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A Market With Opportunity

o EXECUTIVE SUMMARY ‘

A growing trend toward health and wellness in Germany presents many
opportunities for Canadian manufacturers and suppliers, despite the
global economic downturn. There is growing demand for healthier
options in the market as the population ages and younger consumers
are encouraged to consume lighter foods.

A number of factors have come together to shape the health and
wellness trend in Germany and these are influencing how food choices
are being made in this market.

Affordability/Price - German consumers purchase food and beverages
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considerations remain important to consumers in Germany. Demand for
products with clear health benefits, regardless of economic
circumstances, is expected to continue. German consumers are still
opting for new products in the market and have not demonstrated a huge
shift in spending habits on food and beverages. Price conscious
consumers will likely opt for private label, a sector that is already well
established within the German marketplace. Chicken has also been
highlighted as the preferred and most consumed meat in Germany, as
trends in vegetarianism and the effects of the downturn have influenced
meat consumption.

Growing health concerns - Wellness is shaping food markets worldwide
and this is particularly true in Germany. While health becomes a status
symbol for the newly old, the number of young people who are interested
in preventing illness has also shown growth. Consumers increasingly
recognize the importance of maintaining their physical and mental health
and this has driven sales of wellness-linked foods such as natural
products, organics and nutraceuticals. These products have shown
substantial growth in recent years. Although organic products
experienced a lower growth rate in 2008 due to the downturn, this sector
will remain popular as the German population continues consuming
more natural options.

The need for convenience - Convenience, a common trend globally, has
also been welcomed into the German marketplace. Although ready
meals and packaged foods are experiencing growth, healthier options
are most sought after.

Innovations in the industry (functional foods/personalized foods) -
Innovation in personalized foods and nutrigenomics, the study of the
effects of foods and food constituents on gene expression, may become
the way of the future as top players in the market invest in this sector to
enhance their position in the marketplace.

Increasing environmental consciousness - German consumers are
increasingly keen to buy eco-friendly products as the interest in
preserving the environment intensifies. Packaging and communicating
the appropriate messages to the consumer is therefore essential.

Convenience Is A Must

Opportunities In the German
Marketplace & In Short
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EXECUTIVE SUMMARY (CONT.)

Current Opportunities in the German Marketplace

Healthy Options:

All Organics

Vegetarian foods (vegetarian packaged foods, meat substitutes, soy based meats)

Pet food (both organic and non-organic)

Baby food (both organic and non-organic)

Fresh foods

Functional foods

Dairy (yogurt, yogurt with fiber, soy)

Vitamins and dietary supplements (juices with extra vitamins, herbal teas, vitamins difficult to find in food)

O o oo oooaQo

Environmentally friendly Options:
a Sustainable products
o Ethical packaging

Convenient Options:

Ready meals

Chilled ready meals

Frozen ready meals

Exotic ready meal options e.g. Tandoori, Thai curry
Vegetarian ready meals

Low fat, low sugar ready meals with no additives
Organic ready meals

Packaged food

Low calorie variant packaged food

Vegetarian packaged foods

O oo oo ooooon

Innovative Options:
o Personalized functional foods
a Nutrigenomics

Strategic Orientation of Food Retailers :
Opportunities within Discount Food Retailers: /ﬁ:- M P
Z E;?)Z:;gjtehgﬁ/(vjilljlctilp diversify their offerings y ’ / 'Q' \\‘\““\Mj?}' ",'
Opportunities within Non-Discount Food Retailers: b “‘\ ,',, '

' 9,
el Private label . Q \ 3 -

o] Fresh, organic and environmentally friendly products

Source: Mintel

a  THE BASICS

Ger many, a wealthy country known as one of Europeds economi
Europe. Over the past three years, German imports of agri-food and seafood products have increased from US $62 billion

in 2005 to US $97 billion in 2008, an increase of 56%. Of the US $97 billion imported in 2008, US $22 billion came from

countries outside the European Union (EU).

Canada/Germany Exports 1 In Brief

Despite the synergy of multiple factors relating to the economy, health concerns and environmental initiatives, Germany is
t he wor | dagrsfood impodee with imports totaling US $92 billion in 2008. Europe is Germany's largest supplier in
this industry sector, with an 81% share of the market. Asia and Latin America follow with 7% and 8% of the market, and
North America holds a 3% market share. Currently, Canada ranks as the 37" largest exporter to Germany, 22™ if the EU is
represented as one single market. Statistics show that Canadian agri-food exports to Germany have decreased by 25%
since 2006. This, however, is not due to the economic downturn, but rather to increased trade among EU countries.
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THE BASICS (CONT.)

The largest Canadian exports to Germany include (Appendix 1):
Miscellaneous seed and grain (soybean and rape/colza seed)d 31%
Fish and crustaceans (fish, fish fillet and dried/smoked fish)d 12%
Fruits and nuts (nuts, bananas, Citrus fruit, apples and pears)d 9%
Cereals (wheat, meslin and corn)d 8%

Sugarsd 6%

Ready mealsd 5%

Edible vegetablesd 5%

Meatd 5 %

Dairyd 3%

O o ooooooQn

Spending on Food

German spending on food and non-alcoholic beverages has been more or less stagnant or decreasing since 1995.
Statistics show that the areas of consumption most affected by rising prices are milk, eggs, oils and fats, sugar and
confectionary, as well as meat; conversely, bread and fruit consumption increased. Nonetheless, comparative statistical
data shows that per capita spending on food in 2007 was higher in Germany, at US $2,497, than in most countries where
the average is US $1,530 (Euromonitor).

