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Digestible
notes from
Berkshire
Hathaway
Meeting

Good business

Note: Special thanks to www.rev.com for letting us use the
transcript. Rev.com is a transcript service provider.Transcript link

But the truth is, if you owned the businesses you liked
prior to the virus arriving, it changes prices, and it
changes, but nobody’s forcing you to sell. And if you really
like the business, and you like the management you’re in
with, and the business hasn’t fundamentally changed…. I
promise, the stocks have an enormous advantage.
------If you bought into a business, it’s going to deliver what the
business produces. And the idea that you’re going to
outsmart the person next to you, or the person advising
you can outsmart the person sitting next to you is, well,
it’s really the wrong approach.
-----

what we’ve learned from 50 or 60 years of operating
businesses that if you can find a great business that
doesn’t require capital, when it grows, you’ve really
got something.
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Bet on America

Paying off high
interest debt is

better than any

investment idea

Equities will

outperform in the
long run

Right
psychological

approach & fear

Anything can happen in terms of markets, and you
can bet on America, but you got to have to be careful
about how you bet, simply because markets can do
anything.

I mean, if I, owed any money at 18% the first thing I
do with any money I had would be to pay it off. It’s
going to be way better than any investment idea I’ve
got. ………… I would suggest to anybody that the first
thing they do in life is, they can get to something else
later on, but don’t be paying even 12% to anybody.

You know, at least in my view, you know that
America’s tailwind is not exhausted. You’re going to
get a fine result if you own equities over a long period
of time.…. Equities are going to outperform that bond.
They’re going to outperform Treasury bills. They’re
going to outperform that money you’ve stuck under
your mattress.

If you really had a farm, and you had this neighbor,
and one day he offered you $2,000 an acre, and the
next day he offers you $1,200 an acre, and maybe the
day after that he offers you $800 an acre, are you
really going to feel that at $2,000 an acre when you
had evaluated what the farm would produce, are you
going to let this guy drive you into thinking, “I better
sell because this number keeps coming in lower all
the time”? It’s a very, very, very important matter to
bring the right psychological approach to owning
common stocks.
---I’m not recommending that people buy stocks today
or tomorrow or next week or next month. I think it all
depends on your circumstances, but you shouldn’t
buy stocks unless you expect, in my view, you expect
to hold them for a very extended period and you are
prepared financially and psychologically to hold
them,
----
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I pointed out that there had been three times in
Berkshire’s history when the price of Berkshire stock
went down 50%. Three different times. Now if you
hold it on borrowed money, you could have been
cleaned out. There wasn’t anything wrong with
Berkshire when those three times occurred. But if
you’re going to look at the price of the stock and think
that you have to act because it’s doing this or that, or
somebody else tells you, “How can you stay with
that,” when something else is going up or anything.
You’ve got to be in the right psychological position.
And frankly, some people are not really careful. Some
people are more subject to fear than others.
---It’s like the virus. It strikes some people with a much
greater ferocity than others. And fear is something I
really never felt financially, but I don’t think Charlie’s
felt it either. But some people can handle it
psychologically. If they can’t handle it
psychologically, then you really shouldn’t own stocks,
because you’re going to buy and sell them at the
wrong time. And you should not count on somebody
else telling you this. You should do something you
understand yourself. If you don’t understand it
yourself, you’re going to be affected by the next
person you talk to. And so you should be in a position
to hold, and I don’t know whether today is a great day
to buy stocks. I know it will work out over 20 or 30
years. I don’t know whether it’ll work out over two
years at all. I have no idea whether you’ll be ahead or
behind on a stock you buy on Monday morning, or the
market.

Extraordinarily

wise is valuable

But it’s interesting that IQ does not always translate
into rationality and behavioural success or wisdom.
So I know some peoples that are extraordinarily wise
that would not be in the top three on an IQ test. But if
I wanted their judgment on some matter, even if I
wanted to put them in a position of responsibility
someplace, I might prefer them to, we’ll say one of the
three.
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Q&A with

Q: Please, did I understand correctly Mr. Buffett, to
say that Berkshire Hathaway sold its interest in four
different airlines and if so, can you name them? Can
the names of those airlines be identified?”

Airline…the most

A: They’re the four largest US airlines, that’s
American Airlines, and Delta Airlines, and Southwest
Airlines, and United Continental. And I think
collectively they probably, or at least 80% of the
revenue passenger miles that is flowing in the United
States…..But I think that there are certain industries,
and unfortunately I think the airline industry among
others, that are really hurt by a forced and in fact
shut down by events that are far beyond their
control.

Warren Buffett

hurt

----------

No trimming
Only shaving

Q: “Did you sell your whole stake in all four of those
companies?”
A: Oh, yeah. The answer is yes. Yeah. When we sell
something, very often it’s going to be our entire stake.
I mean we don’t trim positions. That’s just not the
way we approach it any more than if we buy a
hundred percent of a business, we’re going to sell it
down to 90% or 80%. I mean, if we like a business,
we’re going to buy as much of it as we can and keep it
as long as we can.
----------

It is strictly
business.

No statement to the
world

Q: In the last financial crisis, Berkshire acted as a
lender of support for eight different deals…...Why
have we not acted as a lender of support?”
A: So we have not done anything because we don’t
see anything that attractive to do. Now, that could
change, very quickly or it may not change. But in
2008 and 2009, the truth is we weren’t buying those
things to make a statement to the world. They may
have made a statement to the world to some extent,
and I’m glad that they did if they did, but we made
them because they seemed intelligent things to do
and markets were such that we didn’t really have
much competition. Now it turned out that we would
have been a lot better off if we’d waited four or five
months to do similar things.
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Right person for
the right job

Q: Dear Warren, I noticed you didn’t mention Ajit Jain,
when you reeled off your list of future management, is he
out of the picture?
A: Well, Ajit is not in the capital allocation business. He is
the best… Well, he’s got one of the best minds in the
world……But his job is not capital allocation. It’s
evaluating insurance risks and that is a rare… He
possesses a rare talent and he has a huge capital backing
to do it……But Greg and Todd and Ted have been in the
asset allocation business in a big way for a long time.
That’s their game. And the Ajit’s game is insurance.
----------

