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ABSTRACT
This paper addresses the issue of financial communication quality by studying the determinants of earnings management practices
in family and non-family businesses. Previous literature has highlighted the effect of a company‘s size, as a form of visibility, on
earnings management practices. This study focuses on the analysis of the relationship between different forms of visibility—
exposure to financial press, proximity to the consumer, size of assets, sales and firm age—and earnings quality. The results show
that the forms of visibility taken into consideration have a different effect on earnings management practices. Furthermore, they
show that family businesses are less likely to resort to these unethical practices, especially in the presence of financial press
exposure and proximity of the business to the consumer.
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1. INTRODUCTION

Over the past twenty years, literature has extensively investigated the phenomenon of earnings management, given the
potential harm that this unethical practice entails for a company‘s stakeholders, in particular for investors (Chih et al.2008).
The extent of the impact of this phenomenon is evidenced by the financial scandals that marked the beginning of this
millennium, such as Enron, Parmalat and WorldCom (Tiscini and Di Donato2006). Accruals-based earnings management
meets the objective of influencing information that is relevant to investors (Walker2013) or to contractual reasons such as
compliance with financial covenants (Becker et al.1998) or the achievement of the performance requirements set by the
directors‘ remuneration systems (Bergstresser and Philippon2006). Earnings management can also be perpetrated in order to
reduce the profit for the year with the aim of reducing the tax burden for the period (Goncharov and Zimmermann2006) or to
reduce dividends and increase self-financing (Abdolmohammadi et al.2010). Earnings management can also be carried out in
order to smooth out the variability of profits, change the market‘s perception of the risk of investing in company securities and,
in this way, reduce the cost of capital (Graham et al.2005). According to the definition bySchipper(1989), earnings
management corresponds to the concept of disclosure management.l This is intended as the intentional intervention on the
external reporting process with the aim of obtaining a private benefit.

The literature has investigated different areas of research on the subject. The quality of earnings has been investigated in
connection with share issues and in relation to debt, concluding that companies implement earnings management to influence
investors® appreciation or to anticipate market behaviour (Rangan1998;Teoh et al.1998), to avoid external financiers® violating
covenants or interference in governance (Prencipe et al.2008). Earnings management has been studied in relation to different
governance characteristics, such as independence and board size (Beasley1996;Davidson et al.2005; Klein2002;Kao and
Chen2004;Xie et al.2003), existence and independence of the audit committees (Bédard et al.2004;Jaggi and Leung2007),
ownership concentration (Yeo et al.2002) and presence of institutional investors (Chung et al.2002;Rajgopal et al.2003). More
recently literature has taken into account the nature of ownership and has addressed the issue of earnings management in
family businesses. The results, although sometimes conflicting, show a different propensity to manipulate financial information
in family and non-family businesses (Prencipe et al.2008;Jaggi et al.2009;Stockmans et al.2010;Achleitner et al.2014;Chi et
al.2015;Gottardo and Moisello2019).

The manipulation of profits is an unethical behaviour and ethics significantly influence a company‘s reputation (Mella
and Gazzola2015). Recent studies suggest that family businesses are more sensitive to the potential reputational effects of
earnings management than non-family businesses; they are more likely to distract attention from this unethical practice by
showing their social and environmental commitment through sustainability reporting and this behaviour is significantly
accentuated when companies have high visibility in terms of size (Gavana et al.2017a). This article analyses the effect of
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different forms of visibility—size, financial press exposure, proximity to consumer and firm age—on earnings management in
family and non-family businesses, studying a sample 172 non-financial companies listed on the Italian stock exchange for the
period 2007-2017.

The determinants of the quality of the accounting information of family businesses are of particular interest given the
diffusion and economic relevance of this ownership structure all over the world (La Porta et al.1999 ) and the potential impact
of the manipulation of profits on shareholders as well as for other types of stakeholder. Italy is a significant area of study given
the prevalence of family control between both listed and unlisted companies (Corbetta and Minichill2005).

