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With the global economy recovering, the emerging economies of
Asia recorded satisfactory growth in the first half of 2010. China
and Vietnam, for example, achieved GDP growth of 11% and 6.5%
respectively. The Group's turnover during the period increased
from US$133,462,000 to US$152,167,000, representing year-on-
year growth of 14% or US$18,705,000. The increase in turnover
was mainly due to the GA and MSG businesses which grew by
US$13,813,000 and US$5,926,000 respectively. Except fertilizer
recorded a drop in sales, which is caused by extended dry season
and the drop in the international price, all other key products of the
Group recorded sales growth.

Rapid economic growth in the region has stimulated strong demand
for raw materials, combined with climate change, typhoons and
insect infestation which have weakened supply, led to a surge in
price of main raw materials including molasses, cassava and liquid
ammonia. Moreover, the price of natural gas, which was used by
the cogeneration power plant in Vietnam plant, has also increased,
leading to an increase in production cost of MSG, GA and modified
starch. In China, the price of MSG surged sharply in the fourth
quarter in 2009, a rush to procure was found among industry players.
By early this year, price of MSG went down substantially, and with
high inventory levels, price remained relatively low in the first half
year. This has an inevitably impact on the turnover of Xiamen Maotai
and Vedan Shanghai, the Group's two plants in China which mainly
sell MSG. Accordingly, the Group's performance in China was below
par with turnover dropping by 11.9%.

The rise in cost and the depreciation in the Vietnam Dong during
the period caused the gross profit margin of the Group to decline
from 24% to 18.3% year on year. Although turnover grew by 14%,
total gross profit slipped from US$32,061,000 to US$27,858,000,
representing a drop of 13.1% or US$4,203,000 due to the decrease
in gross profit margin. After more than a year of negotiation
and efforts with the arbitration by the Environmental Resources
Department and relevant authorities, the Company agreed to pay
farmers in 3 provinces and city approximately US$11,807,000
for compensation on 13 August. The claims will be paid in two
installments: 50% to be paid one week after the signing of the
settlement agreement and the remaining 50% to be paid by the
end of January next year. The Vietnam plant has paid a total of
US$2,679,000 to the farmers in B& Ria-Vung Tau Province and Ho Chi
Minh City on 18 August and has promised to pay the remaining 50%
by January 2011 with the banker’s letter of guarantee. Negotiation
with the farmers in Dong Nai Province is progressing and a settlement
is expected to be finalised in the short term. As the one time loss
claim of US$11,807,000 has been recognised in the expenditure in
the first half of 2010, the Group recorded a net loss of US$6,959,000
during the period from a net profit of US$4,848,000.
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As for product sales, strategically resuming GA's supply to long-term
local customers in Vedan Vietnam has led to rapid growth in GA,
which has an impact on overall gross profit as the gross profit of GA
is relatively low as compared to MSG. ASEAN countries represent
the most important export market for the Group's Vietnam plant. In
2009, the Group lost opportunities in the market due to insufficient
production capacity and inability to meet customers’ needs. However,
with the resumption of production and with CAFTA taking effect
this year, the Group started to increase its MSG supply to ASEAN
countries in the first half year to strengthen its position in the market.
As a result, turnover from ASEAN countries grew notably by 326.1%
or US$11,708,000 during the period. Japan recorded steady turnover
growth, up from US$31,622,000 to US$34,077,000, representing a
year-on-year increase of 7.8% or US$2,455,000. In terms of turnover
by geographical regions, all regions except China recorded growth.
The price of raw materials is expected to become more stable in the
second half year. By expanding production capacity, turnover and
profitability will be further enhanced.

() Market Analysis:

Table 1: Comparison of sales in various regions  Unit: US$'000

First half of 2010
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First half of 2009  Growth/(Drop) (%)

Regions it & —B-BL¥F “ETAL¥ESF ¥ "(%)
US$°000 %  US$'000 % Diff. %
F#ET % FET % EEE %
Vietnam L 73,391 48.2 65,081 48.8 8,310 12.8
Japan =[N 34,077 224 31,622 23.7 2,455 7.8
The PRC # 21,441 14.1 24,350 18.2 (2,909) (11.9)
Taiwan = 1,801 1.2 4,475 3.4 (2,674) (59.8)
ASEAN countries R E 15,298 0.1 3,590 2.7 11,708 326.1
European B 3[R 2,598 1.7 1,916 1.4 682 35.6
Other region i 3,561 2.3 2,428 1.8 1,133 46.7
Total FEEES 152,167 100.0 133,462 100.0 18,705 14.0

(1) Vietnam

During the period, turnover from the Vietnam market
was US$73,391,000, representing an increase of
US$8,310,000 or 12.8% compared with US$65,081,000
reported in the same period last year. This was mainly
due to the increase in supply of GA by the Vietnam plant
to local industry peers. Specialty chemicals grew by 19%
due to an increase in production capacity. However,
sales of fertilizer dropped by 26% due to an extended
raining season which adversely affected the application of
fertilizer. Contribution from Vietnam to total turnover was
48.2%, which is similar to 48.8% reported in the same
period last year.
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2)

(3)

4)

Japan

During the period, the Japan market accounted for
22.4% of the Group's total turnover, down from 23.7%
achieved in the first half of 2009. However, turnover
increased by US$2,455,000 or 7.8% to US$34,077,000.
This was mainly due to the export of modified starch and
MSG from the Vietnam plant. The business in Japan is
expected to grow steadily in the second half year.

