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Q1 FISCAL YEAR 2008  
EARNINGS CONFERENCE CALL 

 
December 10, 2007, 1:30 PM PT 

Chairperson:  Bob Philipps, VP Treasury & Investor Relations 
 
Bob Philipps: 
 
Thank you operator and good afternoon everyone.  Welcome to the 
Diamond Foods investor conference call and webcast to review the 
financial results of our fiscal 2008 first quarter, which ended October 31.   
 
Before we get started, I need to cover several housekeeping items. 
 
 First, a printed copy of our prepared remarks is currently available on 

our website diamondfoods.com under the section titled “Investor 
Relations” followed by “Earnings Releases”.   

 
 Second, we've arranged for a taped replay of this call, which may be 

accessed by telephone.  This replay will take effect approximately 
two hours after the call's conclusion, and will remain available until 
midnight Eastern Time on December 17, 2007.  The dial-in number to 
access the replay from the U.S. or Canada is 1-800-642-1687, and 
706-645-9291 elsewhere.  The conference ID required to access the 
call, regardless of the number you have dialed, is 246-75692.  In 
addition, this call is being webcast live with a replay also available on 
our website.   

 
 Third, I want to remind you that during the course of this call we will 

make projections, or forward-looking statements, that are subject to 
many risks and uncertainties that could cause actual results to differ 
materially from expectations.  A detailed discussion of the risks and 
uncertainties that affect our business is contained in our SEC filings 
under the heading “Risk Factors.”   
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Our projections and forward-looking statements are based on factors 
that are subject to change, and therefore these statements speak only 
as of the date they are given.  We do not undertake to update 
projections or forward-looking statements.   
 

Now I'd like to turn the call over to Michael Mendes, President and 
Chief Executive Officer of Diamond Foods. 
 
 
Michael Mendes: 
 
Thanks Bob.  Good afternoon everyone, and thank you for joining us.  
Participating with me on our call today will be Gary Ford, our Chief 
Operating Officer, Seth Halio, our Chief Financial Officer and Andrew 
Burke, our Senior Vice President of Marketing. 
 
We had a strong start for the fiscal year, having exceeded our guidance 
for top line growth, as well as for earnings.  Let me begin by reviewing 
some of the highlights of our results from the first quarter. 
 
 Our culinary sales increased more than 7 percent for the period.  We 

succeeded to increase our volume despite historically high retail 
pricing for walnuts and pecans, which together make up over 70 
percent of the category; 

 
 Snack sales grew 21 percent.  In traditional grocery, our sales at retail 

increased 30 percent, growing 10-times faster than the category;   
 
 Non retail sales grew 6 percent for the quarter.  As you may recollect, 

the walnut crop last year was about two weeks later than normal, 
shifting sales into the second quarter.  This year, the crop was 
harvested earlier, enabling us to ship more product in the first quarter.  
Also contributing to the sales growth this quarter was our ability to 
take advantage of favorable pricing opportunities.  We felt it prudent 
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to take this business earlier in the year, rather than later when pricing 
may soften, especially in light of the extremely large pecan crop;  

 
 This quarter we invested over four million dollars in advertising, 

which is one million dollars more than a year ago.  This reflects our 
strategy to more evenly distribute the support of our brands 
throughout the year; 

 
 We effectively managed our SG&A expenditures, and continued to 

realize the benefits of leveraging these costs over our expanded sales 
base;  

 
 As a result of our performance, we exceeded our guidance and 

consensus estimates, delivering Earnings Per Share of 52 cents for the 
quarter, which is 8 percent higher than last year. 

 
Now, I’ll turn the call over to Andrew Burke. 
 
 
Andrew Burke: 
 
Thanks, Michael. 
 
We continue to make strong gains on our snack business and are well 
positioned for the future.  We launched the Emerald brand nationally in 
August of 2004 and now offer 26 unique products in a variety of 
formats, from our immediate consumption 2.5-oz. packages to our party 
size offerings in club.  This year we introduced our Emerald-Harmony 
produce snack line into the fast-growing produce snack category.  Many 
of our customers are now recognizing our expanded capabilities.  In fact, 
we’ve been approached by several about opportunities to broaden our 
portfolio outside of our base products in a way that is complementary 
with our existing business. 
 
Some examples of our progress in snacks include: 
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 We recently completed a consumer study in partnership with A.C. 

Nielsen analyzing Emerald’s impact on the Snack Nut category.  The 
results were very encouraging.  First, more than 75 percent of 
Emerald’s volume growth over the past year was incremental to the 
snack nut category, with more than one third of that growth coming 
from new category buyers.  This result, coupled with previous 
studies, confirms that we have been able to grow the category by 
attracting younger snackers.  Second, we found that Emerald’s 
premium positioning limits interaction with store brands.  We are in 
the process of presenting these findings to our retail partners and their 
reaction has been very positive.    

