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BASIC DATA

Socialist Republic of Viet Nam

1802

Rural Enterprise Finance Project

Socialist Republic of Viet Nam

Viet Nam Bank for Agriculture and Rural Development,
Central People's Credit Fund

SDR 62,532,000 ($80 million equivalent)
SDR 62,072,914 ($88 million equivalent)

1081

16 August 2000
28 August 2000

8 November 2000
9 November 2000

12 December 2000

26 April 2001

90 Days after Loan Agreement
9 August 2001
One

30 November 2006
30 November 2007
One

1.0% during the grace period, 1.5% during the
amortization period

32 years

8 years

The relending rate announced by the MOF is equivalent to
the weighted average cost of deposit funds of the banking

system, determined by the SBV at the end of each
quarter.

20 years

5 years

Viet Nam Bank for Agriculture and Rural Development
(VBARD), Central People's Credit Fund (CCF)



9. Interest rate to Subborrowers

10. Disbursements
a. Dates

VBARD's onlending interest rate was market rate which
was based on a margin not exceeding 3.6% per annum for
short-term loans and 6.0% per annum for medium-and
long-term loans above the average prime rate of nine
commercial banks determined by SBV on a monthly basis.

CCF's onlending interest rate was a variable rate plus a
margin to cover administrative cost, which was at
appraisal about 1.2%-1.8% per annum above the
weighted average cost of deposit funds (determined by
SBYV at the end of each quarter or as frequently as
required by the PSC). The sublending rate charged by
PCFs to subborrowers was governed by the regulation of
the SBV and decisions of the PCF members’ assembly.

Initial Disbursement
11 December 2001
Effective Date

9 August 2001

Final Disbursement Time Interval

1 November 2007 70 months, 21 days

Original Closing Time Interval
Date

30 November 2006 75 months, 21 days

CCF = Central People’s Credit Funds, MOF = Ministry of Finance, PSC = Project Steering Committee, PCF = People’s
Credit Fund, SBV = State Bank of Viet Nam, VBARD = Viet Nam Bank for Agriculture and Rural Development.

b. Amount ($80,000,000 equivalent)

Category or Original Rel_\f}zted Amount Amount Undisbursed

Subloan Allocation Allocation Cancelled Disbursed Balance 1/
Credit 58,866,000 61,730,037 0 61,270,495 703,678
Civil Works 1,231,000 0 0 0 0
Equipment 410,000 0 0 0 0
Training 274,000 0 0 0 0
Consulting Services 243,000 0 0 0 0
Interest Charge 782,000 801,963 0 802,419 0
Unallocated 726,000 0 0 0 0
Total (loan currency) 62,532,000 62,532,000 0 62,072,914 459,086

0

Total ($ equivalent) 80,000,00 89,004,854 0 88,301,176 703,678

a b c d e

1/ for final cancellation

a - $ equivalent per Report and Recommendation of the President

b - Total of (d + e)

c - $ equivalent as of date of approval of cancellation

d - Actual $ equivalent

e - $ equivalent as of date of report preparation



C. Project Data

1. Financing Plan ($ million)
Cost Appraisal Estimate Actual
Implementation Costs
ADB Financed 80.00 88.30
VBARD, CCF and PCFs Financed 44.97 47.18
Subborrowers Financed 20.54 32.47
Total 145.51 167.95

ADB = Asian Development Bank, CCF = Central People’s Credit Fund, PCF = People’s Credit Fund, VBARD = Viet

Nam Bank for Agriculture and Rural Development.

Source: Loan Performance Information System, Viet Nam Bank for Agriculture and Rural Development, and Central

People’s Credit Fund.

2. Cost Breakdown by Project Component ($ million)
Component Appraisal Estimate Actual
A. Based Cost 142.93 106.51
1. Rural and Agribusiness Credit (VBARD) 82.38 106.51
2. Household and Cooperative Credit 54.55 60.30
(CCF and PCFs)
3. Institutional Strengthening 6.00 0.00
B Contingencies 1.58 0.00
1. Physical Contingency 0.30 0.00
2. Price Contingency 1.28 0.00
C. Interest Charge During Implementation 1.00 1.14
Total 145.51 167.95

CCF = Central People’s Credit Fund, PCF = People’s Credit Funds, VBARD = Viet Nam Bank for Agriculture and Rural

Development.

Source: Loan Performance Information System, Viet Nam Bank for Agriculture and Rural Development, and Central

People’s Credit Fund.

3. Project Performance Report Ratings

Ratings

Development

Implementation

Implementation Period Objectives Progress

From 12 December 2000 to 31 December 2000 Satisfactory Satisfactory
From 1 January 2001  to 31 December 2001 Satisfactory Satisfactory
From 1 January 2002 to 31 December 2002 Satisfactory Satisfactory
From 1 January 2003  to 31 December 2003 Satisfactory Satisfactory
From 1 January 2004  to 31 December 2004 Satisfactory Satisfactory
From 1 January 2005 to 31 December 2005 Satisfactory Satisfactory
From 1 January 2006  to 31 December 2006 Satisfactory Satisfactory
From 1 January 2007  to 31 December 2007 Satisfactory Satisfactory
From 1 January 2008  to 30 November 2008 Satisfactory Satisfactory

S = Satisfactory.



D. Implementation Data
1. Number of Subloans
From the Loan 101,105
Cumulative (including Revolving Fund) as of 30 November 2007 289,695
2. Subborrower Type - Based Distribution of Subloans from the Loan
Subborrower Type Number Am_Ol_mt Percentage
(D Million) Number Amount
A. VBARD
Low-Income Households 9,742 170,148 22 20
Microenterprise 18,156 314,774 41 37
Small enterprise 16,385 365,818 37 43
Subtotal (A) 44,283 850,741 100 100
B. CCF
Low income households 30,662 261,616 54 51
Small and micro enterprises 26,120 256,436 46 49
Subtotal (B) 56,782 518,053 100 100
Total 101,065 1,368,794
CCF = Central People’s Credit Fund, VBARD =. Viet Nam Bank for Agriculture and Rural Development.
Source: Viet Nam Bank for Agriculture and Rural Development and Central People’s Credit Fund.
3. Sectoral Distribution of Subloans from the Loan
Amount Percentage
Sector Number .
(D Million) Number Amount
A. VBARD
Crop production 11,070 178,656 25 21
Livestock and poultry 12,842 204,178 29 24
Agroprocessing 4,871 153,133 11 18
Handicraft 4,428 144,626 10 17
Aqua Product 6,199 85,074 14 10
Services 3,545 59,552 8 7
Other 1,328 25,522 3 3
Subtotal (A) 44,283 850,741 100 100
B. CCF
moricuure materials 29,389 249,399 52 4
Agroprocessing 7,840 72,605 14 14
Handicraft 8,595 87,180 15 17
Other services 10,958 108,868 19 21
Subtotal (B) 56,782 518,053 100 100
Total 101,065 1,368,794

CCF = Central People’s Credit Fund, VBARD =. Viet Nam Bank for Agriculture and Rural Development.
Source: Viet Nam Bank for Agriculture and Rural Development and Central People’s Credit Fund.



4, Geographical Distribution of Subloans from the Loan

. Amount Percentage
Region Number .

(D Million) Number Amount

A. VBARD
Northern upland 7,971 110,596 18 13
Red River Delta 9,299 93,582 21 11
North East 4,428 76,567 10 9
Northern Central 7,085 59,552 16 7
Central Coast 4,871 93,582 11 11
Central Highlands 3,985 161,641 9 19
South East 2,657 195,670 6 23
Mekong Delta 3,987 59,552 9 7
Subtotal (A) 44,283 850,741 100 100

B. CCF
Northern upland 6,545 79,600 12 15
Red River Delta 19,284 174,420 34 34
North Central 12,017 86,100 21 17
Central Coast 3,457 28,050 6 5
Central Highlands 5,311 51,500 9 10
South East 3,938 43,200 7 8
Mekong Delta 6,230 55,183 11 11
Subtotal (B) 56,782 518,053 100 100
Total 101,065 1,368,794

CCF = Central People’s Credit Fund, VBARD =. Viet Nam Bank for Agriculture and Rural Development.
Source: Viet Nam Bank for Agriculture and Rural Development and Central People’s Credit Fund.

5. Cumulative (including Revolving fund) Sectoral Distribution of Subloans
Sector Number Amount Percentage
(D Million) Number Amount

A. VBARD
Crop production 29,560 336,140 21 25
Livestock and poultry 33,782 389,922 24 29
Agroprocessing 25,337 147,902 18 11
Handicraft 23,929 134,456 17 10
Aqua Product 14,076 188,238 10 14
Services 9,853 107,565 7 8
Other 4,225 40,337 3 3

Subtotal (A) 140,762 1,344,559 100 100
B. CCF
Produce & supply agriculture
materials 71,488 727,490 48 a7
Agroprocessing 26,808 245,566 18 16
Handicraft 22,340 228,684 15 15
Other Services 28,297 333,050 19 22

Subtotal (B) 148,933 1,534,790 100 100

Total 289,695 2,879,349

CCF = Central People’s Credit Fund, VBARD = Viet Nam Bank for Agriculture and Rural Development.
Source: Viet Nam Bank for Agriculture and Rural Development and Central People’s Credit Fund.
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6. Cumulative (including Revolving Fund) Geographical Distribution of Subloans
Region Number Amount Percentage
(D Million)
Number Amount

A. VBARD
Northern upland 25,337 174,793 18 13
Red River Delta 29,560 147,902 21 11
North East 14,076 121,010 10 9
Northern Central 22,521 94,119 16 7
Central Coast 15,483 147,902 11 11
Central Highlands 12,668 255,466 9 19
South East 8,445 309,249 6 23
Mekong Delta 12,672 94,119 9 7

Subtotal (A) 140,762 1,344,559 100 100
B. CCF
Northern upland 26,957 302,354 18 20
Red River Delta 47,212 509,550 32 33
Northern Central 37,084 322,306 25 21
Central Coast 6,553 52,183 4 3
Central Highlands 10,723 115,109 7 8
South East 9,532 124,318 6 8
Mekong Delta 10,872 108,970 7 7

Subtotal (B) 148,933 1,534,790 100 100

Total 289,695 2,879,349

CCF = Central People’s Credit Fund, VBARD = Viet Nam Bank for Agriculture and Rural Development.
Source: Viet Nam Bank for Agriculture and Rural Development and Central People’s Credit Fund.

7. Cumulative (including Revolving Fund) Subborrower type-based Distribution of Subloans
Subborrower type Number Amount Percentage
(D million) Number Amount
A. VBARD
Low Income Households 30,967 268,912 22 20
Micro enterprise 57,712 497,487 41 37
Small enterprise 52,083 578,161 37 43
Subtotal (A) 140,762 1,344,559 100 100
B. CCF
Low income household 87,871 782,741 59 51
Small and micro enterprises 61,062 752,049 41 49
Subtotal (B) 148,933 1,534,790 100 100
Total 289,695 2,879,349

CCF = Central People’s Credit Fund, VBARD = Viet Nam Bank for Agriculture and Rural Development
Source: Viet Nam Bank for Agriculture and Rural Development and Central People’s Credit Fund.



8. Cumulative (including Revolving Fund) Minority-based Distribution of Subloans

Minority Number Amount Percentage
(D million) Number Amount
A. VBARD
Chim 393 5,151 0 0
Chu Ru 786 12,878 1 1
Ede 4,521 41,208 3 3
Giao 982 15,453 1 1
Giarai 393 20,604 0 2
Thai trang 589 10,302 0 1
K'Ho 590 7,727 0 1
H Mong 3,931 56,661 3 4
M'nong 1,966 7,727 1 1
Nung 983 5,151 1 0
Pu La 589 20,604 0 2
Ray 1,179 12,878 1 1
Tay 786 18,029 1 1
Tay.nung 1,375 12,878 1 1
Thai 593 10,302 0 1
Kinh 121,106 1,087,009 86 81
Subtotal (A) 140,762 1,344,559 100 100
B. CCF
Ede 414 2,394 0 0
Giao 120 694 0 0
Giarai 621 3,708 0 0
Ho Mong 19 309 0 0
Kinh 146,591 1,520,516 98 99
M'nong 49 306 0 0
Nung 197 1,110 0 0
Tay 333 2,265 0 0
Tay.nung 145 1,599 0 0
Thai 444 1,888 0 0
Subtotal (B) 148,933 1,534,790 100 100
Total 289,695 2,879,349
CCF = Central People’s Credit Fund, VBARD = Viet Nam Bank for Agriculture and Rural Development
Source: Viet Nam Bank for Agriculture and Rural Development and Central People’s Credit Fund.
9. Cumulative (including Revolving Fund) Gender-based Distribution of Subloans
Gender Number Amount Percentage
(D million)
Number Amount
A. VBARD
Men 59,120 591,606 42 44
Women 81,642 752,953 58 56
Subtotal (A) 140,762 1,344,559 100 100
B. CCF
Men 89,360 1,028,309 60 67
Women 59,573 506,481 40 33
Subtotal (B) 148,933 1,534,790 100 100
TOTAL 289,695 2,879,349

CCF = Central People’s Credit Fund, VBARD = Viet Nam Bank for Agriculture and Rural Development.
Source: Viet Nam Bank for Agriculture and Rural Development and Central People’s Credit Fund.
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10. Size of subloans (cumulative)

Range (in $) Number of Subloans Aggregate Amount
Up to 500 198,334 84,122,677

From 501 to 3,000 74,506 62,869,754

From 3,001 to 5,000 12,362 44,608,975

Over 5,000 4,493 26,783,018

Total 289,695 218,384,424

Source: Viet Nam Bank for Agriculture and Rural Development and Central People’s Credit Fund.

11. Subloans above the Free Limit

Subloan Aggregate Number Amount

None

Source: Viet Nam Bank for Agriculture and Rural Development and Central People’s Credit Fund.

