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Abstract. Based on the theory of senior management echelon and the theory of
behavioral consistency, this paper holds that the background characteristics of
audit background senior managers are unique because of their identity transfor-
mation from the supervisor to the regulated. It is necessary to further study the
relationship between audit background executives and the quality of accounting
information disclosure. This paper selects A-share listed companies in Shenzhen
manufacturing industry from 2015 to 2018 as the research object, uses ordered
logit model to analyze the impact of audit background executives on the quality of
enterprise information disclosure, and integrates the property right nature to test
the difference between them. The results show that: there is a significant negative
correlation between the audit background and the quality of corporate informa-
tion disclosure; at the same time, under the condition of distinguishing the nature
of corporate property rights, there are differences in the impact of audit back-
ground executives on the quality of corporate information disclosure. In contrast,
the negative effect of audit background executives on the quality of information
disclosure in non-state-owned enterprises is more significant. This paper expands
the research fields of the characteristics of senior executives’ professional back-
ground and the quality of information disclosure, enriches the literature of the
economic consequences of senior executives with audit background, and provides
useful policy reference for improving the cost of violation of laws and regulations
and the quality of information disclosure, and promoting the healthy and orderly
development of capital market.
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1 Introduction

Accounting information has become the focus of attention for investors, creditors, the
public, regulators and other relevant stakeholders. In the current modern corporate sys-
tem, adverse selection and moral hazard arising from information asymmetry between
investors and management have in turn led investors to place higher demands on the
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quality of accounting information disclosure. The reason is that reliable and truthful,
comprehensive and compliant accounting information disclosure is an important way to
reveal the actual financial situation and operation of an enterprise, as well as an important
reflection of the transparency of its accounting information.

2 Theoretical Analysis and Research Hypothesis

2.1 Audit Background Senior Executives and the Quality of Accounting
Disclosures

Auditors will maintain their previous professional habits to remain alert to potential risks
arising from inaccurate and erroneous financial statement information, which produces
a cautionary constraint effect (Xuan, 2019) [1]. Klassen (2016) argues that senior exec-
utives with an auditing background who violate standards can seriously damage their
own professional reputation when they are punished by the regulator and can seriously
hinder their future career development [2]. Menon,Williams (2004), Gerger et al. (2008)
argue that auditors with extensive experience in financial work have strong professional
skills, who know better improve the disclosure of corporate information. It is also argued
that senior executives with an audit background are familiar with the audit process and
audit methods of the firm, they possess strong anti-audit capabilities (Lennox, 2005;
Basioudis, 2007) [3, 4] that may use their mastery of accounting methods to circumvent
the auditor’s scrutiny and as a result, compromise the quality of accounting information
disclosure. Secondly, Senior executives may adopt aggressive strategies to whitewash
statements and provide false accounting information under the incentive of remuner-
ation (Chun, 2015; Shahzad, 2019) [5, 6]. In addition, when the internal controls of
listed senior executives are weak, senior executives with an auditing background may
also reduce the quality of corporate disclosure out of a desire to protect their own inter-
ests (Schadewitz, 1988) [7]. Based on the above analysis, the competing hypotheses are
presented here:

H1: Senior executives with an audit background will affect the quality of corporate
disclosure.

H1a: Senior executives having an auditor background positively affects the quality of
corporate disclosure.

H1b: Senior executives having an auditor background negatively affects the quality of
corporate disclosure.

2.2 Nature of Ownership, Audit Background Executives and the Quality
of Accounting Disclosure

Firstly, compared to foreign capital markets, the Chinese capital market has more state-
owned listed companies. Senior executives of SOEs are more focused on responding
to government policies (Eng, Mak, 2003) [8] and achieving personal political advance-
ment (Xuan, 2019) [1] without excessive pressure to operate profitably, whereas the
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main objective of senior executives of non-SOEs is to enhance performance to maxi-
mize corporate profits. Secondly, due to their special political affiliations and economic
functions, SOEs are highly influenced by policy factors, which may lead to differences
between SOE executives and non-SOE executives in terms of the extent of disclosure of
information in their statements (Li Shouxi, 2018) [9]. ZhouYan andYin et al. (2019) also
confirmed this view through empirical tests, while finding that the quality of informa-
tion disclosure of SOEs is consistently better than that of non-SOEs [10, 11]. Li Shouxi
(2018) found through empirical analysis that there is a significant positive association
between executive audit background and corporate surplus management in non-SOEs
compared to SOEs [9]. Therefore, this paper infers that audit background senior execu-
tives in non-SOEs are more motivated to manipulate profits and disclose false financial
information than audit background senior executives in SOEs, thereby compromising
the quality of corporate disclosed information. Further, we propose the hypothesis that:

H2: Compared with SOEs, senior executives with audit background in non-SOEs have
a more significant impact on the quality of corporate information disclosure.

