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I.  BUSINESS OVERVIEW

Recovery of the global economy has continued to proceed
albeit at a slow pace in the first half of 2015, while the
economic growth in developing countries has generally slowed
down. Among all the major economies, the US economy
has maintained positive and presented a sign of economic
recovery. The Japanese economy has started to recover in
the first half of 2015 but its growth remained weak. The
Eurozone economy has started to stablise and rebound.
However, its unemployment rate remains the highest among
all major economies though it is recently improving. The PRC
has recorded economic growth of 7% for two consecutive
quarters and its Consumer Price Index (CPI) has increased by
1.3% year-on-year, which has met the annual target of around
3%. The unemployment rate was around 5.1%, showing that
the overall employment trend has been stable while the trade
surplus has continued to increase. As for Vietnam, its economy
has improved in the first half of 2015 with economic growth
reaching five-year high of 6.28% when compared with the
corresponding period in 2014. The inflation rate was at the
lowest point in the past decade due to the higher amount of
remittances by overseas Vietnamese and Vietnam labourers
and the continuous increase in foreign exchange reserve. GDP
growth rate is expected to be in the range of 6.0% to 6.2%
in 2015 and the inflation rate to be about 2.5%. Globally, the
US dollar has appreciated while currencies of various countries
have depreciated in the first half of 2015. The Vietnam Dong
has remained relatively stable, which has caused the exports
of Vietnam to weaken while imports have gradually increased,
transforming the trade surplus maintained in the past three
years into a trade deficit. The Vietnam government has slightly
adjusted the exchange rate twice during the period in order
to maintain the economic and monetary stability, ensure
reasonable economic growth, control inflation and assure the
stable and secure operation of credit organisations.

During the period under review, the Group has recorded
revenue of US$158,150,000, 3.6% or US$5,445,000 higher
than the same period last year. The increase was mainly
due to the notable growth in domestic sales of MSG of the
Vietnam plant. Overseas sales to Japan and ASEAN member
countries have decreased but overseas sales to the US have
grown substantially exceeding US$5,000,000. Recession was
seen in the Japanese market while the Japanese yen has
been depreciating by more than 45% since 2012, which has
caused the revenue of the Group in the Japanese market to
drop by 13.0%. Revenue in the PRC has increased slightly by
0.3% period-to-period. The revenue of products during the
period was mainly attributable to the increase in revenue from
sales of MSG, hydrochloric acid and soda which amounted to
US$3,961,000 and US$1,466,000 respectively. Gross profit of
the Group increased 7.4% or US$1,782,000 to US$25,741,000
as compared to the same period last year. The Group’s overall
gross profit margin has climbed to 16.3% from 15.7% in
the corresponding period last year. Profit for the period was
US$4,216,000 and net profit margin increased to 2.7%, a
period-to-period increase of US$4,174,000. Both revenue and
profit have grown during the period. The principal reasons
for the increase in net profit included: 1) the energy cost-
saving solutions of Vedan (Vietnam) Enterprise Corporation
Limited (“Vedan Vietnam”) has begun to yield results; 2) the
Vietnam economy has shown obvious improvement and a surge
in market demand, and 3) the demand and sales volume of
hydrochloric acid and soda have increased. Benefitting from the
energy-saving solutions of Vedan Vietnam, the Group expects
to achieve better revenue and profit in the second half of the

year.

Vedan International (Holdings) Limited
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Management Discussion and Analysis &2 & &f s & 2 #7

BUSINESS ANALYSIS
(1) Sales Analysis by Market

Unit: US$'000

Vietnam

Along with the gradual recovery of the Vietnam
market, the Group’s revenue from the market
amounted to approximately US$83,024,000 in the
first half of 2015, 9.5% or US$7,233,000 higher
than the same period last year. Revenue of MSG
grew 4.1% or US$3,872,000 period-to-period;
revenue of maltose products surged 81.4% or
US$1,229,000 period-to-period. Due to steady
growth of demand, the revenue contribution from
other products, such as hydrochloric acid and soda.
Total revenue of Vietnam market rose from 49.6%
t0 52.5%.