Seeking Convenience
A study by Datamonitor Group, a provider of global business information, indicates
several product types promoting convenience have shown substantial growth in the
German marketplace.

These products are expected to continue to grow:

o} Dairy i more particularly soy and yogurt
o] Frozen food and ready meals i frozen ready meals and frozen bakery

products
o} Impulse ice cream
o] Savory snacks i processed snacks and others such as meat

snacks
o] Chilled and frozen pizza.

|

Seeking Health and Wellness -éouri:.e:-Mintel
Germanyds population is aging and, |l i ke other western count

rising obesity rates. As a result, health and wellness is at the forefront of the German consciousness and is an important
trend affecting the German diet and food choices.

The health mega-trend is one of the most influential drivers of global consumer behavior today. More than two-thirds of
respondents across eight European countries included in research conducted by Datamonitor indicated that health had
become more important to consumers personally in the period of April 2007 through to April 2009. German respondents,
69%, indicated they placed significant importance on maintaining or improving their health within the last 2 years (Appendix
6).

German consumers continue to put emphasis on health and wellness as a result of government education programs, media
advertisements featuring healthy lifestyles and a growing body consciousness. This rise in health awareness has stimulated
consumer interest in healthy foods and related products for both people and pets, leading companies to look at marketing
food and drinks on a health platform as a means of differentiation.

The health and wellness trend in Germany is not only expected to last over the longer term, but also to grow; new product
launches with enhanced health features are likely to lead to future growth.

Opportunity i Marrying Health to Convenience

As a result of the accelerated pace of l'ife in todayods
growing demand for healthy options, has created an opportunity for ready meals featuring health benefits. Conversely, meal
replacements have shown a decline in volume sales, as the German population looks to more natural ways of losing weight.
Similar to the trend toward convenience, 2007 witnessed a growing demand for quick and convenient food options, as well
as take-out options for on-the-go and at-home consumption.
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B THE BASICS (CONT.)

Innovation 1 An Opportunity for Differentiation

It is expected that the personalization of nutrients and foods based on lifestyle, socio-demographics,

blood type or genetics will become an important component of diet programs in the future.

Advancements in nutritional science have led researchers to recognize the effects of genetics in relation to food consumed
for the purpose of weight management, nutrition and general health. As a result, in anticipation of growing wellness market
opportunities in the near future, big players have already chosen to invest in nutrigenomics in order to enhance their current
positions in the marketplace.

Germany is the worldés first major renewable energy economy
potential opportunities for Canadian suppliers in eco-nutrition. With concerns for health and the environment rising,
manufacturers are focusing on offering innovations in health features, ethical packaging, as well as organic ingredients,

which have a strong association with being healthier and environmentally-friendly.

o IMPLICATIONS OF THE GLOBAL RECESSION

While the global recession has had an impact on the German marketplace, the effect in Germany has been somewhat less
pronounced than elsewhere.

Germany currently holds the highest number of wealthy consumers in Europe, 10.7 million, as revealed in a study by
Euromonitor, a provider of global business intelligence and market analysis. Western Europe is also known to have fewer
income disparities, therefore countries within the region tend to have a larger middle class and higher income levels.
Nonetheless, consumers, in general, are concerned about the economic situation; however, reactions have generally been
calm except for an increase in deposits with state-associated and co-operative banks, which in turn affected the spending
habits of German consumers. Lower income earners and the elderly have been most affected by the crisis.

Results of a survey distributed by Datamonitor Group in Germany in January of 2009 indicate that a large percentage of
respondents (61.7%), were making efforts to save more money since the crisis began. The same survey also shows that
70% of respondents felt their lifestyles had changed as a result of the downturn.

Despite the recession, consumer confidence rose by 3.6 points mid-way through 2009; however, it remains low. Fears over
rising unemployment are expected to bring down consumer morale in the coming months, as government relief to
companies and the effect of stimulus programs slows down. Expected economic growth rates for 2009 were reduced by the
German government, citing uncertainty in global financial markets. Moreover, the Organization for Economic Cooperation
and Development (OECD) recently indicated that the German economy is likely to shrink 6.1% this year with a rising
unemployment rate of up to 8.7% in 2009 and 11.6% in 2010 (Wall Street Journal). However, the unemployment rate
remained unchanged at 7.7% mid-way through 2009, despite the slump in global demand and the adverse effects of the
contracting manufacturing sector on labor markets (Euromonitor).

