
 

1 
 

 

 

Q2F24 Earnings Update  

 

Sow Good Inc.  
(OTC: SOWG) 

Report Date: 08/16/24  

12- 24 month Price Target: $32.00  

Allocation: 6 

Closing Stock Price at Initiation (Closing Px: 07/17/23): $3.75 

Closing Stock Price at Allocation & Price Target Increase (Closing Px: 08/16/23): $5.00 

Closing Stock Price at Allocation & Price Target Increase (Closing Px: 11/14/23): $9.00 

Closing Stock Price at Price Target Increase (Closing Px: 03/25/24): $10.19 

Closing Stock Price at This Update (Closing Px: 08/15/24): $13.21 

 

Prepared By: 

David L. Lavigne 

Senior Analyst, Managing Partner 

Trickle Research  
 

 

 

 

Disclosure:  Portions of this report are excerpted from Sow Good’s filings, website(s), presentations or other public collateral.  We 

have attempted to identify those excerpts by italicizing them in the text. 



 

2 
 

For Q2F24 (ended 06/30/24) Sow Good reported revenues of $15.6 million versus $1.32 million for Q2F23 

(ended 06/30/23).  Once again, the comps are extraordinary, although we would add, Q2F23 was the first 
quarter to reflect meaningful candy sales, so forward comps will be less stark. In terms of our estimates, the 

$15.6 million compares to our estimate for revenue of $14.2 million, net income of $3.34 million vs. our 

estimate of $290, 000 and basic and diluted eps of $.35 and $.29, versus our estimates of $.04 and $.03 
respectively. Again, it was clearly a very strong quarter, but it requires some color, especially in the context 

of our estimates.  

  

First, the biggest contributor to the upside surprise in Net Income and resulting eps, was gross margin.  We 
were looking for gross margin of 37.5% but actual gross margin came in at 57.6%.  That difference, on top of 

10% more revenue than we projected, created a gross profit of $9 million versus our estimate of $5.3 million.  

That drove most of the corresponding upside surprise in Net Income and eps.  The setup to that surprise may 
be telling going forward. We will elaborate on that in points below.   

 

Recall, in Q1F24, the Company reflected gross margins of 40.6%, which was in line with the prior quarter’s 

gross margin of 40.2% but lower than the 46% margins reflected in 3QF23.  Recognize, following the 1QF24 
call, we lowered our gross margin expectations because the Company suggested gross margin “headwinds” 

for 2QF24. We are not sure what to make of that. That is, we are trying to understand if the margin “headwinds” 

comment was something the Company got wrong, or if it was simply an attempt to manage expectations.  
Frankly, we are not sure either of those is particularly constructive.  We assume they had a good enough grasp 

of the business to project gross margin better than the “headwinds” guidance they provided, which suggests to 

us that the reason for the margin surprise had more to do with managing expectations.  If that is going to be 
the Company’s general guidance posture moving forward, we may need to read into that as we go.  We will 

touch on that later, but further to the gross margin issue, on the 2QF24 call, they did note that moving to the 

new facility was delayed a bit, and as a result, they operated in the old facility at “110% of capacity”, which 

created some efficiencies, and kicked some fixed cost associated with the new facility down the road. As a 
result, those costs are expected to (once again) cause some sequential margin “headwinds” in 3QF24.  

However, in the longer term, the new facility, among other things, should provide for margin efficiencies at 

expanded sales levels.   
  

Moving down the Operating Statement, we estimated SG&A at $4.87 million for the quarter, whereas 

SowGood reported a much better $4.12 million.  We were expecting higher Salaries and Benefits around hiring 
associated with the business expansion and we had also built in a layer of Professional Services costs around 

what we thought would be some items related to the secondary offering, which were less than we had 

anticipated.  We are sharpening our pencil around those numbers going forward, but it has been a challenge 

givnethe stark increases in the level(s) of business.     
 

In “Other Expenses” the Company reflected net Interest Expense of $596,000 and an additional loss on the 

Early Extinguishment of Debt of $696,502.  Much of the interest expense was related to the amortization of 
debt discounts related to warrants issued in conjunction with debt. Those are largely non-cash charges, but 

they did represent a significant variance to our model.  As an aside to that issue, we base our target assumptions 

on fully diluted numbers which we think adequately reflect the impact of those associated derivatives. GAAP 

can be a complex exercise sometimes.       
 

To recap the numbers, the Company reflected another strong quarter both YoY and sequentially and earned a 

record $.29 per share on a fully diluted basis, yet the stock managed to sell off substantially following the 
release, trading down $7 or nearly 35%. To that end, we submit  the call included some narrative that ostensibly 

led the decline.  

