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$FFUXDO EDVHG HDUQLQ V PDQD HPHQW

$(0 LQGLFDWHV WKH VFHQDUL LQ KLFK

PDQD HUV H[HUFLVH WKHLU GLVFUHWL Q UHODWLQ

to accrual items to in ate their reported
HDUQLQ V ;LH HW DO LIIHUHQW IU P

cash ow accounting method, accrual
DFF XQWLQ OHDYHV U P I U HVWLPDWL Q DQG

DOV D VHHG I XQFHUWDLQW 7 GLVW UW HDUQLQ V

PDQD HUV FDQ YHUVWDWH DVVHWV E UHF UGLQ

KL KHU UHFHLYDEOHV U LQYHQW ULHV WKU X K

WKH DGMXVWPHQWV I SU YLVL QV I WKHVH LWHPV

7KH GLVW UWHG F PS QHQW I DFFUXDO HDUQLQ V

LV UHIHUUHG W GLVFUHWL QDU DFFUXDOV GLVWLQFW

IU P Q Q GLVFUHWL QDU DFFUXDOV KLFK

LV D Q UPDO DFFUXDO F PS QHQW F PLQ

EV UDF

KLV D HU H DPLQHV KH LP DF I D GL T D L DQG V D H QHUVKL Q DFFU D EDVHG

earnings management in Vietnamese listed �rms. We �nd that �rms which are audited by
QH I LJ ) U D GL LQJ F P DQLHV H L H ULFH D HUK VH& HUV (UQV QJ DQG

DUH HVV LNH HQJDJH LQ HDUQLQJV PDQDJHPHQ KDQ K VH D GL HG E 1 Q LJ

Four companies. We also �nd that the higher the proportion of state ownership accounts in
outstanding shares, the less earnings management is. Based on the results, we conjecture
KD D LJ ) U D GL U HQGV UHV UDLQ KH VH I DJJUHVVLYH DFF Q LQJ DQG PDNH KH

audited �nancial statements in compliance with the standards. Also, enterprises with higher
U U L Q I V D H QHUVKL PD KDYH U HF L Q IU P KH J YHUQPHQ DV H DV HVV

UHVV UH PHH KH PDUNH H HF D L QV KDQ KHLU F Q HU DU V UHV LQJ LQ HVV HDUQLQJV

management.
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IU P LQFUHDVHG LQYHVWPHQW $(0 LV HDVLO

VFUXWLQL]HG E XWVLGHUV VXFK DV FUHGLW UV

DXGLW UV U YHUQPHQW UH XODW UV )UDQFLV

,Q 9LHWQDP WKHUH LV OLWWOH HPSLULFDO

HYLGHQFH Q WKH P QLW ULQ I XWVLGHUV YHU

WKH DFFUXDO EDVHG HDUQLQ V PDQD HPHQW

$OSK QVH DQG DQ DVVHUW WKDW WKH

DFFUXDO F PS QHQW I HDUQLQ V KDV O HU

persistence than the cash ow component,
VX HVWLQ D VL Q I $(0 LQ 9LHWQDP VW FN

market. They also �nd that �rms with low
�nancial distress risk have greater differential
persistence between cash ows and accruals
than �rms with high �nancial distress risk.
The �ndings suggest that the monitoring by
FUHGLW UV SUHYHQWV PDQD HUV I GLVWUHVVHG

�rms from in ating earnings. This means that
H[WHUQDO IDFW UV G DIIHFW $(0 I9LHWQDPHVH

listed �rms.

2QH I LPS UWDQW H[WHUQDO IDFW UV LQ

OLPLWLQ WKLV SS UWXQLVWLF PDQD HULDO

EHKDYL U LV DXGLW VHUYLFH $ F PSDQ PD

establish �nancial statements in a prudent
DQG F QVHUYDWLYH PDQQHU KHQ DXGLWHG

by a reputable and highly quali�ed �rm
0F1LFK OV DQG 6WXEEHQ 7KHUH KDYH

EHHQ PDQ VWXGLHV Q WKH LPSDFW I DXGLWLQ

quality on pretax pro�t management behavior
in �nancial reporting (Becker et al., 1998,
Boone et al., 2010, Jenkins and Velury, 2008,
/HQDUG DQG <X 7KHUHI UH H H[SHFW

WKDW DXGLW TXDOLW UHVWULFWV $(0 LQ 9LHWQDP

DV HOO 2Q WKH WKHU KDQG V PH SDSHUV

indicate the in uence of business ownership,
LQ SDUWLFXODU VWDWH QHUVKLS Q HDUQLQ V

PDQD HPHQW ,Q F QWUDVW W WKH F QYHQWL QDO

EHOLHI WKDW VWDWH QHUVKLS LV D PDM U EDUULHU

to corporate ef�ciency, dominated state
ownership �rms have better earnings quality
O HU OHYHOV I HDUQLQ V PDQD HPHQW

WKDQ G PLQDWHG SULYDWH QHUVKLS :DQ

DQG <XQ ,Q 9LHWQDP VWDWH QHG

HQWHUSULVHV DUH SHUFHLYHG DV LQHIIHFWLYH

and inef�cient, and the capital contribution
DQG VXSS UW IU P WKH VWDWH OHDG W PDUNHW

