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Strong economic growth

Vietnam's economic growth exceeded 8% in 2005, on the back of increased
private investment and strong domestic demand. In addition, rising investor
confidence, increased foreign investment (FDI), ongoing deregulation of capital
markets and the fast pace of privatization will help sustain Vietnam's strong
economic growth momentum. The Government of Vietnam (GoV) estimates a
GDP growth target of 7.5% and GDP per capita of US$687 (+9.0% YoY) for 2006.

Market opportunities

The Ho Chi Minh City price index, VNINDEX, comprising 45 securities, has been
one of the best performers among key markets in the Asia-Pacific region with
€.68% YoY growth in TH06. Market liquidity improved in the first half of 2006 with
an absolute market cap of ¢c.US$2.5bn (as at 1 August 2006, c.f. US$565m as at
beginning 2006) and the turnover/market cap ratio improving to 0.6x (0.1x in 2005),
and the market cap/GDP ratio improving to 4.0% (1.3% in 2005).

The recent bull run underwent a correction whereby the index declined by 227 pts
(-36%) to close at 404 pts as at 1 Aug 2006 since hitting a peak of 632 pts in April
2006. Likewise the market PE ratio fell from 21.4x at its peak in April 2006 to 17.9x
at the end of June 2006. The correction offers investors the opportunity to gain
exposure to this vibrant and growing market.

GoV'’s remarkable reform initiatives

GoV has undertaken a series of reforms to sustain Vietnam’s high economic
growth (2000-2005, five year CAGR 7.5%). Financial sector reforms have improved
the performance of banks and have enhanced public confidence in the banking
system. The GoV plans to equitize 1,700 of the 2,700 state enterprises by 2010,
thus offering avenues to significantly expand the equity capitalization of its trading
centers. On the external trade front, WTO ascension is in its final stage whilst the
ASEAN FTA and WTO commitments are likely to introduce new technology,
increase productivity, and foster a more competitive economy.

Sustainable growth is achievable but risks remain

Despite the remarkable growth story surrounding Vietnam, its turnaround is still in
its infancy with much room for improvement, especially in terms of the speeding
up the process of GoV reforms implementation. In addition, the legal framework
required to increase Vietnam's attractiveness to FDI is still in a developmental
stage. The quality of economic growth still remains a concern with the more non-
value added sectors providing the impetus for the growth, whilst the financial and
services sectors remain the laggard.

Trading in Vietham

Deutsche Bank is able to trade synthetic equity in the Vietnam market. We can
offer synthetics products via swap or securitised instruments. Sector and Index
products can also be created. Please call Benjamin Chandler (+852-2203 6936 -
benjamin.chandler@db.com) or Blair Richmond (+852-2203 6083 -
blair.richmond@db.com) for more information.
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Economic background

Economic history

Since the mid-1980s Vietnam has developed from a centralised, agriculture-based economy
to a more market-oriented economic system. Though if measured by employment, Vietnam
is still an agrarian society given that ¢.56.8% of the workforce is involved in agriculture,
fisheries and forestry as of 2005. If the measure is by percentage contribution to GDP,
however, industry (mining, manufacturing and construction) is the dominant sector of the
economy with a contribution of 41% (in 2005) to GDP as Vietnam's agriculture, fisheries and
forestry (agriculture sector group) sectors contribute only ¢.21% to GDP. The contribution of
industry to GDP had increased by 1,300bps to 40% in 2005 from 27% in 1995.

Vietnam has made significant strides in developing international trade and investment while
gradually integrating into the global economy. Having had the US trade embargo lifted in
1993, Vietnam has since attained a full member status at ASEAN (Association of South East
Asian Nations) and in 2001 effected a Bilateral Trade Agreement (BTA) with the US.
According to WTO (World Trade Organization), Vietnam's accession to full member status is
in its final stage and the Government of Vietnam (GoV) expects accession by end-2006.
(Source: http://www.wto.org).

Economic performance

2005 marked the final year of Vietnam's five year plan for 2001-2005. GoV had targeted an
average GDP growth rate of 7.5-8% over this period. While the average GDP growth during
the period 2001-2004 remained 20 bps below the stipulated target at 7.3%; the 8.4% GDP
growth achieved during 2005 enabled Vietham to meet its minimum average target growth
rate of the five year plan. The 8.4% YoY growth for 2005 marked the sixth consecutive year
of GDP growth, and recorded the highest growth rate for East Asian countries (ex. China).
The stellar growth was achieved despite the adverse impact of avian flu, drought for part of
the year, a more challenging export market for clothing, and rising prices of key imported
inputs.

