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Message from the Secretary General of Securities and
Exchange Commission Office

It is my great honour to present our first Annual Report 2012 after establishing Lao
Securities Exchange in 2010. Hopefully, this report could provide some key information on
securities activities.

In the Seventh Five-Year National Socio-Economic Development Plan (2011-
2015), the Lao Government has set an economic development target for the Lao PDR that
it should be growing by at least 8% each year. In order to meet the above mentioned goal,
the Lao Government needs fund around 127.000 billion Kip (equivalent to 16 billion US
dollars), of which fund from government 10-12%, Organization Development Assistant
(ODA) 24-26%, private and foreign direct investment (FDI) 50-56% and from banking
sector 10-12%. Thus, to create a new channel for fund raising for business sectors in the
Lao PDR to contributing in economic growth as scheduled, it is necessary to establish
securities market.

Based on the needs and goals mentioned above, the government has decided to
establish Lao Securities Exchange in the Lao PDR on October 10", 2010 as a joint venture
company between the Bank of the Lao PDR (holds 51% share) and Korea Exchange (holds
49% share) and it has officially operated since January 11", 2011.

In 2012, under the leadership of Securities and Exchange Commission (SEC),
Securities and Exchange Commission Office (SECO) has fully implemented its role as a
secretariat to SEC such as setting and amending rules and regulations necessary for
securities activities supervision; facilitating the issuance of shares and listing in the Lao
Securities Exchange (LSX) of eligible companies by educating them on benefits of the
issuance of shares, assisting them to develop corporate structure, good corporate
governance, accounting and auditing practices; supervising and monitoring LSX and
market participants by conducting onsite and offsite examinations; educating general
public on securities activities through differrent means. Through these activities, the
securities activities operate in orderly manner.

To ensure the securities activities and securities supervision to operate in
transparent, fairness and efficient ways as well as to laying down foundation for the
regional and international integration, SECO had paid more attention on cooperation with
Securities Commissions in the region and international organizations for technical
assistance; attending ASEAN Capital Market Forum (ACMF), ASEAN Bond Market



Forum (ABMF), ASEAN Audit Regulator and International Oganizational of Securities
Commission (IOSCO) as an observer.

The year 2013 will continue to be a challenging year for SECO, we will continue
cooperating and coordinating with stakeholders, create and improve environment to
facilitate securities market activities to be a suitable place for long term fund raising and to
be a secure and stable investment destination. Therefore, I would like to request all
concerned parties from private and government entities continue studying in order to
enhance understanding on securities activities, support and contribute to securities activities
in the Lao PDR to ensure the securities activities conducting in an efficient manner.

Secretary General of SECO

- — —
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1. Securities Supervisory Athority

1.1 Securities and Exchange Commission.
Securities and Exchange Commission (SEC) is a securities supervisory authority

having direct responsibility to supervise, monitor and inspect securities activities, has a role
as a secretariat to the government for the centralized macro-management of securities

activities throughout the country.

SEC has rights and duties to study, formulate, and improve strategic plan, policy and
securities-related laws and regulations; setting up action plan periodicly; issue the securities-related
regulations; and supervising and inspecting the securities activities to ensure the securities activities
conducting in an orderly, transparent and fair manner.

SEC is comprised of Chairman, Vice Chairman, Commissioners and Secretary
which are appointed and removed by the Prime Minister.

Securities and Exchange Commission members in 2013 are as follows:

1. Mr. Somsavat LENGSAVAD Deputy Prime Minister,
who is in charge of economic affairs, Chairman
2. Mr. Somphao PHAYSITH  Governor of the Bank of the Lao PDR, Vice Chairman and
Standing commissioner

3. Mr. Phouphet KHAMPHOUNVONG Minister of Finance Vice Chairman
4. Mr. Xayxengly TENGBRIACHUE Chairman of the National Business Reform
Commission Vice Chairman

5. Mrs. Khemmani PHOLSENA  Deputy Minister of Ministry of Industry and Commerce
Commissioner
6. Dr. Bounthavy SISOUPHANTHONG Deputy Minister of Ministry of Planning and

Investment Commissioner
7. Mr. Bounsavad BOUPHA  Deputy Minister of Ministry of Justice Commissioner
8. Mr. Khammoune VIPHONGXAY Deputy Minister of Ministry of Home Affairs
Commissioner
9. Mr. Bounpone SISOULATH Vice Chairman of Economic, Planning and Finance
Commission, National Assembly ~ Commissioner

10. Mr. Nouhak NALUKHOT the Assistant of Deputy Prime Minister, who is in
charge of ecominic affairs Commissioner
11. Mrs. Vathana DALALOY Secretary General of SECO Secretary






1.2 Securities and Excange Commission Office (SECO).
1.2.1 Roles, Rights and Duties.

SECO has a role as a secretariat to SEC in formulating policies and regulations,
and in supervising securities and securities market.

