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I.

1. Socio-Economic Seftings

a. The world’s financial crisis has adversely affected Viet Nam’s economy and its preparation
for the inauguration of a securities market. Money speculation may lead to review the
policies and steps towards free flotation of exchange and liberalization of securities

market.

b. Increasing bad debts will give rise to strengthen the state owned commercial banks and
to restructure joint-stock banks. It is, therefore, required to take into account the balance

between developing banking system and opening a securities market.

c. General public are not familiar with securities and securities market. They have very little

knowledge about sccurities market.
2. Commodities to be Brought into the Market

a. Equitization process initially has been under way, but equitized enterprises are rather
small in size and most of them do not satisfy the requirements for being listed in the
securities market. Herc arises a problem on what to do with the stocks of companies
that are not eligible to be listed on the market? Among 161 equitized companies, there

are only 20 equitized enterprises who own over VNDI10,000 Billion of capital.

b. Equitised enterprises themselves have not been fully aware of benefits they may enjoy
from having their shares listed in the market. They worry about listing and information
-disseminating costs. The dissemination of corporate information, financial statements in
particular, has not been practised by vietnamese enterprises. Enterprises’ management
worries about losing benefits once they be transformed into corporate governance

structure. Incentives may include favorable taxes and giving easy access to banks’ loans.

¢. The number of companies formed under corporate governance structure is rather moderate
(less than 200) and they are mostly operated in banking and financial sector. Their bad
debts are still increasing. Previous sales of shares were undertaken under private

plaéement.
d. There has not been an uniform denomination for shares issued by different corporations.
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¢. Sales of shares to foreigners are being taken into consideration.

f. According to a number of market surveys, there are currently needs to resell shares but
not any to repurchase them. Overall worsening economic and business conditions has

resulted in decreasing corporations’ values.

g. l-year term government bonds were issued under private placement. Thetre must be a
plan on issuing them through large-scaled underwriting and organizing auctions at the
trading centre, that is designed to unify bonds’ maturity and interest rates. During the
initial stages, government bonds will be the main Lype of securities to be traded but there

still exist much difficulties in introducing them into the market.
3. Establishment of Securitics Companies

a. There are 10 banks, corporations and financial companies who are capable of setting up

their affiliate securities companies. Plan for setting up these companies are being drafted.

b. Given the unfavorable economic conditions and incomplete legal framework, these
institutions are expecting a firm commitment from the government Lo establish the trading

centre,

¢. Commercial banks' decisions to contribute into securities {irms are subject to approval
from the State Bank,

d. These institutions have not grasped securities trading practice.

e. Unwillingness to participate due to the impact of financial crisis in the region, slowdown
of economic growth, inefficient banking system and the collapse of a number of private

enterprises.

f. Considerations of tax and securities to be traded in initial stages.
4. Establishment of Securities Trading Centre

a. The establishment of a trading system as scheduled may be difficult due to the lack of

capital, technology, auction methods, etec.

b. Regulatory framework of the centre has been formed but the number of qualified executives

who will be able to manage the market operations is insufficient
c. Difficulties in bringing securities into the market
d. Difficulties involved in the establishment of securities companies
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5. Legal Environment

a. Decree 48 and its attached regulations were promulgated but have nol been put in place.

b. Weak law enforcement system
6. Other Considerations

a. A new accounting system have newly heen adopted at companies

b. Independent auditing firms have been present for only several years thus have not gained

confidence

c. Automated scttlement system is still a new concept to general public

7. Investors

a. Inefficient investment institutions

b. Low savings as a result of low income

1. Measures Recommended to Speed up Equitization
1. Arranging and Classifying SOEs:

- Making up a list of enterprises to be equitised: The plan for classilying and arranging
SOEs under ministries, cities and provinces and corporations 91 was completed in 1998.
The next step is to review and put.it into place according to planned stages, and later on
to supplement any shortcomings in related policies and what to be done in following

stages.

The ratification of plans for SOEs located in Hanoi and HCM City was completed at the
end of the third quarter 1998, For enterprises under ministries, corporations 91 and other

provinces, it is to be completed during the final quarter of 1998 and first quarter of 1999.

In Hanoi: There remains 880 SOEs of which 310 have been equitised, 39 have been sold out

and managed by contractors and 5 dissolved.