E. Data on Asian Development Bank Missions

No. of No. of Specialization
Name of Mission® Date Persons Person-Days of Members”
Inception 23 July 2001 2 24 c,a
Special Loan Administration 11 Dec 2001 1 2 c
Review 1 17 June 2001 1 2 c
Review 2 17 Feb 2003 3 29 c,ea
Review 3 15 Dec 2003 1 4 c
Mid-term Review 2 Aug 2004 1 5 c
Review 4 15 Nov 2004 3 30 c, fa
Review 5 10 Nov 2005 2 20 ,f
Review 6 15 June 2006 1 2 f
Review 7 21 Dec 2006 2 10 f,a
Project Completion Review® 5 Sep 2008 3 8 c f a

a Review Missions were numbered as Review 1, Review 2, etc.

b a - assistant project analyst, b - financial analyst, ¢ — project implementation specialist, d - economist, e —
project consultant or specialist, f - financial sector officer, g - programs officer.

¢ The project completion report was prepared by M. Chu, Financial Sector Officer, Viet Nam Resident Mission,
Southeast Asia Department under overall guidance of E. Honda, Senior Project Management Specialist, and with
assistance of P.L. Phan, Project Analyst, Viet Nam Resident Mission, Southeast Asia Department.

F. Related TA

Iltem TA No Date of Agreement Amount

1. Support for Rural Businesses TA 3568-VIE 22 Aug 2001 $1.0 million
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l. PROJECT DESCRIPTION

1. The Government of Viet Nam has achieved strong economic growth through the
implementation of doi moi, a reform process underway since 1986 to transform the economy
from centrally planned to market-based. However, its impact on rural employment generation
and on farmers’ income was limited. The Government recognized the importance of fostering
the development of micro and small enterprises to create employment opportunities and reduce
poverty, thereby building a foundation for significant future economic growth. Farm families were
increasingly turning to non-farm and off-farm activities as a source of income and employment.
The lack of funding resources, especially medium- and long-term, was the major constraint to
the growth of micro and small-scale rural enterprises.*

2. The earlier Rural Credit Project (RCP),? which was financed by the Asian Development
Bank (ADB), demonstrated that demand for this type of credit was strong, and the loan
improved the incomes of subborrowers and created employment opportunities. In the rural
financial sector, the Viet Nam Bank for Agriculture and Rural Development (VBARD) was the
leading bank, providing about three fourths of the rural credit in the country in absolute terms at
the time of project preparation. Central People’s Credit Fund (CCF) is the apex institution of the
People’s Credit Fund (PCF) network, which is composed of small-scale financial institutions that
operate in communes. Both CCF and the individual PCFs are autonomous legal entities. As
major lenders to the poor, VBARD and the PCFs have developed the infrastructure needed to
reach poor households and were the most appropriate and cost-efficient institutions to expand
financial services in rural areas.

3. As the request of the Government of Viet Nam, a loan of Special Drawing Rights (SDR)
62.5 million ($89 million equivalent)® for the Rural Enterprises Finance Project (the Project) was
approved by ADB on 12 December 2000. The Loan Agreement was signed on 26 April 2001
and became effective on 9 August 2001. The loan closing date was extended by 1 year from 30
November 2006 to 30 November 2007. The undisbursed amount of $0.7 million equivalent was
cancelled on 7 October 2008. The loan was closed on 30 November 2007.

4. The objective of the Project was to support the Government’s efforts to reduce poverty
and promote private sector investments in rural and agro-based businesses by providing credit.
The Project aimed to support rural businesses to improve productivity, enhance product quality,
and generate economic growth and employment. By stimulating savings, the Project also aimed
to mobilize greater domestic resources for reinvestment in economic growth through financial
intermediation. The Project was designed to be implemented in rural areas outside the
municipal boundaries of Ha Noi and Ho Chi Minh City. Special consideration was given to those
areas designated as the poorest in the country, with the objective of narrowing income gaps and
balancing sectoral and regional growth. The Project had three components: (i) rural and
agribusiness credit delivered through VBARD, (ii) household and cooperative credit delivered
through CCF and PCFs, and (iii) institutional strengthening. The rural and agribusiness credit
component was a credit line of SDR35.4 million ($50.4 million equivalent)* to finance about

There was no official definition of small and micro enterprises in Viet Nam. For the purpose of the Project, micro
enterprises have less than five employees and small enterprises have less than fifty employees.

2 ADB. 1996. Rural Credit Project. Manila (Loan 1457-VIE).

SDR62.5 million was $80 million equivalent at appraisal. It increased to $89 million equivalent due to changes in
the SDR-US dollar exchange rate.

SDR35.4 million was $45.3 million equivalent at appraisal. It increased to $50.4 million equivalent due to the
changes in the SDR-US dollar exchange rate.



3,700 rural businesses in the household and enterprise sectors, 11,200 micro businesses, and
18,500 low-income households. Under the household and cooperative credit component, a
credit line of SDR23.4 million ($33.3 million equivalent)® was used to finance 31,000 low-income
households and 7,500 small and micro enterprises. The institutional strengthening component
included (i) establishment of an incentive mechanism for credit officers for good performance by
VBARD, (ii) establishment of a risk premium scheme by VBARD and CCF to recover the cost
involved in making loans to borrowers with collateral shortages, (iii) establishment of a training
and technology fund by CCF, (iv) construction of a central training institute by VBARD, and (V)
comprehensive training curriculum development and course design. The map gives the
coverage of the Project. The project framework is in Appendix 1.

Il. EVALUATION OF DESIGN AND IMPLEMENTATION
A Relevance of Design and Formulation

5. Concerned over the widening rural-urban inequalities, the Government accorded
primacy to rural development in its poverty-reduction efforts, particularly in creating employment
opportunities in rural areas. The Government aimed to develop rural financial services to reduce
rural poverty and increase employment through value-added market surplus in agricultural and
other rural businesses. The objectives of the Government’s rural credit policies were to (i)
develop the rural and agriculture sector, (ii) increase outputs and productivity with the adoption
of new technology, (iii) promote growth of the commodity-economy, (iv) reduce rural poverty,
and (v) increase rural employment. ADB’s Country Strategy and Program (CSP) Update for
2002-2004 supported the Government’s strategy on poverty reduction and rural development.®
ADB support for rural development focused on strengthening linkages between the rural farm
and non-farm sectors and creating opportunities for rural non-farm employment. The Project
was developed in line with the Government's and ADB’s strategies and priorities for rural
development and poverty reduction.

6. The Project was designed to fully utilize the existing extensive networks of VBARD and
PCFs in rural areas, which was sound and consistent with the project objectives. Lessons
derived from implementation of the RCP were fully incorporated in the preparation of the project
scope, components, cost estimates, and implementation arrangements. Based on these lessons,
VBARD and CCF were assigned as the executing agencies (EAs), while the State Bank of Viet
Nam (SBV) had been the EA for the RCP. Establishment of a revolving fund was incorporated in
the project design to ensure that subprojects became commercially viable. The average subloan
size for low-income households was about $750, after removal of a $100 ceiling set at appraisal.

7. Due to economic growth, the eligibility criteria set out at appraisal for low-income
households (an average annual expenditure of less than $128 per capita) was not appropriate
at implementation. The risk-premium scheme for subborrowers who did not possess sufficient
collateral was consistent with the Project’s objective of enhancing credit access to the poor.
However, the use of the risk premium scheme was limited for both VBARD and CCF, as the
poor subborrowers without collateral could not afford the interest rate plus risk premium.

8. A minor change was made after the review mission in June 2006. Under the institutional
strengthening component, land acquisition for the subcomponent to construct the central

> SDR23.4 million was $30.0 million equivalent at appraisal. It increased to $33.3 million equivalent due to the

changes in the SDR-US dollar exchange rate.
® ADB. 2001. Country Strategy and Program Update (2002—-2004). Manila.



training institute for VBARD was significantly delayed, and substantial duplication was found
between the subcomponent for training curriculum development and course design and the
Third Financial and Institutional Support Project for VBARD, funded by the Agence Francaise de
Development (AFD). VBARD proposed that ADB cancel these subcomponents and reallocate
$5.3 million equivalent to the rural and agribusiness credit component. ADB approved the
proposed minor change and the reallocation of funds in December 2006. The change was
logical and reasonable, and did not alter the original objectives of the Project.

B. Project Outputs

9. The Project was implemented from August 2001 to November 2007. The Project
consisted of three components. Most of the project outputs were achieved as envisaged.
However, two subcomponents under the institutional strengthening component were not
completed. The outputs under the three components of the Project are detailed below.

10. Rural and Agribusiness Credit. The rural and agribusiness credit component delivered
through VBARD was composed of three subcomponents: (i) subloans for the medium- and long-
term investment and semipermanent working capital needs of about 3,700 rural businesses in
the household and enterprise sectors, with a targeted average subloan size of $7,500; (ii)
subloans for the medium-and long-term investment and semipermanent working capital of about
11,200 micro businesses, with a targeted average subloan size of $2,500; and (iii) subloans for
the income-generating activities of 18,500 low-income households, with a targeted average
subloan size of $750. Beneficiaries were selected in accordance with the criteria set out in the
Loan Agreement and the VBARD'’s implementation guidelines for the Project. Under each
subcomponent, the number of beneficiaries substantially exceeded the targets because the
actual subloan size was much smaller than anticipated. Thus under subcomponent (i), some
52,083 rural businesses received subloans (compared with 3,700 targeted at appraisal); under
subcomponent (ii), 57,712 micro businesses benefited (compared with an appraisal estimate of
11,200); and 30,967 low-income households were the beneficiaries of subcomponent (iii),
compared with the 18,500 that were targeted. The majority (79.7%) of subloans was below
$500, 14.6% were between $501 and $3,000, and only 5.7% were of over $3,000. Average
subloan sizes for subcomponents (i), (ii), and (iii) were $1,035, $804, and $809, respectively.
The significant difference between the planned and actual subloan sizes resulted from a
successful effort by VBARD to increase the number of beneficiaries and ensure the repayment
rate was high.

11. Household and Cooperative Credit Component. The household and cooperative
credit component delivered through CCF and PCFs comprised (i) subloans for the business
operations of about 31,000 low-income households, with a targeted average subloan size of
$750; and (ii) subloans to finance 7,500 micro and small enterprises subloans of $2,500—
$4,000. The number of beneficiaries for these subcomponents also substantially exceeded the
targets. Some 87,875 low-income households received subloans under subcomponent (i) and
61,062 micro and small enterprises benefited from subcomponent (ii). The actual size of
subloans under this component was also much smaller than originally anticipated: 59.9% of the
subloans were below $500, 36.2% were between $501 and $3,000, and only 5.9% were of over
$3,000. Actual average subloan sizes for subcomponents (i) and (i) were $540 and $750
respectively. PCFs also substantially reduced the loan size, as did VBARD under the rural and
agribusiness credit component, resulting in more micro enterprise and low-income household
beneficiaries, and a high repayment rate.



12. Institutional Strengthening. The institutional strengthening component comprised the
following: (i) establishment by VBARD of mechanisms to provide incentives to credit officers for
good performance (to be funded from 1% of the spread received on the ADB loan); (ii)
establishment by VBARD and CCF of a risk premium scheme to recover the cost involved in
making subloans to borrowers with collateral shortages (to be funded from fees from
borrowers); (iii) establishment by CCF of a training and technology fund (to be funded from 2%
of the spread received on the ADB loan); (iv) construction by VBARD of a central training
institute; and (v) implementation by VBARD of a comprehensive training curriculum
development and course design, and general institutional strengthening in line with the action
plan developed under the ADB’s earlier technical assistance (TA) for Strengthening Corporate
Governance at Viet Nam Bank for Agriculture and Rural Development.” Under subcomponent
(i), VBARD established an incentive scheme to strengthen credit staff performance in
supervising and monitoring subloans; VBARD’s staff were rewarded with cash incentives linked
to performance in recovering subloans under their responsibility. As of the end of 2007, 234
VBARD staff had received rewards of approximately $30,300 equivalent. Both VBARD and CCF
established risk premium schemes under subcomponent (ii). Premiums of 0.25% (VBARD) and
0.2% (PCF) per month were added to the interest rates of those subloans lacking sufficient
collateral. The risk premium scheme was implemented by VBARD primarily for subloans of
about $105,000 equivalent. For subcomponent (iii), CCF established a training and technology
fund and trained over 2,000 staff of CCF and of nearly 1,000 PCFs. Subcomponents (iv) and (v)
were not completed. VBARD failed to acquire necessary land for the construction of the central
training institute due to the significant, unexpected increase in land price and a long delay in the
resettlement procedures. Training curriculum and course development and general institutional
strengthening had already been undertaken by the AFD-funded Third Financial and Institutional
Support Project.? Accordingly, VBARD proposed to cancel these subcomponents and reallocate
the funds to the rural and agribusiness credit component. ADB concurred with the proposal,
having determined that they would not undermine the efficiency and effectiveness of the Project
in achieving the project outcome.

C. Project Costs

13. At appraisal, the total project cost was estimated at about $145.51 million equivalent,
comprising $142.93 million in base costs, $1.58 million in contingencies, and $1.00 million in
interest charges during implementation. Of the total project cost, ADB was supposed to provide
$80 million equivalent (55.0% of the total project cost), with $28.61 million (19.7% of the total
project cost) financed by VBARD, $16.36 million (11.3% of the total project cost) by CCF and
PCFs, and $20.54 million (14.0% of the total project cost) by subborrowers.

14, The actual total cost of the Project amounted to $167.95 million equivalent. Of the total,
ADB financed $88.3 million equivalent. Counterpart financing of $29.1 million equivalent was
provided by VBARD, $18.1 million by CCF and PCFs, and $32.4 million equivalent by the
subborrowers. The actual project cost slightly exceeded the original cost mainly as a result of
inflation in Viet Nam, and was covered by SDR-US dollar exchange rate gains.

" ADB. 1999. Technical Assistance to the Socialist Republic of Viet Nam for Strengthening Corporate at Viet Nam
Bank for Agriculture and Rural Development. Manila (TA 3227-VIE).

AFD’s Third Financial Support Project of €55 million began in 2003, and included an institutional strengthening
component of €5 million. The original closing date of 31 December 2007 was extended to 31 December 2008.
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D. Disbursements

15. The loan was approved on 12 December 2000. Total loan disbursements amounted to
$88.3 million equivalent. Interest charges equaled $1.14 million, or 1.29% of the total loan
disbursement. The undisbursed loan balance of $0.7 million equivalent was cancelled. The
disbursement under the rural and agribusiness credit component delivered by VBARD was
suspended from 15 July 2004 to 6 June 2005 due to the initial non-compliance with covenant
19.° ADB approved the waiver of this covenant on 26 May 2005 after VBARD implemented an
institutional development program to improve its financial status and operations. VBARD has
subsequently made substantial progress in resolving non-performing loans and receiving new
capital.

