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Management Discussion and Analysis
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BUSINESS OVERVIEW

In the first half of 2011, the sovereign debt crisis in Europe
and the US has hindered the recovery of the global economy.
The surging raw material and energy prices have increased
the risk of global economy. The overall economy in those
regions was still unstable with persistent high unemployment
rate and slumping demand from consumers. In addition, the
extreme weather and natural disasters, such as the fire in
Russia, drought in Argentina, earthquake in Japan and floods
in Australia, also affected the supply of major crops and caused
the price of grains and food to rise.

In light of aforementioned factors, the costs of the Group’s
major raw materials such as molasses and cassava inevitably
increased during the period under review. Although the higher
selling price has led to higher revenue, the increased costs
exerted pressure on the Group's gross profit. This squeeze
explains why revenue for the period under review amounted
to US$186,698,000, up by US$34,531,000 (a 22.7% year-on-
year increase), but gross profit dropped by US$1,764,000 to
US$26,094,000, and gross profit margin also dropped from
18.3% to 14.0%.

The economy in Vietnam faced big challenges in the first half of
the year, including high Consumer Price Index (CPI), an unstable
money market, a higher lending rate of the Vietnam Dong, an
imbalance in foreign exchange markets and tightening supply in
foreign exchange and 9.3% depreciation of the Vietnam Dong.
These challenges have posed a material impact on economic
development as well as the operating activities of enterprises in
that country. In the first half of 2011, GDP in Vietnam grew at
5.6%, lower than 6.2% in the same period last year but the CPI
increased by approximately 20% on year-on-year basis. Prices
of raw materials, oil, electricity and gas showed double-digit
growth. During the period, the Group’s major raw materials
such as molasses, cassava and liquid ammonia also showed
double-digit growth in price, In addition, Vietnam made an
upward adjustment in the prices of oil and electricity in the first
half of the year, which also increased the production cost at the
Group's plants in Vietnam. Hit by high inflation, high interest
rate and depreciation of the Vietnam Dong, consumers have
become more conservative in spending and overall purchase
power has also weakened. The higher selling price could not
fully cover the rising costs, hence the reduction of profits in
Vietnam was noticeable. Although Vietnam was in economic
downturn in the first half of 2011, revenue of the Group has
growth slightly on the back of branding and sales channel
advantages.
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Japan is the second largest market of the Group next to
Vietnam. Affected by the earthquake and the leakage of
radioactive substances in the first half of 2011, the Japanese
economy is expected to record negative growth this year.
However, with the resumption of supply chain operation
and manufacturing, demand in Japan is set to increase. The
Group has enjoyed a long term cooperative relationship with
its customers in Japan. Hence, the revenue from the Japanese
market increased despite the earthquake and the emissions of
radioactive substances, and its proportion to overall revenue has
increased compared with the corresponding period last year.

In the first half 2011, GDP of the PRC was as high as 9.5% with
the inflation pressure getting more tense. Business operation
at the PRC has strived and met certain achievement on brand
name strengthening and sales channel enhancement. Supported
by the strong demand of modified starch in the PRC, sales
revenue of MSG and modified starch both increased. Due to
the limited production scale and high production cost, the
profitability was affected. Sales growth in modified starch and
MSG contributed to overall revenue growth of 10.2% in the
PRC.

The selling prices of all products increased during the period
along with the rise in food costs. In terms of sale volume, as
a result of the Group's efforts to expand sales channels, the
sales volume of all products except GA and hydrochloric acid
rose when compared with the corresponding period last year
and contributed to the increased revenue of the Group in the
period under review. However, as the price of raw materials
for production also spiraled rapidly, the hike in selling price of
the Group’s products was not a completely accurate reflection
of the rise in costs. The increment in costs exceeding that of
selling prices was the reason for the reduction in the gross
profit margins of our products.

Overall, the Group recorded an increase of 22.7% in revenue
and a reduction of 6.3% in gross profit during the period under
review. As the Group needed to pay compensation to farmers
and fishermen, a loss attributable to owners of US$6,707,000
was recorded in the same period last year. As no related
compensation was made within the period under review, the
Group achieved turnaround and reported a profit attributable
to owners of US$1,612,000.
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Il. BUSINESS ANALYSIS o EESMN
(1) Sales Analysis by Product (=) EmSHED W
Unit: US$'000 B FET

MSG and GA

During the period under review, driven by the
increased sales and higher price of MSG, revenue
derived from MSG grew by 17.3% to approximately
US$18,794,000 mainly due to the significant
growth in exports sales from the Vietnam plant.
The sales growth in the domestic Vietham market
has slowed down as a result of decreased spending
power caused by high inflation rate. As revenues
derived from modified starch/native starch and
fertilizers were boosted significantly, the share of
revenue from MSG within the Group’s total revenue
decreased from 71.6% in the same period of last
year to 68.4%.

