Appendix A
| . Index for Evaluating Performance of Enterprises

1, Introduction

Financial Analysis using financial statements is useful when monitoring various aspects of firms.
Stakehotders make decisions using the outcomes of financial analyses in market economics.

In evaluati'_ng the performance of enterprises in market economies, analysis of profitability, liquidity,
grawth, distribution of profil, stock prices and productivity are often made, However, in evalvating
Vietnamese state owned enterprises (SOEs), analysis of stock prices is not necded at present.

It might be very useful when evaluating Vietnamese SOFs, if we had enough data to analyze aspects
specific to transforming economies, such as, development stages of the SOEs, mistakes in decision
making of the Government, initial conditions of the cconomy i.e., surplus tabor, ete..

It is very difficult, at the present disclosure level, to distinguish between loss caused by negligent
management and that caused by aspects specific to transforming cconomies. In 1996, new accounting
principles were enforced. It is expected that perfermance of SOEs are being evaluated propedy,
allowing more appropriate blueprints for SOL Reform to be designed.

2. Profitability Analysis

Profit represenis the intensily of management performance. Profitabitity means ability of an
enterprise to obtain profit,

(1) Return on Equity = Profit/Equity

This index shows how much outcome, invested equity produces. There are variations, depending on
which concept of profit and equity are use. Operating profit/management capital represents how much
profit is earned from the corc operation of a firm using capllal invested into the core operation.
Management profitjtotal assels is a typical index which shows the degree of contribution of total assets
to managerial outcomes.

1) Consideration of the Vietnamese economic condition
In Viet Nam, distinction between net worth and borrowed capital is not necessarily clear. It may
thus be appropriate to use to1al assets or assets indispensable to operation (total eperating assels)
for the analysis.
If operating profitltotal operating assets (operatmg earning ratio) is low, poor sales
performance, waste owing to irresponsible management, too much investment and inefficient
management is suspected.

2) Marketing, autonomy and forced donation
If the low operating earning ratio is due to poor sales performance, lack of marketing
efforts is suspecled There are company’s which still depend heavily on exports to the former
socialist countries. Besides the above, according to the OECF-CIEM report, some companies
have poor perfermance due to lack of autonomy in marketing. It is necessary (o give more
autonomy to such companies. It is also necessary to consider the possibility that forced
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donation stresses opervaling caynings. If the lack of autonomy of markeling and forced donation
do not jead to poor earning ratio, thea, irresponsible management is suspected.

(2) Earning/Salcs

"This index shows managerial efficiency, for this ratio represents how much earning occupies sates.

Margin means the ability (o bear operating expenses. If this performance is good, it implics the
enterprise (as in the case of HA) shows an ability to produce caming cven when increasing operaling
expenses. If income before tax/sales is low, too much burden of interest expenses is suspecied.

1) Influence of surplus labour
Tn Viet Nam, it is worth noticing when the mavgin is high and, at the same time, operating
profit/sales is low, for operating profit bears labour expenses. In market economies, othes
expenses may stress operating profit/sales, however, serplus kabour is believed to have most
influence on the ratio, especially considesing the present Vietnamese condition.

(3) Sales/Equity

This figure shows how efficiently invested capital is used. It is recommended that efficiency of total
assets be measured as sales/total assets, and simultancously measure efficiency of capital invested in
the core operation and individual projects.

3. Liquidity and Stability

It is important to notice that, liquidity and stability of financcs should be in good condition to
increase profitability, for profitabitity and liquidity/stability have an interrelated relationship. In Viet
Nam however, it is difficult for most enterprises 1o have access to banks, thus this ratio has only a
limited rolc at present with respect to HA.

(1} Bad Debis
Salesfaverage stock of receivables shows speed of collecling bills. If sales is stable and
salesfaverage stock of receivables is low, bad debts are suspected.

4. Growth Rate and Surplus Labour

Growth of performance is shown in the index for growth rate of sales, income before tax and
income after tax. In the case of Viet Nam, it is recommended that the growth rate of operating profit
be analysed, There is the possibility that surplus labar stresses management, if growth rate of operaling
carnings is low, even when growth of sales is high.

5. Distribution

The analysis of distribution shows the proportion of distributed earnings for dividends and bonus. In
Viet Nam, the rate of retained earnings per income after tax may be important, although this rate is
prescribed by taw. _

In Viet Nam, social securily costs such as costs for operating hospitals, kindergartens and company
residences are deducted from income after tax. Though these costs have been considerably reduced,
several companies in the northern part complain of the heavy burdens due to such costs.
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6. Productivity

Productivity analysis shows how effectively production ¢lements invesied in operations are used.
This index is shown by the ratio of outcomes (output) to invested production elements (inputl). Input is
divided into abor and capital. On the other hand, output includes sales and added vatue.

Il. Comparison Analysis of Financial indexes between Vietnamese
and Japanese Enterprises

i. Target Enterprises & Fiscal Year

Among the targeted Vietnamese state owned enterprises (SOEs) in Hanoi, a few SOFEs provided us
with sufficient data to perform financial analyses. Of these only one SOLi(hcreinafter referred to as
HA), a confectionery manufacturer, provided us detailed cost data (1996}, and summarized financial
data {1994, 1995, 1996). Bascd on this data, we were able (o analyze SOEs and abtain multilateral
financial indexes.

On the other hand, we also utilized statistical data of six Japanese listed companics, confectionery &
dairy product manufacturers (hereinafter referred to as Japancse companies), in 1995. We compared (e
financial indexes between the SOFs and Japanese companies, and examined (he background.

HA showed excellent performance among the target SOEs in Hanoi. The Japanese companies are
listed companies an the Japanese stock exchange market and their performance is s¢latively steady. As
these companies are different in size, it is difficult to compare them on the same basis, but using ratio
indexes which are not affected by size, a comparison analysis between HA and Japanese companies
was iniliated.

2. Comparison Analysis by Financial Indexes’

(1)Batance Sheel Related Indexes

1) Equity/(Liability + Equity) ratio (JPN : VYN = 40.4% : 49%)

This index shows the slabxllty of a company. The bigger the index, the more stable the company
and less its dependence on loans. The average ratio of this index for all Japanese listed
manufacturing companies for 1995 was 39.7%. In comparison, the Japanese companies index
stands only average, to HA’s 49%, which is excellent. This may be due to the difficulty in
financing of bank loans in Viet Nam.

2) Fixed assets ratio (JPN : VN = 145,.7% : 105%)

This index shows the coverage of fixed assets cost by the shareholder $ equ:ty The smaller the
index the greater the slability of a company. HA was almost able 1o cover the cost of fixed assel
with the shareholder’s equity, while on the other hand, Japanese companies could cover only two
thirds of this amount. They depended on bank loans for the rest of the amount.

Note though thal Japanese companies replace their equipment using such loans, whereas HA
may not need bank loans as it is still using old equipment.

" Please refet to the summary of indexes for the following
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3) Inventory turnover (JPN : VN = 0.8 month : 1.54 month)

‘This index shows the efficiency of rotation of inventory, The shorter the index, the better the
efficicncy. A shorter index implics a small financial burden and a cul down of slow moving
inventory. HA has an index twice that of Japanese companics. This may suggest a defective
distribution system, giving rise to a high level of inventory stock.

4) Account receivable turnover (JPN : YN = 1.6 month : 0.05 month)

This index shows collection terms of account receivable, The shorter the better, HA has a very
short term compared with Japanese companics. However, this may be a result of customary
payment methods. Japanese companics use notes receivable besides account receivable, This
method protongs the collection term. Such inter company credit systems are not common in Viet
Nam, while in sales transactions, gelling advance payment from customers is popular. As a resull,
monthly sales collectibles do not remain at the end of the month an account receivable, making
the index quite low.

5) Account payable turnover ratio (JPN : VN = 1.3 month : 0.02 month)
This index shows the payment terms of account payable. A longer term contributes to an

operating fund surplus. As mentioned in 4), Vietnamese payment customs also shorten the term of
this index.

6) Loan to liability & shareholder’s equity ratio JPN: YN =21.9 % : 18.9 %)
This index shows the ratio of financial liabilitics (bank loans, bonds etc.) to liability and
sharcholder’s equity. A smaller index shows a greater independence from loans. There is not

much difference between Japanese companics and HA with respect to this index.

7) Liability & equity turnover (JPN :VN = LS5 times : 2.5 times)
This index shows the effectiveness of utilizing total liability and shareholder’s equity. A bigger

index shows better effectiveness. It appears that HA has utilized its total liability & shareholder’s
equily more effectively than Japanese companies.