The GDP growth in key sectors was from agricultural group sector with 3.8% YoY, industry
10.6% YoY and services 8.4% YoY in 2005. Domestic demand was the main contributor to
growth whilst exports also remained strong. Gross fixed investment continued to grow,
reflecting the regulatory improvements in the business environment. The investment to GDP
ratio rose to 38% of GDP, up from 29% in 1998. An increase in consumption has been
apparent in 2005, aided by higher farm incomes that reflected rising prices for key agricultural
products, strong growth in employment in manufacturing and services, buoyant inward
remittances, and salary rises for government employees. Vietnam’s GDP per capita levels
have increased by a CAGR 2001-2005 of 9.3%. GoV projects a US$687 GDP per capita by
end- 2006.

Page 2 Deutsche Bank AG/Hong Kong
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Figure 1: GDP per capita US$
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Vietnam has undergone a steady change in its economic mix. Private, Individual and FDI
investment portions of national GDP are increasing and the State economy portion has
declined in 2005. However, the economy continues to be dominated by the state sector,
while the private and individual sectors have seen growth. Vietham has also become
increasingly dependent on its retail sector and a rapidly expanding services sector.

Figure 2: Percentage contribution to GDP by economic sectors
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From the production side, the industry and services sectors continued to drive growth.
Industry’s share of GDP rose once again to reach 40.2% in 2005, largely as a consequence of
private sector expansion. Industrial growth is drawing on inexpensive labour and improved
infrastructure. Manufacturing, which accounts for about half of industry’s added value, has
been a major contributor to gains in both output and employment, with output rising by 13%
YoY in 2005. Furniture and electronic goods account for a fastrising share of total
manufactured exports and, though growth of clothing and footwear decelerated, they were
significant contributors to the total manufactured output. Overall, the proportion of light

Deutsche Bank AG/Hong Kong
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manufactured goods in total exports increased from 36% in 2001 to ¢.40% in 2005. In
comparison with overall industrial performance, mining growth has been modest (ex.
Hydrocarbon), a result of the combined effect of regulatory constraints placed on foreign
investment in the sector, outdated technology, and government efforts to protect natural
resources. Mining regulations were overhauled last year, so the sector is likely to attract
more investment. The volume of crude oil output declined by almost 4.5% in 2005 as existing
oil fields were run down; new fields have not yet come on stream.

Figure 3: Real GDP at constant 1994 prices
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In 2005, GoV estimated the total value for total social investment at current prices to be
VND326tr (+10.5% YoY), amounting to ¢.38% of GDP. Of the three main economic
investment sectors, namely state, non-state and FDI, the latter recorded the highest YoY
increase at 16.4%.The non-state sector recorded a 15.7% YoY increase while the state sector
reported a 5.9% YoY increase in investment.

The state investment capital however remained the most important investment source for
Vietnam with a share of 51.5% in 2005 c.f. 53.6% in 2004. The total state investment
amounted to VND168tr of which the state budget contributed c.44% with the remainder split
between SOEs, SOE investment and other sources. Despite the contraction in state
investment expenditure, it is apparent that the state still plays a major role in increasing
infrastructure development and thereby fostering economic growth.

Infrastructure investments were 34% of total investments in 2005 and the GoV expects
c.30% of total expenses for the period 2006-10 to be spent on infrastructure development.
The total investments in TH06 were ¢.40% of GDP of which the public sector contribution
was 22% (excluding SOEs) with the remainder sourced from SOEs, private and foreign
investments. GoV expects the investments to be funded 65% domestically and 35%
externally (both ODA and FDI). GoV's domestic funding would comprise proceeds from the
equitization of SOEs, bond issuance, private investments and rest from the state budget.

Since 1998 the non-state sector has been the second largest source of investment capital. In
2005, the GoV's estimated non-state sector investment capital stood at VND105tr of which
VND103.5tr was from the ¢.38,000 newly registered enterprises.

Page 4 Deutsche Bank AG/Hong Kong
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Trade

Both the North and South of Vietnam experienced trade deficits during the war with the
deficits continuing post reunification as well. A trade embargo imposed by the US
exacerbated problems of low efficiency and poor quality control that hampered Vietnam'’s
exports. In the first decade after reunification, the value of exports was only one-third that of
imports. The Soviet Union and the communist countries of Eastern Europe came to be
Vietnam's most important trading partners.

