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Tom tat
Nghién ctu nay xac dinh cac nhan té anh huong dén quan tri loi nhuan trong cac doanh nghiép
niém yét tai Viét Nam. Sau nhan té dugc thuc hién bao gdm sé lwong thanh vién cua hoi dong quan
tri, chu tich hoi dong quan tri kiém tong giam déc, quy mé don vi kiém toan, hiéu qua hoat dong
tai chinh, quy md doanh nghiép va don bay tai chinh. 441 quan sét thu thap dua trén dir liéu trich
Xuat tir nén tang Fiinpro, bao gém thdng tin tir ndm 2017 dén ndm 2019 caa 147 doanh nghiép san
Xuat niém yét trén San giao dich Chang khoan Thanh phé Ho Chi Minh (HOSE). Dir liéu bang
dugc do luong qua mé hinh Jones (1991) va mé hinh héi quy. Két qua cho thay hai nhan té chu tich
hoi dong quan tri kiém tong giam ddc va don bay tai chinh anh hudng thuan chiéu véi quan tri loi
nhuan. Nguoc lai, hai nhan té bao gom sb lugng thanh vién hoi ddng quan tri va quy mé don vi
kiém toan quan hé nguoc chiéu véi quan tri loi nhuan. Trong khi d6, hiéu qua hoat dong tai chinh
va quy mé doanh nghiép khdng phai 1a yéu té tac dong dén quan tri loi nhuan. Nghién ciu nay bo
sung thém bang chtng vé quan tri loi nhuan, dong thoi dé xuat mot sé khuyén nghi cho ngudi sir
dung béo cdo tai chinh khi dua ra nhitng quyét dinh kinh té dbi voi cac doanh nghiép niém yét.

Tir khoa: Quan tri lgi nhuan, Nhan té, Doanh nghiép niém yét, Viét Nam.

FACTORS AFFECTING EARNINGS MANAGEMENT: THE CASE OF LISTED
FIRMS IN VIETNAM

Abstract

This study identifies factors affecting earnings management in the case of listed firms in Vietnam.
Six factors, which include the number of management board members, the duality relationship
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chairman-director, auditor size, financial performance, firm size and financial leverage, are
examined. Data of 147 manufacturing firms listed on Ho Chi Minh Stock Exchange from 2017 to
2019 is extracted from Fiinpro platform, resulting in 441 firm-year observations. Panel data is
processed using model of Jones (1991) and the regression model. The results show that two factors
which are the duality relationship chairman-director and financial leverage have positive effects on
earnings management. In contrast, two factors including the number of members in board of
management and auditor size is negatively related to earnings management, while financial
performance and firm size is not determinants of earnings managements. This study provides more
evidence regarding earnings management and proposes some recommendations to financial
statements users when making economic decisions about listed companies.

Keywords: Earnings management, Factors, Listed firms, Vietnam.

1. Introduction

Earnings management is a topic that researchers around the world, such as Healy (1985),
DeAngelo (1986), Jones (1991), Dechow and Sloan (1991), Friedlan (1994), etc, have been
interested in studying. Earnings management greatly affects the interests of shareholders in
specific and the company in general. It erodes investor confidence in the stock market. Moreover,
the goal set by the Government and the Ministry of Finance to “protect investors” is also not
achieved.

With the prominence of the subject as presented above, this study is conducted on the topic:
“Factors affecting earnings management: The case of listed firms in Vietnam”, with aim to
identify factors affecting levels and its direction impact to earnings management. Through this
study, users of listed companies' financial statements have a better understanding of how to make
economic decisions. Additionally, several recommendations are made based on the findings for
diminishing earnings management and improving financial data in publicly traded companies'
financial statements.

