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Quick Facts Return to top

WTO accession January 11, 2007

Population: 83 Million - Half of which is under the age of thirty
GDP 2005: $60 billion

GDP Growth 2005: 8.2 %

Time Required to Start a Business: 50 Days*

Literacy Rate: ~90%*

*Source WorldBank.org

Market Overview Return to top

¢ Vietnam became a member of the WTO on January 11, 2007; vast changes are
expected in Vietnam’s economy that should provide excellent opportunities for
American businesses.

e Vietnam’s economic growth rate has been among the highest in the world in
recent years, expanding annually at 7-8 percent, while industrial production has
been growing at around 14-15 percent a year. GDP growth rate for 2006 was
8.2 percent.

e The entry into force of the U.S.-Vietham Bilateral Trade Agreement (BTA) in
2001 transformed the bilateral commercial relationship between the United
States and Vietnam and has greatly expanded business opportunities for
American firms.

e Between 2000 and 2006, trade between the United States and Vietnham has
increased from about $1.2 billion to around $10 billion at the end of 2006. In
2005, U.S. exports to Vietnam totaled $1.2 billion, while Vietnam’s exports to the
United States reached $6.6 billion.

e Vietnam was the host economy for the of the Asian Pacific Economic
Cooperation (APEC) meetings in 2006. This is an illustration of Vietnam’s
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ongoing and successful efforts to play a larger part in the world economy. Along
with WTO accession, this event marked an important milestone for Vietham.

Implementing improvements through 2010 in market access for American firms
committed to by Vietnam under the BTA, and 2006 WTO accession, will provide
enhanced access for U.S. firms in all business sectors.

Market Challenges Return to top

The evolving nature of regulatory regimes and commercial law, combined with
overlapping jurisdiction among Government ministries, often result in a lack of
transparency, uniformity and consistency in Government policies and decisions
on commercial projects. Many firms operating in Vietnam, both foreign and
domestic, find corruption and ineffective protection of intellectual property to be
a significant challenge.

Import tariffs remain high for many foreign products and certain Government
regulations prevent foreign firms from distributing their own products, so that in
many cases they must rely on Vietnamese distributors.

Corruption within the Government has led to lack of transparency and has been
a vast challenge for Governmental consistency.

Market Opportunities Return to top

Strong economic growth, ongoing reform and a large population of 834 million—
half of which are under the age of thirty—have combined to create a dynamic
and enticing commercial environment in Vietham.

While sales of equipment and technologies associated with implementation of
major infrastructure projects continues to be a major source of commercial
activity for U.S. firms in Vietnam, opportunities in the consumer and services
sectors are beginning to emerge with continuing disposable income growth.

Aviation, telecommunications, information technology, oil and gas exploration
and power generation will likely continue to offer the most promising
opportunities for U.S. companies over the next few years as infrastructure needs
continue to expand with Vietnam’s pursuit of rapid economic development.

Market Entry Strategy Return to top

American companies interested in doing business in Vietham may do so
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indirectly through the appointment of an agent or distributor. U.S. companies
new to Vietham should conduct sufficient due diligence on potential local
agents/distributors to ensure they possess the requisite permits, facilities,
manpower and capital. Firms seeking a direct presence in Vietham should
establish a commercial operation utilizing the following options: first, a
representative office license; second, a branch license; or lastly, a foreign
investment project license under Vietnam's revised Foreign Investment Law.

¢ In 2005, Vietnam’s National Assembly passed a number of laws affecting the
commercial environment, including new investment and intellectual property
legislation. These were followed in 2006 by a significant new enterprise law.
Effective implementation, including formulation and issuance of follow-on
implementing regulations and decrees will be important in determining the impact
of many of these legislative initiatives.

e American business should be aware that Vietnam’s legal and regulatory
environment is undergoing profound change. Ongoing efforts to implement WTO
mandates and BTA commitments are providing an impulse for change in
Government transparency, commercial law and trade liberalization. WTO
membership will streamline economic changes, providing tangible advantages for
U.S. businesses.

Return to table of contents
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Chapter 2: Political and Economic Environment

For background information on the political and economic environment of the country,
please click on the link below to the U.S. Department of State Background Notes.

http://www.state.gov/r/pa/ei/bgn/4130.htm

Return to table of contents
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Using an Agent or Distributor Return to top

According to Viethamese regulations, unless a foreign company has an investment
license permitting it to distribute its own goods in Vietnam, a company must appoint an
authorized agent or distributor.

Agents: A Vietnamese agent imports and sells a foreign supplier's goods in Vietnam for
commission. The risk of non-payment rests with the foreign supplier, and the foreign
supplier typically performs the after sales service/support, as the agent is only selling the
goods on behalf of the foreign firm. Vietnam's Commercial Code recognizes the right of
foreign companies to appoint agents, provided that the Vietnamese agent's authorized
scope of business includes such activity and the agent obtains an import-export code
from the customs authorities.

Distributors: Under a distributorship arrangement, the question of legal protection and
recourse is clear. The Viethamese distributor buys the goods from the foreign supplier
for resale in Vietnam and thus is liable for the full amount of the goods purchased.
Unlike some agents, distributors normally provide after sales service/support. A
distributorship arrangement is considered a “foreign trade contract” and must be
structured in compliance with Vietnam’s regulations on foreign trade contracts.

Legal and Practical Considerations: U.S. companies should conduct sufficient due
diligence on potential local agents or distributors to ensure that they have the specific
permits, facilities, manpower, capital, and other requirements necessary to meet their
responsibilities. Commercial agreements should clearly document the rights and
obligations of each party, and stipulate dispute resolution procedures. In most cases,
payment by irrevocable confirmed letter of credit is recommended, although it should be
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noted that letters of credit issued by local banks may not be enforceable.

Going to court is generally not a recommended strategy to enforce agreements or seek
redress for commercial problems in Vietnam. Foreign firms who have dealt with the
court system in Vietnam report it to be slow and non-transparent. Similarly, although a
framework for commercial arbitration exists in Vietnam, the process is not usually
considered a viable option for foreign entities. When the need to consider such
strategies arises, the advice of an international law firm operating in Vietnam should be
sought.

Foreign-Invested Trading Companies in Vietham: When seeking prospective agents or
representatives in Vietnam, U.S. exporters may wish to consider not only Vietnamese
firms, but also the representative offices of foreign trading companies operating in
Vietnam. The latter, which include U.S. trading companies, often have distinct
advantages in communication, experience in importing, expertise in product and
package modification, and marketing capability.

Finding a Local Partner: While wholly owned foreign invested enterprises are becoming
more numerous, the majority of foreign companies operating in Vietnam have chosen to
partner with local firms. One way to locate Vietnamese partners is to contact and
network through local chambers of commerce and industry associations. The major
chamber of commerce for Vietnamese enterprises is the Vietnam Chamber of
Commerce and Industry (VCCI), which is headquartered in Hanoi and has branches
throughout Vietnam. VCCI members include state-owned enterprises (SOE’s), joint-
stock companies, and private firms in a variety of sectors. In Ho Chi Minh City, the
Investment & Trade Promotion Center (ITPC) can also make introductions to prospective
partners. Another channel for finding a local partner is through local industry
associations, since most key industries in Vietnam have formed associations. A number
of private consultant companies have also developed matching services. Additionally,
an effective means for finding a local partner is to utilize the Gold Key Matching Service
and/or International Partner Search of the offices of the U.S. Commercial Service in
Hanoi and Ho Chi Minh City. Information on this service is available at
http://www.buyusa.gov/vietnam/en/.

Establishing an Office Return to top

In order to establish a commercial presence in Vietnam, a foreign firm must obtain one
of the following three types of licenses:

Representative Office License: A representative office is generally easy to establish, but
is the most restricted form of official presence in Vietnam. The license is issued by the
Ministry of Trade (MOT) and allows for a narrow scope of activities, as stipulated in the
“‘Regulations on Establishment and Operation of Representative Offices of Foreign
Economic Organizations in Vietnam.”

A representative office may rent office space/residential accommodations, employ local
staff along with a limited number of expatriate staff, and conduct a limited range of
business operations. Permitted activities include market research and monitoring of the
marketing and sales programs carried out by its overseas head office, as well as
pursuing long-term investment activities. As the representative office is regarded as a
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commercial liaison office and not an operating entity, it is strictly prohibited from
engaging in any revenue-generating activities, such as trading, rendering professional
services, revenue collection, or subleasing of its office space.

The representative office license permits the foreign company to open only one office at
one site. Should the firm wish to open a second office in the same city or, more
commonly, in a different city, another license is required. A "branch representative
office" license is no longer allowed. A foreign company should decide at the time of
application whether it wants more than one representative office in Vietnam. Experience
suggests that it is easier to obtain licenses for several representative offices when all are
applied for simultaneously. If an additional license application is made at a later date,
the Ministry of Trade may require documentation on the performance of the first
representative office.

e Tax Considerations: A representative office is exempt from corporate tax auditing
requirements. Income tax for Vietnamese and expatriate staff must be paid in
accordance with relevant regulations.

e Other Considerations: From time to time, representative offices have come under
scrutiny by the local People’s Committees or the municipal governments, police, tax
and labor authorities, especially with respect to foreign service providers who claim
they are not rendering services on-the-ground, but are merely facilitating services
actually provided by their head office.

Application Procedures: The procedure to establish a representative office is relatively
straightforward. An application with stipulated supporting documentation must be
submitted to the MOT. The application and profile must be prepared in English and
Vietnamese, and both sets of documents must be duly executed. Applicants have 90
days to register with the local People’s Committee once the license has been issued.
The fee for a representative office license is VND 1,000,000 or about $65. The license is
usually valid for three years and may be extended for additional three-year periods.

Branch License: The term “branch” office under the laws of Vietnam refer to an entirely
foreign-owned business that operates in certain designated service sectors. These
sectors, which are restricted and closely monitored by the Vietnamese government,
include banking, law and insurance. Many foreign branch offices first entered Vietnam
as representative offices and later applied for a branch license. Branch status authorizes
a foreign business to operate officially in Vietnam, including billing on-shore and the
execution of local contracts.

e Tax considerations: Branches are fully liable for Viethamese taxes on their assets
and activities.

e Application Procedures: Applications for a branch license are generally submitted to
the ministry or other competent authority for the industry in question (e.g., the State
Bank of Vietnam for banking licenses, or the Ministry of Justice for law offices).

