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Intercedent Telecommunications in Vietnam

1.1  Telecommunications in Vietnam: Banking, Oil and Mining Perpectives

Vertical Market Growth as Commitment to the Market Increases
|

Telecommunications is the backbone of the banking industry in Vietnam; without connections

“to domestic clients and overseas branches, the banks are simply unable to function. That

being said, banks in Vietnam have been able to conduct their business without much of the
sophisticated services and equipment available elswhere in Asia. A_frontier mentality 1S in
place in Vietnam, and the current volume of business is low, so banking institutions do
without leased lines or database services.

The basic infrastructure is in place, and a number of stop-gap measures are undertaken to
overcome deficiencies in service or cut down on costs - faxes arrive from bank headquarters
in Singapore daily with foreign exchange rates in lieu of subscriptions to electronic financial
information, companies will compile correspondences and send them via courier to save on
IDD faxes. -

Despite the high operating costs and the level of business, most banks in Vietnam are bullish,
and expect to increase expenditures on office space, personnell - and communications
equipment and services. Most of the banks with only representive offices interviewed also
plan to start full branches, involving a significant upscaling of premises and facilities over
the next two years.

The oil companies, by contrast, have more immediate communications needs, particularly
for secure dedicated links and mobile systems. The acqusition of such systems has been
hampered by lengthy licensing proceedures and the time-consuming process of system
selection and acquisition overseas.

Petroleum exploration and service companies enjoy favored status as they work under the
auspices of the state oil company, PetroVietnam, which does give them an easier time
applying for lines and dedicated network systems than the average company. Data
communications are more vital: here the low quality of public lines and the high cost of
leased circuits and packetswitched services is a major obstacle.
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Reliable ship - 10 - shore transmission infrastructure is a key demand. Currently, much
offshore trafﬁc is routed through INMARSAT circuits or dedicated satellite dishes, but the
servnce is extremely expensive and increasingly hard to get approval from the government.

,/" S

Vxemam s coal and heavy and precious minerals sector, with vast untapped potential and a
Slgmflcantly lower level of foreign participation than the oil community, is even further out
Vof the loop. While banks have the luxury of operating out of Vietnam’s nominal
communications hubs, and foreign oil companies have the budgets, knowledge and the
influence to acquire and ultilize dedicated equipment, mining organizations are remotely

located, and have precious little capital or expertise.

Manually-serviced phone lines and outmoded military-issue radio sets form the meager heart
of mining communications. While operations are in general not sophisticated enough to
utilize data commiunications, they are in desperate need of failsafe phone lines and mobile

 facilities.

The hard currency to acquire network infrastructure is also a crucial issue. Exports of coal
are rising, and the state coal industry’s four producing companies all employ a single
corporation which is responsible not only for handling the export of Vietnam’s high quality
anthracite coal, but also for acquiring foreign materials and equipment with the profits. This
provides potential communications equipment manufacturers with a one-stop introduction
point to Vietnam’s coal industry.

Foreign mining interests, initially put off by the low level of development and the lack of

. comprehensive mining regulatory legislation, are beginning to enter Vietnam. The first

entrants are primarily Australian, and their nationality has been reflected in their radio and
other wireless equipment sclections. In a few cases, foriegn joint venture mines are
beginning to work with provincial P&Ts to sponsor the installation of enhanced facilities,
such as PBXs for central exchanges and mobile systems. The P&Ts are welcoming the
chance to exploit these relationships, to gain desperatedly sought after capital to expand
services, and are smoothing the regulatory path for mining companies.
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What is Needed

Office Equipment

Most respdndents in Hanoi and Ho Chi Minh City were by and large satisfied with
the PBX, KTS and other business communications systems they had on their premises. The
Vung Tau respondents were on average dissatisfied with the equipment they had, complaining
that systems were old and faulty. However, the limited selection imposed upon them was
a major sticking point with respondents in all cities and market segments - 20% felt that the
P&T provided little or no model or brand options when they sold a system, and. in many
cases provided the end user with "mix-and-match” “systems, using one PBX CPU with
another supplier’s handsets. Aftersales support and the level of technical familiarity, even
with the models distributed, is felt to be very inadequate.

Over the past four years, the Vietnamese government has established fairly liberal
concessions for new foreign investors, particularly those setting up representative offices.
Among those was the duty-free import of basic office automation equipment, including phone
systems and faxes. Now, these concessions seem to be"ev,aporating and import duties loom
overhead, leaving the foreign rep office or branch fewer brand selection options.

In Vietnam, regulations on equipment distribution and installation are fuzzy. What it clear
is that the only fully developed distribution channels are through subsidiaries of the provincial
P&Ts. As a result, end users are steered toward the P&T if they wish to purchase locally,
and are often told which system they will purchase - no substitutions allowed. Another

compelling reason to stick to purchasing systems through the “post office" is often the refusal

of the P&T to repair and maintain PBX and KTS systems sourced elsewhere (many stories
abound of the P&T even refusing to connect CO lines to non-P&T-supplied systems ). The
P&Ts have yet to sign exclusive distribution agreements with business systems
manufacturers; the product variety is only resticted by the number of models that foreign
suppliers have shipped to them.

Panasonic, Goldstar, Alcatel and Siemens all enjoy prominent places in the small but
burgeoning BCS market thanks to their early cultivation of relationships with the P&T.
There is certainly room for additional suppliers, and, judging by the poor level of satisfaction
with the P&T systems distributors, room to introduce technical training in the areas of
installation, system integration, after sales support and marketing to the carrier.
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Cost Effective Services

Average Monthly Tdecom Expendi lures
e in thousands of US$)

Less than 5% of respondents interviewed
spend less than US$1,000 per month on | 25%
monthly phone bills. The average monthly
phone bill for respondents in the banking

community (both. representative offices and
full branches) was over US$3,100 per month,
and over 36% of companies in oil and gas-
related industries had monthly telecom service
charges in excess of US$10,000 per month, Source: Intercedent Asia

with one respondent averaging US$75,000 per
month.

While monthly domestic service charges are nominal, and local calls are free, international
calls average US$ 2-4 per minute, and Vietnam has no off-peak or discount rates. With the
information-intensive nature of these vertical markets, international connectivity is of premier
importance, but the prohibitive costs of service are causing companies to adjust budgets and
restrict access to IDD lines. Their fate is accepted, reluctantly, because there are no reliable
and cost effective alternatives.