Primer on oil

equity investment

Q: is there a risk of permanent loss of capital in the oil
equity investments?
A: Well, there certainly is. There’s no question…….if you’re
an oil producer, you take your chances on future prices,
unless you want to sell a lot of futures forward….But when
you buy oil, you’re betting on oil prices over time and over
a long time, and oil prices, there’s risk and the risk is
being realized by oil producers as we speak. If these prices
prevail, there will be a lot of bad loans and energy loans
and bad debts and energy loans. And if there are bad debts
and energy loans, you can imagine what happens to the
equity holders. So yes, there’s a risk.
----------

Buy-back

Q: Can you ask Warren why he didn’t repurchase
Berkshire shares in March when they dropped to a price
that was 30% lower than the price that he had
repurchased shares for in January and February?”
A: Yeah, it was very, very, very short period where they
were 30% less. But I don’t think Berkshire shares relative
to present value are at a significantly different discount
than they were when we were paying somewhat higher
prices. I mean, it’s like Cain said, or whoever it was. I don’t
know. The facts change. I change my mind. What do you
do, sir? We always think about it, but I don’t feel that it’s
far more compelling to buy Berkshire shares now than I
would’ve felt three months or six months or nine months
ago. It’s always a possibility. We’ll see what
happens……There could be a price relative to value at the
time, not real as what it was worth a year ago. I mean, the
value of certain things have decreased. Our airline
position was a mistake. Berkshire is worth less today
because I took that position…
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Micro & Small cap companies that provide
essential services during the current
Coronavirus pandemic
During the current COVID-19 pandemic, some businesses and services are considered
essential. Even though the companies are NOT 100% insulated, they benefit from some
level of insulation to the fallout the economy is experiencing. Here is the list of a few
small and micro-cap companies that have obtained essential service status.
Extracts from the company filings
Boingo Wireless (WIFI) (M.Cap:
$588M, Revenue: $257M)
Since Boingo has been deemed an
essential business, we have been able to
not only support our existing wireless
networks, but continue to build out new
neutral-host networks at a time when
many other companies are not as
fortunate.
Boingo delivers a vital neutral solution
in the essential space of connectivity,
and is supported by a business model
with approximately 95% contractual or
recurring revenue. We have a strong
balance sheet with ample liquidity and
the ability to continue using our cash
flow to fund our network builds where
we have carrier commitments. Our focus
on reducing expenses and increasing
profitability at the end of 2019 has
prepared us well to weather the recent
events. While we cannot predict the
nature, duration or scope of the overall
impact of the COVID-19 pandemic on
our business, we believe that Boingo
will emerge from this period with
velocity and continue to deliver a
critical, and essential, service to our
military men and women, our venues,
our customers and our partners.

CounterPath Corporation (CPAH)
(M.Cap: $20M, Revenue: $11M)
The COVID-19 global public health
emergency has resulted in strong
demand for CounterPath products and
services so far during the fourth quarter
ending April 30, 2020. CounterPath
solutions enabled many businesses,
including essential services, to continue
to communicate remotely.
Increased demand has resulted from
both new customers and existing
customers. For example, new customers
include a large U.S. federal government
entity that purchased Bria Enterprise as
part of an effort to support on-site and
remote workers, while a major North
American airline selected a carrier
partner leveraging the CounterPath Bria
solution to deliver a remote call center
agent solution. CounterPath solutions
are also being deployed in essential
service environments such as by health
care solution providers to enable
communication between health
professionals within hospital
environments.
Guidance: Fourth Quarter Ended April
30, 2020 Guidance (unaudited):
Revenue of $3.6 million to $4.0 million,
resulting in growth of 26% to 40%
compared to the fourth quarter of fiscal
2019.
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Atlantic Power Corporation (AT)
(M.Cap: $175M, Revenue: $281M)

clean water has become an international
priority.

With power generation deemed a
critical and essential service, to date, the
pandemic has not materially affected
the Company’s ability to continue
operating its plants safely and reliably.

The COVID-19 pandemic did not have a
material impact on our consolidated
results of operations in the three
months ended March 31, 2020. Our
business has been considered essential
under federal and local standards, and
we have maintained business continuity
at our critical service branches and
manufacturing facilities.

Ameresco, Inc. (AMRC) (M.Cap:
$919M, Revenue: $930M)
Qualifies as an "Essential Service" Under
Most Government Directives.
In most of the states and federal
facilities in which we operate, each of
Ameresco’s three operating groups is
considered to provide “essential
services”, which has minimized the
COVID-19 impact on our ability to
execute projects and develop our asset
portfolio.
2020 is off to a very strong start,
showcasing Ameresco’s resilient
business model characterized by
excellent year-end project and asset
backlog and healthy asset and O&M
businesses generating recurring
revenue,
Evoqua Water Technologies Corp.
(AQUA) (M.Cap: $1.9B, Revenue:
$1.5B)
Our business has been considered
essential under federal and local
standards, and we have maintained
business continuity at our critical
service branches and manufacturing
facilities.
Water treatment is an essential,
non-discretionary market that is
growing in importance as access to

COVANTA HOLDING (CVA) (M.Cap:
$1B, Revenue: $1.8B)
Our WtE plants and material processing
facilities provide a vital service to our
municipal and commercial clients. As
waste disposal facilities, they have been
recognized as part of Critical
Infrastructure by the Department of
Homeland Security and as essential
services by state and local governments.
While we remain a primary waste outlet
for numerous municipalities and
commercial customers, the downturn in
economic activity has affected patterns
and volumes of waste generation.
Residential waste represents the
substantial majority of our contracted
volumes, and there has been limited
reduction in these volumes to date. We
also process commercial waste,
including profiled waste, at many
facilities and volumes of these materials
for disposal have fallen, which has
required us to internalize more waste
volumes from our transfer station
network as well as access more third
party replacement waste volumes at a
lower revenue basis per ton.
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Diebold Nixdorf Incorporated (DBD)
(M.Cap: $419M, Revenue: $4B)

BioLargo, Inc. (BLGO) (M.Cap: $23M,
Revenue: $2M)

The Company was recognized as
providing essential critical
infrastructure service by the U.S.
Department of Homeland Security and
other government agencies around the
world

We believe that BioLargo is uniquely
positioned to weather the storm of the
COVID-19 crisis. Many of our major
clients constitute “essential services” –
such as municipalities, landfills, air force
bases, and so forth. As we are
supporting these essential services, our
commercial units are continuing to
operate and are still solving clients’
challenges every day.

