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Viet Nam ‘s Experience with ppp

ppp s lesson in road sector
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*~~ Outline of the Presen

» Status of capital mobilization for
transport infrastructure in Vietnam
» The role of Private Sector in Public
service In transport Infrastructure
»Viet Nam’s Experience with PPP In
Road Sector
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tr'ansport mfrastructure in Vietnam

Investment capital mobilisation

From 2001 — 2008, investment capital for transport
Infrastructure: aprox. 7 bil. USD, in which

- Budget investment: 53,58 %

- Preferable credit: 6,50 %

- Government Bond 27,86 %

- Outside budget 12,06 %
Including

- Roads 88,24 %

- Rail ways 4,99 %

- River ways 1,42 %

- Sea ways 4,73 %

- Air ways 0,62 %
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Investments capital demand

o setrs e e
1 | Roads (NH, 8T, express) 631.811 48.601
( Express ways) 340.000 26.154
2 | Seaways 21.957 1.689
3 | Ral ways 914.563 70.351
(North-South express rail 611.900 47.069
ways)
4 | River ways 24.519 1.886
5 | Airways 104.650 8.050
6 | Urban transport 355.440 27.342
7 | Rural transport 104.256 8.020
Total 2.157.196 165.938
Note: Calculated by 2007 price excluding capital demand for Ho Chi Minh road
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Infrastructure

* The Government of Vietnam has insufficient funds for
Investment to meet the rapidly growing demand for road
Infrastructure that Is planned for the period until 2020

* The Government of Vietnam has embarked upon a programme
of PPP’s

e The implicit objective of mobilising private sector capital as a
means to increase the pace of development of the nation’s
Infrastructure.
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"Financing requirements for Vietnam

Infrastructure (continue)

» State budget contributions are estimated to meet only 35-40
percent of the investment needed and identified funding sources
altogether would cover only 60% of requirements over the
period 2002 and 2020 .

~ This funding gap has lead to the understanding that the private
sector, in partnership with the public sector, might have to play
a larger role in infrastructure financing

» To accommodate the financing gap, a whole new range of
public-private partnerships (PPPs) may have to be established
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possibilities

™

* The domestic commercial banks is limited in both quantity and
quality and Vietnam capital market is underdeveloped.

* This stage, It Is not capable to participate substantially in the
provision of the total amounts necessary, on the terms and
conditions required for the projected future financing road
Infrastructure projects in Vietnam.

* On the international market, the Vietnamese country rating by
the rating agency Standard & Poor is BB.

* So that is not acceptable for the mainstream international
Investors that mostly require a BBB rating minimum and there
IS no immediate availability of substantial long terms funding

for road infrastructure projects in the international bond and
bank market.




* National Capital Market in Vietham

» A low level of capital available for longer term mvestment
purposes.

» Bond and equity markets are still very immature.

~In conclusion that an adequate local funding base for financing
road infrastructure projects for PPP in Vietnam by the national
financial market has still to be developed.

e National Commercial Bank Finance

»The BOT projects presently under construction in the road
sector, bank loans have been provided to a limited extent and
for a limited period, mostly five years and sometimes up to
over thirteen years.

» Equity participation is also taking place but it is limited.




* Investment in Vietnamese PPP's (US$ million)

» Energy, 2715, 68%
» Water and sewage, 213, 5%
» Transport, 115, 3%
» Telecom, 946, 24%

* Prior to 1994 there were no

PPP’s implemented in Vietham

* The Transport Sector has

comprised only 3% of the US$

4 Billion invested in PPP’s up
to the end of 2006

Investment in Vietnamese PPP's (US$ million)
Source: PP| Database, World Bank 2007

Energy, 2715,
68%

Water and / 24%
sewage, 213, Transport, 115,

5% 3%
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lamese experience
with PPP

- BOT with no government support for projects which is
financially feasible.

- BOT with direct government support through capital grant of
less than 40% of total project costs.

