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INTRODUCTION  

1. Rational 

Earnings quality (EQ) is an important factor in financial 

health assessment of a company (Bellovary et al., 2005). However, 

this factor is ignored by the users of financial statements. There are 

many different definitions of the earnings quality: (1) the difference 

between the reported earnings and the actual earnings of the 

company (Pratt, 2010); (2) the degree of information risk that the 

company provides (Ecker et al., 2006); (3) financial performance 

information (Dechow et al., 2010).  

A large number of studies around the world on earnings 

quality evaluate the earnings quality of IPO companies because IPO 

companies have a strong incentive to report increased profits in order 

to have a positive effect on stock prices. For most countries in the 

world, the IPO and the initial listing of shares take place at the same 

time, in Vietnam, the initial listing of shares usually takes place after 

the IPO. In order to qualify for a listing, a company needs to meet the 

requirements for an initial public offering. This requires the company 

to maintain a reasonable profit margin. So the company can report 

higher profit at this step. Then, to be able to list shares for the first 

time on the market, they have to meet even more difficult conditions. 

This action leads to the consequence that after the time of initial 

listing, the company's earnings do not continue to maintain and 

gradually decreases over time when previous accruals are adjusted to 

be reasonable. 

In the Vietnamese market, the research on earnings quality is 

quite limited, not considering the impact of many factors on earnings 
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quality. Most researches focus on analyzing various forms of 

earnings management, determining the model of earnings 

management, the factors that govern earnings management behavior, 

and the impact of earnings management on stock market. Only one 

study evaluated the earnings management behavior of companies 

issuing additional shares (Nguyen Cong Phuong, 2017). Thus, the 

issue of the earnings quality listed for the first time on the stock 

market has not been evaluated, while this is a very big motive for the 

company's earnings management.  

Another aspect to evaluate is that when a company is first 

listed on the market, what factors will the company use to interfere in 

profits. Recently, a number of studies have suggested that factors 

including financial leverage, dividend payout ratio, size, and cash 

flow can be considered as financial constraints (Linn & Weagley, 

2019; Jang et al., 2019; Kaushik et al., 2019; Driver & Muñoz-

Bugarin, 2019; Fernando et al, 2012). In the case of Vietnam, these 

factors have not been combined to form a single index assessing the 

company's ability to access funds. For first-time listed companies, 

they often suffer from financial constraints because the company is 

less known by the market participants and does not receive high 

credit from them.  

Based on theoretical, empirical evidence, as well as the 

actual situation in the initial listed companies on the stock market, 

research and implementation of the topic: “The earnings quality of 

initial listing companies in Vietnam’s stock market”. 

2. Research objectives  
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[1] Examining EQ among IL companies in Vietnam’s stock 

market. 

[2] Examining EQ determinants of IL companies in Vietnam’s 

stock market. 

3. Research subject and scope  

 Subject: EQ among IL companies in Vietnam’s stock 

market. 

 In terms of space: are non-financial IL companies in 

Vietnam’s stock market.  

 In terms of time: data of non-financial IL companies in 

Vietnam’s stock market are collected from 2009 to 2019. 

 In terms of measuring EQ: managing profits through 

discretionary accruals and through real transactions. 

4. Research approach  

 Approach: The study uses a empirical approach to determine 

the quality of profits and the factors that affect the quality of profits 

of IL companies in Vietnam’s stock market..  

 Methodology: The research method favors quantitative 

analysis through setting research hypotheses for each factor in the 

model, measuring the independent and dependent variables, 

collecting and processing data, hypothesis testing.  

5. New contributions of thesis  

 New contributions on academic side  

First, the study adds to the knowledge by providing evidence 

on the opportunistic earnings reporting behavior of these firms in an 

emerging market. 
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Second, the addition of the "financial constraints" factor 

makes the research results provide new valuable evidence on the 

influence of this factor on the earnings quality. This opens the door 

for the use of this factor for future research. 

 New contributions on pratical side  

Firstly, the results of the evaluation of earnings quality will 

help investors, owners, and creditors have more prudent judgment in 

making investment decisions and financial decisions. In addition, it 

is a basis for relevant regulatory agencies to consider to strengthen 

the management of companies' initial listing activities to protect 

investors. 

Second, provide investors, audit firms, creditors, owners, and 

governments with important factors seen as signs of poor earnings 

quality to monitor and evaluate closely.  

