Management Discussion and Analysis

EEERW

82 75 47

1. BUSINESS ANALYSIS — BESW
(1) Sales Analysis by Market (1) WHHEEIN
Unit: US$'000 B FET
2010 2009 2010/2009
Amount % Amount % Difference %
Area HE -} % G % =% %
Vietnam i 170,003 50.6% 150,562 52.1% 19,441 12.9%
Japan BA 66,429 19.8% 56,370 19.5% 10,059 17.8%
The PRC i 51,790 15.4% 54,697 18.9% (2,907) (5.3%)
ASEAN countries HHER 25,975 71.7% 14,211 4.9% 11,764 82.8%
European countries B BR 9,116 2.7% 2,619 0.9% 6,497 248.1%
Other regions Hi 12,794 3.8% 10,678 3.7% 2,116 19.8%
Total 4t 336,107 100.0% 289,137 100.0% 46,970 16.2%
(1) Vietnam (=) HEm%

14 vedan International

Vietnam is the Group’s major market. During the
period under review, the Group received revenue
of about US$170,003,000 from the market, a
12.9% growth or US$19,441,000, compared with
2009. The increase was mainly attributed to the
notably increased revenue from GA and modified
starch. During the reporting period, the Vietnam
plant decided strategically to resume supply of
GA to local long-term customers, which led to
an about 301.1% growth in revenue from GA.
At the same time, as the production facilities for
modified starch are perfected, full production of
the product resumed and revenue from it grew
by about 161.1%. At the impact of Vietnam
Dong depreciation, revenue from the Vietnam
MSG market was maintained at last year's level.
Against the better performing markets including
Japan, ASEAN countries, the European countries,
the revenue proportion of Vietnam dropped from
52.1% in 2009 to 50.6% in 2010.
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BUSINESS OVERVIEW

Looking back at 2010, the “La Nina” phenomenon, which
caused extreme climate changes and more frequent natural
disasters, had seriously affected the agricultural industry
and food and feeds production around the world. At the
same time, the world population has continued growing and
fast developing new economies with enlarging middle-class
populations also have rising food demands. Food and feeds
supply though growing has not been able to keep up with
the growth in demand. In addition, a fast growing economy,
India will follow the foot step of China and turn into a major
food importer from an agricultural exporter. And, Brazil, a
major agricultural producer, is expected to export less corn
and soybeans, which is also a result of rapid economic growth.
Furthermore, more grains and feeds are used as bio-fuels and
for advanced processing. The United States and Brazil, for
instance, have energy policies to use large quantities of corn
and sugarcane as bio-fuels. In China, in order to maintain
basic supply of grains and feeds, it restricts the use of corn
to produce biomass ethanol. Other ASEAN countries such as
Thailand and Vietnam are pursuing biomass energy production
plans, which will inevitably keep the prices of sugar sources
including cassava, starch and molasses on high levels. And
if oil prices continue to rise, biomass energy production will
become even more attractive. Other factors that will push up
food prices include increasing farming costs, like that of seeds,
fertilizers, labor and land, depreciation of the U.S. dollar, global
inflation and speculation in the commodity market.

At the aforementioned factors, the costs of major raw materials
of the Group inevitably increased during the period under
review. The price of cassava doubled and that of molasses
surged by 20%, and the increased costs squeezed the
Group's gross profit margin. That explains why revenue for
the period under review amounted to US$336,107,000, up
by US$46,970,000 (a 16.2% year-on-year increase), but gross
profit dropped by US$13,476,000 to US$57,856,000 (down by
18.9%), and gross profit margin also dropped from 24.7% to
17.2%.
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2. BUSINESS OVERVIEW (continued) — RBGWE(\)

After repeated efforts, an agreement was signed in August
2010 with the Association of Farmers and Fishermen regarding
compensations to the farmers affected by the environmental
incident in September 2008. The US$11,807,000 compensation
was paid in August 2010 and January 2011. With reference to
accounting principles, the amount was recognized as expenses
in 2010. As a result, the Group incurred a net deficit of
US$2,627,000 instead of a net profit of US$9,180,000, and net
profit margin dropped from 6.2% to -0.8%.

Even though Vietnam managed an economic growth rate of
6.78% in 2010, it was a victim of global inflation and recorded
an inflation rate of 11.75%. The Vietnam Dong has continued
to depreciate. The country was able to keep the depreciation
at within 5.5% in 2010, but after the Lunar New Year in 2011,
it announced a marked 9.3% depreciation of Vietnam Dong.
Having spotted the unavoidable trend, the Group has done as
all that is possible to minimize foreign exchange losses.

