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Looking across the table at Ivar’s Salmon House in Seattle at Dalian Meihe Foodstuff
Co. co-founders Julia Ying and William Sun, the China-born couple looked about as
calm as the blue-grey Lake Union scene behind them, set before Seattle’s mist-
shrouded cityscape, last Tuesday.

The two, who married in 1996, are in the midst of scouting for US investors to fund a
volume expansion on the heels of a 22% increase in sales last year.

Julia Ying and William Sun, who married in 1996, founded Dalian Meihe Foodstuff Co.

officially in 2004
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Life is much different from the company's early days in 2002, when they spent each
trip home in China arguing about how to build the business, which today employs 70
people in management and sells to some of the biggest names in US value-added
foodservice distribution.

"Through the years, we realized that a single person cannot always be right," Ying told
Undercurrent News.

It was the early 2002 when the couple decided to steer its budding business out of
pollock. The price for pollock blocks was -- as it is now -- perpetually low, and a
customer asked the company to add water to the product, to keep the cost down, by
using sodium tri-polyphosphates (STTP). After trying the product with the requested
level of STTP at home, Sun and Ying declined.

"We said we couldn’t do it — ‘If we have to, we will find other jobs,’” Ying said.

Instead, the customer agreed to accept a higher price, but as more such requests
continued to pour in, Ying and Sun decided to diversify into other products.

Fast-forward 13 years, and rumors of pollock processors in China being forced into
temporary or permanent closure due to China’s credit crunch and Europe’s declining
market for pollock blocks swirl.

Pollock processors such as Qingdao Yilufa Group Co. face struggles to survive, stating
vehemently that they are not alone, and Sun told Undercurrent several small
processors seem to have stopped operations— at least temporarily — at the end of
last year.

The pollock blocks market has been so difficult in recent years that the entire Alaska
pollock industry is shifting away from blocks entirely, to once-frozen pollock, American
Seafoods Rasmus Soerensen told conference-goers at the Global Seafood Market
Conference (GSMC) in Las Vegas two weeks ago. The average US wholesale price for
double-frozen pollock from China has held steady at $1.30/lb. since early last year, and
this level is too low to be sustainable, a source told Undercurrent last week.
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Meihe, meanwhile, is seeing demand outstrip supply for its core products — Russian
halibut, Alaska cod and Alaska yellowfin sole portions — in the US, Ying said. The
company’s customers cite increasing opportunities for the US restaurant industry this
year.

Low gas prices are expected to drive more traffic at restaurants this year, with some
analysts predicting extra money to go to seafood restaurants as a result.

Yet its ability to seize those opportunities are limited due to the Chinese banks limited
willingness to lend, prompting China-born Ying and Sun to seek US partners to provide
credit so it can purchase of higher volumes of raw materials, an effort the two work on
from their Kirkland, Washington-based customer-facing subsidiary Polar Bay Foods,
launched in 2007.

In the meantime, they are investing in the business. Last week the company closed its
processing plant a week earlier than normal for the Chinese New Year holiday in order
to install a tunnel freezer, which will improve efficiency and help increase the quantities.

Today’s challenging scenario is a huge improvement from the state the company found
itself in during 2012, when it was forced to lay off 50% of its work force after the cod
price plummeted from $3,700/metric ton to $2,300/t.

Limitations of lending from Chinese banks, however, is a major limiting factor to the
company’s efforts to expand volumes in order to meet the increasing demand.

China’s slowing economy preserves labor cost advantage, hinders other
growth

Meihe predicts wages for its workers — which rose on average about 20% for four
years in a row until last year’s slight 0.2% dip — will remain flat again this year.

This preserves China's advantage -- seen lessening this past decade -- as a
manufacturing hub, and Ying notes it is “a good sign for the finished products price.”

Yet China’s slowing economy is the topic that breaks Ying and Sun’s calm demeanor,
as it not only means big challenges for its domestic sales push but also further
supports banks' conservative approach to lending.



“Everyone is struggling — workers in other industries are struggling too. Manufacturers
are not profitable," she said. “It’s very discouraging.”

China’s manufacturing activity fell in December as HSBC’s purchasing managers' index
(PMI) hit a seven-month low, according to Yahoo News, and in January, the PMI
showed the country’s manufacturing activity shrank for the first time since 2012,
Sputnik reports.

The Chinese economy’s 7.4% growth in 2014 was the weakest in 24 years, according
to emergingequity.org.

Growth in China ramps up for Tmall, cinemas

Like Yilufa, Meihe sees long term potential in the domestic market but short term
limitations. Growth rates for sales in China are strong, but volumes remain very small.

Unlike Yilufa, Meihe has the advantage of being focused on high end species that can
appeal to China’s growing interest in foreign foods, and opportunities are already
hitting. The company kicked off 2015 with a deal to supply Wanda, China’s largest
cinema company, with grilled squid at 14 cinemas.

Meanwhile, sales on Tmall are expanding rapidly, having recently hit a record day. Since
it began selling on Tmall — the wildly popular Chinese e-commerce site owned by
online sales behemoth Alibaba — in December of 2013, sales have increased from
RMB10,000 ($1,601) per day to at times RMB40,000 ($6,404) these days.

The company is also selling cod, pollock and yellowfin sole to fish and chips kiosks in
China.

Responding to market shifts pays off

Cutting out pollock blocks -- which a source told Undercurrent last week remains at
unsustainably-low price levels -- is not the only shift that has helped get Meihe to keep
growing.
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The company last year also shifted away from Europe in an effort to avoid troubles
there, where economic struggles have caused lessening demand for fish products from
China.

It addressed the problem last year by reducing its dependence on the EU from 25% of
total export sales to 8-9%. It replaced the EU sales with sales to Japan, where it
launched for the first time ever last year and managed to increase sales to reach 15%
of overall sales in 2014.

The US market was also less-than-stellar last year, so it decreased that segment from
roughly 80% to 75% of export sales while launching sales in South America, which
ultimately brought in 1-2%.
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