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Abstract 

Audit quality is considered as an essential factor affecting the reliability of financial 
information. The aim of this study is to assess the effects of audit firm characteristics, 
including audit reputation, audit fees and audit firm size, on audit quality. A sample of 192 
companies listed on Hanoi and Ho Chi Minh Stock Exchange for the period of 2006-2014 
was selected. Multiple regression was used to analyze the data. The findings show that Big 4 
auditors in Vietnam provide high audit quality than non-Big 4 auditors. Interestingly, in 
Vietnam context, except for the audit firms in the Big 4 group, the findings suggest that 
smaller audit firms provide better audit quality. Additionally, the results reveal that the more 
audit fees the auditors receive, the lower audit quality they provide. The critical role of audit 
quality has attracted significantly scholarly attention, however, prior studies have mainly 
focused on firms in developed countries. Little is known about audit quality in an emerging 
economy context such as Vietnam. This study adds to the limited number of studies on audit 
quality of listed companies in emerging economies.  

Keywords: Audit quality, Audit reputation, Audit firm size, Audit fees, Proxies of audit 
quality. 



Asian Journal of Finance & Accounting 
ISSN 1946-052X 

2017, Vol. 9, No. 1 

ajfa.macrothink.org 
 

430

1. Introduction 

The agency conflicts between managers and principals (e.g. shareholders and creditors) may 
affect the quality of reported information. Managers may provide financial information 
dishonestly to protect their own interests while the principals cannot directly observe 
managers’ behavior (Ramadan, 2015; Williams, 1988). External audits help to reduce 
information asymmetries between managers and principals by lending credibility to financial 
statements (Almomani, 2015; Carey, 2008). Thus, audit quality needs to be high to ensure 
their client firms to disclose better quality of information in a timelier manner to protect 
principals. 

The critical role of audit quality has attracted significantly scholarly attention. However, prior 
studies have mainly focused on firms in developed countries (Beisland et al., 2015). This is 
the first study to examine the relationship between audit firm characteristics and audit quality 
from firms operating in a an emerging economy – Vietnam. Emerging economies, especially 
Vietnam, still exists a big gap between entities and their providers of capital because their 
corporate-governance mechanisms are still evolving (Mamun and Badir, 2014). It is also 
because the legal systems in emerging economies are not sufficient enough to protect 
investors’ rights as such in developed countries (Pham and Hoang, 2015). Recent studies (Ha, 
2014; Pham and Hoang, 2015) indicated that the findings of the audit quality in the developed 
economies may not necessary apply in emerging economies.  

Audit quality is a major concern for young independent audit sector in Vietnam. Independent 
audit industry in Vietnam was formed in 1991 with only two audit firms. This number 
increased to 134 firms with the average number of employees being 78 people in 2014 (Bùi 
Văn Mai, 2014). Although the number of independent audit firms in Vietnam grew rapidly, 
they still do not meet the demand of external audit services of firms operating in Vietnam (Vu, 
2010). Further, the collapse of a number of public companies in Vietnam, such as Bach Tuyet 
Corporation and Far East Pharmaceutical JSC raises series of problems posed for the 
fraudulent financial information of these public companies and the audit quality of audit 
firms in Vietnam (Oxford Analytica, 2008). 

Although audit quality is very important for Vietnam, research on this issue is still limited. 
Only a few studies (e.g. Pham et al., 2014) have investigated the audit quality of listed 
companies in Vietnam. Pham et al. (2014) examined the relationships between audit 
engagement, non-audit services, auditor’s expertises and audit quality. This study did not 
investigate the associations between audit firms characteristics and audit quality. Therefore, 
understanding the associations between audit firm characteristics and audit quality in 
Vietnam is still a significant gap in the literature. This study addressed this gap by examining 
the relationship between audit firm size, audit reputation and audit fees, and audit quality. 

This paper is structured as follows. The paper begins with a literature review on audit quality. 
This is followed by hypotheses development. Research methods and the results of this study 
are also presented. The paper concludes with discussion of the results, limitations and 
suggestions for future research. 
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2.  Literature review 

2.1 Audit quality 

Several studies provided definitions of audit quality with diverse ideas. These definitions can 
be classified into two approaches, namely: 1) the probability that auditors detect and report 
misstatements, and 2) the level compliance with auditing standards (DeFond and Zhang, 2014; 
Tritscher, 2013), which will be discussed next. 