Government Decree 45-2000-ND-CP of September 6, 2000 defines a Branch Office of a
Foreign Business Entity as an "affiliate" established to engage in commercial and/or
tourism activities to earn profits directly. A branch office is limited to conducting business
in:
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e Export of the following goods purchased in Vietham: handicraft wares, processed
and raw agricultural products (except rice and coffee), processed and raw
vegetables and fruit, industrial consumer goods, meat and processed foodstuffs.

e Import of the following goods for sale in the Viethamese market: machinery and
equipment for mining and agricultural or aquaculture processing, raw materials
for human and veterinary medicine or fertilizers and insecticides.

Foreign Investment Licenses (FIL): Foreign investment in Vietnam is regulated by the
Ministry of Planning and Investment (MPI) through FILs and related implementing
regulations, decrees, and circulars. Compared to previous legislation the FIL delegates
more authority over investment licensing to provinces, municipalities, and investment
zones, although several provinces and large cities have been urging the Vietnamese
government to expand their autonomy in this area. The Prime Minister's office retains
authority over larger and "sensitive" projects. MPI remains the principal government
agency dealing with foreign investors.

There are four primary forms of investment for foreigners in Vietnam:

a) Joint venture (JV) agreements are discussed in detail in the Joint Venture/Licensing
section of Chapter 3.

b) A business cooperation contract (BCC) allows a foreign firm to pursue business
interests in cooperation with a Vietnamese firm without conferring the right of
establishment or ownership. In many respects it is the most flexible arrangement
Vietnam offers to foreign investors, although the BCC license carries no tax holidays
or concessions such as those given to other types of foreign investments. BCC's
have predominated in the telecommunications and petroleum sectors, where the
government limits foreign involvement in operations and management.

c) 100-percent foreign-invested enterprises ("FIE'S") have become increasingly
common, as investors have learned to navigate the local system on their own and as
problems with joint venture partners have become more apparent. Amendments to
the Foreign Investment Law adopted by the National Assembly in May, 2000
regularized procedures for conversion of joint ventures to 100 percent FIE's. The
new law made a number of other improvements upon its 1996 predecessor, which
enhanced the attractiveness of investing in Vietnam. It has reduced the number of
issues requiring unanimous approval by the boards of joint ventures, thereby
strengthening the management control of the maijority investor (which is typically the
foreign partner). It simplified licensing procedures, lowered remittance tax rates, and
gave foreign-invested enterprises relief from excessive government inspections.
Notable disadvantages of FIE’s in comparison to other forms of investment include
more difficult access to land-use rights (except in industrial zones and export
processing zones) and a more limited duration of license.

d) Build-operate-transfer (BOT) investment agreements are authorized under an FIL,
but the legal, regulatory, and financial framework is still incomplete. An FIL also
allows build-operate-own (BOO), build-transfer-operate (BTO), and build-transfer
(BT) forms of investment projects. Many international observers believe that BOT
and other private financing mechanisms hold the key to Vietnam's future
infrastructure development. Until now, Vietnam's enormous infrastructure needs
have largely been financed by multilateral and bilateral official development
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assistance (ODA) money, but the Government's project wish list threatens to
overwhelm donors.

Under a BOT agreement the investor builds an infrastructure project, operates it for
an agreed period of time to recover the investment and earn a profit, and then
returns it to the government without further compensation. In principle, BOT projects
are subject to approval by the Prime Minister's Office. BOT projects may be joint
ventures or 100 percent foreign-owned. They are exempt from land tax and from
payment of duties on goods imported to implement the contracts. They enjoy a
lower profits tax rate (10 percent), a 5 percent withholding tax rate (the lowest normal
rate), an eight-year tax holiday starting from the first profitable year, and a
government guarantee for conversion of revenue from local to foreign currency. The
term of a BOT can extend to fifty years, after which project ownership reverts to the
Government.

Franchising Return to top

The franchising market has experienced a strong surge with recent growth rates at around
20 percent, with more than 530 franchising shops opening in recent years. Although the
current market is small in relative terms, it is expected to grow quickly. Several popular
foreign franchisors have recently expanded their operations with some success and local
businesses are becoming more aware of franchising opportunities than ever before. Many
are seeking opportunities to work with well-known foreign franchisors in Vietham. The new
Government Decree No 35/2006/ND-CP issued in March 2006 regulates franchises,
providing details to the Commercial Law adopted by the National Assembly in 2005. The
new decree provides for key concepts in franchising, requirements of franchise agreements
and state administration of franchises.

Industry observers note that Vietnam has major advantages for franchise development.
First, the economy has been growing steadily at 7-8 percent in recent years. Second, a
young population of 84 million people is seeing disposable income increase. Consumer
demand in urban areas is strong for high quality products and services that cannot be
satisfied by local production. Franchising businesses that introduce Western and high-end
products and services should be well placed to capture this demand. Third, the political
system is stable and foreign investment is welcome. Since the franchising business model
is new to Vietnam, the sector is starting from a low base and has tremendous room for
growth. Finally, with Vietham’s accession to the WTO, the overall business environment is
improving for foreign participation in the Vietnam economy.

Most of the existing franchise operations in Vietham are in the fast food sector. Other
franchising business opportunities are generally unexplored. These include fashion, health
care services, children services, cleaning and sanitation, employment services, tourism,
hotels and motels, home furnishing, education products and services, convenience stores,
cosmetics, beauty care and many others. Industry experts expect that with the new
franchise law and other pertinent regulations in place, the franchise market will grow an
average 20% - 30% annually over the next several years. This expected high growth rate
would primarily be a result of new master franchise agreements between foreign franchisors
and local entrepreneurs.
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Direct Marketing Return to top

Unless a foreign company has established a local office under the Foreign Investment
Law, it can only conduct direct marketing activities through a Viethamese partner such
as a distributor or agent. Many direct marketing techniques are novel concepts to the
Vietnamese consumer and the Government is considering regulations designed to
protect consumers in this area from unscrupulous “pyramid schemes.” The logistical
barriers to direct marketing include the lack of consumer data, a scarcity of mailing lists,
and limited private telephone ownership. Several cosmetic and lingerie companies have
experimented with door-to-door sales on a limited basis in Ho Chi Minh City. Over the
past couple years, foreign life insurance companies have been licensed and have
assembled large teams of agents who engage in traditional telemarketing, door-to-door
selling, and workplace marketing in urban areas.

Some observers believe that the direct selling and multi-level marketing organizations
that have already set up in Vietnam will eventually encounter official suspicion, leading
to problems of the kind the industry has recently experienced in China.

For business-to-business marketing, direct mailings/faxes and emails are widely used;
however, mailing list databases are typically created in-house. Some leading
international consumer market research firms operate in Vietham and develop
demographic data for their clients.

Joint Ventures/Licensing Return to top

Joint Ventures: A foreign joint venture is defined as a Viethamese entity with at least
one foreign company partner. Vietnam’'s Foreign Investment Law permits the
establishment of 100 percent foreign-invested enterprises (or 100 percent FIE’s- see
above) in many but not all sectors. Recent reforms have made this an increasingly
popular option, although some foreign investors still opt to form joint ventures with a
Vietnamese partner. Joint ventures, like all different types of business formations, have
advantages and disadvantages. On the positive side, a Vietnamese partner, which is
often a state-owned enterprise (SOE), can contribute crucial relationships with
government officials and clients, local market know-how, access to qualified staff, and
knowledge of land-use rights. But there are many potential liabilities with a Vietnamese
partner. Their management skills are often limited and the organizational culture may be
cumbersome and bureaucratic. They also may not share the fundamental outlook and
objectives of their foreign partner and may hesitate to make major strategic moves such
as re-capitalization or fundamental changes to the business plan. Finally, a Vietnamese
partner can rarely contribute significant operating capital to the business.

Joint Venture licenses are normally granted for fifty-year periods and can usually be

renewed easily with the mutual consent of all the parties, or if not they can be completely
dissolved.
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At present there are approximately 3,300 SOE's out of over 100,000 registered domestic
enterprises. Under the State’s restructuring plan, many SOEs are destined for
equitization, sale, lease, transfer, closure or bankruptcy. The private sector (generally
taken to mean sole proprietorships and limited liability companies) makes up most of the
rest. There are also a large number of household enterprises, which, although
unregistered, comprise a significant share of non-agricultural output and employment.
However, the average capitalization of the SOE's are many times that of the other forms,
allowing them to dominate manufacturing and trade activities. Therefore, many foreign
investors partner with SOE's, including firms controlled by central government ministries
and by municipal and provincial authorities.

Local private firms routinely lack the financial resources and know-how to facilitate
contacts with potential foreign investors, while Government ministries and provincial
authorities usually promote enterprises related to their own organizations. Private firms
must contend with greater government-imposed controls than their state-run
counterparts, specifically with respect to access to land, trading licenses, and entry
barriers in some sectors. The state-owned sector also has preferential access to
financing and foreign exchange.

Technology can be transferred by outright sale, licensing, or contribution as capital.
Foreign JVs often contain technology transfer provisions. The Ministry of Science and
Technology has primary authority to approve technology transfer contracts. The
implementing regulations of the law governing technology transfer have made such
deals very difficult. The key areas to note are strict requirements for precise details on
the timetable for the delivery of technology; provisions requiring extensive warranties;
the limited duration of contracts; and restrictions on royalty rates. The Commercial Code
does provide protection for transferred technology, but some of its provisions remain to
be implemented.

Licensing: Licensing arrangements are beset by many of the same problems as
franchising: stringent regulations, long approval times, restrictions on payments, limited
contract duration, weak legal frameworks and intellectual property rights (IPR) problems.
Nevertheless, there is considerable licensing of trademarks, technology, and after-sales
service activities from overseas companies to affiliated joint ventures in Vietnam.

