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Abstract
The objective of the research project is to contribute to the understanding of the auditing
profession in Vietnam. In particular, it provides information on the challenges facing auditors
in an emerging economy where economic transformation is in progress and where auditing, as
a profession, is under development. Auditors operate in an environment of conflicting priorities
where they must maintain independence and objectivity in discharging their responsibilities to
stakeholders and society. In Vietnam, the audit profession only came into existence in 1986
when the country embarked on its new economic model.
Whilst studies have been conducted on the status of current accounting practice in Vietnam,
studies regarding the audit profession have been limited. In this research project an examination
of the issues affecting audit quality in Vietnam are investigated and suggestions for changes to
address the deficiencies are made. In particular, the project focuses on the relevance and
appropriateness of the education of auditors.
A national survey of accountants, auditors and accounting academics in Vietnam was
undertaken. The survey results indicate that in Vietnam there are deficiencies in audit practices
over and above those commonly observed in other countries. These deficiencies are the result
of the unique history of Vietnam, the current stage of economic development and the education
system for auditors. From an auditing perspective, the slow adaptation of the education system
to the new economic environment is having negative effects on accounting graduates and their
employment prospects.
Although inadequate training was identified as the single most important factor affecting audit
quality, the ineffective enforcement regime was also a contributing factor. This research project
indicates that there is a need for an overhaul of the current education system in Vietnam and for
universities to develop an accounting and auditing curriculum that meets the needs of employers

while complying with government’s education objectives and international standards of auditing
and accounting.
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Chapter 1 Introduction

Chapter 1: Introduction
1.1 Background to the research
The Vietnamese economy is currently going through a transformation process. This
transformation started in the late 1980s with the implementation of the ‘đổi mới’ (Open
Door) policy. One of the major changes with the new policy is the adoption of the socialist
oriented market economic model replacing the central planning system that has been in
operation since 1954 in North Vietnam and the entire country in 1976. The new economic
system is a mixture of elements of the central planning and market economy. More
specifically, it is a central planning system with the co-existence of the private sector.

This transformation is having an impact on the development of accounting and auditing in
Vietnam for three major reasons. First, the new economic system necessitates the cooperation of the accounting and auditing professions. Second, it creates the need for
accounting and auditing services that add value to the economy now and into the future.
Third, the new economic system creates a demand for accounting and auditing graduates
and at the same time puts pressure on the education system to meet that demand.
Following the implementation of the đổi mới policy in 1986, socialist methods of control
and inspection became obsolete. Vietnam now has accounting and auditing standards issued
by the Ministry of Finance (MOF). That means audits must be conducted in accordance
with Vietnamese auditing standards to ensure compliance with Vietnamese accounting
standards. More importantly, some of the standards issued by the MOF derive from the
International Financial Reporting Standards issued by the International Accounting
Standards Board (IASB). Consequently, the audit of certain entities must be conducted in
accordance with both local and international standards.
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The issue, however, is that the audit profession in Vietnam is still in the early stage of
development. Currently, both authorised Vietnamese firms and big international accounting
firms offer audit services. However, the scope and quality of audits vary considerably. The
current predicament of the Vietnamese audit profession is the result of the country’s
contemporary social and economic development. The Vietnamese economy is a developing
and a transitioning economy. It is a developing economy because it is still progressing from
a labour-intensive agricultural base to a more industrialised system. It is a transitioning
economy because it is moving from a central planning system to a socialist oriented market
economic model. The aim of this project is to provide information on the effect that
transition from a central planning system is having on the education of auditors and possible
measures for improvement. Whilst auditors the world over face challenges in the conduct
of audit, the challenges facing auditors in Vietnam are significantly more profound.
Consequently, the education of auditors is even more critical. Currently, Vietnamese
auditors are obtaining their qualifications from an out-of-date education system, one that
was designed to serve a different type of economy.

The Vietnamese economy is transitioning from a central planning system to a socialist
oriented market model. This is a significant change from an audit perspective. Auditing,
from a market economy perspective, is a service whereby auditors provide reasonable
assurance on the quality of financial information published by entities. Nevertheless, this
service was not considered necessary under the central planning system as all entities were
owned and controlled by government. Now that the economic situation has changed, there
is a need to develop an audit education program to suit the new environment.

Developing a new audit education program for a transitional economy is a formidable
challenge. It requires concerted effort from government, universities, accounting

Audit education in a Socialist Oriented Market Economy – The Case of Vietnam

2

Chapter 1 Introduction

professions and business community. In the case of Vietnam, the challenge is greater due
to the historical peculiarities of Vietnam’s social and economic development. Any attempt
to develop an audit education program without due consideration for the country’s social
and economic background may affect a successful outcome. The aim of this project is to
identify those issues affecting the education of auditors, investigate the causes and propose
a solution.

1.2 Auditing, control and the case of Vietnam
Auditing, as it is known in the Western world, has never existed in Vietnam. Throughout
its history, the nature of Vietnamese society and the stage of its social and economic
development affected the formation and development of the audit profession. In other
words, the notion of an independent audit was unfamiliar to many Vietnamese until after
1986.
In Vietnam, prior to the implementation of the đổi mới policy, accounting and auditing
professions did not exist. This explains the lack of formal education or training courses for
accountants and auditors. Bookkeepers were trained under the central planning system to
work in government organisations or state owned enterprises (SOE). There were no
auditors. The responsibility for ensuring compliance with government directions and
regulations rested with inspectors. In 1991, the Accounting Society of Vietnam (ASV) was
established, a quite recent event.

The situation has improved since with the implementation of the new economic system and
the drive towards regional and global economic integration. The audit profession has been
established and the need for audit services has increased. According to Narayan and
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Godden (2000) external auditing activities have come into existence and developed
substantially in the latter part of the 1990s.

International Standard of Auditing ISA 200 Overall Objective of the Independent Auditor,
and the Conduct of an Audit in Accordance with International Standards on Auditing
defines an auditor as a person conducting an audit. They are usually engagement partners
or other members of an engagement team, or, as applicable, the firm (IFAC, 1994). ISA
200 also states that the purpose of an audit of a financial report is to enhance the degree of
confidence of intended users such as shareholders of the financial report. This is achieved
through the expression of an opinion by the auditor on whether the financial report is
prepared, in all material respects, in accordance with an applicable financial reporting
framework (IFAC, 1994). Prior to 1986, all entities were government owned. As such, there
was no need for the auditors to audit the financial report because the government was the
only user and could demand specific information.

1.2.1 State control in Vietnam (until 1954)
Prior to French occupation, Vietnam’s accounting practices largely followed traditional
Chinese methods. Indeed, China’s influence was evident in many aspects of traditional
Vietnamese economic life, such as the monetary system, the system of measurement, and
the use of the abacus (Nguyen and Pham, 1997). The influence was the result of China’s
various attempts to dominate Vietnam through the use of force. Under French colonial
administration, new business and accounting practices were introduced, particularly in key
industries such as mining, rubber plantations, rail transport, international trade and banking.
While Western double-entry bookkeeping was practised by large French-owned companies
and colonial government agencies, the vast majority of businesses remained small, family-
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owned and dominated by Chinese merchants and traditional business methods (Nguyen and
Pham, 1997).

The 1954 Geneva Accord divided Vietnam into two separate administrative regions,
commonly known as North and South Vietnam. North Vietnam was officially known as
the Democratic Republic of Vietnam while South Vietnam was known as the Republic of
Vietnam. The Accord also called for a general election to be held a year later to unify the
country under one government. The general election was never held.

1.2.2 State control in Vietnam (1954-1986)
Between 1954 and 1975, there were two official systems of accounting in Vietnam (Nguyen
and Pham, 1997). North Vietnam used the central planning system similar to the economic
model operated in the Soviet Union and China. South Vietnam continued with the previous
French system of a market economy that was further developed and later modified by
American influence (Nguyen and Pham, 1997).

After the end of the Vietnam War in 1975, the government expanded the system of
accounting used in North Vietnam to the entire country. The main purpose of accounting
during this period was to support the central planning economic system. Under this system,
the government decided on supply and demand without market interaction. The government
allocated production quotas to SOE. The primary role of accounting was to assist the
managers of SOE to achieve production targets and to ensure the proper use of funds and
resources allocated to them. A major feature of this accounting system was that its
application was subject to variations across different types of enterprise. All enterprises
were to adhere to a common basic chart of accounts, consisting of four major categories,
namely (a) sources of funds (b) applications of funds (c) revenues and (d) losses and
expenses (Nguyen and Eddie, 1995).
Audit education in a Socialist Oriented Market Economy – The Case of Vietnam

5

Chapter 1 Introduction

1.2.3 Branch administrative control
In Vietnam, each higher administrative level within a given branch of the economy is
required to inspect all enterprises subordinated to its control, i.e. a government department
has the authority to inspect all entities within its jurisdiction. Higher administrative
authorities use inspection to maintain discipline among subordinates. As such, the
inspection of SOE within each administrative level is not to provide a comprehensive
accounting of the operation of SOE. Rather, it is part of the control process imposed by
higher authority. Consequently, these inspections do not provide assurance on the entity’s
adherence to accounting standards. To this day, this issue has not been fully resolved, i.e.
not all public sector entities and SOE prepare annual financial report and only a limited
number of the consolidated State budgets financial statements are audited (MOF, 2008).

1.2.4 People’s control
The Vietnamese government at all levels is organised and controlled by a People’s Council
with the National Assembly being the highest representative organ of the people and the
highest organ of State power. The People’s Council appoints a People’s Committee that
acts as its executive arm. In Vietnam, the People’s Committee is the equivalent to a City
Council in Western society. However, instead of being elected by ratepayers, they are
appointed by the People’s Council. In turn, the Communist Party’s National Central
Committee appoints the Secretary of the People’s Council. The People’s control is an
autonomous system that could check all kinds of enterprise activities. Its structure is very
broad and its sphere of influence encompasses diverse aspects of the activities of
enterprises. Although the Vietnamese government has embarked on a reform program since
1986, the Committee of People’s Control is still strong in economic, cultural, social and
legal matters.
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1.2.5 Financial control
The exercise of financial control is through the subdivisions of the Ministry of Finance
(MOF) and is oriented towards tax collections. This is the original role of the MOF under
the central planning system. Under the new economic environment, the MOF is now
responsible for determining the method of accounting from which financial results of
enterprises are determined. The MOF is a government agency with the function of
implementing State financial management initiatives including, among other things, State
budget, tax, fees, accounting and auditing (MOF, 2019). Painter (2003) noted the MOF
keeps strict control of financial allocations to ministries and provinces, enabling the
government to balance its books to achieve macroeconomic stability.

1.2.6 Credit control
The Law on State Enterprises and Enterprise Law regulate banks in Vietnam. In addition,
banking services are special business operations that require adherence to certain conditions
for establishment and operation. As such, in addition to the Law on State Enterprises and
Company Law, the Law on the State Bank and the Law on Credit Institutions also apply.
The State Bank of Vietnam (the Central Bank) and the MOF are regulatory bodies for
banking activities (World Bank, 2003).
Vietnam’s credit institutions comprise state-owned banks, joint-stock banks, 100 per cent
foreign-owned banks, branches of foreign banks, finance leasing companies and finance
companies. As at 2018, there were 4 state-owned banks, 31 joint-stock banks, 9 foreign
owned banks, 48 foreign bank branches, 16 finance companies and 11 finance leasing
companies (PriceWaterhouseCooper, 2019, p. 65).
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1.2.7 Post-1986 period of change
The implementation of the đổi mới policy has led to new economic activities that go beyond
the scope of the existing accounting system. Activities such as foreign joint ventures,
foreign-currency receipts and payments, the raising of capital and the provision of longterm loans did not exist prior to 1986 and hence were beyond the capability of the existing
system to record and report (Nguyen and Pham, 1997). The government’s response was to
amend the accounting system to address emerging issues. However, such actions have
resulted in an accounting system that is subject to repeated amendments and where the
amendments themselves are in a piecemeal, uncoordinated fashion (Pham, 1996). To
establish a unified system of accounting and to provide a regulated system for marketrelated financial operations, the MOF began implementing a series of accounting reforms
from the end of 1989. In carrying out these reforms, assistance to the Vietnamese authorities
was provided by foreign technical advisers, including some advisers from France (Nguyen
and Eddie, 1995).

1.2.8 Internal auditing
The Vietnamese government began issuing Decrees on internal audit from 1997. There are
no specific regulations for internal audit operations and procedures (Narayan and Godden,
2000). Large state owned enterprises (SOE) have created internal audit units to undertake
performance and compliance audits. However, there are quality issues associated with
internal audits, as the internal audit function is new to government entities and SOE. There
was never a need for the internal audit function under the old central planning system and
as such, government entities and SOE have had difficulties in comprehending the audit
function in an organisation.
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SOE can also choose to have either the internal audit unit or independent audit firm to
conduct the audit of the financial statements. The State Audit Office (SAO) relies on these
audits when undertaking its annual audit. The State Treasury Department also has an
internal audit unit that is responsible for the examination of internal control procedures and
the performance audit within the central department and district offices.

1.2.9 External auditing
Since 1986, Western style audit of financial statements has become a requirement for a
number of government entities and SOE. One example is the audit of joint ventures’
financial statements where the requirement is that independent auditors must conduct the
audit. However, the objectives of an audit of financial statements of joint ventures are
different to that of an inspection and neither of them resembles a Western style financial
audit, i.e. the former is tax oriented whereas the latter is anti-fraud oriented. The audit of
financial statements, nevertheless, is to provide a reasonable assurance on the quality of the
financial information disclosed therein.

From a financial audit perspective, important developments affecting audit service occurred
in 2003. That year, the government introduced a number of changes that were crucial to the
development of auditing in Vietnam. First, the publication of a new chart of accounts and
a new set of financial statements took place. Second, the permission for accounting and
audit firms to perform full-scale audits of joint ventures was granted. Third, new law on
auditing intended to establish the main independent audit procedures and to create a new
audit environment was introduced.

1.2.10 Present situation
The MOF, pursuant to Governmental Decree No. 77/2003/ND-CP dated 1 July 2003,
approved the categories and principles of auditing in Vietnam by issuing the Vietnamese
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Standards on Auditing. The Director of the Accounting and Auditing Policy Department,
the Ministry Office Chief, and Heads of relevant affiliate and subsidiary units of the MOF
are responsible for guiding and overseeing the implementation of this decision. However,
the first law on external audit (Law on External Audit No. 67/2011/QH12) was not issued
until 2011 (Nguyen and Kend, 2017).

However, the Vietnamese auditing profession is facing many challenges. The biggest
difficulty is the absence of a comprehensive legal framework, including the issuing of a
complete set of auditing standards. In addition, the Vietnamese accounting and auditing
standards are not fully compatible with international accounting and auditing standards.
Walker and Toan (2008) believe that professional associations of accountants and auditors
in Vietnam have a relatively minor role in promoting effective accounting and auditing
regimes and Vietnam accounting and auditing standards promulgated by the MOF need
improvement. First, unlike other countries, where the professions play an important role in
developing auditing and accounting standards, Vietnamese auditing and accounting
standards are promulgated by the MOF. The Vietnamese accounting professions, the
Vietnam Association of Accountants (VAA) and the Vietnam Association of Certified
Public Accountants (VACPA), have a limited role in administering accounting and auditing
standards. They depend on the MOF for direction. Second, as previously mentioned,
Vietnam does not have a full set of auditing and accounting standards similar to those in
advanced economies. The existing 26 accounting standards and 38 auditing standards
promulgated by the MOF are insufficient to ensure high quality financial reporting. Third,
some of the contemporary accounting and auditing standards of Vietnam do not meet
international standards and do not promote good corporate governance of companies.
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Despite the current shortcomings, the Vietnamese auditing profession is developing and its
progress has gained momentum in recent years. This has resulted in more competition
among independent auditing firms. According to Phan et al. (2019), by April 2018, there
are 175 auditing firm nationwide employing 12,698 people. Of the 175 auditing firms, there
are 164 companies with 100 per cent domestic capital, 2 companies with 100 per cent
foreign capital, 9 companies with foreign capital including 6 companies whose capital
contributing members are organisations, 23 member firms of international networks, 2,083
certified public accountants who have CPA certificate awarded by the MOF (Phan et al.,
2019, p. 528).

In addition to basic audit services, most independent audit firms have introduced different
types of financial and accounting services to give their clients more choice, thereby raising
the profile of the profession as a whole. These additional services include financial
accounting supervision, asset assessment, advisory service on enterprise equity matters,
financial and accounting consultancy, taxation advice and professional training on financial
management. Audit firms are also engaged in converting financial statements prepared
under the Vietnamese Accounting System to IAS compliant financial statements to meet
the needs of foreign holding companies and international lending institutions.

The presence of foreign independent audit firms is an important factor contributing to the
development of the Vietnamese auditing profession at the present time and this will
continue in the future. This presence gives domestic independent audit firms opportunities
to learn and compete and to have ‘auditing technology’ transferred to Vietnamese auditors,
thereby improving their professionalism.

Currently, independent audit firms offering audit services to non-government enterprises
and foreign-invested firms, listed and securities companies must meet the requirements as
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per Decision No.89/2007/QD-BTC issued by the MOF to obtain a license. Auditors who
are responsible for signing audit reports or audit certificates must possess a Financial
Auditor Licence from Vietnam. To obtain a Financial Auditor Licence, candidates must
first pass examinations set by the State level, Council for Auditors’ Examinations,
coordinated by the Accounting Policy Department. Eligible candidates must hold a
Bachelor in Accounting and have three years of experience working in an audit firm or five
years of experience working as accountants. Overseas applicants wishing to apply for a
Financial Auditor Licence must pass an examination on knowledge of the laws of Vietnam.
Training courses of either one month or two weeks are organised for candidates to sit these
exams by the Centre for Training and Consulting of Auditing and Accounting; a unit of the
Vietnam Association of Accountants and Auditors (VAA).

All foreign-investing business entities must prepare a set of financial statements audited by
a Vietnamese independent audit firm or a foreign independent audit firm licenced to operate
in Vietnam. The auditor must sign the audit report. The audit report must show the auditors
name, licence number, signature of a director and the seal of the audit firm. This point is
contentious with international auditing firms because in most cases the audit partner signs
in the name of the company and not by name, to avoid personal responsibility.

Another issue attracting much attention is the legal status of the ownership of independent
audit firms. The independence of many audit firms in Vietnam, in the form of SOE
controlled by the Ministry of Finance, is an issue due to their association with government.
There are more than 2,700 SOE in Vietnam as of 2017 (Nhan Dan, 2018), owned by the
government and ‘managed’ by the relevant ministries. While this arrangement may be
suitable from an administrative point of view, it presents problems in the nature of a conflict
of interest regarding the operations of State-owned accounting and audit firms.
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1.3 The research issues
Auditing in Vietnam is a relatively new profession compared to other countries. A long
history of armed conflicts and post-war financial and economic mismanagement caused
economic stagnation and negatively affected the development of the auditing profession
and therefore the education of auditors. The implementation of the đổi mới policy in the
mid-1980s changed the situation. Private sector was allowed to co-exist alongside
government sector and foreign corporations have been given permission to set up operation
in the country. Auditing, as a profession has begun to take shape. Nevertheless, as often is
the case, the auditing profession faces many challenges not the least of which is the quality
of audit education.

First, there is the issue of audit quality and professionalism. According to the Vietnam
Association of Certified Public Accountants (VACPA), competition among auditing firms
has grown with audit quality and professionalism becoming a major concern. Tricks such
as undercutting (Nguyen and Kend, 2017) and defaming rivals are used to compete for
clients. This creates obedience pressure from superiors wanting to keep clients (Lord and
DeZoort, 2001; Pearce and Sweeney, 2006); as well as pressure from clients (Koo and Sim,
1998) that could be in the context of a client switching to a different audit firm (Chen et al.,
2010). As such, maintaining independence is a factor affecting the auditors (Chen et al.,
2005; Knechel et al., 2006). As noted by the VACPA’s general secretary, a lack of regular
inspection of audit firms by government agencies and inadequate penalties for noncompliance also add to the audit quality and professionalism problem.

The situation in Vietnam is similar to China. In 1995, the Chinese Premier commented to
the press that the persistent shortage of adequately trained accounting personnel thwarts the
proper gathering of accounting information, encourages fraudulent practices, and hinders
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the making of rational business decisions (China Daily, 1995). According to Xiao et al.
(2000), the Chinese audit market can be characterised as one that lacks audit independence,
has a shortage of well-qualified auditors, an environment of massive corruption, and the
existence of many misconceptions about audit.
Second, the low quality and professionalism of the audit service affects the reliability of
financial information. Sarikas et al. (2009) suggested that there is a need for Vietnamese
accounting to evolve so that stock market investors are better served with improved
financial reporting for listed companies. Pham et al. (2014) commented that ‘the audit
quality of audit firms in Vietnam is evaluated as not high and audit risks have occurred’.
Similar observations were made in China where the reliability of accounting information
produced by Chinese enterprises is perceived as less than satisfactory (Lin et al., 2001) and
accounting information is generally considered of low quality (Gul et al., 2009).
Third, a low quality audit has the potential to affect organisations’ chances of obtaining
finance. Corporations find it difficult to obtain finance or to re-finance operations when
there is a bad public perception of the quality of published financial information. One of
the reasons for this reliability issue concerns the financial reporting environment. Before
the implementation of the đổi mới policy in 1986, all corporations were state owned. Whilst
a number of them have since been corporatised, many former state owned enterprises (SOE)
continue to adhere to the old system of accounting and are reluctant to change. This
phenomenon is common among former communist countries, where the causes were
attributed to the enduring pervasive power of the state (Bychkova, 1996); the excessively
centralised economy in which the state owned the majority of enterprises (Dutia, 1995); or
the principle of the ‘true and fair view’ not always being understood or followed. This
necessitated the establishment of a centrally standardised accounting method (Schroll,
1995).
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Fourth, low audit quality may hinder the government’s effort in securing foreign aid and
direct foreign investment (FDI). Public sector auditing in Vietnam is still in its infancy,
resulting in low quality audits being carried out. This, in turn, affects the level of confidence
of foreign donors, governments and investors. As noted by the United States Department
of State, Vietnam has been successful in attracting foreign direct investment but the
investment climate has deteriorated. Problems include corruption and a weak legal
infrastructure, financial instability, inadequate training and education systems, and
conflicting and detrimental bureaucratic decision-making.
Last, there is a high level of corporate fraud in Vietnam. In the 2018 Corruption Perceptions
Index published by Transparency International, Vietnam performed below average with a
score of 33 on the scale of zero (highly corrupt) to 100 (highly clean) (Transparency
International, 2018). The country ranked 117 out of 180 assessed countries worldwide. The
World Bank’s Worldwide Governance Indicators (2018) also confirm Vietnam’s poor
performance on its effort to control corruption with a score of 37.98 out of 100 (World
Bank, 2018).
Bushman et al. (2004) observed that governance transparency is higher in countries with a
legal/judicial regime characterised by a common law legal origin and high judicial
efficiency. Similarly, financial transparency is higher in countries with low state ownership
of enterprises, low state ownership of banks, and low risk of state expropriation of firms’
wealth. Using the Bushman et al. (2004) observation, the low score recorded by Vietnam
on the World Bank’s Worldwide Governance Indicators mentioned above is expected.
Whilst corporate frauds are not directly attributable to the quality of the audit service, the
audit profession faces significant challenges in establishing itself as an effective means for
deterring and reducing the risk of corporate fraud. The premise of an audit on the
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company’s financial records is an important deterrent to those contemplating committing
such acts.

1.4 Justification for the research
Vietnam has a population of 98.7 million and a GDP of US$648.7 billion with the estimated
Gross Domestic Product (GDP) growth rate of 6.8 per cent (CIA Factbook, 2017). It is
ranked 35th in the world by total GDP. Overall, there are 2,044 certified public accountants
and more than 700 auditors with an international qualification (VACPA, 2019).
Moreover, Vietnam is the 150th member to the World Trade Organisation (WTO). In Asia,
the Vietnamese economy is growing at a fast rate second only to China and is predicted to
become the world’s 17th largest economy by 2025. However, whilst the economy is
growing, auditing service in Vietnam remains weak and ineffective as a means of providing
assurance to stakeholders as to the quality of the financial information published by
organisations. For example, one of the purposes for an audit of an SOE, concerns the
process of corporatisation to ensure that the government receives good value for the sale of
its shares (Karmel, 2014). This is different to the nature of auditing as understood in the
Western world where the purpose is to form a conclusion on whether the information
disclosed in the financial statements is ‘true and fair’.
In this project, an understanding of issues affecting the education of auditors in Vietnam
will be examined. More importantly, it provides evidence as to whether auditors can
discharge their responsibility appropriately in an environment of conflicting principles and
values. A former Commissioner of the United States Securities and Exchange Commission,
Karmel (2014) observed, after visiting the country, that there is a ‘lack of transparency and
too much corruption in Vietnam’. Nguyen Mai, Chairman of the Vietnam Association of
Foreign Invested Enterprises, added that corruption is ‘affecting Vietnam’s FDI prospects,
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and that the country will become less attractive to foreign investors if the problem is not
resolved’ (Karmel, 2014). According to the United Nation Development Programme
(UNDP) report (2018) on Vietnam Provincial Governance and Public Administration
Performance Index (PAPI), ‘there was less corruption in the provision of health care and
education services, but levels of bribery remain constant in state employment, use of public
funds, and land titling’ (PAPI, 2018, p. XII). The lack of transparency and widespread
corruption put additional pressure on auditors.
In addition, the difficulties facing auditors in developing countries will also be explored
from the perspective of Vietnam. Vietnamese auditors, in addition to fulfilling the role as
assurance service providers, are expected to uphold and maintain a high level of ethics in
an environment of conflicting priorities and where the differences between state rights and
private property rights still have to be resolved. In Vietnam, criticising the government is
not allowed. Auditors auditing SOE would have difficulty in forming audit opinions given
that the government own the SOE and a qualified audit opinion issued to an SOE would be
considered as criticism of the government in relation to the management of SOE.
The current economic environment in Vietnam poses a significant challenge for auditors.
More than ever, auditors need a good education system to assist them in discharging their
responsibilities. An up-to-date education system would provide them with relevant and
appropriate knowledge from which to make better judgment. More importantly, it would
allow them to comprehend, through a strong accounting and auditing foundation, the
requirements of the existing accounting and auditing standards as well as the new ones. In
the case of a transitional economy, there will be frequent updates to the financial reporting
framework and well-educated auditors would be able to quickly adapt to the changes.
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1.5 Research Method
The research approach adopted in this project is the most appropriate given Vietnam’s
unique characteristics and that both government authorities and the auditing profession
need information to support further changes to the existing audit and financial reporting
framework. A literature review will provide valuable information on the problems as
experienced by countries that are going through economic transformation. Despite the
differences in terms of culture and the stage of the economic and social development,
Russia, China, Eastern European countries and Vietnam all have one thing in common, i.e.
they are moving towards a market economy from a central planning system. Issues
confronting one country are likely to be experienced by the others. Through the literature
review, deficiencies in relation to audit education in these countries can be identified and
the importance of addressing audit education in a transitioning economy.
The data collected will help in identifying issues affecting the education of auditors in
Vietnam. It will allow for an in-depth understanding of the gap between the IAESB
education requirements and the current education system. Aspects such as the role of
auditors in the society, basic auditing concepts, auditor responsibility to stakeholders and
third parties, and auditor legal liability are the areas where the gaps are expected.
In this instance, a questionnaire is considered more appropriate than other research methods
in obtaining data. An interview might provide an opportunity for interviewees to answer
questions directly as well as to elaborate on their responses. However, it is not practical to
conduct large-scale interviews in Vietnam. In addition to the issues of cost and time
involved, there are other issues such as personal apprehensions about speaking out against
government policy or concern over job security that may affect the surveyed individuals’
decision on whether to participate in the interview.
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Consequently, the use of a questionnaire is considered the most appropriate method.
According to the VACPA, 2,044 certified public accountants have CPA certificate awarded
by the Ministry of Finance and more than 700 auditors with international qualifications
current working in Vietnam (VACPA, 2019). The survey instrument, incorporating a list
of carefully designed questions, will allow for the collection of information on audit
education relevant to this project. Accredited translators will be used to translate the
questionnaire from English to Vietnamese. There will be common questions across all
targeted participants. However, there will also be questions specific to each group. The
administration of the questionnaire will be by electronic email and through postal service.

1.6 Outline of the thesis
The thesis consists of six chapters as follows:
1. Chapter 1: Introduction: In this chapter, an introduction to the thesis and
information on the structure are provided.
2. Chapter 2: Accounting and auditing within transitioning economies: A review of
relevant literature. In this chapter, a review of relevant literature is presented. In
particular, it examines the following aspects: audit education in transitional
economy, cultural factors, ethics, and the current situation in Vietnam.
3. Chapter 3: Theory development: The education of auditors and the current situation
in Vietnam is examined. It includes analysing and evaluating the current education
of the auditors in Vietnam. Consideration is given to issues affect the education of
auditors in a transitioning economy.
4. Chapter 4: Research method. In this chapter, an explanation of the research method
employed in the project is provided. Complexity theory and institutional theory are
discussed.
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5. Chapter 5: Analysis of data. In this project, survey instrument was used to collect
evidence. The survey instrument was prepared in English. The instrument was then
translated to Vietnamese. Both versions were available to the participants.
Translation was completed by accredited company.
6. Chapter 6: Summary and conclusion. The final phase of this project is the
conclusion based on the research outcomes.
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Chapter 2: Accounting and auditing within
transitioning economies: A review of relevant
literature
2.1 Introduction
Auditing is an important profession in an economy. Auditors, through the conduct of an
audit, provide assurance as to the quality of the information disclosed by entities. This is
true in both public and private sectors. Whether the objective is to maximise profit in the
case of a private sector for-profit entity or to account for the use of public funds in the case
of a public sector not-for-profit entity, the role of auditor in enhancing the quality of
financial information is critical. The audit profession in Vietnam lacked effectiveness as a
result of the move to a partial market system and this can be attributed to the state of the
economy and its historical development. Specifically, the existing audit education system
is facing significant challenges in preparing people for a career in auditing.
In this chapter, a review of the literature is conducted to examine the issues affecting the
audit services and the economic environment in which auditors operate. The education of
auditors in a transitioning economy will be examined. Factors such as institutional, social,
political and cultural differences affect the successful discharge of the auditors’
responsibilities. The chapter is organised into subsections starting at a macro level and
ending with a micro level discussion specifically related to the situation in Vietnam.
As the chapter’s title suggests, the review covers relevant literature on both accounting and
auditing. Auditors perform financial audits to obtain reasonable assurance that financial
statements are prepared in accordance with applicable regulations and accounting
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standards. As such, factors affecting the quality of the work of accountants is likely to also
affect the work of auditors.

2.2 Institutionalism
The Vietnamese auditing profession is a relatively new profession. It came into existence
after the introduction of the đổi mới policy by the Vietnamese government in the late 1980s.
Since then, it has received assistance from various international organisations including
government and professional bodies. Such assistance has contributed to the development
of the Vietnamese auditing profession. Nevertheless, it also means that audit practices in
Vietnam mimic that of the other countries as postulated by Institutional Theory.
According to North (1990), a theory of institutional change is essential for further progress
in social sciences as well as in economics. As an example, Meyer and Rowan (1977) stated,
‘many formal organisational structures arise as reflections of rationalised institutional rules’
(Meyer and Rowan, 1977, p. 340). The authors further asserted that, ‘institutional rules
function as myths which organisations incorporate, gaining legitimacy, resources, stability,
and enhanced survival prospects’ (Meyer and Rowan, 1977, p. 340). Vietnam is a good
example of how rationalised institutional rules assist in enhancing survival prospects. The
economy was on the brink of collapse in the 1980s when the government implemented the
đổi mới policy. There has been many changes since then but probably the most notable was
the adoption of a new economic model known as the socialist oriented market economic
system. It is plausible that đổi mới enhanced the survival prospects of the Vietnamese
economy and brought about improved economic growth.
The new economic system Vietnam adopted necessitates the need for the creation of an
audit profession, as one did not exist under the previous economic system. However, as is
the case with all newly created professions, the Vietnamese auditing profession faces many
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challenges one of which is the lack of expertise and experience of its members. The
majority of the auditors working in Vietnam have been educated under the central planning
system. They lack experience in a market economy. The education system in Vietnam is
struggling to adapt to the needs of the new economy. The current education system in
Vietnam is the same one that existed for many years under the central planning system with
spasmodic updates to reflect recent economic changes. However, given that there are
marked differences between central planning and market economies, there is a need for an
overhaul of the education system to better prepare young people for a career in auditing.
The current education system was designed for a different type of economy. As the nature
of the economy has changed so should the education system. As Kloppenberg (1995, p.
128) observed:
One cannot understand politics without understanding institutions and that one cannot
understand institutions without understanding the ideas, the purposes, of those
historical persons who created them, and without understanding the broader cultural
values that sustained the institutions and made it possible for them to persist.

Kloppenberg (1995) made a connection between institutions and politics, stating that
neither exists in a vacuum, i.e. one appreciates politics more having an understanding of
institutional theory. In the case of Vietnam, the country has been through dramatic
economic changes and the process is still ongoing. Concerning the auditing profession, the
issue is to address the shortage of qualified auditors. As auditors obtained their initial
education from tertiary institutions, there is increased pressure on Vietnamese universities
to overhaul the curriculum to meet the needs of the new economic environment.
The institutional factors were studied by DiMaggio and Powell (1983) who made an
observation that societies comprise institutions that mesh together comfortably in the
interests of efficiency (Clark, 1962); of the dominant value system (Parsons, 1951); or, in
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the Marxist version, capitalism (Domhoff, 1967; Althusser, 1969). Organisations, by
contrast, are either anarchies (Cohen et al., 1972), federations of loosely coupled parts
(Gouldner, 1954) labouring under such formidable constraints as bounded rationality
(March and Simon, 1958), and unclear technologies (March and Cohen, 1974). DiMaggio
and Powell (1983) argued that structural changes instituted by organisations do not come
from competition or the need for efficiency but rather by one of similarity.
According to DiMaggio and Powell (1983), organisations are becoming similar because the
process of rationalisation and bureaucratisation has moved from a competitive marketplace
to the state and the profession. As an example in Australia, the Certified Practising
Accountants Australia (CPA) and the Chartered Accountants of Australia and New Zealand
(CAANZ) require potential members to undertake rigorous exams for admission into the
profession. The Vietnamese accounting profession, the Vietnamese Association of
Certified Public Accountants (VACPA), now has similar requirements. The VACPA is
working towards making its professional requirements for admission similar to those in the
more developed countries. Nevertheless, the issue in question is that this process is taking
place on the foundation of an out-dated education system. Consequently, there is a risk that
the education of Vietnamese auditors might not comply with the requirements of the
International Federation of Accountants (IFAC).
As per Statement of Membership Obligations 2 (SMO 2) issued by the Board of the
International Federation of Accountants (IFAC), member bodies shall identify and
undertake actions to have the international standards issued by the name in full as it is the
first time mentioned (IAESB) adopted and implemented in their jurisdictions.
Implementation includes a process to build awareness of the adopted standards, provide
relevant education and training, develop or disseminate implementation guidance and any
other activities that promote proper understanding and use of the standards in practice
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(SMO 2, 2012). The issue of providing relevant education and training to accountants and
auditors is the main issue as the overall quality of accountants in Vietnam remains
questionable and according to Nguyen and Tran (2012, p. 444), ‘many experienced
accountants are poorly trained and have a poor grasp of the requirements of the market’.
According to Hall and Taylor (1996, p. 6), the development of the new institutionalism was
the:
Reaction to the behavioural perspectives that were influential during the 1960s and
1970s and sought to clarify the role that institutions play in the determination of social
and political outcomes.

The authors identified three different schools of thought, namely historical institutionalism,
rational choice institutionalism and sociological institutionalism. Historical institutionalism
according to Hall and Taylor (1996, pp. 6-7) is ‘the formal or informal procedures, routines,
norms and conventions embedded in the organisational structure of the polity or political
economy’. On the other hand, rational choice institutionalism, according to Hall and Taylor
(1996, p. 11), ‘emphasises the importance of property rights, rent-seeking, and transactions
costs to the operation and development of institutions’. The third school of thought,
sociological institutionalism, defines institutions to ‘include, not just formal rules,
procedures or norms, but the symbol systems, cognitive scripts, and moral templates that
provide the “frames of meaning” guiding human action’ (Hall and Taylor, 1996, pp. 1415). Schmidt (2010) proposed a fourth school of thought and labelled it discursive
institutionalism, which is concerned with both substantive content of ideas and the
interactive processes of discourse in an institutional context.
Concerning institutional change, Greif and Laitin (2004, p. 633) argued that both ‘the gametheoretic notion of self-enforcing equilibrium and the historical institutionalist focus on
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process are both inadequate when it comes to explaining why and how institutions change’.
Instead, they offered a different approach to institutional theory, one that incorporates
endogenous change.
The use of neo-institutionalism to study organisations is not without its critics. Suddaby
(2010, p. 14) argued that:
Whilst institutionalism has succeeded in becoming the dominant theory to study macroorganisational phenomena, it is in danger of being stretched far beyond its core purpose
– to understand how organisational structures and processes acquire meaning and
continuity beyond their technical goals.

Suddaby (2010) was of the view that the focus of researchers had been outside the
organisation and should be re-focused internally. Specifically, the author asserted:
They will have to conduct research at the organisational level of analysis and view
organisations as interpretive mechanisms that filter, decode and translate the semiotics
of broader social systems (p. 18).

There is evidence to support the influence of institutions in the audit reports issued by
auditors in different countries. Hussein et al. (1986) for example, studied the similarities
and differences between IFAC Guideline 13 The Auditor’s Report on Financial Statements
and audit reports issued in 27 countries. The authors found evidence to support the notion
that it is possible to classify audit reports issued in different countries into different groups.
These groups, in turn, are associated with differences in the level of securities market
activities, the legal system, and the development of the accounting profession.
Bushman et al. (2004) reached similar conclusions following an investigation of corporate
transparency. The authors asserted, ‘Governance transparency is primarily related to the
legal/judicial regime, whereas financial transparency is primarily related to the political
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regime’ (p. 244). In particular, Bushman et al. (2004, p. 244) noted, ‘governance
transparency is higher in countries with a legal/judicial regimes characterised by a common
law legal origin and high judicial efficiency’. In contrast, they found that ‘financial
transparency is higher in countries with low state ownership of enterprises, low state
ownership of banks, and low risk of state expropriation of firms’ wealth’ (Bushman et al.,
2004, p. 244).
In a subsequent study, Bushman and Piotroski (2006) examined the nature of financial
reporting incentives created by an economy’s institutional structure with respect to
conservative accounting and noted that:
Countries with political economies characterised by high risk of expropriation of assets
by the state and high state ownership of enterprises both speed the recognition of good
news and slow the recognition of bad news in earnings relative to firms in countries
with less political involvement in the economy (p. 141).

Gul (2006) examined the reaction of auditors to Malaysian firms with political connections
under different macroeconomic conditions and found evidence that auditors increase audit
fees for firms with political connections during the Asian financial crisis but decrease them
after the implementation of capital controls by government.
Hence, institutional theory assists in understanding the situation in Vietnam and helps
explain audit practices and the issues that the auditing profession is facing in a transitioning
economy. The formation and development of the Vietnamese audit profession is an
example. The Vietnamese audit profession came into existence after the implementation of
đổi mới in 1986. That makes it one of the youngest audit professions in the world.
Nevertheless, it faces immense pressure to establish itself in terms of being recognised as
a profession and providing a full range of audit services in the shortest possible time. In the
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case of Vietnam, the obvious course of action in the short term would be to incorporate
principles and practices adopted by established audit professions in other countries. In the
long term, once the profession has acquired the required knowledge and experience, more
effort would be directed towards enhancing those principles and practices. Whilst
institutional theory helps explain the situation in Vietnam, it does not provide a course of
action for implementation. To understand the current state of economic development in
Vietnam, it is necessary to consider factors affecting the development of the Vietnamese
economy.

2.3 Cultural factors
Culture has been a subject of study for many years. One of the most notable researchers in
this field is Hofstede whose work spans a significant period. Hofstede (1983, p. 88) pointed
out:
Both management practitioners and management theorists over the past 80 years have
been blind to the extent to which activities like “management” and “organising” are
culturally dependent.

Hofstede argued that ‘free market capitalism as practised in the United States, for example,
is an idea that is deeply rooted historically and culturally in individualism’ (Hofstede, 1983,
p. 89). In the case of Vietnam, Hofstede (1983, p. 89) commented:
If the idea is forced upon a traditionally collectivist society (such as Vietnam), it means
that work organisations will be created which do not offer to employees the protection
which they expect to get in exchange for their loyalty. The system itself in such a
society breeds disloyal, irresponsible employees.
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Table 2.1 shows Vietnam’s cultural dimensions based on Hofstede’s six cultural
dimensions. The uniqueness of the Vietnamese culture is shown through the everyday life
and the way business is conducted.
Table 2.1 Hofstede’s cultural dimensions relating to Vietnam
Power Distance

Vietnam is a very hierarchical society and subordinates have no problem
being told what to do by their superiors and challenging leadership is
frowned.

Individualism

Vietnam is a heavily collective society where loyalty is emphasised and
how one action affects the group’s image.

Masculinity

Vietnam is considered a feminine society where conflicts are resolved by
negotiation, flexibility and free-time are favoured and decision making is
achieved through involvement.

Uncertainty Avoidance

Vietnam is relatively relaxed facing the unknown, believing that there
should be no more rules than necessary. Work schedules are flexible and
hard work is undertaken when necessary but it never comes naturally.

Long Term Orientation

Vietnam is a pragmatic society that encourages change and is able to
adapt traditions to prepare for the future.

Indulgence

Vietnam is a society of restraint that does not put much of an emphasis on
leisure time and is able to control desires.

Source: International Business Vietnam, available on https://internationalbusinessvietnam.weebly.com/hofstedes-power-distance.html

A recent study by Minkov and Hofstede (2012) confirmed the existence of national culture
claiming that the study ‘refutes some of the arguments against the concept of national
culture’ (p. 152). Other research also found evidence that culture ‘operates to moderate a
relationship that exists across cultures’ (Bond and Forgas, 1984, p. 350); and that there are
‘important national cultural differences within the great Confucian tradition’ (Hall and Xu,
1990, p. 574). Moreover, Markus and Kitayama (1991, p. 224) found that, ‘people in
different cultures have strikingly different construal of the self, of others, and of the
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interdependence of the two’. The authors claimed that the ‘construal can influence, and in
many cases determine, the very nature of individual experience, including cognition,
emotion, and motivation’ (Markus and Kitayama, 1991, p. 224). In subsequent work,
Markus and Kitayama (1994, p. 568) argued that:
A group’s cultural ideal of the relation between the self and the collective is pervasive
because it is rooted in institutions, practices, and scripts, not just in ideas and values.

