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BUSINESS OVERVIEW

In the first half of this year, at the impact of escalating
trade tensions between the PRC and the US, the global
economy continued to slow down and investment contracted
worldwide. The trade friction between major economies
was intensifying and economic slowdown was faster than
expected. International Monetary Fund (IMF) forecasted global
economic growth in 2019 to slow down to 2.6%. Among major
economies worldwide, the effects of fiscal measures of the
US to stimulate the economy were gradually diminishing, and
growth of the US economy was expected to be down to 2.5%.
The growth was weak in general for the European economy.
Apart from trade frictions, it was troubled by other problems
such as Brexit and worsened debt situation of Italy. In the PRC,
economic growth rate fell to a new low, weighed down by
internal and external demand pressure. The Japanese economy
continued to slowly recover. As for the emerging markets,
their economy remained on a relatively better growth trend
thanks to the ease of external pressure such as the weakening
US dollar and softening oil price. Generally speaking, the
decline in exports and investment of developed economies in
the first half year was mainly the result of the trade frictions
between the PRC and the US, tightened financial conditions
making it difficult for different countries to stabilise exchange
rates and reduce inflation. Emerging economies faced notable
rise in government debts, currencies depreciated markedly.
Furthermore, international crude oil prices surged at the tense
situations in the Middle East. All of the above factors together
explained the feeble growth of global trade.

Vietnam saw its GDP grew by 6.76% in the first half of 2019,
which was lower than that of the last corresponding period,
but higher than the average of the first half year between 2011
and 2017. Its inflation rate was the lowest in the last three
years. Import and export value reached approximately US$245.5
billion and foreign investment amounted to approximately
US$18.47 billion, both were new high in years, reflecting a
stable macro economy in the country. However, affected by
the escalating trade conflicts between the PRC and the US, the
exchange rate of the Vietnam Dong depreciated by 1.8% when
compared to that in the same period last year. As the Vietnam
economy faced both opportunities and challenges, economic
growth continued though at a glower pace.
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In the first half year, the Group’s revenue rose by approximately
4.4%, or US$7,373,000 year-on-year to approximately
US$175,176,000. The increase was mainly attributable to the
increase in sales volume and selling price of MSG, modified
starch and maltose products, which was driven by greater
market demand. During the period, prices of raw materials and
energy fluctuated and the increase in cost of some products
was reflected in their selling prices, thus the Group's gross
profit margin swelled. Moreover, at the positive effect of the
disposal of investment in a Shandong subsidiary, the Group's
net profit margin grew during the period.

By market, revenue from the Vietnam market increased by
approximately US$97,000 or 0.1% year-on-year. Results of MSG
and modified starch recorded notable growth, but sales of soda
slid markedly as a result of decline in international selling price.
In the PRC, revenue increased by approximately US$3,215,000
or 19.1% year-on-year, mainly attributable to the increase in
trading products. In Japan, revenue for the period climbed
by approximately US$4,053,000 or 13.6%, mainly due to
the higher revenue brought in by modified starch. In the
US, revenue for the first half of 2019 grew by approximately
US$3,073,000 or 35.2% vyear-on-year, mainly driven by the
increase in revenues from MSG and maltose. In the ASEAN
market, revenue decreased by approximately US$2,430,000 or
15.1% year-on-year, mainly due to the smaller revenue from
MSG. In Taiwan and other markets, revenue for the first half
of 2019 also dropped by approximately US$635,000 or 5.5%,
mainly due to the decrease in revenue from modified starch.

On the product front, most products were sold at higher prices
reflecting the increase in costs during the period. Except for
specialty chemicals, major products of the Group recorded
revenue growth. In particular, maltose products, which saw
increase in both sales volume and selling price, with revenue
rose by 19.8% or approximately US$1,090,000 year-on-
year. As for starch products, revenue also rose by 10.9% or
approximately US$2,243,000, attributable to the increase in
selling price driven by increase in market demand. Revenue
from the major product MSG also climbed by 2.8% or
approximately US$2,994,000.