Price Matters

Consumers, in general, are price-conscious which affects their food purchasing decisions. Although food is known to be the
last area to see a heavy impact, commodity prices in this sector are a sensitive issue for most countries, and are among the
most likely to drive consumers to adjust their spending priorities and brand choices. As suppliers set the stage for
pricing due to increased costs, interest in private label products is
moving forward. This concept is already popular in the German market-
place.

r

Post-downturn, German consumers are purchasing food and beverages
on the basis of value or cost. Ac
for moneydo has become the most i
store choices for 85% of consumers globally. Still, German consumers
continue to opt for new products in the market and have not
demonstrated a huge shift in spending habits on food and beverages. A
recent study on the recession and recovery in Germany indicates that
only 20% of German consumers are cutting back on premium products;
moreover, most consumers currently looking for discounts and
comparison shopping are those over 65, those with children, and those
earning lower incomes.

Source: Mintel
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a  IMPLICATIONS OF THE GLOBAL RECESSION (CONT.)

Health and wellness considerations remain important to consumers in Germany. As a result, they are
not expected to cut back on products with clear health benefits regardless of economic circumstances.
Still, pricing is playing an important roled this has encouraged companies to clearly label their products
and communicate messages that draw out product performance, benefits and other positive assets that
outweigh price considerations.

a  MAPPING THE RETAIL CONCEPT

As inflation rose in 2008, German consumer confidence plumm
real annual savings ratio increased from 15.2% to 15.6% (Euromonitor), the second highest in Western Europe, allocating

less money to retail. Inflation levels are expected to decline in the short term, therefore creating hope for retailers;
meanwhile, sales in 2009 are expected to be stagnant, as opposed to decreasing, as German consumers slowly regain
confidence.

Private Label Products

Switching to private label products has been one of the growing trends in the German market. Private label products offer
retailers a range of benefits, not only in terms of margin, but strong private label offerings are giving retailers leverage with
which to negotiate with manufacturers and can be used, especially at the premium end of the scale, as a way to
differentiate themselves from competitors.

The expansion of discounters has affected the ongoing spread of private label products across Germanyd the importance
of private label continues to increase, and is spreading to other categories of retail such as pharmacies, drugstores and
supermarkets. Studies on the impacts of the recession reveal that 60% of German consumers are opting for private label
productsd which is in line with the increased interest in discounters. Furthermore, the overall quality of private label
products has also improved. While large discount retailers such as Aldi typically feature a high percentage of private label
products in their stores, the market share of private label across the German retail landscape has traditionally remained low.

In this difficult operating environment, where consumers continue to be reluctant to spend, discounters are expected to be
the winners. Most future growth in retail will remain restricted to retailers taking turnover from one another, or expanding
sales through lower retail prices.

Supermarkets and Hypermarkets

Supermarkets in the German marketplace have suffered through the downturn with a 2% decline in value sales in 2008
(Euromonitor). Two major players, Rewe and Edeka, have soared through the downturn, experiencing rapid expansion in
the German marketplace. Their success was mostly due to their strategy of offering high quality products with a regional
focus as well as the attention they pay to customer service.

Organic products, which were high revenue earners for most supermarkets pre-downturn, became less popular in 2008,
although discounters continued to show high growth in this sector due to their capacity to offer low prices. Both leading
organic supermarkets in Germany, Alnatura and Basic, reported falling revenues in 2008.

The expansion of Rewe and Edeka, and the dominance of discounters have made it difficult for smaller supermarkets to
survive in this challenging economic environment. These quick expan-
sions have increased rent and property prices for competing retailers i
therefore intensifying the challenge of surviving in a competitive land-
scape.

In contrast to the decline in value sales in supermarkets, value sales in
hypermarkets have remained constant in 2008. Nonetheless,
hypermarkets are still threatened by discounters and large supermarket
chains. Often, hypermarkets are located outside city areas or in green field
sites, which is a disadvantage in attracting time-poor consumers.
Hypermarkets will need strong selling points in the near future, other than
purely low prices, and will be forced to incur large investments in order to
increase in-store traffic and provide competition to other grocery retailers
in Germany.

Source: Mintel
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a  MAPPING THE RETAIL CONCEPT (CONT.)

Retail Consolidation

Consolidation has acted as the most common solution for grocery retailers in Germany since the onset

of the recession. As a result of aggressive expansion strategies in grocery retailing, there is a

homogeni zation of Germanybés retailing | andscape, to the def
Euromonitor Group prepared a study indicating that leading discounters such as Aldi and Lidl in Germany are increasingly

taking sales away from strong supermarket chains such as Edeka and Rewe, who have expanded noticeably in the past

year i other regional retailers are struggling to keep a competitive position in the marketplace. Large supermarket and
hypermarket chains are expected to continue to dominate the German market; although consolidation is expected to

continue, at least during 2009, when it may hit its maximum consolidation capacity in many categories. Consolidation is

expected to move from large-scale mergers and acquisitions to increased competitiveness, as remaining independent

retailers will be unable to cope with the challenging operating environment.

With fierce competition in Germany, very few foreign competitors are expected to enter the market in the coming years.
However, some large players in the market may create new areas of opportunity as they spin off some of their less
profitable operations in order to better cope within a challenging market.

Discounters vs. Non -Discounters

Discounters have been a threat to non-discounters as consumers become more price-sensitive in Germany. The economic
downturn has only increased growth levels for those retailers who have continued to expand outlet numbers, selling spaces
and value sales, due to the increased demand for lower-priced food items. Leading discounters such as Aldi and Lidl are
expected to diversify their offerings, introduce soft discounting and widen their product offerings to include high value
products to make themselves more attractive.