{2) Profit and Loss Statement Related Indexes
1) Ordinary profit to sales ratio (JPN: YN =23 % : 10.1 %)

2) Gross mavgin to sales ratio (JPN: VN =33.6 % : 18 %) o _

These indexes show the profitability of companies. The larger the index, the better the
profitability. Characteristically, on a gross margin, Japanese companies show beiter performance,
while on an ordinary income HA shows far better performance. The reaseon ties in Japanese
companies having a bigger burden in selling & administrative ¢xpenses (JPN : VN = 31.5 % :
7.2 %). This explains the better profitability of Japanese companies on a gross margin, but poor
profitability in the ordinary income. Generally speaking for companies that produce consumer
goods, the ratio of selling & administrative costs to sales, is bigger than those belonging to other
industries, This implies Japanese companies regard selling & administrative functions as
important, and bear a Yarge costs towards these functions. Transition to a market economy may
suggest the necessily of organizational reform and a change of the expense share,
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3) Ordinary profit to sharcholder’s equity ratio (JPN : VN = 8.9 % : 54.5 %)

This index, the ratio of ordinary profit to sharcholder's equity, shows the efliciency of gaining
ordinary income by utilizing sharcholder’s equity. The bigger the index, the more cfficient, HAs
belter profitability (2-1), liability and equity turnover results, show far better cfticiency in
utilizing of sharcholder’s equity.

4) Variable cost to sales vatio (JPN : VN =54.6 % : 70.3 %)
5) Fixed cost to sales ratio (JPN : YN = 43.1 % : 21.7 %)

6) Break even point to sales ratio (JPN : YN =94.8 % : 73.3 %)

These indexes show profit obtaining ability using ratios of fixed cost and variable cost.
Generally, a smaller fixed cost ratio and a bigger variable cost ratio is desirable, Break even point
to the sales ratio shows the adaplability of companics under fluctuation of operations, A smaller
index shows a higher adaplability, HA’s indexes show a smaller fixed cost ratio and smaller break
even point to sales ralio, compared with Japanese companies. Consequently while Japanese
companies will incur losses for a 5.2 % drop in sales, HA will only incur losses with a 26.7 %
drop in sales. In other words, HA has a bigger resistance to drop in operations, than that of
Japanese conipanies.

7) Labor cost to sales ratio (JPN : YN = 14.7 % : 13.6 %)
This index shows the ratio of labor cost to sales. Labor costwise, there is a big difference as to

the absolute amount of tabor cost, bui, this ratio is almost the same between Japanese companies
and HA.

8) Depreciation expense to sales ratio (JPN : VN =3.5 % : 2.6 %)

9) Financial expenses to sales ratio (JPN: VN =0.4 % : 0.7 %)

A combination of this and some other indexes, will allow us how to estimate the annual interest
rates of loan liabilities.

The annual interest rate = 9) of (2) X7y of (2)/ 6) of {1)

Japancse companies annual interest rate is 2.7 %, whereas that of HA's is 9.2 %. This explains,
in spite of the bigger ratio of loan balance to tofal labilities and equity of Japanese companies,
why HA’s financial expense ratio to sales is bigger. This is firstly because, over the last several
years Japanese companies have enjoyed cxtremely low interest rates, and secondly because
Japanese companies could choosen the most advantageous means of financing via the financial
market.

10) Depreciation expense to fixed asset ratio (JPN: VN = 13.6 % : 5.1 %)

These indexcs show the ratio of depreciation to related figures. Japanese companies have
bigger ratios than HA, This is due to the difference in depreciation method and duration of useful
tife. It is difficult to estimate whether the useful life of fixed assel is longer in Japanese or
Vietnamese enterprises. Based on the Vielnamese accounting regulation, useful life of production
equipment for the food processing industry ranged from 7 to 12 years, This duration is almost the
same as in Japanese regulations. But declining balance methods are applied in Japan, while the
straight-tine method is applied in Viet Nam. fnitially, depreciation calculated using the declining
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balance method was bigger than that calculated by the straight-line method. The former method
will be of advantage to Japanese companics in the event of carly replacement of equipment. Based
on our obscrvation though, HA stitl uses old ¢quipment imported in the 1960°s. Such completely
depreciated equipment may reduce depreciation expenses.

11) Value added to sales vatio (JPN : VN = 21.7 % : 28.9 %)
12) Labor cost to added value ratio (JPN : VN = 68.3 % : 46.9 %)

13) Addea value to total liabilities and equity (JPN : VN = 33.1 % : 701.5 %)

Although labor cost is almost the same, value added to sales ratio of Japanese companies is
three fourths that of HA’s. As a result labor costs on added value ratios of Japanese companies is
L.5 times that of HA’s. As for added valuc on total liabilities & equity, due to the advantages of
high value added to sales ratio and better liabilitics & equity turnover, HA’s investment efficiency
is more than lwice that of Japanese companies.

(3) Production Cost Related Indexes
1) Raw material cost to total production cost ratio (JPN: YN =663 % : 78.1 %)
2) Labor cost (6 telal production cost ratio (JPN : VN =13.6 % : 13.2 %)

3) Overhead cost to total production cost ratio (JPN : YN = 20.1 % : 8.7 %)

While the labor cost tatio is nearly the same, raw material cost and overhead coslt ratios are
different for Japanese companies and HA, Among overhead costs, the ratio of depreciation and
utility costs of Japanese compantes is bigger than that of HA’s. The difference in depreciation
cosl is due to the same reason mentioned in (2-10). HA's ulility cost is assumed to be controlled
by the lower level government. : :

HA’s raw material cost ratio is bigger than that of Japanese companies. This is because prices
of raw materials and supplies are often affected by international markets and it is difficult (o save
those costs as compared with labor or overhead costs.

This report was wrilten with special advice from
Ms. Eri Okada,

Assistant Professor

Yokohama National Universily
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Appendix B

| . Discussion on Accounting and Auditing Systems in Viet Nam
1. Accounting System in Viet Nam

(1) Development of the Vietnamese Accounting System
Following World war 11, the Government of Viet Nam revised its accounting system several times.
The following is an overview of revisions made.,

History of accounting reform

Step Period Characleristics

Ist 1945 to 1560 Simple accounting system during the war

Znd 1260 to 1970 Accounling system for the masufacturing industry, assisted by China
3d 1970 to 1989 Introduction of a centralized planned accounting system from Russia
dth 1989 to 1994 Reformed accounting system assisted by French experts

5th 1995 to now Markel economy oriented accounting system assisted by the U

The present accounting system came into effect as of 1* Janvary 1996, and has only been applied to
the business sector in Viet Nam, inclusive of foreign invesiment companies. Old accounting system is
applicd to not only all kinds of business sectors but also to public adminisiration sectors.

The present accounting system introduced characteristic of the International Accounting Standard
{IAS), completely changing the form of financial statements.

The Curopean Union supports Viet Nam in its efforts to reform its accounling methods. The whole
project consists of three aspects; first in accounting stanrdards, second in auditing standards and third in
management consulting. The first step has been completed, while the other two remain under drafting.

(2) Overview of the Present Accounting System in Yiet Nam

1) Accounting period
Calendar year is adopted. But foreign investment companies are allowed to choose accounting
periods other than the catendar year.

2} Accounting report :
The language of accounting records should be Vielnamese, and currency should be Vietnamese
Don (VND). Financial statements should be sent to the following government organizations.

Accounting reporting by entity

Kind of entily Reporis addressed to

Financial Dept. Tax Depl. Statistics Dept. MPI
State owned enterprise X X X
Foreign investment enlesprises X X X
Other entitics X X
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financial statements include balance sheets and income statements, It is temporarily not
stipulated that the cash flow statcment be prepared bul it is encovraged that the enterprise prepare
and use this statement, Quarterly reports must be sent no fater than 15 days after the end of the
current quarter, Annual reports are sent out no later than 30 days after the end of the current year,

3) Audit

Audit of financial statements by independent auditors is mandatory for forcign investment
enterpriscs. But, other entities can be audited by either internal or independent auditors.

4) Financial statements

The Financial Statement should consist of following statements.
Balance Sheet (Form B 01-DN)
Income Statement (Form B 02-DN)
Cash Flow Statement (Form B 03-DN)
Notes on the financial statements {Form B 09-DN)
4.1 Business highlights
4.2 Accounting system (or policy)
4,3 Detail of selected balances in the Financial Statement
*Production and business costs by elements
*Increase or decrease in fixed assets
*Personnel income
*Increase and decrease in owner’s equity
*Increase and decrease in investments in other entities
*Receivable and payable
4.4 Explanation and interpretation of the results of business operations
4.5 Some indexes to evaluate the position of the business
4.6 Estimated future prospects
4.7 Recommendations

5) Accounting standards
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The aew accounting sysltem, in general follows Inlemahonal Aocounimg Standards. A
comparison between 1AS, the new accounting system, and the old accounting system used is
summarized in the following sheet. The current Vieinamese accounling system is still in the
process of reform.

