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For Q1F14 (ended 03/31/24) Sow Good reported revenues of $11.4 million versus $199,000 for Q1F23 (ended 

03/31/23).  Obviously, those comps are breathtaking. Those results compared to our estimate of $9.8 million. 

On the other hand, the Company reported basic and diluted eps of $.08 and $.06, versus our estimates of $.25 

and $.18, and net income of $510,588 vs. $1,485,219 respectively. The earnings results missed our estimates 

(especially given the higher revenue numbers) via a handful of contributory items we will briefly address 

below as well as providing some color around where we see these headed in future periods.  

  

Starting at the top, margins came in at 40.6% versus our estimate of 41.6% or about 100 basis points. The 

Company provided some high-level guidance around margins in the near term, suggesting they may end up in 

the “mid to high 30s”.  They did not provide much color around that thought, but we suspect the compression 

(relative to our prior estimate of 40% to 41%), is related to the ramp of capacity, which will apparently include 

some co-manufacturing arrangements. We submit, the co-manufacturing notion is not something we have 

modeled in the past, and we will address that further in this update, but since they suggested the approach as a 

solution to some of their near-term capacity issues, we have wondered how those arrangements might impact 

margins. Perhaps their guidance is part of the answer, but we think it may have more to do with the front-end 

loading of their continued efforts to add internal capacity.  To that end, they noted that their 5th dryer is now 

operational, and the 6th is slated to go online in Q3. We fully expect them to continue adding dryers going 

forward.  

 

In addition to the above margin discussion, they also touched on a few other issues that we may need to put a 

sharper pencil to in terms of future margins. For instance, they discussed escalating shipping costs, which we 

are hearing from some other names, so we are adding some impact for that, but they also addressed product 

mix which is something we have modeled (so we recognize its potential to put pressure on margins), but our 

assumptions therein have not led us to resulting compression in our estimates. Obviously, we may have to 

rethink product mix in terms of margins.  To edify, in our initiating coverage, we noted that there is 

considerable variability in the drying times associated with different SKUs and that variability is stark.  That 

is, as we understand it, some items can be dried in 4 hours, while others may take as much as 30 or 40 hours. 

One can certainly imagine how the latter might negatively impact COGS.  However, to that end, we know that 

to this point, the most popular SKUs have been the quicker drying varieties, which by the way, they also 

suggested on the call are the SKUs that tend to get rolled out first at new onboarded customers (specifically 

on the call Dollar General). Further, we have always assumed that there is some nuance to other portions of 

the COGS for specific SKUs that would offset some of the drying times. For example, it turns out that some 

of the longer drying time items also end up with fewer pieces in a package. Roughly, a dried package of 

“gummy” products might end up with a small fraction of the number of resulting pieces vs. a skittle-like candy. 

Frankly, this has all accelerated a bit more quickly than we originally anticipated, so we did not bother delving 

into some of these iterations until now, but we have made some adjustments and may make more as/if we 

gather more visibility around product mix, which includes two additional items that came up on the call.  

 

CEO Claudia Goldfarb noted that the Dollar General rollout includes “a smaller, bag size…somewhere 

between 0.8 to 1.2 ounces”.  We do not know how that addition to product mix will impact margins, but our 

initial sense is that a smaller bag may include higher relative COGS than a bigger bag. We were actually a bit 

surprised to hear they might entertain that approach, on the other hand, keep in mind, Dollar General is 

probably worth making some exceptions for as Dollar General currently has over 19,000 stores primarily in 

the U.S. Further, Dollar General’s parent Dollar Tree, Inc. (NASDAQ: DLTR), also owns nearly 16,000 

Family Dollar stores. For reference, Walmart currently has approximately 4,700 domestic stores. Also, they 

noted that they currently have 14 SKUs and they expect “to end the year somewhere in the 20 range”, which 

apparently includes some plans around seasonal offerings. Here again, conceptually, more SKUs complicate 

the product mix, which may complicate the margin evaluations.  We have made a few adjustments around all 

of these issues.           
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Moving down the Income Statement, the quarter included some expense items we did not anticipate in our last 

update. From the 10,000-foot view, OPEx was $3.7 million versus our estimate of $2.4 million. Beyond the 

impact of higher expenses related to higher revenues, here is a bit of the minutia inside of those numbers.  

