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INDUSTRY DEEP DIVE: PET FOOD RECALLS
BACKGROUND

Conversations at Global Pet Expo in March this year centered on the rash
of pet food and treat recalls this quarter. The FDA lists 17 recalls’ in the
first quarter of 2018, which excludes the products recalled in early April
from J.M. Smucker and Evanger’s containing pentobarbital.

Pet food comprises the largest portion of spending for pet parents and the
quality and safety of the food has a significant impact on pets’ health.
According to the American Pet Products Association (APPA), overall
spending on pets reached $69.5B in 20172, which represents the highest
level ever and an increase of 4% over 2016. Pet food and treats make up the
largest portion of that figure. In 2017, $29.1B in spending was related to
food and treats. That figure is expected to grow an additional 3% in 2018.

Most food recalls were related to Listeria and/or Salmonella in raw foods —
whether fresh, frozen or freeze-dried. Many pet parents may not realize
that most bacteria can survive the freezing or freeze-drying processes.
Risks from these bacteria not only affect the dogs and cats eating the
products, but they may also affect the humans who are feeding them,
playing with them and caring for them. Raw and freeze-dried food and
treats have increasingly been on the radar screens of pet parents recently,
and they make up a fast-growing segment of the food and treat market,
which is likely contributing to the increased recalls.

The Growth of Frozen Pet Foods
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1. https://www.fda.gov/AnimalVeterinary/SafetyHealth/RecallsWithdrawals/default.htm
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2. https://www.prnewswire.com/news-releases/americans-spent-695-billion-on-their-pets-last-year-more-than-ever-before-300618209.html
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EFFECTS

It remains to be seen what the effect will be on the pet industry. With the speed and breadth of the dissemination of
information today, many consumers may shun these companies or shy away from raw pet food all together. However, Blue
Buffalo, for one, did not seem to take a major hit, despite a number of recalls over the past 10 years. The company still
reached $1.3B in sales in 2017 and gamered a revenue multiple over éx in its acquisition by General Mills, announced in
February. We also will be keeping an eye on openings for brands not subject to the recalls, the potential for more outside
regulation and changes to customer shopping habits (i.e., purchasing refrigerated or frozen food from trusted local retailers).

RECENT EVENTS

On April 5, J.M. Smucker announced the acquisition of Ainsworth Pet Nutrition for $1.7B in cash from L Catterton.
According to PE Hub?, L Catterton, which invested in Ainsworth in 2014, expects to make an 8x cash-on-cash return on
the sale. Ainsworth manufactures exclusive retailer brands and branded pet food lines, such as the high-growth Rachel
Ray Nutrish brand. Nutrish was the fasted-growing U.S. pet food brand (among companies with revenue over $200M) in
2016, according to Euromonitor®. In 2015 Smucker’s first moved into the pet world with its largest deal ever, the
acquisition of Big Heart Brands, maker of brands including Meow-Mix, Milk-Bone and Gravy Train. By 2017, these pet
brands contributed 28.9% of Smucker’s total revenue. With the acquisition of Ainsworth, pet food and treats will be the
company's largest contributor to revenue going forward.

Smucker’s acquisition comes on the heels of its recall of over 100 million cans of pet food under several brands. Despite
these issues, the company is still betting on pet over the traditional consumer staples that have been lagging in the market.

3. https://www.pehub.com/2018/04/|-catterton-sell-ainsworth-smucker-1-9-bin/

4. https://www.prnewswire.com/news-releases/rachael-ray-nutrish-named-fastest-growing-us-pet-food-brand-by-euromonitor-international-limited-
300445437 .html
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