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Vietnam is rising in its popularity as a
tourism destination in South East
Asia. Therefore, the demand for
leisure activities and accommodation,
especially four to five-star hotels
remains particularly high. In addition,
the governmental support programs
have been increasingly playing an
important role by providing incentives
to investors, creating rewarding

opportunities in Vietham'’s

VIETNAM HOTEL AND SERVICED APARTMENT SECTOR

NDTC & Partners

LEGAL REMARKS

hospitality industry in general and
hotel and serviced apartment sector
in particular. Regarding the
Vietnamese regulations, there are the
key legislations that investors should
take into account when planning their
investment:

* Law No. 68/2014/QH13 issued by the
National Assembly dated November
26th 2014 on Enterprises; (“Law on
Enterprises”)

* Law No. 67/2014/QH13 issued by the
National Assembly dated November
26th 2014 on Investment;(“Law on
Investment”)

* Law No. 45/2013/QH13 issued by the
National Assembly dated November
29th 2013 on Land; (“Land Law")

* Law No. 09/2017/QH14 issued by the
National Assembly dated June 19th
2017 on Tourism;(“Law on Tourism”)
* Law No. 66/2014/QH13 issued by the
National Assembly dated November

25th 2014 on Real Estate Trading.

(“Law on Real estate Trading”)

Source: Meriton Serviced Apartments
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The hospitality industry plays a key
role in macroeconomic development,
thus the Vietnamese government

has provided several incentives and
policies to encourage and attract
foreign investments. Nevertheless,
there are still several restrictions and
obstacles confining the foreign-owned

enterprise (“FOE") to invest into the

sector.

Source: Hotel.com
Capital Requirements

With recent improvements to the Law
on Enterprise and Investment in 2014,
foreign investors are now allowed to
set up 100% foreign-owned hotels,
serviced apartments, or any types of
businesses related to lodging services
in Vietnam. (Article 22.3 of the Law on
Investment). There has been currently
no set minimum capital requirement
for most businesses entering into that
market but the real estate trading
business must satisfy the requirement
on legal

capital. Accordingly, the

investor doing real estate trading
business must set up an enterprise in
which registered legal capital must not
be less than VND 20 billion. (Article

3.1 of the Decree No 76/2015/ND-CP)
(Besides, foreign investors that carry
out a real estate investment project

must invest (using their own capital)
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at least 15% of the total investment
capital of any project that uses less
than 20 ha of land. That rises to 20%
of the total investment capital for a
project that uses 20 ha or more land.

Land-use-right of foreigners

As provided by the Law, only FOE

is entitled to lease land or being
allocated land for business purposes
including  hospitality  businesses.
(Article 5 of the Land Law.) Land

shall only be allocated to the FOE

for implementing the housing
construction investment project for
sale or lease. (Point g, Article 169.1

of Land Law). Maximum lease terms
are prescribed for different leasing
types. Leasing to FOE can be obliged
up to 50-year period (although in
some certain cases, a 70-year term is
permitted) but must not exceed the
duration of the investment project.
but not
guaranteed, and the extended term

Extensions are possible,
must not exceed the original term. It
is noted that all lessees of land from
the State must pay land rental. (Article
126.3 of the Land Law)

FOE may pay rentals in either annual
or a lump sum basis before the
commencement of the lease. (Article
56.1 and Article 126.3 of the Land

Law.) Land users paying annual

rentals may not mortgage their land

Source: Furama Resort
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Source: Tribeca serviced apartments melbourne

use right or make capital contribution
in the form of their land use rights.
On the other hand, a land user who
pays the full land rental up-front
(where the costs are akin to ‘buying’
the land) may transfer (assign), sub-
lease, mortgage or contribute their
land use rights as capital to a joint
venture company in much the same
way as a party to whom land has been
allocated. (Article 183 of the Land
Law).