Selling to the Government Return to top

The Vietnamese Government is the leading purchaser of goods and services in Vietnam.
If provincial and municipal governments and SOE’s are included, the potential for sales
to this sector is enormous. Bolstering state budgets, Vietnam is the recipient of
significant levels of Official Development Assistance (ODA). In 2005, multilateral and
bilateral donors pledged approximately $3.7 billion in ODA support to Vietnam. Much of
this is in the form of loan aid for infrastructure, which is “untied” according to international
donor rules. Infrastructure is the principal development priority, but the government also
plans to procure a significant amount of equipment in order to modernize its
administrative structure. Key industries include transportation, telecommunications,
energy, environmental/water, civil aviation, and financial services. Vietnam’s record for
actually implementing domestic and ODA funded projects has been mixed.
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Government procurement practice can be characterized as a multi-layered decision-
making process, which often lacks transparency and efficiency. Although the Ministry of
Finance allocates funds, various departments within the ministry or agency are involved
to determine necessary Government expenditures. Competition can be by sole source
direct negotiation, limited tender, open tender, appointed tender, or special purchase.
Currently, ministries and agencies have different rules on minimum values for the
purchase of material or equipment, which must be subject to competitive bidding. High
value or important contracts, such as infrastructure, require bid evaluation and selection
and are awarded by the Prime Minister’'s office or other competent body, except for
World Bank, Asian Development Bank, UNDP, or bilateral official development
assistance (ODA) projects. Some solicitations are announced in the Vietnamese
language newspapers Nhan Dan, Lao Dong and Saigon Giai Phong and in the English
language newspapers Vietnam News and Vietham Investment Review. American firms
may also be able to register to obtain a consolidated listing of government or private
tenders in Vietnam at http://www.intellasia.com.

The key to winning Government contracts includes a high degree of involvement and
communication between the foreign supplier, the local distributor or representative, and
relevant Government entities. Interaction should begin during the project planning stage.
In order to secure orders in competitive bidding, it is necessary to establish rapport and
credibility, as well as to educate the procuring entity as to how the product or service can
support project needs well before the bid is publicly announced. Although the timing for
tender opening, bid closing and award notification varies from project to project,
preparation of Government budgets generally occurs between January and June, with
actual purchases often made in July and August. Experienced foreign suppliers caution
that even after awards are made, negotiations on price, specifications, payment terms,
and collateral may continue for some time.

To provide more structure and transparency to the bidding process for infrastructure
projects, the Government issued Decree 88/1999/NDCP dated September 1, 1999,
covering three general areas: 1) consultant selection; 2) equipment supply and
construction; and 3) partner selection in investment projects. Under this Decree, Bidding
Regulation No. 4/2000/TT-BKH dated February 26, 2000 was issued by the Ministry of
Planning and Investment (MPI) to detail bidding procedures. Infrastructure projects are
normally required to be tendered by competitive bidding. Despite this, delays, non-
transparent procedures, and allegations of impropriety often beset projects in Vietham.
In local government-funded projects, contracts are commonly awarded to those who can
offer "appropriate" price, "decent" quality and have “strongest connections” with project
developers.

Distribution and Sales Channels Return to top

Legal Constraints on Foreign Participation: Despite recent liberalization, Vietnam’s
regulations continue to place significant restrictions on foreign participation in the
importing and distribution sectors. In this context, "foreign" refers to companies or
organizations with foreign capital. To a large extent, import and distribution activities are
reserved for Viethamese entities, and offshore manufacturers must work through
Viethamese firms to establish distribution or retailing operations inside Vietnam.
However, foreign-capital companies licensed to manufacture in Vietham may be
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permitted to distribute their products domestically. Investment licenses now may also
allow foreign-invested companies to import raw materials for manufacturing their
products locally, as well as finished products before production start-up for the purpose
of test marketing and developing the business over a limited period of time.

Under the U.S.—Vietnam Bilateral Trade Agreement (BTA), U.S. firms are permitted to
own up to 49% of joint ventures with Vietnamese partners in distribution services
beginning three years after the date of entry into force of the Agreement (on December
10, 2004), subject to some limitations on trading and distribution rights. As of December
10, 2007, majority ownership by an American company will be allowed, and 100% U.S.
ownership of distribution service companies will be permitted as of December 10, 2008.

Distribution Channels: Vietham’s distribution system is a fragmented patchwork of state-
owned import-export companies, private and state-owned wholesalers, independent
Vietnamese agents and distributors, retail outlets, and street stalls. The formal
distribution channels often overlap parallel channels for smuggled and “gray market”
goods.

Non-Viethamese entities are barred from general participation in Vietnam's distribution
system, although foreign investors have the right to sell, market, and distribute what they
manufacture locally. Most local firms holding import licenses are state-owned enterprises
(SOE's).

For many products, nationwide distribution requires the establishment of separate
networks in the North, the South, and the Central regions. The lack of physical
infrastructure links among the major regions and cultural and economic differences
across the nation present challenges to achieving distribution efficiency in many sectors.

Importing and Exporting: In order to engage directly in export or import activities, a
company's business registration certificate must cover “import-export” or “trading.” This
activity is mainly reserved for Vietnamese firms, both state-owned and private. A foreign-
invested enterprise may be granted a license to import specific products designated in
its investment license, especially raw materials and even finished goods needed to
develop a market for products that will eventually be produced in Vietnam.

Companies that do not have their own import license must work through licensed
traders, who typically charge a commission of between one and two percent of the value
of the invoice. Under Vietnamese law, the importer is the consignee. Therefore, it is
important to identify a reliable importer with the ability to clear merchandise through
customs quickly and efficiently. If a licensed third-party importer is used, the importer
will handle customs clearance. If a foreign invested firm imports products directly, it will
have to make arrangements to handle customs clearance at the port. This can be
potentially burdensome. Many foreign firms have complained that the administration of
customs is opaque and inefficient. Importers have charged that duty classifications for
the same product differ from inspector to inspector, and that even the same inspector
may charge different rates for the same item at different times. There is little effective
recourse should the importer disagree with the classification. Companies also complain
that corruption remains a problem in customs clearance process. Over the past few
years, customs officials at many levels have been indicted on charges of corruption and
many importers have become accustomed to paying facilitation fees to gain clearance of
their goods through customs.
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Wholesale: Both local and foreign-invested companies may act as wholesalers if their
business registration certificates or investment licenses so state, or if the wholesale
operations are established for the purpose of distributing their own products.

While a small number of foreign-invested warehousing operations offering modern and
efficient facilities have been established in recent years, warehouses and other storage
infrastructure in Vietnam are for the most part quite basic. Climate control is rare and
security may be a problem. Tracking and processing of inventories is primarily manual,
and the physical movement and handling of goods is similar in practice with other less
developed nations in the region.

Wholesalers may or may not also be licensed importers. They typically offer both
storage and transportation services, but the level of infrastructure and service is low by
international standards. Warehouses in Vietnam often consist of little more than raw
storage space with the bare minimum of environmental control, handling and security
equipment. Many wholesalers are poorly capitalized and unable to upgrade their
infrastructure. At least one U.S. firm has established third party, value-added
wholesaling operations in HCMC. Other foreign firms are investing in 'cold chain’ port
facilities, especially in the South.

A significant development in wholesaling was the launch in 2001 of a wholesale cash-
and-carry operation to serve small retailers by Germany's Metro AG group. Metro Cash
and Carry operates a members-only service restricted to businesses and offers a variety
of both food and non-food items. The company has fairly ambitious plans to expand its
operations in Vietnam'’s larger cities over the next few years.

Retail: Vietnam’s retail landscape is undergoing rapid transformation, providing more
outlets for proper display and marketing of products. A number of Western-style mini-
markets and convenience stores (e.g., MaxiMart, CityMart and Saigon Coop) are
cropping up in the major urban areas. While anecdotal reports suggest that shoppers
perceive the mini-marts as expensive and per customer sales are still fairly low, most
experts agree that this trend will continue to gather pace, as it has among Vietnam’s
more developed neighbors. At the moment, these outlets are said to account for about
five percent of total retail trade, and most consumer purchases continue to take place at
traditional street-side shops or official “wet” and “dry” markets organized by district
governments. Nevertheless, these new retail outlets are expanding rapidly in major
cities and offer promising opportunities for distributing a wide-range of U.S. consumer
goods. An example of a recent international entrant to Vietnam’s retail segment is
France-based Big C, which opened a “hyperstore” outlet in Hanoi in January 2005. This
store is the chain’s fourth retail outlet in Vietnam. Company officials expect 10,000
customers a day to visit the facility.

Shopping center developments are also mushrooming in Vietnam. The Saigon
Superbowl and Diamond Plaza in Ho Chi Minh City, the nation’s first large-scale
entertainment and retail centers, only opened in 1996 and 2000 respectively. Other
recent developments include a large retailing center (21,797 sq. m) in the mixed-use
Thuan Kieu Plaza in Cho Lon, HCMC'’s “Chinatown”, as well as SAVICO-Kinh Do Plaza,
a pastel “strip mall” type development in the heart of District 1. Although Ho Chi Minh
City leads this sector, similar developments are taking place in Hanoi, which saw its
second downtown mall open in late 2004.
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Showrooms and service centers for specialized products such as electronics,
appliances, automobiles, and industrial goods are also increasing. General Electric (GE)
Company’s Appliance Division and Lighting Division have launched chains of retail
outlets and industrial equipment manufacturer Parker-Hanafin and air conditioner giant
Carrier have opened similar outlets in HCMC. These developments are changing the
way the wealthier and more cosmopolitan segment of urban Vietnamese shop. Sitill,
apart from these pioneering projects, retail outlets consist mainly of family-run market
stalls or small street-front shops.

Selling Factors/Techniques Return to top

Development of Consumerism: Foreign brands have proliferated in Vietham over the
past decade. This is indicative of rising urban incomes and a relative opening to the
outside world. Market observers speak of the growth of “consumerism” in Vietnam, but it
must be borne in mind that this remains a country with low per capita GDP (under $638
for the country as a whole, according to official figures). The market for most imported
consumer goods is the well-off segment in a handful of large cities and some parts of the
Mekong Delta. Among consumers there is much trial usage, but little brand loyalty
except for among the affluent. The bottom line generally comes down to price. The
main attractions of foreign products are their perceived higher quality and status.
Among foreign products, there is a general hierarchy of perceived quality, based on the
country of origin. Vietnamese consumers tend to prefer imported U.S., Japanese and
European brands over Chinese products and those made locally by foreign and
Vietnamese producers. Ultimately, brand loyalty is built on price, proven quality,
availability and ultimately longevity.

