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5 Stocks to Own Regardless of the Election

What will happen to the stock market immediately following the election is as unknown today as the election
results themselves.

As results came in on election night in 2016, Dow futures fell 900 points before the Dow rallied to near all-time
highs the following day. To protect themselves from such huge potential volatility, investors’ should put their
money in quality companies that are positioned to survive any short-term volatility and have upside potential over

the long-term.
Learn more about the best fundamental research

Navigate Volatility With Best-in-Class Firms

We think these five stocks offer excellent risk/reward across nearly any election outcome. The Hershey
Company (HSY: $144/share), D.R. Horton (DHI: $71/share), Simon Property Group (SPG: $65/share),
JPMorgan Chase & Company (JPM: $101/share), and Allstate Corp (ALL: $91/share) are this week’s Long
Ideas. See Figure 1.

These firms, previously featured in our See Through The Dip reports, have strong balance sheets to withstand
difficult economic conditions and valuations with great upside should the economy recover to pre-COVID levels.
Furthermore, we expect these companies will not just survive the ongoing economic downturn, but will also gain
market share lost by companies who do not survive. In other words, these stocks have lots of downside
protection with strong upside potential.

Figure 1: Five Stocks to Own Regardless of the Election

. Original
Company Ticker Publisgh Date
Simon Property Group SPG 4/20/20
D.R. Horton DHI 4/27/20
Allstate Corp ALL 5/18/20
JPMorgan Chase & Company JPM 5/21/20
The Hershey Company HSY 8/12/20

Sources: New Constructs, LLC and company filings.

These companies are best-in-class in their respective markets, and they share the following:

Attractive-or-better risk/reward stock rating

Large cash reserves to survive a prolonged economic downturn

Superior and/or faster rising return on invested capital (ROIC) compared to peers
Strong market share and competitive position

Not dependent, in any meaningful way, on election results

Investors looking for long-term-value-creating stocks leading up to the election should start here.
The Hershey Company (HSY: $143/share) — Attractive Rating
Read our previous report here: Competitive Advantages Drive Sweet Growth Opportunities.

We made The Hershey Company a Long Idea on August 12, 2020. Since then, the stock is down 4% while the
SP 500 is down 2%. Despite this slight underperformance, HSY still presents excellent risk/reward for investors
especially in light of the upcoming election.
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The Hershey Company offers investors several competitive advantages that are not affected by which political
party is in power. Some of these advantages include:

e  Superior distribution network that drives future growth
e Innovative products that capture consumers’ changing needs
e Large secular growth tailwind of increased snacking

Many investors are disappointed with Hershey’s performance since the onset of the pandemic. Even though
consumers are purchasing the firm’s products more frequently, international and travel retail weakness have
slowed sales. In fact, the firm’s TTM revenue of $7.9 billion is below the $8 billion the firm generated in 2019. For
reference, over the past 22 years, the firm has generated lower year-over-year revenue just three times.

These short-term issues, however, are more than offset by the firm’s long-term positioning to become a
“snacking powerhouse.” After making several strategic acquisitions, the firm’s existing geographical footprint
allows Hershey to effectively expand its “better-for-you” snacks into new markets.

With a broader range of snacks now available, The Hershey Company is well-positioned to take advantage of
the long-term secular trend of more people snacking more frequently. In 2019, the percent of consumers that
shacked three or more times a day equaled 47%, up from 43% in 2015. Additionally, Mordor Intelligence expects
the global candy industry to grow by 4% compounded annually through 2024.

No matter the election’s outcome, these advantages will remain in The Hershey Company’s favor over the long
term.

HSY Trades Below Its Economic Book Value

Despite rebounding from its March lows, at $142/share, HSY trades below its economic book value, or no-growth
value, for the first time since 2015. At a price-to-economic book value (PEBV) ratio of 0.9, the market expects
The Hershey Company’s NOPAT to permanently decline by 10%. This expectation seems overly pessimistic
over the long term. For reference, The Hershey Company has grown NOPAT by 7% compounded annually over
the past two decades.

