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Snack On This Opportunity

We previously made The Hershey Company (HSY: $180/share) a Long Idea in August 2020 and closed the
position in April 2023 after the stock outperformed the S&P 500 by 59%. At the time we closed the position, the
company was still a great business with strong fundamentals, but its stock valuation was too expensive.

Since closing the position, the stock has fallen over 34% and looks undervalued again. In 2024, the company
had its most profitable year to date (since 1998) and, at its current price, shareholders could see upwards of 4%
yield. The Hershey Company presents high quality Risk/Reward once again and is this week’s Long Idea.

HSY offers favorable Risk/Reward based on the company’s:

diverse and innovative product offering,

sales growth in all segments,

falling operating costs despite rising cocoa prices,
highest profitability among peers, and

cheap stock valuation.

Snacking Poised for Growth

Put plainly, Americans love snacks. In fact, according to data from Circana, 46% of Americans eat three or more
snacks a day. And, consumers know what they like and seek it out. Circana notes that “despite economic
constraints, consumers remain loyal to familiar products...”

Consumers’ love for snacks bodes well for specific snacking submarkets as well.

Statista estimates that the North America confectionery market will grow 5.2% compounded annually from 2025
to 2030. On the other side of snacking, salty not sweet, Grand View Research estimates the North America
savory market will grow 6.5% compounded annually over the same time.

Strong growth forecasts create profit growth opportunities for The Hershey Company, which sells both leading
confectionery and savory snack brands.

Adaptive Marketing Is an Edge

While snacking may always be in vogue, the way in which consumers find products and decide to purchase is
always changing.

To keep up with changing habits and preferences, The Hershey Company has made impactful changes to its
marketing mix to ensure its products stay in front of customers’ eyes.

In 2017, the live TV advertising segment made up 68% of The Hershey Company’s total marketing spending,
while only 24% of advertising was done in new media (digital, social, streaming) segments. However, the
company realized that new media use is booming while live TV is slowing and adapted its marketing &
advertising efforts accordingly.

In 2024, 64% of total marketing was done through new media channels (26% in digital media, 20% in social
media, and 18% in streaming), and the live TV segment only made up 23%. Such a shift meets consumers
where they're viewing and helps The Hershey Company maintain its brand position.

Additionally, The Hershey Company is promoting its brands by collaborating with celebrities and influencers. To
name a few, the company entered an official partnership with WNBA star Angel Reese to promote its Reese’s
brand. The Reese’s brand is now a sponsor of the New Heights Podcast hosted by former and current NFL
players Jason and Travis Kelce. And, on the candy front, it launched a new brand called Shag-A-Licious, with
gummies shaped as Shaquille O'Neal’s face.

Turns out, at the Hershey Company, smarter marketing is also more efficient. The company’s selling, marketing,
and administrative expense as a percentage of revenue fell from 25% in 2017 to 21% in 2024.
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The Hershey Company’s brands have been among the top choices of customers for decades. We see no reason
that will change anytime over the decades to come.

Still the King of Chocolate

The Hershey Company’s marketing efforts aren’t just about building awareness of new products. The company
needs to maintain its leading market share for existing brands.

And it has done just that.

In 2024, the Hershey’s brand was the most consumed chocolate brand in the U.S. In fact, the top three most
consumed chocolate brands in 2024, Hershey’s, Reese’s, and KitKat, are all owned and operated by The
Hershey Company. See Figure 1.

Across all confectionery, The Hershey Company holds the highest market share in the U.S. as well, beating out
Mars, Inc to claim the top spot.

Figure 1: Share of Consumers Eating Each Brand of Chocolate - 2024

Hershey's Owns The Top Three Chocolate Brands

Hershey's 57%
Reese's 56%
KitKat 50%
Snickers 48%
Twix 43%

B Share of Consumers Eating Each Brand - 2024

Sources: Statista

Becoming a One Stop Snack Shop
The Hershey Company is on the path to becoming a one stop shop for all snacks.

