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INTRODUCTION 

1. Purpose of study  

Due to the difference in goals and benefits between the manager and the 

owners, the profit information on the financial statements is often 

managed by the manager to conduct earnings management (EM) to 

achieve personal gain. To minimize this behavior, it is necessary to have 

an appropriate monitoring mechanism such as Internal Audit (IAF). 

Stemming from that requearnings managementement, the topic of the 

impact between the IAF quality and earnings management received much 

attention from researchers around the world. The research results show 

that the quality of IAF has a negative impact on the earnings 

management, or in other words, the high quality of the IAF will reduce 

the earnings management. In Vietnam, in the last 10 years, studies have 

often focused on the model of measuring earnings management or 

corporate governance characteristics that affect the quality of financial 

statements (measured through earnings management). Up to now, the 

research topic of the impact of factors measuring IAF quality on earnings 

management has not been implemented in Vietnam. This is the reason 

that the author has chosen this topic for the thesis. The author expects to 

find out the factors measuring IAF quality that affect the earnings 

management and offer some policy implications related to organize the 

Internal Audit helping to reduce the earnings management in order to 

ensure transparency and sustainable development of Vietnam's stock 

market and the economy. 

2. Study objectives 

The objective of the study is to consider the impact of factors measuring 

IAF quality on earnings management through the acrrual and real based 

earnings management at listed companies in the Vietnamese stock 

market. Based on the research results, the author proposes some policy 
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implications related to IAF quality in order to minimize earnings 

management at listed companies. From that, the research questions are 

posed as follows: 

- Question 1: Does earnings management appear at listed companies in 

Vietnam that have established IAF? 

- Question 2: Which factors measuring IAF quality affect earnings 

management through the acrrual based earnings management at Vietnam 

listed companies and the level of impact of each factor? 

- Question 3: Which factors measuring IAF quality affect earnings 

management through the real based earnings management at Vietnamese 

listed companies and the level of impact of each factor? 

3. Research subject and scope 

The research subject: IAF, factors measuring IAF quality and impact  of 

factors measuring IAF quality on earnings management at Vietnamese 

listed companies.  

The research scope: Vietnam listed companie (Ho Chi Minh City and 

Hanoi) not including banks, detailed as their auditted financial statement 

report and annual reports  from the year 2014 to year 2018. 

4. Research methodology 

The thesis applies a mixed research methodology. In particular, the 

fearnings managementst qualitative methodology used through literature 

review and discussion with experts to discover new factors to complete 

the model of factors measuring IAF quality suitable for Vietnam. Next, 

quantitative methodology are used to test multivariate regression. The 

research results will answer the research question: The impact of factors 

measuring IAF quality on earnings management of listed companies in 

Vietnam. 

5. Research contributions 

Based on testing the model with a sample of 460 observations (92 listed 
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companies on Vietnam's stock market) from the year 2014 to year 2018, 

the research results of the thesis show that: Earnings management appear 

at Vietnamese listed companies that have established IAF. The thesis has 

built a model of the impact of factors measuring IAF quality on earnings 

management including: Five (05) factors measuring IAF quality have 

negatively impact on accrual based earnings management (the level 

of impact is ranked from high to low) are: independent audit quality, 

independence and objectivity, IAF quality control, competence and 

internal audit size. Four (04) factors measuring IAF quality have 

negatively impact on real based earnings management (the level of 

impact is ranked from high to low) are: independence and objectivity, 

IAF quality control, internal audit size, competence. The author's 

research results add three (03) new factors measuring IAF quality, 

namely internal audit size, independent audit quality and IAF quality 

control. These factors all have negatively effect on the earnings 

management of managers. In addition, the thesis explores both methods 

and demonstrates that IAF affects both methods of earnings management 

in Vietnamese listed companies (accrual and real based earnings 

management). 

Besides, the thesis also has some new academical and practical 

contributions as follows: 

- Academical contributions: 

 + The thesis is considered as a reference of overview of previous 

studies related to the quality of IAF and earnings management. 

 + The thesis has built a model of five factors measuring IAF quality 

and determined the degree of impact of each of these factors on earnings 

management at listed companies on Vietnam's stock market. With this 

model, the thesis has supplemented theoretically the complete model of 

factors affecting IAF in Vietnam. 
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 + Thearnings managementd, the research results of the thesis can be a 

source of documents for further studies 

- Practical contributions: 

 + The research results of the thesis show that: Earnings management 

appear in Vietnamese listed companies that have established IAF. This 

also shows that the IAF quality of listed companies is currently not high. 

 + The degree of impact of each factors measuring IAF quality on 

earnings management is not equal. This result helps managers and the 

Board of Dearnings managementectors focus on factors that affect much 

the quality of IAF, so it is necessary to prioritize the impact on these 

factors to self-improve IAF, reduce earnings management, enhance 

quality of financial statements.  

