Project calling foreign direct investment

1
Name of project
Production of high quality packages for export.


Code:


HN 30
Date: 12 October 2001

2
introduction concerning hanoi city
1
Area:




Total:
920 km2




Urban area:
180 km2




Suburban area:
740 km2




Number of districts:
7




Number of suburban districts:
5



2
Population




Total:
2.500.000 




Urban area:
1.300.000 




Suburban area:
1.200.000 




Population density:
2.614 /km2



3
Growth rate of urban area (%):





1980
1992
1995
1997
2000
2010




Urban area
15
26
31
38
45
65




Suburban area
85
74
69
62
55
35



4
Educational bases:




Category
Number




University
30




Secondary schools
40




Primary schools
414




Technical schools
24




International schools
3



5
Health care:





Number




Hospital
40




Clinic
285




International hospital
5



6
Hotel:





Number




Domestic hotels
240




International hotels
32




International apartments
18



7
Economic indicators (annual):




GDP growth 
13-15%




GDP per capita
600-1.100




Industrial production growth
16-20%

3
potentials of Hanoi city
1
The capital of Socialist Republic of Vietnam

Hanoi - the Capital of Vietnam, is the Politic - Economic - Cultural - Science and Technology center of the country.



2
Stable political situation

In 2001, Vietnam has been voted as the safest country in the Pacific Asia. Being the Capital of Vietnam - Politic center, where the office of Vietnam leader located, Hanoi has a stable political base, social security are guaranteed.



3
Intellectual human resources

Hanoi is gathered with the intellectual human resources which is accounted for 62% of the whole country science and management cadres who gained university certificate, professors, masters, are living and working in Hanoi. Hanoi citizens' standard of culture and working skills are rather high. They are able to learn the modern technology and management in very short time. The labor cost in Hanoi is reasonable.



4
Big market 
Hanoi market potential, with population of about 2.5 million, is big. The Hanoi market also influences to other northern provinces, south of China and Lao. 



5
Stable electricity system 



6
Stable water supplied system 



7
Services expenses lower than other big cities  
The expenses such as social services, real estate, land rental, water, electricity are lower than other trade centers in Vietnam and the world. 



8
A lot of industrial zones (5 industrial zones) 



9
Stable master plan of Hanoi City to 2020 
To become an industrial city, a modern capital, Hanoi authority has issued the General Master Plan to develop the Capital Economy and Society in the stage of 2001 - 2010.



10
International exchanging center of Vietnam 



11
Short time for issuing (granting) investment license 



12
Cultural traditional  

Hanoi is an ancient city which has been established and developed for nearly 1000 years since 1010.

4
Objective of Project

Objective of Project is production of high-quality packages for export.

5
Form of investment

Joint Venture

6
Introduction of Vietnamese partner
1.
Name: Chuong Duong Joint Stock Company 



2.
Head office: 10 Chuong Duong Do - Hoan Kiem - Ha Noi




Tel: 84-4-8257228
Fax: 84-4-8254040



3.
Authorized Representative: 
Mr. Chu Si Hai




Position: 
President & CEO



4.
Main business lines:

1. Process wood and other forest products;

2. Services: anti-termite, anti-mould for building, storage of forest products;

3. Import, export of wood, high-grade floor plank and other forest products;

4. Design, construction of model technology line for drying wood as well as other agricultural and industrial products to meet the international standard;

5. Investment consultancy, construction, renovation, interior decoration for buildings, wood and other forest products processing works;

6. Consignment, buy, sale agent; research and provide technical scientific services for processing of wood and other forest products;

7. Training carpenter; foreign language and informatics training;

8. Goods storage service.



5.


Company's background




Certificate of Incorporation: The Company was founded by Decision No. 437/Q§ dated 10 June 1987 of the Ministry of Forestry and equitized in accordance with Decision No. 5620/Q§ dated 30 December 1999 of the Ministry of Agriculture and Rural Development.




Ownership:
Joint stock company




Business result:

In 15 years from the date of its foundation, the Company always fulfills the production and business plan. Average annual growth rate in resent 5 years is about 30%/year. 

7
potentials of Vietnamese partner
1.
Land: 
· In Ha Noi: 10,969 m2

· In Lang - Hoa Lac Industrial Zone (km 21 + 150) in Son Tay province: 10,000 - 15,000 m2.



2.
Plant:  
· In Ha Noi: 5,000 m2

· In Lang - Hoa Lac Industrial Zone (km 21 + 150) in Son Tay province: 10,000 - 15,000 m2.



3.
Machinery & equipment: 

Total value of about USD 3 million. 