Japan

Consumption in Japan has remained sluggish and
the economic recovery in the country was slow.
The implementation of large-scale quantitative
easing monetary policy by the Japanese central
bank has caused the Japanese yen to depreciate
to the lowest level in 12 years and increased the
cost of imports. As a result, revenue in Japan was
US$31,625,000, representing a decrease of 13.0%
or US$4,726,000 period-to-period. The proportion
of revenue from the Japanese market of the Group's
total revenue was down from 23.8% to 20.0%.
The Japanese yen-USD exchange rate is expected to
remain relatively stable. And with the reduction in
the energy cost of the Vietnam plant in 2015, the
results also is expected to rebound in the second
half.

(=) HHEED
B FET

%87,233,0003 7T ° B 5 E f@
2B —T-—NERPEER
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REARMESZ &U31,625,000
EL R -_ZT—NERER
113.0%3k & 784,726,0003%
T EEBEZE W A23.8% % E
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The PRC

In recent years, the continuous increase of demand
for chicken essence and seasoning products in
the urban population in the PRC has affected the
growth of the MSG industry. Although MSG sales in
the PRC have remained stable, the Group continued
to actively expand into the chicken essence and
seasoning products market to address market
demand. At the same time, it has commenced the
starch business. Rising production volume and prices
of modified starch has led to an increase of product
revenue of 12.4% period-to-period and higher
revenue of seasoning products. Revenue from the
PRC market reached US$15,639,000, which was
0.3% or US$43,000 more than the same period
in 2014, but its contribution to the Group's total
revenue has declined from 10.2% in 2014 to 9.9%.

ASEAN member countries

During the period, revenue from ASEAN member
countries, except Vietnam, amounted to
US$13,304,000, which has dropped by 9.2% or
US$1,345,000 period-to-period. Its contribution to
the Group’s total revenue was down from 9.6%
to 8.4%. Decrease in revenue was mainly due to
the price competition in the PRC's MSG market.
Besides, the Group's strategy to reduce the sales of
modified starch has caused the revenue of modified
starch in ASEAN member countries to drop during
the period. However, as the cost structure of various
products of the Group has improved during the
period, the product revenue is expected to increase
in the second half of the year.

Other regions

Revenue from other regions rose by 41.1% or
US$4,240,000 from US$10,318,000 in the same
period in 2014 to US$14,558,000, and as a
proportion of total revenue increased to 9.2% from
6.8% during the last corresponding period. The
anti-dumping duties imposed by Europe and the
US on MSG exported from the PRC has led to a
decrease in MSG sales from the PRC to the US. The
Group has partly resumed sales to the US during the
period and achieved higher growth in revenue as a
result.
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(2) Sales Analysis by Product

Unit: US$'000

MsG

Revenue from MSG operations during the period
rose by 3.8% or US$3,961,000 from the same
period last year to US$109,249,000 and its
contribution to the Group’s total revenue was
69.1%. The growth was mainly due to the lower
energy costs in Vietnam which has made MSG more
price-competitive. Thus, sales of MSG in Vietnam
and other regions have also increased.

Modified starch/native starch

Revenue of modified starch during the period
declined by 13.9% or US$2,793,000 to
US$17,288,000, which was mainly caused by the
competition in starch products in Thailand. At the
same time, the Group has changed its strategy to
reduce the production and sales of modified starch
with lower margin, leading to a reduction in sales
of modified starch of the Vietnam plant, while the
PRC recorded a growth in modified starch products.
Total revenue of modified and native starch during
the period declined 6.0% or US$1,226,000 period-
to-period to US$19,197,000. Its contribution to the
total revenue of the Group has also decreased from
13.4% to 12.1%.

%15

H A & U8 109,249,0003 7T
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3. Specialty chemicals/fertilisers and feed products

Specialty chemicals including hydrochloric
acid, soda and bleach are principally sold in
the Vietnam market. The revenue of specialty
chemicals increased by 15.1% or US$1,466,000
to US$11,184,000 and the contribution to the
Group's total revenue rose from 6.4% to 7.1%
as compared with the same period of 2014. The
growth in demand for soda and hydrochloric acid
in the Vietnam market has also led to the increase
in the revenue of soda and hydrochloric acid during
the period.