The oil industry relies on INMARSAT for ship to shore communications and the occasional
international phone call, but the service is no cheaper than DGPT rates. The average is
US$4 per minute for a single satellite-hop call, and, as is often the case with calls originating
from Ho Chi Minh, up to US$10 per minute if it is a double-hop call. Most respondents
with INMARSAT service estimated that monthly charges made up 10% to 15% of their total
telecoms services fees when not in operation, and significantly higher when drilling.

Only two respondents in the oil community and one in the banking community had access
to or were about to access an international leased circuit. While most respondents had a
single primary regional headquarters in Asia (usually in Singapore; 60% of respondents in
the banking and oil communities pointed to Singapore as the top destination for IDD calis),
the volume of dedicated traffic was usually insufficient to warrant a dedicated trunk at the
tarrifs charged by Vietnam Telecom International (VTI).
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The cost of services does not appear to inhibit companies’ operations -- only 11% of
banking community respondents refered to it as a restriction to their business (Q6a), and less
than 10% of all respondents mentioned cheaper service as critical but unattainable (Q4f) --
primarily because the respondents saw no alternatives.

It is taken for granted that having a presence in Vietnam requires heavy expenditure on such
overheads as office space and communications. It is also accepted that the DGPT and Telstra
have to recoup their investments from building up the international platform and plow
revenue back into the insufficient domestic network. However, telecommunications costs still
concern end users: "Telecommunications is my second largest operating cost - me being
the largest," comments one of the banking representatives interviewed.

Q6a. Restrictions to Telecommunications operations

Restrictions Encountered Percentage of Total Rc_spondc?nts
None _ ' 12%
Difficulties in Getting Licenses, Approval 26%
Selection/Variety of Equipment ‘ 22%
Poor Maintenance and Aftersales Service 20%
Poor Line Transmission Quality 18%
Service Costs 16%
Covnnnunications Not Secure/Equipment Bugged 14%
Importing Equipment is too Restrictive 12%
Equipment Costs | 10%
Hard to Get Approval for INMARSAT 6%
I[nter-P&T Competition for Service Customers 6%
Restrictions on Int’l VAS too Prohibitive 6%
Long Waiting List 2%
Corruption ‘ 2%

Source: Interecedent Asia
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Data Communications

Simply put, if data services were reliable and affordable, more companies would seek them
out. Packet switched services offered by Vietnam Data Corporation (VDC) and VTI are
regarded as suspect. They are relatively new offerings, largely untested and not aggressively
marketed. Moreover, given respondents’ experiences with using public lines for data
transfer, the quality of the service is not believed to be sufficient. Granted, the banking
community gets by without data facilities, and most banks that do rely on data transfer find
basic modems sufficient. However, increased reliance on data is planned in the short term
as all vertical segments ramp up their activities.

Number of data channels in use: Total Respondents - -

SRS R R TSRS RN N LI 2 PR e T S

1.2Kb/s 2.4 Kb/s 9.6Kb/s X.25
Domestic 2 3 1 B |
International 1 4 2 1
Domestic - 1 - - -
International - 2 2 -

Source: Intercedent Asia

Mobile Services

Various Ministerial level sources have indicated that a new era of service rationalization is
dawning in Vietnam. The healthy take-up of cellular, trunked radio and paging services in
Ho Chi Minh City - largely from members of the oil community and other foreign
businesspeople - has sent clear signals to the top, and the DGPT does not want to continue
to provide such a valued service through a patchwork array of Business Cooperation
Contracts.




Intercedent Telecommunications in Vietnam

The DGPT and its national service operator, Vietnam Posts and Telecommunications
(VNPT), have created a subsidiary to develop national cellular mobile service, attempting
to supplant the operations that have developed on a provincial level in Ho Chi Minh.
However, not much has taken place since this new, centralized thinking has come in place:
the digital cellular networks of Ho Chi Minh and Hanoi are not up yet, and complete
coverage of the vital commuting corridor from Vung Tau to Ho Chi Minh still does not exist.

More comprehensive mobile services in Vietnam’s business growth poles is needed, as well

as pockets of industry in remote communities, such as Ha Tinh and Quang Ninh, were
mining and resource development requires flexible communications solutions.

Anticipated Short-Term Network Expansion Targets: Total Respondents (Q6f)

55%
57%
68%
51%
28%

Source: Intercedent Asia
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1.2 Public Network Growth

The Struggle to Meet Demand

VNPT wants to increase service availability in less developed areas, and rural radio is seen
as a primary vehicle. Trunk capacity is reaching a temporarily satisfactory level between the
main communications hubs of Hanoi, Danang and Ho Chi Minh. More emphasis is being
placed on developing spur routes off the existing microwave and fiber backbones.

In favor of rural-oriented equipment suppliers, the central authorities are taking a "universal
service" view of network development. Rural technologies, TDMA radio systems and PBX
systems to serve as small rural public switches, are given a high priority as the DGPT
attempts to boost teledensity in the villages as well as the city.

Trunk transmission routes are also being overhauled. The 34Mb/s optical fibre route’ from
Hanoi to HMC City is complete. The parallel 140Mb/s route is complete to Nha Trang, and
will have reached HCM City by the end of 1993, with continuing routes into the Mekong
Delta provinces in 1994.

Optical Fibre links are planned from HCM City to Vung Tau, as well as from Hanoi to
Quang Ninh. In the northern provinces surrounding Hanoi, 2, 4, and 8 Mb/s DMW spur
routes are planned in a star arrangement from the capital. PBXs over rural exchanges will
be deployed in the short term to provide switching service in the townships and villages.

By the end of 1995, VNPT has one Viewam: MainLines n Seruce, 1991-1995
clearly stated goal: to increase teledensity

to 1%, from its current 0.4%. End 1993
will see approximately 300,000 lines in
service, the vast majority of those lines 600
serviced by digital exchanges. HMC City
has 60,000 lines, Hanoi 50,000, Danang
10,000. Nationwide development calls for 200
around 450,000 additional lines in the
next 2 years.