Following the collapse of the Soviet Union and the demise of Eastern European communist
governments in the late 1980's and the early 1990’'s, and the subsequent decline in trade
with these areas, Vietnam's economic reform program took on an added urgency. In
particular was Vietnam's effort to increase trade with the more ’liberalized’ economies.
Subsequently, such countries as the US, Japan, Singapore, and Taiwan became major trading
partners. Exports increased, and the trade deficit narrowed.

Mineral fuels and lubricants, motor vehicles, machinery, and foodstuffs account for most of
Vietnam's imports. Exports consist mainly of crude oil, primary commodities (e.g., rubber,
coal, forest products, and coffee) and such light manufactures as textiles and footwear. In
addition, there has been a significant rise in the export of processed seafood and petroleum.

Vietnam's trade deficit narrowed to US$4.7bn in 2005, after a sharp widening in the trade gap
over the last five years. Vietnam's total merchandise exports for 2005 rose 19% YoY in value,
below the 30% YoY increase recorded in 2004 but still higher than the comparative rise in
imports over the period concerned. Textile and clothing exports rose at a modest 9.6% YoY
in 2005, compared with an average annual rate of about 30% in 2002-2004. Exports of wood
products, electronic goods, and crude oil recorded higher growth, with the jump in
international oil prices outweighing the decline in the oil export volume. (Vietnam, a net oil
exporter, exports the crude it produces and, lacking refinery capacity, imports refined
petroleum products).

In 2005, total exports increased 21.6% YoY to US$32.2bn (ex. cross-border trade). The
increase in total exports was due to increasing commodity prices and export value — the
average growth of 11.5% in export prices translated to a US$3.3bn in export value. The most
significant increases in export prices were for crude oil (40.7% YoY), Coffee (24.7% YoV),
Coal (20.7% YoY), rubber (17.9% YoY) and tea (15.9% YoY). The greatest increase in export
volumes, however, were for coal (63.8% YoY), rice (28.1% YoY), peanut (26.1% YoY) and
rubber (11.9% YoY).

Figure 4: 2005 - Six largest export mkts Figure 5: 2005 - Five largest import mkts
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In 2005, total import turnover was estimated by the GoV to have increased by 15.4% YoY to
US$36.9bn. However, this was the lowest import growth rate since 2002. Despite only a
meagre rise in import volumes, the significant increase in global crude oil prices increased its
import value 35.6% YoY yielding an additional US$1.4bn whilst contributing 28.4% of the rise
in total import values.

Total imports were dominated by domestic imports, driven by higher consumer demand for
imports and an increase in consumer spending power, to US$23.2bn, or 62.9% of total
imports. The foreign invested sector is estimated by the GoV to have imported US$13.7bn,
representing 37.1% of total import turnover.

The balance of trade deficit is highlighted in the “Foreign exchange” section.

Demographics

In 2004, Vietnam's age distribution was estimated as follows: 0 to 14 years of age, 29.4%;
15 to 64, 65%; and 65 and older, 5.6%. As at end 2005, the total population of Vietham was
83.1m with a male to female ratio of ¢.1:1.04. Out of the total working population, ¢.85% is
employed in non state sector. Only c. 2% of the working population is engaged in foreign
invested sector.

Figure 6: Population breakdown for sectors (000’s)
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Inflation

Higher raw material prices and higher incomes have resulted in cost-push inflation in recent
years, to an average of 8.3% in 2005. Other factors contributing to inflation include increases
in import prices for oil products, steel, cement, and fertilizer, and in domestic prices of fuels,
which spilled over into transport charges. However, the GoV's non consistent taxation policy
on the oil industry had hampered such efforts in the past. Rapid growth in demand for
workers in industry and services pushed up salaries for professionals, and for skilled (and
some semi-skilled) workers. With salary increases in the public sector (where wages rose by
about 30% in October 2004), this fed inflation. From a measurement perspective, the official
inflation figure may be understating price pressures because the Government regulates
power and transport prices, among others.

Page 6 Deutsche Bank AG/Hong Kong
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Figure 7: Consumer price index
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Fiscal performance

The overall fiscal deficit has been held to a ¢.1.8% of GDP over the past three years
according to the IMF. Revenues have been firm at ¢.20% of GDP, helped by increased oil
receipts, improved tax administration, and a widening of tax-payers base. However,
Vietnam's fiscal strength may be somewhat over stated given that some expenditure, such
as those of the Development Assistance Fund and other infrastructure funds, remain off
budget, while directed lending by state-owned commercial banks (SOCBs) are still used as an
instrument of policy. Furthermore, revenues from trade taxes may fall further in the near term
on account of Vietnam’'s commitments to the Association of Southeast Asian Nations
(ASEAN) Free Trade Area (AFTA) to reduce tariff rates by end-2006, and tariff changes that
may be required for its membership of the World Trade Organization (WTO).

