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BUSINESS OVERVIEW

After the recovery of the global economy gained steam
throughout 2010, the momentum was interrupted in 2011, The
political upheaval in the Middle East and North Africa which
broke out in early 2011 sparked a rise in oil prices, which in
turn slowed consumer spending in developed countries. The
earthquake and tsunami in Japan in March caused a disaster
at a nuclear power facility which alarmed the world and
severely disrupted that country's economy. During the third
quarter, the downgrade of the sovereign debt of the US by
international credit ratings authorities and the persistently
high unemployment rate there has negatively affected other
economic indices. This was shortly followed by the European
debt crisis in the fourth guarter which has to date not been
effectively resolved and has also brought about a debate among
the members of the EU over whether the continued existence
of the EURO zone is viable.

The drivers of global economic growth have substantially
slowed down in 2011, particularly in the US and Europe.
Affected by the global economic environment, Vietnam, the
Group's main production and distribution market had not fully
recovered, and recorded a lower economic growth rate of
5.89%, down from 6.78% in 2010. The PRC economy grew
9.2%, also lower than the 10.4% last year. Despite the reduced
growth and its subsequent impact on sales demand, the efforts
of the Group's management team have achieved satisfactory
results in all regions, except the PRC. Sales of the Group's major
products have shown double digit growth. The Group's overall
revenue this year reached US%$382,900,000, a rise of US$
46,793,000 or 13.9% when compared with US%$336,107,000
recorded last year.

During the year under review, the price of natural gas used by
the Vietnam plant rose substantially. An upward adjustment
in the price of electricity was made twice in Vietnam and
the average price of major raw materials such as molasses,
cassava and liguid ammonia had reached record high. The
increase in the selling price of the Group's products could
not fully cover the rising costs, hence gross profit shrank
2.8% or US$1,632,000 from US$57,856,000 last year to
US$56,224,000. Met profit was U5$5,937,000.
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BUSINESS OVERVIEW (continued)

Sales in Vietnam recorded a growth of 6.2%, affected by
the high inflation rate, high interest rate, depreciation of the
Vietnam Dong, slowing economic growth, and sluggish equity
and property markets and which combined to yield conservative
consumption in that country. Although the serious disaster
which hit Japan, the Group's second largest market, in early
2011 had an adverse effect on Japan's economy, the long term
cordial cooperation between the Japanese customers and the
Group, together with the gradual recovery of the Japanese
economy, reconstruction after the disaster and increase in
consumer demand have helped create a revenue growth of
29.5% in Japan, greatly exceeding that of the Group overall.
In 2011, the economic expansion in the PRC slowed down
guarter by quarter as labour costs increased rapidly and both
industrial production and exports showed signs of contraction.
The Group’s Shandong Vedan Snowflake Enterprise Co., Ltd
suspended production temporarily in the third quarter this
year to complement the Group's revised operating strategies.
Revenue from the PRC was US$46,779,000, a drop of 9.7%.
Within the ASEAN region, the Group achieved significant
revenue growth of 39.8% as a result of its efforts to expand its
sales channels. In terms of products, except for its GA line, all
products recorded double digit growth in revenue benefiting
from the increase in sales price and sales volume during the
year.

In the execution of the Group’s PRC strategies, the increase of
energy costs and prices of raw materials caused the Shandong
Vedan Snowflake Enterprise Co., Ltd suspended production
temporarily since the third quarter in 2011. The management
has also planned to expand its related business such as
the starch and fertiliser segments and undertake efforts to
cooperate with Vietnam Vedan to expand its reach to overseas
markets. The Group hopes these initiatives can help enhance
the efficiency of Shandong Vedan Snowflake Enterprise Co.,
Ltd.