GLVW UWL QV ,Q VXFK DQ HQYLU QPHQW LWK

LQHIIHFWLYH F US UDWH YHUQDQFH DQG

LQDGHTXDWH PDUNHW GLVFLSOLQH PDQD HUV DUH

OLNHO W H[HUFLVH SS UWXQLVWLF EHKDYL U

:DQ DQG <XQ HYHU WKH

,QI UPDWL Q LVFO VXUH DQG 7UDQVSDUHQF

$VVHVVPHQW 3U UDP FDUULHG

out by the Hanoi Stock Exchange �nds
that listed �rms with state ownership
KDYH KL KHU TXDOLW DQG WUDQVSDUHQF LQ

SXEOLVKHG LQI UPDWL Q DQG WKDW WKH KL KHU

WKH VWDWH QHUVKLS WKH KL KHU WKH TXDOLW

I LQI UPDWL Q GLVFO VXUH DQG WUDQVSDUHQF

)DFLQ WKH HPHU HQFH I PL[HG LQI UPDWL Q

VWUHDPV UHODWHG W WKH SHUI UPDQFH DQG

EXVLQHVV SHUDWL QV I HQWHUSULVHV KDYLQ

VWDWH QHUVKLS LQ 9LHWQDP H GHFLGH W

H[DPLQH WKH K S WKHVLV UHODWHG W WKH LPSDFW

I VWDWH QHUVKLS Q HDUQLQ V PDQD HPHQW

We �nd that �rms which are audited
by one of Big Four auditing companies
HO LWWH 3ULFH DWHUK XVH& SHUV (UQVW

< XQ DQG .30* DUH OHVV OLNHO W HQ D H

LQ DFFUXDO EDVHG HDUQLQ V PDQD HPHQW WKDQ

those audited by Non-Big Four companies.
We also �nd that the higher the proportion
I VWDWH QHUVKLS DFF XQWV LQ XWVWDQGLQ

VKDUHV WKH OHVV HDUQLQ V PDQD HPHQW LV

5 TÍN, C. 2016. Chất lượng công bố thông tin: Doanh nghiệp niêm yết có vốn nhà nước càng cao càng minh bạch 
[Online]. Available: http://baodautu.vn/chat-luong-cong-bo-thong-tin-doanh-nghiep-niem-yet-co-von-nha-
nuoc-cang-cao-cang-minh-bach-d54162.html [Accessed 03/02/2017.
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7KH VWUXFWXUH I WKLV SDSHU LV DV

I OO V 6HFWL Q LYHV D EULHI UHYLH

DE XW SUL U VWXGLHV Q DFFUXDO EDVHG

HDUQLQ V PDQD HPHQW DXGLW TXDOLW DQG

VWDWH QHUVKLS 6HFWL Q LQWU GXFHV

PHWK G O 6HFWL Q LOOXVWUDWHV GDWD

VHOHFWL Q DQG SUHVHQWV VWDWLVWLF UHVXOWV

6HFWL Q SU YLGHV HPSLULFDO UHVXOWV DQG WKH

last section concludes some �ndings.

/L HUD XUH UH LH

$FFUXDO EDVLV LV WKH EDVLF DFF XQWLQ

SULQFLSOH LQ KLFK HF Q PLF WUDQVDFWL QV DUH

UHF UGHG KHQ WKH FFXU Q W KHQ FDVK LV

SDLG 7KLV OHDGV W WKH KHWHU HQHLW EHW HHQ

the cash ow and the accounting pro�t of the
EXVLQHVV 7KH GLIIHUHQFH EHW HHQ DFF XQWLQ

pro�t and cash ow is called accruals.
Accruals adjust the recognition of cash ow
YHU WLPH LQ UGHU W PHDVXUH DFFXUDWHO

EXVLQHVV SHUI UPDQFH YHU D LYHQ SHUL G I

WLPH $OWK X K DFF XQWLQ VWDQGDUGV SUHVFULEH

WKH SULQFLSOHV I UHF UGLQ LQF PH H[SHQVHV

DVVHWV FDSLWDOV GHWHUPLQLQ WKH LQFXUULQ WLPH

DQG DFF XQWLQ HVWLPDWHV GHSHQGV YHU PXFK

Q WKH GLVFUHWL Q I PDQD HUV 7KLV FDQ FDXVH

DFFUXDOV W EHF PH XQUHOLDEOH GLVW UWLQ WKH

accounting pro�t of the business (Richardson
HW DO 6O DQ

$XGLWLQ LV DQ HIIHFWLYH D I H[WHUQDO

P QLW U HPSO HG E VKDUHK OGHUV W V OYH

agency problems (Jensen and Meckling,
7KH YDOXH I DXGLWLQ LV UHDW

EHFDXVH DXGLWLQ UHGXFHV WKH PLVUHS UWLQ

of accounting information. Kinney Jr and
0DUWLQ F QFOXGH WKDW DXGLWLQ UHGXFHV

WKH YHUVWDWHPHQW LQ SUH DXGLW QHW HDUQLQ V

and net assets. Alzoubi (2016) shows that Big
Four auditors restrain signi�cantly earnings
PDQD HPHQW EHKDYL UV LQ OLVWHG F PSDQLHV

/LNH LVH 9DQ 7HQGHO DQG 9DQVWUDHOHQ

VWXG WKH SULYDWH VHFW U F QVLGHULQ

differences in audit of Big Four and Non-
Big Four companies. The Big Four auditors
KDYH UHDW LQFHQWLYHV W SU YLGH DQG PDLQWDLQ