 

Salaries and Benefits were about $850,000 higher than we anticipated. We think most of that is related to the 

expansion and onboarding of people needed to support the growth of the business and we think that occurred 

companywide. As we noted, this is happening a bit faster than we anticipated, but we have made some 

adjustments around that acceleration. Succinctly, these are levels we modeled them getting to, just not this 

quickly. The question is, where do these “normalize” as a percentage of sales?  Additionally, judging from 

other comments on the call, we will be adding some expenses to reflect what sounds like some new marketing 

and promotion layers, which we think will prove constructive since much of the progress to this point has been 

largely void of much promotion.  That may be a bit hard to believe, but we believe it is largely accurate.  

 

Professional Services were about 34% higher (roughly $120,000) than we projected, but the quarter included 

a capital raise that likely involved added accounting/legal expenses, as well as some preparation for the 

secondary and uplisting completed in early May (2024), which we did not anticipate at the last update. Q2F24 

will probably include some of that as well. Other General and Administrative Expenses were higher by about 

$325,000, which was likely related to both the financing activities as well as the anticipated growth issues 

reflected above. More specifically, between the call and the filing, it looks like executive bonuses and 

directors’ stock grant/fees fell in the quarter, which appear to be 40%+ of the $1.3 million of overages as well. 

Netting it out, we think there was certainly a fair amount of the accelerated costs around the inflection of the 

business but some non-recurring others as well.  Again, will continue to make changes to the model around 

emerging information, especially regarding the scaling of the business, but in general, there are mor moving 

parts being added which provide new challenges.   

 

Beyond OPEx, we believe Interest Expenses of about $270,000 above our estimates were related the 

amortization of warrants issued along with prior debt. To that point, we tend to derive our valuations around 

fully diluted numbers that include the impact of warrants and options given particular pricing assumptions (the 

“Treasury Method”), as an alternative to trying to compute theses quarter-to-quarter GAAP non-cash iterations 

around the derivatives, which to be honest, we do not fully understand in the first place. That said, we think 

our approach leads to the same or very similar conclusions.   

 

To summarize expenses, the quarter certainly contained some items we did not anticipate, but none that change 

our view of the overall trajectory here, which brings us back to the top of the Income Statement.         

 

In general, the acceleration of Sow Good’s business is providing some complexity to the model and associated 

assessments.  For instance, as we covered in the prior research, we have been quite comfortable building our 

revenue assumptions around available and planned (internal) capacity in conjunction with the announced 

customers and their associated storefronts.  Obviously, the addition of capacity via (undetermined) co-

manufacturing arrangement makes that more difficult, however, it does lead us to the (affirmative) conclusion 

that if we base revenues solely on the utilization of existing/planned internal capacity, we will likely end up 

understating the revenues. While understating revenues and earnings appears to be the normal course of 

business on Wall Street, we prefer to try to get it right as much as possible as difficult as that may be with 

small companies in general, but especially small companies like Sow Good that are rapidly accelerating their 

businesses.                

 

Lastly, the Company has spent the past 10 months or so raising about $24 million through a handful of equity 

private placements as well as the recent secondary and associated uplisting. These proceeds have been used 

along the way to expand capacity and to otherwise grow the business, and the latter will be used to pay down 

some related party debt as well. The equity sales, along with continued profitability have markedly improved 
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the Company’s Balance Sheet and associated liquidity since the time of our initiation.  Our new model reflects 

the aforementioned dilutive events.  

 

Sow Good’s performance since our initiation has been extraordinary, and several catalysts along the way have 

improved the story as well as their underlying share price, which include the uplisting and ostensibly the 

improvement in the liquidity/trading of the shares in the public market at much higher levels. That is a 

favorable combination for shareholders.  We remain quite constructive on Sow Good shares and for now, we 

reiterate our allocation of 6 and our 12-24 month price target of $32 per share.  However, we would add, our 

new assessments point us to higher targets, but we will hold that card until we see a few more data points 

unfold.             

