516

payment of bad debts; due debts without debtors® identification; hidden business income of previous

years and currently realized, and other incomes.

With respect to income derived from production of and trade in goods and services from foreign

sources is implemented according to the agreements on avoidance of double taxation even as for business

units in countries which has not signed those agreements yet, as follows: declaration of income before

paying tax in order to be imposed tax following the tax tariff of Viet Nam. After that, abstracting tax paid

abroad as paying in Viet Nam. However maximum abstracting is not over the tax payment calculating

according to the tariff of Viet Nam per the foreign income.

Taxable revenue: In the condition of applying two value added tax calculation methods and two kinds

of selling bills, regulation of taxable revenue is discriminated by two particular cases:

With respect to the case of the value added tax payment subject to credit method, the taxable
revenue is total revenue derived from sales of goods, supplying services with non-VAT price.
With respect to the case of the value added tax payment subject to direct method, the taxable

revenue is total revenue derived in bills.

The Government assigns to the Ministry of Finance to conduct the particular cases on the taxable

revenue in accordance with each activity.

In case of revenue in foreign currencies, it shall be converted into Vietnamese currency {dong) at the

official exchange rate announced by the Bank Union of Viet Nam at the time of pﬁyment.

For the purposes of the corporation tax computation, reasonable deductible expenses shéll include:

1.
2.

Depreciation cost of fixed assets used for proeduction of and trade in goods and services.

Costs of materials, fuel, energy, goods actually used for production of and trade in goods and
services relating to the real revenue and taxable income of a given tax period and determined
basing on relevant depletion rate and actual input value.

Salaries, wages, payments for meals, and other payments as provided by the current regulations,
except wages and salaries paid to owners of private enterprises, owners of household businesses
engaging in production of and trade in goods and services, income of founders who has not
managed the corporation by themselves, _

Expenses paid for scientific research and technology (R&D), knovﬁ-how, disable heople;
contributions for education; health care; training of staffs ...depending on capability of cntérpriseé,

but it must have legal vouchers.

. Expenses for such services as electricity, water, telephone; repair of fixed assets; rental of fixed

assets; auditing; premiums of property insurance; royalties paid for rights to use technical
documents, patens, technology licenses other than fixed assets; technical serviceS'

Expenses for female labor as provided by Law; labor security; safe guard; contrnbunons to

- social security and health insurance funds which are under the responmblhty of employers;



contributions to labor union; overhcad management expenses as provided by the current
regulations;

7. Expenses for actual interest paid to banks, credit organizations and other creditors on loans
borrowed for business activities, but not exceeding the ceiling interest rate set by the State Bank
of Viet Nam for credit organizations;

8. Expenses for provisional funds as provided by Law;

9. Expenses for retirement allowances to employees;

10.  Expenses for carrying out supply of goods and services;

11.  Expenses for advertising, marketing, promotion directly relating to production of and trade in
goods and services and other expenses to the extent not exceeding 5% of total expenses of the
taxpayer (except newly established enterprises in the first two years, this rate is 7%).

12.  Taxes, fees, charges, land rental relating to production of and trade in goods and services

o (excluding the co.rporation tax);

13.  Management costs allocated by foreign companies to their permanent establishments in Viet
Nam (ove.rhead expenses) as stipulated by the Government.

The following expenses shall not be entitled as deductible:

- Expenses not actually incurred;

- Expenses with no spending documents or with illegal ones; -

- Fines, penalties or éxpense_s not relating to taxable revenue and taxable income;

- Expenses incutred by others.

(3) The tax rate:

The Law has provided the general taﬁ rates applying uniformly to the enterprises in all industries and
fie_lds instead of the former discriminated tax rate regime. Moreover, in accordance with the Law on
Domestic Investment Enéouragcment and Foreign Investment in Viet Nam, the Law on Corporation Tax
has had the preferéntial tax rates combining with the investment éncouragement conditions with respect

~ to some fields and areas.

1)  With respect to domestic business entities and foreign organizations and individuals doing business
in Viet Nam not su.bject to the Law on Foreign Investment in Viet Nam applying the following tax
rates:

- The general tax rate of 32%.
" In case of making losses due to the corporation.tax rate of 32%, business entities engaging in
production, construction, transportation currently subject to the profits tax rate of 25% shall continue
to enjoy the rate of 25% for a period of 3 years from the day this law coming into force; Upon expiry

of 3 year period, the tax rate of 32% shall apply. This is temporary means to help these entities
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adapting a new mechanism.

New investment projects in fields and areas included in the list of invested encouragement projects
shall enjoy preferential tax rates of 25%, 20%, 15% as stipulated by the Government.

In addition to the rate of 32%, business entities deriving high income thanks to preferential business
conditions shall be subject to additional corporation tax at the rate of 25% applied to the portion of
high income created by the preferential conditions.

2) The corporation tax rates applied to foreign invested enterprises and foreign parties of partnerships
shall be basically 25% and apply the préferential tax rates of 25%, 20%, 15% in duration from 10
years to 15 years depending on each project’s conditions. The preferential tax rates and duration, with
other preferential conditions will be mentioned directly in the license of investment. Especially, the
investment projects of BOT, BTO, BT, eprrt processing zone... is appﬁed the preferential tax rates
of 25%, 20%, 15% in whole time of project implement.

3) The corporation. tax rate applied to.domestic and foreign business entities engaging in exploration,
explditation of oil, gas is 50%; fbr those engaging in exploitation of other rare and precious natural
resources the rates may vary frorﬁ 33% to 50% debending on each particular project and enterprise.

4) Foreign investors shall be subject to a withﬁoiding tax on their income when repatrihted abroad at
the tax rates of 3%, 7% and 10% (3%, 5% and 7% were applied from 2000 on) depending on each

particular project and mentioning directly in the license of investment.

(4) Tax exemption, reduction and refund

1) Tax exemption and reduction
Besides applying the preferential tax policies through the above low tax rates, the Law on Corporation
Tax has also provided the cases of tax exemption and reduction to encourage investment, applying

high techaics, using labor...and contributing on solving some social problems, as followings:

Tax exemption and reduction granted to newly established enterprises;
- Tax exemption and reduction for domestic enterprises having invested, in assembling the
new production lines, expanding the production size, improving the production capacity,

renewing technology, improving environmental conditions, strengthening production capacity;

t

Tax exemption and reduction granted to business entities moving to mountainous and remote
areas, islands and other areas with difﬁcﬁltics;
- Tax exemption for the foliowing income:
+  Income derived from contracts on scientific research;
+ Income derived from contracts on provision of scientific and technical services to
agricultural production;

+  Income of business entities whose labors are only disable people;

518



+  Income from training services to disable people, ethnic minorities, disadvantaged children,
peopte suffering from social evils;
+  Low income business households as stipulated by the Government.

- Taxreduction shall be granted to domestic and foreign invested enterprises of manufacture,
construction, transportation with high proportion of female employment as provided by the
Government;

- 20% income tax reduction shall be granted to Vietnamese emigrants investing in Viet Nam
in accordance with the Law on Foreign Investment in Viet Nam, except for the investors
subject to the 10% income tax rate; the lowest withholding tax rate shall apply to their repatriated
income;

2y Tax refund: Tax refund on income from reinvestment by foreign invested eaterprises and foreign
parties in partnership in case of using their divided income to reinvest in encouragible investment
projects shall enjoy parﬁal'or entire refund of the tax paid on reinvested income. The limits of tax
refund on reinvested income shall be defined by the Government for different arcas, types, industries

and length of reinvestment.

(5) Loss carried over: Domestic business entities and joint ventures incurring losses after final settlement
of tax liability with the tax authorities in charge shall be entitled to carry the losses forward and deduct

against their taxable income of the fbllowing years. The time limit for loss carry-forward shall not

exceed 5 years.

(6) Some problems arising after one-year implementation of the Law on the Corporation Tax:

As compared to the value-added tax, the implementation of the corporation tax has taken more
advantages. The most important reason is the corporation tax has had some regulations better than the
former profit tax such as low tax rates, small difference between domestic and foreign investment, more
preferential cases and more simply procedures of declaration and tax payment. However, in the process
of implementation, there are some difficulties as following:

1) Taxpayer: _

- In fact, there are some criticisms on regulation of households and individuals engaging in
agricultural production of big size and deriving high income are subject to the corporation tax
with respect to income .surplus. of 36,000,000V ND. However, according to survey data of the
Vietnamese farmers association and local tax offices, in Viet Nam there are only 13,700 households

. {0.12% of totally 11,000,060 households engaging in agricultural pr_oduction) engaging in
agﬁ.cultural-production'of big size and deriving high income are subject to the corporation tax.

 Therefore that reasonable regulation' can be accepted. .
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- Otherwise, there are some criticisms that income is subject to the corporation tax with respect
to income surplus of 36,000,000V ND, which is low. Hence, applying tax rate of 32% is high.
The state currently is encouraging farm economy development so that tax imposed households
engaging in agricultural production of big size to be not sensible due to decline a will of excellent
producer.

2)  Discrimination of taxable income and revenue with respect to revenue in advance of customers: In
fact, infrastructure construction business entities in the industrial and export processing zones usually
request investors to pay property infrastructure rental _for as many years as investors can. However, the
Government provided to calculate total revenue in advance to taxable revenue in year arising revenue
and contributed in advance expénses arising anticipatively to legal expenses. That is why enterprises
complained that the Government occupied enterpriées’ capital and prevented the investment anﬂ capital
mobﬂizing activities. .

3  Tax rate: The former profit tax had three tax rates: 25%, 35% and 45%. Currently, the corporation
tax has general tax rate of 32%. In case of making losses due to the corporation tax rate of 32%,
business entities engaging in production, constr'uction., transpo_rtation currently subject to the profits
tax rate of 25% shall continue to enjoy the rate of 25% for a period of 3 years from the déy this law
comes into force; Upon expiry of 3 year period, the tax rate of 32% shall apply. Howeve.r, business
entities engaging in trade, service and tourism suggesf also to apply tax rate of 25% for a period of 3
years (the former profit tax of 45%). This is non-sense claim.

4) Additional corporation tax: In addition to the rat_e'of 32%, business entities de‘rivinn‘g high income
thanks to preferential business conditions shall be subject to additional corporation tax at the rate of
25% applied to the portion of high income created by the preferential conditions. However, some
enterprises complain about unclear criteria of.determination of “high income thanks to preferential
business conditions™ and criteria of “12% of owned capital” due to enterprises’ capital are so different.

5) Some domestic enterprises asked to accept cxpénses for gifts,' charity and Ifriendly house as legal
expenses in order to be fair with the foreign investment enterprises.

6) Some enterprises complained about discrimination between the domestic é.nd foreign investment
enterprises on preferential tax rate, tax reduction .and exemption.. On the é:ont_rary, some criﬁcized to
treat discrimination with respect to fbreign investors such as higher price of service and land rental. ..

* than domestic investors. _

7)  Some criticized that the regulations of preferentia_l tax z_ind procedure are different between the Law
on Domestic Investment Encouragemént, Law on Foreign Investment in Viet- Nam, the.Law on
Corporation Tax. On the contrary, some enterprises criticized that abplying prefere.ntial tax for investors

+ that made more complicated the Law on Tax and also not affecﬁng due to lack of unification among

the documents providing the Law implement.



(7) The orientiations of amendment, supplement and completion:

{)  Inshort-term, the most important point needs to be amended, which is houscholds and individuals
engaging in agricuttural production of big size and deriving high income are subject to the corporation
tax. In fact, the Government supplied amendment and supplement of the Decree 30/1998/ND-CP
related to that point and currently the Ministry of Finance is submitting a draft in order to be examined
by functional office. The contents of amendment are following:

- Criteria given to determine households engaging in good production deriving high income
of over 50,000,000 VND per year and good value of over 150,000,000VND per year.

- Taxrate: Due to understanding of agriculture is invested encouragement field and countryside
is invested ehcouragement arca so that applying the lowes;t preferential tax rate as followed
the Law dn Domestic Investment Encouragement and the Law on Corporation Tax.

- Applying the policy of tax exemption of 2 or 3 years and tax reduction of 50% for next 2
years likes the policy applying for newly es.tablish enterprises.

2) Critena determinihg business entities deriving high income thanks to preferential business conditions
shéli be subject to additional corporation tax, which is researching in order to help enterprises having
satisfactory income after tax to increase invested capital, to expand size, to renovate technology and
to improve productive capacity.

3) Accompanying the encouraging implement of socialization activities in culture, health care, education
and spbrt..., the detenﬁi:nat_ion _of cxpenses for those aétivities being Icgal. expenses will be amended
and supplemented to accord: with reality. Accepting these expenses needs to base on basic principle
such as i‘eal_ and reasonable expenses, real receiving objects, provable documents. ..

4) Inlong-term, discrinﬁﬁating between the domestic and foreign investors will be treated in the program
of compiling the Law on Corporation Income Tax and Individual Income Tax. However, from now to
the end of 2005 we still need small discrimination between the domestic and foreign investment
enterprises in order to absorb foreign investment.

Furthermore, from now to 2005, amending regulations land rental, price of service in order to have
the uniform pfice to both of the domestic and foreign investors as soon. However, regulations for
reducing the Withholding tax, applying such fees unifbrmly for domestic and foreign investors and
amending the income tax on high income earner with respect to foreign individuals (with respect to
Vietnaniese individuals ;.vill be amended as soon) were applied.

5) From 2006 on, when Viet Nam will integrat_c actually into rcgibnal economy, there will not have
discrimination between the domestic and foreign investors, tax rate will be apptied uniformly of 25%
or 30%, tax ckemption and reduction will be instead of new one for invested encouragement to
researching, applying high téchnology, the withholding téx will be .instead of tax on dividend, and

some individual income paid from enterprise wili be re-arranged in order to cover almost revenue and
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avoidance of double taxation on income.

The income tax on high income earner

The Ordinance on Income Tax on High-Income Earner was passed by the State Council (is the Standing
Committee of the National Assembly now) on 27th December 1990 and took effect from ist April 1991.
Until now, the Ordinance has been supplemented and amended several times in 1992, 1994, 1997 and
1999. Although this kind of tax is new in Viet Nam, it is getting the important position in the current tax
system during the impiementation. It is not only the one to contribute for the state budget, but to be the
important instrument in order to adjust income of a part of high-income earners in the process of shifting
to the market economy. '

The taxpayers were initially abnut 200,000 persons (almost include foreignérs, Vietnamese labors
working for the foreign-capital entérprises, people receiving. gifts from the relatives res.iding overseas
and some having lottery winning. However, the taxpayers are nearly 1,000,000 persons now.

