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INTRODUCTION

The single most powerful lever available to both optimise human health and environmental sustainability is food. However,
food itself is currently threatening the planet and its people (Willett et al., 2019). In supporting a growing population,
humanity is faced with an immense challenge of how to feed people healthy diets from sustainable food systems.

Mounting evidence shows that red meat is by far the single biggest contributor to climate change and environmental
degradation within food supply chains (Marlow et al., 2009; Machovina et al., 2015; Clark, M. & Tilman, D., 2017). In addition
to contributing to environmental degradation, red meat also threatens our health. It has now been well-established that

over consumption of red meat is linked with risks of heart disease, type 2 diabetes (Micha et al., 2012), stroke (Kaluza et

al., 2012), cancers (IARC Working Group on the Evaluation of Carcinogenic Risks to Humans, 2018), and all-cause mortality
(Zheng et al., 2019). In 2015, the World Health Organisation announced that consumption of processed meat is “carcinogenic
to humans” and that consumption of red meat is “probably carcinogenic to humans” (WHO, 2015). Concern around the
environment and health effects of red meat has led to a growing number or people attempting to reduce their red meat
intake. This demand has seen rapid growth in the meat substitute category now the third fastest growing category in plant-
based foods behind milk and dairy plant-based substitutes (Good Food Institute, 2020).

Beyond Meat (BYND) has developed a plant-based meat substitute that closely resembles the flavour and mouthfeel of
animal-based meat and has seen a rapid rise in the popularity of its products in recent years. Analysing BYND gave us
several challenges outside of normal company analysis. We needed to understand the science behind the health effects,
environmental benefits, and demand drivers of plant-based meat substitutes and also to understand these factors in the
context of animal meat. We then needed to discern the longevity of the trend to these substitutes with the rapid rise in
competitors entering the space and form an educated view of how BYND would perform in this environment over time.
There was also an issue of discerning the materiality of a legal case involving Don Lee Farms and the IP of BYNDs burger.
This report focuses on our approach and findings to these challenges.

Sustainability Thesis

Globally, one in five deaths are associated with poor diet. These

deaths are caused by insufficient amounts of whole grains, fruits,

nuts, and seeds and are exacerbated by high levels of trans

fats, sugary drinks, red meat, and processed meat (Ashkan et
al., 2019). In its current state, global food production threatens
climate stability and the viability of ecosystems and is the single
largest contributor to environmental degradation. Together, the
health and environmental effects of the status quo are dire and
in urgent need of transformation (Schmidt-Traub et al., 2019).
Without action, there is a real risk the world will fail to meet the
UN Sustainable Development Goals (SDGs) and our children will
inherit a world severely deteriorated where many suffer from
preventable disease and malnutrition (Foley, et al., 2011; Poore &
Nemecek, 2018; Willett et al., 2019).

Red Meat Consumption Single Biggest Target

In tackling both the health and environmental issues at play,
reducing red meat consumption represents the biggest single
target in achieving real progress. A mounting body of research
links red meat consumption, in particular, to increased risks of
heart disease and type 2 diabetes (Micha et al., 2012), stroke
(Kaluza et al., 2012), many cancers, especially colorectal (IARC
Working Group on the Evaluation of Carcinogenic Risks to
Humans, 2018), and all-cause mortality (Zheng et al., 2019).

As research intensifies into gut microbiota and the effects of
dysbiosis it has been found that the consumption of compounds
found in red meat can increase the prevalence of harmful
intestinal microbes. For example, L-carnitine, a compound found
mostly in red meat, promotes the growth of microbes that
produce metabolites found to increase the risk of developing
cardiovascular disease and inflammatory bowel disease (Kowth
et al, 2019).