800

400

Source DGPT, Intes cedent Asia
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Financing and Expertise Win Friends and Influence Procurement Patterns

Until the present, equipment procurement for the public network infrastructure has been done
on an ad hoc basis. The Vietnamese regulator and operator have been known to be influenced
by supplier’s efforts to introduce equipment quickly and with attractive financing
arrangements. Without the guiding hand of a development program, the VNPT has often
taken cues for its procurement plans from visiting suppliers.

To date, the VNPT has not tendered for a development project in the traditional sense. Its
primary concern is to get up to speed in switching and- transmission capacity and impliment
the latest technology available to them, at the best prices. The result has been an enthuastic
reception for any supplier offering attractive financing to gain entry, which has in turn led
to a network compiled from several seperate systems.

The sense of urgency the DGPT feels in developing its network has been fueled by the
enthusiasm foreign manufacturers have for the Vietnamese market. It has also allowed
several niche players to compete more evenly with the big boys: Goldstar and India’s C-
DOT, for instance, have been able to provide their small digital exchanges alongside the
larger players. o

Now, however, Vietnam seems prepared to launch into an era of equipment and technology
standardization, and will start to rationalize its procurement pattern on a select number of
suppliers in easch'equipment catagory. It appears to be a crucial time to reveal long-term
commitment intent to the Vietnamese market.
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1.3  Regulatory Outlook

"Recentralization” and Self-Sufficiency

The DGPT and the VNPT, as the central telecom policy and operational authorities, are
becoming concerned that the provincial administrations may be taking too much liberty in
establishing their own development goals. The national operator, VNPT, is asserting itself
as the primary interface between equipment suppliers and the provincial carriers. It is seeking
also to curb the amount of influence that private operators are beginning to exert through
Business Cooperation Contracts (BCCs).

Build Transfer and Operate (BTO) revenue sharing agreements, while becoming popular in
other areas of Vietnamese infrastructure development such as transportation, are likely to be
eschewed by the DGPT. While the distinction between the BCC and the BTO may be slight,
the primary concern of the regulator/operator is that it remain in ultimate control of the
operation and ownership of the facilities in question. As the state agency entrusted with the
security as well as the provision of communications services, direct private and/or foreign
control over national communications infrastructure does not sit well with the DGPT.

Although not officially acknowledged, a primary potential conflict area lies with the
relationship between the VNPT and the Ho Chi Minh City P&T (HCMC P&T). With its
growing number of BCCs in the mobile services arena, the HCMC P&T and its partners -
among them Singapore Telecom International, ABC Paging, Shinawatra, and Sapura - have
been plotting a course of market-driven service development. It has been a bit too hasty
in the DGPT’s eyes.

The central authorities ideally want to limit the scope and authority of the BCC operations,
while the HCMC P&T, enjoying rapid subscriber growth, would naturally like to see an
expansion. On the mobile front, the DGPT and the VNPT have both stated that further
de\}elopment in cellular and paging will only be looked at from a national standpoint, with
the newly-created service operator Vietnam Mobile Service having responsibility over cellular
development.

The Hanoi P&T does not seem to be as autonomous as its counterpart to the south. as it
operates in the seat of the central communications authority. Ho Chi Minh City aside.
privatization and service liberalization initiatives are being curtailed nationwide by the central

10
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authorities, while the VNPT and the DGPT fortify their power base.

The vehicle for foreign equipment suppliers to discuss supply contracts or joint
manufacturing prbjects with the Vietnam authorities lies in the Science Technology and
International Cooperations Departments, in both the. VNPT and the DGPT. The
International Cooperation Department of the DGPT makes the final decisions from a policy
and regulatory view, but it is the VNPT’s Department which reviews newly-introduced
technologies and their specifications, and makes recommendations to the DGPT.

The ‘larger provincial P&Ts also have Technology and International Cooperation divisions
with similar responsibilities, but the understanding is that final decisions are pushed upstairs
to the VNPT. The most significant of these provincial .divisions is of course the HCM City
P&T, strengthened by its mandate given to them by the central authority, to be responsible
for development not only in HCM City but also the five Mekong Delta provincial
administrations.

A cornerstone to this plan is the forthcoming "Master Plan," the ITU and UNDP-sponsored
development schedule developed by the Deutsche Bundespost consulting unit Detecon, now -
in final ratification and supposedly to be implimented by the end of 1993. Hopefully this will

- give this centralization progfam the impetus it needs to carry out a nation-wide development
program.

Despite largely retreating from the path of service liberalization wit hregards to its own
provincial P&Ts, the DGPT is still open to discussing manufacturing and service provision
BCCs with foreign parties. In order to establish a relationship with the Vietnam telecom
authorities, it is best to start at the top. Furthermore, while there are bodies in both the
national operator and the regulator set up to receive foreign suppliers and service providers,
the VNPT and DGPT officials clearly appreciate efforts by suppliers to establish parallel
diatlogues with both of them.

11
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Policy and the Bottom Line Converge

Vietnamese regulation regarding the ownership and operation of terminal equipment,
dedicated facilities and value-added services is often contingent on the perceived impact on
VNPT profits. INMARSAT tranceivers were until a few months ago relatively easy to get
approval for, and many of the petroleum exploration and service companies interviewed have
INMARSAT dishes installed on their Ho Chi Minh and/or Vung Tau premises. However,
respondents have uniformly stated the DGPT and provincial P&T’s are becoming more strict,
as they are reviewing the neccessity of such dedicated terminals. New entrants to Vietnam
have felt pressure to access their systems through VTI IDD lines.

At the same time, the DGPT struggles with the task of developing a national infrastructure
plan, the bubble economies across the country are creating pockets of accelerated demand
for telecoms procurement to keep pace with their economic booms. Despite its commitment
to provide service, the DGPT seems prepared to grant priority to growth provinces: the
central province of Quang Tri, which has attracted foreign investment projects totalling
US$130 million in 1993, is installing an 18,000 line EWSD exchange, which has already
doubled the available main lines in the province to 6,000.

12
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1.4 Survey Results Summary

Frustrating, But Not Incapacitating

While it is difficult to get services, they do exist, and are continuosly getting better. Most
respondents did not feel that infrastructure improvements would have a huge impact on the
way they did business. The primary reasons for this are twofold: most foreign ventures in
both the banking and mineral extraction sectors are in the early stages of business
development (although many are on the cusp of massive upscaling) and simply do not require
sophisticated connections, and the dramatic improvements in infrastructure over the last year.