With the rapid economic growth in Shanghai, Shanghai
Vedan's plant located in the Songjiang district of Shanghai
has become an emerging development zone. As recently
enacted legislation and zoning restrictions resulting from
urban development of the region have rendered the district no
longer suitable for production. At the same time, the Group's
strategy for Shanghai operations is to focus on supporting
market expansion, sales network establishment and expansion
of markets in the cities of Shanghai and Jiangsu as well as
Zhejiang provinces. Therefore, the Group plans to integrate the
packaging production lines at Shanghai with its Xiamen plant
for lowering production cost. The Group has sold the assets
during the year and built smaller facilities in the surrounding
area to more effectively utilise its assets.
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1. BUSINESS OVERVIEW (continued) MERWE (W)
The year 2011 was a challenging year for the Group's HE_T 2 o M T 49 2 - AR Bk
operations. Not only has the price of agricultural products used Bo—F TEXTEFERAREENRE
in production such as cassava and molasses increased during mEHDMAE BELRN-HWETER
the year. The price of other major raw materials such as liquid e THEEEHEEERB30% &m0
ammonia and industrial salt has also risen by over 30% on FheRRA A AR ATRRE EFH5ER
average. This plus the rise in energy prices and wages have led EEMFIEIN AmER T -ER R
ta a surge in production cost and, in turn, adversely affected EEEBEELEE - EREBEREEGE T
profits. In light of this situation, the Group overcame these HERMEEAAREE ENEERBES-
challenges by adopting flexible production means, improving BEmM—F BEXRRE—FHRERBEE
efficiencies in energy and production as well as increasing sales FHRESEAERT BT ER DEER
price to cover costs. Looking ahead, although the price of HEEFIEER - EERATHER #&
energy should continue to rise, the price increases of some of FHM—ENERBEMERE-
the raw materials are expected to end or even decline, which
will benefit the Group's development in the coming year.
2. BUSINESS ANALYSIS BRaoH
(1) Sales Analysis by Market (1) TEHEEITH
Unit: US$'000 B FRR
2011 2010 Difference
Amount % Amount % Difference %
Area BE &8 % &H# % £H %
Vietnam il 180,624 47.2 170,003 50.6 10,621 6.2
The PRC Ll 46,779 12.2 51,790 15.4 (5,011) 9.7)
lapan HE 86,039 22.5 66,429 19.8 19,610 295
ASEAN memeber FERAER
countries 36,310 9.5 25,975 T 10,335 398
Other regions o= 33,148 8.6 21,910 6.5 11,238 51.3
Total - B 382,900 100.0 336,107 100.0 46,793 13.9
(1) Vietnam i—) #HEWE
The Group's revenue from Vietnam was METmE =T FEAH

approximately US$180,624,000 in 2011, a
growth of 629% or US$10,621,000 from about
LUS$170,003,000 in 2010. The growth was mainly
contributed by the improved performances in MSG,
fertilisers and native starch. The growth rate in this
market, however, was still lower than that of other
regions, hence revenue from Vietnam accounted for
47.2% of the total revenue, down from 50.6% in
the same period last year. The fact that the growth
was relatively low was mainly due to the decreased
spending power of consumers caused by high
inflation rate and the significant depreciation of the
Vietnam Dong.
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BUSINESS ANALYSIS (continued)
(1) Sales Analysis by Market (continued)

2)

3

4}

Japan

The Japanese economy has been hit hard by
the earthquake and tsunami in Japan during
March 2011. Fortunately, the Group's customers
and products were not adversely affected and
business actually steadily increased as the Group
maintained a close collaboration with its Japanese
partners. The revenue from this market surged by
US$19,610,000, the biggest jump in any single
geography, or about 29.5%, during the year.
The growth was mainly attributable to increased
revenue of MSG and modified starch. Revenue
from Japan accounted for an increasing share of
the Group's total revenue, from 18.9% in 2009,
to 19.8% in 2010 and up to 22.5% in 2011,
indicating the rising importance of that market to
the Group.

The PRC

In the PRC, an oligopoly has emerged in the MSG
industry resulting from increased production
capacity from other industry players, thus the Group
has adjusted its business strategy accordingly. Its
factory in Shandong has suspended production
temporarily since the third quarter and the sales of
GA have been reduced. During the year, revenue
from the PRC dropped by US$5,011,000 or about
9.7% to approximately US$46,779,000 from
US%$51,790,000 in last year. Meanwhile, the revenue
from GA declined by US%3,767,000 or 31.5%.
During the year, the PRC accounted for 12.2% of
the Group’s total revenue, down from 15.4% last
year.

