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At the proposal of the Ministry of the Agriculture and Rural Development via the Document No. 1817/BNN-KH dated April 3, 2007 relating to participation in “Forestry Investment Forum – Opportunities and Challenges”, the Development Bank of Vietnam would like to contribute its ideas on the credit source for forestry in the following: 

I. Development investment credit mechanism of the State:

1. Targets for loan: Pursuant to the Decree 151/2006/ND-CP dated December 20, 2006 issued by the Government on investment and export credit of the State, production plantation projects implemented in areas, which are considered to have difficult and very difficult socio-economic conditions, are eligible for receiving investment credit from the State.   

2. Level of loans: In line with the above mentioned Decree and the Document 95/CP-NN dated January 23, 2003 issued by the Government on plantation mechanism under the 5 Million Hectare Reforestation Project (5MHRP), the State investment credit level for each project is a maximum of 70% of the total project investment and not exceeding 10 mil. VND per ha for afforestation, tending, forest management and protection. The specific level, however, is dependent on the bank balance of capital source in a specific period. In addition to loans provided from the State, the project investor needs, in order to secure capital for project implementation, to mobilize additional funding from different sources such as foreign and domestic loans, and others with specific financial conditions. Furthermore, in order to strengthen responsibilities of the investor and State Forest Enterprises, households contracted for plantation, investor should invest at least 15% out of the total project investment value, which may be self mobilized and include value of labor for forest tending, protection (in case the project is implemented in difficult and very difficult areas where investors cannot secure self-mobilized funding, then the General Director of the Development Bank of Vietnam can take this into consideration for decision making). 

3. Terms of credit: The terms of credit are specified on the basis of the rotation for specific trees species (the forest owner is responsible for loan repayment by harvesting time) and credit worthiness of the investor, and shall not exceed 12 years. For some special projects (plantation of pine and rubber trees) the term of credit is a maximum of 15 years.

4. Interest rate: For investment projects in difficult and very difficult socio-economic areas, the interest rate is equal to that applied for 5 year government bonds as published by the Minister of Finance at a given time (currently, according to regulations by the Ministry of Finance, the interest rate is 8.4% per year while the interest rate for overdue loan is 150% of that mentioned in the Credit Contract). The loan interest rate is defined at the time of contract signing and remains fixed for the project period.  

5. Payment for loan interest during grace period: Pursuant to the requirements of Government Decree 151/2006/ND-CP, during the grace period, an investor does not have to pay the loan entirely (i.e. principal and interest repayments) but the interest on the balance in line with the interest rate addressed in the contract. 

6. Loan guarantee: Government Decree 151/2006/ND-CP specifies that to receive investment credit from the State, an investor can use assets financed from the loan as a guarantee on the loan. In case the loan financed assets are not satisfactory or appropriate as a guarantee, the investor needs to use other legally held assets, with a value of at least 15% of the loan, to guarantee the loan.

II. Conditions, steps and procedures to get investment credit of the State:

1. Conditions: 

- Be eligible objects regulated under the Decree 151/2006/ND-CP issued by the Government.

- Carry out investment procedures in accordance with legal regulations.

- Investor has sufficient legal and civil capacity.

- Investor has production and business plans and projects to ensure loan repayment, furthermore its financial and loan repayment plans shall be appraised and approved by the Development Bank of Vietnam.

- Investor must secure sufficient funding for project implementation and specific financial conditions for complementary investment in addition to the State investment credit.

- Investor shall be responsible for loan guarantee in accordance with regulations under the Decree 151/2006/ND-CP.

- Investor must take out insurance for the period of the loan with a legally operated insurance agency in Vietnam for the assets financed by the loan.

2. Steps and procedures: In order to get investment credit from the State, investors need to develop an investment project in accordance with existing regulations on investment and construction management (within the investment project, there should be forest fire prevention and fighting scheme approved by the competent agency in accordance with regulations under the Decree 09/2006/ND-CP dated January 16, 2006 issued by the Government on forest fire prevention and fighting). The investor then submits its file (including documents related to the project and the investor) to a branch of the Development Bank of Vietnam (project implementation location), who will then appraise the financial and loan repayment plans and then accept provision of loan only if the project and investor are eligible for receiving a loan.

- After getting the acceptance from the Development Bank of Vietnam, the investor submits the investment project to the competent agency for approval in accordance with current regulations on investment and construction management. The investor then carries out, in collaboration with the branch of the Development Bank of Vietnam, signing the Credit Contract, Contract on loan guarantee and registering guarantee transaction, and registering disbursement plan consistent with needs for the loan. 