Hotel establishing requirements

In order to legally and effectively
develop and manage a hotel in
Vietnam, a foreign investor will be
required to navigate a variety of
challenges prior to the
commencement of operations and
during the term of the investment
project. In the pre-opening process,
plenty of documents and paper
works are required by the relevant
laws such as Certificate of Investment
Registration, Certificate of Enterprise
of fire

registration, Certificate

prevention and fighting,
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Security and order guarantee plan,
suitable infrastructure. (Article 49
of the Law on Tourism) It is noted
that the fulfillment of the last two
requirements will be inspected by a
relevant authority.

Other associating businesses under
a hotel

With
associating businesses under a hotel

regard to operating other
in Vietnam, investors shall be legally
required to obtain the appropriate
sub-licenses to be able to provide
these services. In particular, foreign
investors can set up a restaurant or a
bar in their lodging facilities without
any minimum capital requirement

nor foreign ownership restrictions.
Besides, it is also possible to rent

out facilities to other companies to
provide services, such as spa and
transportation, tourism service and/
or even international casino. (Article
54 of the Law on Tourism; Article 12 to
Article 15 of the Circular No 06/2017/
TT-BVHTTDL)
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HOTELS INDUSTRY

UPSCALE AVERAGE ROOM RATE Upscale Hotel Average Room Rate (USD) (2014 - 2017)
Hotels in the upscale segment (4 - 5 star) 120.00 110-10 106.80 104.40
are experiencing a slight decline in room 100.00
rates. In 2016, 5-star average room rate
B0.00 \\

was recorded at USD 104 while 4-star at 87.20
USD 75. According to CBRE Vietnam, hotels 60.00 7230 75.00
in this segment remained lucrative but the 40,00
increasing competition due to expanding

. . . 20000
room inventory are causing the price to
decline. A small increase in room price may -
result in a fall in the occupancy, indicating 2014 2015 2016
that the occupancy is price sensitive. 4 Star 5 Star

Source: Grant Thornton “Vietnam Hotel Upscale Lodging - Hotel Survey 2017”

UPSCALE REVPAR Upscale Hotel RevPAR (USD) (2014 - 2016)

The trend for RevPAR for hotels in both

4-star and 5-star segment is increasing.

672 gcpp 0870
4-star hotel expanded by 10% and 5-star 60 52.6 51.40
hotel rose 4.1%. Coastal destination (central 50 46.80
region) recorded the highest growth of 40
15.1% despite having the lowest RevPAR, a 30
sign of growing potential market. 20
10
0

4 Star 5 Star

m 2014 w2015 w2016

Source: Grant Thornton “Vietnam Hotel Upscale Lodging - Hotel Survey 2017
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OCCUPANCY RATE
Hotel in the upscale segment (4 - 5 stars) 70% 68.0%
fared better despite the tension affecting bB3%
the tourism in 2015. In 2016, 5-star rating BB 67.2%
hotel recorded a 68% occupancy whilst 64% 62.7%
4-star rating hotel was 67.2%. The £2% 61.1%
occupancy rates trend for upscale segment
rating is generally increasing. However, 6% £0.3% 61.5%
with more new hotels currently under 5B%
construction and a lot of new projects 6%
scheduled to launch in the near future, the 2014 2015 2016
competition in the upscale market will likely 4 Star 5 Star

be increasing.

Source: Grant Thornton “Vietham Hotel Upscale Lodging - Hotel Survey 2017"

In tandem with tourist arrival trend, hotel

occupancy rate for Q1 and Q4 of each year -

are mainly the high season. During this 75%

period, hotels record a higher occupancy 70%

than average. Some hotels reported as £5%

high as 85 - 90 percent occupancy rate

during peak season. 6O% B2%
55%
S0%

0l a2 Qa3 Q4

201 ——]7 - Ayerage

Source: Savills “Quarterly Market Briefing Vietham”
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SERVICED APARTMENTS

HO CHI MINH CITY

PERFORMANCE =——(rade A =———(rade B
100% 4

The first Quarter of 2018 witnessed an

optimistic performance of Ho Chi Minh City 90% -

serviced apartment sector. The city

welcomed 1.98 million visitors, risen by B0% -

15.6% g-0-q as the result of slight increase

on the tendency of short-stay serviced 70% -

apartment demand during the period.