GoV's revenue expectations for 2006 are VND246tr with expenses at VND263tr. This would
therefore yield a budget deficit of VND17tr which, as per IMF, would be 1.8% of GDP, but
according to the GoV's calculations would be closer to 5% of GDP for 2006. Subsidies on
refined oil products and expenditure on infrastructures are expected by the GoV to be the key
drivers in the revenue shortfall.

Country ratings

Standard & Poor's country rating was BB- for Vietham with Fitch country rating at BB-.
Moody's country rating was Ba3 for Vietnam.

Deutsche Bank AG/Hong Kong
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Overall Structure of the economy

Figure 8: Contribution to Real GDP, 2004 Figure 9: Contribution to Real GDP, 2005
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Mining sector

Mining industry contributed ¢.10.5% to GDP in 2005 compared to cf. 10.1% in 2004.
According to the Department of Geology and Minerals of Vietnam, the identified key minerals
resources are antimony, coal, copper, natural gas, gold, crude petroleum etc. Coal dominates
the mining industry of Vietnam. According to the Vietnam Coal and Mineral group, Vietnam's
coal reserve has ¢.220bn tons of anthracite, 78m tons of Semi- anthracite, 38m tons of
coking coal, 96m tons of thermal coal, 306m tons of lignite as of 2006. The coal export
increased to 17.8m tons in 2005 (cf. 11.6m tons, 2004). Mineral deposits, mainly in the north,
are diverse. There are large reserves of anthracite coal, as well as of phosphates, high-grade
chromite, tin, antimony, bauxite, gold, iron ore, lead, tungsten, zinc, and lime. A number of
offshore oil deposits have been discovered in the South China Sea, mainly off Vietnam's
southern coast. Thus the current volatility in oil prices would have a limited impact on the
Vietnamese economy provided Vietnam exports more crude oil than it imports refined oil
products.

Financial sector

In the north, until 1975 and throughout Vietnam thereafter, the state-owned National Bank of
Vietnam (renamed the State Bank of Vietnam, SBV) functioned as a government monopoly in
the banking sector. Commercial banking facilities were virtually nonexistent. Following
economic reforms in the late 1980s, however, this structure was inadequate to attract badly
needed foreign trade and investment. An SBV regulated import-export bank was established
in 1989 to promote investment and to facilitate trade transactions. As foreign investment
gradually increased in the early 1990s, some foreign commercial banks were allowed to
establish branch offices in Vietnam, which greatly expanded the scope of banking services
available.

The SBV manages the banking sector and the foreign exchange market. SBV monitors non
performing assets, injects capital and guides in bank restructures. There aren't specific
regulations on non performing loans. Total bad debts are ¢.15 -20% of total bank loans in
Vietnam. The interference from SBV in disbursement of loans by commercial banks is at a
minimum level. Ratios were introduced for banks for including capital adequacy, liquidity,
maximum loan & exposures to single borrower and group in May 2005. Classification of loans
according to international standards, reporting and provisioning requirements were also
established. Anti money laundering laws were passed along with permission for 100%
foreign bank subsidiaries in Feb 06.

Page 8

Deutsche Bank AG/Hong Kong



7 August 2006  Strategy Vietnam Primer Deutsche Bank

Financial sector development and a robust economic outturn contributed to strong growth in
monetary aggregates, prompting concerns about the impact of rapid credit expansion on
inflation and on the quality of lending. The State Bank of Vietnam, the central bank, has
adopted a tighter policy in the past couple of years, with an increase in the reserve ratio of
banks in Jul 04, a 50 basis point increase each in the rediscount and refinance rates in
January and April 2005, and a 25 basis point rise in the base rate in Feb 05. Initial estimates
indicate a decline in credit expansion from nearly 40% in 2004 to about 25% in 2005. Growth
in broad money supply mirrored this, falling from 30% in 2004 to 27% in 2005.

Manufacturing sector

Contributing ¢.20.7% to Vietnam’s GDP, the manufacturing sector grew at a real rate of
¢.13.1% YoY in 2005. Among the main items of manufacturing, cement increased by 11.9%
YoY steel by 21.8%, chemical fertilizers by 24.7%, machine tools by 32.85% YoY in 2005.
State Owned Enterprise, the National Cement Corporation (VNCC), holds 46% market share
in Vietnam as of 56M06. Cement production increased by 16.5% YoY during 5M06. Vietnam
Steel Corporation (VSC) holds 40% of the market share in Vietnam and accounts for 17% of
Vietnam's total output as of 2005. Steel production increased by 16.3% YoY in 5MO06. The
chemical industry accounts for ¢.8% of the total industrial output of Vietnam as of 2005.