Awareness of brands comes from word of mouth, promotions and advertising, where “TV
is King.” Urban consumers are remarkably familiar with leading foreign products, even
those not generally available in Vietnam. One major reason for this is contact with, and
“care packages” from, relatives abroad. Overseas Vietnamese, mostly first-generation
emigrants, amount to a few million people concentrated primarily in the United States,
Canada, France, Australia, and Southeast Asia. A large number of them maintain close
contact with their families in Vietnam, and transfer quite a bit of information on lifestyles
abroad. The large volume of gray and black-market goods also furthers consumer
familiarity with foreign brands brought in from neighboring countries. However, copycat
products made in Vietnam have taken market share from some original producers.

Market segmentation: Geography is a key factor in segmenting Vietnam’s market. This
includes not only the regional segmentation of North-Central-South, but also the
segmentation of urban versus rural markets. Vietnam is roughly separated into three
separate economic regions surrounding core urban centers: the South centered on Ho
Chi Minh City, the North based in Hanoi, and the Center focused on Da Nang. The main
distinctions among these regions are consumer purchasing ability, brand awareness and
recognition. Vietnam's per capita GDP stands at around $638, while unofficial estimates
put HCMC's per capita GDP as high as $1,700. The actual disparity is probably even
greater, as certain income elements that are not well captured in official statistics (such
as remittances from overseas relatives and private sector activity) are centered more in
the South. Currently, consumer purchases are strongest in Ho Chi Minh City (and the
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contiguous provinces of Binh Duong, Dong Nai, and Ba Ria-Vung Tau), where there is a
concentrated and growing population of consumers with disposable income. Consumers
in the South also tend to exhibit a greater degree of brand awareness than do
consumers in the North and Central regions. This is principally due to extensive contact
with Westerners prior to 1975 and the influence of returning overseas Vietnamese.
These defining factors have had an impact on market demand disparities, market entry
strategies, product-line segmentation and marketing mix. For many companies, the first
marketing goal is to penetrate Ho Chi Minh City; as well over half of all Vietnamese
purchases of foreign consumer goods take place in this area.

Product Information: Foreign companies in Vietnam utilize trade fairs, product seminars,
product demonstrations, and point-of-sales materials, as well as print and broadcast
advertising. The aim is not only to promote their merchandise, but also to educate both
sellers and end-users. Many foreign products do not need to be adapted to local tastes
and conditions, but successful long-term brands do. It may be necessary to educate the
buyer as to the features and benefits of the product. Detailed product information in the
Vietnamese language should be provided to agents and distributors. It should be noted
that seminars, product promotions, workshops, and press conferences might require
approval in advance by local authorities.

Practical Considerations: Hands-on involvement is required to achieve commercial
success in Vietnam. U.S. firms should foster close relationships and maintain regular
communication with Vietnamese representatives, agents, and/or distributors of their
products. Not only are many products competing for limited shelf, showroom or
warehouse space, but Vietnamese representatives also often handle multiple brands of
the same product type. A close relationship allows the foreign supplier to keep abreast
of the changes and developments in local market conditions and assess the
competitiveness of its products. This approach ensures that the Vietnamese partner is
updated on product information and motivated to market the product. Frequent training
and support for after-service activities are also key elements of this activity.

Electronic Commerce Return to top

Electronic commerce remains in its infancy in Vietnam. Obstacles to its development
include the low number of Internet subscribers in-country, obtrusive firewalls, limited
bandwidth and other problems with the Internet infrastructure, limitations of the financial
system (including the low number of credit cards in use), and regulatory barriers. The
latest developments to facilitate the growth of e-commerce in Vietnam include legal
acceptance of e-signatures and implementation of electronic inter-bank transaction
systems. The number of online transactions has been gradually increasing. However,
with over 80% of urban Vietnamese aged 15 to 25 surfing the web weekly, future e-
commerce will take deep root in the next five to ten years.

Over the past years, a number of pioneering e-commerce projects have been launched

by foreign entrepreneurs, including: www.mekongsources.com,
www.tradeinvietnam.com and www.bvom.com.
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Trade Promotion and Advertising Return to top

Advertising has been permitted in Vietnam only since 1990, but the industry has grown
by 30% per annum over the past 5 years. Industry experts estimate foreign-invested
enterprises spend around $1 billion annually on advertising in Vietnam, but more than 70
per cent of this goes to the foreign-invested advertising firms.

Regulation: Advertising remains heavily regulated by the Viethnamese Government. In
principle, only companies licensed in Vietham may place advertisements.
Advertisements for tobacco and liquor (excluding below 15% alcohol volume beverages)
are prohibited in the mass media. Advertising for pharmaceuticals, agri-chemicals,
cosmetics and toiletries require registration and approval from the appropriate ministries
before being run, while the Ministry of Culture and Information must approve all
advertising content. Arbitrary enforcement and interpretation of the regulations continue
to hinder the development of the advertising industry. Limits on advertising and
promotional expenditures exist and are tied to a percentage of total sales.

Foreign Ad Agencies in Vietnam: Vietnam's advertising market is now home to around
700 advertising companies, plus nearly 30 foreign-invested representative offices and
seven wholly foreign-invested firms. About 80 percent of local advertising companies are
now working on advertising contracts for foreign-invested advertising firms. The
remaining 20 per cent have independent advertising contracts, but these are still
backed-up by foreign companies abroad. Most foreign advertising firms are not
permitted to directly sign contracts with local media agencies. Instead they have to go
through local advertising companies to implement ad campaigns in newspapers or TV
commercials

The majority of foreign advertising firms are likely to remain as representative offices for
the foreseeable future. Many foreign firms work closely with Vietnamese advertising
companies in order to support their international clients. Under the BTA, American
companies are allowed to enter into joint ventures with Viethamese firms to offer
advertising services, but the U.S. partner is limited to a 49 percent equity stake. This
cap will increase to 51 percent in December 2006, and be fully removed in December
2008.

While highly sophisticated advertising production may have to take place offshore, most
production for the multinational ad agencies takes place within Vietnam, primarily in Ho
Chi Minh City. Foreign advertising executives say that the “80/20” rule applies to the
geographical distribution of their business in Vietnam: 80 percent of the business is in
Ho Chi Minh City, while 20 percent is in Hanoi. Ho Chi Minh City and the surrounding
provinces are said to lead the rest of the nation in disposable income, familiarity with
foreign trends and brands, quality of broadcast programming and print media, and
production skills.

Clients: For the foreseeable future, multinational corporations in Vietham will provide
most of the business for foreign advertising firms. In recent years, the top ten ad buyers
in both TV and print have all been foreign-invested companies. Currently, the leading
categories of TV ads are toiletries/cosmetics, soft drinks, pharmaceuticals, household
cleaning products, and foods. The leading print ad buyers are firms marketing soft
drinks, toiletries/cosmetics, vehicles (primarily motorcycles), pharmaceuticals, and
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transport/tourism services.

Television: Many foreign brand managers make heavy investments in television
advertisement campaigns. Over 90 percent of Vietnam’s urban population of 18 million
own televisions. These viewers watch an average of three hours per day, mainly during
the peak time of 6-9 p.m. Household television ownership is estimated to be 92 percent
in HCMC and 96 percent in Hanoi. However television viewership is higher in the HCMC
area throughout the day, and nearly four times that of Hanoi in peak evening hours
according to one recent survey. There are five major television stations and one
national broadcaster (VTV). With the emergence of satellite dishes and cable networks,
many households also watch international networks (CNBC, CNN, StarTV). Vietnamese
advertisers spent an estimated $300 million annually on TV advertising, with annual
growth rates peaking at 40%.

In accordance with the recently issued Decree No. 24, advertising campaigns on radio
and television must not exceed eight continuous days at any one stage, except in some
exclusive cases. A film broadcast on television is permitted to be interrupted no more
than twice by advertising, and each instance must not exceed five minutes, while the
limit for light entertainment programs is no more than four times, each time not
exceeding four minutes. Decree 24 does not permit advertising immediately after the
opening music or titles in news and documentary programs, although it is permitted in
film, sports and light entertainment programs.

Print Media: While spending on TV advertising increased substantially, print advertising
has really exploded, with annual growth rates of around 30 per cent achieved in recent
years.

A high literacy rate, a surge in new publications, and increased print media circulation all
support the print media’s growing popularity as an effective channel for advertising.
Regulations place limits on space allocated for advertisements. Surveys suggest that
Vietnam’s advertising rates are the lowest (in terms of cost per insertion) in the Asia-
Pacific region. There are over 400 newspapers and other publications in Vietham, but
few have nationwide circulation. Among the more popular publications are “Thanh Nien”
(Young Adult), “Nhan Dan” (The People), “Tuoi Tre” (Youth), “Saigon Giai Phong”
(Saigon Liberation) and “Lao Dong” (Labor). Within the past year, several international
quality publications have begun circulation, including "Nha Dep" (Beautiful Home), "Dinh
Cao" (Sports & Fitness), "M" (Fashion) and "Phu Nu The Gioi" (Woman's World), Gia
Dinh & Tiep Thi (Family & Marketing). These latest publications are setting new
standards for the quality of publishing in Vietnam. English newspapers and publications
include the Saigon Times Daily, Vietham News, Vietnam Economic Times, and Vietham
Investment Review.

Outdoor Advertising: Outdoor advertising ranges from billboards and signboards to
public transport, building walls, bus stations, and wash and service stations, among
others. Many placements are illegal, so firms should confirm that the advertising agency
has proper permits to lease the space.

Under Decree 24, large outdoor advertising billboards that are not suitable to urban
planning, social safety, aesthetics and the environment will be restricted in urban areas.
For example, billboard advertising in Ho Chi Minh City is restricted to the vicinity of the
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airport. Advertising on articles such as umbrellas, scooters, booths and roofs does not
require a permit; however, it must comply with advertising regulations.

Radio: Radio advertising is not yet widely used for product promotion, but radio ad
volume is growing. This is largely due to improvements in programming, such as the
inclusion of English lessons and international music along with the standard selection of
Vietnamese pop music, which in turn increases the appeal of radio programs to
advertisers. Today, the audience represents a cross-section of the population with
increasing buying power. There are three major stations and one national broadcaster,
Voice of Vietham (VOV). The cost per thousand listeners is very inexpensive. Although
radio has not been so popular as TV and print, radio ad expenditures have doubled over
the past few years and are expected to rocket, once more and more vehicles hit
Vietnam’s congested roads.

