Chairman’s Statement
TERES

During the first half of 2020, the global economy was impacted
by the outbreak of COVID-19 pandemic at the beginning of the
year and hence economic activities in all key regions substantially
reduced. Consumption stagnated in general and the supply of
some commodities was out-of-balance for a short while during
the period due to the interruptions of transportation as a result of
the lockdowns and containment measures implemented by certain
regions. All major economies around the world including the US, EU,
the PRC, and Central and South America were seriously affected and
the global economic growth was also dealt a blow by the pandemic,
adding uncertainties to the overall operating environment. Although
the Group’s largest market Vietnam imposed entry restrictions
on foreigners and managed to effectively control the spread of
COVID-19 pandemic within the country, its economic growth slowed
down as the country’s major trading partners were still confronted by
the negative impacts of the pandemic. However, based on various key
economic indicators, Vietnam is expected to achieve overall positive
economic growth going forward.

As for the Group’s operation during the first half of 2020, prices
of some of its key raw materials increased, while the demand
and selling prices of various products fell due to the COVID-19
pandemic and intensified competition. Among these products, MSG,
hydrochloric acid, soda and fertilisers and feed products experienced
contractions in both sales and profits because of the pandemic and
keen competition. Revenue of modified starch, maltose and trading
of distribution products improved in response to the stronger demand
and promotion of new product. To operate in an environment fraught
with uncertainties, the Group focused on sourcing raw materials
flexibly, actively expanding business, stepping up sales, developing
new products and new markets in its operations during the period, all
in a bid to stabilise revenue and broaden profit.