D KL K TXDOLW DXGLW H[WHQW EHFDXVH WKH

KDYH P UH FXVW PHUV W WDNH FDUH I WKXV

IXUWKHULQ WKH FKDQFHV W DOO FDWH LPS UWDQW

UHV XUFHV W DXGLWLQ VXFK DV HPSO PHQW

WHFKQ O DQG WUDLQLQ LQ UGHU W SU WHFW

their clients and their reputation (Rusmin,
2010, Van Caneghem*, 2004). Besides, since
WKH KDYH EHWWHU UHSXWDWL Q WKH KDYH P UH W

O VH LI WKHLU UHSXWDWL Q LV GDPD HG LQ FDVH I

LQIHUL U DXGLW VHUYLFH

The ownership structure of a �rm is
F QVLGHUHG DQ HIIHFWLYH PDQD HUV P QLW ULQ

mechanism, so it plays a signi�cant role in
F QVWUDLQLQ HDUQLQ V PDQD HPHQW 3UL U

OLWHUDWXUH VX HVWV WKDW GLIIHUHQW QHUVKLS

VWUXFWXUHV LPSO GLIIHUHQW LQFHQWLYHV W

control and monitor a �rm’s management
0 UFN HW DO 6KOHLIHU DQG 9LVKQ

) U H[DPSOH QHUVKLS F QFHQWUDWL Q

LPSOLHV WKH OHYHO I LQI UPDWL Q DV PPHWU

EHW HHQ PDQD HUV DQG VKDUHK OGHUV DQG

this in uences the quality of earnings and
PDQD HUV DFF XQWLQ FK LFHV QQHOO

DQG / QFK )DQ DQG : Q

7KH TXDOLW I HDUQLQ V LV DOV DVV FLDWHG

LWK GLIIHUHQW W SHV I QHUVKLS ) U

H[DPSOH PDQD HPHQW QHUVKLS PD KDYH

D QH DWLYH HIIHFW Q HDUQLQ V PDQD HPHQW

(War�eld et al., 1995) or a positive effect
GXH W HQWUHQFKPHQW U H[SU SULDWL Q HIIHFWV

(Cheng and War�eld, 2005). Other studies
LQYHVWL DWH KHWKHU LQVWLWXWL QDO LQYHVW UV

KDYH DQ LPSDFW Q HDUQLQ V PDQD HPHQW

& UQHWW HW DO (EUDKLP :DQ

DQG <XQ LQYHVWL DWH WKH LPSDFW I

VWDWH QHUVKLS Q HDUQLQ V PDQD HPHQW

DQG GHP QVWUDWH WKDW KL KHU OHYHOV I VWDWH
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QHUVKLS WHQG W SUHYHQW WKLV EHKDYL U

0DQD HUV LQ G PLQDWHG VWDWH QHUVKLS

�rms have fewer incentives to in ate
HDUQLQ V GXH W GLIIHUHQW LQFHQWLYH VWUXFWXUH

associated with this kind of �rms, speci�cally
XDUDQWHHG F PSHQVDWL Q SODQ UDWKHU WKDQ

SD I U SHUI UPDQFH VFKHPH DQG VXSS UWLYH

credit conditions provided by state �nancial
LQVWLWXWL QV $GGLWL QDOO WKH SU WHFWL Q

E WKH YHUQPHQW UHGXFHV WKH SUHVVXUH

on managers to manipulate �rm-speci�c
information in state-owned �rms.

0H KRGRORJ

6XVSHFWLQ WKDW DXGLW TXDOLW DQG VWDWH

QHUVKLS KDYH DQ LPSDFW Q HDUQLQ V

PDQD HPHQW H SU S VH WKH EHO W

K S WKHVHV

+ (Q HU ULVHV D GL HG E D LJ ) U

F P DQ HQJDJH HVV LQHDUQLQJVPDQDJHPHQ

KDQ G HQ HU ULVHV D GL HG E D Q Q LJ

Four company.

H2: Enterprises with high proportion
I V D H QHUVKL HQJDJH HVV LQ HDUQLQJV

PDQDJHPHQ KDQ G HQ HU ULVHV L K

proportion of state ownership.

0HDVXUHPHQ RI GHSHQGHQ DULDEOH

) OO LQ SUL U OLWHUDWXUH VXFK DV

Jones (1991), Becker et al. (1998), we use
GLVFUHWL QDU DFFUXDOV DV SU [ I U HDUQLQ V

PDQD HPHQW 7 WDO DFFUXDOV FDQ EH GLYLGHG

LQW W F PS QHQWV Q Q GLVFUHWL QDU

DFFUXDOV DQG GLVFUHWL QDU DFFUXDOV :H

FDOFXODWH W WDO DFFUXDOV XVLQ DFF XQWLQ

information from cash ow statement:

KHUH
L
is total accruals of �rm L LQ

HDU Net_op_pro�t
L
is operating pro�t of

�rm L LQ HDU &DVKB
L
is cash ow from

SHUDWLQ DFWLYLWLHV LQ HDU VVH
L

LV W WDO

assets of �rm L LQ HDU

Jones (1991) proposes the following
P GHO W HVWLPDWH Q Q GLVFUHWL QDU DFFUXDOV

DQG GLVFUHWL QDU DFFUXDOV

KHUH
L
LV W WDO DFFUXDOV LQ HDU

VVH
L

LV W WDO DVVHWV LQ HDU ∆REV
L
LV

WKH FKDQ H LQ UHYHQXHV IU P HDU W HDU

(
L
is �xed assets in year 7KLV P GHO LV

HVWLPDWHG VHSDUDWHO I U HDFK F PELQDWL Q I

LQGXVWU DQG FDOHQGDU HDU 1 Q GLVFUHWL QDU

accruals is measured as the �tted value from
equation (1). Discretionary accruals is de�ned
DV WKH GLIIHUHQFH EHW HHQ W WDO DFFUXDOV DQG

Q Q GLVFUHWL QDU DFFUXDOV

HFK HW DO LQGLFDWH D OLPLWDWL Q

of the Jones (1991) model related to the
GLVFUHWL QDU UHYHQXHV DQG VX HVW WKH

Modi�ed Jones model as follows:

KHUH ΔREC
L
LV WKH FKDQ H LQ DFF XQWV

UHFHLYDEOH IU P HDU W HDU 7KLV LWHP LV

LQFOXGHG W F QWU O I UPDQD HU V GLVFUHWL Q LQ

UHF QL]LQ DFFUXH UHYHQXHV HFK HW DO



5(6($5&+�21�(&2120,&�$1'�,17(*5$7,21

( ( 1 /( 2120 ( (1R �

HYHU . WKDUL HW DO VK

that the Jones and modi�ed-Jones models
are severely mis-speci�ed when applied to
VDPSOHV H[SHULHQFLQ Q Q UDQG P DQG WKXV

VX HVW WKH SHUI UPDQFH PDWFKHG P GHO DV

I OO V

KHUH ROA
L

LV LQF PH EHI UH

H[WUD UGLQDU LWHPV VFDOHG E W WDO DVVHWV LQ

HDU

,Q WKLV SDSHU H HVWLPDWH GLVFUHWL QDU

DFFUXDOV VHSDUDWHO I U HDFK F PELQDWL Q I

LQGXVWU DQG FDOHQGDU HDU EDVHG Q HDFK I

WKH DE YH PHWK GV $ F PELQDWL Q LWK OHVV

WKDQ EVHUYDWL QV LV UHP YHG IU P WKH

VDPSOH 7KH DEV OXWH YDOXHV I GLVFUHWL QDU

accruals (denoted by ABSDA1, ABSDA2
and ABSDA3, respectively) are used as the
GHSHQGHQW YDULDEOHV LQ XU P GHOV

,QGHSHQGHQ DULDEOHV

7 WHVW XU K S WKHVHV H XVH W

YDULDEOHV , DQG OWN_STATE ,

takes 1 if the �rm is audited by one of
WKH I XU DXGLWLQ F PSDQLHV HO LWWH

3ULFH DWHUK XVH& SHUV (UQVW < XQ

DQG .30* OWN_STATE LV WKH SHUFHQWD H

of state ownership in the �rm. Additionally,
W WHVW WKH U EXVWQHVV I LPSDFW I VWDWH

QHUVKLS Q HDUQLQ V PDQD HPHQW

I OO LQ :DQ DQG <XQ H UHSODFH

OWN_STATE E STATE30 KLFK HTXDOV W

if a �rm’s state ownership is higher than 30%,
DQG WKHU LVH

RQ URO DULDEOHV

& US UDWH YHUQDQFH LV GHVL QHG

to mitigate con icts of interest between
PDQD HUV DQG VKDUHK OGHUV DQG WKXV LV

H[SHFWHG W UHGXFH HDUQLQ V PDQD HULDO

EHKDYL UV LQ F US UDWL QV 3UL U OLWHUDWXUH

KDG SU YLGHG HYLGHQFH Q WKH UHODWL QVKLS

EHW HHQ F US UDWH YHUQDQFH Q HDUQLQ V

PDQD HPHQW VHH &KLQ HW DO *DUFtD

Meca and Sánchez-Ballesta (2009); Davidson
HW DO & UQHWW HW DO DQG *K VK

HW DO 7KXV WKUHH F QWU O YDULDEOHV

UHODWHG W FKDUDFWHULVWLFV I E DUG 8

duality; IND - independence of board and
BOARD_SIZE - size of board of directors
DQG WKUHH YDULDEOHV I QHUVKLS OWN_
MNG - ownership of managers; OWN_
CON - ownership of block shareholders
and OWN_FR - foreign ownership DUH

LQFOXGHG LQ WKH P GHO )LQDOO I OO LQ

SUL U OLWHUDWXUH Q HDUQLQ V PDQD HPHQW

VXFK DV 0DUUDNFKL &KW XU X HW DO

*K VK HW DO DQG &KHQ HW DO

several �rm characteristics variables (ROA-
�rm performance; CFOA - operating cash
ows; LEV-leverage; LOSS- suspected �rms;
BM-Book-to-Market ratio; GROWTH - �rm
growth and SIZE-�rm size DUH DOV LQFOXGHG

