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Business Overview

Against the upward trend of oil prices in 2004 and into the first half of 2005,
the prices of agricultural and industrial raw materials remained high, some
climbed even further. This pushed up production costs of the Group and

affected our operations in major markets, including Vietnam and China.

In the first half of 2005, the Group's total turnover amounted to US$117,354,000,
7.2% higher than in the corresponding period last year.Vietnam Vedan brought
in US$101,864,000 in turnover,2.4% more than the last corresponding period,
accounting for 86.8% of the Group total. Turnover from the China operation
(Xiamen Mao Tai and Shanghai Vedan) stood at US$15,490,000, accounting
for 13.2% of the Group total and 56.4% higher than in the corresponding
period last year. Gross profit margin decreased from 34.2% (US$37,374,000) in
2004 to 19.9% (USS$23,361,000) in the first half of 2005. Net profit margin
decreased from 14.3% (US$15,677,000) in the corresponding period in 2004
t0 4.8% (US$5,673,000) this half year.

The Group's profit was dragged down by (1) the continuous price slip of lysine
and (2) high oil price-linked raw materials costs. The price of lysine started to
drop after it peaked in the first quarter of 2004. That resulted in its sales
shrinking by US$8,358,000 during the review period when compared with
the corresponding period last year. Our gross profit and gross profit margin

for the period also lowered by US$8,974,000 and 89% respectively.

Over production was to blame for the drop in lysine price.Many manufacturers
expanded their production capacity in the second half of 2003 and the first
half of 2004 when lysine price was at its highest. However, hit by the outbreak
of bird flu in Asia and pig-borne streptococcus disease in China, the demand
for feedstock with lysine as an ingredient was lower than anticipated.The
steady price and supply of soya beans also added pressure on the price of

lysine.

The raw material price hike in the second half of 2004 continued in 2005.The
price of molasses, a major raw material of the Group, for example, more than
doubled the level in the first half of 2004. As such, the proportion of direct
raw material cost to the Group's total manufacturing cost increased to 65.5%,

that of molasses alone accounted for 46.4% of the total direct material cost.
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During the period, to minimize production cost, the Group adopted measures
to enhance efficiency and production capacity, and lower expenses. Sales
expense did not increase although sales increased, and administrative cost
was reduced by approximately 11.9% (US$1,166,000). Financial cost, however,
increased US$1,034,000 during the period attributable to the interest rate
hike in the US.

The Vietnamese economy grew 7.6% in the first half of this year,against 7.1%
in the last corresponding period.To achieve the targeted annual economic
growth rate of 8.5%, the Vietnam government is aiming for a 9.3% growth in
the second half of the year. Taking into account the approximately 5.3%
inflation rate of the country in first half 2005; the relatively stable exchange
rate between the Dong and the US dollar with the Dong depreciated only
0.62%; the 2% appreciation of the revaluated RMB; and the PRC lowered its
import tariff after her admission to ASEAN, Vietnam Vedan enjoys obvious
advantage in exporting its GA, modified starch and lysine to the PRC. During
the period, supported by expanded production capacities, the Group's MSG
business and GA business grew 16.2% and 43.1% respectively. In the PRC
market, the acquisition of Shanghai Vedan proved to be a profitable move.
The Group's six months'hard work bore fruit manifesting as a notable 51.6%
growth in operating turnover to US$ 12,617,000, with MSG business as the
main contributor. With the chicken essence based seasoning and modified
starch production lines expected to start operation in the second half of the
year, the Group will have an even more comprehensive product mix to take
full advantage of its effective distribution network to achieve business

development in the PRC.

The overall performance in the first half of this year suffered a decline in profit
owing to the consistently low level of lysine price and the consistently high
cost of material. Regarding lysine price, though not optimistic of it rising in
the near future, its fluctuation follows an historical track, the Group believes
market demand for lysine will continue to grow in the mid to long run.The
Group will work hard at lowering production cost including finding new
sources of carbohydrates. The Group is cautiously optimistic about its future

development.
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Business Analysis

During the period, all major products saw double-digit growth in sales as
compared with the corresponding period last year, except for lysine which
sales was dragged down by the drop in lysine prices;and native starch which
has low margin.The latter was strategically converted into the production of

modified starch.

