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Management Discussion and Analysis
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BUSINESS OVERVIEW

In the first half of the year, global economic continued to
improve since 2017, with major regions achieving good
performance in terms of production, consumption, trade and
control over unemployment rate. Among the major economies,
the United States recorded steady growth in various economic
data. Economic growth was achieved in Europe, but the growth
rate appeared to be slackening. In the PRC, the economy
grew close to 6.6% in the first half of the year, slightly slower
than last year by 0.3%. The Japanese economy continued to
manage modest growth and emerging economies continued to
grow faster than developed counterparts. Generally speaking,
different regions achieved steady recovery and the growth
momentum in economic performance in the first quarter.
However, since the beginning of the second quarter, with
broke out of the Sino-US trade war, tightening of liquidity of
US dollar, increasing debts of governments worldwide and
geopolitical risks, the tensioning of situations in the Middle East
and the effects of climate change, the global economy is full of
uncertainties. In addition, persistently strong international crude
oil price and fluctuation of exchange rates and interest rates
in different countries increased the inflation risk. In Vietnam,
the economy grew the fastest pace since 2011, with GDP up
by 7.08% in the first half of 2018. Foreign investment in the
country continued to increase steadily, up by 8.4% as compared
with last year. CPl growth rate remained low at 3.29%. Total
import and export rose with trade surplus prevailing since
2016 and the Vietnam Dong only depreciated by 1.0%, being
relatively stable. All these positive economic data indicated that
the Vietnamese economy will continue to grow this year.

In the first half of the year, the Group’s revenue climbed by
7.1% or US$11,155,000 year-on-year to US$167,803,000. The
increase in revenue during the period was mainly owed to the
increase in demand for MSG, modified starch, soda, fertilisers
and feed products, pushing up their prices and sales volumes.
However, the prices of some raw materials and energy increased
markedly during the period, and having to cope with market
competition, the cost increase could not be fully reflected in the
selling prices. Hence, with costs climbing higher than increase
in product prices, the Group’s gross profit margin and net profit
margin for the period dropped.
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By market, revenue from Vietnam's market grew by
US$8,168,000, or 10.7%, year-on-year. Among different
products sold, MSG, modified starch, soda, fertilisers and
feed products recorded more notable growth in results. In
the PRC, revenue grew by US$3,578,000, or 27.0%, year-on-
year, mainly attributable to the higher revenue from starch and
trade products. In Japan, revenue decreased by US$1,598,000,
or 5.1%, year-on-year, mainly because of the drop in revenue
from MSG, modified starch and fertilisers and feed products. In
the United States, revenue for the first half of 2018 decreased
by US$1,176,000, or 11.9%, year-on-year, mainly due to the
decline in revenue from MSG. In the ASEAN market, revenue
remained at the same level as in the first half of 2017, slightly
up by 0.1% or US$9,000. In Taiwan and other regions, revenue
rose by US$2,174,000, or 23%, which was attributable to the
growth in revenue from modified starch in Taiwan and from
MSG, modified starch, fertilisers and feed products in Europe.

On products, in general, as costs climbed and selling prices of
products followed, revenue from all major products increased.
Soda products, in particular, recorded growth in both sales
volume and selling prices. Hence, its revenue climbed by
20.5% or US$1,973,000. As for starch products, thanks to
the increasing demand during the period, revenue improved
by 27.7%, or US$4,457,000, more in revenue. Revenue from
the Group’s major product, MSG also climbed by 1.2% or
US$1,339,000.

The Group’s gross profit amounted to US$33,356,000 for the
period, down by 1.4%, or US$462,000, when compared with
the same period of 2017 and its overall gross profit margin
narrowed to 19.9% from 21.6% in the same period of 2017.
Net profit declined by US$195,000, or 2.1%, to US$9,086,000
when compared with the same period of 2017 and net profit
margin was 5.4%, down from 5.9% in 2017. The drop in gross
profit and net profit was mainly due to the large increase in
coal prices which resulted in higher energy costs and also the
price increase of major raw materials like industrial salt and
cassava starch, which pushed up production costs. The increase
in costs was not reflected in the prices of some products.
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II.  BUSINESS ANALYSIS — EEDM
(1) Sales Analysis by Market (=) mMBHEEDIN
Unit: US$'000 B FET
First half of First half of
2018 2017 Difference
Country EiES 20185F ¥ F 20175 E¥F =8
Amount %  Amount % Amount %
k-] % k| % &5 %
Vietnam B 84,644 50.4% 76,476 48.8% 8,168 10.7%
Japan HR 29,867 17.8% 31,465 20.1% -1,598 -51%
PRC AR 16,835 10.0% 13,257 8.5% 3,578 27.0%
ASEAN HHKER 16,089 9.6% 16,080 10.3% 9 0.1%
us EH 8,731 5.2% 9,907 6.3% -1,176  -11.9%
Others Hi 11,637 7.0% 9,463 6.0% 2,174 23.0%
Total = 167,803 100.0% 156,648 100.0% 11,155 7.1%

