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Family Involvement with MD & A
{ Management Disclosure & Analysis) Readability Level

Diarany Sucahyatl, Iman Haryaawan and Tubagus Algan Rodston
Faaculiy af Ecomony amd Business, Dinfverailos Afrlnmiro, Sarafxnn
Evwtalz karymvan Soceev® fek aenslr aie il

Alsstraet: This stady zims w exsmine the relutionship berween fomily imwol vement and the
readabality level of the MD & A (Management Disclocuse & Analysics melesed by the
comprmy. This study wses 1795 final samples from fions Bsted on the Indonesia Siock
Exchange in the period 201020018, We tesied the research hypothesis using ocdinary keast
spjuire regression (CXLS), Thiz was done using the Stata software by adding a fised effect
fo industry diversity in onder o strengthen the study resulis. This sudy wsed twoe proxies
of the family firm where thene is the invaolvement of Tmily members at e minikgement
level and reloted to the ovwnership of company shores, Both of these proxies show consisten)
resilis indicating that family firess tend io relesse less readable MDA Funthermore, the
bagiiage differcisces were aluo tested i s snaly. Apan feoi the presentation of the
MIMNeA in English or Indonesion, family firms still present reports with kewer resdability,
This stwdy provides o perspective w0 the authorities regarding the family finm’s governance
intendied Lo lelp improve existing regulations

Keywords: Family Firm. Readabibity, MD & A Masagement Disclosure & Analysis.

Absirak: Penolitsan mi bertujuan meseliti bubungan keterhbatan keluargn dengan tingka
kelerbacimn MO & A (Msigement Dieclosure & Anolysish yang dirilis - penssahaan,
Penelitian im menggunoken 1795 sampel final dan perusnhaan yong listing di Bursa Efek
Indonesia periode 2000-20008. Untuk mengujs hipobesis penclittan digunakon segresi
ordimary lea squane (OLS) yang dilakukan medalus software Siae dengan menambabks
fixed effect kerugnman industo dan tibon ontuk memperkeot hasil pens|ition, Penslition ing
mengrumakan dos proxy perusshasn keluargs vaite Keterlibatan angzoty keluargs i
muanapmen din kepemilkan  sabam perusahaan, kedoaeys  menanpukkan bosil yang
kEonsisten babwn persshoon keluarge memitiki kecenderumgan untuk menlis MIW A yong
kb rendah keterbacaannya. Lebih lamjut, perbedaan balssa jugn diuji didalom penclitisn
ol dan terlepas dan penvajian MDA didalam bahasa mgees atau pan bahasa denesia,
perusshaan keluorga wetap menvajikon laporan tersebul dengan keterbacaan yang lobih
remdah, Peneditian ini dilsraphan membed pandangan bagi regolator mengenai s kelola
perusahoan  khuspsnyn  perusshasn kelorga,  sehingps odoritns terkail hisa semakin
meninzlathan pemturain vang ado.

Kutw Kunci: Peresshnon Kelvargn, Keterbocuan, MD & A, Manngement Disclosure &
Al ysis.
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INTRODUCTION

In emerging markets such o Indonesia, company reporting is 2 specific source of
compony information that reflects the guality of the copiial morket [Hesarzadeh and
Ruojabalizdeh. 20090, Am annual report is 8 form of company reporing that contains the
directors’ and board of commussioners” responsibilities i feference o ma@@zing and
supervising the issuers or public ferms wathin | {one ) mancial year ({OJK, 2016}, The annual
repart moust Al least contiin an overview of the imponant fmocial data, sieck information,
the directors' report . the bourd of commissioners’ report. the profiles of the isseers or public
firma. the management analysis sl discussion. the isseecs govermince, the ssacrs’ social
and envirommental respoos ibhliny, sudced annnal fnancial reporis, snd @ statement from the
members of the board of directors amd the boprd of commissioners regarding their
respansibilivy relzted w the snnual repon (OJR. 300 6). Texmal namwatives represent most of
the disclesure of this infermation or abow BD% of the content of annual reports, whale the
rest is represented by quantitotive datn (Lo et al., 2IH 7). Therefors, the clanty of the non-
nurmerical part (iextund nacratived is essential to fully comvey the company information 1o
the stakeholders, In general, lower clarity can weaken the accursey and absorption of the
inlormation (Eawrence, 200 33,

Research by (La, 2008y i { g etal ., 20300 Gounsed thak i more resdable annial repoen
15 eorrelated with beter financinl performance, The readability of the company's anmal
peport alse reflocts e tarsparcncy of the Gsancial information 10 sone exient. thus
provading a vahebion basis bos ihe sharehadders who Fﬂr’[i\:“qm:: in COrpOrkle Investiment
decizions and prevent investment ineilickencies (Zhao et ol HI20%, {Boubsker et al,, 20059)
found that sweck liguidity is reloed w the company's annual repon readabilicy. Anmusl
repaits that afe difficult w resd hinder the investors’ abilicy o process snd aalyze fhe
infarmation in the company's an@al repont. This reduoes their willingness b trwde, which
lso natlsces the stock liguidity, The resdahiliy of the finuncial @siement fosinoce in the
annual report can provide audil engagement risk information. Fires weith less readable
footnotes have longer nudit report log. incur higher andit costs, ond they o more likely 1o
accept 8 modified going-concern opion for the firsa time (Albemathy eq al o 200 %),
Furthermaore, s same sudy. the readability of the fmnotes & associated with the
possibility of higher financial misstatcments and licgation related we accounting in the
Tuuire.

