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Abstract

Purpnse — This sudy aims fo-examine the relafionship between the presence of ex-auditor chief exeoutive
officers (CEOx) and exauditor chiel fmancal officers (CFOg) with the company’s investment efficiency
decisins

Designimethodology/opproach - The authors uze non-financial Indonesin Bsted firms, and the authors
obtain 2 763 froevesr chsersations of ex-auditor CECs and 2 708 fimme-vear ohservations of ex-auditor CFOs
from 2010-2009,

Findings - The resels show that exanditor CEOs tend m make efficient investment decisions, while
es-audtor CFOs do not, However, when a company haza CEQand a CFO whoae both former auditors, there s
a significantly stronger positive rebtionship with investment efficency. These resulls indicite that working
expieriener @5 an auditor can optimally facilitste the decmsion regarding mvestment kvel Moreover, the resulis
auggeat that the CECK a2 op management, has more nfluence in providing the company's final investment
deciaons, whereas the CFOF plivs & role m providing mvestment recommendations to the CEO, The results of
thisstudy-ane consistent with the use of akermative measurements and the robustneas teat of Conrsened Exact
Matchmpg (CEM),

Practical implicntions — The results of thiz sudy can contnbute as materal for considerntion by enmpany
management i selecting comany ofgns with an auditor backeround Lo secure efficient investminl,
Onginalityfvalee - This study specaficilly examiness the experience, values, and pErbco b chamcotenstcs of
fop management with an suditor background on the company s stmtegic decisiona. This stady s also based on
thie phencamenon that the number of ex-auditor CECks and CFOs in Indonesia tends o morease every year,
Kevwords Ex-auditor CEOL Ex-audiror CFCL Investment efficiency, Corporate sustainability

P.EPH type Kesearch paper

1. Introduction

The extermal auditor profession in a public accounting firm 15 often considered a “stepping
stome” in a career path (Bowlin of af, 20000, In previows studies, the topic of top management
with auditor experience was usually associated with a company's audit outcomes because it
might affect the avditors independence. One of the indings shows that ex-auditor executives
affiliated with the company's audit firm are related to the audit opinion received (Lennox,
2005). However, not many previous studies have examined the relationghip between the
characteristics and abilities of ex-auditor top management on managerial cla:mms guch az
company investment decisions.

Practically, an auditor i a profession that 1s responsible for providing Il‘ld.E'IfI’_'l'ld-E'.ﬂt
assurance on the credibility of Ainancial information (DeFond and Zheang, 2004). For auditors,
the responsibility to provide assurance cannot be separated from the precautionary pri.ni:ip‘le
because they are responsible for issung crucial outcomes for stakeholders’ decision-making,
Therefore, auditors are required to have unbiased professional judgment because this ability
is an essential element in the audit process and fraud detection (Carpenter, 2007; Pevtcheva
and Gillett, 20011). Thus, one of the important aspects of the auditor, such as professional
mdgment, can be useful in making the right decision by analyvang the situation they face,

In practice, the characteristics of professional skepticism are also an important basis for
the auditor profession to detect faad (Hurtt, 20000 Hence, indirectly, auditors tend 1o havea
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skeptical mindset. Professional skepticism is further related to the attitude of questioning
mind and crtical thinkmg when facing a decision (Melsan, 2009), The character of
professional judgment and professional skepticism can be carried over and attached to a
former auditor while serving as a company executive, In practice, it is possible that these
characteristics can drive executives to be more careful and considerate in making investment
decisions to achieve optimal levels or efficient imvestments.

Based on previous research, company executivis with work experience as auditors can
shape their strategic reporting decisions, such as how much to invest in developing intermal
controlg (Bowlin ef al, 2000), Although the mvestment examples from these findings are
different from the context of the overall investment decision for the company, they can
mdicate the possibility that the auditor's experience could reduce the investment inefficiency
due to the capability for makmg strategic decisions. In addition, a previous study discovered
that auditors could become efficient intermedianes of mformation for clients, which is helpful
for chients in making investment decisions (Bae of af, 2017). Therefore, the auditor profession
8 2een A% an essential component i the chient's management information enviromment,

However, another study stated that chief financial officers (CFOs) with an accounting
background (controller, internal auditor, and external auditor) tend to be conservative and
rsk-averse to investing in R&D (research and development) (Hoitash of af, 2016). Thus, this
study shows that the characteristics of CFOs with an accounting background will make
decisions that tend to be underinvestment. Previous studies have also stated that anditors
can behave conservatively or aggressively depending on the client risks they face (Lu and
Sapra, 2008). Accordng to these studies, such characteristics could encourage someone to
invest ineffickently because they tend to underinvest or overinvest (Hoitash of af, 2006,
Malmendier and Tate, 2005). However, it is possible that executives with auditor experience
could also combine their two tvpes of risk preferences. They @uld manage the nsk
preferences properly to encowrage them o make optimm] or more efficient corporate
mvestment decisions,

Baszed on the background of this study, this research is supported by the upper echelon
theory, which states that the experiences, values, and characteristics of top management will
mfluence their interpretation of a condition they face so that this can affect the decisions they
make (Hambrick, 2007). Therefore, this theory is suitable to support whether someone with a
background asan auditor has the experience, values, and particular charactenstics that can
be carried over when they serve as top management of compares that need to make strategic
decisions such as investmeni decisions.