16. The imprest accounts were established, managed, replenished, and liquidated in
accordance with ADB’s Loan Disbursement Handbook. The initial amount deposited into the
imprest accounts ($3 million for VBARD and $2 million for CCF) enabled VBARD and CCF to
expedite their relending activities. The statement of expenditure procedure was used for
reimbursement of eligible expenditures and liquidation of advances provided into the imprest
accounts. Disbursement arrangements and procedures were appropriate in terms of
transparency and accountability in the use of loan funds by the EAs, and timely monitoring by
ADB of the loan disbursement.

E. Project Schedule

17. The loan was approved on 12 December 2000 and the loan agreement was signed on
26 April 2001. The loan became effective on 9 August 2001, 0.5 months later than the
envisaged loan effectiveness of 26 July 2001. This was due to a slight delay in establishing
project implementation units (PIUs) at VBARD and CCF headquarters.

18. At appraisal, project implementation was scheduled to start in July 2001 and be
physically completed by 31 May 2006, with the loan account expected to close by 30 November
2006. The first disbursement was made on 11 December 2001 and the final disbursement on 1
November 2007. Despite the delays in loan effectiveness and start-up preparation, and the
nearly 1-year suspension of disbursements by VBARD, overall completion of the Project was
not affected because of efforts made by VBARD and CCF and PCFs to expedite project
implementation. The loan closing date was extended by 1 year to 30 November 2007 in order to
disburse funds reallocated from the institutional strengthening component to the rural and
agribusiness credit component. The total implementation period was about 71 months.

F. Implementation Arrangements
1. Project Organization, Management, and Coordination

19. The Project was implemented in line with the implementation arrangements envisaged at
appraisal. VBARD and CCF were designated as the EAs. Each EA established a suitably
equipped and staffed PIU at its headquarters. The PlIUs were the project-specific contacts and
focal points for all the matters relating to project implementation, management and coordination.
The PIUs successfully undertook (i) implementation of credit lines, (ii) monitoring and evaluation

° The covenant requires that the Borrower (a) identify all state-owned enterprise- (SOE) directed lending in VBARD'’s
loan portfolio, and (b) issue a binding statement to VBARD reconfirming the guaranteed status of SOE loans
directed by the Borrower.



of the project implementation progress, (iii) implementation of training programs for staff, and (iv)
preparation of withdrawal applications and periodic reports to ADB.

20. SBV was appointed as the project coordination agency (PCA) to ensure effective project
supervision and coordination. SBV was responsible for implementing all policy aspects of the
Project, overseeing the implementation of the Project and the reform actions by VBARD and
CCF, and ensuring compliance of VBARD and CCF with all covenants in the loan and project
agreements. The Government formed a project steering committee (PSC) to review progress
and to act to remove constraints affecting project implementation. The PSC was headed by the
deputy governor of SBV and comprised the deputy general director of VBARD, the general
director of CCF, and the directors or deputy directors of the relevant government agencies.

21. The lessons from the RCP regarding implementation arrangements were successfully
incorporated in the Project. SBV was the EA and VBARD and CCF were the implementing
agencies under the RCP. This arrangement did not create strong ownership of the implementing
agencies, resulting in cancellation of some project components and project implementation
delays. Based on this experience, VBARD and CCF were assigned to be the EAs in the Project,
while SBV was the PCA. This enabled the active involvement and commitment of VBARD and
CCF, and enhanced their ownership over the Project. Responsibility for keeping and
maintaining records on withdrawal applications and disbursements, and preparing and
submitting progress reports and audited accounts of the Project to ADB—which fell to SBV
under the RCP—were transferred to VBARD and CCF under this Project. This expedited
disbursements, as VBARD and CCF withdrawal applications did not need to be submitted to
SBYV for review and approval.

2. Financing Arrangements

22. As envisaged at appraisal, the Borrower—the Ministry of Finance (MOF)—re-lent the
proceeds of loan in dong to VBARD and CCF for different project components through a
subsidiary loan. The subsidiary loan was extended for a period of 20 years, including a grace
period of 5 years. The relending rate was variable and based on the weighted average cost of
deposit funds of the banking system, as determined by SBV at the end of each quarter. It was
estimated at 0.375% per month at appraisal. The actual average relending rate from MOF to
VBARD and CCF was 0.45%-0.62% per month.

23. VBARD onlent the loan proceeds for the rural and agribusiness credit line in dong to
eligible subborrowers at an interest rate to cover cost of funds, operating costs, loan loss, and
interest variation risks. The onlending rate was estimated at 1.05% per month at appraisal; the
actual average onlending rate was 1.0% per month for short-term loans and 1.15% per month
for medium- and long-term loans. VBARD evaluated all proposed enterprise and low-income
household subloans in accordance with its standard procedures, supplemented by a cash-flow
and debt service analysis. As of December 2007, the subloan recovery rate was about 96%.

24. CCF onlent the loan proceeds for the households and cooperative credit line in dong to
eligible PCFs at a variable rate plus a margin to cover administrative costs. The sublending rate
charged by PCFs to subborrowers was governed by government regulation and decisions of the
PCF members’ assembly. The onlending rate from PCFs to subborrowers was estimated at
1.17% per month at appraisal. In practice the average onlending rate from CCF to PCFs was
0.65%—-0.72% per month for 2001-2005 and 0.80%-1.00% per month for 2006—2007. The
average sublending rate from PCFs to subborrowers was 1.0%—-1.1% per month for 2001-2005
and 1.1%-1.3% per month for 2006—-2007. The CCF PIU, in consultation with the Credit



Cooperative Department and Banking Supervision Department of SBV, selected eligible
accredited PCFs on the basis of specific criteria set out in the loan agreement. PCFs evaluated
all enterprise and low-income household subloans in accordance with prudent banking
procedures, supplemented by appropriate cash-flow and debt-service analysis. As of December
2007, recovery rate of the subloans was nearly 100%.

25. To ensure that the subprojects become commercially viable, credit and saving services
should be made available to the beneficiaries even after project completion. VBARD and CCF
established a revolving fund for that purpose, which was separate from the imprest fund and
used for the sole purpose of financing subprojects that met the objectives of the credit lines and
contribute to economic growth and employment generation. Based on experience from the RCP,
the amount of the imprest fund was specified for each EA. Therefore, the use of the imprest
fund provided quick access to funds for financing eligible expenditures.

G. Conditions and Covenants

26. At project completion, compliance with loan covenants was satisfactory. Of 29 general
and specific covenants, most were complied with; one was not complied with, one was waived,
and compliance with two was delayed. The covenant on operationalization of rural business
centers to be established under TA for Support of Rural Business (TA 3568-VIE) was not
complied with as the TA was terminated without being completed. The loan covenant on
identification and issuance of a guarantee for VBARD’s directed lending to state-owned
enterprises was not complied with initially. However, the objective of the covenant was
considered to be achieved through VBARD’s own institutional development program, under
which VBARD significantly improved its financial status by resolving its non-performing loans
and receiving new capital injections. Accordingly, ADB approved the waiver of this covenant in
February 2005. VBARD and CCF submitted their audited reports with 1-6 month delays, and
they submitted their project completion report with a 3—-4 month delay. Appendix 2 shows the
final status of compliance with the loan covenants at project completion.

H. Related Technical Assistance

27. In association with this Project, the Government received advisory TA for Support of
Rural Business (TA 3568-VIE). The objective of the TA was to establish on a pilot basis
sustainable rural business centers that would provide rural entrepreneurs and farm households
with business advice, credit facilitation service, market information and training, as well as to
lobby the Government on issues affecting their livelihood. The total cost of the TA was
estimated at $1,440,000 equivalent, with $1,000,000 equivalent to be financed by ADB on a
grant basis. The TA was expected to finance 12 person-months of international and 8 person-
months of national consulting services. The consultants commenced their assignments in July
2002. However, the TA implementation was substantially delayed because the concept of the
TA was complex and new to Viet Nam, and a number of issues were raised. The continued
delays and the uncertainty in the TA implementation schedule resulted in the consultants being
unable to deliver the originally proposed consulting team inputs; they ultimately requested to be
relieved from all liability for failure to carry out their obligations under the provisions of Article
XIII of the contract with ADB in March 2004. The TA was suspended due to the withdrawal of
the consultants and was rated unsuccessful. The TA completion report is in Appendix 3.



l. Consultant Recruitment and Procurement

28. Under the institutional strengthening component, up to six domestic training course
developers in corporate governance, corporate planning, banking services, risk management,
accounting and management information systems, IT systems, and credit management, and an
international training specialist serving for 5 person-months were to be recruited to assist
VBARD develop new training courses. However, these consultants were not recruited because
the subcomponent on comprehensive training curriculum development and course design, and
general institutional strengthening was not implemented due to duplication with the AFD-funded
project. At appraisal, procurement of goods and services and civil works associated with the
establishment of a central training institute under the institutional strengthening component was
envisaged. However, procurement did not take place, as construction of the central training
institute was cancelled because VBARD was unable to acquire the land for the construction site.

J. Performance of Consultants, Contractors, and Suppliers
29. Neither a consultant, a contractor, nor a supplier was engaged under the Project.
K. Performance of the Borrower and the Executing Agency

30. The performance of the borrower through the establishment of the PSC and the EAs
(VBARD and CCF) was considered satisfactory. They fulfilled their responsibilities and
communicated closely with ADB during project implementation. SBV, as the PCA and chair of
the PSC, closely monitored project progress, detected difficulties and constraints in project
implementation, and resolved them in a timely manner. Institutional capacity and corporate
governance of VBARD and CCF have been strengthened during project implementation, which
is expected to contribute to the Project’s sustainability.

31. VBARD proactively implemented the recommendations in its action plan, including
introduction of a new corporate structure, diversification of banking services, development of
risk management capacity, development of a management information system, creation of an
information technology strategy, strengthening of credit appraisal and supervision, and
enhancement of personnel and training capabilities. During the project implementation period,
VBARD's total assets grew at annual rate of around 26%. VBARD lending increased at an
annual rate of 26% and its savings rose at annual rate of 37%. Capital injection by the
Government has helped VBARD increase its chartered capital to D10.548 billion and improve its
financial condition. The capital adequacy ratio of VBARD stood at 7% in 2007. The
implementation status of the VBARD action plan is in Appendix 4. VBARD's financial ratios, its
audited balance sheets, and audited income statements during the project implementation
period are in Appendix 5.

32. The institutional capacity of CCF and PCFs has improved through alteration of the
management structure from three to two tiers, and merging of regional credit funds into CCF
branches. Under the guidance of SBV, the PCF network was streamlined by abolishing
inefficient and strengthening weak PCFs. The CCF and PCFs have expanded their outreach to
the rural sector. The number of PCFs increased from 906 with 807,546 members at appraisal to
973 with 1,157,416 members as of the end of 2007. The outstanding loans of PCFs grew at
annual rate of around 26% during the period 2001-2007, while total deposits rose at annual rate
of around 28% during the same period. Total assets of PCFs increased at annual rate of 29%,
reaching approximately D13.600 billion at the end of 2007. Total CCF assets rose at annual rate
of 45%, reaching approximately D6.000 billion in 2007. The capital adequacy ratio of CCF



exceeded the 8% level required by SBV. Appendix 6 describes the financial highlights of CCF
and PCFs during the project implementation period.

L. Performance of the Asian Development Bank

33. ADB'’s performance was considered satisfactory. ADB conducted 11 review missions for
a total of 136 staff days to monitor project implementation progress. Project administration was
delegated from ADB Headquarters to its Viet Nam Resident Mission on 15 March 2004 to
ensure closer and more intensive support and detailed and timely guidance for the PCA and
EAs. ADB worked closely with the Government to resolve implementation issues, including the
minor change in project scope and reallocation of funds, and waiver of a covenant.

M. EVALUATION OF PERFORMANCE

A. Relevance

34. The Project is rated “highly relevant”. The Project was formulated in line with the
Government’s strategy for rural development and poverty reduction set out in the
Comprehensive Poverty Reduction and Growth Strategy'® and Five-Year Socio-Economic
Development Plan for 2001 2005. The Project was also consistent with ADB’s objectives and
strategic priorities as set out in its CSP for 2002-2004. The Project contributed to the
enhancement of outreach of lending institutions in rural areas to reduce poverty and promote
growth of rural businesses.

B. Effectiveness in Achieving Outcome

35. The Project was considered “effective”. Although the institutional strengthening
component was not fully implemented and the TA for Support of Rural Business was terminated,
the Project's objectives were achieved. The Project supported the Government’'s efforts to
reduce poverty and promote investment in private rural businesses, and project appraisal
targets were exceeded: at completion, subloans to improve household income were received by
118,838 low-income households, compared with the target of 49,500; subloans to improve
business profit were received by 170,857 micro and small enterprises, compared with the target
of 22,400; and $32.4 million of private sector investment was mobilized, compared with the
appraisal target of $20.3 million. The Project also contributed to development of more effective
rural financial and business support services. The loan repayment rates (about 96% for VBARD
and nearly 100% for CCF) exceeded the target of at least 90%. The loan loss provision was
adequate throughout the project implementation. The 986 PCFs trained under the Project to
improve credit skills exceeded the target of 981 PCFs, but the targets on training for VBARD
staff and the support services for micro and small businesses were not achieved because the
subcomponent on the comprehensive training curriculum development and course design under
the institutional strengthening component and the TA for Support of Rural Business were not
completed. However, under the AFD-funded project, over 40,000 VBARD staff were trained in
corporate governance, banking services, risk management, project appraisal, assets and
liabilities management, accounting, foreign currency trading, IT systems, and foreign language.
The training institute is currently under construction using VBARD funding, and is expected to
be in operation by end 2009.

1% Socialist Republic of Viet Nam. 2003. Comprehensive Poverty Reduction and Growth Strategy. Hanoi.
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C. Efficiency in Achieving Outcome and Outputs

36. Project implementation was “efficient”. Despite the delays in loan effectiveness and start-
up preparation, and a nearly 1-year suspension of disbursement by VBARD, major project
activities were implemented as scheduled, as a result of efforts by VBARD and CCF and PCFs
to expedite project implementation. Both VBARD and CCF and PCFs established computerized
project management system to record all project activities and implementation data. Provision of
adequate and timely counterpart funding contributed to the efficient achievement of the project
outcome and outputs.