High rendubility is an eseemial element in the quality of company reporting, However,
this behavior may differ in cenain eypes of frm. Previows reseanch fosnd thi family firms
have different reporting sernegies than soi-family fioms (Cascino e al, 2000 Ding, Do, &
Lhuang, 20011, As o sowrce of infoemiation for stnkeholders, the annual report nught voice
ceancerns for the mamagers, ¢ they need o obscure some informution w chopge thee
stakehalder perceplions {Merkl-Davies and Breanan, X075, The farmily managemeat may
wan to hide one or two things from the other stokehalders (non-tamil@hembers), This is
updoubtedly related to the issue of family reputation and the desire to promote a positive
umage. Opportunsdse family man@ement might merease the perception of the company
pchievements or il con conseal mformatin that cosld negatively affect their position
[ Horghiemistra, 20000y, although this merns that information asymmetry has occurmed , This
hus the potential to couse spercy conflict (Cheng, 20H 43,

Readability sescarch selated to fims has ot been s wopic widely discussed by
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researchers. The research by {Dirapo et al., 2007) became the first to discwss this bopic and
ot shows diffeeent results oo this study. The fanily fiem in this study had o low level of
resclabiling, Family frms msy s100 b the same nepuaiation goals bor they bive 3 differem
attitude. In the research of (Drago et al 2007, family finms promade their positive image
by incrcasing tansparcncy through report readabality. However, o develomng capital
muirkels, |:|l:'j;5|li'|.'|: sediem can he sensafive for myestors, Therelire, f.il'll:l]lj Termns [re fer o
bide information that is perceived as negative rather than declose the wuth.

This research wsed the doto of firms listed on the Indenesia Stock Exchange in 20/10-
2018, Family firms were measured wing two progies: the involvement of the family
members s the sanagement and the level of fanuly share owneeship of the company.
Furthermore, the clirity of the festval narrsdives or resdability can be messured throgh the
repdability scores. There are five scoring methads for sexiosd narrative readabilicy referning
b the readability softwane version 10 used. The methods are Flesch-Eincaidl Grade
Level (FKG, the Flesch-Kincakd Readability Imdes (FKR), the Guaning-Fog Readability
Index (FOG), the Simple Measure of Gobbledypoos (SO, and the Coleman-Lian
Resdabdity lndex (CLR. This sudy incasures the readability of the company's MDEA
contained in the anmel report, This is becasse 80% of the information in the fisncial
stniemienis is summarized in the fomm of quolitative information in the Management
Driscussion and Analysis (MDA section (LI, 3025 The rescarch hiypothesis was tesbed
using ardinary least sguare regression (O0S5) conducted nsing Stata software by adding a
fixed effect for industry diversity to strengthen the research resuli=.

THEORETICAL REVIEW

Research by (Clhessens of al  20000) i East Asizn countries found that more than $0%
of firms in Indonesia sre controlled by familics. The family business has become one of the
phenpmena that connot be sepanoed  from developing  ceuntries besides  paolitcal
codnections (Muttakin et al., 2005). Cemralized share ownership, the strong menitoring of
the owners, ond mansgement mvolvement across the gepertions within & family are the
hallmiarks of this type of comquny (X et al,, 2005). Family firms have high productivity
comprared o non-Family fimes due 10 the Famaly-orented work esvironment and the long-
term view of the fumily members that the company assets are assels that can be passed on
cor Future genersions (Matherne et al ., 2007y, This cenainly encourages the fanaly firms o
fopus on protecting the companys image and repuintion (Hemone et al,, 20033, This i=
because repuladon slso affects the family name inadditon o tbe company nome (Zellweger
ar-al., 200 1.

Family involvement in the family business is very visible in companies (Craig ot al.,
2008}, As the visibilicy of the family i the company i3 gening higher, so il leads o more
blurred i the boundary between the famaly and e company. In consequences, the family
identity in busines: cand be scparated trom the company (Decphouse and Jaskicwice,
2003y Corporate imame §5 00 impontant component of corporate identsty (Glyvonn and Abzog,
EN02Z). The firm carmes the famaly name, sothere are consequences that corporate behaviors
will have o strong impact on the image and reputation of the family (B ct 2@ 2013
Debassis etal |, 20060, Family identitics bind group members to shared goals and pride in
fulfilling fomily company obligations (Berrone et al., 201 2; Zellweger et al., 2013,

Jarmal Akuntensi Volame XXIV, Mo, 01 June 2020: ﬂ-ﬂ &
DOl hespsy die doione 1024912 v24i 1.642




Sucabyati, Harymawon and Relstant Family Trvolvement with MDB & A_
e

Maragers feel o sense of urgency to obscure some of the information in the annual
report to change the stakeholder’s perception (Merkl-Devies and Breanas, 20075 Although
the ool repeort s 3 specific sounce of information fer the sakebolders, the s of DGmily
reputation and the desire to promade 2 positive imsge becomes more of a priosity,
Opportunistic  family mans@ment might increass the percepiion of the company

achievements o conceal  mfomwdiem thal could  regatively  affest their  position
( Hoorphbamastra, 2000;.