Looking at the Group's business operations and revenue during the
period, its revenue amounted to approximately US$173,936,000, a
reduction of US$1,240,000, or around 0.7%, compared to the first
half of last year (the same period last year). In particular, modified
starch, maltose and trading of distribution products in the PRC
recorded notable increase, while sales of MSG, hydrochloric acid,
soda and fertilisers and feed products declined due to weaker
demand and intensified competition, which led to a decrease
in revenue for these products. Gross profit for the period was
approximately US$30,827,000, and gross profit margin decreased
by 11.9% from the same period last year to 17.7%. The decrease
in gross profit was mainly because of the rise in some of the raw
materials prices and lower demand for certain products, as well as
the intensified competition which resulted in the decrease in sales
volume and selling prices. Net profit for the period amounted to
approximately US$5,894,000, or US$6,266,000 lower than the same
period last year. Net profit margin was 3.4%. The reason behind the
notable reduction in net profit for the period was due to the absence
of disposal gain of approximately US$3,940,000 generated from the
Group's subsidiary Shandong Vedan Snowflake Enterprise Co., Ltd
recorded in the last corresponding period.
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Major geographic markets and segment performance of the Group
varied in accordance with the demand for products and the degree
of competition in different markets. In Vietnam, the performance of
various products including MSG, modified starch and feed products
improved alongside the increasing market demand, driven by stable
product quality, strong brand influence and the support of well-
established sales channels. However, the selling prices and sales
volume and thus the revenue of seasonings, maltose and hydrochloric
acid, soda and feed products within the specialty chemicals segment
fell substantially because of the COVID-19 pandemic, weaker demand
and price competition in the market. Therefore, the Group’s overall
revenue from Vietnam dropped by 4.1% year-on-year during the
period. In the PRC market, products such as MSG, seasonings and
starch, which were impacted by the COVID-19 pandemic, limitations
on product transportation and weaker demand, recorded a decrease
in sales volume, hence the Group’s performance in those segments
faced a downturn compared to the same period last year. However,
revenue from trading of distribution products, frozen food and coffee
beans increased remarkably year-on-year, thanks to segmentation of
sales regions and stronger sales channels. Overall revenue of the PRC
market recorded a growth of around 7.4% from the same period
of last year. Recovery of the Japanese economy was relatively slow.
The COVID-19 pandemic added with price competition faced by the
products dragged down sales volume of the Group’s MSG, modified
starch and fertilisers in Japan. As a result, the Group’s performance
in this market declined by around 5.5% year-on-year. With respect to
the ASEAN market, its main products including MSG, modified starch
and fertilisers declined in sales volume with weaker market demand,
hence revenue from the market fell notably by 10.4% year-on-year.
In the US, as sales gradually picked up due to the Group's effort
in promoting modified starch and maltose products and exploring
new markets and new customers, its US operations rebounded by
approximately 10.2%.
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By product items, the Group’'s major products are MSG and
seasonings. Although operations and sales remained stable in
Vietnam, the PRC and other overseas markets were impacted by the
COVID-19 pandemic and international market competition, hence the
overall revenue was around 1.7% lower than the last corresponding
period. With regard to another key product category of modified
starch products, the supply and price of its raw materials, cassava,
stabilised compared to the same period last year and products
with new specifications were also launched during the period. The
demand for modified starch products was lower in Japan and the
ASEAN market, but Vietnam, the US and the PRC all recorded stable
growth in the product. Therefore, sales and revenue of modified
starch increased in general. Maltose was another key starch product
that also benefited from the stable price and supply of raw materials
and the introduction of high value-added products, boosting sales
volume during the period. Maltose achieved satisfactory sales growth
in the US, and therefore, revenue from starch products and maltose
increased by approximately 2.8% against the same period last year.
Observing the market potential and bright development prospects
of these products, the Group is working hard on the development
of these products and their variants, hoping to offer more diverse
and high value-added products. As for hydrochloric acid and soda
products within the specialty chemicals segment, industries related
to these products including the iron and steel, beer and hospitality
sectors were seriously impacted by the pandemic and demand
decreased sharply. Hydrochloric acid and soda also recorded lower
selling price and sales volume due to market competition, and
revenue of these products fell markedly during the period. Overall
revenue of specialty chemicals decreased significantly by 27.6% year-
on-year. With regard to operation of the Group’s fertiliser products,
overall sales dropped by about 5.1% against the last corresponding
period due to climate change, unstable plantation period of
agricultural products and the outbreak of African Swine Fever in
Vietnam. To cope with these, the Group has been actively developing
fertilisers and feed products with higher added value based on
market conditions and seeking new customers to drive revenue and
profit growth. With regard to trading of distribution products in the
PRC including bulk food ingredients and coffee beans, performance
improved notably and recorded growth of 59.2% year-on-year mainly
due to the Group's strategy to strengthen the product mix and sales
network.
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In the first half of 2020, the Group's operation was affected by the
weak demand for various products due to the COVID-19 pandemic
and also the price competition as well as price hikes of some of
the raw materials. To address these issues, the Group focused on
strengthening its business, improving cost control measures and
developing new products and new markets. It also adopted more
flexible and comprehensive materials procurement model and
upgraded its production technologies to stabilise costs and maintain
competitiveness in production. In terms of marketing strategy, apart
from continuing to grow the Vietnam market, the Group also strived
for development in the emerging markets with promising growth
potential and the strengthening of distribution channels. For the
relatively mature sales channels, the Group adjusted its sales and
marketing strategy in order to enhance and unleash the full potential
of its sales network. It has also stepped up research and development
of new products, which will be introduced to the market with the
aim of boosting the influence of its brand and sales channels. Within
the PRC operation, the Group continued to strengthen its business
development team, to boost the trading of the distribution products
with higher added value and to expand in the markets of different
regions for marketing efficiency.

Looking ahead to the second half of 2020, the Group realises that
its operations will continue to encounter rapid changes in the
business environment. In particular, the possible shortage of local raw
materials in Vietnam, rising raw materials prices in the international
markets, price competition for various products and softened demand
due to the COVID-19 pandemic are potentially greater concerns.
Nevertheless, the sustainable growth of Vietnam’s economy presents
tremendous business opportunities. The Group remains cautiously
optimistic towards the prospects of the Vietnam market and will
take more forceful strides to enter new markets and develop new
products in order to enhance its brand influence. By more effectively
utilising its channel resources, the Group will be able to operate
its business more flexibly and dynamically. It will also formulate
appropriate strategies aiming to capture opportunities and cope with
the rapidly evolving business environment. At the same time, the
Group will strive to secure major sources of raw materials and explore
alternative sources so as to stabilise production costs, and hasten
the development of new products and the pace of forming strategic
alliances. In doing so, as Vietnam further opens its market and its
economy continues to steadily grow, the Group will not only be able
to strengthen and effectively execute its sales strategies, but can also
further expand to different businesses and markets. Building on a
solid business foundation, the Group is confident that its businesses
will continue to advance along the right track of development. All of
our management are also well aware of the Group's opportunities
and responsibilities in the changing business environment. By
adopting an open and proactive approach, we will execute the
Group’s planned operation strategies pragmatically and diligently, all
in a bid to achieve greater breakthroughs and development in terms
of results and operations.

By Order of the Board
Yang Tou-Hsiung
Chairman

25 August 2020
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