Although.the tax threshold was adjusted to increase gradually adapting with the living standard in
order to puarantee-for taxpayers with the satisfactory income but the ann'ual revenue to the state budget
from this tax still increases. At the beginning, income tax on high-income earnet'contributed a small
percent.in total revenue to the state budget (about 0,7%) but it has been contributing oner 2% of total
revenue to the state budget at the end of the 1990s (see appendix). Hence, the revenue to the state budget
from this tax, is nearly equal to the revenue from tax on agncultural land use of over 10 million farmers
in 1998, 1999 and 2000, and it is posmble to go up in the coming nrne '

The main contents of the income tax on hagh—mcome earner and some problems aﬁsing in the procéss

of implementation and the trend to reform this tax, are followings:

The main contents of the income tax on high-income earner

(1) Taxable Cover: the income tax on.high-income earner ap.plies for the individuals who have their

income higher than the average one basing on residency and sources where income arises.

(2) Taxpayers: are all Vietnamese citizens and foreigners who have income arising in Viet Nam.
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The foreigners are defined by resident and non-resident people: foreigners are considered resident in
Viet Nam for tax purposes if they stay from183 nays or more in Viet Nam witnin 12 months starting from
the date of their first arrival for. And foreigners are considered_non-residenﬁ in Viet Nam for tax pnrposes
if they stay in Viet Nam less than 183 days. | _

Resident-foreigners are imposed basing on the global income and non-resident forelgners are imposed
basing on the income arising in Viet Nam Also forengners who earn income arising in Vxet Nam from

technology transfer, royalties, are subject to this tax according to the regulation of this Ordinance even if



they are not present in Viet Nam.
Vietnamese citizens are imposed basing on the global income. However, the income earning in time
of working overseas is imposed lower as it is applied according to the partially progressive tariff for

regular income like the resident-foreigners.

(3) Taxable income: is divided into two types: regular income and irregular income.
1) Regular income: is aggregate amount of incotne arising steadily and regularly for year including:

In form of salaries, wages, remuneration including overtime, third-shift and thirteenth salaries (if
have), allowances instead of sum of money received from the social insurance fund; money for lunch
and mid-shift.

In form of monthly, quarterly and yearly bonuses and cash bonuses arising on occasion of holidays
and festival...in kind from various sources;

In form of income received from particif:ation in business associations, Boards of ﬁlanagement,
Boards of administration and Boards of enterprises;

In form of fixed personal income received from participation in business, production or service
activities, which are not subject to corporation tax. For instance; the individua_ls run their businesses
indcpendenﬂy in the field of design, architecture, consultative services on the basis of long-term
contracts, teaching, coaching, Uaining, cultural and artistic performances.

In form 6f benefit getting ffom employers such as non-payment shelter or persons, who share the
‘same office, are supplied electric and water without péymcm. '

2) Irregular taxable income: is aggregate amount of income arising immediately, timely and ifregularly
for montﬁ including: |

Income in the form of gifts or presents in kind which are sent by foreign organiiations or individuals
to Viet Nam by all means: transferring through income payers as post-offices and bringing to Viet
Nam by others. Recipients are Vietnamese citizens, foreigners, the owner or the representatives of the
private entcrpnses In case of one’s property brought to Viet Nam that were filled in declaration forms
when they did customs procedures are not subject to taxable income in the form of gifts or presents.

Income from transfer of technology a contract by contract basis, include:

+  Transfer the ownership of or rights to use industrial property such as invention, industrial
design, useful method, goods brand; _trade mark...

+  Transfer carried out by way of sale or supply (if have or not equipment) technical know-
how, technical plans, technological process, designs or sample of design, formulation, maps,
tablés, technical figure of'ot_hcr technical knowledgement.

- Implementation of the following technical support and consultative services:

+ Researching, analyzing and accessing pre—fle’iible and flexible investment and technology
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innovation projects.
+  Technical support, technological selection, equipment assembling instructions, pilot running
of technological line.
+  Consultation for technological management, organization and operation of technology and
production process.
+  Teaching, training, improving technical profession and management of officers, technicians
and workers (not including kinds of professional training)
+  Implementing services on income, information settlement and supply of market, technology,
law, natural resources and environment.
Transfer of usage or rights to use industrial, commercial or scientific equipment (not including pure
activities as importing machines, equipments and materials...) :
If gifts and presents are considered technological transfer of industrial ownership regulated at 2.2.2.
. Item, recipients are not subject to irrégular taxable income.
+ Income in thé form of royalties from literary of artistic works
+ Income in respect of technical construction designs, technical industrial designs and other

services: consultation, training, immediary services, income from bonuses, discount and

commission. ..

+  Income in the form of scientific activities such as: seminar, scientific research thesis in all

levels.
+  Income in the forms of state lottery winning and others for incentives.
Aécording to the current Government regﬁlations, income in the form of interest received from

bank deposits and bank savings, T-bills, ordinary bonds, gove'mment bonds and shares are temporarily

- exempt from the income tax.

(4) Non-taxable income includes the following:

- Allowances for nightshift work.(excluding wages for third shift );

- Allowances for toxic and dangerous trades or for work in regions, which have dangerous and

toxic conditions. -

Regional, incentive and special allowances for remote areas, bad weather, new economic zones,
offshore islands, bad condition frontier areas but not including allowances for foreigners away

from the country;
- Seniority allowances for security forces;
- Special allowances for certain industry and trades: forensic medicine and surgery;

- Allowances for civil servants and others got from the state budget, favorable allowances for

revolutionary militarant before 1945;
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(3

Allowances for business trips, payments for transportation means, accommodation expenses,
living expense;

Fixed meal allowances for certain special industries and trade, on-site meals {(excluding cascs
where it is paid in cashy;

Social allowances for people who get the social policies such as: invalids, sick soldiers,
revolutionary martyr family, people devoting to revolutions; allowances for urgent bad conditions
and for solving social evil;

Allowances for unemployment, dismissal from work in accordance with the regulations of the
Labor Law;

Allowances for relocation of production establishments pursuant to state regulations, including
relocation one time of foreigner residing in Viet Nam;

Insurance compensation payments for personal and property '!nsufance policies;

Remuneration for technical innovation and invention, international rewards, national rewards
are organ_ized and approifed by the Vietnamese State (excluding remuneration is sponsored by
otl'_xe.r_ individuals 6r organizations);

Remuneration accompanied with honor titles is given by the State such as the Vietnamese mother
hero, the pebple’s security fdrce hero, the labor hero, the professor, the people’s teacher, the excellent
teacher, the people g artist, the excellent artist...

Income in form of sdaﬁes and wages of owners of businc_'ss households and private enterprises is
imposed the corporation tax {this income is not calculated as costs when determining taxable income
of business units).

Regular income by foreigner who stay in Viet Nam not exceeding 30 days within a continuous

period of 12 months.

The income tax tariff:

To differ from income tax in other countries, the income tax on high-income earner in Viet Nam is not

mixed tax. In fact, it imposes the certain income depending on arising sources and the income substance.

Regular income tax tariff has the distinction between the Vietnamese and the foreigners. However, in

respect of irregular income, the Vietnamese and the foreigners are subject to the same tariff as bellows:

As for the Vietnamese residing in the country, the current partially progressive tariff includes 7 levels

with the lowest tax rate of 0%,' the highest tax rate of 60% and tax threshold of 2,000,000 per month

(béforc May, 1994, it includes 8 levels with the maximum tax rate of 80% imposing on monthly income

of over 6,300,000 VND). Moreover, as for citizens, who have remaining income after paying income tax

of over 8,000,000 per month, will have to pay surcharge tax of 30% to the income exceeding 8,000,000
VND.
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As for the fofeigners residing in Viet Nam and Vietnamese citizens working abroad, the partially
progressive tariff of regular income includes 6 levels with the lowest tax rate of 0%, the highest tax rate
of 50% and tax threshold of 8,000,000 per month. Non-resident foreigners are imposed the unified tax
rate of 10% of total income.

The partially progressive tariff for irregular income is stipulated for all citizens according to timely
income. It includes 6 tax rate levels with the highest tax rate of 30% and tax threshold of 2,000,000 per
month. Besides, some kinds of income are imposed the fixed tax rate on the general income:

+  Income derived from a lottery win.ning in a sum higher than 12,500,000 wili be subject to a
unified fixed rate of 10%.
+  Income derived from the transfer of technology on a sum higher than 2,000,000 will be subject

to a unified fixed rate of 3%.

+  Money or other items sent by overseas residents in a sum higher than 2,000,000 will be subject

to a unified ﬁxéd rate 6f 5%.

(6) Income tax calculation method:

In respect of regular income, Ordinance has stipulated definitely for taxpayers:

- As for the Vietnamese working in the country or overseas and ‘the foreigners rcSiding in Viet
Nam: total income per year {including income sources from abroad) dividés 12 months (calculated
by calendar year) to get average monthly income, then the correlative tax tariff will be applied.

- As for the foreigners residing in Viet Nam ovef 183 days: total income arising per year (including
both income arising in Viet Nam and other countries) divides 12 mbnths, thén tax tariff will be
applied for one month and whole year. _ 7

- As for the foreigners residing in Viet Nam from 30 days to 182 days: taxable income is total
arising in Viet Nam in that period.

" In respect of irregular income, it is calculated on personal income for each earning of each period
according to the above-mentioned tax tariff. Income received in kind of gifts and presents from the
foreign countries will be calculated by each period. Income getting from transfer of technology, technical
construction designs and-technical industrial designs will be calculated by each contract value not

depending on payment times.

(7Y Organization of tax collection, anmcht and settlement:
Income tax is applied subject to withhold at source. Incomé payers or indi\;ridlials or labor rﬁanagement
- offices (called the delegated organizations) will have the obligation to withhold the income tax to state
.. budget before paying personal income. In other cases, direct colleCﬁ_on will be inip'lemented; s

Taxpayers (both regular and irregular income) have the responsibilities actively to registei‘, declare
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their income for the delegated organizations or local tax offices. The delegated organizations will have
to register tax collection with the local tax offices. Morgover, taxpayers not withholding are obliged to
register the local tax offices to get the tax register and personal income declaration.

In respect of regular income: income payers actively withhold the tax at source and pay it to the state
budget chry month. At the end of the year or after the expiry of employment contract, any individual is
responsible for summing up all income sources to send to the delegated organizations. The delegated
organizations will have to implement the tax settlement not later than February 28th, next year.

In cases of individuals working in different places in a year, their income tax will be withheld at
source, then he/she has to declare and settle at the last working place.

In cases of individuals working in and getting income from a various places in the same year, he/she
has to sum up, declare and settle income tax where he/she has highest income or is favorabie place.

In respect of irregular income: irregular income tax payment is made on a case by case basis. Income

. payers are responsible for providing tax return forms to tax payers for declaration as well as for tax

computation and for withholding the tax at source before paying income to tax payers. The settlement

between taxpayers and income payers is implemented on the declaraiion forms.

(8) Exemption, reduction of income tax:

. Ordinance on income tax of high income earners has stipulated that where there is a natural disaster
enemyQinﬂictes destruction, accident affecting the life of the tax payers and other cases regulated by the

Government, the tax payers will get the réduc_:tion or exemption of the payable income tax.

Some problems a'rising in the process of implementation and the trend to reform income tax,

During the implementation, there are different ideas about income tax on high-income earners from the

issuance date and even after the amended and supplemented process, it has reaction of taxpayers and

. public opinioh relating to the following contents:

(1) Tax payers: the current Ordinance has mainly limited income sources from salaries, wages and other

~ sources from gifts, presents, lottery winning and transfer of technology... so the tax payers only are

included the foréigncrs and a part of the Vietnamese who have high income.

(2) - There are different ideas about the equivalent between the income tax-and other kinds of tax, giving

examples:
One million people, especially farmers are said that income tax on high-income earners is actually not
fair. The basis of this idea is the comparison among the tax of agricultural land use; corporation tax and

this tax. A farmer with 1 hecta of.ﬁrst' level, who has income of 3,200;000 per year, has to'péy the
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agricultural land use tax of 550 kg rice equal to 880000 YND or income’s 27.5%. Also a household has
the average income of 1,000,000 per month to pay corporation tax of 32% and total tax payment of
3,840,000 VND per year. While, a citizen has the average income of 2,000,000 per month equal to 7.5
times of a farmer's income or 2 times of the household’s income but that citizen is not ifnposed the
income tax.

Moreover, applying two discriminated tax tariffs between the Vietnamese and foreigners has created
the big difference for tax paying obligation. For instance, as for the same income of 20,000,000VND per
month, the Vietnamese will pay 9,600,000VND corresponding to total income’s 48%, while the foreigners

will only pay 1,200,000 VND corresponding to total income’s 6%.

(3) Taxable threshold: the Ordinance has regulated the taxable threshold which is convenient and simple
for tax calculation, collection and payment but it is not actually fair because the individuals with different
lives, who have the same income, need to have different tax obligations. For example, a single perSon

has more advantages than another person who has to bring up wife (or husband), féther, mother, and

children...

(4) In some cases, discriminating regular and irregular income is unfair because hermaphrodite cases

could be one of two kinds of income. For example, an architect does business independently in. year in
design only, and have two contracts: one of.20,0(')0,000VND and_ another of lﬁ,OOO,_OOOVND. If we
suppose, it is irregular income, it is imposed of 3,800,000VND of income tax. Otherwise, if we suppose,

it is regular income, it is imposed of 1,200,000 VND only.

(5) Tariff: The tax rate in the partially progressive tariff in Viet Nam (the highest_ tax rate of 60%) is
higher than the tax rate in other countries in South East Asia (the highest tax rate of 30%). Hence,
applying the two discriminated tariffs between Vietnamese and foreigner is unfair to regulate income.
By the way, in each tariff, small difference levels of taxable income do iﬁcrease highly of mobilizing
speed among levels of taxable income. Moreover, mbbilizing speed of Victna_mcse is much faster than
foreigner, For example, the Highest tax threshold in the partially progressive tariff as for Vietr_\amese, is
over 10,000,000VND (tax rate of 60%), is five times of the iowesf tax threshold that.is over 2,000,000VND
(tax rate of 10%); The highest tax threshold in the partially progressivle tariff as for foreigner, is over

120,000,000VND (tax rate of 50%), is fifteen times of the lowest tax threshold that is over 8,000,000VND
(tax rate of 10%).