 + Add other factors besides those presented in the auditing standards 

that independent auditors should consider when deciding to rely on IAF's 

work to perform the audit. 

 + Support the authorities in finalizing and promulgating the 

appropriate legal framework to enhance the quality of IAF in Vietnam. 

6. Research structure 

In addition to the introduction and conclusions chapter, the thesis has five 

chapters with the main contents including: chapter 1 presents overview 

of previous studies, chapter 2 presents the theoretical basis, chapter 3 

introduces the research process, methoology and models, chapter 4 

presents the research results, chapter 5 conclusions and policy 

implications. 

 

CHAPTER 1: OVERVIEW  

This chapter presents an overview of previous studies on IAF quality, 

factors measuring IAF quality, models measuring earnings management 

and the impact of IAF quality on earnings management. Since then, the 
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thesis identifies research gaps and proposes research dearnings 

managementections for the thesis. 

1.1. Background on the impact of IAF quality on earnings 

management on the world 

1.1.1 Background on IAF quality 

1.1.1.1 Competence 

Competence of internal auditors is an important measure of the quality 

of IAF (Moeller, 2004). Standards such as IIA (2017), PCAOB (2010) 

and researchers such as Gibbs et al., (1979), Clark et al., (1980), Brown 

(1983), Messier and Schneider (1988), Gramling and Myers (1997), 

Bhatti and Awan (2004), Kaplan (2007), Van Staden et al., (2009), 

Prawitt et al., (2009, 2012),. Sarens et al., (2009), Messier et al., (2011), 

Ege (2015), Gros et al., (2017) all consider that competence is an 

important measure of the quality of IAF and only be guaranteed when 

the internal auditors possess professional certificates, experience and 

annual training. 

Conducting similar research in the context of the public sector, the 

research of Usman (2016) and Nurdiono et al., (2018) demonstrate that 

the competence of internal audit has a positive effect on IAF quality 

and is measured through education, skills and experience. 

 1.1.1.2 Independence and Objective 

Christopher et al., (2009), Prawitt et al., (2009, 2012); Messier et al., 

(2011); Rose et al., (2013); Ege (2015), IIA (2017) show that 

independence and objectivity is important principle that auditors must 

follow to create the IAF quality. Once internal auditors are not governed 

by material and spearnings managementitual interests and the chief of 

Internal Audit department has the right to dearnings managementectly 

and unlimitedly contact the Board of dearnings managementectors/ Audit 

Committee, they will be objective when performing the audited tasks. 
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Raghunandan et al., (2001) and Goodwin (2003) suggested that only one 

independent member of the Audit Committee with financial and 

accounting knowledge will effectively solve the problems of Internal 

Audit. Alzeban and Gwilliam (2013) research in the public sector in 

Saudi Arabia also showed similar results. Glover et al., (2008) and Desai 

et al., (2011) studied the belief of independent auditing of external 

internal auditors. Results of the authors found that Internal Audit is less 

objective than outsourced. Thus, most of the studies have affearnings 

managementmed that objectivity is a measure of IAF quality and is 

impactd by the independence of Internal Audit. 

 1.1.2 Background on earnings management 

In the last 20 years, many research results have discovered many 

measurement models of accrual and real based earnings management. 

1.1.2.1 Models measuring accrual earnings management 

- Healy model (1985). 

- DeAngelo model (1986). 

- Jones model (1991). 

- Dechow, Sloan and Sweedney model (1995). 

- Dechow and Dichev (2002).  

- Palepu, Healy and Bernard (2003) 

- Kothari, Leone and Wasley (2005) 

1.1.2.2 Models measuring real earnings management 

- Model of Dechow et al., (1998) developed and applied by 

Roychowdhury (2006). 

1.1.3 Background on impact of IAF quality on earnings management 

Uecker et al., (1981) found evidence that IAF has a high ability to prevent 

earnings management. Prawitt et al., (2009) found that IAF quality 

includes: competence (measured by the average experience of internal 

tauditor, the percentage of internal auditorss with professional 
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qualifications and the training time per each year), independence and 