HI: The readahility fevel of MDA in a family finm is lower thion the readabality kevel in a
mon-family firm.

METHODOLOM: Y

Sample and Data Seurce. The inital sample of 1his study amounted to 5404 finms from
the Indonesin Siock Exchenge in the penod 2000-2008, The sample excludes mdustnil
sertor |5 ) murmber 6. namely bemking and financial instilutions. This is because they have
differsnt charscteristics to the firms in odber isdusteiad sectors, such as cagh and cash
exquivadents, (Sinchez and Yurdagul, 20137 suggested that by excluding firms in indwstrial
secton number 6, 1he research conducted would he more comparshie,

Furthermore, the MO & As of the firms that were not svailable m o foreign language
(English) were excluded from e sainple. This reguirement is also applicabde wo the MID &
Asof the firms that could ot be copied and any mising or damaged annoal reports. The
gnnual report, based on the ndes from the Financinl Serviees Aothority of the Republic of
Indonesia NUMBER 2% POV 042006 wnide 5, must be presenied im two languases,
mamely ndonesian sd a forelgn language (Englishy. In reality, there are sl masy anaual
reports tha@re only presented in Indonesian, This study specifies the publication of the
MIDEA in & foreign langmage so then the resalis of this swdy con be penemlied ooibe
previsus research,

Table 1. Sample Sclection

n Specification Total

Total of firms that listed ga DX in 2010-2018 2404 Firms
Exeluidedi:

Farms with SIC number & 017 Flems
Firms with uncomplete MD& A 2555 Firms
Firmes with imcomplete finnncial data 127 Firms
Totnl Firms as research sample |75 Firms

Seurces (Db processsd, 2000

Cenerally, the research dota was divided inte two groups, specifically financinl mnd
mon-financial data. The Geancial deta, such as the wial assets and mial deba, was obinined
from the Ckbis database. The non-fisancial data, sech o the MDE A readabality and the
family businesses themselves, was collected manelly, The MDE&EA readability dotn was
callected manually by copying the MOK A section in the anmzl report into the readabilicy
softwase verseon L0 o get the readabiliny scone. The Famialy firm data was codbected from
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the HCMDY (Indonesin Capital Market Darectoryh report by marking the same last pame or
clan bn the manngement positions and in the dats oa cempany share ewnsership.

Variables Definition

Dependent Variable { Readabillty & MDEA) The annual seport, omce published, is one
ol 1he Fll"ilnilr:r spirees of information Tor the .;;|_|;-|-||;||||:|.-':.. stakebhinlders, Arourd #50% of e
informa@n in the financid statements is summarized in the form of qualitative information
in the Mmogement Biscussieon and Anolysis (MP&EA) section (Lo et al, 2007
Menagement disclosure through the MD&A reflects the management's attitnde and it has
even become a way of rationalizng the management's behavior (L, 2012y, However, the
manager's confusion ofien causes this qualitstive mformsastion to be difficul § o wndersfand
{ Hazan, 20018].

There ane five readabelity measurernent prosics (READ) i the version 1.0 readablaty
software wsed by the anthor, These proxies are@y: Flesch-Kimcaid Grade Level (FKG), the
Flesch-Kincaid Readshility Index (FKR]. the Gunning-Fopg Readshility Index {(POG), the
Simple Measwe of Cobbledygook (SMOMGE, asd the Coleman-Liu Beadability lisdex
(CLY, Descriptions related @ ewh prosy's cilodsiion model will be expliined furmher
bielovw, im sdditbom o the decryption wsed in the mepsurement software.

1

!‘ﬂ.rﬁ'ﬂﬂ-ﬂ: Grade Level | FEG). This readability test i= nsed extensi@ly in the ficld
of education, FRG translates sooees froem O- 10 b tee keved of the US class, making it easier
for teachers, parents, librmnans, sod others (o0 assess the eadability kevel of vamoos books
and texts. This can alse he imterpreded as the number of sducation years penerally nesded o
understand the wext. which is relevant when tse formuls produces & aumtber greater thamn 12,
Thie gracte level = calolated osing the folkowing formuli:

N nd wair il et nd selllesy
FRG -ﬁ..w-}I:;—---mm:mm:]lﬂiu[_-—m v It - R { |

The result is & number thil matches the gmde kevel, For example, 8 score of 8.2 will
indicate that the teat 15 expected to e understond By the avesage student an grade 3 (useally
amnnigd e ape of 13=14-in the United Siatas)

