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specific ingredients. Today, public awareness of obesity as a
national health epidemic is very high and trans-fat is under assault
in the US but food companies see this changing consumer
preference as an opportunity rather than as a threat. Taking
advantage of the driving forces, they are reformulating their
products and repositioning their brands in order to meet the new
demand for H&W.

It is expected that the the food industry would take a similar tack
by relying on clinical test-based evidence and transparency in

labeling as the bases for product innovation.

Investment Strategy

Because of the mix of disciplines and perspectives needed to
wisely apply these distinctions in evaluating funding opportunities,
neither healthcare- nor consumer-themed investment funds, and
therefore their limited partners, are necessarily well positioned to
capitalize on the companies taking advantage of health and
wellness trends. Opportunistically, such funds will get exposure to
H&W deals but they will invest in them less frequently and with
more risk as compared to funds that have a deep understanding of
the fundamental market drivers and the science and technology
innovations that define this space. Complimentary disciplines and
perspectives from biotech, pharmaceuticals, medical devices,
information technology, agriculture, consumer electronics, and
consumer packaged goods are converging to create this new
health and wellness category. Because fund investors focused on
any one of these segments typically lacks the unique mix of
operating experience and investment expertise from any of the
others, their ability to evaluate risk and upside potential will

necessarily be limited.

The best approach for a fund is then to build an interdisciplinary
investment team that is focused on H&W as a stand-alone
investment category. Such funds would have the best chance to
understand the market dynamics, generate proprietary, non-
auction deal flow; evaluate intellectual property, business models
and customers. As well, such funds would have the best networks
and relationships to help them understand co-investor interests, to
build financing syndicates for follow-on investments, to generate
exit opportunities, to evaluate strategic fit and valuation, to
assemble excellent management teams, and to execute discrete

M&A opportunities.

Investment at every stage of company development are feasible,
today. Generally, small H&W companies have shown that they
are the most innovative because over time, they have come to
intimately know the needs of their end-users and they develop
specialty products that target niche, high growth segments. They
breed very loyal customers that have a high propensity to pay
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premium prices and to make frequent repeat purchases as
compared to products offered by large multinationals that may be
functionally similar but are not perceived by customers as credible,

trustworthy, authentic, or healthful.*3

Many small companies are able to offer substantial product
innovation and product variety by concentrating on design,
marketing, sales, and service while outsourcing normally capital
intensive investments in manufacturing and distribution to third-
party contractors. However, it is for these same reasons that many
small companies have difficulty scaling. Their ability to access
debt markets is severely limited by their lack of assets and reliance
on revenue, receivables, and inventory as sources of borrowing

security.

At the same time, large CPG companies have comparatively vast
R&D resources and well-established brands but are notoriously
poor innovators. Most require massive markets and rapid revenue
ramp-up after product launch to make their investments
worthwhile, which means they typically cannot afford to go after
niche markets. They avoid high levels of product variety because
their entire operations are built around mass market scale and

efficiency.*

For investment funds playing in H&W, the key to generating
returns is to match small company innovators with well-resourced,
creativity-starved, larger companies in order to scale production
and distribution. Due to the purchasing power of the middle
class, the state of the medical systems, as well as some of the
regulatory incentives there, the majority of investment and M&A
activities for such companies is occurring in the US, Canada, and

the EU.
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Te I 1Y) S Pefinitions & Functions

Bioinformatics

The field of science in which biology, computer science, and information technology
merge to form a single discipline based on creation and mining of extensive
computerized databases of nucleic acid sequences, gene structures, proteins and their
function, as well as environmental constituents capable of modifying gene expression.
The ultimate goal of the field is to enable the discovery of new biological insights as
well as to create a global perspective from which unifying principles in biology can be

discerned.

Enzyme

Complex proteins that catalyze chemical reactions in the body, such as the metabolism

of nutrients or drugs.

Gene

A DNA segment that contributes to phenotype / function.

Genome

Life is specified by genomes. Every organism, including humans, has a genome that
contains all the biological information needed to build and maintain a living example
of that organism. The biological information contained in a genome is encoded in its
DNA and divided into discrete units called genes. Genes code for proteins that attach
to the genome at the appropriate positions and switch on a series of reactions called

gene expression.

Genomics

The characterization and study of whole genomes with respect to the DNA sequence,
and the arrangement and function of genes. Further specified as: structural genomics
(mapping and sequencing genes) and functional genomics (understanding the functions
of genes, the proteins made as a result of gene activation [expression], and the

interactions of those proteins).

Genotype

The genetic constitution of an organism, as distinguished from its physical appearance
(its phenotype). The genetic identity of an individual that does not show as outward

characteristics.

