

two revisions largely cancelling each other out, the company maintained its full-year outlook for net sales, 
adjusted EBITDA and adjusted earnings of $8.8-9.0 billion, $195-210 million and $1.65-1.80 per share.   

 

SPTN also reiterated its intention of making additional investments over the rest of the year aimed at 
improving its supply chain and other measurable processes in several operating areas that held the company 
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back from realizing even greater profits from the pandemic-fueled boon in sales last year.  This includes 
actions to standardize processes, streamline operations, and enhance network strategy, procurement and 

transportation efficiencies.  As we noted in the last review, while the payoff from these investments—which 

are made possible due to the much healthier financial position the company entered 2021 with versus a year 

ago thanks to the enormous amount of free cash flow produced in 2020—may not be too significant this 
year, it should help accelerate SPTN’s return to profit growth as the company transitions past COVID-19.   
 

Overall, the Q1 results marked a solid start to 2021 and one that has SPTN on track to either meet or exceed 

our expectations for the year.  In fact, the currently rising inflation environment actually makes the latter 
more likely.  That’s because the company’s operations have historically benefited from a steady increase 

in inflation due to the generally inelastic nature of the goods it supplies—which allows SPTN to 

successfully pass on inflation-driven cost increases by product makers—and the boost to margins from the 
positive leverage effect that results from being able to build inventory at lower costs before such price 

increases begin.  This may be why even with today’s drop—is likely being exacerbated by overall weakness 

in the equity market—SPTN’s shares remain up about 10% from where they were following the company’s 

prior earnings announcement despite making no change to the guidance it provided at that time.   
 

That said, the Q1 report probably didn’t do much to attract more investors to the stock either, especially 

when you consider the struggles its Military operations continued to see, which could limit its performance 

in the near term.  But with nothing to change our latest valuation, which placed a minimum present worth 
of $22.37 on its shares, they continue to offer good upside in our view.  And along with the generous 

dividend you get paid while waiting for this to materialize, this has us quite comfortable with maintaining 

our BUY rating on SPTN.   
 