The PRC

The performance of the PRC market was unsatisfactory
in the period with turnover down by US$2,909,000 or
11.9%. Although sales of GA increased, lower MSG
turnover caused turnover to drop. As a result, turnover
from the China market accounted for 14.1% of the
Group's total turnover, down from 18.2% achieved in the
first half of 2009.

ASEAN countries

ASEAN countries experienced the largest decline among
market segments in 2009. However, with MSG and
modified starch production resuming, turnover from
this market grew markedly in the first half of 2010,
up 326.1% or US$11,708,000. With a turnover of
US$15,298,000, the ASEAN market accounted for 10.1%
of the Group’s total turnover, a significant jump from
2.7% achieved in the same period last year. However,
this is still lower than the US$24,736,000 reported in the
first half of 2008. Turnover is expected to increase further
when full production capacity is achieved in the future.

(1) Sales Analysis by Product

Table 2: Comparison of sales of various products Unit: US$'000
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First half of 2010 First half of 2009 Growth/(Drop)(%)
Item ER —E-ZL¥EF —ETRL¥EF #w(%)

US$'000 %  US$'000 % Diff. %

FZET % FZET % EEH %

MSG LR A5 108,904 71.6 102,978 77.2 5,926 5.8
GA AR 14,238 9.4 425 0.3 13,813 3250.1
Lysine i - - 842 0.6 (842)  (100.0)
Modified Starch/ BB,

Natural Starch IR BRD 12,582 8.3 11,216 8.4 1,366 12.2
Specialty Chemicals AL ER 8,376 5.5 7,036 5.3 1,340 19.0
Fertilizer e At 6,019 3.9 6,505 4.9 (486) (7.5)
Others HAity 2,048 1.3 4,460 3.3 (2,412) (54.1)
Total 43 152,167 100.0 133,462 100.0 18,705 14.0
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(1)

)

(3)

4)

(5)

MSG and GA

Since the Vietnam plant and Shandong JV plant resumed
supply of GA during the period, turnover from the GA
business has risen significantly, up from US$425,000 to
US$14,238,000, representing a year-on-year increase
of US$13,813,000. The MSG business grew relatively
slower than the GA business, with turnover amounting to
Us$108,904,000, about US$5,926,000 or 5.8% higher
than US$102,978,000 recorded in the first half of 2009.
The MSG and GA businesses accounted for 81% of total
turnover, up from 78% achieved in the same period last
year.

Lysine

Taking into consideration the low price of lysine,
the Vietnam plant continued the Group’s strategy
implemented last year to reduce production sharply and
eventually stop production. Production of lysine was
ceased in the first half year.

Modified Starch/Natural Starch

The output of cassava during the 2009 production
season was adversely affected by natural disasters
and insect infestation in Vietnam. Moreover, the rush
to procure dried cassava by industry players in China
significantly elevated prices of raw materials. The Group's
starch factories were thus unable to purchase sufficient
raw material to meet production needs; hence, the
production target was not met despite environmental
issues were resolved. Turnover from this segment
rose during the period, up by US$1,366,000 or about
12.2% to US$12,582,000. This segment accounted for
8.3% of total turnover as opposed to 8.4% in the last
corresponding period.

Specialty Chemicals

During the period, sales volume of hydrochloric acid
and caustic soda was driven by increased production
capacity. Turnover climbed 19%, or US$1,340,000 to
Us$8,376,000, from US$7,036,000 reported in the same
period last year. Specialty chemicals accounted for 5.5%
of total turnover, slightly up from 5.3% in the first half
of 2009. While the production of specialty chemicals
increased during the period, the overall selling price of
the specialty chemical products declined as demand in
Vietnam dropped due to the financial crisis which affected
the related industries, and the drop in price of substitutes.

Fertilizer

The fertilizer segment reported turnover of US$6,019,000
in the period, down by US$486,000 or 7.5% from
US$6,505,000 reported in the corresponding period
of last year. The decline in turnover was mainly due to
climate change as the extended dry season caused sales
to fall below expectations, and the general drop in price
of fertilizer in the market. Turnover from this segment
accounted for 4% of the Group's total turnover, down
from 5% recorded during the same period last year.
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Affected by the financial crisis that erupted in the second half of
2008, the buyer reduced procurement of most raw materials in the
first half of 2009 in view of drop in demand and uncertain market
prospect, therefore the prices of molasses, cassava and liquid
ammonia decreased. As the global economy gradually recovered,
demand for raw materials began to grow, spurred by particularly
strong demand from emerging Asian countries and the need to
replenish inventory. However, the supply of raw materials was
restricted due to natural disasters, insect infestation and weather
conditions. Consequently, during the review period, prices of raw
materials increased markedly with molasses and liquid ammonia
rising by around 30% and 50% respectively and cassava surging by
120%. Also, the price of cassava starch increased by more than 75%.
Moreover, packaging material prices climbed by about 10%. The
cost of natural gas used by the cogeneration plant in Vietnam rose
by 18%. The notable rise in raw material and energy costs affected
the Group’s gross profit, dropping from 24% to 18.3% year on
year. Since the price of raw materials stood at high level, the Group
estimates this trend of high prices to continue in the second half year.