objectivity (measured by the report recipient of the chief of internal audit 

department), the work of internal audit (measured by the total review 

time of the financial statements that internal audit conducted) and the 

investment in internal audit has a negative effect on earnings 

management. Lin et al., (2011) shows that IAF quality measured by the 

same factors can prevent significant errors happening in the US listed 

companies. Similarly, Schneider Arrnold (2013) also showed that real 

based earnings management could be reduced if IAF and these quality 

measurement attributes are present. Ege (2015) showed that IAF quality 

measured by competence and investment in Internal Audit is negative 

related to management's misconduct but objectivity is not affected. Eya 

et al., (2015) showed that the attributes of IAF include: competence, 

experience of internal auditors, weaknesses of internal control systems 

and IAF quality improvement processes that have a negative impact on 

earnings management. Abbott et al., (2016) show that the competence 

and independence of IAF and the presence of outsourced auditors are all 

factors to improve the quality of financial statements. Amuchearnings 

managementai (2018) shows that the independence and objectivity, 

competence and management support to IAF are factors that positively 

impact the performance of IAF. Johl et al., (2013) conducted in Malaysia 

showed that IAF quality is measured by independence and objectivity, 

competence of internal auditors, investment and the work of Internal 

audit, outsourced auditing have a positive effect on the quality of 

financial statements. Arum Enggar Puspa (2015) found empearnings 

managementical evidence proving that IAF quality is impactd by the 

competence, independence and objectivity of internal auditors and has a 

positive impact on the quality of financial statements. Yu et al., (2019) 

found when the internal audit department is appropriately invested, this 
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department can meet all three objectives (operation, reporting, 

compliance), quality of internal control will increase. 

 1.2. Background on Internal Audit and earnings management in 

Vietnam  

1.2.1 Internal Audit  

As Internal Audit topic is quite new, there has not been much research 

on this in Vietnam. Most of the research focuses on understanding how 

to organize and perfect the IAF, but there are no studies on the impact of 

IAF quality on the earnings managemnet of Vietnamese listed 

companies. Nguyen Thi Hong Thuy (2010) thinks that selecting the 

appropriate and quality IAF model is necessary for Vietnamese economic 

groups. In particular, competence measured by experience, education 

level and the number of annual training hours, independence and 

objectivity for internal auditors are considered as an important 

determinant of quality of IAF. Le Thi Thu Ha (2011) shows that the 

competence, independence and objectivity of internal auditors have a 

significant impact on the improvement of IAF quality in Vietnamese 

financial companies. Nguyen Thi Thu Thuy (2016) proves that the IAF 

quality should pay much attention to the factors that dearnings 

managementectly affect the independence and objectivity of internal 

auditors such as: Chief of Internal Audit Department must be reported 

dearnings managementectly to the Supervisory Board or be appointed or 

dismissed by the Board of Dearnings managementectors, internal 

auditors must have experience, competence with professional 

qualifications. Nguyen Thi Khanh Van (2018) proposed the 

organizational model and structure for the Internal Audit department that 

companies can apply. 

 1.2.2 Earnings management 

Many of Vietnamese researchers have conducted research on Earnings 
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management. Among them, Nguyen Thi Minh Trang (2012) used a 

model developed by Deangelo and Freidlan to identify the earnings 

management of Vietnamese managers. Pham Thi Bich Van (2012) shows 

that the Modified Jones model of Dechow et al., (1995) did not help to 

detect the earnings management at the listed copanies well on the HOSE. 

Nguyen (2015) found that this model is capable of estimating 

nondisaccrual variable in the Vietnamese context. Conducting another 

line of research, Tran Thi Thu Thao (2014), Tran Thi My Tu (2014), 

Nguyen Thi Kim Cuc and Pham Thi My Linh (2018), Ngo Hoang Diep 

(2018) show the factors of corporate governance such as: gender, 

experience year of internal auditors, objectivity of the Board of Directors, 

use of independent quality staff, independent members of the Board of 

Directors, company size, financial leverage, the ownership ratio of major 

shareholders, ... has negative effect on the earnings management. Mai 

Thi Hoai and Nguyen Thi Tuyet Hoa (2015) shows that there are four 

variables impact earnings management including: tax incentives, 

unrealized revenue recognition, recognition of provisions and Deferred 

tax costs. Similarly, Nguyen Thi Phuong Loan and Nguyen Minh Thao 

(2016) use the model Dehow et al., (1998) applied by Roychowdhury 

(2006), Hoang Thi Viet Ha and Dang Ngoc Hung (2018) use the model 

of Dechow et al., (1995) and Kothari et al., (2005) to identify earnings 

management at Vietnamese listed companies. 

1.3. Solved problems and research gaps 

1.3.1 Solved and research problems 

The research results show that IAF quality has a negative impact on the 

earnings management. However, most of the previous studies only 

stopped to explore the impact of IAF quality on earnings management 

through one of two forms: accrual or real. In Vietnam so far, no studies 

have been conducted on the impact of IAF quality on earnings 
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management in both forms. While the results of previous studies in 

Vietnam have proved that earnings management is happening quite 

commonly in listed companies. It can be said that, up to now, there has 

not been any research in Vietnam on the topic "The impact of the factors 

measuring IAF quality on earnings management through the accrual and 

real based earnings management at the listed companies in Vietnam”, 

while this is a quite important topic, contributing to improving the quality 

of information, minimizing earnings management. 