3 Study Design

3.1 Sample Selection and Data Sources

This paper selects the data of A-share listed manufacturing companies in Shenzhen from
2015 to 2018 as the research sample and excludes the following data: (1) ST, *ST and PT
companies; (2) Companies with obvious missing data or outliers. A strict screening was
conducted to finally obtain 858 listed companies and 3,432 valid observation samples.
The data analysis software used in this paper is Stata15.

3.2 Main Variable

Interpreted Variable.
The evaluation criteria of the Shenzhen Stock Exchange assess the information dis-

closure of listed companies in six aspects: truthfulness, accuracy, completeness, timeli-
ness, fairness and legal compliance, which are divided into four levels: excellent, good,
passing and failing, corresponding to the assessment levels of A, B, C and D. According
to the four assessment levels of A, B, C and D, this paper assigns a value of 3,2,1,0.

Explanatory Variables.
In this paper, the audit background of executives is set as a dummy variable. The

variable takes the value of 1 if there is a senior executive with audit background in the
listed company, otherwise it takes the value of 0. In the group experiments, the sample
companies were divided into SOEs and non-SOEs according to the nature of ownership
of the listed companies. A value of 1 is taken if it is a SOE otherwise a value of 0.

Control Variables.
The control variables selected on the senior executives’ characteristics contain the

sex (Sex), age (Age), and educational background (Edu) of the executives. The control
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variables selected on firm characteristics in this paper contain corporate profitability
(ROA), ownership concentration (Top1), corporate size (Size), senior executive salary
(Salary), dual role of chairman and general manager (Dual), and Short-term liquidity of
the firm (Lev).

3.3 Model Construction

As the explanatory variables in this paper are dummy variables defined according to
four levels of corporate disclosure quality A, B, C and D. And its dummy variables are
ordered variables of 3,2,1,0, so it is appropriate to adopt Ordered Logit model. Through
the above analyses, models (1) and (2) were constructed for testing according to the
previous hypothesis 1 and hypothesis 2. In the robustness test, models (3) and (4) are
constructed in this paper to test the hypotheses for robustness.

IDQ = β0 + β1Audit+ β2State+ β3Sex+ β4Age+ β5Edu

+ β6Roa+ β7Top1+ β8Size+ β9Salary+ β10Dual

+ β11Lev+ �year+ μ (1)

IDQ = β0 + β1Audit+ β2Sex+ β3Age+ β4Edu

+ β5Roa+ β6Top1+ β7Size+ β8Salary

+ β9Dual+ β10Lev+ �year+ μ (2)

IDQ = β0 + β1Audit_N+ β2State+ β3Sex+ β4Age

+ β5Edu+ β6Roa+ β7Top1+ β8Size+ β9Salary

+ β10Dual+ β11Lev + �year+ μ (3)

IDQ = β0 + β1Audit+ β2State+ β3Sex+ β4Age

+ β5Edu+ β6Roe+ β7Top1+ β8Size

+ β9Salary+ β10Dual+ β11Lev+ �year+ μ (4)

4 Empirical Results and Analysis

4.1 Sample Descriptive Statistics

Table 1 shows that the average value of people with audit background in the company’s
senior management team is 0.609 and the median value is 1. This indicates that the
quality of information disclosure by companies is generally at a passing level, but the
overall level of accounting information disclosure by companies needs to be improved.
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Table 1. Descriptive statistics for each variable