SECO has rights and duties to implement strategic plan, policies, and SEC’s
resolutions on securities activities and securities market development; to set up securities-
related rules and regulations to propose to SEC for approval; to consider applications and
fillings for securities offering to propose to SEC for consideration and approval; to
supervise securities offerings with an orderly manner to ensure the investors’ interest; to
supervise listed companies, securities companies and stock exchange to have sound, fair
and transparent operation; and to impose measures on securities-related rules and
regulations violators as specified in SEC’s rules and related regulations.

SECO is comprised of 5 divisions, namely Securities Exchange Supervision and
Development Division, Initial Public Offering Supervision Division, Securities Business
Supervision Division, Legal Division and Administration Division.

1.2.2 Personnel Structure.

As of the end of 2012, SECO employed 37 officials, 15 of them are women. SECO
is comprised of Secretary-General and 1 Deputy Secretary General, 5 division heads, and
30 officials. In terms of educational background, 1 staff holds Ph.D degree, 13 staffs hold
Master’s degree and 23 staffs hold Bachelors degree.

1.3 Approved Rules and Regulations in 2012.

To ensure the implementation of the securities actitivites in an efficient and
transparent way, in 2012, SECO has upgraded “the Decree on Securities and Securities
Market” to the Law on Securities which was approved by National Assembly on December
10™, 2012 and was promulgated by the president on January 17", 2013. In addition, SECO
also approved 2 more regulations namely “Regulation on Inspection” and “Regulation on
Reporting” to be used as tools for supervision of securities activities. Recently, SECO has
approved totally 12 regulations.

2. Fundamental Understanding on Securities Market.

2.1 Primary Market.

2.1.1 Definition of Primary Market.
Primary market is a market for long term fund raising for the companies by issuing
their securities to investors. Issuance of securities shall be approved by SECO in pursuant
to the related regulations.



2.1.2

Types of Issuance of Securities

Issuance of securities can be divided into three types as follows:

Issuance of securities through public offering (OP): is an initial offering or
subsequent offerings, which are widely advertised through mass media without
specifying specific types or groups of investors and made to more than one
hundred investors.

Issuance of securities through private placement basis (PP): is an issuance of
securities to strategic investors, institutional investors and persons between
thirty to one hundred investors whereby the value, the number of times and the
number of investors of issuance through private placement basis shall be in
compliance with the determination of the SC.

Issuance of securities through rights offering (RO): is an issuance of securities
which provide preemptive rights to the existing shareholders in subscribing the
company’s securities in the ratio and according to allocation methods pursuant
to the resolution of the shareholders’ meeting.

2.1.3 The Procedure of Issuance of Securites
In general, any company wishes to issue securities needs to hire securities company,
audit company and legal consultancy company to provide assistance in preparation all
necessary conditions, applications, and fillings for the issuance of securities and submit
them to SECO.

After recieving all completed and accurate documents for issuance of securities,
SECO shall consider such application within forty-five days from the date of receipt of
such application and supporting documents. In case of refusal, SECO shall provide a
response in writing together with reasons of refusal.

After recieving the approval letter of issuance of securites from SECO, the issuing
company together with the securities company shall sell securities and complete the sale of
securites within 90 days from the date of approval of issuance of securites. The procedure
of issuance of securities is as follows:

o0 s 0n -
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Announce the approval of securities issuance;
Determine an offering price of securities;
Advertise sale of securities through mass media;
Subscribe for securities and place deposit;
Allocate securities;

Make payment or return deposit in case the subscriber has not been allocated
with the securities according to the subscribed amount; and

Issue securities holding certificate.

In case the sale of securities can not be completed within 90 days, the issuer can
request SECO to extend the offering period, provided that the extend period shall not
exceed thirty days.