The Hershey Company has grown its North America salty snacks sales 22% compounded annually from 2019-
2024. This rapid growth also means salty snacks now make up 10% of sales in 2024, up from just 5% of sales in
2019.

Two acquisitions played a big role in the growth of the salty snacks segment. First, The Hershey Company
acquired Amplify Snack Brands in 2017. Amplify was the parent company of SkinnyPop, which is a ready-to-eat
(RTE) popcorn brand. At the time of the acquisition, SkinnyPop was the #2-brand in the RTE popcorn
subcategory in terms of retail sales. Post acquisition, The Hershey Company grew the SkinnyPop brand into the
#1-brand in the RTE popcorn subcategory in 2024, by doubling the brand’s retail sales.

Second, The Hershey Company acquired Dot’s Pretzels and Pretzels Inc. at the end of 2021. Dot’s Pretzels
sales more than tripled retail sales from the acquisition date, through 2024. The brand also grew from the #3-
brand to #2-ranked brand by retail sales over the same time.

Cementing Leadership Position with Strong Distribution

The Hershey Company excels at making sure its products are available to purchase wherever consumers
purchase items. It may seem simple, but quality distribution and logistics can create lasting competitive
advantages.
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Per Figure 2, The Hershey Company grew its U.S. Retail takeaway and its U.S. Candy, Mint, Gum takeaway
YoY in each of the last six years. Its products are not just being shipped to stores and sitting stagnant on
shelves, but they’re also being purchased at those stores.

Takeaway represents the rate at which The Hershey Company’s products are purchased compared to overall
sales growth in the multi-outlet combined plus convenience stores channels.

Figure 2: The Hershey Company’s Year-over-Year Takeaway: 2019 — 2024

2019 2020 2021 2022

2.5% 53% 89% 11.4%
2.6% 49% 87% 10.7%

2023

6.0%
6.0%

2024

0.8%
0.1%

YoY Takeaway by Market

U.S. Retail*
U.S. Candy, Mint, Gum

Sources: New Constructs, LLC and company filings
*U.S. Retail takeaway is measured in the expanded multi-outlet combined plus convenience store channels, which includes candy, mint,
gum, salty snacks, meat snacks, and grocery items.

Strong Fundamentals Across Decades

The Hershey Company is unique, in that despite not being a flashy tech company, it has consistently grown its
top- and bottom-line for more than two decades straight.

The company has grown revenue by 4% and net operating profit after-tax (NOPAT) by 8% compounded annually
since 1998. See Figure 3.

The company improved its NOPAT margin from 9% in 1998 to 25% in 2024 while invested capital turns fell from
1.4 to 0.9 over the same time. Rising NOPAT margins are enough to offset falling invested capital turns though,
and, drive return on invested capital (ROIC) from 12% in 1998 to 22% in 2024.

Additionally, the company’s Core Earnings grew 8% compounded annually from $322 million in 1998 to $2.5
billion in 2024.

Figure 3: The Hershey Company’s Revenue and NOPAT Since 1998
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Sources: New Constructs, LLC and company filings

Industry Leading Profitability as Well

Not only is The Hershey Company the leading confectionery company, but it is also the most profitable company
amongst its peers in the snacking industry. The company leverages its large distribution network, brand name,
product placement, and efficient operations to drive competitive advantages.

The Hershey Company’s NOPAT margin and ROIC are higher than all peers, while the company’s invested
capital turns surpass all but one of its publicly traded competitors. In fact, The Hershey Company’s ROIC is
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double the next closest competitor, PepsiCo (PEP). Competitors in this analysis also include Mondelez
International (MDLZ), Kellanova (K), Conagra Brands (CAG), and more, per Figure 4.