Occupancy rate of Grade A serviced 0% _ - _ - - _ - _
aparments in the Q1 is 93%, demontrated a Q102 (Q3 (041 |Q2/Q3 | Q4 |Q1|Q2 |Q3 Q4 | Q1 Q2F
growth by 0.8% g-o-g. The average asking 2015 2016 2017 2018

rent followed a similar incline which leveled
at 37.2 USD/sgm/month and increased by
11% relatively to Q1, 2017.

Source: Colliers International Research

SUPPLY

mlxade A mirade B

o1 | G2 | QF | Od | QF Q2 | Q3 04 | 01 | Q2 |G | Od | O1 | Q2F
g-o-q. 2015 2016 2017 018

There are several serviced aparment

uh
L=]

projects to be put on hold due to the public

.
o

concern learnt from Carina Plaza fire

incident in late March regarding public

(]
=

safety of such projects. The delay was

L )
L=

USD/egmimanth

somehow compensated by approximately
350 hotels and hostels established in Q1,

2018 in the city, accounting for 2% increase o

-
=

Source: Colliers International Research
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HANOI
PERFORMANCE wGrade A ®Grade B
]
The first Quarter of 2018 has also observed
40

Eaad
L)

a postive picture of Hanoi serviced
apartment sector in both Grade A and
Grade B. The Capital’s occupancy rate of

Quarter leveled at 92% and 80%, witnessing i i i i I i i i i i i i i i
0

Grade A and Grade B ones during the
light decli f 0.2% d 4.7%
a signt deciine o an a1|a2|a3|a4 | a1|az2|a3|ad |a1]a2 @3 [as a1 Q2F

2015 2016 2017 2018

UsD/sqm/month
Pl
[}

s
=]

respectively, to the previous Quarter but

did see a g-o-q growth. On an opposing

trend, average asking rent of both Grade A
. . Source: Colliers International Research

and Grade B has subtantially increased

g-0-q, recorded at USD 43.04/sgm/month

and USD 29.3/sgm/month, respectively.

SUPPLY

Grade B

Despite the fact that supply of new Grade — Grade A
serviced apartments, mostly Grade B, has 100%
been delayed from planning as the result of

Carina’s tragedy in HCMC in late March

0% —
2018, 5,530 units were added into public
from 11 complete projects, showing an

B0%
upstream of 21% g-o-q.

70% -

60%

Q1/Q2 Q3 Q4 Q1 Q2)Q3 Q4 Q1 |Q2)|Q3 |4 Q1 Q2F
2015 2016 2017 2018

Source: Colliers International Research

SUMMARY

With the rising demand for hotels and serviced apartments across the world and particularly in Vietnam, investing in the
sector is becoming one of the most prominent business opportunities in the hospitality industry. We strongly hope that
based on our preceding initial analysis, investors will have a brief glance of the sector, paving the way for further evaluation

their investment portfolios into the sector in Vietnam.
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Contact us:

1st Floor
International Center
17 Ngo Quyen

Hoan Kiem District
Hanoi, Vietnam
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Disclaimer:

The contents of the newsletter do not constitute legal advice
and do not necessarily reflect the opinions of our firm or
any of our attorneys or consultants. The newsletter provides
general information, which may or may not be correct,
complete or current at the time of reading. The content is not
intended to be used as a substitute for specific legal advice

www.ndtcgroup.com.vn or opinions. Please seek appropriate legal advice or other

(+84.24) 3938 8628-

T:
F: (+84.24) 3938 8627
E:

professional counselling for any specific issues you may have.
3938 8629 We, NDTC & Partners, expressly disclaim all liability relating to
actions taken or not taken based on any or all contents of the

headoffice@ndtcgroup.com.vn newsletter.
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