ASEAN member countries

The Group was not able to provide a large supply
of products to this market because Vietnam Vedan
reduced its output due to the environmental
incident in 2009, thus its revenue from ASEAN
member countries has dropped. However, in the
last two years, this market have become the fastest
growing revenue contributor of the Group. When
compared to 2009, revenue from this market
surged by 156% to US$36,310,000, returning to
the 2008 level, and up by 39.8% or US$10,335,000
over 2010. Revenue from the ASEAN countries
accounted for 9.5% of the Group's total revenue,
up from 7.7% of last year. This market showed
growth in sales of all products, including MSG. The
sales growth of in fertiliser was more than 100%.
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2. BUSINESS ANALYSIS (continued) Z BEMoWm(E)
(1) Sales Analysis by Market (continued) (1) THHETH (A
{5)  Other regions (R) Rppiiis
Apart from the above-mentioned major markets, - ol i S i A )
revenue from other regions rose by US$11,238,000 i R A B W #) /33,148,000
or 51.3% to approximately US$33,148,000 from FE L thEF 21,910,000
Us$21,910,000 last year. Revenue from Taiwan EaxEms1 3% £ HE
and the EU countries grew by 19.5% and 113.8% 11,238,000 -~ HEB &
respectively. In Taiwan, GA recorded the largest rise E-BEWRERESRKE
and modified starch also showed growth. In the EU 19.5% K113 8% - E &2
countries zone, modified starch and MSG showed EEWEERET AN 2
substantial increases. R E AR R - AT W R TR Al
EEMBRBMEFEE X ERK
E-
(2) Sales Analysis by Product (2) ER#EIW
Unit: US$'000 Bl TFER
2011 2010 Difference

Amount % Amount % Difference %

Product ERER 28 % £ E % =8 %

M5G I & 269,475 70.4 236,403 703 33,072 14.0

GA #ak 18,632 4.9 29,417 8.8 {10,785) (36.7)

Modified starch/ EHENS

Mative starch A ER 46,290 121 34,423 102 11,867 345

Specialty chemicals Bk E m 20,400 5.3 17,445 5.2 2,955 16.9
Fertiliser and fead IR & 3 22,270 5.8 13,701 4.1 8,569 Eeh

Seasoning A 2,972 0.8 2,434 0.7 538 22.1

Others Hi 2,861 0.7 2,284 0.7 577 253

Total e 382,900 100.0 336,107 100.0 46,793 139

(1} MSGand GA (=) BEMEHE

MSG production of Vietnam Vedan has gradually
returned to normal since 2010. Revenue from MSG
rose by 14.0% or US$33,072,000 to approximately
US$269,475,000 against last year, and its share
of the Group's total revenue slightly increased
to 70.4% from last year. Japan contributed the
largest growth in MSG products compared to other
regions. However, due to an adjustment in business
strategy, the revenue from GA decreased by
US$10,785,000 or 36.7% to US$18,632,000 and
its share of the Group's total revenue dropped from
88% to 4.9%. MSG and GA together accounted
for 75.3% of the market, a reduction from 79.1%
in 2010.
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2. BUSINESS ANALYSIS (continued)

(2)

Sales Analysis by Product

2} Modified starch/Native starch
During the year, output of modified starch and
native starch increased, while the average selling
price increased. As a result, revenue from this
segment surged by 34.5% or US$11,867,000 to
US%46,290,000 when compared to last year. Starch
products accounted for 12.1% of the Group's total
revenue, up from 10.2% last year and the second
largest revenue contributor after MSG.

(3} Specialty chemicals and fertilisers and feed

During the year, the price of soda rose slightly
so as to reflect rising costs and market demand.
However, the sales volume of hydrochloric acid
saw a decrease due to reduced demand. As
a result, the revenue from specialty chemicals
amounted to approximately US$20,400,000, a
growth of U5%$2,955,000 or about 16.9% from
US$17,445,000 in the previous year. Specialty
chemicals have maintained a virtually constant
share of the total revenue around 5.2% to 5.3%
since 2008. As the price of fertilisers and feed
has significantly increased, the revenue grew
by US%$13,701,000 or 62.5% to approximately
Us$22,270,000 from US$13,701,000 in previous
year. The share of fertilisers and feed in the total
revenue increased from 4.1% to 5.8%. The revenue
from fertilisers and feed is expected to grow in
the future as the Group is planning to improve the
production process and enhance the added value.

3. MAJOR RAW MATERIALS/ENERGY OVERVIEW

(1)

Cassava/Cassava starch

While the price of cassava surged in 2010/2011, this
year the expected increase in available plantation area
globally, including the abundant cassava harvest in
Cambodia, led to a slight price decline in cassava during
the production season of 2011/2012. The harvest area
and output of cassava in the north and west of Thailand
in 2011/2012 were also higher than in 2010/2011.
During the year under review, the price stood at a high
level during the production season of 2010/2011 but
started to slip during September 2011. In general, owing
to the high price level in the first half of the year and
the peak procurement season in the first quarter, the
overall cassava price in 2011 was still higher than that of
the same period last year despite the price decline in the
second half of the year.