Thiz research is nteresting and different from previous studies because it wants o see
whether the characteristics and expertise obtamed by the company’s top malmgm'n&'it,
experienced as auditors, are related to thelr investment decisions l‘mu]..jrhr, l.‘hlef
executive officer (CEO) and CFO are top management responstble for investment decisions,
However, because of their different roles, we ex@anmne separately the relationship between ex-
auditors CEOand CFO on investment efficiency. nvestment efficiency is also important to study
because it i crucial for the company’s sustainability, so it is essential to know what factors can
be related to its mvestment decisionmakmyg, We argue that the former auditor's: particular
characteristics and expertise could helpful in making strategic decisions, such as company
mvestment degsions,

This study uses a sample of company data listed on the Indonesia Stock ExchanggeflDX) fram
2010-2019 by excluding financial, insurmnce, and real estate companies with the SIC code
iStandard Indvstrial Classification) 6. Resesrch da analysis will be carried out using regression,
Ordimary Least Squares (ULS) and Coarsened Exact Matching regression as a robustness test,
The results suggest that ex-auditor CEOs tend to have efficient investment decisions, whike
exsuditor (FOs do not. However, when a company has a CEOQ and CFO who are both former
auditors, there iz a simifiantly stronger positive relationship with investment efficency,




Inaddition, these results indicite that the CEO, as top management, has more dominant authority
and provides more mfluence in providing the company's final mvestment deasions. At the same
tim; the CFO plays a role in providing investment decsion recommendations to the CEO.

The results of this study are expected to add tothe literature review for further research on
corporate executives, especially the position of CEQ and CFO having experience as an auditor
and its refation in providing investment decisions. This research will also deepen the study by
providing empirical evidence that supports the upper echelon theory.

Practically, this research can contribute as consideration for company management in
selecting company organs with auditor backeround if they want to secure efficient investment
management. Based bn the data, the trend of the presence of ex-auditor CEOs and CFOs tends to
mirease. Therefore, the results of this study are expected o be useful for mvestors or other
stakeholders fo gain insight into the investment pattern of a company with experienced
corporate organs as auditors, This insght can assist stakeholder considerations in making their
decigions regarding mvestment decisions and other decisions refated to the company.

The remainder of this paper is organized as follows. Section 2 explains the literature
review and hypothesis development. Section 3 provides the research methodology. Section 4

comdains the result and discussion, while Section § delivers the conclusion.

2. Literature review

2.1 Crand theory

Thiz study uses the upper echelon theoretical basis, which states that executives'
experiences, vitlues, and personalities can influence their interpretation of the situations
they face and, ultimately, affect theit decizions (Hambrick, 2007). In addition, the theory also
mentions two things that moderate the relationghip between manaperial characteristics and
organizational outcomes, one of which is the challenge, When top managers face high:level
challenges and have less time to reflect on their decisions, they are more likely to rely on what
they have done based on ther background or experience (Hambrick, 2007; Hiehi, 2014),
In relation to the CEO and CFO profession in the company, the accumulated work expetience
can contribute (6 the personality and development of individual CEQ and CFO abilities,
especially when the CEQ and CFO have worl: experience as anditors, In addition, they canuse
the experience gamed from the awditor's professional backpround when facing challenges
such as determining the optimal nvestment Jevel,

Prior studies use this theoretical basis to see how the characteristics of top management to
their decisions. The example 1= a study showing the differences in the level of eduction of
CEOs and CFOs on the level of R&Dinvestment in companies (Harymawan ef al, 2020). The
prior research argues that the backeround of expertise and educational level of company
executives 18 related to company decision-making, which is R&D investment. In addition,
another study also shows that an accounting career and related expenence can affect a
person’s performance while serving as CFO, This experience can shape the behavior of CF s
when faced with risks, which will have an mmpact when they have to make strategic decisions
n the company (Hoitash of af, 2016).

Thus, when company executives such as CEOs and CFOs have worle experience as auditors,
whao have special skills and experience, they can be carmed over and influence their interpretation
of dealing with nisk. Therefore, this can also be carried over when they male decisions related to
thedr responsibilities, such as risk preferences and company investment decisions,

2.2 Previows research
Several previous studies examine the relationship between the background and
charscteristics of top management on the company’s steategic decisions. For example,
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a study by Hoitash ¢f al (2016), examines the mvestment decisions of R&D companies with
corporate CFOs with general accounting backgrounds, such as controllers, internal auditors,
CPAs, and external aoditors. This study arpues that someone with an accounting
background tends to be conservative and risk-averse, showing results where CFOs with
an accountant background invest less m R&D, i

Another study looked at how the military background of a CEO has a positive relationship
with investment efficiency. The argument supports this research that the atirbutes of
someone with a military background tend to be sellless, so they are more likely o take
projecis that can increase the company's valve, which encourages the achievement of
company investment efficiency (Ullah of al, 2021a). In addition, the study explamns that CEOs
with military backerounds are accustomed to being educated to be loval, responsible, and
with mtegritv so that such character will encourage them when serving as company
nunagement not to act opportunistically by investing In negative value projects. These
findingrs indivate that the value from their previous work experience contributes to their
decisionmaking when serving as company executives,

Prior study also documented how the educationaltharactenstics of CEOs and CFOs relate
to R&D mvestment i compéties in Indonesia. The results show that CEOs with higher levels
of education tend to mvest more in R&D (Harymawan ef al, 2020). The argument from the
previous finding is when CEOs or CFOs receive higher education, they are more likely to
instill a long-term perspective. Therefore, the results af this study indicate that their
educational hackground contributes o their decision-makmg, such as the level of R&D
mvestment in the company. In another example, CEQ's background can influence the
implementation of his strategy in the healtheare or hospital industry, The result sugpests that
CE(k with a clinical background tend to focus on non-financial information when making
strategy implementation decisions. However, when CEOs have administrative background,
they tend touse financial information and management information systems in creating cost-
reduction strategies (Naranjo-Gil and Hartmann, 2007).