The Company has been designated as
providing “critical infrastructure”
services by the majority of government
entities including the United States
Department of Homeland Security in
order to promote public health and
safety, as well as economic and national
security during the COVID-19 outbreak.
These designations recognize the vital
role Diebold Nixdorf plays in allowing
consumers to reliably and safely access
financial services and essential retailers
across more than 60 countries.
NAPCO Security Technologies, Inc.
(NSSC) (M.Cap: $414M, Revenue:
$108M)
Importantly, since over 80% of our sales
are conducted in the commercial
security sector and thousands of our
dealers are deemed an "essential
service" during the pandemic, this
provided our Company with some level
of insulation to the fallout the economy
is experiencing. Also, a large majority of
our recurring service, subscriptionbased income stream is comprised of
non-discretionary, commercial fire and
intrusion alarm communication, largely
mandated by local code and laws. Going
forward, NAPCO should be well
positioned for growth, as we manage the
challenges wrought by COVID-19.

AMCON Distributing Company (DIT)
(M.Cap: $38M, Revenue: $1.1B)
AMCON is an essential service provider
and a key component of the United
States supply chain as a distributor to
convenience stores, truck stops, rural
grocery stores as well as our role as a
health food retailer,”
AMCON is a leading wholesale
distributor of consumer products,
including beverages, candy, tobacco,
groceries, foodservice, frozen and
chilled foods, and health and beauty
care products with locations in Illinois,
Missouri, Nebraska, North Dakota, South
Dakota and Tennessee.
AMCON’s Healthy Edge Retail Group also
operates twenty-one (21) health and
natural product retail stores in the
Midwest and Florida.Both of AMCON’s
business segments are open for
business.
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Sharps Compliance Corp. (SMED)
(M.Cap: $112M, Revenue: $51M)

U.S. Xpress Enterprises, Inc. (USX)
M.Cap: $196M, Revenue: $1.7B)

Sharps Compliance is a full-service
national provider of comprehensive
waste management solutions including
medical, pharmaceutical and hazardous.

U.S. Xpress provides an essential
service to our customers and their
customers as millions of Americans
depend on us to ship their products and
keep their store shelves stocked.

As an essential service provider to
healthcare, we believe we have
improved revenue visibility over the
next twelve to eighteen months and we
anticipate that revenues could be
favorably impacted by what experts
believe could be a strong flu
immunization season, potentially
followed by a COVID-19 immunization
effort, coupled with potential growth
from our core markets including longterm care, home healthcare and the
professional markets. Additionally, the
expansion of our route-based footprint
coverage to 32 states, or 70% of the
population, significantly increases the
pipeline of new prospect opportunities
of larger small and medium quantity
generators. We are confident that our
leadership position as a comprehensive
provider of medical, pharmaceutical and
hazardous waste to small to medium
quantity generators will provide diverse
opportunities for the growth of our
business through the balance of fiscal
2020 and beyond.
BrightView Holdings, Inc. (BV)
(M.Cap: $1.3B, Revenue: $2.4B)
Throughout virtually the entire country,
landscape maintenance is recognized as
an essential service as defined by the
Department of Homeland Security.

U.S. Xpress’ employees are playing an
essential role in the country’s fight
against COVID-19 as they work to keep
critical supplies moving and store
shelves stocked.
At the peak of the COVID-19 crisis,
customers representing 96% of the
Company’s pre-COVID-19 revenues
remained operational, and incremental
volumes from those customers more
than made up for the non-operational
customers.
U.S. Xpress has a strong customer mix of
Grocery,
E-Commerce,
Consumer
Products, Discount Retail, and Home
Improvement, with little exposure to
automotive,
manufacturing,
and
restaurants. The Company has not seen a
drop in total load volume to date through
April; however, the Company has
experienced a sequential decline in spot
rates compared with the first quarter of
2020.
The active support of the entire team
enabled U.S. Xpress to handle a sharp
increase in demand from the Company’s
grocery, consumer products, and home
improvement and hardware customers
during the early days of the shelter in
place orders while transitioning
capacity from other customers where
volumes declined.

All branches operational; isolated
limitations on the scope of services we
can provide.
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Mueller Water Products (MWA)
(M.Cap: $1.4B, Revenue: $1B)
Our primary end market is the
municipal repair and replacement
segment, which accounts for
approximately 60 to 65 percent of
consolidated net sales. Although water
utilities are essential service providers,
the economic and operational effects of
shelter-in-place orders and physical
distancing practices are being felt by all
to varying degrees. They have shifted
their priorities leading to delays for
some ongoing projects and
postponement of new projects. As a
result, we expect to see a significant
near-term sales volume decline in the
project-related areas of our business,
which primarily affect our metering,
leak detection and specialty valve
products. To be clear, we believe that
the majority of our products for the
municipal end market are essential for
water utilities to do their planned and
unplanned repair and replacement work
in this environment.
Residential construction is the second
largest end market for our core
products and made up approximately 25
to 30 percent of consolidated net sales
in 2019. Given the economic impacts
from COVID-19, we anticipate a sharp
decrease in activity as new residential
construction significantly slows down
with builders focusing on their existing
lot inventory.
Osisko Gold Royalties Ltd (OR)
(M.Cap: $1.5B, Revenue: $392M)
The Québec Government has made the
decision to classify mining activities as