Flesch-Kincald Readability Index (FER}

I the Flesch-Kincaid Readabilny Index (FKE]), higher scores indicate thal the
muatedl = easser 1o read whereas lower soores indicate that the matenal 15 mose diffacult 1o
read, Long words affect this score significently more than grade level scores, The formula
for coleulnting FER scores is as follows:

FKR = 206,835 — 1.015 + {#‘"m‘n} — B4 [%] ...................... 7)

The scoees can be intespreted as follow§g)

G0 (- TIHFE = Easy ro understand Tor the average | Lyear-nld stodent.
GO - Exsy to understond for the avernge 11-15-vear-old studemt,
0030000 - Mustly umderstomd by the average university graduse
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Gunnin@Fog Beadability Index (FING), The Gunning-Fog Beadability Index | B
depersds on the average number of words per sentence and the percentage of complex words
i i docyment W measure e document”s feadabiliny, The higher the score, the worse fhe
residatality of the docsment. The following formuln i=wsed fo caboulate the FOG seore:

FOG=04x {_um—ij — 100 [wﬂ .......................................... (3)

Slmple Measore of Gobbledygook (S8, This e@dabeliy fovmaoln estimaies the years
of eduction needed o odersand e wrinng Dally, SMOG is widely wsed, especially for
checking health messages. The SMOG formula produces o comelston of 0985 with 3
standind ceror of 1.515% volues with o reader score@@hit has a 100% understonding of the
test materinl. MeLaughlin published SMOG iR 19469 85 8 more aocurate and casier substitobe
foe the Gunning -Fog mdex. The followog formula can calculace the level of readabaliny:

murmbor o f podyryiobios
mumber o) senbences

SMOG = grade — 1.|}=}3‘J[3IJ " R T 1A ) T——

Coleman-Lian Resdahility Index (CLE1. This rau.a-lhhi]it:, test was designed by Coleman
anned i 1o moeasiine the abiality o under st o texn, Like the Flesch-Kineasd Level, the
Gunning-Fog Index, the SMOG Index, and the Avtomated Beadability Index, the owtpud
apppaoachics the level of the US class that 15 comsidered nocessary to understand the test. The
Colermin-Liay Reasbibilicy Indes (CLE) relies on characiers riher than syllables per wosd,
Although there are @srintkns o opinion regarding its pocuraey compared to complex
syllablestwords and woed indices, characters are more castly and sccorseely calcubared by
campiiter prograens than syllables. To calculate the CLE, the following formulas was usecd:

€LI = 5.80 % {i’ﬂf‘ff"—'?-] _ 205 ("T;EE e R O S e (5}

WA

Independent Yariable (Family Firm), The fom is defined as o family firm (FF) if there
ame one or more family members whio hold positions as members of the board of directors,
as the CEQ oF by havio g family shareholding thar eankes wp ol least 5% of the (Chea, Chen,
& Cheng, H08; Fhow, He, & Wiang, 200 7). This sudy msed o prosy Torthe Gmily members
invalvement s the managenal level tosee bow family management plays orode in producing
MDEA repors. The nvolvement of family members ndirectly repeesents a subsiantaal
fuwmily presence in the ownership, govemancs, management, and seccession of the finm
(Boyle, Butkerford, & Polfack, 20000, Thiough the reference of SEOJK Mo, 30.
SECTR O4-2000, 1t 15 explnined that public companies in Indonesio must disclose if there is
any affiliation hetween the drectors and commissioners in their onneal reports. This snsdy
also re-examened every affaliated relanonship found i the annoal report 1o confisn the
relatisnship,

Contral Variable. In thes atudy. pwo sroups of eonteed vorinbled were wsed . First thee s
the group of corporate linmcis pedormance varables which inchekes ROA, FIRMSIZE.,
and LEVERAGE, This is as well 25 the group of corporate govemance variahles that consist
of the number of directors (IR}, the aamber of commissioners (O ), the percentage of
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independent directom {IVIMME], and the percentape of independent directors (INIRCOM ).
THE RESULTS OF STATISTICAL TESTS

Toreduee the ncourrence of human error, thes datn processing in this study was carmied
ol using the Stta softwdare, Figure | oshows e percentags of the number of family

mmbers myolved in managing the company 1 the position of cither conmissiones or
derectars. Addationally, 61 % of family firms invelve two Gamily members, fol lowed by 25%
invalving three people, W% invelving four people, 4% involwing tive people, and 1%
iyl ving sis peophe.

