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As the first half of 2024 comes to a close, the TM Capital Food & Beverage State of the Market summarizes the key themes from recent discussions and public earnings calls. F&B brands and manufacturers
have faced a myriad of challenges over the past several years, including surging inflation, rising commodity prices, labor shortages, and supply chain disruptions. Concurrently, consumers are dealing with
high interest rates, depleted savings, higher housing costs, and mounting credit card debt. Food inflation has moderated over the last several quarters, but prices remain elevated relative to pre-pandemic

levels and wage inflation has not kept pace.
This quarter, public F&B company executives highlighted:

» Ongoing pressures on lower-income consumers
* Moderating inflation for at-home food consumption

+ Continued strength of private label and the better-for-
you category

* A return to more normalized promotional activity levels
albeit at higher price points, and

» Anincreasing pipeline of M&A activity

These dynamics underscore the complex landscape F&B
companies continue to navigate to maintain growth and meet
evolving consumer needs.

Bifurcated Consumer Sentiment

In this edition, we highlight current market perspectives from key food industry leaders, including:
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Ryals McMullian Michele Buck Jeff Harmening Luca Zaramella
CEO & Chairman CEO & Chairman CEO & Chairman CFO
Flowers Foods The Hershey Company General Mills Mondelez

During the most recent financial quarter, company executives noted that consumer sentiment has improved, but there is a clear divergence between lower and higher income cohorts, with brands and
categories exposed to middle-lower income consumers showing continued weakness. These consumers are impacted by the Supplemental Nutrition Assistance Program (SNAP) benefit reductions last year
on top of high interest rates, elevated gas prices, dwindling savings, persistent inflation and wage growth that has not kept pace; these challenges are driving increased trade-down activity, a higher propensity
for purchases on promotion and a pullback of spend at restaurants and convenience stores. Campbell's Soup Company CEO, Mark Clouse, noted, “our snacks business, which has been the most
resilient to date, is now facing some short-term pressure, especially among lower and middle-income consumers. We are seeing some modest improvement in the snacking segment in the
most recent weeks, with the expectation of more of a full recovery in the first half of fiscal 2025.”

To address the financial pressure facing lower income consumers, brands
are re-evaluating price / pack architecture and identifying ways to make
sure entry level price points are accessible. Mondelez CFO, Luca
Zaramella, noted, “We moved price points [over the last couple
years], particularly in the bigger sizes above $4, and we have to get
back below $4 to really get access to those consumers that are
price-sensitive. We're going to hit the market with new packs,
particularly at entry-level prices like $3. And so, we will allow
consumers to get into a much more stable territory.” When asked
how Hershey's will continue to drive demand despite persistent
inflationary pressure on the consumer, CEO Michele Buck responded, “I
think about it as making sure that we look at each occasion, which
really comes down to the pack types across the portfolio and
ensuring that we have good entry-level prices based on how the
consumer perceives value.”
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Consumers are also planning purchases ahead of store visits, sticking to those lists and making fewer impulse purchases. McCormick & Company noted, “Volumes on the retail side, particularly in the
center of store, remained soft. Consumers continue to buy just for what they need and make more frequent trips to the store. On the other hand, they are increasingly shopping the
perimeter and continuing to cook at home.” However, some companies did note early signs that the lower income consumer may be recovering. Flowers Foods’ premium bread brand, Dave’s Killer
Bread, typically generates roughly 20% of sales from lower income consumers (earning <$30k annual income), but this had dipped to 16% over the last couple years. This quarter management observed
that the mix of lower income consumers increased back up to 20% this quarter, which may be an early indicator that this consumer segment is coming back.

Meanwhile, premium brands targeting higher income consumers continued to exhibit strength. Kraft Heinz noted that, “there has been a meaningful growth in travel and accordingly, increasing
hospitality and entertainment sales, driven by the bounce back among the higher earners.”