A recent study on the recession and recovery in Germany indicates that 60% of consumers are shopping at discount
retailers rather than non-discount retailers (Datamonitor). The same study reveals that discounters and supermarkets hold
approximately the same share for fresh fruits and vegetables. Conversely, speciality stores offering fresh bakery products
retain a dominant position in this category, though the switching intention (consumer decision to purchase a product brand
different from that previously or usually purchased) is high and could change relatively quickly. Packaged food and drinks is
the category that is most heavily dominated by the discounter channel, meanwhile convenience stores are most likely to
benefit from any switching by German consumers.

This continued expansion has caused considerable problems for other retailers, who see these players as an increasing
threat to their position and turnover. Unable to compete directly with discounters, non-discounters are likely to distance
themselves from direct competition with discounters, and concentrate on their own strengths. These players are likely to
increasingly introduce their own private label products and are expected to upgrade their average selling space and
expand their product ranges to include more fresh, organic and environmentally friendly products, to widen their appeal to
larger consumer segments.

@  HEALTH AND WELLNESS 6 A TREND WITH LONGEVITY

In the 1990s, the wellness wave was introduced in the German marketplace. Since
then, wellbeing as a lifestyle and marketing concept has grown in importance as the
German population ages. Wellness is shaping food markets worldwide and in a
particularly strong manner in Germany. While health becomes a status symbol for the
newly old, the number of young people who are interested in preventing illness has
also shown growth. Consumers increasingly recognize the importance of maintaining
their physical and mental health, which has driven sales of wellness-linked foods such
as natural products, organics and nutraceuticals, which show substantial growth in
recent years.

Source: Mintel

According to the German Allensbach Demoscopic Institute, the number of people concerned about their health is growing in
Germany. A 2001 survey indicated that 27% of interviewees said their way of living reflected awareness of health issues; by
2007 this number had grown to 33% (Euromonitor).

The Ger man media has been reporting health or wellbeing inf

natural products. As more Germans become aware of health issues, demand for health-benefiting products increases
overall among all consumer segments within the German population, regardless of income levels.
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HEALTH AND WELLNESS 8 A TREND WITH LONGEVITY (CONT.)

Food manufacturers are also affected by this increased interest in wellbeing as they are forced by

massive international health campaigns to rethink their offering, and produce and sell healthier food.

Menu sales under brands such as Weight Watchers have also grown in popularity and are building a

solid consumer base in German retail due to their perceived image as modern, high in quality and
healthy.

Faced with a |l ow birth rate and insuffici
continues to age and shrink. The effects of this will include increased value growth in
organic foods as well as vitamins and supplements typically not found in food.

Conversely, the growth in demand for fast food and ready-made food, at the

expense of home cooking, has caused a nutritional shift in Germany, leading to an
increase i n high chol esterol, obesity an
population were counted as obese (defined by a body mass index above 30), up

from 11.2% in 1995. Germans are still below the Consumer Lifestyles Country
average for obesity (15.5% in 2007), but ¢t}
A watchdog organization in Germany stated -
a year on slimming aids, most of which are damaging to the health; however, as

: more Germans feel strongly about preserving their health and wellbeing,

Source: Mintel opportunities become available for health-oriented agri-food suppliers.

In the medium and long term, there will be an increased demand for clearer information and personalized support for food
consumption. Paying attention to consumer needs, desires and habits will become key for Canadian companies to stay
ahead in the dynamic health market.

Germanyds Aging Popul ation

As is the case with all EU countries, the proportion of the elderly in Germany will continue to increase well into 2020. A
Euromonitor study shows that the number of people over 65 is predicted to increase from 16 million today to 22 million in
2030, rising to about 23 million by 2050; this implies that one in three people living in Germany may be over 65 and that
only one in six is under 20, compared to 2007 when there were equal numbers in both generations. Moreover, the overall
size of the population in Germany will continue to decline, even as the ranks of the older generations increase.

As a result, the next decade will be led by the baby-boomer generation (born between 1946 and 1962), who will dominate
events in the health sector. This generation is one of the fittest and healthiest observed in German history. This can be
linked to the degree to which the German population attributes importance to health and wellness. More than half of
German baby boomers believe they are in good health and feel up to 10 years younger than they are.

With 27% of the total population in Germany, baby boomers are the dominant consumer group influencing the market. With
an average monthly net income of 02,683 this generation |is t
is family-oriented and fond of consuming.

As a result, over the medium-to-long term there will be an increasingly affluent section of the population that enjoys spend-
ing money. Multiple studies have shown that price is not the main buying criterion for this age group. First, aging Germans
look at the brand and then consider the quality of the product; this does not exclude the possibility of them looking at dis-
count brands or at the production and sourcing mechanisms.

If the population were to increase in Germany through increased birth rates and immigration, the current forecast of the
median age may be lowered in the near future. The result could be a slightly younger consumer market than predicted.
Nonetheless, many of the over-50s are enjoying better health than previous older generations; therefore, they share some
consumer interests with younger age groups.