Variable Sample size Average Standard deviation Minimum Maximum Median

IDQ 3432 2.091 0.637 0 3 2

Audit 3432 0.609 0.488 0 1 1

State 3432 0.205 0.404 0 1 0

Sex 3432 0.807 0.110 0.375 1 0.818

Age 3432 49.056 2.992 38.857 61 49.132

Edu 3432 3.341 0.435 0 5 3.370

Roa 3432 0.055 0.103 -1.868 1.466 0.042

Top1 3432 7.226 15.626 1 298.608 3.093

Size 3432 22.022 1.009 17.575 26.269 21.926

Salary 3432 14.384 0.640 12.124 17.103 14.347

Dual 3432 0.319 0.466 0 1 0

Lev 3432 0.362 0.185 0.001 1.622 0.352

4.2 Pearson Correlation Coefficient

FromTable 2, we can find that there is a significant correlation between audit background
senior management and corporate disclosure quality at the 1% level, which initially
verifies hypothesis 1. In addition, there is also a significant correlation between the nature
of property rights and corporate disclosure quality at the 1% level, which initially verifies
hypothesis 2. Overall, the correlation coefficients between all variables are less than 0.5,
which indicates that the model in this paper basically excludes serious multicollinearity.
The correlation coefficients between all variables are less than 0.5, which indicates that
the model in this paper basically excludes the problem of serious multicollinearity.

4.3 Multiple Regression Analysis

Table 3 presents the regression results analysis of the impact of audit background exec-
utives on corporate disclosure quality in this paper. The regression results for the full
sample reveal that, controlling for other variables, audit background executives (Audit)
are related to corporate information disclosure quality (ICQ) and significantly negatively
correlated at the 1% level with a correlation coefficient of -0.347. This indicates that
listed companies with audit background senior executives have lower corporate informa-
tion disclosure quality. Hypothesis H1b is supported. Further, the full sample regression
found that the nature of ownership (State) had a significant effect on the quality of corpo-
rate disclosure at the 1% level. Table 3 reveals that in the sample of SOEs, the coefficient
between audit background senior executives and corporate disclosure quality is nega-
tive, at -0.226, but not significant. In the non-SOE sample, the relationship between audit
background executives and corporate disclosure quality is negative at the 1% level, with
a coefficient of -0.374. This indicates that the impact of audit background executives on
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Table 2. Pearson correlation coefficient table

IDQ Audit State Sex Age Edu

IDQ 1.000

Audit -0.125*** 1.000

State 0.102*** -0.166*** 1.000

Sex 0.045** -0.088*** 0.216*** 1.000

Age 0.123*** -0.139*** 0.258*** 0.276*** 1.000

Edu 0.083*** -0.131*** 0.291*** 0.097*** 0.057*** 1.000

Roa 0.237*** -0.027 -0.051*** -0.001 -0.010 0.007

Top1 0.021 -0.077*** 0.169*** 0.039* 0.069*** 0.039*

Size 0.180*** -0.117*** 0.291*** 0.131*** 0.175*** 0.211***

Salary 0.222*** -0.068*** 0.074*** 0.048** 0.118*** 0.314***

Dual -0.007 0.028 -0.235*** -0.129*** -0.162*** -0.037*

Lev -0.106*** -0.038* 0.196*** 0.123*** 0.024* 0.094***

Roa Top1 Size Ind Dual Lev

Roa 1.000

Top1 -0.019 1.000

Size 0.124*** 0.127*** 1.000

Salary 0.168*** -0.066*** 0.410*** 1.000

Dual 0.022 -0.040* -0.099*** 0.003 1.000

Lev -0.065*** 0.087*** 0.443*** 0.064*** -0.020 1.000

Note: ***, **, * indicate significant correlations at 1%, 5%, and 10%, respectively.

corporate disclosure quality is more significant in non-SOEs compared to SOEs. This
tentatively verifies hypothesis H2.

4.4 PSM Sample-Based Paired Tests

To mitigate the effect of sample bias on the experimental findings, the propensity score
matching (PSM)methodwas chosen for robustness testing in this paper. Table 4 conducts
a one-to-one balance test and finds that the standardized bias aftermatching is below10%
and the bias is reduced to a greater extent in both the treatment and control groups, with
both p-values becoming larger, indicating that the covariates all pass the balance test and
that propensity score matching significantly reduces the differences in characteristics
between listed companies with and without executives with audit backgrounds. Table 5
provides further regression tests for model (1) based on the post-PSM paired sample and
finds consistent with the previous findings.



