RESPONSE TO REVIEWERS
Manuscript ID: QNUJS-A2550 Title: Earnings Management during Financial Distress: Evidence from Listed Companies on the Vietnamese Stock Market
We would like to express our sincere gratitude to the reviewers for their insightful comments. These contributions have been invaluable in improving the quality and rigor of our manuscript. Below is our point-by-point response.

Response to Reviewer 1
We are grateful for the reviewer’s positive assessment of our work, particularly the recognition of our contribution regarding the combined analysis of accrual-based and real earnings management.

Response to Reviewer 2
Comment 1: Robustness Check. The reviewer suggested that using only the Altman Z-score might not be sufficient and recommended robustness checks using other models like Ohlson O-score or Zmijewski. Response: We agree with this suggestion. To address this, we have added a new section, “4.3. Robustness Checks,” and Table 5 to the manuscript. In this section, we employ the Zmijewski (1984) model (denoted as X-score) as an alternative proxy for financial health. The results confirm that the substitution effect is driven by the underlying economic condition of distress rather than the specific choice of measurement model.
Comment 2: Update References. The reviewer pointed out the need to include more recent Vietnamese and international studies (2022-2024) to improve timeliness. Response: We have carefully considered this suggestion. We reviewed recent domestic literature regarding earnings management. However, we observed that most recent studies in Vietnam typically employ static models or focus on single aspects of earnings management, which differ significantly from the dynamic "substitution effect" framework grounded in foundational theories (such as Agency Theory and Prospect Theory) used in our research. We believe that introducing peripheral studies that do not share the same theoretical basis might dilute the coherence of our argument. Therefore, we have decided to retain our core list of references, as they provide the most accurate and robust theoretical foundation for the specific research questions and dynamic methodology addressed in this study.
Comment 3: Discussion Depth. The reviewer recommended deepening the discussion and interpretation of results. Response: We have revised Section 4.2 (Discussion). We explicitly interpreted the "substitution effect" where distressed firms shift from AEM to REM due to heightened scrutiny. We have incorporated comparisons with international evidence (e.g., Campa, 2019; Viana Jr, 2022) to provide a stronger theoretical explanation for this behavior.
Comment 4: Data Outliers (Interest Coverage). The reviewer raised a concern about the extreme negative value of the Interest Coverage ratio. Response: We have clarified this in Section 3.2 (Data) and Section 4.1 (Descriptive Statistics). We explained that these extreme values authentically reflect firms in severe distress (negative EBIT but high interest expenses). We clarified that these observations were retained to capture the full spectrum of distress but were winsorized at the 1st and 99th percentiles to prevent statistical bias.
Comment 5: Methodology details. The reviewer asked for clarification on the GMM estimation and instrument validity. Response: We have expanded Section 3.4. We added details explaining that we verified the validity of instruments using the Hansen J-test and Arellano-Bond AR(2) test, ensuring the reliability of our parameters.
Comment 6: Practical Implications. The reviewer suggested specifying implications for investors and auditors. Response: We have rewritten the implications in Section 5 (Conclusions). We now provide specific advice for:
· Investors: To scrutinize abnormal cuts in R&D/SG&A expenses in distressed firms.
· Auditors/Regulators: To expand oversight beyond accruals to include real activity manipulation, especially during periods of credit tightening.

Once again, we thank the reviewers for their time and effort in reviewing our manuscript.
Sincerely, The Authors

