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BUSINESS OVERVIEW

In the first half of this year, the global economy was severely
impacted by the COVID-19 pandemic. According to the latest
forecast by the International Monetary Fund (IMF), the global
economy is estimated to contract by 4.9% in 2020. In spite
of the gradual resumption of works in the PRC since February,
the input and output of labour production have yet to return
to the normal level. Besides, the flooding problem of several
main rivers starting from June has added uncertainties to
China’s economic growth. Meanwhile, the US economic
outlook remains highly uncertain, and most regions in the
country have been locked down since March, leading to a
significant contraction of economic activities. In the European
Union, owing to the lockdowns in several regions, the economy
contracted sharply in the first half of this year. Even though the
economy stabilised in the second half of the year, the annual
growth rate has yet to return to the positive level. In Japan,
economy has slipped into deeper recession, and postponement
of the Tokyo Olympic Games has posed negative impacts on the
country’s GDP. For the emerging countries, their economies are
easily impacted by the difficult global economic environment
due to high reliance on manufacturing exports and certain
natural resources, thus their economies could enter recession
for the first time in the past 60 years. Economic prospects of
the Middle East countries do not appear to be optimistic either,
as hit by the pandemic, sanctions and low oil prices. Moreover,
the subsequent uncertainty of Sino-US trade conflicts and also
various factors, including the restructuring of global supply
chains, unemployment waves and debt issues, have resulted
in the trends of weakening growth of the major economies
around the world, bringing long-term challenges to the
worldwide economies.

In Vietnam, the GDP grew by 1.81% in the first half of 2020,
which was the lowest growth rate over the past decade but
remained a relatively high level compared to other countries in
the world. The CPI rose by 4.19%. Total imports and exports
amounted to US$238,400,000,000, still with a trade surplus
of approximately US$4,000,000,000. Foreign Direct Investment
(FDI) was approximately US$15,670,000,000, equivalent to
85% of the amount in the same period of 2019, reflecting
the effect of pandemic on the flows of foreign investment
capital into Vietnam. The exchange rate of the Vietnam
Dong against US dollar remained stable, only depreciating by
0.7%, mainly attributable to the supply and demand shifts in
foreign exchange markets towards the shortage of US dollar.
At present, as restrictions on the entry of foreigners are still
being imposed by Vietnam, the pandemic situation of the
country has been contained and relatively stable. However, its
main trading partners are still struggling with the pandemic,
so the country’s economic growth is expected to slow down.
Despite the fact that international landscape and conditions
are expected to continue facing various unfavourable factors, a
stable macroeconomic situation remains the main objective of
Vietnam.
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During the first half of 2020 (the “Period”), the Group's
revenue amounted to approximately US$173,936,000, a drop
of 0.7% or approximately US$1,240,000 compared to the first
half of 2019 (the same period last year). The drop was mainly
because of the declining market demand of specialty chemicals
(soda and hydrochloric acid) due to the pandemic, resulting in
a plunge in both sales volume and selling price. Since certain
overseas markets adopted strategic price reduction due to price
competition among the industry players, the revenue of MSG
dropped. During the Period, the selling price of molasses raw
materials rose significantly, whereas the selling price of cassava
raw materials and energy price gradually stabilised. As the
selling prices were unable to reflect the rising cost of products,
the Group's gross profit margin declined during the Period.
Moreover, the Group's net profit declined substantially as no
exceptional gain was booked from the disposal of a subsidiary
similar to the same period of 2019.

With regard to markets, revenue from Vietnam decreased by
approximately US$3,482,000 or 4.1% year-on-year, mainly due
to a significant reduction in the sales of specialty chemicals as
a result of sharply lower demand and import price competition
with other industry players. Revenue from the PRC market
jumped by approximately US$1,484,000 or 7.4%. The notable
revenue growth was mainly attributable to the effective
marketing strategy of trading products. In Japan, revenue for
the Period decreased by approximately US$1,869,000 or 5.5%
year-on-year, mainly due to the lower demand for MSG and
modified starch and intensified market competition. Revenue
from the ASEAN market also declined by approximately
US$1,420,000 or 10.4% year-on-year, mainly due to lower
demand for MSG and modified starch and price competition in
the market. Revenue from the US market for the first half of
2020 jumped by approximately US$1,208,000 or 10.2% year-
on-year, driven by the higher sales volume of maltose. In Taiwan
and other markets, revenue for the first half of the year climbed
by approximately US$2,839,000 or 25.8%, mainly attributable
to the notable revenue growth of MSG and modified starch.