4.
Human resource: 




- Total number of staff :
140 person, includes




- Doctor:
2




- Master:
0




- Graduate:
30




- Worker:
108

8
Proposed foreign partner

Chuong Duong Joint Stock Company would like to cooperate with professional packages producing companies who could transfer advanced technology and prestige trade mark in the market, particularly, who has market for exporting a part of the Joint Venture's products. 

9
Investment capital

Total investment capital:
USD 2,600,000 



1.
Legal capital:
USD 2,200,000 




Ratio of legal capital contribution:
40/60




Vietnamese party contribute:
USD 880,000 




Cash:
USD 210,000 




Value of land-use right:
USD 620,000 




Plant:
USD 50,000 




Machinery and equipment:
0 




Foreign party contribute:
USD 1,320,000 



2.
Loan capital:
USD 400,000 

10
Structure of Investment capital
1.
Technology and equipment:
49.3%



2.
Land cost:
23.8%



3.
Working capital:
25%



4.
Construction:
1.9%

11
Profit share
1.
Vietnamese party:
30%



2.
Foreign party:
70%

12
Product of project

On the basic of forecast on the market demand on packages, The Joint venture shall specialize in production of 2 kinds of packages: PE. FOAM and AIR CAP. After that, on the basic of the market situation, the Joint venture could expand its scope of manufacture by manufacture of other kinds of package. The followings is information about the products: 





Products
Quality standard
Technical specification




1
PE. FOAM 
JIS
Made from Polyethylene




2
AIR CAP
JIS
Made from Polyethylene

13
Production capacity 
1.
Design production capacity: 

On the basic of the market research and forecast on the demand of kinds of package, the Design production capacity of the Project is proposed as follows:





Products
Design production capacity (roll/year)




1
PE. FOAM 
104,000




2
AIR CAP
104,000





Total
208,000



2
Production capacity and stabilized production year:

The Project is expected to reach the Designed production capacity in the 5th year from the date of its commencement of operation. In commencing years, the production capacity shall be as follows: 




Year
Output (roll/year)





PE. FOAM
AIR CAP




Year 1
28,800
28,800




Year 2
69,000
69,000




Year 3
80,000
80,000




Year 4
92,000
92,000




From Year 5 
104,000
104,000
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Market of Project
1.
Status of packing materials industry in Vietnam:

The industry was found in 1959 in South and in 70s in the North. At present, there have been more than 116 enterprises manufacturing packing materials. The distribution is as follows: the North: 25%; the Central: 5% and the South: 70%. From issue of Law on Foreign Investment, the industry has attracted about 100 million USD, some joint venture have been established. However, the packing industry of Vietnam is still in small production scale and obsolete status. For example: the packing of wave cardboard has overall capacity of 99,000 ton/year but the existing capacity reaches only 38.9%. Annually, the box packing of duplex cardboard is imported about 119 million covers of cigarette box. The PP covered packing reaches 200 million boxes/year but the quality is low. For plastic packing, the current technology is mainly blowing cover in the form of pipe from materials such as LDPE, LLDPE, PP, PVC and HDPE with the output of 1,600 tons/year; however, there has been no technology for producing complex cover united by glue with highest printing quality. Therefore, annually, the soft complex packing are still imported 3,000 tons, 1,500 tons of cover of GPP, BOPP; 1.500 tons of aluminum paper, aluminum coated cover. The status of metal and glass packing are in the same as above. 

Actually, the industry is still a technical sector of processing, the materials are mainly imported from abroad.  

Technically, the industry is still standing at the low level, packing production by motorizing account for 15%, by mechanical engineering: 70%, by handicraft: 15%, that results in high rate of waste, two or three times higher than that of developed countries. In the last few years, the percentage of packages made by imported advanced equipment has been increasing. For example, PP packages: 40%, Carton duplex box: 45%, complex plastic packages: 20%. However, the percentage of international standard packages is only 5%. An underlying weak point is Vietnamese packages are now in a severe unbalanced situation between package production technology and packing.  

One more weak point is that Vietnamese packages industry is still spontaneous, unsystematically. Therefore, Vietnam has a packing industry without its full meaning.




Whereas, in developed industries countries, they have been really interested and investing in packing industry and revenue of this industry takes a large proportion which ranks the third or fourth in GDP of many countries.    



2.
PE. FOAM and AIR CAP packages production:

1. PE. FOAM packages: 

PE. FOAM was researched by DOW Chemical U.S.D in 1940 and was taken in production with commercial scale by J.S.P (Japan) in 1960. This package were taken into Korea in 1978 and used in many fields of industry. This package was playing an important role in improving quality of goods packages. The PE. FOAM package was taken into production and made of FREON GAS by J.S.P Japan. Through research and implementation, this kind of packages reach a higher quality than before thanks to using LPG GAS instead of FREON GAS.

