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Micro-Bubble Winners & Losers in the Alternative Meat Market
Check out this week’s Danger Zone interview with Chuck Jaffe of Money Life.

With so many meme stocks and Bitcoin reaching all-time highs, it's should come as no surprise that we’re finding
more micro-bubbles. We think investors should consider the disconnect between fundamentals and valuations
before trading micro-bubble stocks. This week’s Danger Zone pick, and micro-bubble loser is Beyond Meat
(BYND: $175/share), which we pair with micro-bubble winner Kellogg Company (K: $57/share).

Learn more about the best fundamental research

New Micro-Bubble Loser: Beyond Meat vs. New Micro-Bubble Winner: Kellogg

We first put Beyond Meat in the Danger Zone on September 2020 based on its extremely high valuation amid
rising competition from deep-pocketed food industry incumbents. In this report, we juxtapose:

1. the high-risk disconnect between the bubble in Beyond Meat's stock and its poor fundamentals' with
2. the low-risk disconnect between the depressed valuation of Kellogg's stock and its strong fundamentals.

Kellogg’s Strong Cash Flows Versus Beyond Meat’s Losses

Beyond Meat burned $278 million (3% of market cap) in cash from 2018 through 3Q20. For comparison, Kellogg
generated $6.7 billion (34% of market cap) in cumulative free cash flow (ECF) from 2015 through 3Q20. Figure 1
compares Beyond Meat’s cumulative FCF since 2018 compared to Kellogg’'s cumulative FCF since 2015.

Figure 1: Kellogg vs. Beyond Meat: Cumulative Free Cash Flow Since 2015

Beyond Meat Burns Cash While Kellogg Generates It
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Sources: New Constructs, LLC and company filings.

Beyond Meat’s Valuation Is Beyond Reason

We use our reverse discounted cash flow (DCF) model to highlight the disconnect in the future revenue and
profit growth expectations baked into Beyond Meat’s and Kellogg’s current stock prices.

" Only our “novel database” enables investors to overcome the inaccuracies, omissions and biases in legacy fundamental data and research,

as proven in Core Earnings: New Data & Evidence, a forthcoming paper in The Journal of Financial Economics by professors at Harvard
Business School (HBS) & MIT Sloan.
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To justify its current price of $175/share, Beyond Meat must:

e Immediately achieve a net operating profit after-tax (NOPAT) margin of 5.8% (up from its -4% TTM
margin and equal to Tyson’s TTM margin) and

e grow revenue by 51% (vs. 3-year average consensus estimate of 47%) compounded annually over the
next 8 years.

In this scenario, Beyond Meat'’s revenue eight years from now rise to $7.9 billion, which equals 59% of Kellogg’s
and 72% of ConAgra’s (CAG) TTM revenues. See the math behind this reverse DCF scenario.

Market expectations for Kellogg’s revenue are much more pessimistic, and at $57/share assume:

o NOPAT margin falls to 9% (equal to 10-year low compared to 11% TTM) and
o revenue falls 6% compounded annually over the next eight years.

In this scenario, Kellogg’s revenue eight years from now would be $8.1 billion, or 41% below its TTM revenue
and just 3% higher than Beyond Meat’s implied revenue in the scenario above. See the math behind this reverse
DCF scenario.

Figure 2 illustrates the DCF scenarios above and contrasts the huge increase in revenue implied by Beyond
Meat’s valuation to the decrease in revenue implied by Kellogg’s valuation.

Figure 2: Kellogg vs. Beyond Meat: Revenue Expectations vs. Historical Revenue

Beyond Meat's Revenue Will Match Kellogg...Really?
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Sources: New Constructs, LLC and company filings.

BYND Valuation Implies Unrealistic Market Share Growth: from 3% in 2020 to 22% in 2027

The expectations for $7.9 billion in revenue by 2027 baked into Beyond Meat'’s share price implies the firm’s
share of the global plant-based meat market? will grow from 3% in 2019 to 22% in 2027. See Figure 3. $7.9
billion in revenue ranks as the eighth largest among meat and poultry processors in the U.S. for 2020.

