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Despite the unstable global economy and rising oil prices pushing up raw
material costs, the Group saw significant growth in the first half of 2004. Bird
flu outbreaks affected many regions of the world in the beginning of the year
including several provinces in Vietnam.The Vietnamese government,however,
was able to act appropriately to contain the problem, hence sustained overall
economic growth.The economy grew by 7.1% for the first half of the year. For
the second half of the year, the government predicted a 7.7%-8.0% growth,

and the annual growth target is 7.5%.

To protect its operations against the threats of bird flu, the Group implemented
stringent control measures covering the purchase of raw materials, admission
of personnel and vehicles into its premises, and the hygienic standards of its
production facilities. During the review period, hefty oil and raw material prices
did not affect the Group’s performance as it has switched to using natural gas
as fuel for production in December 2003 after pipeline installation was
completed in November 2003. Fuel supply and cost have remained stable for

the Group since then.

Riding on the growth momentum built up since the second half of last year,
the Group saw all-round steady growth in its businesses. As raw material supply
and prices were steady, production cost was effectively controlled.The Group
secured strong results for the first half year, with total turnover and profit

breaking previous records.

The Chinese government has adopted a series of macroeconomic control
policies to curb over-heated economic activities in the country.On the other
hand, with international grain prices rising, the prices of main ingredients of
glutamic acid (GA), such as corn, also remained high, driving up GA price.
Heeding the high material prices, manufacturers adjusted their stocks.
However, as the overall demand for MSG has been rising, the Group still
managed to achieve sales gains in the Chinese market during the review

period.
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Financial Review

For the first half of 2004, the Group recorded turnover of US$109,439,000, a
15.5% growth over the same period last year. Net profit jumped by 57.9% to
reach US$15,677,000. Basic earnings per share stood at US1.04 cents (HK 8.1
cents). Compared to the same period of last year, gross profit margin rose
from 25.3% to 34.2%, whilst net profit margin rose from 10.5% to 14.3%.The
Directors has recommended interim dividend of US 0.506 cents (HK 3.947

cents) per share.

The Group's cash flow from operations was 121% higher at US$14,143,000.
However, since investment was made to expand production capacity and in
merger and acquisition in the PRC during the first half year, the total cash
outflow for investing activities was US$2,551,000. EBITDA at end of the
reporting period was US$31,819,000,an increase of US$5,134,000 over same

period last year.

Benefiting from significant rise in profit, as at 30 June 2004, the total bank
cash balance was US$39,589,000, US$4,142,000 higher compared to the level
at the end of last year.Bank borrowings rose 1.7%. Gearing ratio (total debts /
equity) decreased slightly from 24.8% to 24.4% and the net gearing ratio (net
debts / equity) dropped from 9.0% to 7.4%. As for current ratio, it improved
from 209.3% to 212.1%.

Product Analysis

Compared with the same period last year, the sales of MSG, the Group's key
product, again recorded double-digit growth. Turnover grew 11.6%, from
US$64,935,000 to US$72,497,000. Turnover in Vietnam grew by 14.3%, mainly

due to the following reasons:

Continuous growth of the Vietnamese economy and rapid expansion of
consumption, especially in the food processing industry.

Effective nationwide promotional activities to boost sales in the first
quarter.

Effective market penetration facilitated by the offer of sales support to
franchisees, expansion of vehicle fleet and market development in rural

and mountainous regions.

2004 G EASRE

gy A

ZTTNF FHF - REESRAS S 5 5H109,439,000

FET  BEFRHEP EFF15.5% A6 FE15,677,000%

TC - BEFRIEAKE EF57.9% © BREAREFA

1.04 =AU (8.1781) - EBEFREPLLE - EFIEAR

253%FF234.2% © AEFIFR105%HE143% c ER/F
R R HAAR B B AR0.5063E 11l (3.9477841L) ©

EReREFTH  LEEBEEZHRER
14,143,0005 7T * REFEE EF121% - BIREES
B2 #BR SR A2,551000%T - EBRERAS
FEERMEE @ WERSHERERR @ RSN
FRETSMAC S Ot EES) - h7E EFFRGE
& © EBITDAA31,819,0003 T + tb R F R ERIG N
5,134,0003 7T °