Table 1: Comparison of sales of various products
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Unit: US$'000
BAI FET

First half of 2004 First half of 2005 change (%)

ZETPF E¥F “EERFE¥F # (%)
MSG TRA5 72,497 66.2% 84,243 71.8% 11,746 16.2%
GA ARk 4434 41% 6,347 5.4% 1913 43.1%
Lysine rEamE 18,808 17.2% 10,450 8.9% 8,358 -44.4%
Native Starch AR 4,645 4.2% 138 0.1% 4,507 -97.0%
Modified Starch L TR 3,942 3.6% 7,027 6.0% 3,085 78.3%
Specialty Chemicals* R Em* 2,779 2.5% 5,457 4.7% 2,678 96.4%
Others** H e 2,334 2.1% 3,692 3.1% 1,358 58.2%
Total “aFn 109,439 100% 117,354 100% 7915 7.2%

*  Specialty chemicals: Hydrochloric acid, Hypochlorite, Caustic Soda
** Others: Fertilizer, Feed-use additives, Beverages
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Product Analysis

MSG

MSG is the core product of the Group,accounting for 70% of the Group's
total turnover. In the first half of 2005, the sales of MSG and GA grew
16.2% and 43.1% to US$84,243,000 and US$6,347,000 respectively. The

growth was primarily the result of:

(i) Vietnam Vedan completed expansion of its plant in late 2004
resulting in increased production capacities for MSG and GA.
With reference to plant development, the Group decided to
strategically focus on the production of GA in the first to third
quarters. It will change to producing MSG after the new and
sophisticated production facilities are completed in the fourth

quarter.

(i) After the acquisition of Shanghai Vedan, the Group revamped
its MSG sales strategy for the PRC, changing its marketing focus
from primarily on big city wholesaler market to also retail
markets in second and third tier cities, to increase market share.
Currently, the Group's major markets are mainly located in
Eastern and Southern coastal provinces, such as Guangdong,
Fujian, Zhejiang and Jiangsu.The Group expanded its business
through: (1) Expanding sales coverage, promoting the Vedan
brand in second tier cities like Zhejiang and Jiangsu riding on
the acquired "Hoping"brand and its distribution network,and it
also stepped up business developments of its two branches in
Chongging and Tianjin to facilitate its expansion to the Yangtze
River and the Northern China regions; (2) Consolidation of
conventional distribution network and actively rallying the
support of restaurant chains, hyper-market and supermarkets;
and (3) Increasing market share, especially emphasized on the
sales of handy packs designed for family and dining use.The
Group’s MSG business in the PRC market grew 58.2% when
compared with the corresponding period last year. The Group
expects its growth momentum to continue into the second half
of the year as its brand name and distribution network

strengthen and the market keeps expanding.

(=) EmsEEDHT

1. BREE

SEMZOER HEBBER270% -
RZZTRF P FWENAREE KB
R ) 2 BB R 16.2%3E84,243,0003= TT M
43.19%3%6,347,0003 7T © 3GRAEN I EE K
g :

() HBEEKERAABRERZERD
R-ZFTMOFRTK ° ELEINH
By ERNREEBERMEE 2
RE SFFFIE=FHKIE
NEEARBBRAE @ FHRBEM
RERFBOF TR HEREERK

(i PEMRKEESBER MBS
% EFBEUTIHERE  HEm
GESEREHTS - BRIEET

BERRRELEED  WER -
BE NI IEHSM - EBHRE
FTEE=ZAER  ()EERENT
(G %ﬁlesfrlJ)ﬂuﬁzﬁﬁrfuujzc.uHéﬁ
MBI - BIRST @A TRRR A
L TRE R BINsREE
MKEDNBEB ARG RFIHAR
RSB ERIRIIREMEL
ZERHBREE QBB ZENE
=l B%J?ﬁ%luﬁ_nﬁi%wdﬂi!ﬁi%ﬁ
BEHN - WEBRMGRHEHERE - K
FISFEBE 2B - RO)EH TS
Z5g{b BRI R EEREEE KA
B/ NBEHEE - PRIEREEBLL
EFERBKRS82% - EETEH T ¥
FEG  BEERE - BREIEY
AR SHETIH 2T/ - ERFHER
BREZENS -

Interim Report 2005 2005 4 HisR &



BERBWN RS

Management Discussion and Analysis «oninued

(i) In the ASEAN market, the Group’s MSG business grew a
remarkable 68%, increasing from US$3,471,000 in the
corresponding period last year to US$5,823,000 in the review
period.In Japan, the sales of MSG amounted to US$14,915,000,
a growth of 37.3% against US$10,867,000 in the corresponding
period last year. Sales in the European market, however,
decreased 14.7% from US$2,853,000 in the corresponding
period last year to US$2,434,000 this half year.