(6) As for citizens, who have rerhaining income after paying income tax of over 8,000,000 per month,

will have to pay surcharge tax of 30% to the income exceeding 8,'000,000' VND. Thus, it does not

528



encourage the foreign enterprises to pay higher income for Vietnamese who has high level. Because
employees pay attention to only net income, while employers pay attention to total costs for labor,
therefore when they pay the same net income for whether Vietnamese or foreigner who has the same
level so costs for Vietnamese labor is much higher than foreigner labor. For example: a Vietnamese labor
has a labor contract in which net income is 13,000,000V ND per month. In this case, employer has to pay
a salary of nearly 30,000,000VND, while as for a foreign labor has the same net income of 13,000,000VND
but employer has to pay a salary of only 13,600,000VND. This is a hot matter, which foreign investors

have been reacting actively to the Government.

"~ (7) Some orientations need to be reformed continuously:

In short-term, we need to adjust the tax threshold in the partially progressive tariff as for Vietnamese
regular income in order to solve two big problems;

Firstly, to decrease the different tax obligation between Vietnamese and foreigner;

Secondly, to give more advantages to investors through adjustment of the tax threshold and levels of
the taxable incbme in the tariff. Therefore, investors will be able to decrease costs of labor, while they
wiil still able to pay higher salary for Vietnamese labor.

Levels of the taxable income in the tariff are required to adjust when the tax threshold is adjusted.
Thus, the distahcc amoﬁg the tax rates in Vietnamese tariff should be eipanded at the same time as well.
Recently, the Ministry of Finance has promptly drafted the Amendment and Supplement Ordinance on
some sections of Ordinance on Income Tax of High Earners in order to resolve the above;ﬁlentioned
ufgent problems. .

" For a long term, Law on Personal Income Tax has been issued to adjust alf individuals who have their
mcome from a various kind of sources. Therefore, the current business households, who have been
imposed the corporatiﬁn tax, will be imposed the personal income tax in the following time and the
farmers, who are now subject to the agricultﬁral land use tax, will be subject to the corporation tax.
| To irﬁplemem the second-step tax reform, the Vietnamese National Assembly has dropped the purpose
of this session’s law construction program, which is to issue the personal income tax. The Prime Minister
also haw_e the Decision Nb of date...month...year... to establish a edition group on personal income tax
. project with purpose of drafting the law project which will be submitted the National Assembly for
approval in 2001.

Promulgat'ion of the per‘son.al. income tax law should focus on the following contents:

- - Toclear the basis of defining the tax'payer;s in two forms such as: resident and income arising
sources. Instead of imposing the foreigners as current time, the “resident” term will be applied
for all taxpayers, : -

- instead of imposing particularly, the taxpayers will include the business individuals. Each
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individual, which has income from both business and wages, will have to sum up on the tax
declaration and be applied the same tariff.

- For taxable income: it is estimated to distinguish the income from the labor, investment and
gifts. So that, we have the suitable attitude and adjustment for each income.

- For tax tariff: in a long term, personal income tax needs to have the partially aggressive tax
applying for all tax payers (both the Vietnamese and the foreigners), but for the existing historical
factor of the Ordinance on Income Tax of High Income Earners and the flexibility of the Ia@'
project, at the early time, we should implement the law project éccording to the 2 followings:

+  The first plan: to continue remaining 2 current different tax tariffs but reduces the tax threshold
in order to expa'nd the scale. Both will have the same tax rates and the income balance among
 the tax fevels will be larger than now (Income level of the maximum tax rate will be higher 20
times than income level of the minimum tax rate). All tax rates at each level also adjust to fall
- down with purpose of gaining the maxinium tax rate of 40%. _ .
+  The second plan: to build the unified tax tariffs and expénd tax—paying'sc'ale with low tax
rates. However, because of the big difference between the income of the Vietnamese and the
foreigngrs and between the éonsuming need and habit, we should distinct the exemption fate
between these objééts.

For discussion, the first plan should be implemented in the eﬁrly time and the second plan should be
implemented 5 year later (from 2007). '

The exbort-impoﬂ duty |

In the Vietnamese tax system, the 'export—.import duty was tﬁe first kind of tax promulgated in writing
on 29th Decerﬁber 1987 named é Trade Export-Import Tax Law. The law was pfomulgated to strengthen
the management of state-owned enteiprises’ trade export-import activities, to contribute on implementing
the external economic policy in the first period of renovation, to establish the suitable import structure,
to conduct the import activities and consumption, to protect initial.ly the domestic production, and to
create the revenue to the state budget. |

Since 1990, the disintegration of the economic interdependent council has strongly affected to the
international trade. activily of Viet Nam, the Export-import Duty Law p.romu.lgated in December- 1991
and took effect in March 1992 while the Government was implementing thé fair economic policy among
the economic sectors and shifting the closed economy to the open one. _

As compared to the former law, the Export-lmport Duty Law (1991) has expressed the unification of
tax obligation between trade and non-trade import goods. This tax is applied to the goods pemiitted to be
exported or imported passing the frontier of Viet Nam and the goodé from the domestic market to the
export processing zone and vice vefsa. .

* The goods will be considered for duty exemptions in the following cases: goods tranSported through



the frontier of Viet Nam, goods imported or exported according to the method and the goods aided.

The export-import duty is calculated basing on the quantity of goods written on export-import the
deelaration forms, taxable price and tax rate of each good.

The taxable price applied to the exported-goods is the selling price in the trade contract at customs,
not including the insurance cost and freight. As for the imported goods, the taxable price is the purchasing
price in the trade contract at customs including the insurance cost and freight. To prevent the tax invasion
through the price, the tax offices are permitted to apply tax calculation table regulated by the State to the
- goods which are needed to manage according to the minimum price, in case where the findings on fraud

and unreal event made in the trade contract.

Import duty applied to imported goods consist of normal rate stipulated in the tariff nomenclature and
the preferential rate applied to imported goods originating from a country which signed an agreement
with preferential prow?ision in trading with Viet Nam.

Import tariff nomenclature is made to base on the description list and goods code of the world customs
organization instéad of the goods list of the SEV system last time. Import tariff nomenclature includes

36 levels of rate, in which duty of 0% is applied to chemistry goods, medicine, planes and most of
eqdipment that have yet not produced in domestic market, duty of 200% is applied to the car with 5
chairs at least.

In order to implenient the cultural, economic policies on the foreign investment incentives, exported
goods production incentives, sciénce and education deveiopment, Some kinds of goods are considered
for duty éxemptidn by the Law in the following cases: temporarily imported to exported or temporarily

"+ exported to imported for the trade féirs or exhibitions; specialized goods for nétional security and defense,
scientific research and educétibn; importe.d goods of the foreign investment enterprises to the fixed
asset; imported materials for export production; goods imported as gift, present and moving asset; goods
imported of forei'gn organizations, individuals pursuant to the external relation exemption provision.

- During the implementation of the Law on Export-import Duty from 1991 to 1995, we have achieved
basically the required goals which are. protection of domestic trade and production, establish the revenue
to the state budget (see appcridix of the above-mentioned revenue structure to the state budget), make a
contribution to create a fair comparative environment for the domestic production enterprises. Besides,
the Law on Export-Import Duty has basic contents in accordance with international routine.

However, because of the réquirem_ent of the industrialization and modernization process, expanding
the foreign cooperation moQi'ng to multilateralization and diversification orientation, implementing the

' ihtemation_al cor_rir‘nitmem during the integrzition, the Law on the Export-Import Duty has been amended
and supplembﬁtec_l séveral times. It is considerable that the Standing Committee of National Assembly

-dropped the resolution fon; the amendment of import tariff rate on-Oct 1995. The maximum has decreased

to 60%, rate levels of the tariff nomenclature has fallen down to 28 levels-in details with the lowest rate
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of 0%, the highest rate of 60%. When some items were applied to the high rate as cars, air conditioners,
the reduction balance of import tax rate will be computed and designed to transfer to the special
consumption duty.

To adapt with the international commitment of trade during the integration process into the regional
and global economy and the implementation of the unified duty system reform, the National Assembly
passed the Law on Amendment of Some Articles of the Law on Export, Import Duty on Apr, 1998 after
dropping the Law on Value Added Tax. The amendment contents focus on the followings:

First, to amend the regulations of preferential rate applied to imported goods originating from a country
which signed an agreement with MEN provision in trading relation with Viet Nam and tariff range for
each group of products in the preferential schedule,

Second, to amend the regulations of normal rate applied to imported goods dﬁgiﬁating from a country
which has not signed an agreement with MFN provision in trading relation with Viet Nam. The normal
rate is provided to be higher than the preferential rate of a particular good.

Third, to supplement the special preferential rate applied to imporfed goods originating from a country,
which signed a special preferential agreement on import duty with Viet Nam. _

Fourth, to supplement a supplementary duty in addiﬁon to the special cases to establish the law basis
on domestic production protection and accord with international routine in commercialization process.
Supplementary duty is :ipplied to the following cases: goods imported into Viet.Nam at -priccs that. afe
much lower than normal price because of anti-dumping action; goodé imported into Viet Nam at prices
that are much lower than the normal price due to subsidy granted by the ekp.ort.ing c_ouhtry,; goods
imported into Viet Nam originating from a country which applied. a discriminating'policy on tariff fof
the Vietnamese goods. | | | _

Fifth, to supplement and amend some of the regulations in order (o create more favorable conditions
to implement the reform of administration procedures such as the regulation for tax chécking and
computation time, tax hotiﬁcﬁtion, expanding the duration of duty paymcn_t, providing the detail§ of
exemption and resolving procedures, tax checking and recdllecting with respect to tax exemption goods
but it is used to be not correct purpose. .. |

In the other words, the Law on Export-Import Duty provided continuously the Government having a
right to adjust the detail tax rates in the provided tax rate framt_:' scope in order to accord with the
protective policy implcment.of the domestic production i:md the expdrt-import manaéement means.

In the process of ten years implement, the Law on Export-Import Duty has actually beeh an cfficient
instrument to guarantee the revenue to the state budget, to protect and encourage the domestic production
and to accord with the international routine. However, the protective process of domestic productioﬁ
through the tax and on-tax means, the Vietnamese economy ﬁas been hd#ir_lg a manifestation of the

domestic production economy, which accompanies limit of importhtion rather than the export orientation



economy. The general situation in recent time is mostly enterprises asking the State to increase the
import duty with respect to their products, which could be produced or expanded duration of protection,
while the requirement of technological renovation, productive re-arrangement organization, productive
cost decreasing means...are not implemented sufficiently.

In the addition, the Vietnamese import duty policy has showed some shortcomings such as: lacking of
stable and neutralist characteristics, lacking of select protection and not calculating adequately of
conditions and protect duration. It creates dependent psychology of enterprises, which do not improve
renovation of equipment, productive technology and management in order to increase the competition
of Vietnamese goods.

In the coming time, the export-import duty policy need to be amended and supplemented as following:

- The érotection of domestic production should be efficient, selected basing on conditions of
quality standard, price and du_l;ation. Basing on long-term economy development strate'gy and
integrated process, we need to determine branches having to be protected, protective level and
detail steps.

- The export-irhport duty tariff will be made to accord with international commitment on tax
reducing when éign the international treaty. Re-arrangement and adjustment of tax rates reducing
:;re in accordance with good classiﬁcation.t_‘ollowing “description list and good code” of the
world custom organization (HS list). and simultaneously i'educing a number of tax rate levels in
order to decrease difficulties of tanff |

- Guaranteeing efficient contribution levei to the state budget and re-arrangement of resources

" distribution in Grder to accord with tﬁe tax'sy.stem reform process.

- Imblement of taﬁzation of non-tax protection means bases on the current non-tax protection
level and declaring 'sim'ultaneously the tax reducing process, detail tax rate levels with respect to
the taxization cases.

- Reducing gradually the good list, which the State needs to manage the minimum taxable price
and expanding cases applying the contract price in order to implement adequately regulations of
taxable price detefmination as followed GATT/WTO.

The current revenue policy on land |

The Law on Land on 14th July' 1993 and the Law on Amendment and Supplement on Some Articles
of the Law on Land on 2 Dek:embér 1998 have provided that land belongs to the public ownership
managed by the State. The Sta.te has de.livered.to organizations, households and individuals for long-

_ term'and steady land using right in the forms of land using and land lease.
| According to Article 22, 79 of the Law on Land, organizations, households and individuals who have
" been delivered, leased by fhe' State, has obligatid_rls to pay tax and other revenue in the following cases:

- Lanﬂ using chérge in ¢a$cs of the State delivering land using right; and the State allowing
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purpose change for using some kinds of land.

- Land renta} in case of the State’s land lease,

- The agricultural land using tax on land which the Statc delivers to be used for agricultural
production purpose. _

- . The land and housing tax on living land and construction land.

- The tax on transfer of land using right as transferring land using right to other people.

. - . The value added tax and the corporation income tax on the activities of house business,
infrastructure business and releasing land on which the infrastructure has been delivered and
rented by the State. _

- Land charge as doing the land procedures; registration charge as registering land using right.
- . Besides, objects that the State delivered land using right and leased land, have also obli.g'ation

to compensate all damages caused for legal land users retrieved by the State to deliver for those

objects.

The follo'wings are the main contents and difficulties arising during the implementation of the above

mentioned policies and some suggestions:
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(1) Land using charge regime: ,

Land using charge regime applied to all organizations, households and indiviauals (tobe .calie(_i the
“land users”) in the followings: |

- Land users for the purpose of building house, infrastructure and house construction im./estment .'
to be sold or leased; or organizations have been delivered land to create capital for building
infrastructure according to projects .regulatcd by the Prime Minister.

- Land users are allowed to change land using purposes from agricultural, forestry, aquicultural,
specialized, salt making, leasing land and the land used for defense, security, national benefit,
public benefit to house land or infrastructure busihes§ land. _

. - Land users who have not been yet approved before, flave been granted the certiﬁca..te.of land

using right by the authorities. _ _ |

- Individuals are permitted to purchasé houses i‘ented by the State. _

The land using charge basic is fand acreage (m’) délivéréd or changed land using pufposés and the
rate (%) of land’s price (VND/m?) at the time of land using chérgé colléction.

The price of land for purpose of calculating.tax according to kinds, classes,. geography areas and
urban levels of land is determined by the Provincial Péoﬁle Comr:ﬁttcps in the frame provided by the
Government. - . _ - Do A

The rates (%) of land’s price include 10%, 20%, 40% and 100% detérmined_ by laﬁd origin and
detail period. iO%applied for land to build multi_-storeyed house, 100% applied for delivered new



land and cases used steady land before the time of promulgation of the Law on Land (15/10/1993).
The land using charge regime provided exemption and reduction for policy objectives, people
devoted for revolution, preferential objectives in the Law on Domestic Invested Encouragement and

other cases provided by the Government.

