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on Lam, VinaCapital (DL): I think, for those of
you not familiar with Vina and what we do,
we currently manage four funds; the largest
fund is our Vietnam Opportunity Fund which is
focused on both listed
and un-listed equity,
private equity and real
estate; the second fund
VinaLand, focuses only
on direct investments in
real estate (there is no
acquisition of shares
from this fund); the

DL: 2008 WAS A TRANSITIONAL
YEAR FOR ALL OF US IN VIETNAM
third fund led by my colleague here today (gestures to
Tony Hsun), is the Vietnam Infrastructure Fund; and
our fourth fund, which is a traditional LP/GP
structured technology fund, is a joint venture with DFJ
in the US. With that brief introduction let me now
look back at 2008. Coming out of that year, was
transitional for all our industry, but especially for
those of us fund managers based in Vietnam. Vina
Capital came out of the crisis of that year not too
badly. We’re currently managing close to $ 1.8 billion
dollars in Vietnam, which is good. We’re down from
$2.2 billion at our peak NAV but it’s still a good
number, compared to some of our colleagues in the
market. Going in to 2009, the market saved us,
because it went up so quickly; both the capital market
and real estate went up, so some of the pressure was
relieved on our fund management business,
otherwise, all of our shareholders would have been
asking us to close up and redeem their shares but we
were quite lucky. During the first six to nine months
the market continued to come back and looking
ahead into 2010 we think that the market will have
stabilized or that we’ll have renewed growth.
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Chris Freund, Mekong Capital (CF): Currently we’re
holding twenty companies. And from the perspective
of those twenty companies, 2009 is actually the best
year that we’ve ever had, from the perspective of the
net profit growth rates for those companies, so we’re
on track to have weighted average, net profit growth,
of some 69% this year; of those 20 companies, 15 are
on track to meet their annual target for growth, with
only four that are not on track, but there are a few
that are doing better than their targets which
basically compensates for the few that aren’t doing as
well in their performance. In terms of growth rates,
they’ve actually been very good across the board and
a substantial improvement from 2008. Part of that I
would say, is due to the fact that a lot of our
investments are consumer facing and consumer
facing businesses are generally doing very well. Retail
sales are doing well; all sorts of consumer products
sales are up. That has been the stable part of
Vietnam’s economy throughout the entire global
economic crisis. A lot of
these businesses are
very fragmented; retail
for example is very
fragmented, but in the
case of consumer
products, new product
categories are being
created all the time, so

CF: FROM THE PERSPECTIVE OF OUR
COMPANIES, 2009 IS OUR BEST YEAR
in a sense there is a lot of low hanging fruit in terms
of companies putting together strong teams that can
execute and create growth. It’s been a good year for
us too.
Craig Martin, Prudential Vietnam (CM): Dickens said
it, “It’s the best of time, It’s the worst of times.”And I
think that as Don said, it’s been a challenging year for
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for the industry as a whole. At Prudential in Vietnam
we manage four funds with assets under management of just under $1.5 billion dollars. That’s a

CM: A MIXTURE OF INSTITUTIONAL
AND RETAIL. DIFFERENT BEASTS…
mixture of institutional
and retail money and
those are two very
different beasts with
different challenges and
different behaviors,
particularly when things
are more volatile or
challenging. Of the
money that Prudential
manages here in Vietnam, about $400 million of that
is in what we consider to be alternative assets; private
equity but also in real estate in a portfolio of about 18
companies, that is 18 sets of challenges, 18 boards to
work with and 18 sets of co-shareholders with whom
we have to hold hands during difficult times, so that
as Chris was saying, it’s a mixed story, with some of
the portfolio having challenges, some of them
significant, but the majority are in very good shape
and this growth which comes through is in some ways
surprising, because we’ve seen both top level and
bottom level growth, in an environment where, if you
look at the macro level, it should be worse than it is.
So there are some strange things happening in the
market and at the same time it is a very fragmented
market, so that if you have a portfolio company with
scale and a strong market leading position, it’s a
winner takes all kind of thing. And where you’ve got
weaknesses, the business is perhaps in a minority
position and it’s struggling to gain economies of scale
or market share, we’ve seen issues. Our focus this
year has been on the day to day business of managing
those companies in our portfolio. We haven’t been
out raising new money, we’ve been focusing on
deploying some institutional real estate funds that we
4
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raised 18 months or so ago. And that is one of the
challenges that we find in the market; I think that to
date people have been successful in mobilizing retail
capital for Vietnam and the challenge now is how to
mobilize institutional capital. I’m not sure yet,
whether the case for institutional investment has
been proven for Vietnam, whether the country is
robust enough; I think in some ways because of the
volatility, that we’ll need to see the market settle
down more before we see institutional capital
emerging to do new deals. Where the money seems
to be coming in over the last year, is into funds,
playing to the discount to NAV. This is a subject that
we’ve been observing now for some 18 months and I
think that this discount of share price to NAV has
been a catalyst for at least one fund liquidation in
Vietnam and potentially for another. That is
something that we have to keep an eye on for the
year ahead. I think that times remain uncertain, that
there is some clarity and patches of blue sky, but
there is some indication that the storms of the recent
past are either leaving or coming back. I think that
there is an eye on the funds here in Vietnam, from the
funds market, to see how the market here delivers, to
see how funds have
emerged through this
difficult time. People are
looking at those funds
where there have been
visible challenges, but also
looking at a couple of
particular investments,
that have alerted
investors that perhaps all

FB: WE STARTED OUT THE YEAR
WORRYING WHAT WAS TO HAPPEN
is not well in the Vietnam investment market .
Frederic Burke, Baker & McKenzie Vietnam (FB): I’m
the Managing Partner for Baker & McKenzie, an
international law firm here in Vietnam where we have
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a full service trade and investment law practice that
does M&A, securities, including public and private
markets and private equity. And all of the things that
go along with those; the nuts and bolts of making
investments here, the issues on the ground of labor,
intellectual property, a lot of land and property
development work, especially these days. This past
year has been a rollercoaster, I think for everybody in
the room. We started out the first six or seven
months of the year, really holding on by our
fingernails, worrying about what was going to happen
to the global financial system. And when we got out
of that, then we had to address how we got out of
what was looking at first like a recession, but later like
a depression and while at the moment it looks like
things are picking up. The question right now is that
we have this stimulus package that looks like it has
worked in Vietnam; it’s re-inflated the assets to the
point where the barbarians at the gate, in the case of
ICC and those kinds of situations, can be repelled. The
net asset value of assets under management is not
underwater because you’ve re-inflated all the assets.
The question is, what happens next, because they’re
going to stop the four percent interest rate subsidy
and maybe go to a bond where they place the money
that they raise through an international bond direct,
into SOEs of choice; with the worry being that the
money won’t be used efficiently and it won’t float
into the private investment or the foreign investment
sectors where private equity might have more of an
opportunity for participation. So we’re going to have
to see how this pans out; that is where the next shoe
drops. In the meantime, looking back, we can say that
the government here and the regulators in particular,
acted very maturely and with a lot of consideration
about how these things happen. When ICC was having
its problems in London, they could have said, Okay,
this is a problem; if that event had created a domino
effect in the market here, you could have seen the
regulators stepping in and saying we’re not going to
let foreign offshore funds operate in this market
5
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because we can’t control them; we want to have
firms investing in Vietnam who operate in Vietnam,
with Vietnamese prudential standards, on Vietnam
books, not books abroad. And yet they haven’t done
that. Why? They need the money. They appreciate
the role that foreign funds play in the economy and
the generation of new interest that they bring into
Vietnam. So the government has taken the
considered position, at least for the time being that
they need to continue allowing foreign investors in
Vietnam. There are a lot of ways in which the industry
continues to be favored. Tax standards, for example;
with the taxes on cross border investments being less
if you make money, than a local guy investing in the
same shares who has to pay full capital profits tax
rather than just the flat tax that a foreign investor
pays. So in many ways we have a mature regulator
which gives us
confidence that we’re
going to have
challenges, we’re
always going to have
challenges in the
future, but hopefully
those challenges will be
met with the same
degree of aplomb that
we’ve seen.