In HCM city: There remains 709 SOEs of which 296 equitised, 36 sold out and managed by

contractors and 17 dissolved.
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Basically, the arrangement and classification of state-owned enterprises located in Ifanoi
and Ho Chi Minh city have already been completed. The developraent and implementation
of equitisation program depends significantly upon the authorities in charge of those
enterprises as well as the strict supervision over the transformation of the economic
management mechanism as long as that conforms with the law and avoids leaking of state's

assets.
+ Plan for the period from 1999 to 2000

At present, the government has set up plans and given out directives for the nationwide
classification of state-owned enterprises including enterprises under both central and

provincial levels from now on to the year 2000,

2. Settlement of Bad Debis

After -a long time in a centrally-planned economy, state-owned enterprises have
accumulated numerous bad debts that requires a lot of time and costs. This problem still

remains unsolved.
3. Organization of Equitisation

a. The National Enterprises Reform Committee was established to:

- assist the government in doing research, giving instructions and co-ordinating with
ministries, ministerial-level agencies, agencies attached to the Government, provincial
peoples’ commitlees directly under the Central Government that are concerned in SOEs

reform.

study and review then submit plans for mechanism and policy reform, management

structure, classification, equitization and ownership diversification to the Government.

- evaluate and submit the equitization plans made by ministrics, committees to the government

for consideration.

b. Competence to select enterprises to be equitized:

- Ministers, Heads of ministerial-level agencies, Presidents People’s Committeesare responsible

for selecting enterprises to be equitized.

- Boards of directors of Corporations 91 are responsible for making a list to be submitted

to the government.

- Boards of directors of Corporations 90 are responsible for making a list to be submitted

to the Ministries,
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¢. Competence to provide guidance and decide the value of enterprises;

- Minister of Finance establishes the guidance on how to value enterprises.

- Minister of Finance will make final decision on the value of enterprises possessing over 10
billion dong; for those possessing less than 10 billion dong: ministers and Presidents of

People’s Committees will do.
d. Competence to approve equitisation plans:

- Plans for those possessing over 10 billion dong will be ratified by Ministers, Presidents of
People's Committees and Boards of directors of corporations 91 before being submitted

to the Government.
- Plans for those possessing less than 10 billion dong will be ratified by Ministers, Presidents
of People’s Committees.

4, Policies to Promote Equitization

a. For enterprises

® May enjoy preferential treatment in accordance with the Law on Domestic Investment
Promotion. Enterprises failing to meet conditions for enjoying this treatment will beentitled

to the 50% profit tax reduction for two consecutive business years.
® May be exempt from registration fee

& May be entitled to contiﬁue getting loans from Commercial Banks, Financial companies,

Credit Institutions according to the preferential policies applicable to State Enterprises.

® May continue the export & imporl aclivities in accordance with regulations applicable

before equitisation.
¢ May distribute its reward & welfare funds to their employees for the purchase of shares;

¢ May deduct equitization expenses from the proceeds from the sale of shares, which belong

to the State’s capital.
b. For employees

» Employees are entitled to buy 10 shares for each year they have worked for theirenterprises
at 30% discount;

* Total value of preferential shares should not exceed 20% of the State's capital at the

enterprise;
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® For enterprises with self-accrued capital representing 40% of their value, the total value

of preferential shares sold to employees must not exceed 30%¢;

¢ Poor employeces, who are entitled to buy shares at preferential prices, may delay their
payment for the first three years and pay installments without interest in ten years during

which their shares will not be transferable.

® Employees loosing their jobs will be entitled to policies prescribed inthecurrent regulations.
5. Introduction of Shares into Securities Trading Center

a. To make up lists of equitized enterprises eligible for being listed in the trading centre;
b. To file listing registration;

¢. Preferential policies:

® Tax exemption or deduction in the lirst three years;

® Exemption of listing fee;

[, Loans of Foreign Exchange from Commercial Banks will be Extended
to Projects on Technology Investment

IV. Assessment of the Relationship between Measures Intended for the
Development of Banking System, Securities Market and for the
Encouragement of Fquitisation in Vietnam

1. Relationship between Measures Taken to Develop Banking System and
Securities Market

a, Strengthening and restructuring commercial banks may be undertaken via the securities

market: i.c. via selling debts, issuing shares fo increase banks equity

b. The improvement of banking system may encourage banks to set up their affiliate securities

companies who are would be participants of the trading centre
¢. Modernization may contribute to fast and saflety settlement for securities transactions

d. The presence of the securities trading centre may help create competitiveness in mobilising

capital between securities market and banks that will force banks to reduce costs and
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interest rates
2. Relationship between Securities Market and Equitisation

a. Measures taken in equitisation process help create good quality securities for the market.

b. The presence of securities trading centre will support the transformation of SOEs into
corporate governance structure and will lead to objective valuation of enterprises. That

will also promote issues of shares to the public.
¢. The presence of the centre will lead to the restructure of equities and labilities, to the

increase of equity and deciease of borrowings, thus leading to stable growth later on.

3. Relationship between Measures Intended for Banking System and Those for
Equitisation
- Equitisation may make the settlements of bad debts easier for the banks

- Strict inspection and supervision will result in better auditing of enterprises’ equily and

correct valuation of their assets

- The settlement of commercial banks’ bad debts will also facilitate the settlement of SOEs’
debts.
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