DV F QWU O YDULDEOHV 0HDVXUHPHQW I F QWU O

YDULDEOHV DUH SUHVHQWHG ODWHU )LQDOO HDUO

DQG LQGXVWU GXPPLHV DUH DOV LQFOXGHG LQ WKH

model. Our �nal model is as below:
(

L
= α0 + α ,

L
+ α2OWN_STATEL

α3BOARD_SIZEL
+ α ,1

L
+α 8

L

α OWN_MNG
L
+ α7OWN_CONL

+ α OWN_
FR

L
+ α ROA

L
+ α10CFOAL

+ α (9
L

α12LOSSL + α13 L
+ α GROWTH

L

α SIZE
L
+ Σβ HDU + Σλj,QG V U j + εL

KHUH

(0 SU [LHV I U HDUQLQ V PDQD HPHQW

PHDVXUHG E WKH DEV OXWH YDOXH I

discretionary accruals ABSDA1, ABSDA2
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and ABSDA3, which are estimated from
the Jones (1991), Modi�ed Jones and
SHUI UPDQFH PDWFKHG P GHOV UHVSHFWLYHO

BIG4 = 1 if the �rm is audited by one of
the four Big Four companies, 0 otherwise

2:1 67$7( SHUFHQWD H I VWDWH

QHUVKLS

BOARD_SIZE= the number of members
LQ WKH E DUG

,1  WKH QXPEHU I Q Q H[HFXWLYH

PHPEHUV LQ WKH E DUG GLYLGHG E WKH QXPEHU

I PHPEHUV I WKH E DUG

8$/ LI WKH FKDLUPDQ LV WKH &(2

WKHU LVH

2:1 01* W WDO SHUFHQWD H I

QHUVKLS E WKH E DUG I PDQD HPHQW

2:1 &21 W WDO QHUVKLS I

shareholders holding at least 5% of shares

OWN_FR= percentage of foreign
QHUVKLS

ROA= Income before extraordinary items
VFDOHG E W WDO DVVHWV

CFOA= Operating cash ow scaled by
W WDO DVVHWV DW WKH EH LQQLQ

/(9 / Q WHUP OLDELOLWLHV VFDOHG E W WDO

DVVHWV

/266  LI WKH HDUQLQ V LQ WKH SUHYL XV

W HDUV DUH OHVV WKDQ ]HU WKHU LVH

BM= Book-to-market ratio

GROWTH = the percentage change
of sales, i.e. (Revenues

W
– Revenues

W

Revenues
W

SIZE= Natural logarithm of total assets.

DQG PHDQ WKDW α DQG α2 DUH H[SHFWHG
W EH QH DWLYH UHVSHFWLYHO :H XVH WKH

UGLQDU OHDVW VTXDUHV 2/6 PHWK G W WHVW

XU K S WKHVHV DV WKLV PHWK G LV F PP QO

XVHG LQ SUL U UHVHDUFK DE XW DFFUXDO EDVHG

HDUQLQ V PDQD HPHQW VXFK DV LQ &KHQ HW DO

* Q]iOH] DQG *DUFtD 0HFD

;LH HW DO ) U U EXVWQHVV FKHFN H

DOV HPSO WKH FU VV VHFWL QDO WLPH VHULHV

IHDVLEOH HQHUDOL]HG OHDVW VTXDUHV UH UHVVL Q

)*/6 W UHPHG DQ S VVLEOH ELDV GXH

W KHWHU VNHGDVWLFLW DQG VHULDO F UUHODWL Q

LPSU YLQ WKH UHOLDELOLW I WKH HVWLPDWHG

SDUDPHWHUV DQG W PDNH VXUH WKDW WKH

UH UHVVL Q UHVXOWV IU P WKH HPSLULFDO P GHO

DUH F QVLVWHQW

D D DQG GHVFULS L H V D LV LFV

We collect �nancial data of all �rms listed
Q WKH &KL 0LQK 6W FN ([FKDQ H DQG

DQ L 6W FN ([FKDQ H IU P W

IU P 9LHWVW FN HEVLWH DWD Q YHUQDQFH

FKDUDFWHULVWLFV DQG QHUVKLS VWUXFWXUH DUH

provided by Vietstock. Data on audit �rms
DUH SU YLGHG E 6W [SOXV H[FHSW I U GDWD

LQ KLFK LV F OOHFWHG IU P 9LHWVW FN

website. We use industry classi�cation by
9LHWVW FN KLFK LV EDVHG Q 7KH 1 UWK

American Industry Classi�cation System.
We also exclude �nancial �rms for the
SDUWLFXODULWLHV LQ WKHLU SHUDWL QDO DFWLYLWLHV

$IWHU HVWLPDWLQ GLVFUHWL QDU DFFUXDOV H

exclude 1% observations with smallest values
and 1% observations with highest values. A
W WDO I EVHUYDWL QV HUH H[FOXGHG 2XU

�nal data include 3879 �rm-year observations
UDQ LQ IU P W

7DEOH SU YLGHV D SUHOLPLQDU

F PSDULV Q LQ V PH NH YDULDEOHV EHW HHQ

�rms audited by one of the Big Four (Big
4 �rms) and the others (Non-Big 4 �rms).
The mean/median value of ABSDA1 in
Big 4 �rms (0.0801/0.0597) is signi�cantly
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lower than that in Non-Big 4 �rms
(0.0922/0.0702), suggesting that �rms
with Big 4 auditors have less discretionary
DFFUXDOV WKDQ WK VH DVV FLDWHG LWK WKHU

DXGLW UV 6LPLODU UHVXOWV DUH EWDLQHG LWK

other two proxies (ABSDA2 and ABDDA3)

I HDUQLQ V PDQD HPHQW 0 UH YHU WKH

signi�cant difference in ROA, LEV, BM and
SIZE of the two subsamples indicates that
Big 4-�rms have better performance, higher
OHYHUD H DQG KL KHU U WK DQG ODU HU VL]H

than Non-Big4 �rms.