KS: 2009 WAS A ROLLERCOASTER BUT
IT TURNED OUT QUITE WELL.
Karim Salamatian, PXP Asset Management, (KS): I’m
with PXP Vietnam Asset Management. We were
founded in 2002, launched our first fund in 2003, we
now manage three closed-end funds. We’re a public
equities specialist; that is what we do, that is our goal,
it’s what we think we do best. We don’t do private
equity, we don’t do direct real estate investments, we
don’t do direct infrastructure. Our assets under
management total about $125 million under
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management in the three funds and some segregated
accounts. For 2009, I’ll reiterate what Chris and Fred
have said, it’s been a rollercoaster year, but by and
large the year is turning out quite well. As you can all
imagine given that public markets here have been
fantastic since February 24th. Year to date, the
Vietnam index is up 72.5%, 70% in US dollar terms, so
currency is hanging in there. And since the bottom of
the market in February 2009 it’s up 135%, so the
indicators have been really healthy, but it’s probably
too easy to say that the worst is over, or everything is
fine, or that we’re fully back on solid ground. What
we’ve seen year to date, is a lot of shifts in asset
allocation, with personal portfolio’s going from real
estate and gold, into equities. Especially coming out
of gold as of late. We’ve seen phenomenal earnings
growth across the listed market. Vietnam is the only
market in emerging Asia, where in 2009, we’re getting
both top line and bottom line earnings growth. We’re
not seeing that anywhere else in Asia. We have
thought for the bulk of the year, that valuations in
Vietnam are attractive. We’re not in the camp that
believes Vietnam is
expensive. It’s been a
good year. Our funds have
been the first, second and
fourth best performing
funds in the market,
which I hope has been
due to our decisions, but
also due to the fact that

DL: RANKING IS A MATTER OF THE
TIMING AND DATES YOU’COUNT
the public space has been so exuberant.
DL: I think that this kind of ranking is a matter of the
timing and the dates for which they’re counting;
because with the volatility of the public markets and
depending upon what you hold in your portfolio, you
might quote the first quarter, or the second quarter
6

© T&I 2010. Contact: jborrell1@yahoo.com

and say that you’re the best performing for one of
those and it’s true, for every quarter someone is
number one.
KS: You’re right. People tailor the numbers to fit their
own needs. The numbers ranking I was citing was for
year to date, net asset
value. And you’ll have
different performance
figures when you look at
different unit values
wherever they’re listed;
as Craig said earlier, we
have seen a narrowing
of discounts, some funds
more than others, but I

JV: THE BEST WAY TO DESCRIBE OUR
LAST YEAR? DIET AND EXERCISE.
was talking about pure net asset value year to date.
James Vuong, IDG Ventures Vietnam (JV): We are a
focused technology VC, investing in media, internet
and telecom, TMT. We run a $100M fund, the
smallest fund relative to everyone here, but that’s
because we’re early stage investors and our
investments are very capital efficient and scalable.
We’ve made about 40 portfolio investments so far. I
think the best way to describe our last year would be
“diet and exercise,” and what I mean by that is
coming out of it we’re mean and lean; a lot stronger
and healthier. There are several reasons why I say
that. First of all, when we saw the first signs of trouble
coming, we warned out companies to start saving
cash and cut cost; to watch how they spent funds and
to be efficient. Then throughout most of last year, we
did a lot of work, managing the portfolio instead of
making a lot of new investments, while we were still
keeping our eye on anything interesting, because in a
down market there are a lot of cheap things to buy.
Second, we encouraged our companies to go out and
pick up some of the other companies that it would
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make sense for them to acquire, when those
companies are in cash trouble. Coming out of that
period we’ve had good results. Third, our companies
have really had to go through tough times to realize
that cash is important, that revenue is important, that

JV: VIETNAM IS A GREENFIELD FOR
TMT IN MANY AREAS
it’s important for them
to monetize in addition
to growing market
share. It’s also helped us
to see which one of our
portfolio companies are
the strong ones that can
survive, which ones are
run by entrepreneurs
who give up easily.
Finally, Vietnam is a Greenfield for TMT in many
areas, and we want to have a keiretsu-like group of
companies who can help each other; lever-aging and
cross leveraging their operations. A lot of that all
came to the fore during the last year when we were
managing our portfolio closely and pushed initiatives
on cross-portfolio strategy
T&I: No exits yet?
JV: That’s a natural question to ask. We do have a
couple of trade sales, but in emerging markets things
take a while. The consumer needs to be educated.
You can’t change things overnight. In Silicon Valley
people pumped almost $700 million into WebVan
trying to get people to change their behavior and to
buy groceries online. You know, that isn’t going to
happen. We’re very practical and very realistic. We
also have to be very patient; and we’re more of a
traditional venture fund in that way. We know that
we’re going have to wait to reap the full reward. We
don’t want to leave too much upside or money on the
table by getting out too soon. These are our beautiful
babies.
7
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T&I: Your fund is fully committed now?
JV: The fund is fully committed in the sense that we
plan to support our companies all the way to maturity
and doing so without external help. So we’re fully
allocated, but we do have a lot of dry powder.
DL: We’re a bit different from IDG in our tech fund, in
that our fund is really focused on technology-enabled
consumer applications. And that’s why there is
nothing in our portfolio that is what I think of as very
high-tech, we’re tech-related. Our biggest investment
for example is Timnhanh.com which is a social
network, portal. Chicilon Media which put the LCD
screens in elevators that you see everywhere. We’ve
currently invested about half of our money. We’ve
just hired for our team recently, Phuc Than from Intel
who has just joined us to head up the Vina DFJ Tech
Fund. Phuc
(pronounced Fook) is
the ex-country
manager for Intel in
Vietnam. We wanted
to beef up our
human resources in
the fund, so we could
get into more solidly
consumer focused

DL: WE JUST HIRED THE FORMER
HEAD OF INTEL TO LEAD OUR TEAM
technology companies. But I think that it’s important
to note that there are going to be a lot of
opportunities coming out in technology over the next
one to two years, as 3G rolls out in Vietnam It’s
beginning now and we think that this will provide a lot
of opportunities for value-added type service
companies. So we’re lining up companies for our
pipeline, who are going to work in 3G. We are already
implementing it in Vietnam, where the difference
between us and other neighboring countries, is that
the top three of four telecom companies are all
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government owned and all keen on spending money
on equipment to roll out 3G.

KS: PHONE CARRIERS HERE ARE
AHEAD OF CHINA, THAILAND IN 3G
KS: There are questions about when 3G is going to
happen. The issue from
the public market
perspective, is when
we’re going to see the
equitization of the big SOE
mobile phone companies.
We’ve been waiting for a
long time. There were
rumors just last week that
MobiFone would equitize
in 2009, in other words in
less than six weeks, so that is not going to happen
[indeed has not happened by publication of this story]
but the point I want to make in bringing this up, is
that they’re at a further stage of development than
the SOE mobile phone carriers in China or in Thailand,
when they were equitized, so they may not have the
requirement to equitize sooner rather than later.
FB: This is also a good example however, of Vietnam
not being dominated just by incumbents. A major
Hong Kong telecoms operator came in with a Hanoi
based partner fairly recently and never expected to
have the growth in handsets that they’ve had. It’s
been phenomenal for them and they’re one of the 3G
operators . They’ve invested a lot of money in the roll
out, but the return has already been very good.
DL: So we may surprise the region, by being the first
to fully roll out 3G and once it has rolled out, I think
that consumers will adapt to it very quickly.
T&I: Chris will you discuss the sentiment of investors
for Vietnam in the past year and moving forward.
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CF: I think that a lot of LPs believe in the long term
future of Vietnam; they get the demographic story for
Vietnam: young population, sustainable growth. They
have a few concerns about currency or the trade
deficit, but I don’t think that those concerns are really
stopping them. What’s missing, well, what comes up
very frequently now, is that LPs have in general,
become much more cautious. They’re looking for
proven track records. They’re looking for high IRRs
and especially for high IRRs on deals that have been
exited. I think that is what Vietnam is generally
missing. There really aren’t that many 20X or even 5X
deals that have been realized. There are some that
are close; obviously there have been some good
investments. IDG made a great investment in
VinaGames. When that is realized it should be a really
high return. Vina Capital with Masan which got an
attractive return. We had a good exit with Saigon Gas;
that was a good exit for us. But in terms of proven,
sustainable, IRRs, Vietnam is still trickling out such
deals, there is no level of
consistency that LPs are
generally looking for.
And right now, because
capital is still pretty
tight, that is what
they’re looking for.
T&I: Proportionally, the
record of exits that this

CF: LPs IN GENERAL HAVE
BECOME MORE CAUTIOUS…
single country has already produced is better than
most of the world.
CF: People used to be concerned that Vietnam had no
exits; I think that’s gone this year, it’s just that few
exits have achieved really attractive returns. So they
see there are exits, that it’s easy to get companies
listed in Vietnam, to get trade sales, but there is not,
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no fund has consistently generated a consistently high
IRR, if you consider what capital has gone in and what
capital has been realized. There hasn’t’ yet been a
blockbuster.
CM: It’s still early days here, so it’s hard to see at
present how the vintage returns will perform. Lemons
ripen before plums, so the ones coming out of the