The substantial drop in the gross profit of MSG in the first half of 2005
was mainly due to the sharp increase in the cost of molasses, which
was more than double than that of 2004. The Group's profit was
compressed further by the expansion of production capacities that
could not be fully absorbed through pricing. Stable growth in sales is
anticipated after new production facilities commence operation in the
fourth quarter and Shanghai Vedan's expansion is completed. The
Group looks forward to improving its gross profit margin in the second
half of the year by exploring new sources of carbohydrates,enhancing
production efficiency, and further increasing the price of finished

products.

Lysine

As mentioned in the interim report last year, lysine price moves in a
cycle.The Group recorded historically high price for lysine in the first
half of 2004 and the reverse happened in the second half of 2004 and
continued into the first half of this year. Adding to the drop was the
over production by manufacturers lured by the all-time high price of
lysine a year ago.The international price of lysine had dropped around
40% when compared with the level in the corresponding period last
year.The Group's turnover from lysine decreased 44% to US$10,450,000,
gross profit decreased 89% to US$8,970,000.Share of total turnover of
lysine also dropped from 17.2% to 8.9%. As bird flu cases are still
emerging in Vietnam and elsewhere and cases of Streptococcus suis
infection are reported in Sichuan, the PRC, the Group did not expect
the price of lysine to return to last year’s level shortly. The Group will
continue to reduce production costs and expenses and explore other

potential markets so as to maintain the profit level of this product.

Vedan International (Holdings) Limited Bk FHEIFE (G2AR) BFRA T

(i) TEEMTIEHIE REERIET
HEHRE - ARRIBEBHEFR
H13,471,000370 - KEREZZERF
5,823,000 7T * £968%  AARMIHE
—ETRFRIERIHE 514915000
ETT - WEAFRAIN10,867,0003%
TC BORKI373% © BUNTIE 2 F
FFERIHE S5 A2434000E 7T + I
Lt EFRIHIA2,853,000 T EIR
14.7% °

“ETRF EHEFRBENKRB TR - X
ERBERANTR RO —FNUL - ME
ERLET  RIREEBREEERETE
A - AZRR R AR B ERNIZE R - TRRIS M
FER 7 BRRBREEAEEMNHER -
BEEBRERR  HEEDESARENX
& - MEBBNORZT/ERRG - £E
MR BRI E B BRI F 7 A i
B9 R TEFENRNERT - HEE
ARIEMHB)E

BEH®

IR MITEAFHHREFTIEL - Bak
MBEREFEPE ETRNRK - =2
WME FHFRaBRERERL a2k
B - MEZZTNE N FRIFRTE -
BRFETNE - SF L FFEMEF Y
2B BINEZRERE @ ER_TT=
FTH¥FERZTTNF LEF 2 ESRME
FERE - FUtAFANERBRBRERL
EERBTRAONUKALE - HEXER
10,450,000 7T bt K FF 23R 44% - EFR D
8,970,0003 7T L G NBEAT89% « (G4 IR
LEERE17.2% FBEZE8.9% » PR MR B A%
FARTTEIRAE - RSP R
RS - TR AN (AR FE AR A B
EKFKF - KECHRMREAEERS @ B
BERUESHAFNTSSE=AMEH - #
FEREE - DSREFERIKTE -



Management Discussion and Analysis «oninued

BEBWERD M

Starch business

Affected by weather conditions and the increasing demand in Thailand
and Vietnam for cassava slices to make feedstock and alcohol, the price
of cassava continued to surge.To combat the high price, the Group
took the initiative to transform cassava into modified starch raw
materials of higher added value during the period. This contributed to
the 78.3% growth in turnover from modified starch to reach
US$7,027,000.The sales volume of the product also increased by 64%
over that of the corresponding period last year.The sales of native starch,

on the other hand, dropped by 97% to US$138,000.

Starch business is one of the Group's core businesses. The Group has

taken a three-prong approach to strengthen this business segment:

(i) Raise the added value of the products. As a way to improve its
profitability, the Group established a new technology research
and development center in the second half of last year to focus
on the research and development of high value added modified

starch products for food processing.

