Legal and Regulatory Framework

A. Legal Tradition

The legal system in the Lao PDR follows the civil law tradition. Many of the relevant
laws and regulations for the securities market have been in place since the late 1990s
and continue to be revised and adjusted to the requirements of modern financial and
capital markets, with significant revisions and additions, particularly since 2010.

B. English Translation

There is no legal or other requirement in the Lao PDR to provide official translations of
laws, decrees, and regulations. Translations are often carried out by law firms or
international organizations but may not always reflect all significant aspects of the laws
and regulations as originally intended, particularly when it comes to the finer points of
specialist legislation or regulations such as for the securities market.

As such, the unofficial translations by the governmental bodies and regulatory
authorities of the Lao PDR are practical resources for the study of the securities
market. Although these unofficial translations typically state that every effort has been
made to convey the meaning and effect of each provision of the original Lao language
version as accurately as possible, these English translations do not carry any legal
authority. Only the original Lao text has legal force and, hence, the English translation
and the citations in this Bond Market Guide are strictly for reference only.

C. Legislative Structure

As is evident in most jurisdictions in ASEAN+3, the legislative structure of the Lao
PDR comprises a number of tiers that each are designed to structure and define the
roles, functions, rights, obligations, practices, and activities of institutions and
individuals under their respective purview in increasing detail. The overall legislation
and activities of the government, regulatory authorities, and participants is guided by
the Constitution of the Lao PDR.

[1st tier] Constitution of the Lao PDR
[2nd tier] Laws representing both fundamental and key legislation
[3rd tier] Decrees intended to promulgate and detail laws for particular
legislation such as securities market-related implementation
rules and regulations
[4th tier] Regulations issued by regulatory authorities or market

institutions under delegation to provide further detailed
prescriptions on market activities, institutions, and
participants under the respective laws and decrees
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[5th tier] Additional instructions or agreements issued by
regulatory authorities that represent additional
detailed prescriptions for market activities,
institutions, and participants under the respective
laws and decrees

For further illustration, Table 2.1 applies the prevalent legislation to the individual tiers
of the legislative structure for the securities market mentioned above.

Table 2.1: Examples of Securities Market Legislation by Legislative Tier

Legislative Tier Content or Significant Examples

Fundamental legislation (laws) Law on Promotion of Foreign Investment, No. 02/NA
and key legislation (laws) for the (2009)
securities market Law on the Bank of the Lao PDR, No. 05/NA (1999)
Law on Securities, No. 21/NA (2012)
Law on Enterprises, No. 46/NA (2013)

Law on Accounting, No. 47/NA (2013)

Decisions and subsidiary e Regulation on Organization and Operation of the Lao
regulations Securities Commission Office, No. 013/LSC (2013)
e Decision on Issuance of Corporate Bonds Abroad, No.
0022/LSC (2016)

e Decision on Fees for Issuance of Corporate Bonds
Abroad, No. 011/LSC (2014)

e Regulation on Incorporation and Operation of
Securities Companies, No. 002/LSC (Update 2013)

e Regulation on Issuance of Corporate Bonds, No. 019/
LSC (2014)
Regulation on Government Bond Issuance (2008)

e Regulation on Management of Share Trading of
Foreign Investor, No. 005/LSC (2015)

e Regulation on Registration of Foreign Credit Rating
Agency, No. 002/LSC (2015)

e Regulation on Repo and Outright Interest Rate
Determination, No. 478/BOL (2008)

e Regulation on Open Market Operation, No. 05 (2007)

e Regulation on Treasury Bond Auction, No. 03/BOL
(1995)

e Regulation on Bond Listing, No. 006/LSX (2015)

LSX = Lao Securities Exchange.
Source: Compiled by ADB consultants for SF 1 and based on publicly available information.
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1. Fundamental or Key Legislation

Fundamental legislation consists of basic laws that govern business principles,
contracts, rights, and obligations, as well as the functions of key regulators and the
basic roles and responsibilities of financial and securities market institutions and
market participants. Key legislation is the summary term for those laws aimed at a
certain market or specific activities, such as the bond market, or at the securities
market in general.

These laws are created by the Ministry of Justice in consultation with the ministry
responsible for the law’s subject(s). They are submitted to the National Assembly
Standing Committee and adopted by the National Assembly, and signed into law and
promulgated by the President before taking effect.? All promulgated legislation of
general application at the national, provincial, and capital levels comes into legal force
only after 60 days from the publication date in the Official Gazette.

The Lao PDR'’s fundamental legislation with relevance for the bond, securities, and
capital markets at large is the Enterprise Law, which allowed private enterprises to
issue securities, and the Investment Promotion Law, which prescribed the abilities for
domestic and foreign entities to invest in the market or market segments of the Lao
PDR economy.

Key legislation in the Lao PDR for the bond, securities, and capital markets at large
primarily consists of the Law on Securities, which was promulgated in 2013 via
presidential decree.* The law confirmed the role and responsibilities of the Lao
Securities Commission Office (LSCO), stipulated the setting up of the exchange, the
types of securities market intermediaries, and their qualifications and business
operations. The law also contains provisions for credit rating agencies and securities
business associations, defines securities issuance types and the eligibility of issuers,
and introduces key disclosure documents such as the prospectus. In addition, the law
establishes the concept of a public fund (mutual fund). The issuance of the Law on
Securities resulted in the revision of subsidiary legislation and regulations and the
substitution of earlier decisions or regulations issued with regard to the securities
market and its institutions.

The contents and relevance of the fundamental and key legislation is further
referenced in the appropriate context in this Bond Market Guide.

2. Decrees

In the Lao PDR legislative context, decrees fulfill the function of promulgating the
actual laws and serve as implementation rules and regulations, effectively further
defining and interpreting the underlying laws. Decrees may detail the general
provisions in the corresponding laws, often with a focus on a particular area, in this
context market institutions or market segments. A decree is signed by the President of
the Lao PDR.