CM: THE ONES FIRST OUT OF THE
GATES, OFTEN AREN’T GREAT…
gate first often aren’t
always great returns in
the portfolio. So I think
that the point you were
making, James, about
patience in making your
investments, growing
them to the right point
for exit is a good one.
CF: I do think that’s it’s coming, but that it hasn’t been
realized yet. We all have some of these in our
portfolios; which when we realize them are going to
give us great returns, but they haven’t yet. And
meanwhile LPs are saying show me the money.
FB: I wonder too, if there isn’t a difference between
two markets like Vietnam and China, where people
look at China as a strategic investment, whereas
Vietnam is more like a tactical move; quick in and
quick out. You come here for fast money, but you’re
not really here to participate in the next major global
player in an industry; whereas China provides that.
DL: I think that when you’re considering the
sentiment of investors in Vietnam, you need to break
investors into two groups. There is the individual high
net worth and the institutional investor. Because we
have such a massive list of investors at Vina. I think at
last count we were at 4,000 to 5,000 investors across
the world. And the sentiment is different in these two
9
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groups of investors. So it’s important for us to
consider where we’re raising funds given what we
want to do. The individual investors went into a sort
of shock after 2008. They don’t exit, but they don’t
buy more either. They were just in shock. They don’t
look at their investment statements. They were just
ignoring them for a while. Now they’re a bit more
happy, because their share prices have recovered.
Then you have those investors who are interested in
Vietnam, but they pretend that it doesn’t exist until
their portfolios have caught up. The institutional
investors, the major LPs, are saying look, in 2009, we
just don’t have any allocation for Vietnam. So if we
don’t have any allocation for Vietnam, why bother to
go to a conference or listening to what you guys have
to say? Their allocations will come back, possibly in
2010, as the sentiment for emerging markets comes
back. All of the major institutional LPs are talking
about the need to be in the emerging markets in Asia,
but actually doing it, takes a long time, because they
have to work through their board, their trustees,
preparing strategic
papers, giving
presentations; that’s
nine to twelve months.
It’s a long, bureaucratic
process.
CM: There’s a lot of
distraction out there.
China’s a distraction.

DL: INDIVIDUAL INVESTORS WENT
INTO SHOCK AFTER 2008
India’s a distraction. Their own LP base; fund of funds
have distractions in their own LPs, raising their own
funds.
DL: The sentiment for Vietnam, macro-economically,
medium to long term, is still very good. But their
attention is not here; not at least until 2010.
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FB: One huge topic that I keep hearing from investors
is that formerly Vietnam was seen as high risk and the
US was seen as stable and safe and that’s all over
now. In comparison, really, Vietnam is not so high risk
anymore.

on average, in trades. Today we’re doing $200 million
in aggregate trades; the market is so much broader
that it should attract more investors, but this time
around, people are doing more intensive due
diligence.

KS: We’re seeing much the same on the public
equities side; so as you were saying Don, the
institutional investors, don’t have the allocations,

FB: The big issue that we hear about the most is
foreign currency availability. We all know that the
Dong must be de-valued over the next six months, the
only question is how much and how fast. If history is
any indicator, the government will take a very
measured approach to doing this, but they are under
a lot of pressure. And again, I think the government
will do the right thing,
which will puts us in the
right position to improve
exports or other things
like that, when they make
the Dong cheaper.

KS: INSTITUTIONAL INVESTORS
ARE DOING MORE DUE DILIGENCE
because their 2009
allocation is going back
to big emerging markets
like China and India but
hopefully that will come
back to smaller emerging
markets in 2010. I
definitely have a sense
that institutional
investors are going to do
more due diligence work on Vietnam, this time
around than in the past. We’ll probably have more
consultant type investors come into Vietnam, like the
pension fund investors in the US; they’re going to
send in their consultants, who will spend nine to
twelve months doing due diligence, coming here
wanting to meet us four or five times over that
period. I think we have to prepare for that. As for the
high net worth individuals, they’ll come once they get
more hand-holding, when they feel a little more
comfortable. But the market is so much broader
today, on the public side, than it was at the beginning
of the year. On the Ho Chi Minh Exchange we have
189 listed companies and but the total of listed
companies in Vietnam is 426. However, the number
to look at is the combined capitalization of the Ho Chi
Minh and Hanoi stock exchanges which in February of
2009 had a combined capitalization of $9.5 billion.
Today, November of 2009, we’re at $31 billion dollars.
In February we were doing ten million dollars a day,
10
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CM: I think that the
challenge here, in the
Post-Madoff world, is that

FB: WE KNOW THAT THE DONG MUST
BE DE-VALUED…BUT HOW MUCH?
the gatekeepers of traditional capital are going to be
very cautious. They’ll prod the platforms very
carefully. So while I think it’s lovely to conjecture that
there is going to be institutional money coming into
the market in 2010, I think it’s optimistic. I think it’s
going to be hard to go out and attract that
institutional money into Vietnam.
KS: I think that structures have to change here as well.
People are asking us, can you launch a new closed
end fund in Vietnam this year, or next year or anytime
in the foreseeable future? By and large the consensus
is no. People don’t want to be blocked by a closed end
fund again. Open end fund structures are something
that has to happen here in Vietnam. It’s something
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that we’re doing with two of our funds to address the
liquidity concerns.

T&I: What happened with the melt-down of listed
funds over the last year?

CM: Which I think makes sense for public equities. For
private equities I think that the trend, is to go back to
basics, to go back to traditional LP/GP route, whereas
most of the funds in Vietnam to date, have been done
through a closed end structure.

CM: We’ve talked about some of the causes already
and the differences between institutional and retail
investors and how the latter which came in earlier,

FB: Another structural issue arising at the moment,
comes from the state banks, trying to find a way for
the domestic players to put US dollars to work, in
cooperation with the foreign funds, but keeping that
money in the country somehow. Which raises a
question about how you put money offshore, without
putting money offshore and other considerations. The
fund needs to be able to get that money out if things
go bad, but as long as
things are going good it’s
fine to leave that money
onshore.
CM: That’s a point that
we’re hearing isn’t it?
That the framework is
still very much underdeveloped. So how can

FB: HOW DO YOU PUT MONEY
OFFSHORE WITHOUT …
domestic money invest offshore for a Vietnam
opportunity and how can domestic money invest in
dollars, how can you structure cleverly and put
different layers in the capital structure when perhaps
those structures are not recognized under the law;
When people don’t realize the difference between a
secured creditor and an un-secured creditor. We have
a long way to go before we have the investment
structures that institutional private equity capital
investors are used to seeing and used to enforcing.

11
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CM: …FUNDS WERE TRADING
BELOW CASH VALUE…
became very flighty
when their funds, some
of which had been
obtained on margin
from private banks
exposed to other
markets and other
investments that they
had in their portfolios
went South. Margin calls
were made and they had
to sell even good investments in great funds, just to
get liquidity, opening up big discounts to the net asset
values of several funds. This is not just in Vietnam, but
in other emerging markets as well and some of those
discounts went as wide as 80% to 90% of NAV. Some
of the discounts went below the cash values in those
funds and in developed markets as well. As soon as
that happens you start to attract different types of
investors, more institutional, abitragers, hedge fund
type of investors that see that as an opportunity. If
they like the fund or they see the cash and if they feel
that they can make a play, they will look to do so.
That change, between the retail and the institutional
type investor, is partly what has happened and
perhaps people’s inability or boards’ inability to deal
with those issues swiftly created problems for
themselves in some funds. Again, this is not just in
Vietnam. Many funds are looking at how they
restructure, how they address discounts to NAV, how
they balance their day to day jobs of investing their
money, wisely into the opportunities that they see in
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the markets that they’ve been given the mandate to
invest the money in, but actually listening to the
changing voices from their changing shareholder
base. So where we’ve had a couple of funds, who
have had visible problems, it’s been primarily because
there has been a change in the shareholder base,
which maybe bought into a fund at a dollar a share
and the NAV is at four, but if they can successfully
trade that out at two dollars, in six weeks or in six
months, then they’ve made a fantastic return,
irrespective of what investments that fund has. I think
this is partly the issue. Unfortunately, this has
happened a lot with private equity type funds,
because they’re largely illiquid assets, or are in funds
that are in the public domain that has challenges. If
you have the traditional LP/GP structure, you
probably wouldn’t have
the same level of
visibility, where we can
see limited partners
offloading their stakes
to other limited
partners. But when it’s
in a listed vehicle, there
are other forces at