Supplementary accounting slandards should be added to the new accounting sysiem. For
example, standards for accounting of business combination, consolidated financial stalements,
investment in associates, grants, and disclosure of segments, subsequent events et¢. should be
established. Among the detailed financial regulations referred to in the new accounting system,
only “Regulation on depreciation” has been officially announced.

6} Key guestion
In Viet Nam around 500,000 people are engaged in accounting. Most of them are accustomed
to the centralized control, old accounting system, and not to the new system. A manual on the new
accounting system, would be an effective tool in learning to use and apply i1. At the same lime,
learning the concepl of accounting principles or accounting postulate, is equally imporlant in
order to fully understand the basis of a market economy.
Present financial data, especially that of SOESs, cannot be fully depended upon. This arises fram



both inexperience in the new system and a lack of full understanding of accounting concepits. In
addition, independent audits are not popular among Vietnamese enterprises. Training on new
accovnting systems and the background of it’s concepts for accounting staff, as well as diffusion
of independent auditing is needed to guarantee reliable financial data is used as the basis of
governmental cconomic policy.

2. Independent Audit System in Viet Nam

(1) History of Independent Audit in Yiet Nam

Since Viet Nam adopted an open policy, with transformation to a market economy, independent
audits were introduced in 1990, Listed below are the epochal ¢vents of independent auditing in Viet
Nam.

May 13, 1991

Ministry of Finance decided 1o establish (he Viet Nam Audit Company (VACO) being the first
organization in Viet Nam {0 operate independently in the audit field.

July 11,1994

The Government of Viet Nam decided to established a State Audit Organization. (So far, this
organization has maintained a Central Office and 3 other offices in Hanoi, Da Nang and Ho Chi Minh
City) .

1990 to 1996

A total of fourteen audit firms were established and have slarted operations in Viet Nam. These
included eight tocal, four foreign and two joint venture audit firms.

"Established date of accounting firms in Viet Nam

Name of Company Date of establishment

Local audit firms .

1. Viet Nam Audit Company (VACO) May. 13, 1991
2. Accounti2, 2. Accounting and Auditing Szrvice Company (AASC) May. 13, 1991
3. Auditing and Consultancy Company (A&C) Feb. 13, 1995
4, Saigon Auditing & Financial Consultancy Company (AFC) Dec. 13, 1995
5. Da Nang Auditing Company (DAC) Feb. 13,1995
6. Auditing & Informatics Service Company (AISC) ?

7. Ha Long Auditing and Accounting Co . (HACO) June, 13, 1995
8. Thuy Chung Auditing Company June, 28, 1996
Joirit venture audit companies

t. Deloitte Touche Tohmatsu Viet Nam Audit Corapany Apr. 14, 1995
2. Coopers & Lybrand — AISC Mar. 14, 1995
Foreign owned audit companies

1. Emst & Young Viet Nam {E&Y) . ?

2. KPMG Peat Marwick Viet Nam (KPMG) Aug. 1,1994
3. Price Waterhouse Viet Nam (PW) ?

4, Arthur Andersen Viet Nam (AA) Aug. 2, 1995

The Ministry of Finance in Viet Nam has held training courses, conducted examinations and granted
CPA qualifications to 140 professionals judged eligible. There are a total 800 professional staff
working in audit companies in Viet Nam. Audit firms are now sending professional staff 1o Asia,
Europe and America in order to study and acquire necessary audit experience.

The Accounting and Finance University, The National Economics University and some other
colteges have recently inémporatcd independent audit courses as an official subject. However, these
courses are not sufficient (o train accountants in Viet Nan.
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The Furopean Union (EU) has been assisting audit professionals in Viet Nam, since the beginning of
1996, particularly in the Ministey of Finance and local audit firms,

(2) Current Assessment on the Independent Audil in Viet Nam

There are positive effects in introducing an independent audit system

Audit firms assist forcign and local investors obtain a better understanding of law, pohc:es
management, (axation and accounting. This has helped build a mutual reliance between local
authorilies and foreign investors. Audit firm services have helped to reduce investors risks remarkably.

However, it also highlights its weaknesses

Victnamese auditors are inexpericnced in the profession and pracucc due to insufficient training on
auditing theories and praciice. However, foreign auditors are qualificd in terms of expertise, but lack
knowledge on regulations, customs, economic envirorment and other economic factors within Viet
Nam.

Vietnamese people do not have a full understanding of independent auditing activities. They usually
understand it as a necessary evil. There is necd for public relation activitics to educate them on what
independent auditing is about.

(3) Ways {o Develop Independent Auditing in Viet Nam

Create a Base for Auditing

Now, only foreign investment companies in Viet Nam are required to independently audit their
annual financial statlements. But, in a market economy, financial statements of the state owned sectors
should be audited to allow proper decision making for Government officials. According to Decice
S9/CP, dated Oct. 3, 1996, financial statements of SOEs are to be cither audited by internal auditors of
the company or an independent audit company. In this situation, it is possible for SOEs to appoint
internal auditors to perform audits instead of appoint independent auditors. Hlowever, internal audits
cannot be substituted for independent audits. There are about 6,000 SOEs in Viet Nam, whereas
independent auditors total some 800, which is insufficient. It is difficult for independent auditors to
perform full audits on every SOE in addition to foreign investment enterprises. An increase in supply
of independent auditors is essential. :

In order to expand, a legal framework for auditing is necessary, such as laws on audltmg, governing
of regulations within an organization, its principals, ils objectives, criteria, auditors conditions and state
control on such operations. Audit regulations and standards in conformily with Vietnamese conditions
and recognized by international organizations are uigently required.

Training for auditors and examinations

Auditors should be trained systematically in both theory and practice. Newly hired staff cannot
develop professional skills without on-the-job training. On-lhe-job training and short-term training
cousses are needed as soon as possible.

Although examinstions for CPAs (Ceriified Public Accountani) are being conducted, the level of
proficiency is not satisfactory. Examinations have been upgraded to the Master’s level.

Control of audit figms

In Viet Nam, the Mmlsuy of finance directly manages accounting and auditing. This, however, is not
the case in other countries. Usually a private professional organization is established ie., Accounting
Association. Viet Nam plans to establish the Viet Nam Accounting Association (VAA).
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State management over independent auditors

Type of accounling firm Compclent authortty  Managed by Ministry Professional
of Finance assistance by VAA

Privale firms in the muenicipal people’s Municipal people’s X X
committec commiltes

Financial depariment Financial department X X

MOF MOF X X

Joint Venture firms MPI X X

TForcign owned firms MP1 X X

Balance sheet as of xoox (Form B 01-DN)

Assets . . . .
openin <losin operin closin
Code bilancg ba!anc% Resources Code b[;lam*? bahnc%:
1 2 3 4 1 2 3 4
;\. 'Cutrent Assets & Short-term 100 0 0| A. Liabitities 300
nvestment
(1) Capital & Cash 110 0 O {1) Qureent lisbilities 310 0 0
1.Cash on hand (including notes) 131 1.Short-term borrowings | 311
2.Cash in Bank 12 2-Curtent poriion of 312
ang term debt
3.Cash in Transit 113 3.Accounts payable- an
trade
(2) Short-term Investments 120 0 0 4.Ad\'anc§s from 314
customners
1.Short-term securities 121 ;';';:‘gj ;é‘g payableto | 355
2.Qthee-short term [nvestments 128 6.Payable to employces 316
3:!’:2\?1510“ for the diminution in 7.Intercompany payable | 317
il shoct-term investrent{*) 129 8.Onher payable 318
(3) Accounts receivable 130 18] 0
1.Account receivable-trade 131
2.Prepayment (o suppliers 132
3.Antercompany receivable 133
~Investment in equity of
wobsdiarics 134
-Othier receivable {rom 135
subsidiaries -
4.0ther receivable 138
5.Provision for doubtful debts(*) 139
{4) Inventories 140 0 0
1.Goods in transit 141
2.Raw malerials 142
3.Tools and supplies : 143
4.Work in progiess 144
5.Finished goods - 145
&.Merchandise invenlory 146
7 .Goods on consignment 147
8.Prpvision for decling in 149
inventory(*)
(5) Other current assels 150 [} 0
1. Advances 151 (2) Long-term liabilities | 320 0 0
2 Prepaid expenses 152 1.Long-term borrowings | 321
3.Defferd expenses 153 2. 4ong-term Jiabilities 322
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4.Shortage of asseis awaiting for