The most significant decrees for the securities market have been the Decree on the
Promulgation of the Law on Securities and the Decree on Securities and Securities
Exchange; the latter was originally promulgated in 2010 and was eventually replaced
by the Law on Securities.

3 For a detailed description of the legislative process in the Lao PDR, please see the website of the National
Assembly of the Lao PDR at
http://www.na.gov.la/index.php?option=com_content&view=article&id=92%3Athe-legislative-
process&catid=37%3Athe-legislative-process&ltemid=161&lang=en

4 An unofficial English translation of the Law on Securities is available at
http://www.Isx.com.la/rules/laws/listPosts.do?lang=en
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3. Decisions and Regulations

Decisions represent ministerial decision(s) signed by the minister overseeing the
respective activities to be governed. Regulations represent the further detailing of laws
and decrees by the regulatory authorities for areas under their respective purview, or
under the authority delegated to the market institutions. Regulations define specific
market activities and the actions of its participants.

A key decision in recent years was the appointment of the LSCO. Significant
regulations that have been issued by the LSCO and the LSX are listed in Table 2.1
and Appendix 2. The contents and relevance of these decisions and regulations are
further explained in the appropriate context in this Bond Market Guide.

4. Instructions and Agreements

Instructions issued by the head of relevant governmental authorities prescribe the
implementation of the 8th NSEDP; the state budget plan; laws; and other legislation,
plans, or activities. Instructions identify concepts, methods, procedures, and the
timeframe for implementation. Agreements, on the other hand, are issued to perform
the rights and duties of regulatory authorities or further prescribe and implement the
respective legislation of higher authorities.

D. Lao PDR Bond Market Regulatory Structure

The MOF, BOL, and LSCO—which is presently still embedded at the BOL—are the
policy bodies and regulatory authorities that govern the bond market and the capital
market in the Lao PDR at large. In addition, the Investment Promotion Department
(IPD) of the Ministry of Planning and Investment plays a significant role in formulating,
implementing, and promoting the rules and regulations for investment in the Lao PDR
capital market.

The MOF and BOL regularly cooperate on capital market initiatives. As an example,
the BOL monitors the economy and monetary conditions, and advises the MOF on the
ceiling rate at which Treasury bills should be auctioned.

1. Ministry of Finance, Lao PDR

Under the Decree on the Organization and Activities of the Ministry of Finance, the
MOF is the authority responsible for any matter relating to the financial sector as
provided in Articles 2.10 and 2.11. The MOF directly oversees the insurance business,
lottery business, and accounting and auditing businesses.

For the roles and responsibilities of the MOF in the context of issuance and issuance
methods of government securities, please see Chapter lIl.

2. Bank of the Lao PDR

The BOL is the financial institution of the state and the central bank of the Lao PDR,
having the status of an independent legal entity. As the central bank, the BOL has
regulatory authority to license and control commercial banks, the banking system, the
money supply, and foreign currency exchange. It is responsible for issuing licenses to
establish banks and other financial institutions. The BOL also has the authority to
issue bills and bonds to manage the exchange rate and liquidity in the economy.

The Law on the Bank of the Lao PDR and the Decree on the Organization and
Activities of the Bank of Lao PDR assigned the BOL the duties and authority “to
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establish and improve the state and commercial banking system for sustainable
growth” and “to manage and inspect the activities of all banks and financial institutions
under the authority in order to ensure the stability and expansion of the banking
system and the financial institutions.”

Article 4 in Part Il of the Law on the Bank of the Lao PDR defines the scope of rights
and duties of the BOL as listed below.

The Bank of the Lao PDR shall have the following rights:

i. the sole right to issue notes and coins with the approval of the
Government of the Lao PDR, and manage the currency circulation within
the country;

ii. administer the macro monetary policy and shall be the bank of the
commercial banks and financial institutions under its supervision, and shall
be the final lender to such commercial banks and financial institutions with
the objective to implement the monetary policy;

iii. implement the policy on foreign currency control and the exchange rate;

iv. issue its own bonds with the objective to carry out monetary policy, buy
and sell bonds directly with other commercial banks and financial
institutions; and

V. authorize the establishment of branches of the Bank of the Lao PDR and
the establishment of local commercial banks, foreign commercial banks,
and financial institutions under its supervision based on approval of the
Government of the Lao PDR.

3. Investment Promotion Department

The IPD, operating under the Ministry of Planning and Investment and formerly known
as the Department for Promotion and Management of Domestic and Foreign
Investment between 2004 and 2007, administers the foreign investment system and
reviews investment applications in accordance with the Investment Promotion Law.5 Its
primary functions include promoting the Lao PDR as an investment destination,
screening investment proposals, offering investment incentives, and facilitating foreign
investment.®

To support and encourage investment, the government offers incentives to investors in
various forms, including reduced corporate profit taxes, reduced duties and turnover
taxes on imported capital equipment and inputs to production, and investment
permissions and guarantees. The main laws governing the promotion of investment
are the Law on Promotion of Foreign Investment, Law on Enterprises, Law on Labor,
Law on Customs, and Law on Taxes. The IPD is designed to offer a one-stop service
to foreign investors by providing information and assistance during the investment
process. At the time of the compilation of this Bond Market Guide, the government was
in the process of putting the draft Investment Promotion Law through the legislative
process.

4, Lao Securities Commission and Lao Securities Commission Office

The LSC is the governing body of the securities market regulator in Lao PDR, with the
LSCO acting as the executing agency of the governing body.