DL: OUR MAIN JOB IS TO CLOSE THE
NAV SHARE PRICE GAP
work. It’s not a sentiment issue, but it does influence
how people view the market. It’s not great news for
the market.
DL: Some of the issues with the liquidations that we
saw, among the funds that liquidated here in
Vietnam, to understand what happened you need to
look at a couple of points. First, there was a change in
the investor base. But then there was a factor of
whether a fund was perceived as poorly performing
or whether corporate governance was weak and then
the most important part, which was whether the fund
had a lot of cash. Hedge funds were coming in and
12
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picking off funds that had a lot of cash, but if they had
strong corporate governance or a strong base, the
hedge fund would not dare to attack the fund,
because they had a loyal investor base. But when
there were these perceptions that the corporate
governance was lax, or that there was a weak team,
then the investor base is unhappy and they’re willing
to join up with the hedge funds and kick you out. I
think that those are key issue for any fund anywhere
in the world. And that’s why there are selectively,
some funds that were attacked and others that were
not. All these hedges are doing is arbitrage; they look
at the funds, they study your investor base and make
a thorough study of how they can take you over and
that is what we’ve seen in the market. None of this
was by accident. These guys are good, this is what
they do, it’s how they make their money, it’s a full
time job.
CM: They’re scary.
DL: They’re very scary, but that is what they do. We’re
hoping that this phase is now over, now that some of
the share prices have gone up and the gap has been
closed. Our main objective now as a fund manager in
Vietnam, is to discover how we can close this gap.
We’ve spent a lot of time reporting on our status to
our investors, talking about the discount gap for our
NAV, because they didn’t understand what we have,
whether the valuations are correct or not. If the
perception is that what you have in your NAV and the
actual valuation are actually much lower than what
you have on the books, then they want to sell your
shares and build in the discount.
T&I: You personally invested in your listed stocks
during these times of duress.
DL: Yes. For us, you need to look back historically at
the first two funds, that we founded, Vina
Opportunity and VinaLand. They were actually always
trading at a 20% premium to their NAV for about four
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years. But when the crisis hit, a lot of our US investors
sold their shares all in one go, so that there was a
drastic change in the share prices and in the discounts
at that time. It’s going to take from 18 to 24 months,
to get the discount back to a par value, but it’s only a
matter of time. And a lot of our investors are buying
more shares, as the hedge funds and the US based
investors are selling out of our fund. So our discount
has moved from down around 80% to around the 30%
range of discount
to NAV and we’re
working to
reduce the gap
even further over
the next twelve
months to par,
through a
combination of
actual exits, which proves that our NAV declaration is
good. And so far, all of our exits have been above our
book value, especially in private equity and real
estate. And second by paying a dividend, which once
paid, reduces our discount gap, because typically
when you pay out a dividend the share prices goes up
a little bit and your NAV is reduced, so you close your
discount gap that way as well. And finally we manage
expectations of shareholders; by communicating we
encourage them close the discount gap.

KS: PEOPLE WANT CONFIDENCE THAT
THERE IS LIQUIDITY
KS: This comes back to track record, which Chris
brought up. People are looking for solid, long term
track records in Vietnam. Our largest fund, PXP
Vietnam fund, is 96.5% liquid equities. So there are
few, so-called hard to value assets and it’s trading at a
25% to 30% discount to NAV. That’s better than
February when it was trading at 50% to 55% discount;
but what that meant was that you could “buy the
index” at 100 to 130 points, early in 2009. I think that
13
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these discounts are a factor of track record and
visibility into the portfolio and structure. People want
the confidence that there is liquidity. And while
private equity is obviously very different from public
equity, people want to make sure that they have
liquidity in case events like last year come up again in
2010 and they need to get out as fast as they can. So I
think that this is a function of the velocity of capital in
and out.
CM: I wonder
also if there is a
point around
that made
earlier, around
currency. Funds
have Dong
denominated
assets, but the
funds report in US dollars, so there is both the
translation issue there of gradual or even accelerated
devaluation through the depreciation of the dong.
The other point from a practical perspective, which
we found last year, is that although there are no
currency controls, or few currency controls, actually
getting dollars out of the country is very difficult,
particularly when liquidity becomes so tight. Look at
2008. It could take six weeks to get a million dollars
out of the country. Through the official channels it’s
all clear and you’ve got all the paperwork, it’s just that
there are not the dollars in the system. So I wonder
whether, in our markets, do those listed funds, in
London and Dublin, do they also put there an element
of discount for the fact that were there to be greater
depreciation, the NAVs might fall quite quickly,
because you would have to ultimately get your dollars
out at that price.
KS: Currency is a question that we face a lot. Year to
date, the currency has devalued against the dollar
2.5% to 3%; and if you look at the macro environment
here in Vietnam, it’s a quite appealing. The macro
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picture has held up incredibly well, especially
compared to the region, so I think it’s a function of
people becoming cognizant of the macro story here in
terms of inflation, budget deficit, balance of trade
and GDP growth. For six months now people have
been saying, both inside and outside of Vietnam, that
inflation would really ramp up at the end of the year.
But it hasn’t. Year to date, inflation is running at less
than 5%. I don’t think that we’ll reach the
government target of 7% for the year, I think we’ll be
under that for the year. So we don’t have the
inflation problem. GDP growth has accelerated. The
corporate profitability picture is fantastic. So
hopefully going into 2010 there is going to be fewer
concerns. Lately the concerns have been around the
reserves of US dollars. People outside of Vietnam
have been publishing research saying that the
Government has fifteen to sixteen billion worth of US
dollar reserves and that’s too low. That’s new. But we
think that a lot of concerns like that will dissipate
going into 2010 and that currency will be less of a

CM: WHAT HAPPENS WHEN THE
STIMULUS IS TAKEN AWAY?
reason to apply
discounts.
CM: Although Fred’s
comment earlier was,
what happens when the
drug drip of stimulus is
taken away? When
there is no subsidy
coming into the
economy, what
happens then and how efficient has that subsidy
been? Where has the money gone? Has it gone into
the stock market and real estate projects? Quite
possibly. Has it gone into the real economy, has it
gone in un-blocking weak infrastructure? I don’t
know. So when it stops, it’s perhaps something to
keep an eye on.
14
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FB: And the first stimulus fund has been completed
and the government is considering a second one that
can provide a new shot in the arm, alongside a

FB: THE QUESTION REMAINS ABOUT
OUR COMPETITIVENESS…
national bond issuance, however the last two national
bond issues didn’t as I understand, succeed, so it
looks like they’re going to have to offer a very high
price for this one to succeed. Once they’ve done a
bond then there is more discretion on the part of the
government about what they can do with the money.
The first round was pretty non-discriminatory; private
companies got funds and even foreign invested
companies received funds; foreign banks could get
access to that window. It was quite interesting. But
that would be different with a bond, so again, if they
invest the money in state owned companies, it’s not
the most efficient investment in the world typically.
And if they don’t where does it go? To my mind a lot
of things come back to exports. Right now this
currency issue is not a deal breaker for Vietnam,
because the black market that is evolving is only at
about a 6% differential to the sort of official market,
so it wouldn’t be a real killer if they have to adjust the
currency to be in line with the real market, and then
you could get your dollars and the banks don’t have
to lose money just so that you can send out your
dollars. But the question becomes, did they do the
right things, are they doing the right things, with the
infrastructure to make exports more competitive. And
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this goes back to the inflation guess. The Ministry of
Labor just adjusted the minimum wage, based on the
assumption that inflation was going up by 10%. So if
it’s only going up by 3%, then they’ve raised minimum
wage higher than they should when China has
stopped raising the minimum wage this year so that
they could get some jobs back. To me that is a real
variable of concern; how much the government is
going to be able to support the manufacturing export
sector which after all, no matter whether it’s state
owned, private owned or foreign invested owned, are
responsible for the big export manufacturing items
like garments, footwear and furniture; employment is
pretty evenly distributed over those three interest
groups. The question remains whether Vietnam will
remain competitive in the global economy, or are
higher wages going to mean we’re not competitive
with China, when our infrastructure is not quite there.
They’ve done a lot of work on the ports, the ports are
improved; Cai Map Port is ready, they’re installing the
huge US container security initiative compliant x-ray
machine to x-ray containers, so it’s going to be ready
for direct shipments to the US, however, getting the
road to that port sorted out so that you don’t have to
bump along, on a dirt road in the mud, is yet to
happen, it’s going to take some more time.
KS: I agree, I’d like to see stimulus spending more
targeted. In our view, Vietnam never had a liquidity
crisis like the United States, Europe and other parts of
the world. So trying to fix corporate balance sheets
across the board, isn’t necessarily the right answer.
It’s trying to find ways to stimulate investments in the
right sectors that will take the country forward. So I’d
like to see targeted stimulus rather than just broad
cheaper financing. You know a lot of money has gone
into the stock market, there is no question. It’s gone
into real estate as well. Leverage across the listed
space is low with debt-to-total capital of less than
20% in Vietnam; A pretty conservative number. So a
lot of companies were simply playing the interest rate
15
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arbitrage, borrowing money at 6%, sticking it in the
bank, sometimes through company accounts or
through the Director’s accounts or whomever and
collecting 9% to 10% interest. Or putting that money
into the stock market.
FB: This goes back what happens in the next stage for
Vietnam, which is critical. A lot of this money has
gone to pay off old bad debt, so now, the NPL are
under 3% so it’s not too bad, but looking forward
people have new loans, raising a question of whether
people will be able to pay back the new loans when so
much has gone into speculative property projects, or
whatever.
KS: We think that the rate of non-performing loans is
more like 12% to 13%.
T&I: Chris can you
introduce the topic of
sectors of interest to
your firms.
CF: We actually take a
very top down approach
to investing, so we don’t

