COVE STREET CAPITAL

Going Forward: Charts of Interest

1st Quarter 2020

Jeffrey Bronchick, CFA Principal, Portfolio Manager jbronchick@covestreetcapital.com
Paul Hinkle Principal, Chief Client Officer phinkle@covestreetcapital.com




GOING FORWARD

Small cap value is at February or March 2009
levels of panic, illiquidity, and valuation

Barbell Approach:

— Directly involved: deep, scary value
— Great chance to buy “the moats”

You must be “early” in allocating size in small cap
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Value Was At It Again in Q1
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This Year’'s Lag in Small Cap is Nothing New

5-Year Returns
Annualized, as of March 31, 2020
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SOURCE: Grant's Interest Rate Observer
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How the Turntables Have Turned—For Some People

3 Weeks into April 2020:

The S&P 500 rallied 27%, the tech-heavy Nasdaqg 100 came out almost
completely unscathed, and small cap stocks have been...different:

— The Russell 2000 Index had the worst quarterly showing in a 40-year
history — a 30.6% decline in the 1st quarter 2020

— Even a record rally of 18.5% over April's holiday-shortened trading
cycle could not save the damage — R2000 down 25% year-to-date

SOURCE: Grant's Interest Rate Observer
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Better Days Ahead?

The Russell 2000 Index has had 21 monthly periods of negative 5-year
annualized returns in its history, but average return following those
periods was promising:

1-Year - 40.8%, far above its long-term 1-year average return of 11.1%
3-Year - 22.1% relative to a 9.9% long-term 3-year annual average

5-Year - 18.3% annually, almost double the 9.6% 5-year average

SOURCE: Royce Investment Partners

2 COVE STREET CAPITAL | 7




Big (Relative) Things Come in Small Packages?

Recent underperformance from the small cap value contingent
is both (1) consistent with historical bear markets and
(2) sets the stage for a relative reversal:

1973 - Small Cap Value stocks—particularly hard-hit at the early
stages of the 1973 bear market—likewise outpaced the broad market
as returns stabilized.

2000 - That same style doubled the dose of outperformance in 2000,
when both small cap and value had record-beating discounts to the
U.S. market as a whole

— Grantham, Mayo, Van Otterloo & Co. LLC asset allocation team in an April 2020 white paper

SOURCE: Grant's Interest Rate Observer
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Time For Small Caps to Shine

They outperform after a bear market...

Length Bear Market Subsequent 3 Months Subsequent 6 Months  Subsequent 12 Months

Start End (months)  Small Mid Large Small Mid Large Small Mid Large Small Mid Large
Jun-48 Jun-49 12 -19.5 -150 9.2 84 82 88 188 182 179 458 407  41.0
Jan-53 Sep-53 8 54 68 7.2 44 66 87 109 156 164 301 361 344
May-56 Nov-57 18 -13.8  -108 -84 70 83 27 125 146 7.9 440 431 293
Jan-60 Oct-60 9 -109 80 7.7 183 199 164 36.7 326 238 333 392 324
Jan-62 Jun-62 5 242 243 2238 29 26 39 9.8 148 179 258 285 312
Feb-66 Oct-66 8 -17.5 159 -15.2 74 87 65 357 294 195 659 508 2838
Dec-68 Jul-70 19 -49.3  -39.7 -28.9 284 234 158 36.0 348 277 59.9 563 403
May-71 Nov-71 6 <120 71 7.2 171129 109 223 178 162 103 126 23.4
Jan-73 Jan-75 24 -51.3 445 -38.0 434 369 210 72.7 635 398 60.9 571 340
Sep-76 Feb-78 17 288 73 -126 207 173 125 39.6 317 20. 255 21.0 153
Sep-78 Nov-78 2 215 150 9.1 177 116 88 303 187 117 358 249 150
Jun-81 Aug-82 14 -193 176 -13.8 309 310 262 53.1 456 379 93.8 757 549
Nov-83 Jul-84 8 -13.5 -152 5.0 109 125 114 243 261 216 340 366 33.0
Aug-87 Oct-87 2 338 -29.8 -29.0 223 218 162 266 231 144 298 284 220
May-90 Oct-90 5 284 -223 -13.7 225 230 136 454 406 243 622 532 327
Jun-98 Aug-98 2 262 -23.6 -15.2 200 204 223 17.6 207 321 359 362 403
Jan-00 Sep-01 20 215 262 315 281 215 99 314 253 1041 68 -89 -20.2
Mar-02 Feb-03 1 280 -24.7 -25.0 254 200 147 432 320 203 68.6 562 37.1
Oct-07 Mar-09 17 -53.7 511 -49.5 402 312 240 61.7 479 377 822 703 502
Apr-11 Oct-11 6 249 228 -15.5 154 131 114 325 280 255 333 268 299
May-15 Feb-16 9 -19.9 177 7.2 13.4 124 7.0 215 182 132 370 290 210
Aug-18  Dec-24-18 4 -26.9 -208 -18.9 206 221 199 201 258 241 324 363 378
2/19/20 Today 2 -36.5 -33.3 -27.7 ? ? ? ? ? ? ? ? ?
AVERAGE 11 -23.0 -21.1 182 193 175 13.0 319 285 217 427 388 29.8
MEDIAN 9 -21.5 -20.8 -15.2 191 18,6 120 308 259 202 359 364 326

