Chairman’s Statement
FTEMEE

The recovery of the global economy has proceeded at a slow
pace during the first half of 2013 as uncertainties remain about
the strength of the rebound in many regions, particularly but not
confined to, countries in the European Union. The economies
and the corresponding market sentiment in emerging markets,
in particular Vietnam, were still stagnant which in turn eroded
consumer confidence. The consequent conservative consumption
pattern has inevitably adversely affected the Group’s results during
the reporting period. Although there were no notable fluctuations
in the supply of raw materials during the first half of the year,
the price of natural gas and energy continued to rise in Vietnam,
substantially pushing up production costs. Meanwhile, the intense
price competition among MSG industry players has also squeezed the
Group's overall profitability. Facing such serious challenges in both
sales and production, the Group's focus of operations for the rest
of this year is on securing low cost raw materials, flexibly adjusting
production operations to enhance cost efficiencies, implementing
energy saving measures and stepping up sales and marketing efforts
while developing new products. These measures can help alleviate
the impact of those unfavourable conditions on sales and the
effect of increasing energy prices on costs, by reducing expenses
and broadening the Group’s sources of income, thus enabling it to
maintain profitability.

Looking at the Group's operation and profit in the first half of
this year, the turnover was US$166,956,000, a decrease of around
7.2% when compared with the corresponding period last year. The
decline was mainly attributable to market competition which caused
the turnover in the Group’s major markets in Vietnam, ASEAN and
Europe to drop by varying degrees. At the same time, the rising prices
of natural gas and energy in Vietnam, the Group’s major production
base, have substantially increased the Group’s production costs. Thus,
the gross profit of the Group dropped by 17.6% year-on-year. Net
profit was also lowered by about 52.9% to US$1,521,000.

In terms of geographical markets and segmental performance, the
critical factor is that the serious inflation and trade imbalance which
emerged in Vietnam, the Group’s major market, appears to be
better managed while the country’s exchange rate has stabilised,
thanks to the fiscal policy of the Vietnamese Government. However,
the subsequent slowdown in economic growth in the country and
international economic headwinds have further affected both its
exports and domestic consumption. The resulting unfavourable
operating environment has presented strident challenges for the
Group's operations, most notably the production in the country.
Although the Group has been focusing on strengthening its
distribution channels and enhancing branding, the competition
centred on low prices among MSG peers has still affected the overall
sales and resulted in a year-on-year drop of 4.9% in the revenues
in the Vietnam market. In our PRC operation, after a period of
production and sales integration, the cost of sales of MSG dropped
slightly in the first half of the year leading to a slight rise in gross
profit. The modified starch business also recorded a stable growth of
4.6%. With the launch of some stimulus measures, the economy in
Japan showed signs of a rebound and consumption demand improved
slightly, thus this market recorded encouraging growth of 7.1% year-
on-year. However, the prices of products in the ASEAN and European
markets remained very low due to the fierce price competition. As
such, these regions were seriously affected and revenues in ASEAN
region contracted substantially by 32.2% when compared with the
same period last year.
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As for products, adversely affected by the poor sentiment and
product price competition, the revenue of MSG, the Group’s principal
product, recorded a year-on-year drop of 9.1%. Although the prices
of cassava and energy surged during the period, the revenue of
modified starch, another key product of our Group, remained at
a similar level as the corresponding period last year, as the Group
diligently strived to bolster its sales network. Supported by the
consistently stable demand in the face of the generally unfavourable
environment, specialty chemicals such as soda and hydrochloric acid,
the essential raw materials of the industry, managed to grow by 2.7%
over the same period last year. Benefitting from the greater market
demand, the performance of its fertiliser and feed products achieved
a year-on-year growth of 21.9%, thanks to our more aggressive
marketing activities in recent years. In another positive development,
to tap the growing demand and sales of amylase in Vietnam, the
Group built @ new maltose plant in 2012 and started a trial run in
the first half of this year. The new plant will not only enhance the
production efficiency of maltose production, but also diversify the
Group's starch business and ultimately create a new revenue growth
driver.

In order to address the current unstable market and intense
competition, the Group has reviewed and enhanced the speed and
effectiveness of its procedures in coping with potential changes in
the operating environment. In 2013, the key area of focus in its
operations is to promptly adjust to fluctuations of raw materials
prices so as to stabilise its production costs, as well as diversify and
expand raw material procurement strategy aimed at minimising cost
fluctuations and risks. As for the surging energy costs, on top of
implementing energy-saving initiatives, the Group is also focusing on
alternative energy solutions and has come up with counter measures
to maintain its competitiveness in production operations. It has also
continued to enhance research and development (R&D) capabilities to
develop innovative products and improve production efficiencies to
complement the above-mentioned cost control measures.

As for the Group’s business strategies, apart from bolstering its
presence in major markets and maintaining profit margins, the
Group has also planned to explore new markets while at the same
time expanding its sales network. To further develop its sales
and operations in Vietnam and the PRC, the Group intends to
aggressively strengthen its marketing strategies, as well as further
extend distribution and sales channels in order to realise the full
potential of the Group’s sales network. At the same time, the Group
is planning to launch new products related to current product lines,
as well as enhance its sales presence to boost its brand awareness.
In addition to actively expanding the starch business in the PRC, the
Group is also consolidating its businesses in Shanghai and Xiamen
plants, enhancing its branding efforts and its distribution network
as well as allocating more resources to maximise its operational
efficiency while minimising unnecessary costs. On the other hand,
the Group is identifying potential collaborative projects that can
extend its geographical coverage, bolster its international exposure,
and ultimately improve efficiency while both broadening its revenue
streams and boosting its profits.
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Under the prevailing unfavourable economic and operating
environment, the Group faces many challenges and difficulties.
To tackle the challenges and uncertainties, the Group has been
conducting an in-depth analysis of its current situation as a prelude
to planning and setting strategic directions. Though it is impossible
to control and not easy to predict macroeconomic trends, we believe
that our prudent operational approach and strategies for market
expansion and branding can mitigate the impact from an adverse
macroeconomic turn. The management and staff at all levels well
appreciate the urgency required during these changing times. We
believe that our prudent approach guided by our innovative vision
should help us create effective operational and business development
strategies and successfully execute the necessary measures over the
medium and long term to overcome the existing challenges and
explore new opportunities, and bring our business to the next level.

By Order of the Board
Yang, Tou-Hsiung
Chairman

Hong Kong, 20 August 2013
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