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To feed the world, we need
to bring technology and
small farms closer
together!

Wim Hoogedeure
EY Partner



How attractive and competitive is
Lao Agri-business sector ?

Potential and challenges for investors



Contents/agenda slide

1. Agriculture market
Government strategy

Policy framework
Investment forms and types
Investment law and benefits
Agriculture licensing process

Challenges

L

Winning strategies
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Key takeaways

Laos has widely open its Agriculture sector to foreign
investors. While there is a local framework that allows
market entry, understanding the fundamentals of Lao
Agriculture markets and key growth strategies are
essential steps.

Anthony L. Assassa
Manager Tax & Advisory

EY
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Market assessment

Agricultural lands : surface ?

Food security

Production quantity

Food imports

Rural population

Pollution generated by Agriculture
Strateqgy for Agriculture development
Foreign Direct Investment in Agriculture
Agriculture policy framework

Forms and types of investment
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Source: Tiles © Esri — Source: US National Park Service, © OpenStreetMap © CartoDB
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Market assessment

236380

(1000 ha)
COUNTRY AREA

\ 4

23080

(1000 ha)
LAND AREA

eeeeeeeeeeeeeee

2369
(1000 ha) @
AGRICULTURAL AREA M 10%

18950
(1000 ha)
FOREST AREA




Market assessment

umber of people undernourished (millions) (3-year average)
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Market assessment

Prevalence of undernourishment (%) (3-year average)
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Market assessment

Percentage of child malnutrition (percent)

2000 2006 2011

Lao People's Democratic Republic

Percentage of children under 5 years of age who are stunted (percent)
Lao People's Democratic Republic

Percentage of children under 5 years affected by wasting (percent)

Lao People's Democratic Republic

Percentage of children under 5 years of age who are overweight (percent)
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Market assessment

domestic product per capita, PPP (constant 2011 international $
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Market assessment

Cereals, total production
1961 - 2017
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Market assessment

1lue of food imports over total merchandise exports (%) (3-year
average)
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Market assessment

Agricultural Area
1961 - 2016
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Market assessment

Rural and urban population
1990 - 2017
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Market assessment

Rural and urban population
2017

Urban population___
2017
40.7 %

\

Rural population
2017
59.3 %

@® Rural population® Urban population
2017 2017
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Market assessment

Emissions (CO2 equivalent), Agriculture total
1990 - 2016

g
=
©
~
o
©
@)

o
o

o—0— ®
o—o—
.\./

1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 2012 2014 2016
-e- [ao People's Democratic Republic

Emissions (CO2eq)
Agriculture total

25 June 2019 Agri-Business Conference Laos 2019




Market assessment

Emissions by sector (CO2 equivalent)
Average 1990 - 2016

Burning - Crop residues
( 0.6 %

Rice Cultivation

Burning - Savanna
2.8 %

23.2 % L "\

Manure Management . ‘
13.5 % i Crop Residues

3.4 %
Manure left on Pasture

Enteric Fermentation
0
10.7 % i
Manure applied to Soils
4.5 %

@® Burning - Crop residud Burning - Savanna Crop Residues @ Enteric Fermentation

@ Manure applied to Soil@ Manure left on Pastul@® Manure Management
@ Rice Cultivation @ Synthetic Fertilizers
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Market assessment

» Strategy for Agriculture Development

>

Page 19

8th National Socio-Economic Development Strategy (NSEDP) for 2016-2020 :

» achieve sustainable economic growth while reducing poverty and inequality.

» Graduate from LDC status.

» Aiming a GDP growth of 6-7% year.

» Broaden economic base. Improve human capital and labor productivity. Promote inclusion of marginalized
groups such as women, ethnic minorities and remote communities.

Government targets for Agriculture sector:

» Food security contributor.

» Employment creation.

» Poverty reduction.

» From a net importer of agricultural products to a next exporter (positive trade balance).

Foreign Direct investment:

» At least 50% of investment need are expected to come from FDI.

» ODA and Government budget balance the remaining.

» FDIis perceived as key accelerator of Agricultural development.

Two implementation plants : Agriculture Master Plan (AMP) and Agriculture Investment Plan (AIP)

» AMP = 8 programs of Ministry of Agriculture and Forestry to cover food production, commodity production
and farmer organization, sustainable production patterns, land allocation, etc.

» AIP = scenarios for investment in agriculture programs run by MAF.