5 The text (in Lao and English) of the Investment Promotion Law, 2009 is available at
http://www.investlaos.gov.la/images/sampledata/pdf_sample/IPLaw2009_Lao-English.pdf
8 For more information on the IPD, please see http://www.investlaos.gov.la/index.php/about-ipd
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Lao Securities Commission

The LSC received its present official name and status pursuant to the Decree on
Organization and Operation of the Lao Securities Commission, which was issued on
24 July 2013. The LSCO started operation on 2 July 2009, pursuant to the Decision on
Appointment of the Securities and Exchange Commission, which was published on 25
May 2009. It replaced in name the Securities Market Establishment Committee,
previously charged with creating and supervising a securities market, and absorbed
the committee’s staff.

The LSC acts as a secretariat to the Government of the Lao PDR in the management
of securities activities at a macro and centralized level in the Lao PDR.” The LSC
consists of 13 commissioners—including the chairman, the deputy chairmen, and the
secretary of the LSCO—who are appointed or dismissed by the Prime Minister. The
Deputy Prime Minister is the designated LSC chairman, with the chairman of the BOL
and the Minister of Finance designated as first and second deputy chairmen,
respectively. The commissioners represent a number of government ministries at the
deputy minister level.

The primary rights and duties of the LSC, as defined in the Decree on Organization
and Operation of the Lao Securities Commission, are to

i. formulate and amend necessary strategic plans, policies, and laws relating to
securities activities as recommended by the LSCO in order to propose to the
Government of the Lao PDR for consideration;

ii. approve project and work plans, operating plans, recruiting and capacity
building plans, and budget plans, including plans on the development of
infrastructure and the purchase of technical equipment of the LSCO;

iii. approve the regulations relating to securities activities proposed by the LSCO;

iv. grant an approval for establishment or dissolution of securities intermediaries,
and issuance of securities proposed by the LSCO;

V. study and propose the establishment and dissolution of a securities exchange
to the government for consideration as recommended by the LSCO;

Vi. lead the LSCO in implementing the supervision of securities activities and
support related parties to provide training and education to the public
concerning securities activities;

vii. collaborate with foreign countries and international organizations in
exchanging information and seeking technical assistance regarding securities
activities;

viii. promote and encourage persons, juristic persons, and organizations to

contribute to the development of securities activities, especially by
encouraging companies in all business sectors to list with the LSX; and
iX. summarize and report its operations to the government regularly.

Lao Securities Commission Office

The Law on Securities firmly established the LSCO as the regulatory authority for the
securities market, having direct responsibility to supervise, monitor, and inspect
securities activities based on coordination with other relevant sectors and local
authorities when necessary.

The LSCO governs the issuance, trading, and post-trade activities of securities in the
Lao PDR capital market. It compiles and proposes securities market-related laws and
decrees to the LSC, and sets regulations for the securities market at large, including
the bond market. The LSCO also licenses market participants and accredits other

7 Descriptions adapted in part from LSC. 2013. Annual Report 2013.
http://www.Isc.gov.la/declaration_index/Annual%20Report%202013%20(Eng)_dff%20clean%20version.pdf
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professional firms servicing the securities market.

At present, the LSCO’s staff and budget are embedded in the structure and budget of
the BOL. The LSCO is expected to become an autonomous government agency and
the sole regulatory authority of the securities market in the Lao PDR in the course of

the implementation of the 8th NSEDP.

Article 152 of the Law on Securities details the rights and responsibilities of the LSCO
as follows:

vii.

viii.

Xi.
Xii.
Xiii.
Xiv.

XV.

XVi.
XVii.

XViii.

XiX.
XX.

study, create, and improve strategic plans, policies, and laws relating to
securities to propose to the Government of the Lao PDR for consideration;
determine programs and action plans for each time period;

issue regulations relating to securities activities;

advertise, disseminate, and educate the public relating to securities activities;
supervise, monitor, and inspect securities activities;

collect fees and service fees as prescribed by the relevant laws and
regulations;

grant approval for the establishment and dissolution of the securities exchange
as approved by the government;

temporarily suspend the activities of the securities exchange in case of
irregular fluctuation of securities trading or when the socioeconomic situation
is not appropriate for the operation of the securities exchange;

grant approval for establishment, suspension, and dissolution of securities
companies, asset management companies, domestic securities companies,
and branches and service centers of domestic securities companies;
approve, suspend, and revoke an approval of audit companies, credit rating
agencies, custodian banks, and the securities business association;

approve, suspend, and revoke issuance of securities;

grant an approval for establishment and dissolution of public funds;
investigate cases relating to securities;

suspend operation of securities accounts or cash accounts relating to
operation of securities activities when there is any violation of the laws and
regulations;

apply administrative measures to persons and juristic persons who violate this
law or other relevant laws and regulations;

resolve any disputes relating to securities activities;

prepare a case file to forward to the people’s prosecutor for prosecution
pursuant to the relevant judicial procedures;

collaborate with foreign countries and international organizations in relation to
the supervision and development of securities activities;

summarize and report its activities to the government regularly; and

exercise other rights and perform other duties as assigned by the government.

Organizationally, the LSCO consists of six divisions:

i.
ii.
iii.
iv.
V.
Vi.

Personnel and Administration Division,
Securities Issuance Supervision Division,
Securities Intermediaries Supervision Division,
Market Supervision Division,

Legal Division, and

Training and Education Division.
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5. Lao Securities Exchange

In the regulatory framework of the Lao PDR, the LSX is referred to as a Relevant
Institution under the leadership of the Bank of the Lao PDR. Its activities are regulated
and overseen by the LSCO.

The LSX operates, manages, and supervises the listing, trading, clearing, and
settlement and depository operations under its purview.

The LSX can issue regulations and rules under its own name and uses this power to
prescribe, administer, and monitor listing, trading, and post-trade activities on its
markets, and to govern its members and participants.

Most recently, the LSX issued regulations for the listing and trading of corporate bonds
on its markets.