Gross profit of the Group for the period amounted to
approximately US$34,995,000, up 4.9% or approximately
US$1,639,000 when compared with the same period of 2018.
Overall gross profit margin rose 20.0% versus 19.9% in the
same period of 2018. The Group’s net profit increased by
approximately US$3,074,000 or 33.8% to approximately
US$12,160,000 when compared with the same period of 2018
and net profit margin climbed to 6.9% against 5.4% in the
same period of 2018. Both gross profit and net profit grew
mainly because of the decrease in raw material prices and
production costs, while revenue climbed for major products as a
result of higher selling prices, plus the gain from disposal of the
Shandong subsidiary.
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II. BUSINESS ANALYSIS s EESMN

(1) Sales Analysis by Market (=) MZGHEDN

Unit: US$'000 B FE7T
First half of First half of
2019 2018 Difference
Country EER 20195 ¥ 5 20185 L¥ 4 =8
Amount %  Amount %  Amount %
ok | % 8 % k| %
Vietnam fit=a] 84,741 48.4% 84,644  50.4% 97 0.1%
Japan B 7 33,920 19.4% 29,867 17.8% 4,053 13.6%
PRC R 20,050 11.4% 16,835 10.0% 3,215 19.1%
ASEAN REREX 13,659 7.8% 16,089 9.6% (2,430) (15.1%)
us ESET 11,804 6.7% 8,731 5.2% 3,073 35.2%
Others Hfb 11,002 6.3% 11,637 7.0% (635) (5.5%)
Total AEl 175,176 100.0% 167,803 100.0% 7,373 4.4%
Vietnam 1. HETE
Vietnam is the largest market of the Group. In the MEAREBE -—KMiz =
first half of 2019, the Vietnamese economy saw ZHRME2019F £ FLK

steady growth, which bolstered the local consumer
market. As such, the Group's revenue from the
market rose by 0.1% or approximately US$97,000
year-on-year to approximately US$84,741,000.
Selling price of MSG, modified starch and maltose
products increased due to risen market demand,
which resulted in increase in revenue. However,
sales volume and the selling price of soda products
dropped because of import price competition
among industry players. As a result, revenue from
soda products had a more notable decline. For
fertiliser products, sales volume decreased due to
market competition, however, at the Group's effort
to promote new products with higher added value
and increase selling price, revenue from the product
category grew slightly. As revenue from other
markets rose, the share of revenue from Vietnam
dropped to 48.4% from 50.4% in the first half of
2018.
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Japan

The Japan market managed to deliver growth in
results for the period and remained the Group's
second largest market. As the Japanese economy
was recovering in a rather slow pace and there
was market competition, the Group strategically
lowered the selling price of MSG products, which
led to a slight growth in MSG sales volume and
revenue. In addition, for modified starch, with high-
end products and new products both recording
sales volume growth, thus pushing up selling price
and overall revenue from the category. For the
period, revenue from the market climbed by 13.6%
or approximately US$4,053,000 to approximately
US$33,920,000 when compared with the same
period of 2018. Revenue from the Japan market
for the period accounted for 19.4% of the Group’s
total revenue, slightly higher than 17.8% recorded
in the first half of 2018.

The PRC

For the period, revenue from the PRC market
rose by 19.1% or approximately US$3,215,000
to approximately US$20,050,000 when compared
with the same period of 2018 and revenue from
the market made up 11.4% of the Group’s total
revenue, higher than 10.0% recorded in the first
half of 2018. Revenue from the PRC achieved
higher growth during the period mainly because of
the increase in trading products distributed in the
PRC in recent years and strengthened supply chain
product types. Consequently, turnover from the
market increased markedly.