- BOT with indirect government support such as granting the
Investor the right to collect toll on an existing adjacent facility;
and development rights in the road corridor. But

and granting
this option is
In the cost of

neing reconsidered because o

and-use-right.

f the intransparency

1
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* The Rach Mieu bridge
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""'Nco 1 (51%), CIENCO 5 and CIENCO 6 assareholders
e Construction officially started in April 2002

* Significant delays in the construction period due to difficulties
by the Investor to mobilise the required capital and lack of local
experiences and expertise with construction of cable stayed
bridges

* The project has had a history of cost escalation. From an
original investment amount of 599.9 billion dongs the price
escalated to 696.5 billion dongs in 2004, prompting the
Government to raise its share of subsidy up to 40% from 25.8%
of the total sum. In 2005 a further escalation of the investment
amount increasing to 988 Billion VND and the State budget
contribution to 60%

» Traffic open In September 2009
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ormiong and Z7. : o
uild - Operate — Transfer (BOT), the Investor is a Special
Purpose Company as joint stock company comprised of the
following shareholders: Ha Noi Construction Corp, the
Construction Investment and Development Co - State Own
Enterprise (SOE), and the Chau Thoi Concrete Company 620,
the Thanh Danh Construction and Trading Company (domestic
private companies), and HCM City Infrastructure Development
Joint-Stock Company.

* The initial project value of 1806 Billion VND was
subsequently increased to 2077 Billion VND US$115 million
due to modified technical standards

e Initial equity was 30% of project value, which was later
reduced to 20%

* The French Bank Societe Generale and Calyon Bank have
granted an US $93 million loan
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““Build- Operate — Transfer, Investor 1S a'$
Company comprised of SOE’s with charter capltal of 5 Trillion
VND. Shareholders comprise

Vietnam Development Bank (VDB) 51%
Bank for Foreign Trade of Vietnam (Vietcombank) 31%

Binh Minh Import Export Production and Joint Stock
(BITEXCO) 9%

Ha Long Production and Development Company (BIM) 9%
The Investment value has escalated dramatically in the course

of project preparation to a current estimate of 24.6 trillion VND
(US$ 1.5 Billion)

The BOT contract have been signed with the temporary Cost
and period

184




viethhamese experieric

with PPP 3

Other PPP options are: BT and Public Asset Lease

All PPP models in road sector are facing the following
problems:

» No standardized contracts and financing structures

» Deficiencies in making use of private sector’s inventiveness
which is an additional objective of PPP to provide value for
money.

* Inexperienced domestic private investors

* The vast majority of Road Sector BOT projects have not had a
true private sector party as the Investor
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* In most cases the investor has been an State Own Enterprise (SOE)
or a Joint Stock Company with majority shareholding by SOEs.

» However, these enterprise shareholders of the Project Company do
operate on a commercial, “for profit” basis

» Most road projects in Vietnam is not recovered from toll collection
(on average <50%) so it requires Government support.

* The toll levels for any BOT are fixed at a maximum of twice the
level of tolls for non-BOT projects

* Toll revenue was low, that could not cover the project cost due to
tariffs which were set by the Government Agency and a mechanism
of adjusting the toll collection period is not clear

* The procurement of BOT contracts is in theory by either competitive
bidding of unsolicited bidding

19




v Equity investors:

- To date Investors have consisted predominantly of the large
Stated Owned Construction companies

- In few projects have included private sector firms. When
private companies have taken an equity stake in a minority
shareholder in a SPV led by a large SOE.

- Foreign investors were identified in only two projects.
* Loan financiers

- Presently road sector PPP projects in Vietnam have utilized
loan finance through a limited number of State-Owned-
commercial banks, but not private commercial banks

- Itis now Important to have private foreign investments not
only for financing purpose but also for the experience and
knowledge

20




* Project implementation cycle time

-Delays in land acquisition caused the land and property market
dramatic increases in project cost from initial budget

- The planned capital of the domestic investor was insufficient
to Implement the project

- Protracted administrative procedures required for negotiation
and award of contracts

- Imprecise definition of the scope of works and lengthy
procedures during implementation for approval of design
changes.
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Lessons from Viethamese road sector
PPP projects

* Project selection process

There Is no clear criteria In selecting PPP projects. Therefore
there Is a need for rigorous process of project identification and
prioritisation.

