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Q4 INDUSTRY UPDATE

2016 is behind us. Some are glad to be rid of a year riddled with political CONTENTS
uncertainty and celebrity deaths. SDR is just excited to talk about things to

come in 2017. We've identified six areas of focus for the year: Transaction Activity
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Established in 2002, SDR Ventures has
developed deep M&A and capital
transaction knowledge and expertise.
SDR offers transaction advisory, private
capital  formation and  business

% Q consulting services across a wide range

REGULATOR) Consurcll ; of industries. We serve business owners
Palate Innovation and operators of privately held

o — = companies and provide them with a

professional-class experience.

It would be nice if we could arrange those six items into an acronym, (CIRCER?

ERCIRC?), but that is why McKinsey wouldn’t hire us out of business school. FOOD & BEVERAGE
That said, we will share below our thoughts on Macro Trends and what to CONTACTS

expect in 2017. We will discuss our views on Micro Trends in subsequent issues,

but if you want to discuss now, please feel free to ask. We are always happy to
flaunt our nerdiness.
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The charts to the right tell us
that based on three key
factors (employment, hours
worked and hourly earnings),
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income to buy food, and
they can invest a little in
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or cold brew coffee).
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'Sources: FactSet financial data and analytics, Bureau of Labor Statistics

The information contained herein is based on sources we believe reliable but is not guaranteed by us and is not to be considered all-inclusive. It is not
to be construed as an offer or consultation of an offer to sell or buy any securities.
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Political Uncertainty

While it's difficult to say with conviction that the American consumer has been negatively affected by political uncertainty (food
and beverage, grocery and beer and wine and spirits sales all increased healthily in 2016), there are some things to track under
the new administration. The new President alluded to infrastructure spend and tax cuts that, theoretically, could create more
disposable income for consumers.

President Trump also made allusions to trade restrictions, healthcare reform and housing. These issues all are too early stage for
us to opine as to their potential net effect on consumer spending, but they are worth tracking.

REGULATORY TRENDS

Ingredients

In May 2016, the FDA proposed a new nutrition facts label. The new label will be required on most packaged food by July
2018, and includes the amount of “added sugar” expressed in grams and as a percentage of daily value. Depending upon
one’s view, this will either enhance or distort the consumer’s ability to discern the quality of a product’s nutritional content. Why
is this impactful? One could make the case that consumers who are conscious of the ingredients in food care about sugar more
than any other ingredient. According to a 2016 Nielsen study, a higher percentage of consumers restrict sugar consumption
than any other ingredient?:

The FDA also is pressuring food manufacturers and formulators to identify ways to reduce sodium levels in food. While these

pressures to reduce sodium still are voluntary, the FDA’s past pattern and practice could involve something mandatory in the
future.

Food Safety

According to Trivsita, a California-based consulting firm with a food safety focus, spikes in recalls over the past two years have
been driven by food borne illness outbreaks, increased allergies, allergen awareness and consolidation in the food space. Now
more than ever, some food safety violations are being traced back to specific facilities. According to Trivista, the last wave of
FSMA compliance deadlines occurred in 2016, and food businesses and food M&A deals will be under more scrutiny than ever
in 2017 and beyond.

2Source: North America; Nielsen; as of 2016; > 30,000; Respondents from 63 countries
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