(2} Land rental:

The land rental regime applied to all organizations and individuals who lease the state’s land to use
for the purpose of business production (excluding case of domestic organizations and individuals that
are delivered land by the State to use for the purpose of agricultural, forestry, aquicultural and salt
making production is not subject to pay land using charge and land rental).

Land rental is determined to base on land acreage and the price of land lease discriminated between
domestic and 'forcign investment.

The price of land lease with respect to domestic organizations and individuals, which is implemented
by the Decision of 1357-TC/QD/TCT on 30" December 1995 of the Minister of the Ministry of
Finance, is determined by the rate (%) of land’s price regulated by the Provincial People Committees
in the frame provided by the Government. For examplé: the rate (%) of land’s price, which is 0.5% as
for the branches of production, construction, &ansponation, and is 0.7% as for the branches of trade,
tourism and service, _

With respect to foreign investment sector, the maximum and minimum price frame of land lease
according to types of land, area, coefficient of adjustment on branch, locatiqn, infrastructure is provided
by the Ministry of Finance. Theﬁ, basing on that, the authority issued the 'investr_nent license decided
the price of land lease as for the detail projects. Since the Lﬁw on Land ook effect, the Ministry of
Finance has adjﬁsted to decrease the price of land lease two times in 1994, 1998 and in fact the
provinces mostly have adjusted continuously to decrease more the price of land in order to absorb
foré_ign investment to those provinces.

There are so many cases of exemption and reduction for fand rental such as in case of investors paid

 land rental in advance for my years, projects invested in the fields or areas for invested encouragement
. as pro.vide_d in the Léw on Domestic Invested Encouragement and the Law on Foreign Investment in

Viet Nam. -

3) -Tﬁc agricultural land using tax:

...~ This tax was passed on 10th July 1993 and took effect on 1* January 1994 to replace the former
... agricultural tax ordinance.

i Tﬁxpayérs are all organizations, households and individuals that are delivered land for purposes of.

. agricultural, forestry pfodﬁg;ion and aguiculture. " -
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The foreign enterprises or individuals that invest in Viet Nam and use agricultural land, shall pay
the land rental according to the Law on Foreign Investment in Viet Nam, not subject to the agricultural
land using tax.

Land, which is subject to the agricultural land using tax, includes arable land, land with water
surface for aquiculture, land for forestations. Land is subject to be exempted from the tax, includes
land with natural forest, natural grass field, land for residence and specified land.

The tax due is calculated on the basis of the acreage, the class of land and the tax rate.

The taxable acreage is the acreage of land transferred to land users according to the State’s land
registration book.

The class of land is determined on the basic of the quality of land, location, geographical, climate
and irrigation condition. The classification of land is fixed for 10 years. The land for annual plants and

land with water surface for aquiculture are divided into 6 classes and land for perennial plants are

- divided into-5 classes.

- The tax rate is specified in the term of amount of kilogram of paddy per unit of acreage of the class

of land. The tax rates are applied as follows: _
For land used annual plants and aquiculture (Kg paddy per ha): -

+Class 1~ . 550

+ Class 6 30
For land used for perenriial plants:

+ Class 1 _ 650

+Class § 80

For land used for wood and perennial plants that are ha_rvcstcd Just one times, is subject to pay tax
of 4% of the broduct value. Besides, in the case where acréage used exceed the limit specified in the
Law on Land, the tax imposed on total acre_ége used and the additional tax shall be paid on the part of
acreage exceeding limit with the tax rate of 20% of average tax per unit of acreage of the class of land.

Agricultural land using tax is calcﬁlated in term of paddy and is paid in casﬁ. The price of paddy is
determined by the Provincial People Committees and this brice can be 10% lower than the market
price in taxébie period. _

The Law on Agricultural Land Using Tax provided the cases of exemption and reduction for people
producing in mountainous, island and ethnic minority areas. Tax éxemp_tion is for the bare land,. hill
and mountain that used for production of agriculture and forcstfy, protective and special forest plant,
reclain waste land. Tax exemption limitedly is for househ.ol.ds and individuals mbiring to the new

economic regions. Moreover, in the case of the crop is damaged by the natural calamities, insects, and



enermy-inflited destruction, if damage is from 10% to 40%, will get tax reduction from 10% to 80%

and if damage is over 40%, will be exempted from tax.

(4} The land and housing tax:

The Ordinance on Land and Housing Tax was promuigated in 1992. In 1994, the Ordinance on
Amendment of and Addition to a number of Articles of the Ordinance on Land and Housing Tax was
introduced and into force.

The land and housing.tax imposed on land used for residence and constructive projects. However,
in the current situation, the housing tax is, temporarily, not regulated and collected.

Taxpayers are all organizations, individuals who have the right to use land for residence and
constructive projects. _

Either dofﬁestic and foréign organizations, individuals, who rent land, shall rot pay land tax, Where
enierbﬁses with foreign invested capital, which use land and have paid the land rent as specified by
the State, shall not pay land tax during the contracts time.

The taxable land includes the total acreage of résidential land, land for constructive projects. However,
land used for public purposes, social benefit or charity such as parks, stadiums, schools, irrigation
projects, places of historiéal interest, pégoda, churches... shall: not be subject to the land tax.

The land tax is calculated on the basis of acreage, the class of land and the tax rate specified in term
of unit of acréagc. The taxable acreage includes land acreage for building house and project, land
acreage in constructive precinct (including eveﬁ bare land acreage).

.The tax rates discriminated among régic_ons and areas that depended on typés of urban, infrastructure
conditions. As for residential land, land for constructive projects in urban areas, the tax rates are
varies from 3 to 32 times as much as the rates of the agricultural land using tax. As for land in suburb
areas and in nearly tfansportati_on areas, the tax rates are varies from 1,5 to 2,5 times as much as the
rates of the agricﬁltural land using tax. As for land in countryside area, the tax rate is equivalent to the
average tax rate of the agricultural iand using tax in the communicability.

. The Ordinance on Housing and Land Tax provided temporarily exemption for cases: land used for
building o.fﬁc?c of admihistra_tiqn and non-productive activities, social organizations, caltural projects;
specified land used for the purpose of defense and security; land used in remote, island and mountainous

+ areas; land belongs to invalids, sick soldiers, revolutionary martyr family, people devoting to revolutions,
disable people, oid people living alone... Moréover, in the case of taxpayers had difficulties caused by
_ natural éalamitics, enermy-inflited destruction and unexpected accident, will be possibly exempted or

reduced from tax.
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{5} The tax on transfer of land using right:

The Law on Tax on Transfer of Land Using Right was promuigated on 1% July 1994 to adjust
income arising from transterring of land using right. The tax rates are 5%, 10%, 20% and 40% depending
on {and origin and number of times on transfer of land using right.

In December 1999 the law was amended and supplemented in order to decrease and simplify the
tax rates and provide clearer cases not subject to this tax.

Organizations, houscholds and individuals, who have land using right, shall pay land using right
transfer tax whenever a land using right transterred. However, the fotlowing cases of transfer are not
subject to this tax:

- The State taking back partly or wholly the land from landlord as specified in the Law on
Land.

- = The land vsing right is transferred to inheritors as specified in Land Law,

The land using right is transferred among people in the same household when it divided or
between wife and husband when they divorced,
- Landlords using land for the purpose of rent.

The land using right transfer tax is calculated on the basis of the land acreage, the price of land and

~ the tax rates. The price of fand for purpose of caléulating this tax is determined by the Provincial

Pcople Comumittees in the frame provided by the Government.

The tax rate is divided into 2 types: the tax rate 6f 2% applied fof land for agriculturai and forestry
production., aquiculture, salt making; the .tax rate of 4% applied for house lahd, land for project
construction and other kinds.

The Law on Tax on Transfer of .Land Using Righf provided ekemptioﬁ for the following cases:
Households and individuals moving to be resided in the new economic, mountainous and island regions
by the authority’s decisions; transfer of land using right in the mountainous and island communes;
transfer of land using right to each other in cases of land used for agricultural and forc'stry produéﬁon,
aquiculture, salt making; and the economic 6rganizalions that are delivered land by the State, and
have already paid land using charge in order to invest house construction for selling and infraSchmre
construction for transferﬁng. _ :

The Law on Tax on Transfer of Land Using Right also provided tax fedhction of 50%’ for the
following cases: invalids, sick soldiess, revolutiénary martyr family, disable people, old pcbplc living
alone... | |

- Some problems arising in the process of implementation of the revcr.xu:e policy on land need to be
amended and supplemented as fbllowing: ' _ _ .
- Kinds of taxes and revenue related tb land as mentioned abové to show us that there are

currently lots of types of revenue on land and such regulations which are not in accordance



with reality and happening of socio- economy. For example: some kinds of soil land in the
countryside are subject to the Law on Agricultural Land Using Tax or the Ordinance on Housing
and Land Tax either. Moreover, some cases of land using right transfer with simultaneously
changing for using purpose from agricultural fand to non-agriculturat land are subject to the
tax on transfer of land using right or subject to land using charge either...

The revenue policy on land is not satisfactory in term of relationship between the State and
tand users who are delivered or leased land by the State. Land users have to pay land using
charge or land rental and also compensate all damages caused for legal land users retrieved by
the State to deliver for those land users. On 23rd August 2000, the Government promulgated
the Decree 38/2000/ND-CP on land using charge revenue policy in which projectors delivered
fand by the State are exempted 90% of total charge for compensating damages. With respect to
cases leased the State’s land, need to be applied similar to cases delivered land by the State.

The contributive policy on land using by the agricultural land using tax and the housing and
land tax is not so sensible because it does not go with the price of land. For example: In Hanoi,
the égricultura] land using tax is 550 kg paddy per ha per year of the first class of agriculturat
land as comp.ared to land’s price of 19,300VND/m2 so that the contributive rate is 0.42%.
Whﬂe the land and housing tax with respect to urban land is 32 times of the rate of the agricultural

Vland using tax as compared to land’s price of 11,500,000VND/m? so that the contributive rate
is just 0.022%. _ _

The agricultural land using tax discriminated the tax rates between land used for annual and
perennial plants, and also the classes of land. Therefore it seems to limit land using right that
is not suit:_ible' to the market mechanism and to be difficult to tax collection and management.

Although revenué mechanism of land using charge has been amended but it is still not
sensible. For example: buying ho.uses, which are owned by the State, has to pay the land using
charge basing on fand acreage (m?) aﬁd the rate of 40% of land’s price. However, if comparing
to land users who had illegal documénts before 1993, shall pay the land using charge basing
on land acréage {m?) and the rate of just 20% of land’s price.

Land rental has still difference between the domestic and foreign investors on the prices of
land lease. In the coming time, we need to not only readjust the price.of land lease also need to
amend the compensative pblicy for all damagés caused for legal land users retrieved by the

State to the investors who lease the State’s land in order to absorb investment.
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A-—5
Social Insurance in Viet Nam

Pham Ngoc Thach

Ministry of Finance

Part 1 Viet Nam social insurance system; major issues in social benifit,
health insurance and unemployment insurance

A. Social insurance system
Social insurance is an important policy which attracts the Viet Nam State’s interest from the date of State
~ establishment. However, under war condition, Viet Nam economy was underdeveloped so that the

implementation of social insurance policy issued before 1961 was very limited.

Period from 1961 to 1985
The Government issued the temporary Regulation on Social Insurance following the Government
' Décree NO 218/CP dated 27ﬂ1 December 1961 aiming at concretizing the stipulations of 1959 Constitutions
on social insurance. |
1. Scope: all of puﬁlic servanfs; those working in the Communist Party’s Office, social - political
organizadon§ an_d state-owned enterprises.
2. Social insurance covers 6 circumstances:
- Sickness;
- Maternity;
- Employment injury and occupatibnal_ diseases;
- f’ension;
-~ Survivors;
- Labour incapacitation.
- 3. Social in_suraﬁce expenditures for social bennifit are met by contributions from employers, employees
and the state budget.
| 4.  Social sécun’ty management and implementation
. The Ministry of Labour, Invalids and Social Affairs is responsible for management 3 policies:
labour incapacitation, pension and survivors.
- .. The Viet Nam General Federation of Labour is responsible for management 3 regimes: sickness,

maternity, employment injury and occupational diseases.
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Beside the regimes for cadres, workers, civil servants, the Government also issues the priority

regulation for employee working in the armed forces.

Period from 1985 to 1994

The Council of Ministers issued Decree NO 236/HDBT dated 18th September 1985 on amendment
social insurance policy for state workers, staffs and civil servants. Social insurance policy promulgated
by virtue of Decree NO 236/HDBT is more comptehensive and concrete than that of Decree NO218/CP.
In particular, the rew social insurance policy paid more attentions to employees working in remote areas
or islands and labourers doing especially heavy and noxious jobs or in war condition.

By the end of 1994, social insurance policy ensured allowanée for more than 6 million times of
persons receiving maternity aﬂowancc; more than 2 billion days of sickness; 30,000 persons receiving
Employment Injury and Occupational Diseases allowance; 1.5 million pensioners, of whom 160,000
employees working in armed forces; 300,000 persons receiving monthly survivors allowance; hundreds
of thousand persons receiving recuperative regime.

However, social insurance policy in the period of 1985-1994 revealed several problems:

1. Social insurance poliéy applies only to state workers and armed force’ employees which discourages
the development of multi-sectored ecbnomy, especially It is very difficult to remoﬂ_z labourers from
state sector to private sector or vice-versa. At the same time, it does not create equality betv;feen thé
labourers’ right of working and their right of receiving social wealfare from different sectors of the
€£conomy. _

2. Social insurance policy did not stipﬁlate the relationship between contribution and beneﬁf.' Thei‘efore,
the state budget had to subsidize more and more by the time. Insurable per_Sons were not aware of their
rights and responsibilities when participating in social insurance program. From 1990 to 1994, the
state budget subsidized more than 90% social insurance expenditure on average, at the same time
suffering an increase of 15,000 pensioners and incapacity labourers a year. These were main reasons
that social insurance fund is always in shortage situation.

3. Operation of the social insurance organiz_étion was inflexible and buraucratic that caused many
troublesomes for employees and employers. .

4. The organization, management and implementation was scattered, managcme.nt' process also included

social priority, social relief, social security so the implementation was overlapped and ineffective.