Trade Fairs: Trade fairs are numerous and cover a broad range of sectors, but generally
do not provide venues of an international standard for product promotion. Many are co-
sponsored by Government ministries, SOEs, and industry associations. Common
venues are the Giang Vo Exhibition Center, the Viet-Xo Cultural House, and the Army
Guest House in Hanoi. In Ho Chi Minh City, the Reunification Palace, international
hotels and Ho Chi Minh City International Exhibition and Convention Center are the
common locations. Booth rentals at many shows average around US $100/m2.

Pricing Return to top

The overriding factor in pricing for the Vietham market is the low level of per capita
income. While consumers want quality and understand that quality comes at a premium,
most buying decisions are highly price-sensitive.

Imported products generally begin with higher production costs reflected in the invoice,
and then must incorporate the following elements into the pricing structure:

¢ Import agent fees (typically 1 to 2 percent of the invoice)

e Customs duty. As of a result of the implementation of the U.S. — Vietnam BTA, the
Government of Vietnam has granted permanent Normal Trade Relations (NTR) duty
rates to goods of U.S. origin. While these are the lowest tariffs levied, they still may
be as much as 50 percent on nonagricultural products

e Value-added tax (VAT) in the range of 5 to 10 percent is levied on the landed cost
when the goods change title

Typical markups for fast-moving consumer goods range from 10 to 15 percent at the
distributor level (assuming a fairly high level of distributor service), and retail markups
are also in the same neighborhood.

Price plays an important role in the consumer's perception of the product. Although
Vietnamese consumers expect to pay a premium for a foreign label or brand, in practice,
the actual number of consumers who are willing to pay the higher price is limited. Most
Vietnamese buyers are very price-sensitive, as one would expect given the low per
capita income. With the abundance of less expensive products in the form of smuggled
or counterfeit goods and “copycat”’ brands, competition is keen. Market analysts agree
that one exception to this generalization is consumer durables. Many Vietnamese view
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the purchase of big-ticket consumer items as both a status symbol and an investment.
Therefore, they want to buy the best in terms of quality and durability.

Practical Considerations:

o Import taxes, value-added tax (VAT), special consumption taxes, customs service
fees, and delivery delays can quickly price products out of the market or cut margins.
The fragmented distribution system creates multiple layers of wholesalers, dealers
and vendors, with markups at each stage. Moreover, foreign suppliers are often
frustrated by their inability to maintain control over the product's pricing. Random
and frequent price fluctuations are common, as many local distributors and
wholesalers under-cut prices to achieve a faster turnover or withhold goods to prop
up prices.

¢ One important pricing cycle to note is linked to the Christmas Holiday and the Lunar
New Year celebration (several days between late January and mid February,
depending on the year). As there is a flurry of buying in the few months preceding
these holidays and little activity immediately afterwards, price hikes and reductions
follow accordingly.

o While individual incomes are rather low, purchasing power may be higher than
expected as a result of the extended family organization, which is still quite common
in cities (and nearly universal in the countryside). Unmarried adult children
commonly live with parents, as do the eldest son and his family. Thus, several wage
earners can pool earnings within a household. Similarly, less income is spent on
housing per person, and unmarried adult children in particular may be able to spend
a large percentage of their income on discretionary purchases. For larger items
such as consumer durables, relatives may pool funds to provide one another low-
interest or interest-free loans in rotation.

Sales Service/Customer Support Return to top

After-sales service and customer support are important components of a sale, as they
can distinguish a company from its competitors. Purchasers of foreign products will
expect access to a supplier in country, rather than from a regional base. This will be
especially true for state-owned enterprises (SOE's). Foreign firms may need to
emphasize customer service training for the front-line local staff, as well as technical
training for technicians.

Warranties are also an effective marketing tool to assure customers that they are buying
a genuine, high quality product. After-sales service is viewed as part of marketing and
distribution. Foreign (offshore) suppliers are not permitted to provide direct sales service
and customer support unless they have a licensed foreign investment project in Vietnam.
Otherwise, a Vietnamese company must provide these services.
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Protecting Your Intellectual Property Return to top

Vietnam is a member of the World Intellectual Property Organization (WIPO) and is a
signatory to the Paris Convention for the Protection of Industrial Property. It has acceded
to the Patent Cooperation Treaty and the Madrid Agreement Concerning the
International Registration of Marks, and in 2004 joined the Berne Convention. Vietnam is
working to devise a system of protecting intellectual property rights (IPR) consistent with
the WTO TRIP’s agreement, and has made related commitments under the U.S -
Vietnam Bilateral Trade Agreement (BTA). Vis-a-vis TRIPS standards, Vietnam sitill
lacks regulations on the protection of encrypted program-carrying satellite signals.

While significant progress on the legal regime for protecting IPR has taken place in
recent years, enforcement of IPR remains woefully inadequate at the street and market
level, at least with regard to music, motion picture, software and trademark violations.
Most of major cities in Vietnam are rife with music CD, VCD, and DVD shops, with 99
percent of the product on sale pirated. A wide variety of consumer products bearing false
or misleading labels are also readily available in the markets, as are counterfeit labels
themselves. Local police authorities often are slow to act on court decisions. Violators
sometimes negotiate with plaintiffs demanding payoffs to stop producing pirated
material.

There are several enforcement agencies involved in and vested with authority to address
IPR infringement issues. These include the Ministry of Science and Technology
Inspectorate, the Ministry of Culture and Information Inspectorate, the Ministry of Trade
Market Management Bureau, the Ministry of Public Security Economic Police, the
Ministry of Finance Customs Office and the People’s Court (Civil Court). As a result,
there are no clear-cut lines of responsibility among these agencies. Generally, sending
warning letters to ‘infringers’ or bringing civil actions to the courts has not been very
effective. Warning letters that are not accompanied by a decision of infringement from
the National Office of Intellectual Property (NOIP) are often ignored and court actions
are lengthy and relatively costly. Viethamese courts do not have detailed intellectual
property regulations or settled procedures for dealing with intellectual property cases
and their knowledge and experience in this field is still limited. Administrative
enforcement has been the most effective approach and is recommended as the first step
for dealing with infringement cases in Vietnam.

Foreign firms, which have attempted to work with Viethamese authorities to enforce IPR
regulations at the street level, have reported mixed success. A number of U.S consumer
goods manufacturers audit black market and pirated product in the marketplace and
attempt to counter it with campaigns of education and incentives.

Due Diligence Return to top

Any firm establishing new business ventures in Vietnam should develop business
relationships in a positive, but cautious manner. It is imperative that relationship building
include adequate due diligence prior to entering into contracts or other commercial
arrangements. The overall mentality of the local business sector is oriented toward
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making money quickly, by any means. The concept of building businesses and business
relationships in order to profit in the future is not wide-spread (although one may hear
quite a bit of rhetoric about the need for the foreign party to make a long-term
commitment). Thus, extra care must be taken to check the bona fides of every
business, be it agent or customer, before entering into a business arrangement.

The best way to check the quality of the business and its management staff is to request
a list of customers and suppliers that are currently transacting business with the entity.
One must make the effort to contact a number of references, in order to verify the validity
and integrity of the business. The more references of foreign suppliers and/or
customers, the better chances a U.S. partner has in validating a potential partner’s
credibility.

This is especially true for consultants, whether local or foreign. These firms should be
able to supply a list of satisfied customers. There have been many cases of consulting
firms that have failed to perform in this market. Ensuring that the firm has actually
completed several successful transactions on behalf of foreign clients can eliminate
these types of situations.

One of the most challenging aspects of developing partnerships in Vietnam is verifying
the bona fides of prospective partners. As noted elsewhere, very few firms in Vietham
are audited to international standards. This may change as certain joint-stock
companies submit themselves to more rigorous audits with a view to listing on Vietnam's
infant stock exchange. Private firms may prefer not to disclose assets and funding
sources (let alone liabilities), while information on SOE’s may be considered sensitive by
the authorities. There are no commercial credit information services in Vietnam, and
banks generally will not divulge to third parties information about the financial status or
history of their clients. Faced with such challenges, many foreign parties simply request
international law firms to investigate prospective local partners. In general, the following
resources are available:

Online company information: Information on a number of companies is available from:

e People's Committees: Local municipal governments have information from filings of
local corporations. While this is not generally available to the public, authorities do
recognize that certain professionals such as attorneys have a legitimate need for
such information and may share it with them.

o News media databases: A certain amount of information may be obtained from
databases (increasingly issued in CD-ROM form) of leading English language
periodicals such as the Viet Nam News (http://viethamnews.vnagency.com.vn), the
Vietnam Investment Review (www.vir.com.vn) and Vietnam Economic Times
(www.vneconomy.com.vn). This may be particularly helpful in determining whether
negative information on a company has been published.

Local Professional Services Return to top

Foreign Law Firms: As Vietnamese law firms still generally lack expertise in commercial
and international law, foreign investors should consider using the services of a foreign
law firm in Vietnam. At present, registered branch offices of foreign law firms in Vietnam
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are only permitted to advise on foreign or international law and are prohibited from
advising on Vietnamese law. Most foreign law firms employ unlicensed Vietnamese law
graduates and retain the services of a Viethamese law firm when necessary, thereby
providing a broad range of services to their international clients.

Branches of U.S. law firms in Vietham can employ fully licensed Vietnamese lawyers in
accordance with the commitments stated in the U.S.—Vietnam BTA. The BTA allows
U.S. law firms to operate in Vietnam by establishing branch offices, U.S.-owned law
firms or joint ventures with Viethamese partners. They are still not permitted to
participate directly in legal proceedings as barristers or representatives of their clients
before the courts, however.

The U.S. Commercial Service Offices in the U.S. Embassy in Hanoi and in Ho Chi Minh
City maintain a list of foreign law firms with offices in Vietnam for reference purposes.