While most respondents had complaints on service quality - from waiting lists to service
installation and maintenance delays, to rampant speculation that fax terminals are bugged and
the exorbanent costs of IDD service - the majority of respondants regarded these issues as
nuisances, surmountable by cash and patience. - '

Q6b: If there were better alternatives to the current telecommunicaitons environment, what
effect would it have on your business?

Percentage of Total Respondents
Great Impact - 29%
Slight Impact » 60%
None : 11%

Source: Intercedent Asia
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Easier to Call Singapore than Hanot....

Line quality, was another primary concern of respondents. While waiting lists have been
slashed over the last year, and over 90% of Vietnam’s provinces are serviced by digital
exchanges currently and 100% digitalization will be reached by the end of the year, best
estimates for main line connections by the end of 1993 are approximately 300,000 lines.
This places main line density per 100 population at 0.42 per 100.

Call traffic volumes are high, particularly at the international level: Teltra, the Australian
carrier which broke into the Vietnam service market in 1987 with a far-rangeing BCC
agreement to develop international services, estimates -80 million minutes of IDD traffic in
1993, bringing IDD traffic to 266 minutes per subscriber per year. '

Telstra’s efforts to improve international connectivity have left the nation almost spoiled for
international connectivity - the number of direct international circuits is estimated by the
DGPT to be close to 1,000, and estimates of the total number of direct and indirect circuits
to be twice this figure. Other national carriers, most notably Singapore Telecom, Hong
Kong Telecom and France Telecom, have embarked upon programs to help boost the level
of international circuits. 42% of all respondents indicated that they were "very satisfied"
with international connectivity and services, and only 5% indicated that they were
unsatisfied.

Trunk capacity has been greatly increased since the inaugeration of the optic fiber trunk
between Hanoi and Ho Chi Minh in May this year, and the steadily developing microwave
trunk. Prior to this, most respondents indicated that getting a trunk line to another major city
usually took several tries and often 1S to 20 minutes to successfully make each call.
[mprovements have been marked, but have not won over the majority of respondents; only
24% remarked that they very satisfied with the level of domestic telecom connectivity and
service, while nearly as many - 22% - were completely unsatisfied.

14
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Q6c. Satisfaction Levels: Total Responses

Local Equipment |  25% 49% 26%
Distribution » _
Foreign Equipment 46% T 40% 14%
Distribution _ 7
Local Voice/Fax 24% - 54% 22%
Line Connectivity
International 42% 53% 6%
Voice/Fax ConX

"l Domestic Data 14% 29% 57%
Services. '
International Data 23% 41% 36%
Services

Source: Intercedent Asia

IDD Charges Major Contention Point

Average phone bills of respondents were in the US$3,000 range - far too much, say the
concerned foreign business community. The domestic banks and organizations interviewed
have much lower international bills, a result of more strict personell access to IDD lines,
tighter call policies and less need to call international destinations. Moréover, Vietnamese
banks in particular adhere to alternative comminication methods to contact correspondent
banks overseas, namely telex, post and to a lesser extent fax. Very few respondents have
dedicated links internationally; only two interviewed had international leased circuits (ILCs)
and another one has plans in works. At the same time, however, the destinational pattern
of traffic generated by foreign companies is still too scattered to warrent an international
circuit.

15
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Foreign Banks Increasing Commitment to the Market

Half of the Bank Reprentative Offices interviewed claim that they have either obtained or
plan to obtain full branch licenses in the next one to two years. Two of the three joint
venture banks plan to expand their presence through additional branches (top choice -
Danang) and upgrade their existing rep offices to branches soon.

The State Bank of Vietnam earlier this year eased up restrictions limiting the cap on loans;
previously foreign banks were restricted to ektending loans up to 10% of their paid-up
reserves, the minimum of which is US$15 million, making the effective loan cap US$1.5
million. With these restrictions removed, the foreign financial community is increasingly
bullish on Vietnam, and intent upon upgrading office facilities. Nearly 50% of all banks
interviewed estimated that their cxpenditures on equipment and services would fall between
US$20,000 and US$100,000 next year. Estimated expenditures are of course dependent of
the exact timing of office upgrade and licensing awards, but the mood amongst the banking
community is definiately upbeat.

Oil Exploration Companies Moving to Vung Tau

Following the lead of Shell and soon BHP, Oil exploration contractors are beginning to shift
their Vietnam logistics HQs from Ho Chi Minh to Vung Tau. Increased facilities are
doubtless to be needed, in basic services and particularly mobile services. Currently only one
paging company provides service to Vung Tau, and neither mobile telephony services has
yet to establish base stations in the province. (The public trunked radio service Mobile Net
plans service within the next month and Call Link personell estimate that they would follow
suit with cellular service to Vung Tau in the next quarter). With the ramping up of the
petroleum communities in Vung Tau, increased demand for transmission capacity, switching
and mobile services is forseen.

Petroleum exploration companies also have a much easier time in getting licenses approved
for dedicated, primarily radio-based, networks, making Ho Chi Minh and Vung Tau the
centers of the small but robust market for private networking equipment. Most exploration
outfits interviewed operate some sort of simple radio network: HF or VHF transmission
networks for ship to shore links from Vung Tau, or from Vung Tau to the surrounding
environs and to Ho Chi Minh. These dedicated links are often supplimented by very
expensive, and increasingly hard to obtain, backup service through INMARSAT.

16
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Public loop trunk expansion to Vung Tau and other pockets of oil activity is on the drawing
board: Telstra has funded a 34Mb/s microwave trunk from Vung Tau to Ho Chi Minh, and
the DGPT forsees a fiber trunk connecting the two in the near future. Telstra has also
helped support an 18Mb/s microwave link from An Phu in Thu Duc into Ho Chl Minh city
to service the oil commumty there.