Moreover, Markus and Kitayama (1994, p. 568) asserted that ‘a given cultural ideal,
whether it is independence or interdependence, could shape the individual’s experience and
expression of the self’.
Culture also has predictable, significant effects on the decision making of executives (Tse
et al., 1988); and is a factor affecting the upward communication of private information by
subordinators (Chow et al., 1998); management controls of multi-national operations
(Chow et al., 1999); and the sharing of information at middle management level (Chow et
al., 1999). As culture affects the disclosure of financial information, changes to culture also
leads to change in the reporting of financial information. As an example, Qu and Leung
(2006, p. 255) found evidence indicating ‘the willingness of Chinese listed companies to
provide information in addition to the disclosure items compulsorily required by Chinese
government agencies’ that the authors believe help legitimate these companies’ social
status (Qu and Leung, 2006, p. 255). Similarly, Liu and Eddie (2007) found that companies
with foreign shareholders disclosed more information than those without in order to
enhance company reputation and credibility. The evidence of culture as an influencing
factor led to a comment by Al-Akra et al. (2010, p. 184) that ‘corporate disclosure research
must consider the interaction of accounting systems and economic factors contingent to
particular countries’.
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The impact of culture on financial information disclosure changes over the years as
businesses expand beyond national boundaries. Jaggi and Low (2000, p. 517) for example,
commented that ‘cultural values, which were developed 25 years ago, may have become
out-dated because of globalisation trends in business and industrial changes in different
countries’. Similarly, Ashraf and Ghani (2005, p. 199) noted that the ‘lack of investor
protection, judicial inefficiencies, and weak enforcement mechanisms are more critical in
explaining the state of financial reporting in Pakistan than are cultural factors’. Culture also
affects corporate social performance reporting (CSP). For example, Ho et al. (2012)
examined the impact of national culture and geographic environment on firms’ corporate
social performance and found that ‘differences in CSP (Corporate Social Performance)
appear to be linked to national culture, geographic region, and level of economic
development’ (p. 429).
Schwartz and Bilsky (1987) constructed a theory of the universal types of values as criteria
by viewing values as cognitive representations of three universal requirements and derived
conceptual and operational definitions for eight motivational domains of values. They
found that ‘people do indeed discriminate among values according to their a priori
specifications of goal types, interests served and motivational domains in both societies’
(p. 550).
In subsequent works, Schwartz (1992) developed a structure of values identifying ten
motivationally distinct value orientations that people in all cultures recognise, and that
specifies the dynamics of conflict and congruence among these values. Schwartz and Sagiv
(1995) tested these values and confirmed that there is substantive support for the ten
motivationally distinct value types across cultures; that they form a system of compatible
and conflicting motivations that are arrayed on a motivational continuum in most cultures;
and that 44 specific values have highly consistent meanings across cultures.
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In particular, Schwartz and Bardi (1997, p. 407) found evidence ‘that adaptation to the life
circumstances imposed by communist regimes had profound effects on the value priorities
of Eastern Europeans’. Schwartz and Bardi, (1997), clarified their findings by stating that
it remains valid that the ‘communist ideology and indoctrination failed to convince most
Eastern Europeans’ but added that the effect was due to the fact that ‘Eastern Europeans
were constrained to adapt to the communist social system in which they lived’ (p. 407).
Using alternative measures to the Schwartz Value Survey (SVS), Oishi et al. (1998, p.
1187) found evidence that ‘Schwartz’s theory of value provides a common framework for
these diverse research paradigms’. Similarly, Rohan (2000, p. 272) confirmed that:
Because it explains how people’s solutions to two of the most basic human problems
influence their motivational focus, the Schwartz (1992) theory can provide the structure
for investigating the fundamental coordinators of behaviour.

Studies on the impact of values was not restricted to the national level but also extended to
genders. Prince-Gibson and Schwartz (1998, p. 63) for example, uncovered:
Average gender differences in value priorities that are compatible with the agenticautonomous/communal-relational distinctions in the literature. The magnitude of these
differences, however, varied greatly across countries; this fact indicates the importance
of particular social and cultural conditions.

In yet another study, Schwartz and Sagiv (2000) investigated value priorities in direct
relation to subjective well-being. The authors found that ‘many types of values are directly,
albeit weakly, relevant to the affective aspect of subjective well-being but not to cognitive
aspects’ (p. 196). In addition, Schwartz et al. (2000) investigated the relationship between
individual values and worries concluding that ‘self-determination theory can explain
relations of micro worries to values for the four value types that express basic needs in this
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theory’ (p. 342). Furthermore, Schwartz and Bardi (2001, p. 287) found ‘a great deal of
variation in the importance of individual values both within groups and across societies’.
In addition, Schwartz and Bardi (2003, p. 1207) found that ‘stimulation and traditional
values relate strongly to the behaviours that express them’ and that the ‘differences in valuebehaviour relations may stem from normative pressures to perform certain behaviours’ (p.
1207). Likewise, Schwartz and Boehnke (2004, p. 254) concluded, using multidimensional
scaling methods, that ‘the value structure is robust to respondent’s gender, age, or level of
education’.
In another study, Schwartz and Bardi (2001) noted that there are differences as well as
similarities in the importance of individual values both within groups and across societies.
In relation to the similarities, the authors commented that there is a ‘common pan-cultural
baseline of value priorities’ (p. 287) and that the ‘observed pan-cultural value hierarchy can
tentatively be understood as reflecting adaptive functions of values’ (p. 287). Schwartz
(2006) reiterated this argument when he concluded that ‘individual value priorities arise
out of adaptation to life experiences’ and that ‘socio-demographic characteristics contribute
to explaining individual differences in value priorities because they represent different sets
of life experiences’ (p. 23).
Koivula (2008) confirmed the validity of Schwartz’s theory of values in a study of
employees of a Finnish steel company. In this study, the author demonstrated that
Schwartz’s theory of values (1992, 1994a) can be successfully applied to an organisation.
In addition, ‘the present study validated the 40-item Portrait Value Questionnaire with
manual and white-collar employee groups’ (p. 110).
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2.3.1 Impact of culture on accounting
The impact of culture on accounting has been a contentious issue especially in relation to
the effort to harmonise accounting standards in recent times. The issue is that every
country’s level of social and economic development is different and given that accounting
is the art of communicating financial information, different accounting practices are
expected. For example, Gray (1988, p. 13) investigated Hofstede’s cultural values and the
relation to accounting values and noted:
While prior research has shown that there are different patterns of accounting that the
development of national systems of corporate financial reporting is related to
environmental factors, identification of the patterns and the influential factors involved
remains controversial.

Likewise, Belkaoui (1991) argued that culture amongst a range of other factors affects
accounting and this helps explain the lack of consensus across different countries as to what
represents proper accounting methods. Similarly, Cohen et al. (1993, p. 698) found that:
Differing cultures and levels of economic development are likely to cause professionals
in many countries to find some part of international guidelines irrelevant to their needs,
and even for some, antithetical to the social and economic environment in which they
work.

Furthermore, Baydoun and Willett (1995) raised the question of whether it is accounting
disclosures or accounting systems that cause the disparate practices in noting that:
Charge of irrelevance aimed at an accounting system applied to a developing society
was most likely to be substantiated against disclosure rules rather than against the
underlying fundamental recording systems upon which most accounting information is
based (p. 88).
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In addition, Chow et al. (1995) commented, in relation to the move by the Chinese
government towards a more international Anglo-Saxon orientation in financial reporting,
that such a move ‘will, on cultural consideration, be very difficult to achieve in practice’
(p. 44). A study on accounting reform in China by Chow et al. (1995) seemed to support
the impact of culture on accounting practices. The authors argued that moving towards an
‘Anglo-Saxon model of financial reporting which emphasises professional self-regulation
and judgment would be very difficult to achieve in practice’ (p. 44). Similarly, Hussein
(1996, p. 95) noted, ‘Financial reporting and its regulation have multiple purposes
reflecting each country’s social, cultural, and political environment’. Consequently, the
author suggested:
The original idea of harmonisation as moving towards uniformity in accounting
standards across countries may not be achieved as long as social, cultural, and political
differences exist across countries (Hussein, 1996, p. 95).

These cultural differences pose impediments to the effort to harmonise international
accounting standards. For example, Zarzeski (1996) analysed 256 annual reports from
seven countries and found that ‘total accounting harmonisation may be difficult since
accounting disclosure practices appear to be culture-driven through market forces’ (p. 35).
Moreover, various studies have specifically identified the differences in company laws and
securities laws; the standards-setting bodies (Craig and Diga, 1996); tax legislation
(Saudagaran and Diga, 2000); judgments among accountants from France, Germany and
the United States (Schultz and Lopez, 2001). Likewise, Bloom and Solotko (2003)
observed that countries in Western Europe and beyond follow a legalistic model of
accounting in financial reporting, whereas Chinese and Japanese accounting follow a
Confucianism, one that advocates few laws, principles and rules but favours adherence to
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time-honoured rituals and traditions (Bloom and Solotko, 2003). Ding et al. (2005, p. 344)
summed up the cultural factor well by stating that ‘opposition to IAS is not exclusively
driven by contractual motives, a claimed technical superiority, or legal origin, but also by
diversity in cultural factors’.
The situation in Vietnam is unique from an accounting perspective. The Vietnamese
accounting profession is young by world standards as it came into existence in the late
1980s. Nevertheless, it has quickly adapted to the new economic environment in building
its reputation and providing quality services to society.

2.3.2 Impact of culture on auditing
The perception of auditor independence is an example. Narasimhan and Ng (1993)
investigated Hong Kong and Chinese auditors’ perceptions of auditor independence and
found that there is a significant difference in the perception of independence in Chinese and
Hong Kong auditors. Moreover, the authors commented that:
Auditor independence, more and better trained personnel, and more responsive
accounting and auditing legislative procedures are critical issues that must be further
addressed and resolved to gain the desired benefits that auditing can bring (p. 15).

Cultural differences also play a role in auditor licensing across the European Union (EU).
Margerison and Moizer (1996, p. 29) commented that there are ‘great differences in the
systems of auditor licensing across the EU’ and that these differences ‘can be understood
partly in terms of cultural differences’. Similarly, Patel and Psaros (2000, p. 311) found
evidence that:
Students from countries with greater political, economic and socio-cultural interactions
(United Kingdom and Australia) are likely to have greater similarities in their
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perceptions of auditor’s independence compared to students from countries that have
less acculturation.

Of particular interest, Patel and Psaros (2000, p. 311) suggest that:
There is a need to critically question the assumptions made by professional accounting
firms operating cross-nationally that it is possible to attain a single global set of audit
procedures and codes of professional conduct.

Lin and Chan (2000) noted in their study of Chinese Auditing Standards that ‘cultural
constraints on the development of a more flexible self-regulatory accounting body will
continue for the near future’ (p. 571). More importantly, the authors noted, ‘given the
cultural influence, the Chinese accounting profession will continue to be characterised by
substantial government control over its accounting activities’ (p. 571).
Similarly, Shafiei and Muhamad (2014) investigated values and norms among Iranian
auditors forming part of the organisational culture and warned that audit firms should ‘pay
more attention to related cultural strategies’ (p. 1259).
Culture is a factor affecting the education of auditors and the economic environment in
which auditors operate. In fact, culture is one of the most cited reasons for the differences
in business practices between countries. Given that auditors operate within a country’s
business environment, it is apparent that culture is a major factor. For instance, Chan et al.
(2003, p. 293) noted:
While auditors are educated and normally well trained in the technical skills required
to audit financial statements, they generally lack comparable formal training in the
evaluation of nonfinancial attributes that affect the control environment of an
enterprise.

Audit education in a Socialist Oriented Market Economy – The Case of Vietnam

37

Chapter 2 Accounting and auditing within transitioning economies: A review of relevant literature

Chan et al. (2003) tested the cultural values formulated by Hofstede in an examination of
the impact of different cultural dimensions on audit-detected accounting errors. The
findings provide evidence that ‘variations in cultural dimensions have a significant impact
on auditor-detected accounting errors’ (p. 293). Also on the Hofstede’s cultural model,
Tavakoli et al. (2003, p. 62) asserted that ‘cultural factors play a role with respect to
managerial ethics and whistleblowing’. At a practical level, Hughes et al. (2009)
investigated the impact of culture on the application of auditing procedures by entry-level
auditors finding that after studying analytical procedures conducted by entry-level auditors
in Mexico and the United States, that culture is associated with differences in risk
assessment.
Similarly, Cowperthwaite (2010, p. 175) raised a warning that:
If the influence of national cultures on the implementation of global standards is not
taken into account, the result will be inconsistent at best and outright failure at worst.

The Vietnamese auditing profession is facing significant challenges to establish itself as a
profession and to provide quality audit services to the economy in a unique environment.
Auditing is a new service in Vietnam and has only gained recognition after the
implementation of đổi mới. More importantly, it operates in an environment with different
rules and regulations depending on the characteristics of the entities being audited.

2.3.3 Culture and the development of accounting in Vietnam
In the case of Vietnam, its cultural background is one of the major factors affecting the
audit profession. First, one of the distinctive cultural traits of Asian economies in general
and the Vietnamese economy in particular is that small businesses dominate the economy.
These businesses are family businesses and do not have external investors. As such, the
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need for an audit service is lower compared to western economies dominated by large
corporations.
Second, the Vietnamese economy is bank-oriented; i.e. most capital needs of businesses
are supplied by banks. This dependency is not desirable especially when banks make bad
lending decisions as it has the potential to cause havoc to the economy. According to
Moody’s Investors Service, Vietnamese banks had incurred bad debts estimated to
comprise at least 15 per cent of total assets as of February 2014 (Bloomberg, 2016). The
same article quoted the governor of the Vietnamese Reserve Bank as saying that the
government, through the government owned Vietnamese Asset-Management Company
(VAMC), may purchase 150 trillion dong (AUS$8.8 billion) of non-performing loans by
the end of 2014. The issue facing the Vietnamese government is the relevance of accounting
data that, in this instance, led to many of these “non-performing” loans.
Third, the Ministry of Finance administers the standard-setting process with minimal input
from the private sector. The Ministry of Finance issues Vietnamese Accounting Standards
(VAS) through its Accounting and Auditing Policy Department. This is one of the
distinctive characteristics of the Vietnamese system where the government retains tight
control over all major economic decisions including the issuance of accounting standards.
It is worth noting that in countries like Vietnam where the central planning system had been
in existence for many years, there is an expectation that one should not take unilateral action
until the government has issued a decree on the matter. This is especially the case with
accounting standards, as the impact on the economy would be substantial.
Fourth, the tax rules in Vietnam have a significant influence on financial accounting
measurement practise. According to Ngo and Nguyen (1997), among other things, the tax
system in Vietnam is complicated. This issue, together with a lack of a reliable system of
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accounting, affect the government’s effort in managing its tax revenue. The Vietnamese tax
system has its root in the French accounting system introduced during colonial times and
later from the Soviet Union with its central planning system. The current system is a relic
from the days when central planning was the economic system of choice but one that has
been going through modification and revision to reflect changing economic conditions.
The unique characteristics of the Vietnamese economy create an environment where it is a
challenge for auditors to conduct audits. Different sets of rules mean that auditors have to
follow different requirements. In general, there should not be differences between an audit
of the public sector and a private sector entity as the objective is to provide reasonable
assurance that the financial statements are free from material misstatement. However, in
regard to Vietnamese culture, issuing a qualified audit opinion on the financial statements
of a public sector entity or SOE could potentially be interpreted as a criticism of the
government and is not condoned.

2.4 Ethical values
Culture is also a factor affecting the ethical values of auditors. Research conducted over the
years has identified culture as a factor influencing the ethical decision-making process. For
auditors, the question of whether certain actions are considered ethical needs to be
examined in the light of culture. The literature reviewed in this section shows that ethical
values are perceived differently depending on the culture. For example, Langlois and
Schlegelmilch (1990) commented that management of multinational companies that are
considering the introduction or extension of Codes of Ethics into different countries should
consider whether national identity is part of the company culture. If so, it will be ‘more
difficult to achieve a satisfactory standardisation of codes across national boundaries’ (p.
533).
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Similarly, a study by Cohen et al. (1992, p. 691) found that cultural differences are
‘important to our understanding of differences in ethical values because they identify
generally-held beliefs and norms of appropriate behaviour in a country’. In particular,
Cohen et al. (1992, p. 698) commented that:
International professional guidelines are often ethnocentric; they reflect the ethical and
cultural standards of the developed countries whose organisations are most influential
in writing them, and therefore risk failing to address ethical dilemmas found primarily
in developing countries.

To this end, the authors warned that:
Differing cultures and levels of economic development are likely to cause professionals
in many countries to find some part of international guidelines irrelevant to their needs
and even for some, antithetical to the social and economic environment in which they
work (Cohen et al., 1992, p. 698).

In subsequent work, Cohen et al. (1993) suggested that there is a need for multinational
public accounting firms to ‘specifically consider the impact of international cultural
diversity on employee ethical sensitivity and decision-making’ (p. 11). They also found
that ‘culture was related to differences in both subjects’ ethical evaluations, and in the
likelihood that they or their colleagues would perform the action’ (p. 37). In another study,
Cohen et al. (1995) found evidence that ‘differences exist in ethical decision-making among
the United States, Japanese and Latin American respondents’ (p. 56).
Similarly, Yamamura et al. (1996, p. 357) concluded from their study that ‘certain cultural
differences were identified’. Likewise, Tsui (1996, p. 129) asserted that ‘ethical reasoning
is a major determinant in explaining the variability in the auditors’ responses in such
conflict situation’ and that ‘the higher level of ethical reasoning, the lower the likelihood
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that the auditor would respond as acceding to the client’s request’ (p. 121). Tsui concluded
from the study that higher levels of ethical reasoning are associated with behaviour that is
more independent. Equally, Jeffrey et al. (1996) conducted a study on the professional
commitment, ethical development and attitudes towards following rules of Taiwanese
auditors. The authors found that professional commitment is high among Taiwanese
accountants and it increases with rank.
Concerning the impact of culture on the ethical decision making process, Roxas and
Stoneback (1997) examined the influence of different cultural dimensions on the three
perceptual elements of the ethical decision-making process. The authors found that ‘no
matter which classification scheme is used, the results show that culture has an effect on
the ethical decision-making process’ (p. 522). A similar study by Whitcomb et al. (1998, p.
849) found that:
Even if an international code of ethics for United States multinationals could be
derived, the way in which a United States company persuades its foreign stakeholders
should probably be adjusted for the cultural values and economic and political
institutions of that country.

Ethical decision-making processes also manifest in role conflict. Koo and Sim (1999) found
that auditors in Korea do experience a significant role conflict and the causes are ‘the
structural inconsistency of role, FES (Free Engagement System), and the expectation gap’
(p. 215). The authors further asserted that in situations of role conflict and keen competition
among auditors for work, tended to ‘compromise economic motives, considering
professional ethics to a lesser degree’ (p. 215).
Douglas et al. (2001) studied the effect auditors’ ethical judgments in situations typical of
those faced in practice and found that ‘ethical orientation is related to ethical judgments in
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high (but not low) moral intensity situations’ (p. 111). More importantly, the authors
suggested ‘organisational ethical culture is interpreted differently by different individuals
in the organisation’ (p. 115).
Equally, Tsui and Windsor (2001) conducted a cross-cultural comparison of ethical
reasoning between Australia and China, finding evidence that ‘auditors from Australia have
higher ethical reasoning scores than those from China, consistent with Hofstede’s cultural
theory predictions’ (p. 143).
Likewise, a study by Shafer et al. (2001) confirmed that auditors’ ethical behaviour is
‘strongly influenced by economic or utilitarian considerations’ (p. 273). In particular, the
authors noted that the findings appear consistent with ‘recent SEC allegations that auditors
often comply with clients’ desires to manage earnings, particularly when the amounts
involved can be rationalised as immaterial’ (p. 273). In a subsequent study, Shafer (2008,
p. 833) reached a similar conclusion:
Significant differences between local and international auditing firms in ethical
judgments (overall and moral equity judgments) and behavioural intentions, with local
firm auditors being more likely to judge aggressive actions as ethical and express
intentions to commit similar actions.

By the same token, Lord and DeZoort (2001) sampled 171 auditors from one international
firm and found that ‘obedience pressure significantly increased auditors’ willingness to
sign-off on an account balance that was materially miss-stated, although conformity
pressure did not’ (p. 215). Another cross-cultural comparison by Jakubowski et al. (2002,
p. 111) yielded a similar result where the authors found evidence that:
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Whilst commonalities exist on some ethical rules indicating that some rules are indeed
‘culture free’, cross-country variation, however, exist as to the specificity and
elaborateness of the rules.

Jakubowski et al. (2002) further noted that such variations could be attributed to ‘cultural
and legal differences, as well as the length of time each professional organisation has been
in existence’ (p. 111). Similarly, Patel et al. (2002) examined cultural influences on
professional judgments of Australian, Indian and Chinese Malaysian accountants in relation
to auditor-client conflict resolution and found that:
Australian professional accountants would be less likely to resolve audit conflicts by
acceding to clients than Indian and Chinese Malaysian accountants, and would also be
less accepting of resolving audit conflicts in this way (p. 23).

Likewise, Robertson et al. (2002) found evidence to suggest that multinational firms
interested in maintaining healthy ethical climates, ‘culturally contingent ethical guidelines,
or policies adapted to the local customs, must be considered’ (p. 327). Rashid and Ho
(2003) found limited differences in the ethical values of business professionals with regard
to ethnicity. However, Rashid and Ho (2003) qualified their findings by suggesting that the
cause was the ‘adoption of a large proportion of business practices by the Malays and
Indians to the Chinese business values’ (p. 85). On the topic of ethical values, Gul et al.
(2003, p. 389) found that there is:
A significant negative association between ethical reasoning and the likelihood of
unethical behaviour and that this negative association is weaker for auditors who
perceive higher risk of detection.

Concerning the ethical orientations, Beekun et al. (2003) compared Brazilian and United
States respondents with respect to the ethical orientations used in evaluating the ethical
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content of business related actions or decisions. The authors found ‘no significant
differences between the two countries when egoistic criteria were utilised, but uncovered
significant differences when utilitarian criteria were used’ (p. 276).
Studies comparing ethical judgments among students in different countries also confirmed
the impact of culture on ethical values. Differences were identified between United States
and United Kingdom students (Whipple and Swords, 1992); United States and New
Zealand students (Okleshen and Hoyt, 1996); Australia, Taiwan and the United States
students (Allmon et al., 1997); Asian and Caucasian students (Shafer and Park, 1999);
Australian and Chinese post-graduate students (Cable and Patel, 2000). In particular, Cable
and Patel (2000) suggested that ‘assumptions about uniformity in perceiving Western
notions of independence and objectivity embedded in official national and international
accounting pronouncements are reflections of “culture blindness”’ (p. 60).
Likewise, a comparison between moral reasoning of auditors from Canada and the United
States by Thorne et al. (2003, p. 315) suggested that:
The national institutional context found in the United States, which has an emphasis on
penalties resulting from the tough legal and regulatory environment, appears to better
encourage auditors to deliberate according to what they perceive is “the ideal”
judgment than the national institutional context found in Canada.

Studies that are more recent have largely arrived at the same conclusion. For example, a
study by Ahmed et al. (2003, p. 100) confirmed ‘cultural differences do have an impact on
the perception and awareness of the ethical consequences to business practices’. Fok et al.
(2005, p. 25) also found evidence to indicate that ‘significant cross-cultural differences in
the decision-making rationale’. Likewise, Vynoslavska et al. (2005) identified differences
concerning business ethics issues between Ukraine and the United States business
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professionals although the authors argued that they related to the economic transition
underway in Ukraine and the resulting turbulent business environment. Equally, Smith and
Hume (2005) found evidence supporting the presence of ‘the individualism cultural
element in ethical responses of accountants surveyed in their survey of accounting
professionals from six countries (p. 209). Specifically, the authors noted that accountants
of individualistic societies are more likely to adhere to personal principles even if the results
are detrimental to the organisation whereas accountants of collectivistic societies are more
likely to subordinate individual values for those that benefit the organisation.
In the case of Vietnam, a collectivist society with a transitioning economy presents a unique
challenge to auditors. Overseas auditors educated in Western countries that are
characterised as individualistic societies encounter issues with the collectivist approach. On
the other hand, locally educated auditors obtained qualifications from institutions that
promote collectivistic behaviour. As a result, there is potential for role conflict among
auditors coming from differing education backgrounds in the conduct of audits. This is an
issue that Vietnamese educational institutions need to address. Specifically, the teaching of
auditing should provide students with basic audit principles that are free of influences from
different economic ideologies. More importantly, the teaching of auditing should
emphasise the fact that it is about improving the quality of financial information and that
audit opinion relates to information disclosed in the financial statements and not an attack
on the government’s economic management credentials.
Li and Persons (2011) studied the cultural effects on the ethical decisions of Chinese versus
American business students. The authors found evidence to support the hypothesis that:
Chinese students would be more likely to make less ethical decisions than their American
peers due to the differences in four cultural dimensions: (a) small versus large power
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distance, (b) individualism versus collectivism, (c) difference in socioeconomic values,
and (d) rule of men versus rule of law (p. 15).

Similarly, Gift et al. (2013) performed a cross-cultural comparison between China and the
United States students and found that:
Those in one culture tend to perceive the ethical profiles of others differently than the
way they view their own ethical profit and differently than the actual profile of others
(p. 641).

On the topic of ethical values in transitional economies, Zheng et al. (2013, p. 417) found
that:
A firm will perform better when it has high BE (business ethics) and CSR (corporate
social responsibility), and that such a positive effect on performance is even stronger
when the firm operates in an environment that is perceived to contain higher levels of
MD (moral degradation).

2.4.1 Guanxi or personal relationship
There is a Chinese cultural phenomenon known as guanxi or personal relationship. The
concept of guanxi was studied by Ang and Leong (2000) who developed a model of
corporate ethics and social responsibility (CESR). The authors found that:
The very values by which Asian (particularly Chinese) businesses are typically
distinguished from those in the West (guanxi and mianzi) might account for the less
ethical and less socially responsible business practices in the region (Ang and Leong,
2000, p. 139).

More importantly, Ang and Leong (2000) suggested that the magnitude of these relationships
vary between Asian countries and that greater transparency in business dealings in Asia
could lead to fewer and weaker guanxi relationships in the region. Dunfee and Warren
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(2001) on the other hand, studied the question as to whether guanxi is ethical. The
conclusion was that there are ‘many different forms of guanxi that may have distinct
impacts on economic efficiency and the well-being of ordinary Chinese citizens’ and that
‘it is difficult to judge the overall impact of the practice’ (Dunfee and Warren, 2001, p.
202).
Chan et al. (2002) also conducted a study of guanxi surveying a sample of Chinese
executives working in the Guangdong province. Based on the survey results, it was
concluded that younger Chinese executives, and those working for privately owned firms
and joint ventures are ‘more inclined to engage in unethical activities for profit’ (p. 327).
Other studies have taken place on the linkage between guanxi and the auditor’s ethical
judgment. One such study by Au and Wong (2000, p. 91) found, among other things, that
there is ‘a relationship between an auditor’s ethical judgment and the existence of guanxi’.
In particular, noting ‘the impact of guanxi on an auditor’s judgment is dependent on the
level of ethical reasoning’ (p. 91).
Likewise, Hua et al. (2010) came to a similar conclusion in an investigation of the Chinese
audit profession asserting that culture could be regarded as ‘another obstacle in the way of
improving audit independence’ (p. 8). A further comment noted the reputation aspects as
‘defined and dealt with through the guanxi (personal relationship) code of conduct, rather
than by reporting modified opinions fairly and trustfully’ (pp. 8-9). Equally, Fan et al.
(2012, p. 83) concluded, ‘Chinese auditors’ favour-seeking guanxi orientations were
positively associated with ethical judgments but that rent-seeking guanxi orientations
negatively affected ethical judgments’.
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2.4.2 Personal relationship and auditing in Vietnam
Ethical behaviour is subject to cultural influences and Vietnam is not an exception. In the
conduct of an audit, auditors face pressure from both the client and firm to complete the
audit whilst maintaining client satisfaction. That pressure has the potential to undermine
the independence of auditors and quality of the audit. The pressure is even more profound
in the case of Vietnam where the market for audit services is still in the early stage of
development.
Developing a personal relationship with business and government officials is part of being
a professional. The issue however, is the potential for that relationship to affect the auditor’s
independence especially when personal favours have been exchanged. In Vietnam, auditing
is a relatively new service that came into existence from the late 1980s. Audit service may
not be new to multinational corporations but it is the case to Vietnamese businesses many
of which came into existence after the implementation of đổi mới in the late 1980s.
As such, it will take some time before everyone understands and appreciates the role of
auditors and the need to support independence by maintaining appropriate business
relationship. In the meantime, educational institutions in Vietnam can incorporate the
teaching of ethics, amongst other topics, into the accounting and audit curriculum.

2.4.3 Personal relationship and audit education in Vietnam
One of the ethical virtues required of an auditor is objectivity. It means maintaining an
unbiased attitude in the conduct of audit work. The commercial environment in Vietnam,
where developing personal relationship with businesses is necessary, makes it a challenge
for auditors to maintain an objective approach especially when the personal relationship
has been cultivated over a long period of time.
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In Vietnam, gifting is common. It is where one shows a token of appreciation to another.
Gift giving can occur on many occasions throughout the year. As such, there is a real
possibility for that token of appreciation manifesting into behaviour that might be
considered by society as undesirable. The inclusion of a subject on ethics in the accounting
and auditing curriculum would be a step in the right direction as it lays the foundation for
the development of an ethical attitude. Students must be made aware of the ethical
principles as well as the threats to auditor’s independence. Ethical decision-making models
may also be incorporated in teaching to help develop a systematic approach to dealing with
ethical dilemma.
The teaching of ethics would not immediately lead to an increase in ethically sound
decisions being made but rather, it would establish in auditors an ethical framework to help
them make better decisions. If auditors knew that they had made a wrong decision from an
ethical perspective then audit education in general and the instilling of ethics in particular
have been effective.

2.5 Socialism, communism and capitalism
2.5.1 Socialism
The economic transition that Vietnam is currently going through is unique. As the country
is transitioning from a central planning system to a socialist oriented market model, it is
facing a dilemma in relation to the issues of public ownership, private property rights and
public choice. Under the central planning system, the government advocates public or
common ownership and cooperative management of the means of production and allocation
of resources (Heilbroner, 1990). This form of economic structure is embodied in the
principle of socialism.
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Henri de Saint-Simon created the term “socialism” as a contrast to the liberal doctrine of
“individualism” (Perry et al., 2009, p. 540), and stressed that ‘people act or should act as if
they are in isolation from one another.’ (Perry et al., 2009, p. 540). Socialism came about
during the industrial revolution starting from about 1760 in the United Kingdom. It was a
turning point in human history and influenced many aspects of daily life. However, it also
caused a large gap between the rich and the poor that created resentment from those who
believed that such evolution destroyed life equality and enjoyment.
Socialism envisaged by Henri is a system of ‘economic planning, scientific administration,
and the application of modern scientific advancements to the organisation of society’ (Perry
et al., 2009, p. 540). In contrast, Owen (1817) proposed the creation of communities of
about twelve hundred persons. Individuals, parishes, counties or the state might establish
these communities. Furthermore, Owen asserted that there should be effective supervision
by duly qualified persons. Work, and the enjoyment of its results, should be in common.
This solution was an example of collective farming, later known as the cooperative
movement.
According to Raymond (1983), the term “socialism” went through various interpretations
and only settled in meaning from the 1860s:
Modern usage began to settle from the 1860s, and in spite of the earlier variations and
distinctions it was socialist and socialism which came through as the predominant
words. Communist, in spite of the distinction that had been made in the 1840s, was
very much less used, and parties in the Marxist tradition took some variant of social
and socialist as titles (p. 288).

Burns (1993) noted that during the 1980s and early 1990s, China had replaced its centrally
planned economic system with one that relies largely on market forces. Leaders have
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carried out a program of administrative reform to tailor the State to the market economy.
These reforms have included decentralisation, organisational restructuring and civil service
reform. However, Burns noted a number of factors undermining the success of the reforms
including lack of political support, China’s relatively weak administrative capacity, internal
bureaucratic opposition and mixed support from the public.
According to Graham and Li (1997) the Western concepts of the entity, independent
markets, market prices, and a multitude of separate businesses, are different to that defined
in a “socialist-market” economy. The authors argued that the differences in perspective
have more to do with history than to specific accounting rules.
The Vietnamese government has made clear its intention to continue progress towards
socialism. For the time being, it has adopted the socialist oriented market economic system
as a temporary measure whilst the government works on the next stage of economic and
social development. That means the public sector and SOE will continue to be the mainstay
and the foundation of the economy for a foreseeable future. More importantly, the issue of
state versus private property rights will continue to be a concern for the government
especially in the long term when the government embarks on the next stage of economic
development.

2.5.2 Communism
There is confusion between the terms “socialism” and “communism” causing indifferent
usage of the two. However, according to Steele (1992), one widespread distinction was that
socialism socialised production only while communism socialised production and
consumption. He wrote that ‘by 1888, the term “socialism” was in general use among
Marxists, who had dropped “communism”, now considered an old fashioned term meaning
the same as “socialism”’ (Steele, 1992, pp. 44-45), and added:
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The definition of socialism and communism as successive stages was introduced into
Marxist theory by Lenin in 1917...the new distinction was helpful to Lenin in defending
his party against the traditional Marxist criticism that Russia was too backward for a
socialist revolution.

Karl Marx’s ideology formed the basis for the theory of communism. One of Marx most
notable publications was the Manifesto of the Communist Party written with Frederick
Engels in 1848 (Marx and Engels, 1848). In the preface to the 1883 German Edition, they
wrote that:
All history has been a history of class struggles between the exploiters and those who
are being exploited, of the dominators and those who are being dominated, and that the
struggle has reached a stage where those who are being exploited and oppressed can
no longer break free from those who exploit and oppress without freeing the whole of
society from exploitation, oppression and class struggle (Marx and Engels, 1848).

Marx was talking about class struggles between the middle class (the Bourgeois) and the
lower class (the Proletariat). According to Marx and Engels, the distinguishing feature of
Communism is not the abolition of property generally, but the abolition of bourgeois
property.
Accordingly, as noted by Chiapello and Ding (2004, pp. 11-12),
The communist model of the economy is constructed on the basis of collective
ownership by the People the objective of which is the “abolition of exploitation”,
“abolition of the market” and that “prices are not based on supply and demand”.

In contrast, the construct of the capitalist economic system, according to Chiapello and
Ding (2004, pp. 5-8) is that:
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The economic process is oriented towards “unlimited accumulation of capital”; the
autonomous existence of the company; competition; and wage-earning and the private
ownership of the means of production.

Auditing service is an assurance service. It is a professional engagement in which an
assurance practitioner expresses a conclusion designed to enhance the degree of confidence
of the intended users other than the responsible party about the outcome of the evaluation
or measurement of a subject matter against criteria (AUASB, 2014). In other words, the
provision of auditing service is an engagement in which the auditor expresses a conclusion,
through the issuing of an audit opinion, designed to enhance the degree of confidence of
financial report users about the quality of the information disclosed therein.
Financial report users include investors, suppliers, customers, lenders, employees,
governments and the public (Moroney et al., 2014). Investors need reliable information
from which to decide whether to invest in the company through the acquisition of shares.
Suppliers need reliable information in order to determine whether to transact with the
company, as there is always a risk of default by the company that would cause the suppliers
to suffer financial loss. Customers need reliable information to help them decide whether
to make a purchase as matters such as product warranty, repairs and services are particularly
important. Lenders such as banks and financial institutions need reliable information from
which to assess loan applications. They face the risk of losing money if the company fails
and is unable to repay the loans. Employees need reliable information to help make
decisions concerning long-term employment commitments. Government agencies need
reliable information to help them formulate social and economic policies for the good of
the country. Finally, the public need reliable information about the organisation to give
them confidence that its operations do not cause harm to health or affect lives. Figure 2.1
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from Kornai (2000) and Table 2.1 from Chiapello and Ding (2005) depict the differences
between capitalism and socialism and the effect they have on accounting.

Figure 2.1: Models of the Socialist and Capitalist Systems
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Table 2.1: Comparison of capitalist and communist economic systems, and
transposition of the differences into accounting terms
Capitalism

Communism

Effect on accounting

Part 1: Definition of business entity

Focuses on accumulation of capital.

Organised so as to produce

Definition of the accounting

Capital invested should give rise to

goods necessary for the people

entity.

profit, which is reinvested in business to

by means of centralised planning

generate further profit the following

of production and exchanges

period.

between companies.

Role of accounting
Concept of capital and definition
of the company’s economic
income.

Part 2: Role of market

There is a market and companies

There is no market; businesses

Signification of receipts and

operate in competition.

are coordinated into hierarchical

expenses recorded.

systems.
Prices depend on supply and demand.

Role of accounting.
Prices are fixed bureaucratically.

Uncertainty of the markets.

Conservatism principle.

Part 3: Capital Accumulation and private ownership

The funds required for economic

The funds required for economic

Format and definition of balance

activity come from private providers of

activity come exclusively from the

sheet liabilities.

capital.

State.

The reinvested profit is amalgamated

Profit is abolished.

with the initial private capital, and

Definition of the company’s
economy income.

The only income is income from
belongs to the same owners.
The economic income of individuals

work, and the range of incomes is

Methods used for distribution of

narrower.

income.

The distribution of wealth is

Accounting treatment of

egalitarian and includes a wide

workers” incomes.

comes from their work or their capital
and varies widely.
range of social services.

Source: Chiapello and Ding (2005)
Audit education in a Socialist Oriented Market Economy – The Case of Vietnam

56

Chapter 2 Accounting and auditing within transitioning economies: A review of relevant literature

Up to 1986, the Vietnamese government made all the decisions concerning the allocation
of resources. Using a 5-year plan, the government estimated the level of demand and
decided on production quantity. The government then allocated production quotas to the
SOE. The obligation of the SOE was to meet the quotas. It was not their responsibility to
find markets for the products. The government has assumed that role. Moreover, it was not
their responsibility to research and develop better products. In fact, it was critical that SOE
produce goods that meet the government’s specific requirements. Such a system, however,
is inflexible in as far as meeting the needs of customers is concerned.

2.6 Private property rights
Private property rights affect the auditing profession. Alchian (1965, p. 817) defined private
property rights as:
Rights not merely because the state formally makes them so but because individuals
want such rights to be enforced, at least for a vast, overwhelming majority of people.

Similarly, Demsetz (1967, p. 347) defined property rights as:
An instrument of society that derives significance from the fact that they help a man
form those expectations which he can reasonably hold in his dealings with others.

The issue of private property rights was mentioned in Marx and Engels (1848) Manifesto
of the Communist Party. In that document, ‘the distinguishing feature of Communism is
not the abolition of property generally, but the abolition of bourgeois property’ (Marx and
Engels, 1848). Socialism or, as Marx termed it, the first phase of communist society, can
be viewed as a transitional stage characterised by common or state ownership of the means
of production under democratic workers' control and management, which Engels argued
was beginning to be realised in the Paris Commune of 1871, before it was overthrown.
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In “Imperialism, the Highest Stage of Capitalism”, Lenin (1916) modified classic Marxist
theory and argued that capitalism necessarily induced monopoly capitalism – naming it
“imperialism” - to the finding of new markets and resources, representing the last and
highest stage of capitalism. A market economy, on the other hand, is an economic system
in which individuals and government, through private property rights, participate and
control the means of production. Locke (1689) claimed in the second treatise that civil
society was created for the protection of property. This relies on the etymological root of
the word property or proprius in Latin meaning that what is one's own, including oneself.
Thus, “property” means “life, liberty, and estate”. By saying that political society was
established for the better protection of property, the claim is that it serves the private (and
non-political) interests of constituent members: it does not promote some good that can be
realised only in community with others (e.g. virtue).
Smith (1759) held similar views and argued that people's ethical systems develop through
personal relations with other individuals, that right and wrong are sensed through others'
reactions to one's behaviour. Smith believed that a market produced the "progress of
opulence". This involved a chain of concepts, where the division of labour is the driver of
economic efficiency, yet it is limited to the widening process of markets. Both labour
division and market widening requires more intensive accumulation of capital by
entrepreneurs and leaders of business and industry. The whole system is underpinned by
maintaining the security of property rights.
Smith (1776)’s reasons for the system of natural liberty in “The Wealth of Nations” is
usually taken as the beginning of classical political economics. Smith devised a set of
concepts that remain strongly associated with capitalism today, particularly the theory of
the “invisible hand” of the market, through which the pursuit of individual self-interest
unintentionally produces a collective good for society.
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One of the factors that Nguyen and Pham (1997) identified as possible causes for the delay
in Vietnam’s effort to harmonise its accounting standards concerns the issue of private
property rights. Private property rights are different from public property rights with the
latter denoting properties collectively owned by the people with the use being controlled
by government. The issue Nguyen and Pham identified relates to the claim by government
that the people of Vietnam collectively own all property and the role of government is to
control and manage the property for the common good.
Chen et al. (1997) identified the issue of property rights when investigating the problems
encountered in the People’s Republic of China upon implementation of the Enterprise
Accounting Standards (EAS) in July 1993. Under the public ownership regime, ‘property
rights in China have never been properly delineated’ (Chen et al., 1997, p. 150). Without
properly delineating the right to use property, the authors further claimed that:
The right to income from the property and the right to transfer property controlled by
a person or an enterprise in the form of a legal person, accounting elements such as
assets, liabilities, and equity could not be clearly delineated (Chen et al., 1997, p. 150).

Similarly, John (1997) compared the reforms implemented in agriculture, state-owned
enterprises, and the macroeconomic arena to illustrate the different paths taken by
Cambodia, Laos and Vietnam concluding that the governments of those countries have:
Succeeded in implementing major economic reforms in the sense that they have
introduced significant modifications to the structure of economic relations in their
countries and the role of the state in their economies (John (1997, p. 187).

However, John (1997, p. 186) also cautioned that the government of Vietnam has
‘postponed difficult institutional changes like the creation of clearly defined property rights,
and the equitization of state-owned enterprises’.
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The caution expressed by John (1997) above is not without reason. According to Gray
(1996), privatisation of state-owned enterprises in a transitioning economy is a rather
difficult task. Gray (1996, p. 195) studied the economies in transition in Eastern Europe
and noted that:
Although formal programs may lay important ground rules, the tremendous economic,
legal, political, and even moral uncertainty profoundly affect – and may even
overwhelm – most formal efforts at privatisation.

On that note, Gray (1996, p. 195) concluded that:
Economic outcomes of these various paths and the efforts to assess them are just
beginning to yield insights, and it will be years, if not generations, before a definitive
story can be told.

Hilmy (1999) identified that accountancy in the People’s Republic of China, has a ‘close
link between political philosophy and its impact on economic goals, structure and growth’
(p. 505). More importantly, noting that the objective of the promulgation of new accounting
law by the Chinese government was to attract foreign capital. Accordingly, accounting
‘formulated a new kind of the revenue recognition/realisation concept, i.e. a modified
accrual system of accounting and the introduction of the equity capital concept’ (Hilmy,
1999, pp. 505-506).
De Soto (2001) argued that an important characteristic of capitalism is the functioning state
protection of property rights in a formal property system where ownership and transactions
are clearly recorded. According to De Soto, this is the process by which physical assets are
transformed into capital which in turn may be used in many more ways and much more
efficiently in the market economy.
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As previously mentioned, the issue of private property rights is one of the key issues
separating capitalism and communism. Ezzamel et al. (2007) analysed the relationship
between political ideology and accounting change covering the transition from Maoism to
Dengism in China, finding that, in both eras, accounting was ‘construed as a malleable
object shaped by the force of the dominant political discourse’ (p. 669). Specifically,
Ezzamel et al. (2007, p. 696) claimed:
Accounting can be de-legitimised if rendered ideologically-based, and hence nonneutral, being categorised as a signifier of an unwanted ideology (e.g. capitalism) and
a catalyst for undesirable consequences (e.g. capitalist exploitation).