The results of previous studies that have been described show that the characteristics and
values obtained from the top management background can mfluence the interpretation of a
company executive in making strategic decisions, which is in line with the upper echelon
theory (Hambrick, 2007). Based on these findings, we are interested m seeing how the CEOQ
and CFOwith auditor background, especially the external auditor's experience, can be related
tor their decision-makmg regarding company investment,

Acvording (o Bowlined al (2009, the auditor profession is considered as a tepping stone ina
caresr joumey. Thus, some top managements apparently have a backgroimd werking as an
auditor. In the context of work experience as auditors, their responsibility ma:ﬁe&mg fravd risk
requires the charactenstics of professional skepticism, which s an important basis for them
{Hurtt, 2010). So indirectly, anditors tend to have a skeptical mindset or a questioning mind in
looldng at the situation (Melsan, 2008, Such charactenistics cin be carried over when they hold
imporiant positions in the company and influence ompany deasion-making, this argument is
aligned with upper echelm theory (Hambrick, 2007; Hambick and Mason, 1984),

In practice, the auditor profession is also required to work according to the applicable code
of ethics so that it can be said that the auditor works in an ethical environment (Pflugrath
ef al, 2007}, Therefore, the value they get when they work as auditors can be carmied away
when they have to make a company’s strategic decision 20 as not o act opportunistically by
making inefficient investments for personal gam.

2.3 Hvpothesis development
231 Ex-auditor CED and fnvestnien! ¢fficiency. Several studies discovered that the certain
characteristics of CEOs muld affect their stratepic decision, such as the relationship between




CEOs career horizon to their eamings quality (Che-Ahmad o al, 2020), CEOs age and their
analysts frrecast properties (Haider of af, 2009, and busy CEOs to ther finandial reporting quality
(Harvmawan ef al, 2022). These studies show that cenain characteristics of CEOs contribute to
determming certain strategic decision, The CEO 12 the top mamagement of the company who 12
mvolved m maling company dedisions, such as mvestment decisions (Ullah of al, 2021a). This 1s
shown through the results of previous studies, which found that CEOs with high managerial
ahilites could overcome two comses of mefhcient myvestments, such as underinvestment and
overitvestment (Gan, 20019, Furthermore the ability of the CEO matters because i could be
assoctated with opportimistic behavior, because lvwer ability CEOs tend to release less acourate
emagement eprmings forecasts (Yan ef al, 2021). Based on this research, the managera] atlity of
a CEO iz obtamed through the experience and values they have received in the past. Therefore,
this study wants to see how the worl experience gainad by CEOs as auditors can affect their risk
preferences m malking menagerial decisions, such as company nvestment decisions,

Previous studie§ Bave found that company management with an aoditor background
helps them make strategic reporting decisions, such as determining which accounting
policies to adopt or how much money needs to be invested in developing internal contrals
Bowlin ef al, 2009). In addition, the auditor profession 15 required to have accounting
knowledgre, client industry insight, insight mto the company’s business in general, problem-
solving skills, and cribeal thinkmng in carrving out their audit duties (Bonner and Lewis,
19900, So, such abilities and experience can help a CEQ experienced as an auditor identifies
optimally profitable investment opportunities for the company. Inaddition, the experience of
working as an auditor is also bound by a code of ethics, so they work I an ethical
environment (Plugrath of al, 2007). Even in their role as auditors, they are also required to be
reliable to maintain public trust (Taylor of al, 2003), 50 the value they get when they work as
auditors can encourage them not to act opportunistically or avoid the motive o do empire-
building by mvesting in prejects that are not profitable for stakeholders (Ullah ef af, 2021a).
Furthermore, these arguments are supported by the upper echelon theory, which states that
the experience of an executive can mfluence their mterpretation and decisions when faced
with a situation (Hambricl, 2007). Thus, this study proposes the following hypothesis:

HI. Companies with exc-auditor CEOs tend o have more efficient investment decisions.

2.3.2 Ex-auditor CFO with trvestment efficency. CFO 1s the top management of the company
whose job is to oversee the company’s acoounting and finance functions, which, at the
company hierarchy level, are under the pasition of CEO (Harymawan ef al, 2020; Heitash
et al, 2006), More specifically, the CFO is responsible for overseeing the company’s finaneal
reparting, mang@ing internal controls, and ensuring compliance with accounting regulations.

In practice. the CFO 15 not the sole decsion-maker regarding accounting, mvesting, amd
corporate financing, However, recently CFO has also played a role n shaping and executing the
company's strategy and B8& an important positionin the company’s top management (Datta and
Iskandar-Datta, 2014), Therefore, it is important to look at the relationship between work
experience ;and the value obtaimed by the CFO concerning the company's investment decisinns.