With regard to products, the selling prices of most major
products were adjusted downward due to price competition
amidst the pandemic, hence the decline of revenue.
Nonetheless, the Group’s effort in developing high value-
added products in recent years has started reaping the
harvest, particularly the organic products of maltose and
high-end products of modified starch. Consequently, selling
prices increased significantly, and overall revenue rose by
approximately US$836,000 or 2.8% year-on-year. As for other
products, sales volume of coffee products and bulk food
ingredients distributed in the PRC grew substantially, thereby
driving up revenue by approximately US$3,964,000 or 59.2%.
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The Group’s gross profit for the Period amounted to
approximately US$30,827,000, a fall of approximately
US$4,168,000 or 11.9% compared to the same period of 2019.
Its overall gross profit dropped to 17.7% from 20.0% in the
same period of 2019. Its net profit declined by approximately
US$6,266,000 or 51.5% year-on-year to approximately
US$5,894,000, while net profit margin dropped to 3.4% from
6.9% in the same period of 2019. The decrease of gross profit
and net profit during the Period was mainly due to higher
production costs as a result of greater price hikes of some bulk
raw materials. However, the selling prices of some products
did not reflect the rising costs. Besides, compared to the gain
(approximately US$3,940,000) generated from the disposal of
a subsidiary Shandong Vedan Snowflake Enterprise Co., Ltd. in
the same period of 2019, no similar disposal gain was booked
during the Period.

BUSINESS ANALYSIS

(i) Sales Analysis by Market
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Unit: US$'000 B TFETT
First Half of First Half of
2020 2019 Difference
Country EIER 2020 E¥ F 20195 E¥4F =
Amount % Amount %  Amount %
£8 % +H % o] %
Vietnam A= 81,259 46.7% 84,741  48.4% (3,482)  (4.1%)
Japan SN 32,051 18.4% 33,920 19.4%  (1,869)  (5.5%)
PRC R 21,534 12.4% 20,050 11.4% 1,484 7.4%
ASEAN HEBEER 12,239 7.0% 13,659 7.8%  (1,420) (10.4%)
us EH 13,012 7.5% 11,804 6.7% 1,208 10.2%
Others Hih 13,841 8.0% 11,002 6.3% 2,839  25.8%
Total AET 173,936 100.0% 175,176 100.0%  (1,240)  (0.7%)
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Vietnam

Vietnam is the largest market of the Group. In
the first half of the year, revenue decreased by
approximately US$3,482,000 or 4.1% year-on-year
to approximately US$81,259,000. Sales volume
and selling price of soda and hydrochloric acid
products dropped because of the lower market
demand and import price competition among
industry players, resulting in a notable decline
of revenue. Selling prices of MSG and modified
starch decreased due to market competition, thus
effectively pushing up the growth in sales volume
and revenue. During the Period, the Group actively
promoted new fertiliser products with higher added
value, gradually adjusted its product structure and
implemented price adjustment strategy. As a result,
the profitability improved significantly despite the
decline in overall revenue of fertiliser products. The
overall revenue contribution from Vietnam to the
Group'’s total revenue fell to 46.7% from 48.4% in
the same period last year.

Japan

Japan remains the second largest market of the
Group. However, as Japan’s economy recovered
in an even slower pace due to the outbreak of
pandemic during the Period, sales volume and
revenue of the market fell. Meanwhile, for modified
starch, sales of high-end products were affected
by the slowdown in market demand, thus overall
revenue decreased. Revenue for the Period declined
by approximately US$1,869,000 or 5.5% year-on-
year to approximately US$32,051,000. The share of
revenue from Japan fell to 18.4% from 19.4% in
the same period last year.