25 June 2019 Agri-Business Conference Laos 2019 EY



Market assessment

Figure 1.4. Approved FDI projects in Lao PDR by sector, 1989-2015

Telecommunications

of
Construction 3%
3% \ Electricity generation

Hotel & restaurant ) 29%
4%

Industry & handicraft _/ '
8% '

Mining

Agriculture _— o

Source: OECD INVESTMENT POLICY REVIEWS: LAO PDR
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Market assessment

Figure 1.5. Approved FDI projects in Lao PDR by country of origin, 1989-2015
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Source: OECD INVESTMENT POLICY REVIEWS: LAO PDR
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Market assessment

» Examples of medium and large size agriculture projects approved by MPI :

Date

Enterprise name

03/-10/-2006 OG Lao Planting Co.,Ltd

2/25/2011
7/7/2009
19/11/2004

18/1/2005
14/3/2006
16/2/2006

22/6/2009
26/4/2010
27/08/2008
12/26/2006
6/3/2007
23/4/2010
22/10/2004

6/10/2011

Houang Anh Attapue Agriculture
Development Co.,Ltd

Kolao Farm Company
Duklux Rubber Co., Ltd

Lao-Viet Joystoy Co.,Ltd
Mitr Lao Sugar Co.,Ltd
Savanakhet Sugar Company

Lui Pong Lao-China Rubber Company
Guacha-Shirugo Partnership Lao Co.,Ltd
Xayya AA Lao Co.,Ltd

Libena Co.,Ltd

Gaozhu LVF Co.,Ltd

Sunpaper Holding Co.,Ltd

Gaozhu Duklux Rubber Co.,Ltd

Houang Anh Attapue Sugar-Sugarcane
Company

Activities

Eucalyptus Planting

Rubber planting and processing
factory

Jatropha Planting
Rubber planting

Rubber planting

Sugarcane Planting

Sugarcane Planting

Rubber planting and processing
factory

Rubber planting

Eucalyptus Planting

Rubber planting

Rubber planting

Industial crops Planting

Rubber planting

Sugarcane Planting

Approved area

Countr
Total area Y

50,000 Japan

23,673 Vietnam
Republic of

12,291 Korea

10,450 Vietnam

10,277 Vietnam
10,000 Thailand
10,000 Laos-Thailand

10,000China
8,650 Vietnam
8,650 Thailand
8,000 Vietnam
8,000 Vietnam
7,328China
7,070 Vietnam

6,000 Vietnam

Province

Khammuan

Attapue
Vientiane
province

Champasak

Champasak
Savannakhet
Savannakhet

Luangnamtha
Savannakhet
Savannakhet
Xekong
Xekong
Savannakhet
Xekong

Attapue




Market assessment

» Agriculture policy framework

» Investment policy > Investment Law 2016
» Profit tax exemption
» Import VAT and Customs duties exemption
» VAT exemptions on sales and purchases
» Right to employ foreign workers
» Land ownership
» General principle : land is property of the state
» Various tenure and use rights to land. Poorly defined in Laos. Claims relating to land are complicated.

» Inrural areas, farmers are likely to hold Land Survey Certificate (providing full use, inheritance, leasing and
sales rights), Land Tax Declaration (only for use and inheritance of lands, does not guarantee compensation
if land is acquired), Land Tax receipts (cannot support land sales and does not guarantee compensation if
land is acquired), Village Heads Certificates on Land Ownership (accepted by banks for loans).

» Dispute and contract enforcement
» Limited access to legal and administrative dispute resolution, in particular for farmers
» Many disputes settled locally by local officials
» Lack of understanding and awareness of contracts
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Market assessment

» Forms of FDI in Agriculture
» Wholly domestic or foreign owned investment
» Joint-venture between foreign and domestic investors
» Cooperation by contract

» Forms of FDI in Agriculture
» General business: contract farming
» Concession business: direct exploitation
» Special Economic Zone: construction of complete infrastructure and new city development

» Business models for FDI in Agriculture

» Land Concessions = grant the use of land and associated water resources to an investor for a period
of time. Common formula for Agriculture.

» Model review: investors like concessions as they have a greater control over land and water. They tend
accordingly to bring more capital and technology. Local communities tend to not like concessions,
frequently qualified as “land grabs” and not aligned with their development.

» Contract farming = involves agreements between farmers and downstream agricultural companies
whereby farmers agree to supply a certain quantity of agricultural commodities at a certain price.
Investor provides inputs to farmers such as seed, fertilizer and technical advice.

» Model review: more appropriate for high-value and niche products. Not adequate for high volume staples

and livestock. Farmers keep controls of their lands but face difficulties in delivering the full production
required. Investors face risk to not buy the full quota or have to change quality standards or prices.

P
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Market entry

» Step 1: Request the approval for primary data collection from agriculture sector or
Planning and Investment (PI) sector (will coordinate with concerned sectors at local levels)

» primary data on land area and project location.
» Step 2: Apply for signing a Memorandum of Understanding (MoU) with the Government

Applications for investment in printed form of general concession projects (agriculture sector).