As previously explained, the nmin role of the CFO is to oversee the accounting and fnance
functions, soit is not surprising that previous studies have Jooked at the accounting background
of the CFO, This can be obtained through work experience as a public accountant ar auditor,
Based on previous studies, the auditor profession has the opportunity to have a lot of insight and
information related (o the business environment because auditors often mest with clienis
(company managers) regularly (Bae of al, 2017). Thus, the auditor can be said to have access to
information that is not pubbicly available, This advantage helps the anditor contribute to the
efficiency of his client's investment as an information provider, Therefove, the advantages of
mformation insight gained by someone experienced as an auditor can certainly help when they
need to make the right investment decisions for the company.
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ARA Moreover, according to Lu and Sapra (2008), an auditor may act conservatively or
0.4 aggressively based on the chent's risk to them: Thus, two possible risk preferences of
¥ experienced executives as auditors depend on the context of their drcumstances. Risk
preference behavior based on this situation can be camied over when they serve as

company executives, and if they can manage preferences well, it can help them to

determine the optimal level of mvestment, Thus, the second hypothesis of this study isas

564 follows:

HZ Companies with ex-auditor CFOs tend (o have more efficient investment decisions.

3. Research methodology
31 Sample sefection and dala sowrde
The popualation used in this study 5 of companies from all mdustres other than finance,
insurance, and real estate, which are listed on the Indonesia Stock Exchange (www.idx co.
id) during the 2010-201% perigid. We exclude companies with SIC (Standard Industral
Classification) code number 6 from the sample because they have different characteristics
from other mdustries, Moreover, we exclude the financial mdustry from the sample so that
the research can be more comparable (Sanchez and Yurdagul, 2013),

The oheervation results from the sample selection process were 2,763 for the ex-auditor
CEO and 2708 for the ex-auditor CFO. The presentation of the research sample selection
criteria is given in Table 1,

3.2 Variables measierement

G321 Dependent variable of investment efficieney (INVEFFL By definition, investment
efficiency 15 explained whtn there is no investment distortion such as underinvestment or
overinvestment since no deviation from the expected investment level can encourage
investment efficiency (Huang, 2020).

According to Biddle ot af (2009) and Huang (2020), in measuring the level of investment
efficiency, the company needs to know the abnormal investment value, which is the deviation
of the company's investment level Fom the expected investment level This abnormal
mvestment 18 measured by calenlating the residual value from the regression model, which is
estimated using the 11'u:1‘:1&.l'1‘:.r wyear, with the following model:

INVEFF,; = fly + MTB, iy + #:5G, .y + fFCF,  + B,LEV, ) + LOGBALE,
+ IndustryDummy 4+ Year Dummy + g i)
Description:
INVEFF = total capital expenditure and R&D expenses divided by initial assets

Mumber obeervanone!  Number observation of

Decription ex-authitor CECks ex-audior CFik

Listed company m DX (200020149 0.6 561
Table 1. Cqm]?mi:-s that areincluded m the SIC catepory number 6 {1.411) (L411)
Sample selection Misemp data {5,100 15,55}

criteria Tobad surmfrle 2,763 2,708




MTB = market-to-bools Sk, which is measured by subtracting the total value of assets
by the book value of the commion share and adding the market value of the commion share,
then dividing by the total assets,

86 = sales growth, which is caloulated by subtracting the number of sales from the
previows year's sales, and divided by the previous vear's sales

FCF = free cash flow, which1s calculated by dividing the total operating cash flow by total
assets

LEV = leverage caleubited by dividing total debt by total assets
LOGSALE = natural logarithm of the firm's total sales

The residual value generated [rom the regression eguation will show the difference
between the investment made and the investment value that the company should make.
Furthermore, we absolute the residual value by followng a prior study (Chen ef af, 2011).
Actually, the larger the residual'’s absolute value, the less efficiently the firms engage their
investment project (Liv and Tian, 2021). However, in this study, we multiply it by a
negative one so that the overall value will be negative. This treatment 1s needed to make it
easier to interprel and indicate that a positive and higher value represents higher
investment efficiency,

222 Independent vanable. 3221 Ex -auditor CEO (CEQEXAUTY. The ex-auditor CEQ
wan executiveat the top level of the company's hierarchy and has experience as an auditor in
a public accoumting firm, CEO positions have influence and are responsible for ensuring that
their subordinates act according to directions (Hiebl, 2014), In addition, the CEQ has an
important role in making company decisions and overseeing the company’s overall activities
(Harymawsn ef al , 2020). For example, the CEO is responsible for making major decisions
regarding the company's investments and finances,

This study used the ex-auditor CEO vanable as an mdependent var mble. It was measured
by giving a code of 1 if a CEO had work experience as an auditor at a public accomting firm
and 0 for otherwise, We obtain this variable manually by gathering the mformation from the
CEO profile in the annual report.

3222 Exauditor (FO (CFOEXAUD). An exauditor (FO 1= a company executive
responsible for overseeing nancial reporting, nanaging internal control, and ensuring the
company’s financial statements are n accordance with applicable acoounting regulations
{Hoitash of af, 2016), and who previously had work experience as an auditor in a public
accounting firm. Within the company, the CFO plays a role in the company's capital
budgeting, corporate financing, operational budgeting, and managing the company's cash
AT Eement.