Vietnam

Vietnam is the largest market of the Group. In
the first half of 2018, along with the improving
economy, market consumption sentiment in
Vietnam also warmed up. As such, the Group's
revenue from the market rose by 10.7%, or
US$8,168,000, year-on-year to approximately
US$84,644,000. The increase in revenue was mainly
attributable to the Group mounting vigorous sales
promotion and other business activities for MSG
and seasonings, amid easing market competition,
resulting in rise in sales volume and average
selling price. Furthermore, higher market demand
for soda, modified starch, maltose and fertilisers
boosted their sales volumes and selling prices,
and accordingly contributed to the growth of
revenue. As the revenue from Vietnam swelled quite
markedly when compared with the same period
last year, contribution from the market increased to
50.4% of the Group’s total revenue from 48.8% in
the first half of 2017.
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Japan

Japan is the second largest market and a long-
standing stable market of the Group. Although
production costs rose during the period, since the
Japanese economy was growing slowly, it was
difficult for the Group to adjust product prices. In
order to keep the established market stable, and
to ensure its products make stable profits, the
Group adjusted its inventory to match customers’
demand. As a result, revenue of MSG, starch and
fertilisers from the market dropped slightly. Revenue
from Japan for the period decreased by 5.1%, or
US$1,598,000, to US$29,867,000 when compared
with the first half of 2017, and the contribution
from the market accounted for 17.8% of the
Group’s total revenue, lower than the 20.1% in
2017.

PRC

Revenue from the PRC increased by 27.0%, or
US$3,578,000, year-on-year to US$16,835,000
during the period, making up 10.0% to the Group's
total revenue, up from 8.5% in the first half of
2017. The market recorded revenue growth higher
than that of last year, mainly because of the higher
sales of starch and the significant sales growth of
new trade products.

ASEAN member countries

During the period, revenue from ASEAN member
countries, excluding Vietnam, amounted to
US$16,089,000, similar to that in the same period
last year, just up slight by 0.1% or US$9,000.
Performance of the ASEAN market remained flat,
short of expectation, mainly due to competition on
price causing a drop in the price of MSG and also a
slight decline in MSG sales volume. However, both
modified starch and fertilisers recorded growth
in sales volume as demand increased. The ASEAN
market is a major long-term development focus
of the Group. A subsidiary was thus set up in
Cambodia by the Group in the first half of the year,
which will in the initial stage focus on developing
the market and deployment of related network and
structure, and then put more effort into growing
the market by strengthening sales and promotion
of different products. The Group aims at setting
the subsidiary as good foundation to support
development and expansion of its business in the
ASEAN market.
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The US 5  EH

Revenue from the US market reached US$8,731,000 ™5 AN £ 18,731,000
for the period, a decrease of 11.9%, or 3 #2017 £ ¥ 49,907,000
Us$1,176,000, from US$9,907,000 in the first ETRA11.9% & &
half of 2017. Its contribution to the Group's total 1,176,0003 7T« & W15 th B
revenue was down from 6.3% to 5.2%. The 6.3%[E52% o ¥4 FNBEE
revenue decline mainly due to competition in the ZHRREMEHS EER
MSG market suppressing selling price of MSG. Also, R-AREFARTRECE
as organic maltose, which performed well last year, WA S5 FRBREA B E
was subject to reconfirmation of specifications this ROKETELE BATER
year, full shipment had not been made. Sales of the HIRAE 8HE o EBI T ISR IR
product, however, has been resuming gradually. In BZEEERESN - RE N IE BRI
addition to MSG and maltose, the Group is actively NSV R 2 B - R R 2 3
developing modified starch business in the US, thus REMHARE-

growth is expected for the market in the future.

Other regions 6. RHREem#H

Other regions mainly include Taiwan and the
European Union (“EU"). As sales of MSG, modified
starch and fertilisers increased during the period,
total revenue from other regions rose by 23.0%,
or US$2,174,000, to US$11,637,000, as compared
to US$9,463,000 in the same period in 2017. The
market accounted for 7.0% of the Group’s total
revenue, up from 6.0% in the same period in 2017.