Vietnamese Law Firms: The services of local law firms encompass investment law and
consulting services. Services range from preparing applications for representative
offices, trademark registration, and feasibility studies to conducting market research and
identifying investment opportunities. As many of these firms have ties to a particular
ministry or Government agency, they may be well connected with key decision-makers
and can facilitate access to officials, provide insight regarding Government policy, and
advise on negotiation techniques. By the same token, however, conflicts of interest may
also arise in such circumstances.

Practical Considerations: It is important that investors verify the qualifications of a lawyer
(both local and foreign), including references, before contracting his or her services.
Many foreign investors have hired Vietnamese consultants to prepare feasibility or
market studies. It is also common for the ministry with oversight responsibility to
recommend an affiliated consulting company to work with the foreign investor.

Consulting Services: Both internationally recognized and local consulting and advising
services are available in Vietham. As the economy develops and market opportunities
expand, availability of such services will continue to broaden. Such entities can provide
invaluable assistance in performing market research and providing guidance to firms

Web Resources Return to top

U.S. Foreign Commercial Service — Vietnam: http://www.buyusa.gov/vietham/en/
Trade in Vietnam: www.tradeinvietham.com

Vietnam Information Services: www.intellasia.com

Mekong Research: www.mekongsources.com

Business Collaboration Services: www.bvom.com

Vietnam National Newspaper: http://viethamnews.vnagency.com.vn

Vietnam Investment Review: http://www.vir.com.vn/Client/VIR/Default.asp
Vietnam Economy: www.vneconomy.com.vn
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Chapter 4: Leading Sectors for U.S. Export and Investment

e Agricultural Sector

Commercial Sectors

Power Generation, Transmission and Distribution
Telecommunications Equipment and Services

Oil and Gas Machinery and Services

Computer Hardware and Software Services

Airport and Ground Support Equipment, Air Traffic Control Systems
Environmental and Pollution Control Equipment

Medical Equipment

Safety and Security Equipment

Education and Training Services

Franchising

1. Power Generation, Transmission and Distrubution

Overview Return to top
2004 2005 2006
(Actual) (Actual) (Estimates)

Total Market Size 1,367 1,866 2,185
(Excluding IPPs)

Total Local Production 341 485 775
Total Exports N/A N/A N/A
Total Imports 1,026 1,381 1,410
Imports from the U.S. 54 70 73

Note:

* Figures are in U.S. $

* The total market size for equipment and services is based on EVN and World Bank’s
(WB) statistics and estimates.

* Other statistics are unofficial estimates

* Total Market equals Imports Plus Local Production minus Exports

Industry Organization: The electric power sector represents one of the most promising
areas for U.S. commercial prospects in the Vietnamese market. Currently Electricity of
Vietnam (EVN), a state owned enterprise with more than 50 subsidiaries under the
Ministry of Industry (MOI), holds a monopoly in electricity generation, transmission and
distribution.
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Fifth and Sixth Power Development Master Plans: To manage the development of the
electric power sector, the Vietnamese government uses Power Development Master
Plans, which forecast power demand growth and map out the overall development of the
power industry in ten-year periods. The current master plan, the Fifth Power
Development Master Plan, approved by the Prime Minister in June 2001 with two
revisions in March 2003 and October 2004, has become outdated and a new master
plan will be required for the period between 2006 and 2015. In early 2006, the Sixth
Master Plan was completed by the Institute of Energy, a subsidiary of EVN, under the
guidance of MOI and was submitted to MOI for appraisal before approval by the Prime
Minister (PM); final approval is expected in early 2007.

Electricity Demand: The demand for electricity grew by 15% per annum over the period
1995 to 2005. According to the draft Sixth Master Plan, this growth is expected to reach
16% in the period 2006 through 2010 (see figure 1). This soaring demand is attributed
to both increasing industrial and residential use. Many power shortages are expected
during this period if measures are not taken to increase the power supply accordingly.
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Figure 1 — Electricity Production and Sales Forecast by 2025 (Source: Draft Sixth Master Plan —
EVN, October 2006)

Electricity Supply: At the end of 2005, Vietnam’s total generation capacity was 11,360
MW of which EVN'’s facilities accounted for about 81%. The remainder was under the
control of other local and foreign Independent Power Producers (IPPs). The current
power generation system relies mainly on thermal gas power (39%) and hydropower
(37%) while thermal coal power, which currently accounts for 13%, will play an
increasingly important role in the medium and long term.
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TYPE NUMBER | CAPACITY | %TOTAL
Of PPs (MW)
HYDRO 12 4,227 37.21
COAL 5 1,495 13.16
GAS 4 4,450 39.17
oIL 3 573 5.04
Diesel NA 615 5.41
TOTAL 24 11,360 100.00

Figure 2 - Composition of Power Generation Capacity in 2005 (Source: EVN, October 2006)

According to the Sixth Master Plan, it is estimated that an additional yearly capacity of
2,700 MW will be required between 2006 and 2010 to meet the rapidly growing demand
for power. Figures 3 and 4 provide more details about the projected expansion of the
power generation system in Vietnam.

Generating
Capacity
(MW)

06-10 11-15 16-20 21-25 Period (Year)

Figure 3 — Additional Average Generating Capacity Required Per Year Forecast Over Every Five-
Year Period by 2025 (Source: Draft Sixth Master Plan and Dau Tu, June 12, 06)
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Figure 4 — Electricity Production and Sales Forecast by 2025
(Source: Draft Sixth Master Plan — EVN, October 2006)
Transmission and Distribution Systems: As of October 2006, the rural electrification rate
in Vietham was 91.53% and is expected to reach nearly 100% by 2020. The following
charts show the current transmission system as well as its projected development by
2025.
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Figure 5 — Projected Expansion of the Power Transmission System by 2025 (Source: Draft Sixth
Master Plan — EVN, October 2006)
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Figure 6 — Projected Expansion of the Power Transmission System by 2025 (Source: Draft Sixth
Master Plan — EVN, October 2006)

In addition to the transmission system, Vietnam currently operates a power distribution
system of about 115,659 km of 6kV, 10kV, 15kV, 22kV and 35kV lines with a total
capacity of 3,662 MVA and 109,199 km of 220V lines with a total capacity of
32,061MVA. The rapid development of the power generation and transmission systems
will require a respective expansion of the distribution system.

Investment Requirements: Over the period of 2006 to 2010, an investment of over $16
billion, including investment in IPP projects, will be needed for the development of new
transmission and distribution systems, as well as about 44 new power generation
projects. Sources of finance for this development are expected to come from EVN'’s
funds (self-financing), Official Development Assistance (ODA) loans, Vietnam’s
Development Assistance Fund (DAF), commercial loans and foreign export credit, as
well as IPP developers (private sector). The following chart depicts EVN’s projected
investment in the power sector over 2006 — 2010.
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Independent Power Projects (IPPs): As EVN'’s self finance and other sources of
financing can only meet about 66% of the total investment requirements, IPPs are
expected to carry a large portion of the investment in the power generation sector,
including those to be developed by foreign investors. In 2005, the Ministry of Industry,
which is the Government agency responsible for planning, executing bidding, and
contracting procedures for large IPPs, introduced a list of 15 IPP projects with a
combined capacity of 11,818 MW open for foreign investment. To date, a considerable
number of foreign investors have shown keen interest in developing IPP projects in
Vietnam, yet few projects have been realized due to obstacles including legal and
regulatory issues, low electricity purchase prices by EVN, a lack of a transparent and
competitive market as well as poor coordination among related Government agencies.
In recognition of these deterrents, MOI has taken radical measures in an effort to
facilitate IPP development, including signing a financial advisory agreement in August
2006 with the International Finance Corporation (IFC). The major goal of this agreement
is to increase private participation in the power sector through open competitive bidding.
In particular, MOI and IFC expect to raise electricity purchased from IPPs from 14% of
the total electricity output in 2005 to 33% by 2010.

Electricity Retail Price: The Government strictly regulates electricity retail prices, with
adjustments recommended by MOI and requiring approval by the Prime Minister. A
unified tariff is applicable across the country and is considered rather low in comparison
with other regional countries. Both average urban and rural residential rates are cross-
subsidized by higher rates for industry, commerce, and foreign consumers. To attract
more investment from the private sector in developing IPP projects, MOl and EVN have
been working on a three-phase roadmap over the period 2006 —2010 for price increases
and gradual elimination of the Government’s control. It is expected that an increase in
electricity retail price will be implemented in 2007 according to the roadmap.

Establishment of Competitive Power Market: In 2004, the Viethamese National
Assembly passed the new Electricity Law that outlines the development of a competitive
electricity market in three phases: the first phase focuses on creating competition in
power generation, the second phase introduces competition for bulk supply of electricity,
including supplying directly to major industrial customers, and the final phase involves
competition at the retail level. MOI anticipates that this market restructuring process
may take as long as 20 years.

Industry Restructuring: One of the many key transitional steps towards a competitive
electricity market is the restructuring of EVN, a state owned monopoly with many wholly
owned subsidiaries, into shareholding companies with different types of shareholders
including local and foreign private investors. This restructuring aims to create a more
market-oriented business model not as closely tied to Government. The enterprise
reform involves splitting various subsidiary entities away from EVN to form new
shareholding companies.

Best Products/Services Return to top
The power generation market may be divided into five main segments:

¢ Consulting and engineering services, including project management

e Installation and construction services

e Machinery, equipment and materials
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Supply of equipment, spare parts, materials, consumables, and overhaul and
maintenance services (aftermarket)
Investment in new IPP power projects in the form of BOT, BT, BTO and JV

The power transmission and distribution market may be divided into four main areas:

Consulting and engineering services, project management

Installation and construction services

High, medium, and low voltage electrical equipment for the national grid

Medium and low voltage electrical equipment for industrial, institutional and
household users

American companies will find significant business opportunities in the above market
segments.

Opportunities Return to top

Sales opportunities exist in 44 ongoing and upcoming power generation projects (a
specific list of these projects can be provided on request).

Investment opportunities in more than 15 IPP projects as proposed by M)l (a specific
list of these projects can be provided on request).