T BRAW(E)
(2) EREETF
Z) BERE KRB
BHERAAZBERBEX

ABRWERSEN XABRE
SHN - FHE S H 0
HeEWHELEEFEM345%
o £ ¥ 11,867,000 77 32
46,290,000 7T - B ¥ E @
{FEE Rt H102%FNE
12.1% & 5 M E & 2 5
ME-KEM-

FFE BB A
HRastESERERE L
AEmEER RITEEKE
AR EHEBESRELMEE
WE TR SHABLEESR
2 Ur 8 #920,400,000% T
L & A 17,445,000 7T 1 40
2,955,000 L 3¢ #716.9% -
BILERA-ZT/\FLE
Bl EMB W EE
HES.2%E5.3% - IE &7 &
FHEEAEE M wE R
#22,270,000% 7T L £
13,701,000% A £62.5%
e W B 1%
NS 8%« AR FE Uk TE
A EERE MO R
HEHRE - IERKMEES M
£

=y

= XEFRH REFEER

()]

RE O RERE
HiE_—T—T S _B——FKEL
ERE EREEAEREDER
m-eEEMERERESEW Al
—E-— /- _—HEEAER
BEMATE MERILAEFAL
—R—— /P _FHREEK
EENEE GO T -F =%
——EEFE FRLLOBESHR-_T—
B R EEFEEER-BA
—E——EhAWEHBEFABTE
EEmMEmRLEFETEERESH
THESHF TR BEAFREFERITFE
EE—F - H_FT——FERKESR
BihmnEEREE-

Annual Report 2011 £ 8

19



Management Discussion and Analysis

BEEIWE DT

3. MAJOR RAW MATERIALS/ENERGY OVERVIEW
{continued)

(2)

(3)

Molasses

Due to persistently high global energy prices, molasses
has been converted into a source of producing alcohol.
The price of molasses during the year was slightly higher
than that of 2010. However, as production has increased
while the market demand has dropped in the production
season of 2011/2012, the procurement price of molasses
is also likely to decrease.

Energy

The political turmoil in Middle East and Northern Africa,
and the outbreak of civil war in Libya stopped oil supply
early last year disrupted oil exports while OPEC decided
not to increase the quota of its oil production, thus, the
reduced supply has pushed up oil prices. In response to
the enormous global demand resulting from increasing
global population energy consumption, the energy price
has remained at a high level. In Vietnam, the power
utility Vietnam Electricity (EVN) increased the tariff twice
because of the rising prices of natural gas, coal and
fuel. The Group expected the prices of natural gas and
electricity to climb further during 2012. As for the PRC,
the coal price stood at high level during 2011, impacting
on the Group's production cost.

4. FINANCIAL REVIEW

(1)

Liquidity and Financial Resources

As at 31 December 2011, cash and bank deposits of
the Group amounted to US%45,518,000, representing
an increase of approximately 31.8%, or US$10,982,000
in the end of 2010. Short-term bank borrowings
were US$28,127,000, an increase of US$ 252,000,
while middle-to-long-term bank barrowings totaled
U5%$9,946,000, a decrease of US$%5,313,000. Bank
borrowings were mainly denominated in US dollars. The
proportions of short-term and middle-to-long-term bank
borrowings were 73.9% and 26.1%.

Trade receivables dropped by US$7,614,000, or
approximately 18.9%, to US$%32,714,000, and they
were mostly within 30 days. Inventories totaled
U5$95,338,000. The inventory figure increased by
US$12,145,000 {(around 14.6%) because the material
costs have recorded sharp increases. Another attributable
factor was the Group's flexible production strategy
of increasing volume of finished goods in response to
seasonal material supply.
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4.

FINANCIAL REVIEW (continued)

(1) Ligquidity and Financial Resources (continued)

The gearing ratio (total borrowings to total capital
ratio) was 12.3% for the year under review, which
was lower than the 13.9% in 2010. Net gearing ratio
(total borrowings less cash and deposits to total capital
ratio) was -2.4%, which was improved from 2.8% of
the previous year, because the Group received the sales
proceeds from the disposal of its assets in Shanghai at
the end of the year. Current ratio increased from 2.3
last year to 2.6, because of increasing current assets and
decreasing current liabilities.