(i) Secure stable supply of raw materials. The Group announced
its acquisition of Ve-Thai Tapioca-Starch Co,, Ltd. in June.The
plant is expected to commence production in the cassava
harvest season this year,increasing related production capacity
from 60 tonnes/day to 100 tonnes/day this year,and possibly
200 tonnes/day in the coming year.The construction of the new
starch factory in Ha Tinh Province is well under way, with initial
construction scheduled for completion in the second quarter
of 2006.The initial planned production capacity is 200 tonnes/
day.

(i) Enhance the production capacity of modified starch. The
acquisition of Shanghai Vedan was completed in July and
production is scheduled to begin in the third quarter. The
expected production capacity of the new modified starch plant
will be 10,000 tonnes/year. Construction of a starch factory in
Ha Tinh Province is also underway.Its planned initial production
capacity is 20,000 tonnes of modified starch per annum.Vietnam
Vedan completed expansion in late June and its current

production capacity is 60,000 tonnes/year.
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4. Specialty Chemicals 4. HALER
As economic development in Vietnam accelerates, the country’s BE M TS A BER REVRE IR - Bl
demand for specialty chemicals is also rising rapidly. During the period, HRNEE A2 MmO EZE M - AH
the sales of soda and hydrochloric acid and related products amounted SEREITHERAMERNIHESER
to US$5,457,000,up 96.4% against US$2,779,000 in the corresponding 5,457,000 7T + tbEFRIERR2,779,0003E
period last year. T+ KNI R #996.4% ©
5. Fertilizer and Feed Additive (CMS) 5. FERESERINYCMS)
Agriculture constitutes a major proportion of the Vietnam economy, MECEEET - BEDNRARLEG - &
and has been the factor underscoring the stable growth of the Group's th {0 S B A4 E M AR R AR N R 1R
CMS product. During the period, the sales of CMS and related products ERR - NERE B AR B AR I
totaled at US$1,292,000, representing an increase of 24% as compared (CMS)AERAE A SHE £ 5851,292,0003%
with US$1,042,000 in the corresponding period last year. JC - b EFREIRY1,042,000% 5T © TR
24% °
(2)  Market Analysis (Z) mEDW
Vietnam and Japan remained as the Group’s major markets in the first CETRF ¥ FREEREENTED
half of 2005, while China and ASEAN countries posted robust growth BIRABEMBEASE - M EFMEER
(table below). BRAEBREEZKE -
Table 2: Comparison of Sales In Major Markets R BFTEMHHELER
Unit: US$'000
Bh: FET
First half of 2004 First half of 2005 Change (%)
ZTTMF EF “ETRFLY¥F 5 (%)
Vietnam fitdEa] 61,142 55.9% 63,909 54.5% +4.5%
Japan A 26,078 23.8% 25,112 21.4% -3.7%
The PRC GE 11,643 10.6% 16,958 14.5% +45.6%
ASEAN REBEE 4,023 3.7% 6,158 5.2% +53.1%
Others H it 6,553 6.0% 5217 4.4% -20.4%
Total 4aET 109,439 100% 117,354 100%
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Vietnam

Vietnam remained as the Group's largest market. Total turnover from
this market amounted to US$63,909,000, and its share of the Group's
total turnover grew 4.5% to 54.5%.The sales of MSG and GA, the Group's
core products, grew 4.7% or US$2,362,000 to US$52,684,000. The
turnover from lysine, on the contrary, recorded a significant drop of
349 to US$3,837,000, US$1,944,000 lower than in the corresponding
period last year. The turnover from modified starch sale, the main
product in the Group's starch segment, was US$561,000. Though still
posting a relatively small amount, the product’s turnover boasted a
remarkable 218% growth over the pervious corresponding period.Soda
sales from the market also saw a sharp increase of 111.78% from

US$2,021,000 last year to US$4,280,000 this year.

Japan

Total turnover from this market slightly decreased by 3.7% to
US$25,112,000 due to the drop in turnover from lysine by 49.2% to
US$6,400,000. As a result of higher prices and sales, the turnover from
MSG sale soared 37.3% (USS$ 4,049,000) to US$14,915,000. Modified
starch also recorded an enormous growth of 125% (approximately
US$1,991,000) to US$3,583,000. Supported by its technology research
and development center, the Group is confident of quickly obtaining

a stronghold of the modified starch market in Japan.

