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Briefly:

 |ntroduction to Sino Analytica
 Residue and safety issues
What is policy and what is the reality
« How market is organized to export vs. local
supply
e Consumer awareness on produce — how that
may have changed with all the issues, and the

iImpact that will have on residues , the industry,
and regulation

@ Sino Analytica



What is Sino Analytica?

 China’s 1st world-class independent food testing laboratory
« Laboratories in Qingdao and Ningbo

« Established in 2003
* China registered companies owned by Pacific Andes
 UKAS accredited to 1ISO17025 and CMA metrology

« Cooperation with UK based agencies:
— Central Science Laboratory (CSL)
— Campden BRI
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Our People

Total
— 95 staff (TAO)
— 40 staff (NGB)

High quality
Well educated
Professional
Trained
Conscientious
Team players
Diligent



Since we opened in 2003

Provided over 100,000
tests of food to products
from China

Employed and developed
more than 180 young
people, starting them on
their career paths

Brought innovation, and
higher standards to the
food testing industry in
China

Helped many companies
grow their business in
China, and from China



Pesticide screens focussed on
what we know Chinese farmers use






Why do we continue to hear about
food safety concerns in China?

Firstly: Rare to find to
food that Is unsafe
from a medical
standpoint

But the controls are
Incomplete

and there are
problems

and its not
surprising...



Growing food in China very difficult
 Many producers to control:

e 200 million farmers in China (USA 2million)



Average farm size per family 1.5
acres (USA 449 acres)



Farming in China-major problems.

 Heavy pest pressure

* Fragmentation of farm
units.

e Water problems-
Too much or too little.

« Salinisation after heavy
Irrigation.

e Soll problems: Organic
Matter Low.

Focus: Overworked land.



Farming in China-major problems

Problems In
purchasing genuine
Inputs.

Poor guality seeds
and plants.

Poor infrastructure
post harvest for
storage or delivery .

Poor infrastructure
of support services.

Focus: Technical capability lacking



Land under pressure

Only 8% (300 million
acres) of the worlds
arable land to feed 20%
of the worlds population.
(USA nearly 435 million
acres to feed 4.5 %of the
worlds population)

The best land in the east,
where the cities being
built

And the north where
water is very short

The rest is mountainous
or arid.






With very challenging climate and
lack of water

<10% worlds fresh water
resources;

and in the wrong parts of
China.

South too much water
(though desperate drought
In Yunnan this year)

North not enough.

Arid and mountainous



Usage in North China
already exceeds supply
by 32,000 billion gallons.

(China Daily 27" April)

Total available In
Chinal63,522 hillion
gallons for 1.3 Billion
people

Total used in the USA

annually (USGS est).147,000
billion gallons.

So the USA now is using
90% of China’s total
water available with 23%
of the population size.






Controlling factory production
challenging:600,000 food
processors



Chinese suppliers export to many
markets- each have their own rules

e EU

e Japan

e Australia
e USA

« Korea

....... All with different
MRL regulations

e.g. Procymidone
“safe” in the EU
banned from
detection in USA



Exports and the home market

e EXxport suppliers’
management more
advanced than for the
Internal market. Pressure
from their clients, and CIQ;
They are China’s face

e Price competition very high
In China, between wet
markets and retailers, so
retailers unable to
Incentivise growers to
Improve controls. (Food
service further advanced)



Exports and the home market

e Supply chain for the
home market more
complex than for exports
where exporters purport
to have growing bases
and direct relationships

e China government knows
that food safety has to be
reformed and introduced
the new food law in June
2009
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ation in produce rampant:

price(RMB)

vegetable price report 1

—&— spinach
—— carrots
garlic
—>¢—ginger
—}¢— broccoli
—@— mushroom
——f—onion
shallot

wm— COle

green pepper




price (RMB)

vegetable price report 2

—e&— cauliflower
—A—leek

tomato
—>¢—celery
—¥—garlic bolt
—@— chilli pepper
—— cucumber
shitake
cabbage
potato




price (RMB)

fruit price report

—e— strawberry

—a— mandarin orange
orange

—<— fuji apple

—¥—ya pear




China’s New food law

Mixed opinion among stakeholders about the
value of this law

But we believe it Is a very significant step

AQSIQ traditionally the controller of food safety
have taken a step back

New body responsible reporting directly to the
state council- Food Safety Commission

Health Ministry with the main responsibility to
develop and oversee the law.



Main points

New Food Safety Commission

Producer responsibllity

Effective traceability systems required
Uniform standards

Risk monitoring and assessment systems

Food recall requirements for all agencies
(Rapid alert system)



But what Is the real situation?

Ambitious food safety
law, and food safety
plans..

Delivery often
Impractical and over
elaborate.

Growing and
processing food is a
complex business

Controls must be
simple to implement

Farms and factories
becoming bogged down
with a plethora of
control schemes



Audit overload.

Factories face:

e CIQ requirements.

e China Gap/Global gap
e IFS/BRC

e Private label schemes such as Tesco-
Natures Choice. M&S- Farm to fork.
Unilever-Sustainability.



Supply chain control in China
extremely complex.






Intellectual resources wasted.

Consultants and audit companies employed (at great
expense) to pass the audit, not tackle the underlying
ISsues)

Reports to central government from the provinces and
the ministries that all safety issues are under control.
(Exports during Olympics stopped from some ports)

Development of image over substance continues with
ever more expensive unnecessary hardware. (Internal
Labs with very expensive equipment, CCTV, Ozone
systems)

But in the meantime the underlying and understandable
problems remain

Practical management systems not implemented



But there Is change

Driven by export markets: Japan
Driven by higher costs and exchange rate changes.
- Quality needs to improve for China to compete.

No longer the cheapest source of many materials (nett
Importer of food)

Consumer awareness-Melamine was a tipping point
Chinese brands developing.

As always safety not driven by regulation. It is driven by
consumer demand, and brand protection



The consumer in China

Burgeoning middle class- 200Million by
2020 (population of the US 309 million)

Biggest single ethnic group of middle
class in the world.

Chinese very health conscious
Now very conscious about food safety.

Demanding that the government
Improves the safety of the people’s
food






The Yangtze Triangle

Shanghai/Suzhou/Hangzhou

Middle class consumers with middle class
concerns.

Battleground for the retailers

But the retailers not yet able to battle on food
safety platform.

It seems that all still have supply chain issues.
Who will be the first to take the high ground?

And how easily will they damaged when they
do?



So the real situation?

In our experience most food is safe compared to China
national food standards regulations

But these GB standards (GB2763-2005) requires
updating and rationalising

Out of line with international standards.
http://www.fas.usda.gov/gainfiles/200711/146293050.pdf

Pesticide residue standards generally more lax than
International standards, though some organic standards
tighter than technical testing capability.

Fast food micro standards are higher than in the US.



There will be improvement:

But it will take time

When | came to China to farm | was surprised by
how difficult it was compared to Europe

There needs to be a more open approach to the
problems

Basic education of farmers and growers to avoid
the most serious threats to food safety

Integration of simple e-systems to control the
complex supply chain



So In conclusion:

China’s food is essentially safe by all standards.

However residues continue to be found on most fruit and
vegetables.

As the Chinese reqgulations catch up with international
regulations, these residues will become a bigger and
bigger issue.

The health conscious Chinese consumer will become
Increasingly concerned.

The government wont be able to solve all the problems
on its own.

Inevitably there will be great pressure put on the food
Industry, especially foreign businesses operating In
China to help solve the perceived problems.



Thank you for your time

Any Questions?
Website:
www.Sinoanalytica.com

Reach me at
John.chapple@sinoanalytica.com