Mining Communications Still Primitive

The mining community is perhaps the least developéd of the market segments; due to the
mining communities smaller response base (only five organizations responded), the analysis
in the mineral extraction section of the report skews heavily in favor of the more dynamic
and accessible oil cbmmunity. Mining has not had the same fever pitch level of foreign
investment and government support, and due to its remote nature, suffers the greatest when
it comes to telecoms infrastructure in exploration and extraction sites. Manual exchanges and
single phone lines for companies. with hundreds of employees are not uncommon, and except
for some older armed forces cast-off radio terminals, mobile communications is similarly
poor. A lack of formal mining laws and an increase in private mining are also ishibitants
to add definition to this potentially lucrative verticle market. There are positive signs,
particularly when the capital and influence of foreign particpiants are involved, but the sector -
has a longer, more convoluted path to development than its petroluem counterpart.
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I.5 Project Methodology

This research project has been carried out by Singapore-based Intercedent Asia (Pte) Ltd.
(IAL), over a period of three months. Background research, involving in-house and external
database scans, took place over the first month of preparation. A number of preliminary
interviews were conducted with telecommunications industry executives and industry analysts.
A survey to solicit data and observations from end-user respondents in Vietnam was
generated and refined. Discussions with participating clients were also made at this time,
to identify specific areas of information required, as well as suggestions for the structure and
direction of the report. : -

In the second phase, in-country interviews were conducted with both end users and
executives within Vietnam’s telecommunications service and equipment industries, over a
period of one month. Interviews and research were arranged and conducted by Intercedent
Asia consultants and Intercedent’s affiliate consulants in Hanoi and Ho Chi Minh City. End
user interviees were selected on the basis of their seniority, experience in communications,
administrative and logistics management, and experience. in the Vietnam market.

Those end user respondent companies included: State Commerical Banks with Foreign Trade
Licenses; Joint Stock Banks; Foreign Bank Branches and Representative Offices; Foreign
Joint Venture Basnks; Petroleum Exploration Companies; Petroleum Distribution Companies;
Petroleum Exploration Service Companies (Drilling, Fluids, and Platform Provision); Mining
Operations Companies; Mining Distribution Companies; Mining Service Companies
(Explosives, Construction). Total respondants across all vertical market sectors numbered 58.

IAL specializes in market entry consulting services in the Asia-Pacific region. IAL offers
its clients high value-added recommendations on cross-border strategy and implimentation,
based on an integration of geographic, functional and industry expertise. [AL offers tailored,
research-based consulting services based on client’s individual needs, as well as a range of
multi-client market reports. The company’s consultant team embodies years of industry
experience in such areas as telecommunications, broadcasting, computers. tourism and
enviromental technologies. The Intercedent group of companies has offices in Singapore,
Beijing and Harbin PRC, Toronto and Vancouver Canada, and associate firms across Asia.
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Chapter 2: TELECOMMUNICATIONS IN THE BANKING COMMUNITY
2.1  Strategic Recommendations

® As banks representative offices expand into full branches, they are likely to seek to trade
up their phone systems. Import duty concessions for foreign offices are fading away,
confining equipment selection to those models the P&T distribution subsidiaries stock.
Without a coherent CPE sales and service policy, and a reputed unfamiliarity with Business
Communications Systems, their intallation and maintenance, office premise equipment will
continue to be an area of discontentment. While Alcatel and Siemens have sewn up a large
portion of the BCS market, there is plenty of room to manoveur, and the P&Ts have no real
exclusive sales and distribution commitments, and seem quite impartial. On the other hand,
the P&T distributors seem able to distinguish between different brands or models, or assist
customers in their purchase selections for PBX or KTS - except by giving them no choice
in the manoer.

® Comprehensive technical training for P&T staff, in system installation and maintenance,
is strongly advised for any supplier attempting to sell BCS equipment through the carrier.
A long term commitment on the part of the supplier in getting the technical staff up to speed
is needed to maintain any sort of sales and service quality.

® One point that was made by several banking executives interviewed when discussing the
provision of value added services to the sector was the importance of bringing the main
potential clients from the state sector on line during market development. As was observed
with Reuters’ path into Vietnam, much hassle could have been avoided if the State Bank,
or even the largest commercial banks such as IBCV or EXIM, could have been “sold" on the
concept prior to acquiring the license; having heavy hitters asist in making the pitch to the
authorities seems to be an advantageous tactic.

® [ntroducing computer systems and data services to the State Bank of Vietnam (SBV) would
allow them to build databases and create an electronic funds clearance network. It would

also go a long way towards stimulating the development of value-added services in the
banking community.

A new regulation passed by the State Bank of Vietnam requires all foreign banks to submit

monthly statements of credit lines, current accounts, cash transfers and foreign exchange
transactions to SBV. While the banks want these transactions to take place electonically, the
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valid copies of these documents will have to be hard copies - further adding to the paper
chase that exists in the SBV accounting and clearance practices.

Any overtures made towards the SBV would be enthusiastically received - although
consessionary financing, as well as a good deal of technical support, would certainly sweeten
the pot.

® The marketing-efforts of the international, national and provincial operators in selling
dedicated and value-added services is unremarkable and inconsistant. Competition between
various carriers for customer base creates inefficient service provision and confusion among
end users. There is a market for VAS and certainly need for LCs and ILCs, and attempts
to circumvent the DGPT infrastructure and provide -service simply anger the carrier. A
concerted effort to offer services in conjunction with the national carrier, with particularly
emphasis on the customer service which is severely lacking, would be the most effective
entry route.
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2.2

Enduser Market Assessment

Service Restrictions/Demand

Respondents were asked to examine their current equipment and sevice needs, and describe

any areas that were lacking because infrastructure was unavailable, or regulations and/or

market conditions prohibited their acqusition. On the service end, banking officers

interviewed complained tremendously, but it was quality of service, rather than availability,
that irriated them.

e Nearly a full third of the banking community, felt that there were no services that
they absolutely had to have that were unavailable. Less, 18%, felt that there were
absolutely no restrictions placed upon them, either market or regulatory.

e Banking officials were more inclined to see the restrictions on their
telecommunications as a function solely of market conditions - or the attitude of the
operators towards customer service. 43% of the 23 respondents that felt there were
market restrictions, as opposed to 34% who felt that the restrictions were regulatory
in nature, and 21% who felt that it was a combination of those factors.