CF: WE DON’T LOOK AT SECTORS. WE
LOOK FOR ATTRACTIVE COMPANIES.
intentionally look for sectors that are attractive, we
look for the best companies in sectors. So in
discussing sectors in Vietnam, I want to begin by
talking about a sector that we don’t focus on but
which we think can be a big catalyst for Vietnam, is in
electronics assembly. We think that there is a lot of
momentum there right now, led by Japanese
companies and Taiwanese companies. It’s not
electronics sub-assemblies on a contract basis. It’s
more companies such as Canon, or Panasonic, setting
up factories, its typically in the realm of corporations,
who are here setting up companies, but Foxconn of
Taiwan has a factory here.
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JV: Jabil Circuit.
CF: Right. So there is momentum there, mainly in the
North of the country, but I think that it can be a
catalyst for a new or the next big round of investment
in Vietnam, in this area, which I think would provide a
good stimulus for Vietnam.
T&I: You mean that Vietnam is going to capture more
of Thailand’s light manufacturing in electronics?
CF: Yes. Fujitsu for example has a very large disk drive
plant here; so I think that
we’re moving in that
direction. But we don’t
invest in that area. I just
wanted to mention it.
JV: We have a company,
GES, Global equipment
services, the
management is all

JV: INTEL IS STILL GOING TO BE A BIG
INVESTOR IN VIETNAM, BUT…
veterans of the semiconductor industry; they started
out in field services or training Vietnamese engineers
to service semiconductor fabs in the different
markets: Korea, Japan and Taiwan. One of the things
that the company is doing is getting into contract
manufacturing, moving up the food chain a little bit.
T&I: Intel was looking downstream of your
investment in GES, how is their progress here?
JV: Intel is still going to be a big investor in Vietnam,
but it’s all about timing. It’s just not happening as
quickly as we expected in light of the global crisis.
Another reason is that there are not enough players
in the hardware and electronics industry in Vietnam
yet, to help foster the industry; people come here,
they hear the pitch and then they find that while
there are a lot of engineers, there is a lack of
16
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engineers trained in what they want to do. Also when
they come they may have some unrealistic
expectations about what the engineers can do.
Training is really the key. Companies that come here
have to put time into training, put in a lot of effort.
CM: Where Singapore and Thailand have been
successful has been to take the Porter approach and

CM: SINGAPORE AND THAILAND HAVE
BEEN SUCCESSFUL BY TAKING…
to create clusters of
what used to be a hard
disk industry in
Singapore now
Thailand and the auto
industry in Thailand.
The cluster solves that
problem. You get firms
in your space, your
keiretsu example and
you get training included in that. I haven’t seen any
government led initiatives yet in creating a cluster,
but we have seen some entrepreneurs taking the
plunge. One of our investee companies, Truong Hai
Auto has built an auto cluster, himself, basically,
because he needs the surrounding infrastructure for
his business. He needs a battery guy and a wire
harness guy and a paint guy. He’s built the industrial
park; but he needs these other firms for his assembly.
And perhaps electronics needs that kind of approach
long term as well. Either from a visionary entrepreneur, a business builder, or for the government to
say, “hang on, how did Thailand in getting a particular
center of excellence in an industry”
FB: One of the missing links is industrial zones. You’ve
got incubators popping up in the Tan Thuan
processing zone. They’re very much looking at that
industrial strategy.
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DL: There are plans being put in place for the kinds of
ready-made, rental factories or industrial parks that
Thailand has. People do come to us with such plans.

CF: IT REALLY COMES DOWN TO
WHICH COMPANIES ARE GOOD AT…
FB: In Tan Thuan industrial park, they’re targeting chip
design, so what they’ve done is to bring in several
different IC design firms to go there and set up
companies there with very favorable tax rates, the
government being very supportive and because the
land is so close to the city, it’s just too valuable to
simply use for garment manufacturing for export,
they’re going up the value chain. Which seems like it’s
exactly what they should be doing.
KS: That is the chicken or egg syndrome, where you
have lots of demand from both foreign investors and
from entrepreneurs to build these kinds of facilities
and to conduct that type of manufacturing here in
Vietnam, but there is not the trained labor pool. The
investors are waiting for the training to take place and
the state is making a pseudo-attempt to stimulate the
education sector to provide people of that caliber, but
it’s hard to see which one is going to lead which. One

CF: OUR VIEW IS THAT SECTORS HERE
ARE LIKE CHINA AND THAILAND…
sector that we really like, where unfortunately there
are not a lot of public equity opportunities to invest, is
education. Not just primary or secondary, but
vocational education and training.

There are so many things that you could do here that
could make money, but there are very few companies
that can really execute. So we choose sectors that are
simple, that are proven and then it really comes down
to which companies are good at execution, which
companies are good at building strong management
teams, which can execute on even relatively simple
business models.
T&I: How to you take your restaurant company for
example and build that into a regional chain?
CF: There are lots of precedents for successful
restaurant chains in Asia,
like Little Sheep and many
themes whether they
sushi houses, or pancake
chains, or KFCs or pizza
huts. There are plenty of
precedents; there are
certainly all the
ingredients in one of our
portfolio companies that
makes it scalable; one of which is not to depend upon
the skills of a particular chef, so the hotpot model, in
which we’ve invested, is relatively simple to prepare
to cook in the hotpots; so you’re not chef dependent,
it’s very scalable.
DL: Pho 24, our noodle chain, has opened two
restaurants this week in Hong Kong and then this
month we open in London. They are starting to
expand as a chain.

T&I: Returning to your introduction Chris?

T&I: The reason why Navis succeeds with Au Bon Pain
in Thailand is the standard level of service.

CF: Our view is that our sectors become like those in
China and Thailand, that those countries give a pretty
good indication of what sectors are going to be
successful here. But in our view, the main issue in
investing here is not in selecting sectors but investing
in companies that can execute basic business models.

DL: For us the key thing with Pho Noodles, is the
water in the soup, so we’re trying to standardize that
right now. Whereas the ingredients can be picked up
anywhere in the world; meat, noodles, whatever. It’s
the secret sauce that goes into the soup that is key.
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T&I: Don put on your real estate hat briefly for us.
What is going on in that sector in Vietnam?

If you need to fly in foreigners to have someone to
play, you won’t make any money.

DL: We do like real estate a lot, especially for
Vietnam. The main reason is macro-economic. Just
look at it. The demand is there in real estate. The
question has always been which sector in real estate,
at which point in time you enter. For example, at the
moment, we do not like the office sector in real estate
in Vietnam, because there
are too many buildings
coming up. The one area
that we like a lot for
Vietnam for the next two
or three years, is what we
call R&R. It’s nothing to do
with resorts. R&R for us is
residential and retail.
Residential, because the

T&I: Every hotel in Ho Chi Minh City has a Casino.

DL: THE QUESTION FOR REAL ESTATE
HAS ALWAYS BEEN…
demand is there; retail demand is huge it just
depends upon you coming up with the right product
and the right brand. In retail space we believe that
there is a going to be even more need, although at
the moment, it’s difficult for people to get licensing.
So we typically go after retail development in
connection with residential developments, more of a
mixed use development. With residential units
supporting retail sales; residential on top and retail
space on the bottom, which allows you to get a 20%
higher price. The young, growing population is the
macro-economic basis that is driving demand for real
estate, along with urbanization.
T&I: You don’t mention gaming?
DL: I think that gaming will take another three to five
years in Vietnam and unless they let Vietnamese
citizens play, it’s going to be a very challenging sector.
18
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DL: An electronic casino; computer generated gaming
machines, but no dealers. Asians like to squeeze
cards. And it’s just for foreigners; if you’re
Vietnamese, you can’t play. But I think that in three to
five years, Vietnam will follow the Singapore, allowing
people to come in, register, and pay a fee to play.

FB: THE FUTURE OF GAMING
DEPENDS ON LOCAL PLAYERS…
KS: And I think that plans
here would have to be a
lot more moderate. It
seems to me that people
here want to use the
Macau or the Las Vegas
model and put them to
work in Vietnam right
away. Asian Coast
Development (ACDL) has
a four or five billion
dollar casino plan, with four or five hotels, marine
park and golf courses. (cacophony of voices).
FB: That’s because that’s what the Prime Minister
says that’s what you have to do. That if Singapore and
Macau have four or five billion dollar projects then
we’re going to have a four billion project too. And if
you want to build a casino, then you’re going to build
a four billion dollar project and we’re only going to
allow it in the North or Central or the South. The point
was that you don’t have to put it all in day one. We’ll
give you a ten year, or even twenty year phase in and
they’ve been pretty flexible and pretty pragmatic
about this so far. The question, as Don said, looking
five to ten years down the road, does depend upon
local gaming to get the number of visitors to the
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tables. And in that respect, it’s true; this is being
talked about right now. Vietnamese people are
spending money in Cambodian casinos that are just a
45 minute drive from Ho Chi Minh City; so that our
theme is why not open local casinos to them, subject
to some sort of local vice controls like they have in
Singapore where the wife can call up and put her
husband on hold for gambling because he is losing so
much money.
T&I: Don, developing the Da Nang coast has long been
a theme of yours where is that?
DL: Actually, we just launched that project and we’ve
sold pretty much all of the villas that we’ve launched
for the project, at a
minimum price of about
a half-million dollars.
T&I: I used to walk into
the street level offices
for golf resorts here in
Vietnam and they’re
now all closed. But
you’ve sold out.?

last and raising the question of how much rope do we
have left before we hang ourselves.
KS: One of our concerns about the whole tourist
sector, and maybe this is too simplistic, is how this

KS: ONE CONCERN IS HOW THE
COUNTRY GETS REPEAT TOURISTS
country gets foreigners to view this country as a
repeat tourist destination? Da Nang, I’ve only been
there a few times and I think it’s a beautiful place, but
during the peak tourist season, from December to
February, the weather there isn’t all that appealing.
So if you’re a foreigner going there from the UK for
Christmas holidays, chances are that you’re not going
back. Or at least that is what we hear a lot. “Oh we
went, fantastic place. Loved the people. Loved the
food. Loved the beaches. But we’re not going back.”
Whereas in Thailand people buy resort homes and
then go back, or rent it to their friends. So a big issue
is how do we get that to happen here in Vietnam.