HhhisTEAEERE R
M5 ANER S S RN R
AE K34 & 38 hn - & 51 & Mz
11,637,000 7T * th2017 4 7
HA9,463,000%E JT 8 1123.0%
34 582,174,000 70 - 15 &
B EL N E6.0%EETO0%

(2) Sales Analysis by Product (Z) EREEDWF

Unit : US$'000 B FET
First half of First half of
2018 2017 Difference
Item EE 2018F L¥F 2017F L¥F £g
Amount % Amount % Amount %
x| % ] % 8 %
MSG and seasonings  BR R+ B A 110,938 66.1% 109,251 69.7% 1,687 1.5%
Modified starch & MBI
native starch & +R R
maltose +E 26,062 15.5% 20,724 13.2% 5,338 25.8%
Specialty chemicals BlEm 15,378 9.2% 13,735 8.8% 1,643 12.0%
Fertilisers and AE A
feed products 10,600 6.3% 9,701 6.2% 899 9.3%
Others Hit 4,825 2.9% 3,237 2.1% 1,588 49.1%
Total At 167,803 100.0% 156,648 100.0% 11,155 7.1%
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MSG and seasonings

During the period, revenue from MSG and
seasonings-related products amounted to
Us$110,938,000, an increase of 1.5%, or
US$1,687,000, against the corresponding period
in 2017. The revenue growth was mainly owed
to the Group strengthening promotion and
business activities in the first half year and the
import competition easing in Vietnam, resulting in
increase in sales volume and a slight rise in price,
contributing to the more notable growth in revenue
from MSG in the Vietnam market. However, MSG
sales were down in varying extent in Japan, ASEAN
market and the US, hence overall the results of
MSG business only grew marginally during the
period. The revenue contribution from MSG and
seasonings-related products to the Group's total
revenue for the period decreased from 69.7% in the
first half of 2017 to 66.1%.

Modified starch/Native starch/Maltose

With cassava, the raw material for producing native
starch, modified starch and maltose products, in
short supply during the period, the market price
of and demand for cassava starch both surged
and, as a result, the Group sold more products
and at higher prices, and accordingly revenue from
the products grew. During the period, revenue
from native starch, modified starch and maltose
products climbed 25.8%, or US$5,338,000, year-
on-year to US$26,062,000. Sales of modified starch
increased in all other markets except a slight drop
was recorded in Japan are in the PRC. Sales volume
and selling price of maltose also improved due
to increase in demand. The Group continued to
actively promote organic maltose, which has higher
added value. Starch-related products accounted
for 15.5% of the Group's total revenue, up from
13.2% in the same period last year. The Group sees
the segment as crucial to its business in the future,
hence has continued to develop new products and
new markets for it.
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Specialty chemicals/Fertilisers and feed
products

Specialty chemicals including hydrochloric acid, soda
and bleach are sold in Vietnam market. During the
period, the Vietnam economy continued to grow
and so did its demand for basic industrial chemicals.
At the same time, global demand for soda products
increased, and with production reduced in the
PRC, selling price of the product climbed, which
translated into higher revenue and profit for the
Group. As for hydrochloric acid, a relatively large
proportion of output was used internally by the
Group and less was sold in the market during
the period, together with the competition with
imported products and local manufacturers, selling
price of hydrochloric acid and sales of the product
dropped. Overall, the revenue from specialty
chemicals was up by 12.0%, or US$1,643,000,
year-on-year to US$15,378,000, and its contribution
to the Group's total revenue rose from 8.8% to
9.2%.

Regarding fertilisers and feed products, with
Europe seeing strong grain harvest during the
period and the rather low-priced substitutes of
the products, sales of fertilisers dropped, but their
selling prices increased, hence turnover from them
was maintained. For feed products, the Group
secured new customers in Vietnam during the
period, hence the sales was relatively well. The
Group’s revenue from fertilisers and feed products
increased by 9.3%, or US$899,000, year-on-year to
US$10,600,000 and its contribution to the Group's
total revenue rose from 6.2% to 6.3%.

