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The SOEs Reform Policies in Viet Nam and Their
Implementation Performance

— JICA-CIEM Project: “ Study of SOEs Reform in Viet Nam”—

Le Dang Doanh

Central Institute for Economic Management
Ministry of Planning and Investment

Tran Tien Cuong

Central Institute for Economic Management
Ministry of Planning and Investment

1.Introduction

The SOEs reforms in Viet Nam have been initiated since 1986 and are regarded as one of the key
issues of the economic reforms. The SOEs reforms have experienced a number of periods marked by
diversified measures and reform orientations. At the present, the SOEs are proven to play an important
sole in the country’s economy. Howevet, further reform of the SOEs, toward enhancing their efficiency
and applying appropriate measures for implementing policy, is found 10 be of central interest in Viet
Nam.

This research is underiaken in partial fulfillment of the study program (sub-topic 2 of the topic No. 4)
designated for SOEs reform in Viet Nam. The rescarch aims at providing a betier understanding and
detailed analysis of the main contents of the SOEs reform poticies and their related measures undertaken
during the process of economic renovation, with particular focus made on enhancing the autonomy of
SOBEs, the rearrangement and reorganization of SOEs and national corporations, financial aspects, and
the equitization of SOEs. At the same tlime, it is intended to determine the results achieved, as well as
unfulfilled issues and new problems arising from the process of application and implementation of these
policies and measures.

The study is placed within the scope of the following issues:

1) Strengthening autonomy of the SOEs, and step-by-step eliminating the direct supervision by the

state over the SOEs’ business operations.

2) Rearrangement and reorganization of the SOEs.

3) Organization and management mechanism of the general corporations.

4} Financial management of the SOEs.

5) Equitization of the SOEs.

6) Stages of SOEs reform in Viet Nam
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2,Strengthening the Autonomy of the SOEs, and Step-by-step
Eliminating the Direct Supervision by the State over the SOEs
Business Operations

2.1.Enhancing SOEs Autonomy

Since 1986, Viet Nam has embarked on a comprehensive economic reform aimed at building a multi-
sectoral commodity economy operating under the market mechanism and state management with
socialist orientation, in which SOEs reform is identified as one of the key aspects. Decision
No.217/HDBT, dated 14 November 1987, was the first legislation issued by the Government o cnforce
policics on moving the SOEs to a regime of business self-accounting and autonomy. This Decision has
been marked as a turning point with revolutionary breakthrough features in an attempt to abolish the
central planning and subsidizing mechanism, as well as 1o reaffirm initial success in management
improvement as a result of the implementation of Government decisions promulgated before 1987, After
the promulgation of Decision No. 217/HRDBT, several other policy measures have been undertaken by
the Victnamese Government to further improve the management mechanism targeting enhancement of
the SOEs autonomy. They are:

(1) With Respect to Planning

The new mechanism provides that the SOEs now are fully autonomous in preparing their long-term,
mid-term, and short-term production and business plans; determining under their own consideration
input and output schedules, based on the demand and supply principle; self-financing; self-development;
and fulfilling financial obligations to the state budget. The system of directed plan targets previously
applied to the SOEs dwindled (o 1-3, and today the State has abandoned the system of directed targets
and only maintzined some to a balance rate necessary for the circulation of some particularly important
goods to the national ecenomy (such as petroleum, gasoline, fertilizer, electricity, . . .), and of some other
goods produced undet debt agreements and in response to national reserve requirements.

‘Together with the abolition of the two-tier price policy, the change to a single-price policy leadmg 10
floating prices of almost all goods and materials, and abandonment of the price subsidies, the planned
allocation of production inputs and materials has been changed by the State to a market allocation
system. The distribution of products under centralized planning predetermined by the State recipients has
been replaced with the mechanism under which the enterprises themselves determine how much of the
inputs and at what price they need. After the abolition of the system of directed plan targets, most of the
products are priced by the enterprises themselves based on a balance between production costs and
supply-demand relations within the markets. The State’s role is at present limited o fixing ceiling prices
for a some essential goods, such as paddy and rice prices, chargfs from posts and t¢lecommunications,
transportation of rice and fertilizer from the North 10 the South, electricity, petroleum, gasoline, cement
&nd paper. Some other products or services are still provided with price subsidies from the State to
implement social policies.

Since 1988, on one hand, the allocation of capital to SOEs from the state budget has been under a
gradual cut to shift to credit loans. On the other hand, the state’s direct collection of corporate revenues
from SOEs has been replaced with tax payments as applied to other economic sectors. In April 1989, the
Council of Ministers decided to implement a system of lending interest rates uniquely applicable to all
economic sectors which may be adjusted (o the fluctuation of the market prices. By June 1992, the State
Bank of Viet Nam also made dramatic adjustments of the interest policy to secure a positive interest rate
(i.e. banking credit interest rates are in no case lower than savings interest 1ates), leveling the interest
1aies which were previously applied to different economic seciors and types of enterprises on a
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discriminatory basis. This serves as a fundamental improvement toward the oricntation of liberatization
of interest rates and capital prices and establishing a much expected equality between SOEs and other
enterprises,

in this period, economic relations have becn formed and maintained to ensure the autonomous rights of
the enferprises in their business and production activities, and to protect of their legitimate yights and
obligations and fulfillment of the obligations by the partics concerned in economic relations. In
September 1989 and October 1990, the Stale issued the Ordinance on Econoraic Contracts and
Ordinance on Economic Arbitration, respectively, to ensure appropriate implementation of economic
contracts, as well as order and discipline in the enforcement of economic laws and regulations.

{2) With Respect to Hiring by Piece Work and Leasing Systems

Al this time, despite a Jack of overall generalization and comprehensive assessment of the issue, and a
shortage of preliminary information collected from Ministries, branches and localities concernsd, the
practice and resuits of introduction of both piece work and leasing in a number of specific sectors may be
cullined as follows:

1) In agriculture

Up to now, approximately 70% of the total SOEs operating in our agricultural sector have made a
package assignment of husbandry, growing and harvesting crops and breeding products to their
individual houscholds. The assigned houscholds are committed to be self-responsible for capital
mobilization or borrowing from cither enterprises or banks to invest in their own production activities.
Afier each production cycle, cach of these houscholds or individuals are required to make payments to
the eaterprises in the form of tax on the use of agricultural land, social security contributions,
depreciation, administrative costs and principal and interest thereof under loan agreements (if any). In
addition, agricultural enterprises also hold bidding for planiation cultivation and aqua-cultural breeding.
Successful bidders must be the most experienced and financially capable people, who are awarded
management of a considerably large area of gardens and water surface for aqua-cultural breeding, as
well as laborers working in this arca, Enterprises are, in their turn, liable to assist (e.g., by providing
credit) the contractor with mobilizing a sufficient amount of capital, supervising and making prompt and
appropriate adjustment of any unreasonabilily in the relationship between the contractor and histher
employecs.

2) In motor- and water -way {ransport

Since 1988, various forms of piece work have been introduced to a number of transport enterprises,
which have dramatically expanded to almost all motor transport enterprises by 1994. Diversified forms
of piece-work currently applied in transport include those made on the basis of fuel consumption,
individual shipment, combination between piecework and bidding, business and production results, and
repair and replacements of spare parts. It is worthy to note that piece work applied in transportation is
normally assigned with each driver being requested to make a deposit as collateral for his motor vehicle,
and to pay from his own pocket for any subsequent repair of the vehicle. By 1995, the total deposits
made by drivers to the motor transport SOEs owned by the central Goverament have amounted to VND
23,654 mill.

Meanwhile, leasing is found to be mainly introduced in water-way transport in the form of wet-lease
(i.e. leasing of both means of transport and technicians to operated them). According o a recent report
released by the Ministry of Transport and Communication, incomes from such a form of leasing
accounted for roughly 5% of the total turnover of the entire industry.
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3) In trade

In accordance with the report submitted by the Ministiy of Trade, most SOES engaging in commercial
activities ate applying piecework based mechanisms of various forms with reference 1o tusnover,
opérating costs, profits, wages, ¢lc., or a combination between bidding and piece work. Together with the
introduction of such a scheme, 1easing of assets and other business facilities such as shops, warchouses,
and number of processing establishments are also exploited. Recently, the hiring of management
companics has become popular in the areas of hotels, tourism and service businesses.

The introduction of piecework and leasing mechanisms over the past period has made certain positive
effects in assisting SOEs to overcome numerous hardships in the transitional period, and at the same
lime, helped to maintain the State’s ownership over the assets. Many enterprises applying piece work-
based mechanisms have managed 1o maintain a telatively high growth rate and to improve their service
quality. As a result, employees have enjoyed better and more stable carnings compared with those in the
past. However, results from the piece work survey revealed that a considerably large number of
enterprises in this sector “totally entrust” or “lease out for tax collection” their assets, i.c., the
management abandons its supervisory responsibility or loosens iis administeative funciion over
operations which have been causing serious losses to State property and capital. The fact reveals that
there is an urgent need to carry out a study, review practices, and draw from that necessary lessons and
the basis of what to issue specific regulations governing piece work and leasing activities, as well as to
determine the rights and obligations of each party in such transactions in conformity with specific types
of mechanisms 10 ensure state control over the objectives of the enterprises, management efficiency,
improvement of business and production results, that would allow an increase of employees® incomes,
and the preservation and development of the state’s capital in SOEs.

(3) With Respect to the Recruitment of Laboreyrs and Personnel

After the issue of Decision No. 217-HDBT, an important step taken in this area was the abolition of
the unreasonable, direct, intervention by higher authorities over enlerprises either in terms of labor
planning, numbet of employees, or locality for recruitment. The lifetime recruitment of laborers to the
permanent State staff has been replaced with labor contracts, Directors, as the representalives of
enterprises, are authorized to take appropriate forms, methods, and measures to organize and manage
their employess, including selection and recruitment, appointment, skill training and retraining, agreeing
on payment and bonuses, or enforcing discipline (not excluding dismissal and termination of the
contracts), according to the Labor Code. The enterprise’s obligations and responsibilities to its
employees are based on the provisions stipulated in the 1abor contracts and the labor collective agreement.
This helps to create favorable conditions for the SOEs in establishing their relations with the laborers in
response (o various requirements of the market mechanism and their actuat demands and capabilitics. At
the same time, this has brought about positive effects to labor management, tightened working discipline,
and increased the labor productivity in the SOEs.

(4) With Respect to Wages

At the initial stage, the Statz has taken contro! only over minimum wages and does not limit maximum
incomes. The employees are paid based on their productivity, business results, and efficiency of the
enterprise. After some period of policy implementation, the practices have indicated that there are
considerably large discrepancies in the income distribution between enterprises of the same commodity
sector, berween branches and regions, and particularly between monopolistic enterprises and ones who
function in competitive conditions. Therefore, since March 1997, the State has specified the ceiling wage
level that gives the basis for the enterprises to calculate their unit wage costs and restricts average wages
in monopolistic enterprises. For them, the State has also determined the wage unit cost. The SOEs may
take initiatives in selecting appropriate forms of payment, specific wage amounts, and bonuses to their



employecs. The State has been making gradual cuts and abandoning most subsidics to laborers, such as
price, housing, travel, subsidies, medical insurance, retirement benefits, training costs, ¢tc., which are
presently provided by enterprises to the extent their capabilitics and budgets allow.