During the year, due to depreciation of the Vietnam Dong,
revenue growth from the Group's major market Vietnam was
12.9%, slightly lower than the overall rate of revenue growth
at 16.2%. However, with revenue from Vietnam grew by
US$19,411,000, about 41.3% of the total increased revenue,
this shows that the Group continues to enjoy strong growth
momentum in Vietnam.

Japan is the second largest market of the Group. With a good
understanding of the Japanese market and long-standing
operations and close cooperation with local customers, the
Group has maintained stable growth in the market. The
Group does not rule out the possibility of more in-depth and
diversified cooperation with Japan in the future.
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BUSINESS OVERVIEW (continued)

In 2010, China achieved strong economic performance with
GDP at 10.3%, increased by 1.1% as compared to 2009.
However, competition of China’s food industry has intensified.
The MSG industry is going through consolidation and is
defragmenting, which has affected growth in revenue and
profit of the Group from MSG. During the year, revenue from
China decreased mainly due to decline in sales of beverages.
However, revenue from modified starch grew. To assimilate
to the evolution of MSG industry and the strong demand
of consumer goods in China, the Group has adjusted its
operations and business model in the country. The change in
strategy commanded the Group to sell idle land in Shanghai
and the decision was duly announced on 30 September 2010 in
accordance with rules of the Hong Kong Stock Exchange.

As for business in ASEAN countries and EU markets, they
recorded commendable growth, their revenues grew by 82.8%
(US$11,764,000) and 248.1% (US$6,497,000) respectively,
indicating that business in those markets have been recovering
gradually to levels before the environmental incident.

Revenue from MSG grew by 6.4% only because of depreciation
of Vietnam Dong and that some MSG was converted into GA.
The revenue from GA however grew by 160.6%, and a strong
market saw revenue from modified starch surged 131.6%.
Specialty chemicals (i.e. hydrochloric acid, soda) and fertilizers
also brought in increased revenue, by 10.4% and 20.7%
respectively.

The Group expects steady growth for MSG product demand in
2011. Depreciation of the Vietnam Dong will benefit exports
of our Vietnam plant, but increase cost of some imported
raw materials. Rising prices of electricity, oil, natural gas and
so forth in Vietnam since the beginning of 2011, and high
inflation rate in the country, will also increase operational
pressure. However, such developments are not exclusive to
Vietnam. As the prices of energy and agricultural raw materials
climb globally, apart from adjusting sales prices, the Group will
implement various solutions to overcome the challenges from
high costs. For example, it will actively diversify procurement of
sugar sources to ensure long-term stable raw-material supply,
improve production procedures and efficiency, seek to cut down
energy consumption, and strengthen its brand channels.
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2.

BUSINESS ANALYSIS

(1)

Sales Analysis by Market (continued)

)

3)

4)

Japan

Japan is the Group's second largest market. It
recorded US$66,429,000 in revenue, a 17.8%
increase, during the period under review. Fertilizers
had the most significant growth in revenue, a
268.4%, in the market. The major products, namely
MSG and modified starch, saw their revenues up
by 11.7% and 72.6% respectively. Japan is the
Group’s most important export market with revenue
accounting for 19.8% of the Group’s total turnover.
Currently, the Group is actively working with
Japanese partners on closer and more extensive
cooperation that can help grow the Japanese
market further.

The PRC

In China, the MSG industry has initially consolidated
with the emergence of an oligopoly. Heeding the
changing landscape of the industry and its effect
on business growth, the Group has adjusted its
business strategy in China accordingly. Also, with
the Mao Tai Plant stopping sub-contracted work for
beverage products during the period under review
and starting to produce its own products, overall
revenue came down by 5.3% despite that modified
starch business recorded satisfactory growth. In the
future, in addition to sales of MSG, the Group will
also promote sales of modified starch and other
products to build them into new growth drivers.

ASEAN countries

During the period under review, the Group
increased supply to and consolidated its market
position in ASEAN countries. Revenue from ASEAN
increased from US$14,211,000 to US$25,975,000,
representing an 82.8% growth. During the period,
products sold in the ASEAN market included MSG,
modified starch, fertilizers and revenues from
them were up by 83.1%, 110.2% and 45.8%
respectively. The revenue generated from ASEAN
markets constituted 7.7% of the Group’s total
revenue for the period compared to 4.9% in 2009.
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2. BUSINESS ANALYSIS (continued)

= BESW(R)