® VAS was the primary service complaint: 37% needed access to international on-
line financial services, and were unsure when they would be available. 15% would
like to see the development of similar financial database or retreival services for the
domestic financial markets. Access to other VAN services were needed by 25%.
(Financial information and VAN services demand registered slightly higher among
respondents in Hanoi).

e Quality and cost were brought up by several respondents, although not in
proportion to their grumbling: 12% said that they could not get access to better
quality lines, and roughly 10% needed cheaper services. Similarly, only 15% felt
that service costs were a real restriction on their operations, and 25% felt the same
about the quality of line transmission.

e None of the respondents in the banking community felt they were being denied

access to CO lines, a commentary on the steps taken to remove subscriber backlog
in the urban areas.
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Enduser Market Assessment

Equipment Restrictions:

e An overwhlemingly large percentage, 72% of banks, felt that there was no
equipment that they could not obtain in Vietnam. Choice and selection of equipment,
however, was another issue, and was seen as the primary restriction: 25% of
respondents responded that there needed to be more variety. Only 12% responded that
they could not obtain any equipment of the quality that they needed.

® Cost of equipment was almost a non-issue among banks, as opposed to the cost of
services. Less than five percent felt that -locally-acquired equipment was too
expensive.

Q6a. Restrictions to Telecommunications operations

Restrictions Encountered Percentage of Total Respondents
None ’ 18%
Selection/Variety of Equipment _ 25%
Poor Maintenance and Aftersales Service . 25%
Poor Line Transmission Quality ' 25%
Difficulties in Getting Licenses, Approval | 21%
Service Costs 14%
Communications Not Secure/Equipment Bugged 14%
Importing Equipment is too Restrictive 7%
Equipment Costs 4%
Hard to Get Approval for INMARSAT 4%
Inter-P&T. Competition for Service Customers : 3%
Restrictions on Int’'l VAS too Prohibitive 7%

Source: Interecedent Asia

® Another predominant restriction to business activity was the quality of installation
and aftersales service; 25% of all respondents felt that the P&T did an insufficient
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job in supporting their equipment, or that the post office staff was poorly equipped
and trained. 10% mentioned maintenance as a service that they could not obtain.

e As mentioned earlier, banking officers were particularly sensitive to the security

of their equipment, and 14% of respondants referred to the bugging of their fax
machines and phone lines as a restriction.
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Enduser Market Assessment

Satisfaction levels:

Most feel they can put up with the way things are, and although banks expressed more
dissatisfaction with the level of equipment and service provision than did the oil community,
a higher percentage among banks were also very satisfied (the mineral extraction community
tended to tow the middle, "somewhat satisfied", line).

e Significantly better service would only have somewhat of an impact on their
business activities overall, felt 61% of the banking executives. 6 respondents, 23%,
felt that it would have a tremendous impact, and 15% said that improved service
would not affect them at all.

Reasoning behind these responses sees that rep office activity is not as real time, as a full-
fledged bank office. The information gathering activities conducted in Vietnam are not as
urgent as in the more developed financial markets, and financial deals take more time to
structure in this nascent economy.

Q6c. Satisfaction Levels: Banking Responses (as a percentage of sector respondents ).

Local Equipment 17.6% 31.4% 7.8%
Distribution ‘

Foreign Equipment 27% 24.4% 5.4%
Distribution

Local Voice/Fax 20.8% 24.3% 14.8%
Line Connectivity

International . 26.9% 30.8% 3.8%
Voice/Fax ConX

Domestic Data 14.3% " 14.3% 42.9%
Services

International Data 22.7% 22.7% 22.7%
Services '

Source: Intercedent Asia
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® Banks were chiefly dissatisfied with data services: 43 % were completely unsatisfied
with the level of domestic data communications services, and 23 % with international
services (although just as many banks, those using low-speed modems or [LCs, were
very satisfied with international data).

® 15% were unsatisfied with local voice service, yet 21% were very satisfied.
Predictably, less respondents were unsatisfied with international services (4 %) and
more were very satisfied (27%). . '

® In general, satisfaction levels were average: 31% felt that local equipment channels
were somewhat satisfactory, and 24% were reasonably satisfied with foreign
equipment channels.

Many respondents from Asian-based foreign companies voiced a higher level of
dissatisfaction than those from Europe and elsewhere. European companies have accepted
the frontier-like conditions of Vietnam, and appear to have set expectations of service quality
lower. They also import equipment more often and invest more in their telecoms network.
Asian respondents by and large have come from countries with more developed infrastructure -
- Japan, Malayasia and Thailand - and are accustomed to plentiful equipment selection and
innovative aftersales support. They perhaps have not the budgets in Vietnam to be flexible
and overcome inadequacies.
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2.3  Expansion Plans and Budgets

International Traffic Expenditures

The local offices of banks retain the authority to make equipment and service purchasing
decisions, although budgets are usually OKed by the regional headquarters. 93% of the
respondents designated their office (or the "chief" office in Vietnam for those with offices
in both Hanoi and Ho Chi Minh) as being responsible for acquisition.

® Banks, much moreso than the mineral extraction community, are more inclined to
make equipment purchases in Vietnam: 87% indicated that the would buy in Vietnam
first, subject to pricing considerations.

While stabilizing phone bills is the mandate amongst banks, officers to not forsee spending
any less on their phone bills.

® The predominance of rep offices in the foreign banking community skewed the
responses on expenditures towards the lower end. 42% of foreign banks interviewed
estimate that they would spend less than US$20,000 annually to acquire equipment
and services; most of this budget would be taken up by IDD bills. Another 42% of
foreign banks have allocated between $20,000 and $100,000 next year, and 15% will
spend between $100,000 and $500,000.

® Similarly, joint venture banks are not spending fantastic sums, and most of their
budget will go towards staying on top of IDD bills. Indovina estimates that it will
spend less than $20,000 next year, while Firstvina and VID Public will spend
bewteen $20,000 and $100,000.

® Although their IDD bills are significantly less, the larger dedicated network needs
of the domestic banks will keep their expenditures high: two of the three banks will
spend between $20 and $100,000 and the third, Maritime Commercial, estimated a
budget of $200,000 in 1994.

Expenditures for the entire response community are larger in Ho Chi Minh City; while nearly
half of respondents in Hanoi are spending less than $20,000 next year and and another 42 %
are in the $20,000 to $100,000 catagory, only a quarter of the Ho Chi Minh end users
budgeted less than $20,000. 38% in HCM City will spend $20-100,000. and another 25% +
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will spend between $100,00 and $500,000.

Many rep office respondents placed a caveat on their equipment and services spending: their
estimates were heavily dependent on the success in obtaining branch licenses.