2.1.4 Benefit of Share Issuance for Issuers
Share issuance is a form of fund raising that enable issuers to mobilize long term

fund for business extension and development to meet their goals. The issuers do not have
obligation to pay back both interest and principle as comparation to money borrowed from
banks or raised through corporate bond issuance.

2.2 Secondary Market

2.2.1 Definition of Secondary Market

Secondary market serves as a center for securities trading, clearing and settlement,
and depository. On the other hand, secondary market is a securities market facilitating the
securities transactions that had been issued in the primary market. The secondary market in
the Lao PDR is called "Lao Securities Exchange (LSX)".

2.2.2 Share Trading in LSX

Investors who are interested in investing in shares or securities in LSX need to open
securities account with a securities company and open saving account for securities trading
with a commercial bank who serves as a correspondent bank for that securities company.
To trade the securities, investors have to send bid or offer orders into the ledger system of
LSX through the securities company who acts as a broker for investors.

Working hour of LSX is from 8:30 am to 11:30 am, from Monday to Friday, except
official holidays. Matching sessions are auction-based system, executed every 30 minute or
6 times per day at 9:00 am, 9:30 am, 10:00 am, 10:30 am, 11:00 am, and 11:30 am. After
the orders have been matched, clearing and settlement procedures will be processed within
2 working days from the date of trading or called T+2. The price range for a day is + 5% of
close price of the previous day. For the first trading day, the price can be moved from -
10% to 100% of its listed price. In addition, the commission fee is 0,9% for buy side and
1,2% for sell side of total trading value.

Table 1 : Basic information of LSX

Year Number of Listed _Number of Ma_rk_et Va}lue Number of Tra_di_ng va_1|ue
companies Listed Shares (billion kip) matched shares (billion kip)

2011 2 1,005,174,650 4,638 40,016,392 301

2012 2 1,362,794,365 8,136 23,026,325 123

Sources: Lao Securities Exchange

2.3 Rights of Shareholders
2.3.1 Benefits of Investment in Shares

Benefit of investment in common shares is: dividend coming from net profit of
listed companies. The listed company will pay dividend in accordance with its dividend
policy and shareholders’ meeting resolution. In previous year, listed companies in LSX
announced their dividend payment to their shareholders twice a year. Apart from



dividends, investors will earn capital gain when the sale price is higher than the buy price.
However, investors must be cautioned that any investment involves with risks. Therefore,
investors should consider very carefully prior making investment decision.

2.3.2 Shareholder’s Rights
Shares of companies consist of common shares and preferred shares. Each type
of them has different rights.

Rights of common shareholders include right to receive dividend from the issuing
company based on share holding proportion; right to attend shareholders’ meeting to vote
for crucial business operation issues; right to receive company’s information on business
operation or financial condition; or right to subscribe the company’s additionnal of
issuance of securities at price and amount pursuant to the resolution the sharcholders’
meeting.

For preferred shareholders, they have similar rights as common shareholders.
However, preferred shareholders are unable to elect and remove directors of the issuing
company, but they can claim on assets and dividends from the issuing company prior
common shareholders in case of bankruptcy.

3. Securities Markets Performance in the Lao PDR in 2012

3.1 General Global Securities Markets Situation

Securities markets as a whole were motivated by economic stimulus measures
during economic downturn from European Central Bank (ECB), the central bank of
England, the Federal Reserve (FED), as well as that from some countries in Asia, including
measures on lowering and maintaining minimum loan rates and financial assistance
provided to Greece and Spain by European Central Bank (ECB). In addition, in the fourth
quarter of 2012, economic performance of China was improved and large Japanese export
companies benefited from the devaluation of Japanese Yen in 2 year round. As a result,
indexes of major global securities markets and Japanese securities market in 2012
increased compared to 2011 such as Dow Jones increased by 7.26%, S&P500 increased by
11.04%, and NASDAQ increased by 13.26%. The indexes of securities markets in Europe
Zone also increased such as CAC40 increased by 15.23%, FTSE increased by 5.84%, and
DAX increased by 32.65%. Securities markets indexes of Asian zone also increased such
as SHANGHAI increased by 0.29%, NIKKEI increased by 22.94%, KOSPI increased by
9.38%, HANGSENG increased by 23.15%, and SET increased by 35.76%.

