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Item 2.02 Results of Operations and Financial Condition
 
On June 12, 2020, Optical Cable Corporation issued a press release announcing its second quarter of fiscal year 2020 financial results. Also on June 12,
2020, Optical Cable Corporation held an earnings call. The press release is attached hereto as Exhibit 99.1 and the transcript for the earnings call is attached
as Exhibit 99.2.
 
 
 
Item 9.01 Financial Statements and Exhibits
 
(d) Exhibits
 
The following are filed as Exhibits to this Report.
 
   
Exhibit No.   Description of Exhibit
  
99.1   Press Release dated June 12, 2020 (FILED HEREWITH)
   
99.2  Transcript of earnings call on June 12, 2020 (FILED HEREWITH)
   
104  Cover page Interactive Data File (embedded within the inline XBRL document)
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SIGNATURES
 
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned
hereunto duly authorized.
 
    
 OPTICAL CABLE CORPORATION
   
 By:  /s/ TRACY G. SMITH
 Name: Tracy G. Smith
 Title:  Senior Vice President and Chief
   Financial Officer
 
Dated: June 16, 2020
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Exhibit 99.1
  

OPTICAL CABLE CORPORATION
5290 Concourse Drive
Roanoke, VA 24019
(Nasdaq GM: OCC)
www.occfiber.com

 
AT THE COMPANY: 
 
Neil Wilkin Tracy Smith
Chairman, President & CEO Senior Vice President & CFO
(540) 265-0690 (540) 265-0690
investorrelations@occfiber.com investorrelations@occfiber.com
 
AT JOELE FRANK, WILKINSON BRIMMER KATCHER:
 
Andrew Siegel Aaron Palash
(212) 355-4449 ext. 8627 (212) 355-4449 ext. 8603
occ-jfwbk@joelefrank.com occ-jfwbk@joelefrank.com
 
FOR IMMEDIATE RELEASE
 

OPTICAL CABLE CORPORATION REPORTS
SECOND QUARTER 2020 FINANCIAL RESULTS

 
Roanoke, Va., June 12, 2020 — Optical Cable Corporation (Nasdaq GM: OCC) (“OCC®” or the “Company”) today announced financial results for its
second quarter ended April 30, 2020.
 
Second Quarter 2020 Financial Results
 
Consolidated net sales were $14.9 million in the second quarter of fiscal year 2020, a decrease of 21.6% compared to net sales of $19.0 million for the
same period last year, with net sales in certain of the Company’s markets negatively impacted by the economic effects of the COVID-19 pandemic.
 
Net sales to one customer in the wireless carrier market accounted for $2.9 million of the decrease in net sales during the second quarter of fiscal 2020, as
compared to the second quarter of fiscal 2019. Excluding sales to this customer, consolidated net sales would have decreased 7.7% during the second
quarter of fiscal year 2020 compared to the same period last year.
 
Sequentially, net sales increased 15.3% in the second quarter of fiscal year 2020, compared to net sales of $12.9 million for the first quarter of fiscal year
2020.
 
Gross profit was $4.0 million in the second quarter of fiscal year 2020 compared to gross profit of $5.3 million in the same period last year, a decrease of
24.7%. Gross profit margin, or gross profit as a percentage of net sales, was 26.9% in the second quarter of fiscal year 2020 compared to 28.0% for the
same period in fiscal year 2019. Gross profit increased 66.2% in the second quarter of fiscal year 2020, compared to the first quarter of fiscal year 2020.
 
Gross profit margins tend to be higher when the Company achieves higher net sales levels, as certain fixed manufacturing costs are spread over higher
sales. This operating leverage, which is beneficial at higher sales levels, was the primary factor putting downward pressure on gross profit margin during
the second quarter of fiscal year 2020, as fixed costs were spread over lower sales.
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SG&A expenses decreased 3.9% to $5.5 million during the second quarter of fiscal year 2020, compared to $5.8 million for the second quarter of fiscal
year 2019. SG&A expenses as a percentage of net sales were 37.3% in the second quarter of fiscal year 2020, compared to 30.5% in the second quarter of
fiscal year 2019. The decrease in SG&A expenses was primarily the result of decreases in employee related costs and other cost reduction initiatives, but
was partially offset by a $447,000 increase in bad debt expense.
 
