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BUSINESS OVERVIEW

The global economy continued to undergo substantial changes
in 2016. The recent “Brexit” referendum in the UK, the
unchanging interest rate after the initial hike by the US Federal
Reserve, gloomy sentiment towards the PRC economy and the
political and economic variables in Europe, the Middle East and
the world have all added uncertainty to the global economy,
as it is undergoing profound adjustment. Among all the major
economies in the world, the US economy has experienced
slower growth since the second quarter of 2015 and its growth
still fell behind expectations through the first half of 2016.
The country’s real GDP recorded an annual growth rate of
only 0.8% in the first quarter of 2016, while its economic
growth rate was only 1.2% in the second quarter, lower than
the 2.5% expected by the market. While economic indicators
such as inflation rate and unemployment rate kept fluctuating,
consumer spending, fixed investment and industrial output
resumed moderate growth. The economy in Europe showed
a steady recovery in the first half, thanks to the improvement
in consumption driven by low petroleum prices. However, the
growth could slow after seeing the good start. The quantitative
easing monetary policy implemented by the Japanese
government has not improved local economic conditions as
expected. Thus, the Japanese government has delayed the
increase in national sales tax, which is expected to help improve
sentiment on the spending of Japanese citizens. As for the PRC
market, affected by the weak recovery in the global economy,
GDP in the country grew by 6.7% year-on-year in the first half
of the year, which was slightly above market expectations and
indicated that the large-scale stimulus measures launched in the
first quarter of the year have resulted in temporary stability in
the PRC economy. However, the growth rate in China is still the
lowest since 2009.