The PRC

The Chinese economy has seen continuous robust growth, with growth
rate reported at 9.3% last year and 9.5% in the first half of 2005.Riding
on Shanghai Vedan Foods' established distribution network for MSG
products and increasing consumer awareness of the Vedan brand, our
MSG business recorded a substantial growth of US$13,683,000, or

approximately 58%, during the period under review.
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Other related products, including chicken essence based seasoning
and MSG, will be introduced into the market, creating a more diversified
products mix for the Group and paving the way for the Group to expand
its business even more effectively. As the Chinese economy grows, the
need for processed foods will follow, as evidenced by the continuously
rising import and usage volume of modified starch in the PRC. With
the anticipated support of the improved research and development
capabilities of the Vietnam starch factory and stable supply of top
quality cassava, the advantageously located Shanghai modified starch
factory is expected to commence phase 1 production in the third
quarter of this year.Modified starch business is set to join MSG products

as another core segment of the Group in the PRC.

ASEAN countries

Primly located and growing consistently, the ASEAN market with a total
population of 500 million and tremendous development potential has
been the Group's major focus. During the period under review, turnover
from the ASEAN market amounted to US$ 6,158,000, around 53.1%
higher than the corresponding period last year, with its MSG business
grew 68%. Modified starch has been introduced to the market as well,
and its sales during the review period recorded more than 2009% growth
over that of the same period last year.With the ASEAN free trade zone
taking shape, member nations are gradually opening their markets to
each other and strengthening trade and economic connections,
presenting to the Group substantial room for further business

development.

Production capability expansion and construction of new
factory
Our production related plans for the second half of this year are

summarized as follows:

(i) The production capability for modified starch of the Vietnam

factory reached 60,000 tons per year at the end of June.
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(4)

(ii)

(iff)

(vi)

(vii)

The construction of the new factory in Vietnam for producing
high value-added seasonings was completed at the end of July,
and trial production has begun.The Group expects to launch
the products in the third quarter and will evaluate the need for

further expansion in 2006.

Shanghai modified starch plant will commence production in
the third quarter, with annual production of 10,000 tonnes

modified starch.

Utilizing enhanced GA fermentation capability, new MSG
production facilities are being added to the Vietnam factory and

installation will be completed in the forth quarter.

The PGA factory in Vietnam is expected to be completed at the
end of 2005 or the first quarter of 2006.

The starch factory in Ha Tinh Province, Vietnam will start
production in the second quarter of 2006, with production

capacity of 200 tons/day in the initial stage.

The production capability of the newly acquired starch factory
in Gia Lai Province will be expanded from 60 tons/day to 100

tons/day,and it will start operation in the fourth quarter.

Mergers and acquisitions, and forging of strategic alliances

The acquisition of Ve-Thai Tapioca-Starch Co., Ltd. We require
adequate supply of cassava as fermentation materials to
produce MSG, GA and lysine, etc., and for producing modified
starch raw materials.To assure access to cassava, which is critical
to our long-term development, the Group announced the
acquisition of the entire shareholdings of Ve-Thai Tapioca-Starch
Co,, Ltd.at the end of June. It is the Group's second acquisition
in Vietnam after the French MSG plant Orsan in 2001.The Ve-
Thai factory is located in Gia Lai Province, Central Vietnam, a key

cassava source area, and boasts daily production of 60 tons of

(if)

(iif)

(Vi)

(vii)
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5)

(iff)

starch.The Group plans to purchase more equipment to increase
the plant’s production capability to 100 tons/day by the end of
the third quarter. |t is expected to realize full capability in the
harvest season of cassava in the fourth quarter.To meet the
Group's future requirement, we will decide in 2006 whether to
increase the plant’s production capacity to 200 tons/day.The
capital for the acquisition was US$3,300,000, but since the assets
acquired comprised around US$1,000,000 in cash, after
deducting that and the around US$563,000 due from
shareholders, the actual purchase price should be around

US$1,750,000.

The acquisition of Shanghai Vedan Foods. The Group
announced the completion of the acquisition of ShanghaiVedan
Foods and its fixed assets at the end of July 2005. Following that,
the Group proceeded with (1) the establishment of a chicken
essence based seasoning processing factory, and (2) the
construction of a modified starch factory as planned. Both
factories are scheduled to start operation in the third quarter of

this year, realizing the anticipated benefits of the acquisition.