The article develops as follows: paragraph two introduces the theoretical framework; the third analyses the peculiarities
of agency conflicts in family businesses; the fourth presents the results of the studies on earnings management in family
businesses; the fifth presents the methodology and data; the sixth analyses and discusses the results and the seventh concludes
by highlighting the limits and possible future developments on the topic.

2.  THEORETICAL FRAMEWORK

21 Agency Conflicts and Earnings Quality

Earnings management literature has assumed Agency Theory as its main theoretical framework, since the manipulation of
accounting information can be interpreted as the result of agency conflicts (Paiva et al.2016). The different motivations that
lead to earnings management derive from different types of conflict. Agency Theory (Jensen and Meckling1976) is based on
the separation of a company‘s ownership and control, typical of companies with widespread capital. This results in conflict and
information asymmetry between the owner (owner) and the management (agent). The agent tends to act in his own interest in
place of the principal, giving rise to moral hazards and adverse selection (H6Imstrom1979; Jensen and Meckling1976). This
type of agency conflict may result in upward earnings management in order to achieve benchmarks on which managerial
incentives are based or in downward earnings management when the economic result for the year exceeds the aforementioned
benchmark, the future performance is uncertain and management moves part of the profit to the following year to ensure the
achievement of the objectives. The second type of agency conflict is linked to ownership concentration and consists in the
contraposition of interests and in information asymmetries between majority shareholders, who control management decisions
and minority shareholders (Villalonga and Amit2006). This type of conflict is linked to downward earnings management
practices aimed at reducing the distribution of dividends and increasing a firm‘s net self-financing in order to avoid the use of
the external equity financing that can dilute the owning-family‘s control (Achleitner et al.2014).

A third type of agency conflict arises between shareholders and debt financiers (Mauer and Sarkar 2005). In
particular, the former, if they have diversified portfolios, have incentives to expropriate the latter‘s® wealth by implementing
asset substitution operations, investing in very risky projects in the expectation of high expected returns (Jensen and
Meckling1976). Debt capital lenders tend to anticipate this behaviour by demanding high remuneration. Agency conflicts
between shareholders and loan capital lenders can generate upward earnings management to contain the cost of debt or avoid
interference in administration by external lenders.

A fourth type of agency conflict occurs between the (principal) state and the firm (agent). The state requires private
enterprise to satisfy the needs and aspirations of citizens directly, through the production of goods and services and indirectly,
through the production of tax revenues. The principal and the agent have opposing interests in relation to the tax revenue and
there is an information asymmetry. This conflict generates downward earnings management with the aim of reducing the taxes
that the company will have to pay for the income produced.

Agency conflicts present different characteristics in non-family and family businesses. These conflicts are influenced by
the specific objectives pursued by the latter. In fact, family businesses are directed not only to achieving financial but also non-
financial goals, summarized fairly recently in the literature with the concept of socioemotional wealth (SEW) (Gémez-Mejia et
al.2007;G 6mez-Mejia et al.2011). This refers to the complex of non-financial returns, represented by emotional values, that
the family derives from the control of the business and which deeply influence the agency conflicts in this type of company
(Chrisman et al.2004). The desire to preserve the stock of affective values invested in the business and the flow of emotional
returns derived from it (Chua et al.2015), affects managerial decisions, a firm‘s capital structure and the corporate governance
of family businesses. This makes them significantly different to non-family firms (Gémez-Mejia et al.2011). Different
dimensions determine the non-economic returns that the family derives from the business (Berrone et al.2012).

