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Preface

Dear Conference Participants!
Welcome to the 3" International Conference on Finance and Economics (ICFE2016) on June,
15" - 17" 2016 at Ton Duc Thang University, Ho Chi Minh City, Vietnam.
The 3" International Conference on Finance and Economics is co-organized by:

1. Ton Duc Thang University (Ho Chi Minh City, Vietnam),

2. Tomas Bata University in Zlin (Czech Republic),

3. Institute of Chartered Accountants in England and Wales (ICAEW).

We are also grateful to the support and cooperation of our partners:
1. University of Economics, Prague (Czech Republic),
2. Corvinus University of Budapest (Hungary),

3. European Cooperation Center.

In keeping with the success of the 1% and 2" International Conferences on Finance and
Economics (ICFE2014 and ICFE2015), we present a program of cutting-edge research in the
field of Accounting, Finance, Economics and Management, in the form of papers and panel
discussions. This year we have four outstanding keynote speakers, all of them with high
influence in academia and industry. All papers submitted for the ICFE2016 went through a

double peers reviewed process. Acceptance was based on quality and relevance of the research.

All accepted and presented papers are published in the conference proceeding. Authors of
accepted papers will have opportunities to publish their extended papers in scientific journals:
Prague Economic Papers, University of Economics, Prague, Czech Republic, Journal of
Competitiveness, Tomas Bata University in Zlin, Czech Republic and the Review of Applied

Economics Journal, Lincoln University, New Zealand.
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We express our thanks to all the members of the General Committee Chairs, Program
Committee, Organizing Committee, and volunteers who worked very hard to prepare the
conference, invite keynote speakers, chairs of the sessions and prepare the conference
proceedings. We hope that ICFE2016 will be successful and enjoyable to all participants.

We look forward to seeing all of you next year at the ICFE2017.

Chair:
Prof. Drahomira Pavelkova

Tomas Bata University in Zlin, Czech Republic

Co-chairs:
Dr. Le Thi My Hanh

Ton Duc Thang University, Vietnam

Mr. Mark Billington
The Institute of Chartered Accountants in England and Wales (ICAEW), United Kingdom

The proceedings will be applied for inclusion in the Thomson Reuters Conference Proceedings
Citation Index database.
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Message from the Host University

| extend a warm welcome to all of the distinguished speakers and participants of The Third
International Conference on Finance and Economics (ICFE 2016). As President of Ton
Duc Thang University (TDTU), | am pleased to host the 3™ ICFE. It provides a unique
opportunity for university leaders, educators, experts and scholars from all over the world to
convene and share novel ideas on crucial issues and trends in the field of Accounting, Finance,
Economics, Marketing and Management. | am grateful to all the renowned speakers and

delegates for their participation that makes this conference possible.

TDTU has always described itself as a young yet aspiring and dynamically growing higher
education institution in vibrant Ho Chi Minh City. It is steadily growing to meet the expanding
demand for higher education as well as high-quality human resources in Vietnam. With sixteen
faculties and around 30,000 students, the University is now ranked among the largest and fastest

developing universities in Vietnam in all aspects.

On behalf of TDTU, the host of ICFE 2016, | would like to express my sincere appreciation to
our great partners — Tomas Bata University in Zlin (Czech Republic); Institute of Chartered
Accountant in England and Wales; New York University Stern School of Business, Willamette
University, Wichita State University, Baylor University (USA); CQ University in Sydney,
University of New South Wales, University of New England (Australia); Lincoln University
(New Zealand); University of Economics, Prague (Czech Republic), Corvinus University of
Budapest (Hungary); Fengchia University, Chinese Culture University (Taiwan); Vietnam
Association of Certified Public Accountants, Academy of Finance, National of Economics,
University of Economics Ho Chi Minh City (Vietnam); Chiang Mai University, University of
Phayao (Thailand); Sultan Idris Education University, Universiti Teknologi MARA Kedah
(Malaysia) for their great effort in organizing this Conference, track chairs, reviewers, speakers

and authors around the world for their contributions and interest in our event.
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| believe all delegates will benefit substantially from the conference through the presentations

of expert speakers and exchanges of ideas with one another. | wish you all a wonderful time at

the 3" ICFE.

June 2016

Prof. Vinh Danh Le, Ph.D.
President
Ton Duc Thang University, Vietham
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FUTURE PROSPECTS OF COMPANY VALUATION

Florin Aliu, Adriana Kndpkova, Hamdu Kedir Mohammed

ABSTRACT

This paper examines the impact of using qualitative and quantitative beta in the overall value
of the company. The company analyzed within the case study is private (nonpublic) company.
Valuation of the private companies is an important element on price signals that are delivered
in the market. Determining intrinsic value of private (nonpublic) companies is essential
evidence, not just for mergers and acquisition, but also for banks, suppliers, customers and
employees on the current and future outlook of the company. There are a lot of unclear inputs
standing on the general theoretical concepts and practical applications that lie within the
calculation of non-public companies. The results of the study shed light on a small part of the
overall complex issue of the valuation process, where the valuation of the company with
qualitative beta shows entirely dissimilar outcomes from the valuation of the company with
accounting beta.

Keywords: Company Value, Discount rate, Beta Coefficient, Discount Cash Flow Method,
Free Cash Flow to the Firm

JEL classification: G32, G33

1 INTRODUCTION

Company valuation is a significant feature in reflecting the underlying settings of the company.
In determining the value of the company, different studies applied different approaches.
Valuation of the company is an important outcome in reflecting the existing situation of the
company as far as it delivers information on future and the current prospect of assets, debt,
equity, cash flow and so on. Beta coefficient (that captures systematic risk) is an integral part
of the CAPM (Capital Asset Pricing Model) which is the main element in determining the value
of the companies listed on the stock market and non-listed companies. A study conducted by
Chambers et al. (2013) in a period from 1992 to 2010 for 65 industrial companies in Istanbul
Stock Market (ISM), shows that beta coefficient and Total Debt/Market Value were found to
have statistically significant and positive effect on stock returns, in real and nominal terms.
There are many uncertainties associated with valuation of companies. For Fernandez et al.
(2015) these uncertainties are errors associated with company valuation such as discount rate,
company risk, future cash flows, residual values and the like. According to Jacksonville M. and
Jacksonville B (2015), valuation of private firms has always been imprecise science and used
for different purposes, such as capital financing, estate planning, stock incentives plan,
economic damage awards, divorce, initial public offerings among others. Fundamentally,
company is being valued for its future prospect rather than for its current state (Damodaran
1996). The reason why our research has been conducted on private (nonpublic) companies
stands on the fact that all their financial and nonfinancial items are not publicly traded which
would enable revaluation from their historical costs. In addition to this problem, indicators used
for public companies such as beta coefficient incoming from regression analysis does not give
an accurate risk depiction for the private companies, from the basic fact that private companies
are not listed on the stock market.
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Another issue is the significant difference in the value of company when applying different
method. Kaplan and Ruback (1995), performed a study with 51 highly leveraged companies
using discount cash flow (DCF) and comparable multiples approach. However, they did not
come up with a concrete suggestion as to which of the two methods are more valid.

Companies listed on the stock market have a strong image on necessary inputs for the valuation
process, since all factors such as S (beta coefficient), stock prices, P/E ratio (stock prices
/earnings per share) are online accessible and daily available. The extra struggle that ascends is
with non-listed companies on the stock market. The major problem with non-listed company is
to find the appropriate methodology to value the company. Heavily relay only on the financial
statements is difficult to capture the intrinsic value of the company. The major limitation of
traditional financial statements is they do not project the future and the exact status of the firm.
Balance sheet and income statement data are representing sunk data, which are inherently
historical. In our study, we built the research questions based on key and most important inputs
used for valuing companies. Since historical beta generates sometime worthless outcomes,
several companies compute qualitative that better capture risk level of the company Fernandez
(2014), which has been used in our model of calculating the value of the company under
qualitative beta. In this paper, we strived to find answers to the questions: Does qualitative and
quantitative beta provides the relatively representative result on the company value? Another
question is the extent of strength in capturing underlying risk between the two beta coefficients.
This study differs from previous studies as it strikes on the core concepts of private company’s
valuation.

2 METHODS

The study used two approaches of finding beta for valuing a company level of risk. The first
one is based on accounting beta and the second one is based on qualitative beta. Data
concerning financial statements are obtained from Albertina Database (Albertina is a database
of Czech companies). Additionally, in our research we have conducted review of all available
data on the company and the industry economic perspective to get answer for questions in order
to find qualitative beta. Based on the available information we estimated the qualitative beta.
The area where the company operates is manufacturing industry of composite materials (plastic
industry). Simply one company has been used within the model that operates in plastic cluster
in Czech Republic. Extending the number of companies used for calculation within the model
would generate replication of the identical outcomes. Financial statements of the company in
our case study have been analyzed in a range of four years, from 2010 until 2013. Micro and
macro factors and moreover general financial position of the company has been considered
when qualitative beta has been obtained. The same methodological steps have been conducted
on both approaches (the one with qualitative beta and the one with accounting beta), since the
technical process of valuation remains the same. Variables that does not change in both
methodologies are risk free rate, risk premium, growth rate, terminal values in terms of FCFF
and cost of debt. The only variable that change on yearly basis from two methods is cost of
equity. Since cost of equity is represented in the model through CAPM (Capital Asset Pricing
Model), and part of CAPM is beta risk.

DCF (Discount cash flow model) is a frontward looking indicator in the valuation of nonpublic
and public companies; it detains future cash flows that the company will generate. DCF model
incarcerates risk-reward trade-off, captured through discount rate. Discount rate (cost of equity
and cost of debt), starts with the internal risk of the company and ends up with the general risk
of the economy (systematic and unsystematic risk). This method has basic assumptions to be
followed during valuation process. Hence, these assumptions will necessary affect the value of
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the company (Steiger, 2008.). Crucial variables within the DCF model are future cash flow
predictions and discount rate. In case of companies listed on the stock market, it is easier to
outline company value, since the risk is linked by the volatility of company returns with market
returns (beta coefficient). Beta coefficient represents the slope of the linear relationship on the
regression analysis, through regressing returns of the company with the returns of the stock
market.

ﬁ = I'-(Ti /Gm (1)

Where g represents the beta coefficient, while o, shows standard deviation of particular stocks

or portfolio and o, tells standard deviation of the stock market, which is referred as standard

beta. Beta captures market risk or systematic, while very well diversified portfolios are capable
to alleviate only unsystematic risk or diversifiable risk (Elton et al, 2003), not market risk. The
beta risk lies within the CAPM (Capital Asset Pricing Model) as part of with two other
components such as the risk free rate (RFR) and return on the market (RM).

CAPM =R, + B(Ry —Reg) )

Where R, represents risk free government bonds, (R, —R;) shows risk premium, which is

telling the difference of government bonds return and market return. Since CAPM, detain
within itself all types of investments, such as domestic equities, foreign equities, bonds,
property, currencies, derivatives, etc. According to Roll (1997), CAPM will never be a testable
theory until we do not know the configuration of the market portfolio. In our research study,
we have used FCFF (Free Cash Flow to the Firm) as part of the geometric progression; standard
finance theories require discounting FCFF for WACC (Weighted average cost of capital). Using
incorrect risk free rate in the valuation process, is a central issue for misleading results in
valuation, mostly in valuing companies is used historical risk free rate but is better to use 90
days US treasury bills (Fernandez. P & Bilan A. 2015).

WACC = K MV (Debt) H x rd x (1—taxrate)+ K MV (Equity ]x r} (3)
MV (Equity) + MV (Debt) MV (Equity) + MV (Debt)

Where MV (Equity) represents the market value of equity, MV (Debt) represents the market
value of debt, tax rate shows the tax on profit that the company is paying for government, rd
represents the cost of debt and r shows cost of equity. Koeplin et al. (2000) compared the
valuation ratios for private and public companies, percentage difference between the two was
the discount rate. Their findings resulted that domestic companies are acquired at 20-30%
discount relative to public companies when earnings multiples are used, while non-US
companies are acquired at 40-50% discount when earnings multiples are used to value the
transactions. Modigliani & Miller (1958) investigated the consequences and the effects of
advantage on the firm’s value. Their intention was that in the nonexistence of taxes, the firm’s
value is in depended of its debt. E+D=Vu, if T=0; which is fairly significant on the valuation
approach while privately held firms have a diverse tax construction than publicly held firms, as
well less entrance to the debt markets.

WACC is a crucial element in the geometric progression that captures the value of the firm,
because of negative trade off, higher WACC corresponds to the lower value of the company.
All these inputs are included within the discounted cash flow model.

< FCFF, (4)

P = 2 L WACC)
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Where: DCF represents the present value of the firm (intrinsic value)
FCFF represents free cash flow of the firm

An identical model with the same steps and procedures has been used in presenting the intrinsic
value based on accounting beta and qualitative beta. Investors that invest in the stock markets
do not face difficulties of diversifying their portfolio, since they can allocate their portfolio in
different financial securities and reduce or eliminate unsystematic risk. While in privately held
firms the owner is a sole investor; therefore, it is opposed to systematic (market risk) and
unsystematic risk (diversifiable risk). Company valuation based on different accounting
approaches such as: equity cash flow, free cash flow, APV (Adjusted Present Value), business’s
risk-adjusted free cash flow, economic profit, EVA (Economic Value Added) should come up
with equivalent outputs (Fernandez 2002). All these synthetic issues are key constituents in
valuation models because they shape the valuation methods and the correct value of the
company.

3 RESULTS AND DISCUSSION

Company value was generated from DCF model and has been discounted for 5 years’ projection
and the additional terminal value with Gordon growth model. The final output will stand on the
results of both approaches, one based on qualitative beta (obtained from the interview with the
company) and the other based on accounting beta (regression of the returns of the company
with the returns of the Prague Stock Exchange). The risk free rate is obtained from short term
Czech government bonds (Trading Economics, 2015). FCFF had exponential growth in the first
five years of the projections with a discount rate of 6.17%, which reflects an arithmetic average
of sales growth in the company. After five years, future cash flows had a growth rate lying on
the average growth rate of Czech Economy (2.26%) in a range of five years. GDP growth has
been used for projections of the terminal values since the company is highly sensitive to
economic cycles of the Czech economy. Correlation coefficient (Rij) between sales of the
company and GDP growth is (Rij=+0.34) which shows that sales of the company are highly
correlated with economic growth.

The following calculation has been used to obtained result from the valuation process:
(in mil. CZK)

CF =10552.97

CF, =CF,xg=CF,xgxg=CF,xg’

CF3><(_:]:C|:2><g><g><g=C|:1><g3

%

*
CF, =CF, x(+g)""
ocg - CR  CRx(+g) CRx(+gf L CRx(+9)™ _
"o(r+1) (r+1y (r+1y° (r+1)
_ 105529700 11204088249 & 118953804 12629625 134085548  13408,554x (L0226) _
(1+0.073035) ' (1+0.073035)° (1+0.073035)° (1+0.073035)° (1+0.073035)° (0.073035-0.0226)
= 304212.6735

Where g= 6.17%, represents a growth rate in FCFF for five years (terminal values in a range of
five years has grown based on average growth rate of company’s sales). Permanent growth in
FCFF is 2.26%, which associates with Gordon growth model (g=2.26%) after five years, stands
on average growth rate of the Czech Economy (Average growth rate of the Czech Economy
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has been calculated based on arithmetic average of five years’ economic growth). While in the
Gordon growth model, key assumption is that discount rate (in our case is WACC) should be
higher the permanent growth rate [r>g (0.0767>0.0226)]. Since qualitative beta give different
results from accounting beta, based on Annex (2) and Annex (3) it impacts also some of the
variables such as WACC (Weighted Average Cost of Capital) and CAPM (Cost of Equity).
Overall percentage difference in cost of equity based on two approaches is 4.5%, while in both
approaches r>g and also cost of equity is higher the cost of debt. Average WACC from 2010
till 2013 under accounting beta is 0.073035, which has been used as a constant variable in future
terminal values. However, under qualitative beta, average WACC stands to 0.074315. In
addition, risk is higher under qualitative beta then accounting beta and so far it declines the
value of the company.

Tab.1 - Intrinsic Value of the Company. Source: Authors own elaboration

Year g-growth rate FCFF in million DCF in million
2013 1.0617 10552.970000000 9834.6930
2014 1.0617 11204.088249000 9730.8040
2015 1.0617 11895.380493963,3 9628.01307
2016 1.0617 12629.325470440,8 9526.30762
2017 1.0617 13408.554851967 9425.67657

g=0.0226 (Gordon growth  (13408.55*1.0226)/(0.0767- 256067.179

model) 0.0226)

Overall value of the company 304212.6735

Explanation: g-growth rate, FCF- Free Cash Flow to the Firm, DCF-Present Value of the
Company. While the interest rate on lending activities for Czech Republic was 4.6% in 2014
(Trading Economics, 2014)

Standing on the table explanation, the enterprise value (intrinsic value) of the company under
accounting beta is 304212.6735 CZK, converting in euro of the current exchange rate
(01/03/2016- 27.07 CZK=1 EURO), the intrinsic value of the company is 11,267,136.03 million
EURO. However, value of the company under qualitative beta is 29770.4142 CZK, while in
euro the value of the company is 11,026,079.33 euro. This does not represent the price of the
company since the price is determined by various factors, such as supply and demand forces,
information asymmetry, political context of the country and so on. All components within
WACC have been adjusted for the Czech Republic.

Tab.2 - Cost of Equity based on the adjustments for the Czech Economy (CAPM-Capital
Asset Pricing Model). Source: Authors own elaboration

CAPM-Capital Asset Pricing Model 2010 2011 2012 2013

Cost of Equity = Risk-Free Rate + Beta * (Market 0.1256 0.1274 0.1239 0.1225
Rate of Return - Risk-Free Rate)

Risk Premium (RM-RFR) 0.0628 0.0728 0.0708 0.07
(http://people.stern.nyu.edu/adamodar/)
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Risk Free Rate (RFR) 0.0385 0.0385 0.0385 0.0385
(http://lwww.tradingeconomics.com/czech-
republic/government-bond-yield)

Beta*(Market Rate of Return - Risk-Free Rate) 0.0628 0.0546 0.0531 0.0525

Adjusted components are on yearly basis, in order to obtain cost of equity with all necessary
changes for Czech Republic. The risk free rate is obtained from short-term government bonds
(which are in a range of 3.85%), while the risk premium from the (Damodaran database, 2014)
ranging on the level of 7%. Corporate tax in the Czech Republic is 19% as an important factor
in determining cost of debt.

Tab.3 - Weighted Average Cost of Capital (WACC). Source: Authors own elaboration
2010 2011 2012 2013

WACC (cost of 0.07814 0.0696 0.0677 0.0767
capital)=Cost of

Equity%(weights of

equity)+Cd(%weight of

debt)

Cost of Equity*(weight of 0.051072494 0.051251039  0.04945894 0.055933305
equity)

Cost of debt*(weight of 0.02714 0.0184 0.0183 0.0207
debt)

Equity/Total Assets 0.406628134 0.402284454 0.399184345 0.456598411
Debt/Total Assets 0.593371866 0.597715546 0.600815655 0.543401589
1- Tax Rate 0.81 0.81 0.81 0.81
After-tax cost of debt = 0.022 0.0149 0.0148 0.0167
Pretax cost of debt(1-Tax

rate)

4 CONCLUSION

There are no correct and exact methods which give a clear outlook on the valuation process and
value of the company on it. Numerous researchers use different methods in the valuation, but
still none of them appears to give the right path toward exact form and clear way on the
valuation, since the value of the company deals with future cash flows while the future is
uncertain since stands on unmade decisions. Some elements within DCF are based on
assumptions, such as growth rate, inflation, future cash flows, etc. which make model unstable
and into some extent unreliable. The study compares the results obtained from the qualitative
beta with those from accounting beta, while results have shown completely different values of
the same company. Beta coefficient is an important factor in capturing the value of the
company, it measures how sensitive are the returns of the companies toward returns of the stock
market. Accounting beta might be a very meaningful factor only in situations when the stock
market is very efficient and reflect all the underlying settings of the economy. Qualitative beta,
which is captured through the questioner reflect the risk within and outside the company from
manager’s perspective such as future perceptions, past experience and intuition. At the end, we
can’t say which one of the beta coefficients should be used in the valuation process since both
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of them have limitations on their use. Since the valuation of companies stands on a certain
amount of assumptions, and there are no clear rules and methods that leads you to the right
valuation. Changing these assumptions provide enormous influence on the valuation process.
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FINANCIAL REPORTING QUALITY AND INVESTMENT IN
SUSTAINABLE DEVELOPMENT - EVIDENCE FROM
VIETNAM

Anh Hoa Tran, Hoang Oanh Le, Hiep Thien Trinh

ABSTRACT

Agency theory explains that the conflict of interest exists in the relationship between the firm’s
owners and managers as a result of situation where there is separation of the ownership from
the control of a corporation. This conflict is especially noticeable in all investment decisions.
With respect to investment in sustainable development, the over-investment brings certain
individual benefits to managers but it is not expected by owners. To deal with this issue, the
significant amount of research suggests that high financial reporting quality would reduce the
agency problem due to improved quality of disclosed financial information. The purpose of this
paper is therefore to empirically investigate the impacts of financial reporting quality on
investment in sustainable development from the agency theory. 800 observations coming from
160 Vietnamese public enterprises were used to conduct generalized method of moments with
balanced panel data during the period of 2010 — 2014. Regression result confirmed that higher-
quality financial reporting would reduce the issue of information asymmetries, consequently
mitigating inefficient investment in sustainable development, given the fact that managers are
attracted to opportunistically invest in the projects of sustainable development, known as their
own self-interests.

Keywords: Accounting conservatism; Financial reporting quality, Generalized method of
moments, Sustainable development, Vietnamese public enterprises

JEL Classification: M41, Q01, Q56

1 INTRODUCTION

Due to the recent movement toward to mutual benefits amongst companies and society,
managers and investors are increasingly aware of the importance of sustainable development.
Following this movement, many companies exert more effort in the area of sustainable
development activities (Pyo & Lee, 2013). However, some managers may have incentives to
use sustainable development activities strategically and opportunistically (Pyo & Lee, 2013).
Agency theory explains that the conflict of interest arisen in a firm when the firm’s ownership
Is separated from its control. In other words, the conflict of interest exists in the relationship
between the firm’s owners and managers when the managers choose actions to maximize their
own self-interests rather than the owners’ interest (Jensen & Meckling, 1976). This moral
hazard problem is caused by the existence of asymmetry between managers and owners,
including information asymmetry, payoff asymmetry and time-horizon asymmetry. This may
result in managers choosing investments with negative net present value. It is because, if
without strong control from shareholders, corporate resources could be used by opportunistic
managers to intensify their own benefits in ways that are unlikely to provide significant returns
to shareholders, such as reputational gains, an improved social status or a warm-glow — the
positive emotional feeling managers get from the corporations’ charity (McDermott, 2012). As
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a result of above asymmetry, it may leads to over-investment likely exacerbated with respect to
investments in sustainable development. Consequently, owners is likely to undergo wealth
effects in terms of agency costs such as principal’s cost of monitoring management, the agent’s
bonding expenditures or residual loss from wastefulness per project. To deal with this issue,
some studies show that the transparency in the form of disclosures to shareholders plays the
most important role for aligning management interests and shareholder interests that was
traditionally explained via agency theory by Hermanson (2000); Healy and Palepu (2001). All
of the above discussion inspire us to predict that managers’ investments in sustainable
development are probably well-controlled by a good financial reporting quality. Thus, we
examine whether higher-quality financial reporting can mitigate over-investments in
sustainable development, given the fact that managers are attracted to investments in
sustainable development, known as their own self-interests. This issue has unexplored although
many works proved that financial reporting quality may positively impact investment efficiency
in generally, not focusing on a specific type of investment, that is sustainable investment.

Next section briefly discusses prior literature to develop a set of research questions. In the
discussion of the research methodology, the sample and construct measurement are detailed.
Next, it also summarizes the results of generalized method of moment analysis with balanced
panel data before identifying this study’s contributions, implications and suggesting some
avenues for further research.

2 LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT

As a result of the growth of industrial production and economic liberalization, many countries
become to be wealthier but they also increasingly suffer impacts from social and environmental
degradation such as climate changes, depletion of natural resources and unequal economic
growth (Shrivastava, 1995). However, for a long time the issues of environment, social and
corporation had been separately concerned and the associations between those issues had not
been noticeably interested. Indeed, the perception of corporate social responsibility is to
enhance the company profit (Friedman, 1970). This perception lasted for a long time. Therefore,
managers’ obligation at that time was to direct and to monitor business operations in order to
maximizing profits regardless of their impacts on environment and society. Nowadays, this
perception has changed in the way that corporations are likely to take responsibility for their
negative impacts on economy, society and environment (Pyo & Lee, 2013). This new approach
has been known under the term of sustainable development.

According to World Commission on Environment and Development (WCED), whether or not
a firm’s development is sustainable, depending on whether it is able to meet its current demands
without hurting the ability of next generations to meet their own needs (Commission, 1987).
This idea is based on the social equity in order to make sure that future generations are entitled
to access resources similarly to previous generations. If society is unequal, conflict emerges
leading to negative effects on economic wealth (Commission, 1987). In addition, economic
wealth has never been created by exploiting natural resources and human. Therefore, some
years later, the definition of sustainable development proposed by WCED is then developed by
Elkington (1994), who suggests the only way to attain sustainable development is equally
pursuing social, environmental and economic goals. Most articles have interchangeably used
for the terms of sustainable development and corporate social responsibility (Ebner &
Baumgartner, 2006). However, they are applied in such different contexts. Corporate social
responsibility is normally acknowledged as a firm’s voluntary action to approach its current
internal and external stakeholders whereas sustainable development is considered as a firm’s
long-term goal to express to society about its responsibility for current and next generations.

10
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Accordingly, sustainable development is a broad concept with inclusion of corporate social
responsibility (Redclift, 2005). Although three dimensions of sustainable development, i.e.
social, environmental and economic should be equally concerned in theory, some studies have
been conducted on these dimensions in isolation such as social sustainability Verdi (2006) or
environmental sustainability (Filbeck & Gorman, 2004). However, resent researches tend to
discover combined effects on/of these three dimensions (Midttun, Balkau, & Sonnemann,
2010). Most of studies regarding to sustainability development published are from developed
countries. Goyal, Rahman, and Kazmi (2013) point out that a hundred percent of the papers
related to the issue published before 2002 came from developed countries and approximately
20 percent of the papers published from 2007-2011 came from developing countries. Most of
prior empirical studies related to sustainable development in the field of accounting focus
attention on corporate sustainability performance measurement (Fowler & Hope, 2007) or on
the association between sustainable development and financial performance.

According to the FASB and the SEC - the world’s leading authorities on the valuation of
financial reporting, the important characteristics of financial information in the financial report
are required including relevance, reliability, transparency and comparability (Jonas & Blanchet,
2000). Even though financial statements are produced in accordance with generally accepted
accounting principles, they may perform different levels of quality (Choi & Pae, 2011).
Therefore, financial reporting quality can be defined as the relevance and faithfulness of
information conveyed through financial reporting about the firm’s operation, especially its
expected cash flows. Chen, Hope, Li, and Wang (2011) confirm that high-quality financial
reporting plays a prominent role in impeding information asymmetry. In addition, many recent
studies explore that by counteracting information asymmetry, high financial reporting quality
may raising investment efficiency (Verdi (2006); Biddle and Gilles (2006); Chen et al. (2011)).
Explaining for this argument, Biddle and Gilles (2006) argue that improved financial reporting
may restrain opportunistic managers from engaging in value destroying activities that are not
the best shareholder interests such as investment in empire buildings. In term of the relationship
between financial reporting quality and investment efficiency, some previous empirical studies
discover that financial reporting quality is negatively associated with overinvestment for cash
rich firms. However, empirical results for cash constrained firms are inconsistent. Biddle and
Gilles (2006) recognize that enhanced financial reporting is positively associated with under-
investment for cash constrained firms whereas Verdi (2006) discovers the negative effects on
this relation.

In recent years, although sustainable development has been emerging as a phenomenon
attracting many academic researchers as a result of social and environmental deterioration
caused by the rapid growth of industrial production, they deeply analyze the association
between financial reporting quality and investment efficiency in general or investment
efficiency in corporate social responsibility activities rather than in sustainability development
activities. Additionally, most of empirical studies in this area put mind to explore the impacts
of financial reporting quality on investment efficiency in corporate social responsibility rather
than vice versa. For instance, He and Loftus (2014) provide evidence to show that by practicing
corporate responsibility accounting, these corporations could improve the quality of reported
financial information. Likewise, Pyo and Lee (2013) find that firms with the engagement in
CSR represented a higher earnings quality. What’s more, the non-profit motivated theory
suggests that absent strong control from shareholders, managers can opportunistically invest in
social activities as a perquisite or to entrench themselves by gaining favor with important
stakeholders (Hong, Kubik, & Scheinkman, 2012). Along with the evidences show that high
financial reporting quality mitigates opportunistic managers’ incentives in engaging in

11
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investments that maximize their own self-interests rather than the shareholders’ interests,
thanks to counteracting the information asymmetry. We, therefore, expect firms with higher-
quality financial reporting will exhibit less over-investment in sustainable development. All
above arguments inspire us to develop the following testable hypothesis:

Hi: Higher-quality financial reporting has negative effects on investments in sustainable
development.

3 LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT
3.1  Model specification

To test the hypothesis Hi, investment in sustainable development (SUS) is regressed against
financial reporting quality (FRQ). If the coefficient of the independent variable is statistically
significant, it implies that financial reporting quality has relative value to explain the behavioral
tendency of investment in sustainable development. Moreover, to isolate the effect of SUS and
FRQ, firm-specific factors such as firm age, firm size, financial leverage, financial
performance, tangibility, cash flow need to be controlled in the regression model.

(H1): SUSit=Bo + B1FRQit + B2SIZEit + BsLEVit + BsAGRWit + BsROAit + BeAGEi+ +
B7CFOit + BsCFOit1t PaTANGi ¢ + it

Where:
SUSi = investment in sustainable development
FRQi = different proxies of financial reporting quality
SIZEi = logarithm of total assets at the end of the year
LEViy = total long-term liabilities divided by total assets at the end of the same
period
GRWi; = sales changes scaled by prior sales
ROA.i« = return on assets in the same period
AGE:i = the natural logarithm of the years since the inception of the firm
CFOit = the ratio of net cash flow from operation activities to total assets in the
same period
CFOit1 = the ratio of net cash flow from operation activities to total assets in the
previous period
TANG; = tangibility is the ratio of changes in property, plant and equipment to

total assets

As showed in literature review, there is the potential endogeneity of FRQ and SUS (Galdeano-
gomez, 2008), as a result, instrumental variables of the FRQ variable should be identified in
GMM model through theories and recent empirical works. Recent studies measuring financial
reporting quality summarize eight attributes of earnings, which are accrual quality, persistence,
predictability, smoothness, reliability, relevance, timeliness, and conservatism (Biddle &
Gilles, 2006; Wang, 2004; Yoon, 2007). Firstly, Barker and Imam (2008) and Salerno (2014)
state that current earnings should be a good indicator of future earnings in high-quality financial
reports. Zhou (2008) considered more persistent earnings to be of higher quality, and show the
interrelationship between persistence, accruals, and quality by stating that low levels of accruals
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result in higher persistence of earnings, thereby resulting in higher quality. Thus, this paper
includes the measure of predictability (PREDICT) composition as an instrumental variable for
the FRQ endogenous variable. Secondly, owing to the uncertainty with external environment,
conservatism had served as an important principle for recognition and measurement of
accounting information. In the Statement of Concepts No. 2 of the FASB, conservatism is
defined as “a prudent reaction to uncertainty to try to ensure that uncertainties and risks inherent
in business situations are adequately considered”. According to the behavior of accounting
conservatism, accumulated reported earnings are minimized which results from slower revenue
recognition versus faster expense recognition and lower valuation of firm assets versus higher
valuation of firm liabilities (Givoly & Hayn, 2000). Therefore, accounting conservatism
restraints over-compensation to opportunistic managers through restricting overstatement of
cumulative earnings, leading to be beneficial for minority shareholders, creditors, and the firm
as a whole (Watts, 2003; Zhang, 2008). This leads to the fact that conservatism reinforces the
quality of information reported to stakeholders. Because of the important impact of accounting
conservatism to financial reporting quality, this paper also use accounting conservatism
(ACCCON) as an instrument. As procedures in the GMM model, in the first stage, FRQ is
regressed against accounting conservatism and predictability to have estimates applied in the
general model of investment in sustainable development. We adopt the following model in the
first stage:

FRQit =y0 + y1/ACCCON; + v2PREDICTi + €it

Where:
FRQi = different proxies of financial reporting quality
ACCCON:it = [(income before extraordinary items - cash flows from operation

activities + depreciation expense)/ total assets] is averaged over 3 years

REDICTit = the standard deviation of residuals (vit) from the autoregressive model
between EBIT: and EBITt1

In term of control variables in the hypothesis H1, most voluntary disclosure studies control for
firm SIZE (see, for example, Lindblom (1994)) based on the assumption of economies of scale
with respect to the costs of environmental and social activities. LEV is included as a control
variable because highly geared firms may face higher pressure from creditors for information
with which to assess potential environmental and social liabilities (Huang & Kung, 2010).
GRW, ROA, CFO are commonly used proxies for firms’ financial performance. Clarkson, Li,
Richardson, and Vasvari (2008) showed that firms with superior upcoming earnings
performance or higher cash flow have the propensity of a higher sustainable development
disclosure to reveal their ‘‘good news’’ to financial markets. We control for firm age (AGE)
because older firms have greater incentives to disclose information (Yu, 2010). Moreover, we
also control for the investment in firm’s tangibility (TANG) based on the argument that newer
equipment is expected to employ newer and less polluting technologies. Hence, firms with
newer, cleaner technologies are likely to have a superior environmental performance measure
(Clarkson et al., 2008).

On the basis of worldwide papers reviewed, Table 1 summarizes the determinants identified in
the prior pieces of research as well as the relationship between determinants and the concept of
financial reporting quality or sustainable development investment, respectively.
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Tab. 1 - Summary of the correlations discovered in the prior studies.
Source: The authors’ statistics

Regression variable: SUS

Affirmed sign Proposed by

FRQ ?
SUS
SIZE + Lindblom (1994); Clarkson et al. (2008)
LEV + Huang and Kung (2010)

- He and Loftus (2014)
GRW + Clarkson et al. (2008)
ROA + Clarkson et al. (2008); He and Loftus (2014)
AGE + Yu (2010)
CFO: + Clarkson et al. (2008), He and Loftus (2014)
CFOt1 + Clarkson et al. (2008), He and Loftus (2014)
TANG + Clarkson et al. (2008)

3.2 Variables measurement

3.2.1 Operationalization of the variable: investment in sustainable development

This paper uses the content analysis, adopted for the measurement of sustainable reporting, to
construct a proxy for a firm’s investment in sustainable development. The content analysis has
been used broadly as a replacement for the measurement of value in dollar of a firm’s
investment in corporate social responsibility or sustainable development or environment
activities, for examples in many works of Holbrook (2010); Smith, Ren, and Dong (2011);
McDermott (2012); He and Loftus (2014), because the dollar amount of resources allocated to
social and environmental issues is not publicly available. Thus, a disclosure index, which
follows earlier research that studies the incidence of disclosed information, was used to gauge
the level of sustainable development information in annual reports or sustainable reports or on
the website. Each annual report or sustainable report was read from cover to cover to obtain the
disclosure score. According to the G4 - Sustainability Reporting Guidelines published by
(Initiative, 2014), there are 46 sustainability aspects (as illustrated in Table 2) that can
reasonably be expected to be discussed in annual reports, sustainable reports and website.
Reported indicators are grouped in three main categories of sustainability - economic,
environmental, and social.
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Tab. 2 - Categories and aspects in the G4 - Sustainability Reporting Guidelines.
Source: Initiative (2014)

Aspects Economic Performance ' Materials
Market Presence ' Energy
Indirect Economic Impacts » Water
Procurement Practices ' Biodiversity
' Emissions

» Effluents and Waste
' Products and Services

» Compliance
' Transport
' Overall
' Supplier Environmental Assessment
' Environmental Grievance
Mechanisms
Sub- Labor Practices Human Rights Society Product
categories and Decent Work Responsibility
Aspects Employment Investment Local Customer Health
Labor/ Non- Communities and Safety
Management discrimination Anti-corruption  Product and
Relations Freedom of Public Policy Service Labeling
Occupational Associationand  Anti- Marketing
Health and Safety  Collective competitive Communications
Training and Bargaining Behavior Customer
Education Child Labor Compliance Privacy
Diversity and Forced or Supplier Compliance
Equal Opportunity Compulsory Assessment for
Equal Labor Impacts on
Remuneration for ~ Security Society
Women and Men  Practices Grievance
Supplier Indigenous Mechanisms for
Assessment for Rights Impacts on
Labor Practices Assessment Society
Labor Practices Supplier Human
Grievance Rights
Mechanisms Assessment
Human Rights
Grievance
Mechanisms

This study uses a method in which all items in each dimension are non-weighted. Criticism has
been directed towards weighted scoring approaches because of the subjectivity when setting
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the weight preferences (Per & Niklas, 2006). According to Per and Niklas (2006), a non-
weighted approach is preferred in that it has fewer measurement errors. After checking the
occurrence of disclosure, the authors analyze the quality and the quantity of that information
identified. Information considered as quality refers to information which is clearly illustrated
and explained while quantitative information is those which presented in monetary terms or
numeric terms (as summarized in Table 3). Disclosure score of each aspect (d;) can potentially
range from zero, for that does not report any item of that aspect, and maximum is 4, for that
reports all quantitative and qualitative information. The maximum disclosure score for a
specific firm that can be achieved is 184 for total quality, which is obtained by multiplying the
maximum score for each aspect (4) by the total number of sustainability aspects. The following
formula to calculate the disclosure level for a specific firm is employed:

. e g 46
Disclosure level for a specific firm = > d.
i=1

Tab. 3 - Disclosure categories with different scores.
Source: Smith et al. (2011); McDermott (2012); He and Loftus (2014)

Disclosure categories Scores

Qualitative disclosures are combined with monetary information or quantified 4
numeric terms other than currency.

Qualitative disclosures are descriptive, narrative or identifiable information but 3
neither quantitative information nor monetary information.

Quantified numeric terms, other than currency, such as numeric for weight, volume 2
and size are disclosed but Non-qualitative disclosure.

Monetary information can be described as a quantitative item in currency terms but 1
Non-qualitative disclosure.

Non-disclosure 0

3.2.2 Operationalization of the variable: financial reporting quality

To measure financial reporting quality, three different proxies is used according to some pieces
of previous research, by standardizing these three proxies and taking the average of those.

The first measure is obtained following the model proposed by McNichols and Stubben (2008)
who consider discretionary revenues as a proxy for earning management.

DELAR;t = Po + B1DELREVi¢ + &it 1)

Where DELAR; is the annual change in accounts receivable for firm i in the year t, DELREV
represents the annual change in sales revenues for firm i in the year t. All terms are scaled by
lagged total assets. Discretionary revenues are the standardized residuals from equation (1),
which represents the change in accounts receivable that is not explained by sales growth (Juan
Pedro Sanchez & Gomariz, 2012). Our first proxy for financial reporting quality will be the
absolute value of the standardized residuals multiplied by -1. Thus, higher values indicate
higher FRQ.

The second measure for FRQ is based on the model of discretionary accruals developed by
Kasznik (1996), based on Jones (1991):

TAit= o+ P.DELREVit + B2PPEijt + BsCFOit + it 2
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Where TA.i; is total discretionary accruals, calculated as the change in non-liquid current assets
minus the change in current liabilities plus the change in the short-term bank debt and minus
depreciation; DELREV;; represents the annual change in sales revenues for firm i in the year t;
PPEi is property, plant and equipment; CFOi_ is the net cash flow from operations. All terms
are deflated by lagged total assets. The second proxy for financial reporting quality will be the
absolute value of standardized residuals from equation (2) multiplied by -1, so a higher level
represents higher quality.

The third proxy is based on the accruals quality model developed by Dechow and Dichev
(2002). In this model, current working capital accruals are regressed on cash flow from
operations of the previous year, the current year and the subsequent year.

WCA.,; = Bo + B1CFOi1 + P2CFOit + BsCFOi1 + &ir  (3)

Where WCA.« is working capital accruals, calculated as the change in non-liquid current assets,
minus the change in current liabilities plus the change in short-term bank debt. CFOi+t.1, CFOiy
and CFOi+1 are the net cash flow from operations, which are expressed by the difference
between net income before extraordinary items and total accruals. All variables are deflated by
average total assets. As in the previous models, the estimation is carried out by year and
industry. The residuals from equation (3) reflect the variation in working capital accruals
unexplained by cash flow of the current year and adjacent periods (Juan Pedro Sanchez &
Gomariz, 2012). Therefore, the third measure of financial reporting quality will be the absolute
value of the standardized residuals multiplied by -1. As a result, a higher value represents higher
financial reporting quality.

The model (1); (2) and (3) are tested with three regression approaches: Pooled OLS, FEM (fixed
effects model) and REM (random effects model) according to GLS method for panel data
processing models to reduce the issue of heteroskedasticity. The result of the Likelihood test
and Hausman test imply that this model is better to conduct all estimations with firm-specific
fixed effects and year-specific random effects (as illustrated in Table 4). In addition, Durbin
Watson ratios within the range of [1.5; 2.5] reveal an acceptable fit to time-series data without
the presence of autocorrelation. After regression, our proxies for financial reporting quality in
all models will be the absolute value of the standardized residuals multiplied by -1. Finally, the
measure of FRQ is calculated as the average of the standardized values of three proxies. A
higher value means higher financial reporting quality.
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Tab. 4 - The coefficiency of explanatory variables in Equation (1), (2) and (3)
Source: Calculated by the authors in Eviews 7.0

Explained DELAR TA WCA
variables

Cross Period Cross Period Cross Period
Independent section section section
variables _ _ -

Fixed Random Fixed Random Fixed Random
CONSTANT -0.031813** 0.121692*** 0.203931***
DELREV -0.080515** 0.030158***
PPE -0.136649***
CFOr1 0.133364***
CFO; -0.988819*** 0.098299**
CFOt1 0.007154
Adjusted R? 16.84 90.40 83.88
(%)
Durbin Watson 2.410332 1.914250 1.516684
Hausman test 2.148325 2.620163 2.951584

(Chi-square)

Note: Significant at: *10, **5 and ***1 percent levels

3.2.3 Operationalization of the instrumental variables
Accounting conservatism variable:

There are many approaches to measure accounting conservatism. The variable of accounting
conservatism (ACCCON) in this study, following Givoly and Hayn (2000), Abdel-meguid,
Ahmed, and Duellman (2013) defined an accrual based measure of conservatism as income
before extraordinary items less cash flows from operation activities, plus depreciation expense
deflated by total assets. Thus, the larger the value of the accrual based measure of conservatism,
the more the accounting conservatism there is. The underlying intuition is that conservative
accounting results in persistently negative accruals (Givoly & Hayn, 2000). The measure is
averaged over a three-year period to mitigate the effects of any temporary large accruals,
because accruals have a tendency to reserve within a one-to two-year period (Richardson,
Sloan, Solima, & Tuna, 2005).

