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ACCOUNTING, CORPORATE GOVERNANCE & BUSINESS ETHICS | 
RESEARCH ARTICLE

The role of supervisory mechanisms in improving 
financial reporting quality by Vietnam public 
non-business unit
Quoc Thuan Pham1,2*, Thi Hanh Dung Truong1,2, Xuan Thuy Ho1,2 and Quoc Thinh Nguyen3

Abstract:  Based primarily on agency theory, this study aims to examine the role of 
internal and external supervisory mechanisms in improving financial reporting 
quality by public non-business units in Vietnam. Quantitative research with a survey 
method was carried out on a sample of 362 public non-business units in Ha Noi, Da 
Nang, and Ho Chi Minh City, Vietnam. The data collection period spread from March 
to May 2021. The research hypotheses were tested by PLS-SEM. The research results 
show that all three factors independent audit, internal control effectiveness, and 
financial inspection frequency had positive impacts on the financial reporting 
quality; internal control effectiveness has a mediating role in the relationship 
between independent audit, financial inspection frequency, and financial reporting 
quality. This study is the first to examine the chain from independent audit, financial 
inspection frequency, internal control effectiveness, and financial reporting quality 
in the context of public non-business units in an emerging economy. Furthermore, 
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the study is the basis for setting policies and regulations to improve financial 
reporting quality in public non-business units.

Subjects: Political Economy; Finance; Business, Management and Accounting 

Keywords: financial reporting quality; supervisory mechanisms; public non-business units; 
internal control effectiveness; Independent audit; financial inspection frequency

1. Introduction
The public sector plays an important role in every economy (Tran et al., 2021). Some experts and 
researchers highlight the creative and community-serving roles of public institutions, such as the 
public sector plays an active and stimulating role in the development and innovation of new 
industries and infrastructure (Burgmeijer, 2005); promotes knowledge sharing for the public inter
est (Chen & Hsieh, 2015). To most countries, public non-business units (PNUs) are seen as the main 
category that constitutes a system of public sector entities. PNUs are established and operate 
mainly on the state budget to perform the task of providing essential public services directly 
related to daily public life. Therefore, improving the quality and operational performance of PNUs 
is essential to maintain a key role in the transitional economy and ensure political-social stability. 
Many previous studies have demonstrated the essential role of the quality of financial information 
in decision-making and increasing operational performance. Financial reporting (FR) with high 
quality provides a transparent format to support the government’s public accountability in mana
ging public resources (Steccolini, 2004); helps managers have more useful sources for their 
decision making to improve the performance of public entities (Tran et al., 2021); contributes to 
reducing corruption and increasing the operational performance of public organizations 
(Cuadrado-Ballesteros et al., 2019).

As can be seen, FRQ has always been a topic of interest to organizations in both the private and 
public sectors. However, the necessary question is what mechanisms and policies should be 
implemented to increase FRQ in public entities? Based on agency theory, previous private-sector 
studies have explained the role of internal and external supervisory mechanisms in ensuring FRQ. 
Krambia-Kapardis et al. (2016), Pham et al. (2021) argue that in the context of asymmetric 
information, the exploitation of accounting tools for self-interested behaviors on the leaders’ 
sides will be limited by the implementation of internal monitoring mechanisms of the enterprise. 
From these, the authors have argued the relationship between internal control and FRQ. Djama 
(2010); Pham et al. (2021) believe that the interests conflict resolution of stakeholders within the 
enterprise has led to the establishment of an internal and external control system as a mechanism 
to frame the actions of managers and minimize the costs arising from these conflicts. Based on 
this theoretical background, the above researchers have confirmed the role of independent audit 
(INA) and government agencies for FRQ. The relationship between supervisory mechanism and 
FRQ is also explained by institutional theory and contingency theory. Meyer and Rowan (1977) 
argue that institution is a major determinant of an organization. Under external and internal 
pressure, the organization is forced to adhere to a set of expectations for achieving legitimacy 
so that the organization can survive in the long run. Applying this theory, Yến (2021) argues that 
under the pressure of financial autonomy, public entities will have to make many changes to 
adapt, including improving FRQ. Therefore, organizations such as external audit companies and 
state agencies play their roles in forming a supervisory mechanism to help the entity increase FRQ. 
Thuan (2022) on the basis of reviewing previous studies has concluded that contingency theory is 
widely applied to argue the role of contextual factors in the performance of entities. The author 
uses this theory to argue the relationship between factors in the internal and external environment 
(ICE, INA) and FRQ. Unlike research in the private sector, studies on the role of supervisory 
mechanisms for FRQ in public institutions are still very limited. Specifically, almost no studies 
have researched the role of INA in improving FRQ. This is explained as state agencies are the main 
users of accounting information of public institutions. Therefore, the need for financial statement 
audits by independent auditors for these organizations is almost very low. However, with the 
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current financial autonomy mechanism implemented by many countries, PNUs have full rights in 
borrowing and mobilizing capital to ensure their operational efficiency. The question is then: do 
PNUs need an independent audit to help increase the FR reliability and quality?

Stemming from the above, we conclude that although FRQ plays an important role in opera
tional efficiency and decision-making in public organizations, research on FRQ, especially on the 
FRQ increasing mechanism, is still very limited, not commensurate with its role in the economy and 
society. Besides, according to the World Bank 2017 report, a fraud survey conducted globally in 
2016 by the Association of Certified Fraud Examiners found that government and the public sector 
are the represented second-largest areas after the banking and financial services industry. These 
frauds are broadly related to accounting frauds, including accounting or reporting manipulations. 
This has posed the need to learn more about the nature of FRQ in these units with a specific 
theoretical background.

This study applies agency theory, institutional theory, and contingency theory to develop the 
research model, specifically, explores the impact of internal and external monitoring mechanisms 
on ensuring FRQ in public entities. This study tests the direct effect of INA, FIF (financial inspection 
frequency), and ICE on FRQ and the indirect impact of INA and FIF on FRQ through ICE. The 
subjects of this study are PNUs, a common type of public organization that is strongly influenced 
by the innovation of financial mechanisms and accounting policy.

To our best knowledge, this research is the first to examine the chain from INA, FIF, ICE, and 
FRQ. It contributes to existing research on the FRQ in several aspects. Firstly, this study determines 
how to measure FRQ for public sector entities on the basis of full reference of components and 
qualitative characteristics identified by IPSASB 2013. Secondly, this study clarifies the role of INA 
and state inspection in improving ICE; provides empirical evidence on the influence of INA, state 
inspection, and ICE on FRQ in the public sector. Thirdly, this study explains the mediating role of 
ICE in the relationship between the INA, FIF, and FRQ. Furthermore, the study also explores 
improving ICE, enhancing state inspection, and performing audits of financial statements by INA 
as mechanisms for improving FRQ of the public sector in an emerging country like Vietnam; an 
effective internal control system will contribute to increasing the impact of INA and FIF on FRQ.