- On the basis of the signed credit contract and annual disbursement plan informed by the Development Bank of Vietnam; pursuant to the Decision on project approval; silviculture design file and budget estimation; Decision on approval of results achieved from bidding, or bidding nomination (or Decision on assignment of tasks) issued by competent agencies (if any); bidding receipt and delivery contract signed between investor and unit (individual) in charge of forest plantation, tending, management and protection; record on checking results before acceptance, secondary checking report, detailed statement on volume of plantations, finished forest tending, management and protection; the branch of the Development Bank of Vietnam then carries out disbursement for the project. Presently, the Development Bank of Vietnam will issue a regulation on appraisal and provision of State investment credit, which will clearly define issues relating to steps and procedures for obtaining loans. 

III. Some results achieved: 

1. For projects receiving State investment credit: Recently, the investment credit supply of the State for production plantation projects focused mainly on those dealing with industrial material plantation (paper, pulp, wood-based panels, pit props etc.) implemented by various companies and State Forest Enterprises under Vietnam Paper Corporation and Vietnam Forestry Corporation as well as some provinces. By March 31, 2007, the Development Bank of Vietnam had signed credit contracts with 239 investors to implement 384 projects with a total capital of 3,087,889 mil. VND to be used for afforestation, tending, management and protection of 326,080 ha. of forests (including 155 projects on industrial material plantation (paper, pulp, wood-based panels, pit props etc.) implemented by 75 investors with an afforestation area of 283,690 ha. accounting for 87% of total afforestation area; and 229 projects on plantations for industrial and fruit trees implemented by 164 investors with an afforestation area of 42,390 ha. accounting for13% of total afforestation area). 

So far, these projects have disbursed 1,885,934 mil. VND, together with 264,665 mil. VND for original debt clearance, 166,224 mil. VND for payment of interest, 234.892 mil. VND of unpaid arisen interest (including 50,673 mil. VND of unpaid due interest), 1,162,270 mil. VND of debit balance (including 118,044 mil. VND of overdue debt, equal to 10.2% of debit balance). Including:

- Industrial material plantation projects: 

+ Total capital signed in credit contract: 1,939,563 mil. VND

+ Total disbursed capital: 1,250,091 mil. VND

+ Repayment of original debt: 141.616 mil. VND

+ Payment of interest: 62.822 mil. VND

+ Unpaid arisen interest: 166,894 mil. VND (including unpaid due interest of 3,990 mil. VND)

+ Debit balance: 1,108,479 mil. VND (including overdue debt of 21,321 mil. VND accounting for 1.9% of debit balance).
- Long-term industrial tree plantation projects:

+ Total capital signed in credit contract: 1,063,775 mil. VND

+ Total disbursed capital: 556,205 mil. VND

+ Repayment of original debt: 99,337 mil. VND

+ Payment of interest: 91,223 mil. VND

+ Unpaid arisen interest: 48,562 mil. VND (including unpaid due interest of 32,595 mil. VND)

+ Debit balance: 456,866 mil. VND (including overdue debt of 72,529 mil. VND accounting for 15.9% of debit balance).

- Fruit trees plantation projects:

+ Total capital signed in credit contract: 84,551 mil. VND

+ Total disbursed capital: 79,638 mil. VND

+ Repayment of original debt: 23,712 mil. VND

+ Payment of interest: 12,179 mil. VND

+ Unpaid arisen interest: 19,437 mil. VND (including unpaid due interest of 14,088 mil. VND)

+ Debit balance: 55,926 mil. VND (including overdue debt of 24,194 mil. VND accounting for 43.3% of debit balance).
2. ODA funded projects: By March 31, 2007, the Development Bank of Vietnam had signed credit contracts with 10 investors to obtain ODA funds for on-lending for implementation of 6 production plantation projects with a total signed capital of 1,592,379 mil. VND (in which there are 3 industrial material plantation projects  implemented by 7 investors receiving loan from Asian Development Bank (ADB) with total on-lent capital of 31,029 mil. VND and 3 long-term industrial tree plantation projects implemented by 3 investors with loans from the French Development Agency (AFD) with total on-lent capital of 1,561,350 mil. VND). To date, these projects have disbursed about 654,223 mil. VND, repaid original debt of 22,364 mil. VND, paid interest of 104,655 mil. VND, together with unpaid arisen interest of 17,435 mil. VND (including unpaid due interest of 2,460 mil. VND), debit balance of 631,860 mil. VND (including overdue debt of 14,714 mil. VND accounting for 2.3% of the debit balance).
3. Remarks:

- Industrial material, long-term industrial and fruits tree plantation projects have achieved encouraging socio-economic results, which contributed to reforest bare land and denuded hills, improve the ecological environment, reduce natural disasters, and better improve the utilization efficiency of land resources. These projects have also provided employment opportunities for thousands of local laborers, who are mainly ethnic minorities, and improved income for a part of the population living in remote and mountainous regions. Plantations have been established for material supply, which is considered as an initial step for development of other industries (e.g. coal exploitation, agriculture and forestry product processing industries), and restriction of harvesting and utilization of natural forests. 

- Projects on plantation for paper and pulp material, wood-based panels, pit props etc. accessed credit of the State through the system of Investment and Development General Office and the former Development Assistance Fund (currently the Development Bank of Vietnam) with relatively long period of 8 – 15 years, which is consistent with forest rotation cycles. Before 2004, material plantation projects used to, as applying for loan, follow interest payment mechanism in the grace period thay regular interest payment and repayment of the original debt are done at the same time. Therefore, most projects on material plantation have so far repaid both the original debt and interest in a timely manner in accordance with the credit contract. The percentage of overdue debt and unpaid interest at due date is low (overdue debt of 21,231 mil. VND accounting for 1.9% out of total debit balance of 1,108,479 mil. VND; unpaid interest at due date of 3,990 mil. VND).

- For projects on plantation of industrial and fruit trees, loans provided were used ineffectively, especially those for fruit trees and coffee plantations. Some reasons are that international market prices fluctuate (e.g. coffee) and that soil and climate conditions are not always appropriate for growing imported fruit tree species. By March 31, 2007, the number of overdue debts for these projects accounted for about 19% of the total debit balance. The former Development Assistance Fund and current Development Bank of Vietnam have regularly encouraged and proposed investors and project approval agencies to seek solutions to overcome these difficulties, but so far there have not been many improvements, resulting in increased overdue debts. 

IV. Some shortcomings and obstacles in management and provision of the State investment credit for production plantation projects:

1. Most industrial material plantation, tending and protection projects are carried out in large areas on the basis of self-implementation, causing various difficulties for checking and capital disbursement. Besides, issuance of land use certificate has not yet been implemented in many places, so that local people encroached on forest land and conducted slash and burn cultivation, resulting in forest fire (especially in the Central Highlands) and damage to capital and assets of the State and loan provision agency.

- Together with poor performance of forest management, violation of regulations on forest protection and development still happen with forest resources encroached, destroyed or illegally logged, leading to forest fire cases in many places (e.g. Kon Tum province).

2. Land planning: In some provinces, plantation and production land planning is unclear and unstable, or dispersed planning between forest land and production land under economic restructuring, which has resulted in local people feeling free to encroach forest land, conduct slash and burn cultivation, and plant other tree species with higher effectiveness. In addition, forest and forest land planning and plan development linkages among sectors and provincial authorities have been lacking, while planning for material forest development has not been linked to the planning of timber and forest product processing units. Meanwhile, reality has shown that development of the timber processing industry will encourage plantation development; and the more development of plantation timber processing and consumption, the more involvement of people in plantation activities.

- Planning of land for material plantation projects in provinces has been implemented inconsistently and dispersedly, and has mainly been in remote mountainous areas with highly sloping land and far from residential areas. This has increased plantation and harvesting costs, and affected investment efficiency and debt repayment capability of the projects. 

3. Various shortcomings in project management and implementation arrangements appeared, while capacity of some provincial and district project management boards are poor - slowly finding problems and proposing solutions, especially policies and mechanisms appropriate to the realities of the project implementation process.

4. Soil and climate assessment: Plantation projects are very much dependent on climate and soil conditions (including industrial material, industrial and fruit tree plantations). However, some investors have not paid adequate attention to the assessment of soil and climate conditions prior to developing investment projects, thus trees died or developed poorly after some years of plantation and tending, causing waste and damage on capital and assets of the State, influencing debt repayment to the provision agency (e.g. paper material plantation project in Kon Tum province - dead and dried forest area of 2,415.6 ha caused by lasting drought in 2004 - 2005).   

