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BUSINESS OVERVIEW

In 2012, the pace of the global economic recovery was
slow and below expectations; as the unemployment rate of
developed countries was persistently high while the growth rate
of emerging markets and developing countries has slid. Against
this backdrop, uncertainties such as the financial crisis in the US
and the lingering debt crisis in Europe have further dampened
the global economy as can be seen in the International
Monetary Fund (IMF)’s original forecast, made in 2011, of a
4.0% global economic growth subsequently lowered to 3.3%.
Japan experienced negative growth in the first half of the
year, while the EURO zone recorded negative growth for three
consecutive quarters. The PRC recorded a growth rate of 7.8%,
the lowest in 13 years. As for the US, the country recorded
only a slight recovery with an unstable foundation. Affected by
the sluggish global economic environment, the Gross Domestic
Product (GDP) of Vietnam only grew by 5.03% in 2012, 5.89%
lower than that of 2011. The inflation rate was controlled at a
level of 6.81%, much lower than the 18.13% in the preceding
year but still faced weakened market demand. During the year
under review, Vietnam's government launched measures to
encourage exports by controlling the import of non-essential
commodities. Such measures have not only generated the
first trade surplus in 19 years and increased foreign exchange
reserves, but have also helped stablise the exchange rate of the
Vietnam Dong to the US Dollar, which substantially lowered
the foreign exchange exposure of companies. Overall, except
for emerging markets in Asia, major economies in the world
including the US, member countries of EU and Japan have been
suffering from economic malaise and decrease in demand.

The Group faced many internal and external operating
challenges in 2012. For example, the trough in Vietnam's
economy during recent years and the weak purchasing power
have led to a slight decrease in its revenue within the country
for the first time in recent years. Japan's economic growth
and demand has also been stagnant during this time. Thus,
the Group's sales in Japan have dropped. However, thanks to
the strong economic growth of the emerging countries in the
ASEAN region and the fruitful results of the Group’s efforts and
strategic planning over the years, revenue in the ASEAN region
grew remarkably. As a result, overall revenue of the Group only
dropped by 2.6% to US$372,922,000.
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BUSINESS OVERVIEW (continued)

As for the PRC business, the Group has restructured the
Shanghai plant and will focus on distribution and sales channel
expansion as well as brand building. Apart from the existing
MSG and beverage production, Maotai complex in Xiamen
has also increased the production capacity of compound
starch products to meet the demand arising from market
expansion. In 2012, the Vietnam plant closed some of the
native starch production lines with lower production efficiency
and low added value. At the same time, a new 30,000-tonne
maltose production line will commence operation in early
2013. It will not only fully utilise the existing equipment of the
syrup plant to lower construction cost and enhance product
competitiveness, but will also address the increasing demand
for maltose in the region. The diversification of the Group's
starch business is set to become the growth driver of the
carbohydrates business.

In recent years, the Group has been focusing on higher
value added products and enhancing brand reputation and
distribution channels. Thus, it has strategically lowered or
stopped altogether the supply of GA in Vietnam and the
PRC. Compared with 2011, sales of GA decreased notably by
US$14,257,000 or approximately 76.5%. This also explained
the drop in the Group’s revenue.

Facing the fast-changing operating environment in 2012,
maintaining profitability has been the Group’s primary aim
in its operations. As the Group adopted flexible production
and effective measures to secure carbohydrate sources, its
gross profit and net profit increased by US$5,276,000 and
US$614,000, or 9.4% and 10.3%, respectively despite the
slight 2.6% drop in revenue during the year. Gross profit
reached US$61,500,000 and net profit was US$6,551,000.
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2. BUSINESS ANALYSIS
(a) Sales Analysis by Product

BRSO

(R) EmEEDH

Unit: US$'000 B FET
2012 2011 Difference
—E-C§ —E——F =82
Amount % Amount % Amount %
Product EH x| % | % =58 %
MSG W5 267,017 71.6 269,475 70.4 (2,458) (0.9)
GA AR 4,375 1.2 18,632 49 (14,257) (76.5)
Modified starch/Native — E 14813/
starch KRB 47,610 12.8 46,290 12.1 1,320 2.9
Specialty chemicals FLEM 20,608 5.5 20,400 53 208 1.0
Fertiliser and feed AE & et 26,117 7.0 22,270 5.8 3,847 173
Others Hi 7,195 1.9 5,833 15 1,362 233
Total FEPS 372,922 100.0 382,900 100.0 (9,978) (2.6)
(i) MSG and GA (i)  BREFAEBE
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During the year, due to the contraction of market
demand and its aim to maintain profitability, the
Group reduced the supply products with lower
profit and focused on the supply of Vedan-branded
small MSG packs. As a result, revenue reduced
slightly by 0.9% or about US$2,458,000. Total sales
of MSG reached US$267,017,000, remaining at a
similar level as in 2011. The proportion of revenue
contributed from MSG increased from 70.4% to
71.6%.