Third, for the researcher alone, the results of this work will 

be the reference basis for more in-depth studies on the earnings 

quality. 

6. Research structure  

Thesis content is organized by chapters as following. 

Chapter 1: Theoretical basis and research overview on 

earnings quality  

Chapter 2: Research methodology 

Chapter 3: Research results 

Chapter 4: Discussion and recommendations  



5 

 

CHAPTER 1: THEORETICAL BASIS AND RESEARCH 

OVERVIEW ON EARNINGS QUALITY  

1.1. Earnings quality notion 

1.1.1. Earnings quality based on accruals (earnings management) 

The point of this criterion is that accruals will reduce the 

earnings quality. The earnings quality will be assessed through the 

analysis of the value of the accrual and adjusted accounts. 

Specifically, the adjusted accrual can be determined through: the 

increase or decrease in the sum of accruals, extraordinary accruals, 

relationship between accruals and cash flows. 

1.1.2. Earnings quality is based on retention, stability, and 

predictability of earnings 

Earnings retention: represents the extent to which current 

profits will become a permanent part of the future profit value chain. 

Earnings stability: is an important attribute that depends on 

the choice of the board of directors 

Earnings predictability: the ability of a company to forecast 

future profits based on current profits  

1.1.3. Earnings quality based on appropriate value 

Earnings adequacy is assessed using the Edwards Bell 

Ohlson (EBO) model because stock prices represent the market value 

of the company while accounting figures represent the value of the 

company based on on accounting standards and principles. 

1.1.4. Earnings quality is based on timeliness and prudence 
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According to Beaver and Ryan (2005), the prudential 

principle in accounting can be classified into two cases: (1) 

conditional prudence and (2) unconditional prudence. 

1.1.5. Profit quality based on real trading 

Earnings Quality can be assessed through the actual 

performance of the company (Healy & Wahlen, 1999). A change in 

real performance is seen as a bias in governance behavior that causes 

stakeholders to misunderstand the ability to achieve financial 

objectives. 

1.2. Earnings quality theories 

1.2.1. Opportunism theory 

The theory points out two main angles: (1) investors are not 

aware of EM among managers and (2) investors cannot observe EM 

among managers (Conner & Prahalad, 1996). Based on this theory, 

the author assumes that companies are more likely to manipulate 

earnings before IL to attract more investors. The theory partly 

explains the correlation between IL companies and EQ. 

1.2.2. Information asymmetry theory 

According to Verdi (2006) and Hope et al. (2009), managers 

often adjust information on financial statements to maintain the 

company’s stand in front of investors under information asymmetry. 

Such a behavior covers the company’s current situation and causes 

investors to make mistakes. The reduction of information asymmetry 

helps mitigate financial constraints and heighten EQ (Biddle et al., 

2009; Biddle & Hilary, 2006).  
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Based on the theory, companies are supposed to have a 

clearer understanding of firm operation than do investors and 

creditors, so they choose to adjust earnings to draw their attention as 

well as limit financial constraints.  

1.2.3. Signalling theory 

Signalling Theory suggests that managers have a clear 

understanding of internal information and have the motivation to 

reveal such information to the market and that information 

asymmetry does not exist. Managers adjust statistics on financial 

statements to bring good information on firm prospects to the market 

(Gunny, 2010; Linck et al., 2013; Louis & Robinson, 2005). Before 

SEO or stock split, companies actively announce large accruals to 

increase profits so that investors can acknowledge their prospects 

(Louis & Robinson, 2005). Based on the theory, financial constraints 

and IL motivate EM.  

1.3. Earnings quality measurement 

According to previous studies, if earnings shows certain 

attributes that investors want to have in earnings profit, then profit is 

considered quality. Roychowdhury (2006), Patricia Dechow et al. 

(2010),  and Parte-Esteban & García (2014) suggest some proxies for 

EQ. 

1.4. Earnings quality determinants 

1.4.1. Financial constraints 

Sponsorship and access to internal and external capital are 

essential parts of the company's operations. Limited access to 

funding is considered a financial constraints. Small and medium 
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enterprises (SMEs) often confront financial constraints compared to 

large ones (Hope, 2003). Companies with low EQ are subject to high 

borrowing costs (Ghosh & Moon, 2010). Therefore, companies 

actively supply good information on firm prospects to lessen capital 

costs (Feltham et al., 2007; Ghosh & Moon, 2010). Financially 

constrained companies manage earnings to make creditors mislead 

EQ so as to obtain capital more easily (García-Teruel, 2014; Ghosh 

& Moon, 2010; Warfield et al., 1995). Hence, financially constrained 

companies due to high debt ratios attempt to adjust earnings to be 

higher (Ghosh & Moon, 2010). 