 
 Emerald Sales grew nearly 30 percent in the food channel for the 12-

weeks ended November 4, outpacing the category by a factor of ten.  
We view this channel as an important lead indicator of our future 
growth opportunities in other channels since the brand is more fully 
developed here.   

 
 In the club channel we are making progress against our evolving 

strategy that includes securing permanent distribution of select items 
on a regional basis and participating in national programs on a limited 
time basis.  We now have our Glazed Pecans and Smoked Almonds 
in permanent distribution in select high volume club stores.  We also 
have several national promotional opportunities in the months ahead.  

 
 In the mass merchandise channel we expanded our presence to 15 

percent more stores at one major account, and secured the placement 
of two immediate consumption items at the front-end chain-wide.   

 
 On the new product front we recently introduced Sea Salt & Pepper 

Cashews and Cocoa Roast Dark Chocolate Almonds.  The Cocoa 
Roast Almonds are dry roasted with a rich dark chocolate flavoring, 
resulting in a crisp, flavorful snack.  The process results in a product 
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that does not require refrigeration like traditional chocolate covered 
items.   

 
Looking forward: 
 
 We’ve had a number of recent authorizations of additional Emerald 

items in existing outlets, as well as new distribution in the mass 
merchandise and convenience channels.  We also secured placement 
of our Emerald Trail Mix on Delta Airlines as part of their buy-on-
board program on domestic routes beginning this December.  This is 
a great trial vehicle for our items.   

 
 On the advertising front, we are now completing the 2nd generation of 

our successful “Natural Energy” campaign.  The plan is to debut the 
creative on ESPN during the December 28th airing of the Emerald 
Bowl.  These ads demonstrate additional low energy situations 
outside the office where consumers can benefit from Emerald Nuts’ 
“Natural Energy”.  

 
In conclusion, we see a clear path to achieve our full-year snack sales 
growth target of 50 to 65 percent, but it will be critical that we continue 
to secure additional distribution during the 2nd-half of our fiscal year.  
 
Now I would like to turn the call over to Seth Halio to review our 
financials. 
 
 
Seth Halio: 
 
Thanks Andrew and good afternoon everyone.  Since many of our 
financial results were included in today's press release, I'll review some 
of the highlights. 
 
 During the quarter culinary sales grew 7 percent to 72 million dollars, 

snack sales grew 21 percent to 19 million dollars and in-shell sales 
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grew 12 percent to 31 million dollars.  Total North American retail 
sales were 122 million dollars, up 10 percent from last year.   

 
 The mix of retail business increased 100 basis points over last year’s 

quarter to 66 percent, which is consistent with our strategy to 
continue to shift sales to higher margin retail products.  During this 
quarter, non-retail sales grew 6 percent. As Michael explained, some 
of this was due to timing of crop receipts and some was due to 
favorable pricing opportunities.  

 
 Total sales grew 9 percent to a record 185 million dollars.   

 
 Our gross margin for the quarter was 16.0 percent.  Gross margin per 

pound shipped increased 9 percent to 38 cents in the quarter.  
 
 SG&A expense for the quarter was 11 million dollars.  As a percent 

of sales, SG&A was 6.2 percent, compared to 6.8 percent last year, so 
we continue to leverage these costs as our sales grow.  

 
 Advertising expense for the quarter was 4.4 million dollars compared 

to 3.2 million dollars last year.  
 
 EPS for the quarter was 52 cents per share, up 8 percent compared to 

last year's non-GAAP EPS of 48 cents.   
 
 Cash on hand at the end of the quarter was 2 million dollars.  We had 

about 4 million dollars in short-term debt, and capital spending was 
1.5 million dollars.   
 

 We also paid a four and one-half cent per share dividend on October 
23. 