ASEAN market

Revenue for the period from ASEAN market,
excluding Vietnam, declined by 15.1% or
approximately US$2,430,000 to approximately
US$13,659,000 when compared with the same
period of 2018. The respective contribution to
the total revenue of the Group dropped to 7.8%
versus 9.6% recorded in the first half of 2018. The
revenue dropped during the period mainly due
to the less than expected sales growth of MSG
and the continued low price competition of MSG
products leading to a drop in both the sales volume
and revenue. The ASEAN market is the key market
the Group has been exploring, and a subsidiary
has been set up in Cambodia in the second half
of 2018. The subsidiary is actively expanding the
market and promoting different products, with the
hope of achieving breakthrough in growth in the
ASEAN market.
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The US

Revenue from the US market reached approximately
US$11,804,000 for the period, an increase of
35.2% or approximately US$3,073,000 against
the first half of 2018. It accounted for 6.7% of
the Group’s total revenue against 5.2% in the
first half of 2018. The revenue increase was owed
mainly to better sales performance than in the
last corresponding period, with demand for MSG
and maltose up, pushing up corresponding selling
price and sales volume of the products. The Group
is actively developing new markets for organic
maltose and modified starch, and is hopeful about
the growth and opportunities of the markets in the
future.

Other regions

Other markets mainly include Taiwan, Korea and the
European Union markets. Total revenue from the
markets for the period amounted to approximately
US$11,002,000, down 5.5% or approximately
US$635,000, as compared to US$11,637,000 in the
same period in 2018. The decline was attributable
to the drop in sales of modified starch. The market
accounted for 6.3% of the Group's total revenue,
versus 7.0% recorded in the first half of 2018.

(2) Sales Analysis by Product
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Unit: US$°000 B FET
First half of First half of
2019 2018 Difference
Item EH 2019F F¥ & 20185 L+ 4 ER
Amount % Amount % Amount %
kx| % G % x| %
MSG and seasonings RiE+aR 113,870 65.0% 110,938 66.1% 2,932 2.6%
Modified starch & ZHBB+RARD
native starch & +REE
maltose 29,387 16.8% 26,062 15.5% 3,325 12.8%
Specialty chemicals BlLER 12,704 7.3% 15,378 9.2% (2,674) (17.4%)
Fertilisers and AE 2 et
feed products 12,524 7.1% 10,600 6.3% 1,924 18.2%
Others Hith 6,691 3.8% 4,825 2.9% 1,866 38.7%
Total =) 175,176 100% 167,803 100.0% 7,373 4.4%
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MSG and Seasonings

Revenue for the period from MSG and
seasonings products amounted to approximately
Us$113,870,000, an increase of 2.6% or
approximately US$2,932,000 against the same
period in 2018. The revenue growth was mainly
the result of enhanced promotional activities and
the planned adjustment of selling prices in the
Vietnam market in the first half year, leading to
increase in sales volume and revenue in the market.
The revenue from MSG sales in Japan, the US and
Europe climbed, but dropped in the ASEAN market
because of short-term adjustment of customer
demand. In general, MSG and seasonings products
recorded moderate increase in performance during
the period, and their contribution to the Group's
total revenue decreased to 65.0% against 66.1% in
the first half of 2018.

Modified starch/Native starch/Maltose

The plague of pests on cassava plantations, though
eased, still prevailed during the period, as such cost
of the material remained relatively high. Regarding
modified starch, native starch and maltose products,
at its effective procurement strategy for cassava
starch and the higher sales of new products, the
Group was able to increase their selling prices and
sales volumes. During the period, revenue from
modified and native starch and maltose products
climbed 12.8% year-on-year, or approximately
US$3,325,000 to approximately US$29,387,000,
with the sales volume of modified starch recording
higher growth in Japan, the PRC and Vietnam. For
maltose, with increasing market demand, its sales
volume and selling price also increased. The revenue
contribution of starch related products to the total
revenue of the Group increased to 16.8% versus
15.5% recorded in the first half of 2018. Currently,
the Group is actively developing new products and
client base for high value-added product categories
such as organic maltose and high-end modified
starch.
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Specialty chemicals/Fertilisers and feed
products

Specialty chemicals including hydrochloric acid,
soda and bleach are sold in the Vietnam market.
During the period, competition intensified for
basic chemical products due to international trade
factors. Revenue from specialty chemicals amounted
to approximately US$12,704,000, down by 17.4%
or approximately US$2,674,000, against the same
period in 2018. The product segment accounted
for 7.3% of the Group’s total revenue, versus
9.2% recorded in the first half of 2018. Soda
products were affected by keen price competition
in the market, resulting in lower sales volume
and selling price, thus slid in performance. During
the period, the sales volume of hydrochloric acid
products dropped, owing to production and sales
considerations, and competition with importers
and local manufacturers, overall revenue from the
products thus decreased slightly.

