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A Raft of New Rules Affecting Enterprise Audit
Environment in Vietnam

The last few months have seen a bevy of changes in the enterprise audit environment in Vietnam.
From a new decree outlining internal audit activities to the creation of an audit committee under the
new 2020 Enterprise Law to the announced conversion from Vietham Accounting Standards (VAS) to
International Financial Reporting Standards (IFRS) the very foundations of audit in the country have
been shaken. In an effort to keep you up to date on the most important changes, this special alert will
review the big changes in the wind.

Decree 05 on Internal Audit Activities

On 22 January 2019, the Government of Vietnam has issued Decree No. 05/2019/ND-CP creating a

legal framework for the implementation of internal audit activities (“Decree 05”). These new

regulations not only require greater proficiency and ensure more transparency of corporate

governance, but also reach international best practices on internal audits.

Below are several key issues in Decree 05 that we would like to point out:

Entities subject to implementation of internal audit

Decree 05 requires internal audits of the following subjects (the “Eligible Entities”):

€) Governmental agencies (ministries, ministerial-level agencies, government-attached
agencies and their affiliated units including non-business units affiliated to ministries,

ministerial-level agencies, and government-attached agencies);

(b) Provincial People’s Committees and centrally-run cities, specialized agencies under the
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People's Committees of provinces and centrally-run cities and non-business units directly
under the People's Committees of provinces and centrally-run cities;

(c) State-owned public service units; and

(d) Enterprises (listed companies; enterprises majority owned by the State, which are parent
companies operating in a parent-subsidiary business model; and State-owned enterprises
which are parent companies operating in a parent-subsidiary business model).

Before the issuance of Decree 05, the regulations on establishment and implementation of internal
audits had been scattered throughout different pieces of legislation such as the Law on Credit
Institutions, the Law on Securities, etc. This caused confusion and inconsistencies in the scope of
applicable entities. The consolidation of regulations in Decree 05 resolves this issue.

Objectives and principles of internal audit

As introduced by Decree 05, through activities of independent reviews, assessments and consultancy
the internal audit should provide independent and objective assurances and recommendations that:

€) the internal control system of the organization operates appropriately to prevent, detect and
address risks;

(b) the corporate governance and risk management processes of the organization are highly
effective and efficient; and

(c) operational and strategic objectives, plans and business commission of the organization have
been accomplished.

To achieve these objectives, the internal audit must ensure it is conducted with independence,
objectivity and legal compliance. An independent internal audit function, through a risk-based
approach, should be a third line of defense for businesses so as to effectively assist the Board of
Directors in governance and strategic decisions.

Work of internal audit with respect to enterprises

Decree 05 allows enterprises, subject to management’s discretion, to establish an Internal Audit
Department or hire an accredited independent audit organization to provide internal audit services,
provided that such engagement ensures full compliance with the objectives and principles of internal
audits.

An exception is made in case an enterprise is under the Ministry of National Defense or the Ministry
of Public Security. In such case, the work of internal audit must be conducted in accordance with the
regulations of the Minister of National Defense and the Minister of Public Security respectively.
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Changes in the New Enterprise Law

Considering the newly introduced provision of Audit Committee of joint stock companies (“JSC”) as
introduced by the new Enterprise Law No. 59/2020/QH14 dated 17 June 2020, which will take effect
as of 1 January 2021, where the organizational and managerial structure of a JSC includes a
General Meeting of Shareholders (“GMS”), the Board of Directors (Hdi ddng Quan tri) (the “Board”)
and a Director or General Director without the Inspection Committee (Ban Kiém soat), that company
shall establish an Audit Committee, which will be responsible for overseeing the reliability of the
company's financial reports and effectiveness of the company's internal control and risk management
systems as well as the Internal Audit Department of the company.

Audit Committees must have two or more members. The chairman of the Audit Committee must be
an independent member of the Board. Other members of the Audit Committee must be non-executive
members of the Board.

Adoption of International Finance Report Standards

The Ministry of Finance has also recently adopted the International Financial Reporting Standards
(“IFRS”). IFRS imposes more complex techniques for application than the previous standard. Since
one of the main responsibilities of the Internal Audit is to examine the financial report of the company,
the change that this new international standard brings may affect the Internal Audit function.

From 2025, IFRS will officially replace the current Viethamese Accounting Standards (VAS). The
implementation of adoption of IFRS in Vietnam is explicated under Decision No. 345/QD-BTC dated
16 March 2020 of the Ministry of Finance on approval of the scheme for application of financial
reporting standards in Vietnam. Accordingly, the Ministry of Finance will, based on the needs and
availability of enterprises and the actual situation, stipulate the plan and time for compulsory
application of IFRS to create consolidated and/or separate financial statements for each group of
eligible enterprises.



About Indochine Counsel

Established in October 2006, Indochine Counsel is one of the leading business law firms in Vietnam.
The firm provides professional legal services for corporate clients making investments and doing
business in Vietnam. The legal practitioners at Indochine Counsel are well qualified and possess
substantial experience from both international law firms and domestic law firms. The firm boasts more
than 45 legal professionals working at the main office in Ho Chi Minh City and a branch office in
Hanoi.

Indochine Counsel’s objective is to provide quality legal services and add value to clients through
effective customized legal solutions that work specifically for the client. The firm represents local,
regional and international clients in a broad range of matters including transactional work and cross-
border transactions. The firm’s clients are diverse, ranging from multinational corporations, foreign
investors, banks and financial institutions, securities firms, funds and asset management companies,
international organizations, law firms to private companies, SMEs and start-up firms in Vietham.

Indochine Counsel advises clients in the following areas:

= Inward Investment = Taxation

= Corporate & Commercial = |Intellectual Property
= Mergers & Acquisitions = Technology & Media
=  Securities & Capital Markets = Mining & Energy

= Banking & Finance » International Trade

= Property & Construction = Dispute Resolution

A full list of partners, associates and other professionals is available on our website. |
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Contact Us

For further information or assistance, please contact the following Indochine professionals:

Dang The Duc
Managing Partner
duc.dang@indochinecounsel.com

Phan Anh Vu
Partner
vu.phan@indochinecounsel.com

Le Nguyen Huy Thuy
Partner
thuy.le@indochinecounsel.com

Nguyen Thi Hong Anh
Partner, Head of IP&T Practice Group
anh.nguyen@indochinecounsel.com

Pham Thi Thanh Lan
Partner
lan.pham@indochinecounsel.com

Ho Chi Minh City

Unit 305, 3rd Floor, Centec Tower

72 -74 Nguyen Thi Minh Khai, District 3
Ho Chi Minh City, Vietham

T +84 28 3823 9640

F +84 28 3823 9641

E info@indochinecounsel.com

www.indochinecounsel.com

Dang The Duc
Managing Partner
duc.dang@indochinecounsel.com

Le Van Duong
Partner, Head of Hanoi Office
duong.le@indochinecounsel.com

Hanoi

Unit 705, 7th Floor, CMC Tower
Duy Tan Street, Cau Giay District
Hanoi, Vietham

T +84 24 3795 5261

F +84 24 3795 5262

E hanoi@indochinecounsel.com

This Special Alert is designed to provide our clients and contacts with general information of the relevant topic for
reference only, without the assumption of a duty of care by Indochine Counsel. The information provided is not

intended to be nor should it be relied upon as a substitute for legal or other professional advice.
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