Previous studies (Swastika — 2013, Omar — 2012, Rahmani — 2013) have been conducted in
developed countries where there are developed stock markets, strict investor protection laws, and
clear and transparent corporate governance mechanisms. Meanwhile, this study is conducted in
the context of the stock market of Vietnam - a developing country with an emerging and fledgling
stock market. This is a research gap, is a motivation to search for evidence on earnings
management of listed companies in the Vietnamese stock market. In addition, most of the previous
studies used the model of Jones (1991), including studies in Vietnam (Nguyen, 2014). Therefore,
this study inherits previous studies and uses the above model to conduct research.

This study includes 5 sections: (1) Introduction, (2) Literature review on factors affecting
earnings management, (3) Research methodology, (4) Research results and discussion, (5)
Conclusions and recommendations.

2. Literature review on factors affecting earnings management
2.1. Concept of earnings management

Earnings management is understood as the act of adjusting profits within the framework of
the accounting system in order to achieve management goals. In other words, earnings
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management is performed through the flexible application of accounting policies to achieve
management goals (DeAngelo, 1986; Jones, 1991).

2.2. Models to identify earnings management
2.2.1. Model of Healy (1985)

NDAi= -
In which:
NDA.It is the non-discretionary accruals in year t of company i
TAit Is the total accruals of year t of company i
Ait1 is the total assets of year t-1 of company i

This model has a limitation as it assumes that the NDA is constant over time.
2.2.2. Model of Jones (1991)

TAit = ao 1 + alAREVit + acPPEit
Ait-1 Ait-1 Ait-1 Ait—-1
In which:
AREVit is the change in revenue for company i from year t-1 to t;
PPEit is the property, plant and equipment of company i in year t.

According to Aljifri (2007), model of Jones omitted the manager's revenue adjustment
because it assumed that revenue as NDA.

2.2.3. Model of Dechow et al. (1995) — Modified Jones

To overcome the limitation of the model of Jones (1991), Dechow et al (1995) proposed a
modified version as follows:

TAit 1 AREVit—ARECit PPEit
— = 00 +az - + ar—
Ait-1 Ait-1 Ait-1 Ait—1
In which:
ARECit is the change in receivables for company i from year t-1 to t

2.3. Factors affecting earnings management
2.3.1. The number of members in management board

According to the agency theory, the division of interests between managers and shareholders
in listed companies is inevitable. Therefore, they have many opportunities to manipulate earnings
for a purpose. (Goodstein et al, 1994), Jensen, 1993) and Yermack, 2003).

2.3.2. The duality relationship chairman-director

According to agency theory, the chairman of the board should be an independent person
separate from the director because if there is duality, it can easily lead to take advantage of assigned
powers to make earnings managements and benefit them (Murhadi, 2009).

2.3.3. Auditor size
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According to agency theory, shareholders can use the supervision mechanism through
independent audit to protect their interests and avoid earnings management. Krishnan (2003)
explains that the audit firms in the Big4 group operate efficiently and with quality because, on the
one hand, they have abundant financial resources, a team of professional independent auditors,
knowledge well-educated, well-trained, on the other hand, they operate efficiently and with quality
to protect their own reputation and brand.

2.3.4. Financial performance

Signaling theory suggests that managers of companies use good signals as a tool to send
information to the market about their production and business performance such as ROA.
According to Nugroho (2001), ROA has a negative impact on stock prices. Many metrics, such as
ROA, ROE, ROS, sales growth, and so on, are used to assess financial results.

2.3.5. Firm size

The larger the firms, the greater the separation between ownership and management of the
business, which raises concerns that managers will pursue goals that are attractive to them, but not
necessarily beneficial to shareholders and the company. Myers et al. (2007) gave empirical results
of proving that a big firm states inaccurate profits Furthermore, a large company has a much higher
volume of economic transactions and larger sums than a small firm. That is why when the
accounting policies of large companies change, the profits are affected.

2.3.6. Financial leverage

Watts and Zimmerman (1990) suggest that firms with a high debt ratio in their capital
structure are more likely to choose accounting policies to adjust earnings growth to eliminate
negative effects.