5. Planning and identification of list of trees species for plantation: pursuant to regulations under Decision 661/QD-TTg dated July 29, 1998 issued by Prime Minister, priority is required to be given to development of tree species with high economic value and environmental protection function for immediate and long-term period. Composition of each tree species is decided by organizations, households, and individuals, which are either allocated or leased land by the State for plantation in line with planning of provincial and municipal governments, to formulate gradually centralized production areas, which are not only appropriate to site conditions but linked to development of processing industry and market demands. However, provinces have not, so far, got detailed planning on trees species appropriate to provincial site and climate conditions, leading to poor productivity and quality of plantations. Many planted forest areas did not meet requirements on density and quality while evidence showed that some plantations have been established repeatedly in a certain area. Besides, many plantation areas started being degraded right after completing the tending period, resulting in poor quality plantations.

6. Instructions on allocation and contracting of forests to local people have not been done actively while State Forest Enterprises are managing large areas of forest and land. Meanwhile, the qualification and capacity of project managers are limited, and inspection and monitoring activities have not been done regularly and closely by different levels, sectors and provincial governments. Plantation prices applied by State Forest Enterprises are higher than those of individuals and households, which has reduced investment efficiency of plantation projects.

7. Resource mobilization policy: At present, the State has not issued any policy to encourage effectively the involvement of different economic entities in development of production forests and forest protection, thus the achievement of production plantation objectives was poorly implemented. Following the principle that local people are the direct force involved in forest plantation, tending, protection and benefit-sharing, the State should issue policies supporting investment in infrastructure (transportation and irrigation); science and technology (seedlings with high quality); allocation; contracting and lease of stable and long-term land use and forest ownership rights; and establishment of timber processing units to utilise plantation timber of local people with adequate and appropriate prices for collection of raw material. Local people will then clearly see their interests linked closely with benefits from forests, which will create a momentum to encouraging people to further participate in production plantation.

8. Issue of loan guarantee for plantation projects: According to regulations under past Decrees on development investment credit of the State and under the Decree 151/2006/ND-CP issued by the Government on investment and export credit of the State, credit based material plantation projects are allowed to guarantee the loan by using the assets financed from the loan (including plantations and land use rights (in case that land area could be used as a mortgage in accordance with legal regulations on land). However, most investors including State Forest Enterprises and households have not received land use certificates, so they face many difficulties in carrying out loan guarantee procedures as required for investment credit of the State. In fact, finalization of loan guarantee procedures for forest areas planted in recent period is very complicated and difficult for loan the provision agency and forest owners.

- Additionally, Decree 23/2006/ND-CP dated March 3, 2006 issued by the Government on implementation of the forest protection and development law does not specifically regulate whether domestic economic organizations can mortgage and provide as a guarantee the value of forest use and ownership rights when applying for credit. This is also considered as one of the difficulties for investors and loan providers for guaranteeing loans. 

9. Valuating the assets financed by the loan for loan guarantee purposes is very difficult (due to plantation areas being very large, and land areas used for plantations are dispersed therefore the loan provision agency cannot check entire plantations but have to base on the silviculture budget estimate and design file and reports on results achieved after checks submitted by investors).  

10. Plantation investments do not result in fixed assets, investor repays the debt by harvesting forests (in a one year period), thus using loan based assets to recover the debt is very difficult and hard to implement in reality (since it often takes much time to deal with such assets).

11. Plantation development is very dependent on natural factors and the duration for planting and tending is often long (i.e. 8 – 15 years). In addition, plantation projects always face many risks such as fire and natural disasters. At present, however, insurance agencies refuse to sell their services to plantation projects, which creates difficulties for people involved in plantation deveelopment, as well as loan provision agencies, since plantation projects face natural disasters and fire risk.

12. Interest payment during grace period: According to regulations in the Decree 151/2006/ND-CP issued by the Government, during a grace period, the investor does not have to repay the original debt but only pay the interest. This impacts on material plantation enterprises, since material plantation projects are implemented with huge investments, which focus mainly on afforestation and tending in initial years. Investment project implementation period often lasts 8 to 15 years, therefore the total interest incurred for the whole period is huge (about 67% - 126% of the entire loan). Therefore, payment of loan interest is very difficult during the forest planting, tending and protection period. Furthermore, the financial capacity of loan based plantation investors is often limited, thus mobilization of funds for payment of interest can be very difficult or impossible.