                            

 

 

Projected Operating Model 
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General Disclaimer:  

Trickle Research LLC produces and publishes independent research, due diligence and analysis for the benefit of it investor base. 

Our publications are for information purposes only. Readers should review all available information on any company mentioned in 

our reports or updates, including, but not limited to, the company’s annual report, quarterly report, press releases, as well as other 

regulatory filings. Trickle Research is not registered as a securities broker-dealer or an investment advisor either with the U.S. 

Securities and Exchange Commission or with any state securities regulatory authority. Readers should consult with their own 

independent tax, business and financial advisors with respect to any reported company. Trickle Research and/or its officers, investors 

and employees, and/or members of their families may have long/short positions in the securities mentioned in our research and 

analysis and may make purchases and/or sales for their own account of those securities.  David Lavigne owns shares of Sow Good, 

Inc.  

Trickle Research co-sponsors two microcap conferences each year. Trickle Research encourages its coverage companies to present 

at those conferences and Trickle charges them a fee to do so. Companies are under no obligation to present at these conferences.  Sow 

Good has paid fees to present at past Trickle co-sponsored conferences and we will encourage them to do so in the future.  

 

Reproduction of any portion of Trickle Research’s reports, updates or other publications without written permission of 

Trickle Research is prohibited.   

All rights reserved.   

Portions of this publication excerpted from company filings or other sources are noted in italics and referenced throughout the report. 

 

Rating System Overview: 

 

There are no letters in the rating system (Buy, Sell Hold), only numbers. The numbers range from 1 to 10, with 1 representing 1 

“investment unit” (for my performance purposes, 1 "investment unit" equals $250) and 10 representing 10 investment units or $2,500.  

Obviously, a rating of 10 would suggest that I favor the stock (at respective/current levels) more than a stock with a rating of 1.  As 

a guideline, here is a suggestion on how to use the allocation system. 

Our belief at Trickle is that the best way to participate in the micro-cap/small cap space is by employing a diversified strategy.  In 

simple terms, that means you are generally best off owning a number of issues rather than just two or three.  To that point, our goal 

is to have at least 20 companies under coverage at any point in time, so let’s use that as a guideline.  Hypothetically, if you think you 

would like to commit $25,000 to buying micro-cap stocks, that would assume an investment of $1000 per stock (using the 

diversification approach we just mentioned, and the 20-stock coverage list we suggested and leaving some room to add to positions 

around allocation upgrades. We generally start initial coverage stocks with an allocation of 4.  Thus, at $1000 invested per stock and 

a typical starting allocation of 4, your “investment unit” would be the same $250 we used in the example above.   Thus, if we initiate 

a stock at a 4, you might consider putting $1000 into the position ($250 * 4).  If we later raise the allocation to 6, you might consider 

adding two additional units or $500 to the position.  If we then reduce the allocation from 6 to 4 you might consider selling whatever 

number of shares you purchased with 2 of the original 4 investment units.   Again, this is just a suggestion as to how you might be 

able to use the allocation system to manage your portfolio.  

For those attached to more traditional rating systems (Buy, Sell, Hold) we would submit the following guidelines. 

A Trickle rating of 1 thru 3 would best correspond to a "Hold" although we would caution that a rating in that range should 

not assume that the stock is necessarily riskier than a stock with a higher rating.  It may carry a lower rating because the 

stock is trading closer to a price target we are unwilling to raise at that point.  This by the way applies to all of our ratings.  

A Trickle rating of 4 thru 6 might best (although not perfectly) correspond to a standard "Buy" rating.  

A Trickle rating of 7 thru 10 would best correspond to a “Strong Buy" however, ratings at the higher end of that range would 

indicate something that we deem as quite extraordinary..... an "Extreme Buy" if you will.  You will not see a lot of these. 