In regard to environmental effects, ruminant meat is a standout
contributor. Beef is particularly land-intensive, due, in part, to
the slow reproductive cycle of cattle and their inefficient feed
conversion compared to other meats (Nijdam et al., 2012).
With few exceptions, more water, pesticides, and fertilisers are
needed to produce the same amount of calories and protein in
meat compared to plant foods (Marlow et al., 2009). Livestock
production also contributes more to biodiversity loss than any
other food source (Machovina et al., 2015). Figure one below
examines the environmental impact of various food groups on a
per kilocalorie basis as researched by Clark and Tilman (2019).
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Figure One. Environmental impacts of food groups per kilocalorie (Clark, M. & Tilman, D., 2017). Metrics given are
greenhouse gas emissions, land use, energy use, acidification potential (Acid. Pot.) and eutrophication potential
(Eut. Pot.). The bars represent means and standard errors. Trawl! Fishery = bottom-trawling fisheries; NT Fishery =
all other fisheries (e.g. line, purse net, seine net, etc), Recirc Aqua = recirculating aquaculture; NR Aqua = non-
recirculating aquaculture (e.g. pond, net pen, flow-through, etc).

As can be seen in figure one, ruminant meat is a standout contributor in every category, far above other meat types and much
greater than plant types.

EMERGENCE OF MEAT SUBSTITUTES

Sales of plant-based meats in the United States grew 40% from 2017 to 2019 and is accelerating with the category rising 57% year
over year to June 2020, according to SPINS data. In Europe, the meat alternatives sector has grown 451% in four years between

2013 to 2018 (Transitions to Sustainable Legume Based systems in Europe, 2018) and in Asia the sector is growing rapidly too. In
China, meat alternatives grew 35% from 2015 to 2019 and across Asia was up 19% over the same period (Yee, 2020). We expect sales
velocities to increase in Asia and advanced meat substitutes are only just now moving into the region.

The number of different brands and products entering the category is rising rapidly to meet accelerating demand. This is to be
expected and encouraged for four main reasons:

1. The current global meat market is worth around $1trillion USD per year (Gerhardt et al, 2018). For a significant portion of the
global population to move away from animal-based protein, a number of substitute players will be required to service demand
in the market.

2. Tastes preferences amongst people are nuanced and a variety of players in the market can provide a multitude of flavours to
meet that diverse demand. The goal for many will be to develop their own flavour varieties. For example, BYND and Impossible
Foods (IFDS) have created burgers resembling the taste and mouthfeel of beef with distinctly different flavours and yet there
are significant portions of those surveyed that prefer one to the other.

3. More players help to grow the category. As diversity of meat substitutes increases and the sector begins to appeal to a wide
range of taste and health profiles, more consumers are drawn to the category. As the category pulls more consumers away
from animal-based meats, spending within the category grows benefiting it as a whole.

4. Different products will dominate in different regions. For example, in China there is a particular flavour preference within
the pork category distinct to that region. In the US, the largest market is for a product that closely resembles the taste and
mouthfeel of beef.

Demand for Plant-based Meats Driven by Four Main Factors

An internal literature review at Blue Oceans Capital covering numerous journal articles highlighted four main drivers of consumption
of plant-based meats. Taste was found to be by far the highest contributing factor followed by health, price, and finally environment
and ethics. There are two standout products that most closely match these requirements, BYND and IFDS. Using available research
and our own testing we reviewed these two products against the criteria as shown in Figure Two overleaf.
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Figure Two. Current status of BYND and IFDS against the requirement of consumers of four main demand

drivers. Source: Blue Oceans Capital internal research.

Taste

Taste needs to closely resemble the flavour and mouthfeel of
real meat. This is by far the most important category. IFDS is
preferred by 60% of respondents over BYND (40%) where
comparison testing is done between the two options. IFDS more
closely resembles the meaty taste of real meat, however it has

a distinct smokey flavour that some people don’t prefer. BYND
has a mouthfeel that more closely resembles animal meat but a
taste that resembles more plant-like flavours and is less meaty
than IFDS.