Predictability variable:

Lipe (1990) and J. Francis, LaFond, Olsson, and Schipper (2004) defined earnings
predictability as the ability to predict earnings based on its past value. Therefore, based on the
studies of Lipe (1990) and J. Francis et al. (2004), this paper measures earnings predictability
(PREDICT) as the standard deviation of residuals (vit) from the autoregressive model between
EBIT:and EBITt1. Small values of the residuals (vit) imply more predictable and higher quality
earnings.

EBITit = ¢o + ¢p21EBITit1 + vit

Where:
EBITi = firm 1’s earnings before interest and tax in year t
EBITit1 = firm i’s earnings before interest and tax in year t-1
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3.3  Main study data collection

Financial data is collected from the database http://finance.vietstock.vn/. The sustainable
development data is mined through content analysis of annual reports, sustainable reports and
company websites. The sample consists of 160 randomly selected firms from 692 public
companies listed in Ho Chi Minh and Hanoi Stock Exchange in Vietnam. Based on some
previous studies of Daske, Hail, Leuz, and Verdi (2008) and J. R. Francis and Wang (2008),
financial service organizations such as banks, insurance firms and other financial institutions
are excluded because computing earnings management or financial reporting quality can be
problematic for such entities. Therefore, the public companies in this study are selected from
many different industries, without financial organizations, including 58 manufacturing firms,
31 real estate and construction firms, 29 trading and service firms, 19 energy and extractive
firms, 13 agricultural firms, 6 firms in hospitality industry and 4 firms in health and hospital
services. The sample for the whole analysis period from 2010 to 2014 includes 800 firm-year
observations. According to Hair, Black, Babin, Anderson, and Tatham (2006)’s rule of 15 to
20 observations for each predictor variable, the size of 800 samples is thus appropriate to make
regression with a balanced panel data. More importantly, the data are consistent and reliable
enough to satisfy Tauchen (1986)’s requirement in panel data where the sample size is normally
larger than 500 in case limited T and N.

4, DATA ANALYSIS AND FINDINGS
4.1  Stationarity test and descriptive statistics

Stationarity test

Before performing regression analysis, PP-Fisher panel unit root test is applied to check the
stationarity of variables with the null hypothesis of non-stationary trends. Length of the lags is
automatically identified by Schwarz Information Criterion. The results show that all variables
are stationary, 1(0) (i.e. integrated of order zero) except for the variable of investment in
sustainability (SUS), as illustrated in Table 5. Therefore, the SUS variable is recalculated by
logarithm of total disclosure score for a specific firm to be a stationary variable before
regression analysis.

Descriptive statistics

Table 5 also shows the correlation coefficient among SUS and FRQ, between SUS and control
variables. There is a significant positive correlation between SUS and FRQ (0.246982) at the
1% level. However, this relationship is presented simply by a univariate analysis without
controlling for other factors. Most of the relationships amongst the two types of SUS, FRQ and
other control variables are statistically significant at the 1% and 5% level. Of particular note is
that the correlation coefficients are not of high magnitude between any two of the independent
variables to cause concern about multicollinearity problems. Once again, the absence of
multicollinearity problem is affirmed because of VIF being less than 2.

Furthermore, we implement a test for serial correlation in the idiosyncratic errors of a linear
panel-data model discussed by Wooldridge (2010). Under the null of no serial the residuals
from the regression of the first-differenced in the Wooldridge test, variables should have an
autocorrelation. The results also reveal an existence of autocorrelation in the equation of the
second hypothesis (F = 26.977, p-value = 0.0000) while there is no autocorrelation in the
equation of the first hypothesis (F = 2.965, p-value = 0.0870). Therefore, we estimate linear
regression models with the option bw(1) to robust to both arbitrary heteroskedasticity and
arbitrary autocorrelation in the empirical results for hypothesis 2.
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Tab. 5 - Unit root test, descriptive statistics, correlation coefficients and multicollinearity

problem
Source: Calculated by the authors in Stata 12

CFO. TAN ACCC PREDI
FRQ SUS SIZE LEV GRW ROA AGE CFO ) A oN oT
FRQ 1
0.246
SuUs 982 4
*k*k
0.147 0.389
*k*k *kk
0.165 0.041 0.452
LEV 248 342 615 1
*k*k *k*k
0072 0.039 0.020 0.011
GRW 645 55 1 78 1
*%
0.102 ogg? 0159 0.351 O'éég
ROA 999 81 24 1
*kk *kk
*k*k *k*k *k*k
0.089 0.206 0.047 0.043 0072‘ 0.047
AGE 311 966 655 817 34 835 1
*%* *k*k
oot 0%l 015 o1sp 009 0208 004l
CFOt 506 93 48 1
** *kk
*k*k *k*k
0.049 0.015 - ~0.079 0351 0.036 0.118
0.121  0.162
CFOut 625 451 e 83 244 239 02 632 1
*%* *k*k *k*k
*kk *kk
0.015 0.008 0.182 0.032 0'2(3)‘11 0%2 0.382 o.ggg 0'151’(2)
TANG 995 53 19 7 1
**k *kk *kx *kk
* *k*k
Acce 0135 0226 0272 0137 0079 °89 0033 0108 0008 2%
66 483 1
ON 487 41 18 52 04 55 62 67
*kk *kk
*k*k *k*k *kk *k*k *%k *k*k *kk
PRED| 0.035 0(1)22 0"1‘% o.;gg 0.026 O'gﬁ 0.006 o.og; 0.041 0.083 0.0711
cT 343 4 92 02 26 2
*k*k *kk *k*k
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PP- 8007 2542 640.1 6344 6366 6141 2989. 6755 5953 5655 459.09 476.83

Fisher 55 58 57 18 41 83 28 67 96 16 1 8

Chl- *k*k *k*k *k*k *k*k *kk *k*k *k*k *kk *k*k *k*k *k*k

square

Maxim )

o 0016 5347 8820 0830 6943 0667 4127 1902 1791 0864 16767 15442
201 108 3 215 511 474 134 682 639 566 27 23

l'j"nf]”'m 4135 1386 4209 0022 2018 0510 1098 0695 2136 0000 1.0792 0.0002
396 294 622 457 2 11 612 87 02 243 2 78

Skewn ~ 0302 0.858 ~ 5053 0.721 © 3268 0698 1436 1.2863 11.038

ess 3372 “gag ga 0007 Teos  3sg 0260 Thn Ti73 o6 26 55
727 84 33

Kurtos  21.05 3751 4119 2351 7133 1017 2493 3653 5277 5112 12027 16052

is 821 009 485 63 788 612 902 495 404 23 56 16

VIF 116 142 162 160 111 169 110 123 127 122 140 127
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.xtivreg2 SUS SIZE LEV GRW ROA AGE CFOt CFOt 1 TANG (FRQ = ACCCON PREDICT), fe endog(E

bw(l) cue -

Note: kernel=Bartlett and bw=l implies zero lags used.Standard
errors and test statistics are not autocorrelation-
consistent.

TATET AT neg GMM obj function -J = -2.5328789

rescale: neg GMM obj function -J = -2.5328789

Iteration O0: neg GMM obj function -J = -2.5328789

Iteration 1: neg GMM obj function -J = -2.4458674

Iteration 2: neg GMM obj function -J = -2.4458332

Iteration 3: neg GMM obj function -J = -2.4458332

FIXED EFFECTS ESTIMATION

Number of groups = 160 Obs per group: min = 5
avg = 5.0
max = 5
CUE estimation
Estimates efficient for arbitrary
autocorrelation Statistics robust to
autocorrelation
kernel=Bartlett; bandwidth= 1
time wvariable (t) : t
group variable (i): i
Number of obs = 800
F( Dy 631) = 15.00
PHSE: 5 F = 0.0000
Total (centered) SS 36.65793095 Centered R2 = -0.0685
Total (uncentered) SS = 36.65793095 Uncentered R2 = -0.0685
Residual SS = 39.16748075 Root MSE = .2474
SUS Coef. Std. Err. Z P>z [95% Conf. Interval]
FRQ -.400012 .1869067 -2.14 0.032 -.7663423 -.0336816
SIZE .7768937 .1272383 6.11 0.000 .5275113 1.026276
LEV -.1635156 .1339937 ~1...22 0.222 -.4261384 .0991073
GRW -.0234649 .0255278 -0.92 0.358 -.0734984 .0265686
ROA -.6714239 .261849 -2.56 0.010 -1.184638 -.1582093
AGE 5208191 .0975246 5.34 0.000 .3296744 .7119638
CEOt .0952728 .078863 L2 0.227 0592959 .2498414
CFOt 1 .1845646 .0916536 2.01 0.044 .0049268 .3642023
TANG .1324641 .1780109 0.74 0.457 -.2164309 .4813591
Underidentification test (Kleibergen-Paap rk LM statistic): 17 201
Chi—sq{ 2) P-val = 0.0002
Weak identification test (Kleibergen—-Paap rk Wald F statistic): 8.700
Stock-Yogo weak ID test critical values: 10% maximal LIML size 8.68
15% maximal LIML size 5.33
20% maximal LIML size 4.42
25% maximal LIML size 3.92
Source: Stock-Yogo (2005) . Reproduced by permission.
NB: Critical wvalues are for Cragg-Donald F statistic and i.i.d. errors.
Sargan statistic (overidentification test of all instruments) : 2.446
Chi-sqg 1) P-val = 0.1178
-endog- option:
Endogeneity test of endogenous regressors: 4.833
chi~sqt 1) P-val = 0.0279
Regressors tested: FRQ
Instrumented: FRQ

Included instruments
Excluded instruments

SIZE LEV GRW ROA AGE CFOt CFOt_1 TANG
ACCCON PREDICT

Fig. 1 - Empirical results for hypothesis 1
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Results are reported in Figure 1. Testing the validity of the instruments is crucial to ascertaining
the consistency of the parameter estimates, specifically, when we use a generalized method of
moments (GMM) estimator. The GMM estimator amounts to imposing the set orthogonality
conditions that the instrumental variables are uncorrelated with the error term. We test this
condition by Sargan-Hansen test. The Sargan-Hansen test is a test of overidentifying
restrictions. Under the null, the test statistic is distributed as chi-squared in the number of (L-
K) overidentifying restrictions. A rejection casts doubt on the validity of the instruments
(Hansen, Heaton, & Yaron, 1996). The result of the Sargan test accepts null hypothesis,
implying that the instruments are valid instruments i.e., uncorrelated with the error term, and
that the excluded instruments are correctly excluded from the estimated equation. In the context
of the Figure 1 regression, this implies that instrumental variables affect investment in
sustainable development through the explanatory variable of financial reporting quality.
Besides Sargan-Hansen test, we use endogeneity tests of FRQ endogenous regressors by using
the “endog” option. Under the null hypothesis that the specified endogenous regressors can
actually be treated as exogenous, the test statistic is distributed as chi-squared with degrees of
freedom equal to the number of regressors tested (Hausman, 1978). The result of endogeneity
test rejects the hypothesis Ho (p-value = 0.0279 < 0.05), means that FRQ endogenous regressor's
effects on the estimates are meaningful.

Figure 1 provides evidence that investment in sustainable development is positively related to
firm size, firm age and prior year’s cash flow and negatively related to financial reporting
quality, firm return. Regarding with the relation between financial reporting quality and
investment in sustainable development, we find that the estimated coefficient on FRQ is
significantly negative (coefficient of -0.400012, p-value of 0.032 < 0.05). This result provides
empirical validation that firms that present a low quality financial report are more likely to
invest in sustainable development. This means that higher-quality financial reporting reduces
inefficient investment in sustainable development. Our result suggests that higher financial
reporting quality mitigates investment in sustainable development in firms that are likely to
over-invest. This is in line with the Salewski and Ziilch (2014) model which proposes that firms
with more engrossing engagement in earnings management are likely to attain lower accrual
quality and therefore tend to spend more funds in corporate social responsibility to cover up
these earning management activities. Therefore, low quality financial reporting firms have
higher sustainability scores and that high financial reporting quality leads to an increase in
sustainability investment.

With respect to firm size, firm age, significant relationships amongst SIZE, AGE, CFO.1 and
SUS are evident (B2 = 0.7768937, Bs = 0.5208191, Bs = 0.1845646 respectively). The null
hypotheses of SIZE, AGE, CFO.1 are rejected at the 5 percent level. These outcomes are
consistent with the previous studies that larger firms with better financial performance have
greater incentives to disclose more information. Moreover, according to the political
hypothesis, larger firms with strong financial position attract greater attention from the media,
policy makers, and regulators and decorate their public image. They would be, therefore, under
greater pressure to perform better on sustainability reporting. However, there is a paradox in
relationship with profitability. Significantly negative relationships between profitability and
investment in sustainability are affirmed from the return on assets (Bs = -0.6714239 and sig. =
0.010). This contrasts with our prediction that firms with a better operating performance are
likely to have a higher incentive to make more detailed sustainability disclosures because they
can afford to spend more on sustainable abatement. However, our outcome reveals that firms
with better return via ROA is economically performing or conservatively invest in sustainability
to achieve its higher future profitability.
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5 IMPLICATIONS AND CONCLUSIONS

As a general discussion, it is felt that overall objective of the study has been met due to its
confirmation of the association between financial reporting quality and investment in
sustainable development. This study adds to the existing sustainable development literature by
providing additional evidence of the role of financial reporting quality on accounting for
sustainable development. Our study explores that the financial reporting quality - sustainable
development relationship is bi-directional. This is demonstrated by the findings which show
that a high financial reporting quality alleviates the investment in sustainable development
whereas engagement in sustainable development enhances the financial reporting quality in
Vietnamese public enterprises.

Given the widespread concern over sustainable development recently and in light of our first
finding, it is important for shareholders, investors and academics, who are interested in ethical
business and intend to make their own financial decisions based on a firm’s engagement in
sustainable development activities, to doubt motivations of these activities for following
reasons. Firstly, managers may engage in sustainable development activities for disguising
earnings management or discretional accounting changes to obtain expected earnings.
Particularly, such activities enable managers to build their firms with a socially responsible
business behavior that distracts stakeholders’ attention from questionable and fraudulent
financial reporting practices. Secondly, sustainable development activities motivate managers
to involve for mitigating the consequences of unexpected earnings or high investment in
intangible assets. Finally, the engagement in sustainable development activities of managers
may be explained by enhancement of their reputation, social status or professional profile that
enable them to claim more benefits, rewards and better contracts.

The second finding of this study equips a better understanding of financial reporting practices
and behavior and ethical values of managers that could be interests of regulators and investors.
Based on the extent to which investment in sustainable development is made, investors may
evaluate how faithful and transparent financial reporting is, in the light of the positive effects
of the investment on financial reporting quality.

There are several shortcomings in this study which need to be acknowledged. The first
limitation is that the sample used to explore the association between financial reporting quality
and investment in sustainable development is limited to listed companies. Annual reports of
companies that are not listed in Vietnamese stock exchange market are difficult to collect, thus
are excluded from this study. Secondly, the data from a single East Asian country, not cross-
country examination may be noisy and require caution in terms of generalizing the results.
Thirdly, this research relies on disclosed proxy data, but proxy disclosures may not represent
all aspects of sustainable development practices. It is possible that some companies may have
strong practices in some areas, but received lower scores because the details are not disclosed
in their proxies. Further research is needed on the other sustainable development factors not
included in this study but contributed into the practices of financial reporting quality. It would
be to investigate by qualitative method to what extent should be concentrated to enhance the
control sustainable development investment effectiveness.
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THE EFFECT OF FINANCIAL CRISIS ON ACCOUNTING
CONSERVATISM: EVIDENCE FROM VIETNAMESE FIRMS

Anh Huu Nguyen, Duong Thuy Doan

ABSTRACT

Conservatism is still worrying concern in accounting practices. The relationship between this
concept under different economy situations has received much attention all over the world. To
date, there is no study examining this issue in the context of Vietnam. Therefore, this paper
aims to investigate the association of conservatism and financial crisis in Vietnamese listed
firms. With multiple regression models, the paper finds out there is no evidence showing
Vietnamese listed firms are less conservative in crisis period (2008-2011) than in pre-crisis
period (2006-2007). However, in post-crisis (2012-2014), these firms tend to report more
conservatively.

Keywords: Conservatism, financial crisis
JEL Classification: M41, G32

1 INTRODUCTION

Accounting conservatism is a highly controversial subject in accounting. According to Sterling
(1967), conservatism is the most influential principle in accounting practices. There are several
studies about factors affecting this concept. Tarig (2011) conducted research about the
relationship between conservatism and earnings quality and stock prices in Egypt. In 2010,
Hamdan found that the bigger a company is, the more conservative it is because it wants to
avoid political costs in Saudi Arabia. The other factors such as bankruptcy, the introduction of
IFRS are also tested by Hellman in 2008 and Lee in 2012, respectively. Recently, another
external factor named financial crisis is considered to have huge impact on accounting
principles, especially conservatism. According to some previous studies, the financial crisis
may have a bad effect on this principle because firms which are suffering under the recession
tend to report less conservatively in earnings in order to cover their losses (Herrmann, 2008).
However, others stated that financial crisis leads to the uncertainty about future of the company,
which results in more conservative accounting (Kodres and Pritsker, 1998). Therefore, these
arguments still need to be discussed more.

In Vietnam, by 2007, the accession to WTO significantly changes our economy with average
growth increasing to 7.6 %. This dramatic opening of Vietnamese economy brought not only
export opportunities, but also greater foreign investment. However, at the end of 2007, the
housing market collapsed in US created a worldwide financial crisis in 2008 - 2009. Vietnam's
economy, especially financial market has been unable to avoid bad effects. Under the pressure
of international financial recession, foreign investors and investment funds have dealt with
obstacles in mobilizing fund, which make them to be more prudent in investing on Vietnam.
Vietnamese listed firms, especially the export firms profit have decreased, even some small-
sized firms may have loss. Until 2012, Vietnamese market had sign to recover. Stock prices
increased but it was unstable
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There are several studies about how the 2007 - 2009 financial crisis generated (Lastra, 2010),
and the effects of this crisis on Vietnam's economy (Hung and An, 2011), but there is no
research examine the influence of this recession on Vietnam accounting practices. Therefore, it
is valuable to investigate the association of financial crisis and the application of accounting
conservatism in financial reporting for Vietnam's companies from 2006 to 2014. In other words,
this study investigate the difference in the level of conservatism of Vietnamese firms before,
within and after the financial crisis.

2. LITERATURE REVIEW

2.1 Review of conservatism under IFRS

Conservatism has a long history in accounting practices. Early academic studies during the 20s
to 60s investigated the causes and consequences of conservatism, however there was no official
definition of this term. In Statement of Financial Accounting Concepts No 2 (SFAC 2) issued
in 1980 by the FASB, conservatism was defined as "a prudent reaction to uncertainty is to try
to ensure that uncertainty and risks inherent in business situations are adequately considered".
This concept is also accepted by EU Accounting Directives since 1978.

In 1989, this concept was included in The Conceptual Framework of IASC as part of the
qualitative characteristics of financial statement. Conservatism is considered in making
estimates under uncertainty conditions, such that assets or income are not overstated and
liabilities or expenses are not understated. However, in 2006, a huge change in conservatism
was conducted in the Discussion Paper of IASB, in which conservatism is viewed as an
undesirable characteristic of faithful and reliable financial reporting information. The IASB
intend to replace conservatism by neutrality. In September 2010, the IASB issued a revision of
the Conceptual Framework, which did not include conservatism and reliability concept. The
reason is that the conservatism is incompatible with neutrality and not considered aspects of
faithful representation. The conservatism in this period of time will lead to non-conservative
financial reporting information in later period. However, this action was highly criticized by
the other standard - setters. The IASB replied that even conservatism was no longer in
Conceptual Framework, the old concept of it was still implicit in both the Conceptual
Framework and individual standards. Hellman (2008) stated that firms in EU which reported
under IFRS apply more conservatism than firms not reporting under IFRS even IASB does not
favor this anymore. As can be seen that, it is still important to investigate the conservatism
concept.

Therefore, in this paper, the accounting conservatism is discussed based on the academic
researchers view, not IFRS.

2.2 Conditional and unconditional conservatism

Accounting conservatism can be considered as a method that recognize losses and liabilities
when they are likely, but not recognize revenue and assets until they are sure to be achieved
(Watts 2003). Based on these definitions, Penman and Zhang in 2002 classified conservatism
to two types: conditional conservatism and unconditional conservatism. Unconditional
conservatism means that firms can apply conservative accounting treatment before any
information about how well the investment has actually performed is available, it leads to lower
valuation of net assets (Ryan, 2006). For example, the investment in a brand via advertising or
research and development activities is normally charged directly to expenses, not recognized
as an asset. If these investments have positive present value, the book value of assets will be
understated. So the effect of unconditional conservatism is that profits are understated at the
beginning of the project and overstated during the subsequent year. If R&D expenditures are
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capitalized and amortized, profits will be the same. Another example of unconditional
conservatism is accelerated depreciation. In this case, firms applying unconditional
conservatism will report depreciation higher than economic depreciation by altering the timing
of the charge, which results in the economic value above the book value of the asset (Ryan,
2006) In short, the choice to use unconditional conservatism of firms is not related to news flow
about the assets performance, it bases on the maturity structure of the assets

On the other hand, when it comes to conditional conservatism, it is considered to reflect the
speed of good news and bad news in financial statement (Ryan, 2006). It means firms report
unrealized losses (bad news) immediately in the accounting statement based on assuming
reasonable reliability. But unrealized gain (good news) just can be reported when it shows
objective evidence of realization. In other words, a firm is considered as conditional
conservatism when it reports bad news faster than good news in financial statement.

Comparing unconditional and conditional conservatism, the first one is independent on news
flow, the latter is news dependent. Therefore, financial crisis which refer to information signal
is able to influence on conditional conservatism. It also means this study will focus on
conditional conservatism concept.

2.3 Conservatism and economic crisis

There are several studies examined conservatism in different economic situations. Some
researchers stated that financial crisis have negative impact on conservatism. Johnson (2000)
stated that under Asian financial crisis in 1997, managers tend to manipulate accounting
statement to cover their losses. Also, Herrmann (2008) showed evidence to prove Asian
financial crisis (1997-1998) make Thailand firms to be less conservatism than in the period
after the recession (1999-2003). Vichitasarawong in 2010 expanded to four countries: Thailand,
Malaysia, Hong Kong, Singapore during the Asian crisis. He concluded that the level of
conservatism in the pre-crisis period lower than in the post-crisis period. One of other
supporting study is Gul's (2004), which stated that the level of conservatism was higher in the
non-crisis period compared to during the Asian crisis. Besides, he said that the lower level of
conservatism results in the higher auditing fees. In other words, when firms report less
conservatively, there is strong possibility that they can break accounting rules, which requires
more audit effort and fees

On the other hand, others argued that financial crisis affects positively to conservatism.
According to Watt (2003), under the uncertain conditions as crisis, investors are probably to
favor more conservatism because it can reduce the managers manipulate behavior.
Conservatism can decrease the risk in overspending money and overstating assets. Besides,
firms which reporting conservatively mean that they have reliable and high quality accounting
information may attract more outside investors. Therefore, they have more chances to survive
than firms being less conservative. Also, Jenkin (2009) supported this statement with his paper
in US. The result is that earning are more conservative in economic crisis than in economic
expansion.

3 HYPOTHESIS DEVELOPMENT
From these literature reviews, this paper’s hypotheses are established

H1: Vietnamese firms report less conservatively during financial crisis than in the pre-crisis
period
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H2: Vietnamese firms report less conservatively during financial crisis than in the post-crisis
period

3.1  Model design

There are several models applied to measure accounting conservatism, such as: Basu's
Asymmetric Timeliness of earning measure in 1997, Ball and Shvakumar's Asymmetric
Accruals to Cash Flow (AACF) measure in 2005, Penman and Zhang's Hidden Reserves (HR)
in 2002, the Market to Book ratio (MTB) measure,...in which only Basu model and AACF
model are used to measure conditional conservatism, the other are used for unconditional
conservatism. Therefore, in this study, only Basu and AACF model are discussed.

Basu and AACF models both use dummy variables to test the sensitive of firm toward bad news
and good news signal. However, Basu model uses stock returns to realize good and bad news,
while the AAFC model consider cash flow from operation to distinguish bad and good news.
Therefore, Basu model just can measure conservatism for listed firms and the AAFC can be
applied for both listed and non-listed firms. To refer to dependent variable, Basu model uses
earning per share, meanwhile the AACF uses accruals. Although the AACF model created after
the Basu model, there is just a few accounting studies using AAFC model, which makes it
become less reliable.

Therefore, this paper will base on Basu model to build up the model for testing the change in
conservatism under financial crisis.

Basu model: Niit = a0 + a1DRit + 02Rit + aszRit*DRit
Where:

Niit is net income per share of firm i at the end of year t divided by stock price at the beginning
of period

DRit is dummy variable, equaling 1 if Ritis negative; and equaling O if Ritis zero or positive
Rit is stock market return for firm i of year t

This model is used to investigate relationship between economic income and accounting
income. The market stock return is considered as news flow. It is calculated by change in
starting price and ending price divided by starting price, in term of percentage. If this ratio is
positive or zero, it is representative as good news, leading dummy variable is 0. If this ratio is
negative, it is representative as bad news, resulting in dummy variable equal to 1.

To test hypothesis 1, the paper develop the model 1 to run the regression on the pooled sample
of pre-crisis and during crisis period. In model 1, another dummy variable named Within is
added to compare two period.

Niit = a0 + 01.DRit + 02Rit + a3Ri*DRit + Within*(a4 + asDRit + asRit + azRit*DRit) 1)
Where:

Niit Is net income per share of firm i at the end of year t divided by stock price at the beginning
of period

DRit is dummy variable, equaling 1 if Ritis negative; and equaling O if Ritis zero or positive
Rit is stock market return for firm i of year t

Within is dummy variable, equaling 1 if the firm- year observation during crisis time (2008-
2011), equaling O if it is in pre-crisis time (2006-2007)
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In model 1, the speed to recognize bad and good news is seen from the responsiveness of
accounting income to changes in market value. Nlit as dependent variable reflecting firm
earning is calculated by earning per share for firm at the end of year divided by opening stock
market price. Stock returns is independent variable. The coefficient of stock returns (a2)
measures the sensitivity of accounting earnings to positive stock returns in the two period. If a2
is significant positive, it means firm earnings reflect positively to good news, which means firm
is less conservative. The coefficient (a3) measures the sensitivity of accounting income to bad
news. If az is high, it means the level of conservatism is high. And if a3 is positive, it also means
earnings is more conservative.

The coefficient of Within* as measures differences in the recognition of good news between
two periods. The coefficient of Within* az measures differences in the recognition of bad news
between two periods. If this coefficient is negatively significant, it means firms respond
negatively to bad news within crisis time compared to pre-crisis period. In other words, firms
reports less conservatively during crisis time than pre-crisis time.

To test hypothesis 2, the paper build up model 2 with the dummy variable named Post.
Niit = fo + p 1:DRit + p 2Rit + B sRit*DRit + Post*(f 4 + p sDRit + p sRit + B 7Rit*DRit) 2
Where

Niit is net income per share of firm i at the end of year t divided by stock price at the beginning
of period

DRi: is dummy variable, equaling 1 if Ritis negative; and equaling 0 if Ritis zero or positive
Rit is stock market return for firm i of year t

Post is dummy variable, equaling 1 if the firm- year observation in post-crisis time (2012-2014),
equaling O if it is in crisis time (2008-20011)

In model 2, the Post* B; measure differences in the recognition of bad news during the crisis
and post- crisis time. If Post* B is positively significant, it means that firms in post-crisis period
respond positively to bad news, which results in more conservatism compared to during crisis
time.

3.2 Data collection

This study investigate the change in the level of conservatism of listed Vietnamese firms during
the period of time from 2006 to 2014. The period from 2006 to 2007 is called pre-crisis time;
from 2008 to 2011 representing financial crisis, from 2012 to 2014 representing post crisis time.
In this paper, firms bankrupted under crisis are excluded. And firms which do not have all
required ratio during the whole period are excluded. The sample is selected as follow: in the
period from 2006 to 2011 (pre-crisis and within crisis time), 34 firms meet the requirements in
which there are 8 firms listed on Hanoi Stock Exchange and 26 firms listed on Ho Chi Minh
Stock Exchange. In the period from 2008 to 2014 (within crisis and post crisis time), there are
170 firms in which 102 firms in Hanoi Stock Exchange and 68 firms from Ho Chi Minh Stock
Exchange. Therefore, this paper has two samples for two models.
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4 RESULTS AND DISCUSSION
4.1  Descriptive statistics

The descriptive statistics of stock returns (Rit) and net income (Niit) in three period are shown
in table below. The median value of stock returns in pre-crisis time is 0.153, greater than during
the crisis and post-crisis time. It means that this ratio decreased within crisis time. Compared
to the period from 2008 to 2011, stock returns from 2012 increased, but the average growth is
less than in pre-crisis time. The reason is that although from 2012, Vietnamese firms started to
recover from financial crisis, the market in this period is still unstable.

Tab. 1 - Descriptive Statistics results. Source: Author’s statistic

Rit Mean Median | Standard | Nlit Mean Median | Standard
deviation deviation

Pre-crisis 0.139 0.153 0.459 | Pre-crisis 4.409 0.489 49.958

Within 0.025 0.005 0.789 Within 1.104 0.279 46.655

crisis crisis

Post-crisis 0.156 0.095 0.452 | Post-crisis 2.354 0.629 7.555

Net income has same trend with stock returns with mean value of 4.409; 1.104; 2.354,
respectively. The standard deviation of net income in pre-crisis and within crisis time are much
greater than in post-crisis time. It means the accounting income in period of 2006 to 2011
fluctuated significantly.

This paper also tests the assumptions for multiple regression (1) dependent variables are
normally distributed, (2) linear relationship between the independent and dependent variables,
(3) homoscedasticity. Results are that three of these assumptions are met. Therefore these above
models are appropriate to measure the level of conservatism.

To test the normality, with the sample of 34 firms in model 1 (pre-crisis and during crisis time),
Shapiro Wilk test is used; with the sample of 170 firms in model 2 (during and post-crisis time),
Kolmogorov-Smirnov is used.

Tab. 2 - Normality test results. Source: Author’s statistic

Test of Shapiro-Wilk Kolmogorov-Smirnov
Normality
Nlit Statistic Df Sig. Statistic df Sig.
0.971 34 0.571 0.087 170 0.200

The Shapiro-Wilk test with Sig of 0.571 (>0.05) means that the data normally distributed. The
same result is found in Kolmogorov-Smirnov test.
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Fig. 1 - Linear relationship between the residuals and the predicted value.
Source: Author’s statistic

The figure above shows a linear relationship between the residuals and the predicted value.
Thus, the overall regression model is likely to be linear and homoscedastic.

4.2
This table presents the result of the first model regression.

Regression results

Tab. 3 - Model 1 regression results. Source: Author’s statistic

Niit = a0 + 01DRit + 02Rit + a3Ri*DRit + Within* (a4 + asDRit + asRit + a7Rit*DRit)
0 o1 o2 o3
10.373*** -6.306* -8.745* 12.513
(0.001) (0.053) (0.095) (0.282)
Within* a4 Within*as Within*as Within*a7
-1.379 3.171 3.546 -3.138
(0.736) (0.621) (0.236) (0.621)
Adjust R square: 0.125

Statistical significance indicated by ***, ** * for 1%, 5%, 10% level, respectively

As can be seen, the coefficient a2 is -8.745 with P-value of 0.095, which means that the
accounting earnings response negatively to good news. Firms tend to delay recognition of gain
in both pre-crisis and within crisis period. Within* as is 3.546 but the P-value exceeds the
significant level of 0.1. Thus, we cannot conclude the difference in response of accounting
income to good news between two periods.

The coefficient as shows how the accounting income is sensitive to the bad news as loss, which
presents negative results with P-value is insignificant. It means that there is no evidence about
reporting conservatism in two period. Also, the Within* a7 of -3.138 with P-value of 0.621
states that model cannot prove the conservatism changes from 2006 to 2011. In other words,
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there is no evidences about Vietnamese listed firms from 2006 to 2007 report more
conservatively than in the period of 2008 to 2011. The hypothesis 1 is rejected.

The table below shows the results of hypothesis 2 testing: compared to within period, there is
higher level of conservatism in financial statement in post-crisis time.

Results show that the coefficient B2 is significant negative (-8.671). It means that in both period
from 2008 to 2014, firms tend to delay recognition of good news. The coefficient Post* e
shows the difference of accounting income sensitivity to good news in two periods, in which
the result is 7.868 but p-value is 0.132. It means no sufficient evidence is found to state the
change in accounting earnings to good news as gain from 2008 to 2014.

Tab. 4 - Model 2 regression results. Source: Author’s statistic

Niit = po + p 1:DRit + B 2Rit + P sRit*DRit + Post*(B 4 + psDRit + B 6Rit + p 7Rit*DRit)
Po 1 P2 Ps
23.312*** 2.186** -8.671** 8.647**
(0.001) (0.012) (0.032) (0.014)
Post * B4 Post * B 5 Post * B e Post * B 7
-3.672** 8.012 7.862 1.365**
(0.019) (0.172) (0.132) (0.045)
Adjust R square: 0.348

Referring to bad news, the coefficient B3 (8.647) with p-value of 0.014 show the significant
positive response of accounting income to loss. In other words, firms during crisis and post-
crisis time tend to use conservative accounting. To test the difference of reflection to bad news
in both periods, the paper comes up with Post* 7. This coefficient is positively significant
(1.365 with p-value of 0.045), it means the accounting earnings in post-crisis time response
more positively to bad news than during crisis time. In other words, relative to firms from 2008
to 2011, firms by 2012 use more conservatism in financial reporting. The hypothesis 2 is
supported.

4.3 Discussion

With all of these regression results above, the hypothesis 1 is rejected, there is no evidence
showing Vietnamese listed firms is less conservative within crisis time than in pre-crisis time.
Besides, with the insignificant negative coefficient as in model 1, there is also no evidence to
prove Vietnamese listed firms use conservatism in both two periods. It could result from the
Law on Securities adopted in June, 2006 and WTQO accession in 2007. The law covers the
regulation of listing and trading securities, which encourages Vietnamese firms to be listed.
Also, WTO accession is chance to open the market, especially for exported firms. Besides, the
international fund and investors are strongly attracted to Vietnamese market. It leads to
enormous and rapid growth in all Vietnamese listed firms. To show their good performance to
attract investors and to be listed on Stock Exchange, firms in this period might to report less

37



ICFE 2016 — The 3 International Conference on Finance and Economics
Ton Duc Thang University, Ho Chi Minh City, Vietham
June 15M-17t

conservatively. The evidence shows that there were 221 firms listed on both Hanoi Stock
Exchange and Ho Chi Minh Stock Exchange in 2006 compared to 41 firms in 2005. Most of
listed firms increased by at least 100% compared to their first listed day giving the financial
institutes and investors a worrying concern about the real value of listed share (Hung and An,
2011). After this bubble period, from 2008 to 2011, Vietnamese firms suffered financial crisis.
The bubble market burst. Many foreign investors pulled out, the stock prices fall free to the
bottom. In 2011, Vietnam was the third worst performing market in the world (Hung and An,
2011). There is a strong possibility that in this period to cover up the losses, Vietnamese listed
firms tend to manipulate the accounting number, causing less conservative financial reporting.
Therefore, in both periods from 2007 to 2011, Vietnamese listed firms have no sign to use
conservative.

Referring to model 2, as expected, the hypothesis 2 is supported, Vietnamese listed firms in
post-crisis period is more conservative than in crisis time. Due to the Decree 108/2013/ND-CP
of Government on sanctioning of administrative violations in securities markets and the
Circular 73/2013/TT-BTC of the Ministry of Finance guiding the operations of the market such
as the disclosure of information, Vietnamese firms started to change in financial management.
With these new regulations, Vietnamese firms were controlled strictly to be listed on Stock
Exchange. In 2012, 24 firms pulled out of Hanoi and Ho Chi Minh Stock Exchange because
they could not meet the requirement. Listed firms under the strict control had tend to follow
regulations, resulting in more conservative reporting. Besides, with the development of audit
service, the conservatism level of financial statement is higher. This result is consistent with
paper of Herrmann (2008) and Vichitasanwong (2010) about effects of Asian crisis on Thailand,
Hong kong, Singapore, Malaysia firms.

5 CONCLUSION

This paper examines the level change in conservatism of Vietnamese listed firms from 2006 to
2014. Results show that in pre-crisis and within crisis time (2006-2011), there is no sufficient
evidence of using conservative accounting in Vietnamese listed firms. However, in the post-
crisis time, Vietnamese listed firms tend to report more conservatively.

As can be seen, this paper provides some findings about level of conservatism of Vietnamese
listed firms from 2006 to 2014. However, there are several limitations of this research that need
to be dealt with in the future. Firstly, due to the shortage of previos Vietnamese papers in the
related topics such as: the impact of financial market performance or earnings management on
the conservatism, etc..., it still lacks of information and evidences to give recommendation to
the managers or investors. Secondly, the impact of financial crisis on each industry is different,
which was not considered in this paper. These limitations could be addressed in further research.
It should be interesting to add some other variables such as ROA, firm size, firm leverage, etc...
to present more detailed financial data. The relationship between financial performance or
earnings management and the conservatism also need to be exame in the context of Vietnam.
The further paper should consider to the fact that firms suffering the most from crisis may report
differently compared to firms suffering the least from crisis.
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MODIFIED JONES MODEL AND ITS RELIABILITY IN
DETECTING EARNINGS MANAGEMENT: A CASE OF
VIETNAMESE STOCK MARKET

Anh Huu Nguyen, Linh Ha Nguyen

ABSTRACT

In process of preparing financial statements, to some extent, earnings figure may be managed
by the use of different accounting methods and estimates. Since then, it has raised a concern
about the reliability of provided financial information in stock market if there exists
opportunities for “earnings management”. Over five decades, a numbers of models have been
developed for testing the existence of earnings management and its magnitude. Among such
models, the Modified Jones (1995) model is one famous model that has been applied worldwide
in this area. To date, there are few studies conducting this issue in the context of Vietnam.
Therefore, the reliability of this model should be examined in Vietnamese stock market. Using
OLS for regression analysis with 2,934 observations that were collected during five years (2010
- 2014), the findings confirmed that the Modified Jones (1995) model is reliable in Vietnamese
stock market, an emerging economy. In conclusion, this research suggested that information
users such as investors, shareholders, creditors etc. might apply the Modified Jones (1995)
model in detecting earnings management for Vietnamese listed companies and we also can
conclude about its globally - prevalent application.

Keywords: earnings management; Modified Jones model; Vietnamese stock market
JEL Classification: M41, G32

1 INTRODUCTION

Earnings is one important index for evaluating the financial performance of a company. It
provides signals for investors, managers, analysts and other related parties in making their
decisions. However, earnings figure may be managed by the use of different accounting
methods and estimates. Since then, it has raised a concern about the reliability of provided
financial information in stock market if there exists opportunities for “earnings management”.

There are numbers of alternative definitions from different angles. Schipper (1989) defined
earnings management as “the purposeful intervention in the external financial reporting process
with the intent of private gains” while Healy and Whalen (1985) suggested 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”. Ronen and Yaari (2007) argued their neutral opinion that not all
earnings management is misleading and it is not easy in distinguishing between earnings
manipulation that is related to fraud and the efforts of management to keep costs within budgets
or to get revenues to meet desired sales targets.

In reality, the fact of many financial scandals such as Enron, Worldcom, Xerox...have forced
information users to wonder about the reliance of financial information published on stock
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markets. Since then, earnings management (EM) and how to detect it have become one of the
most discussed topics in accounting and finance researches.

In Vietnam, the financial market in general and stock market in particular are still at their young
stages. According to Global Competitiveness Index (2014-2015), The World Economic Forum
(WEF) has placed Vietnam at 90" out of 144 countries in its strength of financial market. In
addition, its market capitalization as percentage of GDP in 2014 only accounted for 24.7 %, too
low compared to other countries in the region as well as to the world (Table 1). In such situation,
bank debt has played essential role for the survival of Viethamese companies while stock
market has still remained young and is growing. Besides, the existence of financial scandals
such as Bong Bach Tuyét, or the huge differences between before-audited and after-audited
profit in the financial statements of companies such as Thép Viét Y, Vinaconex... have drawn
attention to accounting information quality, earnings management and how to detect it. Those
have become big concerns for investors and other information users.

The Modified Jones (1995) model is one of the most prevalent models in detecting EM but in
Vietnam, there are few researchers who have focused on it. There are some papers introducing
the model along with many limitations in sample size as well as methodology (Nguyen Thi
Uyen Phuong, 2014; Pham Thi Bich Van, 2012). Admittedly, Vietnamese stock market has
different attributes, the differences in financial structures of listed companies as well as
accounting rules compared with other countries. In an attempt to overcome limitations in
previous researches, the goal of this study is to apply the Modified Jones (1995) model for
detecting EM and examining whether this model can be a reliable tool for EM testing in
Vietnamese context.