DL: We launched our project earlier this year, called
the Ocean Villas, which includes a golf course and a
JW Marriott Hotel. We sold all of those villas in about
two weeks. We sold them all to Vietnamese buyers;
there were zero foreign buyers. All domestic sales.
We’re bullish on resorts, but only when there is a real
estate development associated with them.

FB: You mention foreign purchase. I think that is the
safety valve that we have; in these kinds of
properties, the fact that right now you can only really
sell to local buyers to obtain fee simple. And
foreigners can only get this fifty year lease that you
can’t really do much with. But that means that there
is a market out there waiting, in case the market were
to go down, the government could easily open that
floodgate, calibrate however they chose and allow
foreigners to come in and take up that slack. You
know that they’ll do that, they’re very pragmatic
about that kind of thing. When they have to they will.

T&I: Given the experience of investors with projects
that never come to fruition, I’m not surprised.

T&I: I’ll ask each of you to make your wrap up
remarks now. James please start us off.

FB: You have to wonder right now, about the
domestic demand for whether it’s villas or whole
property projects is so strong, that how long can that

JV: Actually going back to Don’s comments about his
tech fund being consumer oriented, we’re also very
consumer oriented, in a nutshell, we like businesses

DL; WE LAUNCHED…WE SOLD ALL
THOSE VILLAS IN TWO WEEKS TO…
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that are tech enabled, but are consumer facing,
consumer driven types of businesses. In terms of
funding pure technology companies, it’s just too
much risk for Vietnam. You have technology risk,
market risk and team risk; but you can reduce
technology and market risk. I think that the country
will evolve in terms of developing the talent and the
engineering skills and the level of innovation, but right
now we’re focusing on using existing technology and
models that are proven in different markets,
beginning with the closer markets of China or India,
so that we know at least that the business model is
proven. We know that if you want to invest and
compete with Google based on technology, you’ll
lose. You have to find innovations in things other than
technology.
T&I: Even in the
Vietnamese language?
JV: I think that gives you a
little leg up, but the
businesses that we like to
invest in have a proven
model, that focus on
innovating in consumer
facing products or services. Actually most of our
portfolio companies are like that; Vatgia, ChoDienTu
and Vinabook for good examples. They aim to solve

JV: …WE LIKE TECH ENABLED,
CONSUMER FACING BUSINESSES
the retail problems in Vietnam using the Internet and
approaching it from different angles. We think ecommerce is important because retail space here is
very limited and often prohibitively expensive. One of
my jokes is to ask how many bras a retailer has to sell
to justify its storefront. You look at these places
selling lingerie and they’re pretty big and their rent is
maybe $15,000 a month. I think that may be a
problem in all emerging markets, retail space getting
ahead of itself. Landlords tend to develop unrealistic
20
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expectations, in which case no business can expect to
break even. So that is what these three companies
effectively do, Vinabook creates a virtual retail space
for books and other products, Vatgia creates a virtual
malls for all merchant sellers and ChoDienTu creates a
virtual marketplace. So we like companies that focus
on consumer driven stuff and which leverage media,
online, mobile, television, out-of-home media, etc.
T&I: Craig, I promised to get a few comments from
you on sectors.
CM: We’re somewhat sector agnostic, but we like

CM: SUCCESS IN VIETNAM COMES
DOWN TO…
simple business
models. We think that
scale is very important
in Vietnam and brand
and management. The
three are linked. If
you’ve got a business
of scale with a brand
you can attract good
management to those businesses. And certainly
where we’ve had success it’s been with businesses
that do have a strong market brand position. In the
past, that’s been in banks, more recently it’s been
with animal feed and construction materials, so it
very much comes down to where you can get a
market defensible position and where you have
enough of a platform to benefit from the winner takes
all category.
T&I: By which you mean what?
CM: Businesses that are successful and get the brand
and have the management seem to attract more
business and their margins strengthen. They’re
getting more scale. You see that in animal feed, in
construction materials. Some of our companies are
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somewhat sub-scale, perhaps don’t have the brand,
and they’re finding their margins erode and
eventually their businesses are tough and they can’t
retain good people. We’re fortunate to have in our
portfolio a construction materials business that has all
three and so it can retain good managers and attracts
new talent and protect its margin.
T&I: You had a building construction materials
company as well Don. Did you sell that?
DL: Ho Phat, probably one of the largest construction
materials companies in Vietnam; today it has a
market cap of some $750 million.
T&I: So Craig and Don, where are the big consumer
building supply stores that we see in Thailand?
KS: Look back to what Don was saying about his R&R
strategy. Those big retailers; I used to do a lot of
business with those big retailers such as WalMart in
the US. They don’t want to come to Vietnam and
build one or two stores. They want to come to
Vietnam and gain visibility in building ten, twenty or
fifty stores. And in order to do that they need to see
more retail square footage on the ground or in the
pipeline. But in the same vein, you might ask the
question of when McDonalds comes to Vietnam. McDonalds doesn’t want to come here, spend the time
and effort to open two stores when they can build
fifteen stores a day in China.
FB: A lot of such businesses are stymied by the WTO
market access restrictions, that the WTO
Commitments agreed to when Vietnam acceded to
when it joined the WTO in 2007. Even now, or
forever, you cannot set up a foreign owned restaurant
outside of a hotel. So maybe we’ll see McDonalds
mini hotels. But the answer really lies in franchises
and that is where the funds at this table have an
opportunity, because you have the legal
encouragement for local companies to become the
local franchisees of these foreign brands, who obtain
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the brand, the know-how, the supply of raw
materials, quality standards, they’re all going to be
there, and yet most of the equity, will be trapped in
the Vietnamese company and it will grow in the
Vietnamese company.
CM: The other reason that McDonald is not here yet is
because the whole food security and supply chain is
not present yet to guarantee the quality of the raw
materials and the products.
FB: And that is not happening either, because the
entire supply chain under the WTO agreements has
been disintegrated into fifteen different licenses of
each step of the supply chain. To go to retail for
example, that final step
in the chain, you need
to pass an economic
needs test, to get a
second shop retail
license, which is why
you won’t see Walmart
owning its own stores
here; because as Lotte
has shown you can’t

FB: …YOU CANNOT SET UP A FOREIGN
OWNED RESTAURANT OUTSIDE A HOTEL.
get the second license very easily; and so now Lotte is
suing their lawyers, who told them that they could get
a second license. They asked us if we could guarantee
a second store and we told them no.
T&I: The same holds true for Big C, the Thai chain?
FG: No. Big C is moving to the franchise model. It was
too hard to get the ENT (Economic Needs Test) so
they’ve moved to a franchise model. Then you have
people like Metro, but they’re not retail. Technically
speaking, they’re a wholesaler and as a wholesaler,
they have their own set of problems, because
wholesalers can’t get licenses to sell beer or rice.
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Those are national food security controlled items and
those two items are 17% of their revenues, so that’s a
big issue for them.
T&I: Craig, you have an auto assembly firm?
CM: We do, it assembles cars. It has Kia, the Korean
passenger cars, it has a range of light trucks and
buses. It’s the number one producer in the country. It
was founded by a local entrepreneur, we invested and
brought in a foreign strategic investor, Jardine Cycle
and Carriage, who came
in and took a quite
significant stake in the
company last year and
that has helped the
company to improve its
systems and get access
to other brands and to
grow that way.