For reference, JBS S.A., the largest meat processor in the world, generated ~$52 billion of revenue in 2019,
which gives it just a 4% share of the $1.2 trillion global meat market.

Betting that Beyond Meat would ever achieve market share so much greater than the largest companies in the
meat business is imprudent for fiduciaries and risky, to say the least.

2 We estimate market share using Polaris Market Research’s projection that the global plant-based meat market will grow
16% compounded annually from $11 billion in 2019 to nearly $36 billion in 2027.
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Figure 3: Beyond Meat: 2020 Market Share vs. 2027 Implied Market Share

Share of Plant-Based Meat Market 2020* Implied Share of Plant-Based Meat Market 2027

2020 Plant-Based Meat 2027 Expected Plant-Based
Market Value = $13 B *BeyondMeat - RestofMarket \u..¢ Market Value = $36 B

Sources: New Constructs, LLC and Polaris Market Research.
*2020 market share estimated based on Beyond Meat's 2020 consensus revenue estimate

Significant Downside Even If Beyond Meat Becomes a Remarkable Growth Story

The revenue growth expectations baked into Beyond Meat'’s stock price are so high we have to look beyond the
food industry to find a firm that's ever achieved comparable growth. Monster Beverages (MNST) had a popular
product that allowed it to achieve eight years of rapid (41% CAGR) revenue growth and take significant market
share from incumbents.

Even if we assume Beyond Meat can immediately reach a NOPAT margin of 5.8% and grow revenue by 41%
(equal to Monster’s fastest eight-year period) compounded annually, the stock is worth just $90/share today — a
49% downside to the current price. See the math behind this reverse DCF scenario. If the firm grows at industry
growth rates (16%) and generates $977 million in revenue by 2027, the stock is worth $8/share. In other words,
the downside risk in BYND is huge if the firm doesn’t significantly outgrow the industry.

Figure 4: Beyond Meat: Revenue Growth Expectations vs. Historical Revenue

48% Downside Even If Revenue Grows 41% Compounded Annually
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Both reverse DCF scenarios also assume Beyond Meat is able to grow revenue, NOPAT and FCF without
increasing working capital or fixed assets. This assumption is unlikely but allows us to create best-case
scenarios that demonstrate how high expectations embedded in the current valuation are. For reference, Beyond
Meat’s invested capital increased from $66 million in 2017 to $339 million TTM.

The Pepsi Deal Shows Beyond Meat’s Dependency on Competitors

After Beyond Meat announced it formed a joint venture with PepsiCo Inc. (PEP), BYND rose by as much as
30%. Bullish investors believe Beyond Meat will be able to leverage Pepsi’s marketing and distribution
capabilities.

While this deal might be good news for short-term revenue growth, it actually highlights Beyond Meat'’s biggest
limitations: production capabilities, distribution outlets, and shelf space — all of which many of the firm’s
competitors have in abundance.

Beyond Meat recognizes this problem and discloses its overreliance on third-party distribution in its 2019 10-K:

“If we lose one or more of our significant distributors and cannot replace the distributor in a timely
manner or at all, our business, results of operation and financial condition may be materially adversely
affected.”

As incumbent food companies continue to develop alternative meat products, more of Beyond Meat'’s distribution
partners become direct competitors.

Low Barriers to Entry Mean Competition Is Everywhere

Perhaps, the greatest threat to Beyond Meat’s business are low barriers to entry. While Beyond Meat’s products
are available in 80 countries, incumbents can leverage superior production capabilities, distribution outlets, and

existing shelf space to sell alternative meat products on a larger scale very quickly. For example, Kellogg’s and

Tyson (TSN) distribute products to over 180 and 100 countries, respectively. They’re not the only competitors in
the market either, as Figure 5 provides a sample list of direct competitors.