GA is a semi-finished product of MSG. In view of
the lower gross margin and rising energy cost, the
Group has strategically processed GA into MSG to
increase its profit, resulting in lower production
of GA. Thus, revenue from GA dropped notably
from US$18,632,000 in the same period last year
to US$4,375,000, representing a reduction of
US$14,257,000 or about 76.5%. Its proportion in
total revenue also decreased from 4.9% to 1.2%.
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2. BUSINESS ANALYSIS (continued)
(a) Sales Analysis by Product (continued)

(1)

(1)

Modified starch/Native starch

As for the starch business, output and sales
volume of both modified starch and native starch
increased, while the average selling price decreased
as affected by the price of cassava. However, the
total revenue from starch products increased by
US$1,320,000 or around 2.9% to US$47,610,000.
The proportion of starch products accounting for
the Group's total revenue increased from 12.1% to
12.8%. The starch business has shown significant
growth in the PRC market.

Specialty chemicals and fertiliser and feed

Specialty chemicals, including hydrochloric acid
and soda, are all for sale in Vietnam. Due to the
weakening demand in Vietnam’s manufacturing
sector, the turnover of this segment recorded only
a slight growth. Revenue from specialty chemicals
during the year amounted to US$20,608,000,
showing an increase of US$208,000 or around
1.0% from last year. Its share of the Group's total
revenue grew from 5.3% to 5.5%.

The selling price of fertiliser and feed was pushed
up by the increase in demand and enhancement
of added value of products. Revenue from fertiliser
and feed grew by 17.3% or US$3,847,000
to US$26,117,000. During the year, fertiliser
accounted for an increasing share of the Group’s
total revenue from 5.8% to 7.0%.
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2. BUSINESS ANALYSIS (continued)

(b)

= BESWOR)

Sales Analysis by Market (2) mBHEEDH
Unit: US$'000 B FET
2012 2011 Difference
—E——fF —E——& =8
Amount % Amount % Amount %
Area EH -} % Gk % =5 %
Vietnam i 173,347 46.5 180,624 47.2 (7,277) (4.0)
The PRC L 40,282 10.8 46,779 12.2 (6,497) (13.9)
Japan AA 79,955 214 86,039 22.5 (6,084) (7.1)
ASEAN member REBKE
countries 50,512 13.5 36,310 9.5 14,202 39.1
Other regions H ittt & 28,826 7.8 33,148 8.6 (4,322) (13.0)
Total CH 372,922 100.0 382,900 100.0 (9,978) (2.6)
(i) Vietnam )  HBETE

The Group’s revenue contributed from Vietnam
decreased by 4.0% or US$7,277,000, which was
mainly due to the substantial decrease in the
supply of GA with lower gross margin, as well as
a slight decline in supply of MSG resulting from
the decrease for industry use. With the exclusion
of the GA products, revenue from Vietnam only
declined approximately by 1.0% during the year.
Although the manufacturing industry in Vietnam
faced high inventory levels and declined operation,
this situation did not have a material impact on
the specialty chemicals and modified starch under
the Vietnam operation. During the year, business in
Vietnam accounted for 46.5% of the Group’s total
revenue, down from 47.2% last year.
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2. BUSINESS ANALYSIS (continued)

(b)
(1)

(iir)

(iv)

Sales Analysis by Market (continued)

The PRC

During the year, revenue from the PRC dropped by
US$6,497,000 or around 13.9% to US$40,282,000
from US$46,779,000 in 2011, or around 10.8% of
the Group's total revenue, down from 12.2% last
year. The decline in revenue was mainly due to the
temporary suspension of production at Shandong
plant based on strategic consideration. With the
business in the PRC beginning to recover in the
fourth quarter, sales of MSG have gradually picked
up. Modified starch also recorded stronger growth
during the year.

Japan

Japan remained the second largest market of the
Group, after Vietnam. The economy in Japan,
however, was hit hard and the consumption market
remained sluggish during the year. As a result,
the demand for MSG and modified starch was
reduced. Thus, revenue from Japan during the
year declined by US$6,084,000 or around 7.1%
to US$79,955,000 from US$86,039,000 in 2011.
Revenue from this segment accounted for 21.4%
of the Group’s total revenue, a drop from 22.5% in
last year.