Health

In general, plant-based meats have intrinsic benefits over animal
meats in that they are free of zoonotic diseases, hormones,

and antibiotics. Consumers demand that alternative meats

be at least as healthy if not healthier than animal meat. They

are particularly concerned around saturated fat and sodium
levels. BYND has less saturated fat than IFDS and animal meat.
BYND has less sodium and more fibre than IFDS however

both have far more sodium than animal meat and this remains
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a point of contention amongst nutritionists. The key benefit

of BYND over IFDS in regards to health, is that it does not
contain any soy, genetically modified (GMO) ingredients and
particularly Heme Iron that are found in IFDS. Consumption

of Heme Iron has been linked with Colorectal cancer (Seiwert

et al., 2020) cardiovascular disease (Minghui et al, 2020 ) and
all cause mortality (Etemadi et al., 2017) which greatly lowers
the health score of IFDS. Some studies are now being done on
the health effects of eating plant-based meats with one being
published recently. In August 2020, Crimarco et al. conducted a
randomised trial of the effects of eating plant-based and animal-
based meat. They studied the effects of trimethylamine-N-oxide
(TMAO) and other cardiovascular disease risk factors in healthy
adults consuming plant-based meat substitutes as opposed

to animal meat. The results found that those fed plant-based
meats had improved several cardiovascular disease risk factors
including TMAO and that there were no adverse risk factors
associated with eating plant-based meats over the trial period.



Price

The plant-based meat category is price sensitive and the higher price of these products compared to animal-meat is holding back
their sales potential (Sha & Xiong, 2020). Both IFDS and BYND are close to achieving price parity with animal meat but are still
marginally higher in the US where their manufacturing occurs. All products shipped outside of the US are much more expensive than
animal meat in those regions, in some instances twice as much. It is expected that when prices match and become cheaper than
animal meat, consumption will greatly increase. Price decreases are expected to come with scale efficiencies in manufacturing and
supply chains over the coming years.

Environment and Ethics

Environment and ethics are of concern to consumers, however, the factors above must be satisfied first. Both IFDS and BYND rank
similarly in providing a significant benefit. IFDS uses 96% less land, 87% less water and 89% less greenhouse gas emissions. BYND
uses 93% less land, 99% less water and 90% less greenhouse gas emissions (Newburger & Lucas, 2019) as shown in Chart One
below.
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IFDS beats BYND in regard to the most important factor, taste. BYND performs better than IFDS for health and both score equally
for price and environment. To say one is the overall winner would be misleading as the reality is not a binary decision. A significant
portion of the population prefer the taste of BYND over IFDS and a significant portion will choose BYND based on health concerns
even if they prefer the taste of IFDS. Our analysis of the data indicates BYND will maintain a significant portion of the meat
substitute market.

OTHER COMPETITORS ENTERING THE MARKET

As mentioned above, many products from various brands have been launched to satisfy the new demand for plant-based meats and
more are coming to market every month. However, creating a product that closely resembles the flavour and mouthfeel of real meat
is very difficult, as is creating a global supply chain and achieving meat price parity. Our understanding through research is that IFDS
and BYND are in a league of their own in satisfying these demands. As they are established in the meat shelf and become a trusted,
regular purchase by consumers, we feel these brands will take the first mover advantage, particularly when it comes to western
tastes in beef and possibly chicken.

LITIGATION INVOLVING DON LEE FARMS VS BYND

In May 2017, Don Lee Farms, a previous manufacturer of BYND’s burger, filed a complaint against BYND asserting breach of contract,
misappropriation of trade secrets, unfair competition and unpaid invoices. Of these claims, in our opinion, the one that could
represent a material threat to BYND is misappropriation of trade secrets. The trial is set to begin in June 2021.

Don Lee claims that the process for manufacturing BYNDs burger product was developed in consultation with Don Lee and utilised
its IP and that by breaking the manufacturing contract with Don Lee and moving to another manufacturer, BYND took with it IP
belonging to Don Lee.
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Our analysis indicates that BYNDs core IP in producing woven
protein through heat, rapid cooling and pressure was developed
over the years before its relationship began with Don Lee. We
have doubt that Don Lee could have contributed significant IP in
the development of the product for four main reasons:

1. Don Lee has failed to produce a quality meat substitute of
its own attempting to roll out its “Better Than Beef Burger,”
that does not match taste and texture BYNDs product.