 
In terms of guidance, we are raising our full year total net sales outlook 
to between 535 and 555 million dollars up approximately 1 percent over 
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our previous guidance, reflecting our increased confidence in the year.  
The rest of our full-year guidance remains unchanged, and is as follows: 
 
 North American Retail sales growth is targeted to be at least 19 

percent, driven largely by snack sales growth of between 50 and 65 
percent; 

 
 Gross margins are expected to be approximately 100 basis points 

higher than last year’s 15.0 percent.  We have a number of cost 
reduction projects either complete, or under way, that are driving this 
improvement.  For example:  

 
- We expect to save approximately 1 million dollars as a result of 

last year’s termination of a pension plan; 
- We are implementing a P.E.T. packaging line to eliminate outside 

co-packing of certain club products; 
- We have streamlined our storage and receiving operations, and are 

in process of eliminating half of our outside 3rd-party warehouses; 
- We have completed the integration of the Fishers plant, and have 

significantly reduced costs associated with this business; 
- We expect reduced packaging and other costs in snack as a result 

of increased scale; 
- We have several projects in place aimed at improving energy 

efficiency and lower costs; 
- We are on track towards our goal of reducing snack costs and our 

first quarter unit production costs were 15 percent lower than last 
year. 

 
Continuing with our 2008 guidance, we expect: 
 
 Advertising expense of between 20 and 22 million dollars;  

 
 An effective tax rate of 38 percent, excluding discrete items;  

 
 EPS of between 80 and 90 cents per share;  
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 And capital spending of between 8 and 10 million dollars.  EBITDA 

is expected to be between 36 and 39 million dollars.   
 
For the second quarter we expect: 
 
 Total sales of between 130 and 140 million dollars; 

 
 And EPS of between 12 and 17 cents. 

 
With that, I will turn the call to Gary Ford. 
 
 
Gary Ford: 
 
Thanks, Seth. 
 
I’d like to spend a moment discussing our culinary business, our largest 
business segment.  
 
The Diamond culinary brand has a market share in excess of 35 percent, 
which is 4-times larger than the next largest brand.  Over the last 10-
years, we have emerged to become the national leader in the culinary 
category, transforming the product line from walnuts-only offered in 
one-pound bags to a full line of products with 9 nut types in a wide 
range of packing configurations which meet all consumer needs.   
 
This category generates 500 million dollars of retail sales in food, and 
we estimate another 300 million in other channels.  Over the next several 
years, given the widely recognized positive health aspects of nuts, and 
consumers’ increasing demand for products that are natural, unprocessed 
and nutritionally dense, we expect the nut category to grow faster than 
food in general.   
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Culinary nuts can be used as an ingredient in both complex recipes, as 
well as “speed scratch” meals.  “Speed Scratch” is a term that speaks to 
the growing trend among consumers looking to combine just a few 
ingredients for a quick, home-prepared, ready-to-serve meal.  
 
Diamond is uniquely positioned to take advantage of the category’s 
growth given our leadership position in the market, as well as our value-
added products.  We continue to be the only brand investing in 
advertising to promote the versatility of nuts via TV, print and our new 
expanded website.  The new website has been designed as an interactive 
resource with over 200 recipes featuring Diamond nuts.  
 
We are the only national brand that has a re-sealable 1-pound package 
which enables frequent usage as a topping or a “speed scratch” 
ingredient.  This fall we have an exciting promotional event partnering 
with other brands, such as Hershey’s.  We are very pleased with the 
impact this promotion is having in gaining additional points of 
distribution in stores. 
 
Diamond culinary nuts continue to benefit from incremental business in 
the club and mass merchandise channels.  For example, this fall we are 
participating in the bake center program for a large mass merchandiser 
customer.   
 
Because of the strength of our brand, we have been able to pass through 
pricing increases to offset higher input costs.  Given the current high 
retail price points, we are promoting smaller package sizes, which can be 
illustrated by the strong growth of our pegboard line in food stores.  This 
has the dual impact of maintaining consumer purchases despite high 
retail prices, while allowing us to sell higher margin products.  This 
should also result in less pantry loading during the holiday season, when 
large packs are traditionally promoted.   
 
Now, I’ll turn the call back to Michael. 
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Michael Mendes: 
 
Thank you, Gary. 
 
As our results demonstrate, we have great brands with pricing power 
that enable us to maintain margins, even during times of high input 
costs.  We will continue to invest in these brands while increasing the 
profitability of the company. 
 
With that, we’d like to open the call for questions. 
 
 
 

[Q&A] 
 
 
Michael Mendes: 
 
Before we conclude our call today, we wanted to remind you of a few 
upcoming events. 
 
As a part of our “Natural Energy” campaign, Emerald sponsors running 
events through out the country.  These events serve as a great venue for 
sampling and an opportunity to further educate consumer of the 
nutritional benefits of our products.  Our first event of the year is the 
Emerald Midnight Run in Central Park in New York…we welcome you 
to visit our website to learn more about this event.  Also as a reminder, 
we’ve been invited to present at the CAGNY conference in February 
2008 in Boca Raton, Florida.  We look forward to seeing some of you 
there. 
 
Thank you for joining our call. 
 

* END OF PREPARED REMARKS * 
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