an essential service. Following the
Government’s decision, the operators of
the Canadian Malartic and the Lamaque
mines announced that a phased
resumption of their respective activities
will begin on April 15, 2020.
TECOGEN INC. (TGEN) (M.Cap: $23M,
Revenue: $33M)
Significant portions of our business are
deemed “essential services” under
various state shelter-in-place orders,
and we have been able to maintain
critical manufacturing and service
operations.
Moving to sales, I think the order we
announced this morning is important on
several levels. First, it shows that
business continues to get done in the
HVAC industry, which is also designated
as an essential service. And while most
of you are familiar with our water
cooled Tecochill product line which
typically dominates industrial cooling
facilities, our air source unit is very
functional and cost effective for smaller
rooftop AC needs, particularly with
natural gas prices so low in many areas.
And it’s also noteworthy that this sale is
to a cannabis grower in Florida who is
expanding their grow operation. Florida
is increasingly becoming a leader in the
cannabis cultivation industry in terms of
ease of permitting, construction, and
financial flexibility associated with the
industry. With the vote on recreational
use expected later this year, we
anticipate more cultivation facilities will
emerge in Florida that will similarly
take advantage of the tremendous
economic advantages of natural gas
cooling with Tecochill.
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CPI CARD GROUP INC. (PMTS) (M.Cap:
$9M, Revenue: $285M)

both a short-term and long-term basis;
and

CPI is currently deemed essential in all
jurisdictions where we operate. All of
CPI’s operations remain open and
continue to provide direct and essential
support to the financial services
industry.

Course starts in Aspen’s traditional
100% online post-licensure nursing
degree programs are typically
seasonally affected in the summer
months as these nurses tend to take
time off in the summer and therefore
the Company typically sees less course
starts in our fiscal first quarter ending
July 31, 2020. However given these RN’s
are in an all-hands on deck situation in
response to COVID-19, we could
potentially see more seasonality in our
fiscal first quarter than is typical;

CPI’s net sales and net income in the
first quarter of 2020 has increased over
the first quarter of 2019.
Ceragon Networks Ltd. (CRNT)
(M.Cap: $184M, Revenue: $272M)
We have successfully obtained Essential
Service status in many regions around
the world, which improves our ability to
continue our delivery and support as
best we can, still facing, of course
restrictions and obstacles.
ASPEN GROUP, Inc. (ASPU) (M.Cap:
$168M, Revenue: $45M)
Aspen University’s pre-licensure BSN
clinical degree program and United
States University’s MSN-Family Nurse
Practioner (FNP) clinical degree
program which account for 42% of
revenues are relatively unaffected for
two reasons: (1) the in-person
simulation/immersion activities have,
with regulatory guidance, been
developed to work in a virtual
environment; and (2) both programs
have structured academic calendars, so
nurses are expected to continue classes
unless they request a leave of absence.
To date, Aspen has not noticed an
increase of leave of absence requests;

Assuming the pandemic recedes by the
end of the summer, Aspen anticipates
that its strongest seasonal quarter
beginning August 1 could possibly be
stronger as nurses return to class and
focus on their future; and
Management still expects that the
planned opening of its Tampa campus
for August is on track since it has been
told that the needed tenant
improvements are considered an
“essential service.”’
GULF ISLAND FABRICATION INC
(GIFI) (M.Cap: $46M, Revenue:
$314M)
We are deemed an essential service by
the U.S. government, and while
our utilization has been impacted,
we have been fortunate to continue to
operate our facilities.

Aspen expects that the BSN prelicensure business will strengthen on
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Evolving Systems, Inc. (EVOL) (M.Cap:
$11M, Revenue: $26M)
In the current global pandemic, we are
fortunate that our services continue to
be used by wireless carriers whose
businesses are widely considered to be
an essential service….Due to the
geographical distribution of our
employees, over the years we have
developed a culture of successfully
managing our business through
telework. This skill has helped us during
the current situation. The largest
practical impact we’ve seen has been to
our traditional modes of sales and
business development, but we are
quickly working with our current and
prospective clients to find new ways to
communicate, sell and service.”
CURO Group Holdings Corp. (CURO)
(M.Cap: $270M, Revenue: $1.1B)
CURO Group Holdings Corp., operating
in the U.S. and Canada and powered by
its fully integrated technology platform,
is a market leader by revenues in
providing short-term credit to
underbanked consumers.
The Company’s 416 stores in the United
States and Canada have remained open
and, where applicable, have been
designated as an essential service by
local regulations.
Daseke, Inc. (DSKE) (M.Cap: $103M,
Revenue: $1.7B)
As an essential business under the
guidelines issued by each of the
Company’s states of operations, the
Company has been allowed to continue
to operate its business through the
COVID-19 pandemic.

The last half of March saw demand
decline, as sectors of the economy began
to shut down. The Company expects that
its results of operations and financial
condition will be more significantly
impacted in the second quarter of 2020.
Covetrus (CVET) (M.Cap: $1.3B,
Revenue: $4B)
Covetrus is a global animal-health
technology and services company
dedicated to empowering veterinary
practice partners to drive improved
health and financial outcomes.
Operationally, all of the company's
distribution centers and pharmacies
currently remain open, as veterinary
medicine has been deemed an essential
service in most geographies around the
globe.
Net sales have weakened over the last
four weeks as a result of the impact of
COVID-19 on many of the Company's
customers.
ATN International, Inc. (ATNI)
(M.Cap: $903M, Revenue: $446M)
Company Continues to operate in all
Markets as an “Essential Service”
As a communications services provider,
we are designated as an “Essential
Service” under U.S. and international
government directives and have been
operational throughout this crisis.
Additionally, we are prioritizing service
continuity to those whose financial
situations have been affected by the
pandemic by lowered prices, increased
speeds or capacity at no charge,
extended payment terms and waived late
fees for individuals, students and small
business customers. END
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Comtech Telecommunications: Signs of Moat
The company offers advanced, secure
wireless communication technologies
with expertise in the satellite
communications and cellular markets.
The company’s Commercial Solutions
segment (53% of total revenue) offers
satellite ground station technologies
(such as modems and amplifiers) and
public safety and location technologies
(such as 911 call routing and mapping
solutions). The company’s Government
Solutions segment (47% of total
revenue) provides mission-critical
technologies (such as tactical satellitebased networks and ongoing support
for complicated communication
networks) and high-performance
transmission technologies (such as
troposcatter systems and solid-state,
high-power amplifiers).
 Huge market share in 911 calls/text:
As per the Q2 2020 IR presentation, the
company enjoys a 50% market share of
wireless 911 calls. In 1996, the FCC
issued an order requiring wireless