3. Research methodology
3.1. Research model
Hypotheses are tested by utilizing model:
|DAit|= a0 + a1BOARD + a2DUAL + asAUDIT + asROA + asSIZE + asLV + €

Summary of variables in the model are presented in Table 1:
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Table 1. Summary of variables in the model

Name of variables Ty!o e of Code Measurement
variables
. DA is measured by the model of
Earnings management Dependent DA
arnings manageme epende Jones (1991)
The number of members Independent BOARD The number of people in
in management board management board
1 if chair of management board
Th li lationshi cum a director
© du_a 'y re _atlons 'P Independent DUAL ) )
chairman-director 0 if chair of management board
is not a director
1 if audited by Big 4 auditors
Auditor size Independent AUDIT 0 if not audited by Big 4
auditors
Financial performance Independent ROA Profit after tax/ Total assets
Firm size Independent SIZE Natural logarithm of net profit
Financial leverage Independent LV Total liabilities/ Total assets

Source: by the author (2021)

Thus, discretionary accruals should be first measured, the model of Jones (1991), which
includes 2 equations, is used as follows:

TAit 1 AREVit PPEit
- = ao— + a1— + ao—
Ait—-1 Ait—1 Ait—-1 Ait—1

(Equation 1)

From equation 1, coefficients ao, a1 and a2 are obtained to estimate DA (discretionary accrual)
by using equation 2 as follows:

TAit 1 AREVit PPEit
. - A0 + a1— 2=
Ait—-1 Ait—1 Ait—-1 Ait—1

| DAit|Ait = + £ (Equation 2)
In which:

|DAit | is the absolute discretionary accrual of firm i for year t

3.2. Research hypothesis

In order to investigate the effect of factors on earnings management in the case of listed firm
in Vietnam, six hypotheses are proposed.

H1: The number of members in management board has a negative relationship with earnings
management.

Agency theory suggests that, in addition to the salary and bonus mechanism for managers,
another mechanism to protect the interests of shareholders is through the board of management.
According to research by Persons (2006), the size of the management board has a negative
relationship with earnings management.
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H2: The duality relationship chairman-director has a positive relationship with earnings
management.

In case, one person holds both a chair of management board and a director, this makes the
conflicts of interests. Mulgrew and Forker (2006) found that if chair of management board also is
a director, there is a high possibility to have earnings management.

H3: Auditor size has a negative relationship with earnings management.

Kinney and Martin (1994) reviewed nine related studies and concluded that there was a
positive relationship between audit activities and net profits and assets of an auditee. Audit quality
is evaluated basing on the auditor size of big 4 and non-big 4 and there is existence of relationship
with auditor size and earnings management.

H4: Financial performance has a positive relationship with earnings management

For making economic decisions, investors base on the financial statements disclosed in the
stock exchange such as stock price, audited financial statements and others. Charfeddine et al.
(2003) found that in case of poor financial performance, stock prices and firm values reduce. That
is why earnings management is arisen for keeping good reputation in the eyes of stakeholders.

H5: Firm size has a positive relationship with earnings management

Barto and Simko (2002) found that a large firm faces many pressures on overstating financial
performance in order to have good images from analysts. Because of getting expected profits, this
makes listed firms have earnings management for deceiving investors.

H6: Financial leverage has a positive relationship with earnings management

According to signaling theory, Watts and Zimmerman (1990) suggest that the choice of
corporate financing can send signals to outside investors about corporate governance information.
Therefore, it is possible that the company's managers have the goal of increasing profits to meet
the wishes of creditors or reduce risks for the next loan agreement.

