Chairman’s Statement
FEHRES

The Group reported satisfactory operational and financial results
in the first three quarters of 2008. However, came the fourth
quarter during which the global financial crisis hit and the Group
had to cut production at the Vietnam plant because of violation of
environmental standards in September, sales of major products of
the Group were affected and in turn the overall performance of the
Group fell below expectation.

For the entire year, the Group made US$348,557,000 in turnover, up
9.8% when compared with 2007. Excluding the about US$7,729,000
environmental fee paid by the Vietnam plant, net operating profit
was approximately US$16,132,000. Deducting the environmental
fee, profit attributable to equity holders of the Company amounted
to US$8,403,000, around 50% lower than that of 2007. The fee of
US$7,713,000 was deemed appropriate by the Vietnam government
as a result of the incident of violation of environmental standards by
the plant in September 2008. The amount would be recognized in all
in FY 2008 according to Hong Kong Financial Reporting Standards.
At the same time, the Group cut production of MSG, lysine and
starch products because of restriction of environmental protection
provisions, hence the sales, turnover and profitability of the products
declined. Furthermore, profit from the Shandong plant was lower
than expected because the adjustment in selling prices was not able
to reflect risen raw material and fuel costs fully. It led to lowered
profit and ultimately affected the Group's overall profitability.
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By geographical market and business segment, excluding the 6.55%
decrease in the Vietnam market affected by the environmental issue,
all markets of the Group reported growth, in particular the Japan
market, which surged 54.8%. As for the China and ASEAN markets,
they grew by 10% and 6.2% respectively. Other regions, including
Europe, the US and Korea, though accounted only for approximately
9% of the Group's total turnover, boasted together an about 34.4%
leap in turnover against 2007. By product, sales of core products in
2008 had steady growth, with sales of MSG, modified starch and
specialty chemicals all reported double-digit growth in their main
markets. Seasonings and fertilizers which the Group has been actively
promoting recently recorded 95.3% and 124% growth respectively.
These operational results speak to the promising prospects of the
new businesses of the Group.

The environmental issue at the Vietnam plant was a result of
operational negligence of the Group. To meet fast growing demand
for its products in the market, the Group had focused mainly on
boosting production capacity and neglected the need to make sure
environmental provisions at the plant are upgraded to match the
capacity expansion. This led to wastewater discharge from the plant
failing to meet environmental protection standards. After the matter
came to light when relevant government department inspected the
plant in September, the Group immediately began to implement
remedial measures including upgrading the three sets of wastewater
treatment equipment at the plant, drawing up plan to install two
new sets of wastewater treatment equipment and additional recycling
facilities including special condensation equipment and a solid
fertilizer plant.

The by-products including wastewater and fermentation liquors
the Vietnam plant produces do not contain any toxic substance
and heavy metal that are harmful to human beings. However, the
fermentation liquors contain amino acids, bacterial proteins and other
nutrients, which can be condensed and turned into fertilizers and
animal feeds. The CMS, Vedagro and solid fertilizers produced now
are all sold in Vietnam and to overseas markets. In the incident, the
Vietnam government not only required the Group to improve and
upgrade the environmental protection equipment at the plant, but
also imposed a fine of US$16,000 and an additional environmental
fee amounting to US$7,713,000 to be paid in two years.
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The environment issue was the primary factor affecting the operation
and profitability of the Group for 2008 in addition to causing
material impacts on the production, sales, good will and capital
standing of the Vietnam plant. The management would like to
take this opportunity to apologise to the people of Vietnam and
shareholders for the inconvenience caused to them by the incident.
The Group also wishes to pledge determination to and confidence
in completing improvement works at the plant as promised and
becoming a green enterprise.

Vedan Vietnam will implement remedial measures pursuant to the
requirements of local government including improving the existing
wastewater treatment equipment at the plant, installing additional
wastewater treatment facilities and establishing a new production
plant for recycling by-products into fertilizer products. At the
same time, the Group has commenced trial production of Bio-gas
(Biological fuel) at its starch plants in Binh Phuoc and Gai Lai of
Vietnam at the beginning of 2009, which agrees with the Clean
Development Mechanism (“CDM") with emphasis on environmentally
friendly processing and lowering of carbon emissions advocated
by the United Nations. The Ha Tinh starch plant will also start
related trial production in the third quarter this year. Furthermore,
the Company has started work in relation to securing 1ISO14001
certification and expects to gain accreditation within 2009. The
Group hopes to achieve a complete change in the organisation in the
aspect of environmental protection from its operational principles to
both the hardware and software of its management system. Its goal
is to become an environmentally responsible enterprise that runs a
business conducive to the sustainability of the world.

At the break of the incident, the Group took a number of
immediate measures to maintain stability of its daily operation and
alleviate adverse impacts from the issue. These measures included
activating the raw material supply chain to ease pressure from the
production cut. The Group also placed order for additional relevant
environmental protection equipment, which will be installed and are
expected to gradually begin operation this year. By then, the Vietnam
plant will be able to resume full production.
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In 2009, the world will continue to be overshadowed by the global
economic downturn. Raw material prices are expected to soften, but
the selling prices of products will also face pressures resulting from
market factors. Given the uncertain economy and the temporary
reduced capacity of the Vietnam plant, the Group will take a more
prudent approach in operating its business in the coming year, aiming
for profit, combination of flexible application of its raw material and
product supply chains, stronger sales in major markets, stable selling
prices of products and lower costs.

The Group will also capitalise on the change in the economic
environment to consolidate its overall marketing strategy and
strengthen its distribution channel set up so as to gain direct control
over its sales network and raise the value of the distribution channels.
Furthermore, heeding the liberalised market for trading activities
in Vietnam, the Group will seek to begin related trading and sales
businesses riding on already established channels. The Group will
also look for different opportunities and cooperative projects in the
growingly open and mature business environment in Vietnam. By
combining its local advantages and international experience, the
Group is hopeful of achieving integrated benefits and additional
synergies for its operations.

Although the Group was affected by the poor economic environment
and the production cut at its Vietnam plant in the past year, the
management believes the Group has strong fundamentals and
competitive strengths to assume market leadership, and also is
presented with a growth market. The environment issue has no doubt
dealt a blow on the Group's short-term performance, but when
the improvement measures are eventually completed, the Group
is confident of becoming a proud green enterprise and delivering
outstanding production and sales performances. Here, again, the
Group apologises for its negligence and hopes to prove in time its
sincerity in honouring its responsibility to the society and improving
its profitability. We are determined not to disappoint the society and
our shareholders who have placed their trust in us and have high
hopes for us over the years.

By order of the Board

Yang, Tou-Hsiung
Chairman

Hong Kong, 7 April 2009
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STANDING OUT
IN A SPECIALIZED
INDUSTRY

As a successful long-term player in a market with significant entry barriers, Vedan
International has distinct competitive advantages that add real value to its products. With
advanced expertise in large-scale fermentation technology, starch processing conversion
technology and chemical and electro-chemical technology, Vedan International is developing
new products which represent the latest breakthroughs in industrial science and look set to
be major profit drivers in the future.
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