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BUSINESS OVERVIEW

During 2013, the global economy has shown a modest
recovery. Among the world’s major economies, the US was
still afflicted by an increasing financial deficit. The country
mainly relied on the guantitative easing policy to stimulate
economic growth but no dramatic improvements have been
shown and the unemployment rate still hovered above 7%.
The country's economic growth rate in 2013 was only 1.7%.
Similarly, Europe has been affected by a sovereign debt crisis
and was still coping with a recession. Its economic growth
rate in 2013 remained negative at about -0.4%. Japan, on the
contrary, benefitting from "Abenomics” saw a strong rebound
to its economy. Positive economic growth has been recorded
for four consecutive quarters and a decade-long deflation trend
was also alleviated. The depreciation of the Japanese yen has
led to a notable increase in exports, a rise in its stock market
and a general increase in the profit of its enterprises. The
overall economic growth rate is expected to reach around 2%.
As for the PRC, the country has entered into an adjustment
period in 2013 with excess production capacity and a drop in
the increase in consumption although the annual economic
growth rate was 7.7%. The operating environment of Vietnam
was stable in 2013 with inflation under control but borrowing
interest rates remained high. The currency exchange rate was
relatively stable and GDFP growth was 5.42%. While it exceeded
the increase of 5.25% in 2012, it was below the target set by
the parliament of 5.5%, and lower than that of most of the
ASEAN countries including Cambodia (7.2%), Laos (7.8%),
Myanmar (6.9%) and Indonesia and Thailand (5.5%]}. This
laggard growth indicated that Vietnam's consumption power
remained weak. A comparatively positive development was that
the economic growth of Vietnam increased quarter by quarter
from 4.76% in the first quarter to 6.04% in the fourth quarter.
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BUSINESS OVERVIEW (continued)

The Group's revenue during the period reached
Us$342,453,000, a decline of 8.2% or US$30,469,000
year-on-year, mainly attributable to the sales decrease of
US$32,184,000 or about 11.9% in MSG/GA. As for sales
geographically, all regions experienced a drop in revenue except
Japan and Taiwan, with ASEAN member countries recording
the largest reduction. Revenue from ASEAN declined by
US$20,292,000 or about 40.2%. Gross profit in 2013 dropped
by U5%13,411,000 or approximately 21.8% year-on-year to
US$48,089,000. Gross profit margin decreased to 14.0% from
16.5% in the corresponding period last year while net profit
margin declined from 1.8% to 0.2%. Net profit amounted to
US$728,000, a decline of 889% or US%5,823,000 year-on-
year.

The overall declining profits were mainly attributable to the
substantial rises in the cost of natural gas in Vietnam and major
raw materials such as cassava, starch and molasses which in
turn caused production costs to rise. The related policies of
the Chinese government have caused consumption in dining at
restaurants to be substantially reduced. The overall MSG market
in the PRC was inevitably affected and showed a decline. As the
economy of Vietnam is also still recovering slowly, there was no
apparent growth in the overall demand for MSG in that country
as well, which also affected the rise in its price. The drop in
gross profit of MSG has also led to a reduction in the overall
gross profit of the Group. Despite that, other products such as
modified starch and specialty chemicals recorded mild growth
of 2.1% and a strong rise of more than 10% respectively.