carriers to determine and transmit the
location of callers who dial 911.
Comtech’s E911 solutions facilitate
compliance by identifying the assigned
public service answering point (or
dispatch center) and by delivering the
caller’s location information to public
safety personnel who can respond and
provide any necessary emergency
services. Comtech’s highly reliable
safety and security technologies enable
the successful handling of over four (4)
million 911 calls and texts each month.
For more than fifteen
years, Comtech has continuously
provided this U.S. wireless carrier with a
number of safety and security solutions,
including 911 call routing technologies.
 The company believes that it is the
leading provider of Single Channel per
Carrier (“SCPC”) satellite earth station
modems, solid-state amplifiers, and
traveling wave tube amplifiers.
 The company claims that it is the
market leader for satellite ground
station equipment.
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Inspire Medical Systems (INSP): Signs of moat
BASICS
M.Cap: $1.8 billion
The company’s proprietary Inspire
system is the first and only FDAapproved closed-loop neurostimulation
technology that provides a safe and
effective treatment for moderate to
severe obstructive sleep apnea (“OSA”).
OSA occurs when a person’s breathing is
interrupted during sleep by a partially
or completely blocked airway, and
affects patients of all ages, sexes and
body types.
What is the standard procedure?
Continuous positive airway pressure
(“CPAP”) is the leading therapy for
patients with moderate to severe OSA.
CPAP is delivered through a face or
nasal mask that connects through a hose
to a bedside air pump. In order for CPAP
to be most effective, the mask must form
an airtight seal on the patient’s face or
nose, and the mask must be worn every
night. The effectiveness of CPAP has
been limited due to low patient
compliance, as many patients find the
mask or treatment cumbersome,
uncomfortable and noisy. Apart from
CPAP, other treatment options are
primarily invasive surgical procedures
developed to modify or remove existing
tissue in an attempt to create free air
flow. These invasive surgical procedures
have limited or unpredictable clinical
benefit, are irreversible, and can be
extremely painful.
The company’s solution: a CPAP
alternative

The company has developed a novel,
closed-loop solution that continuously
monitors a patient’s breathing and
delivers mild hypoglossal nerve
stimulation to maintain an open airway.
To receive the Inspire system, patients
undergo a short outpatient surgical
procedure, typically lasting two hours,
during which the neurostimulator,
sensing lead, and stimulation lead are
implanted. Patients turn their Inspire
system on when they plan to go to sleep
and turn it off when they awaken.
The company’s solution is comfortable
and convenient, and in fact, the
company’s product has received a 93%
satisfaction level, with an average of 12
months from initial treatment in the
first 1,017 patients in the company’s
ongoing global patient registry.
SIGNS OF MOAT
It is the first and only FDA-approved
obstructive sleep apnea treatment that
works inside the body with just the click
of a button.
 First mover advantage.
 Track record: The company received
approval in 2014 and since then has
treated over 7,800 patients at over 350
medical centers across the U.S. and
Europe. This proven track record would
be hard for any newcomers to
overcome.
 Patents: As of December 31, 2019, the
company has rights to 28 issued U.S.
patents, 26 issued foreign patents, 39
pending U.S. patent applications, and 47
pending foreign patent applications.

Snowball Research: A value investing research hub for U.S companies with a market cap less than $2 billion

16

https://snowballresearch.com/

Snowball Research: A value investing research hub for U.S companies with a market cap less than $2 billion

17

https://snowballresearch.com/

Snowball Research: A value investing research hub for U.S companies with a market cap less than $2 billion

18

https://snowballresearch.com/

Tabula Rasa HealthCare (TRHC): Signs of Moat
BASICS
M.Cap: $1.3 billion
The company has developed a
proprietary, cloud-based software
platform that reduces adverse drug
events and lowers healthcare costs in atrisk populations.
What is different?
For over thirty years, traditional
pharmacy software systems have
offered clinicians a binary view of drugto-drug interactions, presenting an
assessment of one single drug against
another single drug. These legacy
systems may be adequate to assess the
safety of a medication regimen
consisting of only one or two
medications. However, the elderly, the
chronically ill and those with behavioral
health challenges, are more likely to be
prescribed more than two medications,
and are typically at high risk of an
adverse drug event, or ADE. In these
populations, many patients take more
than 10 different medications a day, and

other technologies are inadequate to
optimize safety and minimize risk. The
company’s novel and proprietary
Medication Risk Mitigation Matrix, or
MRM Matrix, delivers a simultaneous,
multi-drug review which identifies
medication-related risks across a
variety of safety factors and presents
meaningful opportunities to mitigate
these risks.
What we like / Signs of moat
 Subscription revenue: The company
charges subscription fees which are
recurring in nature.
 First mover + proprietary product +
recurring revenue with a high retention
rate provides the company with a huge
competitive advantage which could
make it difficult for a new entrant to
penetrate the market.
 High retention rates: The company’s
annual revenue retention rate was 99%,
99% and 98% for 2018, 2017 and 2016,
respectively, and the company’s client
retention rate was 96%, 95% and 93%,
respectively.
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Artesian Resources (ARTNA) Signs of Moat
BASICS
M.Cap: $330 million
Artesian Resources operates as the
holding company of eight wholly-owned
subsidiaries offering water, wastewater
and other services in Delaware,
Maryland and Pennsylvania. The
company’s principal subsidiary,
Artesian Water Company, Inc., is the
oldest and largest investor-owned
public water utility on the Delmarva
Peninsula, and has been providing
superior water service since 1905.
SIGNS OF MOAT
 Franchised service areas are
substantially free from direct
competition
 Artesian Water, the company’s
principal subsidiary, is the oldest and

