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CURRENT EXPERIENCES, OPPORTUNITIES AND INNOVATIONS
IN MUNICIPAL FINANCING IN HO CHIMINH CITY, VIETNAM

1. AN INTRODUCTION OF HO CHI MINH CITY INVESTMENT FUND FOR 
URBAN DEVELOPMENT (HIFU)

Ho Chi Minh City, whose population is about 6 million people, is the largest city and one of biggest economic centers of Republic Socialist of Vietnam. The City’s GDP has accounted for 40% that of the whole country. The socio – economic development process of the City has caused a huge and urgent demand for developing the City’s infrastructure, which approximately needs around USD 3 billion every year.

Like other provinces of Viet Nam, almost all of Ho Chi Minh City’s infrastructure development projects have been financed by state budget and practically these budget resources can not meet the City’s demand for investment and development. Within that context, in 1997, under the need of creating a financial institution on the purpose of increasing effectiveness in utilizing state budget and non – state mobilized funds for developing urban infrastructure, the Vietnamese Government established Ho Chi Minh City Investment Fund for Urban Development (HIFU), which is directly under Ho Chi Minh City People’s Committee, as a pilot model. HIFU is a state financial institution operating as a fully legal entity with an independent accounting system, being self cost – covering and at its own risks, being responsible for developing and taking back capital. Given the operating results of HIFU, Viet Nam has set up other 12 Investment Funds in other provinces.
Playing the role of funding urban infrastructure projects, with an equity capital of USD 12.84 million at the its foundation (1997) going to USD 39.75 million at the end 2003, HIFU’s operation has accomplished some significant outcomes as follows:

a) Lending

Beside disbursement and repayment management of trusted fund for urban infrastructure projects with total disbursed amount of USD 77.33 million (outstanding debt of USD 37.01 million by the end 2003), HIFU has also lent to about 155 projects (by HIFU’s capital and syndicated loans with banks) with total disbursed amount of USD 115.46 million (outstanding debt of USD 70.41 million) financing following main project categories:

· Transportation: focusing on key traffic route improvement and construction projects, investing to develop public transportation (the 1,500 - bus program) to ease traffic crisis within the City.

· Treated water: these are projects of building water distribution pipelines in the Eastern and Western City, of which implementation started at the end 2002.

· Resident areas, industrial parks: these projects are in planning and new construction program of the City such as Thu Thiem New Town Development Project (700 ha) in District 2, group of industrial parks, key markets of the City.

· Health: these are projects being financed under the health socialization program on the purpose of constructing and getting hospitals and infirmaries well equipped. 

· Education: these are projects financed under the education socialization program on the purpose of upgrading schools in the City with new facilities.

b) Investment

By the end 2003, total HIFU’s investment book value was USD 8.03 million, 50% of which was direct investment through founding and managing joint – stock companies operating in socio – economic infrastructure aspects such as:

i) Ho Chi Minh City Infrastructure Investment Joint – Stock Company (CII )– founded in December, 2001

CII has mainly operated in concession contracts of operating transportation projects, in which implementation was completed; investing in revenue – backed infrastructure projects under various forms of BT, BOT,... Registered capital of CII is USD 20 million.
ii) Kenh Dong Water Joint – Stock Company – founded in April, 2003

The establishment of this company is to invest in 02 water treatment plants with capacity of 250,000 m3/day and distribution pipelines to bring treated water to industrial parks and resident areas of Western City. Total investment capital for this project is about USD 76.19 million.

iii) Song Tan Joint – Stock Company – founded in October, 2003

The establishment of this company is to invest in developing Tan Phu Trung Industrial Park (Cu Chi District – Ho Chi Minh City) with an area of 600 ha, to solve relocation problem of industrial factories causing pollution in the City. Total investment capital for this project is about USD 82.54 million.

In addition to direct financing of the City’s infrastructure projects, HIFU has also founded or invested in some privatized companies operating in financial sector to support HIFU’s other businesses: Ho Chi Minh City Securities Company (registered capital of USD 3.17 million); Housing Development Commercial Joint – Stock Bank (registered capital of USD 4.44 million); Viet A Commercial Joint – Stock Bank (registered capital of USD 4.44 million). Moreover, in 2003, the City has assigned state shares in some previously privatized companies to HIFU (USD 2.30 million) as a try – out of potentially forming a financial company managing state shares at those companies. 