According to the Law on Securities, the securities exchange shall have the following
rights and duties:

i. study and issue regulations on listing, trading, membership, clearing and
depository of securities, and other relevant regulations to propose to the SC
for consideration;

ii. approve listing and delisting of securities;

iii. approve or cancel membership in the securities exchange or the securities
depository;

iv. provide the services of listed securities trading, clearing, and settlement of
securities transactions;

V. suspend, cease, or cancel any of the listed securities trading, if necessary;

Vi. display warning symbols on any securities in case a listed company does not
comply with the relevant laws and regulations;
Vii. manage, monitor, and inspect operation of its members and members of the
securities depository and listed companies;
viii. conduct listed securities trading surveillance;

iX. create, develop, and maintain an appropriate and modern securities trading
system, securities transaction clearing, market surveillance, securities trading
database, and network system;

X. protect customers’ confidential information;

Xi. cooperate and provide information to the inspection committee, investigating
officers, and other relevant authorities;
Xii. advertise, disseminate, and organize trainings relating to securities activities
for its members, listed companies, investors, and the general public;
Xiii. take responsibility for damage caused by its own fault from its operation,

except for damage caused by force majeure;

Xiv. cooperate with foreign securities exchanges and other organizations in relation
to securities exchange activities;

XV. report and disclose information as prescribed by the relevant laws and
regulations; and

xvi.  exercise other rights and perform other duties as prescribed in the relevant
laws and regulations.

Organizationally, the LSX consists of five departments:

i. Management and Administration Department,
ii. Market Operation and Surveillance Department,
iii. Listing and Disclosure Department,
iv. Settlement and Depository Department, and
V. IT Department.
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For detailed information on the regulations issued by the LSX and its functions as an
exchange market, please also refer to Chapter IV and other relevant sections in this
chapter.®

E. Regulatory Framework for Debt Securities

The regulatory framework for debt securities is defined through the Law on Securities
and subsidiary regulations—specifically the Regulation on Issuance of Corporate
Bonds, Decision on Issuance of Corporate Bonds Abroad, and Decision on Fees for
Issuance of Corporate Bonds Abroad for the primary market—as well as the LSX
Regulation on Bond Listing and Regulation on Market Operation with regard to
provisions for the exchange market.

F. Debt Securities Issuance Regulatory Processes

Issuances of corporate bonds in the Lao PDR bond market require the approval of the
LSCO, regardless of whether the bonds are to be issued via public offer or private
placement.® Issuers will need to fulfil certain requirements to be able to issue corporate
bonds and are required to appoint a number of service providers fulfilling specific
functions in the context of a corporate bond issuance and further throughout the life
cycle of the bond. Corporate bonds may be issued in Lao kip or in foreign currencies
as approved by the LSCO. At present, there are no regulations that support the
issuance of debt securities by nonresident (foreign) issuers.

Corporate bonds may be listed on the LSX, subject to its approval and as governed by
the LSX Regulation on Bond Listing issued in 2015

The current existing legislation or regulations do not contain specific provisions for the
issuance by financial institutions. In fact, the Regulation on Issuance of Corporate
Bonds does not differentiate between types of issuers and their circumstances. This
regulation only requires that issuers shall be public companies or limited companies
but not sole limited companies.

1. Regulatory Processes by Issuer Type

Table 2.2 provides an overview of these regulatory processes by corporate issuer type
and identifies which regulatory authority or market institution is involved. To make the
issuance processes by issuer type more comparable across ASEAN+3 markets, the
table features common issuer type distinctions that are evident in regional markets.
Not all markets will distinguish all such issuer types or prescribe approvals. Sovereign
issuers are typically exempt from corporate issuance approvals but, at the same time,
may be subject to different regulatory processes.

8 An unofficial translation of LSX Regulations are available at
http://www.lsx.com.la/rules/regulations/listPosts.do?lang=en

% Please see Chapter III.E for an explanation of what constitutes a public offer or a private placement in the
Lao PDR market.
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Table 2.2: Authorities Involved in Regulatory Processes by Issuer Type

Type of Issuer

LSX
(listing only)

bonds and notes

Resident nonfinancial institution X X
Resident financial institution X X
Resident issuing FCY-denominated X X

Nonresident nonfinancial institution N/A N/A N/A
Nonresident financial institution N/A N/A N/A
Nonresident issuing FCY- N/A N/A N/A

denominated bonds and notes

BOL = Bank of the Lao PDR, FCY = foreign currency, LSCO = Lao Securities Commission Office, LSX =
Lao Securities Exchange, N/A = not applicable.

Note: X indicates approval is required.

Source: ADB consultants for SF1.

Currently, there is no legislation or regulation that supports the need for the BOL to
approve the issuance of bonds and notes in foreign currency. However, it is expected
in the near future that approval from the Monetary Policy Department of the BOL shall
be required for issuing foreign-currency-denominated bonds and notes.

At present, all regulatory processes are geared toward the issuance of bonds and
notes via public offers, and these processes do not differentiate between issuer types.
However, nonresident issuers are presently not able to participate in the Lao PDR
bond market, pending relevant regulations.

2. Overview and Details of Regulatory Processes

All issuances of corporate bonds require the approval of the LSCO. There is presently
no distinction in the regulatory process for the issuance of corporate bonds in Lao kip
or in foreign currency. Nonresident issuers are not (yet) able to issue bonds and notes
in the Lao PDR, regardless of issuance currency. A listing on the LSX is optional and
subject to the approval of the LSX; the related processes are described in Chapter Ill.1.

The regulatory process map shown in Figure 2.1 provides an overview of the
regulatory processes applicable in the Lao PDR.
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Figure 2.1: Regulatory Process Map—Bond and Note Issuance in the Lao PDR
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Source: ADB consultants for SF1.

The individual regulatory processes are explained in subsequent sections.
3. Regulatory Process in Case of a Nonresident Issuer

At present, no legislation or regulation contains provisions for the issuance of debt
securities by nonresident (foreign) issuers. As such, nonresident issuers are not yet
able to access the Lao PDR bond market.