Figure 4: The Hershey Company’s Profitability Vs. Peers: Trailing Twelve Months (TTM)

NOPAT IC
Ticker Company Name Margin Turns ele
HSY The Hershey Company 25% 0.9 22%
PEP PepsiCo 13% 0.9 11%
GIS General Mills 15% 0.6 10%
K Kellanova 11% 0.8 10%
JJSF J&J Snack Foods 6% 1.3 8%
MKC McCormick & Co 14% 0.6 8%
MDLZ Mondelez International 15% 0.5 7%
CPB The Campbells Company 10% 0.7 7%
CAG Conagra Brands 13% 0.5 6%

Sources: New Constructs, LLC and company filings

Building a More Efficient Operation

The Hershey Company is not just the most profitable amongst its competitors, but it is consistently building a
more efficient operation too. Since 2017, the company has decreased operating expenses across the board.

From 2017 to 2024, as a percent of revenue, The Hershey Company’s cost of sales fell from 54% to 53%, its
selling, marketing, & administrative expense fell from 25% to 21%, and its business realignment costs fell from
3% to 0%.

The company’s total operating costs fell from 82% of revenue to 74% of revenue over the same time.

Figure 5: The Hershey Company’s Expenses as a Percentage of Revenue From 2017 to 2024

Expenses as a Percent of Revenue

Cost of Sales 54% 53%
Selling, Marketing, & Administrative 25% 21%
Business Realignment Costs 3% 0%
Total Operating Expenses 82% 74%

Sources: New Constructs, LLC and company filings
Potential for 4.4%+ Yield

Since 2019, The Hershey Company has paid $4.7 billion (13% of market cap) in cumulative dividends and has
increased its quarterly dividends from $0.72/share in 1Q19 to $1.37/share in 1Q25. The company’s current
dividend, when annualized, provides a 3.1% yield.

The Hershey Company also returns capital to shareholders through share repurchases. From 2019 through
2024, the company repurchased $2.3 billion (7% of market cap) of shares.

As of December 2024, the company is authorized to repurchase up to an additional $470 million of shares.
Should the company repurchase shares at its 2024 rate, it would use up the entirety of its remaining
authorization and repurchase $470 million of shares in 2025, which equals 1.3% of the current market cap.
When combined, the dividend and share repurchase yield could reach 4.4%.

Quality Cash Flow Generation

The Hershey Company generates enough free cash flow (FCF) to cover both its share repurchases and regular
dividend payments.

From 2019 to 2024, The Hershey Company generated $8.8 billion in FCF excluding acquisitions while paying
$4.7 billion in dividends and $2.3 billion in repurchases, for total capital return of $7.0 billion.
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We like companies that choose to return capital to shareholders instead of spending it on costly executive
bonuses that rarely drive shareholder value creation. See Figure 6.

Figure 6: Hershey’s FCF Excl Acquisitions and Total Capital Returned to Shareholders: 2019 — 2024

FCF Covers Capital Returned to Shareholders
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Sources: New Constructs, LLC and company filings

Strong Balance Sheet and Credit Rating to Weather Uncertainty

Per Figure 7, The Hershey Company earns an Attractive overall Credit Rating and scores an Attractive-or-better
rating in four of the five credit rating metrics.

Even if economic conditions deteriorate or cocoa prices rise again, the company’s strong financial footing
secures its operations for the foreseeable future.

Figure 7: The Hershey Company’s Credit Rating Details

Leverage © Liquidity @ Coverage ©
Overall Credit Free Cash Flow (3 yr
Debt to Capital @ EBITDA to Debt @ Cashto Debt @  Interest Coverage ©
Rating @ Avg.) to Debt @
Very Unattractive > 0.75 < 0.0 <-0.1 <0.01 <-1.0
Unattractive 0.75>05 0.0<0.18 0.1 <0.12 0.01 <0.11 1.0<3.0
Neutral 05>03 0.18 < 0.3 0.12<0.15 011 <02 30<700rEBIT<0
Attractive 03>0.15 0.3 5 0.15<03 2<05 7.0<18.0
Very Attractive ¢ <015 ) | | =05 y 0.3 0.55 >18.0 or EBIT 20
0.14 061 0.25 0.3 14.44

Sources: New Constructs, LLC and company filings

Rising Cocoa Prices Remain a Challenge
As a chocolate producer, the price of cocoa has a big impact on The Hershey Company’s costs.