(1) Cash flow and financial resources

As at end of June 2010, cash and bank deposits of the Group
amounted to US$22,307,000, US$17,307,000 lower than that
of the end of last year, being mainly due to business growth.
Account receivables increased by approximately US$9,345,000
while inventory rose by US$12,991,000. Total bank borrowings
during the period amounted to US$49,894,000, which is
US$7,297,000 higher than the end of 2009. Middle-to-long-
term loans totaled US$19,539,000 and short-term loans
reached US$30,355,000 with 39% of all loans being long-
term and 61% being short-term. Bank borrowings were mainly
denominated in US dollars (97%) and Taiwan dollars (3%).
Gearing ratio (total loans over shareholders interest) was
19.4%. Net gearing ratio (total borrowings after deducting cash
and deposit over shareholders interest) was 10.3%. Current
ratio drop from 2.55 in late 2009 to 2.24 because of increased
current liability. Interest expenses were US$813,000, which is
US$157,000 lower than that of the same period last year due to
a modest decrease in loan interest rate.
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Exchange rate

Affected by the 2008 financial crisis, the Vietnam Dong
depreciated by 10%. The Central Bank of Vietnam suddenly
announced a 2.44% depreciation of the currency ahead of
the 2010 Lunar New Year, causing the Company to suffer
an exchange rate loss of approximately US$1,177,000 and
indirectly affected the turnover of the Vietnam region. We
will monitor the trend of Vietnam Dong exchange rate closely.
During the period, the People’s Bank of China announced that
the RMB would float according to market conditions, leading
to a slight appreciation. The RMB is not expected to appreciate
significantly by the end of the year.

Capital Expenditure

The Group’'s capital expenditure amounted to US$8,925,000
during the period, which is US$13,207,000 lower than
US$22,132,000 reported in the last corresponding period. The
decline was due to costs associated with setting up a solid
fertilizer production plant to improve environmental protection
and recycling capabilities. Since the investment made to
enhance environmental protection has been completed, no
significant capital expenditure will be incurred in the second
half year.

Dividend

As the Group recorded a loss in the first half of 2010, the Board
of Directors resolved not to issue a dividend.

For the first half year, the Group delivered less satisfactory
results in Vietnam and China; in particular, profit declined
owing to a sharp increase in the price of raw materials that
the Vietnam plant uses to manufacture MSG, modified starch
and fuel of the cogeneration power plant. The price of raw
materials is, however, expected to be more stable in the second
half year, and remain high. As well, expansion of production
capacity in the second half year will help boost overall turnover
and profitability. Operations, turnover and profitability in China
were unsatisfactory. The Group has already revised its strategies
to restructure and enhance its operations team in the second
half year with an aim to quickly improve its performance here.

Interim Report 2010
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2.

Regarding environmental issues related to the Vietnam plant
in 2008, the Group has completed all remedial measures by
the end of 2009 and has received the confirmation from the
Environmental Protection Department of Vietnam. Also, the
addition and improvement of equipment has also boosted the
capacity of the Group’s production.

As for the loss claims from the farmers affected by the Vietnam
plant, the Company has actively worked with departments from
that country’s Central Government and local governments.
It also helped Ho Chi Minh City Environmental Resources
Institute to conduct scientific study. The case involved several
parties, and the farmers have calculated and came up with an
amount themselves and were prepared to file a court claim. The
resulting media reports and pressure have affected the Group's
business and have combined to complicate the issue. On 9
August, the Environmental Protection Department of Vietnam
invited related units to meet again for arbitration and finally
agreement was reached.

The Vietnam plant will pay compensation of 218,949,000,000
Vietnam Dong (equivalent to US$11,807,000) to the farmers
in Dong Nai Province, Ba Ria-Vung Tau Province and Ho Chi
Minh City. The payment will be made in two installments to
all affected farmers and fishermen along Thi Vai River for
their present and past losses. The Vietnam Plant has signed a
compensation declaration and agreement with relevant units
from Ba Ria-Vung Tau Province and Ho Chi Minh City on 13
August. The farmers will not submit claims to the court and the
Company will bear no responsibility in relation to any possible
claims in the future. As for Dong Nai Province, procedures are
underway to complete the related compensation agreement
and all matters related to compensation in that Province.

The Group will continue to resolve key issues and execute and
conclude projects in progress with the aim of achieving long-
term sustainable growth. Major objectives on the horizon
include establishing carbohydrates plantations in Cambodia
and Laos; stepping up marketing and promotion campaigns;
strengthening its position in the ASEAN market, further
developing its businesses and forging a supply chain in China,
the construction and implementation of an ERP system, the
addition of new products and formation of strategic alliances
with key partners.
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