Metabonomics or Metabolomics

Metabolite profiling measures the real outcome of the potential changes suggested by
genomics and proteomics. It describes the integrated biochemical status, dynamics,
interactions, and regulation of whole systems or organisms at a molecular level.
Systems biology approaches present a different and broader perspective from the
discrete, relatively static measurements of the past. As such, they offer new
understanding of disease processes and targets and the beneficial and adverse effects of
drugs; but they also bring new challenges. Exploitation of patterns rather than single
indicators and the dynamic nature of metabonomics end-points suggest a dose
response continuum and perhaps challenge both industry and regulators with the
obsolescence of the crude no effect dose/effect dose concept. Characterization of
individual amenability to therapy and susceptibility to toxicity
(‘pharmacometabonomics’) has economic and ethical implications. These
opportunities and challenges will be explored in the context of the present and future

roles of metabonomics in drug development.
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Nutrients Traditional vitamins, minerals, and essential fatty acids for which recommended intakes

have been established and for which a physical or physiological effect has been
scientifically documented, or for which a substantial body of evidence exists for a
plausible mechanism, but for which a recommended intake and function have not been
definitively established.

Nutrigenomics The interaction of dietary components that are nutritive (vitamins, minerals, fatty
acids), bioactive (phytochemicals), or metabolites of food components (retinoic acid,

eicosanoids) with genes to result in gene expression.

Pharmacogenomics The science that allows researchers to predict the probability of a drug response based
on a person's genetic makeup. Often, the result of this research is referred to as

‘personalized’ or ‘targeted medicine.’

Phenotype The physical characteristics or observable traits of an organism, e.g., hair color, weight,

or the presence or absence of a disease. Phenotypic traits are not necessarily genetic.

Polymorphism An alternate form of a gene present in >1% of the population.

Proteomics The study of the full set of proteins encoded and expressed by a genome, from healthy
and diseased tissues. Further specified as INGEN, 2001): structural proteomics
(identifying proteins by analyzing amino acid sequences); molecular proteomics
(studying the interactions of proteins with other proteins and cellular components); and
chemical proteomics (studying the interaction of proteins with chemicals, such as drugs,

nutrients and toxins).

Single Nucleotide Polymorphism (SNP)  Heritable, individual variations that occur in one nucleotide such that DNA and gene
sequences, and ultimately proteins produced by those genes, vary from one person to
the next. Differences in proteins are minor, usually on the order of one amino acid,;
however, effects on protein function may be significant and cause or contribute to
individual differences in response to environment, such as diet and drugs. A small
genetic change, or variation, that can occur within a person’s DNA sequence. The
genetic code is specified by the four nucleotide ‘letters’: A (adenine), C (cytosine), T
(thymine), and G (guanine). SNP variation occurs when a single nucleotide, such as an

A, replaces one of the other three nucleotide letters, C, G, or T.

Source: Institute of Food Technologists
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Functional Food g mpe

Components

Sources

Potential Benefits

Cartenoids

(including betacarotene and lycopene)

Carrots, various fruits,
spinach, corn, eggs,

tomatoes

May contribute to maintenance of healthy vision

and prostate health, bolsters anti-oxidant defenses

Dietary Fiber
(including whole grains)

Oat bran, rolled oats,
oat flour, wheat bran,

cereal grains

May reduce risk of coronary heart disease (CHD)
and cancer, contribute to maintenance of a healthy

digestive track and blood glucose levels

Fatty Acids
(including Omega-3)

Tree nuts, walnuts,
salmon, tuna, fish oils,

beef, lamb, some cheese

May reduce risk of CHD; may contribute to
maintenance of mental and visual function,
desirable body composition and healthy immune

function

Flavonoids

Berries, tea, cocoa,
apples, onions, broccoli,
peanuts, wine,

cinnamon

May contribute to maintenance of urinary tract
health, heart health, and brain function; bolster

cellular antioxidant defenses

Phenols

Apples, pears, citrus

fruits, some vegetables

May bolster cellular antioxidant defenses; may
contribute to maintenance of healthy vision and
heart health

PlantStanols / Sterols

Corn, soy, wheat, wood
oils, fortified foods and

beverages

May reduce risk of CHD

Prebiotics / Probiotics
(including lactobacilli)

Whole grains, onions,
some fruits, garlic,
honey, leeks, fortified
foods and beverages,

yogurt, and other diary

May improve gastrointestinal health; may improve

calcium absorption

Phytoestrogens
(including isoflavones)

Soybeans, rye, some

vegetables

May contribute to maintenance of bone health,
healthy brain and immune function; for women,

maintenance and menopausal health

Soy Protein

Soybeans and some

soy-based foods

May reduce risk of CHD

Source: Triple Tree, Health & Wellness: Accelerating Trends and Emerging Themes, Q1 2007 Industry Analysis Report
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Food Product Innovations With Health Claims
as percentage of total product innovations, 2002-2005%
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Research Disclaimer
All research reports are the product and property of Aquillian Investments, Inc (AIL)*. The information contained herein has been obtained from sources which
we believe to be reliable, but we do not guarantee its accuracy, adequacy or completeness. AII is not responsible for any errors or omissions or _for the results obtained
Jrom our clents' use of such information. Nothing contained herein constitutes tax, legal, insurance or investment advice, or constitutes a solicitation or an offer to buy
or sell any securities or other financial instruments. Such offer may be made only by Private Placement Memorandum or Prospectus. Investing is risky, and may result
wn the loss of principal. Securities offered through Aquillian Investments Inc, member FINRA/SIPC.

© 2007 All rights reserved by Aquillian Investments, Inc.
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