 1.3.2 Research orientation 

With the research gap mentioned above, the specific research orientation 

of the thesis is to find out whether earnings management will occur in 

listed companies in Vietnam that have established IAF or not. Modeling 

of factors measuring IAF quality at Vietnamese listed companies. 

Examining the impact of factors measuring IAF quality on accrual and 

real based earnings management. The author expects that results of the 

research will make suggestions to support the increasingly high quality 

IAF, contributing to the reduction of earnings management in Vietnam.. 

Chapter 1 Conclusion 

CHAPTER 2: LITERATURE 

2.1. Background on Internal audit 

2.1.1 History of internal audit 

History of internal audit is presented in the thesis. 

2.1.2 The need for internal audit function (IAF) 

The need for internal audit function is presented in the thesis. 

2.2. Definition 

2.2.1 Internal audit  

Definition of Internal audit is presented in the thesis. 

2.2.2 Quality and Internal Audit Quality 

So far, there has not been an officially recognized definition of IAF 
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quality. However, the standards required to ensure this quality of IAF are 

found quite a lot in studies and regulations in many countries. Whether 

from the perspective of research or the standards issuing authorities, IAF 

is recognized to achieve quality when it ensures having internal auditors 

with high competence and independence, objectivity. Among them, 

competence includes the necessary level of knowledge and professional 

skills of internal auditor, independence and objectivity which is the state 

in which internal auditor is not affected when performing audit services 

(IIA, 2017). 

2.2.3 Earnings management 

2.2.3.1 Definition 

Definition of Earnings management is presented in the thesis. 

2.2.3.2 Classification 

Previous studies have shown that managers often perform accrual and 

real based earnings management. 

2.2.4 Accumulated amounts 

Definition Accumulated amounts of is presented in the thesis. 

2.3 Theoretical framework   

2.3.1 Asymmetric Information. This theory shows that the people who 

are empowered to manage, even though they have more information, 

always find ways to hide the real information to benefit individuals. One 

of the ways they often use is earnings management. To solve this 

situation, the best way is to have two mechanisms are signaling and 

monitoring. The main signaling mechanism is to require managers in the 

companies to provide sufficient quality information to the market. The 

main monitoring mechanism is Internal Audit. To increase the trust of 

shareholders, this monitoring mechanism must ensure high quality 

through having internal auditors with good competence, experience, 

professional qualifications and regularly receive professional training. 
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Not only that, the Internal Audit Department must also prove that they 

ensure independence and objectivity through reporting the results of the 

work directly to the Board of Directors/Supervisory Board. 

2.3.2 Agency theory. According to this theory, conflicts of interest exist 

between managers and shareholders. The theory raises the question of 

how to limit conflicts of interest. In order to minimize managerial self-

interest behaviors, shareholders often expect to obtain quality audited 

financial statements from auditing companies and develop an appropriate 

internal monitoring mechanism such as Internal Audit. Applying the 

theory to research, it is possible to explain the reason for quality audit 

and quality internal audit (showing high competence, independence, 

objectivity and appropriate size) will help minimize the earnings 

management of the managers. 

2.3.3 Internal Audit Theory. According to internal audit theory, the 

scope of internal audit is very diverse. However, in order to successfully 

complete the work being performed, the internal auditors must be 

independent and objective in their judgment to perform the duties in a 

fair and unbiased manner. In order to do so, there should be a mechanism 

that the chief of the internal audit department are directly reported and 

appointed from the highest management level such as the Board of 

Directors. Not only that, in order to maintain independence, the Internal 

Audit department must be a separate department as well as no employees 

working in other positions (Kagermann et al., 2008). Applying 

theoretical analysis to explaining research, the higher the ndependence 

and objectivity, the higher the IAF will prevent earnings management, 

ensure the truthfulness and reliability of public information. father. 

2.3.4 Stakeholders theory. This theory is applied to emphasize the need 

to build IAF in Vietnam list companies to ensure benefits for owners. 

While according to the agency theory, the Internal Audit is responsible 
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for providing independent information to the Board of Directors, this 

theory says that the Internal Audit also needs to provide that information 

to interested parties directly related to the company. Once the company 

assures this responsibility in an optimal manner, the parties will receive 

more and more confidence in transparent financial information. 

However, in order to undertake and complete the function of regular 

supervision to help minimize the earnings management, the Internal 

Auditors needs knowlege, experienced and continually trained to achieve 

high competnece and certificates. Not only that, IAF also needs to 

achieve independence and objectivity, without any "fears" and be 

appropriately invested to have resources to perform the job effectively. 

2.3.5 Resource dependence theory. Applying this theoretical point of 

view to the thesis helps explain the importance of IAF for enhancing the 

company's value and the ability to achieve set management goals. This 

theory also helps explain the essential element of Internal Audit 

resources that is human or in other words, internal auditors. They are 

required to ensure the skills, qualifications, audit experience and 

independence, objectivity to ensure the quality of the IAF.  