(2) Capital Expenditure
During the year under review, capital expenditure
amounted to approximately US$10,719,000,
US$7,716,000 less than US$18,435,000 of 2010.

EXCHANGE RATE

To reduce the trade deficit and the discrepancy between the
exchange rate in the black market and the official market
rate, on 11 February 2011, the Central Bank in Vietnam
announced the depreciation of the Vietnam Dong by 9.3% and
tightening the intraday fluctuation within 1%. The Vietnamese
Government also announced a number of new monetary
control policies, which include a limit on the use of foreign
money in daily commercial activities within Vietnam, increasing
the interest rates of deposits and loans in Vietnam Dong,
imposing a limit on the interest rate of deposits and loans in
US dollars, issuing an order to sell foreign exchange deposits
and revenue of state-owned enterprises to banks exclusively, as
well as prohibiting gold and jewellery shops to conduct foreign
exchange transactions. Under the more restrictive monetary
regime, the exchange rate of the Vietnam Dong to the US
dollar began to stablise in 2011. Compared to the official
exchange rate of US$1 to 18,932 Dong at the end of 2010 and
US$1 to 20,828 Dong at the end of 2011, the local currency
depreciated by 10.01%, mainly in the first half of the year but
only by 1% in the second half of the year. Although revenue
denominated in Vietnam Dong accounted for nearly half of
Group's total revenue, the Group has foreseen the depreciation
in the beginning of year and implemented the appropriate
procedures.

DIVIDEND

Basic earnings per share for the year was 0.52 US cents. The
Board decided to distribute a dividend of 0.311 US cents per
share, representing a dividend ratio of 60%.
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7. PROSPECTS £t RE

Looking into 2012, inflation in Vietnam is expected to improve, BE—T-—_TRAERESTEMNE.
and the interest rates and the exchange rate of the Vietnam FlEAERE - BE EnEEKER
Dong to the US Dollar should also stablise. Though the prices FHARAEREBEAGSLENE
of natural gas and electricity are still under pressure and are D EREMNBEENEZFHEHAESHEERE
likely to continuously rise, carbehydrates may level off or be less HRTTRE - #A FR S A A TR - R
expensive than in the previous year, which would facilitate the HEEMIEEREERICER BEEE
Group's cost control efforts. Looking ahead, the Group is set to EonEER - EREN -ESER ER
strengthen its fundamentals, leverage the strengths and work FHEENTIEERNT:

to overcome the weaker aspects, consclidate our resources
for optimal deployment and focus on vertical expansion as
described below.

On top of balstering the sales network and branding of - BRECESWERENSRE 28

its MSG operation, the Group will strive to strengthen
the marketing of seasoning products and super seasoning
products. The Group expects to launch beverage products
in Vietnam market through its existing MSG sales network
during the year, to create a new income source.

To further develop the Group's carbohydrates-related
business, the factory in Vietnam will start producing
amylase and providing it to food and beverages related
industries.

The fertiliser and feed business segment has recorded
substantial growth in recent years. The Group will strive
to further boost the sales volume and develop new value-
added products in the future.

The Group will consolidate its starch operations in
Vietnam and the PRC by evaluating sources of material
supply, producing more competitive products, improving
customer service, and ultimately enlarging its market
share in the PRC.
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PROSPECTS (continued)

Resources integration will be continuously carried out in
the PRC, facilitated with concentrated production base,
lowered cost, enhanced marketing efforts, introduction of
new products, establishment of sales channels and brand
value creation.

Commence a project to improve organisational and
procedural capabilities led by team members with the
requisite management ability who understand the
mindset and abilities of our staff

Continue implementing energy-saving initiatives. The
rising cost of energy has presented our biggest challenge.
The Group has engaged the services of an external
consultant at the beginning of last year. Measures
undertaken have started to deliver improvement. This
year, the Group will continue with its efforts.

An ERP system will be implemented at the Vietnam plant
at early 2012. In addition to facilitating the creation of
and adherence to financial budgets and providing a real-
time analysis of operational data, all units would be able
to access information on this platform in a timely and
precise manner, react immediately to changes and thus
enhance overall operational efficiency.

Despite of the uncertainties foreseen in the year of 2012, and
ever changing operating environment, the Group will continue
to drive business growth at full strength by adopting prudent
business strategies and solid management, continuous new
product development and strengthening marketing effort and
sales channels. The management is cautiously optimistic about
the outcome that the Group will deliver in the year of 2012.
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