Following the first approach, researcher defines audit quality based on the quality of financial 
statements (Tritscher, 2013). DeAngelo (1981) defined audit quality as ’the market-assessed 
joint probability that given an auditor will both discover a breach in the client’s accounting 
system, and report the breach’ (p.186). Audit quality depends on both the probability that 
auditors detect misstatements and on whether auditors report such misstatements (DeAngelo, 
1981; Palmrose, 1988). Low audit quality occurs when audited financial reports contain 
misstatements that are not detected and reported by the auditor. Thus, audit quality is 
associated with the quality of audited financial reports as higher audit quality provides greater 
assurance of high financial reporting quality (DeFond and Zhang, 2014).  

With regard to the second approach, DeFond and Zhang (2014) suggested that auditors have 
responsibilities to comply with generally accepted auditing standards to ensure high audit 
quality. Carcello (2002) also argued that audit quality is associated with the level of 
compliance with auditing standards. Thus, audit quality is measured by the differences 
between the required level of assurance and the actual level of assurance achieved by audit 
procedure (Carcello et al., 2002).  

Due to the lack of the method to directly assess audit quality, researchers (e.g. Grenier et al., 
2007) focused on defining “poor audit quality” by identifying adverse outcomes from an 
audit, such as audit failures. It is easy to operationalize the definition of audit quality in terms 
of audit failures as the failures can be observable (Augustine et al., 2014). For example, poor 
audit quality can be measured when a litigation claim against the audit firm (Casterella et al., 
2009). However, it is difficult to measure audit quality since relatively few cases of audit 
failures have been detected (Francis, 2011). 

In Vietnam, in particular, audit quality has not been specifically and clearly defined in any 
existing studies. Directly measuring and assessing audit quality, hence, are complicated since 
audit quality cannot be observed explicitly. Moreover, the factors contributing to audit 
procedure in order to create the final result of the audit report, are not published by audit 
firms. Lacking such information makes it difficult for users to assess audit quality directly. 
This consequently triggers the critical need of Vietnamese audit firms as well as the authority 
to create a framework for assessing and managing audit operation appropriately. 

2.2 Proxy to measure audit quality 

Due to different views on defining audit quality, the measurements of audit quality have yet 
not been reached a general acceptance. However, proxies to measure audit quality can be 
classified into three categories: 1) going-concern opinions, 2) material misstatements and 3) 
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earnings management, which will be discussed in the following sections. 

2.2.1 Going-concern opinions. As for going-concern opinions approach, researchers (Francis, 
2011; Lennox, 1999) measure audit quality by relying on the relationship between 
going-concern audit reports and client business failures. Incorrect going-concern opinions are 
appropriate indicators for low audit quality (Francis, 2011; Lennox, 1999). Low audit quality 
happens when a going-concern opinion is not issued before client failures (Francis, 2011). 
Following this approach, audit firms have high audit quality when a going-concern opinion is 
an appropriate indicator of client’ failures (Francis, 2011).  

However, using going-concern opinions as a proxy to measure audit quality is challenging, 
because the business failures of clients can be consequences of unforeseen business situations 
in the future (Tritscher, 2013). It may be related to business forecasting rather than analyzing 
facts obtained from historical financial reporting (Tritscher, 2013). Further, going-concern 
opinions can contribute to a client’ business failures when banks and suppliers refuse credits 
to this client (Tritscher, 2013). In addition, inappropriate going-concern opinions only 
contribute a small portion of low audit quality as many types of material misstatements are 
not related to a going-concern opinion (Tritscher, 2013). Therefore, whether going-concern 
opinions is an appropriate measure of audit quality depends on each cases (Tritscher, 2013).  

2.2.2 Material misstatements. The  two  most  commonly  used  misstatement  
measures  in  prior studies includes  restatements and  Accounting  and  Auditing  
Enforcement  Releases  (AAERs) (DeFond and Zhang, 2014). Accounting  restatements  
refer to the corrections  of  material  misstatements  in  the  client’s  previously  
issued  financial  statements (Alyousef and Almutairi, 2010). Restatements and AAERs are 
actually direct measures of audit quality because they indicate that the auditor issued an 
unqualified opinion on materially misstated financial statements, and the audit opinion is the 
auditor’s full responsibility and directly under his or her control (DeFond and Zhang, 2014). 