REEZERNEFNANER R - #E_TTNFEA
=T HZRITIR G AR /R39,589,0005 7T « L=
BT = F[RIE 4,142,000 TC + $RITHE KL EFIE
BEI5491.7% © A BELLE (REEEX) H24.8%
TPEZE24.4% + FBELLE CFEREZR) A1EH9.0%
F& /37.4% © EDEL % BIlE3209.3%3E hN%212.1% °

Ema

LR EFRPABRRN - AEEREZERKBES
MGEAHAER - SEBEEMT11.6% A
64,935,000 T3 A1E72,497, 0007 ° E A MRS
HSHERRIGINT 143% « EE BB TFIFEE

o HEKBERERREMEE  BRIR
SRIETT
s BRMEZEMEREHHESETHHE -

RmNTE

o FAFFFEIRMLINEED) « WA ER M FAEE
R EmiHEERE R ZEMS o




Management Discussion and Analysis «oninues

EEEMART e

The sales of MSG in the PRC also grew by 19.4%. After dropping drastically in
the first half of last year during the Severe Acute Respiratory Syndrome (“SARS”)
outbreak, sales of MSG stabilized towards the end of last year. In the Japan
market, MSG sales dropped 13.5% in the first half year due to a major customer
there made seasonal stock adjustment and delayed goods delivery. As for
other regions, including Southeast Asia and Europe, although they only
contributed 8.7% to the total sales of MSG, phenomenal growth of 52% and

40.6% was recorded respectively.

To meet the strong market demand for MSG, the Group has planned new
capital expenditure to expand production capacity.The new production lines

are expected to commence operation in the fourth quarter.

Benefiting from persistently strong market demand and rising market prices,
sales of lysine products increased by 60.4%, from US$11,723,000 in the same
period last year to US$18,808,000. In addition to the strong growth in the
export market, domestic sales in Vietnam also grew more than 60%. The
turnover of lysine in Vietnam constituted approximately 31% of the total lysine
turnover. It should be pointed out; however, lysine price tends to have a cyclical
pattern, depending very much on the supply and demand situation of
soybean and corn.How long the price of lysine will continue to stay at the

higher level needs to be closely watched.

Starch-based products also experienced high growth. Compared with the
same period last year, turnover increased by 63.2%, from US$5,260,000 to
US$8,587,000.The sales of modified starch in particular rose a remarkable 108%.
The addition of new customers and strengthening confidence among existing
customers brought in more new orders.The Group's new clients came mainly
from China, Europe and Australia. The Group sees continuous growth in the
sales of starch-based products and expects the products to contribute an

increasing share to its total turnover.
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Market Analysis

Vietnam

Compared with the same period last year, all major markets of the Group
reported double-digit growth.Vietnam remained as our largest market, with
turnover growing 12%, from US$54,573,000 to US$61,142,000. Except for GA,

other products in this market posted significant expansion:
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The reasons behind growth for these products in Vietnam have discussed
above.The drop in GA sales was caused by customers request changing their
processing pattern by replacing GA with MSG for direct processing. This

change is beneficial to both the Group and its customers.

Japan

Total turnover in this market rose by 12.9%, from US$23,102,000 to
US$26,078,000. The main boost was growth of lysine business. As a result of
higher prices, sales of lysine rose 60.5% from US$8,114,000 to US$13,027,000.
However, one of our major clients readjusted its stock purchase plan during
the period, delaying purchase leading to a 13.5% drop in our MSG turnover.

MSG sales should return to normal in the second half year.
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PRC

With SARS gradually came under control in the PRC during the second half of
last year, people have been eating out again and their dining expenditure
have returned to normal. The Group saw significant improvement in its total
turnover in the first half of this year, rising by 32%, from US$8,814,000 to
US$11,643,000. MSG sales also rose steadily, from USS$7,242,000 to
US$8,647,000, a 19.4% increase compared with the same period last year.
Starch-based products experienced rapid growth, from last year’s US$147,000
to this year's US$2,191,000, an over 15 times growth. The Group has been
building its sales network for starch related products in the PRC since 2002,
and has gained the confidence of some large industrial users.Besides receiving
more orders from these customers, the Group has also been working hard to
win new clients,and as such expects continuous growth in the future. For the
beverage business, turnover dropped from US$1,090,000 in the first half of
2003 to US$719,000.

