Chairman’s Statement
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Armed With Modern Technology And
Sound Management, We Have Successfully
Created A Number Of Quality Products

To Cater To The Consumers’ Tastes And
Demands.
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Long-established in Asia, Vedan International (Holdings)
Limited is a premier manufacturer of fermentation-based
amino acids, food additive and cassava starch-based products.
Its prominent reputation has been built on the quality
manufacture of MSG, a key food additive lying at the heart of
the unique tastes of Asia’s two billion consumers. The Group's
vision of the future is simple: to expand and enrich its markets
across the Asian region while developing new products for the
demand of consumers.
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Looking at the global economy in 2014, although signs of recovery
could be seen in certain areas, the recovery pace of many regions
and countries, including Vietnam, remained slow which inevitably
impeded the expansion plans of local companies. Meanwhile, the
intense price competition among MSG industry players has also
presented challenges to the Group’s major markets and further
squeezed its overall profitability. Although there were no notable
fluctuations in the prices of raw materials during 2014, the prices of
natural gas and energy in Vietnam did not weaken and fall in step
with the declining international price of crude oil. The continuous
increase in energy costs exacerbated a situation already characterised
by high production costs, thus the Group was unable to provide its
products at competitive prices. Confronted with these challenges
in both sales and production, the Group's focus of operations
for this year was stabilising material costs, flexibly adjusting
production operations to enhance cost efficiency, and accelerating
implementation of energy-saving initiatives while increasing
marketing efforts and developing new products. Such actions
can alleviate the impact of the highly competitive environment
on sales and increasing energy prices through reducing expenses
and broadening the streams, thus enabling the Group to maintain
profitability.

Looking at the Group’s operations and profit for this year, turnover
amounted to US$325,000,000, a decrease of around 4.9% when
compared with the corresponding period last year. The decline was
mainly attributable to fierce price competition among industry players
which caused the turnover of the Group’s major markets in Vietnam,
Japan, ASEAN and Europe to drop by varying degrees. At the same
time, the rising prices of natural gas and energy in Vietnam, the
Group’s major production base, have in turn increased the Group’s
production costs and eroded our profitability, so gross profit dropped
8.3% from the previous year. Net profit was also dragged down
by lower turnover and gross profit, thus the Group recorded an
operating loss for the first time.

In terms of geographical markets and segment performance, in
Vietnam, the Group’s major market, economic headwinds and
fluctuating exchange rates have further affected both its exports
and domestic consumption. The resulting unfavourable operating
environment has presented strident challenges for the Group's
operations, most notably its production operations within that
country. Although the Group has been focusing on strengthening
its distribution channels and enhancing its branding efforts, the
competition centred around the low prices among MSG peers. The
low prices have still affected the sales of unbranded large-packaged
MSG, resulting in a year-on-year drop of 2.6% in the revenues from
the market in Vietnam. Our PRC operation has also been seriously
affected by the market competition and the government’s anti-
extravagance campaign which has had a short-term impact on the
dining industry, suppressing sales and resulting in a sales decrease
of approximately 11.9% over last year. Similarly, the sales to the
market in Japan were also reduced by the price competition, which
has also led to a substantial decline in the selling price there as well.
The depreciating Japanese yen in particular increased the cost of
exporting to this market. Consequently, the sales performance of the
Group in Japan has decreased by 6.2% from the previous year. The
ASEAN and European markets experienced an even more adverse
impact due to the cutthroat price competition in the first half of the
year. Thus, the prices of products in these two markets have remained
very low. The Group has resisted engaging in the competition based
solely on price because profitability remains its key consideration.
As such, sales and revenues of MSG in these regions contracted
substantially when compared with the same period last year.
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As for the performances of our products, for our major product,
MSG, the Group had to lower selling prices in various markets due to
the price competition among our peers. When compared to last year,
the revenue of MSG dropped by 5.9% as the Group has reduced the
sales to food processing users, which generated lower profit, so as to
bolster the Group’s profitability. Revenue of modified starch, another
key product of the Group, rose by 3.1% as the Group enriched its
product mix and secured new customers during the year. Among the
specialty chemicals, soda recorded a drop of 9.4% in revenue due to
a very low price of imported products in the Vietham market and the
ongoing unfavourable environment of related application industries.
Sales of hydrochloric acid recorded a year-on-year growth of 10.9%
benefitting from the greater demand of the metals processing
industry in Vietnam. The market demand and selling prices of
fertiliser and feed products remained stable but the sales decreased
due to adjustment to the production volume. Moreover, to tap the
growing demand and sales of amylase in Vietnam, the new maltose
plant has completed installation of equipment and started operation.
The new plant will not only enhance the production efficiency of its
existing syrup plant, but also diversify the Group's starch business
and ultimately create a new revenue growth driver.

In 2014, market competition has caused the Group's overall business
performance to drop. The operating environment is expected to
remain difficult in the near future. As such, the Group has reviewed
and enhanced the efficiency and effectiveness of its procedures to
better cope with potential changes in the operating environment.
As a start, the Group can improve its production efficiency and
lower product costs once the energy problem is solved at the
Vietnam plant. The Group is confident to create new business and
opportunities in the future. However, what's more important now
is to seize the trend of material costs, as well as to diversify and
expand raw material procurement strategies aimed at minimising
cost fluctuations and stabilising production costs. To further develop
its operations in Vietnam and the PRC, the Group is aggressively
strengthening its marketing strategies, as well as extending its
distribution and sales channels in order to realise the full potential of
its sales network. At the same time, the Group is planning to launch
new products to complement the current product lines, as well as
enhance its sales presence to boost its brand awareness. Besides, the
Group is also identifying potential strategic collaborative projects,
and by using its geographical strength and international experience,
aiming to improve efficiency while both broadening its revenue
streams. The Group is also continuing to bolster its research and
development (R&D) capabilities to improve production efficiency and
develop innovative products.

Although sentiment in the global market has gradually recovered, we
realise that the prevailing global economic conditions and operating
environment still pose tough challenges to the Group’s operations.
To tackle the challenges ahead, the Group is conducting an in-depth
analysis of its current situation as a prelude to planning and setting
future strategic directions. Though it is not easy to control or predict
macroeconomic trends, the management believes that the Group’s
prudent operational approach and strategies for market expansion
and branding can mitigate the effects of the adverse macroeconomic
situation. We will conduct an in-depth analysis on how to improve
the performance and how we can make a turnaround. The Group
plans to expand its business presence and improve profitability
through a more proactive approach, in particular after the energy
cost issue in Vietnam has been redressed. The Board will continue
to urge the management and all of the staff to adopt a prudent
approach and innovative vision to formulate and execute effective
operational and business development strategies over the medium
and long term to overcome the current challenges and explore new
opportunities in order to bring the Group’s business to new heights.

By Order of the Board
Yang, Tou-Hsiung
Chairman

Hong Kong, 24 March 2015
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