13. Results achieved in implementing the task of industrial and fruit tree plantations are lower than planned. In particular the efficiency of such projects is vary dependent on various factors, such as soil condition and market prices. In recent years, market prices of some agricultural products (especially coffee) have been on a continual decline, to the extent that prices can be lower than production costs. In addition, considering climate conditions, the Central Highlands provinces (where the most investments have been carried out in development of industrial trees nationwide) have suffered from drought, especially in 2004, 2005 and the initial months of 2006, which resulted in heavy damage to both forest area and harvest yields. As a consequence, most projects are facing difficulties in clearing their debts (both the principal and interest) in accordance with the contractual agreements. The percentage of overdue debt and unpaid due interest of such projects seems to be quite high (overdue debt of 96,723 mil. VND/ debit balance of 512,792 mil. VND accounting for 19%, unpaid due interest of  46,683 mil. VND).


14. In many production plantation projects, investors have carried out contract-based allocation to local people. However, local people have not well understood the technical steps for cultivating some new trees species which has further reduced their ability to grow  them, this has caused repeated plantation establishment and a waste of investments from the State. In addition, due to a limited awareness of loan repayment responsibilities, many households did not supply their contractually agreed output to the investors, creating difficulties for investors in settling their debts with the loan provision agency. 

V. Some proposals and recommendations:

1. Provincial governments should further review planning of the 3 forest categories (protection, special use, and production forests) in line with the Instruction 38/2005/CT - TTg issued by the Prime Minister. In addition to reviewing, planning and rearrangement of timber processing units, it should ensure linkages between material plantation projects and timber processing as well as export oriented production mills.

2. It necessary to further accelerate the process of land allocation and forest allocation, contracting and lease, and issue land use and forest ownership certificates so as to ensure specific owners for forest and land, thereby helping investors to secure assets for use as guarantee to obtain loans from provision agencies for investment in forest development.

3. Provincial authorities should have detailed planning on trees species and plantation areas so as to implement the 5 Million Hectare Reforestation Project in accordance with Prime Minister’s instructions via the Decision 661/QD-TTg dated July 29, 1998. 

4. State Forest Enterprises should be reformed, at the same time more land needs to be used for production plantations and reallocated to individuals and households for plantation development. Money saved by the State could then be used for production forest plantation, tending and protection, and facilitate local people in becoming real forest owners, which will help ensure that they will take better responsibility for forest tending, management and protection and produce more timber with higher efficiency as well as contributing to reduce forest destruction.

5. In order to implement targets of the 5 Million Hectare Reforestation Project by 2010, competent agencies at different levels are proposed to issue incentive policies to encourage investors under various economic entities to involve in production plantation and business. For the task of planting 1 mil. ha of industrial trees, it is proposed to review and adjust this target appropriately based on the real situation in each province, and replace plantations of industrial and fruit trees by increasing the production plantation area.

6. Scientific research and technology transfer on forest plantation and protection should be strengthened, at the same time the operations of the forestry extension system should be enhanced, especially local extension systems for mountainous and remote communes. Investments in applied research are aimed to establish seed forests and sites with high productivity and quality for plantation use. The mechanism on research for technology transfer needs to be renovated to link responsibilities of scientists with production purposes. Mechanisms should be applied to further develop a plantation based timber processing industry in order to meet demands of domestic consumption and exports. 

7. Various ministries and sectors should carry out further studies and submit to the Prime Minister in order to issue instruction on an insurance mechanism for production forests with the aim of reducing damages for investors and loan provision agencies in the event of natural disasters and fire.

8. The Ministry of Agriculture and Rural Development should further study and submit to the Prime Minister to review and make decision on giving permission to investors, who receive credit from the State for industrial material plantations, to pay interest and original debt at the same time for the first rotation so as to reduce burden for investors in terms of finance.

9. In order to reduce risks to investors and loan providers due to prices of long term agricultural products varying on international markets, competent agencies at different levels should review and issue policies to set up a contingency fund to mitigate risks for such long term agricultural products (e.g. coffee, rubber, cashew etc.). 

10. It is very important to review and evaluate entirely the project implementation process including planning of plantations, arrangement of processing mills, land survey and measurement, land allocation or lease to plantation units, and establishment of mills. This will provide a basis to clearly define the responsibilities and arrangements of each level, sector, organization and individual during implementation ( this should take account of lessons from implementation of the 5 Million Hectare Reforestation Program with the aim of making full use of good experiences and providing solutions to shortcomings and inadequacies).

The above are some comments from the Development Bank of Vietnam on policies and mechanisms, achieved results, and shortcomings and obstacles, as well as some recommendations to production plantation projects funded from the State investment credit, which we would like to share with the “Forestry Investment Forum – Opportunities and Challenges”. We propose that the Ministry of Agriculture and Rural Development will take it into consideration.  
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