X77: Explanation for the auditor’s qualified opinion in the financial statement
On 13/04/2017, Thanh An 77 Joint Stock Company explained the auditor’s qualified opinion in the financial statement as follows:

I. Auditor’s qualified opinion

1. We did not participate in checking inventory and fixed assets of the Company on 31/12/2015 and 31/12/2016 because we were selected as auditor after these dates. We used alternative auditing procedures but they couldn’t help us collect enough evidences according to VAS.

Explanation: At the end of Feb 2017, Thanh An 77 Joint Stock Company signed auditing contract with Vietnam Auditing Partnership Company to audit the financial statement 2016, so the auditor did participate in checking inventory at the end of year.

2. Calculation of material value was not suitable, so cost of goods sold and inventory value were not reasonable. Additionally, we couldn’t also implement procedures to assess net realizable value of inventory on 31/12/2016.
Explanation: In 2016, the production was not continuous, so production output was very low and the Company only focused on processing and grinding of cement for other units, so method of determining cost of goods sold was not reasonable. However, revenue and output was very low, so the difference in business result before and after audit was very small.

3. Regarding depreciation of tangible fixed assets: the Company changed depreciation method from straight-line method to productive-output method. If the Company only used the straight-line method, depreciation cost would increase by VND 8,794,473,510 and the business result 2016 would decrease respectively.

Explanation: In 2016, production output decreased, fixed asset was not fully used and the Company only focused on processing some orders for partners pending divestment of Thanh An Corporation, and until 7/2016, Thanh An 77 Joint Stock Company handed over equipment to new investor for maintenance. Therefore, the Company used the productive-output method with the depreciation price unit of VND 60,000 per ton. In the period, the output was 20,967 tons of cement and the respective depreciation cost was VND 1,258,020,000
4. Interest cost: According to the auditor’s opinion, interest cost needed to recognize was VND 11,541,988,871 into the business result 2016.

Explanation: the Company was in the process of negotiating with the bank on restructuring loans, including reducing and erasing a part of interest cost (even interest costs which were recognized into the business result of the previous years). Accordingly, the Company would not recognize the interest cost 2016 into the business result and in the coming time, the Company would work with the bank to discuss the payment of loans and apply for reduction of interest cost.

II. Matter of emphasis

As stated in Notices to the financial statement, on 31/12/2016, the Company suspended main operations, reducing the number of employees, the business result was VND -22.26 billion, accumulated loss was over 10 times than owner’s equity, short-term liabilities was higher than short-term assets, affecting the solvency of the Company. These conditions showed the existence of critical uncertainty factors, which was able to lead to doubts about the Company’s operability. The financial statement was still made on the basis of the continuous operation because Management Board believed in the restructuring plans helping the Company to continue operating and put trust in new investor – Fujisan Vietnam JSC. Moreover, the new Board of Directors and the leader team elected by General Meeting of Shareholders would have reasonable policies and business strategies to overcome difficulties step by step.