largest public water utility in the State
of Delaware, and has been providing a
water service within the state since
1905. This segment produced
approximately 88% of 2019
consolidated operating revenues. The
company holds Certificates of Public
Convenience and Necessity, or CPCNs,
for approximately 288 square miles of
exclusive water service territory, most
of which is in Delaware and some in
Maryland and Pennsylvania. The
company was granted an exclusive
franchise for each of its existing water
and wastewater systems in Delaware.
 Recurring revenue: Given the nature
of the business (sale of water), the
company generates predictable
recurring revenue.
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KVH Industries (KVHI): Signs of Moat
BASICS
M.Cap: $160 million
What does the company provide? It is
a leading manufacturer of solutions that
provide global high-speed internet,
television and voice services via satellite
to mobile users at sea and on land.
Migration to VSAT: VSAT is a two-way
ground station that transmits and
receives data from satellites. Sales of
mini-VSAT Broadband airtime service
accounted for 48% and 46% of total net
sales for 2019 and 2018, respectively.
The company has benefited from the
industry-wide migration from L-Band
satellite systems to VSAT. In spite of the
migration, as per the company’s IR
presentation, VSAT accounts for less
than 10% of the market. To read more,
click this article, which explains how
KVH’s major competitor is working hard
to prevent competition from KVH.
SIGNS OF MOAT
 Growing subscription model: In April
2017, the company launched AgilePlans,
an all-inclusive connectivity-as-aservice, the usage-based pricing model
for its mini-VSAT broadband service.
For a subscription cost, subscribers get
satellite communication hardware,

shipping and installation, maintenance
and support, airtime and voice services,
a service management portal, and
certain basic content services. In 2019,
AgilePlans’ revenue comprised 10% of
the total revenue. Why is this
subscription model disruptive? Fleets
could deploy a complete solution with
no CapEx, no installation, or
maintenance costs and receive
advanced hardware, airtime service,
crew entertainment, operational
content, all for a single monthly
subscription, and with no long-term
commitment.
 Netflix-style service subscription: The
company also offers “KVH Link”, a
content subscription service. The
content and data files are transmitted
using multicast technology across its
global satellite networks to every vessel
or mobile vehicle that has an active,
compatible terminal. This delivery
mechanism reduces the amount of
bandwidth required to transmit large
files to a large population of
customers. The company’s CEO refers to
this subscription service as “Netflixstyle service.” The company uses its
patented IP-MobileCast technology for
content delivery.
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American Software (AMSWA): owner-operator
M.Cap: $500 million

Takeaways:

Owner-operator - proxy research

 James C. Edenfield owns a negligible
Class A stake (<1%), which is currently
traded on the Nasdaq market.
 Family relationship: Mr. J. Michael
Edenfield is the son of James C.
Edenfield. Even though Michael
Edenfield is serving on the board, he
does not receive any remuneration.
 No related party transaction in FY
2019
 Compensation is not out of line. There
are no outsized perks. Moreover, the
bonus is tied to the company’s
performance. In FY 2019, the company
did not award any cash bonus to Mr.
Edenfield, since the company failed to
meet the performance goal. The metrics
used are revenue, adjusted EBITDA, and
annual contract value.
 Dividend: The company has regularly
paid dividends since fiscal 2013.
Dividend per Class B share is the same
as, and does not exceed, the dividend of
Class A shares. There are 30,368,467
Class A common shares, and 1,821,587
Class B common shares. As such,
roughly 94% of the total dividend paid
was paid to Class A common
shareholders.

When business fundamentals and
valuation is important, why are we
researching just proxy statements? Even
though the management team is crucial
with all businesses, the management
team’s role is profound in micro-cap and
small-cap companies. Given the fact that
we are flagging only owner-operators in
this series, it is crucial to see whether
the management team’s motive is
aligned with the interests of
shareholders. Over time, we intend to
build a massive database of “owneroperator” companies.
Ranking: Good/OK
James C. Edenfield is a co-founder of the
company and has served as executive
chairman since September 2014. Mr.
Edenfield previously served as CEO
from November 1989 to May 2014.
He owns 100% of Class B shares and
controls more than 50% of the voting
rights and retains the right to appoint
75% of the total board members.
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Patent-rich companies
Ranpak Holdings Corp. (NYSE: PACK,
M.Cap: $540 million)
Since its inception in 1972, Ranpak has
delivered high-quality protective
packaging solutions, while maintaining
its commitment to environmental
sustainability.
The company’s intellectual property
provides a strong competitive
advantage. The company owns or has
license over 610 U.S. and foreign patents
and patent applications directed to
various innovations related to
packaging machines, stock material,
packaging processes, and packaging
products, as well as more than 140 U.S.
and foreign trademark registrations and
trademark applications that protect the
branding of its packaging products,
services and equipment.

The company has filed an average of
approximately 25 U.S. and foreign
patent applications per year over the
past 10 years.
Luna Innovations Incorporated
(NASDAQ: LUNA, M.Cap: $210
million)
The company owns or licenses
approximately 400 U.S. and
international patents, and about 50 U.S.
and foreign patent applications.
NASA patents: The company has
licensed, on a non-exclusive basis, four
U.S. patents and related patents in
Japan, Canada, Germany, France, Great
Britain and Belgium from NASA, which
concern the measurement of strain in
optical fiber using Bragg gratings and
Rayleigh scatter, and the measurement
of the properties of fiber-optic
communications devices.