In the first half of 2016, Vietnam recorded a year-on-year
growth of 5.52% in GDP, lower than the 6.28% in the first half
of 2015 but higher than the 4.93%, 4.9% and 5.22% recorded
in the same period between 2012 and 2014. The lower GDP
recorded in the first half of 2016 was attributable to weather
changes. The severe drought and soil salinisation occurred in
Vietnam in the first half resulted in the negative growth rate
in the region’s agriculture, forestry and fishery industries.
Nonetheless, the country’s industries and service industries
still recorded increases. Affected by the drop in petroleum
and raw material prices, Vietnam's inflation rate was close to
0% in 2015, and rebounded slightly to 1.72% in the first half
of 2016, which remained at a low level. Vietnam has finally
returned to a trade surplus after experiencing transformation
from a trade surplus position into a trade deficit position
three years in a row. At the same time, its appeal to foreign
companies for investment has been significantly enhanced,
and the value of the country’s newly-added total investment
capital increased by 105.4% year-on-year. Actual capital
secured for foreign-funded projects also grew by 15.1% year-
on-year. Overall, the macro-social and macro-economic index
showed relatively stable growth in the first half of 2016, with
lower lending rate and stable exchange rates benefitting the
development of companies.
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During the period under review, the Group recorded revenue EEHMNE 163,167,000 0 L = F
of US$163,167,000, 3.2% or US$5,017,000 higher than the — 4 [ 57 1 713.2% 3% & 285,017,000
same period last year. The increase was mainly due to the Lo Mg MEERBME BINEA
notable growth in overseas sales of MSG produced at the BERE - BMEmMPOEERY LS
Vietnam plant. Revenue from modified starch and maltose LW A RBENIEA AT 5T H =
under the starch product category experienced greater growth. BRI ANEK K REMISERBEH
Geographically, revenue from the US market grew substantially LR IIBE G B TS EWRTE -
and increased slightly from ASEAN countries and the PRC, EEHEF /H40,341,000E 0 E=F—F
while the business in Vietnam recorded a reduction. Gross F [A] HA 4% hN56.7 % sk & EE 14,600,000
profit of the Group increased 56.7% or US$14,600,000 to T EBEEBENEH-_ZT—HFRHE
US$40,341,000 as compared to the same period last year. 16.3%1% £24.7% * & B ¥ 513,872,000
The Group's overall gross profit margin has climbed to 24.7% FEIT R =T — A F R EE 19,656,000
from 16.3% in the corresponding period last year. Net profit En FMNEH-_FT-—RF27%EZE
for the period was US$13,872,000, representing a growth 8.5% o B MERIE BN ERIGIE R - &
of US$9,656,000 when compared with the same period in AR ERF : —  BEK ST 8RR AT
2015, and net profit margin increased substantially to 8.5% fle = HAHETEZRYEEE T =5
from 2.7% in 2015. Both revenue and profit have grown HMSEWIRA - — T — R FTN¥F BB
during the period. The principal reasons for the increase in EUEAEZLEAMRE S TEH
net profit included: 1) the results of the energy cost-saving HE O G BRIE A DA K2 FE A B 7 1 35 7 SRR
measures implemented by Vedan Vietnam; 2) price drops of AN REEEEDEFIELEE -
some major raw materials; and 3) an increase in revenue from
overseas sales. In the second half of 2016, as the Vietnamese
government plans to join a number of free trade agreements,
the Group expects to see smoother processing of imports and
exports and an increase in domestic demand in Vietnam. Thus,
it is cautiously optimistic about the Group's prospects in this
market.
BUSINESS ANALYSIS ERDN
(1) Sales Analysis by Market (=) BEEDN
Unit: US$'000 ST FEIT
For the first half of
2016 2015 Difference
Area #h & 20165 L ¥ F 2015 L ¥ 5 =8
Amount %  Amount %  Amount %
| % & "H % | %
Vietnam fogEs) 78,124 47 .9% 83,024 52.5% (4,900) (5.9%)
Japan =N 31,535 19.3% 31,625 20.0% (90) (0.3%)
The PRC allE 16,755 10.3% 15,639 9.9% 1,116 7.1%
ASEAN R 15,237 9.3% 13,304 8.4% 1,933 14.5%
Other regions Hip 21516 132% 14,558 92% 6958  47.8%
Total &5t 163,167 100.0% 158,150 100.0% 5,017 3.2%
1.  Vietnam M7
The Group's revenue from Vietnam amounted to —E-RFL¥FEERD
approximately US$78,124,000 in the first half of 78,124,000 L & =&
2016, a decrease of 5.9% or US$4,900,000 from —RHFREED5.9% & 58
the same period last year. Revenue of MSG reduced 4,900,000E T ° £ Z R IK
by 4.6%, or US$2,677,000, year-on-year due to BAERERES B WHE
the drop in performance of MSG and fertilisers, as REEOBRFOLE EURER
well as the price war with imported MSG products. —E-—hFRBAMA46%K
Despite this, the Vietnamese government has & R82,677,000% J0 o PA 1
implemented protective measures against imported BT A5 Y A ¥ # iR
MSG and the Group expects such measures will help BEM AE AR IEE
push the market price back to a reasonable level. 16 + & B b 78 HA R 2R FE S AT {E
In addition, the extended influence of El Nifo last MBEEREMSEARE 5
year leading to drought in many regions has caused Hh ARF [ERBR | AL
considerable damage to the crops in Vietnam and P2 HERENTIEE
has significant impact on the domestic agriculture ANFE ZRE2 K RE
industry. The Group's fertiliser and feed product ERETE S EERBEE
sales in Vietnam have decreased notably as a result i 2 B R R R E R A FF
when compared with the corresponding period last HBEET B

year.
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Japan

The Group’s revenue from the Japan market
was US$31,535,000, a slight drop of 0.3% or
US$90,000 when compared with the first half
in 2015, and its proportion of the Group’s total
revenue was down from 20.0% to 19.3%. As a
result of the quantitative easing monetary policy
implemented by the Japanese government and
collateral impact from Brexit, the Japanese yen as
one of the safe-haven currencies experienced fierce
fluctuations in foreign exchange valuation. The
Group will pay more attention to these fluctuations
in the future as Japan is now its second largest sales
market.

The PRC

During the period under review, revenue from the
PRC market reached US$16,755,000, 7.1% or
US$1,116,000 higher than the same period in 2015.
Its contribution to the Group’s total revenue also
increased from 9.9% in the first half of 2015 to
10.3%. The growth mainly came from the rise in
revenue from MSG and starch products.

ASEAN member countries

During the period, revenue from ASEAN member
countries, not including Vietnam, amounted to
US$15,237,000, rising by 14.5% or US$1,933,000
year-on-year. Its contribution to the Group's
total revenue was up from 8.4% to 9.3%. The
increase in revenue was mainly because the Group
has effectively controlled its production costs
during the period, which in turn improved both
competitiveness and sales performance.