7DEOH SU YLGHV D F PSDULV Q I V PH

key variables between �rms with state
ownership from 30% (STATE30 �rms)
and the others (non-STATE30 �rms). The
mean value of ABSDA1 in STATE30 �rms
(0.0861) is signi�cantly lower than that in
1 Q 67$7( VX HVWLQ WKDW

�rms with higher state ownership have less
GLVFUHWL QDU DFFUXDOV WKDQ WKHLU F XQWHUSDUWV

6LPLODU UHVXOWV DUHDOV EWDLQHG LWK WKHU W

proxies (ABSDA2 andABSDA3) of earnings
PDQD HPHQW 2QO WKH PHGLDQ GLIIHUHQFH I

WKH WKLUG SU [ I HDUQLQ V PDQD HPHQW LV

signi�cant, however, all the three median

Table 1. Mean/median differences between Big 4 and Non-Big 4 �rms

Big 4 �rms Non-Big 4 �rms 0HDQ

GLIIHUHQFHV

0HGLDQ

GLIIHUHQFHV9DULDEOHV 0HDQ 0HGLDQ 0HDQ 0HGLDQ

ABSDA1

ABSDA2

ABSDA3

ROA

/(9

BM

SIZE

ABSDA1, ABSDA2 and ABSDA3 are the absolute value of discretionary accruals estimated from
the Jones (1991), Modi�ed Jones and performance-matched models (equation (3), (4) and (5)),
respectively. ROA: Income before extraordinary items scaled by total assets, LEV: Long-term
liabilities scaled by total assets, BM: Book-to-market ratio, SIZE: Natural logarithm of total assets.
(***) and (**) indicate signi�cance at the 1% and 5% level, respectively. T-statistics are presented
in parentheses.
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values are lower for the STATE30 �rms.
Moreover, the signi�cant difference in ROA,
LEV, BM and SIZE of the two subsamples

indicates that STATE30-�rms have better
SHUI UPDQFH KL KHU OHYHUD H KL KHU U WK

and larger size than Non-STATE30 �rms.

7DEOH VK V WKH 3HDUV Q F UUHODWL Q

PDWUL[ I WKH WKUHH SU [LHV I HDUQLQ V

PDQD HPHQW DQG F QWU O YDULDEOHV $V

H[SHFWHG DOO WKUHH SU [LHV I HDUQLQ V

management and BIG4 are negatively
F UUHODWHG 7KH

results imply that Big 4 �rms, on average,
manage earnings less than Non-Big 4
�rms. We also �nd a signi�cantly negative

F UUHODWL Q EHW HHQ 2:1 67$7( DQG

WKUHH SU [LHV I HDUQLQ V PDQD HPHQW

LQGLFDWLQ

WKDW KL KHU VWDWH QHUVKLS PD KHOS

UHGXFH HDUQLQ V PDQD HULDO EHKDYL UV

6LQFH H G Q W EVHUYH DQ H[WUHPH

F UUHODWL Q DP Q LQGHSHQGHQW YDULDEOHV

PXOWLF OOLQHDULW VK XOG Q W EH D F QFHUQ

LQ XU UH UHVVL QV

Table 2. Mean/median differences between STATE30 and NON-STATE30 �rms

STATE30 �rms NON-STATE30 �rms 0HDQ

GLIIHUHQFHV

0HGLDQ

GLIIHUHQFHV
9DULDEOHV 0HDQ 0HGLDQ 0HDQ 0HGLDQ

ABSDA1

ABSDA2

ABSDA3

ROA

/(9

BM

SIZE

ABSDA1, ABSDA2 and ABSDA3 are the absolute value of discretionary accruals estimated from the
Jones (1991),Modi�ed Jonesandperformance-matchedmodels (equation (3), (4) and (5)), respectively.
ROA: Income before extraordinary items scaled by total assets, LEV: Long-term liabilities scaled
by total assets, BM: Book-to-market ratio, SIZE: Natural logarithm of total assets. (***) and (**)
indicate signi�cance at the 1% and 5% level, respectively. T-statistics are presented in parentheses.
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5HJUHVVLRQ UHVXO V

7DEOH UHS UWV WKH UH UHVVL Q UHVXOWV XVLQ

WKH 2/6 UH UHVVL Q W WHVW XU K S WKHVHV

The regression coef�cients on BIG4 in all
VL[ P GHOV DUH QH DWLYH DQG VWDWLVWLFDOO

signi�cant at the level of 5%. These outcomes
DUH F QVLVWHQW LWK WKH UHVXOWV LQ 7DEOH DQG

Table 3, which show that �rms audited by
one of the Big Four companies have lower
GLVFUHWL QDU DFFUXDOV WKDQ WKH WKHUV 7KHVH

results support our �rst hypothesis that the
high auditing quality of Big Four companies
UHGXFHV HDUQLQ V PDQD HULDO EHKDYL UV I

audited �rms. According to Rusmin (2010),
Big Four companies have better available
UHV XUFHV DQG SU IHVVL QDO WUDLQLQ DQG

