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A RETAIL STOCK POISED TO  
JUMP AND KEEP GROWING
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By Bruce Kaser

COVID-19 was supposed to be the death knell for brick-and-mortar retailers. But many that have survived 
are thriving – including this particular company.

Before the pandemic, brick-and-mortar retailers were already suffering a slow death. Then, the stay-at-
home orders sent sales tumbling even further. This only accelerated the demise of once-mighty retailers 
like Brooks Brothers, J. Crew, J.C. Penney, Lord & Taylor, Neiman Marcus and Pier 1 Imports, all of which 
were forced into bankruptcy.

Yet, consumers are returning to the stores, driving a sharp rebound in retail sales. Online sales had only 
partly replaced the in-store experience, and pent-up demand along with government stimulus checks is 
fueling consumers’ desires to start buying again. Stores that offer luxury brands or, on the other end, 
bargain-priced everyday products, generally are recovering the most. 

One little-known company, though, that offers high-quality and durable clothes and gear at very 
reasonable prices is also prospering. Duluth Holdings (DLTH) is a specialty apparel company that sells 
rugged work-oriented outdoor clothing through a colorful marketing approach. 

Its story is almost as colorful as its ads. Duluth Holdings was founded in 1989 by three construction 
workers in Duluth, Minnesota, who created an innovative canvas tool organizer that the company initially 
sold through a mail-order catalog. In 2000, it merged into a company owned by the current chairman and 
completed an initial public offering in November 2015. Through the Duluth Trading brand, the company 
has grown into an omni-commerce retailer with 62 stores across the United States. 

Following its IPO, the company’s sales increased rapidly, earning a reputation among investors as a rare, 
fast-growing apparel concept. By late-2016, optimism about its long-term prospects drove its shares to 
over 37, more than triple its 12 IPO price. Despite subsequent concerns about its profitability, which led to 
a sharp share price decline, renewed investor confidence pushed the shares back to near record-highs by 
mid-2018. 

However, the focus on revenues caught up to the company. Its aggressive store expansion, adding 52 
stores in four years to its 9-store base at its IPO, overwhelmed its infrastructure and management 
capabilities. 

Compounding its problems, the company’s poor retail site selection led to weak store productivity, which 
prompted even more marketing spending, further weighing on profits. These blunders produced an 
unrelenting cadence of disappointing results. The store closings due to the pandemic looked like they 
would permanently debilitate Duluth Holdings. DLTH shares fell to less than 4 as the pandemic hit.

Duluth’s problems are mostly self-inflicted and appear fixable

For any struggling company, recognition of the problem is often the most difficult task. In September 
2019, Duluth owned its issues, leading to the departure of the CEO who oversaw the failed growth 
strategy. The company sharply slowed its new store openings to emphasize expanding its profit margins 
and upgrading its technology and distribution infrastructure.



CabotWealth.com | 3

Founder/chairman Steve Schlecht, who owns a controlling 66% stake, stepped in to lead the 
company through the pandemic and recently hired retail industry veteran Samuel Sato as the 
new permanent CEO. Sato brings over 30 years of experience, most recently as head of 
specialty retailer Finish Line, and looks capable of developing Duluth’s wide-ranging 
opportunities. The company also updated its board with the addition of Brett Paschke, a senior 
investment banker at respected William Blair & Company in Chicago.

Despite the past operational mis-steps and the pandemic, the company is surviving. Fourth 
quarter revenues slipped by only 1.4% – not bad, as year-ago results were pre-pandemic while 
this year’s results were hurt by pandemic-reduced store traffic. Cash operating profits fell only 
3%, suggesting that the company’s underlying profit picture isn’t impaired. Also, direct sales 
(digital/e-commerce) rose 15%, a healthy indicator as direct sales are about 73% of total sales, 
reflecting Duluth’s legacy as a mail-order catalog company. The balance sheet remains sturdy, 
with $47 million in cash mostly offsetting $76 million in debt. 

While Duluth has pursued a “go-alone” strategy of selling its products exclusively through its in-
house channels (mail-order, stores, online), it recently launched a pilot initiative to sell its 
highly-popular Buck Naked™ men’s underwear through retailer Tractor Supply. There are 
nearly 2,000 Tractor Supply stores with a customer base that would seem to be highly aligned 
with the Duluth brand but may have zero knowledge of its existence. If successful, third-party 
selling could sharply increase Duluth’s growth potential.

While DLTH shares have rebounded sharply from their March 2020 lows, they remain 
undervalued at 8.6x cash operating profits, particularly with the improved leadership, solid 
operations, sturdy balance sheet and possible expansion of its opportunity set.
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