(1) Sales Analysis by Market (continued) (1) WHEHEHEI N (E)
(5)  European countries (f) BIEAEIZ T4
In 2010, revenue from European countries increased MEBZIRMEEEBHA
from US$2,619,000 to US$9,116,000, representing BREEREEZNME BEK
growth of 248.1%. The market has become the 248.1% B -_ETNFLW
fastest growing revenue contributor of the Group. 2,619,000 THEKE =T —
Revenues from MSG, modified starch and fertilizers THEE)9,116,000% 7T  H AR
grew by 309.3%, 169.1% and 214.0% respectively. T R309.3%  FIERMEE
169.1% " AE# 8 K214.0% °
(2) Sales Analysis by Product 2) EmHEEIN
Unit: US$'000 BN FET
2010 2009 2010/2009
Amount % Amount % Difference %
Product EmER x| % i % =8 %
MSG U] 236,403 70.3% 222,188 76.8% 14,215 6.4%
GA Aak 29,417 8.8% 11,296 3.9% 18,121 160.4%
Lysine B - 0.0% 1,007 0.3% (1,007) -100.0%
Modified starch ZHRH 32,130 9.6% 13,874 4.8% 18,256 131.6%
Seasoning TR 2,434 0.7% 2,558 0.9% (124) -4.8%
Specialty chemicals FLEM 17,445 5.2% 15,448 5.3% 1,997 12.9%
Fertilizer FER 13,701 4.1% 11,341 4.0% 2,360 20.8%
Others Hit 4,577 1.3% 11,425 4.0% (6,848) -59.9%
Total ik 336,107 100.0% 289,137 100.0% 46,970 16.2%
(1) MSG and GA (=) KiEFAEE

In 2010, with improved environmental protection
equipment in place, MSG and GA production in
the Vietnam plant returned to normal. Due to
the depreciation of Vietnam Dong, revenue from
MSG was US$236,403,000 only 6.4% higher than
in 2009. As other products reported increased
revenues, the share of revenue from MSG in the
Group total decreased from 76.8% in 2009 to
70.3%. The revenue from GA was US$29,417,000,
representing a 160.4% annual growth and its share
of the Group total increased from 3.9% in 2009
to 8.8% for the year under review. MSG and GA
remained the Group major products and accounted
for 79.1% of the Group’s total revenue, slightly
lower than 80.7% in 2009.
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2. BUSINESS ANALYSIS (continued)

(2)
)

3)

4

Sales Analysis by Product (continued)

Lysine

Increasing production cost and consistently
low selling price commanded the continuous
suspension of lysine production during the year
under review. The Group is reviewing various
cooperation programs with the aim of making use
of the production facilities to create other revenue
streams.

Modified starch

With relevant production facilities fully installed,
output of modified starch surged substantially
during the period. Revenue from the product was
US$32,130,000, representing a 131.6% growth
compared to US$13,874,000 in 2009. The amount
made up 9.6% of the Group’s total revenue, up
from 4.8% in 2009. Profit from modified starch also
improved as a result of high market demand and
that demand is expected to remain strong in 2011.

Specialty chemicals/fertilizers

In 2010, the revenue from specialty chemicals
maintained its over 5% share of the total revenue
as in 2009. Soda price dropped because of
reduced demand whereas the output and price
of hydrochloric acid both saw slight increase.
During the period, the revenue from hydrochloric
acid and soda was US$17,445,000, 12.9% higher
year-on-year, or US$1,997,000 more compared to
US$15,448,000 in 2009. The Group's solid fertilizer
plant completed expansion of production line at
the end of 2009. With output boosted and product
price risen, revenue from fertilizer sales increased
by 20.8%, or US2,360,000, from US$11,341,000 in
2009 to US$13,701,000 in 2010.
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MAJOR RAW MATERIALS OVERVIEW

As the global economy gradually recovers, demands for
raw materials in emerging markets especially Asia has been
strong. However, supply of raw materials have dropped at
the impacts of natural disasters, pests, climate changes, and
correspondingly the prices of main raw materials have shot up.
Thus, during the review year, the Group’s Vietnam plant had
to pay a much higher average price for raw materials than in
2009, and that affected the profit of the Group.

1

(2)

(3)

Molasses

As a result of surging oil prices, main sugar-producing
countries, such as Brazil, Thailand and the like, converted
sugar source into alcohol. The feeds industry however had
the same demand for molasses. The situations resulted in
an imbalance between supply and demand and a drop in
molasses export. To ensure it has stable supply, the Group
increased purchases from Central and South Americas.
With shipping costs increased, the procurement cost of
molasses during the period rose by about 20%.