: 154
_gesolution
5.Short i deposit morigages 155 (3) Others 130
_andcollateral
{6) Expendituse from subsidies of 1. Accrued expenses
state budgel 160 _P 0 payable 33
N 2. Surplus of assets

1.Prior year budpet 161 awaiting resolution 332
3.Long ferm deposits

2.Current year budget 162 e I CEp 333

B. Fixed assets 200 0 o

{1) Fixed assels 210

1.Tangible fixed asscls 211

-Cost 212 B. Owner's equity 400

-Accummulared depreciation(*) 213 () Copital seurces and | 41

2.Finance lease asscls 214 1.Paid in capital 411
2.Defferenogs upan

-Cost 215 asset revaluation 412

-Accumutated depreciation{*} 216 3!::‘(; r[zlngcr;:xchange 413

. § 4.Bussiness

3.Intangible fixed asseis 217 development funds 414

-Cost 218 5.Reserved funds 415

-Accomulated amortisation{*} 219 .6.Ur!disinbulcd 416
carings

(2) Long-term investments 220 7.Bonus and welfare 417
funds ‘

s 8.Funds for capital
1.Long-term securities 221 expendituses 41§
2.Shate in joint-venturg 222 {2) Budgel sources 420
- _ 1.Managemment funds

3.01her long term investments 228 from state budget 421

4.Provision for decline in long- 229 2 Subsidy funds fiom 422

term inv.{*) state budpet

(3) Construction in progress 230 -Prior year 423

{4) Long-term deposits 240 -Current year 424

TOTAL ASSUTS 250 0 0 | TOTAL RESOURCES 430

Ofi balance sheet items
items Opening balance

Closing balance

1.0perating lease assets

2.Goods held under trust or €or processing

3.Goods received on consignment for sale

4 Bad debts writien off

5.Foreign currencies

6.Subsidies of state budget

7.Depreciation fund
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Cash flow statement

Items Code Current Ped. Prior period
1 2 3 4 L

(1) Cash flows from operating aclivities

1.sales 01

2.Collection of accounl receivable 02 T

3.Cash received from others 03

4.Payment to suppliers 04

S.Payments 1o employees 05

6.Payment of taxes and ebligation 06

7.Paymeat of other payable 07

8.0ther paymcnt s

Net cash flow from operating activitics 20

{2} Cash flow from investment Activilies

1.Return of investments in other entitics 21

2.Interest from investments in other entitics 22

3.Cash from disposal of fixed asscls 23

4 Investment in other entities 24

5. Purchase of fixed asscis 25 h
Net cash flow from invesling activities 30

(3) Cash flow from financing activitics

1.Borowing in cash i |
2.Cash reccived from owner's capital 32
contribution :
3.Cash received from bank interest 33
4.Bank interest payment M
5.Cash payment in capital recovery 35
6.Interest payment o investors 36
Net cash flows from finance activities 40
Nel increase/decrease in cash 50
Cash at beginning of the year 60
Cash at the end of the year 70

185



Income staternent {(Form B 02 - DN)

Part 1: Profit & loss

ftem Code Previous Q | Thisquiter | Year to date
-Gross sales i 0l
Including: exporl 02
-Less deductions (04+05406+07) 03 0 0 0
___+Sales discounts 04
+Sales allowances 05 L
+Sales returns LI T . o
+Turnaver Taxes and Expori duty 07 .
1.Net income (01-03) 10 0] 0 0
2.Cost of goads sold I
3.Gross margin {(10-11) 20 0 0 0
4.Selling expenses B 21
5.General & admanistration ¢xpenses 22
6.0perating income (20(21422)) 30 0 0 0
-Income from financial activitics 31 |
-Expenses from financial activities 32
7.Profit from financial activilics 40 0 0 0
(31-32)
-Extraordinary income 4]
" Iixtraordinary expenses 42
8 Extraordinary gains (41-42) 50 0 0 0
9 Net profit before tax (30+40+50) 60 0 0 0
10.Profit tax 70
11.Net profit after taxes (60-70) 80 o 0 0
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Part 2; Clearance of obligation to the government

Ttems

Qutstanding
prior period

Payable in
custent period

Am't paid
this period

Aor’l payable
end of period

(1) Taxes

0

0

l

¢

1.Turnover taxes (or VAT)

2.Bxcise lax

—3.!mport-E.\'pon duty

4.Profit laxes

5. Taxes on capital

6.Natural resource taxes

7.Land & housing taxes

8.Land rental

9.0ther laxes

{2) Social insurance and Trade Union fees

1.Social insurance

2 Health insurance

3.Trade union fees

(3) Other obligations

1.Exlra collections

2.Duties

3.0they obligations

TOTAL
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Comparison between New Vielnamese Accounting Regulations and IAS
{IAS = International Accounting Standards)

International Accounting
Standards

New Victnamese Accounting
Regulations

Old Victnamese Accounting
Regulations

1) Disclosure of Accounting Policics

Financial stalements shall
include disclosure of significan!
accounling policics which have
been vsed

Similar to Intcrnational
Accounting Standards

Disclosute of accounting
policies not specified.

The objective of financial
information is aimed at
Government reporting.

The reports must be in
compliance with the form
prescribed by the Government
and include capital reserve,
fixed assets, cost of goods
nmanuflactured. .

In general, the content of this
explanation is limited and can
not be compared with the
convention of full disclosure of
1AS and US GAAP.

2) Inventories

Inveatorics are stated at the
lower of cost and net realizable
value.

Costs are normally determined,
vsing the FIFO, weighted
average of specific identification
method.

Provision for damaged, slow
moving and obsolete goods are
rcquired.

Cosl include direcl malerials,
dircet fabor and an appropriate
Proportion of production
overheads,

Sales are recognized on dispatch
of goods.

Eaventories are stated at
weighted average cost or
specific identification method,
The inventories accounts can be
adjusted al the end of accounting
period to refleet the current
prices. .

The differences are recorded in
the account: “Differences from
exchange rates and prices
index”,

Provision for damaged, slow-
moving and obsolete goods is
mentioned but the financial
policics for provision {detail
guidance) has not issued yet.
Costs for manufacturing entities
are similar {0 IAS.

Sales recognition is similar to
1AS.

Inventories are stated at
weighted average cost or
specific identification method.
The inventories accounts can be
adjusted at the end of accounting
period to reflect the corrent
prices. ‘ .

The differences are recorded in
the account: “Differences from
exchange rates and prices
index”,

Costs for manufacturing entities
are similar to IAS.

Sales recogaition is similar to
1AS.

Consolidaled financial statements

(replaced by 1AS 27 and 28)

3) Depreciation Accounting
Depreciation of fixed assels is
calculated, based en the original
cost, the estimated residual value
and the useful economic life of
the fixed assets.

‘The depreciation methods
generally adopted are the
straight line and declining
balznce methods.

198

Similar to Intemnational
Accounting Standards.

Straight line method of
depreciation is only adopted

VAS Consider depreciationas a
source of recovering fixed
assets. :

The entity is obliged to
reimburse the amount of
depreciation to the Government
annually. o

Under VAS, depreciation is
calculated based on the straight
line method and subject to rates
predetermined by the
government. .

'The depreciation is allowed on
fully depreciated assets by
recording its as an increase in
the rescrve account.



4) Accounting for Property, Plant
Provision for permancat
diminution in value of fixed
assets is required,

Profdt or loss on disposal and
write off of fixed asscls are
included in the income
statcment.

and Equipment

The historical cost concept is
appticd

Profit or loss on disposal and
write off of fixed asscls are
included in the income
sfatemeant,

5} Information to be Disclosed in the Financial Statements

<Accounting policics>
Financial statement shall inclode
disclosures of all significant
accounting policies which have
been used.

<Contingent Liabilitics>
Nature of material contingencics
and the estimated financial effcei
shall be disclosed.

<Prior period items>
Full disclosure of the amounts
and nature of the prior petiod
items is required.

Financial statement shall include
disclosurcs of all significant
accounting policies which have
been used.

Not specified

Similar to IAS

<Future Capital Commitments>

Amounts committed for future
capital expenditure shall be
disclosed, :

Not specified

 Finarce,

The historical cosl concept is
applicd

Under VAS, Propenty, Plant and
Equipment is called Fixed
Asscls and subject to revaluation
accounting to inflation rat¢.