Q6g: Estimated Telecommunications Expenditures by Segment (as a percentage of the

segment)
Foreign Bénks Domestic Joint-Venture
i | Banks Banks
42% 0% 33%
42% 66% 66 %
16% . 33% 0%
0% 0% 0%
0% 0% 0%

Source: Intercedent Asia
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Anticipated Short-Term Network Expansion Targets: Banking Respondents (Q6f)

50%

53%
16%
53%
30%

Source: Intercedent Asia

In question 6F, respondents were asked to identify specific areas that they would anticipate
expansion in the next two years. Data equipment and ‘services was overwhlmingly the top
choice: 76 % of respondents said they will be Buying, on hopes for improvements in service
and equipment in the future, as well as the promise of expanded business operations.

More spending on dedicated transmission services is also in the cards in the near term, when
Leased Circuit infrastructure improves apd business-picks up. 53% of banks said that they
would be seeking leased circuits domestically and internationally. The positive response was
split fairly evenly between respondents in Hanoi and Ho Chi Minh. Land line domestic
circuits were mentioned most frequently, emphasizing the need for banks to establish
continual links between the two business hubs.

Voice and fax lines will be acquired; although few respondents were unable to get the lines
they needed now, as operations expand gradually more CO lines will be sought. Exactly half
of all banks will be installing additional lines in the next two years.

PBX/KTS system expansion was another top choice: 16 respondeants, over half, said they will
be expanding or upgrading their BCS infrastructure.

Dedicated systems received a poor response, given the small size of the banks and the cost
of such systems; only 30% of banks saw the need to invest in the short tenm. Land-based
distribution for the local banks, microwave primarily (ICBV, for example. seeks to get its
microwave system back in operation, and will pay for it). Satellite dishes are being
considered by the foreign banks.
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2.4  State and foreign banking industry overview

The development of Vietnam’s doi moi economic restructuring program brought about a
marked change in the structure of the country’s banking infrastructure. Foreign banks were
encouraged to set up shop under new provisions, and the state bank decentralized the
commercial banking sysiem, in a bid to infuse foreign capital and expetise into the economy,
and perhaps entice foreign investors to Vietnam with a sense of financial familiarity.
Although liberalization begun as early as 1988, the'majority of foreign banks did not arrive
on the scene until after 1990. Most institutions have spent the past three years learning the
lay of the financial land, and have developed offices under an extruciatingly strained
telecommunications network. Now that banks have the backgroung knowedge behind them,
and the public loop as undergone a relatively dramatic overhaul, the financial community is
entering a phase were greater investment in communications services and equipment,
particularly data communications, can be considered. :

Towards the end of 1993, there were approximately 26 foreign banks with representative
office status in Vietnam. Six of those banks have two representative offices incountry. Eight
banks have been granted full branch licenses; six of the branch, licensees _élso have a
representative office active in Vietnam (included in the 26 above). As a result of the
respondent interviews, it has been learned that roughly half of the banks with only
representative office status are in various stages of applying for branch status, or have
obtained full branch licenses and will develop their offices in the near future.

New banking regulations passed in late 1990 gave the state banking sector more flexibility
and independence: the Decree/Law of the State Bank, and the Decree/Law on Commercial
Banks, Financial Companies and Credit Cooperatives.

Prior to 1988, the State Bank of Vietnam (SBV) was the monetary authority as well as one
of the primary commercial banks. It was restructured at the beginning of the banking
deregulation drive, and now serves as the central banking authority and regulator, and issues
banking licenses to local and foreign banks. It maintains Vietnam’s foreign exchange
reserves, interest rates, and reserve requirements. SBV also collects and tabulates the
reports of all the commercial banks in Vietnam, and performs regular clearance of funds and
deposits. None of this information is currently processed electronically, and no electronic
database exists, making clearance time consuming, and a point of contention with the
commercial banking community, particularly the domestic banks, which are particularly keen
to upgrade their data communications infrastructure to cope with the rising level of business.
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Commercial banking in Vietnam is undertaken by four types of institutions: state banks,
domestic joint-stock banks, foreign bank branches and joint-venture banks. Commercial bank
activities center of the issuance of certificates of deposit, maintaining savings and accouants,
opening and confirming letters of credit (generally done via telex). A handful of foreign
banks - Banque Francaise du Commerce Exterieur chief among them - provide international
credit card services. Another important service, particularly among the state banks and
joint stock banks, is providing correspondent banking services. All foreign bank branches
and several of the major commercial banks are given the right to conduct foreign trade and
engage in foreign exchange trading, a crucial component of the banking industry in Vietnam.
In the absense of financial imnformation services, this latter function is carried out in a fairly
unsophisticated manner; all foreign and local bank branches interviewed receive foreign
exchange information once a day via fax or telex from an overseas headquarters. or
correspondent. ‘

While representative offices of foreign banks cannot assume any of these tasks, it is widely
observed that many rep offices engage clients in such consulting services as to facilitate these
functions, particularly the facilitation of lines of credit with clients and bank headquarters
overseas, and the maintenance of correspondcnce relationships with local banks. While not
technically permissible, some foreign banks are indirectly providing their ~domestic
commercial bank correspondents with access to thier electonic banking network platforms
overseas.

Major joint stock banks include the Vietnam Export-Import Bank (EXIM Bank) and the
Vietnam Maritime Commercial Stock Bank ( both of which were respondents in this project);
Saigon Bank for Industry and Trade; Dainam Commercial Bank; and the Ho Chi Minh Bank
for Industry and Trade. ‘

There are three joint venture banks in Vietnam:

Local Partner Foreign Partner Offices
(Planned Offices )

[CBV Bank Dagang Negara Hanoi, HCM City
Indonesia

| Bank of Investment | Malaysian Public Bank | Hanoi. HCM City
'} and Development Bhd (Danang)

Bank for Foreign Korea First Bank Ho Chi Minh
| Trade (Danang, Hanot)
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Foreign Banks

Decree No.189/HDBT was created to facilitate the development of foreign banks branches |
and joint-venture banks. The regulations and scope of activities are reviewed below:
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A point of concern which is emerging as the foreign banking community becomes more
developed is the future of the status of representative offices in Vietnam, particularly as more
foreign institutions begin to operate branches and ROs simutaneously in Vietnam. While most
foreign banks have not reaches a level of business activity which warrants more than one full
branch (particularly when each branch is required to put up the US$15 million in operational
capital), the relationship between branch and RO with regards to the nature of activities the
RO can engage in on the behalf of the branch is unclear.
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Bank Profiles
Company Size

As the vast majority of the banks interviewed were representative offices of foreign banks,
the average staff size of the 28 offices interviewed was less than eight personnel.