2. Literature review, theoretical framework and hypothesis

2.1. Institutional background
Public non-business units are organizations providing public services, serving state management in 
fields such as education, training, health care, scientific research, culture, physical training, and 
sports . . . With its role and importance, the quality and performance of PNUs have always been 
prime concerns of the government. In countries of emerging economies like Vietnam, the reform of 
financial mechanisms and accounting policy in public entities is impressively taking place and is 
considered the main solution to improve the quality and operational efficiency of the PNUs. In 
Vietnam, the Government Decree No. 16/2015/ND-CP stipulating the autonomy mechanism of PNUs 
is considered a breakthrough in the comprehensive reform roadmap of restructuring PNUs, aiming to 
increase PNUs’ autonomy and self-responsibility. This mechanism requires the entity to focus 
frequently on operational efficiency, considers it as one of the vital conditions of the entity, and 
subsequently emphasizes the role of accounting information. Financial statements in PNUs must be 
aimed at serving the accountability of the units and making decisions for users such as citizens, 
donors, and creditors. With the diversity of users of financial reporting information when implement
ing financial autonomy, questions for PNUs are whether information users have complete confidence 
in FR audited only by the state agencies or not? And, is INA necessary for FRQ enhancement of PNUs?

The role of internal control over FR is drawing strong attention from legislators and regulators 
following a series of financial scandals such as Enron and WorldCom. Most recent legislation 
emphasizes the link between ICE and the risk reduction of FR information. (Section 404 the 
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Sarbanes—Oxley of the United States; Directive 2006/46 /EC in Europe . . .). In Viet Nam, Vietnam 
Accounting Law 2015 also requires accounting units to establish and operate an effective internal 
control system to ensure that the entity’s assets are safe, and not used for improper or ineffective 
purposes; transactions are approved with proper authority and are fully recorded as the basis for 
the preparation and presentation of true and fair financial statements. The current situation shows 
that the implementation of the above requirements is still difficult due to many reasons: inade
quate attention from the unit leaders to the role of internal control; inappropriate number of 
personnel in the internal audit department comparing with the scale of operation; non- 
comprehensive content of the inspection leads to violations have not been prevented in time. In 
addition, the State has not yet issued specific regulations for the inspection, supervision and 
assessment of the compliance level of the units about assuring ICE. On that basis, we believe 
that studying the relationship between ICE and FRQ in PNUs is really necessary for state agencies 
to perfect the regulations on inspection and supervision of the implementation of internal control 
at PNUs; and for leaders at PNUs to ensure ICE rightfully in order to increase the entity’s opera
tional efficiency at the same time.

Thus, along with the traditional role of state agencies, the above regulations have formed an 
important institutional foundation for us to propose a mechanism to inspect and supervise FRQ 
from state agencies, INA, and IC for this study.

2.2. FRQ
According to IASB (2010), information quality is interpreted as the characteristics that make the 
information presented on the financial statements useful to the users of the information, including 
two fundamental attributes (relevant, faithful representation) and enhancing attributes (compar
able, verifiability, timely, understandable). For the public sector, in 2006, the IASB issued IPSAS1 
and outlined four key quality attributes of financial statements including understandability, rele
vance, reliability, and comparability. In 2013, IPSASB released The Conceptual Framework for 
General Purpose Financial Reporting by Public Sector Entities, which outlined six qualitative char
acteristics including relevance, faithful representation, understandability, timeliness, comparabil
ity, and verifiability (IPSASB, 2013).

For studies in the field of accounting, the qualitative characteristics of IASB and IPSAS are 
considered as the main foundation for measuring FRQ. Bellanca and Vandernoot (2014) in 
a study investigating the use of IPSAS by countries in the European Union found that the use of 
IPSAS will help increase transparency, clarity, and comparability of FR in the public sector of Europe 
and around the world. Based on IPSAS1 and Government Accounting Standards, the FRQ scale of 
Suwanda (2015) has been built, including 4 components: relevance, reliability, understandability, 
and comparability. Tran 2021 bases on IPSASB 2013, measures FRQ in public organizations with 14 
items. In a study aimed at measuring FRQ in enterprises in Vietnam, Pham et al. (2021) measure 
FRQ in enterprises in Vietnam. Based on the point of view of IASB 2010, the FRQ scale of Pham 
et al. (2021) is a third-order construct with three second-order dimensions: relevance, faithful 
representation, and enhancing qualitative characteristics.

Thus, in terms of content, the qualitative characteristics of FR applicable to businesses (accord
ing to IASB, 2010) and public sector entities (according to IPSASB, 2013) all include the following 
components: relevance, faithful representation, understandability, timeliness, comparability, and 
verifiability. However, in essence, there is a significant difference between IASB 2010 and IPSASB 
2013. Specifically, IASB 2010 divides qualitative characteristics into three components: relevance, 
faithful representation, and enhancing qualitative characteristics (understandability, timeliness, 
comparability verifiability). Although there is no difference in the content of qualitative character
istics between IASB 2010 and IPSASB 2013, the measurement of FRQ between research targeting 
public sector entities and enterprises still has differences. For studies targeting enterprises, the FRQ 
attributes are considered quite adequate according to the guidelines of the 2010 IASB. Meanwhile, 
studies targeting public sector entities often measure FRQ on the reference of IPSAS1 and have not 
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been updated according to the provisions of IPSASB 2013. Limitations of previous research on FRQ 
measurement in PNUs could be explained that the qualitative characteristics of IPSAS1 are much 
simpler than the qualitative characteristics of IPSASB 2013. Besides, the studies of FRQ measure
ment in public sector entities have just been paid attention to recently.

In summary, this study aims to measure FRQ based on full reference to the attributes of IPSASB 
2013.