Rate of sevaluation is issued
cvery 6 months by Ministry of

Not specificd

Not specified

Not specified

Not specilied

Accounting Responses to Changing prices (replaced by IAS 15)

6) Cash Flow Stalgmenls
Statements of cash flows should
be prepared to classify cash
flows by operating, investing
ard financing activities.

Similar to 1AS

Not required

7 Unusual and Prior Period ltems and Changes in Accounting Policie

(see 1AS 5 regarding prior period items)

These items should be separately
disclosed and should be
adequate to facilitate
comparison of the figures for the
periods presented.

Similar to IAS

S

Not Specified

8) Accounting for Research and D
Capitalization of research
expenditure is not allowed.
Development  expenditure may
be capitalized if future benefit
are reasonably expected.

evelopment Activitics
Similar to IAS

Research and development cost
can be capifalized. There arc
recorded as “experditure waiting
for allocation”

9) Comtingencies and Events Occumng afler the Balance Sheet Date

If it is probable that a
contingency will result in a loss
‘to the company, the contingent
loss shall be accrued.

If there is conflicting or
insufficient evidence on which
to estimate the amount of a
contingent loss then disclosure is
made of the existence and nature
of the contingencies.

Where it is probable that a
material contingent gain will be
realized, the contingent gain
shall not be recognized as
income but if is required to be
discloscd in the financial
statements.

Not specified

Not specified
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10) Accounting for Construction Contacts

For conslruction contacts, ¢ither
the peicentage of completion
method or the compleled
contract method is used.

The actual loss or foresccable
1oss in achicving the contracis
should be provided for in the
financial statements.

The percentage of completion
mcthod is uscd

Not specificd.

11} Accounting for Taxcs on Income

The 1ax effect of timing
difforences, computed under the
lability or deferral method, is
provided in the financial
slatements.

The method chosen must be
disclosed.

Accounting for deferred income
taxes is not specified.

In practice, tax liability is
accrued oncg it is known.
However, timing differences are
nol recognized.

Accounting for deferred income
taxes is not specified.

In practice, tax liability is
acerued once it is known,
However, timing differences are
not recognized.

12) Picsentation of Currenl Assels
Separate classifications for
current/long-term
asscts/liabilitics are required.

and Current Liabilities
Simitlar to IAS

Baok liabilities are presented in
a separate category on the
balance sheet (VAS category
No.9) and divided into two
categories: short-term and long-
term.,

Other accounts receivable and-
payable are presentéd in anather
category (VAS category No.6)
and not distinguished between
current and non cusrent.

13) Reporting Financial Information by Segment

For cach significant reported
industry and geographical
segmenl, information is rcquircd
to be disclosed in respect of
sales, segment results, segment
assets employed and the basic of
Inter-segment pricing.

Not specificd

Not specificd

14) Information Reflecting the Effect of Changing Prices

Enterprises whose levels of
revenue, profits, asscis or
employmeni aze significaot in
the economic environment in
which they operate are
enceuraged to disclose
additional items using an
accounting method reflecting the

State owned eatities are obliged
to revalue fixed assets,
inventories, works in process,
finished goods, production costs,
cost of goods sold for the
purpose of capital preservation.
The rates of revaluation are
issued in accordance with the

Under VAS the Stale owned
entitics are obliged to revalue
fixed assets, inveniories, works
in process, finished goods,
production costs, cost of goods
sold for the purpose of capital
preservation.

The rates of revaluation are

cffects of changing prices, rate of inflation. issued every 6 months in
accordance with the rate of
: inflation.
15) Acesunting for Property, Plant and Equipment

{refer to IAS 4 above)

16) Accounting for Leases

An assels acquired under a
finance lease should be
capitalized al the faic value of
the assel.

Finance lease rentals should be
splhit between interest and capital
S0 3s to approximale a constant
rate of interest on the remaining
balance.

Operating lease rentals should
be charged to the income
statement on a systematic basis
over the lease term.
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Similar to IAS

All Jeases are treated as
operating leases.



17y Revenue Recognition
Revenue for the sale of goods
should be recognized when all
significant risks and rewards of
ownezship have been transfericd
and no significant uncertainly
exisis relating to the costs of
sale, the consideration or the
possibilily of rclurn.

Similar to IAS

Recognition somewhere between
cash based system and acerual
system,

Income is not defegred but credit
sales are recognized,

18) Accounting for Retirement Benefits

Defined benefit plan costs
should be charged (o income
systematically over the expected
remaining

Working lives of employees.
Defined contribution plan costs
should be charged to income as
incurred.

Simply recorded as social
contribution liabitily as
stipulated by the government.

Sinmply recorded as social
contribution liability as
stipulated by the government.

19) Accounting for Grants
Grant income should be
recognized over the period of
the related costs. Grants related
{o assets should either be netted
off against the asset or sef up as
deferred income.

Not specified

Not specified

20) Fereign Exchange
Accounting ransactions should
be converted to the reporling
currency at the marketk rate at the
time of the transaction.

Foreign currency monetary ilems
should be translated at closing
market rate.

Similar to 1AS

Similar to TAS except that the
official rate should be used, and
no distinction between
transaction adjustment and
translation adjustment.

21) Accounting for Business Combinalions

A business combination should
be accounted for using the
purchase method except in the
rare circumstances when it is
considered to be uniting of
interests, when the pooling of
interests method may be used.

Not specified

Not specificd

22) Capitalization of Borrewing Cost

Interes! relating to the purchase
ot constiuction of fixed assets,
before the assets are delivered
for use or up to the complation
of construction of the fixed
assels, may be capitatized.

Similar to IAS

Not specified

23) Related Party Disclosures
Transactions with related parties
are required to be disclosed in
the financial statements as
follows:

Nature of transactions;
Descriplion and amounts of
transactions;

Terms of transactions; and
Names of related parties

Transactions with related parties
are required to be disclosed in
the financial statements {Notes
to the financial statements)

Not specified
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24) Accounting for Investmenis
Long-term investments are
categorized as follows:
Subsidiary companics
Associated compaanies

Other investments

Where a holding company holds
less than 20% of the equity of an
investee company, the latter is
normally classified as other
invesiment.

(a) Long-term other investment
arc staled at cosl in the accounts
of the parent company and
provision is made for any
permanent diminution in value.
(b) Short-term other investments
shall be stated at the lower of
cost and market value,

Investments are recorded as a
subcategory in asscls and
classificd as;

-Shott-term investment

and

-Long tcrm investment

Tovestment are recorded as 3 sub
category in Accounts receivable
and payable

There is no concept of “control”
and “significant influence” in
VAS.

25) Consolidated financial statements and accounting for investments

Where a company has a majority
interest in the equily (more than
50%) of an invested company,
the latter is a subsidiary.

The resulls, assets and liabilities
of the parcnt company and the
subsidiary company shall be
consolidated from the date of
acquisition up to the date of
disposal of the subsidiary.

Noi specified

in subsidiarics
Not specified

26) Accourting for Investment in Associales

Where a holding company holds
20%-50% of the equity of an
investee company and is able to
excrcise significant influence
aver its managemant decision,
the latter is an associaled
COmpany.

The results of an associated
company are accounted for
under the equity method of
accounting.

Not specified

Not specificd

27) Financial Reporting in Hyperinflationary Economics

In hyperinflationary economies,
the financial statements are
stated in terms of the measuring
unit current at the balance sheet
datc.

Nol specified

Mot specificd
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Other Matiers of Interest

Receivables

Receivables arc stated net of
provision for bad and doubiful
debls.

Similtar to TAS but detailed
guidance for provision
calculation has not been issued
yet.

The system docs not allow for
such provisions.

Intangible Asscts

(i} Pre-operating Expenses
Sct-up cost shall be charged to
the income statements.

Deferral of the cost is only
allowed if the commercial
viability of the undertaking is
reasonably assumed.

Similar to 1AS

Not specified

{(ii) Other intangible Asscts
The historical cost of intangible
assets is amortized over their
estimated bencficial periods.,

including deferred expenditure)
Similar to TAS

Not specified

Asset Valuation
Revaluation is allowed.
Depreciation is based en the
revalued amount.

Revaluation is allowed.
Depreciation is based on the
revalued amounl.

Not perniitted unless allowed by
other slate provisions

Staff Welfare Expenses
Staff welfare expenses, such as
housing and pension, are
charged against profit before
tax.
Provision for staff welfare
expenses is classified as corrent
liability in the financiat
slatements

Not specified

Not specified
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7

Observations on the Two Surveys of

State-Owned Enterprises
—The OECF-CIEM Survey and the JICA-CIEM Survey—

Mitsuhiro Hirata
Hitotsubashi University

| . Coverage and Objectives of the OECF-CIEM Survey and JICA-
CIEM Survey

The purpose of this chapter is to clariy the retationship between the OECF-CIEM Survey and the
JICA-CIEM Survey. This will be done primarily in terms of methodology and content.