702 Q. Peng and G. Zhang

Table 3. Results of regression analysis

IDQ

Full sample SOEs Non-SOEs

Audit -0.347***
(-4.62)

-0.226
(-1.40)

-0.374***
(-4.37)

State 0.389***
(3.79)

Sex -0.058
(-0.17)

-1.879*
(-2.00)

0.259
(0.70)

Age 0.054***
(4.15)

0.056
(1.53)

0.052***
(3.70)

Edu -0.060
(-0.65)

-0.197*
(-0.93)

-0.012
(-0.11)

Roa 4.485***
(9.49)

0.627
(1.17)

7.048***
(11.95)

Top1 0.002
(0.85)

-0.000
(-0.03)

0.005
(1.23)

Size 0.371***
(8.03)

0.304***
(3.41)

0.398***
(7.13)

Salary 0.513***
(7.55)

0.641***
(4.20)

0.466***
(6.11)

Dual 0.140
(1.76)

0.454
(1.68)

0.139
(1.65)

Lev -2.418***
(-10.73)

-2.477***
(-5.02)

-2.430***
(-9.44)

R2 0.091 0.081 0.103

N 3432 721 2711

Year/Industry Control Control Control

Note: ***, **, * indicate significant correlations at 1%, 5%, and 10%, respectively.
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Table 4. PSM one-to-one balance test

Variable U unmatched
/ M matched

Average Standard deviation t-test

Processing
group

Control
group

Standard
deviation

Deviation
reduction

T p > |t|

State U 0.150 0.289 -33.9 99.3 -9.90 0.000

M 0.150 0.149 0.2 0.09 0.931

Sex U 0.800 0.819 -17.8 68.1 -5.04 0.000

M 0.800 0.806 -5.7 -1.81 0.071

Age U 48.719 49.568 -28.8 91.9 -8.18 0.000

M 48.722 48.653 2.3 0.75 0.453

Edu U 3.296 3.413 -27.0 99.9 -7.72 0.000

M 3.297 3.297 -0.0 -0.01 0.992

Roa U 0.052 0.058 -5.6 54.2 -1.61 0.108

M 0.053 0.056 -2.6 -0.98 0.325

Top1 U 6.287 8.691 -14.5 94.8 -4.38 0.000

M 6.289 6.413 -0.7 -0.33 0.741

Size U 21.926 22.161 -23.3 93.5 -6.71 0.000

M 21.928 21.913 1.5 0.51 0.612

Salary U 14.350 14.438 -13.8 88.5 -3.92 0.000

M 14.351 14.361 -1.6 -0.51 0.608

Dual U 0.330 0.304 5.8 48.0 1.64 0.100

M 0.330 0.344 -3.0 -0.95 0.341

Lev U 0.357 0.370 -7.0 81.3 -1.99 0.046

M 0.357 0.359 -1.3 -0.42 0.673
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Table 5. Regression results based on PSM

Variable Models (1)

Audit -0.228*
(-2.21)

State 0.321*
(2.25)

Sex 0.520
(1.04)

Age 0.020
(1.05)

Edu -0.096
(-0.72)

Roa 4.413***
(6.68)

Top1 -0.004
(-1.08)

Size 0.448***
(6.47)

Salary 0.532***
(5.32)

Dual -0.014
(-0.12)

Lev -2.739***
(-8.21)

R2 0.095

N 2547

Year/Industry Control

Note: ***, **, * indicate significant correlations at 1%, 5%, and 10%, respectively.

5 Conclusion

The detailed findings are as follows: (1) There is a significant negative relationship
between senior executives with audit background and corporate disclosure quality of
listed companies, which indicates that senior executives with audit background char-
acteristics will reduce the quality of corporate disclosure. (2) Compared with SOEs,
non-SOEs with audit background senior executives have poorer disclosure quality and
information disclosure. Moreover, compared with SOEs, non-SOEs with audit back-
ground executives have a significant negative relationship with the quality of corporate
disclosure.



Will Audit Background Executives Affect the Quality 705

References

1. Qin Xuan, Zhu Xiaoqi, Fang Junxiong. The nature of property rights, CFO audit context and
accounting robustness [J]. Foreign Economics & Management, 2020, 42(4): 94–106. https://
doi.org/10.16538/j.cnki.fem.20190926.001.

2. KLASSEN K.J.&P. LISOWSKY&D. MESCALL. The Role of Auditors, Non-Auditors, and
Int-ernal Tax Departments in Corporate Tax Aggressiveness. The Accounting Review, 2016,
91(1):179–205. https://doi.org/10.2308/accr-51137.