Tab.1 - Market capital as percentage of GDP in some countries, 2014.
Source: data.worldbank.org

No Countries GDP (at market price, Market % [ GDP
current $ US) Capitalization ($ US)
1 China 10,354,831,729,340 6,004,947,670,000 58 %
2 South Korea 1,410,382,988,616 1,212,759,460,000 86 %
3 Japan 4,601,461,206,885 4,377,994,370,000 95.1 %
4 Malaysia 338,103,822,298 459,004,370,000 135.8 %
5 Singapore 307,859,758,504 752,831,010,000 2445 %
6 Thailand 404,823,952,118 430,426,610,000 106.3 %
7 UK 2,988,893,283,565 3,182,550,000,000 106.5 %
8 (UN 17,419,000,000,000 26,330,589,190,000 1512 %
9 Indonesia 888,538,201,025 422,127,050,000 475 %
10 Vietnam 186,204,652,922 46,067,020,000 24.7%

2 THE MODIFIED JONES (1995) MODEL AND LITERATURE REVIEWS

The difference between earnings from income statement and cash earnings is accruals. There
are two ways that managers could use to adjust earnings: through real activities
(Roychowdhury, 2003), or through accruals (Healy, 1985; Jones, 1991; Dechow et al., 1995).
Researchers mainly focused on accruals instead of real activities because EM through accruals
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is less costly and has been used more often (Yue, 2004). In EM literature, researchers have
suggested three typical methods for detecting EM. The first suggestion is the use of several
accruals (total accruals) for EM investigation. Total accruals can be divided into two
components: discretionary accruals and non-discretionary accruals. Discretionary accrual has
been considered as one of the index for information quality (Francis et al., 2005) and can be
used as a proxy for EM. The second method is the use of specific accruals such as bad debts
provision for EM investigation (McNichols and Wilson, 1988). The third one examines the
distributed earnings, the discontinuity in the distribution of reported earning around zero
earnings and last year’s earnings could be the evidence of EM (Burgstahler and Dichev, 1997).

Among the above methods, discretionary accruals are widely used in the EM literature and the
following models have significant contributions to develop tools for estimating the discretionary
and/or non-discretionary components of total accruals: the Healy (1985) model, the DeAngelo
model (1986) model, the Jones (1991) model and the Modified (1995) Jones model... Each
model has its own disadvantages and advantages but the Modified Jones (1995) model is one
of the most powerful.

There was a milestone in 1980s, US footwear industry was supposed to be involved in EM
while reported a sudden and dramatic drop in profitability in order to benefit from import relief
from the government’s policy. Since then, Jenifer Jones (1991) proposed a model attempt to
detect EM for the situation. In an attempt to overcome the limitations in Healy (1985),
DeAngelo (1986) that used the changes in total accruals as discretionary accruals and supposed
that non-discretionary is unchanged, Jones (1991) considered the effects of a firm’s economic
circumstances on non-discretionary accruals and she was the first to indicate that changes in
total assets, gross revenue, and gross property plant and equipment (PPE) are the determinants
of non-discretionary accruals. Sales revenue is the proxy for economic events that generate
current non-discretionary accruals and gross PPE is the proxy for non-current non-discretionary
accruals (related to depreciation expense).

After the introduction of the original Jones (1991) model, it attracted a lot attention from
researchers and then, many authors developed modified Jones models, one typical study was
the study of Dechow et al. (1995). Following Jones (1991)’s approach, Dechow et al. (1995)
slightly modified the origin by using the change in cash-accompanying revenue instead of
change in revenue only. The most prevailing Modified Jones (1995) model is presented as the
following mathematical equation:

TAir = wax 1 + o2 X AREVi-ARECi +az3x PPE:r +e (1)
Ait1 Ait1 Ait1 Ait1
Where: TAit  : total accruals of firm i at year t

AREVit : revenue in year t less revenues in year t-1
AREC:: : receivables in year t less receivables in year t-1
PPEit :gross property plant and equipment in year t
Air1  : total assets of firm i at year t-1

o1, o2, 03 . estimated coefficients

£ : residual error
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From the Equation 1, (a1, o2, a3) represent the firm-specific parameters (a1, az, as) in Equation
2. Non-discretionary accruals (NDA) and discretionary accruals (DA) are then calculated as
below:

NDAir = arx 1 + a X AREVi-ARECi + a3x PPE: (2
Ait-1 Ait1 Ait1
DAt = TAit/Air1- NDAt (3)

In their study, Dechow et al. (1995) studied the phenomenon of EM with data from 1950-1991
that retrieved from US stock market. Five alternatives models ranged from simple to
sophiticated one were used for detecting EM. The modified Jones that was developed by
Dechow et al. (1995) exhibited the most powerful. Since its first introduction, the Modified
Jones (1995) model has been applied worldwide.

Young (1999) observed 1987 firm-years from 1993-1996 in UK by five models which included
Modified Jones (1995). Charfeddine, Riahi & Omri (2013) studied the Modified Jones (1995)
in Tunisia with 133 observations from 2003-2009. Teshima & Shuto (2008) used the Modified
Jones (1995) in Japan with 18.163 observations from 1991-2000. Yoon et al. (2006) in Korea
with 2.895 observations from 1995-2000 and suggested new modified models for Korea. Chen
(2010) used both the Jones (1991) model and the Modified Jones (1995) model in China and
concluded that the Modified Jones (1995) model was still best approach other than many
alternatives.

The Modified Jones (1995) model has been tested in various contexts, in different countries and
it has become a basis for many subsequent researches in the EM area. In Vietnam, there had
some papers that introduced the Modified Jones (1995) model along with some limitations in
sample sizes or methodology. Some authors just made a brief introduction about the Modified
Jones (1995) model without data processing (Nguyen Thi Uyen Phuong, 2014). Pham Thi Bich
Van (2012) studied 60 listed companies in HNX Vietnam in 2010 and concluded that the
Modified Jones (1995) did not work while detecting EM in Vietnamese stock market.

This study did a test with a larger file data to see if the Modified Jones (1995) can be used in
Vietnamese stock market or not. Actually, the use of the Modified Jones (1995) is to estimate
the parameters and then calculating discretionary accruals from total accruals and non-
discretionary accruals. It means that, after the first regression (Equation 1), the estimated
coefficients (a1, a 2, a 3) will represent the firm-specific parameters (ai1, a2, az)in Equation 2.
The discretionary accruals (DA), a proxy for EM, then can be calculated as proposed in
Equation 3. The evaluation of DA could be the base for researchers to go further so that it has
been highly considered in EM research field.

3 METHODOLOGY, SAMPLE AND DATA ANALYSIS

Due to its popularity, the Modified Jones (1995) model was selected to investigate earnings
management in Vietnam. With the sample of 3,195 firm-year observations from 2010-2014 in
Vietnamese stock market, some were deleted due to the lack of data. The rest with 2,934 were
chosen for analysing that comprised of 1,558 observations from HNX and 1,376 observations
from HOSE. At first, some indexes were implemented by using complex calculations in excel.
Then, data should be inserted in SPSS package 21. Using regression analysis, the results are
presented in section 4. However, in order to make the variables less complicated, the Modified
Jones (1995) model in which demonstrated in mathematical equation (1) can be presented as
the following linear regression equation:
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Y = X Xo + owX Xo + azx Xz +eg 4)

Where: Y = TAit/Ait1
X1= 1/Ai1
X2 = (AREVi - ARECj) /Ait1
X3z = PPEit/Ait1

4 RESULTS
4.1  Descriptive statistics

Table 2 presented the descriptive statistics of independent variables and dependent variable.
With the sample data of 2,934 observations from 2010-2014, minimum value of total accruals
scaled by to total asset at year t-1 (Y) is —1.7 while max value is 5.7. Three independent
variables, the first variable X1 = 1/A¢1 is too small and to be considered equal zero. The change
in revenue scaled by to total asset at year t-1 (X2) has min value of — 3.8 and max value of 6.8.
The last variable X3 = PPE; /At1 has min equal zero and max of 6.8.

Tab.2 - Descriptive Statistics. Source: Author’s statistic

N Min Max Mean | Std.Deviation
Y 2,934 -1.7 5.7 0.26 2263
X1 2,934 0 0 .000 .0000
X2 2,934 -3.8 6.8 120 4423
X3 2,934 0 6.8 427 4109

4.2 Multi regression

Multi regression was implemented for testing the relation between independent and dependent
variables in the Modified Jones (1995) model. The presented outcomes are 3 tables: Model
summary, Anova and Coefficients.

In table 3, model summary, R-square tells the “goodness fit” of the model. Adjusted R-square
for this model is .027, which means that the X1, X2, X3 variables can explain about 2.7 % of
the change in Y.

Tab.3 - Model Summary. Source: Author’s statistic

Model | R R Adjusted | Std.Error Change Statistics
square | R Square of the
Estimate
R F DfL | Df2 | Sig.F
Square | Change Change
Change
1 167 .028 027 2232 028 | 28.173 3| 2930 .000

In Anova test, the “Sig.” column should be noticed because it shows the significant level of the
Anova. The model exists when it shows statistically significant. In table 4, the result of Anova
test showed F = 28.173 (Sig = .000). The significance is 0.000, so that we can reject the null
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hypothesis that “The model has no predictive value” and accept the alternative hypothesis that
the model in this research exists and it can predict Y by using X1, Xz, Xa.

Tab.4 - ANOVA. Source: Author’s statistic

Model Sum of Df Mean F Sig.
Squares Square
Regression 4.210 3 1.403 28.173 .000
Residual 145.950 2.930 .050
Total 150.160 2.933
Dependent Variable: Y
Predictors: (Constant) X1, X2, X3

Finally, the most important table is the coefficients table (Table 5). The significance level of
.000 indicates that we can reject the null hypothesis that X1, X2 and Xz do not predict Y. All the
significance levels are <0.05, so that all are significant. We can reject null hypothesis that
independent variables are not associated with the dependent variable.

Tab.5 - Coefficients. Source: Author’s statistic

Model Unstandardized Standardized t Sig. Collinearity
Coefficients Coefficients Statistics
B Std.Error Beta Tolerance VIF

1.Constant .038 .006 6.032 | .000
X1 1801831984 | 419450772.1 .078 | 4.296 | .000 994 | 1.006
X2 .049 .009 .096 | 5.280 | .000 996 | 1.004
X3 -.068 .010 -.123 - | .000 991 | 1.009

6.707
Dependent Variable: Y
Predictors: (Constant) X1, X2, X3

All the results from Table 3, 4, 5 are only for confirming the reliability, the existence of the
Modified Jones (1995) model and the significance of each variable in the relation between
dependent and independent variable.

In fact, the ultimate goal of discretionary accruals - measured models is to calculate non-
discretionary accruals. After regressing variables, as mentioned in section 3, we get the
estimated coefficients, those parameters then can be used for calculating non-discretionary
accruals and discretionary accruals. It means that, after the first regression (Equation 4 or
Equation 1), the estimated coefficients (a1, o2, az) will represent the firm-specific parameters
(a1, a2, a3) in Equation 2. The discretionary accruals (DA), a proxy for EM, then can be
calculated as proposed in Equation 3. The evaluation of DA could be the base for researchers
to go further because it is only the first step in almost all of EM studies.

5 CONCLUSIONS AND FURURE RESEARCH IMPLICATIONS

The results of the study showed that the Modified Jones (1995) model is reliable in Vietnamese
stock market. It can be used to support investors and other parties in their making decision
process. Information users such as investors are always under the high pressures when
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companies — on behalf of them — will spend their invested money in doing business, they do
not know whether companies’ managers will act to maximize the value for companies or not so
that EM detection model like this could create a tool for enhancing the users’ reliance in
financial information.

As other stock markets, developing a tool for EM detection in Vietnamese stock market is
necessary. Even some previous researches in Vietnam mentioned about the Modified Jones
(1995) model but these had limitations in many ways, they only introduced the model or have
been tested with restricted data so that their conclusions were not supported. In an attempt to
overcome the weakness, the sample of 2.934 firm-year observations from 2010-2014 have
proved that the Modified Jones (1995) model is suitable and can be applied in the context of
Vietnam, it is not only used in developed countries but also can work well in Vietnam, a
developing country with young stock market. Additionally, the results broaden our
understanding about earnings management in Vietnam and enrich the EM literature.

Besides some simple models for detecting EM, the Modified Jones (1995) is one sophisticated
model so that in this study, the authors only applied and tested the reliability of the model, the
next steps in calculating NDA and DA have not yet done. This is the limitation of study and it
should be the suggestion for future research. In addition, even the Modified Jones (1995) model
has always proved its powerfulness; there still remain some limitations in the models it self
(Yoon, 2006). For future studies, besides the Modified Jones (1995) model, many other
alternatives (Kothari, 2005; Yoon, 2006) should be applied to enlarge the pervasiveness of
earnings management researches in Vietnam.
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COMBINING PROCESS OPTIMIZATION TECHNIQUES AND
MATURITY MODELS IN DIGITAL MARKETING:
ASSESSMENT OF OPPORTUNITIES

Elina Bakhtieva, Oksana Koval

ABSTRACT

Optimization methodologies effectively decrease costs and improve effectiveness of marketing.
Researchers have long attempted to develop frameworks to diagnose the state of marketing
operations in companies based on maturity models. Literature provides evidence of about 100
maturity models. However, none of them focuses on Business-to-Business (B2B) digital
marketing. The combination of maturity models and optimization methodologies haven’t been
deeply researched. This article explores possible ways for combining of the two approaches for
a more efficient assessment and process improvement of marketing operations in B2B
companies. A prototype of the digital marketing maturity model based on combination of
existing maturity models descriptors, XEROX Lean Six Sigma, DMAIC, and DuPont Strategic
Marketing process is being presented in the study. A combination of two approaches (maturity
model and Lean Six Sigma methodology) is expected to provide companies with a roadmap for
performance improvement in digital marketing operations. The paper proposes a tool, which
can be used by company managers in order to fulfill process optimization and budget allocation
in digital marketing.

Keywords: B2B digital marketing, process optimization, maturity model, digital marketing
maturity model, lean six sigma

JEL Classification: M31

1 INTRODUCTION

Digitalization transforms the concept of marketing. Constant development of digital
technologies expands the number of channels, strategies and measuring tools. This on the one
hand provides additional opportunities and alternative strategies, on the other hand leads to
information overload. According to different surveys, more than 50% of B2B companies use
digital marketing without any strategy (Chaffey, 2015; Content marketing institute, 2015).
Absence of the strategy makes it difficult to provide measurement and control upon digital
channels and campaigns.

The current status of digital marketing requires a framework that could structure the elements
of digital marketing. Such a framework could be a maturity model. Maturity models enable
practitioners to assess the state of a specific area in development of the organization and develop
tools to improve performance in the given domain. More than 100 different maturity models
exist in different industries (Mettler, 2010b). Maturity models serve as a diagnostic tool and are
used for the purpose of process optimization.

B2B digital marketing is a developing topic and is characterized by lack of systematic research
on it. The knowledge available on digital marketing is mostly practice-based with a limited
theory research. However, an information overload concerning different channels and metrics
might confuse companies. The proposed research aims to develop a B2B digital marketing
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framework that provides a structure to the available information and directions for optimization
of performance. This framework will combine two approaches — maturity model and Lean Six
Sigma method. Moreover, it will consider the experience of XEROX Lean Six Sigma, DMAIC,
and DuPont Strategic Marketing process.

The purpose of the current paper is to propose a practical tool for companies that are willing to
strengthen digital marketing. The tool will help companies to identify their current position in
the development process of digital marketing and to propose the ways for further development.
The proposed model could be used by company managers as a diagnostic tool that helps to
optimize digital marketing strategy within the organisation. Moreover, it will access the budget
allocation.

2 LITERATURE REVIEW
2.1  B2B digital marketing

Digital marketing is a growing market. Several factors facilitate its’ development. First,
companies shift their activity from traditional to online marketing and re-focus from offline
marketing to digital channels (Jarvinen, Tollinen, Karjaluoto, & Jayawardhena, 2012). Second,
the growing role of smartphones increases the importance of online channels. Nowadays
smartphones are used not only in the B2C sector but increasingly in B2B operations.
Smartphones are actively used for watching guideline videos, checking emails or to get first
information about a product or service (Miller, 2012). Third, the change in the approach to
communication with customers from customer-oriented to customer-centric has impacted the
nature of communication. Customers take part in conversations, leave feedbacks and opinions,
and therefore are involved in brand building. Even greater changes in communication were
made in the social media marketing.

B2B digital marketing is a new topic. This trend can be noticed in the statistics of Google
Trends, which shows the frequency of a topic appeared in Google search results for a certain
period of time. Google Trend shows that a term “B2B digital marketing” did not appear before
2012. This could be explained that until recently the term of digital marketing was limited to a
very specific field of digital media, like e-books or music. The modern understanding of digital
marketing has more complex structure. An actual definition of digital marketing covers
different digital channels, among which are online and mobile marketing, digital videos, etc.
(Jarvinen, Tollinen, Karjaluoto, & Jayawardhena, 2012; Wymbs, 2011).

B2B digital marketing is characterized by a number of specifics.

The first specific refers to marketing channels. The emergence of e-commerce has boosted the
development of new technologies, business models and new channels (Rosenbloom, 2013).
Companies are trying to use multi-channel strategy in order to win synergy from the use of both
traditional and digital channels. The major challenge to using successful multi-channel strategy
is to avoid a conflict of the channels by reaching the same customer (Rosenbloom, 2013). Focus
on the most appropriate for the specifics of the business channels could solve this problem.

The second specific refers to the choice of the measurement tools. The number of measuring
tools is rapidly increasing from day to day. The market has not adapted yet a set of standard
tools. This is reasoned mainly by the differences between industries and companies. A single
set of tools will not be able to fit the needs of all companies. Moreover, it is often difficult to
distinguish which digital marketing campaign has brought the increase in sales. Due to the
ambition to use time effectively, companies often do not have possibility to test different
campaigns separately. For this reason many digital campaigns do not let to calculate return on
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investments (Galante, Moret, & Said, 2013). An existence of unlimited number of measuring
tools could cause confusions. Companies do not know what tools are functioning well and
which should be replaced. Moreover, they not always know that tools fit best to their art of the
business (Chaffey & Patron, 2012). The most important approach being widespread between
marketing experts is to base the metrics on the pre-defined goals (Jarvinen et al., 2012). In order
to know how to measure, companies should clearly understand, what to measure and why.
Marketing experts suggest to use five to six metrics that are closely correlated to the sales, and
control them at least twice a year (Galante et al., 2013).

The third specific of digital marketing concerns people capabilities. The requirements to
marketing specialists have changed over time. Traditionally marketing specialists had to be
good in marketing and possess some industry knowledge. Nowadays these capabilities would
be not sufficient. Today marketing specialists have to be experts in many other related areas.
They have to be experienced in IT; know how to deal with Big Data; be good in PR and know
what storytelling is; they have to be familiar with a web-, mobile and multi-channel design, etc.
(Adobe, 2015; Chaffey, 2015b; Jeff Alford, n.d.). For this reason many companies claim about
lack of specialists in digital marketing (Day, 2011).

2.2  Digital Marketing Optimization

Marketing optimization can be identified as a set of processes aimed at increasing the ranking
of the company website as well as driving more of target clients to the digital sales channels at
the minimum cost (John, 2014). One of the main advantages of digital marketing is availability
of the tools (websites, mailing lists, social media, smartphone applications etc.) that can be
instantly updated to reach customers.

Optimization enables marketers to decide on the most appropriate set of customer actions that
maximize the overall marketing campaign goal, taking into consideration predicted customer
behavior and expected sales, whilst satisfying business constraints such as product targets,
channel mix, fixed budgets and privacy policies (Thomas, 2010).

The flexibility and adaptability of these marketing channels makes them harder to manage than
traditional ones, and, as a result creates a need for optimization in their mix and applications.
Practitioners in 30% of the surveyed companies in a study conducted by Smart Insights
company widely apply optimization to individual channels: 30% for website (desktop
experience), 21% for Mobile (mobile site and/or apps), 29% for landing pages, 35% for email
marketing, 29% for social media marketing, 28% for content marketing and 31% for paid digital
media (Chaffey, 2015a).

Application of optimization technigques helps to decrease the cost and lead time of the processes
(Bain, 2013). International companies benefit from optimizing their marketing operations,
typically seeing improvements in marketing returns of between 10% and 30% (Thomas, 2010).

Literature suggests two primary approaches to optimization in marketing: professional
publications focus more on application of management optimization methodologies (Lean,
Balanced Scorecard, Lean Six Sigma etc.) (Fornari & Maszle, 2004; Lean Marketing Lab, 2010;
Mele, 2007) and academic literature develops methods of mathematical and statistical
optimization in marketing (Besbes, Gur, & Zeevi, 2016; Bucklin & Sismeiro, 2003).

Researchers deeply study the usage of web and data analytics for marketing optimization. Many
publications focus on clustering optimization (Kamakura, Wedel, de Rosa, & Mazzon, 2003)
and joint optimization techniques to the marketing segmentation process (Jonker, Piersma, &
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Van den Poel, 2002), fuzzy optimization and multivariate methods (Chaffey & Patron, 2012)
and qualitative assessment (Gronroos, 1984).

At core of optimization is an allocation process which delivers a decision based on strict
mathematical analysis aimed at balancing multiple decision variables to meet the objective
analysis of three key factors: corporate objectives, possible customer actions, and constraints
that limit these activities (Boyd & Massy, 1972). The digital marketing optimization can be
described as a linear process (Fig. 1) that involves analysis of business goals and constraints
combined with the process optimization techniques in order to increase sales via online
channels.

= N (e N —_—
s & 8-
E= e c
£  Business objectives g Balanced Score Card g g Conversion rate
ug Marketing channels = Maturity models £ g Increase
= (O] .
Constraints o TQM o £ Increase of traffic
from the target
Market size and I> Lean I> udience 8
competition Six Sigma
Other factors

Lean Six Sigma etc.

Fig. 1 - Digital Marketing Optimization Process. Source: developed by authors based on
(Boyd & Massy, 1972; Fornari & Maszle, 2004; Thomas, 2010)

2.3  Maturity models

Despite the existence of more than 100 different process maturity models, there is no widely
approved definition of a maturity model (Mettler, 2010b). Under a maturity could be
understood,,...the extent to which a specific process is explicitly defined, managed, measured,
controlled, and effective” (Mettler, 2010a; Paulk, Curtis, Chrissis, & Weber, 1993, p. 4).
Maturity models pursue two main goals — process optimization and benchmarking. The given
article will be focused on process optimization.

Researchers distinguish several types of maturity models.

From the point of view of reference the models could be maturity (capability) models and
assessment models (Mettler, 2010a). A maturity (capability) model refers to the best and
common practices. The goal is set to reach an ideal the highest level of excellence. Maturity
(capability) models could be further divided into two groups: 1) models referring to the best
practices, and 2) models referring to common practices, an average in branch/industry/country,
etc. The latter could be used for benchmarking purposes (Mettler, 2010a). An assessment model
refers to a process model that it describes. Certain quality characteristics to control process
areas are provided regularly and therewith help to identify the improvement areas. The goal, or
the highest level of excellence could not be identified at the beginning; an organization has to
set the goals according to the status quo of the processes (Mettler, 2010a).

Based on processing direction maturity models could be top-down and bottom-up. Top-down
maturity models are built in a way that in the first place the levels of maturity are defined, and
only then the elements of a model that meet the requirements of each level could be determined.
Bottom-up models are built in an opposite way: first the elements of the model are identified
and only then it should be decided what level of maturity could be reached (Mettler, 2010a).
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From the point of view of assessment methods maturity models could be self-assessment, third-
party assisted and certified professional-assisted. The difference lies in the deepness and the
budget and time required for the analysis. Self-assessment maturity models usually do not
require any specific knowledge. They are cost-effective and less time-consuming. However,
the scope is very limited: only one or two problem areas could be analyzed. Third-party assisted
maturity models allow much deeper analysis. The assessment process is relatively time
consuming and could take from several days to several weeks (Mettler, 2010b). As a rule, such
models are performed by external consulting companies. Certified professional assisted
maturity models are the most costly in terms of time and resources. However, such models
provide a very deep and precise analysis. Such analysis requires involvement of a certified
professional. As a rule, the process of implementation of this type of maturity models consists
of three phases. During the first phase the analysis is provided. The next phase is focused on
the implementation of all necessary changes. During the third phase a certification of an entire
organization according to certain standards is being performed (Mettler, 2010a).

From the point of view of their focus, three types of maturity models are defined: 1) a process
maturity model, which analyses the processes from the point of view of definition,
manageability, controllability and effectiveness of the processes; 2) an object maturity model,
which analyses a development of a particular object like a software or a report according to the
levels of satisfaction pre-defined earlier; 3) a people capability model referring to the
competence analysis (Mettler, 2009).

The majority of the existing maturity models are focused only on one dimension, often the
process dimension. Only few maturity models focus on multiple dimensions, e.g. people and
objects (Cleven, Winter, Wortmann, & Mettler, 2014; van Steenbergen, 2011).

A maturity model as a rule contains of the following elements:
e domain or scope of the assessment (Ofner, Huener, & Otto, 2009);

e levels and/or stages, representing a hierarchical structure (de Bruin et al., 2005). The
number of levels usually vary from three to six (Fraser, Moultrie, & Gregory, 2002a);

e level descriptor, providing a short explanation of the level, sometimes in one word, e.g.”
initial / repeatable / defined / managed / optimising...”(Fraser, Moultrie, & Gregory,
2002b). The model might include a spread overview of levels.

e process areas within each level (Fraser et al., 2002b);
e activities within each process area, including their explanation (Fraser et al., 2002b).
e possible maturation path (Réglinger, Poppelbuf3, & Becker, 2012).

The proposed model for the process optimization in digital marketing could bring several
advantages for the companies.

First, companies could optimize a business strategy. The analyses will help to depict week and
strong processes in organization. The findings of the analysis could be used as an input for an
improvement project. Process optimization is closely connected with budget optimization.
Companies could identify by means of the provided analysis the processes requiring additional
investments and the processes with the advanced level of development. This will help to
relocate, if necessary, the recourses, both human and financial, from the strong developed
processes to the week developed. In the end, the proposed model will help to balance the
processes in organisation and keep focusing on priorities.
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Second, the proposed tool will provide the possibility to track the development process over the
time. The analyses provided regularly over a certain period time will identify the processes that
could be easily change and those that face some difficulties. This will help to re-arrange the
optimization model. Moreover, regular analysis helps to identify the changes in within the
organisation and on the market.

3 RESEARCH METHOD DESCRIPTION

The proposed article examines possibilities in-between intersection of maturity models and
process optimization techniques applied in the B2B digital marketing area (Fig. 2). The study
employs exploratory literature review technique to narrow down the possible directions for
design and development of maturity model for B2B digital marketing.

Process

maturity
models

Process
optimization
techniques

B2B digital
marketing
principles

B2B digital
marketing
maturity

model

Fig. 2 - Research approach. Source: developed by authors

Exploratory literature review is used to deepen the knowledge developed in initial literature
review and helps to clarify terminology, study deeper gaps in the literature review, and develop
suggestions for further fieldwork and test of the models (Liston, 2011). The article is based on
the articles and books presented in the scientific databases, mainly EBSCO, SCOPUS, and Web
of Science.

A simple search for terms relevant to the study (specified in the columns) returns the following
number of publication on the topic. Search requests included the phrase words “digital
marketing”, “digital marketing maturity”, “digital marketing “& maturity, “digital marketing
optimization” and “digital marketing” & optimization. The search was not limited to types of
publications or to specific industries, thus table provides overview of all publications in the

databases that contain the terms (Tab. 1).

Tab. 1 — Overview of the literature available on the topic. Source: developed by authors
based on http://onlinelibrary.wiley.com/, http://web.b.ebscohost.com,
http://apps.webofknowledge.com/, http://www.scopus.com

Terms Digital Marketing Digital marketing | Digital marketing
maturity model optimization

EBSCO 8054 16 2

SCOPUS 5143 28 121

Web of Science 77 2 0

Wiley Online 321 20 55

Scholars have long studied various aspects of digital marketing and the literature provides a
high number of publications on the topic. This provides an extensive background for initial
research work. The proposed study focuses on identification of the main pillars and components
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for design of the digital marketing maturity model that can be applied to the B2B marketing
and combined with the optimization methodologies through analysis of the relevant literature.

4 OPTIMIZATION TECHNIQUES AND MATURITY MODELS IN DIGITAL
MARKETING DOMAIN

4.1  Proposed Maturity Digital Marketing Model

The provided literature research helped us to identify the following consistent parts of a
proposed digital marketing maturity model:

4.1.1 Domain or scope

The scope of a maturity model depends on the nature of business processes. The processes in
B2B sector are different compared to those in B2C sector. This could be explained by the
specifics of B2B sector, which is characterized by longer purchase decision time, smaller
amount of customers and fewer transactions than in the B2C sector (Gillin & Schwartzman,
2011; Jarvinen et al., 2012). Therefore, it is important from the beginning to limit the scope of
a maturity model. The digital marketing maturity model proposed in our study will be focused
on B2B sector.

4.1.2 Levels

Levels represent the intensively of a process development. As it was mentioned earlier, levels
may vary from absolutely absence of a process to the maximum development of a process
regarding to the level of the identified areas. We suggest limiting the number of levels to four
or five.

4.1.3 Stages

In order to understand what a customer wants and how is being driven to take a purchase
decision it is important to map customer experience. Such customer experience divided into
four steps according to the goals, is called customer journey.

There are four stages of customer journey, or customer lifecycle. Researchers use different
names for the stages, however the most common are awareness, evaluation, purchase, and post-
purchase experience (Vazquez et al., 2014) (Fig. 3.). On the first stage, awareness, a customer
gathers information about a brand or a product. It is not necessary that a customer should
already bear in mind to make a purchase. On the evaluation stage a customer analyses the
received information and compares a brand or a product with competitors. On the next stage,
purchase, a customer decides to purchase a product or not. The last stage, the post-purchase
experience, involves the actions after the purchase and first use of a product. It involves
expressing an opinion about a product, writing feedbacks, sharing negative or positive
experience, etc. On this step customer decides whether to stay with a company or a brand, or
not. If a customer builds loyalty, the next purchase he or she will make directly, avoiding the
first two steps of the customer journey. This reflects the main idea of the customer journey: to
build communication with a customer in a way to win a customer loyalty and to build a long-
lasting relationship with the company (Edelman, 2010; Vazquez et al., 2014).

55



ICFE 2016 — The 3 International Conference on Finance and Economics
Ton Duc Thang University, Ho Chi Minh City, Vietnam
June 15M-17t

Evaluation

customer analyses information
and compares with competitors

Awareness

reflects the ways a customer
gets information about a
product and a brand

CUSTOMER
JOURNEY

Loyalty Purchase

(post-purchase experience) customer takes a purchase decision
customer evaluates the purchase and
builds loyalty towards a product or a company

Fig. 3 — A concept of customer journey. Source: developed by authors based on
Vazquez et al., 2014

For the reason that every step of the customer journey requires different goal, it is important to
consider different stages in a potential digital marketing maturity model. Every step of the
digital marketing maturity model should coincide with the steps of the customer journey.

4.1.4 Level and stage descriptor

Level and stage descriptor include the definition of every level and stage depending on the
development stage of the processes. They should be specified in several words or a short
sentence. The descriptor should provide a user of a digital marketing maturity model with a
short explanation of the current status quo of digital marketing in a company.

4.1.5 Process areas

Process area describes the focus of a maturity model. As it was mentioned earlier, researchers
distinguish three types of maturity models, classified by the focus: maturity models focused on
processes, objects and people. Concerning the digital marketing maturity model the processes
could be represented by channels and measuring tools; objects by products/services, and people
by people capabilities required for digital marketing.

As we would like to focus on B2B companies belonging to one branch of industry, we will not
distinguish the product characteristics in our analysis. Therefore, the future model should not
consider product process area. As the result, the future digital marketing maturity model will
cover three process areas: channels, tools and people capabilities.

4.1.6 Activities

Activities within each process area explain in detail the level description or provide some
scenario of the process development. The difference between the level and the stage descriptor
and activity lay in the deepness of the explanation. Activity should expand the explanation
provided in the description and show some practical examples. Activities should provide a user
of the digital marketing maturity model with full understanding of the status quo of digital
marketing.

A framework of the future digital marketing maturity model will have the following structure
(Tab. 2).
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Tab. 2 — A framework of the future Digital Marketing Maturity Model.
Source: developed by authors

Scope: B2B
Process areas: Channels, Tools & People
Level 1/Stage A Level 2/ Stage B Level 3/Stage C Level 4/Stage D

Level descriptor

Stage descriptor
Activities 1A Activities 2B Activities 3C Activities 4D

Recommendations

4.2  Lean Six Sigma in Digital Marketing

Continuous improvement tools including Lean and Six Sigma (LSS) that were initially
developed in industrial practice can be successfully adapted in marketing environment through
selection of specific tools and their customization to meet process improvement needs of the
organization. Companies that adopt Lean Six Sigma usually report higher process improvement
and process optimization results comparing to other optimization methodologies (George,
2002; Pulakanam, 2012).

Definitions of LSS methodology differ due to the variations in mix of applied tools as well as
different authors’ opinions on the primary goal of the methodology. In this study the definition
by George (2002) is applied: “Lean Six Sigma is a methodology that maximizes shareholder
value by achieving the fastest rate of improvement in customer satisfaction, cost, quality,
process speed, and invested capital”. However, in some cases, methodology is still viewed as
more focused in decrease of defects and quality variation (Taghizadegan, 2006).

Deploying
direction

Performance
Setting excellence / Delivering
direction process and inspecting

Control Define
Customer _

Market trends —
Customer
and benchmarking focus sprove QD Messure

018X

209

Behaviors and
leadership

Fig. 4. — XEROX Lean Six Sigma. Source: Fornari & Maszle, 2004
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Lean Six Sigma methodology evolved as a combination of approaches that merge decrease of
variation in processes with continuous effort to remove excessive work. Utilization of both
approaches helps to significantly improve processes and make them more cost-effective. Since
marketing operations are perceived as those that are hard to evaluate in terms of cost and
effectiveness, LSS can provide a comprehensive set of instruments for visualization and
optimization of the processes to drive efficiency and profitability (Guarraia, Carey, Corbett, &
Neuhaus, 2008; Schroeder, Linderman, Liedtke, & Choo, 2008).

One of the main tools used in the LSS is Define-Measure-Analyze-Improve-Control (DMAIC)
process. In the marketing area Lean Six Sigma has been successfully applied by XEROX
Company. XEROX Lean Six Sigma (XLSS) is a comprehensive system that includes DMAIC
tool, focus on Voice of the Customer (VOC), people, and business results (Fig. 4). XLSS is
closely related to the proposed Digital Marketing Maturity Model as well as DuPont Strategic
Marketing Process (Cunningham, Pande, Clampitt, Schwartz, & Clark, 2005), thus, merging
the two will serve as a base for design of the roadmap for optimization of the digital marketing
results based on the maturity model. As a result, it is expected to have a maturity model with a
set of specific B2B channels and descriptors presented in Tab.2., supplemented with objectives
and tools for implementation of Lean Six Sigma and process optimization across maturity
stages in digital marketing (Tab. 3).

Tab. 3 — A proposed framework for Lean Six Sigma in Digital Marketing Maturity Model.
Source: developed by authors based on Cunningham et al., 2005; Fornari & Maszle, 2004;
George, 2002; Lean Marketing Lab, 2010; Michael & President, 2003

Stage of | | ] i v
maturity
Stage of | Define Measure, Implement Control
DMAIC Analyze
Elements of | Description of | Characterization | Development of | Stabilization and
Lean Six Sigma | the problem, | of requirements | solutions, design | documentation
program for | the goal, the | and and  re-design | of  established
each stage outputs identification of | processes processes, plan
the key elements further
of the solution improvements
Decision Managerial Data Enabled: Structured: Model-Enabled:
g?k'n%arfeﬁ?ﬁe Experience. data from | Development of | Building of
91 Years of | marketing accepted explicit models,
strategy experience research on | organizational where variables
serve as a | customer standards  and | and model
primary guide | perceptions, frameworks for | constructs  are
to decision- | attitudes by | decision-making | specified in
making market segments | in marketing | detail and then
or scenarios | area used for making
serves as a basis decision on
for decision- marketing
making strategy
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Possible tools | ¢  Project e Process map Design of | ¢ Control plan
charter e C&E (Cause (EggeEr;ments e Standardized
e Variation & Effect work
in the Matrix) Business e SPC
outcome | | MSA Process (Statistical
variables Reengineering
. (Measuremet Process
(business (BPR)
System Control)
goals) Analysis) e Simulation
e CHECK
o Initial e MSA Process
Capability e 55
e FMEA .
. o Kaizen
(Failure
Modes & | e Pilot project,
Effects testing of
Analysis) improvemens
e Multi-variant
analysis

4.3

In our future research we plan to provide a mix of quantitative and qualitative research. The
methodological part will be performed at two stages. At the first stage a modified Delphi study
based on literature review will be provided. The interview will address managing directors,
marketing managers, CMO and other experts responsible for digital marketing. Based on the
results of the Delphi study a list of questions for the following questionnaire will be developed.
The questions will be spread among the companies.

Future research and expected results

After receiving the results of the exert interviews and a survey we will combine them and
provide their analysis. In the end we plan to create a tool representing possible scenarios for
every stage of digital marketing maturity. The tool will cover the consistent parts of digital
marketing, which have been mentioned, earlier, namely channels, measurement tools and
people capabilities. The level of development will be presented by different scenarios based on
the Likert scale.

An example of such tool is presented in Tab. 4.

Tab. 4 — An example of the proposed digital marketing tool based on combination of existing
maturity models descriptors, XEROX Lean Six Sigma, DMAIC, and DuPont Strategic
Marketing process. Source: developed by authors

management is
in place

management is
in place

Digital Level 1 Level 2 Level N

marketing

Channels No strategy on | Basic strategy Channel strategy
channel on channel accepted

company-wise,
including certain
measurement
tools examples
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Measurement No formal | Basic Measurement
tools measurement measurement tools accepted
tools tools are company-wise,
introduces including certain
measurement
tools examples
People assets Competence in | Competence in | ... Competence in
the specified | the specified the specified are
area is | area is is existent and
nonexistent nonexistent, accepted
however certain company-wise.
measures  are It is used on a
implemented to day-to-day basis
fill the gap

5 DISCUSSION AND CONCLUSIONS

Academic literature provides extensive evidence on maturity models that assess different
business areas. Process optimization is another important component of the marketing strategy
employed by practitioners to improve sales and conversion rates in digital channels. Regardless
of the high number of models and optimization tools available, a specific combination of two
approaches in digital marketing domain has not been deeply studied yet.

Business publications provide evidence that marketing professionals employ optimization
methodologies to achieve higher results. In particular, Lean Six Sigma has been used by the
leading companies (DuPont, Xerox, Dow Chemical etc.) to visualize, structure and improve
marketing operations (Cunningham et al., 2005).

The article analyzes literature on the maturity models and optimization in B2B digital marketing
area. Through exploratory literature review, the study develops a framework that incorporates
both approaches and will provide companies with a diagnostic tool for their marketing
operations. The goal of the digital marketing maturity model is to develop a roadmap for
assessment and optimization of the digital marketing performance in B2B companies. The
digital marketing model is projected to combine XEROX Lean Six Sigma, DMAIC, and
DuPont Strategic Marketing process as well as set of maturity descriptors from available models
for digital marketing.

The proposed model does not attempt to generalize the findings for all marketing areas and
focuses on digital marketing operations only. A more detailed analysis may be needed to assess
applicability of the proposed optimization tools at every stage of the maturity. The main
advantage of the proposed model is a combination of two important approaches in process
optimization. Both methods provide powerful tools for efficiency improvement and when
combined, are expected to lead to better results than when applied separately.

The current research is beset with some limitations. The paper is based on the literature review
and does not provide any empirical evidence. Therefore the future results could differ from
those, described in the paper. Due to absence of any empirical study the results presented in the
paper are too general and have to be specified. Moreover, the paper analyses the models against
a framework of design and content principles, and thus mainly evaluates assessment process
and maturity model criteria. Furthermore, the future empirical research based on expert
interview and questionnaire could beset with certain limitations, because the sample would not
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represent the whole industry. There could be other research focused on the above mentioned
criteria in more detail, or analyzing other criteria.

Future research activities will focus on detailing and testing the proposed framework through
fieldwork, interviews and testing of the model. The findings presented in the article will serve
as a direction for further data collection and empirical work with marketing professionals to
develop the digital marketing maturity model, and, thus contribute to development of online
marketing research.
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THE INNOVATIVE CAPACITY OF THE MACHINERY
FIRMS IN THE ZLIN REGION IN RELATION TO CONCEPT
OF INDUSTRY 4.0

Roman Bobak, Eva Juiickova

ABSTRACT

This paper presents results of a complex project pilot study. The proposal of this project is
oriented on predictive models of measurement and control used as an indicator of production
and logistics performance in the Czech companies, depending on innovative factors defined in
the Industry 4.0 concept. The project analysis focused on innovation activities of 36 machinery
firms located in Zlin region. Main aim of this article is to present a part of our research, which
was realized in period of 2011 — 2013. We used the average number of workers in research and
development as a criterion of innovation capacity and other supporting parameters described in
the Industry 4.0 concept.

Keywords: machinery, Zlin region, innovations, Industry 4.0
JEL Classification: L61, M11, 031

1 INTRODUCTION

As it has been mentioned, the aim of the article is to find out and identify parameters of
innovation activity by their mapping in 36 companies located in Zlin region. The study was
based on a qualitative research focused on fundamental characteristics of 36 specifically
selected companies through the structured interviews. We found out basic information about
the company, its economy, research and development and innovation. Other question area that
was investigated focused on characteristics of production process and product representatives,
supplier-customer relationships. In this article we present just part of our research oriented on
development and innovation. This complex project researches models for measurement and
management of manufacturing and logistics performance of Czech companies in relations to
innovation activities of concept Industry 4.0.

Our paper shows basic data of the research and includes parameters as average annual
expenditure on science and research, the forms of financing products and process innovations,
the number of cooperating organizations on these innovations, and innovations trends about
which companies are interested in future. Conclusion of pilot study summarizes strengths and
opportunities that affect innovation capacity of selected machinery firms.

The paper is structured as follows. Section 2 offers the theoretical background and a literature
review. Section 3 explains the methodology. The main results are presented in Section 4, and
discussed in Section 5, which also highlights the main conclusions of the research and explains
the strengths and opportunities.