1. Coverage and objectives of the OECF-CIEM Survey

The ORCF-CIEM Survey was an attempt to compnhcnsn ely study state-owned enterprise reform.
It consisted of a “background survey” (1986-1995) and a “survey on state-owned enterprises” (1991-
1995). The former elucidated the process of state-owned enterprise reform (1986-1995), but offered no
comment on the outlook for the future; indeed, except for the parls touching on general corporations,
its content was basically the same as Chapter 2, “Report on the SOEs Reform Policies in Viet Nam and
their Implementation Performance.”

The latter “survey on state-owned enterprises” that was based on the “background survey” had as its
main purpose the developmenl of an accurate picture of state-owned enterprise reform (1991-1995) and
a detailed analysis thereof. ‘The priorities in the survey were (0 assess the production activities,
management siructures, financial state, and ownership of state-owned enterprises, to gauge recent
changes in these factors, and to study the environmental factors thought to have had an impact on the
performance of state-owned enterprises.

The survey sample covered 200 state-owned enlerprises in six sectors: 36 cme:pnses in food
processing, 47 in apparel and textiles, 22 in electronic and electrical equipment, 31 in construction
materials, 35 in chemicals, and 29 in industrial machinery; and five regions: 53 in Hanoi, 28 in Hai
Phong, 64 in HCMC, 15 in Dong Nai, and 40 in Quang Nam-Da Nang. Of this number, 142 enterprises
(71.0%) were established by the central government, 104 (52.0%) were established between 1975 and
1987, and 131 (65.5%) had no ties with foreign capital. The sample was chosen by random sampling,
though care was taken in the selection to ensure that at least 40 enterprises were from the central region,
and that each sector was represented by at least 20 enterprises.

1 CIEM, Report: Study on State-Owned Enterprise Reform in Viet Nam, April 1997.
2 Written by Dr. Tran Tien Cuong.

205



bolh questions and data. The questions gathered information and colerprise opinions concerning
organization, management, directors, and relationships with state institutions; the data portion collected
information on arcas like cnterprise assets and financial standing. The data thus collected was subject
to cross analysis, regional analysis, and jurisdictional level analysis.

2. Coverage and objectives of the JICA-CIEM Survey

In contrast with the OECF-CIEM Survey, the JICA-CIEM Survey (Tohmatsu & Co., Study on the
Current Conditions of Production, Management and Finance of the State-Owned Enterprises in Viet
Nam, August 1997) altlempted to measure production, management, and financial conditions at state-
owned enlerprises (1993 to 1995/1996). The emphasis in this survey was on the business performance
of state-owned enterprises and an analysis of the factors therein.

The survey covered 17 enterprises from the OECF-CIEM Survey in six sectors: 3 in food processing,
4 in apparel and textiles, 2 in electronic and clectrical equipment, 1 in construction materials, 2 in
chemicals, and 5 in industrial machinery, located in on¢ region: all 17 in Hanoi. The 17 enterprises in
the sample were first asked to fill in preparatory questionnaires (December 1996 - January 1997). This
was followed by interviews (February-March 1997) with 11 enterprises selected from out of the 17.
The enterprises selected for interviews were localed in six sectors: 3 in food processing, 2 in apparel
and textiles, 1 in electronic and electrical equipment, 1 in construction materials, 1 in chemicals, and t
in industrial machinery, and one region: all 11 in Hanoi. For three of the 11, the interviews were held
with the general corporation  to which they belonged. The interviews with the 11 enterprises made
possible an in-depth study and analysis of their business. The details are found in Chapter 5, “Study on
the Current Conditions of Production, Management and Finance of the State-Owned Enterprises in Viet
Nam.””

In Section 1, we clarify the methodologicat differences between these lwo surveys of state-owned
enterprises. In Section 11, we compare the major findings arrived at in the surveys.

Il. The Methodological Distinctions between the OECF-CIEM Survey
and the JICA-CIEM Survey

1. Methodology of the QECF-CIEM Survey

This survey utitized primarily statistical methods questionnaires, cross analysis, reglonal analysis,
and jurisdictional level analysis. There were also some interviews done. Statistical methods employ
statistical techniques {sampling, quantification, estimation, verification, and other data processing
methodologies) to study and analyze relatively lasge and complex samples and investigate the
regularity in the phenomena observed.

There are three principal benefits o stalistical methods. First, lhc methods themselves have been
formalized, which gives them more objectivity and reliability than case-study methods. Second, they
enable an across-the-board study of a large sample. Third, they enable quantitative analysis of large
\olumes of data. However, there are also some drawbacks. First, data constraints will cause the
individual differences and sublle nuances among phenomena to be lost. Second, the survey risks
becoming meaningless if a correct objective is not selected—and even if the survey objective is correct,
problems in the course of conducting and tabulaling the survey may render the results inaccurate.

* Written by Tohmatsu & Co.
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Two provisos are in order on the usc of statistical methads. First, the value of processing and using
statistics is not determined by the degree of mathematical precision altained, but by the social scientific
implications of the results. Second, hasty judgements are unwise. Whether the observed regularity of
phenomena implics (hat an essential faw is at work in the phenomena is a question that is still open to
debate.

2. Methodology of the JICA-CIEM Survey

The primary method for this survey was case studies based on interviews, and a preparatory
questionnaire survey was also employed. The case study method concentrates on qualitative data that
goes into detail on multiple facets of a small group of survey units selected from a larger sample. It
endeavors to place this data within its social context, 1o describe the condilions and structures at work,
and to etucidate the correlations, functions, and cauvsality relationships among the factors involved.
Data is gathered mostly by observation and by non-instructive interviews. Qualilalive analysis is
generally employed.

There are five principal strengths to this method. First, it is able to use a wide varicly of data
gathering methods. Second, it is able to narow the factors, limit the aspects considered, and elucidate
the phenomena studied from many different angles. Third, it is able to delve deeper into poinis that
become clear after the survey is conducted. Fourth, it is able to do a descriptive analysis of the
properties of the different factors involved and the complex correlations, functions, and causality
relationships thal operate among them. Fifth, it is able to study in detail and from a quahlative
perspective phenomena that are likely to be overlooked in statistical surveys. The (wo principal
drawbacks are one, the cases selected are often not representative of the sample being studied, and two,
there is a tendency towards subjectivism when attempting to universalize or generalize from the
knowledge and insight obtained.

3. Mutual Complementation of Statistical and Case Study Methods

It is not clear whether the case study method, as a survey technique, is able lo achieve the same
degrees of significance and utility as the statistical me:h'qd. However, these methods are mutuatly
complementary and if used in conjunction with each other can benefit survey findings:

1) The case study method requires statistical techniques in order to ensure that the cases are typical

and representative for the objectives of the study, and also to elucidate the internat structure of the

cases themselves.

2) The investigation of one or a small number of cases may produce a hypothesis, but this needs to

be verified with statisticat studies.

3) The findings of statistical studies need to be given social scientific significance through case

studies.

207



lll. The Major Findings of the OECF-CIEM Survey and the JICA-CIEM
Survey

The conclusion of the OECF-CIFEM Survey summacizes virtually all of its major findings. We have
further summarized them into the following five points.

1. Inducements for a Spirit of Self-accountability and Independence at State-owned
Enterprises

“The state-owned enterprise reform thal has moved forward in a comprehensive and steady manner
since the early eighties has been significantly influenced by the renewat of macroeconomic policy in
the ninctics (the devclopment of hard budgel policies, the climination of subsidies and similar
programs). Large cuts in subsidies and fiscal assistance in particular have had a major impact in
inducing state-owned enterprises to fun their operations in a spitit of sclf-accountability and
indcpendence based on their own financing capabilities.”

«  This is a finding from the OECF-CIEM Survey. However, the renewal of macroeconomic policy
was not the only factor that induced state-owned enterprises to run their businesses with a spirit
of sclf-accountability and independence. "The major determining  factors ‘were, in fact,
modifications to the legal and institutional framewaork, for cxample, the Cabinel Decision that
introduced an independent budgeting system for state-owned enterprises and granled them
managerial autonomy {Decision No. 217-HDBT, 1987.11.14) and the Law on State-Owned
Enterprises {1995.4.20), which gave enterprises autonomy and accountability for their actions.
This point is not clearly cvident in the findings, but it is accurately pointed to in the background
survey.