The Hershey Company’s current economic book value is $151/share — a 6% upside to the current price.
Current Price Implies Prolonged Business Downturn

Below, we use our reverse DCF model to quantify the cash flow expectations baked into The Hershey
Company’s current stock price.

In this scenario, we assume:

e NOPAT margin falls to 11% (average from 2007-2009) in 2020 and rises to 15% (five-year average,
compared to 21% TTM) in 2021 and each year thereafter

o Revenue falls 5% in 2020 (well below consensus estimates for -0.5% revenue decline) in 2020 and does
not grow until 2023

e Sales begin growing again in 2023, but only at 3% a year, which is below the average global GDP
growth rate since 1961 (3.5%)

In this scenario, The Hershey Company’s NOPAT grows by less than 1% compounded annually over the next
decade (including a 36% YoY drop in 2020) and the stock is worth $143/share today — equal to the current price.
See the math behind this reverse DCF scenario.

For comparison, The Hershey Company grew NOPAT by 8% compounded annually over the past decade and
7% compounded annually over the past two decades. It's not often investors get the opportunity to buy a strong
firm in a growing industry at such a discounted price.

Figure 2 compares the firm’s implied future 10-year NOPAT CAGR in this scenario to its historical NOPAT
CAGR over the previous 10 years.
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Figure 2: Prior Decade’s NOPAT CAGR vs. Implied Future 10-Year CAGR

The Hershey Company Is Priced to Grow Much Slower Over the Next
Decade
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Sources: New Constructs, LLC and company filings.

Moderate Long-Term Recovery Could Be Very Profitable

If we assume, as does the International Monetary Fund (IMF) and many other economists in the world, that the
global economy rebounds and returns to growth starting in 2021, HSY is undervalued.

In this scenario, we assume:

e NOPAT margin falls to 15% (five-year average) in 2020-2024 and rises to 18% (below TTM of 21%) in
2025 and each year thereafter
Revenue falls 0.1% in 2020, grows 2.7% in 2021 and 2% in 2022 (consensus estimates)
Revenue grows by 3% a year in 2023 and each year thereafter, which is slightly below the average
global GDP growth rate since 1961

In this scenario, The Hershey Company’s NOPAT only grows by 3% compounded annually over the next decade
(including a 12% YoY drop in 2020) and the stock is worth $190/share today — a 34% upside to the current price.
See the math behind this reverse DCF scenario.

Figure 3 compares the firm’s implied future NOPAT in this scenario to its historical NOPAT.
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Figure 3: Implied Profits Assuming Moderate Economic Recovery

HSY is Worth $190/share with Economic Rebound
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Sources: New Constructs, LLC and company filings.
D.R. Horton (DHI: $69/share) — Very Attractive Rating
Read our previous report here: Rebuild Your Post-COVID Portfolio with This Industry Leader.

We made D.R. Horton a Long Idea on April 27, 2020. Since then, the stock is up 64% while the SP 500 is up
15%. Even with these nice gains, DHI continues to present excellent risk/reward for investors after election
season.

No matter the election outcome, we do not see the demand for new housing changing in the near future. In fact,
housing demand across the country will continue to be a strong tailwind for the home construction industry.

D.R. Horton has several competitive advantages, coupled with favorable macro-trends that are not affected by
which political party is in power. Some of these include:

Economies of scale

Historically low housing supply levels

Over two-decade record of gaining market share

Focus on serving in-demand price points of $300K or lower

D.R. Horton is able to leverage its economies of scale across the homebuilding industry to drive a superior return
on invested capital (ROIC). Over the TTM, the firm’s ROIC of 11% is superior to the two other largest builders
PulteGroup Inc. (PHM) and Lennar Corporation (LEN).

This superior profitability has driven market share gains for the firm for over two decades. Despite the many
oscillations within the number of houses sold across the U.S. during this time, D.R. Horton has managed to
improve its market share from less than 1% in 1994 to 8% in 2019.