2.3. ICE and FRQ
Stemming from financial scandals that are increasingly common in the world, the role of internal 
control in the FRQ is increasingly emphasized. The 2015 Vietnamese Accounting Law requires 
accounting firms to establish an internal control system for their divisions as a basis for the 
preparation and presentation of true and fair financial statements. In the context of the public 
sector, researches on the relationship between internal control and FRQ have drawn interest from 
many scientists. Several empirical studies have shown that internal control is fundamental to the 
usefulness of financial information for decision-making. Hevesi (2005) concludes that one of the 
reasons for the unreliability of FR originates from the internal control system in the organization. 
Yamamoto (2008) analyzes the factors determining the relationship between the use and useful
ness of financial information for the decision-making process of politicians in Japanese central and 
local governments. This research has noted the importance of internal control for the usefulness of 
financial information in their decisions. Afiah and Azwari (2015) conclude that strengthening 
supervision of the internal control system becomes one of the main solutions for increasing FRQ. 
Kewo and Afiah (2017) analyze the influence of internal control and internal audit systems on the 
FRQ of public sector entities in Indonesia. Research results show that establishing effective internal 
control and an internal audit system will lead to a positive impact on FRQ. Nogueira and Jorge 
(2017) specifically emphasize the need to develop or improve internal control procedures to ensure 
financial information reliability, thereby increasing the usefulness of decision-making financial 
information. The primary objective of internal control in the public sector is to ensure the con
formity of financial statements with standards and regulations, hence enhancing management’s 
accountability and transparency in the use of public resources. Gamayuni (2018) aims to under
stand the impact of ICE on FRQ of public sector entities in districts, provinces, and cities in the 
Lampung region, Indonesia. The study result provides empirical evidence that ICE has 
a statistically significant positive effect on FRQ.

The impact of ICE on the FRQ is still controversial. Research by Simon et al. (2016) finds that 
there is no evidence at a statistically significant level to show the impact of internal control on FRQ. 
This is explained by the fact that although the internal control system is operated by many firms, it 
is not fully monitored and enforced, so it cannot play its role in the FRQ. Ogneva et al. (2007) did 
not confirm a decrease in information quality in entities with deficiencies in the effectiveness of 
internal control. Stemming from the relationship between internal control and FRQ based on the 
agency and contingency theory; the disagreement about the relationship between these two 
factors from previous studies, this study hypothesizes as follows: 

H1: ICE has a positive effect on FRQ.

2.4. Audit and FRQ
As we know, it is imperative to comply with the basic provisions of the law on accounting, taxation, 
labor, etc. to ensure that the operation of an organization is not violating the law. In addition, 
depending on each business field and specific form of capital contributions the entity will be 
regulated by one or more other laws, which the law on auditing is also closely related to the 
operation of accounting and tax departments of organizations. In Vietnam, although the Law on 
independent auditing 2011 does not stipulate that PNUs are required to audit financial statements 
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by independent auditors, the need comes from the diversity of both internal and external stake
holders for the publicity and transparency of financial information. Thus, more and more PNUs 
conduct audits of financial statements by independent auditors.

Stemming from the important role of audit, studying the impact of audit on FRQ has drawn the 
attention of many researchers. As Alijarde (1997) concludes, the users of information appreciate 
the role and importance of auditing in the effectiveness of financial statements. López Hernández 
and Caba Pérez (2004) stated that limitations related to the usefulness of financial information 
stem from many factors, including the lack of adequate audits. Kewo and Afiah (2017) analyze the 
influence of internal control and internal audit systems on the FRQ of public sector entities in 
Indonesia. The results indicated that establishing an effective internal audit has a positive impact 
on FRQ. Recently, the research results of Abdulai et al. (2021) find that internal audit is effective in 
detecting and preventing financial errors and frauds, thereby contributing to the increase of FRQ.

The review of the above studies shows that audit plays an important role in ensuring and 
maintaining FRQ in public sector entities. Different from the researches that focus on enterprises, 
where the role of independent auditors for FRQ has been confirmed, the researches aim at public 
sector entities and mainly consider the role of internal audit. The government’s policy towards 
renovating the operational and financial mechanism of PNUs in the direction of increasing auton
omy and self-responsibility has set out the need for financial statements of PNUs to be audited by 
independent auditors. Deriving from the relationship between audit and FRQ based on the basis of 
agency and institutional theory; the lack of research on the role of independent audit on FRQ in 
public sector entities, the research hypothesis is established as follows: 

H2: INA has a positive impact on FRQ.

2.5. State agencies and FRQ
The role of government agencies in inspecting and monitoring FRQ is explained on the basis of 
agency theory. Resolving conflict of interests of stakeholders in the organization has led to the 
establishment of control systems from the internal and external as a mechanism to frame the 
actions of managers and minimize the costs arising from these conflicts. This reflects the role of 
external monitoring factors, such as government agencies in ensuring the faithfulness of accounting 
information. López Hernández and Caba Pérez (2004) indicate that one of the limitations related to 
the usefulness of financial information in Spanish local governments is caused by the lack of external 
control. Desai and Dharmapala (2009) examine the role of government agencies in FRQ through the 
implementation of tax policy. The results show a positive impact of tax policy implementation on 
FRQ. Preobragenskaya et al. (2018) explore that although accounting mostly serves management 
needs, the main purpose of FR is considered to be tax calculation and compliance with government 
reporting requirements, and the main users of financial statements are business owners and 
governments. Their study concluded that the usefulness of FR information in a transition economy 
like Russia is affected by regulations of state agencies such as the tax authorities and state audits.

Research on the relationship between the role of government agencies and the FRQ has only been 
focused on studies targeting businesses and is rarely mentioned in studies related to public sector 
entities. In Vietnam, the Revised Vietnam State Audit Law 2015 stipulates the power and responsibilities 
of the State Auditor to inspect and supervise the management and use of public finance, public assets, 
and other relevant activities related to the management and use of public finance and public assets of 
the unit. The state audit and inspection delegations, through the performance of their functions, have 
helped the inspected and examined units to promptly detect and get better understanding of errors 
related to financial statements and irregularities in complying with the law, contributing to improving the 
quality of financial statements through audits and inspections. Based on the research characteristics and 
the role of state inspection and testing for FRQ, the research hypothesis is determined: 
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H3: FIF has a positive impact on FRQ.

2.6. Audit and ICE
Internal control is a management tool built by the entities’ administrators for their management 
purposes. However, internal control also has a large influence on the auditor. An understanding of 
the entity’s internal control is an important foundation for the auditor to plan the audit and assess 
control risk. Through the process of understanding the internal control system at the entity, the 
auditors discover a lot of deficiencies and thus help managers provide solutions promptly to 
improve the effectiveness of the internal control system. International Standard on Auditing 265 
also requires the auditors to be responsible for notifying management of deficiencies related to the 
internal control system.

Research on the relationship between audits to internal control has been confirmed by some 
previous studies. Y. Chen et al. (2016); Haislip et al. (2016) point out that the quality of internal 
control is influenced by the quality of the independent audit. Through the audit process and with 
the independent and objective assessment of the auditor, the weaknesses of the internal control 
system will be detected and reported to the management of the entity. Based on receiving and 
absorbing the opinions of the auditors, the management of the audited entity will make timely 
adjustments to improve the quality and effectiveness of their internal control system. However, the 
relationship between INA and ICE has only been noticed in studies targeting businesses and lacks 
studies fully exploring to PNUs. As for the previous researches related to PNUs, Unegbu and Kida 
(2011), Safina (2018) only discuss the role of internal audit and ICE. In Vietnam, to encourage, 
facilitate and establish an equal and competitive operating environment for organizations and 
individuals of all economic sectors, the Government has issued regulations to demand and 
encourage the implementation of financial autonomy mechanism for PNUs. This mechanism 
creates favorable conditions for the use of economic and financial resources, also puts a lot of 
pressure on PNUs. The mobilization of financial resources by the PNUs has set requirements for 
quality ensured financial statements. Therefore, more and more Vietnamese PNUs use the finan
cial statement audit service from INA. Besides helping to ensure FRQ, INA is also expected to help 
PNUs improve ICE. On that basis, we propose hypothesis H4: 

H4: INA has a positive impact on ICE.