Partial relief of the labor surplus

“The impact of this was to partially relieve the labor surplus by expanding businesses to an

appropriate degree and increasing the scale of production.” : _

*  This is a finding from the OECF-CIEM Survey. However, the survey does not use data to back
up its claims as to how much relief was secn in the labor surplus because of “the expansion of
business 1o an appropriale degree and an increase in the scale of production.” In a wholly
separate sphere, Cabinet Decision No. 176-HDBT (1989.10.9), which sought to reticve the
labor surplus, resulted in 518,000 workers (25% of the total work force of state-owned
enterprises) leaving their jobs during just the first year (o November 1990). Even this, however,
was not a solution to the surplus labor problem. As the JICA-CIEM Survey notes, “Enterprises
began to shed excess staff around 1990, but many of the still carry large surpluses of unskilled
workers.” It remains to be seen, therefore, just how the enterprise side and the social side will
work to resolve the surplus labor problem.

2. Improvement in State-owned Enterprise Performance

“A series of state-owned enterprise reform measuses resulted in a dramatic improvement in state-
owned enterprise performance. Whether measured in terms of capital, sales, or profils, state-owned
enterprises grew. They are also ulilizing their capital, funding, and assets efficiently.”

= This is a finding from the OECF-CIEM Survey, Cabinet Decree No. 388-HDBT (1991.11.20)

mandated that state-owned enterpsiscs reorganize and reregister. One of the results of this was
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to push the average capitalization of state-owned enterprises up from 3.1 billion dong (as of
January 1, 1990) to 11.9 billion dong (as of January 1, 1996). The share of GDP accounted for
by statc-owned enterpriscs has also risen from 32.5% in 1990 to 42.2% in 1995. State-owned
enterprise production and results rose consistently from 1991 to 1995. In 1995, their carnings
were 3.52 times 1991 levels; real profits, 5.46 times; and contributions to the state budget, 3.97
tintes. In 1990, 69.3% of all state-owned enterprises were in the black; 21.7% in the red; and
9,0% breaking even. Reorganization, reregistration, and quick adaptation to market mechanisms
changed these figures 10 77.9%, 16.5%, and 5.6% respectively in 1994. In 1995, 1 dong of state
investment produced 3.4 dong in carnings, 0.192 dong in profits, and 0.317 dong in
comtributions to the stale budget.

Running parallel to the reorganization and reregistration of statc-owned enlerprises weire
several other factors that accelerated the reform of statc-owned enterprises. First was a push to
reorganize the intermediate level by merging smaller state-owned enterprises and taking
advantage of the increased efficiency that the consolidation provided, Sccond was the
tiquidation of loss-making enterprises. And third was the sale of state-owned enterprise assets
and the intensive invesliment in more important or more efficient assets. These measures were
what enabled state-owned ecnterprise capital, funding, and assets to be deployed more
efficiently.

The'shon‘fage'of funding and capi_tal,'(he debt situation, and the risks involved
“However, the shortage of funding and capital and the debt situation pose fundamental risks to the
continued growth of state-owned enterprises.”

This is a_finding from the ‘OECF-CIEM Survey. Hard budget policies and the consequent
suspension of state subsidies resulted in significant changes to the mix of invested capital at
state-owned enterprises. In 1991, most invested capital was either “subsidics from the state
budget” (40.3%) or “self-financing” (38.0%). By 1995, this had been replaced by “bank loans”
(48.4%) and “self- finadcing” {30.5%). The debt mix is similacly divided in two: “bank loans”
account for 55.9% of all debt; “inter-enterprise credits,” 34.7%. Few slate-owned enterprises
are able to repay these debts. The JICA-CIEM Survey also comments on this point: “Ten of the
11 enterprises surveyed tacked the sufficient owned capital to cover their capital investment and
operating capital needs, and had little choice but to rely on bank loans. Banks, however, are
generally cautious about lending for medium- and long-term capilal investment. Their growing
selectivily has made it difficull for some enlerprises to put together loans (because of a lack of
coltatesal) and has exposed them to‘a serious funding shortage. And even if they are able to
secure loans, interest rates are high for short-term loans as well as longer-term loans, which
leads to extremely heavy debt service burdens.”

3. Enterprise Debt

“Reform of the banking system has been insufficient. Banks do not meet the demand for lending that
exists on the enterprise side and interest rates are high. Borrowing procedures are likewise onerous.
Large numbers of enterprises are holding defaulted liabilities, primarily against banks. Borrowings
from other enterprises are also causing the financial positions of enterprises to deteriorate.”

This is a finding from the OECF-CIEM Survey. State-owned enterprises borrow widely 1o make
up for their shortage of capital, but interest rates are high. In 1995, interest payments were
worth 2.2% of total expenditures, 25% of total salarics and wages, and 37% of profils,
According to Takeuchi in Chapter 3, “Under Doi Moi, the raditional discrimination in interest
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rates among ownership sectors and industries was formally abolished in Junc 1992, but national
commercial banks have the right to set their interest rates as they choose within certain limits,
and ther¢ appears 1o have been no basic change in the practice of giving discriminatorily
favorable interest rates to state sectors rather than non-state sectors, and to heavy indusiries
rather than commerce and light industries {often without even engaging in sufficient credit
checks). In addition, while it is hard to measure quantitatively, it is also known that financial
institutions do not always attempt to collect enterprise debls even when they reach maturity
(which itself is a form of discriminatory lending).” According to a survey of enterprise debt
conducted by the General Department of Management of State Capital and Assets in Enterprises
of the Ministry of Finance in October 1993, total slate-owned enterprise debt had risen from 20
trillion dong in 1992-1993 to 279 trillion dong in 1995.

4. Investment in Equipment and Technology to Strengthen Compaetitiveness

"Granling state-owned enterprises autonomy over their management has increased competition in the
domestic market. State-owned eaterprises now face stiff competition from others in their industry,
cheap imporls, and smuggled goods. More state-owned enterprises are therefore putting priority on
investments in the upgrade of their equipment and production technology in order to make their
products more compelitive.”

*  This is a finding from the OECF-CIEM Survey. Indeed, between 1991 and 1995 state-owned
enterprises gradually increased the scale of their investments. There was a zap:d rise ‘in
investments of mare than 1.0 billion dong (from 33% in 1991 to 56% in 1995) and a rapid
decline in investraeats of under 1.0 billion dong (from 67% in 1991 to 44% in 1995). Per-
enterprise capitalization also expanded from 3.1 billion dong in 1990 to 11. 9 biltion dong in
1996. The queslion, however, is what this money was spent on—how many‘ state-owned
enterprises really invested in “the upgrade of their cquipment and production techno!ogy”
order 1o “make their products more compelitive.” This is a question that the OECF-CIEM
Survey does not ask. The survey does find, however, that between 1991 and 1995 about 40% of
state-owned enterprises saw their profifs grow because they were quick (o adapt (o the changes
taking place in the domestic market, while about 34% were holding products that would not
produce profils because of “unstable markets,” “obsolete machinery and facilities,” and “lack of
operating capital.” To take it a step further, the vast majority of state-owned enterprises’ fixed
assets are old and obsolete. Equipment installed after 1986 accounts for only 27% of the iotal.
Further, the products that statc-owned cnterprises turn oul tend to be coslly to produce and
expensive to buy, and reports indicate that they are largely going unsold as a result. The
indication would seem to be that, a handful of excellent enterprises aside, there are many state-

owned enterprises that are unable to invest in “the upgrade of their equipment and production
technology” even if they want 1o.

5. Education and Re-education of Executives and Managers

“The education and re-education of executives and managers has aided in solving the staffing and
management problems of statc-owned enterprises. Many enterprises have increased the mdependencc
of their business management. In particular, managers now have the authority to decide important
issues for their enterprises.”

*  Thisis a finding from the OECF-CIEM Survey. In Chapter 3 Takeuchi argues that the Doi Moi

reform of state-owned enterprises has gone through a phase in which the managerial autonomy
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of cnterprises was expanded to a phase of incorporation and now on to a phase of equitization.
The purpose of incorporating enterprises was to separate the ownership of enterprise assels
from the right to use enterprise assels, but this goal was not completely achieved. Instead, it
merely exacerbated the “non-ownership” of enterprises and invited corruption, waste, aud thell
of state asscls. Equitization is supposed to solve this by further separating the ownership of
state-owned enterprise assets from the right to manage the enterprise itself. Simultancous to this,
the general corporations are being reregistered and reorganized. In the process, they are being
given more autonomy over their own management and also dispersing managerial autonomy to
their subsidiary emerprise_s. This expansion and dispersion of managerial autonomy, however,
requires that executives and managers be educated and re-educated.