37. The Project is considered financially efficient. The scale and relative proportions of
different activities under the Project could not be predicted, and financial and economic
analyses of the overall Project were therefore not considered feasible. However, as reported by
VBARD and CCF, subprojects financed under the Project had relatively high financial rates of
return ranging from 20% to 30%, as compared with the financial rates of return calculated at
appraisal of between 14% and 56%.

D. Preliminary Assessment of Sustainability

38. The investment was rated “likely” to be sustainable. Both VBARD and CCF established a
revolving fund as scheduled, to which principal repayments of subloans were credited. The
revolving funds were used for the sole purpose of financing subprojects that met the objectives
of the credit lines and contributed to economic growth and employment generation. As a result
of the high repayment rates, the revolving funds favorably financed 96,479 subloans for a total
amount of D493,818 million ($29.9 million equivalent) for VBARD, and 92,151 subloans with a
total amount of D1,017 million ($61.6 million equivalent) for CCF and PCFs. The revolving funds
of both VBARD and CCF financed around 109% of the original credit line amounts.

39. By implementing the action plan developed under the TA for Strengthening Corporate
Governance at Viet Nam Bank for Agriculture and Rural Development,™ the institutional
capacity of VBARD was improved in key areas such as risk management, loan provisioning,
product development, adoption of customer accounting, core banking and financial accounting
systems, IT systems, and ATM development. The incentive system at VBARD encourages the
credit staff to supervise and monitor the subloans more effectively, as they receive monetary
incentives linked to subloan recovery performance. Consequently, the repayment rate of 96%
exceeded the targeted rate (minimum of 90%). The scheme remains in operation after project
completion, thus contributing to ensuring project sustainability. Over 2,000 staff of CCF and
PCFs received capacity building training through the training and technology fund.

E. Impacts
1. Socioeconomic impacts

40. The nature and scope of socioeconomic benefits identified at appraisal remained
unchanged. The number of beneficiaries under the rural and agribusiness credit delivered by
VBARD and the household and cooperative credit delivered by CCF and PCFs substantially
exceeded the targets set out at appraisal. Therefore, the actual socioeconomic impacts were
more extensive than envisaged. The Project provided an additional 1% of medium- and long-

' ADB. 2002. Technical Assistance Completion Report on Strengthening Corporate Governance at Viet Nam Bank
for Agriculture and Rural Development. Manila (TA 3227-VIE).
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term lending resources for VBARD, and 15% for PCFs. A majority (58%) of VBARD's
subborrowers and 40% of the PCFs’ subborrowers were women. Ethnic minorities utilized 14%
of the VBARD subloans and 2% of the CCF and PCFs subloans.

41. A small-scale socioeconomic survey of the selected subborrowers was conducted by
VBARD and CCF in September 2008, in which 94.8% of respondents indicated that the
subloans significantly improved their annual income. The subloans for small and micro
enterprises contributed to employment generation, with an average of three additional jobs per
subproject. It is estimated that some 510,000 additional jobs were created in total by the Project,
and 65% of respondents noted that their productivity improved by applying new technology. The
survey also indicates that the Project enabled the beneficiaries to expand their production or
business, while increased expenditure could stimulate demand in the local economy,
compounding poverty reduction effects. Thus 25.2% of the respondents used profit produced
using the subloans to reinvest in their business, 20.5% used it for investing in new businesses,
14.9% for supporting their children’s education, 18.1% for savings, 12.3% for building a house,
and 9% for other purposes. By making credit available to enable farmers to invest in rural
business activities, the Project assisted in diversifying and restructuring the sector and in
strengthening the linkages between agriculture and nonfarm businesses. More than one quarter
(27.7%) of respondents were engaged in crop, livestock, poultry, and fisheries, while 16.6%
were engaged in agro-processing, 19.0% in handicrafts, and 19.6% in providing agricultural
materials and inputs. The Project helped the farmers by providing information on loans and
savings to people who normally relied on informal financial institutes; 34% of the respondents
had previously relied exclusively on informal financial sources, which have high interest rates.
Appendix 7 summarizes the socioeconomic survey results.

2. Environmental impacts

42. At appraisal, the environmental impacts of the subprojects were not expected to be
significant as most subprojects were to be small and any environmental effects localized.
VBARD and CCF and PCFs raised the subborrowers’ awareness of environment protection
through requirements to provide copies of environmental permits prior to loan disbursement.
According to the small-scale socioeconomic survey, ** all respondents replied that their
awareness of environment protection was raised under the Project, and most (93.6%) of the
respondents undertook measures to mitigate any negative environmental impacts resulting from
their subprojects.

V. OVERALL ASSESSMENT AND RECOMMENDATIONS
A. Overall Assessment

43. Overall, the Project was rated “successful’. It was relevant to the Government’s
development strategy and ADB’s sector policy in Viet Nam. It was effective in achieving project
objectives, and was efficient in the implementation process. The Project is rated “sustainable” in
all aspects. The Project has had a positive socioeconomic impact by reducing poverty and
promoting investment in private rural businesses. The environmental impacts of the subprojects
were not significant, and all necessary measures were taken to mitigate negative environmental
impacts. The Project helped develop more effective rural financial and rural business support

12 Questionnaire survey and field interviews were conducted for the selected 658 sample subborowers in 16
provinces.
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services through strengthening of the institutional capacities of VBARD and CCF and PCFs.
Appendix 8 summarizes the assessment of overall project performance.

B. Lessons

44.  The eligibility criteria for the low-income household loans should have been more flexible.
Given the rapid economic growth and very high inflation, the eligibility criteria for low-income
households—an average annual expenditure of less than $128 per capita—set out at appraisal
was not appropriate at implementation.

45, The risk premium scheme to recover the cost involved in making loans to subborrowers
with collateral shortages was not as effective as expected. The use of the risk premium scheme
was limited, as poor subborrowers without collateral could not afford the interest rate plus risk
premium. It is proposed to consider a group lending approach to enhance access to credit by
the poor.

46. A proper baseline survey on major indicators should be conducted at an early stage of
project implementation to verify achievement of the project outcome and outputs. To facilitate
regular monitoring and evaluation, a uniform format for reporting project implementation
progress by the EAs is necessary. The baseline data for some indicators were not available and
the EAs used different reporting formats under the Project.

47. One of the major factors contributing to successful implementation of the credit lines for
low-income households and for micro and small enterprises was the flexibility in determining the
subloan size, which allowed for an increase in the number of subborrowers that benefited from
the Project, and helped achieve a high repayment rate.

48. The mechanism to provide incentives to credit officers for good performance and capacity
development through various training programs helped improve staff performance, thereby
strengthening the institutional capacity and performance of VBARD and the CCF and PCFs.

C. Recommendations
1. Project Related

49, To further enhance the sustainability of the Project, it is recommended that institutional
strengthening for VBARD and CCF and PCFs be continued, to improve their financial capacity
and operation. In particular, the capital adequacy ratio of both VBARD and PCFs should be
increased to at least 8% (the level required under Basel I).

50. The planned rural business centers were not developed because the TA for Support of
Rural Business was not completed. In order to strengthen rural business support services, it is
recommended that ADB provide additional assistance in this area.

2. General

51. Based on experience under the RCP, VBARD and CCF were assigned to be the EAs and
SBV the PCA. This project organization, management, and coordination arrangement enabled
active involvement and commitment by participating financial institutions, and enhanced their
ownership over the Project.

52. The establishment of revolving funds, made possible by the achievement of high
repayment rates, was a key to the sustainability of the Project.
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Summary

Verifiable Indicators

Means of
Verification

Important
Assumptions

Progress in Meeting
Performance Targets

1. Sector Goal

1.1 Reduced
rural poverty

1.2 Promote
growth of rural
business

Number of rural enterprises
increases

Subsector productivity
increases

Number of poor households
declines

About 101,700 full-time jobs
are created

Socioeconomic
surveys of MPI and
MARD

VBARD and BME
studies

Economic
conditions
remain stable

Based on GSO (MPI) rural
agricultural and fishery
survey conducted in 2006,
the number of non-farm
rural households and
enterprises increased by
62% in comparison with
2001

Based on the
socioeconomic survey and
field interview conducted
by VBARD and CCF in
September 2008, 65% of
respondents found that
their productivity
increased due to
application of new
technology

The poverty rate declined
substantially, from 37.4%
in 1998, to0 28.9 % in

2002, and 14.7% in 2007

An estimated number of
510,000 jobs have been
created

2. Objectives

2.1 Support
government
efforts to reduce
poverty and
promote
investment in
private rural
businesses

2.2 Develop
more effective
rural financial
and rural
business
support services

49,500 low income
households have improved
income by the end of the
Project (EOP)

22,400 micro and small
businesses have improved
profits by EOP

$20.3 million of private
sector investment is
mobilized by EOP

Loan repayments are at
least 90% and loan loss
provisions are adequate
throughout the Project

Progress reports

Monitoring reports

Progress reports.

VBARD annual
reports.

CCF annual
reports.

VBARD annual
reports

Economic
conditions
remain stable.

VBARD remains
committed to
reforms and to
continue serving
the poor.

Government
continues to
improve the
enabling
environment for
the private
sector,

By EOP, (i) 118,838 low-
income households
received subloans, and
the socioeconomic survey
found that 94.8%
respondents saw
significantly improved
income;

(ii) 170,857 micro and
small enterprises received
loans; and

(iii) $32.4 million of private
sector investment was
mobilized.

Loan repayment rates
were 96% for VBARD and
100% for CCF and PCFs,
respectively. Loan loss
provisions were adequate
throughout the Project.
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Summary Verifiable Indicators Means of Important Progress in Meeting
Verification Assumptions Performance Targets
Savings increase by 15% particularly micro | During the project
per year throughout the VBARD annual and small implementation period,
Project reports. enterprises savings of VBARD
increased by roughly 37%
CCF annual reports per year, and savings of
the PCFs by 28% per
TA progress year.
reports
12,500 VBARD staff have Not applicable for project
improved skills from training evaluation. 40,000
by EOP VBARD staff were trained
during the project
implementation period.
However, training courses
were funded by AFD. To
avoid duplication, the
Project budget for this
subcomponent was
reallocated to VBARD'’s
credit line component.
By the end of the project, the 986 PCFs have been
credit skills of 981 PCFs trained because of the
have improved Project.
By EOP, 600 micro and Not achieved. TA was
small businesses terminated due to
are assisted with support withdrawal of consultants
services by associated TA
3. Outputs
3.1 Lending to An additional $68.8 million in | Progress reports. Adequate Additional $95.3 million

low-income
households and
micro and small
businesses
increases.

3.2 Incentive
and guarantee
schemes are
established.

3.3 PCF training
and technology
fund is
established.

3.4 Professional
development.
curriculum is
established for
VBARD staff.

medium- and long-term
subloans Disbursed EOP

Approved schemes are in
place (by month 6 of the
Project)

Approved scheme is in place
(by month 6)

Curriculum is finalized (by
month 1)

Progress reports

Progress reports

Inception report

demand exists
for nonfarm
subloans.

equivalent in medium-term
subloans was disbursed
by EOP.

ADB approved the
schemes in June 2002.

ADB approved the
scheme in 2003. Over
2,000 staff of CCF and
PCFs have been trained.

Not applicable for project
evaluation, as the budget
of the institutional
strengthening component
was reallocated to the
credit component.
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Summary Verifiable Indicators Means of Important Progress in Meeting
Verification Assumptions Performance Targets
3.5 Training New or revised courses in Progress reports Domestic Not applicable for project
courses are corporate governance, consultants evaluation, as the budget
developed. corporate planning, banking perform well. of the institutional
services, risk Training materials strengthening component
management, ALM, was reallocated to the
accounting, credit line component of
MIS, IT systems, personnel VBARD.
and training, and foreign
languages developed and Training courses for
tested (by month 12). VBARD were not
developed with project
support. Only CCF has
conducted training
courses within the
framework of training and
technology fund.
3.6 Not applicable for Project
Accreditation At least 40 trainers are Progress reports. Sufficient evaluation, as the budget
system is accredited to VBARD (by numbers of of the institutional
established. month 18). trainers are strengthening component
prepared to be was reallocated to the
accredited. credit component of
VBARD.
3.7 Training Building works completed, Progress reports. Delays in Not applicable for Project
Center is equipment installed, and specification, evaluation, as the budget
operational training center fully tendering and of the institutional
operational construction are strengthening component
minimized was reallocated to the
credit line component of
VBARD.
4. Inputs Cost Estimates
4.1 Rural and ADB $45.3 million, VBARD VBARD and CCF | ADB $55.7 million,

agribusiness
credit (VBARD)

4.2 Household
and cooperative
credit (CCF and
PCFs)

4.3 Institutional
strengthening

$24.7 million, Subborrowers
$12.4 million

ADB $30 million, CCF and
PCFs $16.4 million,
Subborrowers $8.2 million

ADB $3 million, VBARD $3
million

Progress reports.

Disbursement
reports

and PCFs
provide funding

Counterpart staff
are provided

VBARD $29.1 million,
Subborrowers $23.4
million.

ADB $33.2 million, CCF
and PCFs $18.1 million,
Subborrowers $9.04
million

No inputs for the
institutional strengthening
component

ALM = Asset—Liability Management, BME = Benefit Monitoring and Evaluation, CCF = Central People's Credit Fund,
GSO= General Statistics Office of Viet Nam, EOP = end-of-project, IT = Information Technology, MARD = Ministry of
Agriculture and Rural Development, MIS = Management Information System, MPI= Ministry of Planning and
Investment, PCF = People's Credit Fund, TA = Technical Assistance, VBARD = Viet Nam Bank of Agriculture and
Rural Development.
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Appendix 2

STATUS OF COMPLIANCE WITH LOAN COVENANTS

Covenant Reference Status of Compliance
1. Borrower shall make available to VBARD and Loan Agreement — | Complied with.

CCF, promptly as needed, the funds, facilities, (LA), Section 4.02

services and other resources which are

resources, in addition to the proceeds of the

Loan, for the carrying out of the Project.