(5} With Respect to Imports and Exports

Enterprises are encouraged to promote their export production and processing activities, provided that
several conditions are satisfied before the enterprises may engage in direct import and export activities.
The conditions include: sufficient quantity and stabte supply of export products, and number of qualificd
staff having sufficient experience in import and export transactions. Export processing enterprises are
allowed direct access to the international markels; to borrow, buy, or sell foreign currencies in
commercial banks; 1o call for shareholding capitals, to obtain foreign loans for their production of export
goods according to priaciple of self-responsibility, self-financing and fulfillment of financial obligations
to the state budget. The State has reduced the scope of export activitics in quotas and assigned the
ticensing per shipment to loca! authorities and branches concerned. Measures underiaken in combination
with the abolition of foreign currency concentration, liberalization of exchange rates, and adjustment of
the exchange rates between VND and USD, have paved the way and offered the SOEs a golden
opportunity to increasc their imporis and exports, and ¢phance the compelitive edges of Vietnamese
goods and products in international markets. However, the conditions required for getting export and
import licenses can be considered as barriers to small and medivm enterprises entering the export and
import market and as restrictions on the compctition among domestic enterprises.

(6) With Respect to Economic Cooperation and Establishment of Joint Ventures

Expanded rights have been granted to SOEs for making capital contributions with, or mobilizing
capital from, other domestic economic sectors and foreign companies to improve business and
production performance. Joinl venture enterprises can be set up on the basis of voluntary capital
contributions betwesn economic units and operate on the principle of avionomy in accordance with the
taws of Viet Nam. The SOEs are also entitled to call for additional capital from the private sector with a
fixed duration of repayment that may be agreed upon in the contract by the capital contributors and the
directors of the enterprises. The SOEs for their part, are obliged to repay both the principal and interests
of the contributed capital amount under the terms and conditions of the signed contracts.

The enterprises have the right to take initiatives 10 enter into econpomic cooperative relationships with
business and production establishments or with scientific and research institutions. These economic
relations may take various forms depending on the acfual production and business needs of the
participants. For example, association of manufacturers and distributors, product grouping, group of
satellites, industrial or regional council of manufacturers, union of exporters, . . . The members of such
economi¢ groupings must be legal entitics, and it is provided that their juridical person stalus and
autonomous rights will not be affected, and their obligations to the State or other contractual liabilities
will not be exempted or reduced.

2.2.Gradually Eliminating the Direct State Supervision over SOEs Operations
through the Ministries Concerned, and Decentralization of Execution of State
Ownership of SOEs

The strengthening of the autonomous rights of SOFs will necessarily reduce administrative
intervention by the relevant state bodies into the SOES” operations. Dectes No.196/HDBT {dated 11
December 1989) and Decree No.15/CP (dated 2 March 1993) have re-determined the functions, powers
and responsibilities of the minisiries in their performance of stale management over economic activities.
According to the provisions of these Decrees, the managerial functions of the ministries are reduced to
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only 4 arcas, ramely: making decisions on establishment, scparation, merger and dissolution of the
SOEs; assignment of the rights to use capital and assets 1o SOEs; appointment of directors and vice-
directors of the enterpriscs; and supervision of the business and production activities of the enterprises.

The Law on SOEs (1995) has been regarded as very important evidence of the efforts made towards
enhancing the SOEs® autonomy in doing business, as well as increasing control necessary to ensure the
rights of the State as an owner of the enterpriscs.

The Law on SOEs has not only reconfirmed the autonomous rights designated to SOEs in the current
legislation, but has also created additional incentives to the enterprises; specifically, profit-oriented
enterprises today have rights in the use of and management over capital, land, natural, and other
1esources designated to them by the State; also, they have rights of transfer, rent, collateral, or morigage
of the assets under their management (except those which require special permits from relevant
competent government agencies). According to Article 6, 7, 8 of the Law on SOEs, the SOEs have rights
in making decisions about determining the size and profile of their business; on entering joint ventures
and other forms of economic cooperation and/or contributing their share to other business establishments
in accordance with law provisions; they are fully autonomous in determining management structure,
business organization, technotogical innovation and improvement; and in capital mobilization, provided
that this does not cause any change in ownership; SOEs are entitled to issue security bonds. Meanwhile,
in order to reduce supply or contribution by individuals, organizations, or agencies, of capital and other
assets which would negatively affect performance of the SOEs, the SOEs are entitled 10 make a claim to
and'or reject requirements by any individual, agency or organization to supply goods and services
beyond their duties.

Non-profit SOEs can enjoy more limited rights and responsibilities compared with profit-oriented ones.
Particutarly, non-profit SOEs have rights to transferring, renting, giving collateral or morigage of the
assets assigned to them by the State; furthermore they are entitled to invest, call for an additional
invesiment, participate in joint ventures, and economic cooperation contracts, if this is authorized by the
relevant competent agencies; also, the enterprises are obliged to use efficiently the capital and assets
assigned 10 them by the State in order to supply goods and services 1o the recipients with the price charge,
or fee determined by the State.

In order to enhance the SOEs” autonomy, gradually eliminate the State’s direct intervention in the
enterprises” business operations, and maintain an efficient control of the State as an owner over their
Tunctions, the Law on SOEs has clearly specified various functions of the Government, ministries, and
provincial People’s Committees as the representatives of the owner and as slate governance bodics in
respect to SOEs. The owner’s rights are either directly exercised by the central Government or delegated
to the ministries, provincial People’s Committees, or the enterprises’ Board of Directors. The rights of
the State as an owner include decisions on a variety of important issues such as: determination of an
enterprise’s category (profit-oriented or non-profit), development strategy and long-term development
plan; changes in objectives or legal status of the SOEs, such as establishment, merger, separation,
reorganization, dissolution or change of ownership; appointment, dismissat, reward or punishment of the
SOEs’ personnel, in particular of the management staff; decisions on financing, assigning the State’s
capital, investing, entering into economic coaperation contracts, expanding/limiting capital coniribution
amounts, major assets transferring if this affecis the enterprises’ production process; approval of plans
for capital mobilization or capital contribution; joint-venture major management standards and norms;
after-tax income distribution and investment plan; control and supervision activitics to be undertaken in
order 10 attain determined objectives and to fulfill obligations assigned to SOEs by the State.

Since 1995, the Ministry of Finance has been authorized to be responsible for management of the
state-owned capital and assets in SOEs, in order to attain the goal of decentralization. The financial
departments in line ministries nowadays execute stale governance functions instead. The systemn of the
state bodics being responsible for management of slate-owned capital and assets in central and local
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enterprises has been set up to maintain and strengthen @ uniform control over the propertics.
Establishment of national corporations independent from the Ministries or branches aims at a gradual
elimination of direct state direct intervention into the SOES’ operational activitics, which previously had
been widely practiced via line ministries and other administrative bodies.

The abotition of the direct state supervision by the relevant ministries is not only a must, but also
request of the times. It is important to note, however, that this aims only to climinate unreasonable
administrative intervention by the State into the SOEs” opetations, to enhance the autopomous rights of
the enterprises, and at the same time strengthen the protection of State rights as owner of wholly SOEs or
state-owned shares in joint-venture enterprises.

23.Problems and Shortcomings Arising in SOEs Reform Aiming at
Enhancement of the Enterprises’ Autonomy and Eliminating Direct State
Supervision of their Operations

On one hand, enhanced autonomy of SOEs may lead t0 an increase of the enterprises’ initiatives and
stimuli 1o 1abors, but on the other hand, this may cause a decline in State control over the enterprises’
activities, especially in control over production, management, and other operational costs, which in turn
may lead 10 a misuse of the rights by the enterprises in order to unreasonably increase their production
costs, causing a loss to the State. Furthermore, a shift from the former centralized financial regime,
where enterprises’ balance sheeis were approved directy by the State, to implementation of new a
accounting and auditing system has not yet helped to end the problem, because of low capacity and
inefficiency within the accounting and auditing bodics themselves. A lack of sufficient theoretical
background for the concept of maintenance and development of State-owned capital and assets also adds
to the issuc: duties and responsibilities of enterprises (themselves and their directors) have been not
clearly spexified. Moreover, involvement of too many government bodies (such as financial department,
tax agency, police, inspection and control agencies, . . .} into supervision of the enterprises” financial
activities actually leads to significant restriction of the enterprises’ autonomy.

Although, theoretically, the SOEs today are given larger autonomy in wvarious areas such as
employment contracts, abor recruitment, wages and bonusses, in fact the enterprises are still facing a
aumber of constraints and pressures: unemployment, the problem of laid-off workers, and other social
welfare distribution issues, which has made it difficult for them to fire inefficient employees or to pay
higher wages to the enterprises’ workers and staff. Also, the autonomy given aliows the differcnt pay-off
rates implemented in the SOEs of different ministries or branches having ¢ither a monopoly or
comparative advantages. An efficient solution to the inequality problem caused by this has not yet becn
found by the State. 7 ,

The enhanced antonomy presently obtained by SOEs has been not accompanicd by State obligations
in respect to SOEs that would ensure fair and equal “rules of the game” for the SOEs, functioning,
especially in obfaining necessary capital resources. Presently, SOEs in Viet Nam generafly have a big
shortage of capilal investment, and what is more important, the ratio of capital allocated by the Siate is
different from one enterprise to another, which finally leads to dissimilar performance among the SOEs.
In the SOEs’ performance assessment, however, this practice has often been neglected. As a consequence,
this causes negative effects on the SOEs, with disadvantages in obtaining State support.

In realization of the policy on gradual elimination of direct supervision by the State over the SOEs’
business operation, several general corporations have been established under Decision 91-TTg, which is
supposed to be free administratively from direct supervision of the respective line ministries or provincial
People’s Committees, and directy accountable to the Central Government. Operationafly, however, these
corporations still have a great need for guidance, supporl, and consuliancy from line and functional
ministries. Therefore, they usually keep in direct contact with the ministries and government agencies;
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this, in turn, leads to creation of some new “focus points™ and a complicated administrative relationship.
At the present, 1his 1o a unique style of management is regarded to be the corporations request of time in
order to simplify administrative procedures and 1o help the central government in monitoring and
cvaluating business activities of the corporations. However, a workable solution to the prablem has still
not been found yet.