Thanks to low costs and relative environmental conditions, PE. FOAM has a good reputation and is exported worldwide.

2. AIR CAP packages:

AIR CAP packages were made of Polyethylene in 1937 by SEALED Air U.S.A and are now used worldwide. 

In Vietnam, no factory can produce this kind of packages. This can be attributed to shortages of machinery, equipment for the production. These packing production enterprises are unable to produce this kind of packages. 



3.
Demand for PE. FOAM and AIR CAP in Vietnam:

PE. FOAM and AIR CAP packages are now being used largely in packing industry owing to their favorable characteristic:

· Easy to process;

· No absorbent and least transit of water and moisture;

· Excellent cushioning;

· Easy to insert between other portions; 

· Applicable for angles portions;

· Excellent flexibility.




That kind of packages can be used in electronic industry (TV sets, radio...), drug industry, agriculture and fishery, automobile and automobile and vessel industries, toy, jewelry, ceramic & glass wares...

PE. FOAM and AIR CAP packages which can protect from heat, sound, shock caused by vibration and abrasion, transport, so almost products has protected by metal packages, Carton,... but the product is still before protected by the above packages. Quantity of PE. FOAM and AIR CAP packages occupy about 18% value of packages of packing industry, equivalent to 210 million USD.

According to statistic, in 2000, Vietnam needs 150 thousand tons plastic packages, 70 thousand tons packages of wave cardboard, 45 thousand tons Craft packages, 20 thousand tons carton duplex boxes, metal can of 2 pieces, 3 pieces with from 700 - 800 million for each kind, 1000 million glass bottle. In addition, there is a big demand for wood package, sand empty container,... 38.000 tons PE. FOAM and AIR CAP packages shall be needed. 

Therefore, analyses of the Vietnamese PE. FOAM and AIR CAP packing materials market's demand and supply shows clearly the great gap between demand and supply. Because the supply is less than the demand, so the price of packing materials is quite high, it also causes destabilize market. 

The establishment of the JVC with the purpose of manufacturing the PE. FOAM and AIR CAP packing materials is essential and in compliance with Vietnamese Government's policy on development of industry.

On the other hand, Vietnamese export turnover has grown rapidly in resent years, from USD 7 billion in 1996 to more than USD 14 billion in 2000, the average annual growth rate is about 20%. Thanks to the growth of export turnover, demand on packages of all kinds in general as well as PE. FOAM and AIR CAP packages in particular has been increasing. 

In 2000, the value of packages need for the whole economy is USD 1,070 million, and that need for exported good is about USD 322 million, Only PE. FOAM and AIR CAP packages account for about 18% total value of packages, equivalent to USD 192 million.



4.
Forecasting demand for PE. FOAM and AIR CAP:

In the coming years, the annual average growth rate of industry is from 13 - 14%, of agriculture is 5.8%, of export turnover is 20% and of packing is 5,7%. With this development, in 2005, total value of PE. FOAM and AIR CAP packages in Vietnamese market shall be about USD 269 million.

The establishment of the JVC with the purpose of manufacturing the PE. FOAM and AIR CAP packing materials with modern technology line, high quality, reduced price will meet the market demand and highly feasible, can occupy Vietnamese market and capable of exporting to other countries in the region.



5. 
Market objective of the Project:

On the basic of demand of the market, from the 5th year (stabilized production year) the Project proposed to export 50% of its products, the remaining of 50% shall domestically consumed. The ratio of export in beginning years is proposed as follows: 




Market
Y 1 - 3
Y 2 - 4
From Y 5




Export: 
10%
30%
50%




Domestic consumption:
90%
70%
50%
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Technology of Project
1.
Characteristic of selected technology:

The technology used in the process of production shall be modern and advanced technology with the following features:

1. High productivity;

2. The wastage of material is negligible, reduce fault products to maximum rate;

3. The quality of the product can be ascertained during the process of production;

4. Do not caused bad impact on the environment;

Beside that, the JVC will have Division of product quality control (Q/C), Division of Research and Development (R/D) with advanced equipment. This Division shall be responsible to study and to implement new technology for producing of high-quality products in order to supply products of high quality and low price to the market. 




The technology used by the JVC shall be supplied by Foreign Party. Content of technology transferred by Foreign Party shall be agreed by the two Parties.