Figure 1, Family Members Invelved in Mapngement of the Company

i3 al ol wE LG

Seupce: (Dhata processed, 2020

Tabk: 2 shows the distribution of the samples per yeor regarding the family and son-
family firms. Im pemeral. there is an increase in the somphe of family firms every vear,
althowgh o decline oceurred in 2004 and 2016,

Tahle 2. Sample Diseritation per Year {n=1793)

TAHLN ¥ Family Firms ¥ Moo Family Firns El_::ﬁ.ﬂl
irIms
2000 4 ur 140
2011 4T 115 16l
2012 54 127 181
2inA 35 I (ks 16l
2ivl4 45 |22 1T
205 o 137 211
26 5 134 195
27 Hia L8 2hd
2018 101 206 M7
TI¥rAL 574 x| 1745
Sounce: { Data processed . 2020}
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Tahlz 3 shows the distribution of the rezearch spmples based on nime induestry
clas ifications msde by the USMA govermiment. This elassification ia based on the coimpany's
main Business units In ohis sudy, sector pumber &, namely fanking and financial
institutions, was excheded, The largest distribufeon of family fivms is in the construction
adustey secior &b 44%, followed by the ageiculiune, Forestry, and Hshing secior and the
whiesile and retl trade sectors respectively al 39%, Last w the mamifaciuring secior af
KELUS

Table 3. Sample Disiribution Based on Indostry (n=1T95)

o ; FF NUN-FF TOTAL
I L INDUSTRY R N o S
0 Agriukese. Posestry, and Pishing AT 3% 42 o1% 6% 100%
| Mliming MO19% M EBI® 312 100%
2 Constrocviomn Industries 211 &48% 2 5A% 4R 100
3 Manufscrensg 03 3% X &M HE 1AW
4 Trerypiston, Commumcalkm ond Ugililses TE T 2T T WS 100%
5 Whalesole and Retzil Trade &1 Aog 1 1S U R [ 413
T Borvices Indusirics 6 IR% 1A E2% 146 1R
H Heakh, Legal and Edecmtional Services mxl
&mﬂhinggu B 4% 150 TE®: PR, IOOW

TOTAL M EE= 1795
Sources (Db processed , 2020

Tablz 4 showe the descriptive statistics that inclode the sverage valse, the middle
virlae, the bowest value, and the highest value of the voriables wsed o thas swdy. In this table .
the variahle values are presented after the Winsorized treatment, o aklitin g e originl
values before In or log. This study used the five types of rewdability score of FRG, FKR,
GF.SEHOG, wnd CLow o measure the MD& As readability. The family finns wers naznsued
using a dumemy varishle.

Table 4. Descriptive Statistics {n=1T%5)

MEAMN MEDIAN  MINIMUM  SMAXIMUM
FRI7 14,633 14636 .54 27131
FER -28 B3 -5 -T4.625 M 3TH
Fili 18.913 19647 BT 31499
KM 1 h5H IR HLINES AR GT4
CLR 17090 170k 5 | B3K 28621
FF (320 LR ] (kA0 L
RO 5533 4 580 S ] 497
FIRMSIZE (TASSET) 7056000000 24586000000 38620000 56,79 (00 (K
LEVERAGE (520 (500 (R 2492
iR 4E33 5.0 2000 L3Nl
INIR 3T [L.EXD (000 4411
O 4267 4.16%) | KX (EXL LT
INDCOM 1.3 [ LEX] (XX LR A

-SIJ'HI.'I.'I\."..lni]:.H Fl:I'D'LE"dﬂll ll:lll:l'l
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Table 5 indicates the Fiom Chemcienstics. |t presents the comparzon of ihe
characteristics berween two groups of Frms. In this study, we have presented a comparizon
of the remBbility soore chansclerstics between Gumly and oo -Camily firms. Pael A
compares the Hesch-E @ nd Grade Level (FRG) readability soore characteristics between
Tamily and now-fanuly fGros, The cocfficient of FRG &5 -5453 and it 5s sigasficaint at the
15 level. Pamel B compares 1he readability soore char@eristics of the Flesch- Kincaid
Readabdity Index (FER} between famdy and son-famely firms. The coefficient of FER 1=
S04 and it is significant o the 1% lewel. Panel € compores the readability score
charac@istics of the Guaning-Fog Resdability Index (FONFY between family and non-
family firme, The coafficent of FOG i3 6,833 and s gignificant at the 1% level . Papel D
compares the Simple Measure of @hbbledypook (SMOG) readability score charscben stics
betwosn family and non-family firms, The cosficient of SMWOMG = -6050 and R i=
sagnificant at the 1% level. Panel E compages the Colaman-Liau Reslabhiny bades (CLR)
resclability scones hetween family and pon-family firms, The coefficient of CL i <3670,
and the significance kvel is 1%, These results explain that Tamily firms in Indenesia have
lepweer readability sconcs than nen-family fioms.