2. VBARD and CCF to furnish to ADB: LA, Section 4.03 Complied with.

(a) semiannual reports on project (b), and Project

implementation in form and substance Agreements —

acceptable to ADB, and Project Agreement c ied with. H

: omplied with. However,

(b) quarterly progress reports on (i) (PA), .

implementation of the incentive and risk Section 3.05 (b) ggzesgrlfsdvl\?:sdmu%tgi%/i?egRD

premium schemes, and (ii) training and reforms . > d :

among others, The risk premium scheme of
VBARD totaled about $105,000
equivalent while most of loans
made by PCFs are secured by
collateral. As VBARD reported,
234 credit staff received
rewards of over $30,000
equivalent.

3. VBARD and CCF to furnish to ADB Project LA, Article 1V, Complied late. VBARD and
Completion Reports not later than 6 months of Section 4.03 (c), CCF submitted to ADB Project
project completion. and PAs, Section Completion Report in

3.05 (¢) September and October 2008,
respectively.

4. | VBARD and CCF to furnish ADB certified PAs, Section 3.06 | Complied late with delays
copies of audited accounts and financial (a) ranging from 1-6 months.
statements and the auditors’ reports.

5. Borrower to enable ADB’s representatives to LA, Section 4.04, Complied with.
inspect VBARD, CCF and PCFs, any and PAs, Section
subborrowers, any subprojects, the goods 3.07
financed out of the proceeds of the Loan, and
any relevant records and documents
maintained by SBV, VBARD, CCF and PCFs.

6. VBARD and CCF to establish separate imprest | LA, Schedule 3, Complied with.
account. Para.8

7. PIUs of VBARD and CCF will be the project LA, schedule 6, Complied with.
specific focal point for ADB in respect of project | Para.2 (b)
implementation, management and coordination.

8. Borrower to appoint SBV as Project LA, Schedule 6, Complied with.

Coordination Agency. Para. 3

9. Borrower to establish a Project Steering LA, Schedule 6, Complied with.

Committee (PSC) headed by the Deputy Para. 4(a)
Governor of SBV.
10. | PSC shall meet at least twice a year to review LA, Schedule 6, Complied with.

Project progress among others. A full record of
the discussions and decisions of each meeting
shall be submitted to ADB for information.

Para. 4(b).
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Covenant Reference Status of Compliance

11. | VBARD and CCF will prepare and submit to LA, Schedule 6, Complied with. ADB approved
ADB the guidelines and detailed internal Para. 11 the risk premium scheme of
regulations for (a) the risk premium scheme, VBARD and CCF and incentive
and (b) incentive scheme fund for VBARD. scheme of VBARD in July 2003

12. | Inlending to low-income households, VBARD LA, Schedule 6, Complied with. VBARD and
and CCF to apply a group lending Para. 12 CCF had guidelines on group
methodology. VBARD and CCF may recruit lending which was developed
non-governmental organizations and mass and implemented by VBARD's
organizations as intermediaries and catalysts in branches and PCFs.
group formation, social preparation, training,
and credit supervision.

13. | VBARD and PCFs to ensure that there is no LA, Schedule 6, Complied with. By number,
discrimination against women sub-borrowers or | Para. 13 58% of VBARD'’s subloans and
those from ethnic minority groups, and that lack 40% of PCFs loans were made
of collateral shall not be a reason to deny a to women sub-borrowers.
subloan. VBARD and PCFs to encourage
women and ethnic minorities to borrow for
livelihood and income generating activities
under their names.

14. | VBARD to submit to ADB for approval the LA, Schedule 6, Complied with in July 2002
guidelines and internal regulations for incentive | Para. 15.
scheme.

15. | VBARD and CCF to carry out baseline surveys | LA, Schedule 6, Complied with. VBARD and

Para. 16 CCF submitted results of the
survey in August 2002

16. | VBARD and PCFs to require sub-borrowers to LA, Schedule 6, Complied with.VBARD and
comply with environmental laws and Para. 17. CCF’s loan documents include
regulations. sub-borrower’s environmental

responsibilities.

17. | VBARD and CCF to establish and maintain LA, Schedule 6, Complied with.

separate project-specific revolving funds within | Para. 18.
3 months of the effective date to credit
proceeds from repayment of the principal of the
subloans to these funds. The resources in the
revolving funds shall be used to finance
subloans similar to those made under Parts |
and Il of the Project after the obligations under
the subsidiary loan agreements with the
Government and VBARD and CCF have been
terminated. The revolving fund accounts shall
be audited in accordance with Section 3.07 of
PAs.

18. | SBV to: Complied per Decision 457 of

(a) include VBARD in the inspection on risk
weighted capital adequacy and accrued income
recognition in line with Decree 48/1998/QD-
NHNNS dated 8 February 1999; and

(b) define the asset classification and
provisioning policy for VBARD.

LA, Schedule 6,

State Bank of Vietnam as of 19
April 2005 on Prudential Ratios
for Credit Institutions. As of end
2007, CAR of VBARD was
7.2% compared to 8%
requirement of SBV.

Complied per Decision 493 of
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Covenant Reference Status of Compliance
Para. 19 (i) SBYV on Asset Classification
and Loan Loss Provisioning.

19. | Borrower:

(a) identify all state-owned enterprise (SOE)

directed lending in VBARD's loan portfolio, and

(b) issue a binding statement to VBARD . .

reconfirming the guaranteed status of SOE The covenant was waived given

loans directed by the Borrower the progress made by VBARD
in implementing institutional
reform. ADB approved the
waiver in May 2005.

20. | VBARD to rationalize it's its organizational LA, Schedule 6, Complied with. VBARD
structure in accordance with VBARD Action Para. 19 (iii) restructuring plan was
Plan, and implement the Action Plan within the approved by Prime Minister in
specific timeframe. October 2001. VBARD

proactively implemented the
Action Plan.

21. | Borrower shall cause the Credit Cooperatives LA, Schedule 6, Complied with. SBV conducted
Department and Banking Supervision Para. 20 (i) effective supervision of PCFs
Department of SBV to continue to supervise system through its branches.
CCF and PCFs and to provide support for SBYV also organized training
training CCF and PCFs staff and sub-borrowers courses for PCFs staff on

accounting, internal control,
credit operation, model of
PCFs, governance and legal
issues.

22. | SBV's Foreign Department to submit regular LA, Schedule 6, The report was provided by
reports to ADB on the performance and Para. 20 (ii) SBV on annual basis.
weakness of the CCF and PCFs as determined
from time to time until such time as the PCFs’
network is fully autonomous.

23. | CCF to submit to ADB and SBV the approved LA, Schedule 6, Complied in March 2001
time-bound Institutional Development Plan Para. 20 (iii)
under the recently concluded Evaluation of Pilot
Operations of PCF Network

24. | VBARD's and CCF's respective PIUs to LA, Schedule 6, Final selection of RBCs was
operationalize the rural business centers to be Para. 21 completed in January 2004.
established under the associated TA 3568: However, the TA was
Rural Business Support. suspended due to the

withdrawal of the consultants.

25. | VBARD and CCF to operate in a self- LA, Schedule 6, CAR of CCF exceeded the level
sustainable manner and to comply with SBV'’s Para. 22 of 8% required by SBV. Under
law and banking regulations including the Banking Reform Program,
maintaining adequate capital. In this context, the Government injected capital
Borrower to infuse additional capital to VBARD into state-owned commercial
as soon as the 1999 audit confirms the capital banks included VBARD. As of
shortage. end 2007, CAR of VBARD

stood at 7.2%. It is expected
that CAR of VBARD will reach
8.5% by the end of 2008.

26. | VBARD not to finance subloans to SOEs from LA, Schedule 6, Complied with.

the loan proceeds without prior approval from
ADB, and to reduce outstanding loans to SOEs.

Para. 23
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Covenant Reference Status of Compliance
27. | The Ministry of Finance, SBV, VBARD, CCF LA, Schedule 6, Complied with. The relending
and PCFs, and ADB to annually review Para. 24 rates were included in regular
relending and onlending rates. reports of VBARD and CCF.
28. | VBARD and CCF to: LA, Schedule 6, Complied with.

(a) establish monitoring systems for project | Para. 25.
implementation; and

(b) ensure that systems and procedures to
implement the Project are adequate,
targets are regularly transmitted to the
branches, and that performance is

measured.
29. | (a) VBARD and CCF to submit to ADB their LA, Schedule 6, Complied with. ADB approved
detailed training plans; and Para. 26. CCF'’s and VBARD's training
(b) VBARD to prepare a full feasibility study for plans in July 2003.
the central training institute including detailed Complied with.

plans for training curriculum development,
course design and implementation, subject to
ADB'’s approval.

ADB = Asian Development Bank, CAR = Capital Adequacy Ratio, CCF= Central People’s Credit Fund, LA = Loan
Agreement, PA = Project Agreement, PCF = People’s Credit Fund, PIU = Project Implementation Unit, PSC = Project
Steering Committee, RBC = Rural Business Center, SBV = State Bank of Viet Nam, SOE = State Owned Enterprise, TA=
Technical Assistance, VBARD= Viet Nam Bank for Agriculture and Rural Development.
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TECHNICAL ASSISTANCE COMPLETION REPORT

Division: Viet Nam Resident Mission

Southeast Asia Department

TA No., Country and Name Amount Approved: $1,000,000.00

TA-3568 VIE: Support Rural Business

Revised Amount: $1,000,000.00

Executing Agency Source of Funding Amount Undisbursed: Amount Utilized:
State Bank of Viet Nam TASF $651,041.65 $348,958.35
TA Approval TA Signing Fielding of First TA Completion Date
Date: Date: Consultant: Original: Actual:

31 May 2006 30 June 2004
12 December 2000 22 August 2001 8 July 2002 Account Closing Date Actual:

Original: 30 August 2006 30 June 2008

Description

This TA was associated with the Rural Enterprise Finance Project (the Project). Under the Project, credit lines were
envisaged to finance rural enterprises through VBARD and CCF and PCFs. However, it was recognized by ADB that credit
alone was not sufficient to maximize the growth of these businesses, which also needed training, information, advice, and
an operating environment conducive to growth. It was also recognized that Line ministries, and research and technical
institutes have little out reach in the rural areas and are not able to provide the services demanded by rural entrepreneurs
and households. There was an urgent need for an alternative to Government extension services that could provide the
assistance required by rural businesses on a sustainable basis to ensure their growth and success. It was proposed that
this TA assisted to establish private sector operated services that catered to the special needs of rural businesses and
households.

The total cost of the TA was estimated at $1,440,000 equivalent. The amount of $1,000,000 equivalent was financed by
ADB on a grant basis from ADB-funded TA program, VBARD and CCF were planned to finance the remaining local cost of
$440,000 equivalent. The SBV was the Executing Agency for this TA. The Implementing Agency in establishing and
supervising the RBC was SBV, while the Project Implementation Units in VBARD and CCF were responsible for
implementing the components involving lending and credit management procedures (in PCFs) and improving monitoring
and evaluation systems (for VBARD and PCFs).

Expected Impact, Outcome and Outputs

TA was envisaged to support the Government's efforts to reduce rural poverty, promote growth of rural businesses
through developing rural business support services. TA was expected to (i) create sustainable support services for
nonfarm rural businesses and improve the quality of lending and monitoring and evaluation of lending and business
performance through the establishment of at least 3 pilot rural business centers (RBCs) in different regions of Viet Nam;
(ii) provide start-up support to RBCs, and development of credit facilitation, business advisory, and training capacity in
RBCs; (iii) develop improved lending and credit management procedures in PCFs and related training materials and
courses for PCF staff; (iv) develop improved monitoring and evaluation systems for VBARD and PCFs to provide ongoing
management information on the credit lines and on the nonfarm rural business sector and for carrying out effective
baseline and evaluation survey. The TA was also envisaged to provide seed funding for the establishment of the RBCs.

TA was expected to have the following outputs: (i) 3 RBCs established and financially self-sufficient.(ii) Credit staff in 981
PCFs trained in micro and small business financing; (iii) monitoring system using relational database established and in
operation.

Delivery of Inputs and Conduct of Activities

All the consultants under the TA were engaged in accordance with ADB’s Guidelines on the Use of Consultants. At
appraisal, the TA was expected to finance international (12 person-months) and national (8 person-months) consulting
services to assist in (i) improving of lending and credit management procedures for PCFs and related training materials
and courses for PCF staff, and (ii) developing improved monitoring and evaluating systems for VBARD and PCFs. The
international consultants were envisaged to be comprised of an MSE Support Service Specialist/Team Leader; a Micro
and Small Business Training Specialist; an MSE Credit Specialist; The domestic consultants were planned to be consisted
of a Media and Information Specialist; a Credit and Training Specialist; and a Database Specialist. However, while
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designing the terms of reference, there were some changes in Consultant team, as compared with the Report and
Recommendation of the President. An international MIS Specialist was added to integrate a management information
system for the TA and assist the RBCs to develop and operate a system to monitor the effectiveness of their services and
respond to client demand to enhance their services. The Deputy Team Leader/Rural Enterprise Specialist was added to
assure ongoing support to the fledging RBCs throughout the first year of their implementation. These changes were made
within the original TA budget line items for international and domestic consultants.

The Government provided support and logistics facilities in kind as its contribution to the TA including furnished and air-
conditioned office space with access to two telephone lines. The SBV implementation unit was established with
counterpart staff to assist the implementation of the TA. A full-time national consultant coordinator was financed and
selected by the ADB to facilitate the work of the consultant team and provide follow-up support to the executing agency in
monitoring the output.

The consultants commenced their assignments in July 2002 and submitted the inception report one month after their
commencement, as scheduled. The consultant team also undertook several activities, such as (i) developing initial plans
for RBC training and internship program, (ii) providing evaluation for risk premium proposals submitted to ADB by VBARD
and CCF; (iii) assessing and making recommendations for improvements of VBARD and CCF credit policies and
procedures; (iv) reviewing and making recommendations for improvements for VBARD lending manual; (v) evaluating and
making recommendations for strengthening information systems employed by VBARD and PCF; (vi) preparing for the
preliminary design for an RBC public information program; (vii) developing criteria for awarding RBC contracts; (viii)
assessing potential RBC locations; (ix) preparing RBC Expression of Interest and Request for Proposal; (x)selecting a
short list of qualified candidates for RBC sponsorship and making final selection of 3 firms to sponsor for RBCs.