Cocoa prices started rising in mid-2023 and soared in 2024. From January 2024 to the peak in April 2024, cocoa
future contract prices nearly tripled. The surge in cocoa prices was largely due to poor weather conditions and
disease outbreaks in West Africa, which is the biggest cocoa producing region in the world.
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While the price of cocoa has fallen since the beginning of the year, the future contract prices remain well above
2022 or end of 2023 levels. The Hershey Company notes that the production forecast for the 2024 - 2025
season is up over 30% combined in Ghana and Ivory Coast, due to better weather and significantly improved
farmer prices. Additionally, a return to a surplus production environment is expected in the 2024-2025 growing
season.

Despite the recent positive developments, the impact on The Hershey Company’s reported results will be drastic.
After benefiting from derivative mark-to-market gains in 2024, The Hershey Company projects reported earnings
will be down “in the high-40%” range YoY in 2025.

The market started pricing in the fact that The Hershey Company won’t be able to replicate 2024 results in 2025.
However, the stock price has fallen to the point where it now implies the company’s profits will never recover at
all. In the meantime, investors get a potential 4% yield as management looks to implement new pricing
strategies, supply chain savings, and diversify its raw materials procurement to improve results in 2025. Long-
term, should cocoa prices stabilize, the company will be best positioned to once again grow profits for years to
come.

Furthermore, should cocoa prices stay too high for too long, we believe Hershey can pivot to selling other more
profitable products so that their profit growth streak will not be broken for long, if at all.

Current Price Implies Profits Will Fall

At its current price, The Hershey Company’s price-to-economic book value (PEBV) ratio is 0.9. This ratio means
the market expects the company’s NOPAT to permanently decline 10% from 2024 levels. This expectation
seems overly pessimistic considering The Hershey Company has grown NOPAT by 11% compounded annually
in the last decade and 8% compounded annually over the last two decades.

Below, we use our reverse discounted cash flow (DCF) model to analyze expectations for different stock price
scenarios for HSY.

In the first scenario, we quantify the expectations baked into the current price. If we assume:
o NOPAT margin immediately falls to 19% (below five-year average margin of 20% and 2024 margin of
25%) through 2034, and
e revenue grows at 2.7% a year through 2034 (compared to 4.2% compounded annually in the last ten
years and 4.7% compounded annually in the last twenty years) then

the stock would be worth $180/share today — equal to the current stock price. In this scenario, HSY’s NOPAT
would fall <1% compounded annually from 2025 — 2034.

Shares Could Go 28%+ Higher at Consensus Growth Rates
If we instead assume:

e NOPAT margin immediately falls to 22% through 2034,

e revenue grows at consensus rates in 2025 (+2.9%) and 2026 (+2.5%), and

e revenue grows at 3.5% (compared to the forecasted global snacks market CAGR growth of 5.3%) each
year thereafter through 2034, then

the stock would be worth $230/share today — a 28% upside to the current price. In this scenario, HSY’s NOPAT
would grow just 2% compounded annually from 2025 to 2034.

Should the company’s NOPAT grow more in line with historical levels, the stock has even more upside.
Furthermore, we think companies with long track records of strong profit growth deserve premium stock
valuations, especially in a market filled with so many underperforming companies.
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Figure 8: The Hershey Company’s Historical and Implied NOPAT: DCF Valuation Scenarios

HSY Is Worth $230/share If Profits Grow At a Quarter of Historical Growth Rates
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Sources: New Constructs, LLC and company filings

Sustainable Competitive Advantages Will Drive Shareholder Value Creation

Here’s a summary of why we think the moat around Hershey’s business will enable it to continue to generate
higher NOPAT than the current market valuation implies:

large distribution network to sell and promote new and existing products,
smarter marketing

superior profitability compared to peers, both margins and ROIC,

strong balance sheet.