3. LENNOX C. Audit Quality and Executive Officers Affiliations with CPA Firms [J]. Jour-
nal of Accounting and Economics, 2005(2): 201–231. https://doi.org/10.1016/j.jacceco.2003.
12.002.

4. BASIOUDIS I.G. Auditors Engagement Risk and Audit Fees: the Role of Audit Firm Alu-
mni [J]. Journal of Business Finance & Accounting, 2007(10): 1393–1422. https://doi.org/
10.1111/j.1468-5957.2007.02052.

5. Cai Chun, Xie Liufang, Ma Ke Na. Executive audit background, earnings management and
abnormal audit fees [J]. Accounting Research, 2015 (3): 72–78.

6. Faisal Shahzad, Ijaz Ur Rehman, Waqas Hanif, Ghazanfar Ali Asim, Mushahid Hussain
Baig. The influence of financial reporting quality and audit quality on investment efficiency:
Evidence from Pakistan [J]. International Journal of Accounting & InformationManagement,
2019 (4): 600–614. https://doi.org/10.1108/IJAIM-08-2018-0097.

7. Hannu J. Schadewitz. Major Determinants of Interim Disclosure in Emerging market [J].
American Business Review, 1988(16). https://digitalcommons.newhaven.edu/americanbusi
nessreview/vol16/iss1/4.

8. ENG L. L & MAK Y.T. Corporate Governance and Voluntary Disclosure [J]. Jour-
nal of Accounting and Public Policy, 2003(4):325–345. https://doi.org/10.1016/S0278-425
4(03)00037-1.

9. Li Shouxi, Zhang Chen. The nature of ownership, executive audit background and surplus
quality [J]. Finance andAccountingMonthly, 2018(18):136–144. https://doi.org/10.1177/097
26527156237.

10. Zhou Yan, Han Luxia. The Influence of Overseas Background Directors on the Quality of
Information Disclosure [J]. Modern Business, 2019(17):126–128. https://ieeexplore.ieee.org/
document/8887657.

11. Yin, Kai-Guo, Wang, Ying-Ying, Liu, Xiao-Qin. Nature of ownership, management share-
holding and social responsibility information disclosure- empirical evidence from Chinese
listed companies [J]. Economic and Management Research, 2014 (9): 114–120. https://doi.
org/10.1108/SAMPJ-10-2018-0287.

Open Access This chapter is licensed under the terms of the Creative Commons Attribution-
NonCommercial 4.0 International License (http://creativecommons.org/licenses/by-nc/4.0/),
which permits any noncommercial use, sharing, adaptation, distribution and reproduction in any
medium or format, as long as you give appropriate credit to the original author(s) and the source,
provide a link to the Creative Commons license and indicate if changes were made.

The images or other third party material in this chapter are included in the chapter’s Creative
Commons license, unless indicated otherwise in a credit line to the material. If material is not
included in the chapter’s Creative Commons license and your intended use is not permitted by
statutory regulation or exceeds the permitted use, you will need to obtain permission directly from
the copyright holder.

https://doi.org/10.16538/j.cnki.fem.20190926.001
https://doi.org/10.2308/accr-51137
https://doi.org/10.1016/j.jacceco.2003.12.002
https://doi.org/10.1111/j.1468-5957.2007.02052
https://doi.org/10.1108/IJAIM-08-2018-0097
https://digitalcommons.newhaven.edu/americanbusinessreview/vol16/iss1/4
https://doi.org/10.1016/S0278-4254(03)00037-1
https://doi.org/10.1177/09726527156237
https://ieeexplore.ieee.org/document/8887657
https://doi.org/10.1108/SAMPJ-10-2018-0287
http://creativecommons.org/licenses/by-nc/4.0/

	Will Audit Background Executives Affect the Quality of Corporate Disclosure?
	1 Introduction
	2 Theoretical Analysis and Research Hypothesis
	2.1 Audit Background Senior Executives and the Quality of Accounting Disclosures
	2.2 Nature of Ownership, Audit Background Executives and the Quality of Accounting Disclosure

	3 Study Design
	3.1 Sample Selection and Data Sources
	3.2 Main Variable
	3.3 Model Construction

	4 Empirical Results and Analysis
	4.1 Sample Descriptive Statistics
	4.2 Pearson Correlation Coefficient
	4.3 Multiple Regression Analysis
	4.4 PSM Sample-Based Paired Tests

	5 Conclusion
	References