Period from 1994 to now
Under these above situations, the State has a policy to-renovate social insurance and this Was sﬁpuiatecl
in.1992 Constitution: “the State implements social insurance for civil servants and pe'rsoné receiving

monthly salary, at the same time encourages other forms of social insurance for labourers™. This content
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derives from objective requirement to create equality of labourers’ right of receiving social allowance
belonging to every economic sectors, at the same time this is a fundamental policy to establish equal and
civilized social security.

In order to concretize the guideline and make it suitable with managerial mechanism of multi-sectored
economy, social insurance policy was basically amended. The Labour Code was approved at the fifth

section of the National Assembly IX on 23rd June 1994 stipulates:

Article 140
{- The State shall enact policies on social insurance aiming at gradually expanding and raising the
material well-being of the labourers and their family, thus contributing to the stabilization of their life
in case of his sickness, maternity, at the end of his or her labouring age, his or her death or meeting a
labour accident or contracting an occupational disease, losing his or her job or meeting with others
rmqfortunes and difficulties. '
2-  Various forms of obligatory or voluntary socml insurance shail be applied to each type of labourers

and business aimed at assuring that the labourers have access to appropriate forms of social insurance.

Article 141
1-  Obligatory forms of social insurance apply to tﬁe businesses employing more than 10 labourers.
At these businesses, the labour user as well as the labourers must pay their social insurance premium
‘as defined at Article 148 of this Code and the labourérs is beneficiary of social insurance allowances
in case of sickness, labour accident, d'ccup'atiohal diseases, pregnancy, retirement and death. -

2-  With regard to the labourers working in a place employing less than 3 months, jobs of seasonal or
temporary eharaéter, his social insurance allowance shall be included in his salary paid by the labour
user so that he can join a social insurance scheme of his choice or look after his 0wh insurance.

After the Labour Code is approved, the Government isseed the Sociai'SeCurit'y Regulation following
Decree NO 12/CP dated 26th January 1995 The Social Security Regulation determines its basic aim
.1s to fully implement social insurance scheme stipulated in the Labour Code; contributing to stabilize
Labour” life in case of his sickness, pregnancy of woman labourers, at-the’end of his ot her labouring

age...

Some major contents of the new social insurance policy.
The social security fund: The social secufity fuid is formed by the following resources: = -
RS Th’e""coht’ﬁbutidn of éﬁlployers and employees. -

2 The Govemment will sét aside-finance to pay for and support the implementationof the soc1a1

sccuntyscheme forlabourers BT
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3. Interest from activity aim at maintaining the value, investing and developing the social sceurity

fund.

4. Assistance or donation of internal and extcrnal persons, organizations.

5. Other resources.
Social insurance allowance policy includes 5 regimes: sickness, maternity, cmployment injury and
occupational diseases, pension, survivors. _

The state budget sets aside a certain amount to pay for insured person who entitled to receive social
insurance allowance before st January 1995. The amount is accounted and audited independently in
accordance with stipulations of The State Budget Law. Expenditures include:

- Retirement pension;

Labour incapacitation allowance;

Employment injury allowance, allowance for person who serve employmeht injury labourers
and rehabilitation services for injury labourers;

- Occupational diseases allowance;

- Allowance fof rubber workers;

- Survivors and funeral allowance;

- Heailth insurance premium;

- - Payment fee;
. - Other expenditures. _ _
Social security fund payé Jor insured persons who entitled to receive social insurance allowance
before Ist Jaﬁuary 1995. They are .follbwing expenditures:

- Monthly pension and package aﬂowance; _

- Employment injury allowance, allowance for person who serve employment injury labourers

and rehabilitation services for injury labourers;

- Sickness allowance;

- Maternity allowance;
- = . Occupational diseases allowance;

- Survivors and funeral allowance;

- Health insurance premium;

- Other expenditures,

Operation of maitainance the value and development the social insurance fund _
Viet Nam Social Insurance Office has the right to use the reserve fund to catry out methods to maintain
‘and develop the fund. The investment of the social insurance fund has to assure safety, minimum all

risks, maintain the value and obtain social-economic effect.
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Viet Nam Social Insurance Office has right to usc the reserve tund to carry out following methods to
maintain and develop it’s vatue:
- Buying state bonds and bonds of state banks;
- Landing the state budget, development Assistance Fund and state commercial bank;
- Investing in to some projects and state-owned enterprises with guarantee of the Prime Minister.

The new social insurance policy resolves basic problems and has multi-faced effects on social insurance.

Firstly, the new Regulation on Social Insurance has large scope including every labourers in all
economic sectors. In the old regulation, insurable persons are mainly state staffs, workers and armed
forces’ empoyees, now expand to apply to all labourers working in offices, organizations, enterprises
belonging to all economic sectors.

Secondly, the social insurance fund is contributed by labour users, labourers and the State. Of which,
contribution from labour users and labourers is mainly. The empoyer contributes more than employee,
linking the labourer right and obligation in the principal of having contribution will be received allowance;
contribute muéh, allowance will be ‘much; contribute little, allowance will be little. In the old mechanism,
the state budget subsidized almost all social insurance allowance, now the social insurance fund is
independent with the state budget. The fund gra&ually balances collection and expenditure, reducing
subsidise from the state budget. |

Tﬁinfly, the State manages the social security nationall_y‘ This can be seen through the State issues

. legal documents of the social security regimes to guide, inspect and examine the implementation of
social insurance policy. The Government sets up the unified social insurance organization to manage the
fund and implementation of collecting and paying allowance for insured persons. This is a condition to
ass'ure.the labourers’ right accordance with their contributions, gradually overcome the old thought of
considering social security fund as revenue and expenditure of the state budget. In the old mechanism,
the managemenf of implementation social security policy is scattered and bureaucratic; now is managed
in Viet Nam unified social security organization operating as administrative-career unit for the social
objective.

* The achievements obtained through implementation the new social security policy.
1L In 1995, Viet Nam social secun't& organization was transferred 3.2 million labourers taking part
social insurance regimes, 2.2 Iﬁi]lion ones of whom contribuﬁng social insurance belonging to
18,656 Units, organs and enterprises from Viet Nam General Federation of Labour. After 1995,
there are more 39,160 Units and entefprises joining social insurance policy with 2.5 million insured
labourers (increasing to 214%). |
- With the implémemation of social insurance for larger insurable labourer scope, especially in
noh-sta& séctor assures labourers’ right to receive social allowance as well as the State and society’

interest in case of sickness, maternity, 'occupational accident, retirement,... Labourers are happier
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and working harder because they can freefy change working places, overcoming difference between
state labourers and non-state labourers and contributing to promote the development of non-state
enterprises. |

The social insurance fund is bigger and bigger, contributing to reduce the burden of the state
budget. In 1994 (prior to renovation of social insurance policy), The fund collected about 420
billion VND throughout the Nation. In 1999, the fund collected 4.200 billion VND (about 10 times
bigger than that of 1994).

The social insurance fund is formed to create long term assurance of social insurance allowance
systém. From 1998, the Pritne Minister decides that the State budget expenses for cadres, state
staffs, labourers working in military organization and enterprises taking leave from work before
1994 aﬁd receiving monthly pension and allowance. The soctal insurance fund collects and expenses

for labourers taking leave from work from 1995. This remarks a renovation of Viet Nam social

* insurance policy. lmplementation this decision, the state budget expenditure for social insurance

* gradually decreases (decrease about 3% a year) while the social insurance fund is continuously

bigger.

Social security policy gradually gets rid of heavy subs1dy and reduces the contribution from the
State. At the same time, the social insurance fund stabilizes various allowances and conmbutes to

develop the nation’ socio-economic situation.

From 1995 to now, the social insurance fund pays allowance to more than 3 million times of

- sickness, 70;000 occupational accident labourers, over 300,000 r'n.aternity women, 510,000 peréons

receiving monthly pension and package allowance. The procedure of paying pension and other
social insurance allowances has a deep progress. Viet Nam social insurance organization ensures to.
pay allowances fully and on time.

The provision of social iﬁsurance bookletis a manner to practice publiéity and democracy which
are legal bases to receive social insurance atlowance. Up to now, the labourers were provided social
insurance booklet equal to 91% of insured persons. Social insurance booklet replaces ali old
documents. Social insurance booklet owners may examine or monitor the booklet at any time. The
booklet is also a mean to practice administrative reform in implementing social insurance reg.imes
and policy. _ | _

At present, social i insurange policy still reveals several problems to continue- studymg, amendmg
and supplementmg such as retirement age, occupatlonal accident allowance regime, recuperatlve
regime and expansion social security in non-state sector and voluntary social insurance.

" The Ministry of Labour, Invalids and Social Affairs has submitted to the Goverriment a draft of

‘the Regulation on Voluntary Sécial Insurance.



B. Several issues on social allowances, health insurance and unemployment insurance
(1) The five current social insurance regimes
Analyzing five current social insurance regimes such as sickness, maternity, occupational disease,
employment injury, pension and survivors stipulated in the new regulation on social security, we can sec
following advantages:

a)  Sickness allowance: There are stipulations about the time to receive allowance for labourers working
in heavy or noxious joEs or in areas having regional classified at 0,7 or over; the rate of aliowance for
sick labourers need further extension of treatment time over 180 days equal to 70% or 65% of the
salary receiving before sickness (in the old policy was 70% of the. minimum salary). The new sickness
regime is also cxpanded'to apply for labourers who accept family planning methods. This means to be
taken leave from work and received allowance ljke sickness regime.

b) Maternity regime: accordance with the old policy, the period that employees taking leave from
work and receiving allowance was {20 days with normal jobs or 150 days with heavy or noxious jobs.
The new regulation also.stipulz_ite.the period that employees taking leave from work and receiving
allowance is 180 days for employees in areas having re'gional classified at 1,0 or doing special works.
The special works are not only special heavy or. noxious jobs but alse unique special jobs such as

 ballet dancers, circus,.. . However, women working special heavy or noxious jobs entitle to take leave
from work 120 days is a téinporary solution d.ue. to the reality, in a long term need to restructure their
works according to the Lab.our.quc (nof to arrange woman {o heaQy or ﬁoxious jobs).

¢) Employment injury and occupational di_sédses: the regulation stipulates clearly that the employer
is responsible to péy the salary and expenditure for medical services including fisrt aid, emergency
treatment and whole injury treatment. After the injury is stabilized, the employer has to arrange the
work in order to suit with the health condition of the employee. In case of labourer’ death or disability,
the employer has to compensate.

After bein.g examined by the Health Examination Committee, the employee i.s reduced his labour
capééity due to employment injury and occupatioﬁal disease will be received allowance from social
security fund. If _the. degreé o.f disability is 5-30%, the employee is entitled to receive a lump sum
allowance. If the degree of (.',iis'ability of 30% or over, the employee is entitled to receive monthly
aﬁowance with the level of allowance appropriate to the degree of disability. This is different from the
old rcgulatidn, which employee only can receive monthly allowance if the degree of disability of 61%

or 6_ver._ :

d) Retirement pension: the new régulation stipulates more clearly about the cases of inefﬁcient old

. - age may be received monthly pension. This regulation aims at resolve the fact that person who has not
gone through labour age.but lose such his labour capacity (61 % or over) that cannot work any longer.

Lo _prgvgi‘, the retirement before determined age, the period contributing social insurance premium is
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short so that the level of allowance pensioners receiving is lower than person who contribute social
insurance premium longer. This is equality between practicing obligation and receiving aliowance.

The new regulation also stipulates that pensioner having monthly pension allowance lower than the
minimum salary, the allowance will be increased in to the minimum salary, This is assurance of the
State and society to stabilize pensioner’ life.

The maximum rate of pension allowance is 75% of the weighted average month’s salary for last 5
years is lower than the old regulation of 95%. This new rate derives from the fact that:

- The old social insurance policy includes social priority when calculates pension. Now social
priority policy is separated, it is stipulated in Ordinance of War Veterants.

- The old maximum rate of 95% is calculated by money salary not to take account to salary by
object. The new pension is monetarized.

The new maximum rate of 75% may still cause a difficulty for persons haviﬁg the low salary. With
that rate, at some time State budget has to support to the social insuarance fund because the contribution
rate of 15% cannot pay the beneficiary rate of 75% while the number of pensionérs increases anually.
In the other countries, the pension allowance rate is determined at 40-60% of the average salary.

e) The monthly surirl;vors is lifted to 40% of the minimum salary and in case of dead labourers having
many relatives can be considered to pay allowance. The hew policy assures the relationship between

- survivors and persons receiving another sociat allowance.

.(2) Insured persons of non-state enterprises.

Accordance to Article 141 of the Labour Code and Article 3 of the Regulation on Social Insurance
issued by the virtue of of the Decree NO 12/CP dated 26th January 1995 of the Government:

Persons taking part social insurance are labourers working in all economic sectors cmpioying from 10
labourers or over. Labourers in co-operatives, union of small-créft industrial co-operatives is not obligatory
to take part in social insurance. ‘

By tﬁe early 1999, the nﬁmber of non-state .enterprises téking part in social security was about 5,000
units with 362,620 labourers (accounted to 36% of insurable non-state labourérs). Labourer in non-state
enterprises is few because:

- Many non-state ehterprises only have establishment pemﬁésion but not actually operat;c. orin
unstable existing situation and the labour relation is unsustainable.

- Several enterprises opéra_te ineffectively W.ith l_ittle profit and labourers’ income is so low that
they cannot afford social insurance preinium.

- Many enlérprises escape ffom their responsibility by registering less than 10 l.abou.rers or
signing short-term labour contract. ' ' |

- Labourer is lack of awareness. They only want to be employed without taking care to their
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own right of social insurance so they do not require employer to contribute social insurance
premium.

- Under the suppression of too few jobs, authorized offices are embarrassing in implementing
legal documents. They are afraid of forcing non-state enterprises to fully implement the Labour
Code because it may cause enterprises do not want to employ more labourers or create more
jobs.

This is very complicated problem that cannot immediately deal with the controversy between labourers,
jobs and practice the law. Some local social insurance offices have propagandized and persuaded non-
state enterprise owners, especially private companies about the significance of social insurance. On the
other hand, local social insurance office must apply some powerful methods such as not to pay social
allowance for enterprises which do not contribute social insurance premium during 1 year or over. These
methods impact on both employee and employer forcing employees to take care of their own right and
ask the employers to contribute social insurance premium fully. However, to force non-state enterprises
positively paying social insurance premium for employees is necessary to issue the Law on Social Insurance

and powerful method applying to.enterprises which do not obey to social insurance policy.