The PRC

During the Period, revenue from the PRC market
grew by approximately US$1,484,000 or 7.4% year-
on-year to approximately US$21,534,000. The share
of revenue from the PRC increased to 12.4% from
11.4% in the same period last year. The increase
in revenue from the PRC market for the Period
was mainly because of the wider range of trading
products distributed in the PRC and strengthened
management and cooperation in supply chains.
Consequently, the market achieved better sales
performance when compared to that of the same
period last year, with significantly higher revenue.
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The ASEAN market

Revenue from the ASEAN market, excluding
Vietnam, fell by approximately US$1,420,000
or 10.4% year-on-year to approximately
US$12,239,000 during the Period. The share of
revenue from ASEAN market decreased to 7.0%
from 7.8% in the same period last year. The
decline of revenue in the Period was mainly due
to the changes of market demand for modified
starch amidst the pandemic and the low-price
competition, leading to a more significant drop in
both sales volume and revenue. Moreover, sales
volume of MSG declined due to continued low-price
competition in the market, resulting in a decrease
of revenue. The Group has actively expanded in the
ASEAN market, aiming to leverage its advantages
in the industry for building an effective business
model, forging close partnerships and capturing
enormous business opportunities.

The US

Revenue from the US market rose by approximately
US$1,208,000 or 10.2% year-on-year to
approximately US$13,012,000 during the Period,
accounting for 7.5% of the Group’s total revenue,
higher than 6.7% in the same period last year. The
growth was mainly because the higher demand
for organic products of maltose boosted both
selling price and sales volume of the products.
Consequently, revenue rose and contributed
significantly to the profit. Since the Group has
mastered the key technology with enhanced
competitiveness of its products, it is expected to
achieve impressive performance in the future.

Other markets

Other markets mainly include Taiwan, Korea
and the European Union markets. Total revenue
from the markets achieved a notable growth
owing to the increase of sales volume of MSG
and modified starch. Total revenue climbed by
approximately US$2,839,000 or 25.8% year-on-year
to approximately US$13,841,000. The contribution
of revenue from the markets to the Group’s total
revenue rose to 8.0% from 6.3% in the same
period last year.
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(ii) Sales Analysis by Product (Z) ERSEED W
Unit: US$'000 B FET
First half of First half of
2020 2019 Difference
Item EH 2020 E¥ & 2019 E4F =2
Amount % Amount % Amount %
Et--| % 8 % S8 %
MSG & seasonings TRIE+A R A 111,978 64.4% 113,870 65.0% (1,892) (1.7%)
Modified starch & BRI+ R AR+
native starch & B
maltose 30,223 17.4% 29,387 16.8% 836 2.8%
Specialty chemicals FLE @ 9,199 5.3% 12,704 7.3% (3,505)  (27.6%)
Fertilisers and R SRR
feed products 11,881 6.8% 12,524 7.1% (643) (5.1%)
Others i 10,655 6.1% 6,691 3.8% 3,964 59.2%
Total A 173,936 100.0% 175,176 100.0% (1,240) (0.7%)
1.  MSG and seasonings 1. BRAEEE LA
Revenue from MSG and seasonings products UK R B R R AR BA E
during the Period amounted to approximately %LISZZ’HH 978,000% 7T -
US$111,978,000, a decrease of approximately B oE — jL F H 2R 2 49
US$1,892,000 or 1.7% vyear-on-year. The decline 1,892,000 T 5 1.7% * Ik 15
was mainly attributable to the significant lower $ETRTBRE L YEET
demand in the PRC, Japan, US and European B~ B A~ 35 B ER RO 5
markets as affected by the COVID-19 pandemic 2B [ A 1 B BT SR
in the first half and low-price competition among BRL MEREEERF
industry players, leading to a drop of both sales FHESHREWRAR T B 8
volume and revenue. Despite the sales growth in ABEEAMMmIZZHER
Vietnam and other markets, the performance of BR-EEEMNS  WHEMNA
overall MSG and seasonings related products during IR *ﬁ% RN K M)
the Period was still below the expectation. Thus the BIEE - EYUE L R A F R E
share of revenue decreased to 64.4% from 65.0% 65.0%F £264.4% -

in the same period last year.
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Modified starch/native starch/maltose