Tabkel &, Firm Chomeienstic (n=174%5)

Panel & MIN&A Readubility level (FRG ) of Family Firms (FF)

FE Nowi-FF MEAN  MEDIAN
=574 m=1321 t-value z-value
FEG 14246 |4 %15 -5451° 4.99™

Panel B MD& A Readability level (FER ) of Family Fivms (FF)

FF Non-FF MEAN MEDIAN
— u=574 n=1221 L-value z-value
FKR 30635 -7 080 S84 6HTL

Panel C MDEA Readability kevel (GF §of Family Firms (FF)

FF Mon-FF MEAMN MIEDLAN
n=574 n=1221 E=value rovialme
F 18 369 1% 168 AR -0, 3467

Fanel D MD&A Readability leve (5SWOG) of Family Firms (FF)

FE Non-FF MEAN MEDIAN
n=374 n=1221 i=valne vl
SAdM e 162492 16830 Shnsn™ -5665T
Fanel E MD& A Readability level (CLR pof Family Firms (FF)
[ ol Non-FF MEAN MEDIAMN
=374 n=1221 [=value revalue
LR 16473 17,163 367{3 4,562

Source: (Data processed., 030
Statn, sipmificant in 0%, 5% and 1%,
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Tahlz & refers to the Pearson commelation which shows the mndom oormrelation matrix
betaeen e variables used 11 this spudy . This mateix measunes the dependence and direction
of the Bmear relationship berween o viriahles (Zhou et al., 2007). The direction of the
relationship is marked by & positive or negative sign while the significance level imdicates
the strength of the relationship. The results show that family finns (FF) have a signaficamt
pegative relaionstnp with the five readahilany proxies (FRG FER, GF SO, O,

The first hypothesis {H1} of this study estimates that the MDA readabiliny level in
famify firms is fower than the readobility in non-funly firms. To tes this hypothesis, we
psed multiple linear regression (OLS) and equation (1), This mode] includes o ser of
performance contrd ad corporate pesermance varnables, This study alao controls for the
fized effect on industry diversity and vears o strengihen the resubis. The details of fhe
gquiition are presented as follows:

READ o + QIFF + B2ROA + BAFIRMSIZE + PALEVERAGE + B50IR +
PEINTIDIR + $TCOM + BRINDCOM = BOYEAR + PIOINDUSTRY + £., oo (5)

Tahle 6. Pearson Correlation (n=1795)
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bl
[N A" (10 e [F1- 1]
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Fum i [HEL LI
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FOSKEE) PHEET [MELLIR] [LLELLIE]
[rTp ey 41 LIV RTNE (W1 1]
DT et
HiEFs (i (AR LIE] [LERLEE FE I
[T (4] 4] il | i1 i &l (LTS I ik
12l (Bl 2] LINE=H LT el LIS 4]
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EE
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¥
[ L L [Rk 1T [MELLIE] (LR LN R [ A (LI LR [ L] [N ERAT (UL L]
] s
i L{l-5 kx| 11 15 b [LRTRA] IRk iFiFld i i | L] i1z
FRT T fra™ T L
W
1T L I -] AL [LINRIA] FR22bi kAT ude?y  RHES @z ly R fu
J L0

Spurce: (Data processad, 20207
Stamn, sepnificant in 0%, 3% and 1%.

Tahle 7 presents the OIS regressionn resules for the first hypothesis. The first
specification uses the feadability prosy of the Flesch-Eincaid Geade Level (FEG). which
hax a coefficwmnt of 0499 and is significont at 1% {i=<1.831, The second specification shows
the readability proxy of the Flesch-Kincaid Resdahility Index (FER), which has a
coefficient of -2.593 and s significast at 19 (£=-5.19% The third specification uses the
rescatliny prox v al the Gunning-Fog Readabality Index (FE, which has o coefTscient of
AEF1LS and 15 significant at [9% (t=-605} The fourth specification uses the readatility prosy
of the Simple Measure of Gobbledvgook (SMONG), which hos o coefficient of <0473 and iz
significant ar 1% (e=-546). The fifth specificuiion wses ihe readability proxy of the
Coleman-Liau Readabalny Index {CLR}, which has a coefficient of -0.28b and s signifecam
af 15 (t==3 74}, The resubts of testing the specifications of -5 imply thot the kevel of MDE A
readabality in family firms (managerial famiky) is lewer tham that of non-family firmes for all
readabalily mensurement proxies.

Tahbe 7, Regression of Family Frms (FF ) with the MO% A Beport Beadahility

_READ
FRG FER FiN: SMOG CLR
il {2} i3 14k {5k
FE 04997 2593 T7IST D473 0288
(-4.8% {-5.19% {-6.15} (-5.46) {-3.74%
R {104 nn3n 0 1001 (10035
{1 A4) i1.33%) { 1A (0 A 1.5
FIRMKIFE 054 0530 N e Q. 12e™ O™
{362) (2.8T) {26l (373 1 3.40)
LEVERAGE A1 087 {1232 41213 Al097 41X
(4EG1 {-0.24) {-1.200 (-1.57}) {-1.42)
g T 030 LLTAT ] o057 anra
{232} 1150 {142 (21555} (130
INIE harstt g e % b 0, 7g"" 0,13
{222) 01 Ay {225 (2.365) LR
(il Qnn7e 0,343 pie™ noTe 0027
(2.80) (2.30 (3.29) (2425 (R EH
INLCOM (3,20 1.157 11,551 {1,192 {1080
(065} 0T {145) (e e TH ]
CONSTANT RAIT™ 523467 [344E™ 16077 1EseTT