2.3.6 Behavioral management theory. According to this theory, the 

characteristics of joint stock companies often hire and delegate 

management rights to another owner. Due to a conflict of interest 

between the manager and the owners. Managers often hide information 

for their own benefit, so they tend to perform earnings management. 

Therefore, from the X-point perspective, companies need to develop a 

quality monitoring mechanism to control and provide appropriate 

information, reducing earnings management. However, according to the 

Y theory, the Internal auditor will like to perform and complete the work 

well when working in a collective environment and have support work 

together. This shows that the Internal Audit need to have appropriate staff 
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size is the factor that affects the quality of IAF in measuring earnings 

management. 

Chapter 2 Conclusion 

CHAPTER 3: RESEARCH METHODOLOGY 

In this chapter, the thesis presents details of the research framework, the 

research process, the research methodology used and finally the official 

research model in the thesis. 

3.1 Research framwork and process 

3.1.1 Research framwork 

Research framwork is presented in the thesis. 

3.1.2 Research process 

The research process is conducted through two main steps: qualitative 

research and quantitative research. 

3.2. Research methodology  

The thesis cannot use the model from developed countries that need to 

be adjusted in accordance with the characteristics of Vietnam. In order 

to do so, it is necessary to explore to discover new factors measuring IAF 

quality in Vietnam. Therefore, the mixed method will be used, in which 

the qualitative methodology to discover more new factors to establish a 

complete model, quantitative methodology to test the impact of factors 

measuring IAF quality to earnings management at Vietnamese listed 

companies. 

3.3. Qualitative research design 

3.3.1 Research approach 

The qualitative research method was conducted by examining documents 

to discover new factors and verifying the practicality of these factors 

through discussions with some internal audit experts. 

3.3.2 Qualitative research data 
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a) Data for document research 

Collected from international internal audit standards and legal documents 

related to internal audit in Vietnam from 1997 to the present. 

b) Discuss with an expert 

The author should choose experts with experience in internal audit. 

3.3.3 Process of analyzing data in qualitative research 

The process of data analysis is presented in the thesis. 

3.4. Quantitative research design 

Quantitative design includes method of sampling, sample size, data 

collection and quantitative research analysis process. 

3.5 Research model and the scale of variables in the model 

3.5.1 Research model 
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3.5.2 Research hypotheses 

By analyzing theories, previous studies, especially based on the study of 

Ege (2015), Prawitt et al., (2009) combined with qualitative research, 

hypotheses have been posed: 

- Hypothesis H1: Competence has a negative impact on accrual and real 

based earnings management. 

- Hypothesis H2: The independence and objectivity have a negative 

impact on accrual and real based earnings management. 

- Hypothesis H3: The size of internal audit has a negative impact on 

accrual and real based earnings management. 

- Hypothesis H4: Independent auditing quality has a negative impact on 

accrual and real based earnings management. 

- Hypothesis H5: IAF quality control has a negative impact on accrual 

and real based earnings management. 

3.5.3 Multivariate regression model 

In order to test the research hypotheses and measure the impact between 

IAF quality and accrual and real based earnings management, two 

regression models were constructed as follows: 

Research model 1: 

EMit = β0 + β1 COMPit + β2 INDEPTit + β3IAFSizeit + β4Big4it + 

β5QuPROit + βjCONTROLj,it + €it  

Research model 2: 

REMit = β0 + β1 COMPit + β2 INDEPTit + β3IAFSizeit + β4Big4it + 

β5QuPROit + βjCONTROLj,it + €it  

3.5.4 Scale of variables in the model 

3.5.4.1 The scale of the dependent variables  

a) EM measurement is a representative variable for accrual based 

earnings management by Modified Jones model of Dechow et al., (1995) 

with data combining cross-data and time series. 
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b) REM measurement is a representative variable for real based earnings 

management by the model of Dechow et al., (1998) applied by 

Roychowdhury (2006). 

3.5.4.2 The scale of independent variables 

The scale of independent variables is presented in the thesis. 

3.5.4.3 Scale of control variables 

The model also includes five control variables to support the evaluation 

impact of factors measuring IAF quality on earnings management based 

on the previous research results presented in the thesis. 

Chapter 3 conclusion 

CHAPTER 4: RESEARCH RESULTS 

This chapter presents and analyzes research results to answer research 

questions. The results of this study are the basis for the author to make 

the comments and policy implications in chapter 5. 

4.1 Earnings management in listed companies with IAF 

4.1.1 Accrual based earnings management (EM) 

The statistical analysis results show that, from 2014 - 2018, EM has an 

average of 0.121890, the lowest is 0.000000 and the highest is 0.978934. 