Figure 5: Beyond Meat’s Competition

Company Product

Kellogg Company (K) MorningStar Farms, Incogmeato
Sysco Corporation (SYY) Simply Plant-Based Meatless Burger
The Kroger Co. (KR) Simple Truth plant-based meat
Nestle (NSRGY) Sweet Earth Brand
ConAgra Foods (CAG) Gardein

Hormel Foods Corp (HRL) Happy Little Plants

The Kraft Heinz Co. (KHC) Boca Foods
Impossible Foods Impossible burger/sausage/pork
Maple Leaf Foods Lightlife Foods

Aldi Earth Grown
Albertsons Companies, Inc. (ACI) O Organics

Tyson (TSN) Raised and Rooted

Sources: New Constructs, LLC and company filings.

There Might Be Another Winner of the Alternative Meat Market

While plant-based meat is highly popular, another new technology could quickly make Beyond Meat'’s goal of
attracting traditional meat eaters more difficult. Cell-based meat (aka lab grown meat) could disrupt the
traditional meat and plant-based market alike. First, since cell-based meat is actually meat, it already has the
flavor Beyond Meat strives to imitate.

Second, it could prove more environmentally friendly than Beyond Meat’s products, which already use 99% less
water and 93% less land than a beef burger. Memphis Meats, a food technology company developing cell-based
meat, claims it can produce alternative meat products using just 1% of the land and 1% of the water compared to
traditional meat-producers.
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Should cell-based meat production costs continue to decline, Beyond Meat could find itself disrupted just as it
hopes to disrupt incumbents.

Private Label Is Also a Growing Obstacle

For years food companies have lost market share to grocery stores’ private label selections, and Beyond Meat
may be no different. Kroger (KRO), Aldi, and Albertsons (ACI) each have their own alternative meat products
that they offer at lower price points than Beyond Meat.

Grocery stores can also limit the shelf space they allocate to other alternative meat products, including Beyond
Meat, as their private label alternative meat products grow in popularity. Competition with lower prices and
control over shelf space is a major obstacle for Beyond Meat to come close to meeting the expectations baked
into its stock price.

First Mover Advantage Is Gone as Alternative Meat Becomes Commoditized

While Beyond Meat markets itself as disrupting the global meat market, the number of competing products
suggests its first mover advantage is long gone.

Now, as each firm in the industry aims to make products that imitate the taste and texture of meat, differentiation
between products will diminish as firms get closer to that goal. With an inability to compete on the basis of
innovation alone, Beyond Meat faces an uphill battle to improve profitability as the market grows more
commoditized.

Beyond Meat’s Lack of Profitability Makes It Even More Unlikely to Best Peers

The profit expectations embedded in Beyond Meat’s valuation are out of touch with reality given the numerous
challenges facing the business (noted above) and exacerbated by its current lack of profitability. While Kellogg
has years of proven profitability, Beyond Meat generated just $10 million in NOPAT in 2019 and -$16 million over
the TTM.

Per Figure 6, Beyond Meat’s current return on invested capital (ROIC) of -6% and NOPAT margin of -4% are
significantly below Kellogg's and the market-cap weighted average of competitors®. Beyond Meat is not only
much less profitable than Kellogg, but it is also much more overvalued as measured by price-to-economic book
value (PEBV) ratio and the reverse DCF scenarios featured above.

Figure 6: Beyond Meat vs. Kellogg & Competitors: Fundamental Metrics Comparison

Market-Cap Weighted

e E ELS Average of Competitors

ROIC 9% 9% -6%
FCF Yield 4.0% 3.7% -1.3%
PEBYV Ratio 8.1 0.4 -10

Sources: New Constructs, LLC and company filings.

Keep These Winners & Sell These Losers

Beyond Meat isn’t the only micro-bubble loser. We believe the micro-bubble winners will outperform micro-
bubble losers going forward, especially because the expectations implied by the micro-bubble winner’s
valuations are much less than those of the micro-bubble losers. Figure 7 lists all of our micro-bubble winners and
micro-bubble losers.