Moderating Inflation and a Resumption of Volume Growth

After more than two years of steep cost inflation, F&B manufacturers and brands are finally beginning to experience some relief. While certain commodities are still facing inflationary pressure (notably
cocoa and sugar) and several companies noted continued pressure on labor and warehousing costs, the overall inflation rate has stabilized. Some commodities, such as flour and dairy have even
experienced deflation. The return to a more stabilized cost environment is a welcome development for brands and manufacturers that have contended with exceptionally elevated costs since early 2021,
due to supply chain disruptions, geopolitical events and labor shortages.

Annual Percentage Change in CPI

Between 2020 and 2023, F&B companies implemented some of the largest annual price hikes seen in the industry
since the 1980s, resulting in an over 11% increase in food-at-home prices in 2022. However, price increases have I Food-at-Home 14
significantly slowed in early 2024, with food-at-home prices rising just 0.8% year-to-date compared to 2023. The

USDA forecasts that food-at-home price inflation will remain modest at 1.0% in 2024, although some pressure is I

expected to continue for food-away-from-home prices, with a projected increase of 4.2%.

Food-Away-from-Home

As F&B brands begin to lap the substantial price increases of 2022 and 2023 and benefit from a more stable cost
environment, they are experiencing a return to healthier volume-driven growth. Flowers Foods management noted,
“Our retail branded volume inflected positively, growing in the quarter for the first time since 2020.”
Similarly, J&J Snack Foods reported volume growth across all three business segments and Kraft Heinz also saw
continued sequential volume recovery despite softness in the food-away-from-home category.
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Nielsen Percent Change in Sales vs. Prior Year for Better-for-You Consumer is a Coveted Demographic Among Many F&B Brands
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The better-for-you consumer represents an attractive and profitable segment. This category
remains a strategic priority for many large F&B brands, both through organic brand investments
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The snack category, in particular, has experienced a surge in demand for healthy products in recent years. Nielsen data shows the four-year velocityt") CAGR for better-for-you snacking products outpaced
non-better-for-you products across all shopping channels. Consumers are increasingly seeking clean labels, free from artificial additives, preservatives, or allergens, as well as snacks with functional
nutritional benefits. Campbell's Soup Company CEO, Mark Clouse, noted, “I do think health and wellness and better-for-you continues to be an important space, although I think it has continued
to evolve beyond absence of negative to more about the presence of positive ingredients and/or the origin of ingredients.”

Private Label Continues to Drive Competition

F&B brands have faced increased competition from private label across most categories over the last couple years, as consumers have sought ways to offset the impacts of inflation and retailers have
improved the quality and range of private label offerings. In 2023, private label gained a full percentage point in market share over 2022 and this trend continued into early 2024. However, Flowers Foods
CEO, Ryals McMullian, observed that this growth is moderating, noting, “Although the economic environment has shifted demand toward private label products, which gained 30 basis points of
unit share [in the fresh packaged bread category during the quarter], that shift has clearly moderated. In fact, private label actually lost share in the last four weeks of the quarter.”

Interestingly, General Mills highlighted that the return to a more stable supply chain environment, while beneficial to operations, has also improved service levels for private label brands and smaller
competitors, creating “greater competition on the physical and digital shelf.” While private label share gains may have slowed, with consumers paying 30% more for groceries today than they did in
2019, competition from private label brands is likely to persist and remain a strategic focus for retailers.

Private Label F&B Units ($ in Billions) Private Label F&B Unit Share 2023 Private Label Sales Metrics by Category
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Increasing Promotional Activity, but Competition Remains Rational

Overall promotional activity has increased, yet executives emphasize that brands remain rational, with promotions generally below or aligned with pre-pandemic levels. General Mills CEO, Jeff Harmening,
pointed out, “if you look at the last 12 months, promotional spending is up, frequency up a little bit and depth of discount is up a little bit relative to the year before. But if you look before the
pandemic, it's kind of back to that level of promotional intensity.” B&G Foods similarly noted, “[promotional activity] is not higher than it was pre pandemic, but it's getting back to kind of a
normal cadence of where it was there. And some categories are still a little bit lower than they were pre-pandemic. But we're seeing the resumption of normal promotion activity that's been
gradually building over the last 18 to 24 months.”