® Representative offices typically maintain a core expatratriate staff of one per office,
plus another one to two local professional staff. The twenty representative offices
interviewed each had total personnell totals of 6 or less.

e Throughout all banking segments, the ratio of professional staff to othér staff
(encompassing technical support staff and administrative) is 0.6:1, due to the
predominance of small, officer-and-secretary representative offices.

® 4 major local banks with foreign exchange trading licenses and significant
international activities were interviewed. In addition, at least one office of each of
the three active joint venture banks were interviewed. These banks had the larger
staffs: local domestic banks had 100’s of staff, and the joint venture banks had
between 20 and 35 personnel. o

® Foreign banks with full branch licenses naturally had greater professional
(expatriate) and administrative staffing requirements, the average total staff being 30,
with 5 professionals.

As examined below, while the size of the office has significant impact on equipment
expenditures, the correlation between office size and monthly phone service charges is not
significant: small rep offices of banks are actively invoved in the business of relaying
information to foreign affiliates which generates disporportionately large service bills. Local
banks have easier access to the domestic market and more frugal with international telecom
usage.
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Bank Profiles
Banking Organizations

Representative offices of foreign banks formed the largest respondent segment: 20 were
interviewed for the project in Hanoi and Ho Chi Minh, half of the total response base for the
banking sector. Rep offices are poised to expand; over half of those interviewed claimed that
they have either obtained or are applying for full branch licenses. There was little indication
of pull out; commitment to the market remains high, with the perspective that the
development curve will be long.

® Several RO’s appear to be doing more than the simple consulting and advisory
work that is in their charters. While they are not actually lending money, they
facilitate the provision of services to customers and the domestic banks, and
essentially serve as the primary advisor and approval point for loans to Vietnam being
carried out by an outside branch of the bank. In ne instance, a representative office
has distributed low-speed modems to major domestic banks to facilitate
communications with the bank’s worldwide electronic banking service. Three other
banks representative offices have either indicated or it is speculated that they will
attempt to .engage domestic banks in their VAS service platforms.

Full banking branches accounted for six respondents, out of the seven organizations with
licenses in Vietnam. While the volume of busines is still low, they have been stradily
laying the groundwork for future expansion. Instances of data communications usage is
heavier, and the single banking client with a dedicated international leased circuit, Bank
Indosuez in Ho Chi Minh, is a branch office. PBX systems are deployed over KTS systems.
Phone bills can be higher (most average 1,500 to 5,000 per month).

The joint venture banks enjoy the support and influence of the local banking infrastructure,
and may also prove to have a faster track into the domestic lending market than the foreign
branches. With the exception of the Thais, joint ventures have become the primary entry
point into the Vietnam market for Asian banks. Their telecommunications service and
equipment infrastructure in general reflects both their foreign and Vietnamese parentage:
office premise equipment is more sophisticated and phone bills are higher. but value-added
services are generally eschewed and they are not well plugged into international services.

While the domestic banks have much more diffuse communications needs, and more branches
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requiring interconnection (two of the domestic banks interviewed have dedicated
communications infrastrucuture linking offices and are looking to develop), but their
office premise equipment systems are gernaerally deficient to their foreign counterparts and
their data capabilities are low. They are also, by contrast to the foreign banks, much more
eager to quickly develop access to international financial information services.

® The logistic centers of the foreign banks are diffuse. With companies with either
both branches or both representative officces in Ho Chi Minh and Hanoi, there is no
discernable trend as to which serves as the "head” office. Some banks headquarter
their logistics center in Hanoi, to establish a presence in the political heart, while
others prefer to keep the management center where the commercial activity is
currently greater, in Ho Chi Minh. While it is usually the case that a full branch
assumes corporate control of the banks operations in Vietnam, a handful respondents
speculated that they would keep the top personhel in the rep offices and contoll the
adminstrative activities of the branch from the RO.
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Bank Profiles

Location of Bank

While Hanoi is often the first location foreign banks choose to get on the ground in Vietnam,
the decison is often based on establishing a presence in the political heart of the country.
However, many large transactions, particularly with organizations linked to government

ministries, are actually finalized in Hanoi, and commericial and foreign investment activity
in Hanoi is picking up in its own right, as the growth poles in Vietnam level out. While
the general impression gathered from respondents was that it is easier to get telecom
services installed in Hanoi than in Ho Chi Minh, due to the better phone line density in the
capital and the somewhat lower amount of foreign investment, this does not seem to be a
determinant in office placement.

® 46% of the foreign banks interviewed had offices in Hanoi. Half of the domestic
banks interviewed had offices in Hanoi, and 2 of the three joint venture banks were
interviewed in Hanoi. Of the foreign banks interviewed 11 of them (or 85% of the
total) were operating out of representative offices.

HCM City sees the majority of branch activity now, banks being attuned the nation’s most
active financial hub. Occasionally, the HCM City offices direct the management of the

Hanoi office, even though Hanoi is assumed to be the nominal head.
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® 53% of the total foreign bank respondents were established in HCM C ity; four of
those respondents were operating branches in the city. Two domestic commercial
banks were interviewed in Ho Chi Minh, and one of the joint venture banks.

® As foreign banks begin to set up presences in both cities, increased demand for
dedicated circuits - or at very least better public trunk access - is forseen between
Hanoi and HCM City. 47% of bank respondents forsaw the need to invest in
dedicated network facilities of some type in the next two years, and 9% of the banks
said that domestic leased circuits were needed now.

e Local banks have more locations; multiple branches within a city and offices
nationwide, which precludes a demand for networking facilities on a junction and
trunk level. EXIM bank has only offices in Hanoi and HCM. but the other joint
stock bank (Maritime) has offices in six cities. One of the state commercial banks.
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[CBV, has 87 branches nationwide.

e As mentioned above, the JV banks are keen on tapping the potential in Danang;
two of the three JVs will be setting up shop in the secondary commercial hub in the
coming year. The coastal cities of Danang, Hai Phong, and Vung Tau are also
extremely important secondary hubs for domestic commercial banks. Very few of th