2.7. State agencies and ICE
The state financial inspection for the public sector has the main objective of checking manage
ment responsibility for the effective use of public resources, the accuracy of accounting records, 
and the reliability of financial statements provided by the entity (Dikan et al., 2014). The subject of 
financial inspection at public institutions may vary from country to country, but it is usually the 
Ministry of Finance; Ministry of Public Finance, tax authorities, or specialized central bodies. Hurloiu 
et al. (2014) finds that financial inspection with the function of checking financial efficiency in the 
use of public assets, checking compliance with current legal regulations contributes to increasing 
the effectiveness of the environment. Lusha et al. (2015) argues that the monitoring of financial 
management in the public sector is important because this supervision not only directly affects the 
efficient and economic use of public funds but also significantly affects the establishment of 
a sustainability culture in the more efficient use of public funds. Vanchukhina et al. (2020) finds 
that the relationship between tax inspections and ICE is explained by the concept of tax admin
istration based on enhanced information interaction between tax authorities and taxpayers. 
Accordingly, taxpayers must provide more detailed information about accounting and tax- 
related transactions to tax authorities. This requirement has highlighted the role of the entity’s 
internal control system, which is considered an effective support tool for tax monitoring from tax 
authorities. Specifically, if the entity’s ICE is secured, the tax authority will reduce the adminis
trative burden on taxpayers and may decide not to conduct some form of the complex and 
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expensive tax audit. This shows that tax supervision from tax authorities has required businesses 
to focus on improving the effectiveness of the internal control system at their entities to provide 
assured-quality information. Although the relationship between state inspection and internal 
control has been mentioned in some previous studies, most of them are mentioned at the 
theoretical level and have not been tested by quantitative research. Based on the research 
characteristics and the role of state inspection and testing for ICE, the research hypothesis is 
determined: 

H5: FIF has a positive impact on ICE

2.8. The mediating role of ICE
These two hypotheses H1 and H4 can be combined and expressed as the mediating role of ICE in 
the relationship between INA and FRQ: 

H6: ICE mediates the relationship between INA and FRQ.

These two hypotheses H1 and H5 can be combined and expressed as the mediating role of 
ICE in the relationship between FIF and FRQ: 

H7: ICE mediates the relationship between FIF and FRQ.

The research model and corresponding hypotheses are shown in Figure 1.

3. Methodology

3.1. Research method
The research was carried out through quantitative research and the convenience sampling 
method is used. The survey method was conducted through face-to-face interviews and email 
surveys.

3.2. Respondents
Survey respondents are deputy directors (in charge of finance), chief accountants, and accoun
tants who have worked at PNUs for three years or more. The authors do not survey groups of 
subjects outside the public units such as public service users, investors, and state agencies that 
have the function of inspecting and supervising financial activities of public entities for two 
reasons: Firstly, in addition to FRQ, the research model considers a number of factors reflecting 
the unique characteristics of the entity (for example, the effectiveness of internal control, the 
situation of financial inspection and supervision acceptance from state agencies); Secondly, the 
selection of survey subjects within the unit was made on the basis of inheritance from previous 
studies (Pham et al., 2021; Tran et al., 2021).

H1

H4

H5

H2

H3

Independent audit
(INA)

Financial inspection 
frequency (FIF)

Internal control 
effectiveness (ICE)

Financial Reporting 
Quality (FRQ)

H6,7 (mediating hypothesis)

Figure 1. Research model.
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3.3. Sample size
Hair et al. (2021) suggested that when using PLS-SEM, the sample size should be large enough to 
ensure the implementation of the necessary estimations of the model. Accordingly, these authors 
give the ‘10-times rule”, specifically:

● The sample size should be at least ten (10) times the maximum number of formative observations 
used to measure the single concept, or

● The sample size should be at least ten (10) times the maximum number of structural paths directed 
at a particular concept in the structural model.

The model of this study (Figure 1) shows that the largest number of formative observations is 12 
(belonging to the concept of ICE research—the number of observed variables of this factor is 
detailed in subsection 3.2) and the maximum number of structural paths is 3 (directed to the FRQ 
variable). Thus, the minimum number of samples needed for the study is 120.

3.4. Data collection tool and data description
A survey questionnaire with a 5-level Likert scale is used to collect data (except for INA called 
Dummy variable; two direct measured concepts are FIF and Timeliness quality characteristic). The 
survey period is from March to May 2021. We received 405 responses out of a total of 760 surveys 
sent with a response rate of 53.29%. For collected data, we screen and remove based on 
comparison with the conditions of the respondents’ job position as well as working experiences. 
The rejected samples mainly do not guarantee the job position as well as the working 
experience year conditions. After this screening step, we have 362 perfect responses. Compared 
with the minimum sample size in Subsection 3.3, the number of official samples is considered 
eligible to use in the PLS-SEM analysis.

Sampling characteristics presented in Table 1 show that the number of PNUs in Hochiminh 
City accounts for 45.3%, Hanoi City is 33.15% and Danang City is 21.55%. This feature also 
accurately reflects the reality of economic scale by regions in Vietnam. Accordingly, Hochiminh 
city (Southern) is considered the largest economic center in the country, Hanoi city (Northern) 
is the political center and Danang City (Central region) is the 4th largest city in Vietnam. In 
terms of financial autonomy, the number of PNUs with financial autonomy accounts for 26.8% 
and 73.2% is not yet. Although the number of PNUs audited by INA accounts for a relatively 
low proportion (61 units, accounting for 16.85%), it is approximate to the reality in Vietnam 
where PNU financial statements are normally audited by the state auditors. Financial state
ments audited by INA normally occur only for PNUs that have conducted financial autonomy 
(55/97 self-financed PNUs have audited FR by independent auditors, accounting for 56.7%). 
Survey respondents include unit leaders—in charge of finance (14.09%), chief accountants 
(54.70%), and accountants (31.21%), most of whom have worked at the surveyed unit 
5 years or more and have a bachelor degree at least. Regarding financial audit acceptance 
for the 2016–2020 period, 35.91% of PNUs received 5 financial audits from State agencies, 
44.75% received 4 times and 19.34% received a relatively low number of financial audits (no 
more than 3 times).