3.3. Data collection and analysis method

The process of data collection is done as follows: First, select companies listed on the Ho Chi
Minh Stock Exchange that have all the required published data to measure earnings management
behavior. Second, to measure the factors affecting earnings management in the research model,
data collection relies on annual reports, financial statements, management reports, and information
extracted from Fiinpro platform. To analyze the quantitative data, this study applies descriptive
and statistical summary of independent and dependent variables to find the average value, the
largest value and the smallest of each study variable and the range of variance between those
values. Next, correlation matrix is used to detect the relationships in each pair of research variables,
focusing on the relationship between DA and each remaining research variable. Finally, OLS
regression models were implemented by using Eviews 7.0 software to find the impact of factors
on the DA.
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4. Research results and discussion
4.1. Descriptive statistics

The results of the descriptive statistics in Table 4.1 show that in Vietnam: The average number
of management board members in Vietnam is about 7.22 persons. With a scale of 1 when the
chairman is also director/general director and vice versa is a scale of 0, the number of companies
with a chairman cum director is 36%. The average number of listed manufacturing companies on
HOSE audited by Big4 is about 24% of the companies. The average ratio of return on total assets
of Vietnamese companies is 0.07, the lowest is -0.47 and the highest is 0.42. The average profit of
Vietnamese companies is 4.8, the lowest is -2.44 and the highest is 120.9. The average ratio of
total debt to total assets of Vietnamese companies is 0.47, the lowest is 0.00 and the highest is
1.29.

Table 2. Descriptive statistics for variables included in the model

DA BOARD DUAL AUDIT ROA SIZE LV
Mean 0.02 7.22 0.36 0.24 0.07 0.48 0.47
Median 0.00 7.00 0.00 0.00 0.05 0.09 0.49
Maximum 3.36 13.00 1.00 1.00 0.42 12.09 1.29
Minimum -1.96 3.00 0.00 0.00 -0.47 -2.44 0.00
Std. Dev. 0.31 2.55 0.48 0.43 0.08 1.59 0.20
Skewness 3.72 0.15 0.60 1.19 -0.06 5.01 -0.16
Kurtosis 49.45 2.37 1.36 2.41 11.44 30.08 2.89
Jarque-Bera  40656.57 9.02 75.90 109.91 1309.90 15318.77 2.15
Probability 0 0 0 0 0 0 0
Sum 8.25 3185.00 157.00 108.00 29.38 210.73  205.61
Sum Sq. Dev. 42.48 2868.22  101.11  81.55 2.70 1116.63  17.63
Obs 441 441 441 441 441 441 441

Source: Eviews 7.0
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4.2. Correlation matrix

The correlation analysis of variables presented in Table 4.2 shows the coefficients with
appropriate correlation between variables. Moreover, most correlation coefficients between the
independent variables are less than 0.8, indicating no collinearity in the model.

Table 3. Correlation matrix for variables included in the model

Correlation

Probability DA BOARD DUAL AUDIT ROA SIZE LV
DA 1
BOARD  -0.4760 1

[0 D—
DUAL 0.2586 -0.2862 1

0 0o -
AUDIT  -0.3339 0.3641 -0.3353 1

0 0 ( J—

ROA 0.0507 -0.0943 0.0515 0.1071 1
0.2878 0.0477 0.2803 0.0245  -----

SIZE -0.0122 0.0265 0.0746 -0.1395 0.3146 1
0.7991 0.5785 0.1179 0.0033 0 -

LV 0.1176 -0.0336 0.0974 -0.0884 -0.4022 -0.1109 1
0.0135 0.4811 0.0409 0.0636 0 0.0198 ----

Source: Eviews 7.0
4.3. Regression results

Performing analysis of equation 1 according to OLS, the results obtained from Table 4.3 show

that Adj R-squared = 0.2278, which means that 22.78% of the variation of the ATif_itl
explained by the independent variables. It could be seen that the level of explanation of the
equation 1 is not very high but remains acceptable (Prob > F = 0.0000).

variable is
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Table 4. Regression results of the equation 1