Empirical studies (e.g. Raghunandan et al., 2003) show that there is an implicit relationship 
between financial statement restatements and low audit quality. For instance, Raghunandan, 
Read, and Whisenant (2003) asserted that their examination of the relationship between 
non-audit fees and subsequent restatements indicates a direct relationship between non-audit 
fees and audit quality. Palmrose and Scholz (2000) studied auditor litigation resulting from 
restatements which are at the intersection of financial reporting quality and audit quality. 
Further, misstatements arise from not adequately identifying of high-risk accounts and 
transactions by the auditors (Palmrose and Scholz, 2000). Restatements in their sample 
identified accounting issues such as revenue recognition could have been identified by the 
auditors as high risk in their audit planning and performance.  

However, financial restatements and AAERs are not always good indicators of poor audit 
quality (DeFond, 2010; Tritscher, 2013). Firms normally merit their financial statements 
when poor earning quality is detected and judged by the firms (DeFond, 2010). Thus, 
financial restatements and AAERs may not capture unintentional or undetected errors 
(DeFond, 2010). Further, financial restatements may be due to changes in accounting policies, 
therefore, they are not results of audit failures (Tritscher, 2013). 
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2.2.3 Earnings management. There are different definitions of earnings management in the 
literature (Ronen and Yaari, 2008). According to Ronen and Yaari (2008), prior studies follow 
at least two approaches to define earnings management, namely: (1) earnings management is 
choosing accounting treatment to enhance the transparency of reports or (2) to maximize the 
utility of management. Given these different approaches, Healy and Wahlen’s (1999) 
definition is the best description of earnings management in the literature (Ronen and Yaari, 
2008). Healy and Wahlen (1999) stated that "earnings management occurs when managers 
use judgment in financial reporting and in structuring transactions to alter financial reports to 
either mislead some stakeholders about the underlying economic performance of the 
company or to influence contractual outcomes that depend on reported accounting numbers" 
(p. 368).  

However, it is difficult to observe earnings management directly, thus, most prior studies use 
discretionary or abnormal accruals as proxies for earnings management (Tritscher, 2013). The 
discretionary accruals measurement of Jones (1991) is the most influential model which is 
represented in equation (1) and (2). The equation (1) is used to measure discretionary accruals 
which are equal total accruals minus non-discretionary accruals. Total accruals are calculated 
from net profit minus net cash flow.  

DAt  = TAt - NDAt 

 = (NPt - NCFt) – (β1(1/At-1 )+ β2(REVt / At-1 )+ β3(PPEt/At-1 ))       (1) 

Where 

DAt   Discretionary accruals in year t 

TAt   Total accruals in year t 

NDAt  Non-discretionary accruals in year t 

NPt   Net Profit in year t 

NCFt  Net Cash Flow in year t 

REVt  Revenues in year t less revenues in year t-1 

PPE t  Gross property plant and equipment at the end of year t 

At_1   Total assets at the end of year t-1 

β1, β2, β  Estimated firm-specific parameters by using the model in equation (3) 

TAt/At-1=α1(1/At-1 )+ α2((REVt /At-1 )+ α3(PPE/At-1 ) + εt                    (3) 

Where 

α1, α2, α3   Denote the OLS estimatesof β1, β2, β3 

εt     Residual (the firm-specific discretionary portion of total accruals) 

Earnings management (discretionary/abnormal accruals) is an appropriate measure to 
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evaluate audit quality as audited financial statements are working outcomes of both managers 
and auditors (DeFond and Zhang, 2014; Sundgren and Svanström, 2013). Indeed, abnormal 
portion of accruals is initiated by managers in order to control earnings that benefit for 
themselves rather than other financial users (Tritscher, 2013). Managers tends to choose 
accounting treatment for managing earnings in order to get higher bonus from their firms’ 
earnings (Becker et al., 1998; Schipper, 1989), to satisfy the debt covenants (Becker et al., 
1998) or to reduce political costs (Jones, 1991). Auditors may not detect earnings 
management due to their limited resources or may not report earnings management since 
audit comfort is highest when the audit risk is lowest (Tritscher, 2013). In another word, 
earnings management is eliminated by high audit quality, thus, it is an appropriate proxy of 
audit quality (DeFond and Zhang, 2014). Table I summarizes strengths and weaknesses of the 
proxies for audit quality.  