 
Specifically, the Company noted that Q3F24 will be compromised because extreme temperatures caused them 

to suspend some shipments to customers after they discovered the heat was impacting their product quality. 
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They added to that scenario a notion we had not heard before, but apparently summer tends to be seasonally 

weaker for candy sales than other quarters. We accept those explanations, and we will account for that in our 
model going forward, and we recognize that this particular issue may be part of the learning curve and growing 

pains of a new/emerging business, but we have to admit, we do not think the Company did a good job of 

providing much color around the potential impact of the situation, which we think has led to much of the 
compression in the stock. Succinctly, despite efforts by others on the call to gather some intelligence around 

the impact of the event, the Company provided no guidance, which again, we think has added to the 

consternation. For our part, we have attempted to remodel Q3 around the narrative they provided, but frankly, 

we have no idea what that impact will be, or by extension how the quarter will pan out. That said, beyond the 
extraordinary results for the quarter, we thought the call narrative also included several additional positive 

items. Here are some of the more topical data points as we see them:  

 

• The Company continues to roll out new large retail customers (Kroger, 7-Eleven, Circel-K and others) 
as well as introducing new SKU’s in general, as well as  additional SKU’s in more establish customers 

like Five Below, Cracker Barrel and Big Lots.  

 

• The Company provided some additional color around plans to develop seasonal/holiday SKU’s, for 
instance, a freeze dried marshmallow product in holiday specific shapes. 

 

• Sow good has placed orders and made deposits on 6 additional dryers, more than doubling 2QF24 in-

house capacity from 5 dryers. They expect their 6th dryer to be installed by the end of Q3F24. We have 

modeled the addition of the 6 new dryers, but they did not provide much guidance on those additions, 
so that visibility is poor. On the other hand, given the contract manufacturing arrangements they have 

managed to forge, capacity may be a less acute issue than it was without those arrangements.   

 

• The Company has done a good job sourcing raw materials, in fact, we believe that was part of what 
drove margins for the quarter, however, they intend to bring the manufacture of some of their raw 

material (candy) in house. We submit, that approach entails some risks, but we think it could add 

several advantages provided they can execute on the approach. We believe they have the expertise and 

the resources to do that.  
 

• Management addressed this on the Q1F24 call, but expanded on it this time around as well.  They are 

planning to introduce smaller packages, which we also think will include multiple advantages. While 

it is unclear to us how (if) that packaging will impact margins, but we think it has marked potential to 
increase awareness and customer breadth.  

 

• In line with the smaller packaging, they also announced that they are automating some of their 

packaging operations.  When we were first introduced to the Company, we felt like packaging (which 
was largely manual) might create some bottlenecks and perhaps impede growth/capacity. This may 

address some of those concerns.                          

  

Given the above bullet points, since our initiation we have fielded several questions about the competitive 
landscape the Company faces.  In short, our argument has been that Sow Good was likely among the largest 

players in an (albeit) nascent category, and as such was likely one of the few players that could provide the 

scale to address large retailers. That said, success almost always attracts competition, and we suspect that is 
afoot here as well. However, we think each of the above bullet points should contribute to the Company’s 

competitive moat.  So, while we expect additional competition to emerge, we also think management has 

positioned itself to become a much more formidable force in the category.  While we submit, we still believe 
there are risks associated with the potential of the category itself (Is freeze dried candy here to stay?), we 

believe Sow Good is well positioned to lead the way in the category.       
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To summarize, the quarter was a blockbuster and while we understand some of the concerns about the shipping 

challenges around the heat wave and its impact on Q3F24, we think the street’s (negative) reaction was 
markedly overblown.  On the other hand, despite a larger float than when we initiated the coverage, the float 

remains relatively small, which is a recipe for volatility. That noted, we submit, the visibility around Q3F24 is 

problematic, and it may not get rectified until the Q3F24 numbers are released, which may create headwinds 
for the shares until that occurs. To that end, we have put our best foot forward in terms of trying to peg Q3 

results, but we fully expect to miss the numbers. However, as the Company has suggested, we think Q4F24 

should be another big quarter, and we remain constructive on the prospects for strong F2025 comps as well.  

 
Lastly, we would reiterate that we do not think the Company communicated the setback well, and as such they 

probably could have minimized some of the damage with some additional objective guidance. Further, to 

revisit the point above, this may be the Company’s way of setting up the “under promise /overperform” mantra 
that gets used too often. Unfortunately, absent some added color along the way, we may have to wait 90 days 

to see the impact.        

 

The above noted, we reiterate our allocation of 6 and our 12-24 month price target of $32, which represents a 
multiple of 16X our F2025 fully diluted eps estimate.  If they can approach something close to our estimates, 

we think our target may be understated.   

 

 

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. 