ASEAN member countries

In recent years, ASEAN member countries have been
regarded as an increasingly important emerging
market with strong potential. After a few years of
focused effort, the Group has explored and built
up a well-established sales network. On top of this,
rapid economic growth, rising GDP and increasing
spending power in the emerging countries within
the ASEAN region such as Indonesia, the Philippines
and Thailand in 2012 have made ASEAN the
Group's fastest growing market. In 2012, revenue
from the ASEAN member countries grew by 39.1%
or US$14,202,000, to US$50,512,000 from 2011.
MSG products reported the largest surge in revenue
in the ASEAN member countries. Revenue from the
ASEAN member countries accounted for 13.5% of
the Group’s total revenue, up from 9.5% in 2011,
surpassing the PRC to become the Group's third
largest market.
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2. BUSINESS ANALYSIS (continued)

(b)

Sales Analysis by Market (continued)

(v)  Other regions
Other regions, principally Europe and Taiwan,
showed a revenue of US$28,826,000 during the
year due to slow economic growth and declined
market demand, down by US$4,322,000 or around
13.0% when compared with last year.

3. MAIJOR RAW MATERIALS OVERVIEW

(a)

(b)

Molasses

Generally speaking, during the production season of
2011/2012, the price of molasses dropped as a result of
an increase in supply and a slight reduction in demand.
The global output of cane sugar is expected to set a new
historical high in the production season of 2012/2013.
However, Thailand, one of the major exporters of
molasses, has announced the promotion of the use of
ethanol gasoline (E20), which would lead to a significant
decrease in export of molasses thus maintaining molasses
price at a high level during the production season of
2012/2013.

Cassava/Cassava starch

With the expansion of plantation area and increase
in output, the price of cassava in Vietnam during the
production season of 2012/2013 slightly decreased
when compared to the production season of 2011/2012.
However, the price of cassava in Asia is often affected by
bulk purchase of dried cassava slices and cassava starch
by the PRC; while the procurement volume of the PRC
is related to the price of corn starch and alcohol. This
has increased the complexity and fluctuation in the price
of cassava. Recently, the Thai government intends to
increase the price of cassava starch; therefore the price is
expected to rise in the second half of 2013.

Energy

In 2012, the rising trend in the price of natural gas in
Vietnam from 2011 continued unabated, which has
pushed up the Group’s production costs. To minimise
its impact, the Vietnam plant continued to implement
energy-saving measures, and adjusted production
according to the requirements of each factory and its
particular climate so as to achieve the highest efficiency in
the consumption of energy.
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4. FINANCIAL REVIEW » MO

(a) Liquidity and Financial Resources () RBESMBBER
As at 31 December 2012, the Group’s cash and bank RZE——F+_A=+—H %
deposits amounted to US$49,954,000, representing [® 3R & A 3R 1717 3% 549,954,0003%
an increase of approximately 9.7%, or US$4,436,000 T+ tb A FIE G Hn4,436,0003% T 3k
as compare to the end of 2011. Short-term bank %’99.7% o 5g HifE 3 A27,952,0003%
borrowings were US$27,952,000, a decrease of around * sk A175,000% 7T 0 #90.6%
0.6% or US$175,000, while middle-to-long-term bank qﬂf%HﬁFi*”¢%5 267,0003 7T ° 8
borrowings totaled US$5,267,000, a decrease of around 4,679,0003 JL 3k £947.0% - f& 5K A
47.0% or US$4,679,000. Bank borrowings were mainly ETLAE 1596.9% EH A EHE
denominated in US dollars, which accounted for 96.9% 153.1%  EEMP RAGRLEEA
of the total. The remaining borrowings were in New 84.1%tL15.9% -
Taiwan Dollars, occupying 3.1%. The proportions of
short-term and middle-to-long-term bank borrowings
were 84.1% and 15.9%.
Trade receivables increased by US$8,989,000 or JEWE SR 7241,703,000% 7T - 1
approximately 27.5%, to US$41,703,000, and 85.1% of 5n8,989,0003 7T * £927.5% * 30K
them were within 30 days. Inventories of raw materials HNEWE S IRE85.1% : RYI#
and finished goods totaled US$91,096,000, a decrease Hipk on 17 & 48%891,096,0003% 7T
of US$4,242,000 (around 4.4%). Trade receivables and B EFER R 4,242,000F T 4
inventories accounted for 11.2% and 24.4% of the 4.4% © FEIE SRR NIF EE8B 2
Group's overall revenue. WD B A11.2% K%24.4% °
In light of reduced borrowings, the gearing ratio (total EEFRL BEXAaEL (BEX
borrowings to total capital ratio) was 10.9% for the year L ER) B10.9%  BER T ——
under review, which was lower than 12.3% in 2011. Net FERMI123% FEXRAMEL (4
gearing ratio (total borrowings less cash and deposits to BERNBRRESMERLBEEXR)
total capital ratio) was -5.5%. Current ratio increased B-55% MR ABEEE I K
from 2.6 last year to 2.8, due to the increase in current HEERD RELLEH2.6E MR
assets and decrease in current liabilities. 2.8¢