Agriculture and food processing sector

As at 2005 the agriculture sector alone contributed c. 15.8% to the total GDP of Vietham
while employing c. 56.8% of the total population. During 2005, agriculture sector grew by
3% YoY cf. an overall YoY growth of 8.4% in real GDP. Crops constitute ¢. 79% of the total
agriculture sector with the rest constituting live stocks and service. Food processing is the
one of the major industries in Vietnam. Seafood is processed for export, while coffee and tea
are processed both for export and for domestic consumption. Beverages and a variety of
condiments also are produced in significant quantities.

Agriculture is by far the most important economic sector in Vietnam. The majority of the
population (c. 53.3%) directly earns its income from farming. In addition, agriculture is the
main source of raw materials for the processing industries and a major contributor to exports;
by the late 1980s Vietnam was again exporting rice after years of shortages. Permanent
cultivation covers large areas of the country's lowlands and smaller portions of the highlands.
The primary agricultural areas are the Red River delta, the Mekong River delta, and the
southern terrace region. The central coastal land, which is subject to destructive typhoons, is
a region of low productivity. The central highlands area, traditionally one of low productivity,
has been intensively cultivated since 1975, but with mixed results. Rice is the most important
crop. It is grown on about four-fifths of the cropped land, principally in the Red River and
Mekong River deltas. Other major food crops are cassava (manioc), corn (maize), soybeans,
peanuts (groundnuts), and sweet potatoes

Textile sector

Textile is one of the major industries in Vietnam with a contribution c. 15% to total exports.
Total textile and garments exports during 2005 were US$4.8bn, an increase of 10% YoY. The
major export market is the US, with more than 55% of total textile exports. The major
outputs of Vietnam textile sector are silk, ready made garments, and knitted cloths. During
2005, the YoY growth in these sub sectors was 4%, 15% and 5% respectively. Vietnam
textile industry presently has a market share of 4.1% in the US textile market. During the
5MO086, textile exports have reached to US$2.1bn, which represents an increase of 40% YoY.

Deutsche Bank AG/Hong Kong
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Fisheries sector

Fishing sector contributed c. 3.9% to the total GDP of Vietnam. During 2005, fishery sector
grew by 11.2% YoY. According to Ministry of Fisheries, marine catches increased by 4.4%
YoY in 2005. Seafood raised in fish farms increased to 1.4m tons, an increase of 19.5% YoY
in 2005. Seafood export revenue increased to US$2.6bn, up by 10.3% YoY in 2005. Going
forward, Ministry of Fisheries is expecting the total seafood production to be 3.4m tons in
2006, and seafood export revenue to increase to US$2.8bn.

World Trade Organisation (WTO) - Accession

In January 1995, Vietham submitted application for accession and had first multilateral
meeting with WTO working committee in July 1998. In April 2002, Vietnam made its initial
offer on negotiations for opening the market in respect of commodities and services. In May
2006, Vietnam and the USA signed final WTO agreement.

Full access to WTO is planned in 2006. However Vietnam still needs to reduce a number of
tariff barriers. Access to WTO will reduce trade discriminations from many countries towards
Vietnam.

China and Vietnam

Vietnam exports were US$2.7bn (10.7% of total exports) to China with imports being
US$4.5bn in 2004. China is Vietnam'’s largest investor with 322 projects worth US$841m
being realised till 2005.

Page 10 Deutsche Bank AG/Hong Kong
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Government policy on
privatization

Background

The Vietnamese privatization program, officially known as the "Equitization Program” was
started in 1992 as part of the State Owned Enterprise (SOE) reform program. Under
Vietnamese law, equitization is defined as the transformation of SOEs into joint stock
companies and the selling off of a part of the shares in a company to private investors.

The equitization process in Vietnam can be divided into two stages: the pilot stage (1992 to
1996) and the expansion stage (1996 to present).

The pilot stage of the equitization program (1992-1996)

The pilot program was launched in 1992. SOEs involved in the program were small or
medium-sized enterprises. Moreover, it was stipulated that employees of an equitized
enterprise have the first right to buy the shares at preferential terms. In the pilot period, only
five SOEs were equitized, involving small SOEs from the transportation, footwear, machine
and food processing industries. Post-equitization, employees held the dominant portion of
shares while the government’s holding reduced to ¢.30%.