The combination of this age groupébés economic power and gr owi
for Canadian companies. Healthy, often organic food is a priority for this group, as well as vitamins and food supplements,

herbal teas and self-medication products. Suppliers of fortified and functional foods containing dietary supplements, as well

as yogurt with fiber, juices with extra vitamins and herbal remedy teas will also benefit from the aging population.

Obesity is on the Rise
Due to a | ack of physical exercise among young German consul

statistics are not as staggering as those of the United States (US) or the United Kingdom (UK), there will be a growing
emphasis on the topic of youth obesity.
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@ HEALTH AND WELLNESS 6 A TREND WITH LONGEVITY (CONT.)

Obesity is a problem primarily in the tweenager age group. Tweenagers range from 10
to about 13 years old, with some industries including children as young as six.
Nonetheless, Germany still has a high share of mothers who cook at home or at least
provide food for their children, with 30% working part-time and 40% not working at all
(Euromonitor). A combination of fast food chains adapting to the wellness trend, and the food and catering
sectors demonstrating improvements in the health of their products makes obesity a less urgent problem in
Germany.

Source: Mintel

Table A Obese Population in Germany vs. CLIFE countries

% of Population aged 15+

1995 2000 2002 2004 2006 2007
Obese Population (BMI 11.2 11.9 12.6 13.3 14.0 14.3
30kg/sq m or more)
Average of CLIFE 115 131 13.6 14.4 15.2 15.5
Countries
Source: OECD, International obesity taskforce, Euromonitor International
Note: Data are for Population aged over 15 years

Closely related to the rise in obesity is the large number of people with diabetes i Germany currently ranks 5" in the world
for cases of diabetes with 7.4 million individuals with the disease. This rising concern, for both obesity and diabetes, creates
opportunities for Canadian suppliers to focus on offering German consumers healthier options in order to address specific
health matters.

Quality Baby Food Gains Popularity

As a result of a more health-conscious population, mothers are paying more attention to the content and quality of the food
they feed their children. Hipp, a leading baby food producer in Germany, has experienced very positive growth levels in
recent years, indicating that parents, despite a general trend toward a falling number of births, are spending more money on
fewer babies.

When it comes to children, German consumers are even morne he
needs. Mar ket growth in baby food and baby care products h
success has been linked to the quality and organic nature of its baby foods.

Brand loyalty is not as strong in this sector, as German parents are open to trading brands, if there is a clear and tangible
advantage in the quality and benefits of the baby food offered. The time limitations experienced by parents due to longer
work hours and busier lifestyles have also resulted in a stronger demand for convenience, which is identified as another key
factor likely to help boost value growth in this sector.

Demand for Healthy Pet Foods Rises despite the Economic Downturn
As birth rates decrease, pets are becoming more and more important in German households. These animals are usually
treated with great affection, extending to the purchase of better quality food and pet care. Trends in health and wellness

have therefore affected this sector, as well acting as a factor in pet food purchasing decisions and driving premiumisation.

According to Euromonitor forecasts, the Western European market for pet food and pet products will be worth almost US
$24.5 billion in 2009, accounting for nearly one third of global sales.

As a result of the growing sales in this sector, German pet superstore giant Fressnapf opened its 1000™ store in Munich in
June 2009. Germany has been described as saturated with pet
pet foods experienced a drop in sales since the economic downturn. Non-organics have remained unaffected.

Overall, pet food is expected to rise steadily in 20099 private label brands will also see growth as German consumers
continue to be price-sensitive as a result of the economic slowdown.

Future Prospects for Organics

Organics is an important food sector in Germany. As the health and wellness trend intensifies, organics become
increasingly popular among consumers for all commodities.
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@ HEALTH AND WELLNESS 6 A TREND WITH LONGEVITY (CONT.)

Germany has been | isted as Europebés most dynamic
sales according to IRI GfK Retail Services. Over the past two years, there has been extreme growth in
organic products in Germany, with organic stores opening across the country. Food retail chains have
also profited from the boom by offering consumers their own organic product ranges, which in turn has

led to all the food retail chains establishing their own organic lines.

m

Although organics have shown strong growth in recent years, organic supermarkets Alnatura and Basic, both leading
chains in the country, reported falling revenues in 2008. This is due, in essence, to an increasingly competitive and
price-sensitive market as a result of the economic downturn.

Due to the global increase in food prices, the boom in organic foods, while still growing, appears to have slowed. According
to reports from Zentrale Markt-und Preisberichtstelle (ZMP), the official German agricultural research company, the recent
economic crisis with the accompanying inflation slowed growth in the organic sector to 4% in the first half of 2008,
compared to 20% in the previous half year. Although this trend is likely temporary, the organic food industry will have to
contend with the nationds natural tendency toward saving on

A New Vegetarian Boom

Another trend in Germany is the growing popularity of vegetarian foods as more and more Germans tune into
environmental and health issues and become turned off by meat.

Rising meat prices have served as a driver of global food price inflationd although meat suppliers have worked hard to
make meat more appealing to consumers through a variety of cheaper cuts and selections, German consumers have still
chosen to cut down on meat consumption.