Table I. Audit quality proxy measurement comparative 

Proxy 
Category 

Strengths Weaknesses 

Material 
misstatements 

 Strong evidence of poor audit 
quality  
 

 Does not capture subtle quality 
variation  

 Cannot infer high quality from 
lack of misstatements  

Going concern 
opinions  
 

 Strong evidence of poor audit 
quality   

 Uniquely captures auditor 
independence  
 

 Does not capture subtle quality 
variation  

 Only applies to distressed firms, 
limits generalizability  

Earning 
quality (EQ) 

 Tightly linked to concept of 
audit quality  

 Evidence of within Generally 
accepted accounting 
principles manipulation  

 May signal more egregious 
undetected misstatements 

 Captures quality variation for 
a large number of firms  

 Results of the measurement 
depend on previous data 

 Some case, materiality of 
classification and disclosure on 
the financial statement not 
include on the earning quality. 
There for no exactly when using 
the EQ is proxy for audit quality 

 Limited consensus on 
measurement  

 Potentially large measurement 
errors  

Source: DeFond & Zhang (2014) 
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In Vietnam, data about errors and weaknesses of audit firms in the investigation of 
appropriate authorities is not available (Bùi Văn Mai, 2014). The quantity of audit firms that 
are under suspicion about their audit service quality does not represent all audit firms in 
Vietnam. Further, the portion of going-concern opinions of auditors is extremely low; hence, 
this cannot be used to reflect audit quality. Correspondingly, this study uses earnings 
management measurement (discretionary accruals) as a proxy for the quality of auditing 
Vietnamese listed companies’ financial statements. 

2.3. Studies of audit quality in emerging economies 

There are few research on audit quality in the emerging economies context, which showed 
indicated that the findings of the audit quality in the developed economies may not necessary 
apply in emerging economies (Beisland et al., 2015; Ha, 2014; Pham and Hoang, 2015). 
Because firms operated in emerging economies have different legal systems and corporate 
governances from that of firms located in developed one. The following paragraphs will 
critically synthesis previous studies on audit quality in emerging economies to highlight the 
above differences and the need for additional research on audit quality in an emerging 
economy, such as Vietnam.  

Beisland et al. (2015) examined the relationships between audit quality (measured by Big 4 
auditors) and corporate governances of microfinance institutions from 73 emerging or 
developing economies. The results of the study showed that there are no or weak correlations 
between audit quality and corporate-governance factors. The findings of the study provide 
evidences that microfinance institions in emerging/developing economies are different from 
those in developed economies in terms of auditor choice when they appoint auditors with 
fundamental economic forces rather than devoting much attention to corporate governance.  

Competition 

2.4. Vietnam context 

This research was conducted in an emerging economy context, Vietnam, for three main 
reasons. First, Vietnam had young stock exchanges which are associated with many issues 
related to the transparency of both financial and non-financial information (Quang, 2013). 
Information disclosures of listed companies in Vietnam are more perfunctory in nature and 
are not detailed (International Finance Corporation, 2011). Most Vietnam listed companies 
do not report regularly or in details the management information so that it is hard to analyze 
and evaluate the actual business activities of these companies in a timely manner (Do and 
Ngo, 2015). 

Second, most of Vietnam listed companies have poor corporate governance (International 
Finance Corporation, 2012; Quang, 2013). Board of directors is decentralized with great 
power (Do and Ngo, 2015), whereas shareholders and audit committees do not undertake 
their full rights (Vietnam Investment Review, 2015). The weakness area of corporate 
governance of Vietnam listed companies is the effectiveness of the shareholders’ rights when 
these companies less adhere shareholders’ rights (International Finance Corporation, 2012). 
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The decentralization of power to executive board lead to financial frauds that help protect the 
interest of executive board while detriment that of shareholders (Do and Ngo, 2015). 

Third, auditor independence is an another issue. According to the law of Vietnam 
(Vietnamese Government Office, 2002), audit committees have to oversight the activities of 
external auditors. In fact, external auditors normally work with the board of directors. Further, 
shareholders normally empower their rights to appoint external auditors and negotiate with 
auditors to the board of directors. Meanwhile, the disclosure of auditor independence and 
audit activities are rare in either annual general meeting or other company documents 
(International Finance Corporation, 2012). Thus, the close relationship between auditors and 
board of directors, and the dislosure in Vietnam listed companies may impair auditor 
independence (International Finance Corporation, 2012).   

