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Motivation

• Earnings management consists of changes made to reported 
earnings by insiders to mislead certain stakeholders or to affect 
contractual outcomes

• There is an extensive literature on earnings management

• This literature suggests that family firms engage in less earnings 
management than other firms

• We argue that the costs and benefits of family firms engaging in 
earnings management change around founder-CEO re-
appointments
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Motivation

• We study earnings management in listed family firms with an 
incumbent family CEO around the re-appointment or replacement 
of the family CEO

• A natural breaking point where costs and benefits of earnings 
management to meet benchmarks are significantly different 

• Family is at a crossroads facing two choices: 
1. Family can turn its firm into a firm managed by a professional non-family 

CEO

2. It can maintain the status of a family firm, i.e. a firm managed and 
monitored by successive generations of the family
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Motivation

• Founder CEOs up for re-appointment engage in earnings 
management in the year preceding the re-appointment
1. Given their socio-emotional attachment to the firm, they aspire to 

maintain the CEO position

2. Reporting low earnings increases pressure from minority shareholders 
for founder CEO to step down

3. They are likely to have in mind major projects enhancing the firm’s future 
success, which require their continuation in their position as CEO

• Hypothesis: Founder CEOs who are up for re-appointment are more 
likely to use upward earnings management to ensure support for 
their re-appointment 
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Key Results

• We confirm that family firms practice less earnings management 
compared to non-family firms (e.g., Martin et al. 2016)

• However, we also find evidence of upward earnings management 
preceding the re-appointment of founder CEOs
– In the pre-event year, actual accruals deviate by an additional 2.5 

percentage points of total assets from predicted accruals
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Sample Selection and Methodology

• We define a family firm as a firm
– With a family as the largest shareholder and owning at least 25% of voting 

equity 

– With a family remaining the largest shareholder for at least half of the 
period of study

– With an incumbent family CEO

• We start with population of domestic firms listed in France, 
Germany and the UK from 2001 to 2016

• We exclude financial firms, firms with preference shares listed only 
and missing total assets in all sample years 
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Sample Selection and Methodology

• We retain only those firms with at least one change in the CEO or 
re-appointment of the incumbent CEO (“event”)

• Firms without a clear-cut event date are dropped

• Final sample comprises 792 events in 613 firms (240 family firms 
and 373 non-family firms)

• Only six of the 792 events relate to the death of the incumbent CEO
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Sample Selection and Methodology

• We distinguish between four types of events in the family firms

1. Founder re-appointments

2. Other re-appointments, i.e. re-appointments of non-founder family CEOs

3. Appointments of new family CEOs

4. Appointments of non-family CEOs

• We define year 0 as first full fiscal year after event

– Year -1 is the last fiscal year when the incumbent CEO is in office 
throughout the entire year
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Sample Selection and Methodology

• We estimate the following ordinary least squares (OLS) regression model to 
test our main hypothesis:

𝐸𝐴𝑅𝑁𝐼𝑁𝐺𝑆 𝑀𝐴𝑁𝐴𝐺𝐸𝑀𝐸𝑁𝑇𝑖𝑡
= 𝜋0

+ 𝜋1𝐸𝑉𝐸𝑁𝑇 𝑇𝑌𝑃𝐸 𝑖

+ 𝜋2𝐹𝑂𝑈𝑁𝐷𝐸𝑅 𝐶𝐸𝑂𝑖 ,−1

+ 𝜋3𝐹𝐴𝑀𝐼𝐿𝑌 𝑊𝐸𝐷𝐺𝐸𝑖 ,−1

+ 𝜋4𝐵𝑂𝐴𝑅𝐷 𝐼𝑁𝐷𝐸𝑃𝐸𝑁𝐷𝐸𝑁𝐶𝐸𝑖 ,−1

+ 𝜋5𝐷𝑈𝐴𝐿𝐼𝑇𝑌𝑖 ,−1

+ 𝜋6𝐷𝑈𝐴𝐿𝐼𝑇𝑌 𝐷𝐸𝑆𝑇𝑅𝑂𝑌𝐼𝑁𝐺 𝐸𝑉𝐸𝑁𝑇𝑖
+ 𝜋7𝐷𝐸𝑃𝐴𝑅𝑇𝐼𝑁𝐺 𝐹𝑂𝑈𝑁𝐷𝐸𝑅 𝐶𝐸𝑂 𝑂𝑁 𝐵𝑂𝐴𝑅𝐷 𝑃𝑂𝑆𝑇-𝐸𝑉𝐸𝑁𝑇𝑖
+ 𝜋8𝑙𝑛𝑇𝐴𝑖𝑡
+ 𝜋9𝑅𝑂𝐴𝑖𝑡
+ 𝜋10𝐿𝐸𝑉𝐸𝑅𝐴𝐺𝐸𝑖𝑡
+ 𝜋11𝐵𝑂𝑂𝐾-𝑇𝑂-𝑀𝐴𝑅𝐾𝐸𝑇𝑖𝑡
+ 𝜋12𝐿𝑂𝑆𝑆𝑖𝑡
+ 𝜋13𝐵𝐼𝐺 𝐹𝑂𝑈𝑅𝑖𝑡
+ 𝐶𝑂𝑈𝑁𝑇𝑅𝑌 𝐷𝑈𝑀𝑀𝐼𝐸𝑆 + 𝑇𝐼𝑀𝐸 𝐷𝑈𝑀𝑀𝐼𝐸𝑆 + 𝐼𝑁𝐷𝑈𝑆𝑇𝑅𝑌 𝐷𝑈𝑀𝑀𝐼𝐸𝑆 + 

𝑡
,     
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Sample Selection and Methodology

• Accruals-based earnings management is based on modified Dechow and 
Dichev (2002) model (Ball and Shivakumar 2005; Wang 2006)

• Accruals are determined as follows:

𝐴𝐶𝐶𝑡 = 𝛼0 + 𝛼1𝐶𝐹𝑡 + 𝛼2𝐶𝐹𝑡−1 + 𝛼3𝐶𝐹𝑡+1 + 𝛼4𝐷𝐶𝐹𝑡
+𝛼5𝐷𝐶𝐹𝑡 ∗ 𝐶𝐹𝑡 + 𝜀𝑡 1

– ACCt: total accruals at time t, scaled by total assets at t-1

– CFt: operating cash flows at t scaled by total assets at t-1

– DCFt: equals one if change in cash flows at t is negative, zero otherwise

– DCFt * CFt: proxy for economic losses; and

– t: error term

• Equation (1) is estimated by industry, year and country 

• Abnormal accruals are the residuals from equation (1)
13
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Endogeneity I

• We implicitly assume that CEO changes happen whether there is 
earnings management or not

• However, it might be the case that CEO changes are not exogenous
• Hazarika et al. (2012) suggest that 

– Forced CEO changes are more likely following earnings management and 
that it is the amount rather than the direction of the earnings 
management that increases the likelihood of a forced CEO change

– This pattern holds even after adjusting for financial performance

• They interpret this as evidence that boards of directors punish 
CEOs engaging in aggressive earnings management given its costs 
(i.e. reduced earnings quality)
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Endogeneity I

• We run logit regressions using a forced succession dummy variable 
as the dependent variable and absolute value of earnings 
management in year -1 or year -2 on the right-hand side

• Absolute value of earnings management in year -1 and year -2 is 
insignificant, suggesting that our results are not driven by reverse 
causality
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Endogeneity II

• Also, motives of controlling family to retain control are 
idiosyncratic, unobservable, and may be correlated with decision to 
manage earnings

• We utilize propensity score matching (PSM) to match events in 
family firms with those in non-family firms (Rosenbaum and Rubin 
1983)
1. We run a logit using family firm dummy variable as the dependent 

variable, including the control variables used in regressions in Table 5 on 
right-hand side

2. A propensity score is generated to match events in family firms with 
those in non-family firms in same industry

21



22



22



22



23



23



Structure

• Motivation

• Key Results

• Sample Selection and Methodology

• Empirical Analysis

• Endogeneity

• Robustness Tests

• Conclusion

24



Robustness Tests

• Introduction of IFRS in 2005

• Change in past firm performance

• Forced departures and deaths

• Incumbent and successor CEO characteristics

• Number of times a founder CEO is re-appointed

• Market reaction and earnings management

• Does it matter whether CFO is part of the family?
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Conclusion

• This paper studies earnings management around CEO re-
appointments and new CEO appointments

• We focused on French, German and UK family firms with an 
incumbent family CEO

• We find that costs and benefits of family firms of engaging in 
earnings management change around re-appointment of founder 
CEOs

• Founder CEOs opting for re-appointment inflate earnings upward 
to ensure a re-appointment and mitigate opposition from minority 
shareholders to family’s on-going ownership and control of firm
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