The first is family control and influence on the firm. On the one hand, the level of control influences the importance of
non-financial objectives in the firm‘s decision-making processes and, on the other hand, the power of the family to direct
business decisions towards maximizing these objectives (Zellweger et al.2011). The control of the business is, in itself, a
source of emotional value as it confers status and visibility to the owning family. It is linked to the deep sense of identification
that family members feel with the business, which therefore represents the image of the family in society. Family businesses
are therefore reluctant to open their equity capital to external investors, even when the company‘s control is not at risk
(Romano et al.2001). Family members bring their emotions and emotional ties to the company and tend to develop lasting links
with employees, not family members and make them part of a sort of extended family. This type of link is also developed with
other stakeholders, such as suppliers and lenders. Deep social ties are also developed with the community where the company
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operates, thus satisfying family members‘ need to belong and to be socially recognized (Astrachan and Jaskiewicz2008). In this
perspective, the dynastic succession of the business is the means to preserve the family‘s ties with it and, in doing so, pass on
its values and prestige through future generations (Berrone et al.2012).

These dimensions have an effect on the different types of agency conflict. The owner*s control of the company allows the
family to designate one of its members as CEO or indirectly influence the executive‘s work by appointing the members of the
board of directors. Ownership concentration increases the principal ability and incentive for monitoring (Shleifer and
Vishny1986). The incentive is greater in family than non-family companies because there are both financial and emotional
returns related to this activity. Furthermore, the family has deep links with the business: its members know its characteristics
and this leads to a reduction in information asymmetries. The principal agent conflict is less strong in family than non-family
businesses (Anderson and Reeb2003a) as it is moderated by the different dimensions of socioemotional wealth. These act in
different ways on the conflict between majority shareholders—i.e., family members—and minority shareholders. As
highlighted by Gémez-Mejia et al.(2007), the family may take decisions that mean reductions in company performance in
order to maintain control, to the detriment of the minority shareholders who are interested in a financial return on their
investment. On the other hand, the profound sense of identification between the family and the business implies, for the former,
a great attention to the reputation of the latter, moderating behaviours that could jeopardize it, just like operations aimed at
expropriating the wealth of minority shareholders (Gottardo and Moisell02019).

The different aspects of SEW can also have different effects on conflicts between shareholders belonging to the family
and debt financiers. The intention to pass on the business to future generations gives the business a long-term outlook, reduces
the appetite for entrepreneurial risk (Gomez-Mejia et al.2007;G émez-Mejia et al.2011) and limits asset substitution practices
that could harm the interests of lenders, resulting in prudent management of the capital raised in the form of debt
(Carney2005).

Furthermore, the bonds of trust that the business develops with its stakeholders translate into lower agency costs, as
evidenced by lower debt costs (Anderson et al.2003) and by the less stringent contractual clauses imposed by lenders to family
businesses compared to non-family firms (Hillier et al. 2018). Furthermore, the propensity of the family to provide personal
guarantees to banks constitutes an additional incentive to respect the contractual terms and aligns the interests of shareholders
belonging to the family with those of external financiers (Steijvers et al.2010).

The fourth type of conflict, between the company and the state, generated by an opposing interest in the amount of the
taxes charged to the company, assumes particular characteristics in family businesses. On the one hand, the huge shareholding
stake held by the family increases the benefit deriving from the reduction of the tax burden through aggressive operations such
as earnings management. On the other hand, the high concentration of ownership and the long-term time horizon heighten the
reputational damage linked to involvement in tax-related lawsuits and family businesses, given the importance of non-financial
objectives, ceteris paribus, have a low tax aggressiveness compared to non-family companies (Chen et al.2010). The sense of
identification between the family and the business implies the fear that damage to company image affects the family name
(Berrone et al.2012). Empirical research suggests that family businesses, given their concern for reputation, are particularly
attentive to preventing social problems (Dyer and Whetten2006) and have proactive behaviour towards stakeholders (Berrone
et al.2010). The protection of the socio-emotional returns that the family derives from the business moderates the agency
conflict between state and business as it encourages behaviour that meets stakeholders® expectations (Cruz et al.2014), a group
whose needs and aspirations can partly be satisfied with a company*s tax contribution.