Revenue from GA amounted to US$13,501,000
during the period, a decrease of 5.2% when
compared to the same period last year largely due
to the drop of sales volume by 10.4%. Revenue
from GA accounted for 7.2% of total revenue,
down from 9.4% in the same period last year.
Geographically, the GA revenue in Taiwan surged by
approximately 416.4% but decreased by 21.9% and
19.1% in Vietnam and the PRC respectively.
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Modified starch/Native starch

Owing to strong market demand for modified starch
and raw starch, together with increased supply of
cassava, the output of modified starch/native starch
rose substantially during the period under review.
Sales volume climbed by 44.0% and the selling
price increased by 40.9%. Revenue amounted to
US$23,544,000, up 87.1% from US$12,582,000
in the same period last year. Revenue from this
segment accounted for 12.6% of the total revenue,
a marked increase from 8.3% in the same period
last year. However, due to the notable increase in
the price of cassava during the period, the gross
profit margin of this segment declined despite
the improvement of both revenue and profit
from modified starch/natural starch. Demand for
modified starch and natural starch is expected to
remain strong in the second half of 2011.

Specialty chemicals/Fertilizers

Specialty chemicals, hydrochloric acid and soda
are sold within Vietnam. Facing the uncertain
market in the country and rising interest rate, many
producers adopted a conservative business strategy,
which affected the consumption of hydrochloric
acid and soda. As a result, while revenue from
specialty chemicals was US$9,198,000 during the
period under review, up by approximately 9.8%, or
US$822,000, in the same period last year, its share
in the total revenue of the Group dropped from
5.5% to0 4.9%.

Driven by rising demand, sales volume and the
selling price of fertilizers surged significantly.
During the period under review, revenue from
fertilizers surged 76.0%, or US$4,577,000, to
US$10,596,000, while the share of fertilizers within
total revenue increased from 3.9% in the same
period last year to 5.7%.

Interim Report 2011
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(2) Sales Analysis by Market

Unit: US$'000

45 8 5 5 47
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1.

Vietnam

In Vietnam, the Government’s tightening monetary
policy, high inflation rate and the Vietnam Dong
significantly depreciated during the period under
review adversely affected the spending power of
consumers. Nevertheless, the Group's revenue
from Vietnam was up by 15.5% or US$11,363,000
to US$84,754,000. This was mainly attributable
to improved performances in the MSG, starch
and fertilizers segments. The growth rate in this
market, however, was still lower than that of Japan
and other regions. Hence, revenue from Vietnam
accounted for 45.4% of the total revenue, down
from 48.2% in the same period last year.

Japan

The Japanese economy has been hit hard by
the serious earthquake and tsunami in Japan
in March. Fortunately, the Group’s customers
and products were not adversely affected and
business actually steadily increased. It recorded
revenue of approximately US$44,176,000 in
Japan, representing a 29.6% growth during the
period and 23.7% of the Group’s total revenue,
up from 22.4% in the same period last year. This
rise was mainly attributable to growth in MSG and
modified starch, accounting for 26.3% and 47.0%
respectively.
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3. The PRC

During the period under review, revenue from
the PRC rose 10.2%, or US$2,185,000, to
US$23,626,000, up from US$21,441,000 in the
same period last year, accounting for 12.6% of the
Group's total revenue, down from 14.1%. The rise
in revenue from the PRC was mainly because of the
increased revenue from MSG and modified starch
due to the Group's efforts in expanding the sales of
these products.

4. ASEAN member countries

Revenue from the ASEAN market was very stable,
growing by 6.2% when compared to the same
period last year. As the revenue from other markets
increased, the share of revenue from ASEAN region
decreased from 10.1% in the same period last year
to 8.7%. The decline in revenue from the region
was mainly caused by reducing sales of modified
starch and fertilizers.

5. Other regions

During the period under review, revenue from
Europe and Taiwan grew by 2.9 times and 1.1
times, or US$10,006,000 and US$3,774,000,
respectively. MSG, GA and modified starch were the
main products sold in these markets.

OVERVIEW OF RAW MATERIALS

Demand for raw materials remained strong in Asian emerging
markets. The prices of gasoline, diesel oil, gas and electricity
rose in Vietnam. Despite the slowdown in price increment
of molasses in the second quarter of this year, it was still
14.5% higher than the same period of last year. The price
of liquid ammonia has climbed by 31.1% due to the rising
price and growing demand of natural gas. The supply and
demand of cassava starch remained slightly imbalanced. The
increase in available plantation area fell behind the rising
demand for cassava starch boosted by the prospering food,
feed and ethanol industries, so the selling prices of cassava
starch remained at a high level, surging by 33.5% from the
same period last year. Meanwhile, the surging corn price
in the PRC had an impact on the production cost of the
factory in Shandong. In Vietnam, electricity cost increased by
15.3%, while the prices of gasoline, diesel oil and heavy oil
were adjusted twice and the price of gas also had upward
adjustment. The rises in raw material and energy costs dragged
down the Group's gross profit margin from 18.3% in the
corresponding period last year to 14.0% during the current
period, which in turn influenced the profit for the period under
review.
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V.