Economists are concerned that the global environment may
face greater fluctuations and uncertainties in 2014. Thus, the
Group has implemented a number of proactive measures,
including developing alternative energy and carbohydrates
solutions and arranging flexible production according to market
demand, strengthening its brand and extending its market
reach. These initiatives are aimed at strengthening its position
as one of the market leaders and laying a foundation for
developing related consumer goods.
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2. BUSINESS ANALYSIS Z B
(1) Sales Analysis by Market (=) THESTH
Unit: US$'000 Efi:FERL
2013 2012 Differance
2013E 20125 T8
Amount % Amount % Amount %
®BE 3] % TE % &8 %
\ietnam 7 168,934 49.3% 173,347 46.5% -4.413 -2.5%
Japan HE 79,967 23.4% 79,955 21.4% 12 0.02%
Ll 38,433 11.2% 40,282 10.8% -1,849 -4.6%
ASEAN membar FHEmAE
countries 30,220 8.8% 50,512 13.5% -20,292 -40.2%
Other regions HAth 3h [ 24,899 7.3% 28,826 7.8% -3,927 -13.6%
" 342,453 100.0% 372,922 100.0% -30,469 -8.2%
Vietnam 1. HETS
The Group's profit was lower as consumer spending EHEEEEEEADNERS
power has not completely recovered and the energy FEBERAERMRE LR &
cost has continued to rise. Thus, it has cut the sales T - 4 5 F R e - o R
of industrial MSG accordingly. Due to the disposal SIRAREMES  BEE
of Veyu, which had mainly produced native starch in AR MRS A
Gia Lai Province in Vietnam at the end of last year, ERANEERABB AT
sales of this product also reduced substantially. As BEE BN R AR E
a result, the Group's sales from Vietnam dropped EXERL BT —=%
by US$4,413,000 or approximately 2.5% in 2013, il i i T 2%4,413,000
a lower decline than the 8.2% decrease in the ETT#2.5% « IE 5 M 8 2
Group's total revenue. Revenue in Vietnam was Y-8 29 - M (S B S
US$168,934,000 with its contribution to total H46.5% 18 F49.3% - E W HE
revenue up from 46.5% to 49.3%. 168,934,000 70 -
Japan 2. Hax s
Stimulated by lapan Prime Minister Shinzo Abe's BZXE—_E—=F#HFEEE

“three arrows” policy, economic conditions in Japan
have improved in 2013 with GDP growing for four
consecutive quarters. Despite the weak global
consumer purchasing power, the Group’s revenue
in Japan reached US%79,967,000, a marginal rise
of US$12,000 or approximately 0.02% year-on-
year. Revenue from the Japanese market accounted
for 23.4% of the Group’s total revenue, up from
21.4% in the last corresponding period. The Group
mainly sells M5SG followed by modified starch.
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2.

BUSINESS ANALYSIS (continued)
(1) Sales Analysis by Market (continued)

7

The PRC

Affected by the austerity measures and a slowdown
in economic growth, demand in the PRC has
dropped and market competition has become more
intense. To cope, major MSG enterprises have
tried to set competitive pricing and expand their
market share, which has put smaller companies
in operational difficulty. As sales of MSG have
decreased, revenue in the PRC dropped by 4.6% or
U5%1,849,000 to US$38,433,000, accounting for
11.2% of total revenue, a higher proportion than
the 10.8% in 2012.

ASEAN member countries

In line with its strategic direction, the Group has
reduced the supply of some low margin industrial
MSG and focused more on the sales of its own
branded and small packaged MSG within ASEAN
member countries. Thus, revenue from this
market segment was U5%30,220,000, down by
US5%20,292,000 or approximately 40.2% from
US50,512,000 in 2012. Revenue from the ASEAN
member countries accounted for 88% of the
Group's total revenue, a notably smaller percentage
than the 13.5% recorded in 2012.

Other Regions

Revenue from other regions declined by
US$3,927,000 or approximately 13.6% to
Us$24,899,000. Revenue from this market
accounted for 7.3% of the Group's total revenue,
down from 7.8% in the corresponding period last
year. This was mainly attributable to the weak
economic conditions in Europe and the low prices
resulting from the price competition among industry
peers, as well as the reduction in sales of MSG and
starch.
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2. BUSINESS ANALYSIS (continued) — BROE (W)
(2) Sales Analysis by Product (=) ERESTH
Unit: US$'000 Bf:FERL
2013 2012 Difference
20135 20124 =8
Amount % Amount % Amount %
Product EE 2] % &8 % &8 %
MSG/GA K/ SEH 239,208 69.9% 271,392 72.8% -32,184 -11.9%
Modified starch/ ENER £
Mative starch RER 44,234 12.9% 47610 12.8% -3,376 7.1%
Specialty chemicals &R 23,199 6.8% 20,608 5.59% 2,501 12.6%
Fertiliser and feed IEE#ES
praducts 26,736 7.8% 26,117 7.0% 619 2.4%
Others Hit 9,076 2.6% 7,195 1.9% 1,881 26.1%
Total B 342,453 100.0% 372,922 100.0% -30,469 -8.2%
1. MSG and GA 1. BEAASEHE

The Group has tentatively suspended almost all of
the supply of GA to local players in Vietnam and so
only US$678,000 of revenue was recorded, which
was around 84.5% less than the corresponding
period last year. In 2013, revenue from MSG
and GA operations reached US$239,208,000,
approximately US$32,184,000 or around 11.9%
lower than the same period last year. The decline
was due to the drop of sales of GA and MSG for
industrial use, in particular the EU and ASEAN
where sales plummeted maore than 80%. Other
areas such as Vietnam and the PRC also recorded
moderate decreases. MSG accounted for 69.9% of
total revenue, a lower proportion than the 72.8%
recarded in 2012,