Private property rights are another issue that occupies the attention of the Vietnamese
government. The socialist doctrine calls for the nationalisation of all means of economic
production and the abolishment of private property rights. The nationalisation process was
completed in North Vietnam in the 1950s and in South Vietnam after the end of the Vietnam
War in 1975. The current economic system allows for private sector entities to operate
alongside the public sector and SOE. The issue of private property rights, however, is yet
to be fully resolved and for a market economy, even a partial one, it creates a state of
uncertainty that affects business confidence. This is particularly the case in the longer term
when the government proceeds with the transition to socialism.
A socialist oriented market economic model refers to an economic system that involves
either public ownership and management or worker cooperative ownership over the means
of production, or a combination of both and the market mechanism for allocating economic
output, deciding what to produce and in what quantity. This model allows the Vietnamese
government to retain firm control over the state sector and strategic industries but allows
for an increase in private-sector activity for firms engaged in commodity production. From
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an accounting education perspective, such uncertainty means that educational institutions
would find it difficult to develop accounting curriculum meeting the needs of the economy.
Accounting in a central planning system is less complicated than the one in a market
economy. Educational institutions would have to consider which employment market
graduates will be targeting. This is in significant contrast to accounting curriculum in
typical western countries where a single accounting course serves both economic sectors.
From an auditing perspective, the lack of a clearly defined law on private property rights
negates the need for audit services as government inspectors would be more suitable to
ensure properties belonging to the Vietnamese people are protected. It would also affect the
development of the audit profession and the auditing curriculum since audit services would
not be required as would be the case in a market economy. Under Vietnam’s old central
planning system, properties were assets of all people and managed by government. As such,
audit services were not required, i.e. there was no stock market for which investors could
acquire and own shares as private companies were not allowed to form let alone obtain
funds from the public through share issue. The situation has changed with the new
economic model where a stock market has been created and the public can now invest in
shares, necessitating the need to update and improve the law on private property rights.

2.7 The experience of transitional economies
In the case of economies that are in the process of transforming from one system to another,
the impact of culture on accounting takes on forms such as the State influencing the
objectives of financial accounting, the primary users of financial information and the
primary qualitative characteristics (Boross et al., 1995; Davidson et al., 1996). Bailey
(1995, p. 619) noted:
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The immediate effect of the attempt to break free from the accounting regime of the
era of centrally planned economics has been the spread of accounting de-harmonisation
among the former socialist countries.

Romania is a case in point. Dutia (1995, p. 739) investigated the accounting reform in
Romania and noted that:
The necessity for restructuring in the domain of accounting was determined, in the first
place, by the fact that the existing regime of accounting regulations and standards had
been created in the context of an excessively centralised economy in which the state
owned the majority of enterprises.

Consequently, according to Dutia (1995, p. 739) the Romanian system of accounting had
been ‘adapted to the requirements of the economic and financial mechanisms, both at the
macro and microeconomic level, specific to the functioning of this economy’. Following
the abandonment of the communist economic system in the early 1990s, the Romanian
accounting authority had opted to copy the French accounting model that, according to
Richard (1995), was due to political and cultural reasons.
Chen et al. (1999) investigated accounting development in China and found evidence
indicating that the application of current Chinese GAAP for listed companies has produced
accounting earnings that are ‘consistently higher than those determined under the IAS’ (p.
109). The reason for the differences is due to ‘differences in accounting standards, financial
rules, opportunistic applications of Chinese GAAP and unusual market-wide events’ (p.
109).
Similarly, Chamisa (2000, p. 280) made an observation that ‘the IASC standards are largely
irrelevant to communistic developing countries where the public sector dominates the
economy and where capital markets do not exist’. In particular, the author noted that:
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The relevance of the IASC standards in developing countries depends on the ends or
needs which they are expected to serve, and the specific national environment in which
the standards are to be applied (Chamisa, 2000, p. 280).

A study by Eccher and Healy (2000) seemed to lend support to Chamisa’s findings. The
authors examined the usefulness of International Accounting Standards (IAS) in China and
found that ‘IAS financial reports do not provide material benefits to either international or
domestic investors over local Chinese standards’ (p. 27). However, one of the explanations
provided by the authors for their findings is the lack of effective controls and enforcement,
the latter, according to the authors, is ‘plausible given the early stage of development of
institutions such as auditors, the business press, financial analyst communities and the legal
systems’ (p. 28). The explanation by Eccher and Healy (2000) goes to the heart of the issue
and that there is a need for accounting and audit education.
A subsequent study by Lin et al. (2001) appeared to support the findings by Eccher and
Healy (2000). In their study, Lin et al. (2001) found that ‘the reliability of accounting
information produced by Chinese enterprises is perceived as less than satisfactory’ (p. 41).
The authors explained the reliability issue to be the ‘ineffective enforcement of accounting
standards and improper auditing practices’ (p. 41).
Likewise, Lin and Feng (2001, p. 222) observed that ‘the traditional business administrative
systems rooted in a highly centralised planned economy in the past had persistent influence
on business management and accounting practices’. The authors further noted that:
Subject to the constraints of the centralised pattern of business financial management
and accounting in the past, a majority of business accountants in China were
accustomed to mechanically following the financing rules or accounting regulations
imposed by government authorities (p. 222).
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Equally, Ball et al. (2003, p. 259) asserted:
It is incomplete and misleading to classify countries in terms of their formal accounting
standards, or even their standard-setting institutions, without giving substantial weight
to the institutional influences on preparers’ actual financial reporting incentives.

The assertion from Ball et al. (2003) reiterates the need for economies in transition to have
in place a relevant accounting and audit education that is supported by government.
Accounting is about recording and reporting financial information, information that is used
by entities and government in making economic decisions. The quality of financial
information is enhanced through the audit process. As such, a relevant and appropriate
accounting and audit education is necessary for a transitional economy. Accountants and
auditors need to have relevant knowledge and skills to be able to successfully discharge
their obligations and responsibilities and more importantly, positively contribute to the
outcome of the transition. In such an environment, the role of government is even more
critical. Through various departments and agencies, the government can set clear and
reasonable objectives for the economy as well as establish the necessary legal framework
to ensure the transition is a success.
Xiao et al. (2004) investigated the role of political influence, as well as accounting tradition
and the equity market, in China’s recent changes to accounting regulation and suggested
that ‘political factors have strongly influenced the nature of the accounting system in a
developing economy’ (p. 214). In particular, a number of reasons for the co-existence of
the local and international accounting standards in China including, among other things;
direct government involvement in accounting regulation; strong state ownership; an
immature accounting profession; a weak and imperfect equity market; Chinese culture and
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Chinese people’s political sensitivity regarding foreign accounting theory and practice were
identified.
Whilst distinctively different in many aspects, the Vietnamese economy is going through
similar development stages to that of China. The Vietnamese economy is in transition.
Elements of market economy are being incorporated to the existing central planning
system. Consequently, there is a need to update the existing accounting and auditing
curriculum to educate graduates for a sector where the market economy operates.
The institutions Ball et al. (2003) referred to above include, among other things, accounting
disclosure regulation. In the case of Jordan, Al-Akra et al. (2010, p. 184) indicate that:
Mandatory disclosure compliance improved significantly as a result of privatisation,
particularly via reforms to disclosure regulation which account for much of that
improvement, and additionally, the mandate of audit committees.

The Vietnamese economy is best described as a transitional economy as it is still in
the process of being transformed from a central planning system to the socialist
oriented market model. However, there are two significant differences in the case of
Vietnam that set it apart from other countries. The first is that the country’s political
system remains unchanged and the second, is that the old economic system is not
completely abandoned but instead, modified to incorporate elements of a market
system.

2.7.1 Transitional economies and accountants
For accountants, economies in transition create opportunities as well as challenges. One of
the challenges is the ability to train or re-train accountants to fit into the new economic
environment. Winkle et al. (1994) noted, in an examination of economic reforms in the
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People’s Republic of China that, ‘one of the great impediments to growth is the lack of
qualified public accountants’ (p. 56). More importantly, the authors asserted that:
It is likely that the efforts to create a new accounting system for China will have a
significant impact not only on business enterprises and Certified Public Accountants in
China, but also on the country’s educational system for accountants (Winkle et al.,
1994, p. 56).

Similarly, Chen et al. (1997) analysed the accounting reform in China and noted that the
adoption of Anglo-American accounting principles and standards would take time. The
reasons are due to: issues associated with public ownership versus property rights; the early
stage of China’s socialist market economy transformation; and the process of accounting
development in China is one of revolution rather than evolution. On that note
It is unrealistic to expect that massive training within a short period of time can create
a pool of competent accounting personnel sufficient to implement the new accounting
standards (Chen et al., 1997, p. 150).

Equally, Rask et al. (1998) remarked that the shortage of adequately trained accounting
personnel in China ‘thwarts the proper gathering of accounting information, encourages
fraudulent practices, and hinders the making of rational business decisions’ (p. 96).
Likewise, Lin and Chen (1999) studied the applicability of the conservatism accounting
convention in China and suggested that there is a need for ‘more prudent accounting
procedures that can provide a reasonable basis to deal with risks or uncertainty inherent in
business operations (p. 534). In particular, Lin and Chen, (1999) asserted that the
government regulatory authority or accounting standard setters in China should ‘fully
recognise the changes in the business environment and speed up the process of accounting
reform’ (p. 534).
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In addition, Xiao et al. (2000) examined the Chinese’s auditing standards setting process
and characterised the Chinese audit market as having a ‘lack of audit independence,
shortage of well-qualified auditors, an environment of massive corruption, and the
existence of many misconceptions about audit’ (p. 69). The authors concluded that these
‘characteristics will significantly hinder the further development of the audit profession in
China’ (p. 69).
Concerning the role of the Chinese government in accounting reform, Lu et al. (2009, p.
322) noted that ‘accounting regulatory processes in China are substantially different from
those in Western countries’. Consequently, it was asserted that:
Because most clients of accounting firms are state-owned enterprises, their
relationships with government cannot be broken completely. Accounting firms still
need governmental agencies to support them in obtaining clients and approved funding
(Lu et al., 2009, p. 322).

China is not the only country experiencing issues with the shortage of qualified accounting
personnel, a study of accounting in Turkey by Simga-Mugan (1995, p. 364) suggested that
Turkish accountants should ‘recognise the need for more thorough professional training to
reflect the social role and responsibility placed on them’ and further stated, ‘accountants
themselves must also be self-disciplined and must endeavour to earn public confidence in
the profession’.
Concerning change in the accounting system in the Czech Republic, Schroll (1995)
investigated before and after change in the political system and noted that the
‘establishment of the centrally standardised accounting method reflects the fact that, in
practice, the principle of the “true and fair view” is not always followed’ (p. 832). Likewise,
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Bychkova (1996, p. 89) examined the development of auditing in Russia and concluded
that:
The conception of control and inspection utilised in Russia over many centuries, both
in Tsarist Russia and the Soviet Union, has differed fundamentally from the tradition
of auditing that evolved in response to the expanding needs of business people and
investors in Western Europe.

Vellam (2004) studied the difficulties faced by Poland, as an example of a transitioning
economy, in complying with the underlying principles of International Accounting
Standards (IAS) and found ‘considerable differences between Polish accounting law and
IAS’ (p. 143). Specifically, that ‘differences arise predominantly from the Polish legalistic
and rule-based orientation that is incompatible with the principle-based spirit of IAS’ (p.
143).
The Czech Republic also had trouble in implementing IFRS. A study by Sucher and
Jindrichovska (2004, p. 109) found ‘the locus of the implementation process has remained
in the Ministry of Finance, which has seemed disinclined to share its regulatory power’.
Such an attitude has:
Possibly slowed down the implementation process and must cast doubt on whether the
changes in financial reporting will benefit a wider group of users outside the tax
inspectorate (Sucher and Jindrichovska, 2004, p. 134).

Difficulties in implementing international accounting standards prompted Chand (2005, p.
224) to suggest:
It would be useful for a country, especially a developing country, to assess whether it
has the capability, in terms of both financial resources and the availability of
professional expertise to monitor the process of harmonisation.
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The warning from Chand (2005) is not without merit. Ball (2006) has questioned the
relevance of IFRS. Although embracing the high quality IFRS standards the large number
of countries that do so expressed concern that the inevitably will be ‘substantial differences
among countries in the implementation of IFRS, risk now being concealed by a veneer of
uniformity’ (p. 5). In particular:
The incentives of preparers and enforcers remain primarily local and they will
inevitably create differences in financial reporting quality that will tend to be ‘swept
under the rug’ of uniformity (Ball, 2006, pp. 24-25).

Using Ukraine as an example, Solodchenko and Sucher (2005) stated that accounting
‘cannot be understood outside the political and economic environment in which it is
functioning’ (p. 627). In the case of Ukraine, Solodchenko and Sucher (2005) asserted that
the country is in a state of crisis and one of the reasons is that ‘the STA [State Taxation
Administration] has continued to involve itself in the detail of accounting methodology for
its own purposes’ (p. 628). Similarly, a study by Zeghal and Mhedhbi (2006) on the factors
affecting the adoption of international accounting standards by developing countries found
that ‘education level, existence of a financial market and cultural membership are factors
that are positively and significantly tied to the adoption of IAS’ (p. 384).
Likewise, Ali and Ahmed (2007) examined the legal and institutional environment for
corporate financial reporting practices in three South Asian countries (Bangladesh, India
and Pakistan). In explaining the differences in the adoption and implementation of
IAS/IFRS standards in these countries, it was observed that:
The professional bodies within these countries are not yet prepared to give up authority
and pride on standard setting that is reflected in IAS standards being modified to suit
their national needs (Ali and Ahmed, 2007, p. 200).
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In the case of Kazakhstan, Tyrrall et al. (2007) found significant issues affecting the
country’s IFRS adoption progress. From a cultural perspective, it was noted that culturally
dominated Soviet Kazakhstan was ‘very different from the culturally self-sufficient AngloSaxon nations that developed IFRS, producing two quite different accounting systems with
different underlying assumptions’ (p. 99). Consequently, it was noted that, in the transition
to IFRS, these differences have:
Manifested themselves as difficulties with language and terminology, inhibitions in the
use of judgment in applying accounting principles, and a demand for governmentprovided accounting procedures and codes (Tyrrall et al., 2007, p. 99).

Likewise, Hauriasi and Davey (2009) investigated the compatibility between values
underlying western accounting systems and traditional Solomon Islands cultural values
finding that the challenge is to ‘identify how to adapt accounting and management practices
so they fit into existing local cultural values and practices’ and further recommended that:
Consideration be given to the traditional society concepts and values in recasting
elements of accounting and management practice so that they better reflect the nature
of the society/activities being represented (Hauriasi and Davey, 2009, p. 253).

However, there are certain benefits associated with the harmonisation of international
accounting standards for adopting countries. The quality of accounting for example,
especially reported earnings, has improved with the adoption of IFRS in China (Liu et al.,
2011) and Jordan (Al-Akra et al., 2010). In the case of China, a study by Liu et al. (2011,
p. 672) found that the ‘quality of accounting, especially reported earnings, significantly
improved with the compulsory adoption of substantially IFRS-convergent standards in
China’. That is not to say that earnings management is no longer an issue in China. On the
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contrary, Li et al. (2011, p. 19) found that ‘earnings management are positively associated
with the proportion of the state-owned shares and legal person shares’.
Russia also experienced difficulties adopting international accounting standards. Combs et
al. (2013, p. 46) found that ‘Russia’s high rankings in such cultural dimensions as power
distance, uncertainty avoidance and collectivism have contributed to the development of
certain preferences among Russian accountants that are deeply entrenched’. In particular,
Combs et al. (2013, p. 43) commented that Russian accountants prefer ‘complying with
prescriptive statutory control as opposed to exercising their own professional judgment.
This signifies a cultural link to the accounting standards’ harmonisation process’. A similar
conclusion was reached by Chand and Patel (2008) following an investigation of the
relationship between country-specific characteristics and the selection of an appropriate
approach for the adoption of IFRS concluded that ‘complete comparability in financial
reporting may be difficult to achieve across all countries even after the adoption of the
IFRS’ (p. 90).
Mennicken (2008) found evidence that a transitioning economy adopts international
standards not because they provide better information to the report users, rather, the
adaption is seen as a means of connecting to the rest of the world. This finding was
confirmed by a similar study in the Czech Republic where legal and tax acceptability is the
main reason for the conduct of an audit (Sucher and Zelenka, 1998). It is suggested that the
real reason behind the adoption and implementation of auditing standards developed by
western countries by transitional economies is to ensure legitimisation and acceptance. If
this is the case then auditing will not fulfil its role in providing assurance to financial
information published by organisations.
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Tikk (2010) found similar issue with Estonia stating that in relation to the transition to a
market economy that such a move means ‘setting up a new accounting system’ (p. 350).
Tikk further asserted that ‘people employed in the field of accounting have to be
continuously provided with specialist training, particularly in theory’ (p. 350). Similarly,
Al-Akra et al. (2010) in their study concluded that ‘the audit type, the existence of the audit
committee, the size of the Board of Directors, the liquidity and gearing ratios are
determining factors influencing the mandatory disclosure of listed Jordanian companies’
(p. 183).
In the case of Vietnam, the distinctive characteristics of the economy create challenges for
accountants. Accounting under the central planning system is different to that used under
the market system. The Vietnamese government will need to decide whether to have one
set of standards for all entities. At the moment, there are different rules for public sector
entities including SOE and entities operating in the private sector. Having one set of rules
is easier to manage and provides consistency across the sectors but the question is which
set of rules should be adopted. Adopting the IAS has the benefit of bringing current practice
in Vietnam to the same level as the rest of the world but it would be a challenge for the
public sector and SOE to comply. Public sector entities and SOE are still following the
reporting requirements that existed from the days when the central planning system was the
system of choice, i.e. the emphasis was on input/output reporting used by government in
its 5-year plans. Expanding the current public sector accounting standards to the private
sector would be considered a backward step.
Educational institutions would prefer to have one set of accounting standards for various
reasons. First, it would be easier for them to develop new and update existing accounting
courses. Second, it would increase the employment opportunities for graduates by making
them more competitive not only locally but also regionally and internationally. Third, it
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would bring the accounting courses offered by Vietnamese educational institutions in line
with the rest of the world.

2.7.2 Transitional economies and auditors
The intricate business relationship between auditors and stakeholders has always been a
difficult one in a developed and sophisticated economy. That relationship is even more
complex in countries where the economy is still evolving. Chandler and Edwards (1996, p.
25) commented on the role of the auditor in a market or capitalist economy stating:
It is in the nature of a capitalist economy that the various participants in business
activity have different priorities, and the auditor has in some ways an unenviable role
in endeavouring to reconcile their conflicting concerns.

Likewise, Rask et al. (1998, p. 96) noted, ‘Much remains to be done in training state
accountants not only in performing the basic auditing procedures, but in developing the
mindset of independent auditors’.
In the case of China, Xiang (1998) analysed the changes in the accounting environment of
China

during

the

recent

economic

reforms

and

noted

that

the

‘lack

of

independent/professional auditing in China implies that the proposed detailed IAS-based
standards may be counter-productive in the specific context of China’ (p. 118).
Consequently, Xiang (1998, p. 118) warned:
This raises questions about the proper role of IAS in developing countries and in
transitional economies with rudimentary auditing infrastructure, and suggests that
caution needs to be exercised on the issue of accounting harmonisation.

Tang et al. (1999) also confirmed the shortage of qualified professionals in China. In their
study of auditing of State-Owned Enterprises in China, they identified the need to develop
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‘a sufficient number of trained auditors and accountants, uniform audit standards, and an
institutional framework to support auditors’ exercising independent judgments’ (p. 183).
The shortage of well-qualified auditors affects auditor independence and auditor
competence. Lin and Chan (2000) compared Auditing Standards in China with relevant
International Standards and noted differences exist with respect to the evaluation of the
auditor’s professional competence; the definition of audit independence and its practical
implications; the establishment and enforcement of ethical standards; and how certain audit
procedures are emphasised and performed.
A study by Xiao et al. (2000) also confirmed the lack of auditor independence and the
shortage of well-qualified auditors. In their study, the authors found that the development
of auditing in China is:
Hindered by issues such as the lack of audit independence, the shortage of wellqualified auditors, an environment of extensive corruption, and the existence of many
misconceptions about the audit (Xiao et al., 2000, p. 85).

Similarly, De Fond et al. (2000) investigated the impact of new auditing standards on
auditor independence in China. They found evidence to suggest that there is a ’”flight from
quality” in the Chinese audit market in response to the adoption of the new auditing
standards’ (p. 301). Based on their findings, the authors suggested, ‘government regulation
alone is insufficient to create financial markets that foster auditor independence’ (p. 269).
Yang et al. (2001) reached a similar conclusion in their study of the auditor-government
associations and auditor independence in China and concluded that:
Audit firm associations with the government can impair auditor independence, and that
severing this connection is the first and crucial step towards the creation of a truly
independent Chinese auditing profession (Yang et al., 2001, p. 187).
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In addition, Chen et al. (2002) suggested that the quality of an audit reflects the level of
competence of the auditor. In particular, the investigation focused on whether the new
accounting regulation for listed companies in China eliminated or reduced differences
between Chinese earnings and IAS earnings. The findings indicated that harmonisation
under the 1998 regulation did not immediately eliminate or significantly reduce the
earnings gaps. More importantly, the authors suggested that ‘a lack of adequate supporting
structure, manifested in excessive earnings management and low quality auditing might
explain the gap’ (Chen et al., 2002, p. 183).
Gul et al. (2003, p. 389) made similar observations asserting that ‘a major problem facing
the auditing profession in China is the incidence of high levels of unethical behaviour and
lack of independence’. In a subsequent study, Gul et al. (2009) investigated the
implementation by the Chinese government of the disaffiliation program as an attempt to
separate audit firms from sponsoring bodies. They found that ‘the disaffiliation program,
rather than the act of disaffiliation itself, increased auditor independence’ (p. 49).
One of the possible actions to improve audit quality suggested by Li et al. (2010, p. 204) is
that ‘Chinese policy-makers should adopt more rigorous auditing standards and continuous
professional training’. Whilst the new accounting regulation has not immediately reduced
instances of earnings management the existence of the Big-4 audit companies has had an
impact. Li et al. (2010) found evidence that the ‘Big-4 audit companies are observed to be
associated with a lower level of earnings management’ (p. 204). The explanation is that
“brand name” auditors are ‘exposed to deep pockets incentive and they have to deal with
the threat by adopting more prudential activities with respect to earnings management’ (p.
204).
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A study by Chen et al. (2010) appears to lend support to the findings by Li et al. (2010). In
this instance, the investigation considered the switching to other audit firms by former
clients of Da-Hua CPA following the merger with Ernst & Young. The suggestion was that
audit quality may ‘differ systematically between Big 4 and non-Big 4 auditors in China,
where the potential for legal liability is relatively low for both auditors and their clients’
(Chen et al., 2010, p. 66). State ownership and management affiliation with a firm’s
external auditor also affects audit quality. Liu et al. (2011, p. 635) found evidence to suggest
that:
State ownership and management affiliations are two important types of connection
that impair auditor independence, and that management affiliations are of greater
importance to private-sector firms than to SOE.

China was not the only transitional economy experiencing a shortage of appropriate
qualified audit personnel. Marchesi (2000) studied the audit quality in ASEAN countries
and found deficiencies concerning the competence of statutory auditors. In particular,
‘many differences were observed in the competence requirements of auditors, the
requirements regarding the conduct of statutory audits, and the reporting obligations’ (p.
121). Similarly, Nasution and Ostermark (2012, p. 175) found evidence to support the
argument that ‘cultural dimensions have a significant impact on auditors’ behaviour and
therefore should be considered in the auditing field both in theory and in practice’.
Economies in transition are not limited to Asia. A number of European countries also found
themselves in similar situations. These are former communist countries that have chosen to
adopt a market economic system. Such a profound change has had a significant impact on
auditors. For example, Bailey et al. (1995) found that accounting reform legislation initially
adopted in the Baltic states ‘carried the strong imprint of the Soviet accounting experience’
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(p. 710) and that ‘the lack of awareness of accounting procedures and practices in advanced
market economies was evident’ (p. 710).
Slovenia was another transitional economy that had difficulties in applying international
accounting standards due to the fact that internal reporting practices were not sufficiently
developed to generate the data required for financial reporting purposes (Garrod and Turk,
1995). Lithuania also experienced a shortage of qualified personnel (Lakis, 1996). In
particular, Lakis (1996) assessed the auditing developments in Lithuania since the
restoration of independence in 1990 and noted that the country had not fully implemented
international auditing standards. Furthermore, the author noted that ‘the training of auditors
and the improvement of their qualifications is a crucial issue’ (p. 114) but that the lack of
qualified specialists has hindered the process. Polish auditors also had trouble in
discharging their responsibilities. Krzywda et al. (1998) investigated the situation in Poland
and found evidence that, in a transitional economy,
The statutory auditor has a distinctive role which focuses upon the legality of the
accounting record and which, generally, eschews judgements with respect to
commercial viability (p. 439).

In the case of the Czech Republic, Seal et al. (1996, p. 485) noted that the transition is:
Characterised by a changing balance between the guiding principles of state, market
and community within which Czech accountants and auditors are visualised as
pursuing the twin and related strategies of constituting a professional market and
identifying themselves with the regulatory power of the state.

Consequently, Sucher and Zelenka (1998) added, in relation to the historic influence of the
State and the tax office (and tax audit), and the role of the investment funds and banks, that:
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Auditing, for many Czech enterprises, will develop towards more of a “legal
acceptability and acceptability for tax purposes” audit, than one that emphasises a “true
and fair” presentation for the benefit of external stakeholders (p. 743).

Russia is another example of a transitional economy where auditor independence is an
issue. Sucher and Bychkova (2001) noted that in a transitional economy such as that of
Russia, there would seem to be ‘little local demand for local auditors to be fully independent
from the enterprises they are auditing’ (p. 835).
Romania also encountered difficulties in relation to its transformation to a market economy.
King et al. (2001) investigated the accounting and auditing development in Romania and
identified factors affecting the development progress. Those factors are:
The influence of the previous purposes of accounting information within command
economies, the continued interaction between fiscal policies and accounting practice,
the relatively limited development of auditing and accounting professions and the need
for training (p. 169).

Similarly, MacLullich and Sucher (2005) investigated the issue of auditor independence in
Poland and found ‘Polish practitioners appear to take, in large, a legalistic, although
interpreted in a creative way, as well as economic approach to auditor independence’ (p.
608). The authors concluded:
This local appropriation of the construct appears rather remote from the concept of
auditor independence as defined in international codes of ethics that focus on a
commercial approach to practice (p. 608).

Concerning auditor independence, Kosmala (2007) investigated how culture influences the
construct of auditor independence in Poland and the Czech Republic. The construct has
been interpreted differently locally and suggested that there is a need to think of auditor
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independence that is ‘responsive to cultural particularities, individual interpretations, and
plurality of ways for its operationalisation’ (p. 337).

2.8 The situation in Vietnam
Auditors in Vietnam operate in a challenging environment. The biggest challenge is the
fact that auditing is a new professional service operating in an environment that is subject
to constant changes. Vietnam is in the process of partially transforming to a market
economy. However, unlike Central and Eastern European Countries, Vietnam has not
abandoned its political system. This creates a rather unique situation where market
participants are free to interact to a certain degree under significant state control. The
socialist oriented market economy, with its distinctive characteristics poses significant
challenges for auditors. According to Nguyen and Kend (2017, p. 103), ‘public knowledge
of external audit is still limited in Vietnam. Users of financial statements do not have the
habit of using audit services’. In addition, Phan et al. (2018) commented that ‘the
government maintains its control in the accounting and auditing certification and
accounting practice through the MOF’ (p. 228) and that ‘the accounting profession in
Vietnam is a state-controlled profession and is subject to state regulations’ (p. 229).
Tadashi (1989) studied the Vietnamese economy in detail and identified four errors to have
contributed to the economic situation Vietnam finds itself in today. First, the failure by the
government to realise the tremendous challenges facing Vietnam as it pursued socialism.
Second, the precedence given to the construction of heavy industrial facilities in the initial
stages of building socialism. Third, the dependence on financial assistance from friendly
socialist countries. Fourth, the failure of the North Vietnamese communists, after
reunification, to make use of the economic expertise and practical experience of the people
of the South, particularly the Hoa people (Chinese descendants), in managing the national
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economy, garnered from the Southerners’ experience in capitalist economic management
during the 20 years after 1954.
There is, however, an optimistic view held by Nguyen Xuan Oanh (1992) a principal
government economic adviser to the Vietnamese government, noting that:
China embarked on economic reforms without corresponding political reform and this
led to the Tiananmen incident. The Soviet Union carried out political reforms without
economic reforms that brought about disintegration. But Vietnam has embarked on
both sets of reforms since 1986 and there is strong evidence that our model works1.

One of the challenges, according to Nguyen and Pham (1997), causing the delay in the
government’s effort to harmonise Vietnam’s accounting system and practices with
international standards is the shortage of appropriate qualified personnel and the capacity
to reflect differing economic frameworks, business practices and cultural backgrounds.
Vietnam’s continuing adherence to the concept of a ‘market economy with a socialist
orientation’ in the foreseeable future will pose a number of conceptual and practical
issues which must be resolved before its accounting system can be fully reconciled with
international standards (Nguyen and Pham, 1997, p. 432).

Additionally, Nguyen and Pham (1997, p. 432) articulated that:
The area of greatest uncertainty relates to the balance between private ownership and
state rights. Accounting principles and practices which have been developed on the
premise of guaranteed private property rights will need to be adapted to a socio-political
environment where such rights must be balanced with the interests of the state, and
where the balance is still evolving.

1

Quoted in Strait Times, 1 March 1992
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The challenges identified by Nguyen and Pham (1997) is supported by a study by
Athukorala (2009, p. 112) on export performance of Vietnam in the process of economic
transition:
Notwithstanding its geography and human-resource endowment, as yet Vietnam is not
a significant player in global production networks which has been the major source of
export dynamism in the other high performing economies in the region.

Commenting on one of the distinctive characteristics of the Vietnamese economy, the
massive nature of the state sector (40-50 per cent of the economy), Wright and Nguyen
(2000) warned that there is a need for supportive infrastructure. The infrastructure Wright
and Nguyen (2000) referred to comprises issues of financial transparency, contract law and
freedom from burdensome regulations that ‘has not yet taken root in Vietnam’ (p. 175). In
particular, they mentioned the state sector and State Owned Enterprises (SOE) making up
the sector. In relation to the state sector, the following was noted that:
As Vietnam’s economy is not yet open to unfettered competition, however, perhaps the
social ramifications of re-engineering the state-owned sector are, at present, too awful
to contemplate (Wright and Nguyen, 2000, p. 174).

In relation to the SOE, Wright and Nguyen (2000, p. 174) noted that:
The most inefficient, debt-ridden and largest money losers may have to be shut down,
merged or restructured but, with such a large portion of the economy owned by the
state, turning Vietnam into a capitalist enclave is not feasible at this time.

Pincus (2009, p. 23) shared a similar concern on the SOE that ‘account for nearly half of
all business investment in Vietnam but which use capital inefficiently and do not create
many jobs’ and recommended that the government of Vietnam should:
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Introduce greater transparency and accountability into the state sector. That means
requiring SOE to publish annual reports, quarterly cash flow statements and balance
sheets, and full disclosure of investment plans, use of state assets and ownership of
subsidiaries (p. 23).

Similarly, Leung (2009) looked at the creation of equity in, and sale of the large SOE (the
so-called General Corporations) in Vietnam and noted that:
It is becoming increasingly clear that not only are the activities of these General
Corporations adding to the non-performing loans of the banking system, they have
actually been a factor in destabilising the economy (p. 55).

Concerning the banking and finance sector of Vietnam, Leung (2009, p. 54) noted,
‘Vietnam’s key macroeconomic institutions are quite a way from “best practice” in terms
of professional capability and operational independence’.
On the issue of professional capability, Sarikas et al. (2009) studied the international
influence on accountancy in Vietnam. The authors warned that it is important that
Vietnamese accountancy evolve in such a way that ‘stock market investors are better served
with improved financial reporting for companies listed on the stock markets’ (Sarikas et
al., 2009, p. 189).
Leung (2010) reviewed the economic development in Vietnam since đổi mới and concluded
that the country needs ‘strong macroeconomic institutions capable of stabilising the
economy and setting the parameters for resumption of rapid growth’ (p. 83) and that the
country still has ‘very large state-owned enterprises in capital-intensive industries’ (p. 83).
Leung’s conclusion supported the view held by Doan (2000) who examined the implication
of the Asian financial crisis on the Vietnamese financial system and claimed weaknesses
in banking supervision and prudential regulations, and its weak enforcement contributed to
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the problems. In addition, the lack of appropriate accounting standards for businesses as
well as the issue of transparency make it more difficult for banks to evaluate the feasibility
of projects and the value of collateral offered.
An investigation by Pham et al. (2011) on the extent of de jure (accounting rules)
convergence of Vietnamese Accounting Standards (VAS) with International Accounting
Standards (IAS/IFRS) found evidence that the overall level of de jure convergence of VAS
and IAS/IFRS is lower than expected. Pham et al. (2011) further emphasised that this
disparity could lead to concern that financial statements prepared under VAS may not fully
meet the external users’ need for accounting information and could potentially cause
information asymmetry problems. In addition, Phan et al. (2013) found evidence to suggest
that whilst Vietnamese accounting professionals are optimistic about the potential benefits
of IFRS, they ‘anticipated significant costs and challenges during the transition period’ (p.
18). In particular, Phan et al. (2018, p. 238) suggested that ‘the accounting community in
Vietnam is more concerned about the readiness of Vietnamese enterprises and the
availability of IFRS expertise’.
Doan et al. (2011) identified similar issues in a study of the adoption of Western
management accounting practices in Vietnamese enterprises finding that the adoption rates
for traditional western management accounting practices are higher than for contemporary
ones and that ‘state-owned enterprises tend to exhibit lower adoption rates than other
enterprises’ (p. 142). Furthermore, it was noted ‘management accounting practices that are
compatible with those used under the former central planning system are adopted far more
widely than other practices’ (p. 142).
Likewise, Nguyen and Gong (2012) investigated the international convergence of
Vietnamese accounting standards and found a difference from international accounting
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standards, because of the differences in the level of economic development, the political
regime, legal system, cultural, society and the level of expertise of Vietnamese accountants.
On the issue of the political regime, Nguyen and Tran (2012, p. 443) commented that:
It is obvious that an accounting system emphasising the needs of the state must be
significantly different from an accounting system that focus on the needs of investors
in equity. The Vietnamese reformers have to admit that if they desire an accounting
system emphasising the needs of State and corporate governance, they cannot adopt
many accounting concepts and principles established in the countries where accounting
information is primarily intended for investors in equity.

On the level of expertise of accountants, Nguyen and Tran (2012, p. 443) noted that:
VAS contain concepts and principles to guide the professional application of
accounting methods based on conventions raised in the context of capitalist and
developed countries. It requires highly qualified accounting professionals, and the latter
must be trained in the context of a market economy.

In relation to harmonisation of Vietnamese accounting standards, Doan and Nguyen (2013,
p. 91) summarised the situation in Vietnam as follows:
At present, the country’s accounting system contains elements taken from both the
IAS/IFRS approach and the pre-1995 Vietnamese system, which was itself the result
of combining the Soviet style and the traditional French system. Despite the
considerable efforts already made toward harmonisation, there remain significant
differences between VAS and international ones, as embodied in the IFRS.

2.8.1 Audit education issues
In Vietnam, the education of auditors is an issue for a number of reasons. First, the
Vietnamese economy is transitioning from a central planning system to a socialist oriented
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market model. That means the new system is neither a centrally planned nor a market
economy. In other words, the Vietnamese economy comprises elements of both systems.
Consequently, it is out of necessity that accounting and auditing in Vietnam must adapt to
the changing system because ‘like all politico-economic phenomena, accounting always
adapts to its environment’ (Ding, 2000, p. 2). The transformation of the Vietnamese
economy necessitates the need to change the existing financial reporting framework and
the associated auditing regime as noted by Chiapello and Ding (2004, p. 31):
Accounting transformation goes hand in hand with the transition from communism to
capitalism. No new political or economic orientation affecting companies can leave
accounting unaffected.

More specifically, such a transformation would require not only an implementation of a
new economic system but also a new education system. As pointed out by McGee (2008,
p. 240):
In the case of accounting in former centrally planned economies, there are actually two
inertias that must be overcome, the change to a new, market-oriented accounting
system and a change in the education provided to future and existing accountants.

Vietnam is not an exception. The implementation of the new economic system has created
an environment requiring improved audit and accounting education to address the shortage
of qualified auditors as observed by Vu (2008):
Independent auditing in Vietnam has been created and developed in the last 25 years,
a sufficient time to develop a concrete foundation for this type of activity. Nevertheless,
the shortage of high quality personnel was still an issue identified in conferences.

Vu (2008) was referring to the issues associated with the structure of the auditing
profession, the education of auditors and the objectives of that education. The issues come
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about because of the changing nature of the Vietnamese economy. The new system allows
private sector entities to exist alongside public sector entities. Whilst the transition started
in the late 1980s, it took another 14 years for the establishment of the first stock market in
Vietnam. By 2004, according to Kamm (2004) ‘the financial and company information
available to investors in the Vietnam stock market has been rudimentary’.
Such is the peculiar economic environment of Vietnam, that it retains a strong government
control because of its legacy and fails to serve the information needs of stakeholders
because it is a new system. As Huynh et al. (2012, p. 649) noted:
The current accounting system still emphasises State management and the lack of
providing information for stakeholders as well as VAS having a time lag and significant
gap with IAS/IFRS.

For the same reason, the Vietnamese auditing profession has not had a long history of
existence. The change in government policy in 1986 created a demand for auditing services
but at the same time, exposed the economy to a serious shortage of qualified auditors. On
the current situation in Vietnam, the World Bank (2001, p. 9) noted, ‘While audit and
inspection bodies have adopted a risk-based approach, practice is not up to international
standards and practice’. On the issue of technical competency, the World Bank (2001, p.
18) noted that:
There is no educational institution in Vietnam specialised in training students for the
Certified Public Accountants (CPA) examinations. The universities teach accounting,
not auditing. They award degrees, not a professional qualification. At the moment,
those who wish to sit for the CPA examination undergo two months of intensive
coaching, and that is the only preparation course available to them.
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The assessment above by the World Bank shows that there is a need for an increase in
investment in the Vietnamese audit profession from the government, universities and
business. It indicates that the current audit education is inadequate for an economy that is
becoming more sophisticated. This inadequacy comes from the existing audit curriculum
that is out of date and the lack of postgraduate courses to help auditors consolidate
knowledge and skills. Audit education in Vietnam is still in its infancy compared to
developed countries as the economy is in a transitioning process. As such, the importance
of auditing in the Vietnamese accounting curriculum is under emphasised.
McCarty (2001) shared a similar view commenting that Vietnam is ‘certainly short of
appropriately trained accountants, auditors, bankers and lawyers’ (p. 29). Auditors
currently practising in Vietnam can be categorised into different groups according to
education background. The first group includes those previously that have worked as
socialist inspectors in the State Inspection Office (SIO) but have since transferred to
auditing. This group works mainly in government owned accounting firms or firms that
have close links to the government. The second group comprises overseas-educated
auditors. Foreign auditors and Vietnamese expatriates are in this category. The third group
consists of those who graduated from Vietnamese universities since 1986. This mix of
educational backgrounds contributes to the issue of disparity in terms of the qualifications
and knowledge of auditors.
As an example, the first group of auditors, the former inspectors, are acquainted with the
current situation in Vietnam. They have good connections with various government bodies
and know the rules and boundaries. McGee’s (2008, p. 238) observation that ‘It is a wellknown fact of international business that personal contacts are invaluable in countries that
do not have a strong rule of law’. However, they may not have adequate knowledge of a
market economic system and an in-depth appreciation of the role of audit service. As noted
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by the World Bank (2001, p. 9), ‘it is apparent that State Audit of Vietnam (SAV) staff
understand “internal control” in the traditional sense and not according to the modern
definition of control’. Consequently, the World Bank (2001, p. 9) observed, ‘Risk
assessment is not conducted in a structured manner’. The reason for the lack of knowledge
is that most of the auditors in this group may not have completed undergraduate studies or
completed studies in specialisations other than accounting. Also, it is highly likely that
studies were completed under the central planning system and therefore knowledge of a
market economy would be limited. As such, understanding the nature of audit service
would be limited. Rather, audit is considered a control mechanism to assist the Government
in ensuring compliance. To this group, the only user of financial reports is the Government
and audit is an inspection for compliance to the Government’s strict rules and regulations.
It is worth noting that an inspection of an organisation is not the same as an audit of the
financial statements as the former is broader in scope and the focus is on ensuring
compliance with government direction whilst the latter is limited to expressing an opinion
on the truth and fairness of the information disclosed in the financial statements. In other
words, the auditors are service providers whereas the inspectors are government enforcers.
Considering the State Inspection Office (SIO) as an example2. The SIO is ‘comprised of
200 staff at headquarters and 8,000 throughout the country (500 inspectors and 3,000
administrative staff)’ (World Bank, 2001, p. 12). However, according to the World Bank
(2001, p. 12), there is:

2 State Inspection Office (SIO) has since been changed to State Audit Office of Vietnam (SAV). Neither SAV nor World Bank has published

information on SAV staffing since the World Bank report 2001. Nevertheless, the Auditor-General of Vietnam confirmed in an interview
published in ACCA’s Accounting and Business Magazine in 2018 that the shortage in the number of auditors and the quality of staff are
enduring problems (ACCA, 2018). This article was retrieved on 13 February 2020 and can be downloaded from
https://www.accaglobal.com/my/en/member/member/accounting-business/2018/04/interviews/ho-ducphoc.html
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In general there is a shortage of competent staff for the oversight agencies. Salaries are
only 10 per cent higher than in other government offices. In addition, the technical
capacity of the staff is still low.

One solution to rectify the shortage of competent staff is for the government to recruit welltrained auditors. However, well-trained local auditors are in short supply. The accounting
and auditing curriculum needs to be updated to incorporate the latest in audit techniques
and include the teaching of international accounting and auditing standards. With the
current situation, it may be a while before accounting graduates obtain the necessary skills
and knowledge required to fill the shortage. Another solution is to provide intensive audit
training to existing inspectors as a temporary measure whilst accounting graduates are
trained to become auditors. The issue with this option is that the training of inspectors may
not produce the desired outcome as existing inspectors may not possess basis knowledge
of accounting and auditing necessitating additional training. Another solution is to contract
the audit work to accounting firms. This option has the advantage of getting access to the
latest in audit techniques but it may raise the issue of national security being compromised.
In terms of power, inspectors have more than auditors would have in a market economy.
Inspectors can, among other things, quarantine assets or put a halt on the operation of an
entity (World Bank, 2001). More importantly, these widespread powers put inspectors in a
position of authority, one that differentiates from the traditional role of auditors. In general,
auditors provide assurance services to clients in exchange for audit fees. They are service
providers. As far as auditors are concerned, businesses are existing or potential future
clients. As such, auditors must treat clients with respect and as equals. Auditors face the
risk of removal or replacement should they fail to maintain a good working relationship
with clients. Whilst the law allows auditors the right of access to information, it does not
give auditors the power to confiscate documents and seize assets. On the contrary,
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government inspectors have more power as representatives of the government and by virtue
of the power vested maybe quite intimidating. Inspectors are not overly concerned about
maintaining good business relationship as organisations as inspectors cannot be replaced as
is the case with auditors.
Overseas educated auditors also face challenges in conducting audits in Vietnam. Auditors
in this category are the best trained and the most experienced in the conduct of audits of
financial statements. Some of the auditors in this group came to Vietnam initially to help
set up the local representative offices of overseas firms. Others came at the request of
accounting firms to provide expertise and experience. However, except for the audit of
financial statements of multinational corporations, for which these auditors are familiar, the
audit of financial statements of government entities and large private sector entities owned
by the local Vietnamese provides significant challenges. As observed by Sarikas et al.
(2009, p. 184):
The international accounting firms in Vietnam are waiting for the Ho Chi Minh City
stock market to reach a new level of maturity with the largest and most successful
Vietnamese enterprises listed on the stock exchange before actively competing for
audits for listed companies.