1.4.2. The independence of the Board Directors 

The board is mainly controlled by independent members 

who are better able to supervise and control the manager (Dunn, 

1987). In practice, the board is mainly controlled by independent 

outside members to help eliminate the problem of representation by 

monitoring and controlling the manager's opportunistic behavior 

(Jensen & Meckling, 1976). Companies with more independent 

directors will have higher EQ through reduced EM behavior. 

Dechow et al. (1996) and Beasley (1996) used US data and found 

that firms with boards controlled by outside members were less 

likely to engage in accounting fraud. In Greece, Dimitropoulos and 

Asteriou (2010) identified firms with a greater proportion of outside 

members reporting higher quality profits (measured through self-

determined or unusual accruals. 

1.4.3. Auditing quality 

Auditing helps control financial activities, accounting 

policies, and the quality of financial statements. It also limits the 
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conflicts between shareholders and managers (Xie et al., 2003). 

Companies audited by Big 4 agencies often have better EQ (Van 

Tendeloo & Vanstraelen, 2008).  

1.4.4. Liquidity 

Liquidity helps evaluate the financial position as well as 

predict the ability of success, failure, and bankruptcy of a company 

(Narenhra, 2013). The higher liquidity is the higher the financial 

position becomes (Delen et al., 2013). Some research has clarified 

the positive impact of liquidity on EQ (Hamidzadeh & Zenali, 2015). 

1.4.5. Sales growth 

Profit increase thanks to sales growth indicates earnings 

persistence because companies boost growth based on sales are less 

likely to adjust accruals (Ertimur et al., 2003).  

1.4.6. Profitability 

Companies with high profitability provide information with 

higher validity (Lin & Wu, 2014). Profitability helps enhance a 

company’s financial position and raise liquidity. Given that, 

companies have an incentive to report operating results with better 

EQ (Hamidzadeh & Zeinali, 2015).  

Financial leverage shows potential risks and is related to 

accrual accounting and financial statements. So, financial leverage 

has a strong relationship with EQ (Waweru & Riro, 2013). Financial 

costs have a certain impact on accruals and are higher in companies 

with low EQ (Hassan & Bello, 2013). The use of financial leverage 

helps companies to make transactions with huge capital, so they will 
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have lower profits, which mitigates EM and heightens EQ 

(Ramadan, 2015).  

1.5. EQ in the case of Vietnam 

Empirical studies on EQ in Vietnam remain limited. Some 

studies focus on the definition of EM, the differences between EM 

practices, and the tendency to adopt EM within an enterprise (Pham 

Thi Bich Van, 2014). Other studies examine the suitability of the 

adjusted Jones model (Phuong & Phuong, 2017) and accruals (Pham 

Thi Bich Van, 2015) in identifying EM. The rest evaluates the 

determinants of EQ (Nguyen Thi Phuong Hong, 2016). 

CONCLUSION OF CHAPTER 1 

CHAPTER 2: RESEARCH DESIGN  

2.1. Research hypothesis  

2.1.1. Financial constraints and EQ 

The relationship between financial constraints and EQ can be 

explained through two main theories including Opportunism Theory 

and Signalling Theory. 

 Besides, financially constrained companies often have 

difficulty obtaining capital in the financial market and suffer higher 

transaction costs when borrowing funds. Based on Signalling 

Theory, financially constrained companies are more likely to 

participate in earnings manipulation. Doing so helps companies bring 

good signals to investors. EM among financially constrained 

companies leads to an abnormal increase in stock prices (Gunny, 

2010; Linck et al., 2013). 
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Hypothesis 1: “Financial constraints reduce EQ” 

2.1.2. Board independence and EQ 

Board independence is essential in supervising EM and 

protect the rights and interests of shareholders. The higher board 

independence the more disciplined managers become (Fama & 

Jensen, 1983). EM will be lessened with the higher level of board 

independence (Uzun et al., 2004; Peasnell et al., 2005). 