2.
Manufacturing process of PE. FOAM:

Chuong Duong Joint Stock Company expected to be transferred advanced technology by Foreign Party. The manufacturing process shall also be supplied by the Foreign Party. However, this process is proposed as follows:






Raw material

















Mixing

Blowing agent













Heating & Cooling

Special extruder

Electric power
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3.
Manufacturing process of AIR CAP:
The manufacturing process of AIR CAP is proposed as follows:








Raw material
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Equipment of Project

Equipment shall be state-of-the-art, that shall be bought by the Joint Venture or provided by the foreign Party. 

17
Raw material resources

On the basic of the need of raw materials and supplying capacity of domestic resources, From the 5th year: 70% of raw materials shall be domestically bought; the remaining of 30% shall be imported. 

18
economic efficiency of project 
1.
Total turnover:

The planned prices of PE. FOAM and AIR CAP shall respectively be 28 and 22 USD/roll, turnover of the Project in the beginning years and total turnover (1000 USD) in 30 years of operation shall be as follows: 






Product
Year 2
Year 3
Year 4
30 Years




PE. FOAM
1,974
2,348
2,738
85,848




AIR CAP
1,551
1,844
2,150
67,452




Total
3,525
4,192
4,888
153,300



2.
Total cost:

On the basic of consumption of raw materials from a similar auto parts manufacturing factory in the region, labor cost and price of water and electricity, salary, wage, depreciation of fixed assets, banking interest, management and marketing fee, taxes in Vietnam...average annual expense and total expense of the Project in 30 years of operation shall be as follows: 

Unit: USD 1000





Year 1
Year 2
Year 3
30 Years




Expense
1.370
3.194
3.656
124.716



3.
Profit:

Total profit of Project in 30 years of operation shall be: 
153.300.000 - 124.716.000 = 28.584.000 USD

Average annual profit of the Project shall be as follows: 
28.584.000 : 30 = 952.800 USD  



4.
Investment capital return: 

The investment capital return period of the Project is projected of 3.2 years.



5.
Period of loan capital repayment: 

Loan capital of the Project to be repaid within 3 years. 

19
Employment

If the Project used the above technology, in stabilized operation year (5th year), the Project shall create job for 138 direct laborers with the minimum salary is USD 80/month.

20
Duration of project

Duration of the Project is proposed of 30 years. This Duration is proposed to guarantee that the investor shall have enough time to recover its investment capital and gain a reasonable profit. The above duration could be extended by submission of application to the Government Authority by the investor. 

21
Available infrastructure
1.
Land:

· Location: Viet Hung commune, Gia Lam, Ha Noi.

· Area: 3,000 m2

· Transport system: Located beside National road No.5 from Hanoi to Hai Phong, convenient for transportation.

· Electricity system: using the City's network system.

· Water supply system: using the City's water supply system.

· Drainage system: has been built in compliance with law and regulations on environmental protection.

· Ownership: the land is leased by Company from the Hanoi People's committee.



2.
Plant:

· Location: Viet Hung commune, Gia Lam, Ha Noi.

· Area: 2,500 m2

· Value: 50,000 USD

22
Tax policy

The Project is producing project with ratio of export up to 50%, therefore, according to the Law on Foreign Investment in Vietnam and Decree No.24/2000/N§-CP dated 31 July 2000, therefore, it is a Encouraged Investment Project and shall be given many preferential treatments, such as:   



1.
Corporate income tax:

Rate: 15% (in 12 years and 25% afterward).

Exemption and reduction of Tax: The Project shall be exempt from corporate income tax for two (2) years commencing from the time when their operations start to earn profits and shall be granted a fifty (50) per cent reduction for the three (3) subsequent years. 



2.
Profit remittance tax: 7%

23
Project implementation schedule
1.
Preparation of feasibility study, app.:
0,6 month



2.
Submission of app for investment license:
0,8 month



3.
Legal capital contribution schedule:
24 months



4.
Construction of office and plant:
6 months



5.
Commencement of operation:
15 months

24
Petition 

Unless and until more preferential rates and terms are available to the Owner and/or the Company under the Laws of Vietnam, the Owner wishes to apply for the following Investment incentives for the Company:



1.
Preferential treatment in taxation:

As stated in the above Item 22 



2.
Foreign exchange matters:

The Company shall have the rights to obtain foreign currency from export of products and services that are permitted to export from Vietnam and use foreign currencies to facilitate its business activities; remitting profit abroad; payment for salaries of expatriate staffs working for the Company;



3.
Other Investment Incentives:

Other Investment Incentives shall be given the most favorable priorities in accordance with the current law and regulations of Vietnam.

25
Contact with
Hanoi authority for planning and investment (API)



Address: 17 Tran Nguyen Han, Hanoi, Vietnam



Tel: 84-4-8260257
Fax: 84-4-8251733



API will give you more details about the project and 



Vietnamese party and guide, assist in procedures for setting up project  
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2