Earlier in 2009, Germanyds Federal
consumers to eat meat only on special occasions for environmental and
health reasons. According to Euromonitor statistics, meat consumption in
Germany has in fact decreased by 2% in the past year and there are no
signs to lead suppliers to believe this trend is only temporary. As Germans
slowly move away from meat-centered diets, opportunities for meat substi-
tutes and packaged vegetarian foods develop.

Increased meat prices and a subsequent reduction of meat consumption
have already begun to influence the consumption of meat substitutes.
Soy-based meat alternatives have proven to be the most popular in
Germany with sales of US $16 million in 2007.

Chicken on the Rise Source: Mintel

The economic downturn has not only encouraged the vegetarian boom, but among meat eaters, has influenced consumers
to buy cheaper cuts or seek alternatives. The least expensive meat option for consumers today is chicken which, in 2008,
demonstrated noticeable growth to the detriment of beef and pork consumption. In Germany, volume sales of fresh beef
and veal declined by 3%, while poultry rose by 4% (Euromonitor). Even within the chicken category, most consumers have
begun opting for cheaper cuts as well as dark poultry meat, which was identified as the favorite among consumers due to its
high iron content and flavor.

Opportunities for Functional Foods

The trend toward a healthier lifestyle has influenced vitamin and dietary supplement sales patterns. These items are often
viewed as artificial and non-natural which has created opportunities for suppliers offering foods high in vitamins. The
strongest performance in supplements came from single vitamins, which are difficult to obtain in natural foods. Moreover,
despite the general expectation that increased health consciousness would lead to increased consumption in this sector,
consumers may increasingly turn to more natural options such as fresh foods, functional foods, and herbal teas.

Exploring Personalized Nutrition
As a result of the importance attached to health and wellness, as well as the need for differentiation and innovation in
Germany, manufacturers will be required to invest in creating new and exciting functional foods and drinks in the near

future. Moreover, industry players will need to be future-focused and must review the potential benefits of opportunities
presented by developments in nutritional science.
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@ HEALTH AND WELLNESS 6 A TREND WITH LONGEVITY (CONT.)

Increased attention paid to health and individualism is driving a desire among consumers for products,
services, and experiences that cater to their specific needs and identities. Personalized nutrition can be
perceived as an emerging, potentially influential trend as consumers become more interested in
sophisticated and effective forms of nutrition.

A survey conducted by Datamonitor in 2008 indicates that 50.5% of German respondents are influenced by health benefits

when purchasing food and beverage products. Further, the same survey suggests that 82.2% of German respondents

attach importance to individuality and self expressiond these results being noticeably higher than in other surveyed
countries. Using products and services designed for the <co
German respondents revealed this to be important. Many German consumers feel overwhelmed with the choices available

to them in grocery stores (48.3%), therefore creating an opportunity for manufacturers to grasp their attention through
personalization.

Another study conducted by Datamonitor identifies the value of the functional foods and drink market in Germany at US
$1,982 million in 2007 (Appendix 3) and predicts that this value will increase by almost 30% by 2012, as indicated in table 5.
Germany is among the most prominent market for this sector, its market value was the sixth largest among 15 evaluated
countries in Europe, the US and Asia Pacific.

To date, a number of food and beverage trends overlap with personalized nutrition. However, this trend has recently
evolved to include nutritional science involving genetics. Although some consumers are still skeptical as to the effectiveness
of personalized nutrition, this trend will eventually allow manufacturers to produce food and drink products that cater to
individual consumer nutritional requirements, aspirations and preferences.

Innovative approaches vary from offering functional food and drinks with antidotes for health problems faced by consumers,
to targeted food and beverage solutions designed for specific age, gender, or occasion-segmented groups.

Given the growth of aging populations and escalating levels of obesity in Germany, the personalization trend offers
manufacturers a significant growth opportunity to market targeted food and drink products to a wide range of consumers.
Food and drink is becoming a more important way of living healthily, which in turn creates significant opportunities for
Canadian functional food and beverage manufacturers, as consumers demonstrate a desire to eat more nutritiously or to
compensate for lifestyle habits that contribute to poor diet. Dieting is often believed to only work for certain people, creating
an opportunity for personalization, whether based on lifestyle, ethnicity, blood type or genetics, in order to increase the odds

of success. fiPersonalized diets will have replaced 20th |cent
Perspectives for Food conference, held by the European Commission's Directorate-General for Research in Brussels in
April 20070(Datamonitor).

Successfully branding personalized products requires having the consumer perceive the product as possessing unique
values which match their needs more closely. Personalized nutrition can be viewed as an important component of
future-focused food and beverage branding (Appendix 4, lists the drivers and inhibitors impacting the potential success of
personalized nutrition).

Nutrigenomics 1 An Innovative Platform

Functional food and drinks are formulated to offer specific health and wellness benefits to targeted groups of consumers.

This sector has increasingly gained popularity in Germany, as figures have shown. Manufacturers and retailers have
responded to consumers6 increasing sensit
intolerances, as well as to the trend toward the individualization of tastes and

flavors.