ASEAN countries

Another major market of the Group, the ASEAN countries, recorded an
enormous growth of 60% in the period under review, with turnover rising
from US$2,516,000 to US$4,023,000. Currently, the Group mainly sells MSG
and starch to the ASEAN countries.While MSG sales from the market increased
52%, from US$2,284,000 to US$3,471,000, the turnover from starch sale, though
still of a relatively small amount, saw considerable growth of 138%, from
US$232,000 to US$552,000. Armed with free trade agreements with Vietnam
and taking into consideration the huge combined population of the ASEAN
market, the Group will strive to grow this market. In fact, having established a
stable foothold in the Vietnamese market, the Group started to penetrate the
ASEAN market in 2003 and recorded 22% year-on-year growth in the market.
Thanks to the continuous efforts of our sales team, the results in the first half
of 2004 was satisfactory, pointing to excellent prospect for the rest of the

year.
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Other markets

The Group’s sales department worked aggressively to develop new markets.
During the first half of this year,the Group made a proactive start in developing
markets in Europe, Australia, Russia, and South Africa. More efforts will be
directed to these markets and the Group expects that more progress will be

made.

Prospects

The Group achieved notable growth for the first half of 2004. Looking ahead
into the second half, the overall economic situation and business environment
remain to be seen.Results of elections in different countries may indirectly
affect regional economic situations. However, the Group remains optimistic
about the prospect of the Asian markets.To ensure the achievement of its
business targets, the Group has adopted various policies and will carefully
evaluate and address anticipated changes. The rest of the year should see
operation of the Group grow steadily with the following strategic

advancements:

1. Economic benefits from switching to using natural gas as fuel
The Group shifted from using heavy oil to natural gas as fuel from
December 2003, and its benefits were reflected in the first half of the
year.The cost saving effect was also attained as planned.The move will

continue to bring considerable contribution to the Group’s profit.

2.  Expansion plan for various products
To meet the robust market demand for the Group's products, the Board
of Directors approved a series of capital expenditure in 2004. Part of
the funds went into expanding in Vietnam the production capacity of
MSG, GA, hydrochloric acid, soda, starch,and modified starch,and also
to develop new products.The rest was used to ratify acquisition and
strategic alliances in China. Factory expansion is now underway and
expected to be completed by the fourth quarter.If trial production is
favorable, the plant will commence production by the end of the year,
and the boosted production capacities of various products will translate

into outstanding turnover growth for the Group.
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Pursuit of merger, acquisition, and strategic alliance
programs in China

The Group's different development plans in China proceeded smoothly
as planned.First of all, after rounds of negotiation, the Group signed an
acquisition agreement with Shanghai Vedan Foods in May, which was
formally approved by shareholders at the extraordinary general
meeting held on 16 June.With 12 years'history in China,ShanghaiVedan
Foods and its brand,”Hoping"enjoy high brand awareness in Shanghai
city,and also Jiangsu and Zhejiang provinces. Currently it sells 10,000

tons of MSG per year.

The acquisition plan has two parts. The first is the acquisition of
ShanghaiVedan's MSG business,including the transfer of the trademark
“Hoping’ all sales networks and all production and management
personnel in relation to MSG operations, at a consideration of
RMB51,800,000. The second is the acquisition of land and facilities,
including the 178,000 sgm land at the prime location next to Che Xing
Road, Songjiang District, Shanghai, and the existing production
workshop warehouse, office, dormitory,and public facilities there at a
consideration of RMB92,580,000.The Group expects to receive multiple

benefits when the acquisition is completed:

Consolidation of branding and marketing resources for
expanding its MSG business.With the existing sales networks of
Shanghai Vedan Foods, the Group can quickly obtain a
stronghold of the MSG market in Jiangsu and Zhejiang provinces
and the city of Shanghai.

Integration of sales networks in Shanghai and Xiamen for selling
new products. The Group has secured a significant share in the
starch-based product market in China,and has also successfully
developed several high value-added flavor seasonings. The
extended sales network will further enhance the market shares

of these products.