One of the main contents of the policy on enhancing SOEs’ autonomy as stipulated in the Law on
SOE:s is the right of SOEs to voluntarily join general corporations. But in reality, the SOEs are usually
integrated by the State into members of corporations, i.c., administratively acoountable to and directly
regulated by corporations in terms of capital allocations, planning, marketing, and other issues. To a
certain extent, this leads 10 some restrictions in the autonomy of the member-enterprises. What is more,
the exisling regulations on general corporation have nol yet opened an opportunity for the member
enlerprises’ economic coopetation through mutual direct investment forms that would significam]y
increase their real production capacity.

Theoretical definition and practical distinction between the nghts of SOEs as economic lcgat entities
and the rights of the State as an owner, as well as appropriate delegation of the rights to concerned
organizations and agencies is considered to be the most important issuc arising in implementation of the
policy on cnhancing the SOEs’ autonoray and abolishing the barriers created by the former direct
supervision regime. Although today many debates and discussions have been held about the question, a
satisfying answer is still not found in practice. For example, some rights of the State as an owner have
been stipulated in the Law on SOEs, but exccution of the provisions vsually encounters 2 number of
difficulties, especiaily in an attempt 10 decentralize these rights and to abolish contradictions between the
two objectives: (i) to reduce eentralism of the current management system in order to gradually eliminate
the State’s disect intervention into business operation of the enterprises and, (ii) to overcome the
consequences of dispersal of operational management functions in the line and functional ministries. One
of the most critical problems arising after concentration to the Minisiry of Finance of the functions of
management over the SOEs” capital and assets is the need for coordination of activities between the line
ministries/provincial People’s Committees and the Ministry of Finance.

Another significant barrier to elimination of the State’s direct supervision and enhancing the SOEs’
autonomy is clearly revealed in the lack of “real” rights of SOEs in making decisions on several
important problems, such as investments, joint ventures, capital contributions, purchases, sales or
liquidations of important asscts, etc. So far, decisions on these issues are in fact within the
responsibilities of ministries or government agencies. ,

R is important to note that the enhanced autonomy of the SOEs is not accompanied correspondingfy
by changes in obligations and incentive systems of both SOEs and management apparatus, More
specifically, while the SOEs” autonomous rights have been significantly increased {though there are still
some limitations), the system of stimuli to the SOEs and their management as welt as their
responsibilities for risk and other market-based uncertainties are not clearly defined. This may be
obvious from the fact that some SOEs are bankrupt, but aré still supported and maintained by the State
through debt rescheduling measures. At present, the SOEs’ business activities are carried out using
credit with markel-based interest rates, but the amount deducted from after-tax income to be added to
state-owned capital in SOEs is much larger nowadays than some years ago (50% compared with 35%
before). Moreover, business tisk and capital and/or assets” loss associated with risk are not regarded as
acceptable for SOEs; thus, some regulations are still held by the State on measures for risk reduction,
which in fact are restrictions of SOFS’ autonomy.
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3.Rearrangement and Reorganisation of the SOEs

3.1.With Respect to Decree No. 388/HDBT

In order to implement the policy of rearrangement and reorganization of the SOEs, on 20 November
1991, the Council of Ministers (preseatly the Goverrsnent) promulgated Decree No.388/HDBT, issuing
the regulation on establishment and dissolution of SOEs. Based on this key legistation, other functional
stale bodics, such as the State Planning Commitice (presently the Ministry of Planning and Investment),
Minisiry of Finance, Statc Bank of Viet Nam, and the Ministry of Labor, War Invalids and Social
Alffairs have issued many cizculars providing guidelines on the implementation of Decree No.
338/HDBT. At the same time, branches and local authorities also sped up the implementation of the
Decree as a crucial step toward the rearranging, reorganizing, and improving the performance of the
SOEs. This is actually a sensitive and complex issue which may cause unpredictable socio-economic
consequences, and hence requires swift but appropriate steps with a view to avoiding possible obstacles
or impediments to the production and business operations of the enterprises and overcoming weakness of
the state sector in a market economy.

In an attempt to bring Decree No.388/HDBT into full play, line ministries, localities, and SOEs have
revicwed business functions within their units in order to lay a foundation for proper reorganization of
the enterprises in conformity with their assigned tasks and functions, to ensure both enhancement of the
autonomy of SOEs in their business and production activities, and appropriate state control and
supervision at the same time. The objectives of the review process are: the production and business
factors such as market, technology, capital, organizational structure, tabor, management staff; the
criferia for the review are: financial status of the enterprises, status quo of fixed assets and working
capital, profits and losses, inventory, corporate debis, compliance with financial and accounting
principles and statistics regime, capability to indicate shorifalls, and working out suitable solutions.
Through the review, the SOEs may have a better understanding of their current state of affairs and take
initiatives in preparing business plans under the new management mechanism on one hand, and the state
‘governance bodies may strengthen their contro! over the performance of the State sector, which has been
loosened for a long pesiod of time, on the other hand. Especially, this rearrangement and reorganization
of enterprises has helped to restore a necessary order in development planning in some industries, such as
export and import, construclion (site investigation and designing), exploitation of natural resources,
wood processing. primting and publishing, etc.

After 4 vears of implementation of the policy on rearrangement and reorganization of the SOEs, there
have been significant changes in the state sector,

The number of SOEs has been sharply reduced from 12,296 enterprises in 1939-1990 1o 5,962 re-
established SOEs by the end of 1995 making a dramatic fall of 51.5%. 1,953 enterprises are under direct
managemsent of ministries and agencies of the central Government, 2,000 SOEs have been dissolved or
equitized and other 4,000 SOEs are reorganized or merged into larger enterprises.

The average capital of each of the enterprises stands at approximately VIND 8 billion, making an
increase in VND $ biltion compared with that prior to rearrangement. There is also an impressive change
in the capital structure of the enterprises, marked by a considerable increase in self-accumulated capital.
By early 1995, the self-accumulated capital of the SOEs accounted for 21.32% of their total capital.

Working capital has grown by an average of 29.0% in 1991-1994, in which the self-accumulated
capital and loans have amounted up to 18% and 48% respectively. It is noteworthy, however, that
production emerprises, especially industrial ones, have been recorded with a lower increase of capilal
and limited access to loans. Meanwhile, areas where capital is reported to grow at a higher rate are the
trade and services sectors, with an yearly average increase of 319, in which the self-accumulated capital
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is up 1o 30.3%; loan capital by 33.8%; and construction tanked the second highest with a 30.7% increase
in capital.

A significant reduction in the number of the SOEs has not been accompanied by a corresponding drop
in the number of employees. The total number of employees was 1,827 million in 1991; 1,742 mitlion in
1994 and 1,513 million in 1995; of which up to 840,000 employees have been working in the enterprises
under the central management making up 55.5% of the total labor, while the remaining 44.5% or
673,000 laborers are employed by the tocal enterprises.

Collections to the state budgei through taxes and fees paid by the SOEs have also rapidly increased:
142.7% in 1992 compared with that of 1991; 154.1% in 1993 compared with 1992; 146.8% in 1994
compared with 1993 and 122.8% in 1995 compared with 1994.

The total revenue from profit 1ax to the State budget soared four times durmg the 1991-1995 period.
The rate of payment to the state budget from the total turnover was 13.36% and 15.814%, in 1990 and
1994, sespectively. ,

Despite modest efficiency of capital utilization, this indicator has gradually improved year after year.
The rate of realized profits to revenues increased from 3.619% in 1990 to 4.98% in 1994, during which
the centrally managed SOEs recorded a better increase from 4.86% to 7.2%. By 1995, one VND of
capital yiclded VND 3.4 of turnover and VND 0.19 of profit. In a number of SOEs, the rate of net profit
over the working capital was reported to be between 0.28 t0 0.32. At the same (ime, the number of loss-
making SOEs was sharply reduced from 21.7% in 1999, 1o only 16.5% in 1994, and 10% in 1995.

3.2.The Decisions 90-TTg and 91-TTg

Following Decree 388-HDBT, 10 continug the re-organization of SOEs, the Prime Minister decided on
the promulgation of Decisions 90/TTg and 91/TTg (dated March 7, 1994) on a further re-organization
of SOEs and performing the pitot cstablishment of business cerporations.

The re-organization of SOEs by Decisions 90/TTg and 91/TTg has been undertaken on the basis of
decided master plans for the development of the national economy, and plans for industrial and regional
development in combination with market principles. These decisions were aimed at carefully examining
the possibility of establishment of new SOEs in particularly important scctors and industries, where
non-state enterprises have not been interested.

Reorganization takes place also in already existing General corporations, what implies that only really
effective corporations can be maintained, while others would be either re-structured or closed down.

So far, 150 formerly formed general corporations and unions of enterprises have been re-organized
and formed as so-called general corporations under Decision 90/TTg and Decision 91-TTg. By the end
of 1996, the Prime Minister had made decisions on the establishment of 82 corporations-general by
Decisions 90-TTg and 91 TTg. of which 64 General-compositions under Decision 90-TTg and 18
General-corporations under Decision 91-TTg. The legal documents for the establishment of general
corporations by Decision %0/TTg has provided the list of SOEs which have agreed upon joining general
corporations as member-enterprises. However, many enterprises which had been effectively functioning
stilf did not wish to join as members of the establishment.

It was found that more than S0 formerly formed general corporations and unions of enterprises did not
meet the requirements to be general corporations under Decision 90/TTg. These general-corporations
and unions were transformed into SOEs. Adininistrative divisions of general corporations and unions
could also be transformed into SOEs, merged to other SOEs, or shut down. Corporations which can be
operate by the model determined by Decision 91/TTg inctude large scale SOEs, comprised of many
member-enterprises having close cooperative relationships in terms of capital and exercising a multi-
fevel accounting system (e.g., a holding company with subsidiary enterprises). Establishment of such
corporations aims at oblaining more capital/funds, technology, and information to become more
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competitive in the markeiplace. These corporations are of relatively large scale, and thus are able to
engage in different forms of business. They are also allowed to form financial companies for mobilizing
funds, and distributing funds for the development and expansion of their business.

By the end of 1996, the Prime Minister also made a new decision on ¢stablishment of 18 corperations
under Decision 91-TTg. They are: Viet Nam Power Corporation, Viet Nam Ceal Corporation, Viet Nam
Cement Corporation, Viet Nam Steel Corporation, Viet Nam Gem, Gold and Precious Stone
Corporation, Viet Nam Petroleum Corporation, Viet Nam Post and Communication Corporation, Viet
Nam Airline Corporation, Viet Nam Maring Corporation, Viet Nam Textile-Garment Corporation, Viet
Nam Tobacco Corporation, Viet Nam Paper Corporation, Viet Nam Rubber Corporation, Viet Nam
Coffee Corporation, Northern Food-Stuff Corporation, Southern Food-Stueff Corporation, Vit Nam
Chemical Corporation, Viel Nam Steamship Cerporation.