For the second quarter of fiscal year 2020, OCC recorded a net loss of $1.7 million, or $0.23 per basic and diluted share, compared to a net loss of
$617,000, or $0.08 per basic and diluted share, for the second quarter of fiscal year 2019.
 
Fiscal Year-to-Date 2020 Financial Results
 
Consolidated net sales for the first half of fiscal year 2020 decreased 22.3% to $27.8 million, compared to net sales of $35.7 million for the first half of
fiscal year 2019, with net sales in certain of the Company’s markets negatively impacted by the economic effects of the COVID-19 pandemic.
 
The Company experienced a year-over-year decrease in net sales in its enterprise and wireless carrier markets in the first half of fiscal year 2020, compared
to the same period last year, partially offset by increases in certain specialty markets. Net sales to one customer in the wireless carrier market accounted for
$5.2 million of the decrease in net sales during in the first half of fiscal 2020, compared to the first half of fiscal 2019.
 
OCC reported gross profit of $6.4 million in the first half of fiscal year 2020, a decrease of 27.9% compared to gross profit of $8.9 million in the first half
of fiscal year 2019. Gross profit margin was 23.1% in the first half of fiscal year 2020 compared to 24.8% for the same period in fiscal year 2019.
 
The lower gross profit margin in the first half of fiscal year 2020 was substantially impacted by fixed production costs being spread over lower total sales
when compared to the first half of fiscal 2019, offsetting cost reductions and significant production throughput and efficiency improvements achieved
principally in the Company’s Roanoke production facility.
 
SG&A expenses decreased 17.3% to $10.4 million during the first half of fiscal year 2020 from $12.6 million for the first half of fiscal year 2019. The
decrease in SG&A expenses during the first half of fiscal year 2020 compared to the first half of fiscal year 2019 was primarily the result of decreases in
employee related costs including employee incentives, commissions and compensation costs, partially offset by an increase in bad debt expense.     
 
OCC recorded a net loss of $4.3 million, or $0.58 per basic and diluted share, for the first half of fiscal year 2020, compared to a net loss of $3.9 million, or
$0.53 per basic and diluted share, for the first half of fiscal year 2019.
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Overview of COVID-19 Effects
 
The COVID-19 pandemic has had a significant negative impact on businesses and individuals in OCC’s markets both in the United States and globally.
Actions taken to limit the spread of the disease have resulted in an unprecedented disruption of normal activities as businesses have been forced to shut
down or operate on a limited basis.
 
OCC is obligated and continues to operate during the COVID-19 pandemic because the Company’s workforce is classified a “Defense Industrial Base
Essential Critical Infrastructure Workforce” under guidelines from the U.S. Department of Defense and an “Essential Critical Infrastructure Workforce”
under guidelines by the U.S. Department of Homeland Security, Cybersecurity and Infrastructure Security Agency (CISA). While continuing to operate,
OCC’s revenues, production volumes, and operations have been negatively impacted by the COVID-19 pandemic.
 
During the COVID-19 pandemic, the safety of OCC employees and their families, and safely manufacturing and supplying the critical and essential needs
of OCC’s customers, are of primary importance. The Company made a number of proactive changes to business operations in response to the COVID-19
pandemic, including: severely limiting business travel and face-to-face meetings, having a portion of its non-manufacturing employees work remotely, and
implementing strict social distancing, symptom self-assessments and mask protocols within its facilities.
 
OCC continues to closely monitor the COVID-19 situation and will continue to take appropriate actions to protect the safety of OCC employees and their
families, as well as the business.
 
Management's Comments
 
Neil Wilkin, President and Chief Executive Officer of OCC, said, “Our results for the quarter reflect the economic disruption caused by the COVID-19
pandemic. We have worked hard to build a diversified customer base, and are pleased that strong demand from certain customers helped offset reduced
sales to customers in other industries.”
 
Mr. Wilkin added, “OCC is a patriotic organization, and the OCC team is incredibly proud to provide mission-critical products to support our country’s
military, first responders and other essential workers, including at healthcare facilities and hospitals, test centers and laboratories. We will continue to do
our part to meet the needs of our government and commercial customers, both here in the United States and around the world.”
 