2. BYND brought much of its own equipment designed
specifically for production of woven protein to Don Lee’s
facilities on commencement of co-manufacturing.

3. BYND has continued successful iteration of the product in
the years after manufacturing with Don Lee.

4. BYNDs product is now significantly different than what it
was in 2017 adding to the difficulty of Don Lee claiming a
substantial stake in the IP of BYNDs current product.

BYND Revenue Growth and Funds From Operations
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For these reasons we believe Don Lee will not be able to clearly
assert that it provided significant IP in the development of
BYND products. Whilst other claims by Don Lee may prove
successful, such as money owing from unpaid invoices and
breach of contract, we believe the settlement of these cases will
be immaterial to BYNDs operations.

BYND SHOWING EXCEPTIONAL
GROWTH WITH EARLY CASH FLOWS
FROM OPERATIONS

Since launching in 2016, BYND has seen revenues grow from
$16m USD to $300m USD in December 2019. In FY2019 the
business returned positive funds from operations for the first
time. It has achieved this even amongst what is probably going
to be the most capital-intensive years of the business as the
company pursues rapid global expansion whilst scaling up
manufacturing capacity.
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Chart Two. BYND revenue growth and funds from operations from 2016 to 2019 ($M USD).

It should be noted that during this time BYND was the only real
option on supermarket shelves offering a product that truly
acted like a meat substitute. IFDS is now rolling out though
supermarkets around the US and this will give consumers real
choice in the category for the first time. We believe BYND will
continue to hold and grow significant market share due to the
factors outlined above and also due to four important trends
driving its growth.

1. Consumers demand diversity in foods. Shoppers active in
the plant-based meats category will consume a diverse
range of products and not just one brand or flavour.

They will likely purchase from multiple brands within the
category each week or month as they enjoy a diverse range
of flavours and products.

2. More households are buying BYND products.
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3. Average spend per household of BYND products
is increasing.

4. Repeat purchases are increasing.

It also needs to be noted that US household penetration for
BYND is still only at 4.9% and repeat purchasers stand at 50%
in June 2020 versus the sector at 20 - 40%. BYND is barely
scratching the surface in penetration outside of the US having
only recently entered Europe, China, and Brazil.

Partnership Manufacturing Will Yield Substantial Margin Gains

BYND meat currently has a return on invested capital (RIOC)
of 5% which is extraordinary given that the company is likely in
the midst of the highest spending years of its life as it grapples
with upscaling manufacturing capacity and rapid global rollout.
BYND has a capital-light model of manufacturing woven
protein at its own factories and then shipping that protein



to a distributed network of global manufacturing partners who add flavour and nutrients depending on local tastes. We believe
this model will yield significant margins as it minimises BYND’s internal manufacturing requirement to their core IP while utilising
the existing facilities of global partners to complete products close to where they’re being consumed. Over the next 2 to 3 years
we would expect BYND to maintain a low ROIC while significant investment is made to support growth and the company’s goal
of underpricing animal meat. After those hurdles, and as supply chains gear up in meeting this new demand for plant protein, we
expect the company to exhibit substantial ROIC.

Conservatively Capitalised
As of June 2020, BYND has $222.3m in cash and short-term investments and $50m of debt in a revolving credit facility. Total shares
outstanding and has been largely flat over its period as shown in Chart Three below.

BYND Total Shares Outstanding
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As the company matures and begins to produce significant cash flows from operations post the current growth phase, we expect
substantial gains will be made by long-term shareholders as those cash flows find their way to equity holders through an increased
valuation brought about by rising earnings per share and retained earnings.

VALUATION

In the second quarter of 2020 our assessment of distributable earnings for the company came in at approximately $11m USD
giving us a fair valuation at $130 per share in the current status of the business. Considering the potential for BYND to improve
margins, even while decreasing the selling price of its products, and to increase the number of different products and volume sales
of products, we felt the opportunity to enter a position at that valuation was compelling. We opened our position in BYND on the
15/09/2020 at a price of $144 per share as shown in Chart Four below.