Among 18 established corporations, 17 corporations (except Viet Nam Gem, Gold and Precious Stone
Corporation) have still been operating as the old-type general corporations or unions of enterprises for a
certain period of time, After reorganization, some of them become more effective. However, they are
confronted with a lot of problems, particularly those derived from the situation that there have not yet
been respective by-laws and regulations that would allow timely introduction of the Decisions. First of
all, the regulations determining relationships between corporations and the Board of Management, or
selationships between corporations and the concerned ministrics, branches, government agencies and
local authorities. Because of the above-mentioned reasons, some independently-accounting member
enterprises are now applying for separation from the corporations. Therefore, it is appropriate to make a
review of the principle of voluntary participation stipulated in the Article 7-1-d of the Law on SOEs.

3.3.The Decision 500-TTg

On August 25, 1995, Decision 500-TTg “On the Urgent Reorganization and Rearrangement of
SOEs” was issued by the Prime Minister.

The purposes of re-organization and rearrangement of SOEs are: to have the SOEs operate and
funciion in compliance with the Law af SOEs, gradually abolish unreasonable interventions by line
ministries and administrative bodies into operational aspects of SOEs, and to make a siep towards
elimination of the situation where many SOEs are manufacturing the same products, located within the
same region, but under the management of different local authorities, government agencies or minisiriss,
especially those in construction and engineering.

Those SOEs which have been re-organized under Decrec 388-HDBT are functioning well and
satisfying the requirements set in industrial and regional development plans, will be allowed (o remain
the same.

Re-established SOEs under Decree 388-HDBT, but still ineffective or of small scale, shall be
reorganized by means of merging into each other or with other bigger enterprises for better performance,
or joining to form bigger SOEs having their own Boards of Directors.

Locally managed SOEs could join centraily managed nation-wide general corporations if this is found
{0 be necessary. On the other hand, those who are found unnccessary (o be maintained under
management of the line ministry may be transferred to local authority in the reorganization process at
both local and regional levels.

The Decision 500/TTg requires a clear-cut classification between SOEs who are to serve public
wlilities (non-profit SOES) and profit-oriented SOFs. SOEs standing in between (functioning not for
profit only) may be put under careful review o decide whether they may be transmitted to a group of
non-profit SOEs or not. Up to June 31,1997, there have been about 200 non-profit SOEs already
established. Furthermore, it is estimated that, {0 the end of 1997, about 100 non-profit local and
ministeriai SOEs will be set up. Line ministries and Jocal authorities shall make the list of SOEs which
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are subjoct to cquitization and implementation of Decree 28-CP. SOEs which have not been restructured
by Decree 388-HDBT shall be reorganized or closed down.

Reorganization of the SOEs under Decision 500/TTg has an effect first and foremost on the
enterprises” sizes. Specifically, after reorganization in the Ministry of Industry, Ministry of Agriculture
and Rural Development, Ministty of Construction, Ministry of Transport, and in some 23
provinces/cities, the number of small-sized SOEs has decreased, white the number of SOEs having more
than VND 3 bil. capital and 300 employees has largely increased. Among them, the SOEs with VND 10
bil. capital and 1000 laborers are marked with the largest increase rate.

However, SOEs having capital less than VND 1 bil. stilt account for a relatively large share (35%) of
the total number of SOEs. Among them, 19% are SOEs with capital amounting to less than VND 500
mil. Specifically, in 23 provinces, SOEs with capital of less than VND 500 mit. account for about 25%
of the total number of local SOEs, and SOEs having less than 100 employces account for 46%.

Table 1 Change in SQEs' sizes (1996 compared with 1995) (%)

Classification: 1996 relative to 1995
1) by size of business capital
Up to VND 500 mil. 87.52
From VND 500 mil. to § bil. 88.78
From VND 1 bil. to 3 bil. 96.09
From 3 bil. to 5 bil. 116.30
From 5 bil. to 10 bil. 112,80
More than VIND 10 bil. 125.51
11} by number of employees
Up to 100 lzborers 92.51
From 100 to 303 99.16
From 300 to 500 167.34
From 500 to 1000 109.84
More thaa 1000 laborers 123.53
3.4.The Decree 50-CP

To implement the Law of SOEs, the Government decided to promulgate Decree SO/CP, dated 28
August 1996 “On the Establishment, Reorganization, Closing Down and Bankruptcy of SOEs,” and
Decree 38/CP dated Apri} 28,1997, containing some amendments and corrections to Decree 50/CP. In
addition, a Circular No.08 BKH/DN, dated June 11,1997, on “Instructions for Implementation of the
Decree S50/CP and Decree 38/CP” were issued by the Ministry of Planning and Investment.

Under the Decree, some seciors, areas, and indusiries are given priority in establishment of SOEs.
They are those developments which would promote the gmmh of a multi-sector economy. The Decree
also specifies that the minimum charter capilal level of a SOE at its formation can not be lower than the
legal capital level defined for the sector in which the SOE will be operating.

There some changes and amendments stipulated in the Law on SOFEs and related regulations
procedures o ¢stablishment of an SOE under considerations, specifically:

1) Only the Prime Minister, a respective line Minister, or a Chairman of relevant provincial People’s

Committee can make a decision on establishment of an SOE.

2) Proponents of establishment of an SOE may be a line Minister, a Chairman of a relevant

provincial People’s Committee or of 2 Board of Directors, or a chairman of a Disirict People’s

Committee (for non-profit SOEs), or a head of a scientific research institution, a director/rector of a

university, college, vocational training school, ete. . . (for SOEs which are under the management of

these institutions).

3) The project/plan for establishment of a SOE may be examined specifically by:
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*  The Prime Minister, if this is a plan for a general corporation, an enterprise directly serving
defense and national security purposcs, an enterprise having charter capital at the momeznt of
its ¢stablishment equal to the total investment of a project in group A (as provided in Decree
42-CP dated 16 July 1996).

*  Minister of Planning and Investment, if this is a project on cstablishment of an autonomous
business enterprise having a charter capital equal to the total investment of a project in group B
{as provided in the Decree 42/CP dated 16 July 1996)

*  As soon as the examination and consideration of the establishment plan is done, and being
informed of the agreement on the establishment, the relevant examiner, who is decided by the
examination commission, signs the establishment decision of the SOE concerned.

After approval of the project/plan by the examiner, the project will be reviewed by the Project
Appraisal Council, and if {t is proven to satisfy the necessary requircments, a decision on establishment
of the SOE will be signed by the competent person.

The revision of the procedures on SOE establishment which would soon put the Law on SOEs into
practice is an urgent request by ministries, local authorities and grassroots institutions. However, it is
very important 1o emphasize that the provisions on SOE establishment procedures should be made in
such a way that they would inherit positive and appropriate practices experienced in the past, and would
not cause any disorder that may negatively affect the operations of SOEs. These provisions should not,
al the same time, be so complicated as so cause disturbances and problems for an SOE.

4.0rganization and Management Mechanism of the General
Corporations

4.1.The Process of Reform of Unions of Enterprises and General Corporations
before 1994

General corporations and unions of enterprises were firsi formed in Viet Nam in 1978 by Decree
302/CP of the Government, dated from December 1, 1978, This implics a closed-end model including all
activities and operations from input supply, output delivery, services provision, R & D activities, and
training, and highly centralized in terms of planning, financial, and organizational activities, as well as
personnel issues and resources aljocation among member-enterprises in an effort to fulfill state-decided
and top-down assigned targets,

This mode} of business and management organization helped 1o concentrate resources for the
fulfiliment of core, planned targets. However, it was bulky in terms of organization, over-staffed,
inzffective, inefficient, and too rigid to adapt to a market mechanism. Therefore, as s00n as ¢nterprises
were given more aulonomy, as provided by Decision 217/HDBT, the geperal corporations had to
undertake re-organization by Decree 27/HDBT, dated March 22, 1989, on enhancing autonomy 1o
general corporations and member-enterprises for better performance and efficiency.

Decree 27/ HDBT classified vnions of enterprises into twe groups. First, those which are in special
areas, like airlines, railways, energy, post and communications, and industrics, are to maintain a
centrally-managed accounting system (it is often called as Hard Unions); and the second, veluntary
unions (or soft unions), which are to maintain a uniform accounting system,

There have been slight changes in the organizational structure of special nions in comparison with
general corporations and old style unions. These unions still exercise direct supervision and management
over resources allocation and investments, and have still carried out the duty of the “focus poinls” in
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coordination with economic cooperative activities, joint ventures, developing and implementing specific
business plans, as well as general development strategies of the union. However, there have been
dramatic changes in the way these unions do business: improved quality of services supplied, more
management delegation, and decentralization between the general corporations and member-enterprises.
As a result, the performance of both becomes better.

Major changes taking place in voluntary unions in comparison 1o the old ones, particularly:

*  Enterprises have joined the union in voluntasily. Those who do not wish to join may be separated
into independent enterprises.

*  The highest body to manage the union is the Board of Directors, comprised of direciors of
member-enterprises. The chairman of the union is clected by the Board. The Board works and
makes decisions on the principle of collective agreement and majority of votes.

*  Delegation of more autonomy in doing business to member-enterprises. The regulations on
management of industrial State-Owned Enterprises have stipulated that the member-enterprises
can be independent in various activities such as marketing, business planning, seeking other
sources of funds, entering business contracts with outside partners, purchasing inputs, selling
outpuls, sharing profits, etc.

The power of unions has declined. They have limited power in working out long-term development
strategics and plans, making a summary of results of yearly plans implementation, making financial
accounting statements, and undertaking R&D, as well as training activities.

During the process of re-organization and rearrangement of SOEs by Decree 388/HDBT in 1991,
most enterprises’ unions nearly came to collapse. Many locally managed SOEs were shut down to form
independent SOEs. Only some unions in light and food-processing industries, or in agriculture, who
broke down to form smaller vnions and engaged in direct business activities like import-export could
survive. Others got in trouble and have been unable to monitor the operations of member-enterprises.

In this situation, the State had to decide on the reorganization and rearrangement of the unions of
enterprises into staie-owned corporations by Decisions 90/TTg and 91/TTg.

4.2.The Objectives of the Establishment of State Corporations by Decisions
90/TTg and 91/TTg; and Distinction between Corporations under Decision
90/TTg and the Ones Established under Decision 91/TTg

1) The Objectives of Establishment of the State Corporations are as follows:

* o create conditions for accelerating concenlration, accumulation of capital and development;

= 1o increase their competiliveness in regional and international markets, and atiract foreign
pariners and investors into Viet Nany,

=  to implement the policy of gradual elimination of direct intervention by the line ministry; and

* 1o graduvally remove the discrepancies between cenurally-managed and locally-managed
enterprises, and strengthen the economic linkage and integration between SOEs and business
enterprises in other economic sectors.

2) Distinction between Corporations under Decision 90/TTg and the Ones Established under Decision

91/TTg:

*  Corporations governed by Decision No.91/TTg are established in a number of key industries and
areas, while corporations under Decision No.90/TTg are incorporated in ministries, branches or
provinces, under the decision of line ministries and provincial People’s Committecs authorized by
the Central Government.