Hypothesis 2: “The higher board independence the better EQ” 

2.1.3. Audit quality and EQ 

Auditors play an important role in minimizing intentional 

and unintentional mistakes (DeAngelo, 1981). Big 4 agencies are 

imperative in improving EQ in countries with the strict mechanism 

of investor protection (Kosi & Valentincic, 2013).  

Hypothesis 3: “Good audit quality improves EQ” 

2.1.4. Liquidity and EQ 

Liquidity is evaluated through the cash ratio. Companies 

with low liquidity aim to reveal more information to the market, so 

they are more likely to practise EM (Hamidzadeh & Zeinali, 2015). 

Hypothesis 4: “The higher liquidity the higher EQ” 

2.1.5. Sales growth and EQ 

The rivalry theory suggests that an increase in earnings 

thanks to increased sales is more sustainable than that owing to 

lessened costs (Porter, 1980). Increased sales make it possible to 

enhance earnings persistence (Ghosh et al., 2010).  

Hypothesis 5: “Sales growth has a positive influence on EQ” 
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2.1.6. Profitability and EQ 

Companies actively provide investors with information on 

earnings to help them evaluate firm performance (Chen et al., 2014). 

Profits increase a company’s financial position, so companies have 

an incentive to report firm performance with high earnings 

(Hamidzadeh & Zeinali, 2015). 

Hypothesis 6: “Profitability reduce EQ” 

2.2. Regression model 

 Static model 

- Independent variable at time t 

0 1 2 3 4 5 6it it it it it it it itEQ FC LIQ PROF Sales Audit IND                (2.1) 

- Independent variable at time t – 1 

0 1 1 2 1 3 1 4 1 5 1 6 1it it it it it it it itEQ FC LIQ PROF Sales Audit IND                     (2.2) 

 Dynamic model 

- Independent variable at time t 

0 1 1 2 1 3 1 4 1 5 1 6 1 7 1it it it it it it it it itEQ EQ FC LIQ PROF Sales Audit IND                        (2.3) 

- Independent variable at time t – 1 

0 1 1 2 1 3 1 4 1 5 1 6 1 7 1it it it it it it it it itEQ EQ FC LIQ PROF Sales Audit IND                        (2.4) 

2.3. Dependent variable measurement 

2.3.1. The choice for EQ measurement 

The measurements based on accruals and real activities can 

be applied to evaluate EQ because both have different approaches. 

Accruals depends on the manipulation of various factors to interfere 

earnings. As for IL companies and financially constrained ones, they 

will manipulate earnings via accruals, and the accruals make 

earnings abnormal. Real activities evaluate EM upon the time of 
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making decision related to firm transactions. IL companies with 

financial constraints often adjust earnings at the time of making 

decision for transactions to practise EM to achieve their desired 

earnings. 

2.3.2. EQ measured by accruals 

0 1 2 3

4 5

( ) ( ) ( )j t j j jt j jt j jt

j jt j jt jt

Size CFO Sales

OperCycle NegEarn

       

  

   

  
 

where ( )j t   represents accrual quality; jtSize  is firm size 

measured by the logarithm of total assets; 
( ) jtCFO

 is the standard 

deviation of operating cash flow; ( ) jtSales  is the standard 

deviation of firm sales; jtOperCycle  is firm operation cycle; 

jtNegEarn  is negative earnings during a 10-year period; jt
 is 

discretionary accrual quality. 

2.3.3. EQ measured by real activities 

0 1 1 2

1 1 1 1

1t t t
t

t t t t

CFO S S

TA TA TA TA
    

   


      

where tCFO  is normal cash flow at time t; 1tTA   is total 

assets at time t -1; tS
 is firm sales at time t; 1t t tS S S     is the 

difference in sales between t and t -1. 

Abnormal cash flow is calculated by subtracting normal cash 

flow (calculated from balance sheet) by normal cash flow (estimated 

from the model). 

t t tAbnormal CFO Accouting CFO Fitted CFO   

2.4. Independent variable measurement 
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Table 2.3. Independent variables in the regression model 

Variable Measurement 

Financial 

constraints 

WW Index: the combination of 6 factors 

in the single index including cash flow, 

dividends, leverage, size, industry 

growth, and firm growth. 

Board independence 
The number of independent members 

divided by the total. 

Audit quality 
Dummy variable denoted 1 if companies 

are audited by Big 4 and vice versa. 