Figure 10: Capital and ownership structure of the first five equitized firms, post-

equitization

Firm name Capital Ownership structure (%)
(VNDbn) State Employees Outsflc()iririzr(]l;csl).
Transportation Service Co 6,200 18 77 5
Refrigeration & Eletrical Engineering Co. 16,000 30 50 20
Hiep An Shoes Co. 4,793 30 35 34
Animal Food processing Co. 7,912 30 50 20
Longan Export Product processing Co. 3,540 30 48 21

Source: Economics of Transition

The expansion stage of the equitization program (1996-2005)

Following a successful pilot stage, the GoV launched the process for equitization in 1996.
Initially (1996-1998), only 25 firms were added to the list of firms to be equitized. By the end
of 2004, a total of 2,261 SOEs had completed equitization. Insiders (employees and
management board) hold dominant positions in these equitized firms. The state’s holding on
average is just over one-third of the total issued shares of the firms. In the 1,500 firms
equitized by end 2003, insiders, on average, held 54% of the shares while the state
controlled only 38%. The remaining shares (8%), on average, belonged to outside investors.

Deutsche Bank AG/Hong Kong
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Figure 11: Number of equitized firms and their total capital

Year Number of equitized firm Total capital (US$m )
1993 2 1.3
1994 1 0.3
1995 2 0.7
1996 6 1.1
1997 4 3.5
1998 101 30.0
1999 254 82.1
2000 212 na
2001 204 na
2002 164 na
2003 611 na
2004 700 na
2005 846 na
Total 3,107 na

Source: Ministry of Finance (1999), The US$/VND Exchange rate on 29 May 2006 is 15,970 VND per US$

Moving forward

The GoV had equitized 3,107 enterprises as of 2005 — the state holds over 50% stakes in
30% of these enterprises. The Steering Board for Enterprise Renewal and Development
(SBERD) has plans to equitize 1,700 of the 2,700 state enterprises by 2010. Through 2005, 29
SOEs out of 34 listed companies underwent equitization. In 2005, SOEs earned total
revenues of VND680tr, a 12% increase YoY, accounting for ¢.40% of the country’s GDP.

Rapidly growing FDI has contributed to the decline in state ownership. As per the Foreign
Investment Department (FID), Vietnam is projected to add ¢.US$6.0bn of FDI in 2006 (cf.
US$5.8bn in 2005). Furthermore, approximately US$2.4bn has been registered in Vietnam
during 5M06, fulfilling 35% of this year's plan. However, over one-third of Vietnam's
industrial output and a quarter of exports are still dominated by SOEs.

Projects in the pipeline

Electricity of Vietnam (EVN)

Electricity of Vietnam (EVN) is a state-owned corporation engaged in the generation,
transmission, distribution and sale of electric power. EVN holds approximately 60% of the
shares in the Song Hinh-Vinh Son hydroelectric plant and a 75% stake in both the Thac Ba
and Pha Lai plants. Although the GoV recognizes that there is a likely chance of a delay in the
equitization process due to obstacles such as policies, financial mechanism and current
pricing structure, in the backdrop of the country’s rapid economic growth (6.5% CAGR 2003-
05E, with 8.3% YoY real GDP growth in 2005), rising demand for electricity and the GoV's
firm support for the sector, it expects an increase in foreign investor participation in the
equitization process.

State-owned commercial banks

Vietnam's banking sector is dominated by four state-owned commercial banks which account
for ¢.80% of the total assets in Vietnam's financial system. The SBERD expects the
equitization of state commercial banks in Vietnam to be largely completed by 2010. The
equitization plan aims for a reduction in the amount of state capital at banks such as the Bank
for Foreign Trade of Vietnam (VCB) to 51% and an increase in foreign share of up to 30%.
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Mobifone and Vinaphone

The Ministry of Post and Telematics (MPT) is currently seeking advice for equitizing two of
the country’s largest mobile phone service providers, Mobifone and Vinaphone. However,
despite the GoV initiating the equitization process in early 2005, MPT is following a slow but
cautious approach in valuing the assets of the companies. Mobifone expects the equitization
process to be completed by 2007 with Vinaphone likely following suit. (Source: MPT)
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Investor interest

Trading in Vietham

There are three main trading forums in Vietnam, mainly the Ho Chi Minh Security Trading
Centre (HCSTC), the Hanoi Security Trading Centre (HSTC) and the OTC market.

Ho Chi Minh Stock exchange (HCSTC)

Background

Vietnam's primary trading centre, the Ho Chi Minh Security Trading Centre (HCSTC), was
inaugurated on 20 July 2000. All listed stocks are traded in HCSTC. Initially, only two equity
issues were listed — Refrigeration Electrical Engineering Joint Stock Corporation (REE) and
Saigon Cable and Telecommunications Material Joint Stock Company (SACOM) — with a total
combined market value of US$16.8m.