Other regions

Revenue from other regions soared by 47.8%
or US$6,958,000 from US$14,558,000 in the
same period of 2015 to US$21,516,000, and its
proportion in the Group’s total revenue increased to
13.2% from 9.2%. The Group has partly resumed
sales to the US during the period as Europe and the
US imposed anti-dumping taxes on MSG products
from the PRC. Higher revenue growth was recorded
as a result.
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(2) Sales Analysis by Product (Z) ERSEED W
Unit: US$'000 B FETT
For the first half of
2016 2015 Difference
Products 1E B 20165 E¥ F 20156 L F =8
Amount %  Amount % Amount %
o % k| % o %
MSG K i 113,498 69.6% 109,249 69.1% 4,249 3.9%
Modified starch/ & 14E8¥%

Native starch KRB 21,017 12.9% 19,197 12.1% 1,820 9.5%
Specialty chemicals £t E 10,530 6.4% 11,184 7.1% (654)  (5.8%)
Fertiliser and feed AE &A%

products 8,493 52% 11,296 7.1% (2,803) (24.8%)
Others Hih 9,629 5.9% 7,224 4.6% 2,405 33.3%
Total FEBES 163,167 100.0% 158,150 100.0% 5,017 3.2%
MSG 1. K 4&

Revenue from MSG operations during the period
rose by 3.9% or US$4,249,000 from the same
period last year to US$113,498,000 and its
contribution to the Group's total revenue marginally
increased to 69.6% from 69.1% in the first half of
2015. The growth in MSG revenue was mainly due
to the Group's ability to secure more stable bulk
materials and stabilize energy costs, which made
its MSG products more price competitive. Also,
Europe and the US have imposed anti-dumping
taxes on MSG products exported from the PRC.
Hence, revenue from MSG sales in the US, the EU
and ASEAN (excluding Vietnam) showed a notable
surge.

Modified starch/Native starch/Amylase

Sales of modified starch/native starch gradually
picked up during the period. Total revenue from
this business segment increased by 9.5%, or
US$1,820,000, year-on-year to US$21,017,000.
The growth was mainly attributable to the rise
in demand for modified starch across various
geographic markets. The revenue contribution from
starch has been enlarged from 12.1% to 12.9% of
the total revenue of the Group.

The amylase business launched by the Group in
recent years has achieved brilliant results in the
first half of the year. Revenue increased by about
US$2,063,000 year-on-year to US$4,802,000,
mainly driven by customer recognition of the
product’s high quality and the subsequent growth
in sales.

2N HA & Uk 113,498,0003E 7T -
BT - HERBEMN39%
8 4 #84,249,000F T (h &
gl h - T FHFE F¥F
69.1%1% 269.6% ° Ik 15 & I
BNEZHREERAHEE
BREZATRR REERK
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F N BB SR EK
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i
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Specialty chemicals/fertiliser and feed products

Specialty chemicals including hydrochloric acid,
soda and bleach are principally sold in the Vietnam
market. These specialty chemicals are basic
chemical products in the industrial sector and
offer huge development potential in that country.
The revenue from specialty chemicals decreased
by 5.8% or US$654,000 to US$10,530,000 and
the contribution to the Group’s total revenue also
decreased from 7.1% to 6.4%. The reduction was
mainly due to the lower selling price of hydrochloric
acid caused by the stronger competition from
imported products in Vietnam in the first half of the
year, together with the adjustments in production
and sales of the plant which caused the sales
volume to drop as well. However, as stable demand
for its soda products from its Vietnamese customers
continued, the Group's overall sales still improved
when compared with the same period in 2015.