D.R. Horton is positioned to keep gaining market share, too. Over 2/3’s of the firm’s revenue in 2019 came from
inventory priced at $300K or lower. D.R. Horton has successfully been filling the need in this underserved
segment of the housing market nationwide and is situated to continue to do so no matter which political party
wins.

DHI Trades at Cheapest Level in Years

Despite strong fundamentals and industry tailwinds, DHI still trades significantly below its economic book value
and at its cheapest level since 2014. At its current price of $69/share, DHI has a PEBV ratio of 0.8. This ratio
means the market expects DHI’'s NOPAT to permanently decline by 20%. This expectation seems overly
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pessimistic over the long term for a firm that has grown NOPAT by 11% compounded annually over the past two
decades.

DHI’s current economic book value, or no-growth value, is $88/share — a 28% upside to the current price.
Current Price Means Slow NOPAT Growth Over the Next Decade

If we assume D.R. Horton grows revenue well-below consensus estimates and use the firm’s historical margins,
and average historical GDP growth rates, we can model the worst-case scenario already implied by DHI's
current stock price. In this scenario, we assume:

e NOPAT margin falls to 8% (company 10-year average compared to 10% TTM)
e Revenue falls 17% in 2020 (vs. consensus estimate of +12%)

e Sales begin growing again in 2021, but only at 3.5% a year, which equals the average global GDP
growth rate since 1961

In this scenario, where DHI’'s NOPAT grows by less than 1% compounded annually over the next decade
(including a 26% YoY decline in 2020), the stock is worth $69/share today — equal to the current stock price. See
the math behind this reverse DCF scenario.

For reference, DHI’'s NOPAT declined by 26% compounded annually from 2007 to 2011 before growing by 35%
compounded annually the next six years.

Figure 4 compares the firm’s implied future 10-year NOPAT CAGR in this scenario to its historical NOPAT
CAGR over the previous 10 years.

Figure 4: Prior Decade’s NOPAT CAGR vs. Implied Future 10-Year CAGR

D.R. Horton Is Priced to Grow Much Slower Over the Next Decade
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Sources: New Constructs, LLC and company filings.

Cheap Valuation Provides Significant Upside

If we assume that D.R. Horton’s revenue grows in-line with consensus estimates, DHI looks even more
undervalued.

In this scenario, we assume:

e NOPAT margin falls to 9% (three-year company average compared to 10% TTM)

e Revenue grows 12% in 2020, 17% in 2021, and 6% in 2022 (consensus estimates)

e Sales continue to grow at 3.5% a year, or the average global GDP growth rate since 1961, each year
thereafter

In this scenario, DHI’'s NOPAT grows by under 6% compounded annually over the next decade, and the stock is
worth $104/share today — a 46% upside to the current price. See the math behind this reverse DCF scenario.
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For comparison, DHI has grown NOPAT by 17% compounded annually over the past five years.
Figure 5 compares the firm’s implied future NOPAT in this scenario to its historical NOPAT.

Figure 5: Implied Profits Assuming Moderate Revenue Growth
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Simon Property Group (SPG: $62/share) — Attractive rating
Read our previous report here: Best in Class REIT Trading at Historically Cheap Price.

We made Simon Property Group a Long Idea on April 20, 2020. Since then, the stock is up 12% (S&P 500
+17%). While the stock has underperformed slightly, the underlying fundamentals of the business mean the
stock has plenty of upside potential.

One of the biggest casualties of the COVID-19-induced economic slowdown has been brick and mortar retailers.
Even before the pandemic, brick and mortar stores were trying to fight off increased competition from Amazon
(AMZN) and other ecommerce retailers. Unfortunately, an inability to adequately adjust to a changing world put
many out of business for good.

With all the doom and gloom around brick and mortar and the increased strain from COVID-19-related
shutdowns, SPG’s shares are down 56% year-to-date (YTD). But investors should be wary of throwing the baby
out with the bathwater. The retailers that survive, such as Williams-Sonoma (WSM), will do so stronger than
ever, with less competition, and better equipped to compete against ecommerce giants like Amazon.