2. EXPERIENCE IN FUND RAISING FOR URBAN INFRASTRUCTURE DEVELOPMENT

Together with the development of market – based economy having different fund – raising instruments, through the role HIFU has been playing, the City’s capital mobilization for urban infrastructure development has been enhanced from higher effectiveness in state budget use to non – state fund raising. Followings briefly talk about main fund – mobilization ways:

· Trusted management of state fund 
Previously, state funds were mainly provided to development investment projects without a pay-back mechanism for revenue – backed projects. Thus, when HIFU was founded, the City’s government assigned a part of state capital to HIFU’s management of disbursement, utilization, and repayment.
Instead of a state budget distribution, this mechanism of thorough lending and disbursement and repayment management has partly helped transform state – subsidized mechanism into budget lending with full repayment. That should raise state fund use efficiency and hold project developer’s accountability when getting financed. 
· This mechanism has been mostly applied in financing projects of channel area clearance, damaged resident building clearance, and new area building,…; among which, Nhieu Loc – Thi Nghe Channel clearance and overhaul program (one of key channels in Ho Chi Minh City, which are heavily polluted due to urbanization) is the most efficient project. Since its foundation to date, HIFU has been assigned the management of USD 74.82 million of state budget (centralized budget, state housing sale budget, privatization,..). So far, 50% of this fund has been taken back; the rest is being refunded right on schedule.
· With its experience of trusted fund management, HIFU has been trusted and assigned to manage some more capital of Pollution Minimization Fund of Ho Chi Minh City (USD 1 million), Revolving Fund (USD 2.5 million) for cleaner production program, ADB’s loan of USD 43.3 million for environmental improvement of Ho Chi Minh City.

· Loan syndication with banks 

A remarkable advantage of this financing is the ability of pooling many financial institutions’ capital so as to get access to large amount of fund for long – term financing of revenue – backed projects, whose size could not be funded by any single bank. Furthermore, risks can be shared among banks and the controlling of project implementation will be increased owing to many participating lenders.
Over last years, HIFU has organized loan syndication with banks to finance many big infrastructure development projects in the City. Specifically, those are projects of transportation development (USD 31.75 million), bus (over USD 50.79 million), water treatment plants (about USD 101.59 million); projects of repair, upgrading and equipping facilities for hospitals, infirmaries, improvement and construction of new schools with total investment of over USD 45.70 million; Thu Thiem New Town project of USD 50.79 million,…
In implemented projects, with the role as a syndication leader, capital proportion HIFU has participated accounts for about 20%. This indicates that through the role HIFU has played, local government has been successful in mobilizing remaining 80% from other sources of different economic sectors for investment.
· Foundation of joint – stock companies investing in infrastructure fields.

Unlike bank loan syndication, this is a direct fund mobilization from the public through capital contribution in setting up joint stock companies operating in project investment, which is a typical model of public – private partnership.

Under this structure, investment responsibility and risks previously on state’s side can be partly transferred to private sector. Better management due to private participation with average but stable profitability is a noteworthy feature of this model, attracting public to invest.
Under this structure, HIFU has founded Ho Chi Minh City Infrastructure Investment Company (CII) in 2001. CII has mainly operated in concession contracts of operating transportation projects, whose implementation was completed; investing in revenue – backed infrastructure projects under various forms of BT, BOT,... 

Initially, the City has transferred CII the entitlement of operating 02 roads of Hung Vuong St. and Dien Bien Phu St. (two major entrances to Ho Chi Minh City) within 9 years with total transferred value of USD 63.49 million. To the City’s government, this helps faster take back budget resources for other infrastructure projects.
Based on the concession contract, after founding and contributing 15% of equity to CII, HIFU has publicly mobilized capital to set up an initial registered capital of USD 20 million. CII was the joint – stock company with the largest registered capital and number of shareholders in the City (over 900 shareholders) at that moment. 

Beside the concession contract of operating Hung Vuong and Dien Bien Phu roads, CII has multiplied this model by participating in other urban infrastructure projects such as co-founding Phu My Bridge BOT Joint - Stock Company (in the Eastern City) with total investment capital of USD 101.60 million, Thu Duc Water Treatment Plant Project with the capacity of 300,000 m3/day and total investment capital of USD 101.60 million. 
General strategy in HIFU’s founding joint – stock companies is that HIFU has put in seed capital (on average of 20% of registered capital) to attract other public financial resources to invest in the City’s infrastructure projects. This arrangement in those joint – stock companies will meet law – stipulated corresponding equity capital requirement, thereby getting access to debt financing of the rest 70% capital need for projects. Hence, by this structure, each capital unit HIFU has put in will mobilize 10 – 15 capital units from public for investment.

· Municipal bond issuance

This capital raising means has popularly been working in many countries. In Vietnam, however, previously only government bonds have been issued. As a significant event in fund mobilization, first municipal bond issues ever in Viet Nam (for Ho Chi Minh City’s government’s borrowing) were done by the City’s government in 2003 and by HIFU, also as the first bond issue organizer, arranging all implementation steps. At that time, Viet Nam only had legal stipulations of government and corporate bonds. With management capability and authority under decentralization, the City’s government has empowered HIFU, by basing on legal stipulations of government bonds, to arrange and implement 2003 municipal bond issues successfully under form of general obligation bonds to supplement capital for development investment of the City. Total amount issued was USD 127 million. Principle and interest payment are made out of the City’s budget resources. Proceedings from municipal bond issues have contributed to balancing capital resources needed for the City’s urban infrastructure projects. 
Successful municipal bond issuances in Ho Chi Minh City opened up a new fund raising channel with advantages of longer term and stable financing, reasonable cost of financing,…suitable to infrastructure projects, not only for Ho Chi Minh City but for other provinces in Viet Nam as well. This financing has contributed to capital mobilization for infrastructure development and overcome drawbacks of commercial lending from banks. In 2004, HIFU has issued another USD 127 million of municipal bond for the City.
Moreover, HIFU has been studying issues of project bonds for revenue – backed projects of the City. Also, issues of municipal and project bonds will bring more financial products to young Stock Market in Viet Nam.