2 THEORETICAL BACKGROUND

Current manufacturing, logistics and administrative processes of industrial companies must be
able to ensure adequate and flexible responses to customer requirements while maintaining the
desired efficiency and productivity of all complex business processes (Kohlberg, Zuhlke,
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2015). Citation analysis of articles, which are indexed in Web of Science (WOS) and focuses
on manufacturing and logistics performance also on innovation factors included in a concept of
Industry 4.0, showed about 295 results, of which more than 40 were cited 20 or more times.
These articles presented mostly studies focused on measurement and modelling of production
and logistics processes performance (Neely 1995; Goetschalcx, 2002; Guide, 2000; Jayaraman,
Ross, 2003; Gimenez, 2005; Tracey, 2005; Kiesmiiller 2003; Piramuthu, 2005; Gunasekaran,
2009; Golicic, 2013; Bobak, 2014).

Growing trend of innovation in automation and computerization of business processes
generates new requirements for planning, management and organization of the value creation
process. These requirements are transformed into a competitive product for the customer that
ensures accomplishment of long-term corporate strategies and operative objectives (Maier,
Korbel, Brem, 2015; Brettel, Friderichsen, et al.,, 2014; Visich, 2009; Jufickova, 2014;
Pivodovéa, 2014 ). Because of the aforementioned reasons, the radical change of the system
approach, in the field of prediction of future development of complex business processes, is
absolutely necessary, especially with emphasis on manufacturing and logistics processes. The
project reflects today’s key paradigm—transformation of technocratic approaches to cyber-
human attitudes to planning, management and implementation of business processes with a
high emphasis to a combination of e-processes, creative potential of employees and available
technologies (Bonekamp, Sure, 2015; Das, 2010). There is an obvious requirement to deal with
the complex chain ‘supplier-manufacturing-customer’. Currently, the concept of Industry 4.0
is a key innovation tool for the above-described issues, and it is implemented just in the phase
of development now. In studies of (Binder, 2014; Brynjolfsson, 2000; Hitt, 2000; lvanov, 2016;
Kruchhans, 2013; Hung, 2009 and Lasi, Kemper 2014) is the Industry 4.0 presented as an
absolutely basic concept for the future of industrial companies and their global competitiveness
through production increase and logistics performance growth. This concept also causes
changes in educational system. The knowledge moves from technical-economic skills toward
engineering professions with a higher emphasis to sophisticated ICT technologies. It is based
on complex information support in form of business intelligence (D'Este 2012; Schuster, K.,
Gross, K. et al., 2015) and learning factories (proceedings from the 5th conference on Learning
Factories CLF2015, Procedia CIRP 32, Elsevier; Hitt , 2000). The fundamental point is the
ability to influence human thinking at all types of jobs in highly automated working
environments including both manufacturing and administrative processes (Obitko, Jirkovsky,
2015; Edwards, 2014; Gupta, 2011; Sydow, 2013; Bishop, 2011; Tucek, Hrabal, 2014).
Described essential requirements for new practical solutions and subsequent research activities
also were confirmed by a recent study conducted by one of the project team members. Some
partial findings already have been published in WoS journal ‘Business intelligence as a key
information and knowledge tool for strategic business performance management’ (Rajnoha,
2016).

3 METHODOLOGY

The research was conducted by structured questionnaire in 36 selected machinery companies
in the Zlin region. These criteria of innovation capacity were applied:

e The average number of employees in research and development for the period of 2011
— 2013 (workers in R&D),

e Average annual expenditures on research and development for the period of 2011 -
2013 (expenditures on R&D - in thousands CZK),
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e Types of product and process innovations funding expressed by the total number used
for the following options:

= OWN SOurces,

* |oans,

= regional support to R&D,

= state support to R&D,

= multinational R&D support,
= other sources.

e number of partner organizations attending product and process innovation, their
localization and areas of cooperation,

e trends in process and product innovation, in which will be companies interested in
future,

e breadth of product portfolio representing the product and technology groups that the
organization provides according to nomenclature NACE CZ, with characteristics of
their own product development, custom design and technological preparation.

Supporting factors, which are supposed to influence the innovation activity of organizations
were monitored characteristics:

e size of organization represented by the average number of employees during the period
of 2011-2013 (workers) and turnover expressed in average revenues from sales of own
products and services for the period 2011 — 2013, expressed in thousands CZK
(Turnover),

e belonging to a greater whole (group, holding, ...), cluster or network of enterprises
the share of foreign ownership.

Collected data were processed by the statistical program SPSS 23 and textual analysis.
Correlation analysis with Pearson’s coefficient was used to confirm the links between
quantitative metrics of the innovative capacity and characteristics of firms. Histograms
frequency and textual analysis were used to determine the significance of other characteristics
of innovation capacity. These results were the basis for determining the strengths and
opportunities in the development of innovative processes in the analyzed companies

4 DATA DESCRIPTION AND RESULTS

Achieved quantitative values of innovation activity collected from structured interviews
are presented in Tab. 1. Due to the confidential nature of the data Tab. 1 shows only the serial
number of the organization.

4.1  Confirming the anticipated relationship

Correlation analysis confirmed the correlation between the average number of workers in total
and average number of R & D.
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Tab.2 - Correlations average number of workers. Source: own processing

Average number of | Average number of
workers in total workers of R&D
2013 2011-2013
Average number of workers in total Pearson Correlation 1 ,680™
2013 . .
Sig. (2-tailed) ,000
N 34 30
Average number of workers of Pearson Correlation ,680™ 1
R&D 2011-2013 . .
Sig. (2-tailed) ,000
N 30 31

**_Correlation is significant at the 0.01 level (2-tailed).

Correlation analysis confirmed the correlation between the average number workers of R&D

and the average expenditure on R&D.

Tab.3 — Correlations average number workers of R & D and the average
expenditure on R & D. Source: own processing

Average number Average expenditure on
workers of R & D R&D 2011-2013
2011-2013
Average number workers of R & Pearson Correlation 1 ,799™
D
Sig. (2-tailed) ,000
N 32 30
Average expenditure on R & D Pearson Correlation ,799™ 1
2011-2013 . .
Sig. (2-tailed) ,000
N 30 31

**_Correlation is significant at the 0.01 level (2-tailed).
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Tab.1- Table Achieved characteristics of the innovative capacity of the group of
organizations surveyed. Source: own processing

% Source
Number Workers |Workers Spending [% Spending |[financ- |Co-op. Co-op. [Innov |Branche |Own |Own Own
of Firm |Workers [Turnover |R&D R&D R&D R&D ing R&D Trends |Trends [CZNACE |Devel. [Constr. |Techn.
1 39 35885 0 0 0 0 0 0 1 0 1 1
2 40 31000 0 0 0 0 0 0 0 4 4 4 4 4
3 197| 460197 0 0 0 0 0 0 0 0 4 4 4 4
4 266] 392357 0 0 0 0 0 0 0 0 1 1 1 1
5 84 85194 10| 11,904762 2500] 2,934478954 1 4 4 3 5 5 5 5
6 125| 288000 1 0,8 80| 0,027777778 1 3 2 2 13 0 4 13
7 92| 106000 0 0 0 0 1 0 0 0 2 0 1 2
8 404 603134 7| 1,7326733 3750| 0,62175238 1 8 1 1 1 1 1 1
9 30 18360 2| 6,6666667 0 1 1 0 0 4 0 4 4
10 88 50000 3| 9,0909091 2500 5 1 2 2 2 5 5 5 5
11 140 94000 2| 1,4285714 200| 0,212765957 1 2 2 2 6 5 5 6
12 70 63000 4| 5,7142857 0 1 3 1 3 8 0 0 8
13 23 48000 0 0 1 0 0 2 1 0 0 1
14 62 75000 2| 3,2258065 1200 1,6 1 0 0 1 5 5 5 5
15 290| 482000 12| 4,137931 10000] 2,074688797 2 0 0 3 2 2 2 2
16 167| 483000 2| 1,1976048 2000) 0,414078675 2 8 3 2 5 5 5 5
17 1505) 2213730 120| 7,9734219 32946| 1,488257376 2 4 4 6 19 13 14 15
18 266| 421932 3| 1,1278195 0 0 2 0 0 2 4 0 0 4
19 129| 121000 7| 5,426357 4120| 3,40495868 2 1 1 1 8 8 8 8
20 318| 921605 3| 0,943396| 30000 3,25519067 2 3 3 6 2 2 2 2
21 419( 834606 15| 3,579952 21102| 2,52837866 2 3 5 6 5 5 5 5
22 723| 1830000 9| 1,244813 8800| 0,46808511 2 4 4 6 7 3 3 7
23 656| 1400334 85| 12,95732 63000( 4,49892668 3 4 4 6 16 10 12 15
24 300 417 2| 0,666667 50| 11,9904077 3 0 0 5 2 2 2 2
25 1528] 2550000 12| 0,78534| 12988| 0,50933333 3 4 4 6 5 5 5 5
26 249| 1551492 0 0 0 0 2 0 0 0 7 7 7 7
27 75 100473 1| 1,333333 1] 0,00099529 2 1 1 2 2 1 2 2
28 151 178000 0 0 0 0 2 1 1 2 5 0 0 5
29 196( 1450000 0 0 0 0 2 1 1 1 1 0 1 1
30 122| 131167 3| 2,459016 300] 0,22871606 3 1 1 1 10 1 9 10
31 46| 68483 4| 8,695652 2000| 2,92043281 3 1 1 2 5 1 1 1
32 147 269000 3| 2,040816 550] 0,20446097 4 1 1 3 3 3 3 3
33 97( 148000 0 0 0 0 3 0 0 3 4 0 0 4
34 38 2059 5| 13,15789 500| 24,2836328 3 1 1 1 1 1 1 1
35 66 76965 2| 3,030303 840| 1,09140518 5 3 3 1 8 8 8 8
36 45| 45479 3| 6,666667 300] 0,65964511 2 1 1 1 2 1 1 2
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Correlation analysis confirmed the relationship between turnover and the average expenditure
on R&D.
Tab. 4 - Correlations of turnover and the average expenditure on R&D.
Source: own processing

Average expenditure on R
Turnover 2013 & D 2011-2013

Turnover 2013 Pearson Correlation 1 ,608™

Sig. (2-tailed) ,000

Sum of Squares and Cross- 14164579233672,977 158223696812,581

products

Covariance 404702263819,228 5274123227,086

N 36 31
Average expenditure on Pearson Correlation ,608™ 1
R & D 2011-2013 . .

Sig. (2-tailed) ,000

Sum of Squares and Cross- 158223696812,581 5513535845,419

products

Covariance 5274123227,086 183784528,181

N 31 31

**_Correlation is significant at the 0.01 level (2-tailed).

Correlation analysis confirmed the relationship between the Share of foreign ownership and the
Average expenditure on R&D.

Tab. 5 - Correlations Share of foreign ownership and Average expenditure on R&D.
Source: own processing

Share of foreign Average expenditure on R &
ownership D 2011-2013
Share of foreign ownership Pearson Correlation 1 ,531™
Sig. (2-tailed) ,002
N 36 31
Average expenditure on R & D Pearson Correlation ,531™ 1
2011-2013
Sig. (2-tailed) ,002
N 31 31

Correlation is significant at the 0.01 level (2-tailed).

Correlation analysis confirmed the relationship between the Jurisdiction of the higher whole
and Average number of workers R&D.
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Tab. 6 — Correlations jurisdiction of the higher whole and average number of workers R&D.
Source: own processing

Jl_Jrisdiction of the Average number
higher whole of workers R& D 2011-
2013
Jurisdiction of the higher whole Pearson Correlation 1 ,367"
Sig. (2-tailed) ,039
Sum of Squares and Cross- 7222 134,188
products
Covariance ,206 4,329
N 36 32
Average number of workers R & D Pearson Correlation 367" 1
2011-2013 . .
Sig. (2-tailed) ,039
Sum of Squares and Cross- 134,188 10413469
products
Covariance 4,329 626,241
N 32 32

*. Correlation is significant at the 0.05 level (2-tailed).

4.2

Sources of financing R&D

Cluster analysis of different forms of R&D used in financing has shown irregular exploitation
of most organizations. Table 7 presents selected forms of financing (maximum of two forms in
78%). As we see in the Table below, companies prefer own resources or a bank loan. External

funding is not preferred. Three organizations did not fill form of R&D financing.

Tab. 7 - An overview of source of financing of R&D. Source: own processing

Sources of financing of R&D Number %
Financing own resources 13 40 %
Financing of own resources and state support 7 20 %
Financing oown resources and a loan 6 18 %
Financing own resources, loan and regional support 3 10 %
Financing own resources, loan and other support 2 6 %
Financing own resources, loan, regional, national and transnational 2 6 %
support

Total 33 100%

70




ICFE 2016 — The 3 International Conference on Finance and Economics
Ton Duc Thang University, Ho Chi Minh City, Vietham
June 15M-17t

4.3

Respondents also characterized cooperating external organizations to R&D, companies’
headquarters and main trends of cooperation. 22 organizations collaborate with external
organizations in R&D, the most of them mentioned the only one cooperating organization. Of
the 51 collaborating organizations is only 18% located in the Zlin region, 67% in other regions
in the Czech Republic and 15% abroad.

In terms of foreign partners exclusively on cooperation with customers. Listed 36 areas of
cooperation with the organizations are responsible anticipated and further characterized the
main trends of innovation.

Cooperation in R&D

Tab. 8 - R&D collaboration with external organizations. Source: own processing

Presents at least 1 | Presents at least 2 | Presents at least 3 | Presentsat least4
organization organizations organizations organizations
22 13 11 5
61% 36% 31% 14%
Of those only 7 |Of those only 1|Of those only 1| Of those only O
organisations, it tis | organisation, it tis 8% | organisation, it tis 9% | organisation, it tis
32% in the Zlin | inthe Zlin region in the Zlin region 0 % in the Zlin
region region
4.4 Innovation trends

Respondents characterized a maximum of 6 trends on innovations that are interested in the
future. The most of small organizations characterized no more than two innovative trends.
Three and more innovative trends were noticed by companies belonging to the category of
medium and large enterprises.

Tab. 9 - Frequency mentioned innovative trends. Source: own processing

Number of listed innovative trends 1 2 3 4 5 6
Number of organizations 29| 20| 11 6 5 4
% of total number of organizations | 81% | 56% | 31% | 17% | 14% | 11%

Tab. 10 displays innovative trends mentioned by the companies. The analysis included these
trends associated into 10 groups.

Tab.10 - 10 most innovative trends. Source: own processing

Code | Aggregated innovative trends Frequency | % of
total
1 Design and product development, product innovation 11 14, 7%
2 Integrate engineering processes, quality and process 11 14,7 %
efficiency, process and organizational innovation
3 Materials Engineering and Innovation, 3D prints 10 13,3 %
4 Technological innovations 10 13,3 %
5 Innovation tools, instruments and preparations 7 9,3%
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Code | Aggregated innovative trends Frequency | % of
total

6 Innovation and modernization of machinery 7 9,3%

7 Digitizing, CAD, CAM programming, artificial 7 9,3 %
intelligence, modular self-learning systems, modeling,
simulation

8 Automation, automated system control process, robotics 6 8%

9 Energy, reducing the risk of electrical installations, 4 54%
environment

10 Savings labor intensity, higher qualifications 2 2,7%
Total 75 100 %

Main results of analysis indicated innovative trends in various terms of innovation typology
(material, product, technology, process, organizational), the technological intensity (high - tech
industries, medium high - tech industries, medium low- tech sectors). Positive noticed result is
a significant focus on trends that are associated with renowned strategy Industry 4.0 (The
Ministry of Industry and Trade of the Czech Republic, 2015), i.e. digitization, automation,
robotics, artificial intelligence, integration engineering processes, modular building self-
learning production systems.

45  Scope of product innovation

Range product innovation of representative’s products or services is provided by branches the
CZ NACE. It is expressed as a proportion of its own development, its own construction and its
own technological preparation for product innovation. Respondents characterized their product
and services in a field by CZ NACE and they described it in the innovation scale (own
development, own construction preparation, owns technological preparation)

Tab. 11 - Range product innovation by branch of product representatives.
Source: own processing

Number of Number Number Own % Own % Own %
representatives | of firms of development constructio technology
products branches n preparatio
n
1 31 25 913 14 | 56 17 | 68
6
2 26 19 914 14 | 74 17 | 89
7
3 20 15 714 9| 60 11|73
7
4 19 14 6|4 8 | 57 11179
3
5 14 11 6|5 8|73 11 | 100
5
6 8 6 3|5 5183 6 | 100
0
7 7 5 3|6 4180 51100
0
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Number of Number Number Own % Own % Own %
representatives | of firms of development constructio technology
products branches n preparatio
n
8 6 3 113 2| 67 3| 100
3
9 4 3 2|6 2| 67 3| 100
7
10 4 4 2|5 2|50 41100
0
11 3 2 1|5 1150 2 | 100
0
12 3 2 115 2 | 100 2 1100
0
13 3 2 115 1|50 2 1100
0

5 DISCUSSION AND CONCLUSION

5.1

Working conclusions of the anticipated relations

The results of analysis confirmed the relationship between average number of workers in total
in 2013, and the average number of R&D workers for the period 2011-2013. It is graphically
displayed in Fig. 1.

Analysis confirmed the relationship between the average number R&D workers in the years
2011 - 2013 and the average expenditure on R&D in the years 2011 - 2013 displayed in
histograms. Different size of companies are expressed in number of workers and size of
turnover with sales of own products, consequently the number of employees in R&D and
expenditures on R&D.

30

25

20

15

10

% Average expenditure on R & D to turnover

1234567 8 9101112131415161718192021222324252627282930313233343536

Fig. 1 - % Average expenditure on R&D to turnover. Source: own processing

73




ICFE 2016 — The 3 International Conference on Finance and Economics
Ton Duc Thang University, Ho Chi Minh City, Vietnam
June 15M-17t

% Workers of R&D to total workers
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1 3 5 7 9 11 13 15 17 19 21 23 25 27 29 31 33 35

Fig. 2 - %Workers of R&D to total workers. Source: Own processing

Main results of our analysis confirmed positive values in all the selected criteria of innovation
capacity in companies, mentioned in Tab. 1 and differentiated in green.

5.2

Summary of strengths and opportunities influencing the innovation capacity of

selected machinery firms in the Zlin Region

Strengths

differentiated structure in the average number of employees with appropriate
differentiation by the number of employees in R&D,

differentiated sales structure with corresponding differentiated share of expenditure on
R&D,

share of companies with foreign participation is a prerequisite for the positive
development of R & D expenditure,

historically built structure engineering companies in the region is reflected by
maintaining supplier and innovative linkages between organizations in the higher units
(TAJMAC - ZPS, TOS Hulin, PILANA Hulin, SUB Brod, MESIT, LET, Zbrojovka
Uhersky Brod and Vsetin) has a positive effect on the number of R & D works and
average expenditure on R&D,

positively differentiated range of innovative directions, in which organizations are
interested in, an adequate integration into the typology of innovation, high and medium-
tech sectors, showing affiliation with the strategy announced by Industry 4.0,

positive product range of representatives according to the CZ NACE shows the
distribution of innovative activities associated with its own construction (50-100%) and
own technological preparation (68-100%).

Development opportunities

still uneven using of different forms of R&D funding, especially external sources,

low % of external organizations in the Zlin region cooperating in innovation (18%)
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e lower proportion of companies’ development, product representatives by fields of CZ
according to NACE (33-67%).
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FACTORS AFFECTING THE ADOPTION OF MOBILE
BANKING IN VIETNAM

Chiachi Tsan, Thai Huy Cuong Vo

ABSTRACT

The aim of the research is to explore the process of adoption of mobile banking in Vietnam
through the integrated frameworks of unified theory of acceptance and use of technology
model and technology acceptance model on main behavioral intention. A questionnaire was
developed and based on the theories. 200 questionnaires were collected in Vietnam in 2016 and
the collected data were analyzed via confirm factor analysis to assess the model and then
structural equation modeling was employed to test the theoretical model and hypotheses to
understand the statistical associations among the constructs. The findings indicated that “User
satisfaction” and “Behavioral intention” directly influence mobile banking adoption.
Furthermore, “Performance expectancy”, “Effort expectancy” and “Perceived ease of use” were
found to be the most important antecedents of user intention towards adoption of mobile
banking. This research was intended to provide a clearer picture for banking practitioners to
better formulate operation strategy to meet the challenges of the new bank 3.0 era.

Keywords: Mobile banking, Vietnam, TAM, UTAUT
JEL Classification: M31

1 INTRODUCTION

In order to gain competitive advantages and meet the trend, business from last decades have
diverted their focus on innovate information technology an integral part of their operations
(Oliveira et al., 2014). In the banking industry, it is also advised to innovate to meet the
challenges (King, 2013). Mobile banking is the one of such practice in mobile technology
(Shaikh & Karjaluoto, 2015) and one of the most recent innovations in the financial services
sector, which has added the element of pure mobility to service consumption (Oliveira et al.,
2014) and enable consumers to gain convenient access to value-added and banking services,
even in countries with the low incomes (Anderson, 2010;). Mobile banking can perform account
balances and transaction history inquiries, funds transfers, and bill payment via mobile devices
such as cell phones, smartphones, and PDAs (personal digital assistants) (Laukkanen, 2007). It
also improve the way personal financial services are designed and delivered as well as the way
consumers interact with the other society constituents (Oliveira et al., 2014). MB has been
developing rapidly in the world, providing ever-widening content and services, fostering
stronger relationships than earlier ones between financial institutions and clients (Riquelme &
Rios, 2010).

Meanwhile, Juniper Research (2013) revealed, more than one billion people are expected to use
mobile banking globally by 2017 and has predicted in the next 5 years, the number of mobile
banking users worldwide will increase more than 2 times, from 800 million users today to 1.8
billion users in 2019. The reason of this growth is the percentage of smartphone users increasing
and method of payment via mobile phones become more popular.

In Vietnam, this trend has also been perceived. In 2015, BanViet joint-stock commercial bank
released Viet capital mobile banking application. It was estimated that mobile banking mobile
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channels can save up to 43 times more than one physical branch, call center 13 times, and twice
ATM online channels (e.g. Internet Banking). With outstanding benefits, mobile banking is
becoming a competitive strength of some banks in Vietnam. This is a wise investment in
technology, contributing to creation banking system faster, convenient, safely and towards
maximum benefits for customers. However, mobile banking services still focuses on relatively
simple functions such as offering queries about account information, track the location of ATM
or phone recharge. Though it is gradually upgraded, following as transfers between accounts
within the same system or another system, paying the bills, other shopping services, including
securities connected with channels, providing and supporting financial information, more
rooms need further improvement. How to encourage consumers to use the mobile banking
service has become a critical issue for bank practitioners.

Therefore, the main objective of this study is to pinpoint key factors that directly affect
customers to adopt the mobile banking services. Through the development of a research model
that integrate the unified theory of acceptance and usage of technology (UTAUT) (Venkatesh
et al., 2003) and technology acceptance model (TAM) (Davis, 1989), factors from TAM model
made to observe on user satisfaction and four factors from UTAUT model used to understand
clearly about behavioral intention. Nine major hypotheses are assumed for the statistical
analysis to depict the relationships among factors to understand the adoption of mobile banking
from consumers’ perspective.

2 THEORETICAL BACKGROUND AND RESEARCH HYPOTHESE
2.1 UTAUT model

The unified theory of acceptance and use of technology (Venkatesh et al., 2003) was developed
through a review and consolidation of the constructs of eight prominent theories that earlier
research had employed to explain information systems usage behaviour: TRA, TAM, the
motivational model (MM) (Davis et al., 1992), TPB, the PC utilization model (MPCU) (
Thompson, Higgins, & Howell, 1991), IDT, the social cognitive theory (SCT), and an
integrated model of technology acceptance and planned behavior (TAM-TPB) ( Taylor & Todd,
1995). Since its appearance, the UTAUT model has gradually attracted researchers’ attention,
and has recently been applied to explore user acceptance of mobile technologies (Yu, 2012),
and incrementally tested and applied to several technologies for both individual and
organizational use, within single and multiple countries (Im et al., 2011).

The UTAUT identifies four key drivers of the adoption of information systems: performance
expectancy, effort expectancy, social influence, and facilitating conditions. Venkatesh et al.
(2003) defined performance expectancy as “the degree to which an individual believes that
using the system will help him or her improve the performance of a task or work”. Therefore,
this variable is similar to concepts such as perceived use (TAM and DTPB), extrinsic
motivation (MM), task adjustment (MPCU), relative advantage (IDT), and performance
expectancy (SCT). In turn, the effort expectancy is conceived as “the degree of ease associated
with the use of the system”. It is similar to variables included in the integrated models such as
perceived ease of use (TAM), complexity (MPCU), and actual ease of use (IDT). The social
influence is defined as “the degree to which an individual perceives that important people
believe he or she should use the system”. It reflects a normative character in line with variables
such as the subjective norm (TPB, DTPB), the social factors (MPCU), and the social image
(ICT). Finally, the facilitating conditions factor is defined as “the degree to which an individual
believes that an organizational and technical infrastructure exists to support the use of the
system”. Therefore, this variable captures the concepts of perceived behavioral control (DTPB),
facilitating conditions (MPCU), and perceived compatibility (IDT). Thus, the explanatory
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variables included in the UTAUT reflect concepts common to previous models, whose
similarities have previously been highlighted by several authors (Compeau & Higgins, 1995;
Davis et al., 1992).

The UTAUT identifies two direct antecedents to the acceptance of technological innovations:
(i) the intention to use the system; and (ii) the facilitating conditions. In this sense, Venkatesh
et al. (2003) consider that the intention to use is the main indicator of the effective use of an
information system. Thus, Ajzen, 1991 said that the UTAUT assumes that this variable captures
the motivational factors that influence behavior and is indicative of the efforts that an individual
is willing to undertake in order to develop an action. Therefore, the individual’s intention is
conceptualized as the firm purpose to develop a behavior (e.g., using a technology or
information system) in the future. This approach is coherent with the classic theory on consumer
behavior ( Ajzen, 1991) and with most of the previous models of technological acceptance (
Davis, 1989; Davis et al., 1989; Gatignon & Robertson, 1985; Taylor & Todd,1995 ), which
identify intention (e.g., intention to use) as the principal indicator of behavior. Likewise, the
UTAUT establishes that the facilitating conditions perceived by the individual are a direct
determinant of the use of a technology, as they reflect the environmental factors that limit or
incentivize their acceptance (Venkatesh et al., 2003). Additionally, according to the UTAUT,
the intention to use an information system is determined by three variables: (i) performance
expectancy; (ii) effort expectancy; and (iii) social influence associated with the use of the
system.

Furthermore, UTAUT has become a popular theoretical choice within the field of ICT
(Williams et al., 2011). Examples of applications of the UTAUT in consumer contexts include
the adoption by users of the following information and communication technologies: mobile
banking (Zhou, Lu, & Wang, 2010 ); mobile phone technologies (Park et al., 2007; Wang &
Wang, 2010; Zhou, 2011 ).

2.2 TAM model

TAM model has been broadly used to predict and explain how human behavior in various
domains ever since (Wu & Wang, 2005), where a person’s performance of specified behavior
also is determined by the intention. Based on TRA model, Davis (1989) proposed the
Technology Acceptance Model (TAM) to provide the evidence of the interactive relationship
between external factors on internal beliefs, attitudes, and intentions. In addition, TAM is an
application of TRA in regard to information system (IS) which notes that perceived usefulness
and perceived ease of use determine an individual’s attitudes towards using the innovation with
the intention serving as a mediator to the actual use of the system. TAM model is presently one
of the first and the most influential research models to explain users’ IT adoption behavior
which also has been recognized as a useful model of technology acceptance behaviors in a
variety of IT contexts, and is currently widely applied among researchers of information
systems in general. The fundamental rationale of the TAM is that IT users act rationally when
they decide to use an IT. In the process of users’ intention to use new IT, two belief variables —
perceived usefulness and perceived ease of use of the system — are the most salient factors in
users’ intention. Behavioral intention (BI) is defined as “the strength of one’s intention to
perform a specific behavior” (Chew, 2006). On the other hands, BI also is the most important
determinant of one’s actual behavior via the factors AT which is described as “an individual’s
positive or negative feelings (evaluative effect) about performing the target behavior” (Fishbein
& Ajzen, 1975). The next two most critical internal beliefs in the technology acceptance model
belong to Perceived usefulness (PU) and Perceived ease of use (PEOU), both affect to AT: (i)
PU is defined as “the degree to which a person believes that using a particular system would

80



ICFE 2016 — The 3 International Conference on Finance and Economics
Ton Duc Thang University, Ho Chi Minh City, Vietham
June 15M-17t

enhance his or her job performance” (Davis, 1989) (i1) PEOU is defined as “the degree to which
a person believes that using a particular system would be free of effort” (Davis, 1989)

The TAM model excludes economic, demographic factors and external variables; it seemingly
has limited use for explaining user’s attitudes and behavioral intention toward mobile service
(Venkatesh & Davis, 2000). Furthermore, some author applied the theory in the field of mobile
banking adoption studies extended or supplement the original TAM by including addition
construct, such as relative advantage and personal innovativeness (Chitungo & Munogo, 2013),
perceived risk, perceived ease of use , compatibility with life style (Hanafizadeh, Behboudi, et
al. 2014), and perceived security (Hsu et al., 2011).

2.3  Anintegrated model

TAM provide solid theoretical support for the relationships between adoption antecedents/
determinants and behavior (Davis, 1989). Although it lacks some theoretical support regarding
the sequential relationship between satisfaction, intention and adoption. On the other hand,
UTAUT model bring the relationship between intention and adoption to support conceptual
framework development (Venkatesh et al., 2012); therefore combining both the concept of
research model may complement each other and help to solve their limitations. Thus, it seems
reasonable to draw the research model in this study from both TAM and UTAUT research in
order to build a complete model by taking mobile banking antecedents, satisfaction, intention
and adoption into account.

TAM have found several usage antecedents/determinants beliefs, such as perceive ease of use
and perceive usefulness. Based on these finding, we put all these antecedents influence mobile
banking adoption. Moreover, in this study, behavioral intention to use mobile banking was
preceded by their satisfaction and satisfaction is utilized. It is a significant measure of
information system and often regarded as easiest and most useful way to evaluate an
information system (Islam, 2014). We utilized UTAUT preceded by two beliefs: perceived ease
of use and perceived usefulness for two reasons: prior adoption researches have figured out
these two beliefs as the most important determinant of usage (David, 1989; Islam, 2012). In
recently year, some research (Sumak, Hericko, and Punik, 2011) proposed that a meta-analysis
should confirm on mobile banking adoption. Next, in this study we have to focus more attention
on mobile banking adoption determinants rather than demonstrated TAM and UTAUT
relationship. Furthermore, Davis (1989) proposed that the sequential relationship of belief-
attitude-intention-behavior in TAM enables us to predict the use of new technologies by users;
therefore, adoption was incorporated to make us able to better predict in the future use of mobile
banking.

Compared with TAM, UTAUT has a benefit of additional rigor and better predictive success
and analyses the critical factors related to the prediction of the behavioral intention to use a
technology (Venkatesh et al., 2003). UTAUT has not displaced TAM because the latter remains
very much a part of the technology adoption theoretical landscape (Chuttur, 2009), though
UTAUT is analogous with the TAM measures (Tuttle et al., 2011). For example, The
Performance Expectancy variable of the UTAUT represents Perceived Usefulness (TAM),
Effort Expectancy variable corresponds to Perceived Ease of Use (TAM). UTAUT model stated
that there are include three direct determinant of intention to use (Performance Expectancy,
Effort Expectancy and Social Influence) and two determinants of usage behavioral (Behavioral
intention and Facilitating conditions ). However, in this study, we only use three key construct
of behavioral intention to use mobile banking adoption including Performance Expectancy,
Effort Expectancy and Social Influence. Facilitating Conditions is the unfamiliar factor with
VietNam’s customer and would have a little impact on mobile banking segment. Generally, by
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reviewing related literature, all factors affecting the process of mobile banking adoption were
identified and hypothesized. Fig.1. shows the conceptual model as follows.

Perceived Usefulness
(PU) H1
User Satisfaction (US)
Perceived Ease of Use Ho Héb
(PEOU) .
H3 H6a User adoption (AT)
Performance expectancy 7
(PE)
Ha Behavioral Intention H7
Effort expectancy (EE) (BI)
i H5
Social Influence (SI)

Fig. 1 — The research model. Source: own research
2.4  Research Hypotheses

The relation between perceived usefulness and user satisfaction has been well documented in
the literature. Bhattacherjee (2001a, b) proposed that perceived usefulness was a significant
determinant of satisfaction. Hayashi et al. (2004) also indicated that perceived usefulness was
positively correlated with satisfaction in three different on-line training environments with
differential degrees of social presence. Rai et al. (2002) empirically assessed the Seddon IS
success model (Seddon, 1997) and specified user satisfaction as impacted by perceived
usefulness. In the e-commerce environment, Devaraj et al. (2002) found that perceived
usefulness was significant antecedents of consumer satisfaction. Hence, the greater the
usefulness of mobile banking has more positive influence on the behavioral intention, the
following hypotheses are proposed:

H1: Perceived usefulness affects user satisfaction to adopt mobile banking.

In some research, the perceived ease of use is found to have a positive influence on user
satisfaction towards adoption of mobile banking services (Islam, 2011, 2012). The most
frequently used system quality related factors for web-based systems are access, ease of use
and reliability (Lee, Shin, & Lee, 2009). DeLone & McLean (2003) stated that perceived ease
of use has a direct effect on user satisfaction and IS use, which has been confirmed by numerous
subsequent studies in different contexts (Freeze et al., 2010; Halawi, McCarthy, & Aronson,
2008; Negash, Ryan, & Igbaria, 2003). The definition of perceive ease of use as an essential
factor which help a person believe that adopting a mobile banking systems would give them
greater freedom (Davis, 1989), moreover this designation factor is an imminent acceptance
driver of new technology-based applications (Venkatesh, 2000). Consequently, perceived ease
of use is assumed to have a positive influence on behavioral intention.

H2: Perceived ease of use affects user satisfaction to adopt mobile banking.

Performance expectancy is as an important key factor for a user to adopting the mobile banking
(Luo et al., 2010; Riffai et al., 2012). Similiarly, Venkatesh et al., 2003 concluded that
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performance expectancy is the necessary factor to which a personal believed that adopting
mobile banking enhance the efficiency of their banking activities In addition, this construct also
has been the strongest forecaster for behavioral intention. Judging from the current low
frequency of consumers’ visit to physical bank branches, the value to consumers from mobile
banking can be more than those available from Internet based or brick and mortar based
services, considering about the perception of improvement by using mobile banking measures
such as speed of transactions (Yang, 2009), convenience or ubiquity and immediacy (Zhou et
al., 2010), satisfaction, economic benefit and personal image ( Roger, 1995; Taylor & Tood,
1995). Thong et al. (2006) proposed that on some information and communication technologies
papers that expectations have the positive influence of hedonic motivation on the behavioral
intention towards mobile banking adoption. Hence, the hypothesis is formulated as follows.

H3: Performance expectancy influences the behavioral intention to adopt mobile banking.

Effort expectancy is a UTAUT construct that is as the degree of ease associated with the use of
mobile banking (Venkatesh et al., 2003). This construct reflects based on the perceived ease of
use (TAM) of an IS (Kuo & Yen, 2009; Luarn & Lin, 2005; Martins et al., 2014; Miltgen et al.,
2013; Wang, Lin, & Luarn, 2006) and demonstrated that has a positive influence on behavioral
intention. In the context of mobile banking, some user look forward to have a fewer problems
enhancing more accustomed to it quickly and using the mobile banking services (Koeing-
Lewis, Palmer & Moll, 2010), because of finding services easily, the banking transaction might
be became more willing to adopt it (Lin, 2010). The interesting element of mobile banking can
influences user adoption such as user interfaces, content design and functional ability (Kim et
al., 2009; Venkatesh., 2003).Thus,

H4: Effort expectancy influences the behavioral intention to adopt mobile banking.

The role of social influence in technology acceptance decisions is complex and subject to wide
range of contingent influences. Venkatesk & Davis (2000) suggested that such effects could be
attributed to compliance in mandatory contexts that causes social influences to have a direct
effect on behavioral intention. Social influences have an impact on individual behavioral via
three mechanisms: compliance, internalization, and identification (Venkatesk & Davis, 2000),
while the latter two relate to altering an individual to respond to potential social status gains,
the compliance mechanism causes an individual to simply alter his or her intention in response
to the social pressure, the individual intends to comply with the social influence. Social
influence is a direct antecedent of behavioral intention (Venkatesh et al., 2003), it is the notion
that individual behavioral is affected by the way peers or family members value the use of
mobile banking. The individual might be accepted to adopting a news services technology such
as mobile banking by the trend of their friend, their family or experts. As a result, hypothesis 5
is formulated.

H5: Social influence influences the behavioral intention to adopt mobile banking.

Rather than to sell, to supply, or to serve the main objective of every business is to satisfy the
needs and meet the satisfaction of its user (Docimini & Palumbo, 2013). Satisfaction is defined
as the individual’s perception of the extent to which their needs, goals, and desires have been
fully met and their overall view of IS (Islam, 2014). It sounds better to note that user satisfaction
refers to the extent to which users are pleased with IS and support services (Islam, 2012).
Satisfaction has been found to have a significant positive effect on intention towards mobile
banking adoption in some studies (Hassanzadeh et al., 2012; Udo, Bagchi, & Kirs, 2011).
Enhancing user satisfaction contributes to a higher behavioral intention (Islam, 2013).
Satisfaction has been found to have a significant positive effect on user adoption as well (Liaw
et al.,, 2010). Hassanzadeh et al. (2012) in their study uncovered the positive effect of
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satisfaction on adopting mobile banking services. Therefore, in the context of this study,
satisfaction assumed to positively affect both behavioral intention and adoption.

H6a: Satisfaction influences the behavioral intention
H6b: Satisfaction influences user adoption.

Based on UTAUT model, age and gender have a positive influence on behavioral intention due
to their moderator effect on performance expectancy, effort expectancy and social influence,
while age and gender reflects people’s difference in information processing (i.e., cue perception
and processing process) that in turn can affect their reliance on habit to guide behavioral
intention. The objective of this study is to investigate attitude as a mediator between behavioral
intention and user adoption and determine whether the behavioral intention to adopt mobile
banking leads to a decision for its adoption. Existence of this relationship has been found in a
variety of situations such as in the work place using enterprise resource planning (Calisir,
Gumussy, & Bayram, 2009; Wu & Li 2007) and virtual settings using technology includes
Internet services (Lee et al., 2007; Schubert, 2002). Thus, in this study, the potential customer
attitude towards behavioral intention to adopt mobile banking might be reflected in the most
obvious way. The following hypothesis is formulated:

H7: Behavioral intention to adopt mobile banking has effect on user adoption.

3 SAMPLE AND EMPIRICAL STUDY METHOD

The sample in this research was selected from all consumers who have used mobile banking
service in Ho Chi Minh City in Viet Nam. 200 questionnaires were collected from the
respondents who agree to take part in the survey. The data collection period was from 1 January
to 1 February, 2016. The questionnaire items are developed based on the literature and are
shown in Table 1.

The data analyses were performed using the IBM SPSS analysis (release 22.0) and IBM SPSS
Amos (version 20.0). SPSS software is used to analyze the demographicvariables of the
participants, exploratory factor analysis, reliability, mean and standard deviation, while Amos
used to examine the main hypothesis in this study by tests of the structure equation modeling.

The model fit is used to examine the indexes chi- square (CMIN), chi-square to degrees of
freedom (CMIN/df) with p-value, root mean square error of approximation (RMSEA),
goodness of fit index (GFI), adjusted goodness of fit index (AGFI), standardized root mean
square residual (SRMR) and the comparative fit index (CFI). Based on CFA, CFI values greater
than .95 typically reflect acceptable and good model fit, of a target model relative to the null
model (Bentler, 1990; Bentler & Bonett, 1980; Hu & Bentler, 1999). The RMSEA is a measure
of a model's approximate fit in the population with the values less than 0.05 indicate good fit
and values as high as .08 represent acceptable errors of approximation in the population
(Browne & Cudeck, 1993; Steiger, 1990). The goodness of fit index (GFI) is a measure of fit
between the hypothesized model and the observed covariance matrix. The adjusted goodness
of fit index (AGFI) corrects the GFI, which is affected by the number of indicators of each
latent variable. The GFI and AGFI range between 0 and 1, with a value of over .9 generally
indicating acceptable model fit (Anderson & Gerbing, 1988). . Finally the index should be noted
that provided the standardized root mean square residual (SRMR) instead of the SRMR ranges
from zero to one, with a value of less than .08 indicating good model fit (Hu & Bentler, 1999).
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Tab. 1 - Summary of measurement scale. Source: own research

Construct | Questionnaire item Reference
ATL. | adopt m-bankin
AT2 Iadopt m—bankingJ to make transfers Goodhue &

Adoption : P i g : _ Thompson (1995) ;
AT3. | subscribe financial products exclusive to m- | 7pq et al.(2010)
banking
US1. Adopt m-banking is enjoyable DeLone & MclLean

User US2. I am pleased enough with adopt m-banking system | (2003)

Satisfaction

US3. Adopting m-banking give me self-confidence

Lee (2010)

BI1. I will recommend others to adopt m-banking

BI12. I intend to adopt m-banking continuously in the future

Behavioral | BI3. | have the intention of making a service payments by Vankatesh,2012
Intention mobile phone Kim et al.(2009)
Bl4. | have the intention of managing my accounts using
my mobile phone
PEOUL. Adoption m-banking is easy to use. Wang & Liao (2008)
. o DeLone & MclLean,
Perceived PEOU2. Learning to operate m-banking is easy. 2003
ease of use ]
PEOUS3. Interaction with m-banking does not require a lot | Lee et al.(2011) ; Kim
of mental effort. & Mirusmonov (2010)
PU1. Adopting this m-banking enhances the efficiency of | DeLone & McLean,
Perceive my banking activities 2003
usefulness | pu2. Adopting this m-banking make it enables me to | Kim & Mirusmonov
accomplish my banking activities more quickly. (2010)
PE1l. Adopting m-banking allows me to make my
payments quicker. Zhou et al.(2015)
Vankatesh (2012
Performance PE2. Adopting m-banking is very useful in daily life. ( )
expectancy
PE3. Adopting m-banking increases my chances of
achieving things that are important to me in my payments Herrero (2012)
EE1. Learning adopt m-banking is easy for me
Effort EE2. My interaction with m-banking is clear and | \/5qkatesh (2012)
understandable.
expectancy ! i i
EE3. It is easy for me to become skillful at adopting m-
banking.
SI1. People whose opinions | value think that adopting m-
baking is useful.
Social SI2. People who are important to me agree that I should | Vankatesh, 2012
Influence adopt m-banking

SI3. People who influence my behavior think that I should
adopt m-banking
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4 RESEARCH FINDINGS AND DISCUSSION

4.1

Respondents’ profile

Respondents’ demographics include using Smartphone, M-banking knowledge, gender, age,
education, occupation, income level, types of baking payment and time using mobile phone is
described. The result is summarized in the following table.