Alliance with Shandong Snowflake

At a total investment of US$10,000,000, both parties will set up
a joint venture company which will have an annual production
capacity of 30,000 tons of GA.The Group will hold 70% stake in
the company. All due diligence work has been completed and

the parties involved are in the final stage of the negotiations.

Costs review

During the period under review, the Group's cost of sales increased by

approximately 30.4%.The substantial increase was mainly the result of
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Corresponding measures for rising material costs

1. Molasses

Molasses is one of the major raw materials of MSG, GA and lysine. In

the first half of 2005, the price of molasses grew 100% over that in the

first half of 2004, squeezing the profits of our two main products, which

prompted the adoption of the following measures by the Group in

the second half of this year:

(i)

(if)

(iif)

Purchase from diverse sources:In addition to the existing major
sources in nearby countries such as Thailand, we started to
purchase materials from other sources such as Pakistan and

Eastern Europe.

Replace molasses with raw sugar:The Group has already started
import of raw sugar, which will be used in production in the

third quarter.

Develop different types of carbohydrates: Since the fourth
quarter of 2004, we have been working with the Swiss company
Syngenta, a world leading agribusiness company, to cultivate
tropical sugar beet in Vietnam. After several months'hard work,
satisfactory preliminary results were achieved. We have thus
signed an agreement in June 2005 with Mitsui and Co.,
(Thailand) Ltd, exclusive distributor of Syngenta's tropical sugar
beet seeds in Vietnam, to distribute and jointly promote the
cultivation of tropical sugar beet seeds in Vietnam. This
agreement will enable the Group to expand its sources of

carbohydrates.
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Cassava

During the period under review, the cost of cassava rose approximately
40% above that in the same period last year because of bad weather
and a change of its usage as material for alcohol fermentation.To secure
a new reliable source of cassava, the Group adopted the following

strategies:

0] Actively increase the purchase quantity of its two starch factories

in Phuoc Long Province and Binh Thuan Province.

(i) Expand to the central and northern regions of Vietnam.The
newly acquired Ve-Thai starch factory and new starch factory in
Ha Tinh Province will commence operation in the fourth quarter

of this year and in 2006 respectively.

(i) The Group will follow closely the starch supply situations in

neighboring countries, and seek to expand cultivation areas.

Liquid Ammonia
In the past, the Group had relied entirely on import to meet its need
for liquid ammonia. However, as Vietnam is able to start its own supply,

the Group will purchase more liquid ammonia in Vietnam to save costs.

Research and Development
The Group undertakes various research and development work, to
ensure its ability to cope with changes in the business environment

and support future development needs. These include:

1. Study the feasibility of planting tropical sugar beet in Vietnam,
conduct relevant promotion activities,and continue large-scale

trial cultivation.

2. Study and evaluate the feasibility of using rice as raw materials,
produce high value-added products such as rice protein and
starch syrup.The development of preliminary stage technology
is mature. The Group will continue to conduct larger scale trial
production and evaluate the feasibility of constructing new

plants.
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3. Continue to develop modified starch products, in particular,
enhance the research and development and application of

modified starch for food processing to boost their added values.

4. Improve the production efficiency of starch factories, make the
best use of the byproducts in cassava production,and initiate

and encourage recycling activities.

5. Continue to improve the production processes of MSG, GA and
lysine and enhance production efficiency so as to lower
production costs and enhance overall production management

efficiency.

6. Continue to develop high quality seasonings to increase
products varieties and maximize the integrated benefits of

business development.

Corporate Governance

The Group operates in strict compliance with relevant laws and
regulations and the Articles of Association, and has established and
implemented relevant orders of proceedings and operational
procedures under the management system supervised by the AGM,
the Board, and the audit committee, etc. Comprising five executive
directors, two non-executive directors and three independent non-
executive directors, the Board executes and supervises the Group's

various operations and management activities.

The independent non-executive directors of the Group attend the
Board meetings and audit committee meetings held each quarter,and
exercise the power of independent non-executive directors in
performing their duties.During the review period, the audit committee
comprising the independent directors had reviewed and endorsed
the Group’s financial reporting procedures and internal control in
accordance with related provisions,and also reviewed all connected
transactions and guarantees made upon, and conducted strict

supervision over the Group’s financial risks control.
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The Group will continue to enhance internal control by strengthening
the implementation of its “risks management measures’and the review
of its ERP system,and the systems and rules of its subsidiaries, the quality
certification of products, efforts on safety, hygiene and environmental
protection,and the management of suppliers and customers, etc. It

will also emphasize on training and recruitment of auditing staff.