For a long time, government entities, including both public sector organisations and state
owned enterprises (SOE), report only to the government. SOE are required to comply with
government directions. If there is a need for an inspection of SOE financial reports,
government inspectors would perform the audit. From an auditing perspective, an audit of
these organisations would be problematic. First, the government financial reporting
requirements of which SOE financial statements must comply are significantly different to
that of the financial reporting framework for private enterprises. As the government is the
owner and only user of the financial statements, SOE financial statements bear a
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resemblance to that of management reports for internal use. Second, management of SOE
are government appointed officials and might not cooperate with the auditors especially if
the auditors are not government inspectors. Third, auditors may have trouble getting access
to information considered confidential to the SOE or the government.
The newly qualified auditors face a challenging dilemma being that the existing university
curriculum does not reflect changes that are taking place in the economy. It is the same
problem facing other transitioning economies. Consider Armenia as an example, according
to McGee (2008, p. 242):
Large part of the resources that USAID made available had to be devoted to the training
of future (Armenian) accountants and auditors. That meant at least some of the
universities and institutes in Armenia had to adopt a completely new accounting
curriculum.

In the case of Vietnam, the changes that are happening to the economy are occurring at a
fast pace but changes to university curriculum have lagged behind. Consequently, course
materials remain out of date or irrelevant to student learning. Another dilemma is that newly
qualified auditors face diverse business environments. As mentioned earlier, in Vietnam,
an audit of a private sector company is different to that of an audit of a public sector entity
or a SOE. Even within the private sector, an audit of a multinational corporation is
significantly different to that of an audit of a listed local company. The differences come
from having rules and regulations, accounting standards and, more importantly, the nature
of the entity. For newly qualified auditors, such an environment creates a unique challenge
and a steep learning curve. Nguyen and Gong (2012, p. 34) summed up the current
economic environment in Vietnam as one where the:
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Socialist market economy in Vietnam is still in the primary stage of development, the
market economic system is not perfect, the business legal system is not perfect, the law
did not keep up with business transactions. Vietnam’s capital market scale is relatively
small and only in the domestic area and not connected with the world’s capital market.
In addition, the State-owned enterprise property right regime is not perfect, internal
structure is weak, and there is a lack of effective supervision mechanism of Stateowned enterprises.

The existence of a large public sector and a large number of SOE in Vietnam is one of the
legacies from the previous economic system. Currently, there are over 12,000 local
administrative entities and more than 2,700 SOE. Vietnam’s local administrations
consisting of People’s Councils and People’s Committees in 63 provincial-level
administrative units (58 provinces and 5 centrally run cities), 713 district-level ones (546
rural districts, 49 urban districts, 51 towns and 67 provincial cities), and 11,162 communelevel ones (8,978 communes, 1,581 wards and 603 townships) (Vietnam Law Magazine,
2017). As of January 2017, there were more than 2,700 SOE operating in Vietnam, down
18.3% compared to 2012 (equivalent to 607 enterprises) due to the government’s efforts to
privatise SOE over the past few years (Nhan Dan, 2018). Under the old system, the
government controlled all means of economic production. Since the introduction of the đổi
mới policy, the government has made an effort to streamline the public sector through
various means including the privatisation or equitisation of SOE. However, this process has
been slow. Consequently, a large public sector and a significant number of SOE are still in
existence. According to Nguyen and Freeman (2009), SOE generated about 39 per cent of
GDP in 2002. This percentage has decreased in recent times but still accounts for nearly
half of all business investment in Vietnam by 2009 (Pincus, 2009, p. 23). The existence of
a large public sector and SOE is not an issue per se, rather, it is the fact that they ‘use capital
inefficiently and do not create many jobs’ (Pincus, 2009, p. 23) that is the concern. As late
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as 2010, ‘Vietnam still had a very large SOE (General Corporations) in capital-intensive
industries such as telecommunications, power, transport, petroleum, steel, and cement,
among others’ (Leung, 2010, p. 99). Of particular concern is that all of these SOE depend
on the government for direction and support. As noted by Wright and Nguyen (2000, p.
174):
More than 50 years of socialism, however, has created a society where expectations of
what government can and should do are quite different from Western norms.

Consequently, Wright and Nguyen (2000, p. 175) suggest that ‘a supportive infrastructure
including financial transparency, contract law and freedom from burdensome regulations
needs to exist before capitalism can be introduced successfully’. In other words, the
transformation might not proceed well without significant overhaul of existing institutions.
From an auditing perspective, this creates a number of challenges. In Vietnam, ‘there are
two sets of standards for SOE and the enterprises in the private sector’ (World Bank, 2001,
p. 26). In addition, there is the issue of secrecy in relation to government organisations
where publication of information that has not been censored or authorised can result in
severe punishment. As noted by McCarty (2001, p. 5):
The State Audit of Vietnam (SAV) was established in 1994 specifically “to assist the
Prime Minister” in ensuring the correctness and compliance of public agency accounts.
None of the SAV audit reports are publicly available. The SAV is there to audit and
report directly to the political elite who will decide what to do for the “common good”.
Problems of corruption are treated as “internal matters”, with some exceptions when
disclosure slips into the public domain or examples of punishments are felt necessary.

Even the internal audit function is an issue in Vietnam. Internal audit is an integral part of
corporate governance in a typical organisation. Internal auditors assist management in
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achieving the organisation’s objectives. Yet in Vietnam, internal audit does not exist
because:
The current perception is that, given the state of the control environment in Vietnam,
the country is not yet ready for the establishment of an internal audit function in the
public sector (World Bank, 2001, p. 10).

Not only is it considered redundant to have an internal audit function, it is also precarious
to have one because staff of each entity ‘owe allegiance to the head of the organisation and
will not have the necessary objectivity; and that this is a sensitive political issue’ (World
Bank, 2001, p. 10).
The differences in terms of the qualifications and experiences of accountants working in
public and private sectors are also factors affecting the quality of the financial reports.
Vietnam has a serious shortage of ‘competent accountants, a weak accounting profession
and poor education and training’ (Huynh et al., 2012, p. 649). In addition, ‘Vietnamese
accountants’ professional quality is not high and lacking necessary professional judgment
ability’ (Nguyen and Gong, 2012, pp. 34-35). These issues have affected the accounting
profession in Vietnam. In particular,
The Vietnam Accounting Association (VAA) is weak and is not exercising its role as
a professional body prompting the World Bank to recommend that the Government’s
reform should also focus on strengthening the role and management capacity of VAA
so that it may play a more active role in standard setting, and on enhancing the
professional skills of accountants and auditors (World Bank, 2001, pp. v-vi).

Similar issues were found in regard to the Vietnamese Association of Certified Public
Accountants (VACPA). Nguyen and Kend (2017, p. 101) noted that
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Rules on handling of administrative violations in the field of audit had not yet been
specified. Hence, the quality control board of VACPA faced difficulties in identifying
violations and applying sanctions after they conducted inspections of audit firms.

The push by the government to integrate the local economy into the world economy also
poses additional challenges. Until now, SOE have not had to face any form of competition.
Having been established under the old economic system where they work together to
achieve government objectives. Competition did not exist because the government owned
and controlled all entities. SOE still command a monopolistic position within specified
industries and receive government funding. Consequently, SOE have not had the
opportunity to prepare for the competitive environment global integration would bring.
Worse, ‘SOE still receive favourable treatment, which leads to an inefficient allocation of
resources and an under-utilisation of the economy’s growth potential’ (Hakkala and Kokko,
2007, p. 8). Being government owned organisations, SOE are subject to different financial
reporting requirements. First, there is no requirement to publish financial statements.
Second, financial statements are not subject to an annual audit meaning that ‘SOE are not
subject to the same level of disclosure, financial discipline and independent audit as the
private sector’ (World Bank, 2001, p. vi). Third, as mentioned above, ‘external audit is still
heavily relied upon, since most government entities and SOE have no internal audit
function’ (World Bank, 2001, p. 9).
As previously mentioned, in Vietnam, government organisations and SOE do not have to
have financial statements audited every year. Instead, the Auditor-General decides which
organisations to audit in a particular financial year. In other words, the annual audit of the
financial statements is not compulsory for government entities. Consequently, many
government organisations and SOE do not have the experience in preparing financial
statements. This has implications for auditors. In particular, a rolling audit program would
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result in almost all government entities receiving a qualified audit opinion. This would be
the case as the auditor would not be able to verify the opening balances of the financial
statements prepared by entities that were not audited the year before. The solution to the
problem, and it is not feasible at this stage, is to require all SOE to ‘undergo an annual
independent audit consistent with international auditing standards applicable to private
enterprises’ (World Bank, 2001, p. vi).
The legal system in Vietnam is another factor affecting auditors. The Vietnamese legal
system is still evolving and needs time to come to terms with the changes that are currently
taking place. Until the implementation of the đổi mới policy in the late 1980s, the objective
and scope of the legal system in Vietnam was different. At this time, the central planning
system was the only system in place. The legal structure to support the economy was
relatively simple and straightforward. As the government took over the role of economic
decision maker and all economic entities were state owned, contract or business disputes
were almost non-existence. Since then, the country has gone through significant economic
change. The current economic system has incorporated elements of a market economy
including competition and private ownership. The new system necessitates the need for a
revised and updated legal system as ‘laws and regulations that run against the interest of
almost everybody in society not only are difficult to enforce but may erode the legitimacy
of the government’ (Tenev et al., 2003, p. xvi). In the case of Vietnam, there are many
government agencies that ‘interact with the business community, have overlapping
responsibilities and lack clear accountability. As a result, administrative decision making
is often slow’ (Tenev et al., 2003, p. xvi). According to Nguyen and Kend (2017, p. 103),
the shortcomings in the legal system are due to
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The lack of competent audit regulation, as the highest level of audit regulation was only
the old Decrees, while in other areas, such as banking, security and so on, the highest
level of regulation was the Law.

The status of the Vietnamese legal system has had negative impact on the development of
accounting and auditing standards. The reason is that ‘accounting standards are constructed
in accordance with the legal system and the requirements of a codified law country’
(Nguyen and Gong, 2012, p. 34) but ‘common law countries offer greater shareholder
protection and the transparency level is higher than in codified law countries’ (Ding et al.,
2007, p. 12). More importantly, it creates a perception of an economic environment where
there is a ‘lack of a rule of law, corruption or too many regulations’ (McGee, 2008, p. 239).
One of the reasons for the need to revise and update the current legal system is the issue of
enforcement. Effective legal enforcement is critical in ensuring a level playing ground and
a fair competitive environment for all participants. In countries like Vietnam where the
economy is transforming from one system to another the effectiveness of legal enforcement
can contribute to the success of the transformation by reducing incidences of noncompliance and maintain the integrity of the system. For example, in Vietnam:
The Ministry of Finance should consider imposing sanctions similar to those of
professional bodies in other ASEAN nations in order to provide incentive for high
quality audits (Marchesi, 2000, p. 148).

Concerning civil liability, ‘Vietnam should consider expanding the liability of statutory
auditors in order to increase the incentive to provide high quality audit’ (Marchesi, 2000,
p. 148). It is true that expanding the liability of auditors would lead to an increase in audit
quality since sub-standard audit could potentially lead to legal action against the auditors
for negligence. Nevertheless, expanding the liability of auditors would not bring about the
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desired outcome unless the government addresses other issues such as the education of
auditors and an effective enforcement regime for non-compliance; the former is the subject
of this thesis.
Of all the factors affecting auditors, education is the most important. It provides the
foundation for auditors to build expertise. Consequently, auditors’ capability would be
severely affected if the education system fails to deliver. In Vietnam, the government
maintains tight control over the education system. The government sanctions everything
from the curriculum to textbooks and publications. The issue with such micro-management
is the significant time gap from the point a decision is made to its final implementation.
The matter is exacerbated in Vietnam because the education system was designed to serve
a different purpose. It was to prepare people for a lifelong career in the public service in the
days when the public service was the only source of employment. It was not to provide
young people with knowledge from which to gain employment in the private sector that is
now the case. The issue will get worse as the government is pushing ahead with its goal to
integrate the local economy to the regional and world economies.
It is possible to learn from those countries that have gone through similar experiences and
change such as China. During the Chinese economic transformation, it was noted that:
Despite deepening of the Chinese social and economic reform in the past 25 years,
accounting and business education still uses the old model without much change
(McGee, 2008, p. 256).

Consequently, criticism was directed at the Chinese education system for the ‘lack of
teaching staff and material resources in most business schools, out-of-date teaching
patterns, and neglect of training students’ skills and abilities’ (McGee, 2008, p. 257). A
similar experience was found in Armenia where:
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Adopting IAS and ISA triggered an instantaneous demand for a change in accounting
education throughout the whole country, both in the universities and institutes and in
the training of existing practitioners (McGee, 2008, p. 240).

In the case of Vietnam, the socialist oriented market economy will need a market oriented
education system, one where
Higher education institutions should focus on students’ competence-based
employability and training students’ skills for their future careers, which has been
neglected or not drawn adequate attention by educators before, rather than only provide
them with diplomas (McGee, 2008, p. 260).

The objective of the education system in Vietnam and its ability to meet the needs of the
economy affect the quality of the graduates and ultimately, the progress of the economic
transformation of the country. As far as accounting and auditing are concerned,
The shortage of appropriately qualified personnel, especially accountants with market
economy experience, will continue to act as a major constraint to the speed and
efficiency with which reforms can be carried out (Nguyen and Pham, 1997, p. 431).

Similarly, Phan et al. (2018, p. 240) commented in regard to Vietnam adopting IFRS by
2025 that:
The main challenges will include the education and training of Vietnam accountants,
the moving from rule-based accounting to principle-base accounting, and ensuring
smooth acceptance of change in accounting systems by the accounting community and
local corporations.

The current issue with the education system affects not only accountants and auditors but
also the users of financial reports. The implementation of the đổi mới policy has changed
the Vietnamese economy in general and the business environment in particular in a
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profound way. The country has moved from having no stock market and means of public
investment to one where there is now a stock market allowing investment through
shareholding. Nevertheless, the current education system has not incorporated those
changes in curriculum. In other words, it has not adapted to take into consideration the
changes that are taking place in the economy and society, and to update courses to improve
the quality and relevance of offerings. Until those issues are addressed, Vietnamese
educated auditors will struggle to establish themselves as competent professionals.

2.8.2 International standard requirements versus Vietnamese
requirements
Over the years, the International Federation of Accountants (IFAC) has made efforts to
improve the quality of education for accountants and auditors through the issuance of the
international education standards (IES). The International Education Standard IES1 – Entry
Requirements to a Program of Professional Accounting Education section 6 states that
For an individual seeking to begin a program of professional accounting education
leading to membership of an IFAC member body, the entry requirement should be at
least equivalent to that for admission into a recognised university degree program or
its equivalent (IES1, 2005, p. 29).

The rationale for this requirement, according to the International Accounting Education
Standards Board (IAESB), is that
An individual needs to bring to a program of professional accounting education an
appropriate level of prior education and learning to provide the foundation necessary
to acquire the professional knowledge, professional skills, and professional values,
ethics and attitudes needed to become a professional accountant (IES1, 2005, p. 29).

This requirement from the IAESB emanates from the fact that individuals seeking to
become accountants and auditors must possess a minimum level of prior education to
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enable them to receive further training. The situation in Vietnam is that the education
system does not meet the desirable minimum requirements of the IAESB. The Vietnamese
education system is similar to the Soviet Union’s education system as both countries used
to have a similar economic system. In the case of the Soviet Union, universities in the old
Soviet system did not ‘offer a degree in accounting. Accounting education consisted of a
course or two that students took as part of their economics study’ (McGee, 2008, p. 241).
This explains the lack of emphasis of the government on accounting education in Vietnam.
As such, for accounting and auditing in Vietnam to develop,
There was general agreement that the accounting curriculum at the university level had
to be drastically changed if future accountants and auditors were to be completely
trained in market-oriented accounting (McGee, 2008, P. 242).

The need to update the accounting curriculum comes from the fact that the commercial
world has evolved over the years and transactions have become more complex. As such,
there is a need for auditors to develop and adopt new audit methods. Over the years, auditor
focus has moved from the statement of financial position in the early days to the transaction
cycle, the financial risk and now to the business risk (Gay and Simnett, 2010). These
changes of focus reflect the auditor’s response to an ever increasing level of intricacy of
commercial transactions. The implication for those choosing auditing as a career path is
that they must acquire relevant knowledge during tertiary studies to ensure readiness.
Considering the current business risk audit method as an example. Auditors are required to
identify risks affecting the client’s business and then assess and develop audit programs
and procedures to respond to those risks. There is still a requirement to verify every single
account balance in the financial statements to form an opinion as to whether the financial
statements are true and fair. However, the increase in the level of business complexity
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means that the auditors need to be aware of where the risk of material misstatements comes
from so that they can direct their audit effort to those areas. The implication for audit
education in Vietnam is that students need to learn the nature and principles of a market
economy so they can appreciate the way businesses operate in other parts of the world. An
understanding of the nature of businesses in a market economy would assist students in
appreciating the nature of business dealings and transactions that are taking place. It would
help them to comprehend the role of auditors.
The use of the business risk audit method requires auditors to exercise professional
judgment in identifying and assessing risks. The issue for Vietnamese auditors is that unless
they were trained in a market economic system, it would be difficult to identify the risks.
Auditors trained under the central planning system would not be able to identify risks
because business risks in a market economy are very different to that of a central planning
economy. Moreover, this audit method requires auditors to exercise professional judgment,
which would be difficult for auditors who are not familiar with the market economic model.
One of the criteria for assessing whether a university course meets the needs of a society is
the rate of success of its graduates in obtaining employment. That success rate would
increase significantly with courses from which the graduates can gain employment in all
sectors of the economy. As such, it is imperative for universities in Vietnam to take
appropriate steps to ensure that curriculum is up to date. This is an opportunity and a
challenge for the universities. The opportunity to contribute to the economic progress that
is currently taking place in Vietnam by producing high quality graduates is apparent. The
challenge, however, is in the ability of universities to deliver.
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2.9 Conclusion
Research has been prolific regarding accounting and auditing in transitional or developing
economies. In this research project many issues facing countries that are in the process of
either transitioning from one economic system to another or progressing to an advanced
stage of economic development have been discussed. Whilst some of the issues are
common to all types of economic systems, there are specific issues relating to certain types
of economies.
In the case of Vietnam, there are many issues and challenges facing the country. The
distinctive characteristics of its economy means that it would not be a simple process of
adopting standards and practices developed in the West. Alternatively, not doing anything
and instead waiting for the economy to reach its maturity is not an option especially as the
government has set goals for regional and international economic integration. The issue,
obviously, is for the government to implement changes that are necessary and sufficient to
maintain economic stability while supporting economic growth.
Culturally, Vietnam is capable of adapting to change. Throughout its long history, the
country has been exposed to different cultures and economic models. Whether those
encounters were for the good of the country is beyond the scope of this project. What is
important is that the country should embrace changes if those changes are going to bring
about economic prosperity and a better future.
The economic transition and transformation that Vietnam is going through affect many
aspects of its society. The ethical values, the social and economic ideology are all subject
to further debate as the country continues its economic progress. The literature reviewed
provides evidence of the experiences many countries went through and issues faced in the
process of economic transformation. Vietnam can benefit from the wisdom of the
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transformative experiences of other countries to make its economic transition and
transformation progress a success.
The situation in Vietnam is unique and poses a challenge to the government and the
educators in terms of developing an education system that meets the needs of society. The
country is trying to maintain the status quo politically while encouraging economic growth
through the expansion of the private sector.
As far as the education of auditors is concerned, the current system faces a number of
predicaments that need government attention. There is a need to overhaul the current system
to meet the challenges brought about by the implementation of the new economic model.
The Vietnamese economy is transforming from a system where the government makes all
economic decisions to one with the participation of the private sector. Such a transformation
requires an education system that is flexible as well as capable of quickly adapting to the
changing environment.
Similarly, the auditing profession is coming from a point of non-existence to where it
supposedly forms part of the mechanism that helps maintain and improve the quality of
financial information. There is a need in the short term to improve the quality of the auditing
profession through more research and professional development programs for its members.
In the long term, an improved auditing profession can work with both the government and
universities to update the curriculum of the accounting courses to enhance the quality of
future graduates.
The challenges auditors in Vietnam face are over and above those confronting auditors in
a typical market economy. The Vietnamese financial reporting framework is still in its
infancy. There are discrepancies and inconsistencies between the local and international
accounting standards. The local accounting standards are not sufficient to cover many
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aspects of today’s business transactions. The adoption of international accounting standards
for use in Vietnam is continuing but the progress has been slow due to the fact that the
economy is comprised of a large public sector, a large number of SOE operating in strategic
industries, multinational corporations, and a large number of small businesses run on a
family basis. The country is embarking on its quest for regional and global integration.
These issues mean that the auditors in Vietnam must possess strong technical skills and
receive regular training on the latest developments to be able to perform their duties.
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Chapter 3: Theory Development
3.1 Introduction
In the previous chapter, a review of the literature provided information on the experience
encountered by countries that have gone through major changes in recent time. As can be
seen from the review, many countries that experienced major economic changes previously
had a particular type of economic system, i.e. the central planning system. With the political
changes that swept through Europe in the late 1980s, all of the former Eastern Bloc
countries chose to adopt a new economic system to replace the central planning model.
Vietnam has experienced changes but not to the same level as occurred in Eastern Europe.
What happened in Vietnam was that the country has not completely abandoned the old
system. Instead, it chose to keep the old system and incorporated elements of a market
system to create a hybrid system known as the socialist oriented market economic system.

3.2 The current status of Vietnamese accounting and
auditing
With the new system, the country maintains the central planning system with its five-year
economic plans but allows private sector businesses to operate in non-strategic areas that
do not pose a risk to national interests or security. The government retains full control of
key industries and maintains a large number of SOE. The SOE support the government in
achieving its economic goals in the same way as they did under the central planning system.
The large government sector comprising the traditional machinery of government and the
SOE means that the pace of changes to accounting and auditing will depend on the
government’s willingness and determination. Figure 3.1 shows the political, economic and
accounting systems of Vietnam in comparison to a selection of countries.
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Figure 3.1 Vietnam’s political, economic and accounting system compared to
selected countries
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In figure 3.1, Vietnam is similar to China in political, economic and accounting systems.
However, in reality, there are significant differences between the two countries. Vietnamese
society has been subject to foreign influence during foreign occupation and colonisation in
the past. Before the brief occupation of Vietnam by Japan during the Second World War,
Vietnam was a French colony. Evidence of the French influence can still be found all over
the country. The Americans, by virtue of involvement in the Vietnam War, also influenced
Vietnamese society. Nevertheless, one of the biggest economic influences on the country
was the adoption of the central planning economic system. This system was first introduced
in North Vietnam in 1954. It was subsequently expanded to the entire country after the end
of the Vietnam War in 1975. The peculiar characteristics of the Vietnamese economy
contribute to the transparency gap between international accounting standards and the local
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equivalents. Before the introduction of đổi mới in 1986, the government owned and
controlled all corporations. After 1986, the government allowed private sector corporations
to operate alongside public sector entities including SOE. Although the government has
been working on reducing the number, SOE remain the dominant market force. Since the
government owns and controls these SOE, criticism affects the government’s reputation.
Like all other national governments, the Vietnamese government wants to be seen as a
competent economic manager. Consequently, financial transparency may not be ideal if it
has the potential to undermine the government’s economic management credentials. Figure
3.2 below depicts the transparency gap.

Figure 3.2 The perceived gap between IFAC and VAS pronouncements
IFAC*

Western

Transparency

VAS**

Concept
*IFAC: International Federation of Accountants
**VAS: Vietnamese Accounting Standards

In Vietnam, the Ministry of Finance issues accounting and auditing standards. As the
previous chapter demonstrated, factors such as culture, political and economic ideology,
affect the quality of accounting and auditing standards. Figure 3.3 shows the interaction
between the factors affecting the Vietnamese accounting and auditing standards.
Vietnam’s stock market has not had a long history of existence, having been established
after the introduction of đổi mới in the late 1980s. The economic system that existed before
đổi mới did not require the establishment of a stock market as all corporations were state
owned and foreign corporations were not allowed to operate in the country. The
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establishment of the private sector following the recent economic changes necessitated the
need for the creation of a stock market to facilitate the movement of funds. From the
government’s perspective, that means putting in place a system of controls to protect the
public and the issuing of accounting and auditing standards to govern financial reporting
forms part of that system.

Figure 3.3 Influence of political, economic ideology and culture on accounting and
auditing

One of the challenges for government is to create a high quality financial reporting
framework, one that is capable of providing useful information to financial report users
while protecting investors from unscrupulous corporations. However, as previously
mentioned, such a reporting framework has the potential to undermine the government’s
control over economic activity. Figure 3.4 depicts the development of auditing. As the
figure shows, the economic system of North Vietnam from 1954 to 1986 was not favourable
to the development of an audit profession.
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Figure 3.4 Auditing in Vietnam from 1954
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From an auditing point of view, audit service is not necessary under the central planning
system as there are no private property rights and private interests that need protection. The
government is the sole economic provider and SOE is used for the purpose of production
and distribution of goods and services to the population. For-profit entities do not exist.
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Under this system, accounting practice is reduced to basic bookkeeping. More importantly,
the annual financial reports prepared by government entities and SOE are specific purpose
financial reports and not general purpose financial reports as they are prepared to meet the
specific needs of the user. The government as the only user of specific purpose financial
reports is assumed to have sufficient knowledge to understand the information disclosed in
the reports. As such, the need to have the reports audited is negated. In addition, as
government entities and SOE operate without a profit motive, the incentive for them to
provide misleading information is reduced. Should there be a need to inspect the books, the
government can always use the inspectors to investigate.
Auditing, on the other hand, exists in an environment of conflicting priorities between
capital providers and those managing the corporations on behalf of the owners. Where the
former are free to move funds to generate the highest returns. In the central planning system,
there would be no capital providers. One of the premises of socialism is the creation of
equality in society. It means everyone would be equal in terms of personal wealth and that
there would not be rich and poor. The government would attend to all the needs of the
people. There would be no investment opportunities because there would be no stock
market from which to invest. More importantly, as all corporations are government owned,
the use of government inspectors is more appropriate. Auditors would not have sufficient
mandate or legal power from which to audit the financial statements of government entities.

3.2 Epistemology and Complexity Theory
Theory is defined as a ‘coherent set of hypothetical, conceptual and pragmatic principles
forming the general framework of reference for a field of enquiry’ (Hendrikksen, `970, p.
1). It is ‘an ordered set of assertions about a generic behaviour or structure assumed to hold
throughout a significantly broad range of specific instances’ (Sutherland, 1970, p. 9).
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According to Llewelyn (2003), there are five different ways of theorising available to
qualitative empirical researchers including metaphor, differentiation, conceptualisation,
context-bound theorising of settings, and context-free “grand” theorising. Llewelyn’s
(2003) different levels of theory and related empirical issues are reproduced in Table 3.1.
Table 3.1 Llewelyn’s different levels of theory and their related empirical issues
Level

Theory

Empirical issues

One

Metaphor

“Micro” reasons, actions; social production

Two

Differentiation

“Micro” social processes

Three

Concepts

“Meso” agency – how individuals make things happen through
resources

Four

Settings

The social organisation of relationships between individuals,
organisations and environments

Five

Structure

Class, gender, power relations and the distribution of resources

The study of the education of auditors in Vietnam is the focus of this project. The education
of auditors in Vietnam is different to that observed in other parts of the world. The current
Vietnamese education system has its roots in the central planning economic system where
the objectives were different. The nature of the economy has changed with the
incorporation of elements of a market economy. Nevertheless, the education system has not
adapted to the new economic environment. This creates challenges for auditors, as they
have to face a steep learning curve at the beginning of their careers, one that is more difficult
compared to auditors in other countries.
The educational aspect is critical as it forms the foundation of learning how audits are
conducted. Two features of professionalism form part of the auditor’s capability. The first
is professional competency and the second is ethical values. Professional competency
allows the auditor to carry out an audit in a manner that allows the discharge of
responsibilities. Whereas, ethical values, provide auditor with the ability to exercise
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judgment that meet the expectations of stakeholders. University accounting courses
normally cover both aspects as part of the curriculum.
The research questions in this project are as follows and are based on the preceding
discussion:
1. What are the current deficiencies in audit practice in Vietnam?
2. Why do these deficiencies exist? and
3. How can they be fixed?
An inductive research method is employed in this project beginning with the observation
of the phenomenon. In particular, the current audit practice in Vietnam as well as in
countries that have experienced similar transformation. Next, survey questionnaires are
used to identify the patterns and relationship of the issues affecting audit practice with a
focus on the education of auditors. The collected data is analysed to arrive at the
conclusions. From the conclusions reached, possible courses of action to improve the
situation are proposed. Figure 3.5 shows the research strategy employed in this project.
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Figure 3.5 Research strategy
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Source: Blaikie (2009)
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3.2.1 Inductive approach
According to Goddard and Melville (2004), an inductive approach starts with the
observations and the formulation of theories occurs towards the end of the research using
the evidence from the observations. In this project, the observation starts with the research
on existing literature on the characteristics of the Vietnamese economy. In particular, the
focus is on the path that has taken the Vietnamese economy from 1954 to the present day.
In this project, complexity theory is used to explain the Vietnamese phenomenon. As
Llewelyn (2003, p. 675) observed that ‘research that focuses on the differentiation of
organisations includes the very dominant – until relatively recently – varieties of systems
theory’. An understanding of the development of the economy of Vietnam is essential to
appreciate the challenges facing the Vietnamese audit profession. For example, one of the
peculiar phenomena in Vietnam is the high level of unemployment among university
graduates. This is unusual given that it is a developing economy. There are various
explanations for this phenomenon but one that is laudable is the fact that many graduates
believe, from their tertiary education, that the government sector is the only source of
employment. They are not adequately prepared to compete for jobs in the private sector.
Another explanation is that the current curriculum is out-of-date in terms of preparing
students to meet the needs of employers in a transitional economic setting. The Vietnamese
economy is developing and in transition and as such, is subject to frequent and abrupt
changes. Students who are not properly prepared to adapt to such an environment will find
it difficult to obtain employment. Educational institutions therefore, play a critical role in
preparing students for the future. The dilemma facing educational institutions in Vietnam
is the lack of resources and business connections from which to keep the curriculum up-todate and to anticipate future changes.
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From the observation, a theory is formulated. The project continues with data collection
through a survey questionnaire. The target participants are auditors, accountants and
accounting academics. The collected data is analysed to provide empirical evidence sought
in this project and to propose possible solutions. Table 3.2 provides a comparison between
two mainstream researches approaches namely, deductive and inductive.

Table 3.2 Comparison between deductive and inductive approaches to research
Attribute

Deductive

Inductive

Direction

‘Top-Down’

‘Bottom-Up’

Focus

Prediction changes, validating

Understanding dynamics,

theoretical construct, focus in

robustness, emergence,

‘mean’ behaviour, testing

resilience, focus on individual

assumptions and hypotheses,

behaviour, constructing

constructing most likely future

alternative futures

Single (one landscape, one

Multiple (multiple landscape, one

resolution)

resolution)

Temporal scales

Multiple (deterministic)

Multiple (stochastic)

Cognitive scales

Single (homogenous

Multiple (heterogeneous

preferences)

preferences)

Single (core aggregation scale)

Single or multiple (one or more

Spatial scales

Aggregation scales

aggregation scales)
Predictive vs. Stochastic

High-Low (one likely future)

Low-High (many likely futures)

Low (group or partial attributes)

High (individual or group

accuracy
Data intensity

attributes)
Source: Alexandridis (2006)

In this project, the use of an inductive approach is more appropriate given the distinctive
characteristics of the Vietnamese economy in general and the audit environment in
particular. The Vietnamese economy is described as a socialist oriented market economy.
That means the economy is neither a central planning nor a market economy but a
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combination of both. More importantly, a number of events have occurred since the end of
the Vietnam War in 1975 contributing to the current economic situation. As such, there is
a need to understand the impact these events have on the economy.
From the auditing perspective, the unique characteristics of the Vietnamese economy
provide both opportunities and challenges. Auditors in Vietnam have the opportunity to
work in a dynamic economic environment where they can apply knowledge and skill to
provide high quality audits. The challenges are that the supporting institutions are in need
of a major overhaul and that the formulation of the financial reporting framework is still a
work-in-process.
One of the supporting institutions that needs an overhaul is the education system. The
Vietnamese education system was designed to serve the central planning economic system.
That economic system is going through a major transformation where elements of a market
economy are being introduced. Consequently, the existing curriculum is no longer
appropriate. This is a serious issue affecting future auditors. Unless this issue is addressed,
the value of audit service will not be fully realised.

3.2.2 Complexity theory
Complexity theory can be used in the study of the Vietnamese economy. Cohen (1999, p.
373) observed:
There are dramatic changes occurring in the structure and scope of business,
governmental, and non-profit organisations…. In an environment that seems to be
changing, organisations want to be more adaptable and better able to learn from
experience in order to reconfigure themselves in the face of new demands.

Equally, Lewis (1994, p. 16) stated:
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The pressures for change in organisations have never been greater…. Chaos theory,
and now its offshoot, complexity theory, offers all those in organisations clarity and a
method of enhancing the management of change.

Arthur (1999, p. 107) commented, ‘Complexity portrays the economy not as deterministic,
predictable, and mechanistic, but as process dependent, organic, and always evolving’.
Grobman (2005, p. 350) wrote:
Complexity theory suggests that organisational managers promote bringing their
organisations to the “edge of chaos” rather than troubleshooting, to trust workers to
self-organise to solve problems, to encourage rather than banish information
communications networks, to “go with the flow” rather than script procedures, to build
in some redundancy and slack resources, and to induce a healthy level of tension and
anxiety in the organisation to promote creativity and maximise organisational
effectiveness.

Similarly, Kaufmann (1993, 1995) asserted that complexity theory could be used to reframe accounts of social change. In particular, the author stated:
Within complexity theory, the concept of co-evolution replaces this notion of an entity
having a simple impact on another entity. Since every system is understood to take all
other systems as its environment, system co-evolve as they complexly adapt to their
environment.

Complexity theory is ‘that zone between stability and predictability, on one side, and chaos
and unpredictability, on the other’ (Lewis, 1994, p. 16). It is ‘not a single coherent body of
thought but is constituted by a range of different traditions and approaches’ (Walby, 2003,
p. 3). Plsek et al. (2005, p. 360) defined a complex adaptive system as resembling;
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A system of individual agents, who have freedom to act in ways that are not always
predictable, and whose actions are interconnected such that one agent’s actions changes
the context for other agents.

Walby (2003, p. 3) suggested that;
A core feature of complexity theory is its anti-reductionist analytic strategy, which is
inextricably connected to a fundamental re-thinking of the nature of systems, so as to
better conceptualise the simultaneously dynamic and systematic inter-relationships
between phenomena.

The appealing aspects of complexity theory is that it ‘has developed powerful new ways of
thinking about systematic relations, including the nature of systems and of change’ (Walby,
2003, p. 16); and that complexity sciences ‘appear to be well-suited to enhance efforts to
address several areas of controversy, paradox, and equivocality in explanations of
organisational change processes’ (Mathews et al., 1999, p. 440). For example, Walby
(2003, pp. 7-10) commented that;
One of the important contributions of complexity theory to the re-theorisation of
systems is the key distinction between the system and its environment…a re-framing
of the debate about the significance of ontological depth and the importance of a nonreductive analytic strategy.

Likewise, Matthews (1999, p. 440) claimed, ‘The complexity approach offers a
fundamental new way of conceptualising many of the apparent paradoxes confronting
organisation theory and analysis’. Johnson (2007, pp. 3-4) defined complexity science as
the ‘study of the phenomena which emerge from a collection of interacting objects’.
The Vietnam War undoubtedly brought a lot of misery and suffering to the people of
Vietnam. When it ended on 30 April 1975, many thought that the country would finally be
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able to embark on social and economic development and that the country as a whole could
look forward to a period of peace and prosperity. It was not the case. Events occurring
subsequent to the end of the Vietnam War have contributed to shaping the Vietnamese
economy as it is today.

3.2.3 The Vietnamese economy from 1975 to 1986
The economic environment of Vietnam is complex. At the end of the Vietnam War, the
country chose to embark on the socialist path and the economic system chosen for that
purpose was the central planning system. Unfortunately, one would never know whether
the government would have succeeded in implementing that system because certain events
occurring subsequent to the end of the war had affected that chosen path and caused its
modification.
First, there was an economic embargo imposed by the United States at the end of the
Vietnam War. Actually, the United States already had imposed an economic embargo on
North Vietnam during the war. That embargo was extended to cover the entire country after
the war. The impact from the embargo was that Vietnam was not able to trade
internationally. More importantly, it was not able to access funds that it desperately needed
since the United States used its veto power to block Vietnam from being able to access
funds from institutions such as the World Bank, International Monetary Fund and Asian
Development Bank (ADB). The embargo caused hardship to the people of Vietnam and
affected the outcome of the implementation of the central planning system.
Second, economic mismanagement significantly affected the progress of economic
recovery and social development. According to Tadashi (1989), the government made four
mistakes that caused devastating impact on the economy and significantly retarded its
recovery. The first mistake was that the government was over ambitious in moving the
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country from an agricultural based economy to a socialist society. Transforming a society
dominated by agriculture and small family owned businesses to one of a cooperative
environment with no market interaction was a difficult task, which the government realised
much later was too difficult to achieve. Like other countries in Asia, the Vietnamese
economy is a typical market economy in the sense that it comprises many small family
owned businesses. Many of these businesses have been operating by members of the same
family for generations. As such, it is difficult for business owners to abandon traditions and
join a cooperative. In addition, the fact that the majority of businesses are small family
owned businesses means that many people, at an employable age, work in the family
business rather than in large corporations. For these people, working in a cooperative
environment is something that is not familiar. One could argue that this is one of the reasons
for the less than successful implementation of a socialist society in Vietnam. Marx and
Engel’s idea of socialism was borne out of a European environment where the industrial
revolution was making significant impact on the traditional way of life of Europeans. That
environment with large corporations employing thousands of workers was in contrast to the
Vietnamese society of small family owned businesses. It was easier for the Europeans to
make the transfer from working for corporations to working in cooperatives. However, the
same cannot be said for the Vietnamese due to the reason mentioned above.
The second mistake according to Tadashi (1989) related to the rush by the government to
build a heavy industry. The Vietnamese economy at the end of the war was still an
agriculture society. There was no heavy industry in existence at that time. A communique
issued by the Communist Party of Vietnam at the close of the fifth CPV [Communist Party
of Vietnam] Congress held in 1981 stated the economic goals for the next five years to be;
Solve the food problem; hasten the development of agriculture, production, and the
export of consumer goods; establish a basis for the development of heavy industry;
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complete ‘socialist transformations’ in the South; and strengthen defence and political
security (Stoecker, 1989, p. 15).

From the communique, it is clear that the government has not been able to develop a heavy
industry as late as 1981 and that they were still trying to set a goal of building a foundation
for the establishment of a heavy industry. The imposition of the economic embargo also
restricted Vietnam from accessing advanced technology needed to develop a heavy
industry. Such an environment made it extremely difficult for the country to develop.
The third mistake was the heavy reliance of the government on foreign aid. Vietnam had
received economic assistance from the former Soviet Union since 1960s. Stoecker (1989)
reported ‘gross deliveries of economic aid have doubled from $500 million to $1 billion in
the past decade’ (p. 13). After the Vietnam War, Vietnam still received foreign aid from
China until 1979, from the former Soviet Union and the Eastern Bloc countries until the
mid-1980s. According to Stoecker (1989) foreign aid from the former Soviet Union alone
was still at the level of about $1 billion a year in 1982. Vietnam would have continued to
receive foreign aid from the former Soviet Union and the Eastern Bloc countries if not for
the political changes in those countries. Had the foreign aid continued, the Vietnamese
economy may have progressed in a different manner.
The fourth mistake was the failure by the government to utilise the business expertise of
the Chinese Vietnamese. After the end of the Vietnam War, the government embarked on
its quest to create a socialist society. To that end, the government outlawed all forms of
private enterprise. The government crackdown on private enterprise affected the Chinese
Vietnamese as many of them were running businesses. Many of them subsequently joined
the other Vietnamese fleeing the country. The number of Chinese Vietnamese that fled
Vietnam increased when the government set up a scheme where the Chinese Vietnamese
could pay to leave the country. The biggest exodus happened just before the start of the
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border war with China in 1979. Fearing that a war was about to start between China and
Vietnam, many Chinese Vietnamese still living in Vietnam crossed the border into China.
They suffered severe hardship because the Chinese did not recognise them as being Chinese
and neither were they considered Vietnamese. Their status is still uncertain to this day even
though they have resettled in China.
The mistakes that Tadashi (1989) identified severely affect economic development of
Vietnam. More importantly, it led to the change of economic policy and the resurgence of
the private sector. With hindsight, it is possible to argue that had the government succeeded
in achieving its original economic goals, the private sector would not exist today and there
would be no need for an audit service. Consequently, auditing, as a subject, would not be
in the curriculum as it would not be relevant.
In addition to the mistakes identified by Tadashi (1989), the subsequent border conflicts
also affected the development of the economy. Due to the genocide conducted by the
Khmer Rouge, the Western name for the Red Khmer or Cambodian communist, in
Cambodia and a number of border incidents between the two countries, Vietnamese troops
crossed the border into Cambodia in 1978. The invasion of Cambodia saved the country’s
remaining population from extinction but caused uproar internationally. The pressure was
on Vietnam to withdraw its troops.
Vietnam found itself involved in a border conflict with China in 1979 that lasted for almost
4 weeks with heavy casualties reported on both sides. The Chinese reason for the conflict
was to teach the Vietnamese a lesson for attacking the Cambodian Communists, the Khmer
Rouge. The Vietnamese, naturally, fought back to reclaim territory.
All of the events mentioned above negatively affected the local economy. In a report for
RAND Corporation, Stoecker (1989, p. 17) noted that;
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The food situation in the SRV [Socialist Republic of Vietnam] has reached crisis
proportions. Emergency relief measures were enacted in early 1988 because of food
shortages in five Northern provinces. Poor crop yields, coupled with transportation and
distribution bottlenecks, led to many instances of starvation.

Thayer (2000, p. 96) confirmed that, ‘during the early to mid-1980s Vietnam faced an
economic crisis of mammoth proportions’. In particular, the author commented that;
Natural disasters, the withdrawal of foreign aid, and the consequences of decades of
warfare combined with planning failures and managerial incompetence to produce a
grain deficit of nearly 3 million tons (Thayer, 2000, p. 96).

These events interacted with each other and consequently, ‘its economy was in a worse
state than at any time since 1975, that is, since the end of the Vietnam War’ (Thayer, 2000,
p. 96). Of particular interest are the events that led to the government’s decision to modify
its economic plan and to allow the private sector to form and operate. With this change
came the need and establishment of the audit profession. The issue, however, is that those
events contributed to the relatively late development of auditing in Vietnam in general and
the lacklustre changes to the accounting and auditing curriculum in particular.