Though it is claimed that “many cnterprises have increased the independence of their
business management” as their avtonoray has expanded, the ORECF-CIEM Survey docs not
clarify what kind of education and re-education excculives and managers have been given, nor
what standards are used to evaluate their performance and determine their remuneration.
Meanwhile, state institutions maintain their authorily as owners of enterprise assets by refusing
to relinquish their authority over the hiring and firing of dircctors or managers. They are also
trying to limit the decision-making authority of the director to questions of type and quality of
products, selection of production technologies, preduction planning, and exports and imporls.
Though “managers now have the authority to decide important issues for their enterprises,”
most of the director’s authority is only over production functions; they are being forced into the
role of factory managers.

The HCA- CIEM Survey discusses its major findings in the executive summary of internal and
external factors. Here they are arganized into nine poinls.

6. Naturaﬂy Talented Managers

“Many managers are naturally talented. They have an entreprencurial spirit, are sensitive to business
opportunities and able to expand and modify production lines accordingly, and serve as active leaders
in the development and divessification of markets.”

This is a fmdmg from the JICA-CIEM Survey that was beyond the purview of the OECF-CIEM
Survey. According to the JICA-CIEM Survey, five of the 11 companics surveyed responded that
they were actively “expanding and modifying the production line,” two that they were
“developing new markets,” one that it was “expanding and modifying the produchon line” and
was “diversifying,” and one that it was “expanding and modifying the production tine” and
“developing new markets.” This, therefore, revealed nine “naturally talented” managers.
However, the 200 managers in the OECF-CIEM Survey basically served as the stewards of state
institutions and it is unclear to what extent if any they had natural managerial talents. More in-
depth case studies will be required to clarify this issuve.

The manager as factory manager

“However, there is a general lack of ability, technique, and sense of purpose when it comes 1o
running the enterprise from the perspeclive of business activilies as a whole within a compelitive
environment, Many managers haven’t yet progressed beyond the level of factory manager.”

This is one of the findings of the JICA-CIEM Suivey. There are clear differences between
Vietnamese managers and the managers of, for example, Japanese or American companics that
are compeling at the global level. Most managers in Viet Nam consider qualily and cost to be
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the main factors in competition, but they are most interested in production.

7. Manufacturing as the Priority Business Activity

“The priority in busincss activities continues 1o be on manufacturing. ‘The importance of marketing
(measuring customer needs, developing products suited to the market, uaderstanding the distribution
channels and retail sales conditions for one's producis) is rotl understood. Except for manufacturing,
the basic functions for running a business are either not there or are very immature. They tend to bc
concentrated in the ‘planning department.’ Mfmagcmem organizations have not yet been divided up.”

*  This is a finding from the JICA-CIEM Survey that was beyond the purview of the OECF-CIEM
Survey. The sutvey did find some enterprises tike “HH,” a manufacturer of phosphate fextilizer,
that were engaged in brilliant marketing and R&D activitics. However, these were exceplions.
Most managers and executives go back to the uniform production of the command cconomy
days, when they never had to take the risk of aclually selling their products. This finding
indicates that managers and execulives nced to consider what market competition is, how they
need to prepare for it, and what kinds of organization will be required. This is a pressing issue
for Victnamese managers and executives.

8. Organizational Structures are by Function, Management is from the Top Down

“Organizations are universally struclured according to functions, regardless of the size of the
enterprise or the complexity of its business, The director serves as the supreme and sole decision-maker
and chief exccutive officer. There are no decision-making organizations similar to the ‘board of
directors’ in Western companies. Organizational management is uniformly comunand style, with
decisions transmilted from the top down.”

*  Thisis a finding from the JICA-CIEM Survey that was beyond the purview of the OECI--CIEM
Survey, First we must point out the problems involved, both from the short- term and from the
longer-term perspectives, of organizations that are “universally structured "according to
functions” and management that is “uniformly command style, with decisions transmitted from
the top down.” Organizational structures need to evolve and adapt to enterprise growth and
changing economic conditions, while organizational management must take pains to motivate
employees and keep morale high. That cannot be done when the director is “the supreme and
sole decision-maker and chief executive officer.” Group-style teadership by multiple managers
is required. The survey’s finding that all 11 enterprises used the same uniform function-based
organizational style regardless of their size or the complexity of their business needs to be
verificd with the 200 enterprises in the OECF-CIEM Survey. More in-depth case studies will
therefore be required.

9. Plan-do-see Cycle

“Enterprises lack a plan - do - see cycte. They also lack the battery of quantitative indexes {measures
of firancial strength, production, sales performance, and indexes of activity) and the ralional
management techniques and tools that would form the basis for such a cycle. Furthermore, enterprises
have not built computerized management information systems.”

*  This is a finding from the JICA-CIEM Survey that was beyond the purview of the OECF-CIEM
Survey. What is being discussed here, however, is general business planning and management
from the medium- and long-term perspeciives, and the plan-do-see cycle, indexes, management
techniques and tools, and management information systems that would go in this. It seems
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rather hassh to demand this of Victnamese state-owaed eaterprises at this time.

10. Over-staffing, Mismatched Staffing

“Enterprises began to shed cxcess staff around 1990, but many of them stitl carry large surpluses of
unskilled workers. The food processing and apparel and textiles industries in particular have large
numbers of surp]us, unskilled, female workers, Many other industries also suffer from a serious
mismatch in staffing (surplus of unskilled workers and fack of skilled warkers, engincers, and skilled
marketing staff [including sales staf(}).

This is one of the findings of the JICA-CIEM Survey. The ORCF-CIEM Survey makes the same
point, albeit not in such specific terms: “Many state-owned enterpriscs recognize 1hat
overstaffing and mismatched staffing continue to be important challenges to their business.” Of
the 200 caterprises surveyed, 141 (70.5%) cited a lack of engineers and skilled workers as an
obstacle 1o their operations.

11. Personnel System

“Alt enterprises have well-ordered personnel system (carcer paths, rankings, evaluation systems,
salary and wage scales, and promotion systems). However, it is unclear what mechanisms are used for
gencral personnel and wage evaluations.”

This is cne of the findings of the JICA-CIEM Survey., The OECF-CIEM Survey concurs:
“workers are involved in decisions on salaries and wages, job assignments, use of after-lax
profits, hiring and firing, and housing assignments.” Disregarding the question of whether the
personnel systems are really “well-ordercd,” it can be assumed that their administration is to
some extent arbitrary, However, Vielnamese enterprises are clearly behind on the “mechanisms
for general personnel and wage evaluations.” Of the 11 enterprises studied, only one attempted
1o boost employee morale with an awards system.

12. Obsolete Facilities

“Most enterprises suffer from a serious shortage of funding which forces them to make do with out-
dated facilities and equipment. This places major constraints on production efficicncy and product
characteristics and quality.”

This is one of the findings of the JICA-CIEM Survey. We have already commented on similar
findings under Headings 2-4. The OECF-CIEM Survey also found that “outdated machinery
and equipment” (170 out of 200 enlerprises; 85.0%) was third in line among the most serious
obstacles faced by enterprises, the top two being “lack of investment capital” (188 out of 200;
94.0%) and “stiff competition in the domestic market” (172 out of 200; 86.0%). It notes that
“most fixed assets are outdated and imported from a large number of countries. Equipment
installed prior to 1975 accounts for 29% of the total; that from the 1976-1985 period, 44.8%;
and that from 1986 and beyond only 27%.” This impedes production efficiency gains and
improvements in product characteristics and quality. It is also one of the reasons why much of
the state-owned enterprise outpul remains unsotd.

13. Backwards Research and Development

“R&D and distribution funciions have yet (o be established. Research and development, in particular,
is still at the imitation level. The obsolescence of production equipment has resulted in backwards
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production technotogy and therefore backwards product technology.”
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This is one of the findings of the JICA-CIEM Survey. According to the survey, “even ‘HI' and
‘HK,” which actively upgraded to state-of-the-ant foreign production equipment and machinery,
do not have the technical capacily to research and develop new products on their own. They
admit that ‘alt of our product characteristics, specifications, and designs ar¢ imitations of
forcign products.’” This appcars 1o be truc of most enterprises, not just ‘HL” Of the 11
enterprises surveyed, only ‘111’ and *“HA’ developed and owned their own product technologics.
However, both of these enterprises are also in relatively low-tech industries or industries where
the pace of technological advance is comparatively slow.” The survey then goes on to conclude,
“Backwards product technology, particularly in high-tech industrics like industrial machinery,
should be considered a serious problem from the standpoint of global competitiveness. What is
more, if the scope of technology is widened to include computers, telecoms, and their use, then
the backwardness is even more pronounced.”
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