Mr. Wilkin concluded, “We have a strong foundation and a resilient business model. We are taking actions to enhance OCC’s financial flexibility and
continuing to execute on our sales and business growth initiatives—using our operating leverage and building on efficiency and effectiveness
improvements to our manufacturing operations. OCC is uniquely positioned in our industry, and we are confident that our distinct competitive advantages
and capabilities will facilitate profitable growth, enabling OCC to successfully compete against our larger competitors now and into the future.”
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Conference Call Information
 
As previously announced, OCC will host a conference call today, June 12, 2020, at 10:00 a.m. Eastern Time. Individuals wishing to participate in the
conference call should call (866) 610-1072 in the U.S. or (973) 935-2840 internationally, passcode 4197268. For interested individuals unable to join the
call, a replay will be available through Friday, June 26, 2020 by dialing (800) 585-8367 or (404) 537-3406, passcode 4197268. The call will also be
broadcast live over the internet and can be accessed by visiting the investor relations section of the Company’s website at www.occfiber.com.
 
Company Information
 
Optical Cable Corporation (“OCC®”) is a leading manufacturer of a broad range of fiber optic and copper data communication cabling and connectivity
solutions primarily for the enterprise market and various harsh environment and specialty markets (collectively, the non-carrier markets) and also the
wireless carrier market, offering integrated suites of high quality products which operate as a system solution or seamlessly integrate with other providers’
offerings.
 
OCC® is internationally recognized for pioneering innovative fiber optic and copper communications technologies, including fiber optic cable designs for
the most demanding environments and applications, copper connectivity designs to meet the highest data communication industry standards, as well as a
broad product offering built on the evolution of these fundamental technologies.
 
OCC uses its expertise to deliver cabling and connectivity products and integrated solutions that are best suited to the performance requirements of each
end-user’s application. And, OCC’s solutions offerings cover a broad range of applications—from commercial, enterprise network, datacenter, residential
and campus installations to customized products for specialty applications and harsh environments, including military, industrial, mining, petrochemical
and broadcast applications, as well as for the wireless carrier market.
 
Founded in 1983, OCC is headquartered in Roanoke, Virginia with offices, manufacturing and warehouse facilities located in Roanoke, Virginia, near
Asheville, North Carolina and near Dallas, Texas. OCC’s facilities are ISO 9001:2015 registered and its Roanoke and Dallas facilities are MIL-STD-790G
certified.
 
Optical Cable Corporation™, OCC®, Procyon®, Superior Modular Products™, SMP Data Communications™, Applied Optical Systems™, and associated
logos are trademarks of Optical Cable Corporation.
 
Further information about OCC® is available at www.occfiber.com.
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FORWARD-LOOKING INFORMATION
 
This news release by Optical Cable Corporation and its subsidiaries (collectively, the “Company” or “OCC”) may contain certain forward-looking
information within the meaning of the federal securities laws. The forward-looking information may include, among other information, (i) statements
concerning our outlook for the future, (ii) statements of belief, anticipation or expectation, (iii) future plans, strategies or anticipated events, and (iv) similar
information and statements concerning matters that are not historical facts. Such forward-looking information is subject to known and unknown variables,
uncertainties, contingencies and risks that may cause actual events or results to differ materially from our expectations, and such known and unknown
variables, uncertainties, contingencies and risks may also adversely affect Optical Cable Corporation and its subsidiaries, the Company’s future results of
operations and future financial condition, and/or the future equity value of the Company. A partial list of such variables, uncertainties, contingencies and
risks that could cause or contribute to such differences from our expectations or that could otherwise adversely affect Optical Cable Corporation and its
subsidiaries is set forth in Optical Cable Corporation’s quarterly and annual reports filed with the Securities and Exchange Commission (“SEC”) under the
heading “Forward-Looking Information.” OCC’s quarterly and annual reports are available to the public on the SEC’s website at http://www.sec.gov. In
providing forward-looking information, the Company expressly disclaims any obligation to update this information, whether as a result of new information,
future events or otherwise except as required by applicable laws and regulations.
 