Tab. 2 - Respondents’ profile. Source: own research

Items Categories Frequency | Percentage
Gender Male 120 60.6%
Female 78 39.4%
Age 18-24 58 29.3%
25-30 102 51.5%
31-37 33 16.7%
Over 38 5 2.5%
Education High School 1 0.5%
Bachelor 138 69.7%
Master 56 28.3%
PhD 3 1.5%
4.2  Reliability of the measurement scale

Hair et al. (2010) recommended all factor loadings should be statistically significant and
sandardized regression weight equal 0.50 or higher. Further evidence of the reliability of the
scale isregarding composite reliability and average variance extracted scores of the different
factors obtained (Hair et al., 2010). CR of all the latent variables is greater than the acceptable
limit of 0.70, (Carmines & Zeller, 1988). The AVE for all the factors is greater than 0.5, which
is acceptable (Fornell & Larcker, 1981). The CR of 0.70 or higher and AVE of 0.50 or greater
are deemed acceptable. The result is shown in Table 3.

Tab. 3 - Confirmatory factor analysis results. Source: own research

Standardized . Average
X Error Item Composite .
Factor Code Regression Variance | R-square | Reliabilit Variance
Weight a Y| Extracted
BI1 0.966 0.067 0.933
- BI2 0.958 0.082 0.918
Behavioral 0.884 0.664
Intention BI3 0.636 0.596 0.404
Bl4 0.633 0.599 0.401
PE1 0.903 0.185 0.815
Performance = 0.587 0.655 0.345 0.833 0.631
expectancy
PE3 0.856 0.267 0.733
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i SI1 0.773 0.402 0.598
Social 0.763 0.617
influence SI2 0.798 0.363 0.637
i PU1 0.778 0.395 0.605
Perceived 0.956 0.919
usefulness PU2 1.110 -0.232 1.232
US1 0.521 0.729 0.271
User
) ) US2 0.862 0.257 0.743 0.769 0.536
satisfaction
US3 0.771 0.406 0.594
_ PEOU1 0.764 0.416 0.584
Perceived =505 0.776 0.398 0.602 0.782 0.545
ease of use
PEOU3 0.670 0.551 0.449
EE1 0.611 0.627 0.373
Effort EE2 0.741 0.451 0.549 0.767 0.547
expectancy
EE3 0.810 0.344 0.656
Adoption AT1 0.827 0.316 0.684 0.765 0.523

4.3  Structural equation modeling

The result of structural equation model is acquired by AMOS 20 and relevant information is
shown in figure 2 and table 4.

A5+

A1+ 07
.23& —3% PEOU3. |y -
00+ . k ik
.18+ —3 pEOU | € Percei\';dfase of Us 3+ Us 2+ S 1+
184 - 1,20 s€ N v
d — L2 ™
@ 1.16 20 6
w o .

20:
L4+ Perceived
11 - Usefulness+
S

2 Casd—f = ngn =
.19* . Effort Expectancy

T
56 1.38.100 1900 16+ 10+
CICD,

| AT 24J|| AT 341' AT 14—1

User satisfactions

824 X4+ SLO0

._ Adoption+

57+ :
B Behavioral @
Performance y Intention+'
! TS A2

Expectancy+

10 0054+ Koo+ hals
50 . [ B3] [ Bz [ BI4] [ BI1

8 —E 2y Social Influence+ 8+ D3+ 19+ P2+
A . /
1s: - . ‘ ‘ ‘ <>

Fig. 2 - The SEM model. Source: own research
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Tab. 4 - Model fit index. Source: The Research
CMIN Df p CMIN/df GFl AGFI RMSEA | SRMR CFl
220.403 191 071 1.154 | 912 .883 .028 .0564 | .985

Kline (2011) suggested values that CMIN/df should less than 5 and have p > 0.05, RMSEA
should be < 0.06, CFI should be > 0.95, SRMR should be < 0.08. All of statistical values of the
measurement model are consistent with the criteria, except for chi-square testing. As the 2
value is sensitive to a large sample size (n > 200), this test tends to reject the hypothesis (Kline,
2011; MacCallum et al., 1996). Due to the large sample size in this study (n = 1,695), it can be
concluded that the model has good fit, as supported by various studies such as Delbosc & Currie
(2012), Chung et al. (2012) and Van Acker & Witlox (2010). The results illustrated as follows
CMIN/df = 1.229 < 5, the index show a good fit for sample. Other indicators such as GFI, CFl,
RMSEA and SRMR completely satisfying compared to the measurement model.

All hypothesis in this research have been analyzed by table 14, from SEM analysis where
illustrate the relationship of the variable. The positive influence of PEOU on US (t-value is
2.336, r = .118 and p = .020), H1 was supported and PU can the sufficient condition for
improvement of US (t-value is -2.635, r =-.083 and p =.008), which supported H2. H3 having
the good index for supporting (t-value is 3.763, r =.133 and p < .01) and effort expectancy also
have the positively effect on behavioral intention with (t-value is 2.362, r = .171 and p = .018)
correspondent to supported. The next three hypothesis belong to H5, H6a and H6b with (t-value
IS 2.415, r =.113 and p = .016), (t-value is 3.474, r = .424 and p < .01) and (t-value is 3.950, r
= .708 and p < .01) respectively. Finally, Bl is the sufficient condition of perceived
improvement of user adoption (t-value is 5.863, r = .652 and p < .01), H7 was supported.

On TAM model, the results also shows the same conclusion by Mohammadi (2015) with the
positive influence of perceived usefulness on user satisfaction (t-value is 3.48, r = 0.21 and p <
.01), the relationship of perceived ease of use have the impact with user satisfaction through (t-
value is 3.12, r =0.23 and p < .01) which was supported. In term of UTAUT model, the findings
of this study also demostrated that PE, EE and Sl have a significant influence on behavioral
intention to adopt mobile banking. The research model explains 62.301% of adoption of m-
banking which also confirm that user satisfaction and behavioral intention support m-baking
leads to its adoption.

4.4 Discussion

According to the results in this study that user satisfaction and behavioral intention both have a
positively influence on user adoption, it is also demonstrated that perceived ease of use,
performance expectancy, effort expectancy and finally social influence those with significant
effect user’s adoption through user satisfaction and behavioral intention.

Among them, the perceived usefulness has a positively influence on user satisfaction which
confirmed the studies carried out by Alsabswy, Cater-Steel, & Soar (2013) and Islam (2011).
Capgemini (2013), Goh, Suki, & Fam (2014) and Laukkanen & Cruz (2013) that younger
customers, who are more technology savvy, are playing an important place on mobile banking
than senior. A higher level of education could lead to a greater understanding and ability
regarding self-service technologies and lower perception on complexity of innovations
(Laukkanen & Cruz, 2013). The evidence of perceived usefulness in this study shows that has
direct significant effect on user satisfaction. Nevertheless, the estimate of perceived usefulness
below zero (r = -0.083), this underlines the seriousness of usability of the segment mobile
banking adoption in Viet Nam, because, the booming of the mobile banking market in Viet
Nam is begin from 2010-2015. In particular, cultural factors, consumer habits and literacy levels
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as a barrier to the development of high-tech banking services applications in this country. In
addition, the other negative factors for the application of high technology in the development
and expansion of products and banking services in Vietnam is the lack of stability of the IT
system. In fact, the network congestion, the loss of connection, negatively influence on the
continuity and the stability of services. Therefore, banks and financial institutions need to hold
their attention more to improving system’s usefulness while invested others, as early
deployment, to reach as large segment of younger customers would be fertile market for
Vietnam banks to speed up forward.

Perceived ease of use is identified as an influential factor in mobile banking usage in this
research, which found by Thakur (2014), Hanafizadeh et al. (2014), Wessels & Drennan (2010),
Luarn & Lin (2005), Venkatesh et al. (2003) and Dahholkar & Bagozzi (2002). In contrast,
Koenig-Lewis et al. (2010) and Pikkarainen et al. (2004) demonstrated that PEOU is an
insignificant in this relationship, maybe lack of system’s easy and comfortable design.
Perceived ease of use directly affect user satisfaction (r = .118) which larger than the effect of
usefulness (-.083), PEOU does not mediate and facilitates in the relationship between ease of
use and user satisfaction. The evidence also found by Zhang (2012), Lee et al. (2011), Schierz
et al. (2010), Revels et al. (2010), and Kim & Mirusmonov (2010). The manager of the bank
needs to pay more attention to improve mobile banking adoption, further investing on its ease
of use will in evoking their customer’s attitude. PEOU aimed to effect on young and educated
customers which providing user access to directly track transaction online, attracting the overall
attention of consumer to the bank’s brand and helping them to constantly update their know-
how of mobile banking system, and availing other potential advantage for users with persistent
usage of mobile banking may encourage some to adopt mobile banking.

5 CONCLUSION

This study investigates the predictors of user satisfaction and behavioral intention to adopt
mobile banking, by offering a new perspective that financial institution must consider when
providing mobile service in Viet Nam. The conceptual model, integrating the existing
constructs of Technology Acceptance Model and Unified Theory of Acceptance and Use of
Technology model, then tested through SEM to confirm the main construct to support for the
proposed theoretical model. The first contribution of this study is the development of a
theoretical model which can be utilized to explain and predict consumer’s behavior to adopt
mobile banking, particularly within the context of Viet Nam banking industry from the
perpsectives of consumers. It is a tool for understanding consumer willingness for adoption of
mobile banking via testing perceived usefulness, perceived ease of use, performance
expectancy, effort expectancy and social influence.

In addition, this study also builds a new valid measurement to predict and explain consumer
acceptance of emerging technologies. Companies can influence the decision to adopt mobile
banking by ensuring that the service can offer to the customer through service optimization to
enhance the user experience. The finding of this study can assist professionals in developing
programs, communicate with, and attracting a sufficient number of customer to justify the costs
of implementing an mobile banking system.

Since this study is aimed at the area of Ho Chi Minh City, the result only repsents perspectives
in the city. More research is encouraged in the areas of mobile banking adoption in different
regions, especially in the rural area where the establishing of physical bank branches might not
be very cost effective. Reasons for not adopting the mobile banking service might also be worth
exploring.
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ADVANTAGES AND CHALLENGES FOR VIETNAMESE
ACCOUNTANTS AND AUDITORS IN INTERNATIONAL
INTEGRATION - IN VIEW OF ACCOUNTING AND
AUDITING PROFESSIONAL ETHICS

Duc Minh Doan Le, Giang Cam Thi Thai

ABSTRACT

The year 2015 marked a turning-point in the efforts of international integration of Vietnamese
accounting and auditing industry when Vietnam Association of Certified Public Accountants
(VACPA) became a member of International Ferderation of Accountants (IFAC), and ASEAN
Economic Community (AEC) was officially put into operation. This integration opens up a
labor market of accounting and auditing in member countries of ASEAN (Association of
Southeast Asian Nations) thanks to the free movement of labor in this field. Therefore, the
international integration will bring many advantages as well as challenges for Viethamese
accountants and auditors.

This paper compares professional ethics guidelines for accounting and auditing in Vietnam and
ASEAN countries, and find out advantages and challenges for the accounting and auditing
industry of Vietnam in terms of professional ethics. The paper applies the method of Archival
Research to study professional ethics standards in Vietnam and that of many ASEAN countries
with advanced accounting and auditing industries including the Philippines, Malaysia,
Singapore and Thailand, and compare with standards of professional ethics issued by IFAC.

The study results show many similarities and some differences between professional ethics of
Vietnam and the ASEAN countries. This study also evaluates advantages and challenges of
auditing activities in Vietnam. Besides, necessary and reasonable solutions are proposed to
improve the accounting and auditing professional ethics for accountants and auditors,
accounting and auditing employers, accounting and auditing trade organizations and
government agencies in Vietnam. The study is a meaningful contribution towards helping
enhance professional ethics for the accounting and auditing industry amid international
integration.

Keywords: Professional ethics, accountant, auditor
JEL Classification: M4, M41, M42

1 INTRODUCTION

As of November 111, 2015, VACPA has officially become a member of IFAC, which is a global
organization of accountancy profession founded in 1977 in New York and comprising more than
160 member organizations in 120 countries representing millions of auditors and accountants.
IFAC aims at developing and strengthening the roles and responsibilities of international
accountancy profession, encouraging the professional development of accountants and promoting
the development of accounting organizations in the countries and regions.

IFAC issued international standards on professional ethics which were most recently amended
in 2013, classifying 5 threats to the objectivity of accountants and auditors, providing the
framework to judge situations or factors that may have a threat to compliance with fundamental
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ethical principles and protective measures against these threats.

AEC was founded on December 31%, 2015, of which Vietnam is a member. AEC opened the
free movement of labor for some professions including accounting and auditing profession.
Vietnam accounting and auditing profession has its own opportunities and challenges as
Vietnam joins the AEC. Vietnamese auditors and accountants have more advantages while
working in the AEC member countries, meanwhile, the auditors and accountants of the AEC
member countries can also freely travel to work in Vietnam which create certain
competitiveness in the Vietnamsese accounting and auditing labor market. Hence, Vietnamsese
auditors and accountants, besides enhancing professional qualifications, are required to
improve their professional ethics to actively take part in the AEC.

8 countries in the ASEAN region which are members of IFAC comprise Vietnam, Thailand,
Malaysia, the Philippines, Singapore, Brunei, Indonesia, and Campodia. Laos and Myanmar
are not a member of IFAC. At present, Laos has no standards of accounting and auditing
profession ethics. Of 8 IFAC member countries, except Campodia which build its own
standards of professional ethics, the remaining countries promulgate their ethical standards of
accounting and auditing profession on the basis of professional ethics issued by IFAC and
change to suit the situation of each country.

2 RESEARCH METHODOLOGY

This paper uses the Archival research [4] to investigate standards of professional ethics in
Vietnam, the Philippines, Malaysia, Singapore, Thailand and professional ethics issued by
IFAC, and contrast similarities and differences of regulations of professional ethics, violation
risks of professional ethics and guidelines on the required protective measures.

3 RESEARCH DATA

Research data are regulations of professional ethics promulgated by the IFAC, Vietnam, the
Philippines, Malaysia, Singapore, and Thailand.

4 RESULTS AND DISCUSSIONS

4.1  Contrastive results of agencies and organizations issuing auditing and accounting
professional ethics in Vietnam and in ASEAN countries

Tab.1 - Agencies and organizations issuing auditing and accounting professional ethics.
Source: compared and contrasted by the authors

Country Agencies and IFAC member Subjects of
organizations professional ethics
Vietnam Ministry of Finance Yes - Certified accountants

and auditors
-Professional
accountants and auditors

in firms
The Philipines | Philipines Institute of Yes - Certified accountants
Certified Public and auditors
Accountants -Professional
accountants and auditors
in firms
Malaysia Malaysian Institute of Yes Professional accountants

Accountants
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Singapore Institute of Singapore Yes Chartered accountants
Chartered Accountants
Thailand Ministry of Finance Yes Accountants and
auditors

4.2  Contrastive results of fundamental ethical principles

The basic principles include:

- Integrity: accountant and auditor must be frank and truthful in his/her working process.

- Objectivity: accountant and auditor must not be dominated in his/her professional judgment.

- Professional competence and due care: accountant and auditor must work carefully in
accordance with professional standards and maintain the best qualifications.

- Confidentiality: accountant and auditor must secure his/her client’s confidentiality.

- Professional behavior: accountant and auditor must comply wih the regulations in order to not
reduce the impact of occupational prestige.

Through the contrast, Vietnam, the Philippines, Malaysia, Singapore, and Thailand have
provisions of the basic principles like the provisions by IFAC.

4.3  Contrastive results of threats to the professional ethics compliance

The threats to compliance with accounting and auditing professional ethics consit of risk self-
interest threat, self-review threat, advocacy threat, familiarity threat, and intimidation threat.

The results show that the ASEAN countries specified situations leading to threats to compliance
with professional ethics.

4.4  Contrast of guidelines of necessary protective measures

For each above-mentioned threat, professional ethics regulations of countries guide measures
to minimize risks of non-compliance.

45  Contrastive results of provisions to ensure the independence of auditors
Tab.2 - Provisions to ensure the independence of auditors.
Source: compared and contrasted by the authors

Factors Vietnam Phi-lri?)?nes Malaysia | Singapore | Thailand
The limits in Yes Yes Yes A number of | Yes
personal, financial
commercial, limits
financial
relationships and
other influencial
factors
Limit of services Yes No Yes Accounting, | Yes
that provided by tax and
auditing firms for financial
auditees consulting
and
investment,
restructuring
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Provisions to avoid | No No
low charges Yes Yes Yes
Requirements of Does not - Changing Changing | Changing Changing
auditing rotation require senior senior senior senior
rotation of | personnel/ personnel/ | personnel/ personnel/
company, | partner every | partner partner partner
senior 5 years every 5 every 5 every 5
personnel | - Time to stop | years years years
but the auditis2 |-Timeto |-Timeto - Time to
periodically | years stop the stop the stop the
change auditis 2 | auditis 2 audit is 2
report years years years
signers
- Do not
record time
schedule of
change

The table points out many similarities in ethics guidelines. Except for guidelines of avoiding
low charges and requirements of auditing rotation, Vietham has many differences with that of
other countries.

4.6  Advantages and challenges of Vietnamese accounting and auditing professional

ethics
4.6.1 Advantages

Above comparisons and contrasts show that most of the ASEAN countries are members of
IFAC. ASEAN countries issued regulations of professional ethics, besides specific regulations
in each country, on the basis of inheriting most standards of the professional ethics issued by
IFAC. Only Laos does not have the specific accounting professional ethics and Combodia built
and issues its own professional ethics in accounting and auditing. Myanmar, particularly, issued
accounting and auditing professional ethics based on provisions of IFAC. Thus, Vietnamese
accountants and auditors have many advantages in complying with professional ethics while
working in ASEAN countries, which contribute to expanding the labor market, strengthening
mutual learning and exchanges and enhancing the professionalism of accountants and auditors
in particular, and quality of accounting and auditing activities in general.

For independent auditing firms, they will have opportunities in expanding their customers in
Vietnam market and oversea markets to exchange, learn and improve the quality of their
Services.

4.6.2 Challenges

The harmony of professional ethics also creates favorable conditions for workers in accounting
and auditing sectors of other countries in ASEAN to work in Vietnam, thereby creating a labor
competitiveness in accounting and auditing sector in Vietnam in the future. In addition, the road
to expand the auditing market in Vietnam is more favorable for the auditing firms and foreign
accounting consulting firms. The competition in the auditing and accounting consulting market
become a major challenge in the future for Vietnamese auditing firms which are mainly small-
sized firms with low revenue. Currently, although there are no official reports assessing the
compliance of professional ethics in accounting and auditing, it is said that this compliance is
not high in Vietnam. Improving accounting and auditing professional ethics is an important
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contribution in improving the quality of audit services, accounting work and transparency of
financial information, which requires efforts from the state management in many countries,
accountants and auditors, businesses and accounting and auditing education.

5 RECOMMENDATIONS
5.1  For the state and accounting and auditing organizations

For certified auditors, VACPA has been updating annual regulations on professional ethics for
all certified auditors and also inspecting compliance with professional ethics while assessing
quality of independent auditing firms.

For certified accountants and professional accountants in the accounting organizations, the
implementation of learning and updating regulations on professional ethics for accountants and
auditors has not been carried out. Thus, it is suggested that auditing and accounting associations
should initially hold training classes on professional ethics for these people to participate in
experience learning and exchange. Besides, auditing and accounting associations should
prescribe the knowledge updating participation as an annual obligation for certified and
professional accountants.

For regulations to ensure the auditing independence, Vietnam has regulations similar to other
countries in ASEAN. However, for provisions on low charge and auditing turnover
requirements in certain time in order to avoid the risks of reducing independence of auditors,
other ASEAN countries have specific regulations, whereas Vietnam has no regulations.
Therefore, it is recommended that auditing associations should supplement this provision in
order to enhance the independence of the audit and improve the audit quality as well as create
a harmony in the auditing and accounting professional ethics in ASEAN.

Some of ASEAN countries have established a specialized committee to control accounting and
auditing professional ethics, however, currently this committee does not exist in Vietnam.
Hence, it is proposed that Vietnam should establish an independent committee to control the
issues related to auditing and accounting professional ethics.

5.2 For accountants and auditors

Certified auditors have many advantages since they are annually updated on professional ethics
and examined the compliance of professional ethics by certified auditing associations.
However, in the face of labor competition as Vietnam integrates AEC region, auditors must
both maintain professional ethics and learn the regulations of professional ethics of the ASEAN
countries to be able to work in these countries or participate in cross-border auditing.

For professional accountants, they should need to learn to understand the regulations of
professional ethics to enhance professional reputation, understand situations that threaten
compliance with professional ethics and use protection measures to reduce the risk of non-
compliance to the lowest acceptable level.

5.3  For employers of accountants and auditors

Independent auditing firms and accounting service firms should regularly organize workshops
on the practical issues of professional ethics in Vietnam so that auditors and assistant auditors
can understand and apply well while working, improve the control of internal quality for
compliance with professional ethics of every firm member thereby enhance the reputation of
certified auditors and accountants as well as the firm.

Organizations using professional accountants should also understand accounting professional
ethics to understand the working environment of accountants, create favorable conditions for
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their accountants to better work and comply with professional ethics, thereby improving
transparency for their financial information and their reputation.

5.4  For the training of accounting and auditing

Accountants need not only good expertise in the field of accounting and auditing but good
professional ethics. Currently, however, vocational training schools, colleges and universities
providing accounting training have not put attention to traning of accounting and auditing
professional ethics in their curricular. Upon graduation, students neither understand
professional ethics in order to comply in the course of work nor apply the necessary protective
measures in situations which is more likely to violate professional ethics regulations. Therefore,
schools are proposed to teach accounting and auditing professional ethics as a special or a
general subject. Teaching contents comprise the regulations of Vietnam and IFAC, and real
situations, then extending to the professional ethical standards of countries in the region,
especially AEC region.

6 CONCLUSION

The paper has pointed out a number of advantages for the accounting and auditing industry of
Vietnam during ASEAN Economic Community integration in terms of professional ethics.
Those advantages come from similarities between professional ethics standards among
Vietnam and ASEAN countries, due to the fact that professional ethics guidelines of all studied
countries are based upon or inherit most of IFAC guidelines. Those similarities include
regulations regarding fundamental ethical principles, threats to the professional ethics
compliance and protective measures to against these threats to minimise violation. Therefore,
Vietnamese workforce in accounting and auditing can have many advantages in interacting,
learning and working in ASEAN countries or foreign-owned companies. There are similarities
in regulations to ensure the independence of auditors, except for some differences (Table 2) in
avoiding low charges and auditing rotation. In addition, Vietnam’s accounting and auditing
industry also faces challenges stemming from those similarities with the world, which lead to
competition among labor from different countries and from foreign-owned auditing firms.
Another challenge comes from the fact that professional ethics compliance in Vietnam is not
very high. With those results, the study comes up with some proposals to Vietnamese authorities
and trade organisations, accountants and auditors, accounting and auditing employers, and
some suggestions for education in accounting and auditing in order to enhance professional
ethics of Vietnamese accountants and auditors in the hope of helping raise the quality of
accounting and auditing in Vietnam in international integration.

7 LIMITATION AND FURTHER RESEARCH

The paper focused on comparison and contrast of regulations in accounting and auditing
professional ethics standards in Vietnam, ASEAN countries and IFAC to find out similarities
and differences. It did not evaluate how actual compliance of professional ethics in ASEAN
countries was. In addition, it did not examine all standards of accounting and auditing
professional ethics in 10 ASEAN countries, but only some typical contries with a development
in accounting and auditing field.

Further research can be carried out with a deep comparison, contrast and evaluation of the
factors affecting the professional ethics of all ASEAN countries and to evaluate how actual
compliance with professional ethics is.
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FAIR VALUE AND FINANCIAL INSTRUMENTS
ACCOUNTING NEED TO BE STUDIED AND
PROMULGATED IN VIETNAM TO SUIT TO

INTERNATIONAL FINANCIAL REPORTING STANDARDS

Ha Thi Ngoc Ha

ABTRACT

The legal framework about accounting standards in Viet Nam is being updated, added and
modified for compatibility with international rules and international Financial Reporting
Standards. This article is intended to propose opinions, ways to proceed and contents to
udpatethe Vietnam Accounting Standards to meet the needs of transparency of financial
information with the objective to approach and apply of international rules and accounting
standards that Vietnam commits to implement when Accounting Law No. 88/2015/QH13
(referred as Accounting law 2015), was passed by the National Assembly legislature XIII of
the Socialist Republic of Vietnam in the 10th session on 20/11/2015 in which add one important
content, i.e. regulation on application of fair value accounting principles and financial
instruments.

Key words: fair value accounting principles; financial instruments, accounting standards.
JEL classification: M48

1 INTRODUCTION

In international economic integration trend, financial statements (FS) of an entity being
prepared with high-quality and compatible with International Financial Reporting Standards
(IFRS) is the base for an economy and an effective financial system. The accounting scandals
that led to the collapse of leading economic corporations, for example, Enron confirmed the
importance of reliable financial statement to the global financial stability. Therefore the
requirements for capacity-building and institutional development to improve the quality of
financial statement is urgently needed. During the past several years, there have been many
significant changes in accounting and financial reporting requirements. On international side,
the International Accounting Standard Board is in the process of amending and modifying
existing standards on the basis of developed market economy requirements, in the direction of
harmonize Generally Accepted Accounting Principles in the United States (US GAAP) with
International Financial Reporting Standards (IFRS). The European Union (EU) has required
companies incorporated in its member states whose securities are listed on an EU-regulated
stock exchange to prepare their financial statements in accordance with IFRS. Since 2001
Vietnam has issued 26 Vietnamese Accounting Standards based on International Financial
Reporting Standards.

26 VAS have been developed, with additions and modifications, on the basis of International
Financial Reporting Standards which consist of 2 categories: International Accounting
Standards (IAS) and IFRS (referred as International Financial Reporting Standards). So far,
VAS is considered to be inadequate or incomplete, failing to meet the actual requirements in
Vietnam, as well as incompatible with IFRS, and main cause is that there is no requirement on
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use of fair value. From 2008 till now, the Ministry of Finance has researched, developed
accounting guidelines for financial instruments.

Due to the diversity of financial instruments, with 4 fundamental instruments which are
Forwards contracts (forwards), Futures contracts (futures), Options to buy or sell (options) and
Swaps contracts (swaps) with complex operating mechanism and transactions so the
recognition, measurement, presentation and disclosures of financial instruments must respect
the fair value principle. However, the accounting guidelines on financial instruments have not
been promulgated because the Accounting Law 2003 had no regulations on the application of
fair value principle but only historical cost basis.

Accounting Law No. 88/2015/QH13 (referred as Accounting law 2015), was passed by the
National Assembly legislature XI1I of the Socialist Republic of Vietnam in the 10th session on
20/11/2015 in which add one important content, i.e. regulation on application of fair value
accounting principles. The provisions on application of fair value accounting were mentioned
in 3 articles: Article 3, 6 and 28 of Accounting Law 2015.

Fair value is such a complex issue that it's stipulated in the highest legal documents on
accounting to creates a legal premise, especially poses requirements about awareness and
participation of all ministries, sectors and localities throughout the country, in order to create a
legal framework for the implement of the provisions related to fair value accounting.

According to Accounting Law 2015, Government will issue Decrees on fair value accounting,
and the Ministry of Finance (“MOF”) will research and issue the VAS, including accounting
standards on Fair Value to guide the implementation of Article 28 of Accounting Law 2015,
which is "The Ministry of Finance shall specifically stipulate which assets and liabilities must
be measured and recognized at fair value and the accounting methods of recognition and
measurement at fair value".

According to Article 6 of Accounting Law 2015, “the accounting standards shall be regulated
by the MOF with the reference to the international standards on accounting and suitable to the
specific conditions of Vietnam”. To guide the implementation of Accounting Law, we must
synchronized research the international standards, in order to give directions of what contents
should be added and modified, especially those related to fair value and financial instruments.

This article is intended to propose opinions, ways to proceed and contents to udpatethe Vietnam
Accounting Standards to meet the needs of transparency of financial information with the
objective to approach and apply of international rules and accounting standards that Vietnam
commits to implement.

Firstly, accounting standards and guidance on fair value

1. On the international aspect, IFRS 13 — Fair Value Measurement has been researched by
International Accounting Standards Board (IASB) of International Federation of Accountants
(IFAC) for many years, issued in 2012 and came into effect on 1 January 2013 or earlier
depending on each country decision. IFRS require or allow entities recognise and measure of
assets, liabilities or equity instruments at fair value. However, because IFRS were issued a long
time ago, requirements of fair value measurement and disclosure of fair value information are
not consistent. In cases, IFRS do not clearly raise the objectives of measurement and disclosure
of fair value. Then, some of IFRSs issued did not provide sufficient guidance on how to measure
fair value. Meanwhile, other IFRSs include more guidance but they are not consistent in
disclosure of fair value. The inconsistency in requirements on fair value measurement and
disclosure in financial statement leads to the inconsistency in applying accounting standards
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and decreases comparability of information in financial statement. IFRS 13 was issued to
resolve this problems.

2. The significant aspects of IFRS 13 that Vietnam needs to conduct research in order to
issue proper and consistent accounting standards include:

2.1.  Accounting standards and guidance regarding fair value accounting must meet the
following requirements:

- Definition: “Fair value is defined possible price that would be received to sell an asset
or paid to transfer a liability in an orderly transaction between market participants at the
measurement date”

- The definition of fair value in IFRS 13 emphasizes fair value which is identified based
on the market, not the entities. When measuring fair value, entities assumptions used by market
participants when conducting valuation of assets or liabilities following market conditions,
including the risk assumption. Thus, how the entity intend realise an asset or to settle a liability
that is not relevant to the entity’s measurement of its fair value.

- When measuring fair value, according to this standard, entities need to definitely
consider:

(1) Assets or liabilities of which fair value need to be measured;

(i) With regard to non — financial assets, the highest and best use of the asset and whether
that asset is used separately or in combination with other assets;

(iii)  Voluntary transaction market for assets or liabilities; and

(iv)  Proper valuation technique for measuring fair value. Valuation technique needs to
maximize the use of observable inputs and minimize the use of unobservable inputs. The inputs
use must be consistent with sources that market participants use when they value the assets or
liabilities.

2.2. In order to satisfy that requirements, the following matters need to be study for
incorporation into the fair value accounting standard:

(1)  The objectives of this accounting standard need to prescribe 3 matters: (a) Definition of
fair value; (b) Setting an new accounting standard in order to provide guidance on measurement
of fair value; (c) Requirement for disclosure of fair value in the financial statements.

(2)  Scope of application: This accounting standard is applied in case other accounting
standards require or allow measurement of fair value or disclosure of fair value in the financial
statements. The guidance on fair value measurement set out in this accounting standard apply
to both initial recognition and subsequent measurement if other accounting standards require or
allow using fair value.

(3)  Guidance on relevant considerations in measuring fair value for non — financial assets,
liabilities and equity instruments of entities, including:

(3.1) Application for assets or liabilities: The measurement of fair value for recognition and
disclosure in the financial statements objective apply to individual assets or liabilities (as
financial instruments or non — financial assets) or a group of assets or a group of liabilities.
When measuring fair value, entities should consider characteristics of assets or liabilities as
market participants do at the measurement date. These characteristics include: the present
conditions and location of assets and any restriction on selling/ buying or using the assets,
including:
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- Market transaction on which fair value measurement is based have to be explicitly prescribed:
(i) Measurement of fair value assumes that assets or liabilities are exchanged in an orderly
transaction to sell the asset or to transfer the liability between market participants at the
measurement date under current market conditions; (if) Measurement of fair value assumes that
the sale of asset or transfer of liabilities are conducted in that assets or liabilities’ principal
market main market, or the most advantageous market if principal market does not exist.

- Exchanging price: Fair value is a price would be received when selling assets or the amount
paid to transfer a liability in an orderly transaction on the principal market (the most
advantageous market) at the measurement date under current market conditions regardless
whether the price is observable or estimated using another method.

(3.2) Application for non — financial assets: Measurement of fair value for non — financial assets
needs to consider the possibility of one of market participants might obtain economic benefit
from using that asset with the highest and best use or selling that asset to another market
participant who is capable of doing so. Using non — financial assets with the highest and best
highest use provides a basis for valuation which helps to measure fair value of that assets, so
there is a need to provide definition in the guidance for valuation of non — financial asset.

(3.3) Application for liabilities and equity instruments of entities:

- The basic principles: The fair value measurement assumes that a financial or non — financial
liability or an equity instrument of entities (i.e. proportion of equity instruments issued in
business combination) is transferred to another market participants at the measurement date.
Transferring entities’ liabilities or equity instruments assumes that: (i) The liabilities has been
not paid yet and the market participants who would receive that liabilities (for example the
entity issues bond) assume an obligation for repayment. The liabilities would not be repaid to
creditors or extinguished at the measurement date; (i1) The entity’s equity instruments would
remain outstanding and the market participants who would receive that equity instruments have
a right and obligation associated with that instruments. This equity instruments would not be
cancelled or otherwise extinguished at the measurement date.

- Base on fundamental principles: There is a need for fair value measurement guidance for: (i)
Liabilities and equity instruments which are held by other parties as assets; (ii) Liabilities and
equity instruments which are not held by other parties as assets and (iii) financial assets and
financial liabilities on the basis of the entity’s net exposure to either market risks or credit risk

(4)  Requirement on valuation techniques: Entities have to use valuation technique that are
appropriate in the circumstances and for which sufficient data is available to measure fair value.
Applicable valuation techniques aim to estimate the price when selling an asset or transferring
a liability in an orderly transaction between market participants at the measurement date under
current market conditions. The accounting standard specifically prescribes three valuation
techniques which are widely used: the market approach, the cost approach and the income
approach. Entities have to use valuation techniques consistent with one or more of those
mentioned above in order to measure fair value.

(5) Requirements on inputs for valuation techniques:

(5.1) General principles: Valuation techniques for measurement fair value have to maximize
the use of relevant observable inputs and to minimize the use of unobservable inputs.

The market with observable input for some assets and liabilities includes exchange market,
matched price market, brokered market and principal-to-principal market.
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(5.2) Fair Value Hierarchy: In order to strengthen the consistence and comparability of fair
value measurement and relevant disclosure, the accounting standard needs to set a fair value
hierarchy including three levels for inputs which are used for valuation techniques when
measuring fair value. The fair value hierarchy requires the highest priority for quoted price
(unadjusted) in an active market for identical assets or liabilities (the level 1 input) and the
lowest priority for unobservable input sources (level 3 input). The three levels of input are:

(1) level 1 inputs: level 1 inputs are defined as quoted price (unadjusted) in an active market
for identical assets or liabilities that the entity can access at the measurement date.

(i) level 2 inputss: level 2 inputs are input other than Level 1 that are observable for the
asset or liability, either directly or indirectly.

(iii)  3rd level inputs: are unobservable inputs for the asset/ liability.

Unobservable sources are used in fair value measurement in case observable inputs are not
available hence it only applies for situations in which there is little market activity for the asset/
liability at the measurement date. However, the objective of fair value measurement remain the
same, i.e.an exit price at the measurement date from the aspects of of a market participant that
holds the asset or owes the liability. Therefore, unobservable inputs must reflect the
assumptions that market participants would use when pricing the assets or liability, including
assumptions about risk.

(6)  Requirement on disclosure in financial statement: The information need to be properly
presented and disclosed in accordance with the requirements of IFRS 13, i.e. disclosing all the
information to enable financial statement users to evaluate: the valuation techniques and the
inputs which are used to measure fair value of assets/ liabilities; The effect of fair value
measurement on the entities’ profit and loss in the accounting period if the fair value
measurement was performed using significant unobservable inputs (the level 3 inputs); Fair
value Hierarchy (level 1, level 2, level 3) for fair value measurement; The amount of any
transfers between level 1 and level 2 of the fair value hierarchy, the reasons for those transfers
and the entity’s policies for determining when transfers between levels are deemed to have
occured; For the fair value measurement techniques which is classified in 3rd level, the entity
must describe (i) valuation process used by the entity (including how the entity decides its
valuation policies and procedures and analyze the movements in fair value measurement
techniques period to period) and (ii) the sensitivity of fair value measurement to changes in
unobservable inputs if a change in those inputs to a different amount might result in a
significantly lower or higher fair value.

Secondly, VAS related to financial instruments.
1. Vietnam's guidelines on financial instruments

In Vietnam, many financial instruments are quite unfamiliar to the investing public and in fact
demand for economic transactions related financial instruments has arisen, but until now there
is no specific guideline about financing structures, accounting standards and Accounting
guidelines to serve as the legal basis for the implementation by entities. In 2009, the Ministry
of Finance promulgated Circular No. 210/2009/TT-BTC (Circular 210) dated November 6th,
2009 on guiding the application of International Accounting Standards on financial statements
presentation and disclosures of financial instruments.

Circular 210 applies to all entities in all domains and of all economic sectors in Vietnam that
conduct transactions related to financial instruments with 3 major contents: (i) Regulations
about terminology related to financial instruments; (ii) Presentation of financial instruments in
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financial statements; (iii) Disclosures of financial instruments to enable users of financial
statements to evaluate the significance of financial instruments to the financial position and
performance of a business enterprise. Circular 210 has many drawbacks as it only regulates
disclosure and presentation of financial instruments, lacking regulations on the recognition of
financial instruments; The international accounting standards that Circular 210 guiding the
application was invalid. In fact, disclosures and presentation of financial instruments depends
on the entity’s consideration and judgement, especially for information associated with nature
and extent of risks arising from financial instruments as well as the entity’s risk management.
Circular 210 is not compulsory as article 129 of Circular 200/2014/TT-BTC of the Ministry of
Finance promulgated regulations on corporate accounting dated 22/12/2014 encourages but
does not enforce entity to implement.

While the Government Decree on the derivatives market was promulgated on 5/5/2015, the
technical plans in preparation for the operation of the market is being actively implemented,
thereby posing urgent requirements to have accounting standards and guidelines on accounting
of financial instruments on the basis of current international financial reporting standards on
financial instruments.

2. International financial reporting standards (IFRS) on financial instruments

Set out the principles for classification, recognition, measurement and requirements for
disclosure of financial instruments, especially derivatives used for business purpose or hedging.
Therefore, all the countries must be prudent in studying as well as promulgating standards
associated with financial instruments so as to guarantee the safety in use; particularly,
derivatives is considered as leverage or management tool, preventing investors from popular
risks.

So far, IFRSs on financial instruments have included: 1AS 39 — Financial Instruments:
Recognition and Measurement, IAS 32 — Financial Instruments: Presentation, IFRS 7 -
Financial Instruments: Disclosures, IFRS 9 — Financial Instruments, IFRS 13 — Fair Value
Measurement. IFRSs on financial instruments have been implemented and amended in the last
few years. Since 2006, the International Accounting Standard Board (IASB — the independent
standard setting body of the IFRS Foundation) and the Financial Accounting Standards Board
(FASB - the private, non-profit organization whose primary purpose is to establish and improve
general accepted accounting principles (GAAP) within the United States in the public’s
interest) have worked together to verify the differences between IFRS and US GAAP. IASB
and FASB had committed to study and establish new IFRSs worldwide with better quality.
IFRS 13 — Fair Value Measurement and IFRS 9 — Financial Instruments (effective on
01/01/2015 or earlier, depending on countries) was issued due to the results of the cooperation
between IASB and FASB.

The main objective of IFRS 9 (replacement of IAS 39 and IAS 32) is to simplify accounting on
financial instruments, in harmony with IFRS and US GAAP, as IAS 39 and IAS 32 are
considered too complicated.

IFRSs tightly regulate requirements relating to recognition, measurement, disclosure and
presentation of financial instruments and these have close correlation in all IFRSs. Thus, it is
hard to identify which requirement is appropriate or limited. Therefore, Vietnam should apply
all the latest standards associated with financial instruments, especially for derivatives used in
hedging and for commercial purpose. It is necessary for Vietnam to apply all IFRSs on financial
instruments in order to set out legal basis as well as supplying true and fair information for users
of financial statements, orienting the updates of issued accounting standards.
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3. The contents in accounting standards on financial instruments:

(1) The aim of accounting standards on financial instruments is to regulate and guide the
principles of recognition, identification, disclosures and presentation of financial instruments.

(2) Regulations on the terms and examples to unite the understanding:

Financial instruments regulated in accounting standards includes 02 main types of financial
instruments i.e. non-derivative (such as cash and loans receivable, shares of other entities ...)
and derivative financial instruments (including the type futures contracts, forward contracts,
option contracts, swap contracts, warrants), of which:

- Financial instrument: is a contract that gives rise to a financial asset of one entity and a
financial liability or equity instrument of another entity such as common stock, irredeemable
preference shares, warrant transaction and options to buy or sell shares.

- Derivative financial instrument is a financial instrument or a contract that concurrently
satisfies the following three conditions:

+ Having its value changed upon a change in interest rate, financial instrument price, good
price, exchange rate, price index or interest rate, credit ranking or index, or other indexes
provided that, in case these other indexes are non-financial variable numbers, such numbers are
not associated with contractual parties (also referred to as underlying variables);

+ Not requiring initial net investment or requiring initial net investment lower than that required
by contracts of other types with similar response to the change of market factors; and,

+ Being settled at a certain future date.

(3) For derivative financial instruments guidance must depend on the use of derivative financial
instruments in 2 situations: derivative financial instruments for trading and derivative financial
instruments for hedging.

Economic transactions relating to financial instruments have arisen more and more, with a
cautious views, development strategy of the stock market during the period from 2011 to 2020
launched the directions of derivative securities development from simple to complex.

The organization of the derivative market must be linked to restructure market and to
promulgate synchronously a legal framework about rule and organization, financial
mechanism, accounting standards of capital markets, including with derivative securities.

As a result, accounting standards on financial instruments need to be researched urgently in
order to apply synchronously, effectively and consistently with international rules and
conditions of Vietnam.