Liquidity Current assets over current liabilities. 

Sales growth Sales growth at time t compared to t – 1. 

Profitability Earning after tax over total assets. 

2.5. Data collection 

Sampling standards: (1) companies only offer common 

stocks, (2) non-financial companies (not include banks, investment 

trusts, and insurance companies), (3) companies only have their 

stocks listed at the first time (eliminate those who are relisted after 

delisting), (4) audited companies (data with high accuracy), (5) 

companies with 5-year consecutive data (reduce missing data). The 

final sample includes 649 non-financial IL companies in HOSE and 

HNX in the period of 2009 – 2019 obtained from Thomson Reuters 

Eikon. 

2.6.  Estimation techniques 
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2.6.1.  Endogeneity 

There are three main causes of endogeneity: (1) variable 

omission, (2) simultaneous relationship between the dependent and 

independent variable, and (3) misspecification (Fitzmaurice et al., 

2012; Wooldridge, 2015).  

2.6.2. Static and dynamic approach 

In static approach, the research uses three estimators: (1) 

Pooled Ordinary Least Square (POLS), Fixed Effects (FE), and 

Random Effects (RE). However, in dynamic approach, there is an 

endogenous problem due tot the correlation between the error term 

and the lagged dependent variable in the regression model. 

Therefore, as for dynamic approach, the research uses System 

Generalized Method of Moments to resolve endogeneity. 

CONCLUSION OF CHAPTER 2 

CHAPTER 3: RESEARCH RESULTS 

3.1.  EQ analysis 

EQ measurement study based on MHF and MHR. For these 

two representative variables, the study divides the EQ into three 

levels: low EQ, normal EQ, and high EQ. In this thesis, the study of 

distributing the highest 30% of accrual value and the highest real 

transaction belongs to the observation with low EQ, 30% of the value 

of the accrual and the lowest real transaction belongs to the highest 

quality observation profit margins are high, and the remaining 40% 

value is observed to be of medium EQ. 

3.1.1.  EQ based on accruals (MHF) 
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First, the study presents a descriptive statistic for the MHF-

based measurable EQ. For descriptive statistics, the study will 

present the number of observations, mean value, standard deviation, 

variance, minimum value, and maximum value. 

In table 3.1, we can see that compared with the average 

value, the variation level of MHF variable is not too high (the highest 

is 0.148 and the lowest is 0.066). The highest MHF value is 1.52 

(low EQ classification) and the lowest MHF value is 0.12 (high EQ 

classification). In summary, in table 3.1, we observe that EM through 

MHF is inversely related to EQ. The more obvious the signs of EM, 

the lower the EQ. 

3.1.2. EQ based on real value (MHR) 

Based on standard deviation and variance, the study found 

that all three different levels of MHF have not too high variation (the 

minimum value of standard deviation is 0.03 and the maximum is 

0.074, which accounts for a relatively small percentage of the value. 

medium). Finally, the maximum MHR value is 0.869 (low EQ 

classification) and the lowest MHR value is 0.199 (high EQ 

classification). In general, with the second variable representing the 

EQ, the study also observed that the EM based on MHR has an 

inverse relationship with the EQ. 

3.2. Earnings quality determinants 

3.2.1. Statistical description 

3.2.1.1. Independent variable statistics 

Considering the group of explanatory variables, the variable 

of audit quality is the variable with the most number of observations. 
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Similarly, the variable liquidity does not have a standard distribution 

because the degree and the sharpness are much different from the 

standard values. In addition, we observe that the mean (1.1192) and 

the median (0.8562) are close to the minimum value (0.2182) so the 

distribution will be skewed to the left and have a long tail to the 

right. The level of variation of this factor is also quite high compared 

to the average value (0.8767 vs 1.1192), which is the reason why this 

factor is difficult to achieve the normal distribution. This is a sign 

showing low liquidity of companies listed for the first time on the 

stock exchange. The remaining variables all show the distribution 

shape of the normal distribution asymptotic data (bell shape) when 

the slope and slope values are close to the standard values. In the 

independent variables, the financial constraints has not too high 

volatility compared to the average value and ranges from 0.2177 

(minimum value) to 0.7835 (maximum value).  