Comparing the results with previous studies on EM at listed companies 

(with and without IAF establishment) shows that, in Vietnamese listed 

companies established IAF, the average EM was only 0.121890, in when 

the research results of Nguyen Thi Kim Cuc and Pham Thi My Linh 

(2018) in the period from 2010 - 2017 EM is 1,832, Ngo Hoang Diep 

(2018) in the period from 2010 - 2016 EM is 0.4628, Nguyen Thi Phuong 

Hong (2016) in the period of 2012 - 2014 EM is 0.2032428. Compared 

with EM research results in some countries around the world such as 

Lakhal (2015) in France from 2008 to 2011 EM is 0.4690, Ibadin et al., 

(2015) in Nigeria from 2006 to 2013 EM is 2,459, or Al-Rassas et al., 

(2015) in Mayasia from 2009 to 2012 EM is 0.256, the level of EM at 
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Vietnamese listed companies that established IAF is still quite low. This 

shows that they still have EM but thanks to IAF, their EM level is much 

lower than listed companies in general (with and without IAF). 

4.1.2 Real based earnings management (REM)  

With an average REM value of 0.136853, the real based earnings 

management arising in Vietnamese listed companies that have 

established IAF is low compared to other research results on REM in 

listed companies in Vietnam. such as the research of Ngo Hoang Diep 

(2018) in the period from 2010 - 2016 REM is 0.9600, Hoang Thi Mai 

Khanh and Nguyen Vinh Khuong (2018) in the period from 2010-2016 

REM is 1.2308, Hoang Thi Viet Ha and Dang Ngoc Hung (2018) in the 

period from 2012 to 2016 REM was 1,15900. This shows that the 

companies that established IAF still have REM but thanks to IAF, the 

REM level of these companies is much lower than the listed companies 

in general (with and without IAF). 

4.1.3 Conclusion of earnings management in listed companies with 

IAF  

The statistical results describing the EM and REM variables show that in 

listed companies in Vietnam stock market with the establishment of IAF, 

accrual based earnings management (EM) and real based earnings 

management (REM) appear. Among them, the REM level is higher than 

that EM level. Specifically, the average REM level is 0.136853, while 

the average EM is 0.121890. 

The above analysis results also show that in the listed companies in 

Vietnam stock market with the establishment of IAF, the level of accrual 

and real based earnings management are low compared to other ones. 

This proves that IAF has had a significant impact on reducing these 

earnings management. However, earnings management still appear in the 

Vietnamese listed companies with establishment of IAF shows that IAF 
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in those is not high quality. Therefore, companies need to find the 

optimal way to improve IAF quality. In order to do so, companies need 

to consider which factors affect the IAF quality and the degree of impact 

of each factor to the reduction of earnings management so that 

appropriate policies can be improved. the role and quality of IAF in 

preventing and controlling earnings management. 

4.2. Factors measuring the IAF quality affect earnings management 

4.2.1 Document research result  

Document research results is presented in the thesis. 

4.2.2 Discuss with an expert result 

Results of discussions with experts showed that two factors inherited 

from previous studies including competence and independence, objective 

as factors measuring IAF quality and suitable for Vietnamese listed 

companies. The experts also strongly agree with the three factors newly 

discovered by the method of document research, such as the internal 

audit size, independent audit quality and IAF quality control. Therefore, 

the official model in the thesis includes five factors measuring IAF 

quality impact earnings managemnet. 

4.3. Factors measuring IAF quality impact earnings management in 

Vietnamese listed companie 

Perform this test step to answer research questions 2 and 3. The process 

of implementation through statistical steps describes independent 

variables representing factors measuring IAF quality, correlate and 

multivariate regression analysis of the two research models. 

4.3.1 Descriptive statistics of factors measuring IAF quality 

Descriptive statistics of factors measuring IAF quality is presented in the 

thesis. 

4.3.2 Research model ‘s correlation analysis result  

Research model ‘s correlate analysis result is presented in the thesis. 
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4.3.3 Regression analysis results of the research model 1 

4.3.3.1 Select regression model suitable for the research model 1 

The research model 1 is regression analysis in FEM. 

4.3.3.2  Examine the multicollinearity of the research model 1 

Result is presented in the thesis. 

4.3.3.3 Examine the heteroscedasticity of the research model 1 

Result is presented in the thesis. 

4.3.3.4 Examine the autocorrelation of the research model 1 

Result is presented in the thesis. 

4.3.3.5 Examine regression standardized residual of the research 

model 1 

Result is presented in the thesis. 

4.3.3.6 Results of research model 1’s multivariate regression analysis  

The research model 1 has 05 independent variables and 04 control 

variables that affect the dependent variable, accrual based earnings 

management (EM). In particular, 05 independent variables have 

statistical values and all have the negative effect with EM. Therefore, 

hypotheses H1, H2, H3, H4, H5 are accepted. 