Thirdly, the study of international financial reporting standards to prepare, newly issue
other accounting standards in Vietnam such as:

- Accounting standards for Exploration and evaluation of mineral resources (IFRS 06):
Guidelines for recognition, identification, presentation and disclosures of the expenses to
implement of activities such as research, finding and exploitation of oil, gas and other mineral
resources;

- Accounting standards on Government grants and assistance (IAS 20): Guidelines for
recognition, presentation and disclosures of financial grants and incentives assistance of
Government for the enterprises.
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- Accounting standards on Impairment of assets (IAS 36): Guidelines for the measurement,
recognition, presentation and disclosures of impaired assets.

- Accounting standards on Agriculture (IAS 41): Guidelines for the recognition, valuation,
presentation and disclosures of agricultural activities, including biological assets (living
animals and plants) and agricultural products (products harvested from the entity's biological
assets) at the time of harvest.

The accounting standards on the financial reporting in hyperinflationary economy; the
accounting standards on the employee benefits, the accounting standards on the long-term
assets held for sale and discontinued operations; the accounting standards on Government
grants and assistance.

International Financial Reporting Standards are still in process of complement, modification,
and shaping based on the market economy development, especially for the private enterprise.
Because the market economy in Vietnam is still in transition, the state-owned enterprise (SOE)
has an important position in the economy, the relationship between the accounting standards,
tax regime and financial mechanisms are tightly linked. It requires the reconstruction and
promulgate accounting standards which does not result in conflict with the legal provisions in
financial policy, for each stage of economic development. Therefore, the research to promulgate
accounting standards, which need to be based on international accounting standards suitable
with the legal system; qualifications and experience of Vietnam accounting within a reasonable
schedule.

In short-term, it's urgent to research and promulgate accounting standards on Long-term assets
held to sale and Discontinued operations based on IFRS 05, in order to response practical needs.
Accounting standards guide the recognition, classification, valuation, presentation and
disclosures about the long-term assets held to sale and discontinued operations, being suitable
to IFRS 5 and specific condition of Vietnam. According to this accounting standards, the
corporate financial statements must be presented and include disclosure of assets, liabilities,
revenue, expenses and income statement into 2 types: continuing operation and discontinued
operation, in general and detailed.

Balance sheet must present Non-current assets held-for-sale (or disposal groups) of
Discontinued Operations in separate line as Non-current assets held-for-sale (disclosed in
Current Assets section), if its carrying amount will be recovered principally through a sale
transaction rather than through continuing use.

Non-current assets held-for-sale are not subject to depreciation and are measured at the lower
of carrying amount and fair value less costs to sell, rather than its historical cost.

For instance, a discontinued operation is a component of an entity that either has been disposed
of or is classified as held for sale.

Accordingly, the corporate financial statement and its notes must present the financial position
and income statement of the continuing and discontinued operations, in the result, financial
statement users can see clearly the impact of the discontinued operations to the entity.

Therefore, the issuance of accounting standard is essential, especially, in the context of Vietham
with State owned enterprises being equitized, restructured, decreasing state owned capital, and
transfer, sale or terminate of ineffective business activities or those that are outside the main
business areas of the group, state corporations.
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CONCLUSION AND DISCUSSION

As a present trend, when cross-border transactions is growing strongly, all countries are seeking
to harmonize the national accounting standards with international financial reporting standards
as "the global financial language”. International financial reporting standards ensure the
comparability, consistency and transparency will play a key role helping Vietnam businesses
take advantage of access to international capital, while promoting the development of the stock
market. While many countries in the region applied international financial reporting standards
or develop the national accounting standards in accordance with international financial
reporting standards, Vietnam is still using national accounting standards with significant
differences compared to international accounting standards. It is difficult and incur cost for
businesses to accessing international capital markets, particularly in the context of more and
more foreign investors to invest in Vietnam. So Vietnam accountancy sector need to maintain
and expand cooperation with other countries and international organizations to develop
Vietnam accounting profession accordance with common practices to achieve the recognition
in the region and internationally.
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HE FACTORS IMPACT IN APPLYING DERIVATIVE
FINANCIAL INSTRUMENTS ACCOUNTING

IN VIETNAM BUSINESSES

Ha Xuan Thach, Nguyen Thi Hong Hanh

ABTRACT

Research refers to problems about accounting for derivative financial instruments for
businesses in Vietnam by modeling study factors impact in applying the derivative financial
instruments. The results showed that each independent variable has its own impact with
different intensity on the dependent variable, including factors for regulatory, human -
accountants, human - managers, market, are positively impact; also factors for training,
retraining and technology to impact negatively in applying the derivatives financial instrument
accounting. From the results of the study, author has drawn implications and identified two key
factors, which are regulatory and human - accountants.

Keywords: Accounting for derivative financial instruments; Derivative financial instruments
accounting; Factors research in applying accounting.

JEL classification: D53; G30; M41

1 INTRODUCTION

In order to prevent risks and uncertainties threatening business operations, the businesses look
to derivative contracts for hedging and enhancing enterprise value (Fatemi A, C. Luft, 2002),
so that accounting for derivative financial instruments is an integral part of derivatives trading
activities.

To ensure the quality and enhance the reliability of accounting information directly related to
the derivatives financial instrument applied in businesses, relevant regulations have to be issued
promptly, closely and synchronously. Conversely, the absence of accounting regulations does
not only guarantee the quality of accounting information but also causes difficulties for those
involved as practitioners, legislators, users, and so on.

To make sure that derivative market activities run smoothly, businesses are advised to review
the rules on derivative financial instruments accounting. The absence of accounting regulations
about derivative financial instruments can be problematic for businesses when joining
derivative transactions as well as accounting.

With the above analysis, the researchers want to find out the difficult factors as well as
determine the intensity impact of these factors on derivative financial instruments in Vietnam.

2 BACKGROUND AND STUDY MODELS
2.1 Background of derivative financial instruments in Vietnam

Number and value of transactions on derivative financial instruments in the market Vietnam is
still quite modest, about $150 million (2013), compared to other markets like Singapore 54
billion (10/2012 ). The reason is that Vietnam enterprises are not aware of the importance of
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using derivative financial instruments to hedge the volatility of commodity prices and create a
channel of modern speculation (Schofield , 2007).

Vietnam is in the process of regional economic integration and the world, opening up
opportunities as well as challenges for enterprises. The use of derivatives for hedging risks in
business activities of the enterprise is inevitable. Through discussions, consulted experts in the
field, applying the derivative financial instruments into practice in of the current market
economy in VN is very difficult because of the followings:

(i) Financial, currencies, commodities markets in Vietnam have not developed
sychronously. Performance of financial market and businesses remain stagnant. Slow growth
economy is due to the folllowings: level of development of financial markets is unbalanced and
unharmonious; banks still play a dominant role in providing credit to the economy; shortage of
secure financial resources; channels providing medium and long-term finance as the stock
market are not really effective; institutional framework, legal, information systems,
management systems, and billing systems are unsynchronized and incomplete; compliance and
implementation of international regulations and standards are not comprehensive and sufficient.
In addition, a number of potential risks in financial markets related to the transparency of
financial institutions; the liquidity of the money markets and capital markets; conducting
transactions in the capital markets of the actors; risk of interaction between the region and parts
of the financial markets as well as in ourselves of financial conglomerates. For commodity
markets, commodity exchanges INFO COMEX was licensed on 05.12.2014 and officially
operated on 05.15.2014, but no deals were made. Additionally, system test, monitoring, and
inspections based on risk facing challenges such as the development of financial conglomerates;
the development of capital markets, especially in the bond market which will involve all
organizations and management agencies, and requires coordination and cooperation in
operating national financial markets.

(if) The legal system is not complete. No legislation has been enacted to regulate the
implementation of derivative transactions on the option (option) or swap (swap) ceiling prices
(CAPS), the floor price (FLOORS), according to the ring (COLLAR); or stock options, etc,

(i) The qualifications, knowledge, awareness, understanding of derivative instruments
of managers as well as the executors, and risk prevention issues are still low;

(iv) Lack of systems to provide information on derivative financial instruments:
Derivative financial instruments are fairly complicated products, requiring businesses to have
forecast information system, measurement tools, and risk warning;

(v) Process of data entry transactions, accounting, tracking, and control is limited.

Thus, the problems for enterprises using derivative financial instruments in Vietnam today can
be identified and divided into five main groups of factors, including market factors, regulatory
factors, human factors, system of information and communications, and factors of derivative
financial instrument accounting.

2.2  Research Models
2.2.1 Using derivative financial instruments in Vietnam

Realizing the usefulness of the derivative financial instruments, many countries in the world
have applied them. Nevertheless, the usage of these instruments in Vietnam is very limited, the
number of enterprises using these tools are relatively modest. By studying the documents at the
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table, information exchanges, direct discussions with experts who have worked on derivative
financial instruments, a number of main reasons can be pointed out as follows:

- Enterprises have not understood the nature of the derivative financial instruments as
well as related professional tools;

- The issue of "culture of responsibility” of the business. Managers are fear of personal
liability attributed if the business’ performance in derivative market is not effective,
and even causes losses (Nguyen Quang Minh, 2007);

- There are not many training courses for leaders of business units, as well as counseling
workshop, introducing the utility of the derivatives financial instrument (Tran Thi
Hong Hanh and Tran Thu Giang, 2007);

- Capital market, commodities market, financial and monetary markets have not really
developed;

The legal system is not complete (Do Thi Kim Hao, 2007), unclear regulations,
unsystematic, unsynchronized and unreasonable;

- The understanding level of the accounting practitioners is limited;

- Awareness, knowledge, and expertise of multiple managers on derivative transactions
and risk prevention issues are still low;

- No organization or department or agency has studied the forecast of price changes in
the market to help businesses identify effective strategies to prevent and mitigate risks;

Lack of infrastructure, information on derivative financial instruments, networked
information system for derivatives transactions, software systems support the
calculation of prices, and tracking market information (Bui Thi Kim Ngan, 2007);

Lack of internal control regulations (Do Thi Kim Hao, 2007)

In short, there are so many difficulties from objective to subjective leading to problems in using
derivative financial instruments. The absence of a legal system directly related to derivatives
financial instrument, prices information system in the market, and the level of application of
modern technology in exploitation, analysis, and processing of information, awareness of the
administrator, expertise and qualifications of accounting practices is the cause hindering the
development of the derivatives market and increasing the difficulties in management as well as
accounting.

2.2.2 The factors for derivative financial instruments accounting in Vietnam

Accountancy is considered as an information system. In addition to the recording of transactions
and data in the past, the accounting also reflects the economic reality of the unit (Davis et al,
1982). Therefore, accounting does not only function as an system providing information on the
economic and financial situation, and as an important tool to serve management, operation and
economic decisions of enterprises in particular, but also the management of the State macro in
general. Therefore, accounting information is required to improve in both quality and quantity.

With the characteristics of financial accounting in Vietnam, accounting for fully implementing
and fulfilling an economic transactions incurred must go through (i) Classification; (ii) Initial
recognition; (iii) Stop or remove the record; (iv) measurement (at the time of recording and at
the end of the fiscal year); (v) Presentation; (vi) Disclosure; (vii) Treatment. Derivatives
financial instruments accounting under financial accounting, therefore, comply with the above
provisions.
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An economic operation incurred must be consistent between accounting firms, and normative
for all economic sectors to participate in the market. However, derivative operations are
considered complicated operations, the performance of today's businesses are not yet a
guarantee for the usefulness of accounting information, as stipulated documents are evaluated
as not sufficient, specific, and transparent. Hence, the organization of accounting work directly
related to the derivative operations in Vietnam faces many difficulties.

Thus, in the tendency of globalization and liberalization, Vietnam has and will integrate into
the world economy and finance, the potential for risk in business operations is now unavoidable.
To create long-term stability and sustainability, the parties are encouraged to participate in the
derivatives market, through a review of the current difficulties, to apply international
accounting standards and derivative financial instruments in accounting system to suit the
conditions in Vietnam.

2.3 ResearchModels
2.3.1 Theoretical Foundations

According to Davis et al (1982), there are many different views about the nature of accounting,
such as informative nature, economic nature, political nature and social nature. The views do
not exclude from one to another, but complement and support each other to develop the study
of accounting to a deeper, more extensive level.

2.3.1.1 Market factor

The concept of the social nature of accounting (Davis et al 1982), accounting must contribute
benefits to society and maintain the sustainable development of society. The theory of social
benefits derived from the failure of the market since the barriers prevented enterprises from
entering the market for information asymmetry.

Signaling Theory was formed in 1973, from the economics of the market conditions with
asymmetrical information (Spence, 1973, Tirole 1988). In the field of accounting, information
asymmetry leads to two problems: (i) Accounting information is not fully presented in the
financial statements by businesses, or possibly information publicized by businesses does not
guarantee the quality for the information users. This status may be due to the incompetent
administrators to implement financial statements with qualified information; (ii) Motives
behind administrators’ decisions in the information disclosure. Both of these problems do not
only cause obstacles for the people to use accounting information in the financial statements of
economic decision-making, but also lead to the underdevelopment of the market. In a market
economy, the monetary and capital markets and commodity markets with mutual supports and
additions, the underdeveloped market will spread its effects on the remaining markets

The view of Davis et al (1982) is that accounting is a special commodity, relating to the public
interest. If a product is unable to meet quality requirements, and operated in an inefficient
market, will it be circulated well. This shows a relationship between the goods - accounting and
market factor.

In short, to serve social interests, if the reporting unit is aware usefulness of accounting
information and able to provide more information with more reliability and more transparency,
the market will operate more efficiently. In contrast, the false accounting information does not
only affect market participants, making the market less efficient operation, but also influence
the stability of the entire economy, from which leads to inefficiency in the work of derivative
financial instrument accounting.
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2.3.1.2 Regulatory factor

However, the accounting information is easy made false due to the information maker’s
subjective bias, or the motives or purposes of the managers in the disclosure of information
causes the information asymmetry.

In Vietnam, the state is held to elaborate and promulgate regulations relating to accounting to
meet the needs for all economic sectors, the business sector, and the general interest of society.
But it is very difficult to control if the business ensures compliance with all accounting rules
and regulations or not and how the level of compliance is, although business has been
independently audited.

According to Davis et al (1982), accounting is to record events in the past, to reflect economic
realities, and to be a language of businesses. Accounting must therefore fully reflect the
accounting data and this data must comply with the enacted rules and regulations.

Information asymmetry stems from a regulation but (i) the level of knowledge, understanding,
different expertise will leads to different accounting results; or maybe (ii) comes from various
interests, through the behavior of managers and accounting practices, and the result will be also
different. The observation of these objects are not easy, it is required to clarify the following
issues: legal factors have relationship with accounting practices as well as the associated objects
such as control or internal audit. This shows the relationship between the accounting and
regulatory factors.

2.3.1.3 The human factor — Managers

With the economic nature of accounting (Davis et al, 1982), accounting is a special commodity
related social benefits, thus accounting must be controlled through regulations rather than
giving administrators the freedom to choose accounting policies or exercise the financial
statements freely.

According to resource-based view theory (Wernerfelt, 1984), it’s advised to focuse on
analyzing the resources: (i) tangible resources as financial resources are the source of the
owners’ capital and financing; (ii) Intangible resources can be knowledge and skills of
managers and employees. This theory is the basis for businesses to make decisions to create
business effective business performance. elationship between managers and shareholders
shows that managers tend to avoid risks, put efforts within certain ranges so long as to create
added value for the business, which may push administrators to choose the safe strategies, and
may lead to that managers will seek to have impact on the accounting system in order to achieve
their objectives or financial situation of the unit in difficult financial situation.

An issue that needs clarification of the relationship between benefits and costs (social nature of
accounting, Davis et al, 1982). Benefits are gained from the use of derivative and cost must be
spent on making them. Either managers only want to inform what they have rather than spend
more on the accounting work. As a result, there will be no involvement and cooperation
between managers and accountants, or they will not be willing to participate in derivative
instruments for hedging, or they will tend not to want to learn about this activity, or if they do,
the participation will be at very low level, which can not guarantee the safety assurance, or they
will not fully aware of the usefulness of this tool. Therefore, managers factor needs studying
in the current research model.

2.3.1.4 The human factor - accountants
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To ensure the benefits of shareholders in particular and of society in general, Vietnam
Accounting Law 2015, coming into effect from 2017, stipulates that: (i) Accounting tasks:
Collecting, processing information management, accounting data by audience and content of
accounting work, according to accounting standards and accounting regulations; Providing
information, accounting data as prescribed by law; (ii) Accounting requirements: Fully reflect
economic operations, timely financial, accounting data input into accounting documents,
accounting books and financial statements; Providing honest information, objective, nature of
the content and value of economic and finance transactions; (iii) the standards and
responsibilities for accountants: Accountants are required to have professional qualifications
and skills in accounting, to be ethical, and responsible for compliance with the provisions of
the law on accounting.

From these rules, it can be seen that accountants are under high pressure from the regulations
for the profession, ensuring a balance between interest groups, and understanding the
complexity of derivative financial instrument data. In addition, they must and meet all the
regulations and comply with the principles and the regulations on accounting transactions and
derivative financial instruments.

2.3.1.5 Training and retraining factor

Economic perspective views accounting as a commodity. Goods must be circulated, valuable
and quality-assured in line with its value. In accounting perspective, commodities show that the
accounting information affects markets through the nature of supply and demand. Accounting
information is provided through financial statement, and its users demands accounting
information to be qualified. On the other hand, closer to accounting law and governed by the
principles, accountants shall comply with regulations but is dependent on human subjectivity
(Stamp, 1981). Subjectivity here is that the accountants who may not properly understand the
nature of the business, or not properly understand the provisions and principles will lead to
misleading practice on business due to the practitioner’s subjectivity. To help the owner achieve
the economic benefits when using accounting information and sources of information, and
ensure the quality of the information, the training and regular retraining for accountants in
business is necessarily provided. The tendency to rely on the principles and regulations for the
accounting of economic operations in units (sometimes complicated) requires practitioners and
report makers to regularly update, upgrad and enhance expertise, to perform as well as to do
the management consultancy.
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2.3.1.6 Technology - communication factor

With globalization stage 3.0, the progress of science and technology, the major changes and the
boom of information technology - computers, internet systems, and processing software
facilitate market participants access to the internet quickly and capture market information, or
enable accounting information of a unit to be faster. In addition, the accounting information is
considered to have major impacts on the allocation of resources in the economy. Through that,
accounting information has influences on market prices (Gonedes & Dopuch, 1974).
Accounting information systems encourages accountants to know how to handle the
information, how to adjust the frequency, speed, redundancy and other forms of information
transmitted.

Conclusion: Through theoretical research and discussions with experts, authors synthesize,
analyze, and build a number of difficult factors accounting for derivative financial instruments
in Vietnam namely: (i) market factor; (ii) regulatory factor; (iii) the human factor - managers;
(iv) The human factor - accountants; (v) training and retraining factor; (vi) technology -
communications factor and setting up indicators of these factors.

2.3.2 Research Model

As stated above, considering factors in applying accounting for derivative financial instruments,
the authors present a model of the proposed study as follows:

Market factor

Regulatory factor

The human factor - Managers

Accounting for derivative financial
The human factor - Accoutants instrumentse financial instruments

Training and retraining factors

Technology - Communication factors

Fig 1 - The proposed research model factors to apply accounting for derivatives financial
instruments. Source: Author compiled

3 METHODOLOGY STUDY

3.1  Testinvestigation

Based on the scale which has been formed consisting of 32 indicators measuring 6 concepts
and 5 Likert scale distance is used, the researchers conducted experiments with 10 observations.
Purpose of the first test is to check the compatibility of the items asked. The result after the test
investigation, the questionnaire is completely qualified for use in large scale surveys to conduct
formal research.

114



ICFE 2016 — The 3 International Conference on Finance and Economics
Ton Duc Thang University, Ho Chi Minh City, Vietham
June 15M-17t

3.2 Subjects sampling

In the present conditions of Vietnam's economy, businesses involved in using derivative
financial instruments is very limited and find it difficult to access these instruments. Thus,
overall the survey of real businesses use derivatives to participate is difficult to determine.
Therefore, the authors selected sampling method selectively only now have been using
derivatives financial instrument.

In this study, the authors selected only enterprises using derivatives including financial and
nonfinancial (this object is very difficult to access) businesses, while respondents must have
knowledge of derivative financial instruments. Hence, the authors chose sampling subjects
selectively through questionnaires sent directly, or through the mail, or over the phone to
accounting practices at the enterprise.

3.3  Sample size

To make the data analysis results reliable enough, it’s necessary to collect at least 5 observations
of 1 observed variable (Nguyen Dinh Tho, 2012). Within the scope of this study, the authors
propose a model with 32 variables, the corresponding observation will be n = 160. After a
preliminary data analysis (Cronbach Alpha) the model remained 22 variations. So the minimum
sample size is 22 * 5 = 110. But in Vietnam there were not many units using derivatives, the
author collected only 97 enterprises (financial and non-financial), with real conditions: (i) the
overall number of small units, (ii) it’s difficult to access to the object observed (who represents
companies to complete the questionnaire), (iii) through the process data analysis, observed
variables which were disqualified were eliminated, the model remained only 22 variables, so
the defined sample is 110 at minimum, but in fact after the questionnaire (500 observations)
delivered, the collected are 115 observations, after cleaning, there were 97 observations
preliminary remaining, interim eligible to proceed to the analysis.

3.4  Data processing method

- Cleaning the data: the results after the survey and data cleaning was 97 valid
questionnaire observations, meeting the requirements of the relative sample size
needed for research.

- Data encryption: data is encrypted and entered into a data processing software SPSS
16.0.
4 RESULT
4.1  Analysis using Cronbach Alpha coefficients

To ensure the reliability of the items asked in the questionnaire, the researcher used Cronbach
Alpha. Results analyzed using Cronbach Alpha coefficients repeatedly underwent the variable
elimination (eliminate one by one variable) to achieve the final satisfactory result, (also 22
observed variables) qualified for the next analysis step.

4.2  Exploratory Factor Analysis — EFA

Exploratory factor analysis was performed in following order: (i) analyzing all indicators of
the impact factors and the factors that were affected individually; (ii) eliminating indicators
which did not guarantee the technical requirements (indicator has two load coefficients with
difference not greater than 0.2, the indicator stood alone for a factor). The results are as follows:
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Tab.1 - Results of Exploratory Factor Analysis — EFA. Source: Compiled from the
analysis results - SPSS 16.0. Source: Author compiled

. factor
Factors Sign loading
Factors affecting with KMO = 0,624 and Cumulative (%) = 70,152%
Accountants are not knowledgeable of the regulations on
O . o . C19 0,817
derivatives financial instrument accounting
Junior accountants are hardly able to handle difficult
!_IUMAN FACTOR situations well, related to derivatives financial | C20 0,752
ACCOUNTANTS instrument.
EACL-1 The abll_lty to un_derstand derl\_/atl_ves flnapm_al instrument co1 0,733
accounting applied to the reality is still limited.
The abl_llty_ to app_ly _det:IVE_:ItIVES financial instrument C22 0,850
accounting into reality is limited.
Consulting services related to the accounting of
derivatives financial instrument are regularly participated | C24 0,796
TRAINING _ | by enterprises
RETRAINING Businesses regularly have planning and implementation
AND of training and retraining derivatives accounting for their | C27 0,612
TECHNOLOGY - | staff and managers
gﬁl\gngNc;gng The growth rate of the information technology respond co8 0.845
promptly to the accounting system of the enterprise ’
FAC2-1 Accounting software ensures provide internal controls at
the unit regularly monitor the operation of accounting | C31 0,679
information systems on derivatives financial instrument
Abl_llty_ to perf_orn_1 the accounting regulations on c12 0,854
derivative financial instrumentss is low
REGULATORY Ability to update the accounting provisions of derivative C13 0.684
FACTOR FAC3-1 | financial instrument is not in time. '
The presentation of methods and principles in derivative
i R . i, Cl4 0,898
financial instruments accounting is not specific.
MARKET Zﬁ‘:‘tiﬁ:ﬁa;(l)ornblﬂi:gisﬁpItal market - the stock market is c10 0,901
FACTOR '
EACA-1 Cqmmodlty mark_et is lack of measurement standards in c11 0,893
prices and in quality.
Accounting systems at enterprises lack the participation C16 0.763
HUMAN FACTOR | and cooperation of managers ’
- MANAGERS Managers are not aware of the importance of accounting C18 0.878
FAC5-1 information on derivatives financial instruments !

Affected Factors with KMO = 0,619 and Cumulative (%) = 60,174%
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Enterprises often have difficulty in measurement after
initial recognition s 0,806
ACCOUNTING
FOR Businesses often have difficulties in presenting derivative c6 0.906
DERIVATIVE financial instruments ’
FINANCIAL . e - - ——
INSTRUMENTS I?_;usme;sse:s often have difficulty in announcing derivative c7 0,615
financial instruments
FAC1-2 . - . —
Businesses often have trouble with keeping derivative
: o . . C8 0,748
financial instruments in business accounts.

The end result shows a perfectly fit data to perform factor analysis (KMO coefficients > 0.5;
total variance extracted > 0.5, and the load factor of the indicator elements > 0.5). There are
five factors that are separated from the six initial impact factors, and a factor that is affected by
the indicators showing the affected factors. The researcher has named the factors based on the
content of the indicator in the factors.

4.3  Analysis correlation and regression

Tab. 2 - Results of regression analysis. Source: The output results from SPSS 16.0.
Source: Author compiled

Not standardized Standardized
coefficients coefficients
Model t Pvalue
Beta Standard Beta
error
1 (Constant) -4.818E-16 0,059 0,000 1,000]
HUMAN FACTOR
ACCOUNTANTS - FACIL-1 0,121 0,059 0,121| 2,041 0,044
TRAINING - TRAINING AND
TECHNOLOGY —
COMMUNICATION FACTORS -0,023 0,059 -0,023) 0,381 0,704
- FAC2-1
REGULATORY FACTOR
0,815 0,059 0,815| 13,766 0,000]
FAC3-1
MARKET FACTOR - FAC4-1 0,004 0,059 0,004| 0,062 0,951
HUMAN FACTOR —
MANAGERS 0,042 0,059 0,042| 0,717| 0,475
FAC5-1

Dependent variable: The factors in the application accounting for derivative financial
instruments

The data used in the correlation regression analysis researchers selected was standardized. To
determine the causal relationship between the variables in the model, the first step was that the
author analyzed the relationship between the variables to find out if there was a multicollinearity
phenomenon or not.
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The results showed that the correlation coefficient = 0, therefore, it’s able to conclude that
there’s absolutely no signs of multicollinearity between the independent variables, and data
perfectly suited for regression analysis.

The regression coefficients showed that each independent variable had different intensity
impact on the dependent variable, namely (arranged in descending order of magnitude of the
impact): FAC3-1 regulatory factor, human factor - accountants FAC1-1, the human factor -
managers FAC5-1, FAC4-1 market factor, which create positive impact; also factors of training,
retraining and technological FAC1-1 negative impact causing difficulties in applying
derivatives accounting at enterprises.

Results of regression coefficient with R? = 66.4%, indicate that the model is capable of
explaining 66.4% of the variation of the dependent variable (difficulties in the application of
derivative accounting in the business) by the independent variables included in the study model
(regulatory factor; human factor - accountants; human factor - managers; market factor; training
and retraining factors; and technological -communication — accounting software factors).

4.4  The results of data analysis and discussion

Research model has been tested with survey data reaching 66.4% level of explanation (corrected
R% = 0.664), the variables in the model are statistically significant. However, that one
independent variable existed showed a negative impact on the dependent variables that are
training, retraining, and technological - communication - accounting software factors.

- Factors of training, retraining and technology, communications, accounting software had
negative impact on the dependent variable (with the average value of 2.3). This means that
businesses have no policy, or plans, or the training program for the staff to improve professional
training and create additional human resources to serve legacy accounting work. Enterprises do
not or can not meet the demand for accounting work, accounting software in the unit is not
installed to respond in time to receive and transmit information related to derivatives financial
instrument accounting. Therefore, these factors cause the difficulties in accounting work for
enterprises.

- Regulatory factor (with average value 4.3) has the highest influence and positive impact
on the dependent variable. This means that the absence of or shortage of regulations is a factor
making accounting work difficult for firms.

- Human factor - accountants (with the average value of 3.7) shows positive impact on the
dependent variable, which means that most accountants in the unit do not meet the professional
tasks and requirements, as well as expertise, awareness, understanding of derivative financial
instruments. This is the main factor causing difficulties in applying derivative financial
instruments.

- Human factor - managers (with average value 4.3) has positive impact with lower intensity
on the dependent variable. This also shows administrators factor is a difficult factor when
applying derivative accountin. The reason is that the managers may choose safety measures to
avoid risks, which can lead to the managers’ intentional impact on accounting systems, or
managers will tend not to provide information on derivative financial instruments, or provide
incomplete information to serve possibly their private purposes.

- Market factor (with the average value of 4.3) has positive influence on the dependent
variable, with low intensity. It is understood that the capital market, capital market and
commodity market have been formed and operated in Vietnam. But to make the markets work
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effectively, there must be participants - managers are the ones who give final decisions in all
activities of the firm.

As stated above, accounting is considered to be a commodity to serve social interests, if
managers are aware of the usefulness of accounting information, they may provide more
information, which are more reliable, or transparent, the market participants will make business
decisions more timely, and the market will run more efficiently.

In summary, through the analysis steps, the research model has identified the influencing factors
including as follows: measurement after initial recognition, presentation, disclosure, treament
accounting for derivative financial instrument, and the factors causing impacts including: (i)
regulatory factor having the most significant and positive impact are the low ability to
implement accounting rules, the possibility of not timely updates, less detailed presentation of
methods, materials and accounting rules; (ii) The human factor — accountants with positive
impacts including the followings: accountants are not knowledgeable in accounting regulations,
lack of experience inin handling difficult situations well, and has limited ability to understand
and apply to apply in practice; (iii) the human factor — managers with the positive impact
consist of the followings: accounting system lacks the participation and cooperation of
managers, who are not aware of the importance of accounting information; (iv) Market factor
with positive impact: businesses’ ability to enter the market is low; and (v) training and
retraining factors; technology, communication, accouting software with negative impact:
consulting services related to the accounting for derivative financial instruments are frequently
involved, planned and implemented training and retraining are regular for staff and managers,
growth of information technology meets timely requirements of the system of business
accounting, accounting software ensures providing internal controls to monitor regular
operations of the unit’s information systems.

5 Conclusions and implications

Result of the testing model with reasonable explanatory coefficient (R? = 66.4%) reflects that
the research model is quite consistent with the data and supported by the data. But a restriction
still remains in the study result is its low reliability because of the small sample (due to objective
conditions).

The objective of the study is to find out the factors in applying accounting for derivative
financial instruments in Vietnam. Therefore, the results of the research must come up with
policies and implications for accounting work, and simultaneously to be the basis for the
author’s further studies on applying international accounting standards for derivative financial
instrument in Vietnam accounting system.

To minimize the difficulties for businesses in accounting, in the current confition that the state
has not issued accounting standards directly related to derivative financial instruments,
according to research findings (from regression) and from the analysis above, the researcher
proposed the following policies:

Based on the results of data analysis we can see there are five influencing factors requires timely
policy stimulus to reduce the difficulties for accounting work. Details of the stimulus as follows:

(1). Regulatory factor needs to be strengthened. Due to the accounting information is easyily
bias in favour of the provider, the Ministry of Finance should soon issue regulations relating to
derivative financial instruments in general and accounting for derivative financial instruments
in particular fully and timely to promulgate or to apply international accounting standards. Also,
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specific provisions need to be understandable and consistent with the accounting standards
related.

(2). Human factor needs to be improved - Managers. Because accounting is a special
commodity that related to social benefits, it should soon issue regulations directly related to
the accounting of derivative financial instruments, strengthen the propaganda system to help
managers see the importance of derivative financial instruments, as well as for the accounting
work of derivative financial instruments at enterprises.

(3). Market factor needs to be strengthened. In order to contribute to the benefits of society,
sustain and develop a sustainable economy, eliminate barriers making it difficult for businesses
to enter the market and reduce information asymmetry, the financial statement must be
transparent and credible. For this, the state must soon issue regulations and accounting
standards promulgated appropriately and timely, at the same time, promoting economic
components to participate in the market.

(4). Human factor - accountants, needs to be strengthened. To ensure social benefits
accountants must be aware of the tasks, responsibilities and requirements of the Accounting
Law provisions. Therefore, accountants must upgrade the level of expertise and skills in
accounting. They are required to be ethical, responsible for compliance with the provisions of
the law on accounting. Thus it helps to minimize the difficulties in accounting for the particular
unit, and enhance the reputation of the professional community and accounting associations.

(5). Factors of training, retraining and information technology, communications, accounting
software: To minimize the difficulties in accounting work in the unit, businesses need to
actively do planning, provide training programs, and specialized knowledge to the staff
involved. Also, they need to actively organize internal training or invite experts, or send staff
to school, or do research and create favorable conditions for these people to participate in the
market in order to achieve the highest efficiency for the accounting at the unit. The participants
may be the administrators, the existing accountants, internal auditors, external auditor and a
inheriting team to ensure that the accounting system runs smoothly and efficiently. In addition,
businesses are adivised to have innovation, accelerate the application of information
technology, use of modern information networks by enhancing the system fitted to machinery
and equipment accounting, networking systems, etc., to ensure that all the unit is operating in a
smooth, seamless, and efficient. Accounting software system must be upgraded to ensure that
accounting works promptly and fully. The computer must be equipped to receive and transmit
information speedily and efficiently.

The research results have helped authors draw implications and identify two key factors, such
as regulatory factor and human factor - accountants. The implementation of policies specific to
these two factors depends on many factors.

Paper has successfully built up a research model and identified factors through the theoretical
system with related studies in the past. Data models are fully supported with high relevance.

However, due to objective conditions in Vietnam, the number of participating enterprises using
derivatives are relatively low, businesses accessing these instruments face many difficulties,
while the respondents must be the ones understanding of derivatives, thereby the number of
samples collected are relatively small (97 observations), the grouping of financial enterprises
and non-financial has not been done. This can make the factors not highly reliable. At the same
time, the research results can be the basis for further research direction that is the construction
of accounting standards or the using international accounting standards for financial derivative
instruments in Vietnam’s accounting system.
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Tab. 3 - Appendix: Questionnaire survey. Source: Author compiled

Dependent Variable

Indicators

Businesses often have difficulty in measurement after initial
recognition

Businesses often have difficultity in presenting derivative
financial instruments

Businesses often have difficulty in announcing derivative
financial instruments

Businesses often have difficulty in classifying derivative

ACCOUNTING financial instruments

FOR DERIVATIVE

FINANCIAL . e S - L

INSTRUMENTS E_;usme_sse_s often have difficulty in initial recognition derivative
financial instruments
Businesses often have difficulty stopping recorded derivative
financial instruments
Businesses often have trouble with keeping derivative financial
instruments in business accounts
Businesses often have difficulty in measuring the initial
recognition

Independent Indicators

Variable

MARKET FACTOR

Participation in the capital market - the stock market is difficult
for businesses

Commodity market is lack of measurement standards in prices
and in quality.

Levels of access to the currency market is difficult for
businesses

REGULATORY
FACTOR

Ability to perform the accounting regulations on derivative
financial instrumentss is low
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Ability to update the accounting provisions of derivative
financial instrument is not in time.

The presentation of methods and principles in derivative
financial instruments accounting is not specific.

Businesses do not understand the tax laws relating to derivative
financial instruments

HUMAN FACTOR -
MANAGERS

Accounting systems at enterprises lack the participation and
cooperation of managers

Managers are not aware of the importance of accounting
information on derivatives financial instruments

The degree of knowledge of the accounting policies of the
managers is not high

HUMAN FACTOR -
ACCOUNTANTS

Accountants are not knowledgeable of the regulations on
derivatives financial instrument accounting

Junior accountants are hardly able to handle difficult
situations well, related to derivatives financial instrument.

The ability to understand derivatives financial instrument
accounting applied to the reality is still limited.

The ability to apply derivatives financial instrument accounting
into reality is limited.

TRAINING -
RETRAINING
FACTOR

Consulting services related to the accounting of derivatives
financial instrument are regularly participated by enterprises

Businesses regularly have planning and implementation of
training and retraining derivatives accounting for their staff
and managers

The conference program about accounting policies are held
regularly at the businesses

Businesses always have a policy of human resource training for
routine accounting work
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Businesses permanently improve accounting expertise for
accountants

The growth rate of the internet, technology, communication
respond promptly to the accounting system of the businesses

Market information derivative financial instruments
increasingly popular

TECHNOLOGY - | Derivative financial instruments accounting have not been
COMMUNICATION | introduced and widely promoted
FACTORS

Accounting software ensures provide internal controls at the
unit regularly monitor the operation of accounting information
systems on derivatives financial instrument

Accounting software ensures compliance with accounting
standards and regulations
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THE EFFECT OF FREQUENCY OF BOARD MEETINGS ON
PERFORMANCE OF LISTED FIRMS:

A CASE FROM VIETNAM

Hanh Thi My Le, Hoanh Thi Hoang Lam, Hoa Dinh Nguyen, Tay Hong Nguyen

ABSTRACT

This study investigates the effect of frequency of board meetings of listed firms in a fiscal year
on firm performance. The authors use 95 listed firms on Hochiminh Stock Exchange (HOSE)
with 190 observations for the period of 2013 - 2014. Firm performance is measured based on
the firm’s accounting value through indicators of ROA, ROE and ROCE. The study results
showed that frequency of board meetings had a negative effect on the performance of listed
firms, meaning that the higher frequency of board meetings the lower ratio of ROE and ROCE
were. The results also showed that the firm’s debt ratio negatively influence firm performance.
However, company size did not affect the firm performance. In addition, the previous year’s
frequency of board meetings showed no relationship with firm performance in the next fiscal
year.

Keywords: firm performance, frequency of board meetings, listed firm, Vietnam
JEL Classification: G32, G34

1 INTRODUCTION

Performance is one of the top targets of firms regardless of their size, business sectors or
purposes of establishment. The firm managers always strive to identify opportunities, focus
intelligences, manpower and resources to create the best profits for their firm. Recently, there
have been many studies about factors affecting the firm’s performance. These studies
investigated the factors affecting the performance of firms under various views and provided
different results; of which firm characteristics and management are paid more attention to in
studies carried out in Vietnam and in the world. Of factors usually investigated such as board
size (Jensen, 1993; Yermack, 1996; Hermalin & Weisbach, 2003), gender-diverse boards
(Adams & Ferreira, 2009; Hoang & Vo, 2014), board structure (Arosa et al., 2013; Tsegba et
al., 2014; Orazalin et al., 2014), frequency of board meetings were also studies by many authors.
Jensen (1993) argued that the board of a firm with good performance rarely occurred conflicts.
However, the role of the firm’s board becomes more and more important in the firm’s crisis
periods. And during such difficult moments, regular board meeting is greatly important as it is
a way to cope with the firm’s hard times. Vefeas (1999) and Ntim (2009) found that frequency
of board meeting brought much better quality in the management, supervision and therefore
had a positive influence on economic performance of the firm. Mangena & Tauringana (2008)
stated that board meetings could help managers to better understand their firm’s problems and
quick solutions were produced to solve emerging problems. Firms proficient in setting up
appropriate frequency of board meetings could reduce related costs and thus increase the
economic efficiency of the firm (Vafeas, 1999). Conger et al. (1998) said that the board meeting
IS an important resource in enhancing the effectiveness of the board. Hence, it can be seen that
the board meeting keeps a vital role for the survival and development of a company. As board
members regularly meet, they will have plenty of time to exchange, discuss, share ideas and
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plan strategies for the firm, which are essential. However, in Vietnam, there have been few
empirical studies investigating whether there is a relationship between the firm’s board
meetings and its performance or not. In this study, the authors investigate the relationship
between frequency of board meetings and the performance of firms listed on Vietnamese stock
market. We also examine the effect of frequency of board meetings in current year on the firm
performance of the next fiscal year.

With above-mentioned objectives, part 2 reviews previous studies regarding the relationship
between frequency of board meetings to the performance of listed firms in the world and in
Vietnam as well as states the research hypothesis. Research methodology and data are presented
in part 3 and Part 4 presents research results and discussions. Finally, the paper states some
conclusions.

2 LITERATURE REVIEW AND HYPOTHESIS

Frequency of board meetings has the negative effect on the firm performance in the current year
since high frequency of board meetings would be very costly in terms of time management and
costs incurred in relation to the meetings (Vafeas, 1999). However, Vafeas (1999) also found
that the firm performance improved significantly a year later. This shows that board members
often discuss makes better decisions and increase their ability to supervise the firm’s activities.
The potential benefits of effective supervision are reflected for the firm performance in
following years. It can be understood that frequency of board meetings need time to take effect
on firm performance.

Kyereboah (2008) found different results and said that frequency of board meetings in a fiscal
year had a positive impact on the firm performance. And in the same year, Mangena &
Tauringana (2008) also found a positive relationship between frequency of board meetings and
the firm performance.

The research by Ntim & Osei (2011) conducted in South African listed firms for the period of
2002-2007 showed a positive impact between frequency of board meetings and firm
performance. As board members of South African listed firms met regularly through meetings,
they would increase their capacity for consulting, supervision and management, which created
higher financial performance for their firms (Ntim & Osei 2011). In addition, the authors also
demonstrated that large or small number of board meetings had a positive impact on the firm
performance. However, also in 2011, a study conducted with a sample of 328 Malaysian listed
companies in the period of 2003-2007 stated the higher frequency of board meeting the lower
firm performance (Amran, 2011).

Francis et al. (2012) used the financial crisis in the research period to examine the extent
corporate boards affect to the performance of the firms. The results showed that the frequency
of board meetings, directors’ attendance behaviors and directors’ age also affected the firm
performance during the crisis.

Unlike previous studies, Horvath & Spirollari (2012) used a sample of 136 firms traded on S&P
500 Index in 2005-2009 to examine the relationship between firm performance and a number
of factors related to the characteristics of board of directors, including the frequency of board
meetings. However, from results of this study, the authors found no relationship between firm
performance and frequency of board meetings.

Johl et al. (2015) stated that board independence did not affect firm performance, while board
size, board accounting expertise and low frequency of board meetings had positive and effective
relationships with firm performance.
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Irshad & Ali (2015) found that independent directors, frequency of board meetings and board
size had a positive impact on the performance of firms measured through coefficients of Q and
ROA. Akpan (2015) also found similar results with a study using a sample of 79 listed
companies in Nigeria from 2010 to 2012.