3. OPPORTUNITIES – CHALLENGES & HIFU’S STRATEGIES TO CAPITAL MOBILIZATION FOR HO CHI MINH CITY’S INFRASTRUCTURE DEVELOPMENT

New opportunities and challenges in new context 
Fast urbanization in Viet Nam, especially in Ho Chi Minh City, has enabled quicker socio – economic development. Viet Nam’s administration being highly decentralized has also created opportunities for the City in actively mobilizing every domestic and foreign resource for local needs, specifically in seeking financing of infrastructure developments. In that context, what HIFU has been achieving so far ever since its foundation date opens up future opportunities in mobilizing further resources for urban development in Viet Nam, specifically:
· HIFU will continue its role in mobilizing every available financial resource brought by any economic sector in Viet Nam as well as from abroad for HCMC/Viet Nam’s infrastructure development.

· HIFU has been affirming its strategic position in being a leader in bank loan syndication and a coordinator in public – private financing partnerships and other forms of this type. Given the trend of globalization of fund mobilization for urban development, more than ever, this role of HIFU will be very essential and put up to a higher level. 
· Being a leader and coordinator in fund raising, HIFU has been applying various market – based economy financing mechanisms in emerging HCMC/Viet Nam.

· The development trend of financing infrastructure has brought to HIFU chances to work with international partners for achieving larger funding size and applying other financing mechanisms relatively new to emerging markets like Viet Nam.

However, the above – mentioned development trend in Viet Nam as well as in the world has also put HIFU in a more challenging environment, which needs a lot of efforts and improvements, mainly as follows:
· Urbanization and globalization requirements have caused a huge demand in capital for infrastructure development, which means HIFU alone would not be able to fulfill this mission. One task, which should be given a thorough consideration, has been the expanding and multiplying of HIFU model in other provinces. 
· As far as loan terms & conditions, Ho Chi Minh City and Viet Nam will need a large – in – size long – term financing with low interest rate to make public services brought by infrastructure projects more affordable to Vietnamese, and to match projects’ revenue generation and budget balancing of the City.
· To meet that development requirement, it is the importance for HIFU/Ho Chi Minh City in particular and Viet Nam in the whole that we will need improvements and adjustments in financing process management (prospectus preparation, appraisal, disbursement and repayment and so on), financial and accounting transparency, autonomy, and achieving credit ratings, which are all in accordance with international financing standards.
· For HIFU and other future local funds as well as the potential national fund, other big challenges coming to us are the building of capacity (management capability, knowledge of international financial market and newly introduced financing mechanism, staff skills, and so on) to meet international standards and the expansion of HIFU’s and other local funds’ capital size. Moreover, creation of supporting agencies for Viet Nam such as credit rating agencies should be one of priorities. 

HIFU’s long – term development strategies

Facing above – mentioned challenges and higher complexity in financing mechanisms and development requirements, HIFU has been approaching foreign supports from international organizations in building capacity for HIFU. A Technical Assistance project (a cooperation among World Bank, US Trade & Development Agency, Viet Nam) has been put in implementation, including HIFU’s capacity building task to bring HIFU to an international or an Asian Region standard fund. Likewise, HIFU’s participation and presentation at international conferences like this one should show Viet Nam’s positive attitude towards the exchange of and access to information, knowledge and experiences in municipal financing for infrastructure development.

Furthermore, given the demand for larger fund size for future investment, it has been HIFU’s long – term strategy to mobilize capital in local and overseas markets (domestic/foreign currency – denominated municipal bond issues, bond issues in international financial markets under HIFU as the issuer, and other types of debt financing). In consideration of Viet Nam’s strong authority decentralization in municipal financing for Ho Chi Minh City, our recent proposal after a long working with World Bank’s representatives has brought out an idea of setting up Ho Chi Minh City Infrastructure Development Fund (HIDF) for the City at the first hand financed by IDA’s soft long – term loan, but also as a preparation step for the establishment of other local funds and a national fund for Viet Nam. The HIDF will work as a revolving fund, receiving and re-lending foreign funds (e.g. from World Bank’s support) to revenue – backed or non revenue – backed infrastructure projects in need of capital, whose investors are local governments or other economic entities, meeting lending criteria set by the Fund. Beside IDA’s fund sources for HIDF, HIFU will also contribute its own capital to the Fund to strengthen HIFU’s active participation in order to assist other future local funds in management skill building. 
HIFU’s thought of creating HIDF has received strong interest and support from Ho Chi Minh City’s government, other national ministries like Ministry of Finance, Ministry of Planning and Investment, and local departments, and has been appreciated as a new channel of raising fund in the international scope for the City’s infrastructure.
To sum up, all of these efforts and works done by HIFU have indicated our wish to expand HIFU’s business practices and help Ho Chi Minh City and Viet Nam catch up with development pace of urban infrastructure in the future.
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