3.2.1.2. Statistics of independent variables according to the 

dependent variable 

a. EQ measured on accruals 

For the financial constraint variable, the higher the average 

value of this variable, the lower the EQ. On the contrary, the 

independence of the Board Directors, the higher liquidity and audit 

quality, the higher the EQ. However, revenue and profitability show 

that if the EQ is high, the EQ may be low or possibly high. 

b. EQ measured on real transactions  

The lower the mean value of the financial constraint 

variable, the higher the EQ measured by real transaction, however, 

the difference in mean value is not too large. The more independent 
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the BOD, the higher the EQ. Audit quality variable has high value 

for low and normal EQ. For real transactions, high revenue and 

profitability will most likely stem from the company's EM behavior, 

which explains the company's low EQ. 

3.2.1.3. Statistics of research variables by industry group 

The level of financial constraint for the industries in general 

does not differ too much, the lowest is science and technology 

(0.4599) and highest is the other service sector (0.5815). The level of 

independence of the BOD in all sectors is 50% higher and most of 

them are over 70% apart from the industry. All industries mostly 

show good audit quality and some industries are completely audited 

by Big4. The liquidity of companies is also quite high, with the 

highest being 1,8274 (support services) and the lowest being 0.7240 

(art, entertainment, and entertainment). All sectors showed revenue 

growth, with rental and leasing showing the highest growth (17.81%) 

and the lowest growth of supporting services (1.58%). Finally, 14/15 

industries show the profitability (good profitability) of the company. 

The only other service industry had a negative profit figure. 

However, the negative rate of return is not high (about 1.9%). 

3.2.2. Single-variable analysis  

The high correlation between the two dependent variables 

show that they can be alternatively used to represent EQ. Financial 

constraints and profitability have a negative correlation with these 

two proxies for EQ. Board independence, audit quality, liquidity, and 

sales growth have a positive correlation with these two proxies for 

EQ. The multicollinearity between two independent variables are not 

severe because all correlation coefficients are lower than 0.3. 
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3.2.3. Multi-variable analysis  

a. Static approach with Pooled Ordinary Least Square (POLS)  

The results show that financial constraints and profitability 

have a negative effect on EQ. The other variables have a positive 

impact on EQ. The estimated results are consistent across both 

measurements of EQ. 

b. Static approach with Fixed Effects Model (FEM)  

The results show that financial constraints and profitability 

have a negative effect on EQ. The other variables have a positive 

impact on EQ. The estimated results are consistent across both 

measurements of EQ. 

c. Static approach with Random Effects Model (REM)  

The results show that financial constraints and profitability 

have a negative effect on EQ. The other variables have a positive 

impact on EQ. The estimated results are consistent across both 

measurements of EQ.  

d. Dynamic approach with System Generalized Method of Moments 

(SGMM)  

The table shows the lagged variable of EQ. Its significantly 

positive coefficient confirms that the addition of the lagged variable 

is suitable because EQ in the past can explain EQ at present. The 

other variables show signs and significance level similar to the three 

previous tables. 

However, SGMM is only valid when all tests are satisfied. 

Firstly, the dependent variable has the first-order autocorrelation but 

not second-order autocorrelation. Secondly, Sargan and Hansen tests 



20 

 

indicate that all instrumental variables in the regression models are 

suitable. Thirdly, the number of instruments is smaller than the 

number of groups. The test results demonstrate that SGMM is 

appropriate to both models with different EQ proxies.  

CONCLUSION OF CHAPTER 3 

CHAPTER 4: DISCUSSION AND POLICY IMPLICATIONS 

4.1. Discussion 

4.1.1. EQ of IL companies in Vietnam’s stock exchange 

In general, the EQ of IL companies on the Vietnamese stock 

market is not high. Newly listed companies often interfere in profits 

through accruals and real transaction. The higher the accrual value 

and the real transaction, the lower the EQ. Therefore, these two 

factors are indicative signs for the EQ. A large proportion of IL 

companies in Vietnam’s stock exchange showed low quality of 

profits. 

4.1.2. The determinants of EQ among IL companies in Vietnam’s 

stock market 

4.1.2.1. Financial constraints and EQ 

The negative relationship between financial constraints and 

EQ demonstrates the suitability of Opportunism Theory, Rational 

Expectation Theory, and Signalling Theory in Vietnam’s market. As 

for IL companies in Vietnam, they often adopt EM to attract 

investors in the market. Stock listing is an opportunity companies 

can harness to increase their reputation in the market. Adjusted 

earnings are a way companies bring signals to the market to attract 
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investors. Finally, because investors always think that IL companies 

often manipulate earnings, they will practise EM to suit these 

behaviors. 

