Chairman’s Statement
TERES

The uncertainties of the European debt crisis and the sluggish growth
of the global economy in 2012 have dampened demand. These
factors, combined with conservative consumption sentiment in the
market have seriously affected the Group’'s results in the first half.
Although carbohydrate prices have stablised earlier this year, the
continuous sharp increase in Vietnam'’s natural gas and energy costs
has in turn caused a surge in production cost which offset overall
profits. Under these adverse business conditions, the Group has
focused on enhancing the flexibility of its procurement, improving
production efficiency, stepping up sales efforts and developing new
products to alleviate the impact of those conditions on sales and the
effect of increasing energy prices on costs this year. The measures
taken have helped the Group broaden its sources of income, reduce
expenditures and maintain profitability.

The Group's operations in the first half of 2012 recorded a turnover
of approximately US$179,000,000, a decrease of around 3.6%
when compared with the same period in 2011. The decline was
mainly attributable to the overall economic malaise which caused the
revenue in the Group’s major markets in Vietnam, the PRC and Japan
to drop to varying degrees. Fortunately, the Group was able to secure
raw materials at a lower cost earlier this year, which contributed to an
increase in gross profit by 15.9% year-on-year. Net profit also reached
US$3,230,000, a surge of approximately 160.7% against the same
period last year.

In terms of geographical distribution and segmental performance, the
serious inflation and trade imbalance that emerged in Vietnam, the
Group’s major market, last year has come under better control and
its exchange rate has stablised this year, thanks to the tight monetary
policy of the Vietnamese Government. However, the subsequent
slowdown in economic growth and international economic
headwinds have further affected the production, exports and
domestic consumption market in Vietnam. The resulting unfavourable
operating environment has created greater challenges for the country
and the Group alike. Although the Group has been focusing on
enhancing distribution channels and branding, its turnover in the
first half of the year still dropped by 1.2% year-on-year. The Group’s
operations in the PRC also performed unsatisfactorily in the first
half of the year. The weak economy has had a considerably adverse
impact on the Group's business and its revenue in the PRC market
decreased by 26.8% year-on-year. While the business expansion
of modified starch in the PRC made notable progress this year, the
intense competition in the MSG market, unstable product prices and
the limited production scale which prohibited the Group to realise
economies of scale fully as well as turn down orders all led to higher
costs and affected the Group's overall profitability.

The Japanese economy has continued its weak performance ever
since the earthquake and tsunami last year, which led to a year-on-
year drop of 14.5% in the Group's results in the Japanese market.
However, the results of the ASEAN market grew notably by 51.2%
over that of last year benefitting from the Group’s geographical
advantage of proximity and its solid business and operational
foundation in the region.

In terms of products, consumption sentiment has been conservative
as a result of the gloomy economy which affected sales of the
Group's products such as MSG and starch products targeting
consumers which increased by only 0.4% and decreased by 4.3%
respectively. However, supported by the consistently stable demand,
specialty chemicals such as the hydrochloric acid and caustic soda and
fertilisers businesses continued to grow in the first half by 12.2% and
17.6% over the same period last year.
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Chairman’s Statement
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As sluggish growth in the macro-economy affected our performance
in the first half of the year, the Group has reviewed our operations
and procedures and enhanced the speed of response and
effectiveness of our procedures to potential changes in the business
or operating environmental. In our operations during the second half
of the year, the key area of focus for the Group is to promptly adjust
to the trends of raw materials prices, so as to stabilise our production
costs. To accomplish this, the Group has set up a procurement team
to expand and diversify sources aimed at minimising related costs.

Taking into account the demand and supply situation, the Group
is studying the feasibility of diversifying into the starch processing
business. It has devised several preliminary alternative plans and
believes that investment in this business would yield a return in the
near future. As the price of natural gas in Vietnam is increasing
continuously and poses serious threats to our production cost,
the Group is evaluating alternatives with the aim to retain our
competitive edge in production. In addition, the profit from the PRC
market was unsatisfactory, which spurred the Group into continuing
to rationalise its operations last year, including the disposal of land
and certain factories of Shanghai Vedan. It also integrated efforts
related to market coverage and channels, and consolidated resources
so as to realise greater efficiencies and reduce costs.

At this critical juncture, apart from rationalising production costs,
the Group is continuing to bolster its presence in major markets
and maintain product prices in order to preserve its profit margins.
With regard to its operations in Vietnam and the PRC, the Group
intends to aggressively strengthen its marketing strategies, as well
as further expand distribution and sales channels in order to realise
the full potential of the Group’s sales network. At the same time,
to further raise brand awareness, the Group is planning to launch
new products related to current product lines, as well as enhance its
sales presence. On the other hand, the Group is identifying potential
collaborative projects to bolster its geographical coverage, enhance
its international exposure, and ultimately improve efficiency while
both broadening its revenue streams and raising its profits.

Under the prevailing unfavourable economic and operational
environment, the Group faces many challenges. As a first step
to tackle the challenges, the Group is currently conducting in-
depth analysis before proceeding to planning, and setting strategic
directions. Though it is not easy to control or predict macroeconomic
trends, the Group has confidence in the fundamentals of its business,
as well as its production technology and strength of its marketing
network. We believe that our prudent approach to both operations
and business development fully leverages our edge in production
and sales. We believe by implementing the strategies for market
expansion and branding, we can mitigate the impact from an adverse
turn in the macro-economy. The management and staff at all level
recognise the urgency of these testing times, but our prudent
approach, innovative vision and pragmatic style will help us to
overcome the existing challenges and bring our business to the next
level.

By Order of the Board
Yang, Tou-Hsiung
Chairman

Hong Kong, 21 August 2012
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