(Financial Tables Follow)
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OPTICAL CABLE CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(thousands, except per share data)
(unaudited)

 

 
 
  Three Months Ended   Six Months Ended  
  April 30,   April 30,  
       
  2020   2019   2020   2019  
                 
Net sales  $ 14,863  $ 18,957  $ 27,751  $ 35,708 
Cost of goods sold   10,866   13,648   21,350   26,836 
                 

Gross profit   3,997   5,309   6,401   8,872 
                 
SG&A expenses   5,550   5,777   10,374   12,550 
Royalty (income) expense, net   (3)   (2)   15   (1)
Amortization of intangible assets   10   9   20   19 
                 

Loss from operations   (1,560)   (475)   (4,008)   (3,696)
                 
Interest expense, net   (125)   (129)   (261)   (246)
Other, net   1   (8)   (2)   (8)

Other expense, net   (124)   (137)   (263)   (254)
                 

Loss before income taxes   (1,684)   (612)   (4,271)   (3,950)
                 
Income tax expense (benefit)   5   5   10   (23)
                 

Net loss  $ (1,689)  $ (617)  $ (4,281)  $ (3,927)
                 
Net loss per share:                 

Basic and diluted  $ (0.23)  $ (0.08)  $ (0.58)  $ (0.53)
                 
Weighted average shares outstanding:                 

Basic and diluted   7,350   7,318   7,352   7,450 
 
 

--MORE--
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OPTICAL CABLE CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEET DATA

(thousands)
(unaudited)

 
 

 
 
  April 30,   October 31,  
  2020   2019  
Cash  $ 4,295  $ 537 
Trade accounts receivable, net   7,756   10,348 
Inventories   17,037   18,096 
Other current assets   355   399 

Total current assets   29,443   29,380 
Non-current assets   11,528   10,727 

Total assets  $ 40,971  $ 40,107 
         
Current liabilities  $ 14,327  $ 13,627 
Non-current liabilities   9,625   5,241 

Total liabilities   23,952   18,868 
Total shareholders’ equity   17,019   21,239 
Total liabilities and shareholders’ equity  $ 40,971  $ 40,107 

 
  

###
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C O R P O R A T E P A R T I C I P A N T S
 
Neil D. Wilkin Optical Cable Corporation - Chairman, President & CEO
 
Tracy G. Smith Optical Cable Corporation - Senior VP, CFO & Corporate Secretary
 
 
C O N F E R E N C E C A L L P A R T I C I P A N T S
 
Aaron Palash Joele Frank, Wilkinson Brimmer Katcher - IR
 
 
P R E S E N T A T I O N
 
Operator
 
Good morning. My name is Christie, and I will be your conference operator today. At this time, I would like to welcome everyone to OpticalCable
Corporation's second quarter 2020 earnings conference call. (Operator Instructions)
 
I will now turn the call over to Mr. Palash. Please go ahead.
 
 
Aaron Palash - Joele Frank, Wilkinson Brimmer Katcher - IR
 
Thank you, Christie, and good morning, and thank you all for participating on Optical Cable Corporation's second quarter of fiscal year 2020 conference
call. By this time, everyone should have a copy of the earnings press release issued earlier today. You can also visit www.occfiber.com for a copy.
 
On the call with us today are Neil Wilkin, President and Chief Executive Officer of OCC, and Tracy Smith, Senior Vice President and Chief Financial
Officer.
 
Before we begin, I'd like to remind everyone that this call may contain forward-looking statements that involve risks and uncertainties. The actual future
results of Optical Cable Corporation may differ materially due to a number of factors and risks including, but not limited to, those factors referenced in the
forward-looking statements section of this morning's press release. These cautionary statements apply to the contents of the Internet webcast on
www.occfiber.com as well as today's call.
 
With that, I'll turn the call over to Neil Wilkin. Neil, please begin.
 
 
Neil D. Wilkin - Optical Cable Corporation - Chairman, President & CEO
 
Thank you, Aaron, and good morning, everyone. I will begin the call today with a few opening remarks. Tracy will then review the second quarter results
for the three-month and six-month periods ended April 30, 2020, in some additional detail. After Tracy's remarks, we will answer as many of your
questions as we can. As is our normal practice, we will only take questions from analysts and institutional investors during the Q&A session. However, we
also offer other shareholders the opportunity to submit questions in advance of our earnings call. Instructions regarding such submissions are included in
our press release announcing the date and time of our call today.
 
