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our food safety and quality program includes strnict guidelines for incoming ingredients, baiching, processing, packaging and fimshed goods. As
part of our focus on safety and quality, we have implemented FDVA-approved batch and lot traceability controls across our manufacturing network,
mneluding at our Heartland Facility, where such controls have been implemented into our SAP ERP system. These controls allow us to track and tie
discreet, mbound raw matenial components through the manufacturing process o the uliimate finished product, allowing us o mamtain and conirol
all finished product lot details and quickly access process manufaciuring details. However, despite our strict quality controls, it is possible that there
may be from time o time, as there has been in the past, 1ssues or concerns with respect o our products, See “Risk Factors—Risks Relaied o Our
Business and Industry—We may lace issues with respect to raw matenals and other supplies, including increased costs, disruptions of supply,
shortages, contaminations, adulterations or mislabeling™ and “Risk Factors—Risks Related o Our Busimess and Industry—If our products are
alleged to cause injury or illness or Tail to comply with govermmental regulations, we may need o recall our products and may experience product
lLiabality claams.” We do not produce any of our products in Asia, where the oversight of the ingredient soureing/purchasing and manulaciuring can
be difficult to manage. Many of our competitors” products, including some Wholesome Natural products. are produced in Asia.

Owr food salety and quality program also requires that finished goods are tested (o ensure proper nutrition and the absence of microbial
contaminants such as salmonella. These tests are performed at independent third-party and our internal laboratories. We do not release our producis
Lo customers without [irst receiving test results from these independent third-party or internal laboratonies,

Strong Position ai Our Retailers and Distribution Pariners

As g leader in advertising and brand-building in the pet food category . we continue to drnve trafTic 1o brick-and-mortar stores and
eCommerce retailers where BLUE is sold. In addition to the regular traffic we help generate, we believe our products are attractive o retailers
given the strong gross margins they deliver to retailers. We work with our retail partners o customize product assortment, starting with the highest
sales velocity stems that fit their customer base in order o optumize our retail partners” economics. With our broad product portfolio, we see an
opportunity to continue o mcrease our shell space, especially outside of national pei supersiores. These dynamics have made us a sirong partner to
our retailers, as we continue 1o merease the breadth and depth of our distnbution.

Sales through the eCommerce channel represented approximately 4% of our U.S. retail sales in 2014 compared to approximately 2% of
LIS, pet food sales overall. We intend o strengthen our partnerships with our brick-and-moriar retail partners on their eCommerce and interned
markeling programs, as well as with online-only eCommeree retailers to continue to grow m this rapidly developing channel. As of mid-2014, we
swilched larger eCommerce accounts from distributors to direct Blue BufTalo accounts in order 1o strengthen and betler manage our go-to-market
approach in this channel. As the pet food brand with the highest online search volume in the Tnited States and a lagher share among vounger
consumers who typically have a higher affinity for online shopping, we believe BLUE 15 well-positioned {or growih mn the eCommerce channel.

We believe we have a differentiated, strategic and highly analytical approach to establishing and maintaining our relationship with our
retail pariners. We strive to understand ther business needs and prionities and work with them (o identify marketl opportunities and trends and
develop custormized solutions o efficiently execute an effective sales sirategy. We have access 1o the consumer sell-through data of our products at
a SKU-by-store level of owr larger direet accounts and have visibility imto their imventones, and we work closely with our retail partners o manage
their mventones o opimize working capital and mimimize out-ol-stocks. We also have aceess o our distnbutors” sales to their retail aceounts as
well as visihality into consumer sell-through for select retail accounts.

Sales and Distribution

We sell our products primarily in the Umited States and Canada. The vast majority of our sales are i the United States. In 2014, only 3%
of our net sales were outside of the United States,
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