KS: I THINK THAT THE NEXT BIG
OPPORTUNITY, OR ONE OF…
FB: There are different degrees by these companies
for their value add. Toyota is the most localized; they
actually do stamping of their steel locally, but all of
the sub-assemblies comes in kits from abroad.
T&I: I wonder whether those of you here today who
have built the PE industry in Vietnam can still see the
amount of change that has taken place here?
KS: Speed is relative. And you’re right you do see
change, in things like the growth of retail stores. But
one thing that the country lacks is a more
sophisticated notion of merchandising. You walk into
the Saigon Co-Op or into these new convenience
stores and they are merchandised absolutely wrong. I
think that the next big opportunity, or one of the next
big opportunities, is pharmacies. This country needs
well merchandised pharmacies (quiet laughs of assent
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or frustration from around the table). Merchandising
needs to evolve here in Vietnam in order to capture
the growth story for retail. And what I think we’re all
saying is that retail is very appealing as a sector in
Vietnam. Growth year to date in retail sales is 22%;
you’re not going to find another country that high.
China is 15%. The consumer here wants more options.
The problem is in finding the people who can deliver
those options. On a separate note, one sector that we
haven’t touched on is financial services. When I first
began coming here in 2007, everyone was talking
about financial services. Right now it’s probably the
most boring sector in Vietnam, aside from TechComBank, but that is a retail consumer-driven story.
FB: I don’t think that’s quite fair. There is an active
pipeline of positions taking place in joint stock banks.
KS: Yes and I think that in 2010, financial services
could actually surprise a lot of people in a positive
way. Fred correct me if I’m wrong, but under WTO
commitments the government has to increase the
amount of foreign ownership of banks during the next
year and that could really kick-start things.
FB: Well, from the look at TechComBank, foreign
ownership is going to stick at 30% and the
government seems a bit ambivalent about whether
they’re going to allow individual foreign banks to have
ownership by foreign banks increase their ownership
in banks to 20%, as HSBC was allowed to do with
TechComBank. Other banks were not allowed to do
this. But in terms of other kinds of financial services;
brokerage, underwriting and asset management, that
is definitely opening up. 2012 is the date in which
majority control of these companies is to be allowed.
We already see the Swiss, the Japanese, coming in.
T&I: The list is brokerage, asset management,
insurance, consumer loans, what is the list Craig?
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CM: From a private equity perspective, we’ve seen
over the years that financial services have been a
great opportunity to generate significant returns and
exits. Partly that occurs as companies go from being
private to being quasi-OTC and then ultimately
become listed. For domestic investors it’s much easier
than for foreign investors and so where we’ve had our
greatest success has been in that space because
we’ve been investing domestic money into those

CM: WE’VE HAD OUR GREATEST
SUCCESS INVESTING IN…
opportunities. For foreign
investors it’s harder.
There are more
restrictions and more
limits on entries into
these opportunities.
Obviously this is seen as a
leverage play on the
economy and this has
fallen out of favor for
much of this year. It’s good to hear that you think it
will strengthen again next year. We look at this space
and the sector, it plays to one of two or three broad
themes that we’re always looking at which is either
logistics or services or the consumer opportunities
where you can get scale. Coming back to your
comment about banks, that have been getting
successful, EximBank and many others, the banks that
foreign investors have been in for a while in Vietnam,
these have got scale, they’ve got brand and
management. I think we’ll see new entrants in the
financial services sector. We’ve seen this in other
markets where other non-traditional players come
into a market and begin to offer other financial
services, whether it’s through an electronic platform
or from another offering. What’s interesting for those
of us around the table today is what happens in our
business, asset management and the funds business
and to see how those changes come in. There has
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been a lot of talk, for many years, about trying to
regularize that; because it’s still unclear how you can
be a domestic funds manager in Vietnam. The
regulations aren’t so transparent and there are
differences between a domestic fund management
company, and a foreign fund management company
investing in Vietnam through a representative office.
One of the biggest issues is around permanent
establishment and the rules for that are not clear. If
you were to follow the rules down the line, it’s
difficult to know what you can and what you can’t do.
KS: I think over the next five years consolidation
activity, M&A in financial services, is going to be really
attractive and interesting. If you look at consolidation
in Thailand, the Philippines, China or many other
emerging markets, a similar scenario is bound to
happen here. Hopefully the government allows it to
happen in the right way, doesn’t dominate this
process too much. Insurance. We really like the
insurance story, the underlying fundamentals, the
demand for insurance, we’re just frustrated with all

KS: WE’RE FRUSTRATED WITH
INSURANCE COMPANIES HERE…
the insurance
companies here, can’t
price their products so
they’re not making any
money. It seems like
they’re just going after
market share and
increases in their policy
holders, but no listed
company is making
money on the core
insurance business. Looking at the insurance market
here, relative to other markets of the world, the
profitability is sub-par, but again, hopefully that
changes as the market matures, and as foreigners
come in. AXA comes in, buys a bigger stake,
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implements a better pricing policy and risk controls,
introduces technology.
T&I: At what point does the brokerage industry of
which PXP is a player go into play?
KS: The brokerage industry here needs to consolidate.
There are over 100 brokerages here, serving anyone,
retail or institutional investors, who wants to buy a
share (laughter around table) so that needs to
consolidate. There are probably only twelve firms that
really matter, no disrespect to anyone, but there
needs to be mass consolidation. And I think that this

DL: BANKS ARE LOOKING FOR NEW
CAPITAL. WE’RE TALKING TO THEM

will happen through attrition as a lot of the
brokerages just go away.
FB: A lot of those brokerages were set up specifically,
sometimes with indirect foreign backing, in order to
become the local joint venture partner, with a foreign
partner, whether they’re Japanese, Malaysian or
Swiss. We’ve seen them all and they’re negotiating
these things now, so that when they’ve got the calls,
they can buy up shares and gain control. This is all
happening now; and then when we begin to fall upon
hard times, then we’ll have to begin the
consolidation.
DL: On this topic, financial services, I think that the
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the entire theme is on consolidation. The banking
sector is going to be the first to consolidate. There is a
need for banks to increase their capitalization. We see
a lot of the small, privately owned banks, already
scrambling to meet with us and others, to increase
their capital base. Last year, the requirement was for
about 60 million dollars. For 2009 it was increased to
about $120 million and by the end of 2010 the
requirement is for about $180 million dollars. A lot of
banks are looking for new capital. We’re talking to a
number of them. We’ve told them that they’re too
small to survive and that they need to consolidate.
There must be about ten to twelve of these privately
owned banks in play, by which I mean they need to
raise money to meet their prudential requirements by
the government, as these are increasing. These are
just the privately owned banks I’m talking about;
Nam A Bank, Phuong Dong Bank there are a lot of
these smaller banks, who obtained banking licenses
in the last five to ten years, when a slew of licenses
were issued. But returning generally to the financial
services sector, I think that the opportunities are
there, but as we said earlier, these opportunities
have to be big enough to survive and the smaller
ones will have to be consolidated. The question is
which ones of these companies have a good team,
with open minds, that we can consolidate, buying
them today, then listing them again in three years
time.
T&I: How big was your EximBank deal?
DL: That was a $75 to $80 million dollar deal for us.
While they’ve listed we’re not taking our money out
of their shares, so we remain a significant
shareholder. Over time, we’re hoping that his is going
to be a between 2X and 3X return for us; but over a
two to three year time frame. The bank is starting to
grow; they’ve listed they’re doing pretty well. They
have Sumitomo as investors, Prudential as an
investor.
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CM: We invested in Exim Bank three or four years ago
and continue to hold a stake in the bank. That is an
example where an investment has the brand, the
scale the management to take it to the next level.
T&I: Now that Exim is listed, could it be acquired by
another foreign bank?
DL: They’ve already done a strategic sale, to
Sumitomo Bank of Japan, but in the other order, the
sale came first then the IPO. Sumitomo took 15%, the