Let me start my remarks by acknowledging that this is a challenging time. I want to thank the OCC team for rising to the occasion in the face of the
COVID-19 pandemic and the many challenges it has created. We have taken a number of steps to ensure the health and safety of our employees and their
families, and we have been able to mitigate the impact of COVID-19 on our employees and on day-to-day operations, which have continued uninterrupted
at lower production volumes. OCC is obligated and continues to operate during the COVID-19 pandemic because our workforce is classified as a Defense
Industrial Base Essential Critical Infrastructure Workforce under the guidelines from the U.S. Department of Defense and an Essential Critical
Infrastructure Workforce under the guidelines by the U.S. Department of Homeland Security, Cybersecurity and Infrastructure Security Agency.
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While we continue to operate, OCC has been negatively impacted by the COVID-19 pandemic. Revenues in many of our markets were negatively
impacted. Production volumes and operations were negatively impacted and financial flexibility was negatively impacted. We also experienced increased
bad debt expense, some minor disruptions in our supply chains, as well as other pressures on our business.
 
As a result, our net sales in the second quarter of fiscal year 2020 decreased 21.6% compared to the same period last year. Excluding the revenue impact of
one domestic customer, however, our net sales would have decreased only 7.7% during the second quarter. Sequentially, net sales increased 15.3% in the
second quarter compared to the first quarter of fiscal year 2020.
 
As you all know, OCC is a patriotic organization. Our team is incredibly proud to provide mission-critical products to support our country's military, first
responders and other essential workers, including at health care facilities, hospitals, test centers and laboratories. We have and will continue to do our part
to meet the needs of our customers and end-users, both here in the United States and around the world.
 
We have worked hard to build a diversified customer base and are pleased that strong demand from certain markets tends to somewhat mitigate reduced
sales in other markets. We have a strong foundation and a resilient business model. We have taken and are continuing to take actions to enhance OCC's
financial flexibility, execute on our sales and business growth initiatives designed to best position OCC even during these challenging times, build on our
operating leverage and focus on driving efficiency and effectiveness improvements across our manufacturing operations and, of course, control SG&A
expenses.
 
OCC is uniquely positioned in our industry. We are confident that our distinct competitive advantages and capabilities will facilitate profitable growth and
enable OCC to successfully compete against our larger competitors now and into the future.
 
And with that, I'll turn the call over to Tracy Smith, who will review in additional detail our second quarter of fiscal year 2020 financial results.
 
 
Tracy G. Smith - Optical Cable Corporation - Senior VP, CFO & Corporate Secretary
 
Thank you, Neil. Consolidated net sales for the second quarter of fiscal 2020 were $14.9 million, a decrease of 21.6% compared to net sales of $19 million
for the second quarter of fiscal 2019. Consolidated net sales for the first half of fiscal 2020 were $27.8 million, a decrease of 22.3% compared to net sales
of $35.7 million for the same period last year.
 
Net sales in certain of our markets were negatively impacted during the second quarter and first half of fiscal year 2020 due to the economic effects of the
COVID-19 pandemic. The decrease in net sales in the second quarter and first half of fiscal 2020 was primarily the result of a number of large orders from
one customer in the wireless carrier market in the second quarter and first half of fiscal year 2019, that did not recur at the same levels in the second quarter
and first half of fiscal year 2020. Net sales to this customer decreased $2.9 million and $5.2 million in the second quarter and first half of fiscal 2020,
respectively. Historically, net sales to this customer have been volatile from quarter to quarter and from year to year. Sequentially, net sales increased 15.3%
in the second quarter of fiscal year 2020 compared to net sales of $12.9 million for the first quarter of fiscal year 2020, with increases in both the enterprise
market and specialty markets, including the wireless carrier market.
 
Turning now to gross profit. Gross profit was $4 million in the second quarter of fiscal 2020 compared to $5.3 million in the second quarter of fiscal 2019.
Gross profit margin, or gross profit as a percentage of net sales, was 26.9% in the second quarter of fiscal 2020 compared to 28% in the second quarter of
fiscal 2019. Gross profit was $6.4 million in the first half of fiscal 2020 compared to $8.9 million in the first half of fiscal 2019. Gross profit margin, or
gross profit as a percentage of net sales, was 23.1% in the first half of fiscal 2020 compared to 24.8% in the first half of fiscal 2019. Gross profit margins
tend to be higher when the Company achieves higher net sales levels as certain fixed manufacturing costs are spread over higher sales. This operating
leverage, which is beneficial at higher sales levels, was the primary factor putting downward pressure on gross profit margin during the second quarter and
first half of fiscal year 2020, as fixed costs were spread over lower sales, offsetting cost reductions and significant production throughput and efficiency
improvements achieved principally in the Company's Roanoke production facility.
 