In Vietnam, empirical studies on the performance of firms in recent years have been paid much
attention by researchers. Some studies showed that financial institutions with higher
management point had higher performance, expressed by indicators of ROE, ROA better than
the remaining financial institutions (Le & Nguyen, 2012). Performance of real estate firms was
affected by the financial leverage ratio, ratio of fixed assets on total assets, ratio of treasure
stock on equity, ratio of sales expenses, general and administrative expenses and operating time
of the firm (Quan & Ly, 2014). Nguyen et al. (2014) showed that short-term debt ratio affected
the firm performance, and factors of long-term debt ratio, firm size and growth did not have an
impact on ROE. Hoang & Vo (2014) said that the percentage of women in boardroom had
positive impact on firm performance in terms of the market value (Q) but did not affect firm
performance in terms of the accounting value (ROE, ROA and ROCE). Vo (2014) showed that
the firms with higher ownership percentage of organizations had higher firm performance and
value as considering the relationship between institutional ownership, firm performance and
value. Le (2015) said that state ownership negatively affected the performance of listed
construction firms, while foreign ownership positively affected firm performance. Test results
also showed that state and foreign ownership had a linear relationship with the firm
performance. To the best knowledge of the authors, as mentioned above, there have been no
empirical studies to examine the relationship between frequency of board meetings and firm
performance in Vietnam up to now and authors produced hypotheses as follows

H1: There is a relationship between frequency of board meetings and performance of
firms.

To clarify the effect of frequency of board meetings to performance in different measurement
coefficients, hypothesis H1 can be divided into three following hypotheses:

H1la: There s a relationship between frequency of board meetings and ROE ratio of firms.

H1b: There is a relationship between frequency of board meetings and ROCE ratio of
firms.

H1lc: There is a relationship between frequency of board meetings ROA ratio of firms.

In addition, the study also explores whether frequency of board meetings of the previous year
affects firm performance in the current financial year or not. Meetings often set up short-term
and long-term operational strategies for the firm, therefore, it takes time for the board to enforce
their ideas during the meetings and to what extent this brings results for the firm in the future
(Vafeas, 1999), so the authors produced hypothesis H2 as follows

H2: Frequency of board meetings affected performance for the next financial year of the
firms.

3 RESEARCH DATA AND METHODOLOGY
3.1 Measurement of variables in the model

Dependent variable: firm performance (FPi): firm performance is measured by three
metrics:

e Ratio of ROA: This indicator provides investors information on profits generated from
investment (or assets). The assets of a firm are formed from borrowing capital and
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equity. Both capitals are used to finance the firm’s activities. The effect of turning
investment capital into profit is expressed through ROA.

e Ratio of ROE: Higher ratio of ROE demonstrates the more effective use of shareholders’
equity, which means that the firm balanced harmoniously between equity and borrowing
capital to exploit its competitive advantages in the process of raising capital and
expanding the scale.

e Ratio of ROCE: is a measure of the firm’s profitability from capital employed. Capital
employed is calculated by equity plus long-term debt of a company (or total capital-
short-term liabilities). In other words, it's all long-term capital employed by the firm.
ROCE shows the effect of creating a profit from capital investments of a firm.

Independent variables:

e Frequency of board meetings (FBMSs);: total board meetings of the firm in the fiscal year
2014.

e Frequency of board meetings (FBMs_2013) i: total board meetings of the firm in the
fiscal year 2013.

Control variables:
e Company size (SIZE) i: is measured by taking the natural logarithm of total assets.
e The firm’s debt ratio (DEBT) i: total liabilities on equity at the end of the fiscal year.
The above contents are presented in Table 1
Tab.1- Measurement of variables in the model. Source: Compiled by authors

Variable | Description | Definition

Independent Variables: Firm performance (FPi)

ROA Return on Assets The ratio of Return on total Assets

ROE Return on Equity The ratio of Return on total Equity

ROCE Return On Capital Employed | The ratio of Return on Capital Employed

Dependent Variables:

FBMs; Frequency of board meetings | Total board meetings of the firm in the year
in 2014 2014.

(FBMs_2013); | Frequency of board meetings | Total board meetings of the firm in the year
in 2013 2013.

Control Variables:

FIRMSIZE Firm size The natural logarithm of total Assets in year

i
DEBT The ratio of debt The total liabilities on Equity in year i

3.2  Regression model
Regression model for hypothesis H1:

FPi=g8, + B,(FBMs), + B,(FIRMSIZE)+fB; (DEBT). + =
Regression model for the hypothesis H2:

FPi=pB, + B,(FBMs_2013), + B,(FIRMSIZE)+f; (DEBT); + &
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3.3  Sample and data

To assess and analyze the relationship between frequency of board meetings and performance
of listed firms, the authors focuses on listed firms of Top VN100. These are the firms with the
largest capitalization and the high liquidity on HOSE.

Research sample: 100 firms of Top VN100, we used 95 listed firms qualified for this study (5
banks inconsistent with the research data were removed), corresponding to 190 observations in
the period of 2 years, 2013 and 2014.

Research Data: Data were collected from information on the financial statements, annual
reports, minutes of board meetings and so on published on the website of HOSE and securities
companies. From the regression results, the authors carried out analysis, evaluation and drew
conclusions about the relationship between frequency of board meetings and firm performance.

4 RESULTS AND DISCUSSIONS

Table 2 describes in detail the business fields of 95 listed firms on HOSE. Among them,
Business field that there is the largest number of firms is the processing and manufacturing
industry, include 32 companies. In this group, the highest frequency of board meetings is 101
times (TAC), the lowest frequency of board meetings is 4 times (VNM, VHC, JVC, LSS), and
the average frequency of board meetings is 14 times.

Tab. 2 — Describing business fields of study’s sample.

Sources: Author’s calculation in www.hsx.vn

Business fields Number of firms
Wholesale and retail trade 7
Real estate 16
Processing and manufacturing industry 32
Administrative activity and support services 1
Finance and insurance services 10
Extractive industry 1
Agriculture, forestry and fisheries 6
Production and distribution of electricity 8
Information and communication 1
Total 95

Table 3 showed data on firm performance, firm size and debt ratio of firms in 2014 (ROA,
ROE, ROCE, SIZE, DEBT), frequency of board meetings in 2013 (FBMs_2013) and 2014
(FBMs) that we obtained from firms’ annual reports, financial statements. It can be seen that
the average number of board meetings in 2013 was 11.97 meanwhile in 2014 was 13.13, which
shows that firms tend to increase frequency of board meetings. In 2013, the firm had a minimum
of 3 meetings per year and a maximum of 101 meetings per year. In 2014, the firm had at least
2 meetings per year and 99 meetings/year in maximum. In addition, the min value of ROE,
ROA and ROCE was -1.07, -0.34, and -0.22, respectively, indicating that although these are the
firms in Top 100 whose stocks have the highest trading values in ranking, certain firms still
suffered losses in the fiscal year 2014.
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Correlation coefficient of variables is described in Table 4. The results showed that there are
no correlation coefficients of variables higher than 0.8 (the highest of 0.787). It can be
confirmed that as using the regression model, it will be less likely to encounter the phenomenon
of multicollinearity. For a more secure test, we also re-tested by using coefficient of VIF
(Variance Inflation Factor) when running the regression and the results revealed no phenomena

ICFE 2016 — The 3 International Conference on Finance and Economics
Ton Duc Thang University, Ho Chi Minh City, Vietham

June 15M-17t

Tab. 3 - Descriptive Statistics. Sources: Author’s calculation

Variable Minimum | Maximum Mean Std. Deviation
FBMs 2.00 93.00| 13.1263 15.34028
ROE -1.07 0.33] 0.1330 0.14739
ROCE -0.34 0.40| 0.1673 0.10460
ROA -0.22 0.25| 0.0761 0.06406
SIZE 27.00 32.14| 28.8675 1.06078
DEBT 0.06 8.01 1.2209 1.19776
FBMs_2013 3.00 101.00| 11.9684 14.82196

of multicollinearity (VIF <5).

Tab.4 - Correlations. Sources: Author’s calculation

FBMs ROE ROCE ROA SIZE DEBT
FBMs | Pearson 1
Correlation
Sig. (2-tailed)
ROE | Pearson -.315™ 1
Correlation
Sig. (2-tailed) 0.002
ROCE | Pearson -0.210"| 0.832™ 1
Correlation
Sig. (2-tailed) 0.041 0.000
ROA | Pearson -0.174| 0.808™| 0.821™ 1
Correlation
Sig. (2-tailed) 0.092 0.000 0.000
SIZE |Pearson 0.028| -0.126 -0.190| -0.279™ 1
Correlation
Sig. (2-tailed) 0.787 0.224 0.065 0.006
DEBT |Pearson 0.136 -0.555""| -0.322""| -0.625™ 0.369™
Correlation
Sig. (2-tailed) 0.189 0.000 0.001 0.000 0.000
**_ Correlation is significant at the 0.01 level (2-tailed).
*. Correlation is significant at the 0.05 level (2-tailed).
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Tables 5 through 7 present regression results for dependent variable of ROE and independent
variable of FBMs to test hypothesis (H1a) in this study. The regression results showed that
frequency of board meetings negatively affected ROE at the level of significance of 5% and
10%. Thus, hypothesis (H1a) in this study is accepted. Specifically, the higher frequency of

June 15M-17t

board meetings the lower ratio of ROE is.

Tab.5 - Model Summary. Sources: Author’s calculation

Model Adjusted R Std. Error of
R R Square Square the Estimate
1 6112 373 352 11861

a. Predictors: (Constant), DEBT, FBMs, SIZE

Tab.6 - ANOVAP . Sources: Author’s calculation

Model Sum of Mean
Squares Df Square F Sig.
1 Regression 762 3 254 18.051 .000?
Residual 1.280 91 014
Total 2.042 94
a. Predictors: (Constant), DEBT, FBMs, SIZE
b. Dependent Variable: ROE
Tab.7 - Coefficients?. Sources: Author’s calculation
Model Unstandardized Standardized
Coefficients Coefficients
B Std. Error Beta t Sig.
1 (Constant) -.095 354 -.269 .789
FBMs -.002 .001 -.242| -2.885 .005
SIZE 012 012 .085 .954 .343
DEBT -.068 011 -554| -6.148 .000

a. Dependent Variable: ROE

Tables 8 through 10 present regression results for dependent variable of ROCE and independent
variable of FBMs test hypothesis (H1b) in this study. The results showed that frequency of
board meetings negatively affected the ratio of ROCE at 10% significant level. Thus, hypothesis
(H1b) in this study is accepted. Specifically, the higher frequency of board meetings the lower

the ratio of ROCE is.
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Tab.8 - Model Summary. Sources: Author’s calculation

Model Adjusted R Std. Error of
R R Square Square the Estimate
1 3728 139 110 .09867

a. Predictors: (Constant), DEBT, FBMs, SIZE

Tab.9 - ANOVAP . Sources: Author’s calculation

Model Sum of Mean
Squares df Square F Sig.
1 Regression 143 3 .048 4.883 .003%
Residual .886 91 .010
Total 1.028 94
a. Predictors: (Constant), DEBT, FBMs, SIZE
b. Dependent Variable: ROCE
Tab.10 - Coefficients?®. Sources: Author’s calculation
Model Unstandardized Standardized
Coefficients Coefficients
B Std. Error Beta t Sig.
1 (Constant) 459 295 1.558 123
FBMs -.001 .001 -171 -1.746 .084
SIZE -.009 .010 -.087 -.832 408
DEBT -.023 .009 -.267| -2.526 .013

a. Dependent Variable: ROCE

Table 11 presents the regression results for dependent variable of ROA and independent
variable of FBMs to test hypothesis (H1c) in this study. The results showed that there is no
relationship between frequency of board meetings and ROA ratio (Sig = 0.264) at the

significance of 5% and 10%. Thus, hypothesis (H1c) in this study is rejected.

Tab.11 - Coefficients?. Sources: Author’s calculation

Model Unstandardized Standardized
Coefficients Coefficients
B Std. Error Beta T Sig.
1 (Constant) 222 150 1.478 143
FBMs .000 .000 -092| -1.123 264
SIZE -.004 .005 -.059 -.673 503
DEBT -.032 .005 -591| -6.718 .000

a. Dependent Variable: ROA

Table 12 presents the regression results for dependent variable of ROE, ROA and ROCE and
independent variable of FBMs_2013 to test hypothesis H2 in this study. The results showed
that the value sig. (ROE) = 0.68, sig. (ROA) = 0.454 and sig. (ROCE) = 0.69 (all>0.05 and 0.1);
which means that all 3 models were no statistically significant at the level of 5% and 10%.
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Thus, the hypothesis H2 is rejected, meaning that frequency of board meetings in 2013 did not
affect the performance of the fiscal year 2014.

Tab.12 - Coefficients®. Sources: Author’s calculation

Model Unstandardized Standardized
Coefficients Coefficients
B | Std. Error Beta T Sig.
Dependent Variable: ROE
1 (Constant) -.139 .369 -.376 .708
FBMs_201 .000 .001 -.038 -414 .680
3
SIZE 013 .013 .090 971 334
DEBT -.071 .012 -577 -5.917 .000
Dependent Variable: ROA
1 (Constant) 218 151 1.449 151
FBMs_201 .000 .000 -.064 -.753 454
3
SIZE -.003 .005 -.058 -.661 510
DEBT -.031 .005 -584| -6.376 .000
Dependent Variable: ROCE
1 (Constant) 439 299 1.467 146
FBMs_201 .000 .001 -.042 -.400 .690
3
SIZE -.008 .010 -.084 -.787 433
DEBT -.024 .010 -279| -2.504 014

In addition, authors also found that the control variable of DEBT had negative estimated
coefficient and sig. <0.05 in all models. This reflects that firm’s debt ratio negatively affected
firm performance, which is consistent with studies of Vo and Hoang (2014), meaning that the
more debt the firms suffer the lower their performance measured by ROE, ROA and ROCE
indicators. Meanwhile, control variable of SIZE is statistically insignificant showing that the
firm performance is not dependent on company size and this result is contrary to the study of
Vo and Hoang (2014) and other studies as examining the relationship between firm
performance and firm size.

5 CONCLUSION

This study investigates the relationship between firm performance and frequency of board
meetings of firms with the market’s largest capitalization and high liquidity on HOSE, with 190
observations for the period 2013 - 2014. The study also looked at the relationship between the
firm’s frequency of board meetings in 2013 with its performance of 2014. The research results
show that the firm’s frequency of board meetings negatively affect firm performance as
measured by ROE and ROCE ratios, which can be concluded that the firms’ more meetings
show their problems and difficulties that negatively affect their performance, especially issues
regarding equity and capital employed. That the board members need to hold meetings to
discuss shows their firm is in trouble, but they fail to solve indirectly. On the other hand, this
result can be because the more meetings are organized, the more costs including energy costs,
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travel expenses, and expenses incurred for the meeting, the firm has to suffer. These costs
negatively influence performance of the firm. In addition, frequency of board meetings does
not have any relationship with the performance of the next fiscal year, which suggests that the
board meetings do not bring about effectiveness in the long term and such meetings fail to
outline long-term plans and strategies but only handle the needs arising in the short term or the
firm’s meetings do not fully take the opportunities to meet, discuss and exchange to create
benefits for the firm. These results also suggest policies for firms to review their meeting
schedules and duration as well as agenda innovation in order to bring about more benefits to
their firms.

6 LIMITATION AND FURTHER RESEARCH

This study provides useful information for the firms to improve their performance by reducing
their frequency of board meetings. However, ROA, ROE and ROCE are not always the best
representatives of firm’s performance and can be influenced by more variables. Authors will
study more by widen variables in the next research. Besides, the selected sample size is
insufficiently large and wide to generalize all of the listed firms on Vietnamese Stock Market,
and the authors failed to gathered data in 2015 due to objective reasons regarding time of
information disclosure of firms, especially information about the firm’s board meetings. In
addition, the authors did not assess the effect of frequency of board meetings in which different
kinds meetings such as direct meetings, meetings via email, and meetings in writing are
classified. The authors will expand the sample size and study period in combination with other
related variables such as ratio of board attendance on total board members or examine the effect
of various kinds of meetings on firm performance to obtain more valuable research results.
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THE IMPACT OF FIRM SIZE AND AUDIT FIRMS’
REPUTATION ON QUALITY OF FINANCIAL REPORTING:
EVIDENCE FROM VIETNAMESE LISTED FIRMS

Hanh Thi My Le, Tra Thi Thanh Nguyen, Ngoc Hong Vu

ABSTRACT

This study aims to explore whether the quality of financial reporting is good by examining the
impact of firm size and audit firms’ reputation on the quality of financial reporting of listed
companies on the Vietnamese stock market. This paper uses 100 samples of (VN100) listed
companies, the questionnaires are used for assessing the quality of financial reporting based on
Framework of IASB (2010) and research of Beest et al. (2009). The results show that the quality
of financial reporting of Vietnamese listed companies was just at an average point, the factors
of firm size and audit firms’ reputation also affect the quality of financial reporting of
Vietnamese listed firms. Specifically, we find that firm size and audit firms’ reputation are
positively associated with the quality of financial reporting. This study is also the suggestion
for investors to consider in making decisions appropriately and for agency policy parties to
provide suitable policies to improve the quality of financial reporting of listed firms on the stock
market.

Keywords: quality, financial reporting, firm size, Audit firms’ reputation, Vietham
JEL Classification: M41, M48

1 INTRODUCTION

The quality of financial reporting is one of the subjects received special attention from the
professional organizations, researchers, investors, financial institutions, etc. in both domestic
and foreign with many different angles, which is mentioned in many important kinds of
literature, especially in framework of the Financial Accounting Standards Board 2010 (FASB)
and International Accounting Standards Board 2010 (IASB).

The quality of financial reporting is affected by these factors: accounting standards, legal
system, execution environment, firm size and financial leverage (Beest et al., 2009). Huang et
al. (2012) examine the relationship between CEQ's age and the quality of financial reporting;
the results show that the age of CEO has an effect on the enterprise’s financial reporting. Hope
et al. (2013) also conclude that the private firms are audited by the Big4 audit firms tend to have
higher quality of financial reporting. In addition, Hassan and Bello (2013) find that firm size,
leverage, independent directors, institutional shareholding, profitability, liquidity, and growth
are all factors which can explain and predict the quality of financial reporting of production
enterprises in Nigeria. Gajevszky (2015) suggests that return on assets (ROA), the cash flow
operating (CFO) can affect the quality of the financial reporting of listed firms in Romania
stock market. Another study suggests that the early compliance with IFRS standards in
Malaysia and Singapore provides higher quality financial reporting (Hla, 2015).

In Vietnam, there are some individual studies related to the usefulness and the quality of
financial reporting (Nguyen T. Hoa, 2007; Nguyen X. Hung, 2010; Le H. Phuc, 2014).
However, at present, there are very few empirical studies examine which factors will affect the
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quality of financial reporting. In addition, financial reporting in Vietnam today still has many
limitations in meeting the useful information to the users. This makes decreasing the efficiency
of economic decisions, limiting the use of resources and investment opportunities. Especially,
listed firms have large market capitalization as VN100; this issue should be considered and
studied specifically. Therefore, this study focuses on the evaluation of the quality of financial
reporting of VN100 listed firms and considers the impact of firm size and audit firms’ reputation
on the quality of the financial reporting of VN100 listed firms. This research is based on the
qualitative characteristics of useful financial information in the pattern of IASB, FASB to
provide a theoretical framework for research background. In addition, this study also refers the
building of 21 scales about the quality of financial reporting (Beest et al., 2009) to measure and
evaluate the quality of the financial reporting of VN100 listed firms based on the scales
adjustment to fit the regulations and conditions of Vietnam today.

With this goal, following this introduction, section 2 will present the theoretical backgrounds
related to the study content. A brief presentation of research methodology and research data
was mentioned in section 3 and the results of the study and discussions were stated in section
4. Finally, this article gave some conclusions.

2 THEORETICAL FRAMEWORK AND RESEARCH HYPOTHESES
2.1  The purpose of financial reporting

The objective of general purpose financial reporting* is to provide financial information about
the reporting entity that is useful to existing and potential investors, lenders and other creditors
in making decisions about providing resources to the entity. Those decisions involve buying,
selling or holding equity and debt instruments, and providing or settling loans and other forms
of credit. (IASB 2010, p.OB2).

Many existing and potential investors, lenders and other creditors cannot require reporting
entities to provide information directly to them and must rely on general purpose financial
reports for much of the financial information they need. Consequently, they are the primary
users to whom general purpose financial reports are directed (IASB 2010, OB5).

The objective of general purpose financial reporting forms the foundation of the Conceptual
Framework. Other aspects of the Conceptual Framework - a reporting entity concept; the
qualitative characteristics of, and the constraints on, useful financial information; elements of
financial reporting; recognition, measurement; presentation; and disclosure - flow logically
from the objective. (FASB 2010, OB1).

"The purpose of financial reporting is to provide the information about the financial situation,
business situation and cash flows of an enterprise, that meet the useful needs for many users in
making economic decisions” (Vietnamese Accounting Standard 21 (VAS), 2003).

2.2  The quality of financial reporting in accordance with IASB and FASB

The quality of financial reporting in accordance with the framework of IASB, FASB (2010) is
divided into Fundamental Qualitative Characteristics and Enhancing Qualitative
Characteristics. Fundamental Qualitative Characteristics: relevance and faithful representation.
Relevant Financial information is capable of making a difference in decisions if it has predictive
value, confirmatory value, or both (IASB, FASB 2010, QC7). Financial information is capable
of making a difference in decisions if it has predictive value, confirmatory value or both. (IASB,
FASB, 2010, QC7). To be a perfectly faithful representation, a depiction would have three
characteristics. It would be complete, neutral and free from Error (IASB, FASB, 2010, QC12).

Enhancing qualitative characteristics: Comparability, verifiability, timeliness and
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understandability are qualitative characteristics that enhance the usefulness of information
which is relevant and faithfully represented. Comparability is the qualitative characteristic that
enables users to identify and understand similarities in, and differences among, items... (IASB,
FASB, 2010, QC21).

Some degree of comparability is likely to be attained by satisfying the fundamental qualitative
characteristics. A faithful representation of a relevant economic phenomenon should naturally
possess some degree of comparability with a faithful representation of a similar relevant
economic phenomenon by another reporting entity. (IASB, FASB, 2010, QC24).

Verifiability helps assure users that information faithfully represents the economic phenomena
it purports to represent. Verifiability means that different knowledgeable and independent
observers could reach consensus, although not necessarily complete agreement, that a particular
depiction is a faithful representation. Quantified information need not be a single point estimate
to be verifiable. A range of possible amounts and the related probabilities can also be verified.
(IASB, FASB, 2010, QC26).

Timeliness means having information available to decision-makers in time to be capable of
influencing their decisions. Generally, the older the information is the less useful it is. However,
some information may continue to be timely long after the end of a reporting period because,
for example, some users may need to identify and assess trends. (IASB, FASB, 2010, QC29).

Some phenomena are inherently complex and cannot be made easy to understand. Excluding
information about those phenomena from financial reports might make the information in those
financial reports easier to understand. However, those reports would be incomplete and
therefore potentially misleading. (IASB, FASB, 2010, QC31).

Financial reports are prepared for users who have a reasonable knowledge of business and
economic activities and who review and analyze the information diligently. At times, even well-
informed and diligent users may need to seek the aid of an adviser to understand information
about complex economic phenomena. (IASB, FASB, 2010, QC32).

The qualitative characteristics of useful financial information in accordance with the IASB and
FASB

Tab. 1 - Qualitative Characteristics of Useful Financial Information.
Sources: IASB, FASB, Framework, 2010

Fundamental Qualitative

Characteristics Relevance Faithful Representation

Enhancing Qualitative Comparability | Verifiability | Timeliness | Understandability
Characteristics

Thus, the quality of the financial reporting is expressed through the benefits that it brings to the
user based on the guarantee of qualitative characteristics of useful financial information (1ASB,
FASB, 2010) or VAS such as relevance, faithful representative, comparability; enhancing
qualitative characteristics: verifiability, timeliness, and understandability. These characteristics
of financial reporting are considered an important basis for assessing the quality of financial
reporting, thereby making economic decisions appropriately.

2.3 Measurement of financial reporting quality and research hypotheses
2.3.1 Measurement of financial reporting quality
Based on the qualitative characteristics of useful financial information 1ASB, FASB and the
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scale of the quality of useful financial information (Beest et al., 2009, Gajevszky, 2015), the
authors build the scale of financial reporting quality in Vietnamese listed firms that include 15
criteria to reflect the qualitative characteristics of financial reporting such as: relevance, faithful
representation and comparability; enhancing qualitative characteristics: verifiability, timeliness
and understandability with the measurement of 5 point levels. The detailed content of the scale
will be presented in the appendix below.

2.3.2 Research hypotheses

According to Beest et al., 2009, there are many factors affect the quality of financial reporting
such as accounting standards, legal system, execution environment, firm size and financial
leverage. Gajevszky (2015) suggests that return on assets (ROA), the cash flow operating
(CFO) can affect the quality of the financial reporting of listed firms in Romania stock market.
The previous study also finds that firms audited by Big4 audit firms tend to provide the higher
quality of financial reporting.

In this study, the authors examine the impact of firm size and audit firms’ reputation on the
financial reporting quality of VN100 listed firms in Vietnam with the hypotheses as following:

Hypothesis 1: Firms audited by Big4 audit firms have the higher quality of financial reporting
than firms audited by Non-Big4.

Hypothesis 2: There is a positive association between listed firm size and the quality of financial
reporting.

3 RESEARCH METHODOLOGY
3.1 Research data

This study limits the scope of the sample in 100 listed companies (VN100) published on
https://www.hsx.vn at the period 2/2014.

The features of VN100 indices and the companies in VN100: VN100 includes 100 codes with
the largest market capitalization, 30 codes with the largest market capitalization will be selected
in accordance with some new criteria for calculating VN30 indices, and the next 70 codes for
VNMidcap (midrange shares), the rest for VNSmall.

The shares cannot be in disclosure violations group, under control, suspended the transaction
for 3 months. In addition, shares have listed time over 6 months (shares in top 5 market
capitalization are 3 months) and the volume of free transfer is over 10% (codes in the top 10
market capitalization are 5%) (HOSE, 2015).

This study uses consolidated financial reporting audited in 2014, explanation reporting before
and after the audit in 2014, which are published on http://www.hsx.vn website on Ho Chi Minh
stock market (HOSE).

3.2 Variable measurement
3.2.1 Audit firms’ reputation

The comments of auditors on financial reporting play an important role in the financial reporting
of listed firms. Financial reporting audited by Big4 (KPMG, PWC, E & Y and Deloitte) is one
of important basis to consider the faithful representation and relevance of financial reporting
information. With the experience and prestige all over the world, Big4 is considered the
assurance of financial reporting quality of firms. According to Hope et al. (2013), firms audited
by Big4 tend to provide a higher quality of financial reporting.

This study uses the clustering of audit firms in accordance with previous studies, the audit firms
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are classified into 02 groups: Big4 audit firms include KPMG, PWC, E&Y and Deloitte; the
rest audit firms are Non-Big4 (Gajevszky, 2015; Le H., 2015).

Because audit firms’ reputation are the qualitative variables, therefore, this study uses dummy
variables to replace with the value of one if firms audited by Big4 audit firms, otherwise zero.

3.2.2 Listed firm size (SIZE)

The previous studies show the evidence that firm size has capable of explaining and predicting
the quality of financial reporting of the enterprises (Hassan & Bello, 2013). Beest et al., 2009
also suggest that firm size (SIZE) has an effect on the quality of financial reporting, and these
results are also consistent with the previous studies. However, Gajevszky (2015) find that there
is no relationship between firm size (SIZE) and the quality of financial reporting in the Romania
stock market. The listed firms have big size are the firms which have large shares and
shareholders. The pressure from the shareholders of these listed firms makes them have to
provide more information on the financial reporting and this information should be useful for
shareholders to ensure their benefit and restrict the investment risks. Therefore, firms have large
scope tend to provide more information so that the qualities of the financial reporting of these
firms are also higher.

In the research model of Beest et al. (2009) and Gajevszky (2015), firm size (SIZE) is measured
by total assets. However, according to Le, H. (2015), if firm size (SIZE) measured by total
assets and there are also audit firms’ reputation variable in the same model, that will occur the
multicollinearity. In addition, Gajevszky (2015) also shows that both firm size (SIZE) and audit
firms’ reputation are not the factors affecting the quality of financial reporting on the Romania
stock market. Therefore, to overcome the multicollinearity in the model as well as to eliminate
all factors that influence the research, the authors propose the measurement of firm size (SIZE)
will be replaced by total revenue of the company in 2014.

3.3 Building the quality assessment of financial reporting of VN100 listed firms

This study refers the definition of qualitative characteristics of financial information (IASB,
FASB, 2010) and scales of Beest et al. (2009) to build the scales. The scales of Beest have the
content related to corporate governance, annual reports, internal reports, this study does not use
all because of the research limitation, therefore, this study only assesses the quality through
financial reporting. Besides, the authors also refer the scales in the previous study of Le H.
(2015). Therefore, in this study, the scales of financial reporting quality of VNZ100 listed firms
are based on the definition of qualitative characteristics of financial information (IASB, FASB)
and are built on the scale of Beest et al. (2009). The scales are as following:

(R) Relevance: requires financial information to have the difference in making a decision,
specifically, the information need to have predictive value and confirmatory value or both.

(F) Faithful representative: There are three characteristics of faithful representation:
Completeness (adequate or full disclosure of all necessary information), Neutrality (fairness
and freedom from bias), and Free from error (no inaccuracies and omissions).

(U) Understandability: The information is classified, described, and presented clearly and
concisely.

(C) Comparability: Information reported by enterprises will become more useful if it is
compared similarly with other enterprise’'s reporting or same enterprise in different information
period.

(T) Timeliness: means providing information to decision-makers in time.
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4 RESULTS AND DISCUSSIONS
4.1 Research results
4.1.1 Descriptive statistic
Tab. 2 - Descriptive statistics. Sources: Author’s calculation

Variable N Minimum | Maximum Mean S.td'.
Deviation

Relevance (R) 100 1.0 5.0 2.045 1.0662
Faithful

representation (F) 100 3.0 5.0 4.660 0.4900
Understandability (U) | 100 2.25 4.0 2.628 0.3380
Comparability (C) 100 2.0 4.0 2.332 0.3306
Timeliness (T) 100 1.0 5.0 2.82 1.1114
The quality of 100 2.40 340| 2871 021521
financial reporting

Table 2 presents that the quality of financial reporting of Vietnamese listed companies is just at
an average point (2.87). Among them, relevance has the lowest mean value 2.045; Faithful
representation has the highest mean value 4.660. Besides, the empirical survey in VN100 listed
firms has 92/100 financial reporting accepted fully by auditors. Relevance has the lowest value
against the rest qualitative characteristics; this is quite understandable because the information
needs to have predictive value and confirmatory value or both (IASB, FASB, 2010, QC7).
However, most VN100 listed firms do not present predictive information. There are about 5
companies that financial reporting has presented non-financial information, the lawsuit issues,
tax arrears issues, etc. such as Binh Minh Plastic Joint-stock company (BMP). Therefore,
investors or lenders do not have more information to make judgments about the operations of
firms at present or future.

4.1.2 Hypothesis test results
This study mainly uses the parametric tests to test the hypotheses. The results as following:
< Audit firms’ reputation

Hypothesis H1: Firms audited by Big4 audit firms have the higher quality of financial reporting
than firms audited by Non-Big4.
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Tab. 3 - The differences between firms audited by Big 4 and firms audited by Non Big 4 with
the quality of financial reporting. Sources: Author’s calculation

Audit firm Quantity
(AF) Mean Std. Deviation | Std. Error Mean
BIG 4 67 2.9333 .20367 .02488
NONBIG 4 33 2.7434 18114 .03153
Equal variances assumed Equal variances not assumed

Levene's Test F .964

Sig 329
t-test T 4.542 4.728
Sig (2-tailed) .000 .000

Table 3 has the mean value of Levence test 0.329 (>0.1), the mean value of t test in Equal
variances not assumed is 0,000 (sig < 0,1).

The difference between firms audited by Big 4 audit firms and Non-Big 4 has the reliability
99%. According to this result, we can affirm that quality of financial reporting audited by Big4
and Non-Big4 are different. That means hypothesis 1 is accepted. As such, firms audited by
Big4 have a higher quality of financial reporting than Non-Big4. These results are also
consistent with the research of Hope et al. (2013) and different with results of Gajevszky (2015)
in Romania stock market.

7

< Size variables

Hypothesis 2: There is a positive association between firm size and the quality of financial
reporting.

Tab. 4 - Correlation between Size Variable and The quality of financial reporting.
Sources: Author’s calculation

Variables Log_SIZE
Parametric Testing Pearson Correlation 371
Sig.(1-tailed) 000
** Correlation is significant at the 0.01 level (2-tailed).

The result in table 4 presents the correlation between size and the quality of financial reporting.
The Pearson’s coefficient has value .000 <5%, it means there is a significant association
between the quality of financial reporting and size variable. We can conclude that if the firm
size is bigger, the quality of financial reporting will higher. This study is also appropriate with
previous studies (Beest et al., 2009, Hassan & Bello, 2013) and different with studies of
Gajevszky (2015) in Romania listed firms.

4.2

From the correlation test, the results show that audit firms’ reputation and firm size have an
impact on quality of financial reporting in 100 largest listed firms (VN100).

Discussions
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Firms audited by Big4 have a higher quality of financial reporting than firms audited by Non-
Big4. From the empirical surveys of VN100 listed firms on HOSE in 2014, there are 67/100
listed firms audited by Big4. And in these 67 firms, there are 49/67 listed firms (73.13%) owned
by foreign investors with over 10% of the capital structure. Firms with stock code such as VNM,
REE, DHG, DMC and CTD have 49% foreign ownership ratio in ownership structure. Because
investors can not directly check the presented information on the financial reporting, so
companies with high foreign ownership ratio will require the listed firms to present the
information in detail to guarantee the benefit and diminish investment risks. Moreover, the
presented information on financial reporting is required to audit by Big4, to ensure that it is
faithful and reasonable. Besides, in 29 listed firms with the highest points of financial reporting
quality have 26/29 financial reporting audited by Big4. This results are also consistent with the
findings of Hope et al. (2013) and different with the research results of Gajevszky (2015) in
Romania stock market.

In addition, we also find that there is a positive relationship between firm size and the quality
of financial reporting. According to the survey, there are 29/100 companies with the highest
point of financial reporting quality, which are companies with the largest income in VN100
listed firms as well as Vietnamese stock market such as VNM, FPT, HAG, SSI, MSN, and REE.
Moreover, the above companies also have a large number of listed shares, shareholders, funds
and individual foreign investors with high ownership ratio. Hence, the listed firms need to
provide more information and higher quality of financial reporting for investors. The research
results are also appropriate with the findings of Beest et al. (2009) on the US, UK and
Netherlands stock market.

5 CONCLUSION

This study examines the level of quality of financial reporting in group VN100 listed firms and
factors affect the quality of financial reporting of 100 largest listed firms on Ho Chi Minh stock
market.

The results show that the quality of the financial reporting of VN100 listed firms has relatively
low points level, it indicates that although this study uses 100 samples of largest listed firms on
HOSE, however, the level of the quality of financial reporting is unequal and big different. The
average point of quality of financial reporting of VN100 listed firms is quite low, the lowest of
average point is 2.40 and the highest is 3.40. There are 71/100 companies have points level
from 2.40 to 2.93, 29/100 companies are from 3.00 to 3.40. From 15 criteria surveyed for
VN100 listed firms, we can see that although 100 companies are the largest listed firms on
HOSE, however, the survey results above indicate that the companies still have many mistakes
in the presentation and disclosure of information on the financial reporting. This affects the
quality of presented information on financial reporting and diminishes the quality of financial
reporting and prestige of listed firms as well as Vietnamese stock market.

Firms audited by Big4 have a higher quality of financial reporting than Non-Big4. The study
results also showed that the listed firm size and reputation of audit firms affected on quality of
financial reporting. This shows that the auditing quality is highly evaluated by the investors
when considering the quality of financial reporting. Auditing should be paid much attention in
order to contribute to enhancing the quality of financial reporting. In addition, this study also
shows that size has a positive effect on quality of financial reporting. In order to set up the good
information systems, the companies must be large enough to send the cost for organizing the
accounting information system.
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These results are also the suggestion for investors to consider in making decisions appropriately.
Moreover, this study is also useful information for related objects for those who are interested
in the quality of financial reporting to consider when making decisions. For parties issuing
agency policies for the stock market, this study is also useful reference information to provide
appropriate policies to improve the quality of financial reporting of listed firms on the stock
market. This study is still some limitation. The scope of the sample is small and some factors
can affect on the quality of financial reporting are not mentioned in this study.
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Appendix 1 — Scale the quality of financial reporting

Features

Sign

Questions

Score

Scales

Resoures

4Z2><mrm=>

R1

To what extent does the
presence of the forward-
looking  statement  help
forming expectaions and
predictions concerning the
future of the company?

1

1= No events occurring after the balance sheet
date

2= Events occurring after the balance sheet
date are not included in the notes to the
financial statements

3= Events occurring after the balance sheet
date are included in the notes to the financial
statements

4= Events occurring after the balance sheet
date are included in the notes to the financial
statements but incomplete

5= Events occurring after the balance sheet
date are included in the notes to the financial
statements for the user useful decision

Beest et al.

(2009)

R2

To what exent does the
company use fair value
instead of historical cost?

1= only historical cost

2= Most historical cost

3= blance fair value/ historical cost

4= Most fair value

5= Only fair value

Beest et al.
(2009)

rcnId=—>mT

F1

Which types of auditor's
report is included in the
annual report?

1= adverse opinion

2= disclaimer of opinion

WIN|RPIO|RWNIER ol

3= qualified opinion

4= unqualified opinion : finacial figures

5= unqualified opinion
+internal control

. finacial figures

Beest et al.
(2009),
(Le, Hanh,
2015)

F2

Materialitymistake degree of
financial statements

IThe percentage difference in profit before and
after auditing 10% threshold

IThe percentage difference in profit before and
after auditingthreshold <5 % to 10 %

IThe percentage difference in profit before and
after auditingthreshold <1% - 5 %

IThe percentage difference in profit before and
after the audit threshold <0.5% -1 %

IThe percentage difference in profit before and
after the audit threshold < 0.5% - 1 %

(Sample Audit
Program,
VACPA)

F3

Reputation of audit firm

Other company

ACPA, AVA, TDK TL, VACO, CPA

(Auditing
quality
Inspection
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Features | Sign Questions Score Scales Resoures
3 |AAC, GTV, AFC VN, VAE seApgg,A
4 AASC, A&C, DTL, AISC 2014), (L,
5 [Big4 Hanh, 2015)
1 [1=no explanation Beest et al.
2= very short description, difficult to | (2009)
2 understand
H ;Otréhg‘;; ﬁtg:csihaergtt:r? dnotes 3 3= explanation that describes what happens
D income statement 4= terms are explained ( which assumptions
E Ul | sufficiently clear? 4  ct)
5= everything that might be difficult to
F; 5 |understand is explained
T To what extend does the ; ;; T?Ze;(&lsﬁstlon (Bz%e&t))et al.
present of graphs and tables =
A u2 A 3 PB=3-5graphs
clarifies  the  presented 4 =610 n
N information? grapns
D 5 [b=> 10 graphs
A 1  |No Notes to the financial statements
B 2 [1-16 papers notes to the financial statements | Beest etal
I U3 Whats is the size of the 3 [17-25 papers notes to the financial statements (2009)
glossary?
L 4 [26-36 papers notes to the financial statements
| 5 =37 papers notes to the financial statements
T no glossary Beest et al
. . 1 paper glossary (2009)
Y U4 \g/\I/::St:ryl)s the size of the > papers glossary
' 3 parpers glossary
>=4 glossary
1 [1=changes not explained Beest et al
To what extend do the notes 2 [2= minimum explanation (2009)
Cl |to changes in accounting 3 B=explained why
policy explain implications [ 4 |4= explained why + consequenes
of the change? :
5 B= No changes or comprehensives notes
C To what extend do the notes 1  [1=revision without notes Beest et al
o) revisions in  accounting 2 =revision with few notes (2009)
M C2 | estimates and judgements of 3 [3=no revision/ clear notes
explain the implementation 4 A= clear notes/ implications (past)
P of the revision? 5 5= comprehensives notes
A To what extent did the 1 [1=no adjustments Beest et al
R company adjust 2 [2= described adjustments (2009)
A previousaccounting period’s 3 3= actual adjustments (one year)
B c3 figgres, for the effect of 4 4= 2 years
I tr;]elmple_mentatlon_ of i a
L || e ot 20y | s+ o
I in accounting estimates?
T To what extend does the 1 |no comparison Beest et al
Y company provide a 2 lonly with previous years (2009)
comparison of the results of 3 with 3 years
C4 | current accounting period 4 B years+ description of implications
with previous accounting . S
periods? 5 B years + description of implications
To what extent does 1 [1=no ratios Beest et al
thecompany presents 2 [2=1-2 ratios (2009)
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Features | Sign Questions Score Scales Resoures
C5 | financialindex numbers and 3  [3=3-5ratios
ratios in 4 ¥4=6-10 ratios
the annual report? 5 |5=>10 ratios
(Le, Hanh,
T 1  [Submit financial Statement filed late 2015), (Circle,
I __ _ _ i 155/2015
2 Submi Financial Statement filed on time or ,fvietnam’s
M garly 1day Ministry on
E T1 | The time releases audit report 3 Sutl)mlt financial statements from 2 to 14 days| Finance)
early
I 4 Submit financial statements from 15 to 28 days
N early
E 5 Sumit Finance report filed earlier from 29 days
or more
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ORGANIZATIONAL TRAUMA: DOES IT REALLY EXIST?

Stanislav Hasa, Martin Lukes

ABSTRACT

The conceptual paper presents the state of the art review of a newly emerging concept of
organizational trauma, with focus on its theoretical definition. While we can assume that people
in organizations exposed to distressing events may suffer collective traumas in the same way
as any other social groups, there has been surprisingly lack of studies that recognize the
existence of this phenomenon as such. Incidental reports in literature suggest that institutions
are in no way immune to suffering symptoms of collective trauma. Hence, when affected by
events with a strong adverse impact, an organization (or parts of it) may show signs of collective
traumatization. An organizational trauma shows causative mechanisms and own
symptomology. The absence of recognition of the traumatizing nature of distressing events,
actually inhibits the healing process in the affected community. Therefore, when trauma-like
events occur in organizations, it is essential for leaders to acknowledge its distressing nature
and to get awareness what is actually going on, in order to be able to mitigate emotional as well
as functional consequences. This paper proposes possible means of intervention and possible
methods to study and measure the impact of organizational trauma empirically.