In the first half of 2016, some regions in Vietnam
suffered from drought and soil salinisation due to
the unfavourable weather. Demand for fertiliser
dropped sharply within a short time and resulted
in excess supply in Vietnam’s fertiliser market.
Imported low-priced products have also led to more
severe price competition and the eventual decline
in the market price of fertiliser in Vietnam. The
international sales market was also affected by
the low price competition in the PRC. All of these
factors have caused the revenue of the Group's
fertiliser and feed products to decrease by 24.8% or
US$2,803,000 year-on-year to US$8,493,000 during
the period. Its contribution to the Group’s total
revenue also dropped from 7.1% to 5.2%.
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MAJOR RAW MATERIALS/ENERGY OVERVIEW

(1)

(2)

(3)

Cassava

A noteworthy trend has been the shift of more farmers
to raise cassava because the prices of certain crops
have continued to drop. As such, the cassava plantation
areas in Vietnam and in its neighbour Cambodia have
expanded, producing more cassava for raw material use.
The result of the increased supply of cassava starch and
its derivative products in South East Asia, together with
the rising production volume of corn starch in the PRC
led to the drop in prices of cassava material and starch
influenced by weaker demand for cassava starch.

Molasses

Drought and soil salinization caused by climate change
have affected the harvest of molasses in several countries
during both 2015 and 2016. As the demand for biomass
energy and fertilizer has remained strong, the export
of molasses has decreased while the product price has
picked up. Historical data has shown that the global
molasses market has experienced five periods of excess
production, but the surplus is obviously shrinking.
Molasses production period is expected to record a
shortage in 2015/2016, the first time in six years,
reaching several million tonnes. The gap may extend to
2017, by which time the price of molasses is likely to rise.

Energy

In the first half of 2016, global coal and natural gas
prices have dropped, due to the excess supply and weak
demand in key markets such as the US and Europe. The
alternative energy solution in the cogeneration factory of
Vedan Vietnam has been adopted in production in March
2015, which has helped to stabilize the production costs.

The International Energy Agency (“IEA") estimated global
demand for coal to rise 0.4% to 1.1% a year in average
by 2020, because economic recovery around the world
appears to be slowing down, and many countries are
switching to energy models with lower coal consumption
while striving to develop clean energy, so the demand
for coal will weaken. Major coal consumers such as the
PRC and India will reduce related imports, while key
coal producers such as Indonesia and Australia plan to
reduce related exploitation. These trends will shrink the
international coal market, and the prices of coal and gas
will not have much room to increase in the second half.

The wholesale price of electricity in Vietnam has increased
by 2% to 5% in 2016. Nevertheless, the Group has
reduced the purchase of external electricity and increased
the use of self-generated electricity since the installation
of its new energy system. Consequently, the rise of
electricity charges have only minimally affected the
Group.
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IV.

FINANCIAL REVIEW

(1)

(2)

Liquidity and Financial Resources

The Group had cash and short-term bank deposits of
Us$49,835,000, US$13,685,000 or around 21.5% less
than at the end of 2015. Short-term bank borrowings
decreased by US$11,278,000 or around 48.8% to
US$11,835,000 compared to the end of 2015, while
middle-to-long-term bank borrowings declined by
US$3,880,000 or around 13.6% to US$24,733,000.
Total bank borrowings amounted to US$36,568,000,
US$15,158,000 or around 29.3% less than at the end of
2015. The borrowings were mainly denominated in US
dollars, which accounted for 97.9% of the total, with
the remaining 2.1% denominated in New Taiwan dollars.
The proportions of short-term and medium-to-long-term
bank borrowings were 32.4% and 67.6% respectively.
Net interest expenses during the period dropped by about
US$114,000 from the corresponding period last year.

Trade receivables were US$32,082,000, representing
an increase of US$2,219,000 or around 7.4% when
compared with late 2015. Around 89.1% of the trade
receivables were due within 30 days. As at 30 June 2016,
total inventory was US$86,494,000, up by US$6,457,000
or around 8.1% when compared with that in late 2015.
During the period, the Group increased the bulk purchase
of agricultural raw materials for seasonal reasons,
so the raw material inventory increased by around
US$12,075,000 when compared to the end of 2015.

As the bank borrowings declined in the first half of the
year, the gearing ratio (total borrowings to total capital
ratio) was 13.0%, which was lower than 18.9% in the
end of 2015. Net gearing ratio (total borrowings less cash
and deposits to total capital ratio) was -4.7%, further
dropped from -4.3% at the end of 2015.

Current liabilities decreased sharply because of a decrease
in short-term borrowings and payables, so current ratio
rose from 3.8 at the end of 2015 to 5.5. The financial
position of the Group has remained sound.