Figure 12: Market growth
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Source: BIDV Securities Company, as of 30 June 2006

Since December 2005 and for the first five months of 2006, the Vietnam Stock Index (VN
Index) appreciated 65%. Market capitalization increased to ¢.US$2.5bn as of 1 August 2006
from US$16.8m in 2000 for 45 listed companies (cf. US$144m for 22 companies in 2004).
During 1HO6, three companies were listed on the HCSTC vs. six companies in 2005.
Vietnam's stock boom was backed by fast economic growth (c.8.4% in 2005) economic
reforms allowing 49% foreign ownership in public companies and rapid equitization.

Domestic vs. foreign investment

The Vietnam market is open to both local and foreign investors. The GoV has encouraged
foreign portfolio investments from 2002, increasing the upper limit on foreign ownership of
listed companies to ¢.49% in 2004 cf. 30% in 2002. Although foreign investment is not
allowed in the oil and gas, military-related operations, mass media and telecom services
sectors, 100% ownership is permitted in bond investments. Margin trading is not allowed for
institutional investors.

Page 14 Deutsche Bank AG/Hong Kong



7 August 2006  Strategy Vietnam Primer Deutsche Bank

Trading system
Trading mechanisms followed in HCSTC as of May 2006.

Periodic call auction: Three morning sessions per week from Monday-Friday, 8.30-11.00 am.
The unit of trading is round lot (100 shares or multiples, the minimum face value of VND10,
000). The trading band is +/- 5%.

The short-selling option is not available in HCSTC but private placements of shares are
possible.

Clearing and settlement system

Money settlement is conducted through the Bank for Investment and Development. The
settlement cycle is T+3 (HCSTC). There are three foreign banks licensed as foreign
custodians to foreign individuals and institutional investors including Deutsche Bank.
Companies listed can appoint only one domestic broker and custodian.

Market capitalization
HCSTC had 45 listed securities with a total market capitalization of c.US$2.5bn as at 1 August
2006.

Market indices
The key Vietnam stock market index is the VN index. This index is a composition of 44 listed
stocks and one securities investment fund certificate as of August 1 2006.

Listing requirements

Companies listed on the HCSTC should have a minimum capital of VND5bn and have
recorded sound financial performance in the last two years. A minimum 20% of capital
should be placed via auction with at least 50 outside shareholders. Listed companies enjoy
an exemption of 50% tax during the first two years.

Publishing requirements
Listed companies have to publish their quarterly and annual reports. Although there is no
time deadline for publishing quarterly reports, annual reports have to be published within 90
days. Companies which default will be reported to the SSC - fines are imposed for not
publishing annual reports.

Vietnam Securities Depository

Vietnam Securities Depository (VSD) has started operations in Hanoi in July 2006. VSD's main
function is to arrange for securities related activities such as registration, deposit,
compensation and payments processing. VSD’s introduction is likely to benefit the foreign
investors as it would encourage the agent-based interactions with their counterparts in other
countries. VSD is to operate as a separate entity under State Securities Commission, Vietnam
(SSC). Moving forward it would be restructured as a joint stock company or limited liability
company by 2008 (source: SSC)

The support services of VSD include:

= Provide the listed securities registration, deposit services or register trading at the
securities trading centre, the other kinds of securities and valuable papers under the
regulation of the law

= Provide currencies and securities clearing services traded at the securities trading center,
make securities payment through securities deposit account of the customers and
related organizations opened at the centre

= Provide transfer agents of the listed and unlisted securities for issuers and conduct the
rights relating to the securities holders under the customers’ authorization

Deutsche Bank AG/Hong Kong
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Hanoi Stock exchange (HSTC)

Background

HSTC Hanoi Securities Trade Center (HSTC) began operations in March 2005. HSTC handles
auction, trading of stocks and bonds. Furthermore, it is responsible for managing Vietnam's
OTC system where unlisted shares are traded. There are 11 registered equities in HSTC.

Trading system

Trading system followed in HSTC as of May 2006 is Off-the-Book negotiated transactions:
Put through deal session is from 10.30am to 11.00am (30 minutes after the official call
auction is finished), applicable to block trades.

Market capitalization
HSTC's total market capitalization is US$1.2bn as of 30 June 2006. The bond market value is
US$3.6bn, accounting for 6.7% of 2005 GDP (source: State Securities Commission, Vietnam)

Taxation
Bonds are exempt from income tax, except for an income tax of 20% on interest received
from taxable bonds.