(7.3d4) {263} {9.90] {12.10) {14:2%]
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T ear Dummies Ing b Included Included Included  Imcluded
Lindustry Durmmies lnchaded Included  lacluded  Included  lacluded
R -Sdpuared 0.1 001w LR (45 0118 0,102
Mumber of Ob=arvation | iS5 1795 1795 1T45 17495

Source: Stita, signihicant in 1095, 5% and 1%

Table B presents the OLS regression results used to strengthen the fiss hypothesis st
in this studdy, Toble 7 uses o family firm proxy relsted o the invobemen of family members
a1 the management level while Table 8§ uses the family firm proxy of family shareholding,
of it a5 af least 3% Specification | uses the Flesch-Kincaid Grade Level { FE{) readability
proxy, which hes a coefficient of 0285 amd is significast at the 5% level (1 = -2.33),
Specification 2 uses the Flesch-Kincaid Readshility Index (FEE) readability proxy. which
hias o coetficient of 2011 and &= sigmificant af 1% (0 = -3 864, Specification 2 uses the
resclability proxy of the Guaning-Fog Readability Index (PO, which has g coefficient of
k.34 and 15 sagnificant o 3% (0= 239, Specification 4 uses the Simple Measure of
Gobbledyzook (580 readabality proxy, which has o coethicient of <3189 amd =
significant ar 10% 4t = -1 .83 Specification 5 w=es the Coleman-Liau Readability lisdex
(CLE) readability proxy, which has a coefficient of -0.290 and is significant ag 1% (1= -
230, The testing specificotions of 1-5 imply that the readability of the MDA in o Fomily
firm (family share ownershipy is lower than thai of 8 non-family fme This resoli also
reinforces that faeily ferms, i terms of management and Faouily share ownership, have a
low MD&EA report readability scom sccording o all five readabality proxes.

Table B. Regression of Family Fams (FF2p with the MDEA Report Readability

KEAD
FKG FKR _ FOG _ SMOG__ CLR
(L i2) 13 14y 5
FEXhwnership) 41285 201" £.344™ {).1848° L 200
{=3.25] (=3 A {239 (=1.53) {=3.20)
Rk (3,004 D025 000 0] MEL TR
{0565 (.39 {0.93) 027 i 1.3
FIRMSITE 4™ {1433 fon” 0™ naogs™
{3.26) (2 10K} {2.26] (3 4ey [2a
LEVERAGE -3 Na79 1115 1131 0,17
{119 i1 Ky {550 (-1 0} i-1.23)
g ikfEE 11221 015 042 AL
{1 By i1.44 {01, 74] (1.53) (L TE}
TN R oz 2.593 [ (s (. 195
(247 (1.28) {2350 (262 ((L6S)
OO 0.1, CHF: T 1 T X 1| - (naT7
(3410 (2 E9 {3.78) 12,62} I 1L5T)
INIDOOM R 1 157 {1.514 1658 00a]
(10,571 0,65 (1,37 A5 H (ih37)
CONSTANT LT ANEEOTT 136607 11eRsTT 1353
[T41) {-B893) {088 {1203 14.316)
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T ear Dummies Incheded Included Included Included  Imcluded
Livdisstey Lachsded Included  Incloded  Inclodsd lecloded
Mharmmaiey

B.-Heuared 004 0112 0.0w7? 0,105 0,101
Mumber of 1795 1795 1795 1795 1795
Orhservation

Searces (Dabn processed, 2120)
Staty, stgmificant in 1%, 5% and 15,

Tahle 9 presents the OLS repression resulis used o strengihen the first hypoesis @s1,
In the research relsied o readabulity, language differences often becomd an issue of
generalizing the results. Keducing the longups bios is reguired by testing the MIDNGCA report
in the Indenesian language. Indomesian is a8 mandstory langunge that applics t0 Indonesia.
The member of M DOE A samples in the Indopesian lageage 1s mose than those in e foveign
fomzuagze (English) becawss not all companies present annual reports in 2 languages. even
thouph the relevant suthoricy (OJK) has asked this s 0 requirement, Specification 1 nses
the Flesch-Kimcaid Grades Level (FEEG) readability peoxy. This has a coefficient of -0 430
and it is significont at the 1% lesel {8 = 5,300, Specification 2 uses the Flesch- Kincaid
Resdabidity Index (FER} readability proxy. which has o coefficient of -1.677 and a
significamce kevel of [5 (f = 432), Speciflications 3 uses the readalality proay of the
Ciunning-Fog Resdabiliny Iodes (FodG), which shows g coelMeient of 0,533 aml i s
significant at the 1% level (1 = 6040, Specification 4 uses the Simple Messure of
Gobbledygook (SMOWG) scadabilicy proxy, which has o cocfficient of A4 and it is
significant ot 1% it = -504). Specification 5 wses the Coleman-Lian Readability Incex
(CLR) readability proxy, which has a coefficient of 0281 and it is significant at 1% (1=-
4 B9, The results of the westing specifications of 1-5 reinforce the resubts that the level of
readabdlity of the MD&A in family firms is kower than that of non-family firms. These
resulty remain consistent with the different languages of report submission thit were wsed.