Overall sales of modified starch, native starch and
maltose products were boosted as the selling price
of cassava gradually stabilised. As a result, revenue
from the products climbed by approximately
US$836,000 or 2.8% year-on-year to approximately
US$30,223,000. Sales of modified starch in the
ASEAN market witnessed a greater decline due to
the effect of low-price competition in the South
East Asia. However, revenue from other markets
achieved significant growth due to the recovery of
demand for high-end modified starch. In particular,
the increase in new customer base for organic
maltose in the US market boosted sales volume of
maltose and thus boosted the revenue growth. The
revenue contribution from starch related products to
the Group's total revenue climbed to 17.4% from
16.8% in the same period last year. The Group has
actively developed high value-added products such
as organic maltose and high-end modified starch
and began to reap the harvest.

Specialty chemicals and fertilisers and feed
products

Specialty chemicals including hydrochloric acid, soda
and bleach are sold in the Vietnam's market. During
the Period, users of basic chemical products were
affected by the COVID-19 pandemic, so the demand
of most customers in Vietnam and overseas shrank,
which directly hit the output of specialty chemicals
and stimulated price competition. Revenue from
specialty chemicals amounted to approximately
US$9,199,000 during the Period, down by 27.6%
or around US$3,505,000, against the same period
of 2019. This segment took up 5.3% of the
Group's total revenue, compared to 7.3% in last
corresponding period. In light of the intensified
price competition of soda products, selling prices
were lowered to maintain their competitiveness in
the market. Hydrochloric acid also suffered from the
keen competition of imported and local products.
Considering the production and sales, overall sales
volume of specialty chemicals dropped dramatically,
along with the segmental results.
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In general, fertilisers recorded lower revenue due
to unstable weather and the decreasing product
demand in Vietnam and the PRC. Regarding the
feed products, as African swine fever was still
spreading in Vietnam and deterred sales during the
Period, the Group strategically adjusted production
lines based on business needs. Though sales volume
plunged during the Period, the Group proactively
looked for new customers with new higher-end
products that boast higher selling price and better
profit margin. Revenue of fertilisers and feed
products was approximately US$11,881,000, which
decreased by 5.1% or US$643,000 from the last
corresponding period, and its contribution to the
Group'’s total revenue down from 7.1% to 6.8%.

4.  Other products

Revenue of other products increased by 59.2%,
or approximately US$3,964,000, from the same
period of 2019 to approximately US$10,655,000,
mainly attributable to higher sales volume of coffee
beans and bulk food ingredients distributed in the
PRC, thanks to the improved product mix and sales
channel which boosted the revenue notably. This
segment’s contribution to the Group's total revenue
grew from 3.8% to 6.1%.

. MAJOR RAW MATERIALS/ENERGY OVERVIEW

()

Cassava

In the production season of 2019/2020, countries like
Vietnam, Thailand and Cambodia gradually resumed
plantations. However, the COVID-19 pandemic has
reduced the demand for ethanol, so the prices of cassava
and starch raw materials remained stable compared
to 2019. The cassava plantations still experienced pest
problem, lower demand for feed products and plantations
of alternative agricultural products, so product price
and supply remained volatile. In the future, the Group
will establish information linkage to strengthen strategic
procurement and supply channel, timely seize the sources
of raw materials, and ensure the supply of raw materials.
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(i)

(iii)

Molasses

Regarding the international price of molasses, decline in
the output of major production areas including Thailand,
India and EU areas in 2019/2020 created excessive
demand for the product globally, and drove up product
price to a new high in the year. However, the upward
trend of molasses price reversed when the ethanol price
in countries including Brazil and India decreased notably,
and the supply-end changed because productions could
not resume to normal in the short-term for the reason
of pandemic. Given the bountiful harvest of major
production nations in 2020/2021, global molasses output
is expected to rise substantially by 6.1 million tonnes to
64.9 million tonnes, enough to offset the decrease of
5.8 million tonnes in the previous year. However, it is
not equivalent to over-supply. Depending on the pace
of economic recovery of that country, the demand for
sugar cane and export of ethanol, the price of molasses
will eventually go up after the market undergoes a short
period of adjustment. Besides, Vietnam imported more
molasses from the ASEAN countries, after its import quota
was cancelled in the year, which affected and brought
challenges to local molasses factories, including those
supplied by the Group in Vietnam which is expected to
reduce accordingly. The Group will keep an eye on any
changes in the related product supply, and will look for
alternative sugar sources, in order to secure a reliable
supply of raw materials.