Variable Coefficient Std. Error t-Statistic Prob.
C 0.017421 0.009762 1.784558 0.075
VA IT 1 0.012564 0.003703 3.392852 0.0008
REV/A IT_ 1 0.114723 0.011331 10.12507 0
PPE/A_IT 1 -0.05633 0.012104 -4.65356 0
R-squared 0.233035 Mean dependent var 0.01951
Adjusted R-squared 0.22777 S.D. dependent var 0.133353
S.E. of regression 0.117186 Akaike info criterion -1.44108
Sum squared resid 6.001131 Schwarz criterion -1.40399
Log likelihood 321.758 Hannan-Quinn criter. -1.42645
F-statistic 44.25952 Durbin-Watson stat 1.777304
Prob(F-statistic) 0

Source: Eviews 7.0

The full estimated equation 1 is:

== 0.0125 x —— + 01147 * “21 - 0.0563 * —— + 0.0174

Using results from equation 1, DA is estimated by equation 2:
DA = -~ 00125 * —— - 0.1147 » -2 +0.0563 * - —
it—1 Ait-1 Ait-1

The DA variable is used as the dependent variable to study the factors affecting the earnings
management. The research model is as follows:

|DAit|= a0 + a1BOARD + a2DUAL + asAUDIT + asROA + asSIZE + asLV + €

Proceed to run OLS regression, results show statistical significance level F of the model =
0.000 is less than 0.1, inferring the model is statistically significant. Besides, the adjusted R? had
a value of 24.3%, which means the independent variables explained 24.3% of the variation of the
dependent variable. The Durbin-Watson coefficient = 1.2599 is in the range from 1 to 3, so it can
be concluded that there is no autocorrelation between the variables in the model and the model is
appropriate.
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Table 5. Regression results of the model

Variable Coefficient Std. Error t-Statistic Prob.
C 0.24784 0.059214 4.185526 0
BOARD -0.04147 0.005327 -7.78392 0.0001
DUAL 0.054184 0.029329 1.847433 0.0654
AUDIT -0.12696 0.03352 -3.78754 0.0002
ROA 0.156147 0.190553 0.81944 0.413
SIZE -0.00614 0.008649 -0.7099 0.4781
LV 0.165642 0.071348 2.321617 0.0207
R-squared 0.253458 Mean dependent var 0.018718
Adjusted R-squared 0.243138 S.D. dependent var 0.310712
S.E. of regression 0.270313 Akaike info criterion 0.237273
Sum squared resid 31.71197 Schwarz criterion 0.302178
Log likelihood -45.3186 Hannan-Quinn criter. 0.262875
F-statistic 24.55789 Durbin-Watson stat 1.259918
Prob (F-statistic) 0

Source: Eviews 7.0
(1) The number of members in management board

Table 4.4 also shows that the BOARD variable and the DA variable are negatively correlated
(coefficient of the BOARD variable = -0.041). Hypothesis H1 is accepted (prob.=0.0001<0.1).
This result is consistent with agency theory and research results in the US (Persons, 2006); research
in Australia (Xingzheng, 2011); developing countries such as Jordan stock exchange (Suzan et.al,
2012), Nigeria (Egbunike, 2015) and Vietnam (Samy et. al., 2016).

(2) The duality relationship chairman-director

The results of Table 4.5 show that these two variables have a positive relationship with each
other (coefficient of DUAL variable = 0.054) and the relationship is statistically significant
(prob.=0.0654<0.1). In other words, hypothesis H2 is accepted. This result is consistent with the
study in the Malaysian stock market (Abdul Rahman, 2006) and the study in the Jordan market
(Suzan Abed et al., 2012).

(3) Auditor size

As Table 4.4 shows, it seems that companies that are Big4 audit clients have lower adjusted
earnings than others. In other words, the auditor size variable (AUDIT) has a negative relationship
with the variable DA and this relationship is statistically significant (prob.=0.0002<0.1).
Therefore, hypothesis H5 is accepted. This research result is consistent with research results of
some developing countries such as: Malaysia (Johl et al., 2007) and Indonesia (Rifki Zulkarnain,
2014).
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(4) Financial performance

The research results show that there is a positive correlation between the financial
performance (ROA variable) and earnings management (DA variable), shown in the regression
coefficient of 0.156 shown in Table 4.4. However, this relationship is not statistically significant
(prob.=0.413>0.1). In other words, hypothesis H4 is not accepted. This result is similar to the study
in Iran (Seyed, 2015); and in Vietnam (Samy Essa, 2016).