However, the project was pilot by the nature; the concept of the TA was complex and new to Viet Nam. Thereby, a number
of issues raised from time to time, which caused delays of the TA implementation. The difficulty for the Selection
Committee to reach agreement on selecting awardees of RBCs contracts caused a significant delay from April to October
2003. The change in consultant personnel assigned to the TA against the original TA framework also caused some
difficulties in smoothing the implementation of the TA. Due to the continued delays and the uncertainty regarding timing of
the TA implementation, the consultants were unable to commit the originally proposed consulting team inputs. The
consultants finally requested to be relieved from all liability for failure to carry out their obligations under the provisions of
Article XIlI of the contract with ADB in March 2004. The consultants terminated their contracts, however, they already
completed several activities, and their performance was rated as satisfactory. Thereby, the Executing Agency and ADB did
not consider the replacement of the consultants.

Evaluation of Outputs and Achievement of Outcome

The TA had not achieved all the outcome and outputs, as envisaged in the TA framework, The main outcome of the TA
was contribution to the improvements in credit skills of PCFs staff which was reflected by the fact that loan repayment rate
of PCFs was almost 100%.

Overall Assessment and Rating

TA did not achieve its major objectives of providing business support services to rural enterprises through establishing 3
effective and sustainable rural business centers (RBCs). Most of its envisaged outputs were not implemented. TA was
suspended due to the withdrawal of the consultants. Thereby, it was rated as unsuccessful.

Major Lessons

One of the factors that led to the failure of the TA was the pilot nature of the TA design. The TA was complex involving
several activities and involving the participation of several agencies. It has major objective was not only to develop
sustainable support services for non-farm rural businesses, but also to improve the access to lending and monitoring and
evaluation of lending and business performance. The concept of RBCs that provide rural businesses with business advice,
credit facilitation service, market information, and training was new to Viet Nam under the pilot and ambitious TA; it was
difficult for the Selection Committee to reach agreement on selecting awardees of RBCs contracts, which caused a
significant delay in TA implementation.

Recommendations and Follow-Up Actions

In order to strengthen the rural business support services, it is recommended that ADB provide additional assistance in
this area. However, provision for rural business services support should be carefully reconsidered to avoid repeated
failure.

ADB = Asian Development Bank, CCF = Central People’s Credit Fund, MSE = Micro and Small Enterprise, PCF =
People’s Credit Fund, RBC = Rural Business Center, SBV = State Bank of Viet Nam, TA = Technical Assistance,
VBARD = Viet Nam Bank for Agriculture and Rural Development.

Prepared by: Chu Thi Hong Minh Designation: Financial Sector Officer, VRM, SERD.
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1.

Updated Report on Implementation
of Viet Nam Bank for Agriculture and Rural Development’s Action Plan

Introduction of New Corporate Structure

Action Plan Recommendation

Department In
Charge and
Reference Number

Status

1. Reduce spans of control and
increase the delegation of
responsibility

Organization and
Personnel
Department #1

VBARD indicated that it has been
implemented, referring to policies in its
charter and decisions on the
organizational structure of relevant
functional departments, centers and
branches

2. Group departments with
closely related functions under
the management of a deputy
general director and clarify
reporting lines and chains of
command

Organization and
Personnel
Department #3

VBARD indicated that it has been
implemented. Departments have been
re-grouped by closely related functions.
The organizational structure review will
be ongoing.

3. Introduce new functions that
are required for the successful
reform and re-engineering of
VBARD's business and effective
risk management
- Constitute ALCO
- Transfer management of
liquidity risk to the Risk
Management Center
- Constitute Branch
Operations Department
- Constitute Bank
Marketing Department
- Constitute Organization
and Methods
Department

Organization and
Personnel
Department #4

VBARD indicated that it has been
implemented. ALCO was established
under Decision 96/QD/HDQT-TCCB
dated 20 April 2005 and Policy
97/QD/HDQT-TCCB dated 20 April
2005. Establishment of the Branch
Operations Department and
Organization and Methods Department
has not yet occurred but is being
research. Some departments were
newly established such as the
Marketing and Public Information
Department, and New Product
Development. The Business Strategy
Department was merged into the
General Planning Department.

4. Remove potential conflicts of
interest in the internal audit
function
- VBARD will relocate all
internal audit staff to the
Head Office

Organization and
Personnel
Department #5

VBARD indicated that it is being
implemented following SBV’s new
policy under Decision 36/QD-NHNN
dated 01 August 2006, stipulating
policies on internal examination and
internal controls of credit institutions.
Internal audit staff are now relatively
independent with respect to branches,
because they report to the
headquarters’ internal audit
department. However, they are
appointed by the branches’ directors
and their salaries are paid by the
branches. This recommendation should
be considered unimplemented.

5. Recast departmental
mandates to reflect new
structure and new
responsibilities

Organization and
Personnel
Department #2

VBARD indicated that it has been
implemented. New policies were issued
to every new functional department,
center or branch.
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Action Plan Recommendation

Department In
Charge and

Reference Number

Status

6. Develop specific job titles for
each professional staff position in
each functional organisational unit
that reflects their job content,
including those for deputy general
directors.

Organization and
Personnel
Department #6

VBARD indicated that it has been
implemented, referring to its staff policy
issued under Decision 20 dated 17
February 2003, stipulating detailed job
descriptions for each functional area
and position. However, specific job
descriptions should be updated and
linked to performance appraisals.

7. Define and document the job
content for each position in terms
of the main activities to be carried
out, performance standards,
competencies, minimum
academic requirements, and
reporting lines. VBARD wiill
develop measurable performance
standards.

Organization and
Personnel
Department #7

VBARD indicated that it has been
implemented, referring to its staff policy
issued under Decision 20 dated 17
February 2003, stipulating detailed job
descriptions for each functional area
and for each position. However,
specific job descriptions should be
updated and linked to performance
appraisals

8. Finalize job descriptions and
prepare detailed plan for
implementation.

Organization and
Personnel
Department #8

VBARD indicated that it has been
implemented; referring to its staff policy
issued under Decision 20 dated 17
February 2003, stipulating detailed job
descriptions for each functional area
and for each position. However,
specific job descriptions should be
updated and linked to performance
appraisals

3. Strengthening Recruiting Results

Action Plan Recommendation

Department In
Charge and

Reference Number

Status

9. Form alliances with at least two
higher education institutions in
each main region (north, central
and south), provide these
institutions with an understanding
of needed job skills, establish a
forum for discussion to improve
the competencies of graduates,
and assist institutions to
incorporate these needs into their
curriculums.

Organization and
Personnel
Department #10

VBARD indicated that it has been
implemented. It has signed training and
scientific research cooperation
agreements with the Ministry of
Education and Training and
universities such as the Foreign Trade
University and Hanoi Banking
Academy. However, VBARD has not
yet worked with the universities to
incorporate needs into their
curriculums.

10. Actively promote opportunities
with VBARD for graduates of
these institutions and prepare a
detailed plan for implementation.

Organization and
Personnel
Department #9

VBARD indicated that has been
implemented. VBARD has participated
in recruitment seminars in Foreign
Trade University and Polytechnics
University. In 2003, VBARD recruited




24 Appendix 4

Action Plan Recommendation

Department In
Charge and
Reference Number

Status

many new staff from the Foreign Trade
University for the International Payment
Center and from Polytechnics
University to work for the IT Center and
branches. VBARD has provided
scholarships to students. Graduates
students often apply to VBARD for
jobs.

4. Revisions to Staff Hiring Procedures

Action Plan Recommendation

Department In
Charge and
Reference Number

Status

11. Actively promote VBARD as
an employer and advertise each
specific job vacancy internally and
externally.

Organization and
Personnel
Department #12

VBARD indicated that it has been
implemented externally but not
internally. VBARD has prepared an
annual recruitment plan for the coming
year basing on its board’s direction,
and linked to its business plan.
Recruitment notices are often
announced in public media such as
newspapers and the internet before
selection examinations. This should be
implemented more aggressively.

12. Assess internal and external
applications in relation to specific
requirements of job descriptions
and offer jobs to candidates on
the basis of merit

Organization and
Personnel
Department #13

VBARD indicated that it has been
implemented externally but not
internally. Recruitment notices are
often announced in public media such
as newspapers and the internet before
selection examinations. This should be
implemented more aggressively.

13. Carry out specific training
needs analyses for each new staff
member and prepare time bound
training plans to address shortfalls
in job skill requirements and
prepare a detailed plan for
implementation

Organization and
Personnel
Department #11

VBARD indicated that it has been
implemented. A training needs
assessment has been carried out
including for new staff members

5. Revisions to Performance Evaluation Procedures

Action Plan Recommendation

Department In
Charge and
Reference Number

Status

14. Decrease the frequency of
evaluations to 6 months

Organization and
Personnel
Department #16

VBARD indicated that it has been
implemented. Performance
evaluations are carried out every 6
months. Simple evaluations are also
carried out monthly for salary
payments.
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Action Plan Recommendation

Department In

Charge and

Reference Number

Status

15. Modify the evaluation
procedure to incorporate grading
of performance by the jobholder
and their superior and
commentary on differences in the
assessment.

Organization and
Personnel
Department #14

VBARD indicated that it has been
implemented. VBARD has written
policies for implementation, but these
are qualitative and not really linked to
the job descriptions.

16. Restructure the evaluation in

Organization and

VBARD indicated that it is in the

relation to the job description. Personnel process of reassessing its job
Department #17 evaluation.

17. Include behavioural aspects Organization and VBARD indicated that it has

and personal objectives in the Personnel combined behavioural aspects and

assessment. Department #18 personal objectives in assessments,

but in a general manner. Behavioural
aspects have been included in
performance assessments, but not
personal objectives. Appraisal
procedures are very qualitative in
nature.

18. Include an assessment of the
effectiveness of training received
in the previous period.

Organization and
Personnel
Department #20

VBARD indicated that assessments
have been carried out but in a
general manner. Training
effectiveness should be evaluated
and incorporated into performance
appraisal and periodic assessment of
participants.

19. Include identification of
required alterations in job
descriptions, training needs and
management support for job
holders.

Organization and
Personnel
Department #15

VBARD indicated that it has been
implemented and is aware of training
requirements. VBARD intends to use
its job descriptions to ensure
accuracy in training needs
assessment.

20. Include an assessment of the
job holder’s managerial potential
in the review.

Organization and
Personnel
Department #19

VBARD indicated that it has been
implemented. VBARD evaluates staff
work and performance results daily
and monthly. The managerial
potential review has been carried out
by VBARD under its promotion
planning policies under Decision
646/QD-HDQT-TCCB dated 15
September 2006.

25

6. Revisions to Compensation System

Action Plan Recommendation Department In Status
Charge and

Reference Number

VBARD indicated that it has been
implemented referring to its Decision
490-QD-NHNo-LDTL dated 31
October 2005 and other relevant
regulations on salaries and bonus

21. Remove monthly adjustments
to compensation system
stemming from the performance
appraisal and pay each employee
a fixed monthly basic salary.

Labour and Salary
Department # 27
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Action Plan Recommendation

Department In
Charge and
Reference Number

Status

policies. VBARD's salary and bonus
policies are applied in compliance
with regulations for state-owned
banks.

22. Allocate bonus payments in
relation to annual performance.

Labour and Salary
Department # 28

VBARD indicated that it has been
implemented referring to its Decision
490-QD-NHNo-LDTL dated 31
October 2005 and other relevant
regulations on salaries and bonus
policies. VBARD's salary and bonus
policies are applied in compliance
with regulations for state-owned
banks

7. Implementation of Revised Promotion Procedures

Action Plan Recommendation

Department In
Charge and
Reference Number

Status

23. Advertise each promotion
opportunity bank-wide.

Organization and
Personnel
Department #21

VBARD indicated that it has been
implemented referring to promotion
planning policy under its Decision
646/QD-HDQT-TCCB dated 15
September 2006.

24. Consider only applicants that
have performance appraisals that
are on aggregate above
satisfactory and have no
unsatisfactory ratings in the
previous year.

Organization and
Personnel
Department #22

VBARD indicated that it has been
implemented referring to promotion
planning policy under its Decision
646/QD-HDQT-TCCB dated 15
September 2006.

25. Assess applicants in relation
to the specific requirements of the
job descriptions.

Organization and
Personnel
Department #24

VBARD indicated that it has been
implemented referring to promotion
planning policy under its Decision
646/QD-HDQT-TCCB dated 15
September 2006.

26. Offer each position to
applicants in order of merit.

Organization and
Personnel
Department #25

VBARD indicated that it has been
implemented referring to promotion
planning policy under its Decision
646/QD-HDQT-TCCB dated 15
September 2006.

27. Carry out a specific training
needs analysis for each staff
member promoted to ensure
shortfalls in job skills are
addressed.

Organization and
Personnel
Department #26

VBARD indicated that it has carried
out annual training classes such as
business administration for each
managerial position, but a written
analysis of measurements and
results has not yet been prepared.
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Action Plan Recommendation

Department In
Charge and
Reference Number

Status

28. Prepare a detailed plan for

Organization and

VBARD indicated that it has been

implementation. Personnel implemented referring to promotion
Department #23 planning policy under its Decision
646/QD-HDQT-TCCB dated 15
September 2006.
8. Training Needs Assessment
Action Plan Recommendation Department In Status

Charge and
Reference Number

29. Define and document the
procedures for training needs
assessment.

Training Centre
# 30

VBARD indicated that it has been
implemented. Training needs have
been assessed annually applying
appropriate processes.

30. Carry out a bank-wide training
needs assessment.

Training Center
# 29

VBARD indicated that it has been
implemented. Basing on the general
director’s order and requests from
branches, the training center
prepares a training plan with
priorities for the whole system.

31. Document and prioritise

requirements categorised by
management, technical and

universal training needs.

Training Center
#31

VBARD indicated that it has been
implemented. Training needs have
been assessed annually applying
appropriate process.

9. Training Planning, Development and Evaluation

Action Plan Recommendation

Department In
Charge and
Reference Number

Status

32. Review and finalise a training
curriculum based on a detailed
needs assessment including
training of trainers and training of
training managers.