*  Corporations governed by Decision No.91/TTg are subject to management by the Central
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Government, while Corporations governed by Decision No.90/TTg arc administered by line
ministries or provincial People’s Committees concerned.

*  Corporations under Decision 91/TTg have 2 minimum legal capitat level at VND 1,000 bill. and
al leasy 7 member-enterprises, while the corporations under Decision 90/TTg nced only VND 500
bill. and 5 member-enterpriscs.

= Corporations under Decision 91/TTg have in their organizational structure a financial company
as one of their members, but the corporations under Decision 90/TTg have no such institution.

in addition, both categories of corporations are reguired fo follow the same model of the State-owned
corporations as stipulated in Decree No.39/CP issued by the Government.

4.3.The Organization and Management Mechanism of State Corporations under
Decisions 90/TTg and 91/TTg

(1) The Organizational Structure of State Corporations

The organizational structure of a state corporation is comprised of:

»  the Board of Directors, which is management for all operations of the corporation. The Board
may be a group of five to seven experts;

» the General Direcior, a chief executive of the corporation, who is to put into praclice the
decisions and regulations of the Board of Directors. He may have several deputies in charge of
different areas of business, offices, or different divisions, to assist him and the Board of Direciors
in running the corporation;

*  an Inspeciion-Control Commission that is to assist the Board of Direclors in supervising
operations, particularly the financial activities of the corporation and its member-enterprises.

»  The corporation may have the following member-enterprises:

» independently self-accounting enterprises;
*  dependent accounting enterprises ;
= professional enterprises, including research institutions, training schools, hospitals, etc.

(2) The Organization of the Board of Directors

The Board of Directors may consist of 5 to 7 members: the Chairman of Board, the General Director,
Head of Inspection-Control Commission, and several part-time members who may be economists,
technical staff, financial experts, or lawyers, who must be appointed by the Prime Minister (for
corporations established by Decision 93/TTg) or by a line Minister, or a Chairman of a provincial
People’s Committee, if they are avthorized by the Prime Minister (for gensral corporations under
Decision 90/TTg)), or a chairman of the Board of Directors who is not simultaneously a general director.

The duties and functions of the Board of Directors:

The Board of Direclors is t0 make proposals on long-term business strategies, business plans,
organization and reorganization of the general corporation, member-enterprises, new ¢stablishments,
mergers, dissolution of member-enterprises; appointment of directors-general, depuly directors-general,
chief accountants; investment projects of groups A and B, making joint veatures with foreign pariners
and submitting them to the state ownership-representative at a higher rank, such as the Prime Minister,
line Minister, or provincial People’s Committee for approval. The Board of Directors is to approve and
make decisions on receiving funds, fund allocation and fund preservation, plans to member-enterprises,
organizational regulations of member-enterprises and amendment/Tevision to these regulations; appoint
dircctors of member-enterprises, joint-ventures, sign domestic cocperative contracts, work out and
promulgate economic-technical targets, and decide personnel and 1abor policy for the corporation and
membar-enterprises.

29



(3) The Mechanism for the Corporation’s Financial Activities

The corporation is 10 receive funds from the state and allocate them to the member-enterpriscs, who
are to be in charge of use, preservation and development of any fund portions assigned to them;

The corporation is responsible for mobilization of funds in different ways to make new invesiments or
extensions of its member-enterprises;

The corporation is to provide a guarantee to member-enterprises to borrow additional funds;

The corporation is to make decisions on the purchase, sales of assets, use as morigage, collateral and
liquidation of assets according 1o authorities and delegate between the corporation and the member-
enterprises;

The corporation is to undertake the control and supervision over revenues, expenditures and yearly
financial closing statements of transactions of member-enterprises;

The corporation is to undertake overall economic accounting for independently self-accounting
member-enterprises and centrally-planned accounting for dependent member-enterprises.

4.4.Relationships between the Corporation and Member-enterprises, and State
Governance Agencies

(1) Relationships between the Corporation and its Member-enterprises

Independent self-accounting member-enterprises, which 2re autonomous in running their business,

maintain a relationship with the genetal corporation in the following forms:

*  Member-enterprises are fully authorized in running and managing their business functions, and at
the same time, are liable to contribute to the Corporation’s central funds a certain amount derived
from the enterprise’s depreciation funds and after-tax profits, in accordance with the financial
regulations promulgated by the Ministry of Finance.

Corporations also carry out some other management functions in respeci to their member-enterprisss,

particularly:

» Making decisions on appointment, dismissal, reward, or punishment of the director, deputy
directors, head of administration, or heads of sections, of the member-enterprises.

- Conducting the functions on approval of the enterprise’s business plan, supervision over the
plan’s implementation, and making decisions on the enterprise’s financial documents.

= Making decisions on and approval of thc member-enterprise’s investments/joint venture projects
01 cooperative contracts.

*  Reallocating financial resources among the member-enterprises, provided that this does not [eave
the enterprise with lower total capital than its charter capital level has.

*  Making approval of payment schemes, wage rates, and measires to be undertaken o ensure
sufficient living standards and safe working conditions for workers and employees of the
member-enterprise.

*  Making decisions on the expansion of, or natrowing the scope and scale of business activities of
the member-enterprise on the basis of the general corporate strategy.

«  Making approval on the member-enterprise’s Charter, or making changes or amendments to the
provisions of its organizational and operationa? Articles.

=  Taking control and supervision over the operations of the enterprise and its financial company.

Besides the above-mentioned relations with the respective corporations, a member-enterprise is
autonomous in running its business activities within the scope of the organizational articles and financial
regulations stipulated by the corporation, specificaliy:

=  Dependent accounting member-enterprises are delegated some management rights by the
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corporation, such as the rights to enter into economic contracts, 1o be avtonomous in performing
business activilies, and to make a decision on their own organizational and persorunel issues, o
that the enterprise can be more fiexible and adaptive to market signals.

*  Scli-financing professional member-enterprises are allowed to seek income sources by providing
services such as research contracts, training activities and other services provided for the
enterprises from both within and without the corporation.

(2) The Relationships between the State and the Corporations

In relations to state agencies: the corporation is liable to follow the laws, decrees and decisions, and
other legislation promulgated by the Central Governmentl, relevant line Ministrics, Branches and
provincial People’s Commiltees in charge of the corporation and its member-enterprises; to implement
sectorial and regional socio-economic development strategies and plans; follow the Government’s
regulations and rules on the establishment, separation, merger, registration of comporation and its
member-enterprises; to comply with the government’s policies on personnel, labor, finance, accounting
schemes, provisions on statistical issues, the law’s provision on the rights and duties of representative of
stale’s ownership of the state agencies in regards to the corporation and member-enterprises; also, the
corporation is subject to control and inspection over enforcement of state laws and policics,

Corporations have the right to make comments and recommendations, suggest appropriatec measures
or mechanisms on state governance policies and execution of state ownership functions within the scope
relating fo the corporations and their member-enterprises; they are allowed to manage and use funds,
assets, land, and other resousces assigned 1o them by the State in order 10 run their businesses and are
entitled to enjoy schemes of subsidies, price subsidies and other privileges according to government
regulations.

4.5.Performance and Problems Arising from Implementation of the State
Corporation Mode!

Among 18 general corporaiions established under Decision 9U/TTg (dated March 7, 1994),
corporations having a capital amount of more than VND 1000 bil. account for 739, and ones with more
than VND 600 bil. account for 22%; the rest are corporations with capital of below VND 600 bil. The
exception is the case with the Gem-Gold and Precious Stone Corporation which has been recently set up,
and thus has a smaller capital amount (below VND 100 bil.), although it has been formally classificd as
a corporation under Decision 91/TTg. On the average, each general corporation has 26 member
enterprises; among them 86% are self-accounting, 9% are non-profit dependent members, and 2% are
joint ventures.
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Table 2 Some indicators of business performance of the selected general corporations, 1996 (%)

Corporations Profit/operational  Profit/turnover  Payment to the State
~ capital ratio ratio budget/State’s capital

1. Viet Nam Cozl Corporation 316 1.95 21.36

2.Viet Nam Power Corporation 5.68 15.20 790

3. Viet Nam Steel Corporation 0.77 0.59 12.14

4. Viet Nam Textile-Garment Corporation 0.61 0.45 13.53

5. Viet Nam Paper Corporation 0.39 0.41 6.53

6. Northern Food-Stuff Corporation 388 1.80 21.68

7. Southern Food-Stuff Corporation 2.16 2.09 59.49

8. Viet Nam Cement Corporation 12.05 &19 36.82

9.Viet Nam Post-Telecommunication 16.40 2.28 40.98

Corporaticn

10.Viet Nam Tobacco Corporation 513 113 176.83

Average 6.64 3.40 19.83

Most of the general corporations under Decision 90/TTg were established by the late 1995-early 1996.
Among them, only 26% have capital amounts above VIND 500 bil.; 68% have capital amounts between
VND 200 and 500 bil,; the rest have up to VND 200 bil. On the average, each corporation under
Decision 90/TTg has 18 member-enterprises; among them 92% are self-accounting enterprises, 7% are
non-profit and dependent ones, and the remaining 1% are joint venturcs.

Although having started their functicning only recenily, the corporations have produced some
significant effects on their member enterprises, particularly: promotion of the growth of member-
enterprises, attracting additional investments and accelerating export-import activities, mobilizing funds
to assist member-enterprises to update equipment and technology, division of markets for realizing
products, entering in joint ventures, setting up new contacts with domestic and foreign pariners, elc.

Performance of business operations in 10 selected general corporations may be seen as follows (sec
Table 2 above).

Despite their current business performance, the corporations are facing some problems and
shortcomings as follows :

1) No sufficient legal framework for clarifying relations between the corporation as legal entity and

independently accounting member-enterprises: The corporation is a legal persom; so are its

independently accounting member-enterprises. So, how to make a clear cut between duties and
functions of the two entities remains unclear.

2) Although, theoretically, the corporation has delegated some authority to its member-enterprises, in

practice, the corporation still intervenes in the daily activities of its member-enterprises, leading to

restriction of their autonomy, activity, and efficiency in running their business.

3) The corporation is established in almost all industries and areas of manufacturing and trading at

central and local levels, creating the danger of a rising monopoly, limitation of competition, and

impeding the growth of medium-and small-scale enterprises, especially the non-state sector
enlerprises.

4) In the corporation model having a Board of Directors, the management rights of the Board of

Directors, in terms of exercising several rights of state ownership detegated by the government have

been clearly distinguished from the management functions of Director-General. However, in reality,

the business activities and functions of the Board of Direciors and Director-General often overlap. In
many corporations, the roles of the Board of Directors, Director-General, and Vice Director-General
are integrated to become “a collective leadership” in deciding management issues and TunRing
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activities of the corporation. In this case, the managerial and contsol effects of the Board of Directors
become ineffective. In some corporations, the Board of Directors and the Chairman of the Board of
Directors carry out functions of the Director-General, and rociprocally, the Director-General bears the
responsibitity for the main part of management activities of the corporation. As a result, the decisions
or solutions made by the Board of Diroctors are merely legalized forms of decisions made by the
Director-General.