Other products

Revenue from other products reached
US$4,825,000, up by 49.1% year-on-year. The
growth was principally attributable to the Group's
effort to promote sale of new trade products. The
Group strengthened its sales channel building
strategy in response to market demand and
established a special sales unit being responsible
for channel operation. Contribution from other
products to the Group’s total revenue increased
from 2.1% t0 2.9%.
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MAJOR RAW MATERIALS/ENERGY OVERVIEW

(1)

(2)

(3)

Cassava

With cassava price in the slump the last harvest season in
2016/2017, cassava plantations for harvest in 2017/2018
had been reduced in Vietnam, Thailand and Cambodia.
That, plus pests and other attacks on the crop in this
growth period in 2018/2019, cassava output dropped
and the shortage in supply pushed up selling price
substantially. Procurement of agricultural products is
subject to various factors, the more important being
climate, pests and farmers’ plan. Therefore, on top of
knowing well and being able to secure raw material
supply and sources, the Group will strive to implement
its procurement strategy effectively and form strategic
alliance with supply channels to ensure it has access to
stable raw material supply.

Molasses

Molasses was in short supply worldwide in 2016/2017,
but the sugar market stabilised in 2017/2018 with Brazil,
India and Thailand affording stronger outputs. Hence,
abundant supply is expected for the global sugar market
in the coming year. However, for molasses, a close watch
must be kept on the output of ethanol, which the fuel
consumption gradually increased. If international crude oil
price continues to increase and countries are using more
and more gasoline ethanol, demand for fuel ethanol may
increase. In turn, more molasses may be used to produce
fermentation-based ethanol, which means it is possible
that the demand for molasses will grow and its price will
increase.

Energy

Demand for coal has been increasing worldwide since
2017. With coal supply consistently falling short of
demand and demand for coal growing in South Asian
countries including India, Indonesia, Japan and Pakistan,
international coal price has continued to climb. According
to findings of analysis on global energy demand elasticity,
in the second half of 2018, global coal demand will
continue to increase while supply will continue to be
limited, and with international crude oil price climbing,
coal price is expected to stay at a higher level.

With regard to electricity price, it is expected to remain
steady, which is essential for supporting steady economic
growth and keeping inflation rate stable.
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/g B [E B
(1) Liquidity and Financial Resources (=) RBELHNHHER

IV.  FINANCIAL REVIEW

The Group had cash and bank deposits of
US$39,356,000, which is US$30,289,000, or about
43.5%, less than at the end of 2017. Short-term
bank borrowings increased by US$5,000, or about
0.03%, to US$15,911,000 compared to the amount
at the end of 2017, and medium-to-long term bank
borrowings declined by US$1,113,000, or about
5.7%, to US$18,378,000. Total bank borrowings were
US$34,289,000, US$1,108,000, or about 3.1%, less than
at the end of 2017. Of the total borrowings, 96.7% were
denominated in US dollars and the remaining 3.3% in
New Taiwan dollars. The proportions of short-term and
medium-to-long-term bank borrowings were 46.4% and
53.6% respectively. The Group had net finance income of
US$85,000 in the period while it had a net finance cost of
US$213,000 in the first half of 2017.

Trade receivables were US$29,187,000, down by
US$2,464,000, or about 7.8%, when compared to the
amount at the end of 2017. About 93.2% of the trade
receivables were due within 30 days. As at 30 June 2018,
the Group had inventory of total worth US$107,156,000,
up by US$24,288,000 or around 29.3%, when compared
to that at the end of 2017. The increase in inventory
during the period was the result of the Group increasing
bulk purchase of agricultural raw materials, and
accordingly raw material inventory increased.

With bank borrowings reduced, the Group's gearing ratio
(total borrowings to total capital ratio) for the period was
12.1% versus 12.5% at the end of 2017. And, with cash
on hand exceeding borrowings, net gearing ratio (total
borrowings less cash and deposits to total capital ratio)
was negative at 30 June 2018 and at the end of 2017.

Current liabilities for the period decreased sharply at the
increase of short-term borrowings and payables, so the
Group’s current ratio increased from 3.82 at the end of
2017 to 4.18, thus the financial position of the Group
remained sound.
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(2)

(3)

Capital expenditure

During the reporting period, capital expenditure
amounted to approximately US$12,688,000,
US$1,804,000 more than the US$10,884,000 in the first
half of 2017.