Training Center
#33

VBARD indicated that it has been
implemented. Courses on training
methodologies are also delivered to
trainers.

33. Identify any external training
needs.

Training Center
#32

VBARD indicated that it has been
implemented. External training needs
are assessed..

34. Prepare a plan for the
development of internal training
courses utilising where possible
existing training materials and
develop new materials as
required.

Training Center
#39

VBARD indicated that it has been
implemented. New materials are
developed for new training topics.

35. Define in detail the topics for
each training course and prepare
course design specifications and
guidelines for the uniform

Training Center
#34

VBARD indicated that it has been
implemented. Topics, course
designs, guidelines have been
prepared in uniform styles.
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Action Plan Recommendation

Department In
Charge and
Reference Number

Status

substance and form of all training
materials for future use in
VBARD.

36. Set guidelines for testing,
examination and certification for
each course.

Training Center
# 38

VBARD indicated that it has been
implemented. Testing, examination
and certification has been carried out
for each course.

37. Prepare a training of trainer’'s
course in participatory methods
and introduce into the
accreditation programme.

Training Center
# 35

VBARD indicated that it has been
implemented. Courses for training
methodologies were also delivered to
trainers and training managers.

38. Develop a training of trainers
programme to accredit trainers.

Training Center
# 40

VBARD indicated that it has been
implemented. Courses for training
methodologies were also delivered to
trainers and training managers.

39. Design quality controls for the
consistency of training.

Training Center
#41

VBARD indicated that it has been
implemented. Quality controls
procedures have been prepared.

40. Define procedures for
evaluating training effectiveness
and incorporate into the
performance appraisal and
periodic assessment of
participants

Training Center
# 36

VBARD indicated that it has been
implemented. However, training
effectiveness has not yet been
properly evaluated and incorporated
into performance appraisal. The
Organization and Personnel
Department should implement this
action.

41. Define and implement
procedures for feedback of the
analysis into course design.

Training Center
# 37

VBARD indicated that it has been
implemented. The training center has
assessed course results, feedback
from branches on the training
programs and organized seminars to
evaluate training results in the whole
system.

10. Payment Product Development

Action Plan Recommendation

Department In
Charge and
Reference Number.

Status

42. Provide for the bulk
processing of direct credits, such
as salary payments in customer’s
companies, using data received
electronically from those
customers.

Payment Center
# 42

VBARD indicated that it has been
implemented. This service has been
delivered to customers in branches
where the WB project had been
carried out for salary payments by
transferring Excel data from
customers, converted by VBARD for
recording and control. This work will
improve upon the completion of the
project on Intra- Bank Payment and
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Action Plan Recommendation

Department In
Charge and
Reference Number.

Status

Customer Accounting System |l
(IPCAS 1) by end of 2008.

43. Introduce direct debit
procedures for companies that
hold authority from their
customers to debit the customer’s
account without further reference
to the customer.

Payment Center
# 45

VBARD indicated that it has been
implemented.

44. Extend payment order
facilities to branches currently not
online and to the accounts of
customers at other banks.

Payment Center
#43

VBARD indicated that it has been
implemented referring to Letter
2096/NHNo-TTT dated 26 July 2004.

45. Introduce standing order
facilities, accepting instructions
from customers to pay fixed
amounts to third parties on a
regular basis on specified dates.

Payment Center
# 44

VBARD indicated that it has been
implemented. This service has been
carried out for customers at branches
where the World Bank funded project
has been implemented.

46. Expand the utility payment
service into a bill payment service
to cover a wider range of
suppliers who must maintain
accounts with VBARD in order to
receive payment.

Payment Center
# 46

VBARD indicated that it has been
implemented referring to Letter
772/NHNo-TTTT dated 28 March
2007 regarding customers’ bill
payment services.

11. Deposit Product Development

Action Plan Recommendation

Department In
Charge and
Reference No.

Status

47. Revise the current account General VBARD indicated that it has been
product to include agreed Planning implemented by offering agreed
overdrafts, annual limit reviews, Department overdraft, annual limit reviews, variable
variable interest rates, transaction #53 interest rates, transaction charges and
charges and checks and debit checks and debit cards.
cards.
48. Introduce a lottery product to General VBARD indicated that it has been
increase core deposits. Planning implemented referring to VBARD's
Department Decision 165/NHNo-KHTH dated 25
#50 June 2003 stipulating modes of capital
mobilization including lottery products
to increase core deposits.
49. Introduce a pension savings General VBARD indicated that it has been
account to generate long-term Planning implemented referring to VBARD's
core deposits. Department Decision 165/NHNo-KHTH dated 25
#51 June 2003 stipulating modes of capital
mobilization including pension savings
to generate long-term core deposits.
50. Introduce variable interest General VBARD indicated that it has been
rates on long-term deposits that Planning implemented referring to VBARD's
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Action Plan Recommendation Department In Status
Charge and
Reference No.
move with the market during the Department Decision 165/NHNo-KHTH applying
term of the deposit. #52 savings with variable interest rates.
12. Loan Product Development
Action Plan Recommendation Department In Status
Charge and
Reference Number
51. Revise the current account Credit VBARD indicated that it has been
product to include agreed Department implemented referring to VBARD's
overdrafts, annual limit reviews, #75 Letter 1235 was issued by 17 May
variable interest rates, transaction 2002. The Corporate Credit
charges and checks and debit Department is delegated by the general
cards. director to prepare a policy in 2008 on
overdraft through cards issued to
corporate and individual customers.
52. Introduce a housing loan Credit VBARD indicated that it has been
product. Department implemented referring to VBARD's
#76 Letter 1476/NHNo-TD dated 29 May
2007. This product is efficient and in
good payment from stable income
customers.
53. Introduce an education loan Credit VBARD indicated that it has been
product. Department implemented referring to VBARD's
#74 Letter 1318 dated 15 April 2004. This
product is efficient and in good
payment from stable income
customers.
54. Extend leasing to individuals Credit VBARD indicated that ADB agreed to
and small businesses. Department remove this recommendation. This
#77 product is being delivered to corporate
customers not to individual customers
by leasing company.
13. Delivery and Service Product Development
Action Plan Recommendation Department In Status
Charge and
Reference
Number.
55. Introduce a group account General VBARD indicated that it has been
facility for businesses with more Planning implemented. A new department was
than one account and link it to an Department established named “New Product
overall lending limit for the group. #54 Development Department” in VBARD.
56. Expand the ATM facility and IT Center VBARD indicated that it has been
integrate it with existing customer implemented.
accounts when IT requirements
are met.
57. Provide selected customers IT Center VBARD indicated that it has been

with ATM and/or debit cards.

implemented.
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Action Plan Recommendation Department In Status
Charge and
Reference
Number.

58. Pilot test internet banking General VBARD indicated that it is being
services. Planning implemented, and it is expected to be

Department completed in 2009.
59. Form an alliance with an General VBARD indicated that it has been
international insurance group to Planning implemented. It has established a
offer insurance products and Department security company to deliver services
generate commission income. #54 directly to customers
60. Form an alliance with a General VBARD indicated that it has been
securities company to offer share Planning implemented. It has established an
dealing service to customers Department insurance company to deliver services

#54 directly to customers.

61. Develop a farm accounting
advice service

VBARD indicated that it has being
implemented within the IPCAS II. It is
expected to be completed in 2009.

14. Credit Risk Management

Action Plan Recommendation Department In Status
Charge and
Reference
Number.
62. Establish a policy on Credit VBARD indicated that it has been
aggregated credit limits to related Department implemented referring to Chapters 9
customers including maintenance #84 and 14 in VBARD's credit manual. It is
of information on related being well implemented at branches.
customers in the customer Decision 72 is being drafted, which will
information system. include regulations on limits
management following Article 8 of
Decision 457/NHNN.
63. Redesign the rating system to Credit VBARD indicated that it has been
cover different types of customers Department implemented referring to VBARD's
such as corporate customers, #83 Letter 1460/NHNo-TD dated 23 May
individual borrowers, and credit 2007.
institutions.
64. Institute regular review of Credit VBARD indicated that it has been
customer’s actual performance Department implemented referring to Chapter 11
and the appropriateness of the #78 (non-performaning loans management)
credit granted or the credit limit. in its credit manual issued in July 2004.
Policies and procedures have been
formulated to apply before, during and
after lending to customers. Customers’
financial statements and annual reports
are usually reviewed.
65. Carry out regular correlation Credit VBARD indicated that it has been
between ratings and default Department implemented referring to VBARD's
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Action Plan Recommendation Department In Status
Charge and
Reference
Number.
frequencies to verify the integrity #85 Decision 72/HDQT dated 31 December
of the rating systems. 2002 and its credit manual issued in
July 2004. This work is regularly
implemented by credit officers.
66. Put in place a loan Risk VBARD indicated that it has been
classification and provisioning Management implemented referring to VBARD's
methodology that satisfies SBV Center Decision 636/QD-HDQT-XLRR dated
requirements but takes into #95 22 June 2007 and to its credit rating
account loan quality as well as and risk provisioning policies.
aged arrears.
67. Introduce written policies and Credit VBARD indicated that it has been
procedures on credit monitoring Department implemented referring to Chapter 14 in its
including visit reporting, credit #86 credit manual, and through the risk
review, analysis of customer’s management system and module 636.
financial statements and Module 636 has been completed, and the
adjustments to loan classification. proposal for the risk management system
is being submitted to SBV for approval.
68. Ensure senior credit officers Credit VBARD indicated that it has been
perform frequent credit reviews Department implemented referring to Chapter 14
and put in place policies and #79 (independent credit examination and
procedures for adjusting credit supervision) in its credit manual.
limits to customers.
69. Fully segregate credit and Credit VBARD indicated that it has been
accounting functions at the branch Department implemented. The credit and
level. #80 accounting functions have been
segregated.
70. Establish a management Risk VBARD indicated that it has been
information system that allows a Management implemented, referring to SBV'’s
wide range and frequency of Center Decision 51/2007/QD-NHNN dated 31
reporting on the loan portfolio at #95 December 2007 stipulating policies on
different levels in the bank so that operations of credit organizations, and
potential risks and trends in the risk management system, which is
portfolio performance can easily being developed and will be submitted
be detected. for SBV’s approval.
71. Develop systems to measure Risk VBARD indicated that it is being
credit portfolio risk and use these Management implemented, but is dependent on the
to set exposure limits in different Center completion of the AFD- funded project
areas of the portfolio related to on Sectoral Analysis Capability
overall acceptable risk limits and #96 Building Project and IPCAS project,
profitability targets. which is expected to be completed by
the end of 2009.
72. Establish guarantee limits for Credit VBARD indicated that it has been
different types of customers. Department implemented referring to Chapter 3
#81 (delegation of credit approving

authorities) in its credit manual and
Decision 555/HDQT dated 1 June
2007, stipulating delegation of lending
approvals.
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Action Plan Recommendation Department In Status
Charge and
Reference
Number.
73. Introduce appraisal processes Credit VBARD indicated that it has been
for guarantees that are the same Department implemented referring to its Letter
as for loans. #82 398/HDQT dated 2 May 2007.
74. Establish procedures for Accounting, VBARD indicated that it has been
completely and accurately Financial, and implemented referring to its Letter
monitoring and recording off— Treasury 636/HDQT-TTXLRR dated 22 June
balance-sheet exposures. Department 2007
#135

15. Liquidity Risk Management

Action Plan Recommendation Department In Status
Charge and
Reference
Number.
75. Centralise the control of General VBARD indicated that it has been
liquidity with day-to-day liquidity Planning implemented. The General Planning
managed by a centralised Department Department is liquidating daily payment
treasury. #61 capital within VBARD's system.
- VBARD will move liquidity
management to the Risk
Management Center.
76. Make medium and long-term General VBARD indicated that it is being been
liquidity management the Planning implemented within the IPCAS Project
responsibility of ALCO. Department and will be completed by end of 2008.
# 64
77. Ensure that all business units General VBARD indicated that it has been
report their liquidity position daily Planning implemented. Branches transferred
to a centralised treasury. Department daily balances of foreign and local
#58 currencies to the central office and
reported capital balancing positions to
the Treasury and General Planning
departments under the General
Director’s Letter 4889/NHNo-KHTH
dated 10 December 2004.
78. Put in place procedures for General VBARD indicated that it has been
analysing and recommending to Planning implemented under the collaboration of
ALCO the level of bank liquidity. Department the General Planning Department,
#62 Treasury Department and Payment
Center. ALCO no longer exists.
79. Form a liquidity sub- General VBARD indicated that it has been
committee of ALCO to meet daily. Planning implemented under the collaboration of
Department the General Planning Department,
#63 Treasury Department and Payment
Center. ALCO no longer exists
80. Form a contingency plan to General VBARD indicated that it has been
cater for periods of extreme Planning implemented. Contingency plan has
pressure on liquidity. Department been carried out through bidding

- VBARD will transfer this to

government’s bonds and state treasury
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Action Plan Recommendation Department In Status
Charge and
Reference
Number.
ALCO #59 bills to reserve for liquidity. ALCO no
longer exists.
81. Diversify the portfolio of General VBARD indicated that it has been
depositors to avoid problems with Planning implemented. Its customers are in
liquidity in any particular sector. Department various sectors.
#57
82. Maintain historical records of General VBARD indicated that it is being
liquidity inflows and outflows and Planning implemented and will be completed
develop models to assist in the Department upon the completion of IPCAS phase |l
projection of liquidity needs. #65 by end of 2008, including an MIS
software module covering liquidity and
risk management. Branches have
printed due deposit and loan
statements and implemented this
recommendation under Letter
4889/NHNo-KHTH dated 10 December
2004.
83. Use “what if” scenarios to test General VBARD indicated that it has been
possible liquidity requirements. Planning implemented through daily balancing
Department that uses data on capital fluctuation,
#60 major enterprises and customers to
examine liquidity requirements.
Branches’ daily liquidity positions are
basically managed by experience.
16. Interest Rate Risk Management

Action Plan Recommendation

Department In
Charge and

Reference Number

Status

84. Introduce the measurement of General VBARD indicated that it is being
interest rate risk through gap Planning implemented and will be completed
analysis. Department upon the completion of IPCAS phase |l
#66 by end of 2008, including a MIS
software module covering liquidity and
risk management.
85. Identify interest risk exposures General VBARD indicated that it is being
and formulate policies and Planning implemented and will be completed
procedures for management of Department upon the completion of IPCAS phase Il
interest rate risk. #67 by end of 2008, including an MIS
software module covering liquidity and
risk management.
86. Require business units to General VBARD indicated that it is being
report daily their asset and liability Planning implemented and will be completed
interest risk exposures. Department upon the completion of IPCAS phase Il
#68 by end of 2008, including an MIS

software module covering liquidity and
risk management.
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Action Plan Recommendation

Department In
Charge and

Reference Number

Status

87. Set up regular review of the General VBARD indicated that it is being

options for reducing interest rate Planning implemented and will be completed

risk. Department upon the completion of IPCAS phase Il

#69 by end of 2008, including a MIS

software module covering liquidity and
risk management.