5) Ina number of the corporations, management personnel lack sufficient knowledge and managerial
skills necessary for them to meet with the needs and requirements of their duties.

6) As the proposed regulations on the functioning mechanism of financial companies have been in
contradiction with many aspects of the banking ordinance, so far none of them have been yet
established in the corporations, although it is stipulated in the corporation model that each corporation
can have in its membership a financial company. As a result, capital mobilization through the
companices still can not be realized.

7} Management over the corporations established under Decree 91/TTg is delegated by the central
government to different line ministries and branches, which causes the corporations to be under
variety of “‘pressure” and to go through “many doors™ simuliancously. This, on one hand. significantly
reduces the efficiency of the State governance, and on the other hand, causes additional trouble for the
corporations.

S.Financial Management of the SOEs

5.1.Financial Management in SOEs after Decree 217/HDBT (14 Nov. 1987)

Decree 217/HDBT had been issued on 14 Nov. 1987 in order to reform planning and commercial
socialist accounting activities in SOEs. Some time later, the Council of Ministers issucd the “Statute of
SOEs” and “Statute of Union af SOEs,” which clarified responsibilities and rights of SOEs, and rights of
SOEs’ ¢xecutive managers and functional agencies of the government. In 1990, the government
conducted an experiment in which fund management and rights on fund allocation and fund conservation
have been directly delegated to SOEs. In 1992, the government expanded the experimental process which
stated the liabilities of SOEs in maintaining the State’s funds. Also in 1990, the government ¢liminated
the direct contribution regime by SOEs to the budget and promulgated three tax laws: law on turnover
lax, law on excise tax and law on profit tax; the laws are uniformly applied to all businesses in all
economic sectors (o ensure equality in contributing to government revenue. In parallel with delegation of
autonomy to SOEs, the government reduced subsidies and privileges to SOEs step-by-step through low
prices of materials and equipment for production, as welf as subsidies in kind for SOEs’ employees; also,
it reassessed property of SOEs taking into acoount market prices, and eliminated covering SOEs’ losses
from budget resources.

Generally, after the issue of Decree No-217/ HDBT, there are some important points, specifically:

= An initia} legal framework has been formulated and significantly improved to create a relatively
sufficient legal base for SQEs’ operations.

*  SOEs obiain more and more autopomy and freedom in business operations, in management, and
in use of funds and asscis. The government intervention in management of operational activities
of SOEs has been gradnally removed.

=  System of budget subsidies for SOEs has been eliminated. Market-based accounting system in
SOEs has been encouraged. SOEs have to compensate for costs with their zevenue. They have to
save and mobilize funds to invest in devefopment.

»  Equal environment between SOEs and enterprises in other economic sectors has been created
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initially. This has helped promotion of compztition between SOXs and other businesses in
domestic and foreign markets.

1) Features of the inancial management of SOEs

1)

2)

3)

4)

3)

SOEs have rights to manage, use funds and properties to do business, to contribute to joint
ventures, and to participate in other forms of economic cooperation. At the same time, SOEs
have a duly to maintain and develop the funds assigned to them by the government in
accordance with government regulations,

SOEs have rights to mobilize funds to do business and are responsible for commitments of
mobilized funds.

SOEs are responsible for their own business performance. The government takes control over
some expenditures only, such as depreciation of fixed capital, salary expenditures, transaction
costs, or reception expenditures in the total cost of SOEs.

After-tax profits of SOEs are distributed to different funds; first of all to the production
development fund, the minimum level of which is set by the State (with no limit on maximum
level). Maximum levels of bonus and social welfare funds are fixed by the State,

SOEs have 1o conduct their accounting system in accordance with government regulations and
to report the balance of payment to government authorized agencies quarterly and annually.
The agencies will consider and approve the reports.

2) Shortcomings and problems in implementation of the financial management mechanism in
this period

1)

2)

3)

4

3)

6)

Even though SOEs have rights to manage and use funds, the government has stil} intervened
heavily in fund allocations, e.g., in making decisions on sales, transferring or liquidating SOEs’
propertics, making decisions on changing production sttuctures, capital coniributions 1o joint
verdures, ¢te. Thus, the autonomy of SOEs in fact is very limited

Funds of SOEs are divided into two categories: fixed capital and working capital; with
different sules for their use. This limited the flexibility of doing business in SOEs.

Principles for solving problems relating to liquidation, sale and transfer of property, property
loss, bad debts, price depreciation of reserved goods, elc., are not consistent with market
mechanisms and international standards. _

Regulations on establishment of funds in SOEs secem inappropriate and thus do not much
encourage SOEs to invest their savings to expand business. There are no regulations on
establishing a risk fund to cover tosses. _
Responsibilities of SOEs’ managers in cases of bad busingss performance or loss-making are
not clearly clarified. There is no clear definition of the role of the government i controlling and
inspecling business operation and fund management.

The old accounting system is backward and does not meet the requirements of the market
mechanism; more than that, it is not consistent with international standards. Regulations on an
auditing system for SOEs and publication of SOEs’ financial statements are not yet
implemented.

3) Owing to the renovations of planning functions and the accounting system in SOEs, and
enhancing SOEs’ autonomy in doing business and managing funds, as well as owing fo the
success of other renovations, the SOEs sector developed well during the period 1999-1995.

Contribution of SOEs to the government budget has continuously increased, reaching t 7.7

times in 1995, compared 10 1990. Revenue from SOEs accounts for about 65% of domestic
evenue,



Many SOEs are efficient, their profits has significantly increased (ex.: air transporfation,
telecommunications, alcohol and beverages, cigarettes, cement industries). The SOEs can not only
maintain but develop their state funds and expand the scale of their businesses.

4) Apart from the good performance of some SOEs, there are many SOEs with very poor
business performance
Most of them are small enterprises with very old equipment, backward technology, lack of funds,
and unable to adapt 10 market conditions. More than that, the inappropriate principles presently
used in financia} and accounting activitics do not let the SOEs truly reflect their business
performance. Allowing SOEs to include some [osses in the depreciation of fixed capilal, to suspend
property loss, or failed property, does not include hardly claimed loans in the costs, and leads 1o
“antificial profit, true loss” and SOEs lose property.

5.2 Financial Management Mechanisms and Mechanism of Management over
the SOEs Capital and Assets as Stipulated in the Law on SOEs

The National Assembly approved the Law on SOEs on 20 April 1995. This is an important milestone
in the renovation of the financial mechanism in SOEs. The main objectives of the financial mechanism in
SOEs are:

» To separate the stale governance functions from the functions of business management. To
delegate more autonomy in doing business, and managing the State’s funds ard assels, to SOEs’
management. The functional agencies of the government execute the control and inspection over
the SOEs on behalf of the government as a properiy owner, but 4o not intervene in operational
aspects of business of the SOEs.

= To first put the objective of fund maintenance, then to take business efficiency as a criterion for
assessing performance of capital and assets management in SOEs. To facilitatc SOEs in
developing funds and property to expand business, change equipment and technology.

» To reach international standards in financial activities of SOEs; to enswre cquality among
enterprises in all economic sectors.

After the Law’s promulgation, other regulations also have been issued, such as Decree 59-CP, dated 3
Oct. 1996, from the povernment, which stipulated the rules on management of State assets and
implementation of market-based accounting in SOEs; and other supporting documents issued by the
Ministry of Finance.

The main contents of the mechanisms for managing finance and state assets in SOEs may be stated as
follows:

(1) Capital and Assets Management in SOEs:

The present regime clarified the government’s responsibilitics in investing into SOEs to ensure
necessary conditions for SOEs” efficient business activities.

The government continues allocation of funds, their use, and rights and responsibilities for the funds’
maintenance to SOEs. The direct recipient of the funds from the government is the Board of Directors
(for SOEs having a management board), or the SOEs’ Director in case of the SOEs not having a Board
of Directors. The chief accountant is not the funds recipient and is not responsible to the government for
the efficient use of the funds. The State carries out control over capital maintenance and development
through the mechanism of capital assignment and capital maintenance determined by the State.

Capital of SOEs is not divided into fixed capital and working capital as it was previously. SOEs have
full rights to use the funds authorized by the government flexibly, or o change property structure in
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accordance with the requirements of production and business processes. Besides the funds given by the
government, SOEs have rights to mobilize funds from other sources, such as banks, financial
organizations, cnterprises, individuals, employees of the SOEs, forcigners and foreign organizations.
Mobilization forms may be borrowing, contribution 1o joint ventures, integration, bond issues and other
forms in accordance with legal regulations. The funds mobilization should not change the ownership of
the SOEs. The SOEs should be responsible for the use of the mobilized funds, and have to return both
the principal and interest to lenders in accordance with contract commitments. Procedures for funds
mobilization should be consistent with legal regulations. For public utility SOEs, fund mobilization
should be approved by the founder of the SOEs after the appraisal of the government agency responsible
for managing state funds and property in enterprises.

SOEs have rights to use the assets which belong to their legal rights to invest outside the enterprises.
The Board of Directors, or the Directors of SOEs without a Board of Directors, are responsible for
investment efficiency to the government, Within SOEs having Boards of Directors, the management
boards approve cooperation with other domestic enterprises. To do joint ventures with forcign
organizations, the Board of Directors has to submit a proposal to the body who established the SOE for
approval after the government agency responsible for the managing the state’s assets and property in
enterprises has appraised the joint venture plan. For joint ventures with domestic enterprises or foreign
partners, the Director has to complete a plan, then report it to the founder of the SOE for approval after
the agency responsible for the state’s assets and property in enterprises has appraised it. Procedures to
invest outside should be consistent with lcga] regulatxons The provision aims to ensure State-as-owner
conirol over capital and assets in the enterprises.

SOEs have rights to mortgage, reat, fransfer, sale, or liquidate the assets belonging to their legat use
rights. In transferring property, the SOEs have to establish an evaluation commission, and to publicize
and organize bids in accordance with legal regulations. The balance between revenue from the assels’
salefliquidation and the book value remaining in the records and costs of the sale can be mcludecl in the
business results of the SOEs.

Morlgage, transfer, sale, liquidation of the two category of assets: a whole production line or its main
part, playing a decisive role in production activities of the SOEs, should be agrecd by the founder of
SOEs after the appraisal of the governmenlt agency responsible for the state’s assets and property in
crlerprises. The transfer or sale of these properties to foreigners or foreign organizations should be
approved by the Prime Minister,

For the loss of capital or assets in SO& responsibilities should be traced to individuals and
collectives causing the losses. Boards of Directors, and Directors of the SOEs with no management
boards, have to determine the level of compensation in accordance with legal regulations. Insurance
agencies have (o compensate for the assets insured. The difference between the value of the lost property
and the compensation by the responsible person or the insurance agencies can be covered by the financial
reserve fund. If the compensation is still not enough, the remaindar can be inciuded in the costs. If the
loss is too large to include in the costs, the SOEs submit a report to the Ministry of Finance for
consideration.