Cassava/cassava starch

During the year under review, the price of cassava
increased by more than 100% largely due to pest attacks
lowering yields in Thailand. Furthermore, China had
a strong demand for dried cassava slices, which also
pushed up cassava price. Currently, China accounts for
90% of the cassava exports from Vietnam. And, since
new bio-ethanol plants in Vietnam are expected to start
production in 2011, demand for cassava have increased.
Although there is an increase in planted area, output
still cannot keep up with demand, which explains the
consistently high price of cassava. In addition to actively
strengthening cassava procurement from starch plants,
the Company has increased purchase of cassava starch
from other countries to stabilize costs and sources.

Liquid ammonia

The price liquid ammonia has changed markedly. In 2009,
its price dropped sharply with the financial crisis cooling
demand. In 2010, as the global economy recovered and
the price of natural gas increased, demand for liquid
ammonia also climbed, hence its average price went up
about 48% compared with 2009.
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4.

FINANCIAL REVIEW

(1)

(2)

Liquidity and financial resources

During the year, the Group’s cash and bank deposits
amounted to US$34,536,000, down by 12.8%, or
US$5,078,000 when compared with 2009. Its short-term
bank borrowings were US$27,875,000, an increase of
US$1,500,000; long-term loans were US$15,259,000, a
decrease of US$963,000. These bank borrowings were
97.7% (US$42,146,000) in US dollars, with the remaining
2.3% (equivalent to US$988,000) being New Taiwan
dollar bank borrowings. The ratio of short-term to long-
term borrowings was 64.6% versus 35.4%.

Accounts receivable were US$40,328,000, an increase
of US$13,391,000, and 66% were receivables within 30
days. Inventories amounted to US$83,193,000, up by
US$17,597,000 or 26.8% reflecting the increased prices
of raw material.

The gearing ratio (total loan to shareholder equity ratio)
was 16.2%, higher than 15.6% in 2009. Net gearing
ratio (total loan less cash and deposits to shareholder
equity ratio) was 3.2%. As for current ratio, it went down
to 2.28 from 2.50 last year as a result of increase in
accounts payable and decrease in cash on hand.

Capital expenditure

During the year, the Group’s total capital expenditure
was about US$18,435,000, a decrease of US$19,131,000
compared to US$37,566,000 in 2009.
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4. FINANCIAL REVIEW (continued)

(3) Exchange Rate

Impacted by the financial crisis, the Vietnam Dong
depreciated about 10% and 5.5% respectively in 2009
and 2010. During the year, the central bank devaluated
the official exchange rate of Vietnam Dong twice. The
first time was on February 2, 2010 from 17,941 Vietnam
Dong against 1 U.S. dollar to 18,544 Vietnam Dong
against 1 U.S. dollar; and the second time on August
18, 2010 to 18,932 Vietnam Dong against 1 U.S. dollar.
The daily fluctuation range of the exchange rate among
banks in the country was maintained at 3%. However,
the black market exchange rate of Vietnam Dong was
10% higher than the official rate. To close the gap
between the official exchange rate of Vietnam Dong
and the real market level, the State Bank of Vietnam
announced a 9.3% depreciation of the Vietnam Dong on
February 11, 2011, meaning the official exchange rate
Vietnam Dong against the US dollar is 20,693 to 1, and
the daily interbank fluctuation range narrowed down
to 1%. During the period under review, heeding the
obvious Vietnam Dong depreciation trend, the Group had
taken all measures possible to minimize foreign exchange
losses.

(4) Dividends
With compensation expenses incurred, the Board decided
not to distribute dividends in the first half of the year.
However, to maintain the Group’s dividend policy
since listing, the Board has decided to distribute a final
dividend of US cents 0.240 per share for the year.

ENVIRONMENTAL INCIDENT AT THE VIETNAM PLANT

Farmers and fishermen who demanded compensation were scattered
and numerous, thus relevant authorities had required industry
associations in relevant provinces to represent the claimants in
negotiating with the Company. After more than a year's hard
work, an agreement was finally signed in September 2010 with
representatives of the affected in Dong Nai Province, Ba Ria Vung Tau
Province and Ho Chi Minh City. Vedan Vietnam agreed to pay the
total compensation of US$11,807,000 to farmers and fishermen in
the three regions and the representative associations are responsible
for calculation and distribution of the compensation payments.