4.1.2.2. Board independence and EQ 

Board independence has a positive impact on EQ. Its 

influence can be explained based on the viewpoint from Information 

Asymmetry Theory. The participation of independent members helps 

improves information publicity. In Vietnam’s circumstance, IL 

companies in the stock exchange often have high information 

asymmetry because investors have no clear understanding of real 

firm operation.  

4.1.2.3. Audit quality and EQ 

Audit quality has the same trend with EQ. The variable also 

proves the existence of information asymmetry in Vietnam’s market. 

IL companies in the stock exchange often depend on the difference 

in information between managers and investors to conduct EM. The 

appearance of a professional audit agency in the process of 

publicizing information helps authenticate whether the data are real 

to companies and adjust them to appropriate numbers.  

4.1.2.4. Liquidity and EQ 

Liquidity has a positive impact on EQ. As for IL companies 

in the stock exchange with high liquidity, they are less likely to 

practise EM because companies with high liquidity can attract 

investors as well as increase their reputation in the market.  

4.1.2.5. Sales growth and EQ 
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Sales growth has a positive relationship with EQ. Sales 

growth is a good signal for firm performance. When companies have 

good signals, they can attract investors in the market easily without 

adjusting to high earnings because sales growth ensures high 

earnings. 

4.1.2.6. Profitability and EQ 

Profitability has a converse relation with EQ. Its effect is 

related to Information Asymmetry Theory and Signalling Theory. 

Companies rely on the deviation on information access to mislead 

investors with false information on the market.  

4.1.3. Conclusion for result discussion 

In the discussion, the research compares the estimated results 

from the regression models to previous hypotheses. The expected 

signs of all factors in theories are consistent to the findings. Thus, the 

higher financial constraints and profitability the lower EQ. On the 

other hand, board independence, audit quality, liquidity, and sales 

growth will result in better EQ.  

4.2. Recommendations 

4.2.1. Recommendations for investors 

Investors need to consider carefully when investing in for IL 

companies in Vietnam's stock market, especially it is necessary to 

evaluate the EQ based on the factors proposed in the research.  

4.2.2. Recommended for companies  

The company needs to improve the independence of BOD: 

(1) the company needs to comply with the regulation on the number 

of independent members on the board of directors, (2) strengthen 
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supervision and questioning of governance, and (3) some important 

decisions require approval of independent members of the Board of 

Directors.  

4.2.3. Recommended for regulators  

Regulatory policy is often aimed at controlling the 

company's EM and protecting investors from being fooled by virtual 

corporate disclosures. The study gives 2 recommendations as 

follows: enhancing the supervision of IL companies; improve the 

quality of independent audit.  

4.3. Limitation 

First, the use of only two measures of EM to evaluate the EQ 

is not comprehensive. 

Second, the study sample selection is relatively complicated. 

Third, the study assumes that if members of BOD are not on 

the BOD or on departments, they are considered independent. 

However, in practice this is not true. Limited data collection partly 

affects research results.  

CONCLUSION OF CHAPTER 4 
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CONCLUSION 

The study focuses on the assessment of the earnings quality 

of first-time listed companies on the Vietnamese stock market and 

the factors that influence the quality of their earnings. For the first 

objective, the study uses the accrual and real transaction variables to 

measure the earnings quality. The higher the values of these two 

variables, the more serious the level of profit intervention and the 

lower the earnings quality. The results show that the real transaction 

agent variable detects more firms with lower earnings quality than 

the accrual proxy variable. In addition, a large number of 

observations for first-time stock exchange listed firms indicate low 

earnings quality. Therefore, investors should be really careful when 

investing in newly listed companies and the government should 

monitor the earnings management behavior of these companies. 

For the second objective, the study evaluates the factors 

affecting the earnings quality through the static model and the 

dynamic model. The regression results indicate that financial 

constraints and profitability have a negative impact on earnings 

quality. Therefore, an increase in both of these factors indicates a 

poor earnings quality. In contrast, factors such as BOD 

independence, audit quality, liquidity, and revenue growth have a 

positive impact on earnings quality. These factors are also the basis 

that the government can use to intervene in a timely manner to 

prevent profit distortions to minimize investor losses. 
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