Although there are few of studies on audit quality have conducted in other emerging 
economies, the results were still mixed. With the three key institutional factors of Vietnam, 
the finding of the studies in other emerging economies may not apply for the Vietnam 
context. Therefore, there is still a significant gap in the literature to understand the audit 
quality in Vietnam listed companies.  

3. Hypotheses development 

3.1 Audit firm reputation and audit quality 

Audit firm reputation relates to the corporate image which comes over time (Aronmwan et al., 
2013). It may be a consequence of the array of auditors, the firm possesses, the brand name, 
the perceived audit quality and the fees charged (Aronmwan et al., 2013). Reputation is also a 
result of audit firms’ technical and functional quality (Sucher et al., 1999).  

Audit firms can be broadly classified into two groups: Big 4 auditors as a reputable group and 
non-Big 4 auditors as a non-reputable group (Boulila Taktak and Mbarki, 2014; DeAngelo, 
1981). Big 4 auditors are argued to provide better quality audits than non-Big 4 auditors 
(Boulila Taktak and Mbarki, 2014; Klein and Leffler, 1981). This is because reputable firms 
(e.g. Big 4 auditors) want to sustain their reputation and fear losing what they have built if 
they provide low quality services (Bigus, 2015; Klein and Leffler, 1981). Extreme audit 
failures can damage audit firms’ reputation and these firms may lose all of their customers 
(DeFond and Zhang, 2014). Reputable audit firms also have high quality auditing because 
they normally have higher income from their assurance services and have higher power to 
maintain their recognized qualifications (Aronmwan et al., 2013). With a higher financial 
resource, reputable audit firms also have higher motivation to spend on training and hiring 
competent auditors to protect their reputation (Rezaei and Shabani, 2014). Reputable audit 
firms have motivations to provide better assurance services to maintain their reputation, 
which, in turn, lead to higher price premium that these firms can receive from their clients 
(Choi et al., 2010; Desai et al., 2016).  

Further, reputable audit firms normally have higher motivation to reduce errors and mistakes 
than non-reputable partners (Beatty, 1989; Bigus, 2015). Thus, reputable audit firms have 
high audit quality as they can ensure their clients disclose better quality of information 
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(Aronmwan et al., 2013). Thus, higher earnings response coefficient was also found in clients 
audited by Big 4 firms compared to those audited by non-Big 4 firms (Teoh and Wong, 1993). 
Big 4 auditors are better at constraining client earnings management than non-Big 4 auditors, 
with evidence showing that clients of non-Big 4 auditors have higher levels of discretionary 
accruals or lower audit quality (Becker et al., 1998; Francis and Wang, 2008; Krishnan, 2003). 
Thus, the following hypothesis is proposed: 

H1. Audit firm reputation is positively related to audit quality. 

3.2 Audit firm size and audit quality 

Several studies (e.g. DeAngelo, 1981; Lawrence et al., 2011; Rezaei and Shabani, 2014) have 
supported that larger audit firms provide higher quality-audit services than smaller ones. This 
is because larger auditors are less likely to depend on their particular clients’ economic 
(Rezaei and Shabani, 2014). Thus, they are less likely to agree with their client pressure for 
reporting misstatements than small audit firms (Choi et al., 2010). Further, they have higher 
motivation to deliver high-quality services in order to protect their brand name reputation 
(Rezaei and Shabani, 2014) as larger audit firms may have greater reputation losses in case of 
audit failures than small firms (DeAngelo, 1981). Further, big audit firms have higher 
technical competence and greater resources (Lawrence et al., 2010). They also have more 
experienced and competent auditors and greater expertise than small audit firms (Francis and 
Yu, 2009). Francis, Maydew and Sparks (1999), however, argued that high audit quality in 
larger audit firms may be not because of their excellent auditor's performance but mainly 
because of the large client effect (Francis et al., 1999). Given different perspectives on 
explaining the effect of the audit firm size on audit quality, several empirical studies have 
provided evidences supporting that the bigger audit firm size is positively associated with 
higher audit quality. Hence, the study proposes the next hypothesis as follows: 

H2. Audit firm size is positively related to audit quality. 