3.2.4 The Vietnamese economy from 1986 to present
The second series of events changed the Vietnamese economy again and this time it was
for the better and began with the implementation of the đổi mới policy in 1986, the
withdrawal of troops from Cambodia in 1989 and finally, the lifting of the economic
embargo by the United States in 1994. Many people credited the đổi mới policy for the
significant change of fortune of the Vietnamese economy. The country went from an
importer of rice to become the world’s second biggest rice exporter. Living standards have
improved whilst the number of people living below the poverty line has decreased.
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The Vietnamese economy in the early 1980s was near the point of collapse for a number of
reasons. The political changes in Eastern Europe and the former Soviet Union meant that
billions of dollars of foreign aid would not be continuing. Internally, the transformation to
a central planning system in the southern part of Vietnam did not yield the expected result.
Both external and internal events forced the government to introduce measures to save the
economy. The outcome was the implementation of the đổi mới policy. This policy was
similar to Glasnost (Openness) and Perestroika (Restructuring) introduced by the Soviet
Union during the 1980s under Mikhail Gorbachev.
The withdrawal of troops from Cambodia in 1989 changed international perceptions of
Vietnam and helped ease the way for future economic cooperation between Vietnam and
neighbouring countries. There is still debate to this day as to the merit of the decision by
the Vietnamese government to send troops into Cambodia. From the Vietnamese
perspective, the decision followed a series of vicious attacks by the Khmer Rouge on
Vietnamese villages along the Cambodian-Vietnamese border. There is an allegation that
the Peoples Republic of China (PRC) was behind these attacks for political reasons. The
PRC had been instrumental in the Vietnam War with its support for the North Vietnamese.
However, since then, the PRC was concerned about the influence of the Soviet Union on
the Vietnamese leaders at a time when the relationship between the PRC and Soviet Union
had deteriorated. In addition, the Vietnamese government was concerned about the
atrocities committed by the Khmer Rouge against their own people and in particular, the
inaction by the international community. One of the estimates puts the number of
Cambodian deaths caused by the Khmer Rouge between 1975 and 1979 to between one
and a half to three million people. It is possible to argue that Cambodian deaths at the hand
of the Khmer Rouge could have been much higher had the Vietnamese troops not crossed
the border into Cambodia. From the complexity theory perspective, one would not have
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anticipated this turn of events since the Khmer Rouge or Cambodian Communists shared
the same political ideology as the Vietnamese.
From the perspective of the international community, the Vietnamese decision to send
troops across the border represented Vietnamese aggression and signified its intention to
expand its influence over neighbouring countries. This concern came from a belief in the
Domino Theory that posits if one country came under communist influence or control, its
neighbouring countries would soon follow in a domino effect. In South East Asia, it began
with Cambodia when the Khmer Rouge entered the capital Phnom Penh on 17 April 1975
followed by the fall of the Republic of Vietnam (South Vietnam) on 30 April 1975 and
ended with the fall of Laos on 23 August 1975. The incursion of the Vietnamese troops into
Cambodia caused concern for Thailand because it shares eight hundred kilometres of border
with Cambodia. That concern did not eventuate. However, there is a belief that the Vietnam
War had achieved the objective of buying time for the other Asian countries to strengthen
their political systems.
The lifting of the economic embargo by the United States in 1994 was a significant event
that change the course of the Vietnamese economy. The embargo effectively banned all
commercial transactions between Vietnam and the United States including access to funds
from the World Bank, IMF and Asian Development Bank (ADB) (Freeman, 1993). The
Vietnamese government did not anticipate the embargo. On the contrary, it was expecting
financial assistance from the United States for post-war reconstruction of $3.25 billion and
$1.0-$1.5 billion in other forms of aid (Lang, 1995). The basis for the Vietnamese
government expectation came from article 21 of the Paris Peace Accord that states;
The United States anticipates that this Agreement will usher in an era of reconciliation
with the Democratic Republic of Vietnam as with all the peoples of Indochina. In
pursuance of its traditional policy, the United States will contribute to healing the
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wounds of war and to post war reconstruction of the Democratic Republic of Vietnam
and throughout Indochina (Paris Peace Accords, 1973).

The embargo lasted for almost twenty years from 1975 to 1994 and
Drastically affected the post-war recovery of Vietnam by denying access to technology
needed to modernise its infrastructure, develop its manufacturing base, and exploit its
agricultural potential (Lang, 1995, p. 273).

The eventual lifting of the embargo helped change the fortune of the Vietnamese economy.
Vietnam went from exporting nothing to the United States in 1992 to $42 billion worth of
goods in 2016 (United States, 2016). Similarly, imports from the United States have
increased from $5 million in 1992 to $10.1 billion in 2016 (United States, 2016). Again,
using complexity theory, one could argue that the Vietnamese economy would have
developed in a different direction had the United States not imposed the embargo. With
access to funding from international financial institutions and foreign assistance from the
Western world, the Eastern Bloc countries, Soviet Union and China, the outcome of the
socialist transformation might have been different. The situation in Vietnam proves that the
economy is not deterministic, predictable or mechanistic but rather it is process dependent,
organic and always evolving.
Economic development in Vietnam has been affected a great deal because of the events
mentioned above. At best, it caused disruption to economic progress. At worst, it retarded
the economy. In particular, these events together caused delay in the formation of the audit
profession that in turn, negated the need for educational institutions to incorporate audit
subjects into the curriculum. The objective of Vietnamese education has always been to
serve the government and the economy. As such, it did not see the need to incorporate
auditing curriculum up to the late 1980s when đổi mới was implemented. Even now, the
education system is still struggling to meet the needs of the new economy.
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3.2.5 Impact on audit service and audit education
The circumstances in Vietnam make it difficult for an audit profession to develop and
prosper for a number of reasons. A series of events, described above, shaped the
Vietnamese economy that exist today. More importantly, those events interacted with each
other and created an environment that is unique to Vietnam.
A series of events that occurred after the end of the Vietnam War have created a complex
economic environment that is not ideal for the development of an audit profession. First,
the role of auditors and the service they provide is less important in an economy dominated
by small family owned businesses. These businesses would typically not have users
dependent on general purpose financial report (GPFR) for information and as such would
not be reporting entities. These businesses are family owned and operate in a cash-based
environment that restricts the financial losses from business failure to within the family.
Moreover, and this is another distinctive characteristic of the Vietnamese business
environment, the set up cost of starting a business is relatively insignificant. In Vietnam,
one can set up and operate a business from home. In fact, most small family owned
businesses operate from home. The law in Vietnam in respect to the location from which
one can run a business is less stringent compared to Western countries.
Second, the Vietnamese economy is still agriculture-based. It has risen to become the
world’s second biggest rice exporter (Vu, 2013). It is worth nothing that before the
implementation of the đổi mới policy, Vietnam ‘had to import rice because rice production
could not meet domestic demand’ (Vu, 2013, p. 2). In particular, ‘the quantity of Vietnam’s
imported rice exceeded 1 million tons during the late 1960s and in 1976’ (Vu, 2013, p. 2).
The grain deficit reached nearly 3 million tons during the early to mid-1980s (Thayer,
2000). The reason for the shortage of rice was economic mismanagement. Rice
subsidisation was an example. Under the old subsidised system, farmers grew a quota of
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rice for the state. The state then sold the rice at highly subsidised prices to the urban
population (Richburg, 1987). The consequence was a big state budget deficit. More
importantly, that system created a disincentive to farmers because the government was the
only customer and dictated both the price and quantity of produce. Again, the audit
profession would not exist in such an economic environment.
Third, at a minimum, the wars with the French and the United States disrupted Vietnam’s
economic and social development. Vietnam was under French colonisation for 75 years.
Consequently, there has been significant French influence on both society and the economy.
Two particular issues that affected the auditing profession under the French was the
accounting system and education system. The French accounting system is different to the
Anglo-Saxon system as the latter consists of two separate systems for accounting and
taxation. The French education system is also different to the Anglo-Saxon approach
emphasising education where students enrol in thirteen to fifteen subjects in each high
school year.
The French left Vietnam in 1954 following defeat at the battle of Dien Bien Phu and the
subsequent signing of the Geneva Accord that separated the country into North and South
Vietnam and provided a timetable for a general election in 1956. The general election did
not eventuate as war broke out between North and South Vietnam. The United States
entered the war fighting with the South. In joining the war, the United States brought with
it the Anglo-Saxon system of accounting. The United States accounting system was used
in South Vietnam during the war. Its critical role as the major war participant and aid donor
helped to introduce the Anglo-Saxon system of accounting to the country. North Vietnam
continued to use the French system that would soon change as the government started a
socialist transformation. South Vietnam, on the other hand, persisted with the French
system but with an American influence.
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Fourth, the economic embargo the United States imposed on Vietnam at the end of the
Vietnam War had the effect of isolating Vietnam from the rest of the world. It also denied
Vietnam access to funds it desperately needed for the reconstruction of the economy. More
importantly, it deprived Vietnam of foreign business and investment opportunities that
would have helped create a favourable environment for the development of accounting and
auditing in the country. The invasion of Cambodia to save the Cambodian from the Khmer
Rouge atrocity exacerbated the isolation. Two consequences of the decision by the
Vietnamese government to send troops to Cambodia were the increase in isolation from the
international community and a border war with China in 1979.
Fifth, arguably the most important event that affected the Vietnamese economy was the
implementation of the central planning system. The implementation started in North
Vietnam in 1954 and extended to South Vietnam in 1976. This system is similar to that
used by the former Soviet Union and the Peoples Republic of China. The key feature of
this system is the removal of market interaction between supply and demand and the
imposition of a pre-determined five-year economic plan by government. The imposition of
the central planning system effectively made audit service irrelevant. Under this system,
the government owned all corporations and therefore, private share ownership was not
possible. The removal of market interaction between supply and demand meant that there
was no need for the development of a financial reporting framework and, therefore
accounting and auditing standards. All corporations reported to the government as per
government directives. Government inspectors would ensure full compliance by
corporations.
Sixth, the above events exacerbated the economic woes of Vietnam. It caused the country
to rely even more on the annual economic assistance from Eastern Bloc countries and the
former Soviet Union as the country did not have alternative sources of income. The political
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changes in the Eastern Bloc countries in the late 1980s and the collapse of the Soviet Union
in 1991 meant that the annual economic assistance would not be forthcoming. With no
access to international funds, no foreign investment, an economy that was in tatters, and
the end of economic assistance from socialist countries, the Vietnamese economy was on
the brink of collapse. The đổi mới policy was the government’s solution to the predicament.
From a complexity theory point of view, one could argue that those independent events
interacted with each other to create a new environment that could not have been predetermined. For example, the government might not have implemented its đổi mới policy
had the socialist transformation of the economy worked or that the political changes in the
Eastern Bloc countries and the Soviet Union not happened.
Seventh, the implementation of the đổi mới policy has been a success in transforming the
Vietnamese economy and initiating economic growth. Inflation was at a record level and
many areas were on the verge of famine (Arkadie and Mallon, 2004). The objective of đổi
mới was to
Abolish the system of bureaucratic centralised management based on state subsidies,
and to move to a multi-sector, market oriented economy with a role for the private
sector to compete with the state in non-strategic sectors (Arkadie and Mallon, 2004, p.
68).

By moving to a multi-sector market oriented economy, the government has officially
approved the re-establishment of the private sector. This is significant as far as auditing and
necessarily audit education is concerned as it allowed, for the first time, the creation of a
private sector to co-exist alongside the government sector. Individuals could form private
companies and seek funding from the public through share issues or borrowings in the
manner similar to corporations in a typical market economy. The mobilisation of public
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funds by corporations creates the demand for audit services as lenders and investors seek
measures to protect investments.
Eighth, the withdrawal of troops from Cambodia and the lifting of the economic embargo
by the United States also helped to improve the Vietnamese economy. The troop
withdrawal eased the tension with the neighbouring countries as well as foreign aid donors
whilst the lifting of the embargo allowed Vietnam to access financial assistance and
favourable loans from the World Bank, IMF and ADB. More importantly, the lifting of the
embargo allowed companies from the United States and other countries to do business and
invest in Vietnam. From an audit perspective, that meant more business transactions and
investment activities that ultimately led to a heighten demand for audit services.
In this project, a qualitative method will be used to collect and analyse data. Table 3.3
depicts the association between research and data collection methods. The collection and
analysis of data will help to determine the current issues in audit practice in Vietnam,
particularly the impact of the education system on auditors and auditing practice. Based on
the collected data, attempts to develop measures to address the issues will be formulated.

Table 3.3 Association between research and data collection methods

Type of reasoning

Type of question

Type of analysis

Concepts associated with

Concepts associated with

quantitative methods

qualitative methods

Deduction

Induction

Objectivity

Subjectivity

Causation

Meaning

Pre-specified

Open-ended

Outcome-oriented

Process-oriented

Numerical estimation

Narrative description

Statistical inference

Constant comparison

Source: Alexandridis (2006)
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The diversity in terms of the educational background and the practical experience of
auditors currently working in Vietnam makes it difficult to identify all the causes of the
deficiencies. However, given that education is an important requirement, both before and
during a career as an auditor, information on audit education can assist in identifying the
gaps in learning. Since there is no existing information on what the gaps may be a
qualitative method of investigation is deemed more appropriate for gathering information.
In addition, Table 3.4 illustrates different patterns of data analysis according to the type of
research conducted. As this project employs a qualitative method to collect data, the
analysis used is that of grounded theory. According to Martin and Turner (1986) grounded
theory is a systematic method used in social sciences involving the construction of theory
through the analysis of data.

Table 3.4 Comparison of different patterns of data analysis
Qualitative

Quantitative

Inductive

Grounded theory

Exploratory data analysis

Deductive

Qualitative comparative analysis

Structural equation modelling

Source: Alexandridis (2006)

Auditors form an expectation about an entity and its financial statements at the start of the
audit. This expectation is the combination of auditing experience accumulated over the
years and an understanding of the entity. The auditors form this expectation by assimilating
new information in the form of the financial statements into existing auditing knowledge.
Auditors conducting an audit of a new entity encounter new information. Since every entity
is different, the information obtained by the auditor in the audit of a new entity may not
completely match the auditor’s existing knowledge. Consequently, the auditor constructs
new knowledge or reconstitutes prior knowledge.
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The international framework for assurance engagement issued by the International
Federation of Accountant (IFAC) defines an assurance engagement as
An engagement in which an assurance practitioner expresses a conclusion designed to
enhance the degree of confidence of the intended users other than the responsible party
about the outcome of the evaluation or measurement of a subject matter against criteria
(IFAC, 2005, p. 6).

There are a number of important points of discussion from the above definition. First, an
assurance engagement such as an audit is an engagement in which an assurance practitioner,
an auditor, expresses a conclusion designed to enhance the degree of confidence of the
financial report users. Auditing is objective. Auditors conduct audit with the aim of
obtaining sufficient and appropriate audit evidence to form a conclusion regarding the
information disclosed in the financial statements. Auditors obtain sufficient appropriate
evidence to substantiate knowledge of the entity under audit. Auditors do not conduct audit
simply to verify the correct addition of account totals. Auditors conduct audit in order to
form an opinion as to whether the information disclosed in the financial statements
confirms an understanding of the entity. From that perspective, it is the knowledge of the
auditor and related individual experience that shapes auditing practice.
Moreover, at the completion of an audit the auditor provides, through the issuance of an
audit opinion, reasonable assurance that the financial statements are free from material
misstatement. In providing reasonable assurance, auditor exercises professional judgment
regarding material misstatements and this, in turn, affects the level of truth in auditing. As
an example, the public perception is that unaudited financial statements would have a lower
level of truth. The reason is that there has not been an independent verification of the
information disclosed in the financial statements. As such, financial report users cannot
ascertain whether the financial statements are free from material error. From that
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perspective, audited financial statements provide users with the confidence that the
information disclosed in financial statements is free from material misstatement.
According to ISA 200 Overall Objectives Of The Independent Auditor And The Conduct
Of An Audit In Accordance With International Standards On Auditing, reasonable
assurance not necessarily an absolute level of assurance because of inherent limitations in
an audit causing most of the audit evidence to be persuasive rather than conclusive (IFAC,
2012). Concerning material misstatement, ISA 320 Materiality in Planning and Performing
an Audit, paragraph 4 states that;
The auditor’s determination of materiality is a matter of professional judgment, and is
affected by the auditor’s perception of the financial information needs of users of the
financial statements (IFAC, 2012).

The fact that an audit provides a reasonable assurance means that there are no material
errors in the financial statements. That does not in any way mean that there are no errors in
the financial statements or that the auditors have detected all the errors. There is no absolute
materiality level in an audit. Materiality is a matter of professional judgment. It means
different auditors may arrive at different materiality levels for an audit depending on the
perception of risk. A risk-adverse auditor may choose a lower materiality level whilst a
risk-taking auditor may elect to have a higher materiality level. It is the risk perception of
the individual auditor that determines the materiality level.
Second, auditing rules expressed in the form of auditing standards do not have an absolute
value that exists independently from the knowers. Auditing standards provide minimum
requirements for the conduct of an audit. They do not have an absolute value in the sense
that they represent or even purport to represent the correct way to conduct an audit. In other
words, there is no absolute and correct way to conduct an audit. Rather, the requirements
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prescribed in the auditing standards provide guidance on what the standards issuer believed
to be the minimum amount of audit work required. For example, ISA 240 The Auditor’s
Responsibility Relating To Fraud In An Audit Of Financial Statements, states in paragraph
5 that
An auditor conducting an audit in accordance with ISAs is responsible for obtaining
reasonable assurance that the financial statements taken as a whole are free from
material misstatements, whether caused by fraud or error. Owing to the inherent
limitations of an audit, there is an unavoidable risk that some material misstatements
of the financial statements may not be detected, even though the audit is properly
planned and performed in accordance with the ISAs (IFAC, 2012).

According to this standard, there is an unavoidable risk that auditors may not discover some
of the material misstatements regardless of how well planned and conducted an audit.
Consequently, the standard provides guidance to auditors about approaches in relation to
the risk of fraud in the conduct of an audit and not the definitive way of detecting fraud.
Finally, auditors conduct an audit to obtain sufficient appropriate audit evidence that the
entity has complied with the applicable financial reporting framework. As an example, the
applicable financial reporting framework for an Australian company is the Corporations
Act 2001 and the Australian Accounting Standards. Over the years, there have been
revisions made to both the Act and the standards to reflect social and economic
development in general and accounting development in particular. They do not represent
absolute values that withstand the test of time. Instead, they merely reflect the prevailing
notions or principles at a point in time. Concerning the notion of sufficient appropriate audit
evidence, again there is no absolute truth about what constitutes sufficient appropriate audit
evidence. ISA 500 Audit Evidence defines appropriateness (of audit evidence) as;
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The measure of the quality of audit evidence; that is, its relevance and its reliability in
providing support for the conclusions on which the auditor’s opinion is based (ISA,
2012, p. 382).

ISA 500 Audit Evidence also defines sufficiency (of audit evidence) as;
The measure of the quantity of audit evidence. The quantity of audit evidence needed
is affected by the auditor’s assessment of the risks of material misstatement and also
by the quality of such audit evidence (ISA, 2012, p. 382).

However, both definitions do not provide absolute truth as to how appropriate the evidence
should be or how much evidence is considered sufficient. Instead, it is up to the auditor
through exercising professional judgment to determine whether the evidence obtained
through the audit process is appropriate and sufficient. Since professional judgment by
individuals differs from one person to the next, it is difficult to determine the
appropriateness and sufficiency of audit evidence in absolute terms.
As far as auditing is concerned, the situation in Vietnam is unique. Every aspect of auditing
in Vietnam differs from that found elsewhere. First, the economy is a mixture of central
planning and a market system. This mixture is characterised by a large public sector
incorporating strategic industries and a fast growing private sector dominated by large
multinational organisations on one end and small family-run businesses on the other. This
unique characteristic creates a challenging environment for auditors. Auditors of the public
sector organisations are required to maintain secrecy about the financial performance and
position of these organisations in the interest of national security. In contrast, auditors of
private sector corporations must, by virtue of the financial reporting framework
requirements, report on the financial performance and position of the corporations. In
addition, the auditors must adhere to both local and international accounting standards and
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comply with different financial reporting regimes depending on the sector in which the
entity is operating.
Second, the nature of the audit process is a challenge. In Vietnam, statutory audit is
restricted to large multinational corporations operating in the private sector. Public sector
organisations are not subject to the same level of statutory audit. This creates an
environment where the requirement to have financial statements audited is dependent upon
which sector operation takes place. In other words, auditors are subject to different legal
and professional requirements in the course of carrying out an audit even though from a
technical perspective the work is much the same. In addition, there are restrictions in place
as to who can be appointed as auditor of public sector organisations. In Western countries
such as Australia, the Auditor-General can outsource the audit of public sector entities to
private sector accounting firms. In Vietnam, the situation is different due to the government
preference to maintain secrecy over the information. In addition, there is an issue of the
availability of information. Auditors of public sector entities may face difficulty in
obtaining the information necessary to form an audit opinion. It is a contentious issue where
public sector organisations may refuse an auditors’ request for access to information on the
grounds of national security.
Third, the vastly diverse educational background of auditors creates a situation where
different auditing methods and practises exist in the same market. Such differences in the
educational backgrounds of auditors may create an environment where audit quality and
practice would vary markedly from one to another. This may create an opportunity for
opinion shopping, i.e. entities could appoint an auditor on the premise that they receive an
unqualified audit opinion of the financial statements. In other words, entities may avoid
appointing large accounting firms as auditor for fear that the firms’ higher quality audits
would lead to a modified audit opinion being issued.
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In Vietnam, auditors who were former government officials were predominantly educated
under the central planning system. The perceived role is one of enforcement to ensure
compliance with government regulations. Often former government officials’ perception
of the auditing profession is associated with a market economy. Auditing, from this
viewpoint, is about safeguarding individuals’ private interest rather than protecting the
working class from exploitation. Therefore, auditors, those who are former government
inspectors, are not guardians of the integrity of the economy and its participants and still
perceive the role as one of authority. In addition, the maintenance of secrecy in the audit of
public sector organisations is still perceived as protecting the government from outside
criticism. This latter point has the potential to undermine the integrity of the system as it
contradicts the objective of an audit, that is, to strengthen financial reporting transparency.
The locally educated auditors recently graduated from university are most affected by the
current economic situation. Most having graduated after the implementation of the socialist
oriented market economy. The success of a career in auditing is dependent upon two factors
namely, the type of client being audited and an auditor’s understanding of the role of the
auditor in a market economy. Those auditing public sector organisations would be working
in a different environment compared to those auditing large private sector multinational
corporations. By the same token, those auditing large private sector multinational
corporations enjoy a different experience compared to those auditing smaller private sector
local businesses.
Of the three different types of client, the audit of large multinational private sector
organisations is where auditors would gain the most in terms of understanding the audit
process. The audit of these organisations is typical of the type of audit carried out by
auditors the world over. The audit of public sector organisations exposes auditors to a
different audit environment, one that may not benefit auditors in terms of gaining
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experience and expertise in auditing. This is because public sector organisations are subject
to different rules and regulations and those rules may be different to that applied to the
private sector.
The auditors’ perception of their role in a socialist oriented market economy also affects
their work. The current education system in Vietnam faces significant challenges in
adapting to the new economic environment. The old central planning mentality is still
entrenched in the current education system yet there is an expectation that the system will
produce graduates that meet the needs of the growing economy, the driver of which is the
private sector. In addition, replacing the existing curriculum requires government sanction.
Moreover, the current economic system in Vietnam is a challenge. There are two
mainstream economic models namely, a central planning model and the market economy.
The system used in Vietnam is neither of the two. Instead, it is a hybrid system
incorporating elements of both. As such, education institutions face a dilemma of
developing a curriculum that incorporates elements of the two main economic ideologies.
Until such time as education institutions in Vietnam implement new curriculum, university
graduates will continue to find it a challenge to meet the expectations of employers.
Overseas educated auditors find the situation in Vietnam different to previous experience
the exception being the audit of multinational corporations. The customary audit and
accounting of other entities, including public sector entities, in the preparation of financial
statements are different to what commonly observed in a typical market economy. The
prevailing belief in Vietnam is that only government authorities and law enforcement
agencies have the power to gain access to an entity’s records and undertake audits. This
perception, that government authorities and law enforcement agencies are the only ones
who have the power to access records and undertake audits, is one of the consequences of
the central planning system. As a comparison, all public sector entities in Australia must
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prepare a general purpose financial report, have them audited by the Auditor-General and
make public their financial reports along with the audit opinion. The Auditor-General, on
the other hand, can outsource these audits to private sector accounting firms since
accounting practices in the public sector are similar to that used in the private sector. In
other words, there is a great deal of compatibility and transparency in financial reporting in
both public and private sectors in Australia. The situation in Vietnam is different. The
government faces a dilemma as it tries to lead the economy along the path of a socialist
oriented market system whilst maintain a delicate balance between economic freedom and
national security. This dilemma is reflected in the fact that the Vietnamese AuditorGeneral’s office currently cannot audit the financial statements of all public sector entities
and must decide which entities to audit in a particular year.
Figure 3.6 shows the research strategy employed in this project. It starts with the research
problem followed by research questions. A survey instrument will be used to collect data
from three professional groups namely, auditors, accountants and accounting academics.
These groups have been chosen because of their knowledge and experience in terms of
education and work experience in auditing and accounting.
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Figure 3.6 Research strategy employed in this project

Research strategy

Research problem

Research problem: audit education in a Socialist Oriented Market
Economy: the case of Vietnam

‘What’: what are the deficiencies in auditing practice in Vietnam?
Research
questions

‘Why’: why do the deficiencies exist?
‘How’: how can they be fixed?

Inductive strategy: survey questionnaire is used to provide evidence on
Research

the current deficiencies in the audit practice in Vietnam. From the

strategies

evidence gathered, conclusions will be reached on the causes and how

they can be overcome.
Constructivism: the knowledge and meaning of auditing is constructed
Epistemology

from experience gathered through practical observation. It is based on
the knowledge of the person conducting the audit.

Ethnomethodology: audit knowledge is based on everyday life practices
Research
paradigms

and experiences accumulated over the years and not based on
hypothetical or theoretically depicted setting.
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3.3 Conclusion
The implementation of the central planning economic system after the end of the Vietnam
War was predictable. Even the end result of the implementation was predictable. But as
complexity theory has it, the Vietnamese economy was anything but predictable. Neither
the government nor any individual could have predicted that the system would fall short of
achieving its objective of creating a better life for its people. In theory, the central planning
system was superior compared to the alternative. There would be no exploitation of one
social class by the other. In fact, different social classes would not exist. Everyone would
co-operatively work together to achieve a common goal and that the government would
cater for all the needs of its people. However, that outcome did not eventuate. Worst, the
economy was on the verge of total collapse at one point. Given that Vietnam has had
support from the People’s Republic of China (PRC) and the former Soviet Union both of
which have implemented similar systems.
Whatever happened in the past, one thing is for sure that the process of economic
development in Vietnam will continue. The pace of progress, however, will depend on the
government and its willingness and determination in pursuing goals of economic
development and global integration. Even then, the outcome may still be uncertain but the
economy would continue to evolve and change would continue to take place.
Audit education in Vietnam presents both challenges and opportunities. The challenges are
the universities need to adapt to the new environment to ensure that they continue to fulfil
the vital role of educating young people and preparing them for future careers. The
universities are in a unique position to utilise the current situation to carry out necessary
reform, to a regional standard in the first instance, and to a global standard in the long term.
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Chapter 4: Research method
4.1 Introduction
In this chapter, a description of the research method is provided. It begins with the
identification of the data source followed by data collection and administration, information
on the response rate and conclusion. The targeted participants are auditors, accountants and
accounting academics practising in Vietnam. These groups are relevant to the education of
Vietnamese auditors and the information they provide will help identify the issues and
challenges facing the audit profession.
Auditors face many challenges in the conduct of audits. The objective of this project is to
identify the challenges caused by Vietnam’s peculiar economic environment. In particular,
the focus will be on the education system from which many auditors currently working in
Vietnam gain their qualifications. Accounting academics, therefore, have an important role
in shaping future auditors. Their perception of the value of the audit service to the economy
determines the level of significance placed on the teaching of auditing. In the case of
Vietnam, the value of the audit service and the role of auditors in assuring the quality of
the financial information is yet to be fully realised. The private sector came into existence
in the late 1980s and the economy at the present time is still dominated by government
owned and controlled corporations. As such, auditors in Vietnam face challenges over and
above auditors in other parts of the world.
In this project, both email and postal service were used to engage the targeted participants.
A covering letter was attached to the survey instrument indicating, among other things, the
purpose of the project, the assurance of privacy and contact details. Targeted participants
who completed the survey were then asked to nominate or recommend other professionals
who would be willing to participate in the survey. Targeted participants who declined to
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participate in the survey received a thankyou email that also included a referral request.
1,781 survey instruments were sent to the targeted participants of which 225 completed
surveys from participants were received.

4.2 Data source
The data for this project is derived from the responses to the survey instrument. As
mentioned earlier the professional groups targeted in this project are accountants, auditors
and accounting academics currently working in Vietnam. All these groups are critical as
far as audit education is concerned. Accountants share the same post-secondary education
background and are in the group to whom audit service affects the most. Auditors are the
main focus since the objective of the project is to identify, from an educational perspective,
the issues facing auditors and their causes so as to develop possible solutions. Academics
affect the auditing profession through their role as educators. In general, auditors possess
undergraduate qualifications. Consequently, what is learnt from the educators in the
classroom affects the work of auditors.
The issues and challenges facing the audit profession are well documented. However,
information relating to auditors working in Vietnam is still very scarce. Hence the
collection of empirical data on the issues and challenges that auditors face with regard to
education will be useful as Vietnam moves forward with its socialist oriented market
economic system. Auditors face many challenges in conducting audits and their educational
background, therefore, is critical in preparing them for those challenges. Auditors receive
on-the-job training and as experience accumulates and careers progress further study to
maintain a sound accounting and auditing foundation is an imperative. That initial
foundation comes from a solid grounding in accounting and auditing principles provided
by undergraduate study.
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In the case of Vietnam, university students who are inspired to become auditors may not
get the accounting foundation they need because the current accounting curriculum is in
need of a major overhaul. The Vietnamese education system was designed to serve a central
planning economic system where accounting was simple bookkeeping, i.e. recording and
reporting financial information for the use of management and government. The
Vietnamese economy has changed. It has moved from a central planning platform to one
where government controlled corporations remain the backbone of the economy but private
sector businesses are allowed to co-exist. The existing education system was not designed
to serve dual sectors, i.e. public and private sectors. Consequently, it struggles to achieve
its objectives of serving the government while trying to meet the needs of the private sector.

4.2.1 Population description
The population for the purpose of this project comprises accountants, auditors and
accounting academics currently working in Vietnam. Auditors are the focus of this study
while accountants are included because they share the same educational experience and
similar work experiences. Accounting academics are included for the role played in the
teaching of accounting and auditing. All three professional groups can provide information
on the issues facing auditors in general and audit education in particular.
Another reason for the inclusion of these three groups in this project is the shared
experiences in terms of the issues facing auditors in a transitioning economy. For example,
an auditor who was previously engaged as a government inspector would provide valuable
information on background education and experience when converting from inspection into
audit. By the same token, an auditor recently graduating from a Vietnamese university
would be able to provide information on the educational experience prior to joining the
profession.
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4.2.2 Sample description
The sample for this project comes from the three professional groups mentioned earlier
namely accountants, auditors and accounting academics. It is unlikely that all the
individuals in the targeted groups would participate in the project. The aim, therefore, is to
obtain as many professionals to participate from the three groups as possible. Contact
details of potential participants was obtained from the internet and various Vietnamese
professional websites. Email was used extensively as a means to contact potential
participants, respond to queries and to facilitate the completion and returning of the survey.
Overall, 1,781 survey instruments were sent to potential participants and 225 were
completed and returned.
In addition to the auditors being the main targeted participants, the survey was also sent to
accountants and accounting academics as both groups play a major role in influencing the
audit environment. Accountants are responsible for processing, recording and reporting of
financial information culminating in the preparation of financial statements. Accounting
academics are critical in providing auditors with accounting and auditing knowledge so that
the auditors can perform their work.
4.2.2.1 Participants
Those who chose to participate were provided with detailed information on the purpose of
the project. At the outset an email or postal invitation was sent to potential participants
requesting a response. Upon acceptance of the invitation the survey instrument was sent in
the preferred format along with instructions on how to complete the survey. Participants
had the option of returning the completed survey instrument by email or by post. Further,
those that chose to return the completed survey instrument by post had the option of posting
directly to Australia or to an address in Vietnam that was set up as a collection point.
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Participants were restricted to three professional groups namely accountants, auditors and
accounting academics as they are the most qualified to provide information on the issues
facing auditors in Vietnam. The survey instrument has been designed to collect information
regarding the issues auditors in Vietnam are facing with emphasis on the educational
experiences of the participants. The objective being to identify gaps, if any, in the education
of auditors. Since accountants and accounting academics share the same post-secondary
education as auditors and inter-relate at varying professional levels with auditors it is
important to obtain the views of this group regarding the issues.
4.2.2.2 Vietnamese translation
The survey instrument was written in English in order to obtain approval from the Ethics
Committee, after which it was sent to Hung Gia Pham Company Limited, a company
specialised in translating documents, in Vietnam for translation into Vietnamese. The
Vietnamese version of the survey instrument was stamped by the translating company as
proof of its authenticity as a translation from English into Vietnamese (see Appendix 2).
Participants were given the option to complete the survey in either English or Vietnamese.
Participants that preferred to receive the survey instrument by email received both English
and Vietnamese versions of the survey instrument. As the objective of the survey is to
collect data, the provision of both versions acts as an incentive for participants to complete
the survey in the language of their choice.

4.3 Data collection
As indicated earlier, electronic email and the postal service was used to send the survey
instrument to the targeted participants. A return paid envelope was included for those
preferring a hard-copy version of the survey instrument. The survey instrument comprised
questions common to all participants as well as specific questions for the targeted groups.
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The selection of a survey method enables a larger number of participants to engage with
the project while providing a level of privacy and time to provide thoughtful responses to
the questions.
Electronic communication in the form of email was used extensively during pre-testing and
subsequent administration of the survey. The communication channel is first established by
an introductory email with the invitation to the recipients to participate in the survey. Upon
acceptance by recipients and an indication of preference in terms of the language version
and format, i.e. postal or electronic, the survey instrument was sent to participants for
completion. Participants that completed a hardcopy survey instrument have the option of
sending it by post using an enclosed prepaid envelop back to Australia or to an address in
Vietnam that had been set up for collection purposes. Those that completed the survey
instrument electronically were instructed to send it back via email to the sender.

4.3.1 Background
An inductive approach was utilised in this project starting with observations being made at
the macro level concerning issues encountered by economies that have experienced major
transformation. Specifically, the focus was on countries moving from the central planning
system to a market economy. This transformation is significant as the two economic models
represent contrasting ideologies and in some aspects, opposing principles. In the case of the
central planning system, the need for a market where supply and demand determine the
price is removed because the government assumes that role whereas free interaction
between supply and demand is critical in the case of a market economy. Observation at the
macro level allows for an overall understanding of the historical background leading to the
current situation. This is particularly relevant in the study of an economy, especially one
that is going through a significant transformation process. Given that the auditors play a
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vital role within an economy, an understanding of past events helps to comprehend the
current predicament.
The transformation is then considered at the micro level where various economic
participants, of which the audit profession is one, are affected by the changes. The need for
audit service is not required under the central planning system yet it forms part of the
assurance mechanism under a market economy. In the case of Vietnam, the government
manages the economy with a combination of 5-year plans, SOE and control over strategic
industries. This creates a challenge for auditors in terms of having to observe different
reporting requirements whilst maintaining national secrecy.
The formulation of research questions has been based on the observation of the current
situation in Vietnam with regard to audit education. However, empirical evidence is needed
to confirm what was observed and that is the next stage of the project being the collection
of data. To this end, a list of survey questions were developed with the objective of
obtaining information from which an analysis could be carried out to identify issues
affecting audit education in Vietnam. The final stage of the project is the development of
possible courses of action to address the issues.

4.3.2 Survey instrument
The objective of the survey instrument is to collect data on the challenges facing auditors
and determine any improvements that can be made to audit education. In particular, the
focus is on the education background and experience of participants. For accountants,
auditors and academics post-secondary education provides a foundation from which to
build knowledge of accounting and auditing.
There are many challenges facing auditors. However, this project is limited to exploring
those issues relating to the educational experience of auditors and how that can be
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improved. Typically, a post-secondary education is the minimum requirement for a career
in auditing. In developed economies a business or commerce degree with a major in
accounting is preferred. This requirement is to ensure that graduates possess a basic
accounting education, one that would assist them in a career as an auditor. Auditors, by
definition, must possess adequate accounting knowledge to enable a discharge of
responsibility in the conduct of an audit. In addition to accounting subjects, the concepts of
basic audit theory and business ethics are required.
On that basis, a list of survey questions was developed to collect, from the participants,
information that would help identify issues affecting audit education in Vietnam. The
identification of current audit education issues provides the means from which possible
solutions can be proposed.
The survey instrument has received approval from the Ethics Committee. The survey
instrument met the strict conditions set by the committee concerning the collection of
information from participants. The survey and the covering letter specify, among other
things, the purpose of the survey and an assurance of strict confidentiality of the
information collected. That includes the seeking of written consent from the participants if
there is a need for access to the information for other purposes. In addition, the covering
letter provides contact details of the principal supervisor to whom participants can contact
for more information relating to the survey instrument.
4.3.2.1 Demographic information
The population to which the survey instrument focuses consists of academics and
professionals currently working in the field of accounting and auditing. The demographic
of the targeted participants is diverse in terms of age, educational background and
experience. For instance, the auditors’ age is expected to vary significantly from early
twenties, for those recently graduated from university, to over fifty for those that previously
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worked in the government sector. Similarly, the education experience of auditors is thought
to differ significantly from those graduating from local universities many years ago under
the central planning system to those graduating recently from local universities. The latter
categories differ again from those obtaining education qualifications overseas. This
diversity creates an audit environment that is as challenging as it is unique. The objective
of the survey is to collect data on issues affecting auditors in the discharge of their duties
and how an improved audit education regime can be introduced to better inform aspiring
auditors of responsibilities under the present system.
4.3.2.2 Conceptual information
Auditors, the world over, face many challenges. Over the years, there have been a number
of high profile corporate collapses and the blame was directed at auditors for failure to warn
the public. In many instances, there have been arguments that the failure by auditors in the
conduct of audits and the issuing of inappropriate audit opinions was the result of lack of
proper training.
The situation in Vietnam creates challenges that are over and above those faced by auditors
in other parts of the world. Vietnam is going through significant economic transformation,
one that directly affects the audit profession and its development. First, the economic
system of Vietnam, the socialist oriented market economy, is a hybrid model. It is a central
planning system with elements of a market economy added. One of the distinctive
characteristics of this hybrid system is the existence of a large number of SOE in strategic
industries that work as an extended arm of the government. Together with the public sector
entities, SOE form a sizeable government sector with specific financial reporting
requirements. From an audit perspective, this creates a challenge, as the financial reporting
requirements for the government sector might be significantly different to that applied to
the private sector. Second, the current education system, created to support the central
Audit education in a Socialist Oriented Market Economy – The Case of Vietnam

153

Chapter 4 Research method

planning system, faces many challenges to keep pace with the social and economic changes
taking place in the country. The education system was designed to train young people for a
career in the government sector at a time when the private sector did not officially exist.
The curriculum back then would not include materials relating to topics such as a market
economy and the free interaction between supply and demand as these issues were not
relevant. With the implementation of the new economic model, there is a need for
universities to update curriculum to reflect the new environment that includes aspects of a
market economy.
Identifying the factors affecting audit education provides the foundation from which further
training can be developed. Where there are gaps in audit education, auditors are likely to
be affected. This, in turn, affects the auditors’ ability to discharge their obligations
successfully. For instance, a good understanding of the operation of the market economy is
needed in order to appreciate the role of the auditor in ensuring high quality financial
information. Such an understanding is not required under the central planning system as the
government assumes the role of economic manager responsible for deciding on both
demand and supply.
4.3.2.3 Issues affecting audit education
The Vietnamese education system was designed to serve the central planning economy.
Under that system, the objective of the education system was to train people for a future
career with the government whether as public servants or employees working for SOE. The
interaction between supply and demand and the concept of private property rights which
are fundamental under the market economic system were absent in the curriculum as they
were not needed.
Whilst the economic system has gone through significant changes in recent years, the
education system has not experienced similar changes causing the latter to fall behind in
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terms of meeting the needs of the economy. As the economy continues to evolve and the
country is embarking on its quest for regional and global integration, it is imperative for
the education system to adapt to the new environment. This is particularly important for
audit education as the introduction of a private sector and stock market necessitates an audit
and assurance regime for entities in this category.
The government has signalled its intention to streamline government operations. Over the
years, the government has realised that it has a large public sector with a sizeable public
service that in the long term, is unsustainable. Another reason is the government’s ongoing
effort to reduce the number SOE through the process of corporatisation. These SOE, once
corporatised, would operate in a manner similar to a private sector entity. In addition, the
government also recognises that the private sector is the driving force of economic growth
and the sector is growing. These reasons show that, in the long term, the size of the public
sector would shrink, the number of SOE would be reduced and the private sector would
grow to become the major determinant driving the country’s economic growth. That means
the education system and particularly audit education needs to position itself so that it
would contribute to that growth through producing graduates with the right knowledge and
skills to meet the new challenges.
The government’s intention to integrate the local economy with regional and global
economies will also put pressure on the education system. Unless the education system
takes action to address its current shortcomings, in the near future, such shortcomings
would manifest into disadvantages for local graduates as they find themselves having to
compete with international graduates for employment when the local economy opens to
foreign competition.
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From an audit perspective, the failure by the education system to provide accounting
students with the appropriate knowledge would hinder chances of obtaining employment.
More importantly, it would affect the ability to discharge responsibility as an auditor. In a
typical market economy, the role of auditors is to provide reasonable assurance that the
information contained in the financial statements is true and fair. Auditors do not have
enforcement power. This is in sharp contrast with government inspectors whose job it is to
check public sector entities and SOE for compliance with government directives.
Government inspectors have widespread power including one of enforcement as they
represent the government’s control mechanism for compliance.
In addition, one of the benefits of an audit service is the requirement that an entity must
publish financial statements along with the audit opinion. The publication of the audit
opinion lets the public know the quality of the financial information disclosed in the
financial report. For private sector entities, an audit opinion has the potential to affect the
company value. For instance, a qualified audit opinion means that the financial report is not
true and fair. Investors and suppliers may not want to engage in business activities with the
entities leading to a decrease in company value. By the same token, an unqualified audit
opinion means that the financial statements are true and fair, and the public has reasonable
assurance that the financial statements are free of material misstatements when deciding
whether to do business with an entity.
Another intangible benefit of an audit service is the deterrent effect. Entities knowing that
the financial statements are subject to an annual audit may refrain from manipulating them
for fear that they would be caught through the audit process. For the same reason,
accountants may take extra care when recording, processing and reporting financial
information.
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As previously mentioned, the Vietnamese education system was designed for a different
economic system. In addition, the government maintains strict control over the economy.
As a result, changing the system is a long process that requires approval from the highest
level of government. More importantly, as the government is still coming to terms with the
new economic system, it is difficult for the government to determine a suitable education
system. For instance, the new economic system is no longer a central planning system in
its purest form so the existing education system created to serve that economic model is
out-dated. However, the new economic system is also not a market system so it might not
be appropriate to abandon the old education system for a new one. Consequently, the issue
is one of deciding how far changes to the education system should be made to meet the
needs of the new economic reality.
4.3.2.4 Instructions and information
The covering letter provides details on the objectives and purpose of the survey. It also
provides instructions on how to complete the survey. The letter states clearly that the survey
is being conducted as part of the research project forming part of a Doctor of Philosophy
study. Furthermore, the letter also states that the information collected would be kept secure
at all times and would not be divulged without written approval from the participants. As
an added security measure, the survey instrument did not require participants to provide
personal information such as name and address. Information on age range and postsecondary education was collected for statistical purposes. However, this information did
not identify individual participants.
In addition, information contained in the covering letter provided an avenue for complaint
where participants who believed that the questions in the survey instrument were
inappropriate could lodge a complaint. Participants wanting to file a complaint could write
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directly to one of the supervisors using the mailing address specified in the letter. The
covering letter and survey instrument were available in both English and Vietnamese.

