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Company Description 
Luzhou Bio-chem Technology Limited (Luzhou) is a Singapore-based investment holding company. The 
Company is a corn refiner, and producer of maltose-related products and other corn sweeteners in the 
People's Republic of China (PRC). The Company's segments include Corn refining, which includes the 
manufacture and sale of corn sweeteners, corn starch, corn oil and related products; Animal feeds, 
which includes the manufacture of feed for farm animals; Other products, which includes manufacture 
and sale of amino acids, and provision of engineering services and construction of industrial machinery 
and equipment, and Corporate. Its products include sugar alcohol, corn oil, amino acids and high 
fructose corn syrup 55. Luzhou serves a diverse customer base across various industries, including food 
and beverage, fermentation, medical and pharmaceutical sectors. It has a total production capacity of 
1,040,000 tons per annum through approximately six production facilities in the PRC. 
(Source: http://www.sgx.com/wps/portal/sgxweb/home/company_disclosure/stockfacts?code=L46)  



 

 

1. The group reported a loss for the year of RMB(90.5) million after achieving a 9.1% 
increase in revenue to RMB2.2 billion. As seen from the consolidated statement of profit or 
loss, gross profit amounted to just RMB216 million.  
 

 
(Source: Company annual report)  
 
The gross profit margin of the group is 0.97% in FY2018 (FY2017: 1.03%).  
 
Loss for the year amounted to RMB(90.5) million in FY2018 and RMB(33.5) million in 
FY2017.  
 

(i) Would the board clearly articulate the business model and identify the 
value drivers of the business? 
 

(ii) With gross profit margin as low as 1%, how does the business generate 
value for shareholders?  

 
(iii) What was the level of utilisation achieved during the year?  

 
(iv) Given the performance of the core business, a debt-to-equity ratio of 

159.3x and total equity of just RMB4.8 million, did the group breach any 
debt covenant? 

 
(v) Would the board consider it opportune to carry out a comprehensive 

strategic review of the group’s operations to assess the core competencies 
of the group, its management team and its financial strength and to fine-



 

 

tune its strategies so as to create long-term sustainable value for all 
shareholders? 

 
2. The “Impairment assessment of property, plant and equipment (PPE)” is a key audit 
matter (KAM) highlighted by the Independent Auditor in their Report on the Audit of the 
Financial Statements (page 43). Key audit matters are those matters that, in the 
professional judgement of the Independent Auditor, were of most significance in the audit 
of the financial statements of the current period. 
 
As noted in the KAM, as at 31 December 2018, the carrying value of PPE held by the group 
was RMB 546.18 million, net of cumulative impairment losses of RMB 150.18 million. 
 
In FY2018, an impairment loss of RMB 41,134,000 (2017: RMB 34,000,000) is recognised 
in other operating expense and other operating income respectively as the recoverable 
amount based on value-in-use is lower than the carrying amount of manufacturing plant 
and equipment. 
 
In FY2017, the group recognised a reversal of impairment loss of RMB 67,441,000 as well.  
 
The discount rate used in measuring value-in-use was based on the weighted average cost 
of capital was 13.05% (2017: 6.96%) which reflects the current market assessment of the 
time value of money and the risk specific to the Group. 
 

(i) Can management help shareholders understand how it estimated the 
weighted cost of capital? What was the reason for the low discount rate 
used in FY2017?  
 

(ii) In addition, what are the gross profit margins used in the value-in-use 
calculation?  

 
(iii) Would the board/management disclose in greater detail the valuation 

model used? What are all the key assumptions used to arrive at the 
recoverable amount of its manufacturing plant and equipment?  

 
(iv) Would the board/management also disclose the sensitivity analysis of the 

recoverable amount based on the assumptions?  
 
3. The company was placed on the watch-list pursuant to Listing Rule 1311(2) on 3 March 
2016 due to the Minimum Trading Price (“MTP”) Entry Criterion. Upon its reassessment 
under the revised MTP rules announced on 2 December 2016, the company remains on the 
watch-list with effect from 5 June 2017. 
 
The company will have to meet the requirements of Rule 1314(2) of the Listing Manual 
within 36 months from 5 June 2017, failing which the Exchange would delist the company 
or suspend trading in the company’s shares with a view to delisting the company. 
 



 

 

Rule 1314(2) requires the company to achieve a volume-weighted average price of at least 
$0.20 per share and an average daily market capitalisation of S$40 million or more over the 
last 6 months. 
 
Based on the 6 months volume-weighted average price, the company has a market 
capitalisation of $6.5 million. The total equity of the group is approximately RMB4.8 million 
as at 31 December 2018.  
 
Based on the quarterly update dated 28 February 2019, the company stated that it is 
considering its options.  
 

(i) Would the board update shareholders on the deliberations it has had with 
regard to exiting the watch-list? What are the opinions of the independent 
directors?  

 
(ii) What are the options available to the group given that it has 36 months 

from 5 June 2017 to meet the MTP exit criteria? Due consideration must be 
given to the fact that the market capitalisation is just $6.5 million and the net 
equity of the group has shrunk to RMB4.8 million as at 31 December 2018.  

 
(iii) Specifically, what are the independent directors plans to help the company 

and the minority shareholders?  
 

(iv) Has the board/management evaluated the cost to the group as a result of it 
being watch-listed by the exchange? For instance, the risk of being delisted 
would negatively impact the share price and this would make fund raising more 
difficult and more costly. In addition, the company’s shares are no longer 
investable under CPF funds. There might also be reputational risks as suppliers 
and customers may be concerned with the company’s status as a listed company 
when it is on the watch-list. 

 
 
A copy of the questions for the Annual Report for the financial year ended 31 December 
2017 and 31 December 2016 could be found here: 
 
https://sias.org.sg/qa-on-annual-reports/?company= 
 
The company’s response could be found here:   -----  
 
 
 
 

 
 
 
 