CF: OF OUR 25 INVESTMENTS WE’VE
EXITED FIVE THIS YEAR…
maximum allowed, we
took 5% pre-IPO.
CM: In Vietnam, many
firms wander into the
marshes of the OTC
world, where their
shares trade on an
irregular basis, raising
capital from domestic
investors; Exim by
contrast listed on the main board.
DL: And now that they’re listed, the next likely step is
for Sumitomo to take their equity stake to 20%. And
the bank itself is looking to throw off some of its
services to Japanese investors or Japanese firms. And
that is where their strength is.
T&I: Let’s talk about the topic of exits by PE
companies in Vietnam.
CF: In total this year we’ve had five exits. Three of
those were from our MEF fund, so those are true
private equity exits. Two were from our Azalea Fund,
which by its nature invests in more liquid companies.
So of our 25 investments we’ve sold 5 through a
combination of trade sales and public listings. One of
Vietnam’s advantages is that it’s easy to get listed.
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Normally the main hurdle in listing, is for companies
to meet the transparency requirement. They need a
clean audit; all their tax issues are cleaned up.
Everything is transparent. If they’ve met that
threshold, normally everything else is quite easy like
the capital requirements and so even a very small
company can be listed. Currently where the capital
markets are at, in terms of PEs, these are actually
attractive valuations in our view. We sold one
company to a domestic strategic investor, one to a
foreign strategic investor; but right now, even though
we’re working on trade sales, we have a lot more
momentum in the public listings area. With this
market, with its liquidity and with these kinds of PEs,
our top priority is to get our companies into the public
market.
CM: The broadening out of the exit routes has been
very encouraging to the industry as a whole. You can
list companies, but our preference as a private equity
investor, is always as a trade sale opportunity. It’s
encouraging to see that there are domestic buyers of
assets as well. I think for example, of your recent exit
of the Hilton Don. A few years ago I don’t think you’d
look for a domestic exit for your investment
opportunities. I think that is really encouraging. We
have a similar number of portfolio companies to you
Chris, with 25 companies, of which we’ve exited six or
seven over the last five years. We made one exit for
2009 and may have two to three more over the next
six to seven months or so. Our 2009 exit wasn’t
announced; but it was a trade sale at about 23% to
24% IRR. We’ll probably see more [of our ] companies
seek the public markets exit route, if this kind of
positive momentum continues in the market. A lot of
companies will see that as their route to a broader
investor base and to raise more capital. But a listing
for a private equity investor is difficult in that it can
take a long time to get your money back, whereas
with a trade sale, someone writes you a check and on
the same day, off you go. Whereas the market is
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liquid at the moment, $200 million a day in average
trades is, well it wasn’t long ago that it was $2 million,
less than a year ago. So if markets turn against you or
against investors as a whole, and you’re stuck in a
listed company, it can be very difficult to make your
exit. If you’re looking for real cash on cash returns,
within the life of a fund, then trade sale has to be the
preferred route so that is our expectation for the
majority of our portfolio.
T&I: IDG has had a couple of trade exits?
JV: Our philosophy is take the long term view, but we
do get pressure to have a couple of exits and exits
also help fund raising in general, but we like sell high,
not low. And we don’t like to exit our companies, just
for the sake of an exit. Especially if a company hasn’t
experienced that exponential growth yet; technology
is all about waiting for that tipping point. We do have
a couple of companies at that stage, the most well
known being Vina Games, but we have a few
companies are close to that level. And there are still a
few that we need to help continue their growth, to
reach that.
T&I: VinaGames is strong enough to IPO on Nasdaq?
JV: I think that they’re strong enough. They could be
the first in Vietnam.
DL: This has been a good year for us. We want to take
that opportunity from markets ramping up so we’ve
exited between companies from about June until
now. We’ve had a fairly strong capital market team in
–house so we were able to make six IPOs this year.
DIC, one of the largest real estate companies; they
went up about 4 times after their IPO.
CM: We made good money on that one too.
DL: that one was interesting for us. We went in about
18 months as a strategic investor, when we privatized,
way before the IPO. We were able to get the
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government to approve, it actually went all the way to
the prime minister, a special order allowing us to
come in as a foreign investors, strategic investor. So
we went in before they privatized, they went OTC,
then they listed on the HCMC exchange. We had a
few others as well. We had a sort of a trade sale exit,
from Masan, which was a good deal for us.
T&I: Then there was Exim, the Hilton exits.
DL: Actually I wasn’t counting them the six were from
the Vietnam Opportunity Fund. Exim was from the

DL: WE HAD SIX EXITS FROM VOF,
FOUR FROM VNL LAST YEAR…
Vina Opportunity
Fund, Hilton was from
the real estate fund,
where we’ve had four
exits this year. The
Hilton was sold to to a
local buyer. Central
Garden, which is an
apartment. We’ve
mostly exited Golden
Lake apartments, a project in Hanoi. So three
residential developments and one hotel.
KS: Masan, which listed last week, helped satisfy
some of the demand for a good retail domestic
economy story. Off the top of my head that one was
really good.
T&I: Let’s talk briefly about who is fund raising and
any regulation concerns in doing that in Vietnam.
FB: Nothing has really changed in the regulatory
framework since we’ve met over the last two years; at
which time I was predicting that the government had
said that they’re going to make everybody convert to
branches and pay taxes in Vietnam, and all the
management companies are going to have to be fully
domestic, and they’ll have to pay taxes in Vietnam;
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none of that has happened. And I think that while
there are different reasons, most firm’s working here
continue with the Representative Office structure,
versus have a cooperation contract with a local firm,
in which anyone investing here is supposed to subcontract the management work to a locally licensed
management company. That continue as we speak
and I don’t see any change imminent.
T&I: No attempt to
enforce the laws that
concerned us so much
two years ago?
FB: You can ask anyone
here if there have been
knocks on the door with
someone saying you
have to close this rep

FB: This is one of these issues about which you have
to be a little careful because it can simmer for a long
time and then just blow up in terms of the
government saying we want back taxes, plus penalties
and interest for the last ten years. So it might be
worthwhile to get [funds? Government regulators?]
to push a bit harder to normalize this situation; there
is a manifest, in equity involved when you’ve got fully
tax paid, local fund managers, competing with guys
who are just operating from offshore through rep
offices, just paying personal income tax offices and
that’s it. This can’t go on forever; we all know that, so
we better sort it out sooner than later, because
history shows that you can either ask for approval or
forgiveness, which is…

DL: We actually spoke to the appropriate Ministry and
said, we want to be a branch, tell us how to do it and
they said we don’t know how. We said we want to
pay tax in Vietnam and we want to know if you want
to have us convert into a branch, just let us know.

CM: We’ve seen how this is done in other markets,
India and Korea are examples, and that when the tax
ax swings things have to change very suddenly. There
is a lack of clarity around the lack of rules for
permanent establishment [in Vietnam]. If you’re here
representing a firm from outside of Vietnam, and you
sign an invoice here, do you create a permanent
establishment for your organization outside of
Vietnam, which is then brought under the [aegis] of
both regulatory and taxation environment in
Vietnam? So if people understand what they can and
can’t do, and if it’s clear, then it’s much easier to
operate rather than being in this vagueness.

T&I: No pressure to offload your business to a local
partner?

T&I: Each you summarize now the fund you’ll be
raising for 2010?

DL: No. But I do think that at some point they want us
to register and to become a local branch and we
wanted to volunteer to do this.

DL: We’ve recently launched VinaLand II, our real
estate fund that is a traditional LP/GP structure,
which follows our VinaLand I, real estate fund of $750
million, which has a total cumulative return of about
45%, on a three year old fund. We’re launching now
with hope for a first closing early next year. Then we
hope to raise a Vina Opportunity Fund II next year, for
which we plan to raise $250 million, probably
beginning at the end of 2010. That’s our program for

FB: HAS ANYONE HAD A KNOCK ON
THE DOOR SAYING “CLOSE?”…
office and move this 100 staff over to a locally
licensed enterprise.

CM: Prudential has a domestic fund management
company. So we’re somewhat different in that regard,
formed five years ago, in 2005 when we were licensed
as a domestic fund management company.
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new funds for the next twelve months. Unlisted
traditional LP/GP structured funds.
CF: Strategically, we continue to focus on private
equity, so we’ll continue to launch a series of Mekong
Enterprise Funds. That is our focus, doing one thing
really well. Basically the business model is investing in

JV: OUR SECOND FUND WILL STILL
FOCUS ON VIETNAM, WITH AN…
management teams;
it’s about us being
effective in picking the
right management
teams, then really
empowering those
teams, insuring that
there is strong
management
leadership, building
corporate culture so that they can execute, year after
year, to create a lot of net profit growth.
CM: We’ll probably be fund raising at the end of 2010,
another pot of money for Prudential private equity,
again, institutionally oriented, rather than retail, and
unlikely to be listed.
JV: The second fund will still focus on Vietnam, with
an allocation for the SE Asia region. When we say
regional, we’re thinking about the more developed
markets such as Indonesia, the Philippines, Malaysia,
etc... not so much Cambodia and Laos. The core will
remain in TMT, with a consumer based focus.
Growing out of that we’ll look at some more
traditional media stuff such as television, then there is
retail, education, etc. Beyond that we might look at
areas like clean-tech and healthcare. And then
outside of Vietnam, we’d look regionally as I’ve
mentioned.
T&I: Fred what happens with Baker in 2010?
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FB: There have been some international law firms
who have come into Vietnam, it’s a fairly open
country for practicing Vietnamese law, but learning
Vietnamese law and finding lawyers willing to devote,
thirteen to fifteen hours a day, to your firm and not
some other firm, is not so easy if you’re not
established here. New funds often offer big pay,
operate for a short while, then close down. The list of
Baker McKenzie, Freshfield, JSM/Mayer Brown, the
guys who are involved in all of the deals that we see,
the business is going quite well for them. What is nice
to see, in our organization and in others, is the young
Vietnamese lawyers coming up, really being able to
offer concrete, practical advice to foreign investors.
That’s been very rewarding for me as a manager to
watch this develop over the years.
KS: Our view is that Vietnam has shown incredible
resilience over the past year from a macro
perspective and the
macro perspective
continues to
strengthen going into
2010, when we think
the macro-economic
factors for Vietnam
will become even
more attractive.
We’re bullish on the

KS:…TWELVE MONTHS FROM NOW,
MARKETS WILL BE HIGHER THAN TODAY.
public markets. We think that twelve months from
now, that the equity markets will be higher than they
are today. And internally, like many of you, we’re
looking at ways to narrow the discounts to our funds;
it frustrates us to have a pure play public equity fund,
trading at a 30% discount, so we’re actively looking at
different structures like open ended funds.

The End of Part One.
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