Tahle 9. Regrescion of Family Firme (FF) with the Readability of Indonesian Linguospe

MIDEA Raport
_READ
_FKG FKR FOG SMOG CLR
“}.. : (2} = 13 (€1} (5}

FF QAT 1667 D530 oao™ a2a1™
15300 {=d 37 =6 Ihdp (=504 = MO}
B OO0E™ D04 (AT e T 11 R X -

(2.74) 13.35) {3.30) (2 45 (345

FIRMAIFE (e (4134 1134 a.ns™ A14135
{2.52) i1.25) {5t (365} i-1.58)
LEVERAGE £.248° -1.165" 4349 p243™ paTt’
{-1.0%) {1 G ) {258} [-I.Ll-ll_l- {182}

g 0o71™™ 0190 O7E DOE4™ 0004
{2.74) (1.6%) (264 [3.345) {=0.23)

INDDIR LOT4 | G495 L251* 130T 40232
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{334) (106} {153 id. 154 i-1.25})
COM 0050 0075 0.086" 00507 0017
{1.93) LTy (201 (219 =107}
INDCOM 013%2° 11309 0420 0.207 0,264
{166} 0025 {1.66) i0.92) i 1.50)
CONSTANT %3477 2162 23228 154777 AR
(21.73) (5.34) (24.74)  (1799]  {3H6D)
Year Dumimics Included  Incloded  Included  Iscluded  Imcluded
Indlustry Durniiies Inchudedt  Included  Included  Included  Included
R-Squared 0000 {1057 0050 (3.10% 0052
Mumber of Dhservation 364 2264 2269 23689 2264

Source: (Data processed, 20120}
Stat, significant w 109, 3% and 1%,

DISCUSSION

This study vsed two proxees foe the Camily Gems, aamely the invodvement of te Family
memibers 0 the company monsgement and share ownership, Te measure the readability,
five texiual namative readability scoring methils were used including ihe FEREh-Kincaid
Crade Level (FKG) the Flesch-Kimcad Readabality Indes (FERE), the Guanmg-Fog
Readability Indes (FOG)Y, the Simple Measure of Gobbledygook (SMOG) and the Coleman-
Lino Readnbility Index (CLE). Bath proxies in the five scoring methods consistently show
that Faruily fiems temsd o celense less readable MOEA repors.

High readabality is an importast element in the guality of corporale reporting.
However. family firme have o different paetern. The behovioral apency theory elucidntes
by tamily fimms tend o evide losing their personnl wealth{Mordgvist et al., 20058, One of
them is social-cmotienal wealth (SEW) related o reputation ( Berrone et al., 20003, For
farmily firom , repuatatann i3 not mesely rekated oo the company Bl al sothe honor of 1he family
ond therr personal rames (Zellweper et al, 20113, This underlies the manopement of the
fumily prefers w hide ane or twe things from the other stkeholders {pon-family members}
who are thought o cause @ negative image {Hoeghiemstra, 2000). Capital markets in
developing countries that are more vilnernble to the shock issue [oster an opportenistic
naiure of manugement that & done by increasing the percepiion of the positive company
achievements and hiding information that can negatively affect their positon. Family
management has emotional and reputation meentives teoexert influence and overses
company decisions (e Massis ot ol ., 2004). Strengthened with control over company
shares, dwe fomily bus the opion to ool respending o the requests of nunoaty stakebolders
( Biswas et al., 20191,

The smudy also found thar public companes in Indonesia Bave nod Fully complied with
governmeni reporting regolntions, This con be szen from the availlakility of MIMNEA In
Indonesian, which §s more then MD&A in Foreign languages (Englishy, although the
relevant authoeithes r-uquh'e Che presefbaEbn of fepors in these wio Binguages

Furthermore, languoge differences were also tested in this study found nepative
resulis. in which fumily fms presenting MO8 A, by both English and Indonesian with kvwer
readabality. The anguape isue & one of the most debated in readabaity research. This mdex
may be mode specifically for the contest of o particuler languoge, so festing it in tao
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different longmages, namely the original language of repdnbility and the original LIngoage
of tee anmual cepont., will reduce this bias.

CONCLUSION

This sody fowixd the segatrve relatonship bevween fanuly mvolvement and the
readalmlity level of the MDEA (Mamgement DHaclosure & Analysish released by the
commgeany. This smicly used pwo pooxies of e fmily firm wihens thene is the involvement of
family members at the monagement kavel and redated 1o the owrership of company shares.
Baoah of these prosics shosw conaistent seaults imdicating thar fainily fimas teod o relsase less
reacdable MIODEAS. Apart from the presentation of the MD&EA in English or Indonesiin,
family firms still present reports with lower readobility, Beodability research related 1o firms
has not been a topic widely discussed by reseanchers. Future research can funther decpen
family involvement through te involvement of the founder and family generation in the
firm.
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