4, Regulatory Process for Public Offers of Corporate Bonds

The issuance of corporate bonds in the Lao PDR requires the approval of the LSCO.
The approval process and the requirements for the application for approval are laid out
in the Regulation on Issuance of Corporate Bonds published by the LSCO in
December 2014.

Issuers are required to appoint a Financial Advisor, one or more underwriters (with a
designated lead underwriter in the case of two or more providers), and a custodian
bank prior to the application for approval from the LSCO since the contracts with these
providers and/or their opinions form part of the submission to the LSCO. For a
description of the roles and functions of these intermediaries, please refer to

Chapter IIl.M.

The following steps describe the actions to be undertaken by the relevant parties in the
course of the issuance application and approval process for a corporate bond to be
offered to the public.
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Step 1—Submission of Application for Approval to the Lao Securities Commission

Office

A company wishing to issue a corporate bond to the public shall submit its
application documents to the LSCO, together with a number of prescribed
documents, as follows:

i. an application for issuance of a corporate bond as prescribed by the
LSCO;

ii. a copy of the enterprise registration certificate and a copy of a
concession license (in case the issuer operates a concession business);

iii. a copy of a taxpayer identity card;

iv. a copy of the issuing company’s bylaws;

V. resolutions of the shareholders’ meeting concerning the approval of a
corporate bond issuance;

Vi. a list of names of shareholders holding at least 1% of shares;
Vii. a confirmation letter on the readiness of a corporate bond issuance from
a Financial Advisor and an underwriter;
viii. an asset valuation report certified by an asset valuer;

iX. financial statements for the most recent financial year preceding the
submission of application documents;

X. documents relating to principal and interest repayment plan, including
an illustration of sources of financing for such repayment;

Xi. a prospectus;
Xii. an underwriting contract between the issuer and an underwriter;
Xiii. a contract with a custodian bank to perform monitoring and custodian

functions to protect the interests of corporate bondholders;

Xiv. a credit rating report from a credit rating agency (if the issuer is rated
BBB or above);

XV. a contract with a guarantor (if an issuer is not rated or the rating is below
BBB); and

XVi. other documents as stipulated by the LSCO.

The regulation states that the issuer is required to work together with the
Financial Advisor on the compilation of the application documents. At the
same time, the other intermediaries are required to contribute to the
documents, as indicated in the above list.

For a description of the prospectus requirements and the expected content of
the financial statements, please refer to section G (Disclosure Requirements in
the Lao PDR Bond Market) in this chapter. If an issuer wishes to apply for
issuance after 30 June of a given year, the LSCO requires the submission of a
semiannual financial statement reviewed by an audit company.

When an important event occurred after the date of the most recent financial
statements submitted to the LSCO, the issuer has to file an additional report of
such event with the LSCO in writing and disclose such an event in its
prospectus.

While the issuance documentation and supporting documents for the
application to the LSCO have to be in Lao, the issuer may choose to also
publish a prospectus in English.
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Step 2—Review and Approval of Application by the Lao Securities Commission Office

The LSCO will review the application for issuance of a corporate bond and
communicate a decision to the issuer within a period of 45 days from the date of
receiving complete and accurate application documents. In the event that the
application is denied, the LSCO will provide reasons for this decision in writing.

During the review, the LSCO has the right to request additional documents and
information from the issuer and the audit company and may invite the issuer, the
Financial Advisor, and the underwriter or other relevant parties to discuss
matters concerning the application and information contained therein. The
LSCO may visit the issuer and collect other relevant information, as may be
necessary. The parties involved in the issuance are required to give the LSCO
full cooperation in these endeavors.

If the application is successful, the LSCO will provide a confirmation letter to the
issuer.

The LSCO charges a number of fees for the application review and upon
successful completion of the application (please see Chapter VI for details).

The issuance of corporate bonds via a public offer is to be carried out within 90 days
from the LSCO granting the certificate of authorization and may be extended for no
more than 30 days.

Additional steps are to be carried out before the issuance is considered complete and
before the underwriter may transfer the proceeds from the issuance to the issuer and
before the use of those proceeds by the issuer. (Please refer to section 6 for details.)

5. Regulatory Process for Bonds and Notes Issued via Private
Placement

The regulatory process for private placements, as described in Chapter 111.B.2
concerning the Regulation on Issuance of Corporate Bonds, closely follows the
prescriptions for public offers, including the need for LSCO approval and the
submission of a prospectus. (Please refer to section 4 for details.) The distinctions
between the two offering methods are limited to the types of investors and their
participation in the offer, as well as advertising and marketing procedures.

A company wishing to conduct a private placement of a corporate bond shall satisfy
the requirements as prescribed in Article 8 (except Clause 2) of the Regulation on
Issuance of Corporate Bonds and shall fulfill additional requirements including having
its operation and business established for at least 1 year. As stated in the Law on
Securities, it defines the term institutional investor rather than using the term
professional investor. For more details on the definition of institutional investor, please
see Chapter Il1.N.

6. Obligations after Approval and after Issuance

Upon approval from the LSCO, the issuer may proceed with the issuance of corporate
bonds to the market, either via a public offer or a private placement. Once the
issuance has taken place, a number of obligations are to be met by the issuer and its
service providers, as described below.
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7. Issuance of Corporate Bond Certificates

The LSCO stipulates that the (lead) underwriter shall issue the corporate bond
certificates to the corporate bond purchasers within 5 business days from the date of
completion of the issuance. If a corporate bond is to be listed on the LSX, a
consolidated corporate bond certificate (global certificate) shall be deposited in the
LSX depository center within that period.