$327.8 million Second Transmission and Distribution Project Il funded by the World
Bank ($200 million) and the Vietnamese Government was approved in July 2005 and
is to be completed in December 2010. (For more information, please Vvisit:
www.worldbank.org.am/external/default/main?pagePK=64027221&piPK=64027220&
theSitePK=301579&menuPK=301612&Projectid=P084871)

$380 million Northern Rural Power Project funded by ADB ($120 million), AFD (EUR
40 million) and the Vietnamese Government ($103 million). This project was
approved in August 2005 and is to be completed in June 2009. (For more
information, please visit: www.adb.org/Documents/Profiles/LOAN/32273013.ASP)

Other EVN funded power transmission and distribution projects. Information
available upon request.

Resources Return to top

For more information, please contact the following addresses or visit the following
websites:

Nguyen Dzung, Commercial Specialist
U.S. Commercial Service
U.S. Embassy in Hanoi
E-mail: nguyen.dzung@mail.doc.gov

Le Son, Commercial Specialist
U.S. Commercial Service
U.S. Consulate General in Ho Chi Minh City
E-mail: Le.Son@mail.doc.gov
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U.S. Commercial Service: www.buyusa.gov/vietham
Electricity of Vietnam Corporation: www.evn.com.vn
Ministry of Industry: www.moi.gov.vn

Asian Development Bank: www.adb.org

World Bank: www.worldbank.org

2. Telecommunication Equipment and Services

Overview Return to top
Telecommunications Equipment 2005 2006 2007
(actual) | (estimated) | (estimated)
Total Market Size 1,155 1,650 2,060
Total Local Production 453 589 735
Total Exports 21 24 30
Total Imports 854 1,085 1350
Imports from the U.S. 97 135 170
Telecommunications Services 2005 2006 2007
(actual) (estimated) | (estimated)
Total Market Size 2,197 2,571 3,200
Total Local Production 2,282 2,669 3,300
Total Exports 228 285 355
Total Imports 144 187 230
Imports from the U.S. 56 73 90

The above statistics are in million $and are unofficial estimates.

Vietnam has become a promising destination for investors in the Information and
Communication Technology (ICT) industries. Vietnam is putting considerable effort into
modernizing and expanding its telecommunications systems, although its performance
continues to lag behind that of its neighbors in the region. The telecommunications
industry continues to be among the top priorities for development by the Government of
Vietnam.

Annual growth in the telecommunications sector is running approximately 25%. In the
period 2005-2006, Vietham’s ICT growth rate has been double the average in the Asia
region and triple the world average expansion rate. In the first 9 months of 2006 alone,
the number of new phone subscribers in Vietham was double the total number of
subscribers for the period 1975-2000.

In Vietnam’s “Strategy for Development of ICT Industries to 2010 with Orientation to
20207 it is predicted that by 2010 Vietnam’s ICT industries will achieve an annual growth
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rate of 20-25% and annual revenue of $6-7 billion, and new telecom entrants (non-VNPT
— the dominant stated-owned provider) will achieve a 40-50% market share.

Such new technologies as 3G, 4G, WiMax, mobile TV, and NGN will be promoted in
Vietnam and become major trends in the development of Vietham'’s telecommunications
industry. With decreasing prices and increasing investment, the business environment
has and will continue to become more competitive. Foreign telecom companies will
initially be invited to enter the market by participating in the equitization/privatization of
State-owned enterprises (SOEs).

In the past, Vietham’s telecommunications industry was partially opened to foreign
telecommunication companies, but mainly as suppliers of equipment and finance in the
building of network infrastructure for transfer to Vietnamese local operators. However,
with Vietnam’s accession to the WTO, limitations on foreign companies providing
telecommunications services will be relaxed, resulting in increased competition.

Some bumps in the road affecting the development of Vietnam’s telecommunications
industry could result from excessively rapid growth, price competition, problems with
network connectivity and indifference to the fixed telephone market.

Best Prospects/Services Return to top
American suppliers should find excellent opportunities in almost every sub-sector, from
equipment for telecom infrastructure to value-added services.

Telecommunication Carriers Return to top

At present there are six telecommunications infrastructure operators in Vietnam, of
which two are regional with geographical restrictions on their operations and another
with only the ability to provide maritime communication services. Almost all Viethamese
telecommunication companies are state-owned enterprises with minor private
investment, and there is cross ownership among carriers. Vietham Post and Telematics
(VNPT) is a major SOE operating in almost all telecommunications fields except for
maritime telecommunications, and holds approximately 94% of the market. Viettel is
under the Ministry of Defense, and provides fixed line, long distance and IP-based
telecommunications services as well as lease lines, and mobile communications. EVN
Telecom, wholly owned by the State-run Electricity of Vietnam Group, also provides
fixed line, long distance and IP-based telecommunications services, lease lines, and
mobile communications. Vishipel is a 100% owned subsidiary of Vietnam Maritime
Corporation that provides marine communications services. SPT is the first enterprise to
be equitized with a number of large shareholders including VNPT, which holds 18% of
the total shares. Hanoi Telecom is the first telecom carrier with private investment, and
this company provides services for fixed lines limited to Hanoi areas only and long
distance and IP-based telecommunications, lease lines, and mobile communications.
Among the licensed telecom operators, VNPT is still the dominant player accounting for
94% of fixed telephone market share and 72% of cell phone market share.

Fixed Telephone Networks Return to top

According to the Ministry of Post and Telematics of Vietham (MPT), as of September
2006, Vietnam had about 22.2 million phone subscribers, with a telephone density of
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26.43 lines per 100 inhabitants. Telephone access is currently available to all
communities nationwide.

Cell Phone Networks Return to top

2006 marked outstanding growth in Vietnam’s telecommunications industry, especially
the cell phone sector. The cell phone market has seen markedly lower phone charges
and higher service quality over the past two years.

Figures for subscribers nationwide provided by a top VNPT executive show 2.7, 4.5 and
8.7 million people subscribing in 2003, 2004, and 2005 respectively. Estimates put the
number of cell phone subscribers in 2006 at 16 million. In 2006, cell phone subscribers
accounted for 61% of total phone subscribers. Predictions are that the number of cell
phone subscribers will hit 20 million and 25 million in 2008 and 2010 respectively, with a
phone density of 42 lines/100 inhabitants; of which 2/3 will be cell phone subscribers.

The market in Vietham is currently divided among five cell phone network operators, with
one new entrant planning to launch service soon. Investments by the major cell phone
networks are: Vinaphone ($130 million), Mobifone ($456 million), S-Phone ($230
million), EVN Telecom ($630 million), and Hanoi Telecom ($656 million). The market is
dominated by the three top carriers: Vinaphone (by GPC of VNPT), Mobifone (by VMS of
VNPT), and Viettel Mobile, with approximately 4, 4.7, and 2.5 million subscribers
respectively. S-Fone (an SPT venture with a Korean consortium) has only 4.24%
market share. EVN Telecom just launched CDMA service this year, so it has a modest
market share of several hundred thousand subscribers only. Hanoi Telecom will be the
first to apply 3G technologies in Vietham. This is a project between Hanoi Telecom and
Hutchison Telecommunications on a CDMA2000 3G mobile network valued at $655.9
million for a period of 15 years. Hanoi Telecom is under intensive preparation for the
new CDMA mobile phone network.

It is anticipated that EVN Telecom and Hanoi Telecom will bring a new breath to
Vietnam’s telecommunications market, though these two new cell phone carriers have
not created any remarkable changes, except the action balancing the number of carriers
using two different GSM and CDMA technologies, i.e. three licensed mobile network
operators are running or will operate GSM mobile networks operators and three run
CDMA mobile networks. Although there are now 3 CDMA networks, their development
is rather weak and the number of subscribers is low. However, EVN Telecom and Hanoi
Telecom use CDMA technology with advanced 3G capabilities (faster than GSM). This
will certainly help them to become top carriers in the future.

Internet Return to top

Apart from the telephone market, the Internet market has also developed rapidly.
Internet has become very popular with the entry of several new Internet Service
Providers (ISP). WiFi is no longer a just a fancy word, with widespread usage and
connectivity. Vietnamese have also become familiar with WiMax, as the Internet is
being popularized nationwide.

As of September 2006, the number of Internet subscribers in Vietham stood at 3.86
million, of which there were 375,000 broadband subscribers; with an estimated 14 million
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people or 16.85% of the population using the Internet regularly, expected to reach 35%
by 2010. At present, the country’s international bandwidth is 3,625 Mbps. Broadband
market demand has increased significantly and has vastly surpassed local Internet
capacity. However, Internet distribution is not uniform with 72.76% of Internet
subscribers in the two cities of Hanoi and HCMC. Seven other cities and provinces
including Hai Phong, Thua Thien-Hue, Quang Nam, Da Nang, Khanh Hoa, and Binh
Duong account for 10.48%, and the remaining 55 provinces account only for 16.76%.

So far, there are 9 Internet service providers in operation with market shares divided as
follows as of September 2006: VNPT/VDC (41.56%), FPT (22.36%), Viettel (16.49%),
EVN Telecom (12.29), SPT (3.94%), Netnam (2.56%), OCI (0.54%), Tienet (0.15%), and
Hanoi Telecom (0.07%).

Satellite Return to top

In May 2006, U.S.-based Lockheed Martin and VNPT held a signing ceremony to award
the U.S. firm a $168 million contract to supply Vietnam's first communications satellite.
Including ground facilities, the total project is expected to cost $230 million. The satellite
will be manufactured in Lockheed's Pennsylvania facility and will be launched in two
years, providing roughly 15 years of service. Vinasat will be a geostationary satellite,
employing eight C-band channels and 12 Ku-band channels to provide broadcast and
telecommunications service (video, data, voice) to the Asia-Pacific region. With the
launch of its first telecom satellite scheduled for 2008, Vietnam expects to save tens of
millions of dollars each year paid by Vietnamese state-owned firms to foreign satellite
operators for use of international channels.

Opportunities Return to top

To meet increasing market demand and increased competition following Vietnam’s
accession to WTO, Vietnamese telecommunication operators need to enhance their
competitiveness by adopting new technologies and enhancing human resource
capabilities. They are seeking considerable transfer of technology and know-how via
foreign involvement in the telecommunication sector, although the market is likely to
open at a gradual pace in line with Vietham’s commitments.