Clearing and settlement system
Money settlement is conducted through the Bank for Investment and Development. The
settlement cycle is T+ 2 for buying and selling of equities and T+ 1 for bonds.

Registered equities are auctioned on HSTC. The investor applies for the auction through
HSTC. The result of the auction is posted in The State Securities Commission (SSC).
Settlement is in the form of cash or fund transfer to designated beneficiary account. The title
gets transferred in two days after the issuing company receives the list of holders from
HSTC.

For unlisted securities settlement is via the broker after the purchase order is executed. Title
transfer will be completed from one to three weeks.

Listing requirements

Companies listed on the HCSTC should have a minimum capital of VND5bn and have
recorded sound financial performance in the last one year. A minimum 20% of capital should
be placed via auction with at least 50 outside shareholders.

The pure OTC market — broker to broker
In addition to the HCSTC and the HSTC there is a pure OTC market where over 2000

unregistered equities are traded broker to broker

Transaction process (non IPO) for unregistered securities

Buy Transaction:

= Buyer sends an instruction to broker (i.e. bid/offer, quantity, price...)
m  Broker locates the seller and notifies the buyer

= Buyer agrees to trade parameters and broker executes the trade

= Once trade is executed, payment is made*

m  Physical shares are transferred in one to three weeks

*Following the execution of the order, two situations arise:
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= The broker, under advice from buyer, and the seller ensure the legality of the seller’s
possession and proceed with the title transfer. The broker will then deliver the
physical shares to the buyer

= The broker can be legally authorized, by way of contract, to execute the order and
bear the title on behalf of the buyer.

Sell Transaction:
m  Seller sends sell order instruction to broker

= Broker locates the buyer and notifies the seller

= Buyer agrees to terms of sale and broker executes the trade

= Once trade is executed, seller receives the funds on settlement date
= Physical shares are delivered same day

Taxation

Mutual funds are exempt from corporate tax during the first two years; enjoy a 50% tax
reduction in the next three years and a preferential rate of 20% thereafter. However, foreign
institutions and investors are exempt from VAT. Individual investors are currently exempt
from tax on dividends, interest on bonds and capital gains tax as per Vietnam Law. There is
no capital gain tax for individual investors. However, for foreign institutions located in
Vietnam, capital gains are bundled into income tax at 28%. There is no capital gain tax for
foreign institutions located outside Vietnam. There is no withholding tax for equity and fixed
income. However, 10% withholding tax is applicable on interest earned on deposit/current
account balances. Income and capital gains can be freely repatriated with provisions of
supporting documents. However, there is a 5% tax on foreign repatriations on capital gains
and dividends.

The local corporate tax rate is 28%.

Double taxation treaties
Vietnam has signed double taxation treaties with 44 different countries. (Table attached —
Appendix).

Future development plans

The GoV plans to increase the HCSTC's and HSTC's combined market capitalization to ¢.15%
of Vietnam’s GDP by 2010 (cf.7.7% in 2005). SSC had outlined the following future
development plans for the year 2006 in its annual report.

m  Upgrading HCSTC into a stock exchange in 2006, having the facility to continuously
match and execute orders.

= Linking HCSTC with other regional and international capital markets through to 2008
along with the development of central depository facility to hold investor shares.

m  Upgrading of HSTC's, OTC market to an organized market having international standards.

= |mprove the markets surveillance and corporate information disclosure activities on
timeliness, accuracy and adequacy.

Deutsche Bank AG/Hong Kong

Page 17



7 August 2006

Strategy Vietnam Primer Deutsche Bank

Investing regulations and
restrictions

Background

The State Securities Commission (SSC) is responsible for capital markets development and
the issue and enforcement of regulations. In March 2004, the SSC was transferred under the
management of the Ministry of Finance (MoF). The SSC is responsible for licensing securities
companies, advisors, securities investment funds, fund managers and securities depositories
and custodians.

The MoF oversees the issuance of government bonds and determines the amount of bonds
to be issued. Further, it is responsible for drafting regulations on taxation accounting and
administering their implementation.

The HCSTC and HSTC are legal, financially self-managed entities under the regulation and
supervision of the SSC.

The State Bank of Vietnam (SBV) is the central bank of Vietnam. Its main functions are to
formulate and implement the national monetary policy, stabilize currency, control inflation,
improve socioeconomic development, manage the currency and banking activities and
contribute to the development of the market structure. The SBV regulates foreign exchange
for stock market activities and is responsible for exercising state contro