What Noise Traders Miss with The Hershey Company

These days, fewer investors focus on finding quality capital allocators with shareholder-aligned corporate
governance. Due to the proliferation of noise traders, the focus is on short-term technical trading trends while
more reliable fundamental research is overlooked. Here’s a quick summary of what noise traders are missing:

e growing demand for snack foods, across all sub-industries,
e consistent Core Earnings growth for more than two decades,
¢ valuation implies profits will permanently decline by 10%.

Earnings Beats Could Send Shares Higher

The Hershey Company has beaten earnings estimates in 14 of the past 16 quarters, including the latest quarter
ended 4Q24. Beating estimates and achieving consistent top- and bottom-line growth could help explain HSY
outperforming the overall Consumer Staples sector since the beginning of this year. Year-to-date, HSY is up 6%
while the Consumer Staples Select Sector SPDR Fund (XLP) is up just 4%. Additional earnings beats, especially
after management guided for such a decline in EPS in 2025, could send shares even higher and further extend
the stock’s outperformance.

Exec Comp Could Be Improved

The Hershey Company’s executives receive both annual incentives and long-term equity awards. The annual
incentives are tied to net sales, adjusted earnings per share, and EBIT margin goals.

Long-term equity awards, and specifically the performance share portion (65% of equity awards), are tied to
relative total shareholder return, three-year CAGR in adjusted earnings per diluted share, and three-year
cumulative free cash flow.

We would prefer the company tie executive compensation to ROIC. Doing so ensures that executives’ interests
are more aligned with shareholders’ interests as there is a strong correlation between improving ROIC and
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increasing shareholder value. Improving ROIC requires attention to all areas of the business, so including it in an
executive compensation plan would incentivize executives to improve the entire business, not just one sales goal
or earnings number.

Despite using total shareholder return and adjusted earnings goals in its executive pay, Hershey’s management
has grown economic earnings, the true cash flows of the business, 10% compounded annually over the last
decade, from $778 million in 2014 to $2.0 billion in 2024.

Figure 9: The Hershey Company’s Economic Earnings: 2014 — 2024

Economic Earnings Growing
$2,100
$1,800
$1,500
$1,200

$900 —\/
$600
$300

$0

Economic Earnings ($mm)

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

e=msF conomic Earnings

Sources: New Constructs, LLC and company filings

Insider Trading and Short Interest Trends

Over the past 12 months, insiders have purchased 91,353 shares and have sold 95,220 shares for a net effect of
3,867 shares sold. These sales represent <1% of shares outstanding.

There are currently 7.7 million shares sold short, which equates to 4% of shares outstanding and just over three
days to cover.

Attractive Funds That Hold HSY
The following funds receive an Attractive-or-better rating and allocate significantly to HSY:

1. BTS Enhanced Equity Income Fund (EEQIX) — 4.0% allocation and Attractive rating.

2. Bright Rock Mid Cap Growth Fund (BQMGX) — 3.6% allocation and Very Attractive rating.

3. Sterling Capital Equity Income Fund (BEGIX, BCEGX, STREX) — 3.6% allocation and Very Attractive
rating.

4. First Trust Nasdaq Food & Beverage ETF (FTXG) — 3.6% allocation and Very Attractive rating.

This article was originally published on March 12, 2025.

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

Questions on this report or others? Join our online community and connect with us directly.
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It’s Official: We Deliver 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. The stock market is missing footnotes — and only we have that critical data.

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

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

Best Fundamental Data in the World

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:

o “[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, 1 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

Ernst & Young 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 majority 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 Harvard
Business School. Bloomberg features the paper here.

Key quotes from the paper:

¢ “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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