Studies in nutritional science have proven that all individuals have average

dietary requirements. However, advancements in this sector have led
researchers to recognize the effects of genetics in relation to food consumed for

the purpose of weight management, nutrition and general health. This science,

known as nutrigenomics, seeks to understand the impact of dietary patterns and

intakes on the functioning of genes; therefore it uncovers the cause and effect
relationship between food and health. Studies can be used to identify innovative

nutritional products that can be marketed to provide a variety of targeted health
benefits based on a personds genes (Datam

Source: Mintel
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@ HEALTH AND WELLNESS 6 A TREND WITH LONGEVITY (CONT.)

Leading nutrition-focused companies such as Danone, Nestle, Gene Smart Health and Well Gen have
already begun exploring opportunities in nutrigenomics individually and through alliances. In addition,
larger players in the market have created alliances such as Nestle and GE, as well as the National
Research Council (NRC), Alberto Santos Dumont Association for Science (Brazil), and the Swiss
Federal Institute of Technology (EPFL) who are collaborating in their research. Research findings will allow for the
development of a variety of food and beverage applications "to meet consumer needs at all ages and stages of
life" (Appendix 5 lists the available opportunities of personalized nutrition). In anticipation of growing wellness market oppor-
tunities in the near future, these players have chosen to invest in nutrigenomics in order to enhance their positions in the
marketplace.

Nonetheless, the niche for consumers who need personalized nutrition in food and drink is not a mass market; therefore,
innovation in this area is unlikely to be vast. The con/sume
product, as well as sustainable concerns, may hamper consumer adoption and deter manufacturers and suppliers.

However, as the need for differentiation increases, a need
identity of the target consumer will become increasingly popular. Manufacturers and retailers have already begun moving
from traditional fifeatures and b e n-ed éxpesedcedmesad bendfits forgconsumerc r e at e

o ECO-TRENDS

German consumers are concerned about the environment; this trend has the potential to affect food choices in Germany.
Hand in hand with the health and well-being trend, German consumers have begun to associate environmentalism and
ethics with a higher quality of life. Studies have shown German concern for the environment through evaluations of actions
related to energy conservation, such as the reduced central heating, the adoption of solar energy, as well as their
willingness to put electrical equipment on standby and to separate and

recycle household waste.

In addition, a survey was conducted by Datamonitor Group in 2008, revealing
that 41% of German respondents felt it was important to live an ethical or
sustainable lifestyle (Datamonitor). The same survey indicated that 77% of
German respondents assigned much importance to protecting the
environment. These results clearly identify an area of opportunity for

Canadian suppliers prepared to invest in offering the German population
sustainable products and ethical packaging methods and processes.

Environmental technology is turning out to be the growth market of the future;
the Environmental Technology Atlas from the Roland Berger consultancy
indicates that environmental technology will make up 16% of German
industrial production by 2030 i representing a fourfold increase since 2005 i
as Germany has become the world's leading exporter of environmental tech-
nology (Euromonitor). The country is also accelerating its efforts to become
the worldés first industrial power t
the German population that the preservation of the environment is essential.

Source: Mintel

Despite the downturn, companies are still eager to be perceived as environmentally-friendly. Eco-claims made on new food
and non-food packaged goods from around the world have nearly doubled in the last two years, according to Datamonitor.
While green technology generates positive and optimistic feelings about the future, Germans have met genetic engineering
in agriculture with strong resistance, generating opportunities and challenges for Canadian companies to gain competitive
advantage in the worl dos-fobdarrtie@eatfuturemport mar ket for agri

Packaging /Branding of Food
In Germany, multiple anti-pollution measures have already been introduced, signifying that Germany is a country where a
large proportion of the population is already aware of environmental issues and is required to act to protect the

environment. Advertising campaigns are regularly launched to stimulate environmental awareness and motivate consumers
to actively take part in the recycling process.
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B ECO-TRENDS (CONT.)

Packaging has an impact on the environment. While the major consideration of packaging used to be
product protection, easy storage and transportationd it now must take into account
environmental-friendliness, due to increased regulations and laws on waste management in Germany.
Packaging companies today pay more attention to the resources used for production processes and to
reducing the greenhouse effect.

A survey conducted by Datamonitor in 2008, suggested that 46% of consumers in Germany agreed that they actively seek
out environmentally friendly productsd these results raise the idea that packaging can provide an added 'ecoi feel-good
factor' by minimizing environmental impacts. It is also important to remember that packaging plays a communicative role.
Agri-food industry players should effectively use packaging as a communication vehicle to demonstrate a brand's ethical
and environmental credentials.

The importance of ecology in the issue of sustainable packaging should not be underestimated, as it is the prime driver of
concern and action among consumers. With growing ecological awareness, there is an increasing expectation for
packaging with minimal environmental impact.

Ethical Food

In keeping with the health and wellbeing trend, eating within environmental limits is seen as the way forward. In the face of
global warming and food shortages, eco-nutrition has emerged as a trend. The concept of eco-nutrition is connected to
raising awareness among consumers about food miles, carbon footprints, and the environmental impact of air freighting as
well as global food and water shortages. These issues are beginning to affect consumption patterns, particularly within the
already sizeable health and wellness consumer segments found in Germany.