Simon Property Group has a high-quality portfolio of such retailers that has consistently delivered high returns
and is the most profitable mall REIT among its peers. Even in the challenging retail environment of the last
several years, the firm’s sales per square foot has risen from $603 in 2012 to $693 in 2019. Simon Property
Group’s below average vacancy rate helps the firm improve its sales per square foot. Simon Property Group’s
4.9% vacancy rate in 2019 was nearly half the U.S. mall vacancy rate of 9.7%.

Furthermore, Simon Property Group can explore options with its properties beyond traditional retail. Amazon and
Simon Property Group have already been in talks about potential collaboration, which indicates that the retail
behemoth sees the value in the firm’s assets.

Simon Property Group’s quality assets give the firm long-term upside that will be largely unaffected by short-term
election results.
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SPG Has Lots of Upside Potential

At its current price of $62/share, SPG has a PEBV ratio of 0.5. This means the market expects Simon Property
Group’s NOPAT to permanently decline by 50%. This expectation seems extremely pessimistic and
shortsighted. For reference, Simon Property Group’s NOPAT fell just 12% year-over-year (YoY) in 2009 and
then grew nearly 37% YoY in 2010, which put profits at a then all-time high.

SPG’s current economic book value is $125/share — a 102% upside to the current price.
SPG Is Priced for Permanent NOPAT Decline

Below we use our reverse DCF model to quantify the cash flow expectations baked into SPG’s current stock
price. In this scenario, we assume:

e NOPAT margin falls to 4% from 2020 to 2023 (vs. 10% TTM) — in line with company average from 2007
to 2011 — and increases to 8% (company 10-year average) thereafter

¢ Revenue falls 36% in 2020 (more than double consensus estimate decline of 17%)

e Sales begin growing again in 2021, but only at 3% a year, which is below the average global GDP
growth rate since 1961

In this scenario, where Simon Property Group’s NOPAT declines 2% compounded annually over the next
decade (including a 36% YoY decline in 2020), the stock is worth $62/share today — equal to the current stock
price. See the math behind this reverse DCF scenario.

Figure 6 compares the firm’s implied future 10-year NOPAT CAGR in this scenario to its historical NOPAT
CAGR over the previous 10 years.

Figure 6: Prior Decade’s NOPAT CAGR vs. Implied Future 10-Year CAGR
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Sources: New Constructs, LLC and company filings.

Small NOPAT Growth Means Huge Upside
If we assume that the global economy rebounds and returns to growth starting in 2021, SPG is undervalued.
In this scenario, we assume:

e NOPAT margin remains at 58% (equal to 2019)
e Revenue falls 25% in 2020 (vs. consensus of -17%)
e Sales growth returns in 2021 at 4% per year, which equals SPG’s revenue CAGR over the past decade
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In this scenario, where Simon Property Group’s NOPAT grows just 1% compounded annually over the next
decade (including a 25% drop in 2020), the stock is worth $99/share today — a 60% upside to the current price.
See the math behind this reverse DCF scenario.

Figure 7 compares the firm’s implied future NOPAT in this scenario to its historical NOPAT.

Figure 7: Implied Profits Assuming Moderate Recovery
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JPMorgan Chase & Company (JPM: $99/share) — Very Attractive Rating
Read our previous report here: Bank on the Best.

We made JPMorgan a Long Idea on May 21, 2020. Since then, the stock is up 7% while the S&P 500 is up 12%.
We believe a future economic recovery presents a great opportunity for this stock to outperform the S&P 500
going forward.

This election will not change JPMorgan’s core competitive strengths:

e Strong balance sheet
e Ability to grow profits in a low and falling interest rate environment

JPMorgan has plenty of liquidity to navigate current economic challenges. The firm’s Comprehensive Capital
Analysis and Review (stress test) results for 2020 that it submitted to the Federal Reserve assumed a decline in
2020 revenue of 20%. In comparison, consensus estimates expect the firm’s 2020 revenue to actually grow 2%.
Furthermore, because of its size, JPMorgan is one of the global systemically important banks (GSIB), which
means it is required to meet an even higher capital standard than its smaller counterparts.