88. Develop modelling and General VBARD indicated that it is being

simulation of interest rate risks to Planning implemented and will be completed

determine potential impacts on Department upon the completion of IPCAS phase Il

profitability and capital and stress #70 by end of 2008, including an MIS

test for worst case scenarios. software module covering liquidity and
risk management.

17. Foreign Exchange Risk Management

Action Plan Recommendation

Department In
Charge and

Reference Number

Status

89. Impose limits through ALCO International VBARD indicated that it has been
on the foreign exchange trading Relations implemented, referring to its previous
activities of the head office and Department instructions and Decision
individual branches and on foreign #97 1137/QD/NHNo-SQL dated 9 August
exchange structural positions on 2007 and 56/NHNo-SQL dated 8
the balance sheet. January 2008.
90. Impose limits regarding the International VBARD indicated that it has been
degree to which currency assets Relations implemented.
and liabilities may be mismatched Department
by business units. #0908
91. Set limits for the degree to International VBARD indicated that it has been
which business units may trade Relations implemented referring to its previous
foreign currencies without prior Department instruction and Decision 56/NHNo-SQL
reference to head office. #99 dated 8 January 2008
92. Use exchange rates as International VBARD indicated that it has been
specified by a centralised Relations implemented referring to its Decision
treasury. Department 388/QD/HDQT-QHQT dated 5
# 100 September 2005 and Decision
2008/QD/NHNo0-QHQT dated 16
December 2005.
93. Set a matrix of limits that International VBARD indicated that it has been
includes intra-day, overnight and Relations implemented referring to its previous
forward positions, limits per Department instructions and Decision
counterparty, and sub-limits for #101 1137/QD/NHNo-SQL dated 9 August

individual dealers.

2007 and 98/NHNo-KH dated 19
September 2007.

18. Operational Risk Management
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Action Plan Recommendation

Department In
Charge and
Reference Number

Status

94. Reorganise the reporting lines
for the Internal Audit Department
to report to the General Director
and withdraw internal audit staff
from branches.

Internal Audit
Department

# 105 & 106

VBARD indicated that it has been
implemented. The Internal Examination
and Audit Department reports directly
to the general director. However, the
withdrawal of internal audit staff from
branches is being implemented. A
proposal on a new organizational
structure and operation of the internal
audit function under a board operating
in line with international practice is
being finalized, following the guidance
in the Policies on Internal Audit in
Credit Organizations issued under
SBV'’s Decision 37/2006/QD-NHNN
dated 01 August 2006. This should be
considered as un-implemented.

95. Standardise bank wide
operating procedures, making
implementation the responsibility
of a new organisation and
methods department under ALCO
oversight.

Internal Audit
Department

# 103

ALCO no longer exists. The
establishment of a new organization
and methods department is being
researched.

96. Revise internal audit policies
and procedures to cover financial
audit, operational audits of
internal controls, systems audits
on the reliability of information
systems, and investigations of
specific risks.

Internal Audit
Department

#104

VBARD indicated that it has been
implemented. Policies and procedures
have been formulated for financial
statements and operational audits, etc.
Process and regulations for
transactions have been also produced.
The Internal Examination and Internal
Audit Department and its audit partners
in branches are focusing on
compliance audit work.

19. Budgeting Development

Action Plan Recommendation

Department In
Charge and
Reference Number

Status

97. Create a budget manual Accounting, VBARD indicated that it has been
describing inputs to the annual Financial,and implemented, referring to its Decision
budget and the methodologies. Treasury 166-HDQT dated 6 June 2005
Department
# 107
98. Develop uniform budgeting Accounting, VBARD indicated that it is being
software for use across the whole Financial, and implemented using FOXPRO, Window
bank to ensure consistency. Treasury system. Budgeting will improve upon
Department completion of IPCAS Il by the end of
#108 2008.
99. Accelerate the budgetary Accounting, VBARD indicated that it has been
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Action Plan Recommendation

Department In
Charge and
Reference Number

Status

process to have budgets

Financial, and

implemented. Previously, annual

completed before the start of the Treasury budgeting was prepared for the same
year. Department year depending on the relevant
# 109 ministries’ approval. From 2007, annual
budgeting was prepared by November
for the following year.
100. Map budgets to the chart of Accounting, VBARD indicated that it has been
accounts. Financial, and implemented. All incomes and
Treasury expenses are stated on VBARD's
Department account system.
# 110
101. Allocate direct costs to Accounting, VBARD indicated that it has been
business units and determine the Financial, and implemented. Direct costs and central
basis for the allocation of central Treasury overheads are allocated following
overheads. Department Decision 166/QD-NHNo-TCKT dated 6
#111 June 2005. Accordingly, the head office
approves annual operating budgets to
branches and a certain portion of
profits from branches will be returned
to head office for overhead.
102. Monitor on a quarterly basis Accounting, VBARD indicated that it has been
the actual results achieved Financial, and implemented. Branches submit reports
against the budget and develop a Treasury to the head office periodically. Financial
performance ratio assessment. Department plan are normally integrated to
#112 business plans. Each functional

department sets up performance
measurements for monitoring and
evaluation.

20. Loan Provisioning
Action Plan Recommendation Department In Status
Charge and
Reference
Number
103. Undertake steps to develop Risk VBARD indicated that it has been
historical records of the incidence Management implemented referring to its Decision
of bad debts within the different Center 51/2007/QD-NHNN dated 31 December
components making up its loan # 88 2007, stipulating regulations on
portfolio. operations of credit institutions in
combination with the risk management
system being developed and submitted
to SBV for approval.
104. Develop a grading Risk VBARD indicated that it has been
methodology to support IAS Management implemented referring to its Decision
provisions based on the historical Center# 90 636/QD-HDQT-XLRR dated 22 June
review to be undertaken by the 2007. The Financial and Accounting
selected branches, together with Department converts from VAS into IAS,
the more recent trends identified and then inputs this into the core banking
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Action Plan Recommendation Department In Status
Charge and
Reference
Number
through the branch modelling system.
process.
105. Hold records on the Risk VBARD indicated that it has being
indicative provision level Management implemented, referring to its credit rating
suggested by the grading Center# 91 and risk provisioning policies in line with
methodology outside the nominal the proposal for a risk management
ledger in the banks loan system, which is being submitted to SBV
database. for approval.
106. Modify the percentages used Risk VBARD indicated that it has been
to calculate provision levels as Management implemented referring to its Decision
appropriate to the Bank’s Center 636/QD-HDQT-XLRR dated 22 June
circumstances. #92 2007.
107. Incorporate into the branch Risk VBARD indicated that it has been
loan system four additional fields Management implemented referring to its Decision
for industry sector, ownership Center 636/QD-HDQT-XLRR dated 22 June
category, risk rating/grade and #93 2007.
indicating whether or not the Bank
bears credit risk or is acting as an
agent only.
108. Carry out a full review of the Risk VBARD indicated that it is being
existing portfolio to allocate Management implemented, dependant on the
grades, sectors and ownership Center completion of the AFD-funded Project on
categories. #89 Sectoral Analysis Capcity Building. It is
expected to be completed in 2009.
109. Undertake a review of Risk VBARD indicated that it has been
grading of loans by branches to Management implemented, referring to Decision 493
ensure consistency in application. Center carried out by credit officers and lending
#87 branches. It is implemented through

module 636 and a risk management
system that has been submitted to SBV
for approval, which combines qualitative
and quantitative assessment methods.

21. Interest Receivable

Action Plan Recommendation Department In Status
Charge and
Reference
Number
110. Record interest accruals on Accounting, VBARD indicated that software for
loans. Financial, and accruals has been implemented for direct
Treasury transactions with customers (FOXPRO,
Department Windows system) following Letter 911
#116 dated 17 March 2005.
111. Cease accrual if a loan Accounting, VBARD indicated that it has been
becomes non-performing. Financial, and implemented. VBARD records interest
Treasury accruals only for loan group 1 (qualified
Department loans) and does not record interest
#113 accruals for the remaining four groups,

following SBV'’s regulations.
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Action Plan Recommendation Department In Status
Charge and
Reference
Number

112. Restore interest accruals Accounting, VBARD indicated that it had not been
when the contractually due Financial, and implemented, because of a lack of
amounts (interest and principal) Treasury regulations from SBV and MOF.
have been fully collected and the Department
remaining instalments are #115
expected to be repaid on time.
113. Modify the IT system to sum Accounting, VBARD indicated that it has been
up total interest receivable Financial, and implemented, but will improve upon
accruals for each class of loan. Treasury completion of IPCAS I, by the end of

Department 2008.

#114

22. Borrowings

39

Action Plan Recommendation

Department In
Charge and
Reference Number

Status

114. Apply consistent accruals
accounting throughout the bank
and take steps to enforce
compliance at all branches.

Accounting,
Financial, and
Treasury
Department

#117

VBARD indicated that software for
accruals has been implemented for
direct transactions with customers

(FOXPRO, Windows system) following

Letter 911 dated 17 March 2005.

23. Capital and Reserves

Action Plan Recommendation

Department In
Charge and
Reference Number

Status

115. Centralise at headquarters Accounting, VBARD indicated that it has been
payments and investments made Financial, and implemented referring to its Letter
from welfare and bonus and other Treasury 878/HDQT-TCKT dated 22 August
reserves. Department 2007, Government’s Decision
#118 164/2005/ND-CP dated 23 November
2005 and MOF’s Circular 12/2006/TT-
BTC dated 21 February 2006. All funds
are centrally managed by the head
office.
116. Analyse and reconcile Accounting, VBARD indicated that it has been
movements in reserves. Financial and implemented.
Treasury
Department
#119
117. Separately report in the Accounting, VBARD indicated that it has been
consolidated trial balance unused Financial and implemented. All funds are centrally
funds recorded as accounts Treasury managed by head office.
payable at branches at years end. Department
# 120

24. Agency Arrangements
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Action Plan Recommendation

Department In
Charge and
Reference Number

Status

118. Flag all agency Accounting, VBARD indicated that it has been

arrangements through IT Financial, and implemented. It is recording loans

modifications in the loan system. Treasury under capital resources of loans.
Department Related transactions are recorded
#121 under the off-balance sheet under

international accounting standards.

119. Apply accrual accounting in Accounting, VBARD indicated that it has been

respect of income and expense. Financial, and implemented, referring to its Letter
Treasury 911/NHNo-TCKT dated 17 March 2005
Department and signed by the general director.
#122

25. Interbank

Action Plan Recommendation

Department In
Charge and
Reference Number

Status

120. Made adjustments to reflect
transactions initiated by counter
parties.

Payment Center
# 47

VBARD indicated that it has been
implemented, referring to its payment
policies.

121. Make provision for
uncollectible balances.

Payment Center
# 48

VBARD indicated that it has been
implemented. Payment results are set off at
the end of the day.

122. Recognise interest on
accrual basis.

Payment Center
# 49

VBARD indicated that it has been
implemented through the IPCAS project.

26. Treasury Bills and Securities

Action Plan Recommendation

Department In
Charge and
Reference Number

Status

123. Distinguish between bills Accounting, VBARD indicated that it has been

held for investment and trading Financial, and implemented. The bills held for investment

purposes. Treasury and trading purposes have been
Department distinguished by types of accounts as
#123 regulated by SBV.

124. Match interest income to the Accounting, VBARD indicated that it has been

period to which it relates. Financial, and implemented, referring to its general
Treasury director’s Letter 911/NHNo-TCKT dated 17
Department March 2005. Branches have to calculate
# 124 accruals for interest from treasury bills and

bonds.

27. Investments
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Action Plan Recommendation Department In Status
Charge and
Reference Number
125. Account for associates and Accounting, VBARD indicated that it has been
joint ventures using the equity Financial, and implemented referring to its General
method and consolidate Treasury Director’s Decision 1161/HNNo-TCKT
subsidiaries. Department dated 3 August 2004, stipulating VBARD's
# 125 account system. Investments in associates

and joint ventures are recorded but not
consolidated in the bank’s statements

126. Create procedures to assess Accounting, VBARD indicated that it has been
and record a provision for the Financial, and implemented, referring to SBV'’s Letter
diminution in value for other long- Treasury 16/NHNN dated 18 April 2007
term investments if required. Department
# 126
28. Fixed Assets
Action Plan Recommendation Department In Status
Charge and
Reference Number

127. Depreciate fixed assets Accounting, VBARD indicated that it has been
based on estimated their useful Financial, and implemented, referring to depreciation
life. Treasury rates under MOF’s Decision

Department 166/1999/QD-BTC dated 20 December

#127 1999.
128. Record and reconcile Accounting, VBARD indicated that it has been
movements in depreciation of Financial and implemented. Movements of each asset
fixed assets. Treasury are being recorded.

Department

# 128
129. Create and maintain a Accounting, Financial VBARD indicated that it has been
separate list of fixed assets and Treasury implemented. Movements of each asset
purchased through reserves. Department are being recorded.

#129
29. Deposits, Savings and Certificates of Deposit
Action Plan Recommendation Department In Status
Charge and
Reference Number

130. Apply consistent accruals Accounting, VBARD indicated that it has been
accounting procedures Financial, and implemented referring to its General
throughout the bank. Treasury Director’s Letter 911/NHNo-TCKT date

Department 17 March 2005. Software has been

# 130 implemented for direct transactions

with customers.

131. List and consolidate at This is unimplemented.
headquarters accounts for
employees (both deposit and
loan).
132. Record unamortized Accounting, VBARD indicated that it has been
discounts for Certificate of Financial, and implemented referring to its General