BYND Stock Price Since IPO and Entry Point

200
Chart Four. Blue Oceans
150 entry point into BYND on
the 14/09/20 at $144.
100
50
0
6@6&’@@6@0@6@0‘96&6‘9&0@9@9@6&@6@
AP LA LI AR IR A AN @ oV v o
‘o Qb Q Q% @ ’\- ’l ¥ ”l- "'7 Qb- Q‘o Qb Q‘b @
R P R g g R ) g T P P T g L g

Q BLUE OCEANS

CAPITAL



REFERENCES

Ashkan et al, 2019. “Health effects of dietary risks in 195 countries,
1990-2017: a systematic analysis for the Global Burden of Disease Study
2017” The Lancet, vol 393.

Anthony Crimarco, Sparkle Springfield, Christina Petlura, Taylor

Streaty, Kristen Cunanan, Justin Lee, Priya Fielding-Singh, Matthew

M Carter, Madeline A Topf, Hannah C Wastyk, Erica D Sonnenburg,

Justin L Sonnenburg, Christopher D Gardner, A randomized crossover
trial on the effect of plant-based compared with animal-based meat

on trimethylamine-N-oxide and cardiovascular disease risk factors in
generally healthy adults: Study With Appetizing Plantfood—Meat Eating
Alternative Trial (SWAP-MEAT), The American Journal of Clinical Nutrition,
https://doi.org/10.1093/ajcn/ngaa203

Clark, M. & Tilman, D., 2017. “Comparative analysis of environmental
impacts of agricultural production systems, agricultural input efficiency, and
food choice.” Environmental Research Letters, Vol 12.

Etemadi Arash, Sinha Rashmi, Ward Mary H, Graubard Barry |, Inoue-Choi
Maki, Dawsey Sanford M et al. Mortality from different causes associated
with meat, heme iron, nitrates, and nitrites in the NIH-AARP Diet and
Health Study: population based cohort study BMJ 2017; 357 :j1957

Gang; Qie, Ranran; Huang, Shengbing; Wu, Xiaoyan; Liu, Yu; Li, Honghui;
Sun, Xizhuo; Zhang, Ming; Hu, Dongsheng and Lu, Jie. “Dietary iron intake
and risk of death due to cardiovascular diseases: A systematic review and
dose-response meta-analysis of prospective cohort studies”. Asia Pacific
Journal of Clinical Nutrition, Vol. 29, No. 2, Jul 2020: 309-321.

Gerhardt, C., Donnan, D., Kuhnle, H., Warschun, M., Suhlmann, G., Ziemben,
F., (2018). “How will cultured meat and meat alternatives disrupt the
agricultural and food industry?” ATKearney.

Good Food Institute, 2020. “Plant-based market overview.” Retrieved from:
https://www.gfi.org/marketresearch

IARC Working Group on the Evaluation of Carcinogenic Risks to
Humans (2018). “Red Meat and Processed Meat. IARC Monographs on the
Evaluation of Carcinogenic Risks to Humans.” Vol. 114. Lyon: International
Agency for Research on Cancer. Available online at: https://monographs.
iarc.fr/wp-content/uploads/2018/06/monoll4.pdf

J. A. Foley, N. Ramankutty, K. A. Brauman, E. S. Cassidy, J. S. Gerber,
M. Johnston, N. D. Mueller, C. O’Connell, D. K. Ray, P. C. West, C.
Balzer, E. M. Bennett, S. R. Carpenter, J. Hill, C. Monfreda, S. Polasky, J.
Rockstrém, J. Sheehan, S. Siebert, D. Tilman, D. P. M. Zaks, “Solutions
for a cultivated planet”. Nature 478, 337-342 (2011). doi:10.1038/
naturel0452pmid:2199362

Koeth, R. A., Wang, Z., Levison, B. S, Buffa, J. A,, Org, E., Sheehy, B. T., et
al. (2013). “Intestinal microbiota metabolism of -carnitine, a nutrient in red
meat, promotes atherosclerosis.” Nat. Med. 19:576. doi: 10.1038/nm.3145