SG&A expenses decreased 3.9% to $5.5 million during the second quarter of fiscal 2020 compared to $5.8 million for the same period last year. SG&A
expenses as a percentage of net sales were 37.3% in the second quarter of fiscal 2020 compared to 30.5% in the second quarter of fiscal 2019. SG&A
expenses decreased 17.3% to $10.4 million during the first half of fiscal 2020 compared to $12.6 million for the same period last year. SG&A expenses as a
percentage of net sales were 37.4% in the first half of fiscal 2020 compared to 35.1% in the first half of fiscal 2019. The decrease in SG&A expenses
during the second quarter and first half of fiscal 2020 compared to the same periods last year was primarily the result of decreases in employee-related
costs, including employee incentives and commissions, and net reductions in other SG&A expenses. These decreases were partially offset by an increase in
bad debt expense due to concerns about collectibility of certain customer accounts during this unprecedented pandemic environment.
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OCC recorded a net loss of $1.7 million, or $0.23 per basic and diluted share, for the second quarter of fiscal 2020 compared to a net loss of $617,000, or
$0.08 per basic and diluted share, for the second quarter of fiscal 2019. OCC recorded a net loss of $4.3 million, or $0.58 per basic and diluted share, for
the first half of fiscal 2020 compared to a net loss of $3.9 million, or $0.53 per basic and diluted share, for the first half of fiscal 2019.
 
On April 15, 2020, we obtained an unsecured loan in the amount of $5 million as part of the Paycheck Protection Program. The lender for this loan is
Pinnacle Bank. On April 30, 2020, OCC's credit agreement with Pinnacle Bank was amended to remove a requirement that the Company secure a financing
commitment letter, similar equity commitment or combination thereof to refinance the revolving credit note under the credit agreement prior to May 1,
2020, as previously required. However, we are continuing to work to obtain another source of financing for our revolver.
 
As of April 30, 2020, we had outstanding borrowings of $6 million on our revolving credit note. We also had outstanding loan balances of $5.3 million
under our real estate term loan and $5 million on our PPP loan.
 
And with that, I'll turn the call back over to Neil.
 
 
Neil D. Wilkin - Optical Cable Corporation - Chairman, President & CEO
 
Thank you, Tracy. And now if you have any questions, we're happy to answer them. Christie, if you could please indicate the instructions for our
participants to call in any questions they may have, I would appreciate it. And again, we're only taking live questions from analysts and institutional
investors.
 
 
Q U E S T I O N S A N D A N S W E R S
 
Operator
 
(Operator Instructions) And at this time, we have no questions. Neil, I'll hand the floor over to you.
 
 
Neil D. Wilkin - Optical Cable Corporation - Chairman, President & CEO
 
Okay. Thank you. Aaron, I know we had some questions submitted by individual investors. If you could go through those with us, we'll answer those
questions.
 
 
Aaron Palash - Joele Frank, Wilkinson Brimmer Katcher - IR
 
That sounds good. Here's the first one. Does OCC compete with foreign or domestic sources?
 
 
Neil D. Wilkin - Optical Cable Corporation - Chairman, President & CEO
 
We have both domestic and international competitors. We're fortunate in the sense that in the U.S., in particular, a lot of folks -- customers tend to buy from
domestic sources. And we don't see a lot of -- we don't see significant amount of foreign competitors in most of our markets.
 
 
Aaron Palash - Joele Frank, Wilkinson Brimmer Katcher - IR
 
Got it. Next question. Has China been a competitive force? And specifically, has China put pressure on pricing?
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Neil D. Wilkin - Optical Cable Corporation - Chairman, President & CEO
 
We don't experience a lot of pricing pressure from specific countries. We do have pricing pressure, both internationally and domestically in the markets that
we participate in. And as I was mentioning before, or alluding to before, international markets is where you would tend to see more price competition from
international manufacturers. We're fortunate in the fact that OCC tends to position our product based on quality, customer service and performance and --
rather than on price. And so that helps to mitigate some of the impact of pricing pressure in our markets.
 
 
Aaron Palash - Joele Frank, Wilkinson Brimmer Katcher - IR
 
Okay. Next question. Is OCC involved with 5G? And could OCC benefit from 5G as it advances and becomes more widely used in the years to come?
 