Regarding fertilisers and feed products, their selling
prices increased notably during the period, although
their sales volume varied. In General, revenue
grew mainly because of the higher demand in the
European and Taiwan markets. Moreover, revenue
of the segment was boosted at the Group's active
effort in developing new high-end products to
attract new customers. Revenue from fertilisers
and feed products thus reached approximately
US$12,524,000, up by 18.2% or approximately
US$1,924,000, and making up 7.1% of the
total revenue of the Group, versus 6.3% in the
corresponding period in 2018.

Other products

Thanks to the Group’s effective sales channel
integration strategy, revenue of the segment
was approximately US$6,691,000, up 38.7% or
approximately US$1,866,000 year-on-year, derived
mainly from the trading products sold in Vietnam
and the PRC. Sales volume of coffee beans, bulk
food ingredients and alcoholic products distributed
in the PRC market grew and pushed up revenue.
Revenue from these other products accounted for
3.8% of the Group’s total revenue against 2.9% in
the corresponding period in 2018.
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MAJOR RAW MATERIALS/ENERGY OVERVIEW

(1

(2)

(3)

Cassava

In the 2018/19 production season, the cassava plantations
were still affected by pests, and plantation areas in
Vietnam, Thailand and Cambodia shrank, supply of
cassava raw material thus remained tight, pushing up the
selling prices of cassava and starch. The Group will step
up effort in linking up information to better secure raw
material supply sources, strengthen strategic procurement
and form strategic alliances with supply channels to
ensure stable raw material supplies.

Molasses

The selling price of molasses slid due to supply and
demand problem in 2018. In 2019, global molasses
output is undergoing structural change. Currently, the
selling price is at the bottom of the molasses price
cycle. Farmers are less willing to plant sugar cane, and
the sluggish outlook of the sugar market also affects
molasses production. In 2019/2020, global molasses
output is expected to reach 63 million tonnes, 1.7 million
tonnes less than that in 2018/2019, which was mainly
attributable to dry climate causing smaller plantation
scale and change of plantation of sugar cane farmers to
higher-valued crops. The selling price and sales volume of
molasses will remain uncertain in 2019/2020. The Group
will keep an eye on relevant situations to ensure stable
raw material supply.

Energy

Stepping into 2019, global coal output continued to
record small increase, however, the output of major coal
producing countries has obviously slowed down and more
countries have reduced their output, when compared with
the previous year. At the same time, as coal demand of
different countries varies, the coal market is facing greater
downward pressure. Moreover, power generated using
natural gas and renewable energy is taking up a notably
bigger share in the energy supply sector. The international
market is concerned about the situations in the Middle
East, oil price has climbed due to immense uncertainties
to global crude oil supply. According to the forecast by
International Energy Agency (IEA), global demand for
crude oil will increase in the second half of 2019, and
overall demand for coal is expected to decline at the
impact of worsening trade tension, thus coal price will
likely remain at a relatively lower level.

Regarding electricity price, the Vietnam government
raised retail electricity tariff by 8.4% in March 2019,
which has affected economic growth and commodity
price stabilising policy. For the Group, as it mainly uses
self-generated electricity supplemented by purchasing
power, the adjusted electricity tariff has limited impact on
the Group.
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V.

FINANCIAL REVIEW

(1) Liquidity and Financial Resources

The Group had cash and bank deposits of approximately
US$37,478,000, approximately US$20,967,000, or
35.9%, less than that as at the end of 2018. Short-
term bank borrowings increased by approximately
Us$4,468,000, or 21.8%, to approximately
US$24,937,000 compared to the amount at the end of
2018. Medium-to-long term bank borrowings declined by
approximately US$2,442,000, or 15.6%, to approximately
US$13,255,000. Total bank borrowings were
approximately US$38,192,000, 5.6% or approximately
US$2,026,000 more than at the end of 2018. Of the total
borrowings, 96.1% were denominated in US dollars. The
proportions of short-term and medium-to-long-term bank
borrowings were 65.3% and 34.7% respectively.