Capital expenditure

During the reporting period, capital expenditure
amounted to approximately US$2,916,000, US$5,968,000
less than the capital expenditure of US$8,884,000 in the
first half of 2015.
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(3)

(4)

Exchange rate

After the Vietnamese government signed the Trans-Pacific
Partnership Agreement (“TPP") along with other free
trade agreements, the country’s foreign trade has rapidly
developed, so the economy has improved which in turn
has supported the local currency. In 2016, large amounts
of foreign capital have flowed into Vietnam which has
caused the value of the Vietnam Dong to rebound and
increase slightly. At the same time, the Central Bank of
Vietnam has announced that it will release the median
exchange rate of Vietnam Dong to USD on a daily basis
starting from 4 January 2016 in order to increase the
flexibility in managing forex and stabilize the Vietnam
Dong by limiting the currency fluctuation to within plus
or minus 3% of the median exchange rate. On 30 June
2016, the median exchange rate was 21,873 Vietnam
Dong to US$1, i.e., 0.08% higher in the first half of the
year but 0.9% lower than the same period last year. The
exchange rate of the Vietnam Dong is expected to remain
stable in the second half of 2016 and the depreciation
should not be excessive.

The Group's subsidiaries in the PRC are mainly for
domestic distribution and the transactions there are
denominated in RMB. During 2015, the median exchange
rate of the RMB depreciated 6%. Stepping into 2016,
the exchange rate of the RMB to the USD was better
controlled, with only a moderate increase recorded in
the first quarter while it started to depreciate again in
the second quarter of the year. In the first half of 2016,
the median exchange rate of the RMB against the USD
dropped 2.1% to RMB6.6312 to US$1, which was
8.5% lower than the same period last year. The revenue
derived from RMB transactions did not account for a
high proportion of the Group’s total revenue, so the risk
is relatively small but the Group will continue to closely
monitor it and take appropriate countermeasures when
necessary.

Dividends

Basic earnings per share were 0.92 US cents. The Board
has resolved to declare the payment of an interim
dividend of 0.641 US cents per share. The dividend
payout ratio was 69.67%.
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V.

PROSPECTS

Looking ahead, in the face of the changing global backdrop
and economic shifts, the fierce price competition within the
industry is expected to continue because of excess supply
resulted by the ongoing overcapacity of certain products and
weak market demand. Also, the uncertain policies in many
of the world’s most important countries make the economic
prospects even more complicated, thus creating added
uncertainties for the Group's operations.

Nevertheless, the Group has reinforced its corporate structure,
introduced an alternative energy solution and enhanced
marketing and business development efforts in recent years.
These initiatives have begun to yield results. Despite facing
numerous uncertainties in the future, the Group will continue
to adhere to its development strategies and adopt measures to
ensure such strategies are well-implemented, including:

- Product lines will be restructured to raise the proportion
of high value-added products. The number of low gross
profit items will be reduced to maintain reasonable overall
profitability of products.

- New products are to be developed as the Group explores
new markets. We will increase the number of new agents
and customers, enhance the existing distribution channels
and maximize the branding efforts so as to further
reinforce the business development of the Group.

- The Group will strengthen the procurement of critical
materials in bulk quantities, continue to implement
energy-saving projects and upgrade the production
technology to improve the production efficiency.

- The Group will develop customized production techniques
and enhance the production scale of new products by
more effectively utilizing its resources, collaborating
with different industries and customers, and conducting
regular evaluations. More products from third parties will
be introduced to fulfill customers’ needs in a segmented
market and bolster offerings to niche markets.

- Based on the strategy of “co-opetition,” the production
base in Vietnam will be used to develop markets in
ASEAN and FTA nations. This complementary relationship
can develop relevant businesses with added value.

- By strengthening its financial management, the Group
can enhance efficiency and optimize the asset utilization
rate. Steps will also be taken to mitigate the risk of
foreign exchange and interest rate fluctuations amidst the
increased turbulence in financial markets.

The management will adopt a flexible approach in adapting
a rapidly changing business environment. Apart from
maintaining basic operations, the Group will flexibly adjust its
production based on market changes. With both challenges
and opportunities in the market, on the operation front,
the Group will continue to prudently and timely implement
business strategies based on its solid foundation, which aims
to efficiently capture the opportunities. Therefore, we remain
cautiously optimistic about the Group’s performance in the
future.
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