In this study, the ex-auditor CFO is an independent variable, defined as the position of the
company’s Chief Financial Officer who has had work experience as an auditor at a public
avcounting firm. Thus, ex-auditor CFO (CFOEXAUD) is a dummy ¥riable, which is givena
value of 1if the company’s CFO position has worked as an auditor at a public acoounting firm
and 0 otherwise. We obtam this information manually by collecting the data from the annual
repirt in the section of the CFO profile, 4

a.2.3 Control variables. Following prior studies, we control several predictors of a firm's
investment efficiency. We use control variables to control the side of corporate governance
and corporate characteristics. Governance control variables include CEQ and CFO gender
(UMlah of @, 2021b). In addition, there is also 2 CEO and CFO tenure (Hoitash ef al., 20016), a
board size varable which shows the number of boards i the company (Lin and Tian,
2021}, and a Big 4 auditor firm that audits the company (Boubaker of af, 2018).
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Table 2.
Yanable operational
delinition

Furthermore, several variables to control research outcomes in terms of company
charactenistics use property, plant, and equipment (PPE) (Bae of al, 2017), firm age
(Rajkovie, 2020), profitability (ROA) (Ullah ¢f af, 2028); firm size (Rajkovic, 2020), and
leverage (Mirza ef af, 2020). Additonally, we include year and industry fixed effects to
address the differences i the characteristics of observations. We follow a prior study
using these fixed effects to absorb variation by industry and vear (Bae of al, 2017,
Moreover, the year fixed efféct is used to control the differences in economic condition
during our studv's period, while the industry fixed effect is used o control the
characteristics differences of each industry in this study (Ratri ef al, 2021). The detailed
vanable operationa hzations are given in Table 2,

33 Emprriceal model

This study will examine the relationship between ex-auditor CEOs and CFOs with efficient
mvestment dedsions. We use custered approach OLS regression model with the following
equetion:

Varmblke Mussur eenent Source
Dl varsahle

Investment ARSMININVEFF [Pl residual vatue of Huang's (2020) regression. OSIRTS and
efficiency model, which hizs been absolute valoe and fmancal report

multiplied by —L. This varmble shows the vl
of investment efficiency

Tnalepostclenst evrriaable

Ex-auditor CED CEOEXALD The dummy varmhle s given a vilue nf-ﬁ','ﬁﬂm Arnual report
CEO hais work experience as an auditor ata
Publig Accountimg Firm, and 0 if otherwise

Ex-auditor CF( CIOEXALD T dl.m'nny virmble s given a vilue uﬁ-ﬁglhr Amnual report
CFO has work experience as an suditor at a
Fublic Acoounting Firm, and 0 if atherwise

Cembrol variahic :

CEO pender CEOGENDER The dummy variable iz mumbered 1ifthe CEQiE  Annual veport
niale, and 0 if female

CF{) gender CFOGENDER The dummy vanables numbered 1 0 theCEFOis  Annual report
mile, ind O if female

CEC) tenure CEOTENURE The number of years a personhasserved as CEO  Avmnoal veport
od & compsiy

CFO) temure CFOTENURE The numberaf vears & person hasserved as CFO Anmnual report
of a compeany

Nummber of BRI The number of the company's bodard of Annital vepost

enmpany boards eommissionersand board of directors

Auditer BIGY BG4 The mdicator warinble which iSassigned a valve  Anmual repart
of 1 for companies mydited by Bigd aodit firms,
and 0 for atheiise

FFPE PrE The value of the matural fogrthm of the CEIRTS
company’s PPE amount

Firm age AGE The natural logarithnof the nomber of vears the  OSIRIS
commpany wid foyrded

Proftahibty ROA Total net moome diided by the ial assets of  OSIRIS
the company

Firm siue FIRMSIZE The natural bymiethm of fots] seeedts OEIRS

Leverage LEVERAGHE Tutal delst. divided by total assets ORIRIS




ABSMININVEFF,, = f, + f,CEOEXAUD,, + f.CEOGENDER, ; + #,CEOTENURE,

+ f#,BSIZE, , + p.BIG4,; + f.PPE, ; + 5-AGE, , + #,ROA

+ BFSIZE, ; + p,LEV,, + Industry Fixed Effect

+ Year Fived Effect ++ 25,

(21

ABSMININVEFF,; = g, + #iCFOEXAUL,; + p.CFOGENDER,; + #.CFOTENURE. ,

+ £, BSIZE, , + f;BIG4,, + B, PPE; + -AGE,, + f;ROA
+ (FSIZE, | + f,,LEV, ; + Industry Fixed Effect

+ Year Fixed Effect + &,

ABSMININVEFF, , ;'ﬂu + #,CEOEXAUD CFOEXALUD,, + #,CEOEXAUD,
+ ,CFOEXAUD,, + ff,CEOGENDER,; + f-=CFOGENDER, |
+ fCEOTENURE, , + #hCFOTENURE, , + L BSIZE: , + pBIG4, ,
+ fPPE, + B, AGE, ; + pLROA + g FSIZE,, + §,LEV,,

+ Industry Fixed Effect + Year Fixed Effect + £,

4. Results and discussion
4.1 Descriptive statistics and smivariate anaelvsis
The lack of research on ex-awditor CEOs and CFOs in Indonesia encourages us to present the
number of ex-suditor CEOs and CFOs in 2010-2019 from companies listed on the Indonesia
Stock Exchange The following Figure 1 represents a graph of CEOs and CFOs with
experience as auditors for public acoounting firms in Indonesian  companies from all

industries, which tends to increase every vear.
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Table 3.
Diessiriptive skalstics