Securities certificates, whether consolidated or individual, shall include the name of the
issuer of a corporate bond; reference number of the enterprise registration certificate
of the issuer of a corporate bond; reference number of the corporate bond certificate;
registration date of the corporate bond certificate with a securities depository center (if
so applicable); type of corporate bond; terms and date of maturity of the corporate
bond; returns; face value of the corporate bond certificate; aggregate value of the
corporate bond in total; method, place, and time for repayment of the corporate bond’s
principal and interest; signature of an authorized person; and seal of the issuer of the
corporate bond as well as the rights of the corporate bondholders.

8. Report on the Issuance of Corporate Bonds

After the completion of the auction (see Chapter III.E for details), the issuer— jointly
with the (lead) underwriter—needs to report the result of the issuance to the LSCO in
writing within 5 business days from the date of completion of the issuance.

One prerequisite for the report to be sent to the LSCO is that the corporate bond
certificates have been successfully issued.

Once the issuance of the (global or individual) certificates is complete and the report of
the issuer and (lead) underwriter has been sent to the LSCO, the LSCO will confirm
the completion of the issuance within 5 business days from the receipt of the report.
This “certificate of completion” is a prerequisite before the (lead) underwriter is able to
transfer the proceeds from the issuance to a specially designated bank account of the
issuer, and before the issuer may be able to use the proceeds in line with the purpose
stated in the issuance application.

At the same time, the certificate of completion is also required to complete the final
listing application to the LSX in the event a listing of a corporate bond is planned.
Chapter lll.I contains more details on the listing of debt securities.

9. Issuance Process Specific for a Domestic Financial Institution

No fundamental or key legislation or regulation contains specific provisions for the
issuance of debt securities by financial institutions. The applicable Regulation on the
Issuance of Corporate Bonds does not differentiate between issuer types and their
circumstances. As such, there are no specific regulatory requirements for financial
institutions as issuers of debt securities.

10. Regulatory Process for Foreign-Currency-Denominated Debt
Instruments

Currently, there is no legislation or regulation that supports the need for BOL to
approve the issuance of bonds and notes in foreign currency. The issuance of
corporate bonds denominated in a foreign currency shall be approved by the LSCO,
and follows the regulatory process outlined in section 4.

At the same time, the LSX is able to list debt securities issued in foreign currency on
its market.
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G. Disclosure Requirements in the Lao PDR Bond Market

The LSCO’s Regulation on Issuance of Corporate Bonds also prescribes the initial and
continuous disclosure requirements for issuers of corporate bonds and obligations for
their appointed service providers. While the requirements for public offers and private
placements are stated in separate chapters of the regulation, the obligations on the
issuer and service providers are nearly identical at this point in time.

1. Public Offers

One of the key documents to be submitted at the time of issuance application to the
LSCO, and for the general information for investors throughout the life cycle of the
corporate bond, is the prospectus. A prospectus for the issuance of a corporate bond
to the public shall contain

i. information on a company such as risk factors, incorporation, and
business operation history;

ii. information on members of the board of directors, internal audit
committee, and executives;

iii. information on a corporate bond such as characteristics, method of offer
for sale, quantity, face value, price, projected period of offer for sale, and
transfer requirements;

iv. sources of funds for principal and interest repayment;

V. a returns and redemption plan when the corporate bond is due;

Vi. a plan on the use of proceeds and business operating plan;
vii. a list of names of controlling persons;
viii. information on legal inconsistency and related party transactions;

iX. name and address of an audit company, a legal advisor, a securities
company (underwriter), and other parties involved in the proposed
issuance; and

X. information on the financial status of the issuer, which is audited by the
audit company.

Complete financial statements are not a prescribed part of the prospectus but instead
are to be submitted separately for the issuance application to the LSCO, and are to be
updated regularly during the lifetime of the corporate bond.

Financial statements of the issuer are to include a balance sheet, an income
statement, a consolidated cash flow statement, a statement of changes in owners’
equity, an explanation of the applied accounting principles and methods used, and
other relevant details. Financial statements are to be audited by an audit company
before submission.

If, during the life cycle of a corporate bond, an important event occurs, the issuer has
to file a report of such an event with the LSCO in writing.

2. Private Placements

The initial and continuous disclosure requirements for private placements are virtually
identical to those imposed on public offers. Private placements are distinguished only
by some of the eligibility criteria to be fulfilled by the issuer and the types and
composition of the investors.

Please refer to section 1 for details on the disclosure requirements imposed by the
LSCO.
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3. Corporate Bonds Listed on the Lao Securities Exchange

In its Regulation on Bond Listing, the LSX stipulates a number of numerical and
nonnumerical (official definitions under Article 3) disclosure requirements to be fulfilled
by the issuer. In addition, the LSX requires the securities company acting as the (lead)
underwriter to submit a Due Diligence Report (Article 3 [7]), which contains the
findings, after verifying the information provided by the issuer in its disclosure
documents.

Article 7 of the Regulation on Bond Listing stipulates that the bond listing applicant
shall disclose company information in the designated timeframe and use an approved
method.

Article 29 of the Disclosure Regulation defines the material business details to be
reported as follows:

i. In cases when a bond-listed corporation, which has also listed its stock on the

LSX, has disclosed a matter specific to its stock, it shall be deemed that such

a bond-listed corporation has made a disclosure.

i.  Where any one of the following incidents has occurred, a bond-listed
corporation shall report such fact or details of any related decision made to the
LSX on the same day the incidence has occurred:

a. where a bill or cheque issued was dishonored or a transaction with a bank
has been suspended or prohibited;

b. where the business operation, in part or whole, has been suspended;

c. where a cause for the dissolution of the company has occurred;

d. where the decision on a merger with another company, a business
transfer or acquisition, a split-off, or a merger after split-off has been
made;

e. where a lawsuit that will have material influence on the listed bonds has
been launched; or

f. where the auditor’s opinion in the external certified audit report is qualified,
adverse, or contains a disclaimer of opinion.

iii.  Where any one of the following incidents has occurred, the bond-listed
corporation shall report such facts or details of any related decision made to
the LSX by the next day after the occurrence of the cause:

a. where the bond should be redeemed before its maturity;

b. where the notification of calling for a meeting of bondholders has been
sent;

c. where the decisions made at the meeting of bondholders have been
notified;

d. where the principal of a listed bond has not been redeemed; or

e. where significant events relating to the rights, yields, or handling of a listed
bond have occurred.