Energy

Compared to other bulk commodities, global coal
production was less affected by the COVID-19 pandemic
in the first half of 2020. Its annual output is expected to
record moderate growth. However, as economic activities
have slowed down amidst the pandemic, global coal and
oil markets are expected to face excessive supply in the
short term. Owing to the impacts of other unfavourable
factors, international oil prices plummeted and coal
price. went downward. With regard to natural gas, as
consumption plunged due to a warm winter in the
northern hemisphere at the beginning of this year, over-
supply of the product dragged down its price. According
to the forecast of International Energy Agency (“IEA”),
global energy demand in 2020 will decline year-on-
year by 6%, of which natural gas will meet the biggest
challenge of demand in history. However, experts estimate
energy demand and supply to improve as the pandemic
gradually mitigates in different countries in the second
half of 2020, by then oil price will rebound. But for now,
the Group will monitor the changes in energy industry.

Regarding the price of electricity, the Vietnamese
government lowered tariff from April to June 2020
based on different demand of users, aiming to stabilise
economic growth and alleviate the impacts of pandemic.
The Group adopts a cogeneration power generation
system for its part. As it mainly uses self-generated
electricity, the adjusted electricity tariff has limited benefit
on the Group.
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V.

FINANCIAL REVIEW

()

Liquidity and financial resources

The Group had cash and bank deposits of approximately
US$40,642,000, down by US$18,758,000 or around
31.6% compared to the end of 2019. Short-term bank
borrowings increased by US$6,950,000 or around
28.1% year-on-year to approximately US$31,698,000.
Medium-to-long-term bank borrowings increased by
US$1,450,000, or around 9.4%, to approximately
US$16,826,000. Total bank borrowings were
US$48,524,000, up by US$8,400,000 or around 20.9%
compared to the end of 2019. Of the total borrowings,
97.6% were denominated in US dollars, while short-term
and medium-to-long-term bank borrowings occupied
65.3% and 34.7% respectively.

Trade receivables were US$34,226,000, representing an
increase of US$4,715,000 or around 16.0% compared
to the end of 2019. Around 65.0% of the trade
receivables were aged within 30 days. Total inventory was
approximately US$107,933,000 as at 30 June 2020, up by
US$12,105,000 or around 12.6% compared to the end of
2019. The increase in inventory was mainly attributable
to the growth in raw materials inventory as the Group
procured more bulk agricultural commodities during the
Period.

As a result of the increase in both total borrowings and
total equity, the Group’s gearing ratio (total borrowings
to total equity ratio) was 16.7%, slightly higher than the
13.9% recorded at the end of 2019. With cash on hand
less than borrowings, net gearing ratio (total borrowings
less cash and deposits to total equity ratio) reversed from
-6.7% at the end of 2019 to 2.7%. During the Period,
as the substantial increase of short-term borrowings
increased the current liabilities, the Group’s current ratio
lowered from 3.4 at the end of 2019 to 3.2. The Group
maintained a healthy financial structure.
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(i)

(iii)

(iv)

Capital expenditure

During the Period, capital expenditure amounted to
approximately US$21,014,000, or US$14,199,000
more than the capital expenditure of approximately
US$6,815,000 recorded in the same period of 2019.

Exchange rate

Vietnam Dong has rebounded since the beginning of
April 2020, and its exchange rate to US dollar gradually
stabilised, given the impacts of pandemic on the global
financial markets, and investors looking for safe haven for
their assets which drove US dollar to record higher growth
globally in the first half. The State Bank of Vietnam
announced that the Vietnam Dong depreciated 0.7%
in the first half of 2020, from 23,066 Vietnam Dong to
USD1 at the end of June in 2019 to 23,229 Vietnam
Dong to USD1 at the end of June in 2020. Benefited from
improved macro-economy and effective management
measures to stabilise the markets by the State Bank, FDI is
expected to expand continuously and trading will record
a surplus. Marrying the effective control of COVID-19
pandemic in the country, Vietham Dong is expected to
remain stable.