On the other hand, in this research model, there are 04 control variables 

including the professional accounting and auditing of the Supervisory 

Board (ACEXP), the general director is also the founding member 

(CEOFOUD), the general directo is also chairman of the Board of 

Directors (CEOCHAIR), the independent members of the Board of 

Directors (BPIND) are statistically significant, except for the financial 

leverage variable (LEV). 

4.3.4 Regression analysis results of the research model 2. 

4.3.4.1 Select regression model suitable for the research model 2. 

The research model 2 is regression analysis in FEM. 

4.3.4.2 Examine the multicollinearity of the research model 2 
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Result is presented in the thesis. 

4.3.4.3 Examine the heteroscedasticity of the research model 2 

Result is presented in the thesis. 

4.3.4.4 Examine the autocorrelation of the research model 2 

Result is presented in the thesis. 

4.3.4.5 Examine regression standardized residual of the research 

model 2 

Result is presented in the thesis. 

4.3.4.6 Results of research model 2’s multivariate regression analysis 

Based on the regression analysis results showed that except for 

independent audit quality variables (Big4) with statistical values > 0.1, 

there is no statistical significance; 04 independent variables including the 

competency variable (COMP) and the IAF quality control variable 

(QuPRO) with statistical value < 0.1; the independent and objective 

variables (INDEPT), the internal audit size variables (IAFSize) have 

statistical values < 0.05 and have a negative effect on real based earnings 

management (REM). Therefore, hypotheses H1, H2, H3 and H5 are 

accepted. 

On the other hand, except for the control variable that is a professional 

accounting and auditing of the Supervisory Board (ACEXP) with 

statistical value = 0.011 < 0.05, the CEO is also chairman of the Board 

of Directors (CEOCHAIR) has the statistical value = 0.072 < 0.1. Three 

(03) control variables including the independent member of the Board of 

Directors (BPIND), the general director is also the founding member 

(CEOFOUND) have no statistical value, the financial leverage variable 

has statistical value but there was no positive effect with the REM, 

contrary to the expectations of the thesis 

4.3.5 The results of the research model on the impact of factors 

measuring IAF quality on earnings management 



22 
 

4.3.5.1 Summary results of research model 

Table 4.33: Summary of regression results for two models 

 Model Model 1 Model 2 

  

 Variable 

Coef 

 

Sig 

(P > z) 

Coef 

 

Sig 

(P > z) 

COMP -0.034082 0.000 -0.027155 0.061 

INDEPT -0.059620 0.002 -0.054973 0.046 

IAFSize -0.017247 0.001 -0.028845 0.032 

Big4 -0.071486   0.001 0.000902 0.975 

QuPRO -0.035829 0.007 -0.048839 0.095 

ACEXP -0.082603 0.037 -0.123183 0.011 

BPIND -0.223421 0.068 0.005367 0.973 

CEOCHAEARNINGS 

MANAGEMENT 
0.063289 0.000 0.045518 0.072 

CEOFOUD 0.039459 0.041 0.037956 0.152 

LEV -0.000940 0.708 -0.006953 0.066 

(Source from STATA 13) 

Based on the regression results, the degree of impact of factors measuring 

IAF quality on accrual and real based earnings management is 

determined as follows: 

EM = 0.434623 - 0.071486*Big4 - 0.059620*INDEPT - 

0.035829*QuPRO - 0.034082*COMP - 0.017247*IAFSize 

REM= 0.482163 -0.054973*INDEPT-0.048839*QuPRO -

0.028845*IAFSize  – 0.027155*COMP 

4.3.5.2 Discuss the research results 

Discuss the research results is presented in the thesis. 

Chapter 4 conclusion4 

CHAPTER 5: CONCLUSION AND  POLICY IMPLICATIONS 
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5.1. Conclusion 

Conclusion is presented in the thesis. 

 

5.2. Policy implications 

Based on the research results presented in Chapter 4, the thesis proposes 

some policy implications as follows: 

5.2.1 Corporate governance   

5.2.1.1 Board of Directors 

The research results in the thesis show that the impact level of the factors 

is not equal. For the accrual based earnings management, the factors are 

ranked from high to low: independent audit quality (coefficient of 0.071), 

independence and objectivity (coefficient equal to 0.060), IAF quality 

control (coefficient equal to 0.036), competence (coefficient equal to 

0.034) and finally internal audit size (coefficient equal to 0.017). 

For real based earnings management, the impact factors in the order are: 

independence and objectivity (coefficient equal to 0.055), IAF quality 

control (coefficient equal to 0.049), internal audit size (coefficient equal 

to 0.029) and the lowest is competence (coefficient equal to 0.027). 