4.3.3 Instrument pre-testing
Before the actual survey instrument was sent to the designated population, it was pre-tested
on a sample of selected accountants, auditors and academics to assess the possible
responses and to determine the appropriateness of questions and vignettes. This approach
allowed for minor correction and amendment of the questions and vignettes to suit
participants and to minimise the risk of misunderstanding. The selected participants first
received an invitation via email. Those agreeing to participate were sent the survey
instrument in English and Vietnamese by email along with instructions on how to complete
the test survey. Participants were also invited to comment on both the structure and the
appropriateness of the questions. The comments were analysed and where necessary,
incorporated into the final version of the survey instrument.

4.4 Instrument administration
Electronic email and postal service were used to send the survey instrument to targeted
participants. A deadline was set for the survey instrument to be returned in an enclosed
prepaid envelop or by email. There was a follow-up email or posting of the survey
instrument for those not responding in the first instance. Participants who preferred to
complete a hardcopy survey instrument had the option of sending it directly to Australia or
to an address in Vietnam that has been created as a collection point. There was an invitation
by electronic email for all participants to nominate other professionals who would like to
complete the survey instrument.
An email detailing the survey was also sent to the Vietnamese accounting profession as
well as foreign accounting professions with offices in Vietnam. The email explained the
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nature of the survey along with a request for assistance in terms of distributing the survey
instrument to members. Accounting professions were not required to administer the survey
instruments. Instead, they were advised to inform members to follow instructions when
returning the completed survey instrument.

4.5 Response rates
Overall, 1,781 survey instruments were sent to potential participants. 13 percent or 225
completed survey instruments from participants were received by email and postal service.
The majority of the completed survey instruments were in Vietnamese. This was within
expectation, as participants would want to ensure they answer the questions correctly.
The number of completed survey instruments returned is considered acceptable given the
nature of the project. This is the first time that a survey has been conducted on auditors,
accountants and accounting academics concerning issues affecting the audit profession in
Vietnam. It is a sensitive issue given the relatively large public sector and the economy
dominated by SOE. There is the issue of secrecy in relation to information on public sector
entities and SOE especially when the government is working hard to prove its economic
management credentials. Besides, the public has not had a clear understanding of the role
of auditors in the new economic environment. Many people mistakenly believe that the
work of the auditors, i.e. the audit of the financial statements, is akin to the work conducted
by government inspectors.

4.6 Conclusion
In this chapter the process employed to obtain empirical evidence to support the identified
issues has been detailed. The data collected is important not only to validate the known
issues but also to provide a foundation from which to develop possible solutions.
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Many of the issues Vietnamese auditors face are similar to those faced by auditors all over
the world. However, the peculiar situation in Vietnam means that auditors face additional
challenges that do not exist elsewhere. The education system is a point in case. The
education system was originally designed to support the central planning system where the
government was the only employer and profit seeking was not the objective of corporations.
The economy has changed, it has incorporated elements of a market economy and profit
seeking entities are allowed to operate. That means employment opportunities are no longer
limited to the government sector but are also available in the private sector like all other
market economies.
Nevertheless, the education of auditors has not gone through similar changes.
Consequently, accounting graduates have not acquired the knowledge needed to take
advantage of new employment opportunities that are now available. This issue will become
more critical as the country embarks on its quest to assimilate into the global market.
Auditing has always been associated with a market economy. For years, investors have
been relying on the audit report for assurance that the information disclosed in the financial
statements is true and fair, and can be relied upon. With the recent economic changes, there
is a need for more auditors in Vietnam and the majority of them will be graduating from
universities across the country. That makes it an imperative for universities to re-assess the
curriculum to ensure that graduates are well prepared for future careers as auditors.
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Chapter 5: Analysis of data
5.1 Introduction
In this chapter an analysis and discussion of the data collected from auditors, accountants
and accounting academics is undertaken. The education auditors receive before embarking
on an auditing career is an important factor in determining the success of the chosen
professional path. For auditors, the challenges come from the nature of the audit process;
the expectation gap; the perception of the public regarding the role of auditor; and the
peculiar relationship between auditor and stakeholders. When auditors are unable to rise to
the challenges, they quickly find themselves struggling to fulfil their obligations to society.
Consequently, there is a need to provide auditors with an education that enables them to
achieve their full potential.
In the case of Vietnam, the challenges auditors face are over and above those experienced
by their counterparts in other parts of the world. The audit process may not vary
significantly but the environment is very different. In general, accountants in Vietnam do
not have a long history of preparing financial statements. They do not have a deep
understanding of accounting. In all fairness, accounting as a profession only came into
existence in the late 1980s. The lack of sufficient experience and knowledge make it more
difficult for auditors to conduct an effective audit.
There is also an issue with regard to the expectation gap. The expectation gap arises from
different expectations of the public regarding the auditor’s role and duties. This gap exists
in every economy where audit services are provided. However, in Vietnam, the gap is wider
as people do not understand the role of the auditors. The notion of someone who is
empowered to check the financial statements but is not a government official is hard to

Audit education in a Socialist Oriented Market Economy – The Case of Vietnam

161

Chapter 5 Analysis of data

comprehend. This perception is a remnant of the old central planning system when only
government inspectors have the power to inspect the books.
Even the auditor’s three-party relationship is confusing to many Vietnamese. In a typical
financial audit process, there are shareholders who rely on auditors for assurance regarding
the quality of the financial information; management who are responsible for the
preparation of the financial statements; and auditors who audit the financial statements. The
confusion comes from the fact that the audit contract is between management and auditor.
There is no direct contract between shareholders and auditor. In addition, the contract
stipulates that audit opinion issued by auditor is for management and that the auditor
accepts no responsibility to third parties for relying on the financial report.
The challenges mentioned above put pressure on education institutions to develop the
accounting and auditing curriculum. However, any changes to the education system must
be approved by the government. Educational institutions cannot alter a course of study
without government direction and approval. In addition, any change must conform to
government’s policy and intent. From the perspective of academics, the limitations on what
they can do is affected by their own educational background and the education system in
which they operate. Most academics were educated in a system that was designed for a
different purpose. Consequently, there is a reluctance to initiate changes.
In this chapter, the data collected from auditors, accountants and academics is described
and analysed. The data serves as empirical evidence on the current issues facing auditors
in general and audit education in particular. The data in the form of survey results is grouped
under the three research questions:
1. What are the deficiencies in audit practice?
2. Why do the deficiencies exist?
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3. How can they be fixed?
This chapter is arranged into three sections under the following subheadings:
1. Participants’ demographic profile;
2. Analysis of data;
3. Survey results.
There are 34 questions and 8 vignettes in the survey. The first 10 questions collected
demographic information of the participants in the three professional groups targeted by
the survey. Auditors were then asked to complete 9 questions (questions 11-19). The
accountants were required to complete 7 questions (questions 20-26) whilst the accounting
academics were required to complete 8 questions (questions 27-34). In addition,
participants from all three professional groups were invited to complete 8 vignettes
designed to collect collaborative information on possible audit deficiencies and the causes.
Due to the nature of the survey and the environment in which the participants work, not all
questions in the survey were required to be answered by all participants. Regarding
incomplete surveys, follow up emails were sent requesting participants to respond to the
unanswered questions. After that, questions that remained unanswered are listed in the noanswer category.

5.2 Non-response bias
This project covers three distinctive professional groups namely auditors, accountants and
accounting academics. There are general questions and vignettes requiring all three groups
to answer. In addition, there are specific questions for each professional group and they
relate specifically to their role and the work they do. The sample size of 225 in this project
amounts to a response rate of 13 per cent and is deemed suitable for factor analysis as it is
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greater than 100 (Hair et al., 1995) and is considered a fair sample size (Comrey, 1975) to
identify the issues and challenges auditors face that relate specifically to their educational
experiences.
The risk of non-response bias in this survey is not likely. A comparison between the
responses from the first batch to the responses from the second batch shows that they are
comparable, meaning that there are no significant differences between the batches.
Participants either agreed or did not agree to partake in the survey.
Accountants, auditors and accounting academics were initially contacted by email and
invited to participate in the survey. The email provided assurance on the confidentiality of
the participants, the method to receive and return survey instrument, and their language
preference, i.e. participants had the choice of completing the survey in English or
Vietnamese. A postal address in Vietnam was set up to facilitate the collection of survey
instruments. A second email was sent to the potential participants who had not responded
to the first email. No further contact were made to those who failed to respond to the second
invitation email. Participants who had completed the survey were asked to invite or
nominate others who may want to participate. This email referral request was also sent to
those who had indicated their unwillingness to complete the survey.

5.3 Participants’ demographic profile
Three professional groups, namely accountants, auditors and accounting academics were
invited to participate in the survey. All three groups are relevant and important to the
education of auditors. Auditors conduct audits to express opinion on the truth and fairness
of financial statements prepared by accountants. Accounting academics are responsible for
educating both accountants and auditors. A successful audit requires both accountants and
auditors to possess the same knowledge of accounting rules and regulations. Lack of
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knowledge on the part of accountants would lead to poorly prepared financial statements
whilst lack of knowledge on the part of auditors would result in an inappropriate audit
opinion being issued or the financial statements not being true and fair. Accounting
academics provide the education required by both accountants and auditors and therefore
play a crucial role in the future careers of members of both professions.
The first 10 survey questions which all participants were required to complete were aimed
at collecting information on the demographic profile of the three professional groups
included in this project. The information required include gender, age range, highest level
of education, local versus overseas institution where participants complete their studies,
field of study, professional membership. In addition, participants were invited to reflect on
their education received, the most important aspects of their education, and their
participation in professional development activities. Personal information such as name,
address and employer details were not collected hence confidentiality was assured.

5.3.1 Participants’ gender
Overall, one hundred and forty seven male and seventy-eight female professionals
participated in the survey. Table 5.1 provides a cross-tabulation of the professions and
gender of participants.

Table 5.1 Demographic profile of participants by professional groups
Profession

Male

Female

Total

Auditors

68

35

103

Accountants

50

29

79

Accounting academics

29

14

43

Total

147

78

225
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The higher number of male participants was perhaps to be expected. It is possible that many
of the male participants are former government inspectors who have a better understanding
of government restrictions and as such, would know that the survey questionnaire is within
acceptable government sanctions. Similarly, inexperienced female professionals may not
have want to participate in the survey for fear of not knowing whether such participation
would lead to undesirable consequences. In addition, female professionals may have been
reluctant to express their views either because they are new to the profession or they hold
a junior role in their organisations.

5.3.2 Participants’ age
According to the survey results shown in Table 5.2, 64 per cent of the participants were 35
years of age or younger. 33 per cent were older than 35 years of age but less than 50 years
of age. Only three per cent of the participants were 51 years of age or older.

Table 5.2 Age groups of participants by gender
Age group

Male

Female

Total

20-35

94

49

143

36-50

46

29

75

50+

7

0

7

Total

147

78

225

This demographic data supports the notion that accounting is a young profession in
Vietnam. The Vietnamese accounting profession came into existence in the late 1980s
following the implementation of the ‘đổi mới’ policy. The new policy necessitated the need
for Western style accounting services to replace the existing accounting system. As a result,
educational institutions started to offer courses in accounting and a new accounting
profession was established. Despite all the recent changes in the economy, accounting is
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still a new profession and many young people do not fully comprehend the role of
accountants in general and auditors in particular. In Vietnam, many investors do not look
for the audit opinion in the financial statements when investing in the stock market. Instead,
they see it as the government’s responsibility to ensure companies provide truthful
information.

5.3.3 Participants by professional groups
Members from three professions, namely accounting, auditing and accounting academics
were invited to participate in the survey. Overall, 225 professionals from the three groups
completed the survey comprising of 79 accountants, 103 auditors and 43 accounting
academics. Since the aim of the project is to identify issues affecting the education of
auditors in a transitional economy, the responses from these three professional groups are
invaluable. It is worth noting that the services provided by these three groups are interrelated and have an effect on each other. Accounting academics are responsible for the
education of accountants and auditors. Generally, accounting academics receive feedback
from employers as to the strengths and weaknesses of the graduates to make necessary
adjustments and modifications to the curriculum. The competence of accountants, an
outcome from their educational experiences, is reflected in the quality of their work. For
auditors, the quality of their education is demonstrated in their ability to understand
accounting issues and to conduct high quality audits.
5.3.3.1 Professional group - Auditors
Overall, 103 auditors participated in the survey. The majority of the auditors work for firms
that have more than 21 but less than 100 staff. Only a small percentage of the auditors who
responded to the survey work for large firms with more than 100 staff. This result shows
that the majority of auditors, who responded to the survey, work in medium size accounting
firms. This result is encouraging as the economy is in transition and the market for audit
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services is relatively small. The fact that many large SOE and government entities are
audited by the government’s audit office means that the size and composition of the
accounting firms are expected to remain unchanged until such time that local companies
grow to become large corporations, more SOE are corporatized, and private sector
accounting firms are allowed to audit government entities.
5.3.3.2 Professional group - Accountants
79 accountants participated in the survey of whom two-thirds indicated that the current
Vietnamese accounting standards are appropriate to meet the needs of the economy with
the remaining one-third expressing apprehension. There are two ways to look at the result.
It is possible that the Vietnamese accounting standards are appropriate for the country’s
current stage of economic development. The MOF has been responsible for issuing local
accounting standards as well as adopting international standards for use by entities
operating in Vietnam. This is considered to be an advantage in that local accounting
standards automatically have legal backing of the government. On the other hand, it is a
possibility that the result reflects the shortage of accountants with adequate knowledge of
the market economy to make judgments on the appropriateness of the current accounting
standards. With the exception of accountants who are educated overseas, local accountants
have been educated under the current system with an out-of-date curriculum.
The Vietnamese accounting profession has not had a long period of existence. It was created
after the government implemented the ‘đổi mới’ policy to provide accounting services
mainly to local and overseas companies operating in Vietnam. That is one of the causes for
the shortage of qualified accountants. Another possible reason is the current curriculum that
was designed to serve the central planning system rather than a market economy.
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5.3.3.3 Professional group – Accounting academics
43 accounting academics completed the survey the majority of whom believe that the
current education system meets its objective with 30 per cent expressing apprehension.
Given that the objectives of the current education system are to prepare students for a career
in the public sector, it is possible that the apprehension comes from the fact that the
economy is in transition and the objectives of the current education system may need to be
revised. In producing graduates ready to serve the central planning economy and the
government, the current system achieves its objective. However, Vietnam is going through
a significant transformation socially and economically in recent times. Consequently, the
current education system faces significant challenges in this new environment.
From a social perspective, a good education system is one that prepare graduates to meet
the needs of the society regardless of the nature of the economy. In other words, an
education system must be able to provide young people with the knowledge and skills
matching employers’ expectations locally, internationally and in both public and private
sectors. In that respect, academics play a vital role in assisting the government to develop
such a system.

5.4 Analysis of primary data
All completed survey instruments were loaded into SPSS software from which exploratory
factor analysis (EFA) was conducted to summarise the data and to explore patterns and
relationships between factors and variables. EFA operates on the notion that measurable
and observable variables can be reduced to fewer latent variables that share a common
variance and are unobservable (Bartholomew et al., 2011). The sample size of 225 in this
project is deemed suitable for factor analysis as it is greater than 100 (Hair et al., 1995) and
is considered a fair sample size (Comrey, 1975).
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A correlation matrix has also been generated for the nine survey questions common to all
participants using SPSS software. The questions relate to attributes including gender, age
range, levels of education, educational institution, specialisation, membership of
accounting profession, other professional membership, educational experience, and
professional development activities. These attributes are considered variables for the
purpose of conducting factor analysis. The correlation matrix helps determine whether there
is a relationship between individual variables (Williams et al., 2010) and is most popular
among investigators (Henson and Roberts, 2006). The correlation matrix generated from
the survey data shows that there are no correlations above +/-0.90, which means that the
data does not have problem with multi-collinearity, i.e. the variables share too much
variance and hence becomes impractical to determine if they are correlated with each other
or the dependent variables (Williams et al., 2010). The matrix also shows that there are
correlations below +/-0.30 indicating lack of patterned relationship. The correlation matrix
of the nine survey questions common to all participants is shown in Appendix 4.
In addition, the Kaiser-Meyer-Olkin (KMO) Measure of Sampling Adequacy and Bartlett’s
Test of Sphericity have also been conducted to assess the suitability of the survey data for
factor analysis. The results show that the sample is adequate, i.e. KMO > 0.5, and the factor
analysis is valid, i.e. p-value (Sig.) < 0.05. Therefore, factor analysis is suitable to analyse
the data as the results show that there may be statistically significant relationship between
variables. The test results are shown in Table 5.3.
Table 5.3 KMO and Bartlett’s Test
Kaiser-Meyer-Olkin Measure of Sampling Adequacy.
Bartlett's Test of Sphericity

.614
Approx. Chi-Square
df
Sig.
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In this project, the factors are extracted using the principal component analysis (PCA).
Factor analysis is based on the ‘common factor model’ meaning that observed measures
are affected by underlying common factors and unique factors and the correlation patterns
need to be determined (Yong and Pearce, 2013). Table 5.4 below shows the nine factors
based on the first nine questions in the survey instrument. These questions are common to
all participants. The Initial column indicates the amount of variance in each of the nine
variables. The initial commonalities are estimates of the variance in each variable
accounted for by all components or factors whereas the extraction commonalities are
estimates of the variance in each variable accounted for by factors in the factor solution. As
can be seen, the bottom two variables appear to not fit well with the factor solution having
the extraction commonalities of 0.414 and 0.369 respectively and therefore were excluded
from further analysis.

Table 5.4 Commonalities
Variable/factor

Initial

Extraction

Gender

1.000

.635

Age group

1.000

.558

Level of education

1.000

.573

Institution

1.000

.641

Specialisation

1.000

.697

Membership

1.000

.854

Professional body

1.000

.844

Education experience

1.000

.414

PD activities

1.000

.369

Extraction Method: Principal Component Analysis.

In addition, SPSS was used to construct a Total Variance Explained Table to explain the
variables and their relationship. This table shows the first five factors namely, gender, age
range, level of education, institution and specialisation, accounted for 81 per cent of the
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variance. However, only the first three factors have Kaiser’s eigenvalue greater than 1. The
Kaiser’s eigenvalue greater than 1 criterion is also the default method (Fabrigar et al., 1999)
although this method has been subject to criticism as it oversimplifies the situation and has
a tendency to overestimate the number of factors to retain (Zwick and Velicer, 1986). In
this instance, only the first three factors are retained for interpretation using this criterion
because the next two factors have eigenvalue of 0.889 and 0.822. The Total Variance
Explained table is shown in Appendix 5.
Figure 5.1 below shows the scree plot that graphs the Eigenvalue against each factor. The
graph shows that there is a sharp change in the curvature of the scree plot at the third factor
indicating that the first three factors are responsible for the most material variances. The
three factors are gender, age and the highest level of education of participants. All three
factors affect the perceptions of participants as they vary significantly between participants.
The variance is much smaller for the remaining factors. This scree plot supports the
principle component analysis in the Total Variance Explained Table (see Appendix 5) that
the first three factors account for 62 per cent of the variance.
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Figure 5.1 Scree Plot

5.5 The survey results: What do participants say?
Recall the research strategy for this project described in Chapter 3. The strategy is to collect
data from three professional groups namely accountants, auditors and accounting
academics to answer three research questions below:
1. What are the deficiencies in audit practice?
2. Why do the deficiencies exist?
3. How can they be fixed?
Data have been collected through the use of a survey instrument. Information provided by
the participants is grouped together under each of the research question accordingly. In
addition, responses from the participants are organised and analysed in the order of
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professional groups starting with auditors, accountants and followed by accounting
academics.

5.5.1 The deficiencies in auditing practice in Vietnam?
Vietnam is going through a significant social and economic changes. Starting from 1986
with the introduction of the đổi mới policy, local businesses and international companies
have been allowed to exist alongside the government sector. The introduction of the đổi
mới policy necessitates the needs for accounting and auditing services to facilitate the
movement of funds and the effective use of scarce resources. However, both the accounting
and auditing professions face significant challenges in fulfilling their roles for various
reasons.
The survey conducted as part of this project was designed to identify the deficiencies and
the causes in order to develop a possible solution. In that respect, the survey results are
arranged under three subheadings namely the deficiencies in auditing practice, the causes
and the suggested solution. Under each subheading, the responses from the accountants,
auditors and accounting academics are provided. Forming part of the survey are 8 vignettes
and the results are also shown and discussed under these three subheadings.
5.5.1.1 Participants’ perception of the objectives of the audit of financial
reports
Responses from auditors on the objectives of an audit of financial statements are shown in
Table 5.5. The survey question was designed to obtain information on the objectives of a
statutory audit. The survey result demonstrates that an overwhelming majority believe that
the main objective of a statutory company audit in Vietnam is to meet government
requirements. However, the government requirements may be for purposes other than to
protect the public, support businesses or to create a level playing field for all economic
participants.
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Table 5.5 Survey question #15 – Objectives of an audit
Survey question #15: What do you see as the objectives of a statutory company
audit in Vietnam?

Response

To meet government requirements

90

For tax purposes

11

To meet foreign requirements

2

To meet the needs of stakeholders

0

To meet the requirements of other lenders

0

Other / no response

0

Total

103

The survey result is significant for a number of reasons. First, meeting government
requirements does not necessarily mean meeting the requirements of accounting standards.
Rather, it means that statutory company audits are carried out to meet government
requirements. Typically, accounting standards developed by the International Accounting
Standards Board (IASB) are designed to enhance the quality of financial information
disclosed by organisations. They are not designed to meet the needs of government. It is
not reasonable to assume that government shares the same needs to that of the other
stakeholders such as investors, suppliers and financial institutions. In addition, due to
various reasons the government may not want certain information to be made available to
the public. Consequently, this has the potential to limit the usefulness of the financial report
in general and a statutory company audit in particular.
Second, this result indicates that there are issues with the perception of the audit service.
The audit of a financial report is for auditor to express an opinion as to whether the financial
report prepared by an entity complies with relevant laws and regulations where the laws
and regulations are designed to ensure that information disclosed in the financial report
presents truly and fairly the financial position of the entity. In other words, audit service is
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designed to enhance the quality, relevance and reliability of financial information.
However, meeting government requirements does not always lead to relevant and reliable
information being published. In the case of Vietnam, the survey results show that the
perception of the audit service has not changed over the years, i.e. it is still about meeting
government requirements. In a central planning economic system, meeting government
requirements is a must and non-compliance may lead to severe sanction.
Third, in contradiction to popular belief, meeting foreign requirements is not one of the
objectives of a statutory company audit in Vietnam. Vietnam has been a recipient of foreign
aid and long-term low interest loans from the World Bank, the International Monetary Fund
(IMF) and the Asian Development Bank (ADB). There is an expectation that the
government must, as a condition of the financial aid or loans, comply with certain financial
reporting requirements specified by the banks and foreign donors. One possible explanation
for this situation is because the majority of participants work for small to medium audit
firms that may not have any involvement in the audit of government organisations that
receive foreign aid or loans.
In relation to the perception by participants as to whether the objectives of a financial report
audit are met, the majority of participants indicate that current statutory company audits
meet the objectives. Specifically, two-thirds of participants believe that the objectives are
met with another one-third believing that they meet sometimes. This is a positive sign that
auditors believe, from the audits that they conduct, that the financial reports produced by
organisations generally meet the objectives of the country’s financial reporting framework.
It is a positive sign because financial reporting in Vietnam only began in the late 1980s
following the implementation of the đổi mới policy. Before that, financial reporting was
restricted to government organisations and served different purposes. The survey results
are shown in Table 5.6.
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Table 5.6 Survey question #16 – Whether audit objectives are met
Survey question #16: Do you believe the objectives of a statutory
company audit in Vietnam are currently being met?

Response

Yes, they are met in nearly all cases

67

Sometimes; that is, they are met in around half of all cases

35

No, they are met in very few cases

0

Do not know

1

Total

103

This result is a positive sign because the auditors’ perception of financial reporting has
changed over time with changes in reporting requirements. Financial reporting means
organisations prepare general purpose financial report to provide information to users who
cannot demand information specific to their needs. As such, general purpose financial
reports do not meet the information need of any particular stakeholder. Rather, they provide
information relevant to users to assist in making decisions. The users of the general purpose
financial report are those who cannot demand or have access to specific information they
need to make decisions. This group of users include employees, creditors, customers,
environmentalists, trade union, local residents, etc. In a central planning system, the
government would not be a user of general purpose financial reports because they could
demand specific information. Such a system would not require the service of the audit
profession.
In this instance, the data shows that auditors perceive the financial reports are audited as
general purpose financial reports; that the users are stakeholders who are unable to demand
specific information; and that the information disclosed in the financial reports meets the
needs of users. However, it is possible to argue from the survey results that financial report
audits meet government requirements because of the distinctive characteristics of the
Vietnamese economy but may not meet the needs of other stakeholders.
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5.5.1.2 Participants’ view on whether there are deficiencies in the audit
practice in Vietnam
In relation to the question of whether there are deficiencies in the current audit practice in
Vietnam, Table 5.7 shows that whilst almost half the participants or 45 percent think that
there are no deficiencies, over half the participants or 54 percent are unable to provide a
definite answer. While the survey result is encouraging, i.e. almost 50 per cent of
participants believed that there are no audit deficiencies, it also indicates the lack of
consensus among the auditors on whether audit deficiencies exist.
Table 5.7 Survey question #17 – Existence of audit deficiencies
Survey question #17: Do you think there are currently significant deficiencies in
statutory company audit practice in Vietnam?

Response

No, there are no significant deficiencies

46

Not sure

56

Yes, there are significant deficiencies

1

Total

103

Auditors, through their education and experience, know whether they have obtained
sufficient appropriate audit evidence from which to express an opinion on the quality of the
financial statements. When auditors are unable to provide a precise answer, question must
be asked as to the reasons. The fact that over half of the participants are unsure about
whether there are deficiencies in the audit practice is a concern for a number of reasons.
First, it is possible that participants are reluctant to express their view on the issue. Given
the fact that statutory audits are conducted to meet government requirements, it may not be
in the participants’ best interest to speak about audit deficiencies despite assurance of
confidentiality. It is worth nothing that the Vietnamese economy is essentially a central
planning system with modifications, i.e. a central planning system that incorporates
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elements of a market economy. Consequently, criticising the audit practice sanctioned by
the government may be considered undesirable.
Second, the lack of publicly available information on international best audit practices may
contribute to the lack of a definite answer on this question. Auditing in Vietnam is still a
relatively new profession. The role of auditors in a socialist oriented market economy is
not well known. To a lesser extent, the public learn about audit service through the news
usually when auditors have been implicated in a corporate scandal. Investors in Vietnam
do not have a long history of investing in the stock market. The largest stock exchange in
Vietnam, the Ho Chi Minh City Stock Exchange (HOSE or HSX), formerly known as the
Ho Chi Minh City Securities Trading Centre (HoSTC) came into existence in 2000. The
relatively short existence of the stock exchange means that local shareholders and investors
have to use information from sources other than the financial reports to make investment
decisions. Similarly, the public does not have access to the financial reports of government
organisations as is the case in countries such as Australia where all public sector
organisations must prepare general purpose financial reports and have them audited on an
annual basis. For a number of reasons including national security, the government does not
allow the release of financial reports of many of the public sector organisations.
Consequently, public knowledge of auditors and the quality of their audit works is limited.
Third, the fact that many participants are not members of an accounting profession means
that they do not have access to continuous professional development activities that would
provide them with additional training on best practices. This is one of the issues requiring
attention. In Australia, universities offering accounting courses seek accreditation from
professional accounting bodies to ensure that their graduates would be eligible to become
members. The accreditation lasts for five years after which time universities must re-apply.
From the professions’ perspective, the accreditation allows them to monitor and assess the
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quality of the accounting courses and to ensure that they meet the professions’ standards.
In addition, accounting graduates from Australian universities must enrol in a professional
program to gain full membership of either the Charted Accountants of Australia and New
Zealand (CAANZ) or the Society of Certified Practising Accountants of Australia (CPA).
The CAANZ program requires the completion of five subjects whereas the one from the
CPA requires the completion of six subjects. Graduates take approximately three years to
complete either program and both provide up-to-date knowledge and skills to enable
participants to fulfil their obligations.
Finally, the issue regarding enforcement. One of the issues affecting the quality of audits is
the lack of effective enforcement. Effective enforcement reduces the risk of noncompliance by imposing a penalty on those failing to comply with the laws. Enforcement
in Vietnam has improved in recent times but there is still a long way to go before the system
can reach the point where it can act as a deterrence to potential offenders.
5.5.1.3 Participants’ perception of the importance of the factors affecting
the current accounting practice in Vietnam
In Table 5.8 participants that are accountants list fiscal policy and tax collection as the most
important factors. Ranked next in importance are the need to attract foreign investment;
meeting the requirements of the Vietnam Association of Certified Public Accountant
(VACPA), meeting the needs of managers of enterprises; meeting the requirements of
shareholders and creditors; addressing fiscal policy and tax collection and other
government requirements. The result provides collaborative evidence to the view expressed
by auditors that meeting government requirements is the top priority.
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Table 5.8 Survey question #20 – Factors affecting accounting practice
Survey question #20: With 1 being of most significance and 8 being of least
significance, please rank the following factors affecting current accounting
practice in Vietnam

Response

Fiscal policy and tax collection

52

Need to attract foreign capital investment

20

Vietnam Association of Certified Public Accountants

4

Managers of enterprises

2

Requirements of shareholders

0

Requirements of creditors

0

Government’s requirements

1

Others

79

The fact that accountants rank fiscal policy and tax collection as the number one factor is
an important finding. The Vietnamese have learned after many years living with the central
planning system that complying with government’s direction is the only option as the
government is assumed to know what is best for the country and its people. Even now that
the economy has opened up, complying with government rules and regulations is still a top
priority. Therefore, it is not an exception for accountants, especially the locally educated
ones, to see accounting as a means to help achieve government objectives. This is an
important finding because accounting in the Western world is designed to record and report
financial information for the purpose of assisting economic decision-makers in evaluating
and making decisions concerning the allocation of scarce resources. To Vietnamese
accountants, accounting is a tool designed to help government achieve its objectives. From
an audit education perspective, this is an issue that needs to be addressed in the curriculum
given the different perception of the role of accounting between accountants and auditors.
It is understandable that attracting foreign investment is the second most important factor
affecting accounting practice in Vietnam. In 2016, Foreign Direct Investment (FDI) in
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Vietnam reached US$24.4 billion (Vinkenborg, 2017) whilst foreign donors had
committed, in the first half of the year, a total of US$2.56 billion in aid (Vietnam News,
2016). The country has been receiving FDI and foreign aid since 1994 when the U.S.
government ended the economic embargo it imposed on Vietnam at the end of the Vietnam
War in 1975. The lifting of the embargo and the implementation of the đổi mới policy a
few years earlier helped revitalise the Vietnamese economy and improve the life of many
people. Along with the funds that came from foreign investors and donors were reporting
requirements to account for the use of those funds. This explains why participants rated
foreign investment as an important factor affecting accounting practice in Vietnam. The
potential consequence for not complying with the reporting requirements imposed by
foreign investors and donors is the withholding or cancellation of funds.
Meeting VACPA requirements is ranked third by accountants. In countries like Vietnam,
organisations such as the VACPA is a government entity. Consequently, complying with
VACPA requirements is compulsory and non-compliance could potentially lead to severe
penalty. In Vietnam, the Ministry of Finance (MOF) controls the VACPA. The MOF is
also responsible for nominating and appointing the VACPA Chairperson. In fact, the
current Chairperson is a former Deputy Minister of the Vietnamese Ministry of Finance.
Two of the five current Deputies of VACPA are current senior officials of the Ministry of
Finance. It is clear that complying with VACPA requirements is important to its members.
The advantages of the government having an active role in running the VACPA include a
direct communication line between the government and the profession that helps shorten
the time it takes to implement new accounting and auditing standards. Such arrangement
also works to shortening the time it takes to address issues of concern or problems arising
from the implementation of standards; improve the enforcement regime; and increase the
level of compliance from members. The potential disadvantages are that government
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involvement in the running of the profession may negatively affect the independence of the
profession and that government financial reporting needs may take priority over the needs
of other stakeholders.
5.5.1.4 Significant impact of accounting standards on organisations in
Vietnam
In Table 5.9 the accountants who participated in the survey confirm that improving the
quality of financial reporting and enhancing the compatibility of financial information are
two significant affects from accounting standards on organisations. This finding is
encouraging as it provides evidence of the need to improve the quality and compatibility of
financial information and that accounting standards are the determining factor.
Table 5.9 Survey question #21 – Impact of accounting standards on organisations
Survey question #21: In your opinion, what are the most significant impacts of
accounting standards on organisations in Vietnam?

Response

Improving the quality of financial reporting

63

Enhancing comparability of financial information between organisations

16

Other

0

Total

79

In countries like Vietnam, financial reporting is still in its infancy. The levels of
comprehension and appreciation of financial reports and the information they carry are still
low. This is one of the legacies left behind from the old economic system where all
organisations were state owned. In the old days, state owned organisations reported to the
government. The government alone decided how organisations report and the format in
which they reported. In addition, the main objective of the reports was to show whether the
organisations achieved the required production targets. This style of reporting is more
similar to internal management reports for managers. In other words, those reports were
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not designed to provide useful information to external financial report users to assist them
in making decision concerning the allocation of scare resources.
The formal creation of a private sector after the implementation of the đổi mới policy helped
in improving the quality of financial reporting in Vietnam. As more private sector
companies continue to come into existence, so does the need for better financial reporting.
The existing reporting system is inadequate and a new system is needed. With the help of
overseas accounting professions, Vietnam was able to put together a set of accounting
standards appropriate for Vietnam. Nevertheless, more is needed as the country’s economic
progression continues.
5.5.1.5 Participants’ perception of the major differences between IFRS and
Vietnamese GAAP
Participants in the survey identify two factors causing the differences between International
Financial Reporting Standards (IFRS) and Vietnamese Generally Accepted Accounting
Principles (GAAP). One factor is that IFRS are more relevant to developed economies. The
other factor is that IFRS ignore local customs and practices. If one accepts the premise that
a country’s accounting practice reflects the stage of its cultural, social and economic
development then there is merit in thinking that internationally developed accounting
standards may not suit less developed countries. It is unreasonable to expect Vietnamese
investors to possess the same knowledge of the stock market as those in the Western World.
Many Vietnamese investors are new to the stock market and have no concept of the risk
associated with such investment or the existence of general purpose financial reports. The
survey results are shown in Table 5.10.
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Table 5.10 Survey question #22 – Differences between IFRS and Vietnamese GAAP
Survey question #22: What do you think are the major differences between
International Financial Reporting Standards (IFRS) and Vietnamese Generally
Accepted Accounting Principles (GAAP)?

Response

IFRS are designed for developed economies

45

Local business customs and practices are ignored in IFRS

32

Other

1

No answer

1

Total

79

With regard to the perception that IFRS are more relevant to developed economies, one
possible explanation is that although the International Accounting Standards Board (IASB)
issues the standards, its board members come from developed economies and that has had
an influence on the contents of the standards. Capture theory suggests that such membership
has the potential to hijack the agenda. In this instance, the survey participants believe that
it is the case, i.e. that the international standards are more suitable to developed economies
or more specifically, Anglo-Saxon economies. The counter argument is that such board
membership ensures that accounting standards are of a sufficient level of sophistication to
address the issues that tend to arise from developed economies.
The claim that international standards ignore local customs and practices is not without
basis. Despite effort from the international accounting community in recent years to
harmonise accounting practices across the world, the progress has been slow. One of the
reasons is the differences in culture and business practices between countries. In Australia,
the accounting system is different to the tax system hence the disclosure in the financial
report of items such as deferred tax assets and future tax liabilities. That issue would not
exist in countries where the accounting and taxation systems are integrated. In addition,
less developed economies would find the sophisticated accounting standards less useful
whilst costing businesses in terms of compliance.
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5.5.1.6 Participants’ view on the appropriateness of the Vietnamese
accounting standards given the current economic conditions in Vietnam
In Table 5.11 two-thirds of the surveyed accountants indicated that the current Vietnamese
accounting standards are appropriate to meet the needs of the economy with the remaining
one-third expressing apprehension. This result shows that accounting standards in Vietnam
are appropriate for the country’s current stage of economic development. This is a
significant finding as it provides evidence that adopting international accounting standards
without due consideration for culture, social and economic development would lead to
potential incompatibility problems. The Vietnamese economy comprises of three separate
segments namely the government sector which includes the SOE, the multinational
corporations and local businesses each of which has specific financial reporting needs.
Table 5.11 Survey question #23 – Appropriateness of Vietnamese accounting
standards
Survey question #23: Do you think the existing Vietnamese accounting standards
are appropriate to the present economic situation of Vietnam?

Response

Yes, they are

52

Not sure

26

No, they are not

1

Total

79

The government sector comprising of a traditional public sector and SOE is the biggest
sector. The Vietnamese public sector is relatively large compared to other countries due to
its origin from the central planning system. The large size of government serves two
purposes, i.e. to govern the country and manage the economy. The large number of SOE is
the product of the central planning system. These SOE produced goods and services for the
economy as directed by the government. Whilst there has been progress since the late 1980s
to streamline the public sector and to corporatise SOE, this sector maintains a significant
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presence in the economy. The government is facing a difficult challenge to change the
system and mindset of people that have existed for many years.
Multinational corporations form the second largest segment of the economy. This segment
is relatively new in the sense that they came to the country following the implementation
of the đổi mới policy in the late 1980s. However, in terms of complying with accounting
standards, this segment would be at the forefront since they are well versed with preparing
financial reports and having them audited. By default, these multinational corporations
have been operating for many years abroad where complying with accounting standards is
the norm. As such, complying with Vietnamese accounting standards presents few
difficulties. One possible explanation for the survey result is that multinational corporations
would find it easier to comply with the Vietnamese accounting standards since Vietnam
has not adopted the full set of international standards and local standards are less
comprehensive.
The local businesses form the remaining segment of the economy. This sector is smaller
than the government sector in terms of the inputs and the market share of the economy.
However, its output is higher than that of the government sector. Typical of Asian
economies, the private sector in Vietnam consists of a large number of small to medium
family run businesses. For the majority of these companies, seeking funds from public is a
new phenomenon. Most of the local companies have traditionally been operating on a small
scale and do not seek external funding from the public. As such, many of them have not
been required to prepare general purpose financial reports (GPFR). For those that must
prepare GPFR, there is a need to comply with Vietnamese accounting standards and the
perception from the participants is that the current accounting standards are appropriate.
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5.5.1.7 Participants’ ranking of the objectives of the education system in
Vietnam
In Table 5.12 the results indicate that of the 43 academics who responded to the survey, 58
per cent believe that keeping young people off the street is the main objective of the current
education system. 37 per cent believe that the current education system’s main objective is
to prepare young people for a career in the government sector. Most academics do not
believe that the current education system is trying to prepare young people for a career in
the private sector.
Table 5.12 Survey question #27 – Objectives of the current education system
Survey question #27: With 1 being of most significance and 6 being of least
significance, please rank the following objectives of the current education system
in Vietnam

Response

Keeping young people off the street

25

Preparing young people for a career in government organisations

16

Preparing young people for a career in the private sector

1

Reducing illiteracy within the population

0

Meeting the government’s education quotas

0

Other

1

Total

43

This survey results raise three issues. First, academics believe that the main goal of the
current education system is not to enrich the knowledge of young people or to empower
them to reach their full potentials. Rather, the goal is to keep them in school to reduce the
risk of them causing problems to the society. Vietnam has a relatively young population
with a median age of 30.1 years (CIA, 2019). It is also facing the problem of youth
unemployment. In 2015, the youth unemployment rate was 11.2% in the city and 5.2% in
rural areas (Bach Duong, 2015). As such, it is reasonable for academics to think that one of
the objectives of the current education system is to keep young people in school. It is not a
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long-term solution. Rather, it delays the issue until a latter day when young people leave
school and start looking for work. Anyway, keeping young people off the street should not
be an objective of an education system. Education should be about helping young people
acquiring knowledge and skills, that allow them to be self-reliant and in the long-term, able
to contribute to society.
Second, academics also believe that the main objective of the current education system has
not changed, i.e. to produce graduates serving the government. In the old days, when public
sector was the only sector that existed, the objective of the education system was to prepare
suitable young people for a career in the government sector. The survey results confirm that
participants still believe the main objective of the education system has remained
unchanged. This will have a negative impact on the economy in the future especially as the
government continues its progress towards streamlining the public sector and corporatising
certain government owned entities. More importantly, future generation of graduates will
have trouble in finding employment due to lack of knowledge of the private sector and the
changing nature of the economy.
Third, the fact that only two per cent of academics believe that the current system prepares
young people for a career in the private sector confirms that the education system is in need
of an overhaul to meet the challenges of a transitional economy. The government has
decided that the private sector is part of the socialist oriented market economy. Whilst this
sector is still small when compare to the public sector, it is growing at a fast pace. As a
matter of fact, the private sector, which includes multinational corporations, is the driving
force of the Vietnamese economy. Failure by the education system to cater for the needs of
this sector may lead to a shortage of skilled workers in the long term.
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Accounting in particular is an area of study that needs updating. Duong (2017) summarised
the role of accounting in Vietnam as follows:
…The trend towards global and regional integration requiring accounting to be
internationalised and not restricted to the national boundary. As such, Vietnam needs
to have professional standards and professional recognition to ensure that accounting
practice complies with unified principles and standards. That means the education of
the accountants must meet the required standards.

5.5.1.8 Participants’ experiences on the quality of the current university
courses in accounting
In Table 5.13 academics believe the current accounting courses offered by universities meet
the education standards set by the International Federation of Accountants (IFAC). These
courses are at undergraduate level and therefore meet the minimum educational standard.
Hong (2011) commented that in general, there has been ‘basic changes over the years
regarding the curriculum and teaching techniques of accounting and auditing subjects in
universities in Vietnam’. The issue of concern is the quality of the accounting courses.
From an auditing perspective, auditors must have sufficient knowledge in accounting and
auditing to be able to conduct an audit. Auditors acquire their basis accounting education
from undergraduate study. The knowledge obtained from undergraduate study helps
auditors to acquire advanced knowledge on the job. Hong (2011) believes that factors
affecting the quality of accounting courses offered by universities in Vietnam include a lack
of facilities and funding. In addition, co-operation from businesses to provide internship
program is problematic; the duration is short and only appears on paper.
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Table 5.13 Survey question #32 – The standard of accounting courses in Vietnam
Survey question #32: The International Federation of Accountants (IFAC) has a
policy on education standards for accounting courses. Do you know whether the
course you are involved in delivering meets that standard?

Response

Yes, the course offered by my university meets that standard

25

Not sure

15

No, the course offered by my university does not meet that standard

2

No answer

1

Total

43

Take the objective of general purpose financial report as an example. The objective of a
general purpose financial report is to provide useful information to users who cannot
demand information specific to their needs. Under the central planning system, such users
did not exist. Under the old system, the government was the only user of financial reports
and given that the government could demand specific information to suit their needs, those
reports would be considered specific purpose financial reports. No other users of general
purpose financial report would exist. In other words, typical users of general purpose
financial report such as shareholders, investors, financial institutions, lenders, suppliers,
customers, etc. would not exist. Financial institutions and suppliers under the central
planning system formed part of the whole machinery of government.
Consequently, students would struggle to see the reasons for the existence of an audit
profession and the benefits of an audit service when the concepts are not taught in the
curriculum. Hong (2011) believed that the ‘current accounting curriculum is based on the
government’s accounting directives which negatively affects the students’ learning
development and analytical skill’. Hong (2011) further added that ‘the current curriculum
does not consider global integration. Specially, insufficient emphasis on foreign languages
and soft skills of the future accountants and auditors’.
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The role of academics is critical to the education of the accountants in general and auditors
in particular. According to Tran and Nguyen (2016), there is a need to re-examine the role
of accountants as more and more countries adopt IFRS (Tran and Nguyen, 2016). As such,
according to the authors, there is an increasing need for accounting academics to convert
from traditional teaching through knowledge transfer to developing the skill set and an
appreciation of accounting principles for the students for the future (Tran and Nguyen,
2016).
Similarly, Nguyen and Nguyen (2016) believe that Vietnam needs to improve the quality
of its accounting education (Nguyen and Nguyen, 2016). The authors assert that the
problem with the current accounting education in Vietnam is that it inclines towards an
‘accounting regime’, meaning that the emphasis is on formality rather than substance
(Nguyen and Nguyen, 2016).
5.5.1.9 Participants’ experiences on the compatibility between IFRS and
VAS
58 per cent of participants believe that IFRS and VAS are compatible. This is a significant
finding as it provides evidence that accounting academics are aware of the international
reporting standards and their compatibility to local standards. However, this result is to be
expected as Vietnam has received assistance from various international accounting bodies
over the years in developing and issuing accounting standards. The survey result is shown
in Table 5.14.
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Table 5.14 Survey question #33 – Compatibility of VAS to IFRS
Survey question #33: Vietnamese Accounting Standards (VAS) are the current
accounting standards in use. Do you know whether they are equivalent to
International Financial Reporting Standards (IFRS)?