Carbon trading was initially devised to enable companies and countries to meet Kyoto treaty requirements. Today however,

wealthier consumers increasingly want to participate in reducing carbon emissions through selective consumption in order

to mitigate gl obal war mi ng. Gl obal warming is strengthenin
increasingly affect buying behavior globally.

In 2008, the Potsdam Institute for Climate Impact Research (PIK) and THEMA1 launched a pilot project in Germany with
the intention of developing international standards for calculating and communicating product-associated greenhouse gas
emissions to the general public. This project would eventually facilitate the collection of data indicating potential emission
reductions, as well as communicate best practices with regards to the marketing of climate-friendly products (WIPAK).

The main objective of the pilot is to provide recommendations for the ongoing development and international harmonization
of production methods and standards. In the medium and long term, the goal is to be actively involved in the international
debate on carbon labeling of products, due to the need for consumers to gain factual information and make
climate-conscious buying decisions.

Studies indicate that the food industry will actively support the reduction of greenhouse gases associated with climate
change. The chairman of the Federation of German Food and Drink Industries stated that the percentage of greenhouse
gas emissions occurring during food production is already relatively low. However, all areas involved in the overall life cycle
of food products, such as agriculture, food processing and packaging industries, wholesale, retail, transport and consumer
consumption should be examined in order to identify a viable emission reduction potential.

o CONVENIENCE IS A MUST

Busy lifestyles and long working hours have meant that German residents have less
time to cook at home. As a result, consumers are looking for meal options that are

convenient, as well as healthy and affordable.

The convenience trend and the growing demand for health and wellness products in
Germany have resulted in continuous growth in the ready meals and packaged food
sectors, while also affecting the foodservice industry, as consumers increasingly
appreciate the convenience of take out meals.

T

Source: Mintel
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CONVENIENCE IS A MUST (CONT.)

Growth of Ready Meals

In 2008, retail sales of ready meals increased by 4%. The highest sub-sector growth continued to be

chilled ready meals, with a 21% growth rate, due to their healthy image (Euromonitor). Frozen ready

meals maintained their position as the largest sub-sector in Germany, having already gained popularity in the market, due
both to convenience and nutritional value.

Key national brands and private label products continue to dominate the German marketplace thanks to competitive pricing,
brand loyalty and trust; however, Canadian suppliers have already shown potential growth in this sector, with ready meals
accounting for 5% -fobdaizea@a axpmststd @ermany. agr i

Price increases since the economic downturn have resulted in a decrease in volume growth, particularly in the chilled pizza
and prepared salad area; however, studies indicate that the drop is a result of the novelty wearing off, as opposed to the
downturn. Increased prices have nonetheless resulted in a higher sales growth in value terms in this sub-sector.

German consumers have opted for more traditional ready meals such as Italian and Asian mixes in the past. However,
exotic dishes, such as Thai Green Curry and Indian Tandoori, are gaining in popularity. Vegetarian dishes have also proven
to be popular as German consumersd® move away from excessive

Organic options still remain important in the ready meals sector as the health effects of pesticides and genetic modifications
to food are heavily discussed and important to German consumers. Moreover, products with low fat and sugar content, no
additives and, ideally, 100% organic ingredients are expected to grow to take on a significant share of the ready meals
sector in Germany.

In the competitive landscape, the leading company in ready meals continues to be Dr August Oetker Nahrungsmittel KG

with 14% of current value share. Other important players are Wagner Tiefkuhlprodukte GmbH, with 12% of value share and
Gartenfrisch Jung GmbH, Germanyodés | argest producer of prepalt
for 36% of value share in the German marketplace, as a result of the significant range extensions in ready meal offerings
(Euromonitor).

Sales are forecast to increase in the coming years in this sector, as consumers believe that buying ready meals is cheaper
than buying all the single ingredients for a homemade meal. However, increased supplier costs may result in increased
prices, which will not be well-received by price-conscious German consumers.

Meal Replacements on the Decline

I'n Germany, consumers perceive meal replacements as unnatur a
replace meal replacements with more natural methods for losing weight, such as choosing to eat healthier alternatives and
increasingly paying attention to low-calorie ingredients found in packaged foods. Even though the global economy

continues to face considerable uncertainty, thus far, the impact on the packaged food industry appears to be fairly limited.

Wei ght reduction and sl i mioirnyrogu, pi |Hasdeadyasal vagants hawe chalerngedtntea r
replacements and taken on an increasingly important role in weight loss.
Nonetheless, the German obsession with naturally healthy and organic foods
will always hinder the growth of meal replacements, which are not expected to
see growth in the near future, but rather a decline in volume sales.

Foodservice Sector

Despite the increased Value Added Tax (VAT) and a ban on smoking in
restaurants in Germany, the foodservice industry saw growth in 20076
however, due to the downturn, the foodservice industry has suffered in 2008.

Conversely, the growing demand for convenience has had a positive effect on
the fast food service industry as more German consumers lack the time to
prepare meals at home. Although independent operators continue to dominate,
national and multinational chains have a significant presence in the German
marketplace. Leading players promote their foods and offer low prices, making
their venues appealing to the consumer.

Source: Mintel
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