3.3 Audit fees and audit quality 

The fees paid to auditors may influence audit quality (Simunic, 1980). The positive 
association between audit fees and proxies for audit quality has been supported in prior 
studies (e.g. Ettredge et al., 2014; Hoitash et al., 2007; Simunic, 1980). For example, Hoitash 
et al. (2007) found that the total audit and non-audit fees are negatively related to both 
proxies to measure audit quality (the standard deviation of residuals from regressions relating 
current accruals to cash flows and the absolute value of performance-adjusted discretionary 
accruals). Ettredge et al. (2014) supported that audit fee pressure during the economic 
downturn is positively related to accounting misstatements.   

There are some explanations for the positive relationships between audit fees and audit 
quality. Choi et al. (2010) indicated that audit firms that provide high-quality audit services 
charge higher audit fees than those offer low-quality services as costs to deliver high audit 
quality are higher than that of low-quality auditing. High fees may encourage auditors to 
increase their efforts, which in turn, positively affects audit quality (Hoitash et al., 2007; 
Wooten, 2003). Hence, the following hypothesis is proposed: 
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H3. Audit fees are positively related to audit quality. 

Figure I shows the conceptual model of factors related to audit firm characteristics affecting 
audit quality.  

 
 
 
 
 
 
 

 

Figure 1. Hypothesized model of factors effecting audit quality 

4. Research method   

4.1 Sample Selection 

We selected all publicly-listed companies in Hanoi, Ho Chi Minh Stock Exchange over the 
entire duration of the estimated time period (2006–2014) as initial samples. A company 
included in the sample needs to be satisfied the following four conditions: (1) the company 
remains listed during the period 2006 to 2014; (2) audit firms of the company are relatively 
stable over time; (3) a company that has either missing financial variables or insufficient data 
is eliminated; and (4) the company does not belong to financial institutions, banking, finance 
and investment firms, since their accounting and reporting environments differ from those in 
other industries. These conditions give a final sample of 192 firms.  

4.2 Regression model and measurement of variables 

The equation (3) is used to test hypotheses developed for this study. 

AQ = β0+ β1ADFRep + β2ADFsize + β3ADFee + β4CFO + β5LEV + β6 ROA+ε (3) 

In equation (3), dependent variable is audit quality (AQit) which is measured by discretionary 
accruals in equation (1). Independent variables included audit firm reputation (ADFRep), 
audit firm size (ADFsize) and audit fees (ADFee). The following is the measurements of 
these independent variables.    

ADFRep  1 if the firm is audited by a Big 4 auditor, 0 otherwise. 

ADFsize  Natural log of audit firm’s total assets. 

ADFee  Natural log of total audit fees of the firm 

We used cash flow from operations (CFO) as a control variable because CFO influences 
corporate management actions in managing earnings which are proxy of audit quality (Becker 

H3 (+)

H2 (+)

Audit firm 
reputation

Audit firm 
size

Audit  
fees

Audit  
quality 

H1 (+)
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et al., 1998). Leverage (LEV) is included as firms with a higher likelihood of violating debt 
agreements are more likely to have an incentive to engage in earnings management so as to 
reduce audit quality (Ramadan, 2015; Sweeney, 1994). We also controlled for return on assets 
(ROA) as performance of the firm may affect the application of accruals to manage earnings 
(Kothari et al., 2005) which indicate low audit quality. The following is the measurements of 
these control variables. 

CFO  Operating cash flow divided by total assets at fiscal year end 

LEV  Ration of total debt to total assets 

ROA  Total income before extraordinary items divided by average total assets 

5. Results 

Table II presents a summary of descriptive statistics of the dependent and independent 
variables used in the study. The mean value for audit quality (AQ) is 0.06 with 27 percent of 
the sample are audited by Vietnamese Big 4 auditors. The positive values of the mean and 
median of audit quality (AQ) suggest that most of the companies manipulate earnings upward. 
The mean value for ADFee is 18.046, which is equivalent to 2,918 USD. The mean value of 
LEV is 1.26 which suggests that Vietnamese listed companies operate with high level of 
financial leverage.  