In the context of limited resources, companies need to focus on the 

priority factors to earnings management. At this time, the Board of 

Directors can rely on the above research results to prioritize the selection 

of the most influential factors to impact in order to limit the earnings 

management of the managers. 

5.2.1.2 Organize the Internal Audit Department 

Based on this result, the author proposes some suggestion related to IAF 

organization, especially the quality assurance department organization to 

minimize earnings management. For the Internal Audit Department to 

operate effectively, the most important issue is to pay attention and 

improve the factors measuring IAF quality as follows: 
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a/ Independence and objectivity 

- Internal auditors should be independent of the audited subjects. 

- Internal Audit Department need having a reasonable organizational 

structure, It should be under the Board of Directors instead of the Board 

of Directors. 

- The appointment, dismissal, determination of remuneration of the 

Internal Audit department must be decided by the Board of Directors. 

b/ IAF quality assessment and control program 

The research results show that about 52.83% of Vietnam's Ilisted 

companies have developed IAF quality assessment and control programs 

and is factor measuring IAF quality that reduce the earnings 

management. However, due to lack of experience, companies have many 

difficulties in developing this program. Therefore, standardization of this 

programs based on the characteristics, size, management characteristics, 

business diversification and financial regulations of the company is 

necessary today. 

- In terms of content, this program should be designed to include 

assessments on compliance with regulations and professional ethics 

along with identification of contents to be improved by Internal Audit, 

following the guidance of the internal audit standards of IIA. 

- In terms of scope, to ensure IAF quality control, this program should 

include an internal and independent assessment level which are 

established and conducted on all aspects of the IAF. 

c/ Competence 

According to the research results, the average experience of the Internal 

Audit department at the listed companies is 6.15 years, the percentage of 

employees with professional certificates is 50.41%. This data shows that 

the experience and in-depth expertise of the Internal Audit staff at those 

companies is not high. Therefore, it is necessary to: Enhance the 
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knowledge, skills and professional experience of internal auditor. There 

should be a regulation on competence from the recruitment stage. 

Maintaining competence for internal auditors through continuous 

training. If using available human resources for Internal Audit 

department, attention should be paid to professional training. There is a 

reasonable policy for the Internal Audit staff to participate in advanced 

professional classes. In the long term, it is necessary to develop an 

intensive training program for the Internal Audit staff. There should be 

incentive policies for internal technicians. 

d/ Internal Audit Size 

The results of the study showed that the size of the internal audit 

department in listed companies currently averages 5.6 people and is a 

factor measuring IAF quality. Therefore, the Internal Audit Department 

needs to ensure the appropriate size. It  can increase or decrease 

depending on the requirements, the complexity of the company's 

business. On the other hand, the current trend shows that the Internal 

Audit department needs multi-disciplinary staff. So if the internal audit 

department is quite small, it will be difficult to support each other in the 

audit. Therefore, the size of internal audit should be suitable for effective 

control. The Internal Audit Department should also be divided into 

several groups, in charge of a different field. 

e/ Strengthen the relationship with ndependent auditing firms 

The research results show that about 59.35% of the listed companies are 

audited by independent auditing firms Big 4. On the other hand, the 

research results also show that the company audited by Big 4 is a factor 

measuring IAF quality that will minimize the earnings management. 

Therefore, it is necessary to strengthen the relationship with quality 

independent auditing firms every year to create a more effective control 

environment. 
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5.2.2 For independent audit 

If independent auditors want to use the work of internal audit to narrow 

or adjust the scope of the next audit, they need to consider the quality of 

IAF through competence, independence and objectivity, internal audit 

size, relationship between internal audit and quality independent auditing 

firms and IAF quality control to make appropriate decisions. However, 

because VSA 610 has not yet shown these contents clearly, author based 

on the results of the research and propose to supplement these contents 

to independent auditors to consider when evaluating IAF quality. 

5.2.3 For authorities 

a/ Improve the legal environment for IAF. 

b/ Need to form and develop the Association of Internal Audit. 

5.3. Limitations and the next research direction 

This study has some major limitations as follows: 

- The sample size is not large.  

- The study only focused on understanding the earnings management is 

taking place at the companies with establishment of IAF, not researching 

this behavior in both groups of companies: established and non-

established IAF. 

- The research only focused on determining the impact of factors 

measuring IAF quality at Vietnamese listed companies, not in other types 

of companies. 

- Due to the company's privacy policy, some sensitive factors cannot 

collect data in oder to add to research model.  

From these limitations, further research can further expand other actors 

measuring IAF quality such as: support for IAF, considering Internal 

Audit to be a training channel for future managers, company size, ... 

how to affect the earnings management once Vietnam has requested to 

publish this information adequately. 
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Chapter 5 conclusion 
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