Furthermore, TAllE 3 provides desariptive statistics with two panels that already exclude the
companies with Standard Industrial Classification (SIC) code mumber 6. Panel A presents the
sample distribution among dummy variables in this study, The total number of ex-auditor
CEO{CEOEXAUD in thiz study is 2,763, with 158 ndicated as ex-auditor CEO and 2,605 as
non-ex-auditor CEO, While the total numbers of ex-auditor CFO 15 671, non-ex-auditor CFO s
2087, with a total of 2,708,

Panel B displays the sample distribution of some non-dummy variables in this study. For
example, the variable of investment efficiency (ABSMININVEFF) in this study has mean
valoe = 0002, Please note that the value of this variable is obtamed by the residual vahoe of
Husng's (20200 regressqon model Afterward, we absolute the residual value and multply it
by —1 to easier interpret the resull,

4.2 Pagrson correlation

Table 4 displays the result of the Pearson correlation test and indicates the variable of
ex-auditar CEOQ {CEOEXAUD) has a significant positive correlation with the variable
mvestment efficiency (ABSMININVEFF) at the 5% level {coefficient = 0.041), This positive
correlaton implies that ex-auditor CEOs are more likely to have efficient investment
decisions. However, the varable of ex-auditor CFO (CFOEXAUD) shows an insignificant
positive correlation with imvestment efficiency [(ABSMININVEFF). Other correlations
between vanables which show significant resulis generally do not have multicollineanty
problems for further analvsis,

4.3 Regressgion analysis
4.3.1 Ex-auditor CEO aud mvestment efficiency. We present the results of QLS regression to
test the first hypothesis in Table 5. The first column shows the test result without controlling

the industry and year fixed effect, and we document significant results with the score of
adusted £ = 0L0B6. Furthermore, we include indistry and year fived effect in our test, and

Desamiphive statstics
i 1

Varmbie N s N *a N Yy
Panel A: Dy vaviabic
CEOEX AULD 2 b QLR 158 572% 2 763 100",
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CEOGEN 1665 G001 %, 25497 U, 2763 100"
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Table 5.

Represaon result for

excauditor CEC and

nvestment efficency

1) 3

Predicted sign ABSMININVEFF ABMININVEFF
CEOEXALD 000" 325) 0.0017 (244)
CEOGEN = 000 (153 00017 (216)
CEOTENURE 3 O 0,12 (O™ (257)
BSIZE =K (=1L 15) (LCHHD (1.32)
Bl 0000 (—220) ~0001™ {—397)
I'PE = —0000™ (—567) .00 (0.07)
AGE - —(io ™" (—585) —{.000 (=315
ROA ~00000"™" [~ A 0.0007 {588
FSLIE + 0.000"" (L72) —0.000 (-073)
LEV ) O™ (=241 —(LONH (=258
- Ons ~(RHIL [~ 1062) (LA (1K)
Industry fixed effect Mot mchded [netuded
Year fixed effect Mot inchaded Inetuded
Adjusted B D86 .22

2763 2763

Note(s): | stalsties in pareniheses
<01 "p< 005, "p <001

the result is shown in the second column. We document a positive significant relationship
between ex-auditor CEO and investment efficiency at the 5% significance level (coeflf = 0001,
t = 2.44). Moreover, the score of adjusted R in the second column is 0,204, and this shows that
the control of industry and vear fixed effectéidd the adjusted R by 20.8%, i we compare the
first and second columns. However, both results show a significant positive relationship
between ex-auditor CEO and investment efficiency. This result indicated that ex-auditor
CEDs are more likely to have efficient investments because the characteristics and expenience
they fibtained could help them efficiently allocate the amount of investment.

Thas result is in accordance with the findings of previous studies, which state that CEOs
with high managerial abilities tend to have efficent investments, where these abilities m be
obtatned through experience and values from their past work experience (Gan, 20149),
In addition, some work value experience gained through the anditor profession, such as
professional skepticsm and professional judgment (Carpenter, 2007; Hurtt, 2010), can help
ex-auditor CECs to think critically in identifving optimally profitable investment
oppartunities for the company.

The auditor profession also has a lot of msight and mformation related to the business
environment because auditors often meet with chients (company managers) (Bae et af, 2017),
s0 these results also suppart why ex-auditor CEOs can make more efficient decisions related
10 business investment. In addition, auditors are also bound by a code of ethics to work in an
ethical environment (Plugrath ofal, 2007) and are required to be reliable to maintain public
trust (Tavlor ef &f, 2003). Therefore, therr value when working as auditrs can encourage
them not to act opportunistically or avoid the motive to do empire-builldmg, which is one of
the causes of inefficient investment.

4.3.2 Evanditor CFO and tmvestorent éfficienicy. The result of the secand hypothess is
shownin Table 6. We separate the result based on the inclusion of the control industry and year
fized effect, However, the first and second columns do not capture a significant result between
ex-suditor CF0 and investment efficiency. This result domuments that the CFO has a different
role from the CEC in terms of investment dedsions. Furthermore, this result 13 in accordance
with the fact that the CFO is naot the sdle decisionmaker regarding accounting, investing, and
corporate financing, therefore in the corporate hierarchy, the CFO position is below the CEO
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Predicted sign ABSMININVEFF ABSMININVERF
CFOEXALD . 0000 {143 0000 0,38
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LEV + —0n ™ (=20 00" (=234
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Indusiry fixed effect Not included Included
Yesr Tl effect Mot inducded Inchucked
Adusted R 0,080 D288
N 2708 2708

Investment
efficiency in
Indonesia

o971

Note(s): { stalsivs m parentfiess
b, " p< 005, ™ h < 000

Table 6.