The disclosure information submitted by listed companies is available as a PDF file—
typically in both Lao and English—for download from the LSX website.'® At the same
time, due to the limited number of listed companies at present, and a corresponding
lack of material events, the information typically disclosed by listed companies relates
to the normal governance activities of a listed company, such as shareholders’
meetings, resolutions of such shareholders’ meeting, and reports on its financial
performance.

' Please see the Listed Companies and Disclosure web page on the Lao Securities Exchange website at
http://www.Isx.com.la/info/stock/listedCompany.do?lang=en
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H. Self-Regulatory Organizations in the Lao PDR Bond Market

The Law on Securities provides for the concept of a Securities Business Association in
the Lao PDR capital market, which in concept is similar to a self-regulatory
organization (SRO).

However, at the time of the compilation of this Bond Market Guide, there was no SRO
in existence in the Lao PDR capital market.

The LSX is not considered an SRO by the regulatory authorities. Instead, LSX draws
the ability to make rules and publish regulations on its members and markets, which
are subject to review and approval by the LSCO, directly from the relevant provisions
on the securities exchange in the Law on Securities.

For details on the listing, disclosure, and trading rules of LSX and their underlying
regulations, please refer to section J in this chapter.

. Licensing of Market Participants

All bond market participants, including the entities involved in the issuance of
corporate bonds in the Lao PDR other than the issuer and its legal counsel, need to be
licensed by the LSCO, pursuant to the Law on Securities and in accordance with the
LSCO’s own regulations.

Professional firms, such as accounting and audit firms, need to be accredited with the
LSCO to provide services to issuers and bond market institutions.

Details on individual licensing requirements for market participants can be found in
Chapter llI.M.

J. The Lao Securities Exchange Regulations on Bond Listing,
Disclosure, and Trading

The LSX issues its own rules with regard to listing and disclosure requirements and
trading activities as part of its functions as a securities exchange pursuant to the Law
on Securities and LSCO regulations. The LSX is, however, not considered an SRO by
regulatory authorities.

LSX rules need to be approved by the LSCO before they may be signed and
published. The provisions are issued as (and have the characteristics of) regulations.
A list of the relevant LSX regulations is shown in Figure 2.2.
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Figure 2.2: Lao Securities Exchange Regulations on its Website
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Individual LSX regulations are further detailed in the relevant sections of this Bond
Market Guide.

a. Listed and Traded (Debt) Securities

The LSX Regulation on Bond Listing stipulates the principles, criteria, and
procedures for bond listing on the LSX; including the need for a listing eligibility
review, details of bond listing application criteria, and other listing
considerations.

LSX members can trade in government bonds, corporate bonds issued by listed
companies, and listed bonds other than those issued by stock-listed companies.
Activities on the LSX are subject to its Regulation on Market Operation (as
amended from time to time).
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For further details on the trading of (debt) securities, please refer to Chapter IV.
b. Trading Participants

Domestic and foreign investors may trade corporate bonds by sending orders to
securities companies—being the members of the LSX—with whom they have a
securities trading account for the trading of securities on the LSX bond trading
system (see also Chapter IV). The securities companies and their actions are
subject to the LSX Regulation on Membership.

K. Market Entry Requirements (Nonresidents)

Foreign investors are principally able to enter, participate in, and exit the Lao PDR
bond market freely, subject to investor registration.

1. Nonresident Issuers

At present, nonresident issuers are not yet able to access the Lao PDR bond market,
in the absence of specific regulations.

The LSCO is planning to review this matter in detail for future consideration.

At present, local issuers can raise funds in overseas markets, subject to LSCO
approval, while specific regulations on domestic issuance by nonresidents are to be
issued in the near future.

2. Foreign Investors

Foreign (nonresident) investors can invest in the Lao PDR bond market but are
required to obtain a Foreign Investor Identification (Foreign Investor ID) from the LSX.
The relevant provisions are contained in Articles 4, 5, and 6 of the Regulation on
Management of Share Trading of Foreign Investor, which was promulgated in 2015:

Article 4. Requirements for Foreign Investor Identification

Foreign investors wishing to obtain an investor identification must follow the
requirements as specified in Article 8 of the regulation. The foreign investor
will need to officially assign either its custodian bank or a securities company
to be its representative for obtaining the Foreign Investor ID from the LSX.

Article 5. Application Documents for Foreign Investor Identification

An individual foreign investor shall submit its application documents as follows:
i. an application prescribed by the Lao Stock Exchange,
ii. copy of passport or identity card, and

iii. copy of assignment document or contract with custodian bank or
securities company.
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An institutional foreign investor shall submit its application documents in the
following manner:

i. an application prescribed by the Lao Stock Exchange;

ii. copy of articles of incorporation and enterprise registration
certificate;

iii. copy of assignment document or contract with custodian bank or
securities company;

iv. list of names of shareholders in the institution holding at least 20%
of shares; and/or

v.  copy of certificate of registration as a unit trust or the constituent
document(s) for a collective investment contract (e.g., a mutual
fund) that authorizes the relevant parties to act for the fund, only
in the event the investing institution is a mutual fund or unit trust
(which is equivalent to a public fund in Lao PDR terminology).

Article 6. Decision on Foreign Investor Identification

The LSX will consider the application and approve or reject issuance of a
Foreign Investor ID within a period of 3 days from the date of receiving
complete and accurate application documents. In case of a rejection, the LSX
must provide an explanation via official letter.