Unlike 2008, where the banking industry was at the root of many economic problems, JPMorgan has played a
key role in ushering in a recovery during the pandemic. Clearly, JPMorgan is handling the current economic
situation from a position of strength.

One of the biggest fears weighing down bank stocks are diminished profitability prospects from a low-interest
rate environment. However, JPMorgan has significantly mitigated this risk. Over half of the firm’s revenue
consists of noninterest revenue. JPMorgan has a history of growing profits in the face of lower interest rates as
well. The Federal Funds Rate fell from 4.68% in 1998 to 0.25% today. Over that same period of time, JPMorgan
grew NOPAT from $3.8 billion to $39.1 billion.

No matter which party gains control this election, we believe JPMorgan’s strong balance sheet and ability to
grow profits over the long term will remain largely unaffected.
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JPM Trades at a Discount

Despite entering the current crisis from a position of strength, JPM is down 26% YTD and now trades at its
cheapest PEBV ratio (0.6) since 2012, and nearly equal to 2009. This ratio means the market expects
JPMorgan’s NOPAT to permanently decline by 40%. This expectation seems overly pessimistic over the long
term.

JPMorgan’s current economic book value, or no-growth value, is $182/share — an 84% upside to the current
price.

Current Price Means Profits Decline Long Term

Below, we use our dynamic DCF model to quantify the cash flow expectations baked into JPMorgan’s current
stock price.

Using recent projections for revenue declines, historical margins, and average historical GDP growth rates, we
can model the worst-case scenario already implied by JPMorgan’s current stock price. In this scenario, we
assume:

e NOPAT margin falls to 12% (equal to 2008 and lowest in the history of our model vs. 25% TTM) from
2020-2023 before rebounding to 21% (company average since 2009) in 2024 and each year thereafter

e Revenue falls 1% compounded annually from 2020-2022 (vs. consensus +2.5%, -4.6%, and +1.4%)

e Revenue grows 3% in 2023 and each year thereafter, which is below the average global GDP growth
rate of 3.5% since 1961

In this scenario, where JPMorgan’s NOPAT declines 3% compounded annually over the next decade (including
a 56% YoY decline in 2020), the stock is worth $99/share today — equal to the current stock price. See the math
behind this reverse DCF scenario.

Figure 8 compares the firm’s implied future 10-year NOPAT CAGR in this scenario to its historical NOPAT
CAGR over the previous 10 years.

Figure 8: Prior Decade’s NOPAT CAGR vs. Implied Future 10-Year CAGR

JPMorgan Is Priced As If Profits Decline Over the Next Decade
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Sources: New Constructs, LLC and company filings.

Small Recovery Offers Large Upside Potential
If we assume the global economy rebounds and returns to growth starting in 2021, JPM is highly undervalued.
In this scenario, we assume:

e NOPAT margin falls to 12% (equal to 2008 and lowest in the history of our model vs. 25% TTM) from
2020-2021 before rebounding to 21% (ten-year average) in 2022 and each year thereafter
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¢ Revenue grows in line with consensus estimates at +2.5% in 2020, -4.6% in 2021, and +1.4% in 2022
e Revenue grows 3.5% in 2023 and each year thereafter, which equals the average global GDP growth
rate since 1961

In this scenario, where JPMorgan’s NOPAT grows less than 1% compounded annually over the next decade, the
stock is worth $142/share today — a 43% upside to the current price. See the math behind this reverse DCF
scenario.

For comparison, JPMorgan has grown NOPAT 10% compounded annually over the past two decades. It's not
often investors get the opportunity to buy an industry leader at such a discounted price.

Figure 9 compares the firm’s implied future NOPAT in this scenario to its historical NOPAT. This scenario implies
that ten years from now, the firm’s NOPAT will be just 7% higher than its 2019 level. If the firm’s profits grow any
faster, JPM has even more upside potential.