Regression result for
expanditor CFO and
vestment efficemey

(Harvimawan of af, 2020 Hoatash of al, 2006), Moreover, the CEO & the top nanagement of the
company and who makes the company decisions, like investment decisions. At the same time,
the CFO sugpests and momtors the company s accounting and finance functions,

Hence, we are mterested to see the relationship with investment efficiency when a company
has a CEO and CFO whoare both former anditors, Thisresult is provided in Table 7and indicates
that when the company has a CEO and CFO having the same experience as an auditor, they are
mare lidcely to have efficdent mvestment. The results document a significantly stronger positive
relationship than the result of the first hypothesss that significant at 1% (meff = 0002, § = 3.11),
These results sugeest that a CEO and a CFO who both have work experience as auditors will
havve the sime perception and influence the deasions made because of ther similar expenence or
pmofessional background. As a result, the CEO as top management has more dommant authority
and provides more nfluence in providing the company’s final investment deciiong, while the
CFO plays a role in providing investment decision recommendations to the CEO. The reaults of
thi= =tudy are m acoordamce with previous research, which stated that the CFO 1s the CEO's
business partner (Hsieh of al, 2018),

44 Robustness test

441 Alternative measurement. We want 10 see the consistency of this study by examining
the result using alternative measurements of inviestment ef fciency. We use the residual value
from mvestment efficiency model regression from prior study (MeNicholz and Stubben,
2008). This measurement estimates theinvestment model for each mdustry and vear, with the
following regression model:

INVEFFZ, = a + s + f1 00 X Quartiled;, ; + fa0); . X Quartiled;
+ fabhaor % Craartilediiy + F5CF 0 + BOGROWTH o1 + FalNVier + £y
(5)
Dezcription;
INVEFF2 = indicates the investment level, while Quartile 2, Quartile 3, and Quartile 4 &reé
mdictor variables that equal to 1, if ) is in the second, third, and fourth quartile of
industry-vear distribution
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Table 7.

eamon result for
CED and CFO who are
both former auditors
with investment
efficiency

i

ABSMININVEFRF
CEOEXAUD*CROEXALD 00027 (311
CEOEXALD —{L0HH (— 1121
CFOEXALTD — {1000 (—164)
CEOGEN O™ (230
CROGEN {1000 {—083)
CEOTENURE 00007 (268)
CFOTEMURE — 1000 | —1.49)
BRIFE 0.000 (1.16)
BIGA (001" | —4.08)
FPE L0000 {—106)
AGE -0.000° " (~298)
KA 0.000™ [-574)
FSIZE ~0.000 {~047)
LEV (L0 (=250
_CORS 0.000 (77
Industry fixed effect Ineluded
Yiesr fixed effect Ineluded
Adjusted £ 0231

2RI

Note(s): ! statitios in parenibises
=01 "p< 005" <00

CF = cash flows

Growth = natural logarithm of total asset in previous year
[NV = investment level in previous vear

£ = @Iror term

Furthermore, we also treat this alternative measurement like the prior measurement by using
thiedbsolute value of residual value from the mvestment regression model and mulbiplying by
~1 o make it easier for us to mierpret the results.

According to Tahle B, we still document a consistent result in which ex-auditor CEQ has a
positive and sipmificant result to mvestment efficiency at the 10%% level (coeff = 0.000 and
{ = 1.71). However, the ex-anditor CFO remains msigni ficant to investment efficiency using
this alternative measurement. This implies a difference i roles between CEO and (FO
related to imvestment decisions,

4.4.2 Coarsened Exact Matclng (CEM). Following prior studies, we want to address the
endogencity issue and examine this study's consistency. We argue that the presence of
ex-auditor executives in this study may generate a potential endogeneity problem: therefore,
we employ Coarsened Exact Matching (CEM) to handle this problem. Since the significant
result ondy ocours with ex-auditor CEO, therefore we only perform the CEM test on this
vanable.

Based on Table 9, panel A, variable CEOEXAUD indicates a total of 103 oot of 158
ex-auditor CED observations matched with 472 out of 2065 non-ex-auditor CEDs,
Furthermore, after we applying the matchitig requirement in Table 9 panel B, we capture
the comsistent result of ex-sauditor CEO as positively related to investment efficiency at the
1% significance level {coeff = (000, § = 287), Therefore, the results of this study are
consistent and robust from self-selection bias problem of observable variables.
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ARA 4.5 Additional anabses

0.4 4.5.1 Ex-auditor CEO rdationshap with gender and investment efficrency. We are interested in
J extending the study of investment efficiency by interacting the executive ex-auditors with

gender, According to a prior study, CEO gender plays a role in investment efficiency by

enhancing the governance and disciplning the management: therefore, a female CEO is mare

hikely to have higher investment efficiency (Ullah o al, 202151 The argoment shows that

fermale leadership could attenuate information asymmetty and agency conflich between

574 prificipals and agents, and the presence of female CEOs could facilitate better identification
and execution of superior investment projects leading to the Gpfimal investment decision.