3.5. Measurement scales
FRQ scale: FRQ is conceptualized as the achievement of quality attributes (relevance, faithful 
representation, verifiability, comparability, understandability, and timeliness) that make the infor
mation on the FR useful for accountability and decision-making (IPSASB, 2013). The FRQ scale is 
inherited from the FRQ scale of Pham et al. (2021). This scale is the third-order construct compris
ing two-second order constructs that are Relevance (including predictive value, confirmatory 
value); faithful representation (including Complete, Neutral, and Free from material error), and 
four first-order constructs (understandability; timeliness; comparability; verifiability). The content, 
scale structure, and FRQ measurement method are presented in Table 2.
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ICE scale: Effectiveness of internal control is defined as providing reasonable assurance to the 
board of directors about the achievement of the entity’s objectives or survival (INTOSAI, 2004). 
COSO (2013) states three categories of objectives including efficiency and effectiveness of activ
ities, reliability of FR, compliance with laws and regulations. This scale is inherited from research by 
Länsiluoto et al. (2016), including three components: efficiency and effectiveness of activities (EFF: 
EFF1→EFF4); reliability of FR (REL: REL1→REL4); compliance with laws and regulations (LAW: 
LAW1→LAW4). Länsiluoto et al. (2016) conducted a survey on CFO respondents, we made small 
editing on the content of the scale (about the label) to suit the survey respondents of this study 
(CFO, Chief accountant, and Accountant).

INA: Is defined as the FR of the entity audited by Audit firms. This scale is a Dummy variable with 
two values: This indicator variable has the value of 1 if the FR is audited by the INA and 0 for the 
remaining cases.

FIF: Is defined as the number of times receiving financial inspection and examination from state 
management units within a certain period of time. This study examines the number of state 
inspections and financial examinations received over a five-year period (from 2016 to 2020).

4. Research results

4.1. Quality of observed items
In this study, the FRQ scale is a third-order construct, composed of 9 first-order components; ICE 
is second-order construct, composed of 3 first-order components. Therefore, when performing 
testing steps, we conduct the implementation for the first-order components according to the 
guidance of Hair et al. (2018). Hulland (1999) states that an observed item is qualified when its 
outer loading coefficient is greater than the minimum threshold of 0.5. On that basis, after 
performing outer loading factor analysis using PLS-SEM software, we removed the observed item 

Table 2. Scale structure and measurement of FRQ
Scale structure Principal components Subcomponents

Relevance 
(REL)

Predictive value 
(PRE: PRE1 → PRE3)

Confirmatory value 
(CON: CON1 → CON3)

Faithful representation 
(FAI)

Complete 
(COM: COM1 → COM4)

Neutral 
(NEU1→NEU4)

Free from error 
(FRE: FRE1→FRE3)

Understandability 
(UND: UND1→UND3)

Timeliness (*) 
(TIM: TIM1)

Comparability (COP: COP1→COP3)

Verifiability (VER: VER1→VER4)

Measurement The value of FRQ is the average of the six principal components

(*) Timeliness (denoted by X) is defined based on the lateness of the FR. This means the number of days that it takes for 
the auditor to sign the auditors’ report (or the manager to sign the FR) after the book-year end. 
If X ≤ 18 days: Timeliness = 5 points; 18 days < X ≤ 36 days: Timeliness = 4 points; 36 days < X ≤ 54 days: Timeliness = 3 
points; 54 days < X ≤ 72 days: Timeliness = 2 points; 72 days < X ≤ 90 days (*): Timeliness = 1 points; X > 90 days (**): 
Timeliness = 0 
(**): According to the Vietnamese accounting regulations, the timeline for PNUs to declare/submit annual FR is within 
90 days from the period end. 
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NEU1 due to its quality failure (outer loading is equal to 0.281). The remaining observed variables 
are qualified because they have outer loading values greater than 0.5 and are statistically 
significant (corresponding P values are all 0; Table 3).

4.2. Scale reliability
Dijkstra and Henseler (2015) suggest that scale reliability is evaluated on three criteria, namely 
Cronbach’s Alpha, RhoA, and Composite Reliability (CR) and the scale is considered valid when the 
values of these three indexes are within the range of 0.7 to 0.95. Table 3 presents the results of 
testing the scale value, showing the Cronbach’s Alpha values of all scales range from 0.736 to 
0.900; RhoA values range from 0.748 to 0.901, and CR values also range from 0.850 to 0.938. 
Besides, the concepts of timeliness, INA, and FIF are directly measured by one item; the values of 
all three indicators above are equal to 1. Based on the results, we conclude that scale reliability is 
guaranteed.

4.3. Convergent validity
The scale is considered qualifying convergent validity when the Average Variance Extracted (AVE) 
value corresponding to each scale has a value of 0.5 or more (J. J. Hair et al., 2010). The test results 
in Table 3 show that the scales used for this study all ensure Convergent validity because the AVE 
value corresponding to each scale ranges from 0.616 to 0.833.

4.4. Discriminant validity
HTMT index and square root index of AVE are used. Henseler et al. (2015) suggest that the 
discriminant validity of the scale is guaranteed when the HTMT index is below 0.9. Fornell and 
Larcker (1981) recommend that the discriminant validity of the scale is warranted when the square 
root of the AVE for each latent variable is higher than all correlations between the latent variables. 
Table 4 shows that all coefficients of HTMT between two latent variables are less than 0.9. Table 5 
shows that the square root of the AVE of each latent variable (the number lying on the diagonal) is 
larger than its correlation coefficient with any other research concepts in the model. Besides, the 
highest value of the correlation coefficients between latent variables (the number below the 
diagonal) is 0.772 and lower than the lowest value of CR (by 0.850). The above results show that 
all the research model scales ensure discriminant validity.

4.5. Multicollinearity test in the structural modeling
We use the VIF value to check this phenomenon. Thọ (2011) said that if VIF is greater than 2, we 
need to be cautious in interpreting the regression weights. Table 6 shows that the VIF value of 
each relationship arising between the independent variables and the dependent variable in the 
model has the highest value of 1.454, which is much lower than the threshold value suggested by 
Thọ (2011). This result shows that there is no multicollinearity in this study.

4.6. Results and discussion

4.6.1. Research hypothesis test and the simple structural modeling 
The research model hypotheses were tested using SmartPLS3 software. To provide evidence for 
testing the research hypotheses, we evaluate the standardized coefficients (Beta) and the level of 
statistical significance corresponding to each research hypothesis. Besides, to have a basis for 
assessing the fit of the model, we also evaluate adjusted R2 values for two dependent variables of 
the research model, FRQ and ICE. Basic bootstrapping was used with 500 bootstrap subsamples. 
The test results are presented in Table 7.