3.2 Primary Market Performance
After Bank pour Commerce External du Lao Public Company (BCEL) and EDL-
Generation Public Company (EDL-GEN) succeeded in issuance of securities through initial
public offering (IPO) amounting of 1,087.17 billion Kip or equivalent to 136 million USD
at average cost of lower than 5% at the end of 2012, there is a number of enterprises willing
to improve themselves and transform to public companies in order to raise fund through
issuance of shares and to be listed in LSX. Those enterprises come from different sectors



such as telecomunication, agricultural, pharmaceutical, cement industry, manufacturing and
other sectors with various types of ownership including state-owned, joint venture and
private enterprises. SECO together with LSX and other related authorities have provided
assistance to those interested enterprises in preparing necessesary conditions including the
improvement of accounting practices, financial statement disclosure and company financial
structure modification. However, since issuance of securities is really new for many of Lao
entrepreneurs and citizen, it needs longer time for preparation. Thereforce, in 2012 none of
those enterprises ready to issue shares and listing in LSX.

Nevertheless, the primary market has provided new securities issuance experience
for SECO. EDL-GEN could issue additional shares to expand its production capacity as
mentioned in the 2010 prospectus of EDL-GEN. With such assistance, EDL-GEN can issue
357,619,715 shares, of which 210,845,938 shares are sold to existing shareholders and
146,773,777 shares are sold to general public. As a result, EDL-GEN could mobilize fund
with the total amount of 1,611 billion Kip or equivalent to 200 million USD. (Please see
Table 2 and Chart 1).

Table 2 : Summary of raised fund through the issuance of securities, 2010 — 2012.

Unit: billion Kip
Vear Public Offering Rights Offering Tg;?ig:nsgigzgf
Amount % Amount % Amount
2010 1,087 87.86% - - 1,087
2011 - - - - -
2012 704 43.73% 906 56.27% 1,611

Chart1l: Fund Raised through Issuance of shares, classified by types of Issuance in
2010 and in 2012

2011




3.3 Secondary Market Performance
Currently, securities traded in LSX are only one type. That is, common shares.
BECL and EDL-GEN shares are listed in LSX amounted of 1,362,794,365 shares, of which
136,577,600 shares (10.03%) are BCEL shares while 1,226,216,765 shares (89.97%) are
EDL-GEN shares.

LSX Composite Index at the end of 2012 closed at 1,214.77 point increased 315.31
point or 35.06% as compared to 2011 (chart 2). Total trading value was 123.79 billion Kip
(chart 3), decreased 177.70 billion Kip or 58.94% and total market capitalization was
8,136.59 bhillion Kip, increased by 75.42% from previous year and accounted for
approximately 12.39% of GDP (GDP in 2011). Key factors contributing to a decline of
trading value in LSX could be summaried as follows:

1. Share traded in LSX are not diverse, only two stocks;

2. Institutional investors such as mutual funds are unable to fully participate in
LSX because of lack of custodian banks who could provide custody and custody
related services;

3. Market infrastructures of LSX are insufficient, especially block trading system.

Chart 2: LSX Composite Index
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BCEL Shares are traded on average at 7,198 Kip, decreased by 2,380 Kip. Total
trading value was 37.55 billion Kip, decreased by 69.64% from 2011. The net purchase of
foreign investors equaled to 19 billion Kip and foreign investors held 5% of total
company’s listed share, hit foreign investors ceiling set by SECO.



EDL-GEN shares are traded on average at 4,842 Kip, decreased by 1,718 Kip. Total
trading value was 86.24 billion Kip, decreased by 34.29% from 2011. The net purchase of

foreign investors equaled to 28 billion Kip and foreign investors held 13.61% of

total company’s listed shares.

Chart 3: Trading Volume and Trading Value
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Even though

LSX was newly established, both domestic and foreign investors are

investing in listed shares in LSX. It can be seen that the number of trading accounts of
investors opened with two securities companies (BCEL-KT and LXS) increased from

8,187 accounts in 2011 to 8,910 accounts or increased by 8.83% in 2012, of which 7,339
accounts or 82.37% are held by domestic investors and 1,571 accounts or 17.63% are held

by foreign investors (Chart 4).

Chart 4 : Number of trading accounts of investors
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4. Securities Intermediaries.

As stipulated by the Law on Securities, securities intermediaries consist of securities
company, asset management company, custodian bank, audit firm, and credit rating
agency. But currently, there are only securities company and audit company operate in the
Lao PDR.