Losses arising from bad debt can be covered by the reserves fund especially assigned for this purpose.
If this is not encugh, the losses can be included in the production costs.

SOEs’ assets can be reassessed only in the following cases:

*  There is 2 government decision on taking stock inventory or reassessment of the assets.

*  The asset will be contributed to a joint venture.

*  When the SOEs are equitizing.

*  Price adjustment 1o increase property value in accordance with the decision of the government.

*  Assessment of properties o record increases or decreases in capital.
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Depreciation of the assets {s carried out by SOEs in accordance with the decision of the Ministry of
Finance. SOEs register depreciation levels in accordance with the time frame of the propérly use as
stipulated by the Ministry of Finance for each kind of the property. The depreciation level will be stable
for at least three years. The government does not consider increasing or decreasing the depreciation level
registered by the SOEs.

SOEs maintain their assigned funds by buying insurance, including some costs into the 1escrve against
the price decrease of the inventory, bad debts, or decrease in financial investment portfolio; SOEs can
use before-tax profit to compensate for the previous year’s loss; SOEs can establish a reserve fund to
cover loss risk; SOEs can use after-tax profit to cover losses after the expiration of the period during
which the before-1ax profit can be vsed for compensation.

The enterprises have to determine the regulations for capital and property management and for debt
manpagement according to government policies and their own practical situatiens. These regulations have
to clearly specify the rights and the responsibitity of each collective and individual in managing the
cepital, property, and debts of the enterprises. The Boards of Direclors, or the Directors of the
enterprises with no Board of Directors, are responsible to the Governmemt for efficiency in using the
capital and property of the enterprises. The punishment measures that are applied according to the extent
to which the damages are incurred are administrative warning. material compensations, and criminal
prosecution. If the government inspection agencies fail to fulfill their responsibilitics, and as a resuli,
damages are incurred, they are also legally responsible for it.

(2) Income and Cost Management

The enterprises have to take control over their regular income from business and financial activities,
as well as for occasional income. Any commodity used for internal needs, or any gift for a guest must be
valued at market prices.

The cost evaluation has to be carried out corresponding to specific input factors.

When evaluating expenses of the materials, the enterprises have to set up their economic-technical
norms based on government standards. At the end of each year, the enterprises have to make accounting
reports in which the actual demand for materials is compared 10 specificd norms and to the volume used
in the last year to identify responsibility for the use of materials and the management of individual units
within the enterprises.

‘The enterprises have 1o determine labor requirements as a basis for wage and price seltings and for
payroll management. Principally, non-profit business enterpris¢s are allowed 1o pay wages and salarics
in accordance with the levels of professional skills of the workers, and to the positions and
responsibilities of the managers. The profit business enterprises, in addition, are allowed to pay wages
proportional to their business performance, but the growth in payroll should not exceed the growth ratio
between profit and government capital. The wage payments that are not done corresponding to
regulations or with deficits have 1o be returned and transferred to the budget; the person who made the
wrong decision on such payments has to bear an administrative punishment.

The enterprises are allowed (o include into production accounts expenses for warranty, for property
insurance, or commission fees to brokers; the enterprises have to explicitly declare the commission rates
for agents and brokerages. The Directors of the enterprises have the rights to define these commission
rates and are responsible to the laws for the payment of these fees.

‘The enterprises have to set up the norms for the indirect costs to manage the expenses for the meetings,
transactions and guest receptions. The enterprises have the rights to decide on payments for these
specific purposes and have 10 be responsible to the government for these payments.

The caleulation of the production costs for the finished goods is done according to international
principles, including ouly the expenses for materials, the direct cost of labor, and other expenses incurred
during the production process. The expenscs of product sales and for management of the enterprises are
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included totally in the values of the products sold and services given in the accounting period.

In addition, the regulations on cost management also define which jtems are prohibited from inclusion
into the cost accounting of the enterprises. Fxpenses for the wrong purposes have to compensated for by
the person who decided such payments,

(3) The Profit Distribution Regime

The current profit distributien regime places a strong ¢mphasis on the capital maintenance and
development for enterprises, while paying very modest attention o the interests of the employees,
contributions to the budget, or ensuring equality between the economic sectors, Particularly, the rate of
profit tax is reduced so that the enterprises can have the opportunity to expand their production scale.
The after-tax profits may be used 10 make payments on the use of capital from the budget (before these
payments were included into the production cost), or to set up financial funds for unexpected
circumstances, such as the risk of capital losses. The minimum level of the development investment is
allowed to increase to 50% of the after-tax profits. The limits for the bonus and welfare funds are
reduced and depend on the efficiency of the business performance achieved by the enterprises that is
based on the ratio between the profits and the government capitat during this year over that of the last
yoar.

(4)The Accounting and Auditing Regime in the Enterprises

The enterprises have to conform the accounting regime regulated by the Minister of Finance. The new
aceounting regime has to be matched to international standards and to the new financial mechanism. It
has to meet the requirements of the business administration of the enterprises and the management
requirements of the government-authorized agencies. The issues that are related to the internal auditing
and the autonomous auditing have been mentioned in the accounting and auditing issues, and the issuss
of the financial reports of enterprises. The enterprises have to implement openly the financial regime
according to the indicative numbers involving capital, property, debts, results of business performance,
and transfers to the budget. The enterprises have to be responsible to the Jaws for the openness of their
data. The government should eliminate its control regime over the enterprises’ aocountmg, instead, it
should control the financial reporl regime of 1he enterprises.

To summarize, the financial management regime and the management regime for the capital and
property that are specified in today's enterprise law, enhance the rights and responsibility of the
magagers, the leaders of the enterprises. These regimes give them more freedom in management and use
of capital and property, clearly specifying their responsibilities in the efficient use of the governmemt
capital and property allocated to them. The government-authorized agencies are not allowed to interfere
in the business administration of the enterprises; instead they have to fulfill control and inspection
functions, and a1 the same time have 1o be responsible for the decisions made by them. The new financial
regime gradually comes into line with international principles and requirements of the market economy.
However, this regime has just been adopied; its efficacy needs time and practice to prove successful.

5.3.Performance of Implementation of the New Financial Management
Mechanism

Implementation of 2 new financial management mechanism promulgated by the end 1996 has brought
about some positive results which can be seen as follows:

1) The new mechanism has helped increase an interest and responsibility of the SOEs’ managers in

the enterprises’ tinancial issues and performance of capital and assets mapagement. Previously, the

main attention of SOEs’ management was only on direct results of business, but today the vights,

duties, and responsibilities of the ecnterprises’ managers in such important issues as financial



management, efficiency of the state’s capital and assets realization, production cost management,
financial statement etc., have been substantially increased.

2) The expanded autonomous rights of SOEs in financial management and exccution of the state’s
capital and assets have largely improved the enterprises® capital and assels realization. A significant
propottion of the stagnant accumulated capital and assels has now been mobilized 10 business
operations. Flexibility of capital allocation also increased. In a number of general corporations,
specific regulations on financial activities have been promulgated to serve as standards for business
management. A special focus has been made on cfficiency of capital realization and capial
maintenance in the enterprises; particularly, significant efforts have been made to increase
accuraleness and credibility of calculation and regisiration of deducted fixed asscls, as well as to
minimize costs.

3) Direct intervention by (he state governance’s bodies as a representative of ownership into business
operations and financial activities of SOEs has largely decreased. Today, the stale’s f{unctional
agencies’ major attention is on setting up regulations, which serve as a legal background for the SOEs
functioning. New contro! and inspection measures have been intensively undertaken in the financial
arca. Abolition of procedures on direct approval of balance sheets have made the SOEs more
responsible for their accounting documents and financial statements. This also has created more
favorable conditions for th¢ (inancial agencies to undertake control and check over the SOEg’
financial statements,

On the other hand, a number of shortcomings and constraints have been revealed in the process of
implementation of the new mechanism, indicating 2 big need for further improvemenl, specifically:
1) Reassessment of the SOES’ assets on the basis of the price prevailing at the time the assets were
assigned to the SOFs, as well as an inventory and capital maintenance, has met with several
difficulties. In fact, it seems impossible to end with the enterprise’s financial problems arising prior to
assels assignment, merger, of separation of the enterpriscs.
2} Restriction of the amount of mobilized capital below the amount of the SOEs total legal capital has
not been affirmed by practicss. Although the restriction helps 1o protect the interest of creditors, the
amount of the state’s capital in the enterprises is too modest, so il ¢can create a necessary barrier to
business activities of 80Es on one hand, and to unr¢asenable accumulation of capital in a bank on the
other hand.
3) Existing regulations on procedures in making mortgages, collateral, liquidation, transfer or sale of
the assets which are not authorized to SOEs, also have created additional troubles for the enterprises
and have made the stale agency in charge of the state’s asseis and capital in SOEs to carry out
functions such as appraisal of plans/projects on making morigages, collateral, liquidation, sale or
transfer of the assets beyond the responsibilities of the SOEs before the founder of the SOEs has a
decision on the matter as stipulated in Law.
4) The regulations allowing SOEs to make price adjustmenis in accordance with changes in markel
prices and to include the price differences into the State’s capital in the enterprises may lead to
miscalculations of business performance and even to the state’s “capital drain.”
5} Reguiations forbidding inclusion of some special types of expenditures (for example: awards to
innovators, premiums, “lunch subsidy” to workers, etc.) have been not affirmed by practices, and lead
to restrictions of the competitive movement in the enterprises, or created additional inequality between
SOEs and enterprises of other economic sectors.
6) Further implementation of budgel subsidies has limited capital accumulation in SOEs, which
afterwards would lead 10 some restrictions in business extension.
7) System of sufficient criteria for the SOEs classification into profit-oriented and non-profit (public
goods supplying) categories of enterprises has not been clarified and not affirmed by the practices.
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The mechanism for financial functions in non-profit SOEs also has not been defined yet, especially for
the enterpriscs standing in between the two categories.

8) While the rights of SOEs managers and executives have been sigaificantly expanded, their
responsibilities and dutics have not yet been specified correspondingly, especially their material
responsibility in case of loss-making or “capital drain” in SOEs.

6.Equitization of the SOEs

6.1.The Policies on Equitization of the SOEs

In the process of implementation of equitization policies, the government has approved various
decress, decisions and regulations to determine the specific steps or methods needed for equalizing the
State-owned enterprises. For example: Decision 143-HDBT, dated 10 May 1990; Decision 202-CT on 8
June, 1992; Decree 84-TTg on 4 March, 1993; and recently Resolution 28-CP on 7 May, 1596, issued
by the Government.

In the current sitvaticns of Viel Nam, in equitization of the SOEs, special focus is made on the
following objectives:

First, the SOEs now have a small scale of obsolete technology and equipment, weak management
methodology, and low economic efficiency. The partial equitization of SOEs can be taken as one of the
solutions to the above shortcomings and weaknesses.