 
Neil D. Wilkin - Optical Cable Corporation - Chairman, President & CEO
 
Yes. So everyone's talking about 5G, and OCC has been, over the years, participating in various ways in the wireless carrier market. And 5G is an extension
of that. We believe we have products that are well suited for the expansion of 5G technologies. And we are working to best position ourselves so that we
can obtain the benefits of those -- of that expansion into 5G. Certainly, 5G is going to be a big contributor to growth in our industry overall. And again,
we're doing our best to position ourselves so that we can participate in that.
 
 
Aaron Palash - Joele Frank, Wilkinson Brimmer Katcher - IR
 
Okay. Next question. Has OCC seen any increased desire to do more U.S.A sourcing?
 
 
Neil D. Wilkin - Optical Cable Corporation - Chairman, President & CEO
 
Not specifically. In other words, we haven't had too many instances where someone says, I normally would buy from a foreign source, but I'll buy from
OCC because you're a domestic source. But certainly, I think one of the advantages of sourcing things domestically and locally is that we're better able to
provide a high level of customer service, and we'll continue to do so.
 
 
Aaron Palash - Joele Frank, Wilkinson Brimmer Katcher - IR
 
Great. Next question. Does OCC market anything through the wireless carrier market?
 
 
Neil D. Wilkin - Optical Cable Corporation - Chairman, President & CEO
 
We -- obviously, as we -- as I've mentioned before, we do sell into the wireless carrier market. We've talked about previously some of the markets that we
operate in. The wireless carrier market tends to be a little bit more volatile or certainly more volatile than some of our other markets. But we do sell into
that market and by extension, believe we, and hope to, participate and are positioning ourselves to participate in the 5G market as well.
 
 
Aaron Palash - Joele Frank, Wilkinson Brimmer Katcher - IR
 
Got it. Next question. Can you break down the 15% increase in SG&A expenses sequentially?
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Neil D. Wilkin - Optical Cable Corporation - Chairman, President & CEO
 
I think Tracy is going to take that one.
 
 
Tracy G. Smith - Optical Cable Corporation - Senior VP, CFO & Corporate Secretary
 
Okay, sure. That increase was primarily related to the increase in bad debt expense that we recorded this quarter that I referred to during my comments.
Also, we generally have fluctuations in SG&A expense based on the timing of certain things that occur during the year, including reporting requirements
and other public company obligations, such as mailing proxy materials and things like that, that occur during our second quarter.
 
 
Aaron Palash - Joele Frank, Wilkinson Brimmer Katcher - IR
 
Great. Next question. Was there a reduction in headcount during the second quarter? If so, were any employees brought back? Have you reduced
compensation costs by individual in the second quarter and into the third quarter? And also, has OCC experienced any COVID amongst its employees?
 
 
Neil D. Wilkin - Optical Cable Corporation - Chairman, President & CEO
 
Let me take the last one first. We've been fortunate that we have not had any instances where our employees have contracted COVID-19. As we've talked
about before, we're very careful about our social distancing for those folks that are at our facilities, limiting visitors, limiting travel and also working with
employees to make sure that even outside of their work environment and their work at OCC that they're practicing social distancing and safe practices to
keep all of our employees and the families safe. We have not specifically reduced headcount. That's always a possibility and would have been something, I
think, we would have needed to look at sooner, but for the fact that the SBA PPP loan was secured. And so from our standpoint, that loan served its purpose
of allowing us to keep people employed. It also was helpful at OCC because when you let folks off and skilled workers off and layoff with a furlough or
terminate, you do have the risk of impacting the critical mass of the Company and the capabilities long-term of the Company, particularly in what we hope
is a more temporary impact on our business due to this COVID-19 pandemic this year. That doesn't mean that we don't continue to look at those issues, and
we'll continue to look at those issues, to make sure we're focused on positioning OCC best for the future as well as making sure we're ensuring we have
financial flexibility and managing our earnings on a short-term basis as well as on a long-term basis. So part of the question you asked, Aaron, was have we
brought people back. And obviously, since we haven't, at this point, specifically let people go, that hasn't been -- that last point hasn't been an issue.
 
 
Aaron Palash - Joele Frank, Wilkinson Brimmer Katcher - IR
 
Great. Next question. Can you talk about the second quarter bad debt expense?
 