(3) Saocial insurent:e policy for non-agricultural labourers
Beside insured persons, in several producing sectors, social insurance policy is not applied such as in
small-scale industrial co-operatives. In geneml, social insurance policy for members of co-operative is
not applied due to lack of stable legal base to implement. Legal document on social insurance is not clear
" and unsuitable with environment and operational condition of this sector. The current social insurance
policy does not determine how to contribute social insur_attce premium but only stipulate that non-state
enterprises with 10 employees or over have to pay social i.nsu.rance premium compulserily. In fact, when
' co-operatives go to social insurance office to pay the premium, the office cannot coliect because of not
being a'..uthorized by The Minislry of Labour, Invalids and Social Affairs and Viet Nam social insurance
orgamzatlon Therefore thousands of labourers in co~operat1ves wish to join social insurance scheme
while other enterprises which are ob]tgatory to take part social insurance avoiding to join. On the other
- hand, if implementation social insurance policy defined in Decree NO 12/CP dated 25th January 1995,
co-operatives will have some difficulty. Co-operatives were reorganized in the short time so having low
profit if they have to pay soctal insurance premium of 20% (labourers contribute 5%, co-operative 15%),

they will not be able to afford. -
'(4) Voluntary pension social insurance: the number of person’s participation in compulsory social

: msurance is much smaller than the total number of labour aged persons Many of them are not permitted

to participate to socnal insurance policy because voluntary social insurance policy is still not issued.
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They are mainly farmers, working in agricultural sector in the rural areas of Viet Nam. Implementation
social insurance for labourers in the rural areas is necessary, meet the demand of most of the agricultural
labourers, suit with the aim for fair and civilized society, mobilize capital to expand manufacture. Hence,
implementation social insurance for farmers {firstly is voluntary pension social insurance}, policymakers
shall take care some following principals:

Insured persons: including labourers with their income calculated by money or object which can be
changed in to money are not belong to compulsory social insurance such as: agricultural labourers,
members of small-scale industrial co-operatives, forestry, fishery, sait producers, handicraft labourers,
free labourers, dealers, ....

. Social insurance contribution: contributors of voluntary social insurance include many kinds of
labourers with different incomes so need to determined contribution frame which everybody can afford
but still guarantee balance of collection and payment.

leunta_ry soctal insurance policy: policymakers should choose one kind of voluntary social insurance
\#hich insures payment and meets demaﬁd of labourers; determine contribution and benefit frame; create

closely long-solid relation between contribution to and benefit of social insurance.

(3) Unemployed insurance: is studying and expect to be applicd compulsorily for persons who join in
compulsory social insurance. Static’s said tﬁ_at at the end .of 1997, the rate of unemployment person in
the state-owned enterprisés is estimated about 8%, in other sectors,. the_ﬁum_bcr is -much higher. Thus,
implementation of unemployment insurance is very nécessaly. In the joint effort of the.Staté and enterprises,

the rate of unemployment was expected to redace to 8% by the year 2000, 5% in 2005, 3% in 2010.

Estimated unemploymeni person

Year _ : ~| 2000 | 2005 | 2010
Total of insured persons : 5,400 | 12,500 | 20,000
Medium unemployment(1000 persons) . 430 625 | 600
The rate of unemployment (the number of unemployment/total of insured persons) 8% 5% | 3%

(6) Health insurance: Health insurance is a social policy organ.ized by the government to mobilize

- contribution from employers, employees, organizations, and individuals in order to cover health care for

~ insured persons in case of sickness.

Compulsory health insurance has implementéd since October 1998, applying for.- - ..

a} Viet Nam employees working in:
- :- - State enterprises including armed forces enterprises; ;
.- . Business belong to State, governmental administrative organizations, Party organizations and

. social-political organizations;
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- Enterprises with foreign investment, processing zones, industrial zones, foreign and international
organizations in Viet Nam territory;
- Non-state business organizations, enterprises with 10 employees and more ;
b) Civil servants and staffs working in administrative organizations; those who work in the Party
offices, social-political organizations, cadres at commune and ward level.
¢) Pensioners, those enjoying monthly social insurance due to labour disability.
d) Those who merit with revolution according to the Law.
e) | Special groups provided by social protection allowance through social security system.

Voluntary health insurance applies to everyone who wishes to participate to health insurance. The
voluntary heaith insurance is implemented for social policy purposes, not for commercial ones. Insurance
is not applied.

Voluntary health insurance applies to everyone, including foreigners who come to do business, study
Or g0 On tourism. _

The Government encourages extension and diversification of vbluntary schemes and at the same time
encourages the Red Cross, charitable associations, grassrm.)ts. organizations, state and private business
units to contribute for buying health insurance for the poor.

Voluntary health insurance s;:heme include following forms:
- Oui—p’atiént treatment;
- In- patient treatment;
- Sﬁpplemems to the compulsory scheme; and
- Other services.
Persons, who have voluntary health insurance cards, are entitled to health care expenditures

appropriately with their contribution rates and the kinds of the scheme.

Part 2 Restructure social insurance systém aimed at strengthening safety and
. promoting economic growth in Viet Nam

* So that social insurance policy assures labourer™ life better, contribute positively to social stability, safety

and economic development. In the forthcoming period, social insurance policy needs studying to renovate

and perfect following contenits: -

Firstly, social insurance policy continues to be studied, amended and added to suitable with socio-econcmic

condition and assure labourer’ right better.

.= . Retirement age: In the current rules, retirement age applying to labourers working in normal condition
is 60 for man and 55 for woman, The Tetirement-age is-reduced to 55 for man and.50 for woman in

. .case of labourer ha-virig 15 years in heavy or hazardous jobs, werking injobs classified at 0,7 or over.
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Studying to increase retirement age over 55 year-old for woman and over 60 for man in some kinds of
jobs such as scientific research, administrative management, economic management,.. who have enough
age to be retired but they are strong and can devote their talent for society and society also need them.

Amending condition to be received package allowance for labourers. In the current policy, employees
taking leave from work or ending the labour contract will be received a lump sum allowance. This
policy do not assure labourer’ long right of social insurance at least pension regime because in the
following time, the package allowance is only applied when labourer is over labour-age or lose his
61% of labour capacity or over. _ -

Amending and supplementing social insurance policy for labourer also concern to administrative
management and operation of Viet Nam social insurance organization. In fact, there is overlapping,
especially with the Ministry of Labour, Invalids and Social Affairs that need clearing accordance with
the Government’ administrative reform.

Secondly, drafting the Law on Social Insurance to implement the Resolusion of the 2nd section,

National Assembly X,

Drafting the Law on Social Insurance is very important, urgent and necessary obligation. Therefore, to

implement this obligation well, The Minister of Labour, Invalids and Social Affairs is authorized by the

Government signed the decision to establish dfafting board of the social insurance law. The preparation is

implementing, including revision all social insurance policy, collection and study information, document of

Viet Nam and foreign countries relating to building the social insurance law; drafting a system of opinions,

contents of the social insurance law and require all people to given opinion before submitting the National

Assembly to approve.

To obtain above contents, it is very necessary to determine basic aims and requirements. This is:

The Law on Social Insurance must meet demand of the country’s socic-economic renovation course
and demand of strategic scheme for peopie in the period of industrialization, modernization, sd:ial
equality and civilization. Social insurance policy must suit with mechanism, policy following general
renewal guideline of the Viet Nam Communist Pérty and State, actuafly create condition for labourers
working in any economic sector including housewife have right to take part social insurance scheme.

Determining responsibility of erﬁploye_r, the role of trade union to assure legal right and equal right
fully for all insured persons.

Transferring financial mechanism from completely depending on the state budget to financial
independence. The social insurance fund have to be audited independence, maintained the value and
developed more and more to meet the demand of society and labourers éxpectation. The Law dgtermines
clearly social insurance organization ahd operation systcm. This is extremely irriportant because

organization system will impact much on effect of the Law.

- The operation of social insurance system with effective controlling and cxamining mechanism will
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assure the right of labourers and full fund, The State ¢an borrow the reserve fund to use for national
purposes or pecople’s life, contributing to stable socio-economic situation. On the contrary, the social
insurance organization operates incffectively, the fund will be broken down, the right of labourers will
not be ensured, society and economy are unstable.

In preparation of building the social insurance law, the Government requires the Ministry of Labours,
Invalids and Social Affairs to establish “the tempbrary regulation on social insurance regimes for rural and
agricultural labourers”. Impiementation this obligation, the Ministry of Labours, Invalids and Social Affairs
co-operate with other relevant ministries and branches to convey, study and draft the regulation and it now is
perfecting.

Some solutions to promote social insurance development in the forthcoming period.

On the background of market econbmy, ¢very people is equal in working and benefiting, having opportunity
o develbp, at the same time they can be faced to risks. Therefor, sociél insurance needs implementing “social
security” for all members in soc.iet)ﬁ. Non-state enterprises develop very fast in the past years, contribute much
and take part in social policies such-as social insurance. If in the past time,.social insurance is unique system,
the fund for social insui‘ancé allowance is subsidized by the state budget. Now social insurance demand
develops widely - whole society. This forces social insurance policy to have new development directions in
order to meet the demand.

Firstly, continuing to perfect legal frame.

-~ Amendment and addition some social insurance regimes stipulated in the Regulation on Social
Insurance issuing following the Decree NO 12/CP and 45/CP of the Government to overcome the
current existing probléms.

- Urgenily building the social insurance law defined in the ...of the National Assembly X. Restructuring
legal documents and social insurance management — establishing operational principal that can meet
the social insurance requirement and obligation of the Viet Nam social insurance in the next time.

- Strengthe_ning examination and monitoring the implementation social insurance policy in order to
assured all regulations or rules be implemented fully, accuracy and on time.

~ Secondly, taking after develbpment on scope including both insured persons and social insurance scheme.

Social insurance organization should manage to attract all labourers belonging to all economic sectors
taking part social insurance. Lai’gening insurable persons will contribute to transparent the nation’s labour
market. At present, enterprises with less thaﬁ 10 labourers are not permitted to take part social insurance
inspite of they have demand. However, it is very caution in widening insurable persons and need having
appropriate step depending élosely to Viet Nam’ socio-economic situation as well as managerial capacity of
sociéll insurance organization.

- For compulsory social insurance: widening for labourers in enterprises with less than 10 employees,

in co-operatives,...to reduce their risks, at the same time increase employer’ responsibility for employee,
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The level of contribution is determined appropriately balance of collection and expenditure of the
social insurance fund.

- For voluntary social insurance fund: applying for rural labourers and independent labourers. Study
and submit the Government to approve the Cecil insurance policy for non-state labourers (member of
co-operative or free labourer in small-handy industry, agriculture, and fishery).

- Because their jobs is sotiphiscate and their income cannot be controlled, so that the method of
implementation and premium need fluctuating. The State only issues legal frame, general guidelight,

the contribution belong to labourer’ income. The level of contribution and allowance will base on

income.
Assuming insured person in 2010
Unit: 1000 persons
Year 2000 2005 2010
Compulsory social insurance 5,400 10,500 20,000
The state sector 3,400 5,600 7,000
Non-state sector 1,200 4,500 10,000
Voluntary social insurance _ 500 5,000 10,000

It is necessary to design various forms of voluntary social insurance, so that labourers can choose the form
that is most suitable with their income. Beside the current social insurance sche.me (sickness, mqtemity,
employment accident, occupational diseases and survivors) there should have some forms of social insurance
that apply to all labourcrs,-considcr it as a method to assure social security and practice social equality.

Thirdly, establishment and expansion the relationship among the Viet Nam social insurance and other
foreign social insurance systerné, tirstly is social insurance of South East Asian nations.

Fourthly, development and perfecting organization’ structure as well as materials and equipment of social

insurance branch in order to meet the requirement of market economy.
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Financial Relationship between State and State-Owned Enterprises
in the Past Decade and Direction for the Next 10 Years

Nguyen Duc Tang

Ministry of Finance

1. Financial relationship between State and state-owned enterprises (SOEs)
in the past decade

(1) Continuing reform policy: In the 1990s, the State has promuigated a lot of policies on reforming
SOEs’ management activities, restructuring and reorganizing SOEs with the following targets:

- To separate the management function of State and the right to do business of enterprise.

- To give more autonomy to SOEs in its operation and financial management. .

- To organize and restructure SOEs; dissol_vc and bankrupt unprofitable enterprises; merge and
unifj( small-scale enterprisés to improve the operation efficiency; carry out eiperiment of and expand
equitization proccss; diversify ownership of SOEs. |

- To direct SOEs graduaily opefating in market mechanism to create a fair “play-ground” for

enterprises of all economic sectors.
Mechanism and policies on enterprises finance

(2) Atthe beginning of 1990, the State emabarked a process of comprehensive reassessment of all SOEs’
© assets. This activity not only aimed at gétting basic for making out 5-year plan for the period 1991-1995
" but also forced SOEs to fully gather expenses in accordance with.market—oriented mechanism. Capital

self-maintenance mechanism forced SOEs to aécurately reflect mafkct value of assets in order to maintain

' state capital in condition of high inflation.

(3) Since 1991, the State has officially assigned the right of managing and using capital, clearly clarified
© responsibility of capital se_l_f—mainﬁ:nance to SOEs. According to this mechanism, the State (financial
dfﬁces and ‘rcle'vaﬁt aﬁthoritics) entrusted to Director and Chicf accountant of SOEs with capital from or
onglnatcd from state budget and self—generanng capital. Enterpnses were entitled to use the assigned
 fand for their operatlon purpose’ and in confonmty with current regulations. They were responsible for

‘mammmng total vatue of the ass:gned fund. The State examined capital condition of enterpnses annually
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and had encouragement methods for those that gained good capital maintaining resuit such as allowing
them to account the surplus to self-generating capital and not have to pay capital-use fee for the amount
exceeding a specific rate. Enterprises which failed to tulfil this regulation must compensate the loss by
their own budget. This méchanism has given SOEs more autonomy in doing business as well as financial
arrangement. The State gradually reduced its influence on SOEs’ operation and simultancously clarified

the responsibility of SOEs for efficiently using and maintaining state-assigned capital.

(4) Since 1990, mechanism on profit distribution has been step by step reformed. As enterprises of other
forms, after-tax profit of SOEs has been used firstly to establish business development fund for the
purpose of business expansion with the rﬁinimum rate of 35%. Benefit of labors has been much more
improved with policy on establishing reward and benefit fund that have the maximum value equal to
fund for one-year salary. This mechanism has brought about an opportunity for enterprises to accumulate
fund for business expanding purﬁo’ée and build up a close relation with their labors. However,. this
mechanism has not clearly confirmed the right of rhc. State as the owner to after-tax profit. Besides, there

was a gap in earning among labors working for different enterprises.

