Long-established in Asia, Vedan International (Holdings) Limited is a premier manufacturer of fermentation-
based amino acids, food additive and cassava starch-based products. Its prominent reputation has been built
on the quality manufacture of MSG, a key food additive lying at the heart of the unique tastes of Asia’s two
billion consumers. The Group’s vision of the future is simple: to expand and enrich its markets across the
region while developing new products for the demand of Asian consumers.
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Armed with modern technology and sound
management, we have successfully created
a number of quality products to cater to the
consumers’ tastes and demands.
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CHAIRMAN'S STATEMENT
ETRHMES

|n 2005 our business recorded overall healthy growth, delivering double
digital growth in turnover. Our products were in strong demands and our
various business segments made substantial advances. However, our profit
for the year suffered because of rising raw material costs and the drop in
lysine prices.

Looking at our operation in 2005, our turnover increased by 14.6% from
that of last year. The expanded capacity of MSG and modified starch facilities
matched the strong market demand and turnover of these two segments
rose 19.4% and 55.9% respectively as compared with last year. The Group
experienced substantial growth in all of its major markets including Vietnam,
the PRC, ASEAN countries, Japan and Europe. Furthermore, benefiting
from expanded production capacities, the turnover of other products, such
as Hydrochloric Acid and Caustic Soda, also grew 40.1% and 79.6%
respectively. As for our operation in the PRC, our efforts to build a strong
business channels and sales network have returned the good preliminary
results. The total turnover from the PRC operations last year soared 42.1%
over that of 2004. The joint venture agreement with Shangdong Xue Hua
Bio-chemical Co., Ltd. last December to set up Shangdong Vedan Snowflake
Enterprise Co., Ltd., in particular, represented a great step forward in our
bid to expand the PRC market. The new plant will focus on manufacturing
GA and MSG. The Group also made good progress in research and
development, especially in the development of new products and
improvement of technologies. All in all, the Group followed the planned
directions and targets last year and achieved steady growth. Nonetheless,
as raw material costs shot up by sharp rise in crude oil costs, the Group’s
production costs also increased markedly and gross profit margin was
severely squeezed. As a result, the Group’s profit for the year also dropped.
Although we gradually raised product prices, but it could not match the rise
of raw material costs in speed and magnitude. Meanwhile, as the international
price of lysine continued to drop and remained weak, our overall profitability
was also affected.
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Chairman’s Statement (continued)

TEHREE (B)

The management adopted a series of measures to mitigate these challenges.
The Group started to adjust upward the products selling prices continuously
from the second half of 2005 to stabilize the Group’s profit margin. To address
the tight supply of carbohydrates, we have started trial cultivating tropical
sugar beet in Vietnam with the aim of creating new carbohydrate sources.
We also planned to develop other carbohydrate substitutes. In addition, the
acquisition of Veyu Starch Factory in Gia Lai Province in November 2005
and the planned new addition of the starch factory in Ha Tinh province both
in Vietnam will further ease the tight supply of carbohydrate. The management
believes these measures will allow the Group to secure carbohydrates supply
at a reduced cost and thus improve its profitability.

OUTLOOK FOR 2006

In 2006, the Group will strive to control production and operating costs,
achieve a balance between product prices and costs, and secure alternative
supply of raw materials at competitive prices. It will also seek to fully take
the advantage of its production capacities for MSG and modified starch to
maximize cost effectiveness and strengthen its major markets, including
Vietnam, The PRC, ASEAN countries, Japan and Europe, for these core
products.
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Chairman’s Statement (continued)

TEHREE (8)

In addition, the Group will continue to step up business expansion in the
PRC market. Besides continuing to build the business framework for and
deepen penetration of markets for our Shanghai and Xiamen MSG business,
our Shanghai factory will start its value-added seasonings and modified
starch production this year to bring in higher revenue. Our newly-established
Shandong Vedan Snowflake Enterprise Co., Ltd. is also expected to start
bringing in concrete contribution in terms of raw material supply and profit.
Through acquisitions and forging strategic alliances, the Group will increase
sourcing of materials and speed up consolidation of business operations in
China. We believe that through this consolidation step and through the
expansion of the strategic alliances, Vedan International will gain an
increasingly strong grip on the China market and deliver better performance.

Construction of our new factory for producing the new product Poly Glutamic
Acid (“PGA”) will be completed in the second quarter this year. We are fully
confident of the prospects of this new product and expect it to deliver good
return to the Group in the near future. Currently, on top of the efforts of our
own R&D team, we are negotiating certain projects relating to product
development or production technology with some international bio-chemical
companies holding advanced technical know-how. Our aims are to advance
our production technology and efficiency, and add to our portfolio of more
high value-added products.
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Chairman’s Statement (continued)
FEREE (B)

Facing vigorous challenges posed by the macroeconomic environment last
year, the management and staff at all levels committed their utmost efforts
in trimming cost, expanding business and developing technical know-how.
We also reviewed our business operating structure, materials supply and
sales network. We believe, in the process of meeting these challenges, we
will become stronger with sharpened competitive strengths. We are optimistic
about the basic market environment and continued strong demand for the
Group’s products. As long as we are able to remain competitive in our core
business, fully taking advantage of the production capabilities of our core
products, improving control on raw material supply, expanding new products
business and consolidating our market channels in PRC, we expect our
operational performance will improve steadily in 2006. Supported by our
solid foundation and innovation, we are confident that we can triumph over
uncertainties in the market and achieve better performance results.

By order of the Board

Yang, Tou-Hsiung
Chairman

Hong Kong, 22 March, 2006
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