 
Tracy G. Smith - Optical Cable Corporation - Senior VP, CFO & Corporate Secretary
 
I'll take that one. COVID-19 has, of course, impacted many markets, including certain of those we serve. So during Q2, when we were completing our
analysis of the allowance for doubtful accounts it became apparent that some customers would have more difficulty meeting their obligations. So to the best
of our ability we estimated the amounts that we believe necessary to reflect these doubtful accounts as bad debt in our earnings this quarter. We are
obviously going to work to collect on these accounts to the extent possible. And to the extent that we can do so, we'll account for the recovery in future
periods.
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Aaron Palash - Joele Frank, Wilkinson Brimmer Katcher - IR
 
Next question. Can you talk about inventory levels? Were they down from October and down a bit from January? Over the longer term, should we expect
inventories to increase?
 
 
Tracy G. Smith - Optical Cable Corporation - Senior VP, CFO & Corporate Secretary
 
I'll take that one, too. We maintain appropriate inventory to meet our customer demand. Our inventory levels fluctuate based on sales each quarter because
of the nature of the business and the manner and timing of how our customers place orders as well as the timing of raw material orders placed by us and the
receipt of those orders. So our inventory does fluctuate from quarter to quarter and can fluctuate from quarter to quarter.
 
 
Aaron Palash - Joele Frank, Wilkinson Brimmer Katcher - IR
 
Got it. Next question. In your abbreviated balance sheet that accompanies the press release, where are you showing the PPP loan?
 
 
Tracy G. Smith - Optical Cable Corporation - Senior VP, CFO & Corporate Secretary
 
A portion of the loan is reflected in current liabilities. That would be the amount expected to be repaid if not forgiven in the next 12 months. And the
remainder is in noncurrent liabilities. And you'll be able to see this in more -- a little more clearly in more detail in the 10-Q that we expect to file later
today.
 
 
Aaron Palash - Joele Frank, Wilkinson Brimmer Katcher - IR
 
Great. Can you give us an update of the throughput and efficiency improvements at the Roanoke production facility relative to your expectations?
 
 
Neil D. Wilkin - Optical Cable Corporation - Chairman, President & CEO
 
Sure. Aaron, I'll talk to that briefly. As you all know, we've spent fiscal year 2019 working very diligently to improve our systems as well as make other
changes that would improve our operations, particularly in our manufacturing facility to gain efficiency and to be more effective in our production
processes. And we believe that the work that we've done there is continuing to pay benefits in this year, in fiscal year 2020. What's really happened in 2020
and maybe make some of those improvements less evident is, we've always had a higher level of fixed cost, both in manufacturing and even in SG&A, but
with specifically the manufacturing, which means that if production volumes go down then our gross profit margin is negatively impacted because of that.
And that's one of the reasons, as I mentioned in my remarks, we're focused on our sales and marketing, business development initiatives to make sure that
we're bringing our sales back up to more normalized volumes. So we have seen the benefit of those initiatives with respect to improving Roanoke
manufacturing, and we believe we're continuing to see the benefits, and will see the benefits in the future as we see sales volumes increase.
 
 
Aaron Palash - Joele Frank, Wilkinson Brimmer Katcher - IR
 
Got it. Last question. There was a recent article suggesting that OCC may need to sell itself to a strategic buyer. What is your view?
 
 
Neil D. Wilkin - Optical Cable Corporation - Chairman, President & CEO
 
I’ll first say that I haven't seen the article yet, but I will look for it. I'm focused on the -- there's fairly standard answers to questions about M&A that
companies give -- public companies give, and I'll give the same answer, but I'll start by saying that the question suggests that we may need to sell ourselves
to a strategic buyer. And OCC is proud of the fact that we're flexible in our operations and are able to adjust to varying circumstances. So no, we don't
believe we're in a situation where we need to sell to a strategic buyer. What I would say is that we are continually looking at the best way to maximize
shareholder value, which can include those sorts of opportunities. But other than that, it'd be inappropriate for me to comment on M&A matters past what
I've already said.
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Aaron Palash - Joele Frank, Wilkinson Brimmer Katcher - IR
 
Terrific. That was the final question. So Neil, I'll turn it back to you to wrap the call.
 
 
Neil D. Wilkin - Optical Cable Corporation - Chairman, President & CEO
 
Okay. Well, thank you, Aaron. I appreciate everyone participating on the call today. I hope you all will -- you and your families will stay safe. And thank
you for your interest in OCC.
 
 
Operator
 
Thank you. This does conclude today's conference call. You may now disconnect.
 
 
 