FINANCIAL REVIEW

(1

(2)

Cash Flow and Financial Resources

During the period under review, cash and bank deposits
of the Group amounted to US$21,712,000, which was
US$12,824,000, or around 37.1%, lower than the last
year. Short-term bank borrowings were US$53,059,000,
an increase of US$25,184,000 or around 90.3%,
while middle-to-long-term bank borrowings totaled
US$12,603,000, a decrease of US$2,656,000. Bank
borrowings were mainly denominated in US dollars and
Taiwan dollars, representing 95.5% and 4.5% of total
borrowings respectively. The proportions of short-term
and middle-to-long-term bank borrowings were 80.8%
and 19.2%.

Accounts receivable dropped by US$950,000, or around
2.4%, to US$39,378,000, and they were mostly within
30 days. Inventories totaled US$102,431,000. The figure
increased by US$19,238,000 (around 23.1%) under the
influence of increasing material cost of molasses and
starch.

Lower trade payables and higher inventories caused our
short-term bank borrowings to increase substantially, so
gearing ratio (total bank borrowings over shareholders
interest) was 24.8%, which was higher than 16.2% in
the last year. Net gearing ratio (total borrowings after
deducting cash and deposit over shareholders interest)
was 16.6%, which was also greater than 3.2% in the last
year. Current ratio dropped from 2.28 to 2.15 because of
increasing current liabilities.

Capital Expenditure

During the period under review, the Group did not
make any significant investments. Capital expenditure
amounted to approximately US$7,570,000, US$1,355,000
less than US$8,925,000 made in the first half of 2010.
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(3)

(4)

Exchange rate

In recent years, the Vietnam Dong has been subject to
greater pressure for further depreciation because of
persistent high inflation and trade deficit in Vietnam.
Combining with the widespread expectation of
depreciation and the imbalance in supply and demand
have widened the discrepancy between the exchange
rate in the black market and the official market rate. To
facilitate the return of the official exchange rate to the
actual market level and to stablise its exchange rates
by stopping underground speculation, the Central Bank
in Vietnam announced the depreciation of the Vietnam
Dong by 9.3% and tightening the intraday fluctuation
within 1% on 11 February 2011. The Vietnamese
Government also announced new money control policies
including a limit on the use of foreign money in daily
commercial activities within the territories, increasing
the interest rate of deposits and loans in Vietnam Dong,
imposing a limit on the interest rate of deposits and
loans in US dollars, as well as issuing an order to sell
foreign exchange deposit and income of state-owned
enterprises to banks exclusively. Under the more restrictive
money policies, the exchange rate of the Vietnam Dong
to the US dollar began to stablise, but the gap of the
interest rate between the US dollar and Vietnam Dong
forced more companies to borrow in US dollars, so the
pressure that the Vietnam Dong might further depreciate
remains. As Vietnam is the largest market for Vedan,
the depreciation of Vietnam Dong inevitably affects its
profitability, so the Group has implemented risk-aversion
initiatives to minimise any possible foreign exchange
loss. Shanghai Vedan, Shandong Vedan Snowflake and
Maotai Xiamen, the Group’s PRC subsidiaries, focused on
domestic sales. During the period under review, Renminbi
has appreciated steadily against US dollars, a 2.3%
appreciation compared with its currency rate at the end
of 2010.

Dividends

The Group proposed not to issue a dividend.
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PROSPECTS

The PRC and Vietnamese Governments have continued their
policies to fend off inflation and tighten money supply, which
have not only boosted the operating costs, but also increased
uncertainties in these markets.

In the PRC market, revenues in the modified starch and MSG
segments are expected to increase in the second half of the
year due to seasonal factors, but the increase in material costs
and labour costs may affect its profitability. Even should the
prices of major materials such as molasses and cassava tend
to decrease in Vietnam in the second half, the increase in
energy cost, the possible depreciation of the Vietnam Dong,
and a prevailing climate of weak consumption with decreasing
spending power should negatively affect revenue from Vietnam.
On the other hand, the sales of MSG should enter the peak
season, which will mitigate the negative impact of decreasing
spending power.

Facing this challenging environment, the Group will continue
to implement cost-saving measures on production, sourcing,
operation and administration, such as energy saving production
and enhanced energy efficiency, as well as increasing
automation and material efficiency. In the aspect of sourcing,
the Group plans to purchase molasses from diversified sources,
strengthen inventory management and increase the proportion
of local sourcing. For its business, the Group intends to enhance
distribution channels and branding, expand its export market
and provide more training for operational and sales staff.
In administration, the ERP system which will help simplify
administrative procedures and optimise human resources is
expected to be completed by the end of this year. On the other
hand, the Group will proactively review the new product roll-
out plan. In its long-term strategy, the Group is continuing
to study the feasibility of various cooperative projects, with
an aim to create new growth driver. At the same time, the
Group continues to evaluate the middle to long-term supply of
molasses, so as to secure a stable supply at a competitive price.
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