* Transparency of bidding and negotiation process

- The procurement of BOT contracts Is in theory by either
competitive bidding of unsolicited bidding

- A lot of BOT contract have been renegotiated result in loss of
value to the State

- There i1s no clear criteria for selection of the Investor and there
IS not transparency and competitive bidding process.
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» Cost estimates and price escalation

A recurring feature of the operational PPP’s Is the massive cost
escalation on many of the PPP projects

- Due to under valuation of land at the project feasibility stage
- Impacts of slow construction progress

- Other reason is the land compensation price iIs set by the State
Government, which often does not truly reflect the market price
of the land resulting in disputes regarding compensation and in
some cases legal action by project affected persons with the
effect of delaying construction and pushing prices up.

* Fair competition between SOE’s and private companies

- The Investors for the PPP projects are overwhelmingly State
Owned Enterprises (SOE). 2
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- There are very few domestic private companies with the
financial resources to provide sufficient equity for road sector
Infrastructure.

- SOE with access to Government Guarantees for their bond
Issue, and access soft loans under ODA agreements.

- SOE has a distinct advantage over private business entities that
are required to pay commercial rates for loan finance.

* Public acceptability of tolls

- In general the projects that have involved direct user charging
through tolls have been accepted by the motoring public.

- The toll levels are relatively low at 200 VND per km (US 1.25
cents / km) and significant increases may be required to ensure
financial viability of future projects.

24




P PPP projects

- In some case, Public opposition to toll fees result in congestion
at toll booths In an urban area and tolls in urban areas may
therefore be difficult to implement.

e Risk allocation

- On current PPP projects there has been no explicit
Identification and allocation of projects risks.

- Result in the Government taking most project risks.

- There are insufficient incentives on the Investor to maximise
efficiency and minimise costs.

- This creates Government budget pressure due to need for
Increased Government support during construction.

- It does not provide incentives for private sector efficiencies nor
ensure greater value for money than conventional procurement
process

25
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road sector PPP prOJects

* Institutional capacity of Government agencies to manage
PPP’s

- The multitude of Government agencies at National and
Provincial level currently implementing road sector projects
through “BOT” type contracts.

- However is shortage of government officials with the training
and experience required for managing PPP projects with
complexity of the contracts and associated negotiations.

26
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“Critical issues to be addressed

Political and social commitment

Creating an enabling enviranment for private sector particjpation (an accurate ris
assessnrent ng_ t|1eg estabﬁghment ofpapproprlate ll?gk a|Pocat|o ang tjfrmanuai
support mechanisms).

Encouraging / supporting introduction and development of PPP’s projects.

Eruoijjgctghe capacity of authorized state bodies to initiate, prepare and manage

Legislative and regulatory proposals are:

Ensure an efficiFnt .rergulator and institutional framework for the idenBEBation
I[S ea(gtatlon, evaluatior, procurement, implementation and management road

Further improving credit status of the country.

e




Encourage competitive for projects to optimise the quality to
cost ratio of projects.

PPP projects are thoroughly assessed and that only
economically viable projects that are structured to be
financially viable for the Private Sector and which deliver value
for money to the State are initiated,

Toll rates can best be established on the basis of market
sounding / marketing research on capability and willingness to

pay
Clarification on the extent to which PPP projects are exempt
from the Law on Tendering and associated by-laws

Measures are required to address institutional capacity concerns
within government for the management and regulation of PPP .
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Financing Obstacle
Limitations and the underdeveloped Vietnam capital market

No immediate avalilabi
for road infrastructure
bank market.

ity of substantial long terms funding
orojects in the international bond and

Capital mobilize outsid

e budget Is very difficult mainly due to

the low capital return from toll fees. For a successful project,
State capital contribution Is required.

Direct capital investment from State budget in projects is

unavailable.
Policies , Legal and R

equlatory Framework Obstacle

Policies on PPP_invest_ment are insufficient result in difficult
and passive choice of investors.
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“Conclusion (continue)

The process for selecting investors lasts long while early
investment in infrastructure is urgent.

Vietnam does not have experience and process on public-

private partnership in investment in transport infrastructure.

Big contradiction between transport infrastructure demand
and unfeasible projects due to failed toll fee rights

The absence of governmental policies on state capital
contribution to projects results in difficulties in capital
mobilization.
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