4.6.2. Structural model robustness checks 
Hair et al. (2019) argue that Robustness checks for PLS- SEM results should be performed. In terms 
of the structural model, these authors suggest the need to consider nonlinear effects, endogeneity, 
and unobserved heterogeneity. Figure 2 illustrates the path model used in our analyses for 
structural model robustness checks.
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Table 3. Scale items and latent variable evaluation
Construct and items Outer loading
Financial reporting quality

Predictive value (PRE), Cronbach’s Alpha = 0.836, rho_A = 0.838, CR = 0.901, AVE = 0.753

PRE1 0.896
PRE2 0.876
PRE3 0.830
Confirmatory value (CON), Cronbach’s Alpha 0.900, rho_A = 0.901, CR = 0.938, AVE = 0.833

CON1 0.902
CON2 0.930
CON3 0.906
Complete (COM), Cronbach’s Alpha = 0.862, rho_A = 0.866, CR = 0.906, AVE = 0.706

COM1 0.805
COM2 0.847
COM3 0.858
COM4 0.851
Neutral (NEU), Cronbach’s Alpha = 0.746, rho_A = 0.851, CR = 0.853, AVE = 0.667

NEU2 0.574
NEU3 0.919
NEU4 0.911
Free from error (FRE), Cronbach’s Alpha = 0.736, rho_A = 0.748, CR = 0.850, AVE = 0.654

FRE1 0.849
FRE2 0.782
FRE3 0.793
Comparability (COP), Cronbach’s Alpha = 0.784, rho_A = 0.794, CR = 0.875, AVE = 0.700

COP1 0.871
COP2 0.865
COP3 0.770
Understandability (UND), Cronbach’s Alpha = 0.868, rho_A = 0.867, CR = 0.920, AVE = 0.792

UND1 0.832
UND2 0.924
UND3 0.911
Verifiability (VER), Cronbach’s Alpha = 0.859, rho_A = 0.860, CR = 0.904, AVE = 0.702

VER1 0.854
VER2 0.847
VER3 0.814
VER4 0.836
Timeliness (TIM) (*)

Internal control effectiveness
Efficiency of activities (EFF), Cronbach’s Alpha = 0.841, rho_A = 0.842, CR = 0.893, AVE = 0.676

EFF1 0.837
EFF2 0.805
EFF3 0.826
EFF4 0.822
Reliability of FR (REL), Cronbach’s Alpha = 0.793, rho_A = 0.793, CR = 0.865, AVE = 0.616

REL1 0.786
REL2 0.784

(Continued)
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4.6.2.1. Nonlinear effects. When the relationship between two variables is nonlinear, besides 
relying on the magnitude of the change in the exogenous variable, the effect size between two 
variables also depends on its value (Hair et al., 2018). This study used the quadratic effect in using 
bootstrapping with 5000 samples to test the nonlinear effect in the PLS-SEM model as recom
mended by Hair et al. (2018). The model of this study includes four variables, of which INA is 
a qualitative variable, and then we included interaction terms to describe the quadratic effects 
between (1) FIF and ICE, (2) FIF and FRQ, (3) ICE and FRQ. The results in Table 8. show that the 
p-values of all interaction terms are greater than 0.05. Based on the above results, we conclude 
that there is no nonlinear relationship in the model of this study.

4.6.2.2. Endogeneity. Our endogeneity testing was performed according to the PLS-SEM endo
geneity testing procedures of Hult et al. (2018). The Gaussian copula instrument-free approaches 
introduced by Park and Gupta (2012) was used. We examine if the endogenous variable has to be 
nonnormally distributed or not at first. To do so, the Kolmogorov-Smirnov (Lilliefors correction; 
Mooi & Sarstedt, 2019) test was run on the latent independent variable scores (i.e. INA, FIF, and 
ICE). The results indicated that all of the constructs’ score has nonnormally distributed. This allows 
us to take the next step of testing whether the Gaussian copula approaches detect endogeneity 
issues or not. With all p-value higher than 0.05, the results of the Gaussian copula approach in 

Table3. (Continued) 

Construct and items Outer loading
Internal control effectiveness
REL3 0.785
REL4 0.785
Compliance with laws and regulations (LAW), Cronbach’s Alpha = 0.808, rho_A = 0.811, CR = 0.874, AVE = 0.635

LAW1 0.766
LAW2 0.780
LAW3 0.820
LAW4 0.820
Independent audit (*)

(*): Timeliness, independent audit, financial inspection frequency are measured directly. Therefore, the Cronbach’s 
Alpha, rho_A, CR, AVE values of these variables is all equal to 1. 

Table 4. Heterotrait-Monotrait Ratio (HTMT)
COM CON COP INA EFF FIF FRE LAW NEU PRE REL TIM UND

CON 0.536

COP 0.492 0.686

INA 0.322 0.204 0.230

EFF 0.449 0.387 0.455 0.304

FIF 0.410 0.439 0.432 0.127 0.388

FRE 0.675 0.648 0.656 0.306 0.470 0.609

LAW 0.481 0.432 0.453 0.334 0.448 0.408 0.589

NEU 0.455 0.626 0.570 0.195 0.235 0.372 0.609 0.323

PRE 0.663 0.752 0.696 0.281 0.498 0.503 0.652 0.440 0.476

REL 0.345 0.436 0.385 0.185 0.460 0.445 0.444 0.437 0.346 0.470

TIM 0.510 0.484 0.452 0.214 0.368 0.376 0.646 0.426 0.380 0.501 0.318

UND 0.446 0.659 0.735 0.211 0.424 0.448 0.665 0.438 0.597 0.605 0.426 0.466

VER 0.572 0.499 0.447 0.230 0.457 0.471 0.692 0.498 0.460 0.545 0.402 0.831 0.561
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Table 9 show that all of the Gaussian copulas (i.e. INA, FIF, and ICE) are insignificant (p-value > 
0.05). On that basis, we conclude that endogeneity issues do not occur in this study.

4.6.2.3. Unobserved heterogeneity. Becker et al. (2013) suggest that unobserved heterogeneity 
could be a significant threat to the validity of any SEM analysis. When using the PLS-SEM model, 
Finite mixture PLS (FIMIX-PLS) is considered to be a suitable method to evaluate unobserved 
heterogeneity (Sarstedt et al., 2011).