Madified starch/Native starch

The Group has disposed of Veyu, which mainly
produces native starch in Gia Lai Province in
Vietnam, at the end of 2012. Hence, the revenue
from this product decreased substantially by about
65.5% or US%4,250,000. Sales of modified starch
slightly increased by US$874,000 or about 2.1%
during the period. The proportion of native starch
and modified starch in total revenue was 12.9% in
2013, which was similar to the level in 2012.
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2. BUSINESS ANALYSIS (continued)

(2)

Sales Analysis by Product (continued)

3. Specialty chemicals/Fertiliser and feed products
Sales volume of specialty chemicals including
hydrochloric acid, soda and bleach increased
during the period, which boosted revenue by
12.6%, or US$2,591,000 to US$23,199,000, with
its contribution to total revenue up from 5.5% to
65.8%.

Although sales of fertiliser and feed in ASEAN
member countries and Vietnam decreased, the
revenue in Taiwan increased, thus the revenue
of these products amounted to US$26,736,000,
2.4% or US$619,000 higher than the same period
last year. Its proportion of the total revenue of the
Group climbed from 7.0% to 7.8%.

3. MAIJOR RAW MATERIALS/ENERGY OVERVIEW

(1)

(2)

Cassava

The overall production volume of fresh cassava in 2013
was 9,740,000 tonnes, similar to the level of last year.
The plantation area across the country exceeded 544,000
hectares, down by 1.4% when compared with 2012,
Its production capacity was 17.9 tonnes per hectare, a
slight increase of 1.5% when compared with 2012. In
2013, 3,100,000 tonnes of cassava and cassava-related
products were exported valued at US$1,110,000,000, a
drop of 25.9% year-on-year. Nonetheless, Vietnam is the
second largest exporter of cassava-related products in
the world, just behind Thailand. During the period, the
average price of cassava increased by about 10% year-
on-year. The price is expected to be persistently high after
the governments of Thailand and Vietnam implement
biomass-energy policies encouraging the increased use of
cassava for conversion into alcohol.

Molasses

The main source of molasses for the Group's factory
in Vietnam is from Asia. However, as the demand for
biomass energy from Asia is set to continuously rise,
the export volume of molasses in Asia has contracted to
its lowest level since 2005. The volume was 1,500,000
tonnes in 2013, a significant drop from the 2,300,000
tonnes in 2012. Although the supply continued to exceed
the demand for molasses on a global basis in 201372014,
the price of molasses still increased year-on-year.
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3. MAJOR RAW MATERIALS/ENERGY OVERVIEW
(continued)

(3)

Energy

The cogeneration factory of Vietnam Vedan has started
replacing heavy oil with natural gas for power generation
starting fram 2003, while the price of the latter has
gradually climbed in recent years. The price of natural
gas has risen again by about 20% in 2013. On the other
hand, the electricity cost in Vietnam also increased year-
over-year due to the rise in costs of natural gas, coal and
various transportation fees. According to statistics, the
electricity cost in Vietnam had been adjusted upward six
times from 2009 to 2013 for an accumulated increase
of around 50%. In early 2014, Vietnam Electricity
{EVN) again adjusted the electricity cost by 7% and it is
expected that the price of natural gas and electricity costs
in Vietnam will continue to rise in the future.

4. FINANCIAL REVIEW

(1)

Liguidity and Financial Resources

In response to the Central Bank of Vietnam's numerous
moves to decrease the interest rate on Vietnam Dong
deposits during the period under review, the Group
utilised part of its deposits denominated in Vietnam Dong
to repay the borrowings in US dollars. As at 31 December
2013, the Group had cash and bank deposits of
Us$46,773,000, which was approximately US$3,181,000
or about 6.4% lower than the end of 2012. With the
aim of enhancing energy facilities, the Group invested
in related equipment, total bank borrowings therefore
increased by US$11,940,000, or around 35.9% to
U5$45,159,000, of which 97.8% was denominated in
US dollars and the remaining 2.2% denominated in New
Taiwan dollars. Short-term bank borrowings increased
by US$15,133,000 or 54.1% to US$43,085,000, while
middle-to-long-term bank borrowings decreased by
J5$3,193,000 or about 60.6% to US$2,074,000. The
proportions of short-term and middle-to-long-term
bank borrowings were 95.4% and 4.6% respectively.
With increased bank borrowings and reduced bank
deposits, the net interest income during the period was
UJs5$239,000, lower than that of US$246,000 in 2012.
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4. FINANCIAL REVIEW (continued)