H[SHUWLVH 0 UH YHU WKHLU UHSXWDWL Q DOV

P WLYDWHV WKHP W F QGXFW KL K DXGLWLQ

TXDOLW E FDXWL XVO VFUXWLQL]LQ WKHLU

clients’ �nancial reports. Our �nding is in
line with the studies by Becker et al. (1998)
LQ WKH 86 PDUNHW .LWL Q LQ WKH

6 XWKHDVW $VLDQ F XQWULHV DQG VWXGLHV E

$O] XEL )UDQFLV DQG 6FKLSSHU

9DQ 7HQGHO DQG 9DQVWUDHOHQ

The coef�cients on OWN_STATE and
67$7( LQ DOO VL[ P GHOV DUH DOV QH DWLYH

and statistically signi�cant at the level of 5%
KLFK LV LQ OLQH LWK WKH UHVXOWV LQ 7DEOH

and Table 3. This �nding supports our second
K S WKHVLV UH DUGLQ VWDWH QHUVKLS V

LPSDFW Q HDUQLQ V PDQD HPHQW 7KLV PHDQV

that �rms with dominated state ownership
F QGXFW OHVV HDUQLQ V PDQD HPHQW 7KLV

�nding is in contrast to the common notion
WKDW F PSDQLHV LWK G PLQDWHG VWDWH

QHUVKLS DUH UHODWHG W O HU TXDOLW LQ

SU YLGLQ DFF XQWLQ LQI UPDWL Q 7KHUH

DUH V PH S VVLEOH H[SODQDWL QV I U WKH

earnings quality of �rms with dominated

VWDWH QHUVKLS DV PHQWL QHG LQ :DQ DQG

<XQ )LUVWO WKH YHUQPHQW FDQ

DFW DV D G P QLW U WKDW KHOSV SUHYHQW

PDQD HUV IU P HDUQLQ V PDQD HPHQW

6HF QG WKH SU WHFWL Q E WKH YHUQPHQW

PD UHGXFH WKH SUHVVXUH Q PDQD HUV I

state-owned enterprises to in ate earnings.
0HDQ KLOH DQ WKHU DU XPHQW LQ LQ HW DO

FDQ DOV H[SODLQ XU UHVXOWV 7KH P UH

privatizing �rms have weaker position in the
market, due to speci�c political and historical
IDFW UV HQFH WKH DUH XQGHU KL KHU

pressure to report a better-than-real �nancial
SHUI UPDQFH W PHHW WKH PDUNHW H[SHFWDWL QV

7KH P GHO LQFOXGHV WKH YDULDEOHV

BOARD_SIZE, IND, DUAL, OWN_MNG,
OWN_CON, OWN_FR, ROA, CFOA, LEV,
LOSS, BM, GROWTH and SIZE to address
WKH S VVLELOLW WKDW GLVFUHWL QDU DFFUXDOV DUH

F UUHODWHG LWK WKHVH YDULDEOHV :KLOH WKHU

F QWU O YDULDEOHV DOP VW VK Q UHODWL QVKLS

with discretionary accruals, the coef�cient of
LEV is negative and statistically signi�cant at
the level of 1% in six models, suggesting that
highly levered �rms are less likely to engage
LQ HDUQLQ V PDQD HPHQW F QVLVWHQW LWK

3DUN DQG 6KLQ $OSK QVH DQG DQ

(2015). The coef�cients of BM are negative
and signi�cant in six regressions, implying
that low-growth (high BM) �rms are less
OLNHO W SUDFWLFH HDUQLQ V PDQD HPHQW LQ

OLQH LWK WKH VWXGLHV E &KHQ HW DO DQG

Alzoubi (2016). Coef�cients of OWN_MNG
LQ WKH UH UHVVL Q DQG DUH DOV QH DWLYH

and statistically signi�cant at the levels of 5%
and 10%, respectively. The result indicates
WKDW WKH KL KHU WKH PDQD HPHQW QHUVKLS

DFF XQWV LQ WKH XWVWDQGLQ VKDUHV WKH O HU

the probability that a �rm conducts earnings
PDQD HPHQW LQ DFF UGDQFH LWK * Q]iOH]

DQG *DUFtD 0HFD
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7DEOH 5HJUHVVLRQ UHVXO V XVLQJ 2/6 PH KRG