The Group’s subsidiaries in the PRC are mainly responsible
for local sales with transactions denominated in RMB.
Following the mitigation of trade conflicts at the end of
2019, RMB to US dollar had been stabilising, but such
trend was halted by the COVID-19 pandemic. In April
2020, the exchange rate of RMB to US dollar returned to
RMB7 again. Facing the sluggish outlook of trade market,
the growing tension of Sino-US relationship and the US
presidential election, experts expect the exchange rate to
be volatile moderately in the short-term and it is unlikely
to rebound sharply. As such, the Group will continue to
monitor the exchange rate trends.

Earnings per share and dividends

Basic and diluted earnings per share were 0.387 US cents
for the Period. The Board has resolved to declare payment
of an interim dividend of 0.194 US cents per share. The
dividend payout ratio was 50%.
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PROSPECTS

The global economic sentiment has been deteriorating
significantly this year. Although various countries are expected
to pass the peak of COVID-19 pandemic in the second half of
2020 and the global economy could start its recovery slowly,
they still have to face various uncertainties, such as a potential
new wave of infections after resuming the economic activities,
international geopolitical risks and volatile Sino-US relationship.

Despite facing an uncertain operating environment and other
difficulties such as intensified price competition and rapid
change of industrial structure as the pandemic affects the
supply and demand of energy, the Group already imposed
alternative energy solutions a couple of years ago to reduce
production costs. The moves to improve production efficiency,
proactively develop new products, and strengthen the
development of regional markets to gain brand recognition
from customers also began to reap the harvest. In the future,
the Group will march forward in an orderly manner according
to its preset operational strategies. It will also accelerate the
integration of upstream and downstream operations, set up
alliance, enhance the ability of innovation to strengthen its
competitiveness, and reinforce itself so as to reach the profit
target. The main tasks and direction are listed below:

° Continues to optimise its strategic product mix to increase
the proportion of higher-end products and those with
added value, and improve products with lower margins in
order to maintain market share and reasonable product
margins.

o Further develops its current market channels and
relationships with customers, actively expands other
products and channels, and enlarges the scale of
operations by exploring new markets in order to enhance
its market presence and competitiveness of its brands,
giving full play to its brand value.

o Continues to improve its production technology and
product quality, develop related projects from core
products for new markets, strengthen competitiveness,
and explore alternative material solutions to reduce
energy consumption and production costs.
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o Captures the price trend of bulk raw materials, works
with domestic and foreign factories, and executes
strategic procurement plan.

o Utilises its production base in Vietnam to integrate
resources and strengthen supply chains, continues to
develop the ASEAN, Middle Asia, EU markets, and
the markets which are signatories of the Free Trade
Agreement (FTA), The European Union-Vietnam Free
Trade Agreement (EVFTA), Comprehensive and Progressive
Agreement for Trans-Pacific Partnership (CPTPP) and
Regional Comprehensive Economic Partnership (RCEP),
with the purpose of expanding profitable businesses.

o Establishes a strategic organisational structure and special
strategic teams, explores products or distribution products
that match its business needs, develops products that
suit customer demand, establishes strategic alliance with
supplier or customer to enhance its core competitiveness
and improve revenue, profit and economies of scale.

° Accelerates informatisation and electronic process to
strengthen financial management, improve the efficiency
of capital use, better control the risks of exchange and
interest rates amidst the volatility of international financial
markets, and optimise the operational efficiency of
management and business expansion.

Looking into the second half, the markets will be filled with
uncertainties and changes. The Group’s operations will face
numerous challenges, but with its already in place operational
strategies, enhanced development of domestic and overseas
markets, a well-established sales network, and advantage of
exporting an array of products from Vietnamese factories, the
Group is confident to overcome these difficulties, leverage its
integrated operational strength and create a strong momentum
of growth.
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