Keywords: organizational trauma, symptoms of organizational trauma, causes of
organizational trauma, employee well-being, impact of organizational change, collective
trauma in organizations

JEL Classification: 131, M14, M54

1 TRAUMA IN ORGANIZATIONS

Life in today’s organizations has its upsides and downsides. On the one hand, employee’s life
in corporations is becoming easier compared to the situation observed decades ago. The Labor
Code establishes limits to working time and protects the worker’s rights, work-life balance is
no longer a taboo word and many employees focus significantly more on getting a reasonable
amount of leisure time to replenish their energy. There is an ongoing discussion in many
organizations about employee engagement, which implies that a “job” can also be a source of
fulfillment and self-realization. So, under favorable circumstances, the life in an organization
can be quite comfortable. However, in today’s VUCA (volatility, uncertainty, complexity and
ambiguity) environment many organizations are confronted with sudden unexpected changes
that can have a negative impact on workers’ lives (e.g., mergers, transformations, downsizing,
etc.). When such organizational turbulences overcome the employees’ coping capacity, they
can lead to psychological wounds that take time to heal. When such “wounding” affects a group
of employees or a large portion of the organization, we can then talk about a group trauma. One
can assume that such “organizational trauma” has an impact not only on the well-being of
employees, but also on their individual performance which ultimately affects the performance
of the entire organization. As pointed out by De Klerk (2007), unresolved emotional trauma is
a significant barrier to employee performance.

2 TRAUMA: A PSYCHOLOGICAL PERSPECTIVE

Present research in the field of trauma and post-traumatic stress disorder (PSTD) provides a
rather detailed description of individual trauma, including its causative mechanisms, symptoms
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and impact on the level of dysfunctional behavior of the individual (Allen et al, 2001. Stuart,
1996). Trauma can be understood as a reaction to disturbing events that the individual has no
control of (or lacks the perception of control) and which flood the psyche in a way that the
person can no longer integrate and make sense of what is happening to her (Kahn, 2003. Stuart,
1996). The traumatizing event thus dramatically undermines the sense of personal integrity and
welfare. A shock and a slightly altered state of consciousness always comes with the trauma,
accompanied by confusion and a freezing reaction, often followed by feelings of anger,
helplessness and depression. The intensity of traumatic experience depends on the subjective
perception; the more intensely we experience the traumatic event, the deeper and longer-lasting
is the impact on the individual, regardless of the event’s “objective strength” (Stuart, 1996).
When a trauma is not recognized as such in the given social context and the victims try to detach
from the traumatic event without “processing” it, the trauma has a tendency to be “replayed” in
forms of flashbacks, nightmares and physical symptoms (Audergon, 2004). Subsequently, the
trauma has an extremely negative impact on the individual psyche and it significantly
undermines people’s ability to fully utilize their potential and skills.

An unprocessed individual trauma is subsequently transformed into a post-traumatic stress
disorder, which can be characterized by the following symptomatology (Courtois, 2008, p.
414): 1) ,,Alterations in the regulation of affective impulses such as difficulty with modulation
of anger and self-destructiveness, 2) Alterations in attention and consciousness such as amnesia,
dissociative episodes and depersonalization, 3) Alterations in self-perceptions such as chronic
sense of guilt and responsibility and intense shame, 4) Alterations in perceptions of the
perpetrator, i.e. incorporation of his/her beliefs, 5) Alterations in relationships to others such as
not being able to trust and feel intimate, 6) Somatization and/or medical problems, and 7)
Alterations in systems of meaning such as feeling hopeless about finding anyone to understand
them.*

At present, numerous studies also explore the topic of collective trauma, i.e. a traumatic
experience that affects a larger group of people who thereafter exhibit similar maladaptive
behavior and emotional patterns. In the long term, these symptoms may shape social norms of
the affected group and create a long-term mood and anxiety in the community. The most
researched collective traumas include war conflicts, genocides and severe marginalization of
ethnic and other minority groups (Luszczynska, Benight and Cieslak, 2009; Audergon, 2004).

According to Erikson, individual trauma interferes "only" with the intrapersonal structure of
the individual, while collective trauma disrupts and alters the structure of social bonds of a
community or a group of people (Erikson, 1995). An important finding concerning collective
trauma is that the traumatic event does not only affect the direct participants in the traumatic
event, but its impact is trans-generational. More specifically, the next generation that has not
personally experienced the traumatic event may replicate the maladaptive behavior patterns of
the direct victims. The same phenomenon is observed in individual traumas when e.g.
grandchildren may show certain similar patterns of behavior as their traumatized grandparents
(Hormann and Vivian, 2005). Thus while the group trauma is always experienced subjectively,
it has at the same a collective dimension that transcends the individual experience.

3 ORGANIZATIONAL TRAUMA: A DEFINITION

Most trauma research studies that focus on organizational context deal with the trauma of
individuals who have been directly or indirectly affected by challenging situations as part of
their working environment (Gabriel, 2012. Burke, 2012) The majority of studies focus on
professions that are more likely to be exposed to traumatizing events as part of their duty, e.g.
medical staff, firemen, soldiers, policemen (Burke, 2012. Byron & Peterson, 2002). However,
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only few of studies explore the collective dimension of organizational trauma (e.g. Hormann &
Vivian 2005. Audergon 2004) and only a handful of scholars directly mention the existence of
organizational trauma as a distinctive phenomenon (from the theoretical point of view)
(deKlerk 2007. Kahn 2003. Hormann & Vivian 2005. Gabriel 2012) . An organizational
research on this topic is still missing.

When employees of an organization are exposed to a negative event of such intensity that it
exceeds their capacity to cope with the situation, they will be prone to suffer a trauma. We
assume that similarly, as in the case of other traumas affecting groups, when a significant
portion of individuals in the organization or its parts is either directly or indirectly affected by
a traumatic event, the trauma will acquire a new, collective dimension. Employees within the
affected group share their experience, approximate their behavior patterns and gradually create
a “shared story” that makes sense of the events enabling to “interpret the reality". A shared
identity in the affected group emerges and the group begins to define itself as “we” and see
itself as different from the rest (“them’). The trauma, as well as the role of the “perpetrator”
and the traumatized (the victim), acquires a collective dimension, even though the trauma itself
is always anchored in the distinctive experience of each individual concerned (Kahn, 2003,
Gabriel, 2012).

Gabriel (2012) writes about organizational “darkness™ where unspoken injuries are hidden,
while on the outside people behave as if everything was “alright”. Nonetheless it is as if in the
background there is an invisible power which can determine the fate of individuals, who then
need to search for scapegoats, victims and oppressors (Gabriel, 2012). Thus the organizational
trauma is characterized by a "deadlock” of the entire affected group which remains stuck in
patterns of dysfunctional behaviors; collective relations with the outside world are also
damaged. At the same time a “trans-generational” traumatization (Kahn, 2003) can also occur.
According to Hormann and Vivian (2005), an organization can suffer a trauma in a similar way
as the individual — when its self-defense mechanisms are overwhelmed and feelings of
helplessness emerge in the collective. In a similar way Burke (2012) defines organizational
trauma as a set of organizational responses to one or more events that go beyond the
organization's ability to handle the situation adaptively, leading to dysfunctional patterns of
behavior in the organization.

We suggest that the emergence of a common identity (“we"), collective patterns of behavior
and shared ways of experiencing the traumatizing event in the affected group is what
distinguishes organizational trauma from an individual trauma without collective dimension.
Through these elements a traumatic event in an organization acquires collective dimension.
Building on these ideas, we propose the following proposition:

Proposition 1: Organizational trauma includes a collective dimension that is manifested
through “shared story” and collective identity “we” versus “the others”.

Three distinctive roles can be described: the survivors (affected directly, they were in “the
center of events or were victims of it), the witnesses (affected indirectly, close observers with
personal or other relations with survivors) and the perpetrators (or somebody who executed
decisions). Gabriel (2012) describes 5 stages of survivors’ reaction to trauma: 1) Denial, 2)
idealization of the lost ones, 3) anger at their disappearance, 4) guilt, self-accusation and blame
for "not having done enough™ and 5) scapegoating others.

Quite interestingly, the “perpetrators group” in organizations tends to respond similarly. Stuart
(1996) points out that these individuals also show stress, worry, angst and grief — feelings often
associated with victims of disasters, catastrophes or abuse. Organizational trauma thus affects
those who are directly involved in the event (victims, perpetrators) as well as those affected
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indirectly (survivors and witnesses) (De Klerk, 2007). Moreover, in the same way as the
individual trauma diminishes individual performance, the organizational trauma leads to a
reduction of organizational performance (or the performance of its affected parts).

4 SYMPTOMATOLOGY OF ORGANIZATIONAL TRAUMA

The emergence of shared, collective identity is characteristic for groups affected by
organizational trauma; the sense of “we” is created through which the survivors group defines
itself and thus splits from the rest of the organization, the management or the owners. The
“shared story” is being replayed in social interactions which revolve around the traumatic event
and rumors emerge, including worries about the future. Hormann and Vivian (2005) enumerate
a number of potential symptoms of organizational trauma. The first is isolation of the group
from the outside: the traumatized group sets itself aside from the rest of the organization. The
“rest” (or its parts) is perceived as a source of danger and is vilified whereas the perception of
the in-group (“we”) is progressively idealized. The group is closing inwards and becomes more
defensive and resistant to change. Further, the in-group loses the ability to “objectively” assess
external events, intensifies the internal life and personal relationships become more and more
important. New (perceived) roles emerge: the perpetrator (perceived as omnipotent) and the
victims (perceived as powerless). People affected by the organizational trauma show signs of
PSTD, lose the sense of meaningfulness of the work or the organization as a whole, detach from
the organization's mission and apply purely transactional approach to work. Moreover, stress
and anxiety can be “transmitted” to individuals who were affected by the events only indirectly
or not at all (secondary traumatization). It leads us to the following proposition:

Proposition 2: The long-term organizational trauma can be displayed on the individual
level as an “aggressor introject”, which subsequently leads to the feelings of
helplessness and being a victim and, consequently, to resistance to change.

Overall, in the current literature, there is insufficient attention to the collective processes and
collective phenomena which are caused by the organizational trauma. We can assume, that there
is a disproportional distribution of the power, one group is suffering, and other speaks of the
necessity of change and moving forward. The dominant group yet refuses to include the
traumatic story into its own story. At the same time there is no protection mechanism that would
help to face the trauma; the trauma and traumatized group are marginalized. These thoughts
lead us to propose the following:

Proposition 3: The dominant group enforcing change doesn’t accept the perception and
story of a marginalized group of survivors and push them to overcome the difficulties
and move further.

5 CAUSES AND MECHANISMS OF ORGANIZATIONAL TRAUMA

Burke (2012) suggests that possible causes of organizational trauma include organizational
restructuring associated with headcount reduction, mergers and acquisitions, sudden deaths and
suicides at the workplace, terrorism, natural disasters and severe accidents at work.
Organizational trauma can affect the whole organization (most frequently as a result of “big”,
external events, e.g. 9/11, a hostile takeover by a competitor) or only its parts. Emotional
wounding in organizations may also be caused by abuse of power and rank, manipulation,
demeaning negative feedback, cynicism, gossip, humiliation and insensitive cost-cutting and
lay-offs (De Klerk, 2007).
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Events leading to organizational trauma can be categorized following several criteria: 1. Origin
of the trauma: internal or external events. According to Byron and Peterson (2002), most of the
existing studies focus on internal events and study the impact of trauma on mental health. 2.
Time: acute or chronic stressors. According to Beehr et al (2000), the acute stressors tend to
have a more devastating impact which lasts longer, than impact of the chronic stressors (e.g.
work-life (dis)balance). 3. Visibility: visible causes (restructuring, deaths, etc.) or “invisible”
causes (bulling, manipulation, abuse of power). Thus,

Proposition 4: Organizational trauma is caused by organizational change,
restructuring, reorganization, and by maladaptive management style.

Gabriel (2005) describes the process of projective identification through which the traumatized
group creates a shared identity and sets itself apart from the rest of the organization. When a
trauma is not dealt with properly, it has a tendency to spread to groups who did not experience
the trauma themselves, resulting in a secondary or vicarious traumatization (Figley, 1982;
Pearlman & Saakvitne, 1995) and compassion fatigue (Figley, 1995). According to Hormann
and Vivian (2005), when the trauma imprints into the organization’s culture, become a part of
organization’s identity; through a mechanism of emotional contagion and socialization the
trauma spreads to the next generation of workers who have not experienced trauma themselves.
Therefore, we suggest

Proposition 5: When organizational trauma becomes a part of organizational identity,
it influences other employees who didn’t experience the traumatic events.

The way in which an organizational change is announced, presented and handled with may be
experienced as traumatizing in a similar way as the change itself (Stuart, 1996). When a
transformation is performed and communicated impersonally, cynically and without respect,
then the employees affected by the event may internalize this approach. This ultimately leads
to numbness and emotional withdrawal (Gabriel, 2012). Employees begin to perceive
themselves as a “resource” and this leads to a transactional approach to work and consequently
to a reduction in performance. We posit following proposition:

Proposition 6: The incorrect way of performing and communicating organizational
change leads to emotional withdrawal and increase of transactional approach to work.

We can state, that there is no sufficient description of the process and mechanism of the
organizational trauma origin in the literature so far. It seems that the key topic is the common
emotional wound and its “non-recognition” and the effort of the affected group to try to cope
with the situation. The important topics are the ranks, guilt attribution, projective identification,
perceiving of the own power, marginalization and group self-awareness.

Organizational trauma and performance

The phenomenon of organizational trauma has not yet been explored in depth in empirical
research. Existing studies mostly focus on the impact of trauma on individual performance.
Nonetheless it is to be expected that negative effects on performance should also appear on the
level of organizational performance. Allen et al (2001) reported a negative impact of layoffs on
survivors’ performance. More specifically, they observed a decrease of organizational
commitment and job involvement, lower satisfaction with job security and increased intent to
turnover. While satisfaction with top management continued to increase with time, job
involvement continued to decrease. High involvement employees seemed to be the most
sensitive group to such organizational changes.
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Even though no definite data is available on the impact of organizational trauma on the
performance of the organization as a whole, available studies do point in that direction. Sahnev
(2004) suggests that organizational performance can be negatively influenced just by the fact
that the management announces organizational changes. After downsizing job attitudes such as
job satisfaction, organizational commitment, job involvement and intentions to turnover
become less favorable (Kozlowski et al, 1993). Noer (1993) mentions the phenomenon of 'lay
off survivor sickness’ - a term describing common symptoms of guilt, lack of organizational
commitment and fear typical for survivors of downsizing. Sahnev (2004) reports a negative
impact of organizational trauma on employee engagement, while other studies demonstrate a
strong relationship between employee engagement and well-being and employee performance
(Harter et al, 2002; Vanhala et al, 2006; Van De Voorde et al, 2012). Byron and Peterson (2002)
showed that people who experienced acute stressful event had a higher rate of absenteeism in
the following period and decreased job satisfaction. Finally, Brenner et al (2004) reported that
the occupational injuries occur more frequently in workplaces undergoing transformations.
Based on these ideas, we can propose following:

Proposition 7: Organizational trauma has strong negative impact on individual well-
being and engagement of employees.

6 INFLUENCING AND HEALING ORGANIZATIONAL TRAUMA

An active approach to (potentially) traumatizing organizational changes should become an
integral part of change management and transformation programs (De Klerk, 2007; Gabriel,
2012). In the first place, the negative consequences of traumatizing events can be mitigated by
publicly recognizing them as such. Leaders can have a major positive impact on healing of
organizational wounds by ,,acknowledging of existence of trauma, providing a safe place,
bringing the trauma into awareness, and allowing the expression of and dealing with the
emotion“ (Burke, 2012). Getting an insight into what is happening and accepting the feelings
associated with the trauma is essential (Moules, 2004), as well as recognizing the role of
managers as facilitators of group processes associated with experiences around the trauma
(Kahn, 2003; De Klerk, 2007; Dutton, 2002). A greater degree of compassion can promote the
healing of organizational wounds (Dutton, 2002; Audergon, 2004). The managers’ ability to
enable sympathetic responses to trauma (as opposed to suppressing them) directly affects
organizational ability to maintain high performance in the difficult times (Dutton, 2002). Active
listening and an attempt to understand the traumatic experience from the victims’ and survivors’
point of view are essential (Stuart, 1996).

Most change management models focus on “selling” changes to the employees. However, many
employees must grieve and mourn before they will be open up to see a new exciting future full
of possibilities. De Klerk (2007) proposes four steps for treating the trauma: 1. Acknowledge
the existence of trauma - organizations must do and be willing to deal with it openly. Only that
way victims, survivors, witnesses and even perpetrators can reach contentment. Acknowledging
the existence of trauma and supporting process of trauma healing is the role of the leader. 2.
Provide a safe space to work through the trauma — as symptoms of trauma are often associated
with weakness many victims are ashamed. They need to be provided with a safe space where
they are allowed to express their feelings without embarrassment. 3. Symbolizing the trauma
and putting it into perspective — trauma experiences need to be brought into awareness.
Effective way is to develop a narrative. This helps to find meaning in traumas. 4. Allowing
emotions and dealing with the emotions — time need to be granted to allow to complete the
grieving process.
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Some authors also suggest that strengthening of organizational resilience can reduce the
vulnerability to suffer organizational trauma. For instance, Sheffi (2005) emphasizes the
concept of “resilient organizational culture” where teamwork, collaborative spirit, engagement
and personal relationships act as protective factors for the organization in the time of crisis.
Based on these suggestions we propose the following:

Proposition 8: There is a significant difference between traumatized groups which could
talk about trauma that was “acknowledged” and those which could not. The way how the
trauma was dealt with, has impact on perception and experiencing of trauma.

7 RESEARCH PROSPECTS

Based on the previous literature review and formulated propositions, we can say that future
research of organizational trauma may focus on the collective side of trauma, group process of
its emergence and mechanisms, different roles and their dynamics, coping mechanisms, impacts
on engagement and performance, possible ways of organization trauma measurement and
opportunity of its influencing. Scholars could search for the empirical answers to the following
questions:

e Is it possible to demonstrate the existence of organizational trauma as a separate

phenomenon with distinctive characteristics?

What are the causative mechanisms of organizational trauma?

What are the triggers of organizational trauma?

How does group process of organizational trauma work?

What is the impact of organizational trauma on employees’ engagement and well-

being?

What kind of measurement is best suitable to measure organizational trauma?

e What is the most effective way to mitigate impacts of trauma events on organizational
life?

e How organization, team and individual cope with organizational trauma?

e How to make the process around organizational trauma a learning path both for
organization and individual? Is there a way how to increase the organizational
resilience through organization trauma?

The potential research may focus on a specific type of (potentially) traumatizing event — the
organizational change affecting the organization or its parts. For research design it seems
appropriate to combine a qualitative approach (necessary to study the causative mechanisms
and group process of organizational trauma and its phenomenology — Strauss 1998) with
guantitative methods (aimed to measure the impact of organizational trauma on engagement
and well-being of employees as well as performance outcomes). To answer the questions above,
it is appropriate to identify organizations where a major restructuring has been implemented
recently or is currently being implemented (e.g. downsizing, change management projects,
post-merger and merger related restructuring) and focus on departments/teams that have been
affected by the potentially traumatic event directly, indirectly and not at all.

In order to explore the process of (possible) traumatization, study its causative mechanisms and
symptoms on individual and group level, semi-structured individual in-depth interviews can be
used. It would allow to develop “local theory” (Bryant & Charmaz 2007) and gain deeper
insights at phenomenology of organizational trauma. In order to study its impact, group
dynamics, process and possible ways of mitigation, we consider using focus groups with
different groups of participants (directly, indirectly and not-affected) as useful instrument.
There is still no organizational trauma measurement tool, that’s why for research purposes, we
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suggest using the proven individual trauma scale expanded by items for group dimension
measurement. For well-being or engagement part, there are existing standard tools which allow
finding relations (e.g. Voorde et al 2012).

Overall, the organizational trauma is, unfortunately, an integral part of the lives in number of
organizations. If the management of the organization doesn’t pay enough attention to this fact
or doesn’t acknowledge it, it can bring negative impact on the atmosphere in the organization
as well as in teams. If we, on the other hand, take the time to understand the organizational
trauma properly, it can enable us to prevent or decrease its consequences and thus increase the
employee well-being. Last but not least, we can enrich the organization with bringing more
humanity and respect for the employees.
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REVIEW ON STUDENTS’ ENTREPRENEURIAL
INTENTION: A PROPOSED THEORETICAL FRAMEWORK
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ABSTRACT

The purpose of this study is (1) An overview of the fundamental theories on factors affecting
entrepreneurial intention; (2) finding research gaps concerning the entrepreneurial intention of
students; (3) proposing a theoretical framework on the entrepreneurial intention of Viethamese
students. Findings show that the factors affecting entrepreneurial intention of students in the
studies are categorized into groups of factors: entrepreneurship education program,
environmental impact, motivation, traits, mindset, attitude, gender.

Keywords: entrepreneurship education program, entrepreneurial motivation; students’ traits;
mindset, attitude; entrepreneurial intention.

JEL Classification: 12, 125

1 INTRODUCTION

Over the years, the field of entrepreneurship was highly interested in the world, especially the
study of factors affecting entrepreneurial intention of an individual. Lee, Lim, Pathak, Chang,
& Li, (2006) suggested that entrepreneurship was focused in many countries and was
considered a way to promote economic growth and to create jobs. Sobel & King, (2008) said
entrepreneurship was the key to economic growth, so the promotion of youth entrepreneurship
was one of the top priorities of the politicians. The three most important approaches to the
entrepreneurial intention include (1) entrepreneurship education program, (2) environmental
impact and (3) learners themselves (motivation, traits, mindset, attitude, gender).

In the first approach, Astebro, Bazzazian, & Braguinsky, (2012) provided evidence showing
that in the United States, entrepreneurship was not only a program for business students, but
also the outstanding program for natural science students, and even art students. Rae & Ruth
Woodier-Harris, (2013) argued that entrepreneurs must have a good knowledge base to manage
their business. Thus, the educator has to develop entrepreneurship programs for students,
provide them with the necessary knowledge to build the business successfully and give them
the proper career orientation. Huber, Sloof, & Van Praag, (2014) analyzed the effect of early
entrepreneurship education for elementary children in the Netherlands and proved that investing
early entrepreneurship education for 11 or 12-year-old children would bring the effect in
improving entrepreneurship knowledge, and entrepreneurship skills. Different countries have
different features in culture, economics, politics; hence, entrepreneurship education research
based on these characteristics will give a significant contribution to the theory and the actual
entrepreneurship education.

The second approach involved the environmental factors, such as "family support™, "personal
role models", "national culture”, "social capital”, "social exposure™ (Chand & Ghorbani, 2011),
(Pruett, Shinnar, Toney, Llopis, & Fox, 2009). Based on the results of the previous studies, this

approach did not have much replicated research.
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The third approach involved learners themselves, the authors focused on exploiting the factors:
motivation (Shane, Locke, & Collins, 2003); traits (Obembe, Otesile, & Ukpong, 2014);
mindset (Mathisen & Arnulf, 2013); attitude (Boissin, Branchet, Emin, & Herbert, 2009); and
gender of students (Maes, Leroy, & Sels, 2014). This approach had many contradictions and
inconsistencies of the results, and the following section will present the details of this matter.
After the overview of previous papers, this study classifies the groups of factors affecting
student's entrepreneurial intention following the three above approaches. From the gaps
existing, the theoretical framework of factors that influence student's entrepreneurship intention
Is proposed in the context of Vietnam.

2 LITTERATURE REVIEW
2.1  Theoretical Background

The different theoretical background was used by the author/authors as the basis for the
relationship between factors affecting entrepreneurial intention. This study summarized three
approaches based on groups of theoretical background.

The first and second approaches could be deduced and explained by the institutional theory and
the theories of culture. North, (1990) proposed the institutional theory which was used to
account for the relationship between entrepreneurship education programs and elements of the
environmental group. Institutions contribute to the formation of social structures in which the
organizations are operated through policies (Fligstein, 1997). Thus, institutions shape the
policies on education, economics, and law. In societies where the legal regulations are clear,
and the material and intellectual resources that support business formation are provided in full,
the businesses will have great motivation for the establishment and development (T. V. Nguyen,
Bryant, Rose, Tseng, & Kapasuwan, 2009).

The cultural dimensions theory (Hofstede, 1980) and the theory of values (Schwarz, Wdowiak,
Almer-Jarz, & Breitenecker, 2009) could explain the different effects of between national
cultures on elements influencing entrepreneurial intention. The core of culture is the value, and
the value of each in society is reflected in their views, thoughts, beliefs and behavior (Hofstede,
Hofstede, & Minkov, 2010), and this might affect the thinking, the intention of students about
entrepreneurship.

The traits theory combined with the motivation theory (Maslow, 1970); the theory of values
combined with planned behavior theory (Ajzen, 1991) was used to explain the relationship of
the third approach. The different personalities of each will influence their intended behavior,
and they can affect entrepreneurial intention (Espiritu-Olmos & Sastre-Castillo, 2015). Indeed,
attitudes towards entrepreneurship affect entrepreneurship intention of students was proposed
and tested by Boissin et al., (2009), Wu & Wu, (2008).

2.2  Entrepreneurial Intention

Entrepreneurial intention can be defined as an individual's intention to start a business
(Souitaris, Zerbinati, & Al-Laham, 2007); a process oriented towards the planning and
implementing a plan of activities (Gupta & Bhawe, 2007). The entrepreneurial intention of an
individual derives from recognizing their opportunities, taking advantage the resources
available and the support of the environment to create their businesses (Kuckertz & Wagner,
2010). The entrepreneurial intention of students come from the idea of students and is oriented
correctly from the education and training experts (Schwarz et al., 2009).
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2.3 Education Program and Students’ Entrepreneurship Intention

Askun & Yildirim, (2011) proved that entrepreneurship courses had a great impact on the
entrepreneurial intention of students; their study supported the creation of enterprises through
entrepreneurship education programs. According to Hong, Hong, Cui, & Luzhuang, (2012), the
quality of students’ entrepreneurship was related to entrepreneurship education programs
because it enriched business knowledge and improved entrepreneurial qualities. “Universities
must pay more attention to the student entrepreneurs, cooperate with social corporations, offer
more opportunities for internship, and strengthen the openness and practicality of
entrepreneurial education” (Hong et al., 2012, p1912). Bae, Qian, Miao, & Fiet, (2014) found
that there was little effect of entrepreneurship education on entrepreneurial intentions.
Entrepreneurship education has a statistically significant but small positive relationship with
entrepreneurial intentions. “Except for cultural contexts, many other moderators did not
account for the problem of a very small relationship between entrepreneurship education and
entrepreneurial intentions, which suggest that policy makers or program evaluators ought to
identify other criteria for evaluating the effects of entrepreneurship education. For example,
entrepreneurial knowledge and skills, real behavior, or performance would be better constructs
rather than entrepreneurial intentions“(p241). They also concluded that entrepreneurship
education was related more positively to a participant’s entrepreneurial intentions than was
business education. With the theme of entrepreneurial training, Taatila & Down, (2012)
concluded that students with business experience had a higher tendency for entrepreneurship
than students with no business experience; students considered entrepreneurship as a real career
would tend to be entrepreneurs more than students considered entrepreneurship as a negative
career. Their findings contradicted the results of Kuckertz & Wagner, (2010) because these
authors proved that students with no business experience have a higher tendency for
entrepreneurship. Meanwhile, Dodescu, Pop-Cohut, & Chirila, (2014, p1089) concluded that
“the potential of practice and internship stages in entrepreneurial skills empowered and
encouraged entrepreneurship of students in Economics.”

Enumerated contradictions in the results proclaim the probation program for the undergraduate
need to be evaluated in the Vietnamese context through an exploratory research. Regarding the
impact of the institutional environment on entrepreneurial intention, Schwarz et al., (2009) and
Turker & Selcuk, (2009) shared the same point when they were assessing "institutional
environment.". Whether the institutional environment in generally stimulated students'
entrepreneurial ideas and initiatives; or whether the knowledge of the subjects produced
entrepreneurial ideas and skills for college students. However, the different points between
these authors were while Turker & Selcuk, (2009) regarded functional departments as a support
for students’ entrepreneurial ideas, Schwarz et al., (2009) focused on the innovative learning
environment in lecturing and training to inspire students to start a new business.

From the two constructs of these authors, we propose the separation of two concepts named
“curriculum assessment” concerning learners’ evaluation of knowledge and skills. The concept
“academic environment” in general concerning University policies, functional departments and
academic atmospheres mentioned in definitions from Schwarz et al., (2009)’s study. This study
proposed the research model to be verified in the Vietnamese context, aiming at Vietnamese
students (from technology and business university)’s assessment of whether the current
curriculum stimulates their entrepreneurial intent and to what extent the stimulation is, any
statistical evidence of relationships between academic curriculum and students’ entrepreneurial
intention.
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From the previous results, some studies were focusing on the educational programs. Regarding
the context of Vietnam, we find that there has not been an official training program on startup
yet. Therefore, learners’ assessment of how management programs of all levels (bachelor,
master) affect their entrepreneurial intent is worth implementing research. The hypothesis
proposed is that the more negative "evaluation of program" based on students’ views is, the
weaker their entrepreneurial intention is.

2.4 Environment and Entrepreneurial Intention

Pruett et al., (2009) demonstrated “culture/country", "social exposure”, "personal role models”,
"family support”, “entrepreneurial disposition” had positive influences on "entrepreneurial
intention™. Chand & Ghorbani, (2011) suggested that differences in the national culture lead to
the establishment and management of enterprises in different ways (financial management,
running business, personnel training). The national culture also plays an important role in
setting up and using the social capital. So, students' entrepreneurial intention will vary for
different countries. Sesen, (2013) analyzed further Schwarz’s model in respect of
environmental factors, including "business information", “social network" and " the
entrepreneurial environment of a school”. Results showed that except for elements such as
"access to capital”, "the entrepreneurial environment of a school”, the remaining elements of
"business information”, "social network™ had a positive impact on "entrepreneurial intention™,
Pablo-Lerchundi, Morales-Alonso, & Gonzalez-Tirados, (2015) research on the influence of
parents’ career on their children’s career choice has concluded self-employed parents take a
good typical example to their children’s entrepreneurship and stimulate their entrepreneurial
intention. Parents working in the public sector was not the start-up models for their children
and even hinder their entrepreneurial intention. The following research has not verified this.
These results suggested that environmental impact on entrepreneurial intentions was very
different in each country. Different culture, politics, policy mechanisms between countries can
lead to various entrepreneurial intentions among students. This study, thus, proposes a research
approach to all the environmental factors in the current context of Vietnam.

25  Personal Factors
2.5.1 Entrepreneurial motivation and Students’ Entrepreneurial Intention

Shane et al., (2003) proposed factors belonging to the entrepreneurial motivation as "need for
achievement," "locus of control,", and "goal setting”. From the perspective of Shane,
Brandstitter, (2011) and Arasteh, Enayati, Zameni, & Khademloo, (2012) demonstrated "need
for achievement™ had a positive impact on the business creation and business success. Ghasemi,
Rastegar, Jahromi, & Marvdashti, (2011) showed a relationship between the "need for
achievement™ and entrepreneurial intention. However, Sesen, (2013) didn’t provide evidence
to prove the influence of "need for achievement" on Turkish students’ entrepreneurial
intentions. This study gap shows that this relationship should be verified in the Vietnamese
context.

2.5.2 Traits and Students’ Entrepreneurial Intention

Shane et al., (2003) suggested the personalities as "risk taking"; "self-efficacy"; "locus of
control,"; "tolerance for ambiguity"; "passion"; "vision” have a relationship with students’
entrepreneurial intention. Brandstatter, (2011) showed that "innovativeness"; “proactive
personality”; "self-efficacy"; "stress tolerance"; "locus of control” have a positive impact on the
business creation and business success. Arasteh et al., (2012) found that "tolerance for
ambiguity” had no impact on entrepreneurial intention. Heydari, Madani, & Rostami, (2013)
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provided an opposite result. Sesen, (2013) confirmed the factors concerning personalities which
influenced entrepreneurial intentions were the factor "locus of control”, and "self-efficacy”. In
Vietnam, M. Nguyen & Phan, (2014) investigated the differences in traits of surveyed
candidates including entrepreneurs, employees, and students. The results revealed that
"enthusiasm™; "open-mindedness™; "sense of responsibility™; “sincerity" were the virtues that a
young entrepreneur in need.

This paper suggests a continual consideration and examination of the relation between
“tolerance for ambiguity” and “entrepreneurial intention”, as the previous results are
inconsistent. Moreover, factors of personalities should be tested in the context of Vietnam on
the ground that it is not evident Vietnamese students’ personalities are similar to those of other
countries, and whether their personalities will be influential to their entrepreneurial intention.

2.5.3 Mindset and Students’ Entrepreneurial Intention

Haynie, Shepherd, Mosakowski, & Earley, (2010, p218) defined “entrepreneurial mindset” as
“the successful future strategists will exploit an entrepreneurial mindset...the ability to rapidly
sense, act, and mobilize, even under uncertain conditions”. The authors suggested the general
cognitive model of entrepreneurial mindset which illustrates the relation between
entrepreneurial mindset and entrepreneurship. Based on that suggestion, Mathisen & Arnulf,
(2013) developed the construct “entreprencurial mindset” which is comprised of two
components: “elaborating mindset” and “implemental mindset”. Mindset is the process of
reassessing the perception, so “elaborating mindset” is the process of appraising the pros and
cons of a wish and the ability to accomplish that desire. “Implemental mindset” is the thinking
process of identifying targets, setting out strategies or plans and the specifying steps to achieve
the objectives (Mathisen & Arnulf, 2013). The findings showed that “implemental mindset”
has a positive impact on the business - establishment of an entrepreneur. However, there is no
statistical evidence for “elaborating mindset” has a negative influence on the number of firms
founded by students. The research conducted by Mathisen’s group used the dependent variable
of the number of businesses founded by students (3-Likert scale). Ever since the publication of
the results, no other authors examining the relation repeat the finding. Some reasons for this are
as follows:

First, the dependent variable used the by the Mathisen’s group is the number of businesses
founded by students. This variable may be difficult to conduct in different context, as not in any
other countries, students do establish their companies during their schooling or upon their
graduation.

Second, a thorough content analysis of the “implemental mindset” scale reveals that the
construct is a variation of the “entreprencurial intention” scale, with some similarities and
differences as follows:

Regarding similarities, both scales are the statements of the respondents (students) about their
intentions of and attitudes towards establishing their businesses in the future.

On the differences, the scale “ implemental mindset” is a combination of the past actions related
to the decision to create businesses and the plan of how and when the companies will be
established. In essence, the contents of these statements are simply intentions toward behavior
rather than the actual act. However, the certainty of these statements is likely higher than those
in the measurement scale “entrepreneurial intention”. Another difference is the assessment
declarations of the entrepreneurship opportunities in the measurement scale “implemental
mindset”. Evaluating the entrepreneurship opportunities and the entrepreneurial intention are
two entirely different concepts. Integrating (grouping) these two contents into one scale can
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affect the validity of the construct. Therefore, the analysis as mentioned earlier suggests the
validity of the scales, announced by the authors in different environments should be reassessed.
If the validity of the scales is confirmed, we can use “ implemental mindset” in replacement for
the “entrepreneurial intention” in the models relevant to the relationship between attitudes and
behaviors.

2.5.4 Attitude and Entrepreneurial Intention

Grounded on the Theory of Planned Behavior (TPB) of Ajzen, (1991); the authors modeled
factors affecting the students' entrepreneurial intention. Wu & Wu, (2008) proved that both
"attitude toward entrepreneurship™ and "perceived behavioral control™ have the positive impact
on students' entrepreneurial intention, but no evidence to prove the positive effect of "subjective
norm™ on "entrepreneurial intention”. This result was confirmed later in the research of
Boissin's group. Boissin et al., (2009) testified and compared in the US and French market,
showed a positive impact on both "attitude toward entrepreneurship™ and "self-efficiency"” on
students' "entrepreneurial intention”, but no evidence of the positive effect of the "subjective
norm" in both markets.

Schwarz et al., (2009) categorized attitudes into such components as "attitude toward change”,
"attitude toward money"”, "attitude toward competitiveness” and “attitude toward
entrepreneurship™ to see if they all impact positively on “entrepreneurial intention”. The
findings revealed no statistical evidence supporting the relation between "attitude toward
competitiveness™ and "entrepreneurial intention” while accepting other hypotheses.

Yurtkoru et al., (2014) found that "attitude toward entrepreneurship™ and "perceived behavioral

control” influenced "entrepreneurial intention™ positively. Being different from other previous
researchers, Yurtkoru's model considered "subjective norm" as factors affecting the "attitude
toward entrepreneurship” and "perceived behavioral control. The findings indicated a direct
relationship between "subjective norm" and "attitude toward entrepreneurship™ as well as
"perceived behavioral control”. Moreover, Yurtkoru reexamined the factors of “educational
support” and " structural support™ for the research of Turker & Selcuk's group, which had
claimed direct relationships between these two factors and the ™attitude toward
entrepreneurship” and "perceived behavioral control”. The research retrieved a different result
when "educational support™ had a direct relationship with "perceived behavioral control”, but
not with "attitude toward entrepreneurship™ statistically.

According to Schlaegel & Koenig, (2014), the theory of planned behavior (TPB) determinants,
as well as perceived feasibility, influences entrepreneurial intention through the mediator role
of perceived desirability. The authors confirmed the model of goal-directed behavior (MGB)
and suggested that it was an individual’s desire through which the other determinants are
transformed into entrepreneurial intention. The results, in particular, suggested that if a person
has more perceived control over starting a business, perceived behavioral control (PBC) became
a significant predictor of entrepreneurial intention next to the desire to start a business venture.
One major contribution of this meta — analysis research was that the results of the moderator
analysis suggest differential effects of the TPB and entrepreneurial event model (EEM)
determinants of entrepreneurial intention. This finding challenged prior research, which had
assumed that perceived desirability includes attitudes and subjective norm and that perceived
feasibility includes entrepreneurial self-efficacy (ESE) and PBC. The findings also suggested
the need for a more contextual perspective and approach to conceptualizing the development of
entrepreneurial intention.
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From the previous findings, our review induces "gaps" existing when considering the TPB
model of the influence of the environmental factors such as "university environment", "social
and economic policies”, and gaps as follows:

First, those researchers suggested the positive impacts of "attitude toward entrepreneurship
consistently” and "perceived behavioral control” on "entrepreneurial intention”. However, the
attitudinal factors are separated into different components; the results turned out to be
inconsistent, like those in Schwarz et al., (2009). As there hasn't been any research examining
these relations, it is advisable to focus further researches on this approach.

Second, while Autio, H. Keeley, Klofsten, G. C. Parker, & Hay, (2001) and Krueger Jr. &
Reilly, (2000) illustrated the direct relation between "subjective norm™ and “entrepreneurial
intention™, Boissin et al., (2009) failed to support the relationship. Nonetheless, the Fernandez-
Pérez, Alonso-Galicia, Rodriquez-Ariza, & Fuentes-Fuentes, 2015)'s research did produce the
opposite outcome. To sum up, reexamining this relation is of significant importance in
justifying the validity and the generalization of the theory.

2.5.5 Gender and Entrepreneurial Intention

Sullivan & Meek, (2012) and Zhang et al., (2009) showed that in comparison to males, females
have a higher impact on their entrepreneurial intention while Nicolaou & Shane, (2010)
concluded that there is no difference in men and women' entrepreneurial intention.

Maes et al., (2014) demonstrated that "personal attitudes” explained for weaker females'
entrepreneurial intention compared to that of males; as women entrepreneurs desired more
balance of social values, and consequently achieved less than men do. Hence, there is an
apparent conflict in the findings of researchers on the impact of genders on entrepreneurial
intention. This research, therefore, proposes a further study on the role of gender in
"entrepreneurial intention” of Vietnamese students.

According to the available literature, we suggest a theoretical framework relating to factors
affecting entrepreneurial intention of students:

(1) Education (2) Environment

Program
/(3) Personal Student\
(3.1) Motivation Entrepreneurial
(3.2) Traits Intention
(3.3) Mindset
(3.4) Attitude

(3.5) Gender

- J

Fig. 1 — Theoretical Framework
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3 CONCLUSION

With the above - mentioned theoretical framework, subsequent researchers might consider
testing different groups of factors or combine components of these elements based on inference
from background theories. However, qualitative researches should be conducted to explore and
adjust the model. A multidimensional view is explored by different perspectives and attitudes
of the learner, curriculum builders, and lecturers can bring new exploration to the model.

As for the dependent variable, besides using the concept of “entrepreneurial intention”,
researchers might try to use the “action mindset” as an alternative. The certainty of the
behavioral intention, regarding the content validity of the scale, is, of course, better, but it is
necessary to determine the value and the significance in different contexts.

As for the factors of entrepreneurship education program, the previous study showed that a
more detailed the program is, the better oriented the students are toward entrepreneurship. It
implies that a universal and complete entrepreneurship education program for students in
universities and colleges across the country, which is separate from the regular business agenda,
should be taken into consideration. After piloting the program, its effectiveness should be
evaluated annually. Also, the school should collaborate with the practical entrepreneurship
training program provided by business support centers to encourage students’ entrepreneurship,
and turn their initiatives into reality.

There is no guarantee that those with more “desire for success”, “desire for independence”,
“need for achievement” will have more motivation for entrepreneurship in Vietnam’s context,
where learners are influenced heavily by families, educational program and those around them.
It means that their entrepreneurial motivation can be manipulated by other factors which should
be examined in future studies. Such other factors as personal characteristics, attitudes toward
entrepreneurship do affect students’ entrepreneurial intention in all countries around the world.
Evaluating these factors in the context of Vietnam is necessary. It is great importance as the
mission of the education program in general and the entrepreneurship education program in
particular. It benefits students who are unaware of their studying objectives, their future selves,
and their life purposes to realize what they like to do and whom they want to be.
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