Management Discussion and Analysis «oninues
EEEMA RN

PRGNSR ENT RS RE

EFBNEBAE  SENERERR - &
FHEESIENE - B HERTRAM
PHER  CBEZRNHARY ERSFR
BMFERERL - WS A 175 B B RIAR R
SHRIEER - DERARMEFREER2
FHEERS - FIRVHRE' 2R 08
DIBATINIAZERAAE - BAT
E%ﬁ%%i 10,0000 ©

LEHERS M - F— 3D RWRBEBH
Ot - BIEME2R]NEER - B
B HABIE A SR FTE B AEH 15 2 EEEAN
EIEBAE o LM HUHEE SR 51,800000A
R - E_HH R T HAME KW - 215
AP RAFHb 2R Y B8 T AT T3 @ B AR

H)— R4 3178,000F 750K + LA Kb EA93R
ﬁiFﬁﬁ BE - WAE  BEMAAR
B © 32 B0 B (B8 292,580,000 A R I -
SR EIERST IR - EETEHSAIES T
B4R WS

s EAmMATHEAR  BEILKEE
% o LA Cﬂ*ﬁﬁ%*ﬁ‘ﬁ’\]%%%
B REES A BUIEE -
AL BB T RS T ST

U He DBEEP 2 THBE - HEN
EEmm o BRIRAESN - REEH B AR
EREEHENEEEMSHA - B
=5 B B BT R 2 B = B hn(E AR
PRITRRI ARG & FHIREL - IEATFIA it
TTEHMRL, - IBATIHHE o

Vedan International (Holdings) Limited Interim Report 2004



Management Discussion and Analysis conies

BEEEBMARI o

With the addition of existing factory facilities, the Group is able
to quickly set up production lines for modified starch, high-value
seasonings,and the newly developed poly-glutamic acid (PGA).
Being right next door to its customers, the production base will
enable the Group to secure larger market shares. Furthermore,
not having to build new production facilities from scratch saved

the Group capital expenditure and time.

The Group decided to expand the scale of its operation in China,
and had hired senior managers to oversee the consolidation of
its businesses. Applying its existing hardware and software
facilities, the Group can efficiently set up its China operational
headquarters and flagship production base, and start hiring the
right personnel, serving customers and building transportation

networks, etc.

The acquisition of Shanghai Vedan Foods only marked the beginning of the
Group's search for suitable mergers, acquisitions and strategic partners in
enterprises that enjoy high brand awareness and possess extensive sales

network.

Another important task of the Group is to set up a highly efficient yet low
cost raw material production base in China. After careful observation,
assessment, and actual cooperation, the Group signed a Letter of Intent with
a producer in China on 8 July. The Group agreed to establish a joint venture
to produce GA for the Group's MSG production and for the production of

other types of products, including seasoning and health food, etc.

The Group is cautiously optimistic in implementing its development strategy
in China. It will carefully monitor market situations, such as the possible
consolidation of the industry in response to the macroeconomic control
measures recently introduced by the Chinese government, when

administering its strategy and plans.
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New product development and continuous market
penetration

The Group sees future growth drivers in new product development and
market penetration. It has successfully developed two new products —
PGA and high value-added seasoning — which are ready for trial launch.
New facilities are planned for their production and related efforts are
progressing smoothly. The two products can be launched the earliest at

the end of this year or the beginning of next year.

PGA is a biodegradable and highly water-absorbent bio-chemical
polymer introduced by Taiwan Vedan and produced by the Group in
Vietnam.PGA has wide range of usage, including in agriculture, water
and sewage treatment, food processing, cosmetics and household

products production, etc.

The other new product group is high value-added seasoning, which is
a high quality seasoning with MSG as the main component.The Group
has already developed several different types of flavors, which have

already been tested in the market and are ready for launch as planned.

In fact, through outsourced production in 2003, the Group has already
test marketed this type of new products in China and gathered
consumer preference information to be used for improvement of
product attributes.In addition, the Group will also enhance its research
and development capability so as to continuously expand its product
scope and present new products to the market. The Group has
established a starch-based products development center, which will
be run by experienced professionals with doctorate degree and is

scheduled to begin operation in the fourth quarter of this year.
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Looking ahead at the rest of the year, the Group will closely observe
the economic situations of its different markets: whether the inflation
and interest rate in Vietnam can be effectively controlled,and whether
the Chinese economy subjected to austerity measures can manage a
“soft landing”Supply and prices situation of products and raw materials
will also be monitored. Concluding from the progress made in carrying
out its business plans and new investment initiatives, the Group is
confident of sustaining stable growth for its business in the second
half of the year,and achieving overall year-end results surpassing those
in 2003.

YANG Kun-Hsiang
Director and CEO
Hong Kong, 31 August 2004
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