Machovina, B., Feeley, K. J., and Ripple, W. J. (2015). “Biodliversity
conservation: the key is reducing meat consumption.” Sci. Total Environ.
536, 419-431. doi: 10.1016/j.scitotenv.2015.07.022

Marlow, H. J., Hayes, W. K,, Soret, S., Carter, R. L., Schwab, E. R., and
Sabaté, J. (2009). “Diet and the environment: does what you eat matter?”
Am. J. Clin. Nutr. 89, 16995-1703S. doi: 10.3945/ajcn.2009.26736Z

Micha, R., Michas, G., and Mozaffarian, D. (2012). “Unprocessed red and
processed meats and risk of coronary artery disease and type 2 diabetes-
an updated review of the evidence.” Curr. Atheroscler. Rep. 14, 515-524.
doi: 10.1007/511883-012-0282-8

Minghui, H.; Guan, Li; Ren, Yongcheng; Zhao, Yang; Liu, Dechen; Zhang,
Dongdong; Liu, Leilei; Liu, Feiyan; Chen, Xu; Cheng, Cheng; Li, Quanman;
Guo, Chunmei; Zhou, Qionggui; Tian,

Nijdam, D., Rood, T., and Westhoek, H. (2012). “The price of protein:
review of land use and carbon footprints from life cycle assessments of
animal food products and their substitutes.” Food Policy 37, 760-770. doi:
10.1016/j.foodpol.2012.08.002

Newburger, E. & Lucas, A. (2019). “Beyond Meat uses climate change to
market fake meat substitutes. Scientists are cautious.” CNBC. Retrieved
from: https:/www.cnbc.com/2019/09/02/beyond-meat-uses-climate-
change-to-market-fake-meat-substitutes-scientists-are-cautious.
html#:~:text=The%20study%20found%20that%20from,quarter%20
pound%200f%20U.S.%20beef.

I' TAL

@ BLUE OCEANS

1300 910 445 info@blueoceans.com.au

www.blueoceans.com.au

Poore, J. & Nemecek, 2018. “Reducing food’s environmental impacts
through producers and consumers.” Science, Vol 360.

Sha, L. & Xiong, Y. (2020). “Plant protein-based alternatives of
reconstructed meat: Science, technology, and challenges.” Trends in Food
Science & Technology. Elsevier.

Schmidt-Traub, G., Obersteiner, M., Mosnier, A., 2019. “Fix the broken food
system in three steps.” Nature, Vol 569.

Seiwart, N., Heylmann, D., Hasselwander, S., Fahrer, J., (2020). “Mechanism
of colorectal carcinogenesis triggered by heme iron from red meat.”
Biochimica et Boiophisica Acta (BBA) - Reviews on Cancer, Vol 1873.

Transitions to Sustainable Legume Based systems in Europe, 2018.
University of Hohenheim. Retrieved from: https:/www.uni-hohenheim.de,
en/press-release?tx_ttnews[tt news]=39041

Willett, M., Rockstrom, J., Loken, B., Springmann, M., Lang, T., Vermeulen,
S. 2019. “Food in the Anthropocene: the EAT-Lancet Commission on healthy
diets from sustainable food systems.” The Lancet Commissions, Vol 393.

World Health Organisation, October 2015. “Q&A on the carcinogenicity of
the consumption of red meat and processed meat.” Retrieved from: https://
www.who.int/westernpacific/news/q-a-detail/g-a-on-the-carcinogenicity-
of-the-consumption-of-red-meat-and-processed-meat

Yee, C.M,, 2020. “In Asia, demand for meat alternatives is on the
rise.” Wunderman Thompson. Retrieved from: https:/intelligence.
wundermanthompson.com/2020/07/asia-goes-plant-based

Zheng, Y., Li, Y., Satija, A, Pan, A, Sotos-Prieto, M., Rimm, E., et al. (2019).
“Association of changes in red meat consumption with total and cause
specific mortality among US women and men: two prospective cohort
studies.” BMJ 365:12110. doi: 10.1136/bm;.I2110

200 Adelaide St, Brisbane City QLD, Australia 4000