Notably, Flowers Foods observed that, “although economic pressure is driving many consumers to seek greater value, lifts from promotion remain below pre-pandemic levels.” Given the
sizable price increases experienced over the last few years, it may be that consumers perceive discounts on current prices as less valuable compared to pre-inflationary prices. Also, cash-strained lower
income consumers may not be able to afford to stock up on items on promotion in the same way they could a few years ago.
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M&A Activity Picks Up

The M&A market is showing signs of improvement and several F&B company executives called out a notable increase in the volume of opportunities in the market. Rob Vitale, CEO of Post Holdings
commented that, “we don't know if valuations have moved yet because what we're first seeing is an increase in opportunity flow. We need some more transactions to occur to gain a sense
of the market. | think what's driving it is that there has been a relatively low period of M&A, specifically private equity exits that have aged some of these opportunities, such that I think
they will come to market in more of a group.” Mondelez
management remarked that, “the appetite [for M&A] is
high,” but valuations have been challenging noting that,
“there were a number of deals that we were interested in,
but we thought the price ticket was just way too high and
we stepped out.”

Market Outlook

Looking ahead, F&B company executives are cautiously
optimistic. Most management teams maintained guidance
this quarter and several brands expect sequential
improvement and a return to volume growth as the year
progresses. Despite moderating inflation, prices remain
much higher than 2019 and executives anticipate that the
strength in food consumption at-home will persist, as
consumers continue to grapple with stretched budgets.
General Mills noted that, “we expect ongoing
macroeconomic uncertainty to result in continued
value-seeking behavior by consumers, affecting both
the products they buy and the channels they shop.”
Resilience and adaptability will be key over the coming
months as brands and manufacturers navigate the evolving
economic conditions and seek ways to deliver innovation
and value to the consumer.

Source: Public company earnings call transcripts




\/
AL TmcapiTAL

A DIVISION OF JANNEY

Market Valuations — Stock Price & Multiples

Stock Price Performance (2019 — YTD July 2024)
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Category Growth & Margins

LTM Revenue Growth (Range and Median)
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TM Capital Food & Beverage Team

TM Capital's Food and Beverage investment banking group has completed many of the marquee transactions across the branded, private-label, ingredient, retail and restaurant landscape.
Please feel free to reach out to our leadership team:

Craig Gibson Paul Smolevitz Phil Krieger Katie Kohli

Managing Director Managing Director Managing Director Director
(617) 259-2204 (212) 809-1416 (404) 995-6242 (404) 995-6233
cgibson@tmcapital.com psmolevitz@tmcapital.com pkrieger@tmcapital.com kkohli@tmcapital.com
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NEW YORK

641 Lexington Avenue
32 Floor
New York, NY 10022

212.809.1360

BOSTON

201 Washington St
32 Floor
Boston, MA 02108

617.259.2200

ATLANTA

1230 Peachtree Street NE
Suite 550
Atlanta, GA 30309

404.995.6230

www.tmcapital.com

The information and opinions in this report were prepared by TM Capital LLC (“TM”). The information herein is
believed by TM to be reliable but TM makes no representation as to the accuracy or completeness of such
information. There is no guarantee that the views and opinions expressed in this communication will come to pass.
TM may provide, may have provided or may seek to provide advisory services to one or more companies
mentioned herein. In addition, employees of TM may have purchased or may purchase securities in one or more
companies mentioned in this report. Opinions, estimates and analyses in this report constitute the current judgment
of the author as of the date of this report. They do not necessarily reflect the opinions of TM and are subject to
change without notice. TM has no obligation to update, modify or amend this report or to otherwise notify a reader
thereof in the event that any matter stated herein, or any opinion, estimate, forecast or analysis set forth herein,
changes or subsequently becomes inaccurate. This report is provided for informational purposes only. It is not to be
construed as an offer to buy or sell or a solicitation of an offer to buy or sell any financial instruments or to
participate in any particular trading strategy in any jurisdiction.
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