(3) Lawon State-Owned Eﬁterpﬁ.ses was promuigated in 1995. It nof (lmly'was the highcst legislation on
SOEs managenient but also expressed a comprehensive reform in enterpriée maliagement, especially

- with respect to SOEs, as follows: _ | _
1) With respéct to manage capital and asseté: continuing the direction of assigning the right of managing
| and using capital to enterprises. Moreover, the right of enterprises in this field was specified as follows:

(a) The right to use capital actively, to change capital and asset’s structure to meet business
requircments. To be entitled to pledge; to mortgage, to lease, to transfer and to settle assets {(excepting

" in case of main production line, enterprises must get approval from relevant authority).

{b) The right to mobilize capital from various sources for business purpose. To be responsible for

capital use efficiency and capital reimbursement. To actively invest the assigned fund in another
* entity in comply with laws and regulations and to be in charge of investment result.

(c) The right to solve assets’ losses according to mechanism on capital self-maintenance; to establish
provision for bad loans, provision for inventories devaluation and reserve fund for capital mintqihing
purpose. - :

(d) The right to depreciate fixed assets within duration schedule set out by the Government instead -
of a fixed and unchahged rate as impiementing in previous. This regulation enabled eﬁtérprises to
get invested capital back. faster to renew and renovate their technology. - . |

2y With respect to turnover and cxpendithre control: enterprises were allowed to use turnover to

compensate expenditure. In comply with market mechanism and international practice, enterprises
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could gather and consider expenses in advertisement, marketing, commission... provision for bad
debts, depreciation of inventories and invested securities as expenditure. Besides, enterprises were
permitted to use reserved fund established from after-tax profit to compensate losses cccurred to
assets and from other reasons. It was director or manager of enterprise who had the right to determine
all expenses and took responsibility for their decisions. The State only managed and supervised operation
of enterprises by setting out principals on expense calcutation and by other norms set by enterprises.
3) Distribution of after-tax profit was reorganized to encourage enterprises to accumulate capital for
business expansion by increasing minimum rate of after-tax profit putting in development fund to
50%. Benefit of labors was adjusted to relief an unequal situation in earning among enterprises when

perfected competitive environment and monopoly prevention mechanism haven’t established yet.

Mechanism and policies on enterprises’ investment

(6) Since the beginning of the 1990s, the State has restricted state budget investment in enterprises. State
budget has shifted to focus on some sectors related to infrastructure such as electricity industry... Regarding
enterprises that could collect invested capital back the_mselves, the total amount of invested capital, even
new investments, would be financed by banking credit. Thc. State put aside an adequate proportion of
state budget for favorable érédit with lower interest rate.. This kind 6f credit was used for financing
special sectors stipulated by the Govcrnmc_nt. Both SOEs and enterprises of other business forms can
access this source. Apaﬁ from the above policies, annually, the State also spent an adequate amount of
its budget in supplementing éurrént cabifal of SOEs. HoWever, this amount has been reduced yearly and
was directed in newly established enterprises and export-oriented production companies that really lacked

of capital.

(7) Before 1995, although of policy on assngmng capltal to enterpnses implemented from 1990, the State
startcd to gradually collect its invested capital by policy on fixed asset deprccw.tlon Annually, basing on
depreciation rates, SOEs were forced to hand in the deprecmnon amount of assets formed by state
investment to state budget. Together with restricting investment from state budget, this policy made
state’s invested capital in enterprises smaller and smaller. This came in conflict with business expanding
requirenient and resulted in higher and highér proportion of borrowing capital in enterprises’ capital

- structure. There were enterprises that h.ad borrowing amount many time higher than owner equity. In
1995, fhe State eliminated polic.y on collecting depreciation to make state’s invested capital in enterprises
not only unchanged but also increased by sﬁpplemcnling with after-tax profit (excepting unprofitable
enterpﬂses) Bes:des a policy on collection of deprecnatxon the Government also applied a policy on

collection of capntal-use fee to all SOEs. According to this policy, annually, SOEs must hand a pameular
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amount of money basing on the amount of state’s invested capital and its type of business. Before, this
payable was considered enterprise’s expenditure but since Law on SOEs was promulgated, this item has
calculated on after-tax profit. This payable was small, especially compared to interest rate charged by
commercial bank. However, it has affected SOEs hbility to accumulate capital, especially for capital

intensive sectors such as electricity industry.

Taxation policies

(8) Since the Law on Business Sales Tax, Profit Tax and Special-Consumptiori Tax were promulgated,

tax obligation of SOEs has been the same as that of other business forms. Before, SOEs implemented the
reguiation on national collection regime. This policy created inequality not only between SOEs and
enterprises of other business forms but also among SOEs. According to principle of this policy, the
amount payable was calculated bas;ing on business expenditure multiplied by.a constant rate, that’s why
enterprises with high expense level were required to pay more. This policy was corﬁplctely inappropriate
to market-oriented mechanism. Taxation policies have been adjusted and irﬁproved continuously to meet
market réqixirément. In 1999, business sales tax & business profit tax were replaced by VAT & business

income tax. This was a radical reform in taxation, well mecting the requirement of market mechanism

- and integration tendency. These new policies create a greét challenge to SOEs.

Policies on arrangement, equitization and ownership diversification of SOEs

(9) During the last decade, the State had actively implemented process of rcstructuﬁng and reforming

SOEs. The number of SOEs reduced to 5,400 from 12,300 in late 1989. In 1990, simultaneously with
decision on assigning capital to SOEs, the State started to dissolve SOE:s that operating inefﬁcienﬂy and
losing capitél. Decision on re-establishing and re-determining légal capital level of SOEs has resulted in

eliminating small-scale and unproﬁtable'entefprises. In 1993, the State decided td establish large state

* corporation including: corporation opemﬁng in specific field nation-wide {corporation 91) and éorpofation

operating in particular area (corporation 90). Up to now, there have been 17 corporation 91 & 75

corporation 90 with more than 1.392 member cofnpanies. State corporafions have accounted for 66% of

- the total value of State’s invested capital in enterprises, 42% turnover & 80% profit of SOEs in general.

On.7/1994, Law on Bankruptcy of Enterprise came into effect and SOEs were also .Subjgcted: to this law.

.- Thus, besides merge and dissolve, SOEs will be announced bankniptcy when they cannot pay their due

debts. This regulation assured the equality among enterprises.of all business forms in conformity with

- market mechanism.
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(10) With respect to finance: regulations on financial settlement in the process of dissolve and bankruptcy
have clarified limited responsibility of SOEs. SOEs only took responsibte for debts within their assigned
capital. The State didn’t pay any debt instead of enterprises excepting debts guaranteed by the State.

Law on SOFs issued in 1995 officially recognised this limited responsibility of SOEs.

{11) With the aim at enhancing the efficiency of enterprises which have been restructured and reordered, in
1992, the State implemented a pilot program on SOEs equitization. To 1996, equitization policy had
been improved & expanded radically. When making out a general strategy on reforming SOEs, the
Government asked all ministries, sectors & local agencies to classify & determine which enterprises will
be equitized or diversified ownership with rcstructuring' plans in detail. Because of having appropriate
policies & active management of the Government from central to local level, the speed of equitisation
process was faste_r and faster improved. Up tb the middle of August 2000, there have been 460 SOEs that

were fully or partial equitized.

| Together with equitisation policy, in 1999, the Government adopted mechanism on transferring SOEs to
labours, sale, management co_ntréct & lease SOEs. SOEs subjected to this policy were enterprises having
“owner equity lower _thaﬁ 1 léill_ion VND, having bad business results and the State didn’t want to hold shares
any longer.; enterprises having owner equity from 1-5 billions VND and getting losses. The policies on
transformation of SOEs’ ownership in term of transfer, sale, managing contract & lease have created a various

forms of transf_ormhtion and di_versiﬁéd ownership of SQEs.

(12) Financial poiicies on transformation of SOEs’s. ownership focuses on the following issues:

1} Method of enterprise valuation was based on market price which reasonably accepted by seller (the
transferer) & pﬁrchaser (the transferee). Enterprise’s advantages (intangible assets) must be fully
evéluated. B.csi(_ies, all assets which were broken down or not accepted by thé transferee, bad debts

~also were eliminated from the value of enterprises.
' 2) Debts of ¢ntefp;ises must be fully considered and solve in reasonable way. Debts to the State, tax

. obligation & payable to state budget that enterprises cannot pay will be deducted. Debts to banks will
be bonsideféd tb renew the duration schedule for payment. Impossible receivables were not calculated
to enterprise value.

3) Enterprises equitized, trar;sferrcd ownership or sold were entitled to priorities offered by Law on

-Encouragement of Internal Investment. If they could not satisfy ail requirements as stipulated, they
will receive tax exeniptioa or reduction for a certain period of time. Enterpriscs will be exempted
from registration tax Qhen re-register their assets, entitled to continuing priority in banking credit (if

. any) as-applied to SOEs and-had the right to continue renting land and 'other, services for doing
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business.

4)  Labours working for enterprises were entitled to some financial priorities such as 30% price off
when purchasing shares (the number of favourable share was calculated on their working duration,
the value of state invested capital and the maximum level was 10 shares for a year), For enterprises
which were entrusted to labours, labours were not required to pay for their sharcs if they still owned
those shares. If they transferred their shares to another owner (after transferring prohibited period)
they must hand in 30% initial value of shares. For enterprises which were sold, leased or transferred

by management contract, labours in these enterprises will have more priorities compared to other.

(13) .The State established supporting fund for the process of SOEs’ restructuring &iequitization This
fund was used to support SOEs durmg transformation process such as: providing financial supports to
help labours buy favourabie shares, giving allowance to labours who voluntary agreed to break labour
contract, retraming labours working for transferred, leased, sold or equmsed enterprises. This fund will
also be used to invest in ownership transformed enterprises to help t_hem expanding their operation by
increasing number of state holding shares. The State also used this fund to consolidate.ﬁnan'ci:il condition
of enterprises having financial difficulties so that they can be equitized or transformed into other business
forms. Sources of this fund were got from selling state’s invested capital in equitized enterprises and
dividends paid to shares hold by the State. Annually, the State extracted an adequate proportion of its
budget to finance this fund. Besides, this fund has re.ceived contributions from many other'voiuntary
sources both from domestic and abroad. Supporting fund for the process of refonning & equitising
SOEs has been operated in a consistent system and organised at 3 levels: central level, local level and

under state corporations. This system is controlied and managed by Ministry of Finance.
Some comments on financial relationship between the Government and SOEs in the last period

(14) Financial relationship between the Government and SOEs in the last period has been continuously
improved. The State step by step reduced investment in SOEs by its own budget but increased banking
credit investment. The Stete, with the role of the owner simultaneously restricted number of obligations
paid by enterprises. It also graduully gave more autonomy in financial management to SOEs, reduced its
influence in SOEs’ operation. This reformation was timely suppoiting the orientation to develop -market.
mechanism & appropriate to international practices. These changes have helped operation of enterprises
more and more flexible, business efficiency of SOEs i increasmg, boosting the competitiveness and creating

a fair “play ground” for enterprises of all economic sectors.
(15) Favorable financial policies applied to ownership-transformed and eqt.ritized enterprises have been
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more and more expanded, clearly expressed firm determination of the Government on radical restructuring
SOEs. Policies issued from pilot program have been continuously improved not only to prevent negative

impacts on social-economic condition but also well and timely meet requirement of the transition period.

(16) However, financial policies for SOEs have had many inappropriate issues that need adjusted and
amended as follows:

1) The 'policy on reducing state’s invested capital and increasing banking finance was right but this
direction should be much more specified. For enterprises that are newly established or in process of
large expanding, the State as the owner should invest a reasonable proportion to ensare a minimum
capital level for operation of such enterprises. It should prevent a situation in which SOEs to do
business under condition of relying completely on loans or borrowing capital many times higher than
owner equity. Inappropriate regulation on credit dufation (both to commercial and favorable credit)
has brought about bad effects. Many enterprises financed with borrowing capital had to suffer serious
losses becatse they must conduct policy on fast depreciation to ensuring on time loan-repayment;
interest payable accounts for big proportion in the total business expense. Duration of each loan
should be deterfnincd on negotiation between bank and enterprise to meet the requirament of business
cycle and repayment ability of enterprises.

2) Afthough pblicies on éoliecfion applied to SOEs have been improved, there still exist many
unreasonable items such as col.lection-of capital use fee. The taxation policy stipulated many spécial
situations and had various tax rates (especially VAT) that created uneQual business environment and
limited the competit.ivcncss and reform process of SOEs. In some extents, the rate of contribution
appiied to SOEs is too high, facing them with difficulties when they want to expand their operation.

3) Policies on capital management have featured with central planned economic mechanism such as
regulations on mortgage, pledge, lease, transfer and liquidate enterprises’ assets or the determination
of outsidé investment not bﬁsing on the total investment value but on business form of invested entity
(whereas it is SOE, private or foreign i.nvested enterprise...). This mechanism not only brought about
deep influence in enterprises’ operation but also restri.ctcd the supervising ability of the Government.

4) Regulations on legal business expense of SOEs are not clear and appropriate. Duration for
depreciating a paniéular asset must be ih compliance with time schédule set by Ministry of Finance,
otherwise, enterprises must get approval from MOF and face many difficulties. chulétion on
determining value of salary fund, salary level paid to labors, restriction on expenses used for
advéﬁiscment,. commission, marketing... are inappropriate, discourage enterprises to reduce their
'c'xpenditt.ue. _ '

5) - Righf of the owner o after tax profit was not specified. There are many funds that must be established

after paying'ot.’f tax obligation and this regulation makes capital accumulated by enterprises lower.
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The establishment of reward and benefit fund was featured with subsidy mechanism.

6)  Financial policies on ownership transformed enterprises still have many issues that were unreasonable
and in conflict. The restriction on number of favorable shares sold to labors that was based on proportion
of state’s invested capital has affected the benefit of labors who work in enterprises with low state
capital. Regulation on maximum number of share hold by individual or organization limited not only
investing ability of investors but also SOEs reforming process. Mechanism on entrusting SOE to
labors was too complicated and priority gave to laborers in this kind of transformation is less than that
of other kinds. Priority applied to organization or individual who purchased enterprises was
inappropriate.