Brief proposal about the project development, certified by the President or Director-General of the
company (or attorney).

History-experiences of company, license or business registration certificate of company.
General business agreement (in case there are two or more companies).

Power of Attorney for the representative of stockholders or company, in case the person is not in
the top position of the company.

Map of project location;
Supporting letter from financial institutes or banks (if any).
Other related documents (if any).
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Market entry

Investor

Comments from
Concemned Sectors
(3)

Caiiiiaoa o PIaiG Sectors participating

and Investment (CPI) | < in the meeting

Meeting

—h ¢> Open meeting
Authority ' Approve Negotiation MOU

Report negotiation’s
outcome to Govermment
&request letter of
attomey for signing

Letter of attomey signed
by Govemment
Sign MOU

Source: Ministry of Planning and Investment
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Market entry

How much lands can an investor expect from the Government ?

Surface attributable by Application at local level Application at Central level
Government

Degraded forestland Limited to 150 hectares per Limited to 150-15,000 hectares
project and 30 years - period per project and 30 years - period

extensible extensible up to 40 years

Barren forestland Limited to 500 hectares per Limited to 500-30,000 hectares
project and 30 years - period per project and 30 years - period
extensible extensible up to 60 years

Source : Decree No. 135/PM, dated 25/05/2009 on the lease or concession of Government lands
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Market entry

MoU implementation

study of social-economic
data, natural suitability

Feasibility Study

Environment and Social
Impact Assessment “ESIA"
or Initial Environment
Examination “IEE"

Environment Management
and Monitoring Plan
"EMMP" or Social
Management and
Monitoring Plan “SMMP"

Deposit of MoU warranties

Guidance

soil, climate, altitude, rainfall, water source, land use rights, local labour, exploration
of forest conditions and forest resources and others as necessary

Create an economic-technical analysis (Feasibility Study) and request for legalization
from - at central level - Planning Department (will coordinate with Forestry
Department, Agriculture Department, Land Department to get their comments
before legalizing) or - at local level - the Provincial or Municipal Agriculture and
Forestry Section

Create an ESIA or IEE including solution standards, then request the legalization
from National Resource and Environment Sector

Create an EMMP or SMMP in the operational plan, focusing on the protection of

water sources and environment, area exploration, village development, people's
involving promotion in the production, technology utilization and others through
benefit sharing

USD 30,000 for land concession of 2 - 150 hectares
USD 50,000 for land concession of 151 - 1,000 hectares
USD 70,0000 for land concession of 1,000 hectares and more

Source: Ministry of Planning and Investment
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Market entry

» Step 3: Signing the Project Development Agreement / Concession with Government

vV v. v Y

Page 30

PDA/CA are prepared by Promotion Investment Department
Concession Registration Certificate is issued by same department
Domestic or foreign investors must establish the Project Company

As soon as they receive their Concession Agreement, investors can organize and operate the
project in line with the project economic-technical analysis and regulations of Lao PDR

25 June 2019 Agri-Business Conference Laos 2019
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Market entry

Source: Ministry of Planning and Investment
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Committee for Planning

Comments from

Concemed Sectors

(3)

Sectors participating

and Investment (CPI) <inthe meetin

Meeting
(5)Agree & report to higher authority

Govemment/Provincial ¢>
Authority Approve

Concession License
(Agnicultural activity)

Agri-Business Conference Laos 2019

Open meeting
Negotiation Contract
Agreement (CA)

Report negotiation’s
outcome to Government
&request letter of
attomey for signing

Letter of attomey signed
by Government
Sign Contract
Agreement (CA)

EY



Market entry

Review of Investment Law No.14/NA dated 17 November 2016

» Sector covered by investment incentives :

» Clean agriculture, toxic-free agriculture, seed production, animal breeding, industrial crops and
plants plantation, forestry development, environment and biodiversity protection, activities
promoting rural development and poverty reduction;

» Aninvestment in any business sector entitled to incentives under this Article shall have a minimum
investment capital of 1,200,000,000 (one billion and two hundred million) kips; or shall employ at
least 30 (thirty) Lao technical staffs or use 50 (fifty) or more Lao workers with an employment
contract of at least 1 year.

» Zones offering investment incentives :
» Zone 1: Poor and remote areas with socio-economic infrastructure unfavorable to investment;
» Zone 2: Areas with socio-economic infrastructure favorable to investment;
» Zone 3: Special economic zones.