Prospects

The two main factors affecting the Group's profitability during the
period are: (1) the slipping price of lysine,and (2) the subsisting high
material costs. The negative impacts of these factors are expected to
persist in the second half of this year. Though we have gone through
similar cycles in the past decades, the most recent ups and downs are
the most severe and has lasted the longest. And both factors striking
at the same time brought even bigger challenges on us.Nonetheless,
we have laid down certain combat strategies. By consistently
implementing these strategies, we are confident that we will come
out of the valley soon.Regarding our development in the second half
of 2005 and onwards, we are cautiously optimistic about our overall

development with the support of the following strategies:

(i) Increase product prices to reflect rising costs
Following the surge of material costs, the Group has been
actively negotiating with dealers and product distributors to
raise product prices without affecting their market shares.The
Group will continue to increase product prices to reflect the

rising costs.

(i)  Realize diverse development of carbohydrate
Develop more carbohydrate sources. Short, medium and long

term directions are being planned and pursued.
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(iii)

(iv)

Obtain reliable supply of GA

Reliable supply of GA raw materials at a competitive price is
one of the key factors for the success of our MSG business in
the PRC.The alliance with Shandong Snowflake is in the final
negotiation stage; and the expansion of the GA factory in
Vietnam has been completed, these favourable developments
plus the PRC lowering its import tariffs and the revaluation of
the RMB, GA from Vietnam has become more competitive in
the PRC, which will in turn enhance our production efficiency

and ultimately benefit our business development in the country.

Further development of starch business

After the Group established a starch research center in the
second half of 2004, apart from enabling it to step up the
development of modified starch products, the Group has further
successfully developed various types of modified starch for
application in food processing. These products are suitable for
making different kinds of food products including chili sauce,
tomato ketchup, BBQ sauce, frozen meat, prepared dim sum, etc.
and have been well received by the market. We have decided
to launch the products to the enormous food processing market

in China and and to other countries.

Expand product mix

Trial production at the new high value added seasonings factory
in Vietnam was completed successfully,and products will be
introduced to the market in the third quarter. The Shanghai
factory is prepared to set up a new high value added seasonings
facility,and has begun the trial sales and marketing of chicken
essence based seasoning. Increasing products varieties will not
only allow us to boost our relationship with dealers, but will also
facilitate the expansion of our distribution network and in turn

contribute to our profits.

(iii)

(iv)

(v)
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(vi)  Enhance research and development efforts, and increase
production efficiency
After our research center and pilot plant are upgraded, we are
working on various projects on production process
improvement to help us enhance production efficiency,improve

product quality and production capacities,and cut costs.

(vii)  Bring in contribution by acquiring Shanghai Vedan Foods
The Group completed the acquisition of Shanghai Vedan Foods
and related fixed assets at the end of July 2005. Shanghai Vedan
Foods will start the production of high value added seasonings
and modified starch as soon as practicable, and we believe it
will bring synergies to the distribution network and ultimately

enhance the Group's profitability.

Financial Review

As at 30 June 2005, our cash and bank savings amounted to
US$20,415,000, decreased by US$12,777,000 from the amount as at
the end of 2004. Our bank loans increased by US$12,740,000 to
US$79,615,000, mainly due to (1) rising capital expenditure, and (2)
substantial surge of material costs leading to a dramatic increase in
inventory valued at US$10,047,000. The current ratio of the Group was
maintained at 1.65, slightly lower than the 1.79 level of last year.99% of
our bank loans were denominated in US dollar, the remaining 1% was
denominated in RMB.The ratio of medium to long term loans and short-
term loans was 37% to 63%.The Group’'s gearing ratio, based on total
bank loans to shareholders'funds, was 34.1%. After deducting cash and

bank savings, our net gearing ratio is 25.4%.

The majority of the Group's transactions from its business in the PRC
are conducted in RMB, and our RMB loans approximated at only
US$785,000.The exchange rate between the Vietnamese Dong and
the US dollar remained stable, the depreciation rate of the Dong for
the period between 1 January and 30 June 2005 was about 0.62%.The
Group did not record any negative foreign exchange trade, nor did we

engage in any exchange rate hedging activities.

The basic earnings per share for the review period were 0.37 US cent.
The Board recommended the payment of an interim dividend of 0.201

US cent per share.
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