Response

Yes, they are

25

Not sure

14

No, they are not

4

Total

43

The Vietnamese economy is developing and in transition and as such, it would not have the
experience or expertise to develop its own accounting standards, especially ones that are
compatible to the standards issued by IFAC. Vietnam started to issue accounting standards
in the late 1980s. Prior to that, entities in the public sector and SOE reported their operations
using the reporting format sanctioned by the government. These reports were specific
purpose financial reports and were significantly different to the general purpose financial
reports prepared by corporations in market economies. In fact, they were more akin to
management reports for internal use. In other words, the need for information under the
central planning system is different to that required under the market system.
With the socialist oriented market economy, accounting standards are important in ensuring
the quality of financial reports. Under this system, users of financial reports are many and
include shareholders, investors, customers, suppliers, lenders, government agencies, etc. all
of whom need information to assist in making decision concerning the allocation of scarce
resources. The Vietnamese government has recognised the need to have a proper system of
accounting standards in place. Over the years, they have taken actions to address the matter
and issuing accounting standards was one of those actions. Thus far, the government has
issued 26 accounting standards for use in Vietnam and this number will increase in the
future.
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5.5.1.10 Possibility of deficiency in audit practice – Vignette #1
In Table 5.15 the majority of participants indicate they are concerned with auditors
undertaking additional tasks at the request of management when the tasks are not part of
the audit engagement. 16 per cent of the participants are not sure of whether it is an issue
whilst another 8 per cent do not have concern with the management request.
Table 5.15 Vignette #1 – Auditor dilemma
Vignette #1: Do you perceive any problems with the auditor
undertaking the assessment requested by management?

Response

Yes, I do

166

I am not sure

36

No, I do not

18

No answer

5

Total

225

The survey result provides evidence that participants are aware of the auditors’ ethical
dilemma regarding the additional management requests. This result is important because
there exists an expectation gap in respect of the public’s perception as to the role and
responsibilities of auditors. Many people do not understand the responsibilities of auditors.
To them, auditors are guarantors of the quality of the financial report and that they have
checked all the transactions and detected any fraud or errors that may have occurred. The
fact is auditors are not guarantors. Paragraph 11 of the International Auditing Standard
IAS200 Overall Objectives Of The Independent Auditor And The Conduct Of An Audit In
Accordance With International Standards On Auditing defines the overall objectives of the
auditor are:
(a) To obtain reasonable assurance about whether the financial statements as a whole
are free from material misstatement, whether due to fraud or error, thereby
enabling the auditor to express an opinion on whether the financial statements are
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prepared, in all material respects, in accordance with applicable financial
reporting framework; and

(b) To report on the financial statements, and communicate as required by the IAS,
in accordance with the auditor’s findings (IAASB, 2009).

The above definition does not mention auditors acting as guarantors. Instead, the objective
of an audit is to assist the auditors in obtaining reasonable assurance, through the collection
of sufficient appropriate audit evidence that the financial statements comply with applicable
financial reporting framework. From a legal perspective, the courts also hold similar view.
In the London and General Bank case (No.2) [1895] Lindley LJ stated, ‘It was not the
auditor’s duty to guarantee the books showing the true position of the company’s affairs or
to guarantee that the balance-sheet was accurate’ (Gay and Simnett, 2015, pp. 67-68).
In this instance, a seemingly harmless request from management could potential lead to an
unforeseen consequence beyond the control of auditor. The request to assess the internal
control over the payroll function could result in legal action taken against the auditor if the
auditor’s conclusion on the effectiveness of the internal control system over payroll
function proved to be inappropriate. In addition, to accommodate the management request,
the auditor would have to obtain an understanding of the internal control system, assess it,
test it with the view to obtain sufficient appropriate evidence that it is working effectively
throughout the year before forming a conclusion. Such a task would require the auditor to
commit additional resources and that would have affected the auditor’s ability to fulfil its
contractual obligations and meet the deadline.
Fulfilling such a request also creates new threats to auditor independence. First, there is a
familiarity threat. This can happen if the auditor assumes, from an assessment of the internal
control over the payroll function, that control is effective and therefore, places reliance on
it. In such case, the auditor may choose not to undertake further substantive testing to verify
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the account balance. The consequence of such action is that the auditor may issue an
inappropriate audit opinion should the account balance proved to be materially misstated.
Second, there is the intimidation threat. This occurs when auditor is under pressure from
management to undertake the additional work or risk losing the company as a client. This
threat is more prevalent in practice. Despite the auditors’ mission to act in the public
interest, in reality, auditors need to look after their self-interest as well, that is to say auditors
need to generate income. Auditors’ income comes from audit fees. That means auditors
need to maintain a good working relationship with their clients for a foreseeable future. The
collapse of Enron in the U.S. and the subsequent demise of Arthur Andersen, one of the big
five accounting firms at the time, highlights the possible consequence that intimidation may
cause. Healy and Palepu (2003, p. 15) reported that
When the credit risks at the special purpose entities became clear, requiring Enron to
take a write-down, the auditors apparently succumbed to pressure from Enron’s
management and permitted the company to defer recognising the charges.

Third, there is the self-interest threat. In the Enron case, the auditor, Arthur Andersen,
earned $25 million in audit fees and $27 million in consulting fees in 2000 alone. According
to Healy and Palepu (2003, p. 15),
It is difficult to determine whether Andersen’s audit problems at Enron arose from the
financial incentives to retain the company as a consulting client, as an audit client or
both.

This highlights the potential conflict of interest where auditors provide both audit and nonaudit services, i.e. consulting works to the same client. In vignette 1, if the auditor complied
with management request to assess the internal control over the payroll function, the auditor
would be providing an agreed-upon procedure, a form of consulting work from which
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auditor earns consulting fees. Whilst it is correct that the auditor assesses the internal
control of the client in a financial audit, such assessment is only to assist the auditor in
deciding on the most appropriate audit strategy to use.
The survey results also indicate that almost a quarter of participants either are not sure of
the dilemma or do not believe that it is an issue. It is possible that they do not have a
reasonable understanding of the responsibility of auditor. It is also possible that they see
the request from management as part of the audit engagement or that it is a normal part of
doing business in Vietnam.
5.5.1.11 Possibility of deficiency in audit practice – Vignette #2
Similarly, in vignette #2, participants overwhelmingly think that the auditor has not
conducted a proper audit because the auditor failed to obtain sufficient audit evidence from
which to form the opinion. The fact that participants consider the works of the auditor to
be insufficient is a positive sign. The survey results for vignette #2 are shown in table 5.16.
Table 5.16 Vignette #2 – Audit quality
Vignette #2: Do you perceive any problems with the way the audit
was conducted and the subsequent issuance of the audit
opinion?

Response

Yes, I do

155

I am not sure

46

No, I do not

19

No answer

5

Total

225

What is significant about the survey result is the fact that participants demonstrate a good
understanding of the role and responsibilities of auditor and are able to judge as to whether
the work of the auditor is acceptable. The survey results support the notion that there is an
expectation from the society that auditors carry out their work diligently and professionally
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regardless of the environment in which they operate. Auditing is a relatively new
professional service in Vietnam. It came into existence in the late 1980s following the
implementation of the đổi mới policy. Even the Vietnamese accounting profession, the
Vietnam Association of Certified Public Accountants (VACPA), was only created in 2005.
As a comparison, CPA Australia, one of two accounting professions in Australia, was
created in 1886.
Many people do not understand the role of auditors. Even accountants do not necessarily
know exactly what auditors do. One explanation for the expectation gap is that the public
does not have a proper understanding of the role and responsibilities of auditors. That is
why the survey results are significant. It is possible that participants form a view on the
quality of the audit work because the auditor met with the CEO a number of times in the
nearby restaurant rather than in an office. However, it is an acceptable business practice in
many countries to hold meetings in places other than the office. Regardless of the venue of
the meetings, it is a requirement that auditor conducts a proper audit and collect sufficient
appropriate audit evidence to form an opinion. The issue was that the amount of evidence
the auditor collected during the audit was insufficient. In this instance, participants are able
to identify the issue being that the amount of evidence collected by the auditor was
insufficient.
5.5.1.12 Possibility of deficiency in audit practice – Vignette #3
In Table 5.17 over half of participants indicate that they have issues with the firms replacing
full-time experienced staff with casual employees in an attempt to cut costs. However,
almost 46 percent are either not sure or do not see this cost cutting measure as an issue. The
survey results show diverse opinions among participants as to whether replacing
experienced staff with casual employees is a proper thing to do. From a business
perspective, such a measure is common when firms find themselves in financial difficulties.
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However, from an employee perspective, such measures have the tendency to drive down
staff motivation and affect morale.
Table 5.17 Vignette #3 – Audit quality
Vignette #3: participants’ view on cost cutting measures

Response

Yes, I do

117

I am not sure

66

No, I do not

37

No answer

5

Total

225

As far as Vietnam is concerned, the survey results show a contrasting view among
participants regarding the cost cutting measure. Vietnam had in place a central planning
system until the late 1980s. Under this system, an employment with government entities or
SOE is for life. The life-long employment exists to this day. As a matter of fact, and this is
one of the peculiarities of the Vietnamese society, many young people seek employment in
the public sector. The current statistics support this life-long employment preferences. In
Vietnam, there are appropriately 2.8 million government workers. Including retirees, salary
equivalent and subsidised recipients whose payment comes from the government budget,
the number increases to 7.5 million. That means the total number of people that receive as
salary and salary equivalent from the government budget is around 11 million or 12 per
cent of the total population (VietTimes, 2016).
The life-long employment in the Vietnamese public sector has resulted in a rather large
public sector compared to other countries. More importantly, it creates an environment of
low productivity. Recently, the current Vietnamese Prime Minister was quoted as saying
that “only 30 per cent of our current government employees are capable of meeting their
job requirements” (VietTimes, 2016). That quotation reflects the reality in Vietnam where
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a government job is still preferred for its longevity and a lower risk of dismissal for poor
performance. This approach is the product of the old economic system and the failed
aspiration of the government. The central planning system, had it succeeded, would have
created an environment where there would be full employment. That means all members
of the population would have job. It also means that the employment of all workers would
be for life since profit maximisation was not a goal of the government and that all economic
participants would get an equal share of the output.
On the other hand, the survey results show that more than a third of participants do not
consider the cost cutting method of replacing full-time employees with casual employees
as an issue. It is possible that the perception of the population regarding life-long
employment is changing and that employment uncertainty is part of the new economic
reality.
5.5.1.13 Possibility of deficiency in audit practice – Vignette #5
This vignette poses an ethical dilemma with a potential to affect the auditor’s objectivity
and independence. Almost 20 per cent of participants do not see any issue with the auditor
doing a favour with a prospective client in order to win business. Another 31 per cent
express apprehension as to whether such action is appropriate. The remaining 46 per cent
believe that such action would not be acceptable. Table 5.18 shows the survey results for
Vignette #5.
Every country and every culture have different ways of doing business. It is possible for a
particular type of business dealing to be normal in one culture yet peculiar in others. In
China, there is a concept of ‘guanxi’ denoting a system of social networks and influential
relationships that facilitate business and other dealings. The practice of using one’s
influence to extract favours from others is not new and exists in almost all cultures. The
question is to what extent a society accepts such behaviour as normal.
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Table 5.18 Vignette #5 – Ethical dilemma
Vignette #5: Within the context of Vietnam, do you think the auditor
should recommend making the CEO’s son a job offer?

Response

Yes, the auditor should

46

Not sure

70

No, the auditor should not

104

No answer
Total

5
225

In this instance, almost half of the participants believe that auditor should not succumb to
the CEO’s request. It is arguable that such action creates a precedence that may have
unwanted consequences. The CEO may seek more concession from the auditors in the
future the consequences of which could cause the auditors to lose their independence. It is
also possible that auditors could accommodate the CEO’s request with a view to extract
favours in the near future. Either way, such situation creates a working relationship that is
ambiguous and less transparent.
5.5.1.14 Possibility of deficiency in audit practice – Vignette #6
The survey results shown in Table 5.19 indicate that the majority of participants believe
that they have an issue with the level of competence of the auditor. This is yet another
positive sign that the paradigm has shifted away from formality towards substance. It is
possible that the perception of the public as to what constitutes a professional standard has
changed where a person conducting a professional service must ensure that the service is
of high quality.
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Table 5.19 Vignette #6 – Audit quality
Vignette #6: Within the context of Vietnam, do you think the auditor would
accept the investment account balance as true and fair without taking further
action?

Response

Yes, I do

22

I am not sure

81

No, I do not

118

No answer

4

Total

225

Another explanation is that participants are aware of the impact on society when an auditor
fails to carry out a proper audit. There have been instances of corporate collapse in Vietnam
causing many investors to suffer financial losses. In a number of cases, the government has
prosecuted members of the Board of Directors for failure or involvement in the events
leading to the collapse of such corporations. This project is about the education necessary
for the auditors to competently discharge their responsibilities and the survey result is an
encouragement that a good education system would go a long way in helping to improve
the competency of auditors. Auditors equipped with an appropriate education would be able
to maintain their independence and that could only be good for the society.

5.5.2 Research question 2: Why do the deficiencies exist?
The survey results thus far have provided evidence to the deficiencies in audit practice. This
section focuses on the causes. The causes of audit deficiencies are many but for the purpose
of this project, it will be limited to education and its related matters such as government
policy, university curriculum and employer feedback. In the case of Vietnam, government
policy and university curriculum are closely related as the government maintains tight
control over the curriculum, i.e. textbooks must be approved by the government before they
can be used in school. The same approval is required for curriculum. This is to ensure that
materials used in educational institutions are appropriate and in line with the government’s
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policy and direction. The responses to the survey questions and the relevant vignettes from
all three professional groups will be shown.
5.5.2.1 Participants’ perception of the causes of the deficiencies in the
current audit practice in Vietnam
The survey results confirm that audit education is critical to auditors and that it is one of
the factors causing deficiencies in current audit practice. 43 per cent of participants identify
inadequate training as the main reason for audit deficiencies with another 35 per cent
believe that current accounting and auditing standards are complicated. Lack of an effective
enforcement regime is the third reason for deficiencies. Table 5.20 shows the survey results.
Table 5.20 Survey question #18 – Auditors’ perception of the causes of deficiencies
Survey question #18: If you believe there are significant deficiencies in current
statutory audit practice, why do you think they exist?

Response

Auditors and accountants are not adequately trained

44

Accounting and/or auditing standards are too complicated

36

An effective enforcement regime is lacking

15

Other

0

No answer

8

Total

103

The survey results confirm that there are issues relating to audit education in Vietnam. First,
there is the out-of-date curriculum. In general, a completion of an undergraduate study in
accounting is the minimum requirement for one to embark on an auditing career. A typical
undergraduate accounting course incorporates one or more subjects on auditing in the
curriculum. The current curriculum is out-of-date because it was created in the days when
the central planning system was in place. Accounting was less sophisticated in the central
planning system because the government was the only user of the information and auditing
was not part of the government’s control mechanism.
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Second, there is the issue of quality with the accounting curriculum. Whilst the government
has made changes over the years to improve the current education system, more is needed
before the education system can successfully fulfil its objectives. In relation to the teaching
of accounting and auditing, there is a need to overhaul the curriculum to incorporate the
latest developments in accounting and auditing. Accounting today is not simple
bookkeeping as in the past, its role is not limited to providing information to management
for internal use but also to a growing number of external users. Similarly, auditing is not
restricted to counting stock or verifying transactions but to add value to organisations
through identifying and assessing the risks faced by organisations.
Third, there is a lack of high quality postgraduate courses and a formal requirement for
continuous professional development of auditors. In countries like Vietnam where the
economy is still developing and in a transitioning process, the need for additional training
for auditors is even more important. As the economy is developing, business practices will
become more sophisticated and so will the financial reports. Auditors need to be able to
adapt to the constant changes in terms of audit processes, the requirements of accounting
and auditing standards and the expectation of society. Even overseas-trained auditors need
to update their knowledge of local standards and practices in order to conduct a quality
audit. More importantly, the diverse backgrounds of auditors working in Vietnam mean
that there is a need to provide additional training to minimise the risk of sub-standard audits.
It is a possibility that the lack of additional training has led to the participants’ perception
that accounting standards are too complicated.
5.5.2.2 Participants’ perception of whether the current Vietnamese
accounting standards meet the needs of financial report users
Table 5.21 shows that 58 per cent of participants believe that the current accounting
standards meet the needs of financial report users in half the cases whilst 42 per cent think
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that the current standards are adequate. This is another significant finding as it provides
evidence of the issues relating to the quality of financial reports and the need for further
development of accounting standards. The main objective of accounting standards is to
enhance the quality of the information disclosed in the general purpose financial report
(GPFR). By complying with the requirements of accounting standards, the information
disclosed in GPFR would be relevant and faithfully representing the transactions and events
that have occurred. In addition, adhering to the accounting standards’ requirements means
that information in GPFR would be compatible, understandable, verifiable, and the
disclosure is in a timely manner.
Table 5.21 Survey question #24 – Accountants’ perception of the adequacy of
accounting standards
Survey question #24: Do you believe the current Vietnamese accounting standards
meet the needs of financial report users in Vietnam?

Response

Yes, needs are met in nearly all cases

33

Sometimes; that is, needs are met in around half of all cases

46

No, needs are met in very few cases

0

Do not know

0

Total

79

The users of GPFR include shareholders, suppliers, lenders and investors who use the
information in the financial reports to make decisions. From their perspective, the higher
the quality of the information, the better the chances of making the right decisions. For
them, financial report is an important source of information. The survey results imply that
the current accounting standards meet half of the needs of financial report users. This may
mean that there are issues with existing standards.
One possible issue may be in regard to the quality of accounting standards. Vietnam has
not adopted all of the international accounting standards. This means some aspects of
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financial reporting are either covered by locally developed standards or not at all. This
creates a potential for inconsistency and incompatibility between financial reports. From a
financial report users’ perspective, lack of consistency and compatibility cause confusion
and reduce the reliability of information. Consequently, this leads to the users’ perception
that their needs are not fully met by accounting standards.
Another possible explanation relates to the current economic environment. In countries like
Australia, all reporting entities must comply with Australian Accounting Standards
regardless of the sector in which they operate or the type of organisation. Such uniform
application of accounting standards enhances the quality of financial information. The
Vietnamese economy is dominated by three distinctively different groups namely the
government sector, multinational corporations and local companies, each of which has
different knowledge and experience when it comes to comprehending and complying with
accounting standards. The government sector is by far the largest group but they are more
concerned with complying with government directions. Local companies are new to
financial reporting as many of them came to existence after the introduction of the đổi mới
policy and have not developed sufficient understanding of the financial reporting
framework. Multinational corporations are the most competent when it comes to preparing
financial reports and having them audited. It is not difficult to see that users of financial
reports find it difficult to comprehend information published by different groups.
The lack of effective enforcement may be another reason for the reduced usefulness of
accounting standards in meeting the needs of users. The lack of a comprehensive and
sophisticated legal system to deter potential non-compliance is an issue facing all
developing countries. Vietnam is not an exception. In fact, the legal system in Vietnam
faces more challenges than other countries because of the distinctive characteristics of its
economy. The legal system in Vietnam was designed to serve a different economic system.
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As the country is moving towards a socialist oriented market economic model, there is a
need for an effective enforcement regime to ensure that all entities understand and follow
rules.
The knowledge of users is also an important factor. Specifically, the level of sophistication
of the financial report users would affect their perception of the impact of accounting
standards on the quality of the financial report. Whilst the level of literacy of the
Vietnamese population is high at 94.5 per cent (CIA, 2019), the percentage of the
population who can comprehend financial data is much lower. Many Vietnamese grows up
without any concept of a stock market or that share ownership is a form of investment.
Even for those who are investing in the stock market, their understanding of the risks and
benefits associated with this type of investment is less than proficient. That is to say, many
Vietnamese investors purchase shares without fully understand the risk should the company
the shares of which they buy become insolvent. When it happens, those who lose money
blame accounting standards for failure to ensure faithful representation of the information
in the financial reports.
The quality of the audit service also affects the users’ perception of the usefulness of
accounting standards. Auditors, through the provision of audit services, enhance the quality
of financial information. Auditors achieve this objective by collecting evidence on whether
organisations comply with relevant laws and regulations. It is this aspect of the auditing
service where there exists an expectation gap. The expectation gap is the different
perception and expectation of the public as to the role and responsibilities of auditors. Many
people believe that the role of auditors is to guarantee the truth and fairness of the financial
statements. This is not necessarily correct. The role of the auditors is to provide reasonable
assurance, through the conduct an audit, as to whether the financial statements present truly
and fairly the financial performance and financial position of the organisation. Auditors do
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not guarantee the truth and fairness of financial statements. This is the view of the judge in
the London and General Bank case (1895) that ‘it was not the auditor’s duty to guarantee
the books showing the true position of the company’s affairs or to guarantee that the balance
sheet was accurate’ (Gay and Simnett, 2015, pp. 67-68).
The quality of audit service is normally brought into question in cases of business collapse.
Whilst business risk is inherent in the commercial world, the number of incidents where
companies filing for bankruptcy as a result of their inability to meet their debt obligations
is a concern. Considering bad debts in the Vietnamese financial system as an example. In
2016 the amount was reported at VND$225,000 billion [AUS$13.2 billion] (Nhat Nam,
2016). This is in addition to the bad debts that had been written off of VND$95,000 billion
[AUS$5.6 billion] (Nhat Nam, 2016). Such a high level of bad debts puts audit quality in
the spotlight. When organisations are unable to repay debts, the debts turn bad in the books
of the creditors. The assumption is that companies, in complying with the requirements of
accounting standards, would have disclosed such precarious financial positions in their
financial statements and auditors would have brought this matter to the attention of report
users in their audit reports.
In addition, many people believe that it is the responsibility of auditors to identify all fraud
and errors in the financial statements. This is not correct as auditors are not responsible for
detecting fraud. Auditing standards specifically state that auditor is required to take into
consideration the risk of fraud when conducting an audit. Auditing standards do not require
auditor to detect fraud when conducting an audit. The responsibility of the auditor, as per
Lopes LJ in the Kingston Cotton Mill case (1895), is that:
An auditor is not bound to be a detective or as was said to approach its work with
suspicion or with a foregone conclusion that there is something wrong. He is a
watchdog but not a blood hound (Gay and Simnett, 2015, p. 68).
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5.5.2.3 Participants’ perception of the probable causes of the shortfalls
The survey results shown in Table 5.22 confirm the challenges facing accountants in
Vietnam. 41 per cent of participants state that a lack of training for accountants is one of
the main reasons accounting standards are not meeting the needs of financial report users.
The second reason relates to the inadequacy of accounting standards in enhancing the
quality of financial reports. The third reason is the inadequate penalties for non-compliance.
Table 5.22 Survey question #25 – Causes of deficiencies
Survey question #25: If you believe that the current Vietnamese accounting
standards fail to meet the needs of financial report users, what do you think are the
causes?

Response

The current accounting standards are inadequate or unsuitable

26

Lack of training for accountants

32

Inadequate penalties for non-compliance

8

Financial information is too complicated for the average report user

6

Other

0

No answer

7

Total

79

The training of accountants is important as Vietnam continues its progress of transition
from a central planning system to a socialist oriented market model. This transition creates
many challenges for Vietnamese accountants. The education system from which
accountants acquire knowledge needs overhauling. The current education system has not
been sufficiently updated to keep pace with the changes in the economy especially since
the objective of educating young people only for a career in the government sector is no
longer appropriate. The socialist oriented market economy, the hybrid system that
incorporates elements of both the central planning and market economy, needs graduates
that understand the dynamics and complexity of the economy. The role of accountants
under the central planning system is significantly different to that under a market system.
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Under the central planning system, the role of accountants is similar to that of traditional
bookkeepers. Their job is to keep records of materials received and the quantity of goods
produced. At the end of the financial year, a report is prepared for the relevant government
agency showing production results. In contrast, under the market system, accounting
expands and develops into a highly sophisticated discipline leading to well recognised roles
such as management accountants, financial accountants, forensic accountants, treasury
accountants, tax accountants, etc. Whilst there have been changes made to the current
curriculum, accounting courses in Vietnam are still in need of further development and
improvement. This explains the perception of survey participants concerning the training
that accountants receive.
The responses from participants regarding the inadequacy of the current Vietnamese
accounting standards and the weakness in enforcement are well founded. The issues affect
all developing economies. For accounting to reach its full potential in supporting a
country’s social and economic development, both local authority and accounting profession
need to continue to work towards improving the existing accounting standards to meet the
needs of the growing economy.
5.5.2.4 Participants’ view on whether the objectives of the current education
system are met
In Table 5.23 the majority of academics believe that the current education system meets its
objective with 30 per cent expressing apprehension. Given that the objectives of the current
education system are to prepare young people for a career in the public sector and to serve
the government, it is clear as to the reasons for the academics’ belief. It is worth noting that
the current economic model, the socialist oriented market economy, is not the final model
for Vietnam by any means. The Vietnamese government has made clear of its intention to
move the country along the path towards communism in the future. For now, the nature of
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the Vietnamese economy has changed. The society has evolved. The objectives of the
education system needs to change as well to maintain its relevance in the new environment.
Table 5.23 Survey question #28 – Education objectives being met
Survey question #28: Do you believe the above objectives are being met?

Response

Yes

30

Not sure

13

No

0

Total

43

More importantly, the survey results show that the view of accounting academics remains
the same in the face of many changes that are taking place in the economy. However, given
that many academics were trained under the old system, their view is understandable. Many
academics grew up during the time when Vietnam was isolated from the rest of the world.
To them, the government is always right and knows what is best for the country. The result
therefore, serves as evidence that the current education system is in need of an overhaul.
5.5.2.5 Participants’ view on the probable causes of the shortfalls
Table 5.24 shows that academics believe that the current education system is out-of-date
and that it fails to accommodate the needs of a changing economy. Again, this reinforces
the fact that the current system is in need of an overhaul to better cater for the new
environment where the level of control by the government of economic activities recedes
and the emergence of the private sector as key driver of the economy. The government of
Vietnam has adopted a socialist oriented market economic system, an economic structure
that combines a high level of control exerted by the government with elements of a market
economy. This hybrid system requires an education system that is capable of producing
graduates for both sectors. The heavy concentration by the education system on serving the
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public sector, which was its original objective, at the expense of the private sector will
contribute to a skill shortage in the near future.
Table 5.24 Survey question #28 – Factors affecting the achievement of the education
objectives
Survey question #28: If you believe that the objectives are not being met, then why
do you think they are not?

Response

The current education system is out-of-date

24

Different requirements given the nature of the economy

11

Other

0

No response

8

Total

43

Take the Australian education system as an example. The Australian education system has
as its objectives to promote equity and excellence and that all young Australians become
successful learners, confident and creative individuals, and active and informed citizens
(Australian Department of Education and Training, 2019). The advantage of this approach
is that it does not attach to an economic ideology. Rather, it emphasises the objective of the
education system that is to promote equity and excellence. More importantly, such a system
can be adopted by any country regardless of economic ideology since its objective is to
allow young people to learn in an environment free from discrimination and enable them
to reach their full potential.
Such a system also reduces the risk of losing its relevance during the transitional period
from one system to another or in time of significant economic changes. Every society
expects its education system to produce graduates with the right skill set. In Vietnam, that
skill set becomes critical as the country is making progress towards economic development
and global integration. As such, there is a need to focus on relevant skills and knowledge
of graduates rather than where they will find employment. As an example, Duong (2017)
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identified the following matters requiring resolution before the training of certified
accountants in Vietnam can become feasible:
1. The need for the Ministry of Finance to submit an application to the government to
recognise the legality of the title of certified accountants;
2. Establish a plan, framework and training pathways for the training of certified
accountants;
3. Develop a framework and curriculum, course duration, and the financing of such
courses;

4. Carry out an experiment on the new training regime first to gather experience prior
to a full implementation.

Similarly, Dao (2016) summarised the factors that negatively affect the education of
accountants in Vietnam to include:
1. The accounting curriculum is out of date. The emphasis is on theory. The
specialised subjects do not meet international standards;
2. Shortage of teaching staff in both quantity and quality terms, for the teaching of
specialised and advanced subjects;
3. Lack of teaching materials leading to the deficiency in conveying information to
learners. The teaching load for staff is high which negatively affects their research;
4. The method of teaching is still using the old ‘teacher reads, students write and
exercises’;
5. The teaching staff is young and lack practical and work experiences.

Nguyen (2016) summed up the situation in Vietnam as follows:
In the meantime, the education program for accountants and auditors is not yet
developed nor standardised. The examination for issuing accounting and auditing
certificates occurs once a year. Professional title and practice certificate do not exist or
meet international standards.
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5.5.2.6 The causes of deficiencies on audit practice – Vignette #4
The survey results for this scenario deviate from expectation. The question asked whether
the auditor would accept management’s response that their financial report complied with
government’s reporting requirements but not the financial reporting framework. 66 per cent
of participants state that the auditor should not accept such a response. This survey result
is unexpected because complying with the government’s requirements is critical in
countries such as Vietnam. The survey result is shown in Table 5.25.
Table 5.25 Vignette #4 – Compliance issue
Vignette #4: Within the context of Vietnam, do you think the auditor
would accept the management’s response?

Response

Yes, I do

14

I am not sure

58

No, I do not

148

No answer

5

Total

225

One of the distinctive characteristics of the socialist oriented market economic system is
that the central planning function remains. That means the government makes all key
economic decisions. The fact that the government retains control of large corporations and
heavy industries also means that it maintains control over key economic drivers. Such
control suggests that all government entities including SOE must comply with government
reporting requirements. Non-compliance is not an option for all public sector entities and
SOE.
One possible explanation for the deviation is that responses come from participants working
in the private sector that have minimal contact with the government. They would not know
or have to comply with government reporting requirements unless those requirements form
part of the financial reporting framework. Another possible explanation is that the
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responses come from academics who may not be familiar with either the government
reporting requirements or the financial reporting framework.
5.5.2.7 The causes of deficiencies in audit practice – Vignette #7
The survey results indicate that the majority of participants believe that lowering minimum
standards in order to attract more members is not the right approach. This is a positive sign
that the professional reputation of accountants in general and auditors in particular is
improving. The accounting and auditing professions in Vietnam only came into existence
in the late 1980s with the influx of multinational corporations and the implementation of
changes in government policy allowing private sector entities to form and co-exist
alongside the government sector. Until then, the auditing profession did not exist and
accounting resembled traditional bookkeeping. The survey result is shown in Table 5.26.
Table 5.26 Vignette #7 – Professional standard
Vignette #7: Do you perceive that the auditor’s proposed plan would meet the
minimum professional standard required by the International Federation of
Accountants?

Response

Yes, I do

13

I am not sure

71

No, I do not

137

No answer

4

Total

225

This result provides evidence of the increasing level of importance of accounting and
auditing professions and their role in the new economic environment. In particular, the
value of auditors to the economy through the provision of assurance services. Vietnam has
a stock market where the public can invest through the action of buying and selling shares.
Those wanting to invest in the stock market may look to the audit report for assurance that
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the information disclosed in the company financial statements is true and fair. For those
investors, the professionalism of auditors is critical.
5.5.2.8 The causes of deficiencies in audit practice
According to the survey results shown in Table 5.27, the majority of participants believe
the auditor should not accept the manager’s offer. This ethical dilemma has the potential to
affect the integrity of both the auditor and the profession. Professional development
activities provide auditors with the opportunity to enhance their knowledge and expertise.
This in turn, allows them to discharge their responsibility successfully to stakeholders.
Table 5.27 Vignette #8 – Professional standard
Vignette #8: Within the context of Vietnam, do you think the
auditor would accept the manager’s offer?

Response

Yes, I do

26

I am not sure

41

No, I do not

154

No answer

4

Total

225

Professional development activities are particularly important for auditors working in an
environment like Vietnam where the economy is still growing and more changes are taking
place. Unlike developed economies that have reached maturity, the Vietnamese economy
is still transitioning from central planning to the socialist oriented market system. Even the
government knows that they have a long way to go before the new system will operate as
intended.
Take accounting standards as an example. Thus far, the MOF has issued 26 accounting
standards for use in Vietnam. For comparison purpose, this is less than half of the 59
accounting standards issued by the Australian Accounting Standards Board (AASB). The
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International Accounting Standards Board (IASB) has issued 9 International Financial
Reporting Standards (IFRS) and 29 International Accounting Standards (IAS) or 38
standards in total. That means the Vietnamese government will issue more accounting
standards in the near future. Without continuous professional development activities,
auditors in Vietnam may not be able to keep up-to-date with the latest development in
accounting, auditing and financial reporting. Even with the existing accounting standards,
auditors need further training on a regular basis to be able to comprehend the requirements
of the standards and their application.
For Vietnamese auditors who graduate from local universities, the issues identified
previously regarding the curriculum and the objectives of the education system mean that
they need additional post-graduate training to enable them to carry out audit function in a
way that meets the expectation of society. In this instance, the survey results show that
participants are aware of the need for further training and that auditors should ensure that
they keep up to date their knowledge through continuous professional development.

5.5.3 Research question 3: How can the deficiencies be
rectified?
The survey results thus far have confirmed the existence of audit deficiencies in Vietnam
and the causes. This section is about possible measures to rectify the situation. The
Vietnamese government is in a unique situation to take decisive action. The issue is what
action to take and how to implement the changes.
5.5.3.1 Participants’ view on how to address the current deficiencies
As expected, 55 per cent of participants believe that auditors need more training in order to
improve the quality of audits and stronger penalties for non-compliance are needed to
address the current deficiencies. The training of auditors should start at undergraduate level.
The education system should provide students with a solid foundation on accounting in
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general and auditing in particular. More importantly, that system should not serve a
particular economic ideology. Fixating the objective of an education system on a particular
economic ideology has the potential to cause future problems as the economy evolves.
Rather, it should aim to provide students with relevant and up-to-date information from
around the world to better prepare students for the challenges ahead. The survey results are
shown in table 5.28.
Table 5.28 Survey question #19 – Possible action to address audit deficiencies
Survey question #19: If you believe there are significant deficiencies in current
statutory audit practice, what action(s) would you recommend to rectify the
situation?

Response

More training for auditors and accountants

57

Higher penalties for non-compliance

15

Other

4

No answer

27

Total

103

The training of auditors should be continuous throughout their careers as is the case in
developed economies. There should be a system of continuous professional development
in place to ensure that auditors’ knowledge and skills are up-to-date. This is particularly
important since the Vietnamese economy is in transition. Postgraduate education should be
encouraged among auditors to deepen their understanding of accounting and auditing.
Additionally, a strong legal system with tough penalties for non-compliance can help to
ensure adherence to regulations. More often than not, non-compliance comes from a lack
of appropriate enforcement, i.e. when corporate violators perceive the benefit of noncompliance outweighs the potential penalty. A strong legal system coupled with appropriate
level of penalty can help bring about better audit quality and this would benefit the society
in the long term.
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5.5.3.2 Participants’ view on probable remedial action
Table 5.29 shows that participants believe more training for accountants is the most
important remedial action to rectify the current situation. Developing better and more
suitable accounting standards as well as imposing tougher penalties for non-compliance are
other possible measures. Accounting professions in developed economies recognise the
need for continuous professional development for members. Professional development
activities help accountants to maintain expertise and up-to-date knowledge. In countries
like Vietnam, professional development activities take on an even more important role as
they help to improve the skill set of accountants. Given the issues with the current education
system, professional development activities can help in bridging the gaps left by the formal
education.
Table 5.29 Survey question #26 – Possible action to address audit deficiencies
Survey question #26: If you believe that the current Vietnamese accounting
standards fail to meet the needs of financial report users, which action would you
recommend to rectify the situation?

Response

The development of a better and more suitable set of accounting standards

25

More training for accountants

31

Higher penalties for non-compliance

8

Financial reports being simplified to better meet the needs of report users

9

Other

0

No answer

6

Total

79

Evidence obtained from the survey indicates that many accountants do not attend regular
professional development activities and that helps explain the need for more training. For
locally educated accountants, additional training will fill the gap in their knowledge. It will
also keep them up to date with the latest developments in accounting.
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As for the suitability of accounting standards, there will always be a need to improve
accounting standards to provide additional guidance or to address emerging issues. The
Vietnamese economy is changing at a fast pace and it is reasonable to expect regular
updates of existing accounting standards or the issuance of new ones. The regular updating
is currently not happening causing the perception that accounting standards are not fit for
purpose.
Similarly, the government will need to address the issue of enforcement and penalty for
non-compliance to ensure organisations comply with accounting standards. As an example,
in Australia, the Australian Securities and Investment Commission (ASIC) is the
organisation overseeing the compliance with accounting standards via its administration of
the Corporations Act 2001. Vietnam can create an organisation with a similar role and
responsibility to ensure that all reporting entities follow accounting standards.
In relation to the auditing regime in the Vietnamese public sector, Dang (2016) stated that
the government needs to:
1. provide clearer and more decisive regulations on government (public sector)
auditing in regard to the auditees and the scope of the audit;
2. develop an auditing regime to utilise independent auditors in the audit of state
owned enterprises, government projects and programs in which government funds
are used;
3. quickly reinstate or create an internal control system in individual government
entity;
4. consider the use of performance audits in addition to financial and compliance
audits.

Similarly, Nguyen and Duong (2016) examined the mistakes and remedial actions relating
to the accounting, auditing and financial settlement of the Vietnamese National Treasury
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and noted that, in recruiting accountants, there is a need to ‘employ those with the right
attributes such as the right professional qualifications, professional ethics, integrity, due
care and devoted’.
5.5.3.3 Participants’ view on possible actions from government
According to the survey results shown in Table 5.30, academics’ views on possible actions
from government in helping to improve the current education system concentrate on more
funding for universities and overhauling the current system to meet the need of society. The
current government spending on education in Vietnam is around 18.5 per cent of Gross
Domestic Product (GDP). This is significantly higher when compare to Australia at 14 per
cent, the U.S. at 13.3 per cent, the U.K. at 13.7 per cent but compatible to Malaysia at 19.7
per cent, Thailand at 18.9 per cent, and Indonesia at 17.7 per cent (World Bank, 2019).
Table 5.30 Survey question #30 – Possible action to address audit deficiencies
Survey question #30: In your opinion, what action should be taken by the
government to improve the education system?

Response

More funding for universities

23

Overhaul of university courses

19

Other

1

Total

43

The need to overhaul the existing system is another possible action the government can
take to address the current issue. There is a positive sign that the government of Vietnam
has identified the issues and is taking action. According to the Prime Minister’s decision
on the education development strategy 2011-2020 dated 15 June 2012 (Vietnamese
Government, 2012), the government has identified the issues to be:
1. The lack of full comprehension and demonstration in practice of the viewpoints that
“educational development is the top national priority” and that “investment in
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education is investment for development”. Many (Communist) Party members and
the government have not fully grasped the Party’s direction on educational
development and have not placed sufficient emphasis in directing and organising
the carrying out of the educational development strategy 2001-2010;
2. The lack of a proactive approach to new educational ideas and developments. New
thought reasoning on the educational development in the changing conditions of the
socialist oriented market economic system and global integration has not been fully
researched. Changing government administration of the education system is yet to
be clearly articulated. The organisation of the human resource development for the
country, government departments and branches, and local authority needs to take
place; and the network of job training facilities lacks organisation. Recruitment
policy and the utilisation of human resources post training also needs further
attention.
3. Various external factors exploit the existing deficiencies of the education system.
The global integration process has brought about opportunities, yet created
significant challenges for the education system. Within society, the old educational
mentality of qualification requirements and achievement focus are still affecting the
teaching, learning and examination of students. The introduction of the market
economic system has had negative impact on education. The educational need of
the people and the pursuit for higher educational quality is increasing whilst the
ability to meet that need of the education system and the current stage of the social
and economic development of the country is limited.

The identification of the issues facing the education system by the Vietnamese government
is a positive step towards addressing the deficiencies in the existing system. More
importantly, the government has undertaken a comprehensive assessment of the current
system and acknowledged the problems. This is significant as the government has
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recognised that it had not fully understood nor researched the role of the education system
in the socialist oriented market economy and that the current education system is out of
date and in desperate need of an overhaul.
As far as accounting is concern, there is a need to develop an approach to converge local
accounting standards to international standards. Nguyen and Duong (2016) identify a
number of matters requiring government attention including:
1. The selection of a step-by-step convergence framework
2. The development of a detailed convergence pathway
3. The need to develop accounting standards for entities other than those required to
comply with the international financial reporting framework
4. The need to promote the role of the accounting and auditing associations
5. The need to raise the quality of accounting education.

Similarly, Nguyen (2016) believes that the biggest challenge facing Vietnam is to fulfil its
obligation to free trade agreements in terms of opening up the local market of accounting
and auditing services to international competition. Other challenges that Nguyen (2016)
identifies include the fact that the market for accounting and auditing services in Vietnam
is young, full of potential and that the scope is limited because it has not received the proper
attention from society; and that internationally qualified Vietnamese accountants and
auditors are limited in number and short on quality.
5.5.3.4 Actions required of universities
According to the survey results shown in Table 5.31, the overwhelming opinion of
academics is that universities must work with other stakeholders in order to design and
develop courses that meet the needs of society as a whole. Hong (2011) believes that there
is a need for a renovation of the existing curriculum together with changes in teaching and
learning methods. Only a small percentage of academics think that universities should
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apply for assistance from international organisations such as the World Bank and the
International Monetary Fund (IMF). This is a positive sign that universities recognise that
courses are in need of a significant overhaul to remain relevance in an environment that is
fast changing.
Table 5.31 Survey question #31 – Possible action to address audit deficiencies
Survey question #31: In your opinion, what action should be taken by universities to
improve the education system?

Response

More consultation with stakeholders (employers, government, profession, etc.)

35

Ask for assistance from the World Bank, IMF or other foreign organisations

7

Other

1

Total

43

The Vietnamese government has acknowledged that the objective of universities has not
changed over the years; that it has complete control over the education system and the
functioning of universities; and that universities need government support and direction to
implement change. Under the old economic system, universities needed to submit an
application to a government authority to implement changes. Those applications go through
various branches, offices and government departments for approval. In cases where the
applications have the potential to breach the government’s strict guidelines, they may need
direction from the top level of government.
In the new economic environment, education reform has become one of many challenges
the government is facing. The conflicting priorities and bureaucracy mean that changes
normally take a relatively long time to implement. This time gap has the potential to
exacerbate the problems in the period of economic transformation. According to Hong
(2011) universities must follow the framework from the Ministry [of Education], which
includes a large number of general subjects causing curriculum overload whilst making it
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difficult to reduce the program. In addition, Hong (2011) noted that the teaching method
has not changed.
In addition, the government is short on human capital and financial means to meet these
challenges. Elements of the central planning system still exist in the current system of
government. Under the central planning system, the government prepares an economic plan
in advance specifying the production level from the SOE and sending the outputs directly
to the population. Such a system is not flexible and does not respond well to changes in the
economy. The education system in which universities operate faces similar problems.
From the universities perspective, more consultation with stakeholders would be beneficial.
In the short term, use can be made of information from the consultation process to make
the necessary adjustment to existing curriculum. In the long term, use can be made of the
information obtained from the consultation process to support application to the
government for change to the education objectives and curriculum.
Duong (2017) recommended that
The selection of the lecturers to participate in the training of certified accountants must
give priority to the top experts in their specialised field…The development of the
accounting curriculum should incorporate the requirements of the Vietnamese
accounting association (VPA) or higher levels such as the Australian Certified
Practising Accountant (CPA) or the Association of Chartered Certified Accountants
(ACCA).