Table II. Descriptive statistics 

  AQ ADFSize
ADF 

Reputation ADFee CFO LEV ROA
N 192 192 192 192 192 192 192
Valid Missing 0 0 0 0 0 0 0
Mean 0.060 26.677 0.27 18.046 0.05 1.26 0.049
Median 0.063 27 0 18 0.04 0 0.039
Std. Deviation 0.228 1.562 0.446 0.704 0.132 5.384 0.084
Minimum -0.705 23 0 17 -0.542 0 -0.657
Maximum 0.909 30 1 19 0.755 70 0.293
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Table III. Model summary 

Model R R Square Adjusted R Square
Std. Error of the 

Estimate
1 ,294a ,087 ,057 3,1210061063

Predictors: (Constant), LEV, ADFee, CFO, ADFSize, ADFRep 

Table III shows that the R2 of 8.7 percent of the variation of audit quality which is explained 
by the effects of the three firm characteristics. To investigate the existence of multicollinearity, 
the variance inflation factors (VIF) for each of the independent variables are calculated. As 
reported in column 8 of Table IV, VIFs for the explanatory variables are all below 5, 
suggesting that multicollinearity is not likely to be an influential factor driving the results. 

Table IV. Multiple regression results 

Coefficientsa 

Model 

Unstandardized  
Coefficients 

Standardized 
Coefficients 

t Sig. 

Collinearity  
Statistics 

B 

Std. 

Error Beta Tolerance VIF

 (Constant) -41.227 11.56  -3.565 .000   

ADFee 1.629 .577 .356 2.823 .005 .309 3.233

ADFRep -2.913 1.003 -.403 -2.90 .004 .256 3.912

ADFSize .533 .179 .259 2.968 .003 .649 1.541

CFO -.072 .056 -.090 -1.281 .202 .992 1.008

LEV -.016 .043 -.027 -.380 .705 .973 1.028

a. Dependent Variable: DA proxy for AQ (Audit quality) 

Table IV shows that the standardized coefficient of AudRep in the model is - 0.403 and is 
significant at the 0.05 level. This result indicates a significant positive relationship between 
audit reputation and audit quality. Thus, the result supports H1. The standardized coefficients 
for ADFSize and AudFee in the model are negative 0.259 and 0.356, respectively. They are 
all significant at the 0.05 level. The results suggest a significantly negative relationship 
between audit firm size and audit quality, and between audit fees and audit quality. The 
analysis, thus, does not support the hypothesis H2 and H3. Table V shows the results of 
hypotheses testing. 
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Table 5. Results of hypotheses testing 

 
No. 

 
Hypothesis 

Result of the test 

Hypothesis Relation 

H1 Audit quality has a positive association with audit firm 
reputation 

Support Positive  

H2 Audit quality has a positive association with audit firm 
size 

Not 
Support 

Negative 

H3 Audit quality has a positive association with audit fees Not 
Support 

Negative 

6. Discussion and conclusion 

6.1. Discussion 

Prior studies on audit quality have focused on firms from developed countries (Beisland et al., 
2015). Little is known about audit quality in emerging economies, such as Vietnam. This 
study is the first to investigate the impacts of audit firms’ characteristics on audit quality of 
listed firms in Vietnam, using earnings management measurement as a proxy for audit 
quality.  

Based on a sample of 192 firms from Hanoi and Ho Chi Minh Stock Exchange for fiscal 
years 2005 to 2014, the study finds that only audit firm reputation is positively associated 
with audit quality. The results of this study are broadly in line with prior studies (e.g. Becker 
et al., 1998; Francis and Wang, 2008; Krishnan, 2003). This study measured the audit firm 
reputation by Big 4 auditors versus non-Big 4 auditors. The results of this study indicate that 
companies which are audited by Big 4 auditors generally engage in less earnings 
management than firms audited by non-Big 4. It means that Big 4 auditors in Vietnam 
provide high audit quality than non-Big 4 auditors.  

The higher audit quality of the Big 4 auditors in Vietnam may also be explained by the 
institutional context of Vietnam where there is a big gap in the quality-control systems that 
ensure the high quality of assurance services between the Big Four in Vietnam and Vietnam 
audit firms (Do, 2013). The Big four in Vietnam normally adapts the quality control system, 
such as audit guidelines, working papers and other technical resources, from their mother 
companies (Do, 2013). Meanwhile, most of Vietnam audit companies have a lack of financial 
resource to spend on training or hiring reputation auditors and do not have high technical 
competence compared to that of the Big four. All of these factors are big barriers for Vietnam 
audit firms in improving their assurance services. 