02 (/

VARIABLES ABSDA1 ABSDA1 ABSDA2 ABSDA2 ABSDA3 ABSDA3

BIG4

2:1 67$7(

67$7(

BOARD_SIZE

,1

8$/

2:1 01*

2:1 &21

OWN_FR

ROA

&)2$

/(9

/266

BM

GROWTH

SIZE
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02 (/

VARIABLES ABSDA1 ABSDA1 ABSDA2 ABSDA2 ABSDA3 ABSDA3

Year �xed effect <HV <HV <HV <HV <HV <HV

Industry �xed
HIIHFW

<HV <HV <HV <HV <HV <HV

& QVWDQW

2EVHUYDWL QV

R-squared
ABSDA1,ABSDA2andABSDA3are the absolute valueof discretionary accruals estimated from the Jones
(1991), Modi�ed Jones model and performance-matched model (equation (3), (4) and (5)), respectively.
BIG4 is a dummy, which takes 1 the �rm is audited by one of the four Big 4 companies, 0 otherwise.
OWN_STATE= state ownership (counted only if state ownership is 5% or higher). STATE30 is a dummy,
which takes 1 if a �rm’s state ownership is higher than 30%, and 0 otherwise. BOARD_SIZE= number
of members in the board; IND= number of non-executive members in the board divided by the number of
members of the board; DUAL is a dummy which takes 1 if the chairman is also the CEO; OWN_MNG=
total ownership of the board of management; OWN_CON= total ownership of shareholders holding at
least 5% of shares; OWN_FR= Total foreign ownership (counted only if the foreign ownership is 5% or
higher). ROA= Income before extraordinary items scaled by total assets, CFOA= Operating cash ow
scaled by lagged total assets; LEV= Long-term liabilities scaled by total assets; LOSS is a dummy which
takes 1 if the earnings in the previous two years are less than zero, 0 otherwise; BM= Book-to-market
ratio, GROWTH = (Revenuet – Revenuet-1) / Revenuet-1, SIZE: Natural logarithm of total assets.
(***), (**), (*) indicate signi�cance at the 1%, 5% and 10% level, respectively. T-statistics are
UHVHQ HG LQ DUHQ KHVHV

7DEOH UHS UWV WKH UH UHVVL Q UHVXOWV XVLQ WKH )*/6 PHWK G ,W FDQ EH VHHQ WKDW F PSDUHG

W WKH 2/6 PHWK G HVWLPDWHV XVLQ )*/6 DUH Q W PXFK VWDWLVWLFDOO GLIIHUHQW HYHU WKH

coef�cients of our key independent variables such as BIG4, OWN_STATE, STATE30 are still
negative and statistically signi�cant, which supports our hypotheses.

7DEOH 5HJUHVVLRQ UHVXO V XVLQJ ) /6

02 (/

VARIABLES ABSDA ABSDA ABSDA1 ABSDA1 ABSDA2 ABSDA2

BIG4

2:1 67$7(

67$7(
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02 (/

VARIABLES ABSDA ABSDA ABSDA1 ABSDA1 ABSDA2 ABSDA2

BOARD_SIZE

,1

8$/

2:1 01*

2:1 &21

OWN_FR

ROA

&)2$

/(9

/266

BM

GROWTH

SIZE

Year �xed effect <HV <HV <HV <HV

Industry �xed
HIIHFW

<HV <HV <HV <HV
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02 (/

VARIABLES ABSDA ABSDA ABSDA1 ABSDA1 ABSDA2 ABSDA2

& QVWDQW

2EVHUYDWL QV

1XPEHU I F GH

ABSDA1, ABSDA2 and ABSDA3 are the absolute value of discretionary accruals estimated from the
Jones (1991), Modi�ed Jones model and performance-matched model (equation (3), (4) and (5)),
respectively. BIG4 is a dummy, which takes 1 the �rm is audited by one of the four Big 4 companies, 0
otherwise. OWN_STATE= state ownership (counted only if state ownership is 5% or higher). STATE30
is a dummy, which takes 1 if a �rm’s state ownership is higher than 30%, and 0 otherwise. BOARD_
SIZE= number of members in the board; IND= number of non-executive members in the board divided
by the number of members of the board; DUAL is a dummy which takes 1 if the chairman is also the
CEO; OWN_MNG= total ownership of the board of management; OWN_CON= total ownership of
shareholders holding at least 5% of shares; OWN_FR= Total foreign ownership (counted only if the
foreign ownership is 5% or higher). ROA= Income before extraordinary items scaled by total assets,
CFOA= Operating cash ow scaled by lagged total assets; LEV= Long-term liabilities scaled by total
assets; LOSS is a dummy which takes 1 if the earnings in the previous two years are less than zero,
0 otherwise; BM= Book-to-market ratio, GROWTH = (Revenuet – Revenuet-1) / Revenuet-1, SIZE:
Natural logarithm of total assets.
(***), (**), (*) indicate signi�cance at the 1%, 5% and 10% level, respectively. T-statistics are
UHVHQ HG LQ DUHQ KHVHV

RQFOXVLRQ

The results indicate that thepresenceof Big
) XU DXGLW UV KHOSV W UHGXFH DFFUXDO EDVHG

earnings management. Big Four auditors tend
W GHWHFW D UHVVLYH DQG ULVN DFF XQWLQ

PHWK GV EMHFW W WKH XVH I WKHVH PHWK GV

and to make the audited �nancial statements
in compliancewith the standards.We also �nd
that �rms with dominated state ownership
F QGXFW OHVV HDUQLQ V PDQD HPHQW WKDQ

their counterparts. This �nding is consistent
LWK WKH DU XPHQW E :DQ DQG <XQ

WKDW G P QLW U U OH I WKH YHUQPHQW

KHOSV W SUHYHQW HDUQLQ V PDQD HPHQW U

WKH SU WHFWL Q E WKH YHUQPHQW Q WKHVH

�rms may reduce the pressure on managers
to in ate earnings. The results support our
K S WKHVHV Q WKH LPSDFWV I DXGLW TXDOLW DQG

VWDWH QHUVKLS Q DFFUXDO EDVHG HDUQLQ V

PDQD HPHQW LQ 9LHWQDP
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