By far, there are two securities companies namely: BECL-KT Securities Company
Limited (BCEL-KT) and Lane-xang Securities Public Company (LXS) operating in the
Lao PDR. These securities companies are joint-venture companies between the local
financial institutions and the foreign securities firms. BECL-KT is owned by BCEL 70%
and by KT-ZIMICO Securities Company from Thailand 30%; while LXS is owned by Lao
Development Bank 49% (including 0.5% of shares held by its employees) and by Sacom
Bank Securities Company of Vietnam 51% (including 0.5% of shares held by its
employees).

BECL-KT not only has its head office in Vientiane Capital, but also has expanded its
two service units in Savannakhet and Laungprabang provinces in 2012. Both securities
companies provide services to their clients in three business categories namely financial
advisory, brokerage and securities underwriting.

During 2012, SECO issued two brokerage licenses for securities companies and as of
the end of 2012, there are ten brokerage licenses in total.

As of the end of 2012, the total assets of securities companies amounted for 270
billion Kip and net assets equaled to 206 billion Kip. Registered capital accounted for 200
billion Kip and net income was 1.82 billion Kip.

In 2012, SECO approved one audit firm, Earnst & Yang (Lao) Limited Company to
be in the list of SECO. As of the end of 2012, there are three audit firms who are permitted
to operate in securities industry, namely Price Water House Coopper Limited Company
(PWC), KPMG Lao Limited Company and Earnst & Yang (Lao) Limited Company.

5. Investor Education

Securities activities are a new issue in the Lao PDR. The knowledge and the
understanding of the public on securities activites are still limited. Therefore, in order to
enhance public understanding of that issue, one of current priority jobs of SECO is investor
education on securities activites. The investor education was conducted in various forms
and methods such as posting short history on newspapers, broad casting through national
radio and television; onsite education at schools, hospitals, institutes and other government
organizations, accounted for 13 times with 1,835 attendants. Through such education
schemes, the public have better understanding and involve in securities activities.



6. International Cooperation

To ensure the stability, transparency and fairness of securities activities supervision as
well as to pave a way towards regional and global intergration, SECO has expanded its
international relation and cooperation with SEC of strategic-friends and neighboring
countries such as State Securities Commission of Vietnam, China Securities Regulatory
Commission, and Securities and Exchange Commission of Thailand. In addition, SECO
has cooperation with Ministry of Justice of South Korea, International Finance Corporation
(IFC), Asian Development Bank (ADB), and the US Embassy in the Lao PDR for technical
assistance on securities activities supervision, especially reviewing draft law on Securities,
organizing seminars in Vientiane Capital, conducting annual bilateral meeting, and
participating on the job trainings. Moreover, in order to build up the regional and global
integration capacity of LSX, SECO has actively participated in ASEAN capital market
initiatives by attending ASEAN Capital Market Forum (ACMF), technical working group
on international dispute resolution under ACMF (WG-DREM), Asian Bond Market Forum
(ABMF), ASEAN Audit Regulator (AAR), accounted for 13 times. On the top of that, the
SECO is studying member conditions of International Organization of Securities
Commission (I0OSCO) and attended 10SCO meetings twice as an observer.

7. Outlook for 2013

In 2013, global economic environment is projected to be volatile due to the natural
disaster, the change of oil price and the volatility of major currencies. These factors may
affect securities market performance as a whole.

However, to ensure the sustainable operation and continuous expansion of LSX,
SECO will set up its "Strategic Plan for Capital Market Development from 2013 to 2020”
to propose to SEC and to the Lao government to consider; drafting and amending
necessary regulations for securities activities supervision; putting more effords to assist
potential companies in fund raising by issuing shares and listing in LSX for enhancement
of market liquidity and creation of more investment channels for investors; encouraging the
establishment of new securities companies and the expansion of their service units;
supporting global and domestic banks to provide custody services; multiplying market
participant supervision and monitoring to ensure their performance in line with rules and
regulations; proceeding market infrastructure development gradually; promoting investor
education on securities activities to general public aiming at enlargement of their
understanding on securities activities; expanding relationship and cooperation with foreign
SEC and international organizations for technical assistances to strengthen experiences on
securities activities. Furthermore, SECO will continuously improve its organizational
structure and recruit new staff members to fulfill the vacant positions as well as pay
attention on training and developing knowledge and competencies of staff to meet with the
need during new working era.
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