The results indicate that audit firm size is significantly negatively related to audit quality. The 
results of this study are not consistent with prior studies (e.g. Rezaei and Shabani, 2014; 
Sundgren and Svanström, 2013) who argue that bigger audit firms often provide better 
assurance services. Except for the audit firms in the Big 4 group, the findings suggest that 
smaller audit firms provide better audit quality while bigger audit firms does not necessary 
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result in better audit quality.  

In Vietnam context, although larger audit firms have a better internal control system, however, 
larger audit firms in Vietnam normally have larger clients and gain more benefit to indulging 
clients more than smaller audit firms, which lead to the dependence of auditors on their 
clients. The appointment of audit firms of most listed companies in Vietnam heavily 
emphasis on the brand name, the prestige and the capacity to deliver an audit on time and less 
rely on the independence of auditors (International Finance Corporation, 2011). Especially, 
the shareholders’ role and interfacing with the auditor is poor in Vietnam (International 
Finance Corporation, 2011, 2012). The board of directors normally appoint of the external 
auditor (International Finance Corporation, 2012), thus they may select large audit firms to 
send a signal of high audit quality to shareholders, on another hand, they may enter into 
collusion with these audit firms to protect their own interests. 

The findings of this study also reveal that audit fees significantly negatively affect audit 
quality. The result of this study is not consistent with prior studies (e.g. Hoitash et al., 2007; 
Simunic, 1980; Sundgren and Svanström, 2013), who argued that low audit fees lead to the 
decreasing number of auditors and shorter time of auditing which results in lower audit 
quality. In contrast, the result of this study suggests that high audit fees can lead to an 
independence issue for auditors. When the auditor receives high audit fees from their clients, 
the auditors may allow the client to engage in opportunistic earnings management. Thus, the 
results of this study support Kinney and Libby (2002) who stated that ''unexpected non-audit 
and audit fees may more accurately be likened to attempted bribes and will reduce the quality 
of reported earnings through the auditor's reduced willingness to resist client biases to 
manage earnings” (p.109). The results also suggest that high audit fees make them more 
economically dependent on their clients which can lead to the independent issues of auditors 
(Wooten, 2003). 

6.2. Implications 

This study has implications with respect to selecting audit firms in Vietnam. First, the finding 
highlights that, excepting for Big 4 audit firms, the audit quality of Vietnamese audit firms is 
still a big issue – larger audit firms tend to ignore more of their clients’ manipulations of 
earnings and higher fees may reflect the collusion between audit firms and their clients. Thus, 
the decision of choosing big audit firms or whose having higher audit fees with the 
expectation of them providing good service of audit quality has to be considered carefully 
and base on many different assessments.  

Second, the finding also indicates that the Big 4 auditors have higher audit quality than the 
non-Big 4, thus the non-Big 4 in Vietnam should invest more resources in training or hiring 
competent auditors and upgrade their technical competence. Vietnam Association of Certified 
Public Accounting should play more significant role in oversight the audit activities of both 
Vietnam audit firms and other foreign non-big 4 firms in Vietnam. Thus, these firms can 
improve their competencies to compete with the Big 4 auditors.  

Third, shareholders of listed companies in Vietnam should understand and fully conduct their 
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rights, such as appoint external auditors and oversight the independence of auditors to ensure 
the audit quality of external auditors. The conducting of shareholders right also prevent the 
board of directors from choosing larger audit firms, paying higher audit fees and also 
impairing auditor independence.  

6.3. Limitations and future research  

In Vietnam, data availability is limited, therefore, this research examined only the three 
factors, including: (1) audit firm size, (2) audit firm reputation, and (3) audit fees. Future 
research needs to include other factors of audit firms, such as auditor’s competence, audit 
effort, audit methodology and audit support system which may also affect audit quality.  

In addition, this study is based on data from a short period of 8 years to estimate discretionary 
accruals which is the proxy for audit quality in 2014. However, financial reporting quality 
may also depend on other factors than solely accruals. For instance, shifts within the income 
statement between operating profit and non-operating profit, presentation and classification 
of assets and liabilities, accounting of business combinations, and certain notes are also 
important proxies to measure audit quality. That is the limitation of discretionary accruals for 
being used to measure audit quality in this study. Future research can use other input-base 
factors to measure the audit quality and determine their effects on audit quality. 
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