Trade receivables were approximately US$34,919,000,
approximately US$1,768,000 or 5.3%, more than
that at the end of 2018. Approximately 58.7% of the
trade receivables were of 30-day term. As at 30 June
2019, total inventory amounted to approximately
US$105,879,000, up approximately US$14,777,000 or
16.2% against the amount at the end of 2018. The
inventory growth was mainly attributable to the increase
in bulk raw material and finished product inventory.

As a result of the slight increase in both bank borrowings
and equity ratio, the Group's gearing ratio (total
borrowings divided by total equity ratio) was 13.1%,
slightly higher than 12.6% recorded at the end of 2018.
With cash on hand less than borrowings, net gearing
ratio (total borrowings less cash and deposits divided by
total equity ratio) turned from -7.8% at the end of 2018
to 0.2%. As current liabilities for the period decreased
sharply, the Group's current ratio increased from 3.3 at
the end of 2018 to 3.9, hence the financial position of
the Group remained stable and healthy.
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(2)

(3)

(4)

Capital expenditure

During the period, capital expenditure amounted to
approximately US$6,815,000, US$5,873,000 less than the
US$12,688,000 recorded in the first half of 2018.

Exchange rate

Although Vietnam continued to record economic growth
in the first half of 2019, the uncertainties brought by
the Sino-US trade tension and overall global economic
slowdown caused quick depreciation in the exchange
rate between RMB and USD within a short time, close to
falling through the seven threshold at one point, and led
to the depreciation of the Vietnam Dong. The State Bank
of Vietnam announced the Vietnam Dong depreciated
1.8% in the first half of 2019, and the core exchange rate
was 23,066 Vietnam Dong to US$1. Despite that, as the
macroeconomic environment in Vietnam remained stable,
the Vietnam Dong did not depreciated substantially at
appreciation of the USD, thus the exchange rate of the
currency is expected to stay steady.

The Group's subsidiaries in the PRC are mainly responsible
for local sales with transactions denominated in RMB. The
global economy has been ridden with uncertainties due
to the twists and turns of the trade negotiations between
the US and the PRC, Europe and Japan, therefore, the
exchange rate of RMB against USD has been volatile.
From the beginning of 2019 to late February, the
exchange rate appreciated by 2.5% from 6.86 to 6.69,
some corrections were seen between late February and
mid-April, then the rate was down about 1.5% from 6.70
to 6.79 from mid-April to early May. In the six months
ended 30 June 2019, the exchange rate of RMB against
USD had fallen by over 5%. Experts expect the exchange
rate to continue to fluctuate between 6.7 and 7.0, and
continuous close monitoring is necessary.

Earnings per share and dividends

Basic earnings per share were 0.8 US cents for the period.
Diluted earnings per share is the same as the basic
earnings per share as there are no dilutive instruments for
the period. The Board has resolved to declare payment of
dividend of 0.4 US cents per share. The dividend payout
ratio was 50%.
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V. PROSPECTS i RE

Looking ahead at the second half of 2019, the global economy
has gloomy prospects as it will still be affected by the trade
talks between the two major economies — the PRC and the US
— and the geopolitical and economic issues in the Middle East
and Asia Pacific region. As the same time, facing uncertainties
associated with raw material supply and price fluctuation,
together with price competition in the market and the fast
changing operating environment of enterprises and industrial
structure, the Group will continue to actively implement its
planned strategies, strengthen communication and cooperation
with upstream and downstream players, enhance its ability to
innovate and adapt to the market, as well as adopt all effective
measures to achieve growth.

In recent years, the Group has implemented various measures
to fortify its foundation, including adopting alternative
energy solutions to lower costs, improving production
efficiency, developing new product markets, boosting overseas
development and establishing long term and stable relationship
with customers. These efforts have started to bear fruit.
Looking ahead, though the operating environment will continue
to be uncertain, the Group will continue to adhere to and
forcefully implement its planned development strategies and
action plans, so as to strengthen its operations and drive profit
growth. These strategies include:

° Bolster production capacity of product lines with focus
on core products, aiming to raise the proportion of high-
end and high value-added products and reduce low gross
profit items, therefore maintain overall profit of products
at a reasonable level.