3 Competitors include Tyson Foods (TSN), Sysco (SYY), The Kroger Company (KR), Nestle (NSRGY), ConAgra (CAG), Hormel (HRL), and
the Kraft Heinz Co (KHC).
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Figure 7: Micro-Bubble Winners & Micro-Bubble Stocks

Micro-Bubble Winners Micro-Bubble Losers Report Date
Kellogg Company (K)* Beyond Meat Inc. (BYND)* 2/16/21
Hyatt Hotels Corp (H) Airbnb, Inc. (ABNB) 2/10/21
Williams-Sonoma Inc. (WSM) Wayfair, Inc. (W) 2/3/21
Sysco Corporation (SYY) DoorDash, Inc. (DASH) 1/27/21
Alphabet, Inc. (GOOGL) GoDaddy Inc (GDDY) 9/26/18
Microsoft Corporation (MSFT) Dropbox Inc. (DBX) 9/26/18
General Motors Co (GM) Tesla Inc (TSLA) 8/16/18
The Walt Disney Company (DIS)  Netflix Inc. (NFLX) 8/16/18
Oracle Corporation (ORCL) Salesforce.com Inc. (CRM) 8/16/18
Walmart, Inc. (WMT) Amazon.com Inc. (AMZN) 8/16/18

Sources: New Constructs, LLC and company filings.
*New to the list as of this report.

This article originally published on February 16, 2021.

Disclosure: David Trainer, Kyle Guske Il, and Matt Shuler receive no compensation to write about any specific
stock, style, or theme.

Follow us on Twitter, Facebook, LinkedIn, and StockTwits for real-time alerts on all our research.
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It’s Official: We Offer the Best Fundamental Data in the World

Many firms claim their research is superior, but none of them can prove it with independent studies from highly-
respected institutions as we can. Three different papers from both the public and private sectors show:

1. Legacy fundamental datasets suffer from significant inaccuracies, omissions and biases.

2. Only our “novel database” enables investors to overcome these flaws and apply reliable fundamental
data in their research.

3. Our proprietary measures of Core Earnings and Earnings Distortion materially improve stock picking and
forecasting of profits.

Best Fundamental Data in the World

Forthcoming in The Journal of Financial Economics, a top peer-reviewed journal, Core Earnings: New Data &
Evidence proves our Robo-Analyst technology overcomes material shortcomings in legacy firms’ data collection
processes to provide superior fundamental data, earnings models, and research. More details.

Key quotes from the paper:

¢ “[New Constructs’] Total Adjustments differs significantly from the items identified and excluded from
Compustat’s adjusted earnings measures. For example... 50% to 70% of the variation in Total
Adjustments is not explained by S&P Global’s (SPGI) Adjustments individually.” — pp. 14, 15! para.

¢ “Afinal source of differences [between New Constructs’ and S&P Global’s data] is due to data collection
oversights...we identified cases where Compustat did not collect information relating to firms’ income
that is useful in assessing core earnings.” — pp. 16, 2" para.

Superior Models

A top accounting firm features the superiority of our ROIC, NOPAT and Invested Capital research to Capital 1Q &
Bloomberg’s in Getting ROIC Right. See the Appendix for direct comparison details.

Key quotes from the paper:

e “...an accurate calculation of ROIC requires more diligence than often occurs in some of the common,
off-the-shelf ROIC calculations. Only by scouring the footnotes and the MD&A [ as New Constructs
does] can investors get an accurate calculation of ROIC.” — pp. 8, 5™ para.

e “The maijority of the difference...comes from New Constructs’ machine learning approach, which
leverages technology to calculate ROIC by applying accounting adjustments that may be buried deeply
in the footnotes across thousands of companies.” — pp. 4, 2" para.

Superior Stock Ratings

Robo-Analysts’ stock ratings outperform those from human analysts as shown in this paper from Indiana’s Kelley
School of Business. Bloomberg features the paper here.

Key quotes from the paper:

e “the portfolios formed following the buy recommendations of Robo-Analysts earn abnormal returns that
are statistically and economically significant.” — pp. 6, 3" para.

e “Our results ultimately suggest that Robo-Analysts are a valuable, alternative information intermediary to
traditional sell-side analysts.” — pp. 20, 3" para.

Our mission is to provide the best fundamental analysis of public and private businesses in the world and make it
affordable for all investors, not just Wall Street insiders.

We believe every investor deserves to know the whole truth about the profitability and valuation of any company
they consider for investment. More details on our cutting-edge technology and how we use it are here.
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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 two 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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