Second, the large amount of idle funds held by the population is still not mobilized for business
activities. Meanwhile, the shortage of investment needed to renovate and modernize technology and
equipment and to expand the business of the SOEs is very serious. By partially equitizing the number of
SOEs, the idle funds held by the population can be mobilized to accelerate the economic growth rate, and
to deal with the difficulties in investment encountered by the enterprises.

Third, by equitizing the rights and the responsibilities of the employees, business efficiency is
enhanced. The responsibility shouldered collectively and individually by the managers is strengthened.
By doing so, the necessary lessons needed to construct the policies and regulations towards the SOEs
may be concluded.

Fourth, by equitizing the number and the size of SOEs, they may be reduced to an appropriate level so
that the management is arranged, and the investment mobilization is intensified to increase the efficiency
of the SOEs, to guarantee a key leading role in the economy.

6.2.The Equitization of the SOEs in the Recent Years

So far, the number of the equilized SOEs is still limited to only 14 enterprises. The SOEs being
equitized belong to the category of small-scale enterprises that have certain opportunities in their
production and business activities and in their product realization. The equitization is carried out in the
form of partial seliing of the property of these enterprises. Among the equitized SOEs, the most carly
equitization was conducted in the Company for Transportation Agents under the Navigational
Development Corporation (Ministry of Transportation) that started its operation based on the company
law from July, 1993. In 1993, two other enterprises were equitized; in 1994, one enterprise was equitized.
After equitization, these enterprises have operated stably, achieved moderate growth, and contributed
much more to the budget. According to data collected from $ equitized enterprises with an operating

eriod more than one year, the following results are observed: an increase in capital of 45% per year, an

increase in turnover or 56.9% per year, an increase in profits of 70.2% per year, and an increase in
workers’ income of 20% per year.
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According to Decision No.S48/1Tg, dated August 13, 1996, the government estimates it will equitize
about 150 SOEs in the coming years. In preparation for fulfillment of the targe)r, SOEs equitization
commissions have been established in many line ministeics and provincial People Committegs, to make a
short list of the SOEs 10 be equitized. Undoubtedly, the Government has to overcome plenty of
uncertainties and difficulties to teach this end.

The reasons for slow eguitization of SOEs in Viet Nam may be seen as follows:

* The mechanism and policy on equitization are still incomplete and inconsisient. Before

Resolution 28-CP, there were the Decision by the Chairman of the Ministry Counci} (now the
Prim¢ Minister) and some other regulations by the various Ministries about cquitization
experiments. Many problems were stil nol specified enough, for example: equitisation
procedures, pricing for bidding in the SOEs, privileges for the equitized SOEs and their
employees, using the carnings from sclling shares of the SOEs. Therefore, the enterprises do not
have incentives to equitize; so they try to prolong the equitization process.

*  Lack of knowiedge and awareness about the needs and benefiis of equitization. Managers and
employees in the enterprises are afraid that equitization may take away their power, rights,
privileges and permanent jobs.

*  Some socio-economic conditions are not mature enough to facilitate equitization; among these
conditions are the problem with evaluation of the enterprises, and the lack of a stock market.
Therefore, the evaluation of enterprises has been facing plenty of difficulties and has basically
relied only on the values recorded in the accounting books. This does not reflect the business
advantages, reputations or quality of the goods produced. The selling of shares has also becn in
troubje because there is still no market; information aboumt business siuations within the
enterprises is still limited, thus they are not attractive to investors.

= Some policies related 1o the eguitization process, such as interest rates, profit distribution, the
ceilings for bonuses and social welfare funds, nomination of the directors of the enterprises, and
regulations dealing with the employees, are still not clearly specified.

6.3.The Measures Undertaken and that will be Undertaken to Accelerate the
Equitization Process of State-Owned Enterprises

To further improve mechanisms and policies formulating the legal framework for SOEs” equitization,
the government issued Decree 28-CP, dated 7 May 1996, on transferring some SOEs to shareholding
companics, and Decree 25-CP, dated March 26, 1997, containing som¢ amendments 1o the above-
mentioned Decree, which included provisions stipulating that today the ceniral government is responsible
for SOEs with more than VND 10 bil. capital only (before, the amount was VND 3 bil.). According to
the Decision, instructions of the Decrees should be comprehensive, timely and complete. The stages,
methods of equitization, and responsibilities of each administrative level, must be clearly determined.
Also there must be 2 clarity of the responsibilities and interests of the enterprises, and of the enterprises’
managers, employees. Only by this way the equitization can be done quickly and effectively.

Improve the understanding of governmenl agencies related to equitization. Apart from propaganda on
the Party’s and the government’s policies and directions, it is necessary to publicize the equitization
regimes to all interest groups in society, so that everybody can understand the equitization policy
correctly and fully.

The ministeries and provincial People’s Committees should sort SOEs to clarify which SOEs can be
equitized. It is necessary to try to put the most efficient, highly profitable SOEs into the equitization
program to attract people. Except for selling a part of a SOE’ propenty, il is necessary o experiment in
equitizing a part of the enterprise by issuing shares in order to mobilize investment funds for expanding
production.
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Hasten the cstablishment of the exchanpe market, publicize the SOFs’ finances, provide timely
information on the performance of the equitized SOEs. In this way, provide convenient conditions for
investors to select investment plans.

Improve the regime on using the earnings from selling shares of the SOEs so that the earnings can be
casily, efficiently and flexibly used in accordance with the objectives of equitization and government
regulations. Thus, the improvement of the regime on using earnings from selling shares is very urgent,
This will not only mobilize spare funds, but speed up the equitization program.

To improve the management mechanism for shate-holding companies it is, firstly, to establish a
management regime for state funds in the share-holding companies, so that the government ¢an control
and manage its funds in the companies, and the company’s efficlency, without direct intervention in their
business activities.

To improve the organization and leadership for equitization from the local level to the central level, so
that the organizationa! system is flexible, dynamic and useful. To improve control and inspection by the
government agencies over the equitization in order to ensure the government’s and Party’s policies and
directions are followed.

7.Stages of the SOEs Reform in Viet Nam

The five above-mentioned five problems should be regarded as the basic contents for formulating the
major directions in SOEs reform in Vict Nam. However, each stage of SOEs reform has its own
characteristics specifying a methodology and schedule of implementation. The process of SOEs reform
in Viet Nam can be divided into some major stages, each of which is characterized by the following basic
characteristics:

7.1.The Centrally-planned Stage

This stage was prolonged from 1950s 1o the early 1980s. The basic characteristics of this stage may

be seen as follows:

= The State undertook direct management over SOEs through the plans made by Central
Government and imposed by the State on the enterprises. Performance in implemenitation of the
planned 1argets was the most important task and efficiency indicator of the SOEs. The SOEs
played the role of a government agency in fulfilling the orders, directives and system of directed
targets that were centrally planned and detailed by the State.

*  The State applied a sysiem of heavy subsidics to the SOEs. The relation between the State and
SOEs was the providing-and-delivering. The SOEs did not have 10 bear any direct responsibility
for their financial activities: their profits were held totally by the State, and their losses were
covercd by the State budget.

*  The market signals were totally ignored in this stage. More specifically, elements such as price,
cost, profits, losses, wages, etc., were not determined by market supply and demand, but by the
targeis given in the government’s socio-cconomic plans.

In this stage, some cfforts were made to improve the SOEs’ mana gement, However, these efforts were
mainty confined to the random adjustment and partial improvement derived from the centrally-managed
mode! with administrative burcaucratic subsidies.

7.2.The Stage with Limited Autonomy
This stage started from the beginning of 1980 and continued till 1987. After having passed the
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Decision 25-CP, dated 21 January 1981, whose basic contents were on permitting the SOEs to utilize
and mobilize the additional potentials to produce main products and by-products, the SOFs were given
some limited autonomies as follows:

The SOEs were allowed 10 expand the range of products with matcrials and inpuis mobilized by
themselves (not provided by the State) after fulfilling the targets plans on the items, inputs of
which were supplied by the State.

The SOEs were allowed 10 exchange their products in the input and output markets after having
fulfilled the plans determined by the government,

The SOEs were allowed 10 recruit for additional employment or 1o change the production profiles,
or o enter joint ventures and other forms of economic cooperation, including cooperatives.
Centralism in the plan was reduced to a cerlain level. The plans for the enterprise consisted of 3
paris: planned items whose input factors were totally supplied by the government; producis with
the inputs and materials mobilized by the enterprises; and by-products made from waste and junk
not subject to designed duties and (asks of the enterprises. The number of directed fargets was
reduced for a range of products provided by the enterprises themselves,

Autcnromy of SOEs in mobilizing the labor resources for fulfillmem of their “own™ production
plans that were carried out with the inputs mobilized by the enterprises themselves and for
production plans of by-products was {0 some exteni enhanced. The enterprises were also given
economic incentives and rights in using income obtained from the plans’ inputs, which were
provided by the enterprises or from their by-producis.

Some additional powers and rights were given to the Directors of the enterprises, Specifically, the
Director was able to sign the contracts with the suppliers who could provide the inputs {actors,
instead of the proportion supplied insufficiently by the State. The Director could also make the
decisions on reward or punishment of employees.

7.3.The Stage of Increasing Autonomy to the Enterprises

This stage started after the promulgation of Decision 217-HDBT. It has continuad untit this time. The
most striking feature of this stage is reflected in expanding business activities and increasing the SOEs’
autonomy by removing direct intervention in the SOEs’ operations. The major contents related to these
issues have been mentioned in Part II above.

7.4.The Stage of Ownership and Management Forms Diversification and
Transformation of the SOEs to Shareholding Companies

This stage started in the early 1990s, and has created a basis for the curzent reforms in SOEs.
This stage has marked the starting point of transformation of the SOEs into the other forms of
enterprises, particularly:

Equitization of SOEs, transforming them into shareholding companies, transferring a certain part
of the state-owned property 10 a private one, or allowing the private sector to contribute capital 10
SOE:s in order to form shareholding companies.

Transferring paris of state-owned preperty within SOEs to the private scctor by selling or
liquidating the property, which has been undertaken in the process of rearrangement, fegistration,
and dissolution of SOEs carried out since the early 1990s.

Combining mixed ownsrship forms of the enterprises by creating joint ventures with foreign
investors, or by establishment of new sharcholding companies, whose shares are held by the State
and by private sectors simultancously.

Developing  hiring-by-the-piece, leasing forms, and production contracts to strengthen
responsibility and efficiency in managing and using the State’s assets and capiial in SOEs.
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Gengerally, this stage reflects the combination of various measures that were used in previous stages,
including: a) cnhancing the SOEs’ autonomy; b) Rearrangement and reorganization of the SOEs; ¢)
Reorganization of the previously existing general corporations; d) Strengthéning financial management
of the SOEs; €) Diversification of ownership and management forms; f) Transformation of SOEs into
shareholding companies.
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