7)  Mechanism on organization and operation of supporting fund for SOEs restructuring and equitizing
process was in conflict with the current financial mechanism, so that it created difficulties in

. implementing.process. According to current regulatiéns, when equitiz_ing a part' of SOE or a sub-
company of state corporation, reveﬁue received from selling state invested capital will remain under
control of enterprise. Dividend paid to state shares will be considered turnover of équitized enterprises
or state corporations. It is in conflict with regulation on supporting fund in which the above dividend
is considered revenue of this fund. It is the same in case of revenue received from leasing or transferring
by manageme.'nt contract. Policies on allowance and training support paid to labors working for
transformed SOEs have been not clear. Method of asset valuation and distribution of favorablé shares

of equitized enterprises should be improved and completed in order to prevent losses suffered by the

State and to attract investors’ consideration.
2. Financial relationship between the Government and SOEs in the coming period

(17) In long-term strategy (for the next 10 years), state ownérship still plays an important role in the
economy. However,-thc number of 100% state-owned entérprises is expected to feducc tb 2,000. by the
year 2000 and to 1,000 by the year 2010. The number of énterprises that have shares hold by the State

- . will increase. By the year 2010, gnterprises of all business forms will be regulated by oﬁly one law - Law
on Entérprisc, regardless they are SOEs or private.or forcign invested enterprisés. In spice of the existence
of Law on SOEs, by the year 2005, a large number of SOEs will be directed to -operaté under Law on
Enterprises (in the form of one member limited cbmpany). These changes will greatly affect the relationship

. between the Government and enterprises.
(18) To the year 2010, investment from state budget to establish new enterprise will be,:ést_r-ictcd but
* investment in profitable enterprises will be continued. Capital getting from ODA‘pmvide.d:by foreign

Government or NGOs will be used to finance the process of recovery, improvement and renovation of
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assets of enterprises. The amount of invested capital and investment objects will be determined in
cooperation with the donors. In the coming year, the main source of invested capital is banking credit.
Favorable credit will be directed to enterprises of all business forms and especially in key sectors stipulated
by the Government. The State also expands priority for investment in renewing fixed assets and renovating
technology via favorable credit. That is, profitable enterprises that operate with borrowing capital will
be supported with the difference between commercial and favorable interest rate or overall interest
payable, so that they can reduce their business expense and repay borrowing capital more easily. This

kind of supporting is efficient, especially for investment from state budget or by favorable credit.

To the year 2006 (the deadline for fully integration of Viet Nam to AFTA), the demand for technology
improvement and renovation will be more and more increasing. To ensure the competitiveness of Vietnamese

enterprises in integration process, capital supporting will be one of the most important policies.

(19) With respect to capital mobilizing to state budget: in recent years, the rate of mobilization was-about
- 19%, the highest rate was 23%. For a deneloping country like Viet Nam, this rate is a bit high and will
have bad effect on collection sources in the future. This rate should be adjusted at 17-18% GDP to help
enterprises to abcumulatc napital for business expansion and assets improvement. This issue is very
important in the process of integration. Applying the same rate of mob ilization to both SOEs and enterprises

of other forrns,rcliminating inappropriate collecting items such as capital use fee or after tax profit to
increase accumulated capital of entetpfises, to direct SOEs gradually operating under regulation of Law

on Enterprises.

(20) Directing SOEs to operate under regulation of Law on Enterprise (as one member limited company).
For this form, thc‘ representative of State’s invested capital are entitled for dctcnnining some issues such

- as: selecting investment projects, deciding to transfer assets those value more than 50% of the total book
value of nssets, using after - tax profit. Other decisions are made by director of enterprise. The State
cannot withdraw its invested capital diréctly but can transfer its investment to another investor. The State
also cannot withdraw proﬁt if enterprise’ debts haven't paid off yet. This regulatibn ensures repayment
ability of enterprise. The process of selecting director for enterprise is conducted carefully. The number

of SOEs that are directed to operate under Law on Enterprises will increase annually. :

2D At .the beginning, thereis a l_arge'number of SOEs operating under Law on State-Owned Enterprise.
Financial man'ag”cménf mechanism applied.t_o these enterprises should be gradually changed to the direction
. .of Law on Entérprises. The State o_nlyr_control‘.me‘value, but the right to use assets is given to enterprise.

- - Enterprises are entitled-to mortgage,-pledge, lease and liquidate their assets. However, there will be
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restricted regulations on the total value of transferring assets, capital investment and capital mobilization.
Capital invested outside enterprise must be approved by the representative of the owner if the investment
value reaches a specific level stipulated by the State. The State only determines the lowest depreciation

rate, not restrict the maximum level to enable enterprise to be more flexible in their operation.

Regarding business expense, it is needed to establish supervising mechanism or monropoly. Simultaneously
expanding business autonomy on expense management. Enterprises are entitled to decide salary level paid to
laborers basing on their business results. The St_ate shouid not control fhc highest level of salary but have to
set a reasonable rate of profit and salary; increasing rate of salary must be appropriate to increasing rate of
profit (or productivity). Other expenses are decided by enterprises basing on their operation. They must fﬁlly
and accurately calculate all expenses, especially assets’ losses and bad debts.

A large proportion of after tax profit owned by the State will be used to increase operation capital of
enterprises. Eliminating some kinds of fund such as reserve fund and fund on unemployment support.
Enterprises can use appropriate part of after tax profit for reward and benefit fund. It remains needed to
restrict the maximum level of this fund. The reétricfed level is determined depending on increasing rate of
laborers’ eaming (including salary and reward) that mu:st not be higher than the increasing rate of profit or

productivity. Regarding enterprises that are no need to expanded anymore, the State will withdraw a pah of or

overall after tax profit.

(22) Mechanism on enterprise management should be radically reformed.. At the beginning, the .state will
conduct an cxpérimeni of establishment of financial invested company as a representative of state invested
capital in enterprises. In the first stage, this company, on behalf of the State, will control and rhanage
state’s capital in joint-stock companies (equitized enterprises, enterprises having state invesuﬁent), joint-
venture companies and SOEs that had transfcrr;cl to operate under Law on Entcrpﬁscs. Regarding joint-
stock companies, financial invested cbmpany has the right as a shar_eholderf aSéigning person directly
responsible for supervising state’s capital, taking part in decision making process_.... Regarding joint-
Qemure companies, this company plays a role. as investor, has rights and liabilities as stipulated in current
laws and regulations. Regarding SOEs that were transferred to the form of one member limited company
and operated under Law on Enterpﬁses, financial invested compény isa representative of the State. In |
the second stage, overall capital invested in enterprise by the State (i'r'l.cludi”ng in SOEs and other forms)
wiil be represented by ﬁna.ncial invested company. Other state offices only have management funct.i.on

to enterprises of all business forms, not have the role of owner’s representative.

{23) 1nthe coming years, the process of reforming and restructuring SOEs will be accelerated. The _nuinber

of enterpriscs that will be merged, unified, dissolved and go to bankrupt is increasing. Accerding to
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current regulation, new enterprise established via merge and unify must continue rights and liabilities of
the old ones. However, if enterprises merged or unified have losses which can create difficulties for the
process of transformation, the State will have supporting policies to help them to solve their problems.
All losses will be considered state’s capital decrease; tax obligations will be exempted. In general,
enterprises must pay off all their debts before dissolving. However, if value of debts is higher than
enterprise’s total value, enterprises will be exempted from tax payables to ensure repayment ability to

other lenders, This support aims at preventing domino effect that can create difficulties to other enterprises.

{24) In the coming years, the proc.ess of equitization and ownership diversification will be accelerated and
cxpandcd. The restriction on percentage of share hold by individual or entity should be eliminated to
encourage investors to buy share and.create a drastic change in enterprise’ management. Share distribution
should be conducted via stock exchange or bidding. Grédualiy expanding the participation of foreign
investors in this process. Encouraging investors to purchase enterprise in operation (with its rights and
obligations, including rcccivébles and payables) by lower selling price and preferences as applied to
SOEs. Expanding the scope of enterprises that will be sold, not only limiting within enterprises with
owner equily.lower than 1 billion VND or from 1-5 billions and getting loss but also large and profitable
enterprises that State no need to held shares. Implementing the experiment of share holding by foreign

investors.

(25) Experimenting and expanding the establishment and operation of a company that trades debts and
assets of enterprises to minimize losses suffered by the State in the reforming process, to help enterprises
make their financial status better in Ordér to put ﬁp equitiiation process. Together with financial invested
company, this compahy will become an effective tool to minimise direct influence of the State in the

process of SOEs’ transformation.

(26) Perfecting structure and operation of supporting fund fof the process of reforming and equitizing
SOEs. This fund should be organized in consistent systém and managed by central level. Funds established
in local levels or under state corporations 20, 91 will be éliminatcd to ensure the effective use of this
fund. The main purpose of this fund is providing support to redundant labors resulting in transformation
process, including giving allowance and retraining to labors who voluntary break labor contract. Allowance
to these labors mﬁst be increased. Retraining activities should be organized in area in order to improve
efficiency and minimize expense. Finaﬁcial supporting to SOES in transformation process should be
carried out by financial invested company. This company also is responsible for purchasing shares of

equitized or other enterprises.
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(27y The process of radical and intensive reform should be divided to 2 stages: 2001-2005 and 2006-2010.

In the period 2001-2005: amending Law on SOEs and policies on equitization, assignment, transfer, lease
and by management contract; improving structure and operation of supporting fund for the process of SOEs’
transformation; conducting the experiment of establishment of financial invested company and debt trading
company.

In the period 2006-2010: promulgating Law on Corporation as the highest legislation and only one regulatioa
on enterprises instead of Law on Enterprises, Law on SOEs, Law on Foreign Investment in Viet Nam;
continuously perfecting policies on equitization and ownership diversification, allowing foreign investors to
bﬁy shares with unlimited amount and encouraging them to purc_hé.se enterprise in operation; perfecting
policies on financial supporting for transformation process and expanding the operation of firancial invested

company and debt trading company.
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B—2
State-Owned Enterprise Restructuring Costs and Policy Recommendations

Dang Van Thanh

Ministry of Finance

Corporate sector in general and state-owned enterprises (SOEs) in particular are the key elements of the
economy, producing physical assets and wealth for the society. Financial health of the economy is strongly
affected by the financial status of the corporate sector. Efficiency and productiveness of the corporate sector
has played a determinant role in the process of economic development of the country and in the process of
international economic integration.

‘State-owned enterprises has been played a key role in the produétio_n of the economy determining the
balance between demand and supply in many important industries such as electricity generation, coal mining,
steel, airway, railway, telecommunication. SOEs are also the pioneers in cooperating with other internal and
external economic sectors, engaging in may economic joint-venture activities. This has contributed to diveréify
and to enhance the economic development of the country.

Thcrc were about 5,500 SOEs operating in Viet Nam at 1¥ January 2000. Of which 732 was public service
provided enterprises. In 5500 SOEs, the numbers of SOEs established by ministﬁeé and ﬁ]jnistries-——cquivalcnt
agencies afé 1.,802, and Provincial People Committees established the remaining 3698 SOE. Although, in -
comparison wiih 1990, total number has reduced by 50% and has spread in various sectors of the economy,
the number of SOEs operating in the service sectof, especially financial services (accounting, auditing,
insurance) has acounted for a very small fractién, and has been unable to meet with the requirements the
economy and of enterprises themself. The size of individual SOE is very small. Currently, there are 1,100
SOEs which have statutory capita! of less than 1 biliion VND. Production efficiency of the SOEs i§ very low
and characterised'by large proportion of SOEs generating - loss. |

Altl.mu'gh.thé process of state corporations restructuring has undertaken, the number of state corporations
has rémained lagge. Many s.tatc corpbraﬁons were established only on the basis of mcchaﬁical consolidation
of subsidiary enterprises, not for the reasons of economic linkages. Thé operation of the state corporations
has not yet diversified. State Eorporations engaged in'the same business is very common. For example; in the
area of civil engineering, there are 25 state corporations currently operating.

In the past few years, production efﬁ‘cicncy of the SOEs have tended to decrease, return ratio fell from
11% in 1996 t0 9.2% in 1998 and further decreased to around 9% in 1999. :

Tﬁeré are several important factors:cohu'ibuting to this poor performance of the SOEs: -

«  Backward equipment and infrastructure;
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«  Limited state capital invested in SOEs;

+  The size of the workforce is very large due to the legacy of the old system, but lack of skilled and
educated workers. Management team of the SOEs is not strong, and inflexible, therefore is unable to
meet with the requirements of a market economy;,

+  The current regulations regarding the responsibilities and benefits of the enterprise mangers has
been incompatible with the enterprise management right assigned to the manager by the State. (When
the enterprise making profits, benefits that the managers entitled are not allocated in accordance with
the level of pfoﬁt generating. On the other hands, when the enterprise making losses, the manager is
not liable for this poor performance of the enterprise). Although the manager is the boss of the enterprise,
but in reality the manager is not a “true boss” because the enterprise belong to the ownership of the
State and the Vietnamese people, the manager does not have the ov;rne'rship right at its full meanin.

In order to curb this situation, and together with the process of economic reform, the State has embarked in
a direction to comprehensively restructure the system of state-owned enterprise. The purpose of ihis reform is
to consolidate entire SOEs; enhance productivity, efficiency and competitiveness of the SOEs; mobilize capital
in the society; create e.mployment and income for the labor. This has also helps to feducc the level of state’s
intervention in the operation of the SOEs. Inefficient enterprises and enterprises incurred periodic losses will
be settled in order to strengthen the financial status of the SOEs, and reduce the burden for the state budget.

Therefore, the SOE sector need to be restructured through process of merge, cquitization, tmnsfer,'selling,
business contracting, leasing, or liquidation. Within these modes of restructuring, transfer of SOEs to the
labor collectives is a fﬁrm of ownership transformation, which is at no c_ost,.sale and. eﬁuitization are also
forms of ownership transformation, but in return the State shall receive proceeds from investors. Busiﬂess
contracting, and leasing of SOE refers to the change in the management mode of the SOEs in the ways to
enhance efficiency.

By the end of July 2000, the cumulative total eqhitized SOEs reached 455. The details are as follows:

+  Inthe period, 5 SOEs were equitized, 2 SOEs were sﬁld

+  In the period 1996-1997, the total of equitized SOEs stobd at just 14. _

+  Inthe period 1998-1999, the aumbers of SOEs being equitized were 350. In 1999, the State equitized
250 SOEs, accounted for 65% the total, or more than 7 time the number of SOEs being equitized from
1992 to 1998. '

The cumulative total equitized cnt.crpriscs compriéed of about 2/3 locally-controlled enterprises, and the
remaining 1/3 are centrally-controlled enterprises or enterprises that aré members of State Corporalio_r'us' 91.

The numbers of SOEs that have equitized and restructured by sector are as follows:

+  Transportation: : 47 enterprises
+  Trade services : - 176 enterprises
«  Civil engineering 209 enterprises
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