As commanded in the agreement, Vedan Vietnam already remitted
the due total amount into designated accounts of the associations
in August 2010 and January 2011. The total amount of the
compensation was recognized as expenditure for the year 2010.
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OUTLOOK

Stepping into 2011, the world is facing high raw materials and
energy costs. China is not the only market feeling high inflationary
pressure. Vietnam's inflation rate was as high as 11.75% in 2010,
especially after the 9.3% depreciation of the Vietnam Dong
announced by the Vietnamese government after the Lunar New Year,
which added pressure on hike of import costs and wages. At the
same time, the cost of electricity and gasoline also surged, which
made the rise in production cost at the Vietnam plant unavoidably.
To counter rising costs and maintain profit levels, the Group has
embarked on measures on four major fronts, namely production,
procurement, operation and administration.

Generally speaking, facing soaring raw material and energy costs in
2011, controlling costs and maintaining profitability will be the most
important tasks of the Group. The long term strategy of the Group is
to integrate the resources it has in Mainland China and Vietnam, and
hence ensure it has a strong growth engine in the future.

1. Production

° Increase productivity

° Step up saving energy and boost energy efficiency

o Increase automation and mechanization to replace labor

° Improve use of raw materials and increase cost efficiency
in usage of raw materials.

o Start work in relation to acquiring I1SO 22000 certification
and ensure environmental safety and health (OHSAS
18001)

o Improve the quality of cassava (raw materials) source from

external starch plant

2. Procurement

o Heeding the depreciated Vietnam Dong, make
procurement in Vietnam as much as possible

o Diversify sugar sources and procurement areas

o Review packaging designs and means to save packaging
materials and shipping costs

o Monitor safety management of safety of raw-material

warehouse to reduce capital cost

3. Operation

° Flexible price adjustment to respond to changes in
exchange rate

° Strengthen business development, sales channels and
brand image

° Boost the export business of the Vietnam plant and
business in the ASEAN and European markets to previous
levels

o Recruit and train high-caliber business personnel to

enhance business development capability

24  vVedan International (Holdings) Limited k3 BIBE (25%) R A =

BRE
ZE——FYERREEBRRYE RERK AR
REVBE e MEERBABERRNE S - BE
MEWEE T -TFEREI11.75% FHR2
TREFHEUMBITEMBERE 3% &K
EORAEMETE EREN AR ——F
ZAREER ELhEEHREERS  HM
BAMHEERAN LHERELRE SEARR
R LS MERFERNKT - EAE HE - EBR
THENABERLEERE-

BEMS AT —F2REERYE - LR
AR IR Z T a4 HI R AN — BB R - K
SERNRE SEEEE-—SEATEEBE
HENER BEREBRKEOKED -

1. %£EFS@E

. REEERE

. &g RENE © 12 = AR BUER

. HE b W IR AR

. 15 R YR S AT B0 SR B - 1 00 FROREHGE
B zs

. R FIESISO 2200053 FF @ i 1 38 &
{87 T {E(OHSAS 18001)

o INEEBRMEBABRHMNEENBR

a

2. HEBEr;m
. MR ERAGTE SEMEREAR

i

o MRZTAEDEBEBHE
o BEEERFEARINGEESHE

RN EE
e EERBZZEBERFEENUSNEES
A
3. XKBFE

o EERIREEXRNEL

o ISREBINER R K EEE o g
R’

o HEMAERIZINL QXY BLFMER
15 Ko R B T 45

o HIBEsEEBAL  EREHA
&7



Management Discussion and Analysis

EEEFWED M

OUTLOOK (continued)

4.,

Administration

° Add staff and raise workforce quality

° Simplify administrative processes and improve efficiency.

° Introduce ERP and improve management and operational
effectiveness

Furthermore, to ensure its growth momentum, in addition to
existing products, the Group has been active in exploring new
products and new businesses and related plans are gradually
being implemented.

° For the most proper application of production facilities,
the Group is carefully studying the feasibility of different
project items

° To ensure sugar sources supply, the Group is reviewing
medium and long term supply solutions

o It is actively securing relevant supply chains
° Assess investment opportunities related to relevant new
businesses

As at 31 December 2010, the Group had a total of 3,840
employees, 3,270 of whom were employed by subsidiaries in
Vietnam, 552 by subsidiaries in China and 18 by the Taiwan
Branch.

The Group’s employees are remunerated in accordance with
prevailing industry practices, and with reference to the financial
performance of the Group and performance of individual
employees. Other fringe benefits such as accommodations,
meals, insurance, medical coverage and provident fund are
provided to employees to ensure staff loyalty and the Group's
competitiveness. To enhance the quality of human resources,
bolster the professional skills and management abilities of
employees and build localised workforces, the Group provides
job rotation and internal and external training courses on
professional skills, languages, and other self-improvement
programs.
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