Figure 9: Implied Profits Assuming Moderate Recovery

JPM is Worth $142/share with Moderate Economic Rebound
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Allstate Corp (ALL: $89/share) — Very Attractive rating
Read our previous report here: Give Your Portfolio Some Insurance with This Industry Leader.

We made Allstate Corp a Long Idea on May 18, 2020. Since then, the stock is down 11% while the S&P 500 is
up 12%. Given that the underlying fundamentals of this firm remain strong, the lower price means that this stock
offers even better risk/reward now.

No matter the outcome of the upcoming election, the property and casualty insurance industry will remain
relatively unaffected. As a best-in-class insurer trading at a big discount, ALL offers lots of upside. Two key
factors that make Allstate a great pre-election choice are:

e Disciplined underwriting
e Long-term demand for auto insurance

Allstate utilizes its decade’s worth of data to intelligently asses the risk of its customers. Allstate’s combined ratio,
a measure of the amount an insurer pays on claims compared to the amount it receives from premiums, has
fallen from 96.2 in 2009 to 89.8 in 2Q20. Simply put, the firm’s disciplined approach to underwriting is driving
profitability.

Even in the midst of lesser automobile demand due to the pandemic, Allstate’s TTM revenue is less than 1%
below its 2019 revenue. The need for insurance, particularly auto insurance, will persist no matter who wins or

Page 10 of 15


http://blog.newconstructs.com/
https://www.newconstructs.com/wp-content/uploads/2020/10/NewConstructs_DCF_JPMvaluation_2020-10-28.png
https://www.newconstructs.com/wp-content/uploads/2020/10/NewConstructs_DCF_JPMvaluation_2020-10-28.png
https://www.newconstructs.com/give-your-portfolio-some-insurance-with-this-industry-leader/

>~

.

¢ New Constructs®
DILIGENCE PAYS 10129120

loses the election. Bloomberg New Energy Finance estimates that the global vehicle fleet will grow from 1.2
billion in 2020 to 1.4 billion in 2030. The long-term need for car insurance will not simply evaporate based on
election results.

ALL Trades at Cheapest Level Since 2012

After falling 20% YTD to $89/share, ALL now trades at its cheapest price-to-economic book value (PEBV), 0.3, in
the history of our model. This ratio means the market expects Allstate’s NOPAT to permanently decline by 70%.
This expectation seems overly pessimistic over the long term.

ALL’s current economic book value, or no-growth value, is $294/share — a 230% upside to the current price.

Current Price Means Large Profit Decline

Below, we use our reverse DCF model to quantify the cash flow expectations baked into Allstate’s current stock
price. Then, we analyze the implied value of the stock based on different assumptions about Allstate’s future
growth in cash flows.

Using revenue growth assumptions and historical margins, we can model the worst-case scenario already
implied by Allstate’s current stock price. In this scenario, we assume:

e NOPAT margin falls to -6% (all-time company low in 2008) in 2020 before rebounding to 3% (company
low excluding 2008) in 2021-2024 and to 6% (10-year average) in 2025 and each year thereafter

¢ Revenue falls 5% compounded annually from 2020-2024 (vs. consensus estimates of +4% in 2020 and
+9% in 2021) and doesn’t grow again until 2025

¢ Revenue begins growing again in 2025, but only at 3% a year, which equals Allstate’s revenue CAGR
over the past decade

In this scenario, Allstate’s NOPAT declines 2% compounded annually (including 158% YoY in 2020) over the
next 13 years, the stock is worth $89/share today — equal to the current stock price. See the math behind this
reverse DCF scenario.

This scenario represents a truly worst case to illustrate the pessimistic expectations baked into ALL.

Figure 10 compares the firm’s implied future 10-year NOPAT CAGR in this scenario to its historical NOPAT
CAGR over the previous 10 years.

Figure 10: Prior Decade’s NOPAT CAGR vs. Implied Future 10-Year CAGR

Allstate Is Priced for Negative Profit Growth Over the Next Decade
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Sources: New Constructs, LLC and company filings.