The major buyers for the telecommunication equipment and services are listed below:

Fixed telephone service operators:
e VNPT (Vietnam Posts and Telecommunications Group)
e EVN Telecom (Electricity of Vietnam)
o Viettel (Military Electronics Telecommunications Corporation)
e SPT or Saigon Postel (Saigon Posts and Telecommunications Service
Corporation)
e Hanoi Telecom (Hanoi Telecommunications Company)

International telecommunications service operators:
e VNPT (Vietnam Posts and Telecommunications Group)
e EVN Telecom (Electricity of Vietnam)
o Viettel (Military Electronics Telecommunications Corporation)

Long distant and international telephone service based on IP protocol operators:
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VNPT (Vietnam Posts and Telecommunications Group)

EVN Telecom (Electricity of Vietnam)

Viettel (Military Electronics Telecommunications Corporation)

SPT or Saigon Postel (Saigon Posts and Telecommunications Service
Corporation)

Hanoi Telecom (Hanoi Telecommunications Company)

Vietnam Maritime Communications and Electronics Company (Vishipel)

Mobile communications service operators:
o VNPT (Vietnam Posts and Telecommunications Group)
o Viettel (Military Electronics Telecommunications Corporation)
e SPT or Saigon Postel (Saigon Posts and Telecommunications Service
Corporation)
¢ Hanoi Telecom (Hanoi Telecommunications Company)

Internet services providers:

VNPT (Vietnam Posts and Telecommunications Group)

FPT (FPT Group)

Viettel (Military Electronics Telecommunications Corporation)
EVN Telecom (Electricity of Vietnam)

Hanoi Telecom (Hanoi Telecommunications Company)

SPT or Saigon Postel (Saigon Posts and Telecommunications Service
Corporation)

OCI (One-Connection Internet Service Joint Stock Company)
Tienet (TIE/Trade Import Export Company)

e Netnam Company (Netnam)

Resources Return to top

For more information, please contact the following addresses or visit the following
websites:

e Nguyen Dzung, Commercial Specialist
U.S. Commercial Service
U.S. Embassy in Hanoi
E-mail: nguyen.dzung@mail.doc.gov

e Nguyen Hoa, Commercial Specialist
U.S. Commercial Service
U.S. Consulate General in Ho Chi Minh City
E-mail: nguyen.hoa@mail.doc.gov

U.S. Commercial Service: www.buyusa.gov/vietham

Vietnam’s Ministry of Posts and Telematics: www.mpt.gov.vn/

Vietnam Post & Telecommunications Group: www.vnpt.com.vn/

Return to the Table of Contents
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3. Oil and Gas Equipment and Services

Overview Return to top

Oil and Gas Field Machinery and 2005 2006 2007
Services (actual) (estimated) | (estimated)
Total Market Size 1,025 1,160 1,350
Total Local Production 475 555 650
Total Exports 0 0

Total Imports 550 605 700
Imports from the U.S. 160 175 200

The above statistics are in $ millions and are unofficial estimates.

Vietnam’s oil and gas industry is currently the country's biggest foreign currency earner
and a major procurer of imported technology. Since the first export shipment in April
1987, crude oil has earned over $17 billion for Vietnam’s economy. The oil and gas
industry contributes 1 billion USD to Vietham’s State budget every year. The rapid
expansion of Vietnam’'s economy has fueled a surging demand for energy, which is
projected to grow at the rate of over 10% annually. To meet this need, the Government
of Vietnam is encouraging investment from both domestic and foreign sources in
offshore oil and gas exploration and production. It is estimated that an investment of
about $11 billion will be required for the development of offshore activities during the
period 2001- 2010.

Vietnam is ranked third in the Southeast Asian region and 31st in the world in terms of
crude oil and gas output. Among the 50 field structures that proven oil and gas reserves,
20 commercial fields have been developed. In 2005, Vietham exploited more than 20
million tons of crude oil and over 6 billion m® gas, exported 19.5 million tons valued at $6
billion that accounted for 25% of Vietnam’s exports. It is forecasted that in 2006 Vietham
will exploit 20 million tons of crude oil and 7.5 billion m* gas.

Best Prospects/Services Return to top

Vietnam’s expanding offshore exploration and production has created a steadily growing
market for offshore oil and gas equipment and services, which is estimated at $1.2 billion
in 2006. American equipment and services have captured about 15% of the market and
this share is expected to expand over the next few years. In the local market, American
companies are well-known as the world leaders for advanced technologies, quality, and
in-depth experience in the offshore oil and gas sector. U.S. firms are currently the most
successful in the oil and gas sector in the country.

In general, U.S. suppliers of oil and gas equipment and services are quite competitive in
the upstream and midstream sub-sectors where advanced technologies and reliability
are strict requirements. Sales opportunities are promising in the following areas:

e 3-D Seismic Survey Equipment
e Blowout Preventers

5/7/2007 37



Buildings

Chemicals

Computer and Wireless Technologies
Corrosion and Abrasion Control

Cranes, Hoists, and Winches

Deep-Sea Drilling Services

Enhanced Recovery Equipment Services
Fishing Tools

Instruments and Control Systems
Logging and Formation Evaluation
Marine Equipment and Services
Offshore Engineering & Design Services
Offshore Platforms (Fixed and Floating)
Offshore technology licensing
Perforating and Testing Services
Pollution, Oil Spill Control, and Environmental
Power Supply, Engines, and Turbines
Process Equipment

Production Equipment and Services
Project management services

Pumps and Compressors

Ropes, Wire Ropes, and Chains

Rubber Products

Software Engineering Services & Equipment
Tools

Tubulars and Piping

Valves and Actuators

Wellhead Assemblies
Well-Completion Equipment & Services

Opportunities Return to top

American companies will find significant opportunities for exporting their equipment and
services to Vietham in more than 25 ongoing offshore oil and gas exploration and
production projects, as well as several gas pipeline projects. The number of projects is
likely to increase substantially over the next few years as PV awards new oil and gas
blocks to foreign oil and gas companies.

Resources Return to top

For more information, please contact the following addresses or visit the following
websites:

e Nguyen Dzung, Commercial Specialist

U.S. Embassy in Hanoi
E-mail: Nguyen.Dzung@mail.doc.gov
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e Le Son, Commercial Specialist
U.S. Consulate General in Ho Chi Minh City
E-mail: Le.Son@mail.doc.gov

¢ Vietnam Oil and Gas Group (PetroVietnam)
22 Ngo Quyen Street
Hoan Kiem District, Hanoi, Vietham
Tel: 84-4-825-2526
Fax: 84-4-826-5942

U.S. Commercial Service: www.buyusa.gov/vietnam

PetroVietnam: www.petrovietham.com.vn

Petrolimex: www.petrolimex.com.vn

(Note: The largest trade show in the oil and gas industry in Vietnam is the Vietnam Oil &
Gas Expo. This show is held every two years. Since 1992, Vietnam Oil & Gas expo has
been the premier international exhibition with over 8,000 professional visitors at each

event. The last expo, held from October 12-14 2006, in HCMC. The next trade show will
be held in 2008).

4. Computer Hardware and Software Services

Overview Return to top

IT Market in Total

2004 2005 2006 (estimated)
Total Market Size 685 828 1,002
Computer Hardware

2004 2005 2006 (estimated)
Total Market Size 545 630 722
Total Local Production 98 115 134
Total Exports 15 18 19
Total Imports 462 533 607
Imports from the U.S. 45 55 74
Computer Software &
Services

2004 2005 2006 (estimated)
Total Market Size 140 198 280
Total Local Production N/A N/A N/A
Total Exports N/A N/A N/A
Total Imports N/A N/A N/A
Imports from the U.S. 19 23 31

* The above statistics are in $ millions and are unofficial estimates
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The information technology industry represents one of Vietnam’s fastest growing
sectors. A recently published market study by a major private-sector research
organization suggested that during the period 2004-2008, Vietnam’s spending on this
sector will rank among the top ten in the world. The Government of Vietham has
articulated its commitment to boosting the development of the Information and
Communications Technology (ICT) industry, particularly in software production, Internet
infrastructure, IT education promotion, and other forms of human capital development.

Vietnam's Information Technology (IT) industry recorded sales of $828 million in 2005,
and is expected to reach $1,002 million in 2006 with rapid growth continuing through
2007 and beyond. Surveys conducted by international firms and local industry
associations show Vietnam's IT sector growing from 20 to 25 percent annually in the
coming years.

Sales in Vietnam’s ICT sector have been dominated by hardware, which have accounted
for approximately 80 percent of total IT spending during the past five years. This focus
on hardware reflects, in large part, the widespread piracy of software and lack of
effective protection of intellectual property in Vietham. Estimates of the rate of pirated
software in use in Vietnam range from 94 - 99 percent.

Vietnam’s imports of computer hardware and peripherals totaled $533 million in 2005,
out of total market sales worth $630 million. In 2006, sales of computers and peripherals
are expected to reach $722 million, of which about $607 million will be imported.
Vietnam’s IT market is still concentrated in two maijor cities: Ho Chi Minh City (HCMC)
and surrounding provinces and cities, which accounts for approximately 60 percent of all
sales, and Hanoi, which accounts for about 30 percent of the market.

Internet related service providers represent another fast-growing industry sector for IT
equipment, software, and service suppliers. To date, six Internet exchange access
service providers (IXP), 17 Internet service providers (ISPs), and 15 On-line service
providers (OSPs) have been licensed. As of September 2006, Vietnam had 3,860,264
Internet subscribers with 14,006,747 Internet users, equating to 16.85 percent of the
country’s population. Vietnam currently has total international bandwidth of 5,795 Mbps.
These figures will increase rapidly, as there are significant efforts to broaden the
availability of the Internet for public use.

Best Prospects/Services Return to top

U.S. exporters will find Vietnam an attractive market for many IT hardware products,
such as networking equipment and Internet related equipment. Software and services
are also among best prospects for U.S. exporters of information technology, especially
enterprise applications such as Customer Relationship Management (CRM) and
Enterprise Resource Planning (ERP) as Vietham’s new membership in the World Trade
Organization (WTO) furthers its integration into the global economy.

Opportunities Return to top

American IT companies will find growing opportunities for doing business in Vietnam,
particularly in sectors associated with Internet development. Once Viethnam implements
an anticipated “e-transaction” law, e-commerce and other value-added applications and
services over the Internet will drive the demand for the equipment and services needed
to develop and grow the Internet infrastructure and subscriptions. These applications
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