Due to the great harvest of staple cereal and an
excess supply of fertiliser as a result of sluggish
global demand, the selling price of fertilisers has
declined in the Vietnam market. Also, affected by
the price wars in China, the revenue of the Group's
fertilisers has dipped by 1.3% or US$152,000
period-to-period to US$11,296,000 during the
period and its contribution to the total revenue has
dropped from 7.5% to 7.1%.

3. BUEDEEH

BIEERBBERE T2
HAKHEEBEEE - FER
S UTE11,184,000E 7T & =
T —UFE N5 1% E
51,466,000 L (hEE 4
B HR6.A4%IEET 1% - FE
MBS NERIT MBS
SR AN - BRItk HB P AR FT 0 BE R
Bl R -

AttRIEIMERZ W 2
BRI E R IR - HiBRsk.
ERMEERTSEEETE
ERNZIFEEERS WE
EREfRERERR D B
213 11,296,000E 7T 8 —
T-MERPRI13%KE
%152,000% T (R EE B E
WH7.5%EZE7.1% °

I1l. MAJOR RAW MATERIALS/ENERGY OVERVIEW = EERH BERER

(1) Cassava (=) K&

(2)

In Vietnam, cassava and cassava-related products
ranked fourth nationally in terms of export volume,
immediately behind coffee, rice and cashew nuts. Primary
export destinations for cassava in Vietnam include
the PRC, the Philippines and Malaysia. In the first half
of 2015, Vietnam has exported cassava and cassava-
related products valued at US$844 million. To reserve
raw material supply for production of domestic fuels,
the Ministry of Finance of Vietnam has raised export
taxes on cassava from zero to 5%, thereby promoting
cassava processing and adding value. This has helped to
bolster the price of domestic cassava to become more
competitive in the international markets.

Molasses

Global molasses output was around 55-60 million tonnes,
mainly in Thailand, Brazil and Cuba. Globally, Thailand,
Pakistan and India were the key exporters of molasses
while the EU, the US, Korea were the key importers.
During the period, as great demand from biomass energy
and the pasture poultry industry has pushed up the price
of molasses, the cost of molasses per tonne has climbed
by around 4.3% from 2014.
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(3)

Energy

As the price of natural gas in Vietnam has surged notably
every year starting from 2010, the cogeneration factory
of Vedan Vietnam has changed to adopt alternative fuel
in March 2015 to better control its cost. Affected by the
low international oil price, the price of alternative fuel
continues to decrease. Since 2014, the global price of
the main fuel including crude oil and coal has decreased,
which is likely to remain at a low range in the second half
of the year, is a favourable factor for the Group’s cost
control.

The utility electricity charge in Vietnam has been raised
by 7.5% since 16 March. Nevertheless, the Group has
reduced the purchase of external electricity and increased
the use of self-generated electricity since the use of
new energy system. Consequently, the rise of electricity
charges had only a limited impact on the Group.

IV. FINANCIAL REVIEW

(1)

Liquidity and Financial Resources

As the Group has increased the purchase of bulk
materials, like agricultural raw materials during the
period, thus, the raw material inventory rose by
approximately US$11,260,000 from late 2014. The Group
had cash and bank deposits of US$30,555,000 (excluding
restricted cash), which was approximately US$10,399,000
or about 25.4% lower than that amount in late 2014.
Short-term bank borrowings increased by US$318,000 or
around 0.8% to US$39,175,000 as compared to that in
late 2014, while middle-to-long-term bank borrowings
declined by US$203,000 to US$32,493,000. Total
bank borrowings increased by US$115,000, or around
0.2% to US$71,668,000. The borrowings were mainly
denominated in US dollars, which accounted for 97.1%
of the total and the remaining 2.9% was denominated
in New Taiwan dollars. The proportions of short-term
and medium-to-long-term bank borrowings were 54.7%
and 45.3% respectively. The net finance cost during the
period rose by about US$59,000 period-to-period.

Trade receivables were US$30,882,000, an increase of
US$4,901,000 or around 18.9% when compared with
late 2014. Around 88.0% of the trade receivables were
due within 30 days. As at 30 June 2015, total inventory
rose by US$4,038,000 or around 3.9% when compared
with that in late 2014.