Specifically, Dao (2016) recommended the followings:
1. A need to research into an education program meeting the actual profession
requirements, actively develop an accounting system for Vietnam, actively
exchange and adopt experience from educational institutions in countries with a
highly developed accounting system and the international accounting bodies;
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2. University accounting courses need renovation to provide students with
knowledge and skills that are suitable to the current situation in Vietnam as well
as the future of global accounting integration.
3. Renovating the current education regime to closely match the requirements of the
international accounting bodies and the international financial reporting standards;
4. Increase cooperation with other agencies in researching new standard: by working
closely with other government agencies such as the Ministry of Finance and
Professional bodies to develop accounting and auditing standards from which
universities can use to accelerate the progress of full curriculum changes meeting
the needs of the society;
5. Combine theory and practice to allow students to expose to reality to increase their
practical skill;
6. Emphasis is on the training and fostering teaching staff and education
administrators to improve their level of integrity, competency, teaching
qualification, research and administration;
7. In addition to the university council, the Dean and Discipline Heads, students
should participate in the assessment of the competency level of lecturers;
8. Raise the level of competency of lecturers by sending them on overseas training
and research programs in countries with a highly developed education system such
as the United States, Australia, Singapore, etc.;

9. Increase cooperation with business community.
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5.6 Conclusion
The data collected supports the hypothesis that there are issues affecting the education of
auditors in Vietnam. The auditors’ first exposure to accounting and auditing principles and
concepts is during undergraduate studies. As such, university courses and the accounting
curriculum are critical to student learning and perception of accounting and auditing. In
addition, developing countries like Vietnam tend to experience higher economic growth
and are subject to more frequent changes as the economy progresses. Such an environment
creates pressure on the education system to adapt to changes and to continue to update and
upgrade the curriculum to maintain the relevance of courses.
Courses that are not up-to-date may not provide students with the right skill set and the
appropriate level of knowledge. The survey results provide evidence that the current
education system in general and the accounting courses in particular are in need of an
overhaul. An education system created to serve the central planning economic system is
not suited for the socialist oriented market economy. The government sector is no longer
the only source of employment for university graduates. It is the private sector, with the
participation of multinational corporations, that is the driving force of the economy and this
trend will continue in the near future especially as the country is moving towards further
global integration.
The Vietnamese government faces significant challenges as it continues its effort to
implement the socialist oriented market economic system. The nature of this system
requires an understanding and appreciation of elements of two different economic models.
More important, it requires an ability to identify the best of each models and to make them
work towards achieving the ultimate goals. From an audit education perspective, there is a
need for the government, universities and businesses to work together to change the current
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curriculum to provide graduates with the appropriate knowledge and skills to meet the
needs of the growing economy.
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Chapter 6: Summary and conclusions
6.1 Introduction
The objectives of the project are to identify the issues in terms of the deficiencies in audit
practice in Vietnam from an education perspective, the likely causes of the deficiencies and
to make recommendations for improvement. Whilst audit deficiencies exist around the
world, the distinctive characteristics of the Vietnamese economy exacerbates the problems.
The deficiencies will persist into the near future and necessitate the need for more action
from the government, educational institutions and stakeholders to address what is likely to
become a severe impediment to the development of the Vietnamese economy.
In Western countries where the market economic system has been around for many years,
the causes of the deficiencies in audit practice are not due to failure of the education system.
In those countries, the education system and education institutions are not subject to
constant and significant social and economic changes like those seen in Vietnam. The
transition from a central planning system to a socialist oriented market system is virtually
a revolution. However, that transition creates challenges for the education system. The
current education system was not designed for a socialist oriented market economy.
Specifically, it was not designed to provide young people with a relevant skill set and
knowledge from which to compete for jobs locally, regionally and internationally. Instead,
it was designed to produce graduates to serve the government and the central planning
economy, the economic system that is in the process of being transformed.
From an auditing perspective, the dilemma is that the current education system is in need
of an overhaul and that has the potential to affect the successful development of the audit
profession for years to come. Under the old economic system, auditing subjects were not
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part of the curriculum as auditing service did not exist and was not required. With the
economy in the transition period and elements of market economy being incorporated,
auditing is being recognised as a value added service forming part of the new economic
environment. Therefore, there is an urgency for government and universities to make the
necessary changes to the existing curriculum so that future auditors receive the audit
education needed to achieve their full potential and to meet the needs of the economy.

6.2 Overview of research questions and hypotheses
In this project the aims are to obtain evidence as to whether there are deficiencies in audit
practice in Vietnam, the causes and possible action necessary for improvement. The data
from the survey instrument confirms the existence of issues auditors are facing in Vietnam.
These issues are in addition to those commonly experienced by auditors the world over.
The causes of these issues are wide ranging and the educational experience of auditors is
one of them.
The education of auditors starts with undergraduate study. Audit education continues
throughout professional careers, it includes the completion of a professional program and
the undertaking of continuous professional development activities. It is apparent that
undergraduate study is critical for auditors as it provides the foundation from which further
professional activities can take place. It is for this reason that accounting professional
bodies normally require a completion of undergraduate study as a condition for those that
aspire to become member. For this reason the accounting curriculum in general and the
auditing curriculum in particular must be up to date, relevant and appropriate to ensure that
graduates obtain the right skill set. In the case of Vietnam, there is a need for major
stakeholders such as the government, universities and business community, to work
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together to develop a curriculum that would help deliver the education required by future
auditors. Table 6.1 shows the research questions and research findings for this project.

Table 6.1 Research questions and research findings
Research questions

Survey questionnaire

Survey responses

Comments

1.
What are the
current deficiencies
in auditing practice in
Vietnam?

Q17. Do you think there

Half of the participants

There is a sense of

are currently significant

are not sure whether

unwillingness on the

deficiencies in statutory

there are significant

part of participants in

company audit practice in

deficiencies.

answering this

Vietnam?

question as it is not
common to express
opinions on audit
deficiencies.

2.
Why do these
deficiencies exist?

3.
How can the
deficiencies be fixed?

Q18. If you believe there

The causes include:

The survey results

are significant

inadequate training,

provided convincing

deficiencies in current

standards are

evidence that

statutory audit practice,

complicated and an

training is an issue

why do you think they

ineffective enforcement

needing attention.

exist?

regime.

Q19. If you believe there

The majority of the

More training is the

are significant

participants believe that

overwhelming

deficiencies in current

more training would

response to alleviate

statutory audit practice,

correct the situation.

the situation.

what action(s) would you
recommend for
improvement?

Typically, undergraduate study is where auditors obtain fundamental knowledge of
accounting and auditing. Auditors would enrich that knowledge by participating in audits,
through professional development activities and on-the-job training. Undergraduate study
creates the foundation from which further education can take place. Where the
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undergraduate courses fail to build that critical foundation, the critical skill set required of
auditors will be negatively affected. On that note, Vietnam is an example of what is required
to achieve an appropriate accounting and audit education system.
The Vietnamese economy is in a process of transformation. It is transitioning from a central
planning system to a socialist oriented market model. It is also a developing economy that
has been devastated by wars, economic embargo and economic mismanagement. All of
these events have interacted to create an environment of many challenges.
For the time being, the government has settled on the socialist oriented market economy as
the economic system of choice. This system allows the government to retain full control of
the economy at the macro level while allowing private sector to develop. It is not clear at
this stage whether this economic model will work but thus far, it has helped to accelerate
economic growth and alleviate poverty to a certain extent. As the country continues its
transformation process and is on a path towards regional and global integration, time will
tell whether it is the right model.
From an education perspective, there are implications for accounting in general and
auditing in particular. First, the system is still subject to total government control. That
makes it a difficult and lengthy process to implement necessary changes. Second, the
system is struggling to adapt to the social and economic changes that are currently taking
place. There is now a private sector that exists and prospers alongside the government
sector. That private sector is becoming an important source of employment for graduates.
However the current education system has not adapted to reflect the changed economic
environment. Third, teaching methods and curriculum have not sufficiently been revised
over the years to meet the needs of the new economy. The current teaching methods have
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been around since 1954 when the country was divided. The curriculum remains essentially
the same as when the central planning system was in place.
In this project the hypothesis is that the current education system contributes to audit
deficiencies. The current education system has not significantly changed over the years to
keep pace with economic changes. Vietnam has adopted an economic system that
incorporates elements of both the central planning system and market economy. The
problem however, is that both systems represent two contrasting economic ideologies.
Market economic system allows free interaction between economic players with
government intervention only to maintain a level playing field. Central planning system,
on the other hand, removes the interaction between demand and supply and replaces it with
government economic plans. The current education system was designed for the latter, i.e.
it was not designed for the market economic model. Nevertheless, that education system is
now expected to produce graduates meeting the needs of the new economic environment.
Consequently, this creates many challenges for the education system and the government.
The second hypothesis is an extension from the first one in that these deficiencies exist
because of the problems of the education system to adapt to a new economic environment.
The underlying characteristics of the socialist oriented market economic system is the
existence of government control of the economy through the formulation of five-year
economic plans and the significant presence of SOE. The problem faced by the education
system is to produce graduates that meet the needs of both the government and private
sectors. The current system has been in existence for many years the objective of which
was to prepare young people for a career in the government sector in the days when it was
the only sector in the economy and the sole source of employment. The situation has
changed with the adoption of a new system. That change has created a demand for the
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education system to produce graduates that can succeed in gaining employment in either
sectors.
The problem has two distinct but related parts. First, there is the issue with the existing
curriculum the objective of which is to prepare young people for a career in the government
sector. This situation needs to change to accommodate the needs of the private sector.
Second, the teaching of auditing is an issue. The concept of auditing is new to those who
are educated under the central planning system. Auditing as a professional service was not
required under the central planning system because there were no private property rights
requiring protection. Academics trained under the old economic system would have a
difficult time trying to reconcile the differences. Moreover, audit principles and
methodologies have advanced over the years in other parts of the world. Auditors of today
are required to take a more active approach to auditing to add value to the entities the
financial statements of whom they audit.
With regard to the first issue, updating the curriculum is a challenge for universities in
Vietnam. First, they would need direction from the government as to the objectives and
priorities of the education system for the current economic environment. Second, they
would need to work with international and local accounting bodies in developing new
curriculum meeting both international standards and government objectives. Third, they
would need to work with the business community to ensure that employers’ expectations
are met. Fourth, they need to be mindful that they are operating in a transitioning economy
where changes occur on a more frequent basis.
University teaching methods in accounting and auditing is the second issue. The emphasis
of universities in Vietnam is on the teacher rather than the students, i.e. it is still teacher
focused rather student focused. The changing emphasis on students has not been embraced
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by universities in Vietnam. The issue with the old approach is that the teacher’s
philosophical point of view could have the potential to affect students’ learning. The
teaching of the socialist oriented market economic system is a case in point. Since this type
of system combines two contrasting economic ideologies, the teaching of which requires
the educators to maintain an unbiased attitude toward one ideology or the other. This is a
delicate issue and must be treated with caution so as not to turn education into a neverending debate of different political viewpoints. From one end of the conundrum lies the
premise of an economic system where important decisions are made by the government for
the good of the people. On the other end is a system where market participants make
economic decisions with government intervention only to maintain the integrity of the
system and to protect the vulnerable. The contentious issue is that the education background
and personal philosophy of the educators determines which of the two contrasting
ideologies prevail. As this is the students’ first exposure to different economic concepts,
the view expressed by the educators has the potential to affect the students long after
graduation. It is possible to resolve this issue with a co-ordinated effort from the
government and education institutions to address the differences between the two economic
ideologies and to develop curriculum specific to the economic situation that exists in
Vietnam.
Whilst there are significant differences between the central planning and market economies,
both systems have positive aspects that can work together to help an economy develop.
Recent corporate collapses demonstrate that there is a real risk of market failure in the
absence of regulation. A central planning system can deliver the regulation required to
ensure a level playing field and to protect investors from unscrupulous corporations. A
market economic system would ensure free interaction between economic participants.
Asian economies in general and the Vietnamese economy in particular bear a resemblance
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to that of a market economic system due to cultural and social characteristics. Asian
economies for centuries have been characterised by small to medium size family
businesses. Large numbers of small businesses dominate even the developed economies in
Asia such as that of Japan and Singapore. Incorporating both elements of central planning
and market economies in the curriculum would provide students with the information
needed to prepare them for a successful career in auditing.
Education institutions are the providers of knowledge which students gain theoretical
understanding of the subject matter. Depending on the feedback received from major
economic players, these institutions adjust and update curriculum to ensure that students
graduating have the best and most relevant information from which to enter the
employment market. It is therefore of the utmost importance that education institutions
develop the ability to continuously make necessary adjustments to keep the curriculum up
to date and to provide students with an appropriate level of knowledge.

6.3 Findings and conclusions
6.3.1 Findings and conclusion in regard to the theoretical
framework
Institutional theory helps explain the situation in Vietnam. DiMaggio and Powell (1983)
contended that ‘the engine of rationalisation and bureaucratisation has moved from the
competitive marketplace to the state and the professions’. The Vietnamese economy is
under rigid state control. The Vietnamese accounting profession is also under state control.
In fact, the government asserts significant control over the economy in general and the
education system in particular. In the case of the education system, the government has
indicated that it plans to overhaul the education system to meet the needs of the society and
yet at the same time, wants to maintain tight control over the curriculum.
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Complexity theory explains the Vietnam phenomenon. The findings indicate that there are
deficiencies in audit practice in Vietnam that are over and above those commonly observed
in other countries. These deficiencies are the result of the unique history of Vietnam and
the characteristics of its economic model. In fact, the Vietnamese economy is an example
of the type of system that complexity theory suggests not as deterministic, predictable and
mechanistic but one that is process dependent, organic, and always evolving (Arthur, 1999).
One could argue that the decision by the Vietnamese government to replace the central
planning system with the socialist oriented market economy was due to the failure of the
former system to facilitate economic growth and bring about prosperity to the people.
However, it is worth noting that since the inception of the central planning system in North
Vietnam in 1954, the economy has been subject to an economic embargo by the United
States and the Vietnam War that lasted until 1975. In other words, the adopted system never
reached the point from which one could make a proper assessment as to its validity. The
extension of the embargo to cover the entire country after the end of the Vietnam War
meant that the central planning system would not be able to reach its full potential. The
subsequent wars with the Cambodian Khmer Rouge in 1978 and the Chinese a year later
did not help to change the fortune of the local economy. The introduction of the đổi mới
policy by the government turned the economy around. However, đổi mới came out of a
period of significant political change occurring in Eastern Europe and the Soviet Union,
both of whom had been major providers of economic assistance to Vietnam. Again, the
fortune of the Vietnamese economy could have been different had the political turmoils in
Eastern Bloc countries and the Soviet Union did not take place.
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6.3.2 Findings and conclusion in regard to the research
questions
The unique circumstances of the Vietnamese economy have had an impact on the education
system. The central planning economy emphasises government control of all aspects of
society including the system of education. Consequently, universities must seek
government approval for all matters such as changes to the curriculum and the role of the
education system in respect to the new economic environment. The role of the education
system since 1954 has been to prepare young people for a career with the government in
the days when government was the only source of employment. The economy has changed
course yet the education system remained substantially the same.
From an auditing perspective, the lack of progress in the education system adapting to the
new economic environment is having negative effects on graduates and their employment
prospects. It is a challenge for universities in a developing economy to adapt to constant
changes. It is even more challenging when that developing economy is also in the process
of transitioning from one model to another. Such is the situation of universities in Vietnam
and the survey results reflect this unique situation. The survey results confirm that there are
issues affecting audit practice in Vietnam and some of the causes are attributable to the
existing education system.
First, the objectives of statutory company audits. Over 87 per cent of the participants
believe meeting government requirements is the objective of a company audit. Meeting
government requirements should not be the objective unless it is also meeting the
requirements of an applicable financial reporting framework. The survey results show that
the perception has not changed even as the economy has evolved, i.e. complying with
government requirements is still the main priority. More importantly, they show that there
are works to be done by government in improving the financial reporting framework and
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the need for universities to overhaul existing accounting and auditing curriculum. A clear
and unambiguous set of financial reporting standards would provide a foundation for
financial information to be recorded and reported. Undertaking this task would increase
investors’ confidence in the financial system. Establishing a financial reporting framework
would necessitate the overhaul of the accounting and auditing curriculum providing
students with appropriate information on accounting and auditing standards. Importantly,
it would provide future accountants and auditors with relevant knowledge of the legal
requirements in relation to financial information disclosed by entities.
Second, over half of the participants express doubt about the deficiencies in audit practice.
This result is a concern as it shows auditors are unable to determine whether there are
deficiencies in practice. It is possible that the educational background of auditors has failed
to help in identifying potential deficiencies in audit practice. It is also a possibility that
auditors are reluctant to voice their concerns on deficiencies in audit practice for fear of
retribution. Auditors conduct an audit to obtain sufficient appropriate audit evidence to
form an opinion as to the reliability of the financial statements. This necessitates obtaining
sufficient appropriate evidence. Audit theory dictates that auditors must carry out additional
audit procedures until such time that sufficient evidence is obtained. From an education
perspective, this means the current accounting courses do not provide graduates with
sufficient knowledge from which to establish whether an audit is of an acceptable standard.
The lack of sufficient knowledge would have a negative effect on auditors’ career
advancement as it would make it more challenging to become competent auditors.
Third, more than 30 per cent of the participants believe that inadequate training contributes
to audit deficiencies. This result confirms the project’s hypothesis that the education of
auditors affects the quality of an audit. Audit education starts with undergraduate study and
continues throughout the auditors’ career. However, when undergraduate study fails to
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provide auditors with a reasonable knowledge base, it affects the auditors’ ability to take
on continuous professional development activities and ultimately, their chances of
successfully discharging their responsibilities. The failure of the Vietnamese education
system to provide auditors with a reasonable knowledge base is demonstrated in the survey
results where more than twenty-six per cent of participants believe that the accounting and
auditing standards are too complicated. One possible interpretation of the result is that the
current curriculum does not provide auditors with adequate knowledge to enable them to
comprehend the requirements of the standards. This is a serious issue because failure to
understand accounting and auditing standards negatively affects the performance of both
accountants and auditors. Financial accountants, for example, must have a good
understanding of accounting standards when preparing financial statements. Similarly,
auditors must have a thorough understanding of both accounting and auditing standards to
be able to audit financial statements. To be able to comprehend accounting and auditing
standards, one must first obtain a good understanding of accounting and auditing principles
and concepts. In short, the current accounting curriculum does not provide students with
sufficient knowledge.
Fourth, 54 per cent of participants indicate that more training could possibly rectify the
deficiencies in audit practice. Higher penalties for non-compliance is not considered to be
an appropriate course of action. The survey results show that Vietnamese auditors are in
desperate need of more training to fill the knowledge gaps brought about by a lack of
information in undergraduate studies and subsequent professional development activities.
It is worth noting that auditors need continuous professional development to maintain
expertise and competency. This applies even to auditors working in a well-established and
stable economic environment. In the case of Vietnam, the need for postgraduate education
is even more critical because the economy is in transition, the private sector is in its infancy,
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and the education system is out of date. In other words, the Vietnamese economy is
experiencing rapid change requiring auditors to regularly engage in professional
development activities not only to fill knowledge gaps but also to keep well-informed of
the latest developments both in terms of financial reporting regulations and accounting and
auditing standards. As previously mentioned, auditors must be able to determine whether
they have the relevant expertise and knowledge to conduct an audit. If auditors express
doubt as to the quality of the work undertaken this may mean a knowledge deficiency exists.

6.4 Possible actions by government and educational
institutions
6.4.1 Possible actions by government
The nature of the system of government in Vietnam requires that government direction and
approval is obtained for any change to the education system and the financial reporting
framework. At present, there is a need for government to decide on whether to have one
financial reporting framework for the entire economy, i.e. one system for both government
and private sectors. The advantage of a one system approach would be a significant
streamlining of the current financial reporting framework. The issue however is that it
would be a significant challenge for the government sector in terms of compliance due to
shortage of qualified accountants and auditors, national security issues and resources
required. In the near future, the government would also need to update and revise the
enforcement regime to ensure full compliance by all entities as a large number of incidents
of non-compliance would affect outcomes.

6.4.2 Possible actions by educational institutions
The first step universities in Vietnam can take is to set up a working group to develop an
accounting curriculum meeting the needs of employers, both locally and overseas. The next
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step would be to work with government to ensure the curriculum is in line with the
objectives the government has for the education system. After the new curriculum receives
an approval from the government, it can be implemented by universities across the country.
This process could take a significant amount of time from the development stage to final
implementation. As such, it may be necessary to implement the new curriculum on a stage
by stage basis. As an example, the curriculum can be divided into three or four sections
depending on the length of the accounting course. Implementation of new curriculum can
take place every time a section is developed and approved.

6.5 Contributions of the research
In this project empirical evidence has been provided regarding the challenges faced by
Vietnam in relation to having a competent audit profession in general and the education of
auditors in particular. In addition, the study demonstrates the challenges facing auditors
operating in developing economies that are in the transition process and where auditing, as
a profession, is under development.
Whilst there has been research conducted on accounting in Vietnam, there has been limited
research on auditing. This research project contributes to knowledge through the
identification of the deficiencies in audit practice in a socialist oriented market economic
setting. The deficiencies in audit practice in Vietnam are the result of the country’s unique
economic development. There have been many significant changes making it a challenge
for auditors. The implementation of đổi mới, the creation of the private sector, the arrival
of multinational corporations, the existence of a large government apparatus and SOE, the
inflows of foreign aid and foreign direct investments, the slow adaptation of educational
institutions to the new economic environment have all contributed to the environment
causing audit deficiencies.
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Also, this research project identifies the complexity of the Vietnamese economy with a
large public sector and sizeable SOE on one side; and the private sector comprising of large
multinational corporations at one end of the spectrum and a large number of small family
owned businesses on the other. Such an environment makes it a challenge for auditors as
the public sector has their own rules, regulations and restrictions that are incompatible with
those of the private sector. Auditing in such an environment requires auditors to possess
not just technical competency but also a high sense of ethical values and astute awareness
of cultural and political sensitivity.
The importance of ethics in audit education is another contribution of this research. The
Vietnamese culture where personal relationships are an important factor in business
dealings means that auditors face the real risk of their conduct, although being acceptable
in Vietnam, not being acceptable in other parts of the world. This has the potential to affect
the auditors’ ability to successfully discharge their responsibilities. Auditing in such an
environment requires auditors to strive to achieve a delicate balance between serving the
public interest and preserving national security. The incorporation of ethics into accounting
and auditing curriculum would help address this issue by preparing future auditors for
situations where their ethical values would be called upon to resolve ethical dilemma.
In addition, this research provides evidence on the importance of culture to the education
of auditors. In addition, it highlights the need to take culture into consideration when
implementing internationally developed accounting and auditing standards. Accounting
standards are designed to enhance the quality of financial information whilst culture
represents distinctive characteristics of the way of life of a society. Failure to take into
consideration cultural factors increases the risk of accounting standards not meeting the
needs of the society.

Audit education in a Socialist Oriented Market Economy – The Case of Vietnam

245

Chapter 6 Summary and conclusions

Moreover, this research contributes to knowledge through the identification and analysis of
the role of the education system in the education of auditors in a socialist oriented market
economic setting. The education of auditors in a hybrid economy, like the one adopted by
the Vietnamese government, presents different challenges as well as opportunities. This
research project on the education of auditors in Vietnam is unlike previous research
conducted in Russia and other Eastern European countries in one particular aspect, i.e. that
Vietnam has not abandoned its political ideology. This research also differs to that
conducted in the People Republic of China due to the distinctive historical development of
the Vietnamese economy. The economic development in Vietnam is unique having been
affected to a significant degree by the Chinese, the French, the Russians, and the
Americans. The implementation of the socialist oriented market system in 1986 signified
another major change to the Vietnamese economy setting it apart. This peculiarity creates
many challenges for the Vietnamese education system in general and audit education in
particular.
More importantly, this research project shows the critical role of the education system in
preparing graduates for an auditing career. Auditors stand to benefit where the education
system succeeds in providing up-to-date and relevant knowledge. In contrast, professional
careers are negatively affected when the system fails.
Specifically, the challenges identified in this project include the need for an overhaul of
existing curriculum in the short term, development of new accounting and auditing courses
at both undergraduate and postgraduate levels in the long term, and closer cooperation
between educational institutions, government agencies, local and international accounting
professions and business community. The existing curriculum is based on accounting for
central planning economic model. Auditing does not form part of the curriculum, because
it was not previously required in Vietnam. Whilst the curriculum has been updated over the
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years, it is still far from meeting international standards and does not comprehensively
address the issues that have arisen by the adoption of the socialist oriented market economic
system.
In a longer term, there is a need to develop new accounting and auditing courses, ones that
cater for the new economic reality. The challenge, however, is that the new courses have to
meet the current needs of the economy whilst being flexible enough to accommodate the
future. This is because the Vietnamese economy is still developing and in the transitional
phase. It is not known whether the current economic system will become permanent or will
evolve further with time.
The close cooperation of various stakeholders is critical for the education system now and
into the future. An education system that fails to meet the needs of the society will become
irrelevant and obsolete. To be relevant, the system needs input from stakeholders. This is
particularly the case regarding the situation in Vietnam as its economy is developing and
the transition process is continuing.
Likewise, the project shows how institutional theory can be used to explain the Vietnamese
phenomenon. DiMaggio and Powell (1983, P. 147) stipulated that ‘the engine of
rationalisation and bureaucratisation has moved from the competitive marketplace to the
state and the profession’. What is currently happening in Vietnam serves as a real life
demonstration of that theory. The Vietnamese economy is in transition and elements of
market economic model are being introduced. However, it is not the competitive market
place that initiated the change. Rather, it is the state, i.e. the Vietnamese government made
the change as a means to reverse the fortune of the economy. Equally, the formation of the
audit profession did not come from the interaction between supply and demand but as an
integral part of the market economic model. In other words, the re-formation of the private
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sector following the implementation of đổi mới and the creation of the stock market
necessitate the need for an audit profession to protect investors’ interests.
Last but not least, the Vietnamese economy is a unique example of a complex system that
is not deterministic, predictable and mechanistic but rather one that is process dependent,
organic, and always evolving. The economic transition that is currently happening in
Vietnam is neither deterministic nor predictable. An economic model that incorporates
elements of central planning and market system is not common and certainly not
predictable. No one would have predicted the economic downturn following the end of the
Vietnam War in 1975. On the same token, no one would have predicted which economic
system Vietnam would adopted when đổi mới was introduced in 1986. The socialist
oriented market system that is now in place is process dependent, organic and always
evolving. Whether the Vietnamese economic system will remain in its current form in the
near future remains unclear. What is clear is that the economy will continue to evolve as a
result of its economic development and transition.
In summary, in Vietnam there are deficiencies in audit practices over and above those
commonly observed in other countries. These deficiencies are the result of the unique
history of Vietnam, the current stage of economic development and the education system
for auditors. From an auditing perspective, the slow adaptation of the education system to
the new economic environment is having negative impacts on accounting graduates and
their employment prospects.

6.6 Study implications
There is a need for countries whose economy is either developing or transitioning from one
economic model to another to emphasise the building of an education system that is capable
of producing graduates with the right knowledge and skill. This is particularly relevant to
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countries such as Vietnam due to the type of economic system chosen. The education
system of Vietnam is facing an important challenge as it tries to maintain its relevance in
an economy that is continuing to evolve.
The education institutions in Vietnam have a difficult task of striving to be the providers of
high quality courses meeting the needs of government and business community. They need
to consider the future when developing and updating the curriculum to maintain their
relevance to the economy that is in transition and developing. The existing curriculum has
been around for a number of years long before the concept of a socialist oriented marked
economy was first conceived and ad hoc updates over the years have been insufficient. It
needs a major overhaul to incorporate the new political reality, one that requires audit
education.
The results of this study provide evidence to support a major overhaul of the education
system in the short term and the development of new accounting and auditing courses in
the long term. In addition, they can assist educational institutions in updating and
developing new accounting and auditing curriculum. More often than not, studies such as
this serve as a catapult for change. As Vietnam is progressing towards regional and
international economic integration, there is an urgent need for educational institutions to
offer courses that better prepare graduates for a more competitive job market.
In summary, there is a need for an overhaul of the current education system in Vietnam and
for universities to develop an accounting and auditing curriculum that meets the needs of
employers while complying with government’s education objectives and international
standards of auditing and accounting.
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6.7 Limitations
The findings from this project came from the survey of key players in auditing, namely
academics, accountants and auditors. Whilst the number of participants that participated
was sufficient for identifying the deficiencies in current audit practice, a larger and more
comprehensive survey would provide information that is more useful. As such, there is
scope for more research to explore further the causes of current deficiencies and to provide
auditors with the knowledge to take Vietnam into the next stage of economic development.

6.8 Further research
Further research should focus on the existing curriculum that is currently taught at
education institutions. More effort from the government and its related authorities is needed
to assist education institutions in achieving the new economic objectives of the government
that is to provide an economy with skilled and knowledgeable auditing graduates that can
help realise Vietnam’s aspirations of economic prosperity.
The nature of the Vietnamese economy is that the government would need to take the
initiative in overhauling the education system. But the initiative needs to be taken with the
participation and co-operation of all sectors of the economy to achieve best result. More
importantly, there is a need for an investigation into the differences in financial reporting
requirements of the government and private sector and between international and local
standards. Accounting graduates would benefit most in an environment where differences
in financial reporting are kept to minimum and where compliance with local accounting
and auditing standards also means compliance with international equivalents.

Audit education in a Socialist Oriented Market Economy – The Case of Vietnam

250

Appendices

Appendix 1: Covering letter for the survey
questionnaire

Dear Sir/Madam,

I am working towards a Doctor of Philosophy degree through Federation Business School at Federation
University Australia. The research project being undertaken seeks to obtain an understanding of the
challenges in the education of auditors in Vietnam. To that end, I would like your assistance by completing
the attached questionnaire.

Whilst your contribution in completing the questionnaire is valued, your participation is strictly voluntary.
The results will be used only in an aggregated form and therefore your anonymity and the confidentiality of
your responses are assured. The completed questionnaires will be securely stored and available only to me
and my supervisors. For administrative purposes the questionnaires have been coded. Access to the codes is
restricted to me.
The results will be contained in the thesis which will be available at Federation University’s Library. It is also
hoped that aspects of the results will be published in various professional and academic journals.

Your contribution, through the completion of the attached survey questionnaire, will contribute to a better
understanding of the challenges facing the auditors and I look forward to receiving your completed
questionnaire as soon as possible. Should you have any queries regarding the project or questionnaire please
feel free to contact me on +61 9919 4526 or my Principal Supervisor, Dr Jeffrey Faux, on +61 5327 9765.
Your reply can be returned in the prepaid envelope supplied.

Thank you in anticipation of your co-operation.

Yours faithfully,

K. T. Dang

J. G. Faux
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Appendix 2: Survey questionnaire – English
version

SURVEY QUESTIONNAIRE
There are general and specific questions for you depending on whether you are
an Auditor, Accountant or Educator. In addition, there are eight vignettes.
Completion time should be in the order of 15 – 20 minutes. Please answer the
questions by ticking the appropriate box where applicable or write on the dotted
lines.
SECTION A: SOME INFORMATION ABOUT YOU (tick the appropriate
box)
1. What is your gender?
Male
Female
2. Which of the following age groups do you belong to?
20 – 35
36 – 50
51+
3. What is your highest level of education?
High school
Bachelor’s degree
Master’s degree
Doctorate
Other

4. If you have obtained a Bachelor’s degree or a higher degree, from
where did you receive your highest qualification?
Local institution
Overseas institution
Local branch of an overseas
institution
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5. If you have obtained a Bachelor’s degree and/or a higher degree, what
was (were) your major area(s) of study?
Accounting
Banking and Finance
Law
Others

6. Are you a member of a professional accountancy body?
Yes
No (Go to question 8)

7. Which professional accountancy body do you belong to?

Vietnam Association of Certified Public Accountants
The Society of Certified Practising Accountants (Australia) (CPA)
The Institute of Chartered Accountants (Australia and New Zealand) (CAANZ)
American Institute of Certified Public Accountants (CPA)
The Institute of Chartered Accountants of England and Wales (ICAEW)
Other

8. How well do you believe your education has prepared you for your
career?
Well
Not sure
Not well

9. What do you think are the most important aspects of your education
that have assisted you with your career?
………………………………………………………………………………………………
………………………………………………………………………………………………
………………………………………………………………………………………………
……………………………………………………………………………………

10. Some professions require their members to participate in regular
professional development activities. How often do you participate in
such events?
Never
More than 1 event but less than 3 per year
More than 3 events per year
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SECTION B: SOME QUESTIONS ABOUT YOU AS AN AUDITOR
IF YOU ARE AN ACCOUNTANT, PLEASE GO TO QUESTION 20
IF YOU ARE AN EDUCATOR, PLEASE GO TO QUESTION 27

Please answer the questions by ticking the appropriate box where
applicable or write on the dotted lines.
11. In which city is your firm located?
………………………………………………………………………………………………
…………………………………………………………………………………………

12.How many staff are employed at your firm?
20 staff or less
21 to 50 staff
51 to 100 staff
More than 100 staff

13.What is the ownership structure of the firm you work for?
State-owned firm
Local privately owned firm
Foreign privately owned firm
Foreign-local joint venture firm

14. Does your firm have in place a system of quality control as required
by the International Standard on Quality Control 1 issued by the
International Auditing and Assurance Standards Board?
Yes
Not sure
No

15.What do you see as the objectives of a statutory company audit in
Vietnam?
To meet government requirements
For tax purposes
To meet foreign requirements
To meet the needs of stakeholders
To meet the requirements of other lenders
Other, please specify below
………………………………………………………………………………………………
………………………………………………………………………………………………
………………………………………………………………………………………………
……………………………………………………………………………………
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16.Do you believe the objectives of a statutory company audit in
Vietnam are currently being met?
Yes, they are met in nearly all cases
Sometimes; that is, they are met in around half of all cases
No, they are met in very few cases
Do not know

17.Do you think there are currently significant deficiencies in statutory
company audit practice in Vietnam?
No, there are no significant deficiencies
Not sure
Yes, there are significant deficiencies. Please describe in the space below
………………………………………………………………………………………………
………………………………………………………………………………………………
………………………………………………………………………………………………
……………………………………………………………………………………

18. If you believe there are significant deficiencies in current statutory
audit practice, why do you think they exist?
Auditors and accountants are not adequately trained
Accounting and/or auditing standards are too
complicated
An effective enforcement regime is lacking
Other. (Please describe in the space below)
………………………………………………………………………………………………
………………………………………………………………………………………………
………………………………………………………………………………………………
……………………………………………………………………………………

19. If you believe there are significant deficiencies in current statutory
audit practice, what action(s) would you recommend to rectify the
situation?
More training for auditors and accountants
Higher penalties for non-compliance
Other. (Please describe in the space below)
………………………………………………………………………………………………
………………………………………………………………………………………………
………………………………………………………………………………………………
……………………………………………………………………………………
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SECTION C: SOME QUESTIONS ABOUT YOU AS AN
ACCOUNTANT
IF YOU ARE AN EDUCATOR, PLEASE GO TO QUESTION 27
Please answer the questions by ticking the appropriate box where
applicable or write on the dotted lines.
20. With 1 being of most significance and 8 being of least significance,
please rank the following factors affecting current accounting
practice in Vietnam.
Fiscal policy and tax collection
Need to attract foreign capital investment
Vietnam Association of Certified Public Accountants
Managers of enterprises
Requirements of shareholders
Requirements of creditors
Government’s requirements
Others. (Please specify in the space below)
………………………………………………………………………………………………
………………………………………………………………………………………………
………………………………………………………………………………………………
……………………………………………………………………………………

21. In your opinion, what are the most significant impacts of accounting
standards on organisations in Vietnam?
Improving the quality of financial reporting
Enhancing comparability of financial information between organisations
Other. (Please describe in the space below)
………………………………………………………………………………………………
………………………………………………………………………………………………
………………………………………………………………………………………………
……………………………………………………………………………………

22. What do you think are the major differences between International
Financial Reporting Standards (IFRS) and Vietnamese Generally
Accepted Accounting Principles (GAAP)?
IFRS are designed for developed economies
Local business customs and practices are ignored in IFRS
Other. (Please describe in the space below)
………………………………………………………………………………………………
………………………………………………………………………………………………
………………………………………………………………………………………………
……………………………………………………………………………………
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23. Do you think the existing Vietnamese accounting standards are
appropriate to the present economic situation of Vietnam?
Yes, they are
Not sure
No, they are not

24. Do you believe the current Vietnamese accounting standards meet
the needs of financial report users in Vietnam?
Yes, needs are met in nearly all cases
Sometimes; that is, needs are met in around half of all cases
No, needs are met in very few cases
Do not know

25. If you believe that the current Vietnamese accounting standards fail
to meet the needs of financial report users, what do you think are the
causes?
The current accounting standards are inadequate or unsuitable
Lack of training for accountants
Inadequate penalties for non-compliance
Financial information is too complicated for the average report user
Other. (Please describe in the space below)
………………………………………………………………………………………………
………………………………………………………………………………………………
………………………………………………………………………………………………
……………………………………………………………………………………

26. If you believe that the current Vietnamese accounting standards fail
to meet the needs of financial report users, which action would you
recommend to rectify the situation?
The development of a better and more suitable set of accounting
standards
More training for accountants
Higher penalties for non-compliance
Financial reports being simplified to better meet the needs of report users
Other. (Please describe in the space below)
………………………………………………………………………………………………
………………………………………………………………………………………………
………………………………………………………………………………………………
……………………………………………………………………………………
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SECTION D: SOME QUESTIONS ABOUT YOU AS AN EDUCATOR
Please answer the questions by ticking the appropriate box where
applicable or write on the dotted lines.
27. With 1 being of most significance and 6 being of least significance,
please rank the following objectives of the current education system
in Vietnam.
Keeping young people from the street
Preparing young people for a career in government organisations
Preparing young people for a career in the private sector
Reducing illiteracy within the population
Meeting the government’s education quotas
Other. Please specify below
………………………………………………………………………………………………
………………………………………………………………………………………………
………………………………………………………………………………………………
……………………………………………………………………………………

28. Do you believe the above objectives are being met?
Yes
Not sure
No

29. If you believe that the objectives are not being met, then why do you
think they are not?
The current education system is out of date
Different requirements given the nature of the economy
Other. Please describe
………………………………………………………………………………………………
………………………………………………………………………………………………
………………………………………………………………………………………………
……………………………………………………………………………………
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30. In your opinion, what action should be taken by the government to
improve the education system?
More funding for universities
Overhaul of university courses
Other. (Please describe in the space below)
………………………………………………………………………………………………
………………………………………………………………………………………………
………………………………………………………………………………………………
……………………………………………………………………………………

31.In your opinion, what action should be taken by universities to
improve the education system?
More consultation with stakeholders (employers, government, profession,
etc.)
Ask for assistance from the World Bank, IMF or other foreign organisations
Other. (Please describe in the space below)
………………………………………………………………………………………………
………………………………………………………………………………………………
………………………………………………………………………………………………
……………………………………………………………………………………

32.The International Federation of Accountants (IFAC) has a policy on
education standards for accounting courses. Do you know whether
the course you are involved in delivering meets that standard?
Yes, the course offered by my university meets that standard
Not sure
No, the course offered by my university does not meet that standard

33. Vietnamese Accounting Standards (VAS) are the current
accounting standards in use. Do you know whether they are
equivalent to International Financial Reporting Standards (IFRS)?
Yes, they are
Not sure
No, they are not

34. Does the teaching of International Financial Reporting Standards
(IFRS) form part of the curriculum at your university?
Yes, it does
Not sure
No, it does not
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SECTION D: CASE STUDIES FOR ALL PARTICIPANTS
The following situations describe some aspects of business practice. Please
evaluate each scenario and provide a response by placing an “X” in the box
that best describes your feelings regarding each vignette.
Vignette #1: Kim is the auditor for D-shop, a government owned company. During the
audit, D-shop’s management requested that she also assess the internal control over the
payroll function and report to them on any deficiencies. This request was not part of the
terms of engagement as stipulated in the Engagement Letter. Do you perceive any problems
with the auditor undertaking the assessment requested by management?
Yes, I do
I am not sure
No, I do not
Vignette #2: Kim is the auditor of E-shop. Kim is about to finalise the audit and has advised
management that she intends to issue an unqualified audit opinion. Her opinion was based
on a few meetings she had with the Chief Executive Officer in a nearby restaurant. The
amount of audit evidence she obtained from the substantive work was considered minimal
and would not have been sufficient to form the opinion. Do you perceive any problems with
the way the audit was conducted and the subsequent issuance of the audit opinion?
Yes, I do
I am not sure
No, I do not
Vignette #3: Kim is a senior auditor with a local accounting firm. In an effort to reduce the
operating expenses, the firm has replaced experienced full-time auditing staff with casual
employees. The casual auditors hired by the firm do not possess the same level of
qualification and experience in auditing as the full-time staff they are replacing. Do you
perceive any problems with the cost reduction method used by the firm?
Yes, I do
I am not sure
No, I do not
Vignette #4: Kim is the auditor for I-shop, a government owned company. I-shop’s
financial statements for 2015 did not comply with the financial reporting framework for
companies. However, management’s response was that the financial statements met the
government’s reporting requirements. Within the context of Vietnam, do you think the
auditor would accept the management’s response?
Yes, the auditor would
Not sure
No, the auditor would
not
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Vignette #5: Kim has had several meetings with the Chief Executive Officer (CEO) of a
large company that is a potential client. The CEO asks Kim to arrange for his son to work
as an accountant with Kim’s firm. The son has recently completed a certificate of
accounting study, a course that typically takes one year to complete. Within the context of
Vietnam, do you think the auditor would recommend making the CEO’s son a job offer?
Yes, the auditor would
Not sure
No, the auditor would not
Vignette #6: Kim is the auditor of G-shop. In the current year’s audit, G-shop discloses an
investment account balance of US$140 million which includes a large number of foreign
derivatives. Kim does not have the expertise to audit the derivatives and does not want the
firm to find out about her lack of knowledge. Within the context of Vietnam, do you think
the auditor would accept the investment account balance as true and fair without taking
further action?
Yes, the auditor would
Not sure
No, the auditor would not
Vignette #7: Kim is the newly elected President of the local accounting association. The
association has a relatively small membership due to its strict policy requiring a university
qualification in accounting and completion of a Professional Program prior to admission.
Kim plans to increase membership numbers by removing both requirements. Do you
perceive that the auditor’s proposed plan would meet the minimum professional standard
required by the International Federation of Accountants?
Yes, I do
I am not sure
No, I do not
Vignette #8: Kim is an auditor working for a local accounting firm. This year, Kim’s
requests to attend two professional development seminars had been rejected by the firm on
the ground that business is doing well and she is needed. Nevertheless, Kim’s Manager
offered to certify in writing that Kim had completed the required professional development
for the year. Within the context of Vietnam, do you think Kim would accept her manager’s
offer?
Yes, she would
Not sure
No, she would
not
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Appendix 3: Survey questionnaire – Vietnamese
version
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