» Tax incentives for Agriculture activities:
» Zone 1: 10 years of Profit Tax exemption + 5 additional years
» Zone 2 ; 4 years of Profit Tax exemption + 3 additional years
» Exemption of VAT and customs duties for import of materials and equipments
» Exemption of rental and concession royalty (state land)
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Market entry

Review of Investment Law No.14/NA dated 17 November 2016

» Compliance with Enterprise Law:

>
>
>

Registered capital shall be not less than 30% of total capital of the project
30% of registered capital shall be imported within 90 days following the investment license

Minimum registered capital requirements (3, 2, 1.5%, 1%) depending on the size of the project (less
than 10, less than 500, less than 1 billion, more than 1 billion USD)

Minimum registered capital shall be imported within 90 days following the investment license.
Remaining shall be imported within 2 years

» Other compliance requirements:

>
>

Payment of taxes

Implementation of accounting practices as per Accounting Law. IFRS and foreign accounting
software can be used upon approval of Ministry of Finance

Implementation of SSO regimes
Financial contribution to social development
Be environment compliant

» Breach of agreement, violation of law, non-compliance: investment suspension

Page 33
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Market growth

Ease of Doing Business in

Lao PDR

Region East Asia & Pacific DB 2019 Rank

Income Category Lower middle income 154

DB 2019 Ease of doing business score

Population 6,858,160 100

City Covered Vientiane 51.26

DB 2019 Ease of Doing Business Score

80.60: Malaysia (Rank: 15)
78.45: Thailand (Rank: 27)
73.64: China (Rank: 46)
67.96: Indonesia (Rank: 73)
63.41: Regional Average (East Asia & Pacific)

51.26: Lao PDR (Rank: 154)

Source: World Bank Doing Business 2019
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Market growth

Rankings on Doing Business topics - Lao PDR

Starting
a

Business

Dealing
with
Construction
Permits

Source: World Bank Doing Business 2019
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Getting
Electricity

Registering Getting Protecting
Property Credit Minority
Investors
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Market growth

Figure 1.2. The most problematic factors for doing business in Lao PDR

0 5 10 15 20 25

Inadequately educated workforce : : ) )
Access to financing

Poor work ethic in labour force
Tax rates

Inadequate supply of infrastructure

Tax regulations |E——

Insufficient capacity to innovate

Restrictive labour regulations
Corruption

Inefficient government bureaucracy
Policy instability

Foreign currency regulations

Poor public health

Inflation

Govemment instability r

Crime and theft

Source: OECD Investment Policy Reviews: Lao PDR
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Market growth

Cereal production potential modelled

Postharvest-

, loss reduction®
Land expansion

with improved
yield

Land-
gxpansion
potential®

improvement*

Current
production’

Source: FAO; Global Yield Gap Atlas; McKinsey
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Market growth

Investments required

Inputs + Infrastructure + Markets

Fertilizer
Increase

of main
nutrients

Source:
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Hybrid seed

4

Increase of
hybridization
rate
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Irrigation Storage
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Market growth

Streamline
production
and
distribution

Expand Lao
agro-suppliers
payment
terms (ease
finance)
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Target Lao
farmer
finance +
working
capital

Lao Agriculture

value chain
improvement

Increase Lao
agro-suppliers
market
capacity
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product needs
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Market growth

Import and distribution markups can add nearly 40 to 35 percent to fertilizer price

2.0-3.0
|

Transport
5 7 - U:J—countr.ty— and 40-45%
' Fanspor “agro-deal-
2.2 - Importer cost er” markup
Storage margin

insurance, charges bagging

and freight; cost

insurance
cost

Landed Wholesale Wholesale Up-country Agro-dealer
cost cost price wholesale price retail price

Source: IFDC ; McKinsey
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EY | Assurance | Tax | Transactions | Advisory

About EY

EY is a global leader in assurance, tax, transaction and advisory
services. The insights and quality services we deliver help build
trust and confidence in the capital markets and in economies
the world over. We develop outstanding leaders who team to
deliver on our promises to all of our stakeholders. In'so doing,
we play a critical role in building a better working world for our
people, for our clients and for our communities.

EY refers to the global organization, and may refer to one or 4 ol iy e
more, of the member firms of Ernst & Young Global Limited, .-.-("!l o> £
each of which is a separate legal entity. Ernst & Young Global "
Limited, a UK company limited by guarantee, does not provide
services to clients. Information about how EY collects and uses
personal data and a description of the rights individuals have
under data protection legislation is available via
ey.com/privacy. For more information about our organization,
please visit ey.com.

© 2019 Ernst & Young Lao Co., Ltd.
All Rights Reserved.
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This material has been prepared for general informational
purposes only and is not intended to be relied upon as
accounting, tax or other professional advice. Please refer to
your advisors for specific advice.
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