Gearing ratio (total borrowings to total capital ratio) was
26.4%, which was slightly lower than 26.8% at the end
of 2014. Due to the decrease in cash and deposits, the
net gearing ratio (total borrowings less cash and deposits
to total capital ratio) was 13.6%, higher than the 9.9%
as at the end of 2014. As current liabilities declined
substantially due to the decrease in trade payables during
the period, the current ratio rose to 3.2 during the period
from 2.7 as at the end of 2014. The financial position of
the Group has remained sound.
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(2)

(3)

(4)

Capital Expenditure

During the period under review, capital expenditure
amounted to approximately US$8,884,000, US$7,742,000
less than the capital expenditure of US$16,626,000 in the
first half of 2014.

Exchange Rate

Vietnam has reported a trade surplus for three
consecutive years from 2012 to 2014. Overseas
remittance of its citizens provided approximately US$12
billion to Vietnam every year. Foreign direct investment
has ranged from around US$10 billion to US$11.5 billion
per year in recent years while international aid projects
have also provided several billion US dollars to Vietnam
every year. Vietnam is estimated to have foreign reserves
of totalling US$35 billion. The saving deposit rate of
the Vietnam Dong was apparently higher than that of
US dollars which has led to a notable decrease in the
demand for US dollars in the country and contributed to
relative stability in the currency market. The exchange rate
of the Vietnam Dong to the US dollar was maintained
at VND20,828 to US$1 throughout 2012 and has been
adjusted downward by 1% annually in both 2013 and
2014.

On 6 January 2015, the Central Bank of Vietnam
announced its first depreciation of the benchmark
exchange rate of the Vietnam Dong to the US dollar by
1% to VND21,458 to US$1 within 2015. On 7 May 2015,
the Central Bank of Vietnam announced a further 1%
downward adjustment to the benchmark exchange to
VND21,673 to US$1. Through such moves, the Central
Bank of Vietnam has aimed to stimulate exports and
alleviate the pressure of slower economic growth.

The Group's subsidiaries in the PRC are mainly for
domestic distribution and the transactions there are
denominated in RMB. In the first half of 2015, the
exchange rate of the RMB to the US dollar has initially
declined and then risen before finally showing further
adjustment.

In the second half of the year, the pressure to depreciate
the RMB is expected to continue; around 42% of the
revenue of the factories in Vietnam was in USD, while the
majority of the revenue of the PRC factories was in RMB.

Dividends

Basic earnings per share for the period under review were
0.29 US cents. The Board has resolved to declare the
payment of a dividend of 0.175 US cents per share. The
dividend payout ratio was 60%.
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PROSPECTS

Energy cost-saving solutions implemented by the Group's
Vietnam factories have begun achieving cost effectiveness and
reported apparent increase in profit starting from the second
quarter during the period under review. The Group expects that
the competitiveness of most of the products produced by its
Vietnam-based factories will be enhanced by the decline in the
energy costs and the revenue and profits are expected to rise in
the second half of 2015.

This year has presented challenges and opportunities to the
Vietnam-based factories. For the MSG segment, the PRC players
have substantially expanded their production capacity, resulting
in overcapacity and a weak international MSG price and the
fierce competition, which affected external sales of the factories
in Vietnam. Meanwhile, the trend of depreciation of RMB
results in the fluctuation of international exchange rate, which
made the price of MSG unsteady in the international market.
Moreover, due to the low international price of agricultural
products and the excess supply of fertiliser, the price of
fertiliser has greatly slipped, which has hindered the growth in
revenue and profit of the factories in Vietnam. Nevertheless,
the Vietnam-based factories should reflect the benefits in the
second half of the year resulting from the energy cost-saving
solution. In addition, the integration of the ASEAN economic
community is going to be completed in late 2015, which is
expected to boost the external sales of all core products of
the Vietnam factories. In the PRC market, the intense local
competition may hinder the increase in revenue of the MSG.
The business of modified starch is expected to grow given its
enhanced products and channels while the seasoning products
is likely to achieve a slight increase driven by rising market
demand.

Riding on favourable developments such as decreasing energy
costs and enhanced competitiveness in the second half of the
year, apart from strengthening and expanding its existing core
products, the Group will also strengthen marketing and sales
channel and integrate business framework, accelerate the
launch and sales of new products, as well as actively expand the
sales to ASEAN and potential growth market so as to initiate
higher growth momentum and profits.
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