When performing unobserved heterogeneous data exploratory research, one of the most important 
tasks to do is to determine the potential number of segments in the dataset. The sample size for this 

Table 6. Inner VIF Values
FRQ ICE

INA 1.122 1.016

FIF 1.320 1.016

ICE 1.454 -

Table 7. PLS-SEM results
Hypothesis Β P Values Adjusted R2 Conclusion
Direct effects

H1 ICE → FRQ 0.420 0.000 0.466 Accepted

H2 INA → FRQ 0.218 0.000 Accepted

H3 FIF → FRQ 0.522 0.000 Accepted

H4 INA → ICE 0.269 0.000 0.309 Accepted

H5 FIF → ICE 0.457 0.000 Accepted

Indirect effects

H6 INA → ICE → FRQ 0.113 0.000 Accepted

H7 FIF → ICE → FRQ 0.192 0.000 Accepted

β= 0.420*β= 0.269*

β= 0.457*

β= 0.218*

β= 0.522*

INA

FIF

ICE
R2 = 0.309

FRQ
R2 = 0.466

Figure 2. Present the simple 
structural modeling for the 
results.

Table 8. Assessment of nonlinear effects
Nonlinear 
relationship

Original 
Sample

Sample Mean 
(M)

Standard 
Deviation

T Statistics P Values

FIF*FIF -> ICE −0.077 −0.078 0.050 1.527 0.127
FIF*FIF -> FRQ 0.028 0.027 0.033 0.838 0.402
ICE*ICE -> FRQ 0.154 0.135 0.086 1.800 0.072
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study is 362, the minimum required sample size is 120 (Subsection 3.4). So we define the provisional 
number of segments as 3 (dividing the official sample number by the minimum sample size). Next, we run 
the FIMIX-PLS Procedures three times (first time with 1 segment, second time with 2 segments, and third 
time with 3 segments), utilizing a different potential number of segments to determine their correspond
ing Fit Indices.

Sarstedt et al. (2011) have indicated that whenever AIC3 and CAIC point to the same segment 
number, the appropriate segment number will be identified. These authors further note that in 
FIMIX-PLS, the joint between AIC4 and BIC is well when used to identify the segment number. The 
optimal fit index value (the lowest absolute value) shown in Table 10 clearly shows us both AIC3— 
CAIC and AIC4—BIC points together in segment 3. Besides, we easily see that segment 3 is big 
enough for the modeling (11% see the Segment sizes in the last row). Based on the above results, 
we conclude that the data of this study has three segments.

Unobserved heterogeneity does not significantly influence on the data if the criteria point to 
a specific segment solution or create various results (Sarstedt et al., 2020). Table 10 shows that 
almost all indexes (AIC, AIC3, AIC4, BIC, CAIC, HQ) converge on segment 3; moreover the criteria 
values corresponding to each segment are also different. On that basis, we conclude that there is 
no significant effect of unobserved heterogeneity on our data.

4.6.3. Discussion 
Robustness testing results in Section 4.6.2 show that nonlinear effects, endogeneity, and unob
served heterogeneity are not present in this research. This shows that the robustness of the 
structural model is guaranteed. On that basis, we conclude that the PLS-SEM results presented 
in this section are considered reliable for analysis.

The results of data analysis in Table 7 show that the Adjusted R2 of the FRQ variable is 0.466. This shows 
that three factors ICE, FIF, and INA explain 46.6% of the variation of FRQ. The results of testing the 
research hypothesis show that all three hypotheses H1, H2, H3 are accepted with a statistical significance 

Table 9. The Gaussian Copula approach results
Variable Original model Gaussian copula 

Model 1 (EV: INA)
Gaussian copula 
Model 2 (EV: FIF)

Gaussian copula 
Model 3 (EV: ICE)

Value p-value Value p-value Value p-value Value p-value
INA 0.218 <0.01 0.218 <0.01 0.222 <0.01 0.218 <0.01

FIF 0.522 <0.01 0.503 <0.01 0.514 <0.01 0.512 <0.01

ICE 0.420 <0.01 0.442 <0.01 0.428 <0.01 0.427 <0.01

cINA 0.011 0.765
cFIF −0.052 0.115
cICE 0.037 0.087
Variable Gaussian copula 

Model 4 
(EV: INA, FIF)

Gaussian copula 
Model 5 

(EV: INA, ICE)

Gaussian copula 
Model 6 

(EV: FIF, ICE)

Gaussian copula 
Model 7 

(EV: INA, FIF, ICE)

Value p-value Value p-value Value p-value Value p-value

INA 0.211 <0.01 0.223 <0.01 0.213 <0.01 0.225 <0.01

FIF 0.527 <0.01 0.532 <0.01 0.509 <0.01 0.516 <0.01

ICE 0.424 <0.01 0.419 <0.01 0.425 <0.01 0.428 <0.01

cINA −0.054 0.687 0.032 0.109 −0.008 0.412
cFIF 0.024 0.218 0.022 0.208 0.028 0.354
cICE 0.035 0.786 0.029 0.576 0.034 0.072
Note: EV is endogenous variable 
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level of 0.01. The positive effect of ICE on FRQ is considered similar to previous studies by Yamamoto 
(2008), Kewo and Afiah (2017), Nogueira and Jorge (2017), and Gamayuni (2018). Regarding the role of 
audit for FRQ in PNUs, previous studies have mainly considered the role of internal audit. Therefore, with 
the approval of hypothesis H2, this study contributes to supplementing the important role of INA for FRQ 
in PNUs. With the approval of hypothesis H3, the study also shows that the inspection and examination by 
State agencies contribute to the increase of FRQ in PNUs. Through the process of inspection and 
examination at PNUs, State agencies promote the State supervisory role in the management and use 
of the state budget, as well as financial assets at PNUs; contribute to the fight against corruption; help 
detect the shortcomings of PNUs in complying with financial regulations and accounting regimes. 
Besides, the Adjusted R2 of the ICE variable of 0.309 shows that INA and FIF explain 30.9% of ICE 
variation. Similar to the above results, both hypotheses H4, H5 are accepted with statistical significance at 
the 0.01 level. The positive impact of INA on ICE is considered similar to previous studies in the business of 
Chen et al. (2016); Haislip et al. (2016). Accordingly, the purpose of evaluating the internal control system 
during an independent audit is to contribute to the improvement of the internal control system, thereby 
contributing to the increase of ICE at the audited entity. The positive impact of FIF on ICE is explained 
through agency theory. Consequently, the resolution of stakeholders’ conflicts of interests in the orga
nization has led to the establishment of a control system from both inside and outside, including 
a monitoring mechanism from State management agencies through financial inspection. By using the 
process of inspection and control for the PNUs, the state financial inspectors also discover errors related 
to the operation of the internal control system; contribute to improving and enhancing the PNUs’ ICE.