SOURCE: Center for Research in Security Prices (CRSP) / The University of Chicago Booth School of Business / Jefferies
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Time For Small Caps to Shine

...and coming out of a recession—in fact 9 out of the last 10 since WWII:

Start
Oct-26
Aug-29
May-37
Feb-45
Nov-48
Jul-53
Aug-57
Apr-60
Dec-69
Nov-73
Jan-80
Jul-81
Jul-90
Mar-01
Dec-07

Average

End
Nov-27
Mar-33
Jun-38
Oct-45
Oct-49
May-54
Apr-58
Feb-61
Nov-70
Mar-75
Jul-80
Nov-82
Mar-91
Nov-01
Jun-09

Average (After WWII)

Length
13.0
43.0
13.0

8.0
11.0
10.0

8.0
10.0
11.0
16.0

6.0
16.0

8.0

8.0
18.0

13
1

6 Months Prior 1st Half 2nd Half 1-Year After
Small Mid Large Small Mid Large Small Mid Large Small Mid Large
54 62 120 133 1.9 12.1 16.7 237 227 36.6 43.0 M7
-49 41 246 -66.3 -64.7 -56.5 -48.8 -42.8 -47.9 2142 161.0 83.8
03 -1.1 -47 -40.3 -353 -27.0 39 4.7 6.2 -45 -0.9 1.0
257 206 131 10.1 8.6 5.0 16.3 15.5 124 -4.6 -2.8 -53
-159 -149 -97 0.4 27 33 12.0 12.8 124 339 275 28.1
-35 -35 -24 -2.8 13 4.5 171 20.0 19.6 46.6 40.0 345
-04 08 73 -15.9 -107 -103 16.8 155 9.1 56.1 493 374
-42 -45 -34 -0.1 14 0.4 227 242 20.0 111 124 133
-56 -24 -33 -28.6 -23.1 -15.9 16.6 176 153 16.2 18.7 11.5
-59 -36 -67 -11.9 -13.9 -17.3 19.1 219 77 473 408 26.0
20.1 140 135 -14.0 -9.8 -5.2 256 227 15.0 26.5 23.1 1.8
105 112 26 -14.4 -122 -114 404 337 277 33.0 30.1 220
68 53 102 -19.4 -11.7 =75 335 26.8 171 23.1 19.2 11.2
-17.1 172 -23.0 14.2 104 43 =27 -4.0 -6.0 -11.0 -10.3 -16.3
-78 -70 05 -13.9 -16.7 -19.5 -17.8 -17.5 -185 26.2 25.7 13.1
022 055 2.1 -12.6 -10.8 -9.4 11.4 11.7 7.5 36.7 31.8 20.9
0.21 -0.08 -0.1 -8.0 -6.1 -5.8 16.6 15.8 11.0 25.4 22.8 15.6

SOURCE: Center for Research in Security Prices (CRSP) / The University of Chicago Booth School of Business / Jefferies
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Relative Performance in a Nutshell
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The S&P 500 is now even more concentrated in the
5 largest stocks than ever

2020 Microsofl, Apple. Amazon, Alphabel, Facebook

2000: Mecrogaft, GE, Crsco, Inted, Walmari

m—Top 5 companies % of S8P300 market cap
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SOURCE: BofA Global Investment Strategy / Bloomberg
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A GOOD THING — As Wide As 2008/09

Returns fracture across industries

Dispersion of returns by industry for companies in the S&P 500 index (%)
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Now This is a Dangerous Virus

Prospectus Supplement to Prospectus dated January 28, 2019

€1,000,000,000

Berkshire Hathaway Inc.
0.000% Senior Notes due 2025

SOURCE: Berkshire Hathaway Prospectus
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" While is it always tempting to try to time the market and wait
for the bottom to be reached (as if it would be obvious when it
arrived), such a strategy has proven over the years to be deeply
flawed. Historically, little volume transacts at the bottom or on
the way back up and competition from other buyers will be much
greater when the markets settle down and the economy begins
to recover. Moreover, the price recovery from the bottom can
be very swift. Therefore, an investor should put money to work
amidst the throes of a bear market, appreciating that things will
likely get worse before they get better. '

— Seth Klarman, Baupost Investors
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