Exchange rate

The Vietnamese economy remained stable in the first
half of the year, with export volume climbing notably
and inflation moderately, hence the country’s foreign
exchange reserve surged to a historical high, and these
factors together contributed to the stable exchange
rate of the Vietnam Dong. The State Bank of Vietnam
announced that the Vietnam Dong depreciated 1.0%
in the first half of 2018, and the core exchange rate
was 22,650 Vietnam Dong to US$1. The exchange
rate remained stable in the first five months, and came
June, with the US dollar appreciating against different
currencies, the Sino-US trade conflict escalating and the
RMB depreciating fast, the Vietnam Dong was affected
and started to depreciate, a trend expected to continue
to August. The bank rate in August was more than
23,300 Vietnam Dong to US$1. However, experts think,
with Vietnam still recording trade surplus, hence has
an increasing foreign exchange reserve, plus continuing
to see steady economic growth, the Vietnam Dong is
expected to keep depreciating along with other currencies
in the second half year, but only mildly.

The Group’s subsidiaries in the PRC are mainly responsible
for local sales with transactions denominated in RMB.
In 2015 and 2016, the median exchange rate of RMB
depreciated by 6% to 6.6% against US dollar and
in 2017 appreciated by approximately 6%. Stepping
into January 2018, the onshore price of RMB had
grown accumulatively by 3.5%, the highest single-
month increase since after the new RMB exchange rate
management system took effect/unification of official
and swap exchange rates of the RMB in 1994. However,
as the Sino-US trade war kept escalating, the US dollar
rebounded markedly, and the RMB to US dollar exchange
rate started to slide at the end of April, and in the three
months by the end of July, the RMB had depreciated more
than 8.5%. Expecting the Sino-US trade war to continue
in the foreseeable future, the market considers it essential
to keep constant watch on changes with the RMB.
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(4) Earning per shares and Dividend

Basic and diluted earnings per share were 0.60 US cents
for the period. The Board has resolved to declare payment
of an interim dividend of 0.298 US cents per share.
Dividend payout ratio was 50%.

PROSPECTS

Looking ahead at the second half of 2018, with global
economic situations and outlook changing fast, uncertainties
and risks are going to surface in the economy at large and in
relation to raw material supply. In the market, a number of
products are still affected by excessive production capacity,
hence are in surplus supply, and industries are expected to cope
with a fast-changing operating environment, volatile prices
and keen competition. In addition, with the policies of large
countries being uncertain, industries will be facing even more
complex economic conditions.

The Group has reinforced its business foundation in recent
years, working hard on various aspects including securing
stable supply of raw materials, improving production efficiency,
stabilising production costs, strengthening marketing and
business development, and developing new products, new
markets and new customers, and these efforts have started to
bear fruit. Looking ahead, despite having to face considerable
operational uncertainties, the Group will continue to adhere
to and forcefully implement its set development strategies,
including:

- Restructure its product lines to raise the proportion of
high value-added products and reduce the number of low
gross profit items to maintain overall profit of products at
a reasonable level.

- Actively develop new products and boost business in
new markets, strengthen its business structure, increase
the number of new agents and secure new customers,
plus enhance existing distribution channels and sustain
and apply its brand influence, to the end of empowering
overall business development.

- Actively pursue the use of diverse raw materials and
strengthen its access to critical raw material sources to
provide flexibility.

- Continuous effort will be made to upgrade production
technologies thereby improve production efficiency, and
the Group will also increase capital expenditure to expand
production of high-potential products and continue to
implement energy-saving measures.
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- The Group will apply its own resources and combine the
strengths of industry peers and players in other industries,
continue to step up review of the effectiveness of
strategic alliances, work closely with customers and gear
up for developing customised products so as to boost its
new product portfolio. Different third party products will
be introduced to meet the needs of customers in specific
market segments and bolster offerings to niche markets.

- By adopting the “co-opetition” strategy, the Group will
use its production base in Vietnam to actively develop
ASEAN and Free Trade Agreement (FTA) covered markets,
pursuing development of relevant new high-value
businesses.

- By establishing foothold in ASEAN countries, extend
its business and distribution network, create business
opportunities for its products, broaden its brand influence
and eventually expand its business presence across the
region.

- The Group will strengthen financial management,
aiming to enhance efficiency and effectiveness and also
maximise asset utilisation rate. It will strive to effective
management of exchange rate and interest rate risks
arising in the increasingly turbulent financial market.

Operating in a rapidly changing environment, the Group will
maintain flexibility in conducting business. Apart from tackling
fundamental operational tasks, the Group will also devote
greater efforts on implementing strategies devised targeting
new business environments. While the current situation
presents many challenges, the Group also see in it many
development opportunities. The management is confident
that by implementing strategies based on its existing well-
established operational foundation cautiously and prudently
and continuing to proactively capture opportunities, the Group
will be able to continue to develop its business and make
breakthroughs in operation.
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