Cove street: Viasat (VSAT)
Viasat is Cove Street’s 5th largest
position (Q4 2019), accounting for
roughly 5% of the portfolio.
1. In its March 2020 strategy letter, Cove
Street published its strategy letter titled
“Buy as Much ViaSat as You Can
Stomach.”
http://covestreetcapital.com/wpcontent/uploads/2020/03/March-2020Strategy-Letter-39.pdf

2. On April 30, 2020, the fund posted a
link to ValueWalk podcast.
Eugene Robin, CFA, was recently
featured on the ValueWalk podcast to
discuss his favorite idea, Viasat – his
former employer and a long time core
holding for Cove Street.
http://covestreetcapital.com/eugene-robindiscusses-viasat-on-the-valuewalk-podcast/
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180 Degree Capital – notable CEO letter
180 Degree Capital Corp. is a publiclytraded registered closed-end
management investment company.
The company’s CEO letter to the
shareholders caught our attention.
 Kevin Rendino, CEO: For over twenty
years, Mr. Rendino worked on one fund,
Basic Value Fund, with a consistent
Graham and Dodd focus, at,
BlackRock/Merrill Lynch. He was the
Value team leader, overseeing 11 funds
and $13B in assets and a member of
Blackrock’s Leadership Committee.
One of the reasons I left BlackRock in
2012 was that I found it harder and
harder to add alpha by investing in the
largest market capitalization companies
that existed in the United States. I
wanted to invest in a part of the market
where good stock picking could take
advantage of market inefficiencies. That
is why we have been focused on the
microcap universe of companies, where
the market is so much more inefficient
due to factors including less indexing,
limited analyst coverage, and low
liquidity.
 Change in strategy: Three years back,
the company changed its strategy to a
closed-end fund, investing in small
capitalization public companies with a
constructive activist approach. Over the
three years since it made this change,
NAV increased significantly from $2.34
to $3.06 per share, despite despite only

being able to access, on average, 37% of
its balance sheet.
 Excerpts from the letter:
Quantum Corporation (NASDAQ:QMCO)
completed the restatement of its
financial statements and is now up to
date with all of its filings with the SEC.
This milestone allowed the company to
publicly discuss everything the new
management team has been working on
over the past two years to clean up the
organization and set it up for future
growth. It also enabled QMCO’s
management to communicate an
important message: tape is not a melting
ice cube. In fact, tape is experiencing a
resurgence due to the desire for
hyperscale cloud computing providers
to incorporate low-use, ultra-low-cost
data storage options into their product
offerings. Tape also has the advantage
that data stored on it is impervious to
hacking while not in use. The company
announced expected EBITDA for its
fiscal year 2020 of $50-55 million, or a
55-70% increase from the prior year.
Immediately following this
announcement, the stock rallied from
$3.69 to $5.00 and ended Q3 2019 at
$5.70. The stock continued to move
higher in Q4 2019 and closed at $7.42 at
year end as more and more investors
are taking notice of QMCO’s phoenix-like
rise from the ashes.
CEO letter: Kindly refer Page 2 – 7 Source
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Edgebrook Partners: A PM, who meets 100 CEOs
in a year, shares insightful thoughts on XPEL,
Atlas Engineered Products and LiqTech
Edgebrook Partners is a micro-cap PE
fund.
Well, what’s interesting? Andy
Preikschat, the CIO, meets 100 CEOs
every year and invests in public and
private companies. The fund’s letters
are very interesting – a must read for
micro-cap investors.
Each year, we meet in person with over
100 CEOs of small public companies in
our search for “big fish.”

A lucrative investing approach can be to
find a company that is: 1) the #1 market
leader in a niche category and 2) in the
early innings of significant earnings
growth that is ignored or
misunderstood by investors. XPEL and
LiqTech are two recent examples of how
this approach can work. As their
earnings growth became increasingly
understood, both companies’ stocks
soared – in a single year! – from
valuations below $40 million to
valuations above $200 million. When a
company rapidly goes from being
misunderstood to celebrating a NASDAQ
listing and receiving invitations to give a
presentation at institutional investor
conferences, we are probably looking to
exit our position for, hopefully, a very
nice gain. As the late John Neff, CFA
observed, “When you feel like bragging,
it’s probably time to sell.”

At Edgebrook, we sit on the edge of a
brook, patiently waiting to seize that big

fish. What does a “big fish” look like? To
us microcap investors, a “big fish” is a
microcap company with all three of the
following necessary criteria: #1 Market
Leader in a niche category, with
Incentivized Fanatics who won’t
bamboozle us, with the potential to
Grow Earnings (and the stock price) at
least 3- 5x over 3-5 years.

Even though the fund has published its
annual 2019 letter, we find the fund’s
mid-year 2019 letter interesting. To be
clear, as per its annual letter, the fund
has exited its position in the below three
stocks.
Interesting companies:
1. XPEL (M. Cap: $411 million)
XPEL pioneered the “self-healing” paint
protection film category for the
automotive industry and profitably
grew sales from $11 million in 2012 to
$110 million in 2018.
2. Atlas Engineered Products (M. Cap:
$17 million)
Atlas Engineered Products (“Atlas”) –
After a series of acquisitions, Atlas is
emerging as the only national supplier
of engineered floor and roof trusses, as
well as wall panels, in Canada. Atlas
currently has six facilities in three
provinces (British Columbia, Manitoba,
and Ontario) and expects sales of C$50
million this year. In roof trusses, Atlas
enjoys local monopoly dynamics,
particularly on Vancouver Island, as
evidenced by its strong organic growth
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and gross margin of 37%. We visited the
Vancouver Island facilities and recently
met with the new CEO. We see
significant opportunity for Atlas to
profitably grow, both organically by
reaching new customers and
introducing new product lines and
inorganically by acquiring and
integrating other companies at very low
multiples of cash flow. Importantly,
management and company culture are
of high energy and high integrity. Based
on continued execution of its growth
plan, Atlas arguably has the potential to
triple cash flow (and the stock price) by
the end of 2021. Meanwhile, the debt
level is manageable at about two times
EBITDA. The Fund currently owns about
3.7% of Atlas.