This study also considers the mediating role of the ICE variable in the research model. Hair 
et al. (2021) argue that a necessary condition to confirm an intermediate effect is that the 
directly related effects must be statistically significant. For the mediating role of the variable ICE 
on the impact of INA on the FRQ, the condition is that the direct impact of the INA on ICE and the 
direct effect of ICE on the FRQ must be statistically significant. The results of testing hypotheses 
H4 and H1 (Table 7) show that both of these requirements are satisfied. Moreover, results in 
Table 7 also point out that the indirect impact of INA on FRQ through ICE is confirmed with 
a statistical significance of 0% and β of 0.113. Based on the results, we conclude that the ICE 
variable acts as an intermediate variable between the INA and the FRQ. Similarly, ICE also acts as 
an intermediate variable between FIF and FRQ with a statistical significance of 0% and β of 
0.192.

Table 10. Fit Indices based on number of segments
Information criteria Segment 1 Segment 2 Segment 3
AIC (Akaike’s Information 
Criterion)

10,582.16 10,001.00 9432.46

AIC3 (Modified AIC with 
Factor 3)

10,618.16 10,074.00 9542.46

AIC4 (Modified AIC with 
Factor 4)

10,654.16 10,147.00 9652.46

BIC (Bayesian 
Information Criteria)

10,722.26 10,285.09 9860.54

CAIC (Consistent AIC) 10,758.26 10,358.09 9970.54
HQ (Hannan Quinn 
Criterion)

10,637.85 10,113.94 9602.64

MDL5 (Minimum 
Description Length with 
Factor 5)

11,570.65 12,005.45 12,452.86

LnL (LogLikelihood) − 5255.08 − 4927.50 − 4606.23
Segment size 0.55 0.34 0.11
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5. Conclusions and suggestions for future research directions

5.1. Conclusion
This study has contributed to the development of the research theory on FRQ towards the public 
sector entities in general and PNUs in particular. The study is also based on agency theory to 
explain the phenomenon of information asymmetry and conflicts of interests between the princi
pal and the agent. Since then, it is necessary to have monitoring mechanisms from the internal 
and external of units to ensure and increase the FRQ.

Based on the results of PLS-SEM, the study has shown a positive impact of INA on FRQ. This shows 
that independent audit also plays an important role in ensuring FRQ even in public sector entities. 
Although the relationship between INA and FRQ has been mentioned many times in the studies 
targeting enterprises by Fargher et al. (2001), Fathi (2013), and Pham et al. (2021), it is still relatively 
new to the researches in public sector entities. Limitations in the research on the role of independent 
auditors in these PNUs can be attributed to the fact that public sector entities have been subjected 
to state inspections and financial examinations by government agencies (state inspection agencies, 
state audits), so the role of independent audit for public sector entities is blurred and unnecessary. 
However, the current trend of implementing financial autonomy has posed many challenges for 
PNUs. This mechanism requires the PNUs to focus on exploiting revenue sources, build internal 
management solutions to save costs, use debt as capital, and mobilize capital sources to invest in 
expanding and improving the quality of non-business operations. To do so, accountants need to 
ensure the role of providing quality and reliable information to relevant stakeholders. This also 
explains the need for INA besides the traditional role of the state audit.

Besides, in the context that the role of internal control for FRQ is still being discussed, this 
study also helps confirm the role of internal control for FRQ. Effective internal control will 
contribute to increasing the sustainability of earnings and predictability of cash flows, mini
mizing fraud and errors, thereby increasing FRQ. Firms that fail to ensure FRQ often face 
internal control problems (Doyle et al., 2007). Therefore, strengthening the supervision of 
internal control systems becomes one of the main solutions for increasing FRQ in organizations 
(Afiah & Azwari, 2015). Although the current Vietnamese Accounting Law requires entities to 
set up internal control systems to ensure the fair presentation and qualified preparation of FR, 
the implementation is still facing difficulties due to the lack of specific legal documents for 
checking and monitoring this compliance. Major cases related to embezzlement and corruption 
in Vietnamese public institutions recently show that one of the main reasons is the ineffec
tiveness of the internal control system and the unqualified information on the FR. These are 
reflected in the fact that assets in the PNUs are not used properly and effectively; internal 
mechanisms, policies, processes, and regulations are not consistent with the provisions of the 
law, fail to prevent, detect and handle risks promptly then not meet the control requirements. 
Therefore, to ensure the effectiveness of internal control and improve the FRQ, we recommend 
that the Vietnamese State management agencies should promptly issue legal documents 
regulating the inspection, supervision, and ensuring the effectiveness of the internal control 
system in accounting units, especially PNUs.

The study also demonstrates the role of state inspections, financial examinations, and audits in 
increasing FRQ. The state inspection and examination agencies and state audit agencies, through 
their functional performance, help PNUs to promptly detect and better understand violations 
related to accounting, finance, and law compliance, contributing to improving FRQ. Through the 
survey results, we find that there are big differences in the frequency of state financial inspection 
between units. Specifically, 35.92% of the surveyed units receive 5 financial audits during the five- 
year period from 2016 to 2020, while 19.34% receive no more than three times during the same 
period. On that basis, we recommend that the state financial inspection at PNUs should be carried 
out regularly every year to help the unit promptly detect errors, including errors of misuse the 
accounting regulations, thereby contributing to improving FRQ.
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ICE’s mediating role in the relationship between the INA and the FRQ; FIF and FRQ are also 
considered important findings of this study. The positive value of β indicates that ICE plays 
a positive role in the relationship between INA and FRQ (β = 0.113); FIF and FRQ (β = 0.192). This 
is interpreted that in PNUs with effective internal control systems, state agencies and independent 
audit recommendations for violations of the unit (including finance, accounting violations, etc.) will 
be seriously recognized and widely communicated to all relevant departments in the entity. The 
finance and accounting mechanisms and policies of the unit will be completed, and the reception 
of comments from state agencies and independent audits will also be closely supervised. On that 
basis, we conclude that increasing the effectiveness of internal control in PNUs will contribute to 
increasing the impact of INA and FIF on FRQ.

5.2. Limitations and suggestions for further researches
Our model with R2

adj = 0.466 shows that the independent variables of the model explain 46.6% of 
the change in FRQ. This is explained by, besides the factors belonging to the supervisor mechan
ism, the FRQ is also affected by other factors (factors about corporate governance such as the 
support of managers, the diversity of capital owners; earnings management behavior; capacity of 
employees; level of application of internal control . . .).

The survey respondents of this study are internal subjects of PNUs, which may affect the 
objectivity of the collected data. Future studies may combine both internal and external survey 
subjects of public organizations to have more convincing assessments in their research.

The regression equation shows that 3 factors are affecting the FRQ, namely INA, ICE, FIF, in 
which two factors INA and FIF are considered discoveries of our research. Finally, it is necessary to 
have more application-oriented researches for analyzing detail of each factor’s nature to propose 
solutions for increasing FRQ in public sector entities in general and PNUs in particular.
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