The LSX must have a system to reflect its Know Your Customer—Customer
Due Diligence process, to be used as a reference when considering the
issuance of the Foreign Investor ID to foreign investors.

The Law on Securities mentions that foreign investors wishing to subscribe to
securities issued in Lao PDR must comply with the relevant laws and regulations.

Other than the Foreign Investor ID, there are no specific market entry requirements for
foreign investors.

L. Market Exit Requirements (Nonresidents)
1. Nonresident Issuers

Nonresident issuers are not (yet) able to participate in the Lao PDR bond market.
2. Foreign Investors

According to Article 15 of the Regulation on Management of Share Trading of Foreign
Investor, nonresident (foreign) investors may cancel their Foreign Investor ID. The
requirements for cancellation are that the clearing and settlement of securities
transaction has been successfully completed and any other specific LSX regulations
have been met.

There are no restrictions for foreign investors to repatriate funds from divestment or
redemption of assets denominated in Lao kip or foreign currency, including debt
securities, or interest arising from these investments. However, foreign investors are
required to observe the requirements prescribed in applicable laws and regulations,
such as the Regulation on Management of Share Trading of Foreign Investor.

Proceeds in Lao kip will need to be converted into foreign currency with a domestic
financial institution before they may be remitted abroad. According to Articles 10 and
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11 of the Law on Foreign Exchange Management, the remittance of such proceeds
requires approval from the BOL (see further details in section M).

M. Regulations and Limitations Relevant for Nonresidents

The applicable regulations and possible limitations with relevance for nonresidents are
provided below in brief.

1. Investment

The Law on Promaotion of Foreign Investment, promulgated in July 2009, contains the
rights and obligations for investors. The law also reiterates the ownership rights and
benefits of investors, both domestic and foreign, and the protection of such investment
under the laws and regulations of the Lao PDR and international treaties to which the
Lao PDR is a contracting party. Article 63 (Rights of Investors) refers to the rights to
transfer abroad capital, assets, and incomes from the Lao PDR in the case of foreign
investors, which are further described in Article 68.

The law also contains provisions for foreign entities to establish a representative office
or a branch in the Lao PDR.

For foreign investors, a number of securities holding limits apply, as may be stipulated
in the relevant laws and regulations, in resolutions of shareholder meetings of listed
companies, or as defined by the LSCO, in that order of priority. These holdings may
apply to bonds or other securities.

2. Cross-Border Portfolio Investment

The BOL regulates cross-border capital and money market transactions. Inward
remittances and repatriation of portfolio investments are principally allowed for both
residents and nonresidents.

For capital outflows, all transactions are subject to authorization from the BOL.
Resident investors are allowed to invest abroad, subject to the Law on Promotion of
Foreign Investment. Foreign investors can repatriate profits, capital gains, and other
income upon full payment of duties, taxes, and other fees in accordance with
prevailing laws and regulations. Repatriation of funds may be done through a domestic
bank in the Lao PDR.

3.  Currency Exchange Controls
The Lao kip is nonconvertible and nonnegotiable outside the Lao PDR.

The Lao PDR maintains a managed-floating exchange rate system. Foreign currency
exchanges are regulated and managed by the BOL under the Law on Foreign
Exchange Management, which was promulgated in 2014, and related regulations.
By using a managed-floating exchange rate system, the BOL carefully monitors and,
at times, intervenes in the foreign exchange market to maintain stability.

Foreign currency remittances into the Lao PDR must be converted with a domestic
licensed financial institution into Lao kip proceeds, with the approval of the BOL, prior
to the purchase of securities.

Licensed financial institutions can buy and sell foreign exchange at freely determined
rates, provided the spread between buying and selling rates is below 0.5% for LAK—
USD, 0.75% for LAK-THB, and 2.0% for other currencies, according to the Agreement
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on Reference Exchange Rate dated 5 October 2015. All international money transfers
require authorization from the BOL.

4. Import and Export of Currencies

Residents and nonresidents may bring foreign currency into the Lao PDR or take it out
of the country. Amounts exceeding LAK100 million or its equivalent in foreign currency
are subject to customs declaration and BOL approval. Nonresidents are only
authorized to take out foreign currency up to the amount they declared upon entry.

5. Bank Accounts in Domestic or Foreign Currency

As defined in the Investment Promotion Law, residents and nonresidents are allowed
to hold Lao kip and foreign currency accounts with domestic licensed financial
institutions.

6. Borrowing and Lending

Domestic and foreign currency lending and/or borrowing among residents and
nonresidents is controlled. All transactions are subject to BOL approval. Under the
Law on Promotion of Foreign Investment, foreign investors may obtain financing by
borrowing money from commercial banks and other financial institutions in the

Lao PDR and overseas in accordance with other applicable laws and regulations.

N. Regulations on Credit Rating Agencies

The Law on Securities introduced provisions for credit rating agencies in 2013.
Pursuant to those provisions, the Regulation on Issuance of Corporate Bonds,
published by the LSCO in 2014, contained prescriptions for the use of credit rating
agencies as well as for credit rating requirements.

The need for a credit rating agency is stipulated in Article 14 of the regulation. Issuers
are able to obtain a rating from either a domestic or a foreign credit rating agency. In
the event that an issuer wishes to use a foreign credit rating agency to provide credit
rating services, such a foreign credit rating agency is required to be approved by the
LSCO. In order to be approved, the credit rating agency needs to fulfill certain tax
duties and other duties in compliance with the laws and regulations of the Lao PDR.

In order to clarify and further detail the ability of issuers to utilize foreign credit rating
agencies, the LSCO subsequently issued the Regulation on Registration of Foreign
Credit Rating Agency in December 2015.

For the actual credit rating requirements in the Lao PDR and the application of such
credit ratings in the issuance process of corporate bonds, please refer to Chapter III.M.