3. LiqTech International (M. Cap:
$133 million)
LiqTech International Inc. (“LiqTech”) –
We sold our position in LiqTech, our
third-largest holding, for a gain. After
spending eight years and $60 million on
development, LiqTech pioneered the
leading silicon carbide membrane filter
for marine scrubbers. We met twice
with the CEO and spoke with several
industry insiders to validate the
company’s growth prospects and
technology. As the IMO 2020 regulation
deadline drew nearer, LiqTech built a
significant backlog of potential orders.
Similar to XPEL, LiqTech had the
potential for a 3-5x increase in earnings
(and share price) within three years. As
the company executed on its plan and
caught the attention of numerous
institutional investors, we sold our
position in the late spring.
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An insightful read about the settlement
agreements
https://www.sidley.com/en/insights/newsupdates/2019/06/help-i-settled-with-anactivist
This is a must-read article for anyone
interested in activism.
The article was written by Kai H.E.
Liekefett, an activism defense lawyer,
meaning he is frequently hired by
companies to defend activist investors.
He is a top lawyer who has overseen
more than 50 proxy campaigns.
The article details practical pros and
cons in a settlement agreement.
Moreover, it shows the “typical mindset”
of the incumbent directors when they
enter into settlement agreements.
Nevertheless, I don’t agree with many of
the statements. For example, the article
argues that most of the activist
designees don’t have industry
experience. It gives an impression that
all public company directors have
strong industry backgrounds, and
activist investors got it all wrong. We all
know the answer – this is not the case.
Incumbent directors’ lack of industry
knowledge is one of the most frequently
used arguments by activist investors.

Takeaways for investors
 The activist designee is allowed to
share information with the shareholder
who nominated him/her. This is legal in
many jurisdictions, including Delaware.
At the same time, activist investors are
not allowed to trade the stock based on
the information.
 Don’t get carried away when an
activist investor settles with the
company. Investors should not assume
that “settlement agreements” are
insurance for generating “alpha”. Some
companies settle with activists to “buy”
some time and to keep the activist away
from shareholders.
On a different note, activist investors
who increase their stake after securing a
board seat is a good sign. Snowball
Research database has a dedicated
screen that captures this. It is one of the
many idea generation screens that we
run on a regular basis.
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Wynnefield’s rare proxy campaign: MVC Capital
On April 21, 2020, Wynnefield launched
a proxy campaign at MVC Capital. It is
seeking three out of the total of nine
board seats. Notably, one of the fund’s
nominees, Arthur D. Lipson, is also a
long-term shareholder of MVC Capital.
Why is this interesting?
Established in 1992, Wynnefield was
founded by Nelson Obus and Joshua
Landes. The fund follows the value
investing philosophy and takes a longterm view. As a matter of fact, the fund
has held stakes in a few companies for
more than a decade!
The fund typically does not invest with
the intention of influencing a company.
Nevertheless, the fund does not shy
away from expressing its blunt opinion.
At the same time, a proxy campaign is
rare. In fact, in its 28-year history, it
launched a proxy campaign at only six
companies [We refer to proxy campaigns
as the one where Wynnefield file a nonmanagement proxy filing.]

Three notable things:
First, the fund launched a proxy
campaign after 3.6 years of silence.
Secondly, the fund has owned a stake in
MVC Capital for more than five years. So,
it is not a typical “hit and run” scenario.
Thirdly, MVC Capital is the fund’s 4th
largest position, accounting for roughly
9% of the total portfolio. So, Wynnefield
is highly motivated to improve
shareholder value.
We would hope that these actions
include an independent review of
strategic alternatives, primarily a
potential merger of MVC with another
business development company to
achieve necessary scale, paving the way
for lower operating expenses and higher
dividends.” - Nelson Obus, President,
Wynnefield Capital
Let’s wait and watch.
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Teaming up with a former CEO: A case study of
the problematic covenant in a separation
agreement
At times, former executives file 13Ds
and agitate for change. We recently
wrote about the proxy campaign
launched by the former executive of
MiMedex and explained why it failed.
It is about the proxy campaign launched
by a group of investors who tried to
acquire the company and teamed up
with the company’s former CEO.
In July 2019 and August 2019,
SKK proposed the acquisition of the
company, but the company’s board
refused to engage with SKK on both
occasions.
In November 2019, SKK entered into an
agreement with Mr. Nynens. As per the
agreement, upon the consummation of
the acquisition by an SKK-controlled
entity of up to 100% of the outstanding
capital stock, SKK agreed to appoint
Nynens as executive chairman, with an
annual base salary of $250,000 for a
minimum term of three (3) years. In
December 2019, SKK again offered to
acquire the company, which was again
rejected by the Board.
At the end of December 2019, the
investor group nominated four
candidates to the board of the company.

In February 2020, the company filed a
lawsuit alleging that Mr. Nynens had
breached the separation agreement
entered into between the company and
Mr. Nynens. Also, the lawsuit argued
that the remaining activist group
members induced Mr. Nynens to
commit these breaches.
So, what went wrong?
The problem was with the separation
agreement entered into by the company
and Mr. Nynens in May 2018.
When Mr. Nynens resigned from the
company as CEO in May 2018, he
entered into a separation agreement,
which had a peculiar restrictive
covenant to not seek future employment
with the company.
Since SKK and Nynens entered into a
legal agreement to become “executive
chairman”, it is clear that he is seeking
employment at the company, which
violates the terms of the separation
agreement.
The activist group entered into a
settlement and sold all the shares in the
company.
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Barnwell Industries: Activist investors argue
why a control slate is required
It is quite hard to convince ISS and other
proxy advisors to vote for a “control
slate.” So, what is a control slate? If
activist investors are trying to control
the majority board seat, it is referred to
as “control slate.”
In early 2020, MRMP-Managers, LLC,
Ned L. Sherwood, and Bradley M. Tirpak
nominated five board candidates to the
board of Barnwell Industries, a company
with a market cap of $5 million.
Not only did the group win the support
of ISS, it won shareholder support for

three of its nominees. Now, the group
controls three out of a total of five board
seats.
Control slates are rare, and winning is
even more difficult. This activist group
has achieved this.
Since this is a nano-cap stock, not many
are discussing this. These almost always
go unnoticed.
It is worth reading the convincing
arguments & plan put up by the activist
investors. Great job!
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