Big Upside Even Without a Full Recovery
If we assume that the global economy grows moderately in 2021, ALL is highly undervalued.
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In this scenario, we assume:

e NOPAT margin falls to 3% (all-time company low, excluding 2008) in 2020 and rebounds to 7% (all-time
company average) in 2021 and each year thereafter

e Revenue falls 20% in 2020 — equal to the YoY revenue decline from 2007-2008

e Revenue growth returns in 2021 at the IMF’s global base-case GDP growth rate of 5.2%

¢ Revenue grows at 3% a year thereafter, which equals Allstate’s revenue CAGR over the past decade

In this scenario, Allstate’s NOPAT falls 1% compounded annually (including 75% YoY in 2020) over the next
decade, and the stock is worth $145/share today — a 63% upside to the current price. See the math behind this
reverse DCF scenario.

For comparison, Allstate has grown NOPAT by 6% compounded annually over the past five years and 2%
compounded annually over the past two decades. It's not often investors get the opportunity to buy an industry
leader at such a discounted price.

Figure 11 compares the stock’s implied future NOPAT in this scenario to the firm’s historical NOPAT. This
scenario implies that ten years from now, the firm’s NOPAT will be 13% below its 2019 level, and just nearly
equal to the NOPAT earned in 1998 and 2004. If the firm’s profits fully recover to its 2019 levels, ALL has even
more upside potential.

Figure 11: Implied Valuation with Prolonged Recovery

ALL is Worth $145/share with Moderate Economic Rebound
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The Importance of Reliable Fundamental Data

In times of uncertainty, it pays to incorporate accurate fundamentals into investment decision making. Having
access to reliable data can reveal situations where the market has overly pessimistic expectations of
fundamentally strong companies. It's important that investors make decisions based on the best data available.

Our Company Valuation Models incorporate all the data from financial filings to truly assess whether a firm is
under or overvalued, get an accurate representation of the risk/reward of a stock, and make more informed
investment decisions. The Hershey Company, D.R. Horton, Simon Property Group, JP Morgan, and Allstate all
offer great risk/reward that make them attractive stocks to own long after the election is over. For stocks to avoid
regardless of the election outcome, see our report 5 Stocks to Avoid Regardless of the Election.

This article originally published on October 28, 2020.
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Disclosure: David Trainer owns DHI, SPG, and JPM. David Trainer, Kyle Guske Il, and Matt Shuler receive no
compensation to write about any specific stock, sector, style, or theme.

Follow us on Twitter, Facebook, LinkedIn, and Stock Twits for real-time alerts on all our research.
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Footnotes adjustments matter. We are the ONLY source.

We provide ratings, models, reports & screeners on U.S. 3,000 stocks, 700 ETFs and 7,000 mutual funds.
HBS & MIT Sloan research reveals that:

¢ Markets are inefficiently assessing earnings because no one reads the footnotes.
e Corporate managers hide gains/losses in footnotes to manage earnings.
e Our technology brings the material footnotes data to market for the first time ever.

Combining human expertise with NLP/ML/AIl technologies (featured by Harvard Business School), we shine a
light in the dark corners (e.g. footnotes) of hundreds of thousands of financial filings to unearth critical details.

The HBS & MIT Sloan paper, Core Earnings: New Data and Evidence, shows how our superior data drives
uniquely comprehensive and independent debt and equity research.

This paper compares our analytics on a mega cap company to other major providers. The Appendix details
exactly how we stack up.

Learn more.
Quotes from HBS & MIT Sloan professors on our research:
Get better research:

“...the NC dataset provides a novel opportunity to study the properties of non-operating items disclosed in 10-
Ks, and to examine the extent to which the market impounds their implications.” — page 20

Pick better stocks:

“Trading strategies that exploit cross-sectional differences in firms’ transitory earnings produce abnormal returns
of 7-to-10% per year.” — Abstract

Avoid losses from using other firms’ data:

“...many of the income-statement-relevant quantitative disclosures collected by NC do not appear to be easily
identifiable in Compustat...” — page 14

Build better models:

“Core Earnings [calculated using New Constructs’ novel dataset] provides predictive power for various measures
of one-year-ahead performance...that is incremental to their current-period counterparts.” — page 4

Exploit market inefficiencies:

“These results ... suggest that the adjustments made by analysts and Compustat to better capture core earnings
are incomplete. Moreover, the non-core items identified by NC produce a measure of core earnings that is
incremental to alternative measures of operating performance in predicting an array of future income
measures.” — page 26

Fulfill fiduciary duties:

“An appropriate measure of accounting performance for purposes of forecasting future performance requires
detailed analysis of all quantitative performance disclosures detailed in the annual report, including those
reported only in the footnotes and in the MD&A.” — page 33-34
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DISCLOSURES

New Constructs®, LLC (together with any subsidiaries and/or affiliates, “New Constructs”) is an independent organization with no management
ties to the companies it covers. None of the members of New Constructs’ management team or the management team of any New Constructs’
affiliate holds a seat on the Board of Directors of any of the companies New Constructs covers. New Constructs does not perform any
investment or merchant banking functions and does not operate a trading desk.

New Constructs’ Stock Ownership Policy prevents any of its employees or managers from engaging in Insider Trading and restricts any trading
whereby an employee may exploit inside information regarding our stock research. In addition, employees and managers of the company are
bound by a code of ethics that restricts them from purchasing or selling a security that they know or should have known was under consideration
for inclusion in a New Constructs report nor may they purchase or sell a security for the first 15 days after New Constructs issues a report on
that security.

DISCLAIMERS

The information and opinions presented in this report are provided to you for information purposes only and are not to be used or considered
as an offer or solicitation of an offer to buy or sell securities or other financial instruments. New Constructs has not taken any steps to ensure
that the securities referred to in this report are suitable for any particular investor and nothing in this report constitutes investment, legal,
accounting or tax advice. This report includes general information that does not take into account your individual circumstance, financial
situation or needs, nor does it represent a personal recommendation to you. The investments or services contained or referred to in this report
may not be suitable for you and it is recommended that you consult an independent investment advisor if you are in doubt about any such
investments or investment services.

Information and opinions presented in this report have been obtained or derived from sources believed by New Constructs to be reliable, but
New Constructs makes no representation as to their accuracy, authority, usefulness, reliability, timeliness or completeness. New Constructs
accepts no liability for loss arising from the use of the information presented in this report, and New Constructs makes no warranty as to results
that may be obtained from the information presented in this report. Past performance should not be taken as an indication or guarantee of
future performance, and no representation or warranty, express or implied, is made regarding future performance. Information and opinions
contained in this report reflect a judgment at its original date of publication by New Constructs and are subject to change without notice. New
Constructs may have issued, and may in the future issue, other reports that are inconsistent with, and reach different conclusions from, the
information presented in this report. Those reports reflect the different assumptions, views and analytical methods of the analysts who prepared
them and New Constructs is under no obligation to insure that such other reports are brought to the attention of any recipient of this report.
New Constructs’ reports are intended for distribution to its professional and institutional investor customers. Recipients who are not
professionals or institutional investor customers of New Constructs should seek the advice of their independent financial advisor prior to making
any investment decision or for any necessary explanation of its contents.

This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or which
would be subject New Constructs to any registration or licensing requirement within such jurisdiction.

This report may provide the addresses of websites. Except to the extent to which the report refers to New Constructs own website material,
New Constructs has not reviewed the linked site and takes no responsibility for the content therein. Such address or hyperlink (including
addresses or hyperlinks to New Constructs own website material) is provided solely for your convenience and the information and content of
the linked site do not in any way form part of this report. Accessing such websites or following such hyperlink through this report shall be at
your own risk.

All material in this report is the property of, and under copyright, of New Constructs. None of the contents, nor any copy of it, may be altered in
any way, copied, or distributed or transmitted to any other party without the prior express written consent of New Constructs. All trademarks,
service marks and logos used in this report are trademarks or service marks or registered trademarks or service marks of New Constructs.
Copyright New Constructs, LLC 2003 through the present date. All rights reserved.
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