(5) Firm size

As Table 4.4 shows, it seems that companies that the SIZE variable has a negative relationship
with the variable DA, but this relationship is not statistically significant (prob.=0.4781>0.1).
Hypothesis H5 is not accepted. This research result is consistent with research results in Nigeria
(Egbunike, 2015) and Iran (Farzaneh, 2006).

(6) Financial leverage

With the research results shown in Table 4.4, the evidence supports the hypothesis that the
larger the financial leverage, the larger the earnings management of the enterprise (due to the
regression coefficient associated with the variable LVV=0.1656). and (prob.=0.0207<0.1). This also
means that hypothesis H6 is accepted. The above results can be explained by countries around the
world such as Othman (2006), Moieira (2007) and Prevost (2008).

5. Conclusions and recommendations
5.1. Conclusions

This study studies on the factors affecting earnings management in the case of listed firms in
Vietnam. Literature review was based on four fundamental theories which are agency theory,
information asymmetry theory, signaling theory and political cost theory. Accordingly, by using a
panel data including 147 selected manufacturing listed firms in Vietnam, the research results show
that, (i) there exists a phenomenon of earnings management in companies listed on Vietnam's stock
market; (ii) the duality relationship chairman-director and the financial leverage is proportional to
the phenomenon of earnings management; (iii) the smaller the size of the board of directors and
the independent auditors, the more earnings management will be; (iv) financial performance and
firm size have no effect on earnings management phenomenon.

5.2. Recommendations
5.2.1. Recommendations for stakeholders

Investors should also carefully review and maintain a skeptical attitude towards stock symbol
that disclose information, especially financial statements, late. The Accounting Law stipulates the
maximum time limit for submitting financial statements is 90 days from the end of the financial
year. The question is, "What do companies do during that 90-day period that makes them file late
financial statements?" It is worth bearing in mind whether there is ambiguity and confusion in the
preparation and presentation of financial statements or not. Moreover, investors in general and
domestic investors in specific should aim for "clean investment and clean profit" according to the
standardized principles measured by the ESG index of the legal framework issued by the United
Nation, as this is the principle of responsible and sustainable investment.
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5.2.2. Recommendations for listed firms in Vietnam

Enterprises should approach corporate governance from the "bottom-up,” that is, they should
manage their operations effectively by focusing on the company's actual specific activities. The
executive board listens to, shares, and synthesizes the opinions of all individuals and groups within
the unit.

5.2.3. Recommendations for audit firm

In order to improve audit quality, audit firms must prioritize resource and workforce
development. Comprehensive education and training programs must be developed that emphasize
the importance of current audit knowledge, study cases, and technology. Career paths must be
carefully planned in order to demonstrate the company's affection, trust, and care for each
employee — which will increase employee loyalty and effectiveness. Additionally, in addition to
enhancing audit quality through increased resources and workforce, audit firms in Vietham may
place a greater emphasis on developing quality control systems, audit procedures, and risk
assessment processes. Moreover, audit firm should also make effort to encourage employee to join
the Vietnam Association of Certified Public Accountants (VACPA) as the association requires
research and comprehensive guidelines to assist auditors in making sound professional judgments
and conducting effective audits.

5.3. Implications to State agency

Vietnam scored 54 points on the World Bank's Business Environment 2020 report's index of
minority investor protection. This index is slightly higher than the Asia-Pacific region's average
(53.4 points). Additionally, due to Vietnam's lack of information transparency, stock prices in
general and individual stocks in specific do not accurately reflect previously published
information. As a result, the competent state agency should develop a roadmap for the passage of
the "Investor Protection Law"; once the law is clear and specific sanctions are in place, the board
of directors' compliance will be evaluated. As a result, it contributes to the reduction of earnings
management behavior.
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