. Actively develop new products, expand new businesses
and secure new customers, and enhance market
positioning and brand competitiveness; adjust business
structure and explore new markets to enlarge the scale of
its operation; at the same time, further develop current
relationship and channel with customers, sustain and give
full play to its brand value, all to the end of strengthening
the Group’s overall business performance.

o Capture the price trends of bulk raw material for
implementing strategic procurement.

18  Vedan International (Holdings) Limited k3 BB (#20%) AR A

JREB20194F ¥4 - iﬁ%@m Fld e
MALERE SR H EEUMN  ARED K
EBUREEHENTZE 2R EN =8
m%@$ﬁﬁoﬁk Eﬂﬁﬂ#@ﬁﬁ
BRE S EERF PEEERENR
EXESFLARETHEEN  £EEF
BREGHETHEOEERE BELT
HEENBREAE RFBIFEHER
S ERE N AL TE B U R B AR
Eo

FHR BBEERARRER
B éﬁmfﬁxhﬁﬁ$ ﬁﬁi
FﬂiﬁﬁﬁﬁF 2% 2 SN AR
REE G R PR R WIS
%'Wi&%%ﬂﬁ%ﬁﬁ@%%ﬂ'%@
ﬁﬁﬁ&$ﬁi%@%%PT'ﬁ%ﬁ@
RO 1T AR A B IR R EEARNTT
BHE SR ERE LB RUERAIED
BRER-Ehas:

%T:“n
%FFF

o  BLEMGMENMAS EEMNE
oL Ean + ST = PR 2 an S 5 B IN(E
BEMMWLE  BRIEEFNRE A
HREMHNAIENER-

o HEETHERRME  MEMED
?%%Eﬁ ﬁkﬁ%iﬁu%ﬂﬁ
RHFED  ABEBERRAE 5
BTG R E R ERIE Hﬁﬁﬂ
RAEFF @K - WA R RS
EE BCEEBREEERR-

o EZEMBMHAREHERBE #1T
HRBEERES



Management Discussion and Analysis &2 B 5 & 2 47

o Improve product quality and production efficiency to
maximise effectiveness of its production system, increase
capital expenditure on expanding production capacity of
potential products to gain competitive advantage in the
future, and also continue to look for alternative energy
solutions to lower energy consumption and operational
costs.

o Draw on the Group’s key resources to build strategic
partnership and create unique competitive advantages,
work closely with customers and gear up for developing
high-end customised products, plus expand product
agency and distribution business, strengthen marketing
channels to cater for unmet market demand.

o Adhere to the "“co-opetition” principle, devise supply
chain strategy using its production base in Vietnam to
help it actively develop the ASEAN market and markets
which signatories of the Free Trade Agreement (FTA), The
European Union — Vietnam Free Trade Agreement (EVFTA)
and Comprehensive and Progressive Agreement for Trans-
Pacific Partnership (CPTPP), with the goal of creating
high-value new businesses.

° Strengthen online marketing tools and marketing data
analysis, explore diverse marketing channels to encourage
consumer engagement, expand marketing coverage and
maximise effectiveness by taking advantage from the
convenience of product distribution and information
exchange.

° Enhance financial management capability to optimise
capital utilisation and maximise the value of the Group;
take steps to mitigate foreign exchange and interest rate
fluctuation risks to cope with the increasingly turbulent
international financial market.

In the face of rapid changes in political and economic
situations and its operating environment, at home and
overseas, the Group will formulate flexible and diversified
action plans for its operations and adjust its strategic approach
as required to maintain competitiveness. Although there are
various challenges ahead, the Group believes there are also
opportunities in the market, for example, the CPTPP and the
EVFTA are already in effect in Vietnam and are expected to drive
export of different products put out by the Vietnam plant. As
such, the Group will remain prudent and actively implement its
strategies to leverage on its integrated operational strengths
and achieve breakthroughs and development.
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