(1) Liquidity and Financial Resources (continued)
Trade receivables dropped US$10,962,000, or around
26.3% to US$30,741,000, and around 68.2% of
them were due within 30 days. Inventory amounted to
US$115,202,000, an increase of US$24,106,000 (around
26.5%) when compared with that of 2012. The majority
of inventory was raw materials, semi-finished goods and
finished goods. The increase in inventory of raw materials
was based on the abundant supply of raw materials of
agricultural products and stable raw material costs.

In light of the increased borrowings, the gearing ratio
(total borrowings to total capital ratio) was 14.3%,
which was higher than 10.9% at the end of last year.
Net gearing ratio (total borrowings less cash and deposits
to total capital ratio) was -0.5% due to slightly higher
deposits over total borrowings. Current ratio was
maintained at the level ot 2.8 which is similar to that as
at the end of last year.

(2) Capital Expenditure
During the period, capital expenditure amounted
to approximately US$8,279,000, approximately
US$1,064,000 or about 11.4% less than the amount of
US$9,343,000 in 2012.

EXCHANGE RATE

The exchange rate of the Vietnam Dong has remained stable
since 2011 being maintained at VND20,828 to US$1. On
28 June 2013, the Government adjusted the WND/US$ rate
downward by 1% to YND21,036 to US$1, the first depreciation
in two years. Foreign exchange transactions are limited to
within the rate plus or minus 1% by the Central Bank. The
stable Vietnam Dong-US dollar exchange rate in 2013 was
mainly attributable to the controlled inflation, trade surplus
and higher foreign exchange reserves, as well as the increasing
confidence in the Vietnam Dong. It is expected that the
exchange rate of the Vietnam Dong will continue to be stable.

The Group's subsidiaries in the PRC, Shanghai Vedan,
Shandong Vedan and Xiamen Maotai focus on the sales in
China’s domestic market. During the period, the value of RMB
appreciated by about 3%.
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DIVIDEND

Due to the decrease in profit during the year under review and
the payment of a dividend of 0.101 US cents per share made in
the interim period, the Board of Directors does not recommend
the payment of a final dividend for the year under review.

7. PROSPECTS

1.

In 2014, many uncertainties about the economic growth
in Vietnam and the PRC markets remain. The overall
economies in both places are expected to grow albeit
at a slow pace. The Group is placing a high priority
on cost reduction in a chance to achieve profit. It
will also continue to enhance production efficiency,
including achieving synergies between two production
bases in Shanghai and Xiamen in the PRC, continuous
improvement of production processes and stringent
control over expenses.

The Group will continue to execute its market penetration
strategy for further business expansion in Vietnam and
the PRC by allocating more resources, restructuring its
product lines, optimising sales channels and enhancing
brand value.

Bolstering new product development efforts will be an
ongoing strategic focus of the Group. In light of the
market demand, the Group will strengthen its existing
beverage business by introducing new flavours and
products. Moreover, it will enhance marketing of products
far which it is a distributor, through its existing marketing
channels while leveraging the advantage of agricultural
products and raw materials in Vietnam to develop highly-
processed products.
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7.

PROSPECTS (continued)

4.

Boosting procurement efficiency, better identifying
industry trends and collecting market information
and lowering the unit procurement prices will also be
important priorities for the Group. Meanwhile, the Group
will strive to diversify its procurement sources to build a
maore complete supply chain so as to create a onestop
operation covering R&D, procurement, production and
sales.

Fuel and electricity costs of the production base in
Vietnam are expected to rise continuously and the
Group has adopted appropriate countermeasures to
alleviate the impact of these rising costs. Energy-saving
initiatives and alternative initiatives for changing fuel at
our manufacturing facilities will be the most important
operational focus of the Group.

The Group has set 2014 as a critical year for "preparing
to sprint again”. It has formulated plans ta fully
strengthen and reinforce the foundation of various
aspects of our operations, including enhancing talent
development, boosting organizational strengths,
improving ability to encounter operational changes and
implementing partial restructuring and transformation of
operations.
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