Hence, we interact the varisble of ex-auditor CEQ with CED gender (dummy variable coded
as 1 if the CEO 15 male, and 0 if female). We document the interaction result is sigrificant and
negative with mvestment efficiency m Table 10 {ooeff = —0002, | = —268). This result 15
interesting because it suggests that the male gender weakens the positive relationship between
ex-auditor CEQ and investment efficency. This result & in accordance with prior resulls that
fermale CEOs are better than male CEOs in enhancing investment efficiency (Ulkah of &, 202 1h),
For ex-auditar CFO and gender, we dociment no sigmificant result

452 Overdnpestment and wnder-investment sub-simples. Additionally, we test the
refationship between ex-auditor CEOs and CFOs to investment efficiency in a separate
zample of overanvestment and under-nvestment firms, The result from Table 11 shows that
ex-auditors CEOs are more associated with increased investment efliciency among firms
prone tounder-investment, The results indicate that experience as anauditor could help them
when holding a position ag CEO 1o betler decide the optmial level of mvestment to avoid
under-investment,

4.5.3 Otler additional analyses, For further analysis, we perform additional tests to
examine the ex-auditor executives with investment efficiency among the samples based on
firm age. We are interested to examine this relationship because the company's operational

(L A
ABSMININY EFF ABSMININVEFY
CEOEXAUDYGEN —000z™ (—288)
CFOEXAUTHGEN —0.000 (—012)
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Table 11.
Regression of over-
investment and

under-investment sub-

samples

characteristics, such as the company's lfe cycle (fum age) can shape a company's investment
decisions (Liu ef al, 2021; Rajkovic, 2020), Hence, we separate the sample based on firm age,
whigh is young and old firm age. We identify the category based on the median value of
natural logarithm of fom age, and the result is shown in the un4abulated result in
Appendix 1. The result shows that a significant positive relationship between ex-auditor
CEOz and mvestment efficiency is more prominent in young firm age. Thig is in accordance
with the argument that the longer the firm 12 more hkely to be m a declining stage of the
business life cycle, which could reduce the mvestment activity (Chen ef al, 2011; X, 2015
Furthermore, we extend the analysis by testing the ex-auditor executives and investment
efficiency among the samples Bised on firm size, that categorized by the median value of firm
size. The size of the firm is related (o the firm's operational eycle, which is related to the
decisions of a company. We document the un-tabulated result in Appendix 2, indicating that
positive relationship between ex-auditor executives and investment efficiency 1s sigmificant
in both small and large firm size. The results could happen because larger firms may have
mare resources for investrnent, while smaller firms may have efficient investment because
they are likely m the expansion stage (Chen of af, 2011), These additional analyses show that
firm characteristics also could be determinants of investment decisions (Rajkovice, 2080),

5. Conclusion

This study aims to examine the relationship between CEOs and CFOs who have experience
as auditors with the company’s investment efficiency decisions. The results found a
sigmificant positive relationship between CEOs experienced as auditors, while CFOs do not
have a significant relationship with investment efficiency decigions. However, when a
company has a CEOQ and CFO who both have work experience as an auditor, it has a positive
relationship with a higher significance level than only the CED who has experience as an
auitor.
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These results indicate that the CED, as top management, has more dominant authority
and provides more nfluence m providing the company's fmal investment decisions, while the
CFO onl¥ plays a role in providing investment decision recommendations to the CEO. This
finding 12 1 line with the findings of a previous study, which stated that the CFO 15 more
likely to be responsible for the accounting and investment functions of the company,
Nevertheless, it is the CED who makes investment decisions. However, the stronger
relationship between exsauditor CEQ and CFO indicates that the CFO still has a role in
mvestnent decsions as a business pattner to the CEQL

The results align with previous research, which stated that managerial skills such as work
experience gained through the auditor profession could help overcome the causes of
mefficient investments, Furthermore, the experience and expertise gained workimg as an
auditor can help them make strategic decisions, In addition, the results of this study also
remained comsistent after testing with alternative measurements and the robustmess of the
Coarsened Exact Matching (CEM) regression test.

The result= of this study provide several contribations. First, lmited studies have examined
the relationshigs between the ariteria and characteristics of expenienced company executives as
auditors with the company’s strategic decisions. Hence, the resulls of this study Gin enhance the
literature related to @Ecutive backpround auditors with strategic decisions, such &5 investment
decisions, Second, the results of this study also provide evidence to support the upper echelon
theory. Third, the pracical implications of this research can provide oonsideration and msight
for investors and stakehaolders m recruiting the company’s top management to have experience
as an auditor n relation to mvestment efficiency because the mmpany's efficent mvestment
deasions are crucial for the company’s sustainability and investors' interests.

The mitation of this study is that there may be incomplete informatiomrelated to the auditor
experience of the CEQ and CFO in the company's anmual report. However, we have tried to
overcome this by digging for information through the Internet to find mformation related to the
experience of suditors in company executives, such as LinkedIn and Bloamberg, In addition,
suggestims for fubire research are to do more research on the relationship of experienced
executives as auditors with other company strategic decisions, apart from investment decisions,
In fact, the characteristics and attributes of an experienced auditor are interesting to stady when
they serve as company executives because they have experience, values, and particular
characteristics compared to other professions. Furthermore, future research might consider
studving top management with an auditor background, speafically a siyming auditr
experience, We argue this experience could drive them o have move specific skills in
auditing, especially skills and insight into certzin business models mmd industries. But at the
morment, we are not able to address this topic due to the limited data information on the specific
badiground anditor pesition of CEQ and CFO of Indonesian listed companies.
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