(b) Capital Expenditure (2) BEXRZH
During the year under review, capital expenditure B & AR 49,343,000
amounted to approximately US$9,343,000, T hEZFE-——FEARAEZTEN
US$1,376,000 less than the amount of US$10,719,000 in 10,719,000 JT &, 42 1,376,0003%
2011. Vivke

(c) Exchange Rate (A) EX

The exchange rate of the Vietnam Dong to the US dollar
remained stable in 2012. Compared to the exchange
rate of US$1 to 20,828 Dong as at the end of 2011, the
exchange rate remained at a similar level as at the end of
2012.

The Group's subsidiaries in the PRC, Shanghai Vedan,
Shandong Vedan Snowflake and Xiamen Maotai focus on
the sales in domestic market. During the year, the value
of the RMB strengthened moderately against US dollar,
appreciating by approximately 0.25% when compared
with the end of last year.
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FINANCIAL REVIEW (continued)

(d) Dividend
Basic earnings per share for the year was 0.48 US cents.
The Board recommended to distribute a final dividend of
0.145 US cents per share, representing a dividend ratio of
60%.

PROSPECTS

Having experienced the dramatic changes caused by the
downturn of the global economy in 2012, the Group is not
particularly optimistic about the prospects in 2013. Especially in
Vietnam and the PRC where the Group has production bases,
the Group does not expect to see a bright situation during the
coming year. However, the GDP growth of these two markets
is expected to be better than other markets, so even under
macroeconomic uncertainties, the Group believes that there is
still scope for stronger development by adopting appropriate
business strategies. The summary of its key objectives and
direction are outlined below.

(a) Operations in the PRC:

(i)  Consolidate the production facilities in Shanghai
and Xiamen and improve production efficiency
while enhancing branding efforts and bolstering
business. The re-organisation of the operations
in the PRC will be a key strategy, which entails
focusing more closely on the market, optimising
the organisational structure, reviewing the progress
of projects on hand, and strengthening the sales
teams.

(i) Reorganise business development strategy. The
Vietnam plant will be responsible for supplying raw
materials and product supply chain. The Group will
also further process the products in the PRC. In
addition, it will explore niche markets, and expand
and strengthen business teams by setting up sales
teams based on customers’ needs.

(iii)  Implement partnership strategy to secure the supply
chain. It will also evaluate new products and related
projects, as well as strengthen and build local
professional teams.

(iv) Reorganise the Shandong plant, as well as its
operational model.
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5.

PROSPECTS (continued)

(b) Operations in Vietham:

(i) Continue to develop the local market by
strengthening the branding efforts and building
an extensive distribution network across various
channels. It will also strive to enhance its consumer
product business, in particular within second-and
third-tier cities as well as major cities, to boost
market share.

(i) In view of the development in ASEAN member
countries and emerging markets, the Group will
increase its efforts in developing the export sales
market including the ASEAN member countries and
India. As for Japan, the Group will further expand
into this market through creating higher value
added products for customers.

(iii)  As for starch-related products, specialty chemicals
and fertilisers and feed, the Group will invest in
the development and production of maltose, with
developing customised fertilisers and feed as its
primary task. To aid in the development of these
products, the Group will integrate resources,
expand its market further within ASEAN and India,
build and strengthen its marketing foundation and
improve efficiency.

(iv) Continue to review its strategic alliances, by
tapping the supply chain and securing a stable
supply of carbohydrates. It will also enhance
energy-saving initiatives, continue to invest in new
product development, implement organisational
restructuring and cultivate professional talent to lay
a solid foundation for long term operations.

The unfavourable and uncertain operating environment in
2013 will continue to bring challenges to the Group. However,
the Group has set operating strategies in place together with
complementary work plans. Based on its market expansion
in different regions over the years, recognition of its brand
by customers and its established sales network, the Group
is confident that it can overcome challenges and set a firm
foundation for long term development.
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