Chairman’s Statement
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Although our gross profit in the first half of the year suffered because of
high raw material costs and suppressed sales price of lysine, our efforts to
expand markets and raise the sales price of MSG, and to enhance
production efficiency and lower production costs and expenses paid off.
The Group was able to achieve notable growth in turnover and a slight
increase in net profit in the first half of the year when compared with the

last corresponding period.

QOur business continued to report overall steady growth in the first half of
2006 and market demand for our core products was strong. Our turnover
was 20.6% higher than in the same period last year. The Group’s major
markets including Vietnam, Japan, the PRC and ASEAN countries recorded
17%, 12%, 19% and 104% growth in tumover respectively when compared
with the same period last year, mainly attributable to the increase in sales
of MSG products in these markets. Other products such as starch and

specialty chemicals also achieved satisfactory growth.

We made good business progress during the review period. However, our
gross profit and overall profitability fell short of expectation as a result of
surge in the price of molasses. We thus raised the selling price of our
products in different markets starting in the second half of last year and
continuing in the first half this year to respond to the higher molasses
price. This enabled us to maintain a profit level similar to last year's. However,
taking into account the keen market competition, price adjustments were
made prudently. Another important factor suppressing profit was the
continuous slide of lysine price. In combat, we used part of the lysine
production facilities to produce MSG products that have higher margin to

help us raise overall profit.

At the same time, the Group’s effort to secure a more stable supply of
carbohydrates, the trall cultivation of tropical sugar beet in Vietnam has
pborne encouraging preliminary results. However, we have still some way
to go before we can reap economy of scale benefits. In addition, the Ve-
Yu Starch Factory, which was acquired at the end of last year, and the
new starch factory, which is to be built this year in Ha Tinh province in
Central Northern of Vietnam, will give the Group better control on sources
of carbohydrates. The management believes these pursuits will bring
concrete benefits including helping the Group to stabilize production cost

and grow profit.,
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In the first half year, the Group focused on securing a stable supply of raw
materials and expanding market presence. Shandong Vedan Snowflake
Enterprise Co., Ltd., which was set up at the end of last year, commenced
operation in April this year. Apart from directly selling its products to
customers, the company also supplies MSG and GA to the Group'’s
factories in Shanghai and Xiamen, and as such, it boasts strategic value in

the Group’s plan to develop and consolidate the China market.

Outlook for the second half year

Facing vigorous challenges in the current operational environment, apart
from securing a stable supply of carbohydrates to help reduce production
costs and boost production efficiency and overall competitiveness, the
Group will also strive to push up profit and market share by continuing to
consolidate existing core products. Furthermore, the Group will continue
to negotiate and develop high-valued new products and new technology,

with the aim of achieving profit breakthrough.

Regarding development of the China market in the second half year, we
will pursue in greater depth the development of our MSG business in
Shanghai, Xiamen and Shandong. We also expect the Shanghai factory
to start producing and selling value-added seasoning and modified starch
for food application to add to our product portfolio and enhance our

business performance.

The new factory for producing the new product, Y-PGA, was completed in
the second quarter this year. The trial run is expected to complete in the
third quarter and production to begin in the fourth quarter. We are fully
confident of the prospects of this new product and expect it to deliver
good return to the Group in the future. Currently, apart from forging on with
our in-house R&D efforts, we are negotiating with some international bio-
chemical companies holding advanced technical know-how about
collaboration in developing new products or production technology. Our
aims are to continuously improve our production technology and efficiency,

and to develop more products with high added value.
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Although there are hurdles in front of us, as a team, we are determined to
overcome them. We understand that our business has room for
improvement, but we also know what our edges are. We will, in the second
half year, strive to lower production cost, enhance production efficiency
and capacity, and consolidate our business network. We firmly believe
with the support of our solid foundation and collective efforts of our staff
and by adhering to the aforesaid strategies, Vedan will be able to achieve
breakthrough and restore profitability, and ultimately become a stronger

company.

By order of the Board
Yang, Tou-Hsiung

Chairman

Hong Kong, 29 August 2006
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