2.2 Earnings Management: Empirical Evidence on Family Firms

The empirical literature has investigated the issue of the quality of profits in family businesses with mixed results.
Wang‘s study (Wang2006) indicates a negative relationship between family ownership and accruals- based earnings
management because of the reduced weight of the first-type agency conflicts that weigh on family businesses.Yang(2010)
reaches different results, highlighting the negative effect of second-type agency conflicts on earnings quality. Consistent with
this study, Achleitner et al.(2014) show that family businesses have a greater propensity than non-family firms to carry out
accounting manipulations aimed at compressing profits in order to retain more resources within the company and reduce the
need to find external capital.

The study by Prencipe et al.(2008) indicates that family and non-family businesses show a similar aptitude for
manipulating profits through the capitalization of research and development costs aimed at avoiding covenant
violations.Stockmans et al.(2010) show that the desire to maintain a firm‘s control is stronger for first generational stage
family firms and in those managed by the founder compared to family businesses run by descendants or professional managers;
for this reason, the former are more likely to manipulate profits so as to hide reductions in performance that may induce
covenants or interference on the board by debt capital lenders.

Other studies show that the independence of the board has a positive role on disclosure quality but this effect is mitigated
by family control since even independent directors tend to act in line with the interests of the controlling family (Prencipe and
Bar-Yosef2011;Cuadrado-Ballesteros et al.2015). On the other hand, there is evidence that companies characterized by a large
number of independent directors have lower quality profits (Tiscini and Di Donato2013). Literature provides evidence of a
better earnings quality for companies controlled by the founding family compared to those acquired by a family after the
constitution, because the greater sense of identification between family and business discourages unethical practices that may
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compromise the reputation of both (Pazzaglia et al.2013). Companies run by the founding family are significantly less inclined
towards earnings management practices because of the huge reputational capital invested in the business (Jiraporn and
DaDalt2009).

Consistently, the results ofMartin et al.(2016) show that family businesses, being particularly worried about the possible
reputational damage deriving from unethical behaviour, are less likely to manipulate profits than their non-family counterparts.
Furthermore, the moderating effect of family ownership, unlike what is reported byStockmans et al.(2010), is particularly
evident when the company is managed by the founder as he/she is committed to passing on to descendants a business with a
solid reputation. In fact, empirical studies have found that family businesses are subject to less reputational damage due to
accounting manipulations than non-family members as the former have more incentives to control management behaviour,
reduce asymmetric information and, in so doing, the earnings management and the consequent damage to the company image
(Rodriguez-Ariza et al.2016 ).

Empirical literature indicates that visibility, in terms of company size, reduces earnings management practices as it
amplifies reputational damage in the event that the manipulation is discovered (Gottardo and Moisello2019). Previous research
indicates that non-financial disclosure quality is positively affected by media exposure (Branco and Rodrigues2008) and, in
particular, the effect of financial press exposure is more significant for family than non-family businesses, as the former are
particularly concerned with the effect of visibility on reputation (Gavana et al.2017b). There is also evidence that companies
that manage earnings tend to engage significantly in communicating their social and environmental performance; this
behaviour is strengthened by the visibility of the company and the effect is stronger in family than non-family businesses
(Gavana et al.2017a).

R.Q.: Which forms of visibility influence earnings management in family and non-family businesses?

3. METHODOLOGY

We analyse a sample of 172 companies listed on the Italian Stock Exchange in 2017. Financial companies such as banks
and insurance companies were excluded due to their regulatory peculiarities. The balance sheet data required for the analyses
refer to the period 2007-2017 and have been downloaded from Orbis, the governance and ownership structure data were hand-
collected, cross-checking the information provided by Orbis, the Italian Stock Exchange and CONSOB websites.

The proxy used to evaluate earnings quality is given by discretionary accruals, these are measured in absolute value and
have been calculated using the Jones model modified in the cross-sectional version (Dechow et al.1995;Bartov et
al.2000;Peasnell et al.2000;Subramanyam1996;DeFond and Jiambalvo1994).

In particular the discretional accruals are calculated as the difference between the total and the non- discretionary ones,
where total accruals are given by:

TAit = ACAI,t - ACCEi,t - ACLi,t + ASTDi,t - DAEi,t 1)

where:

TAI,t = total accruals

ACA.it = variation in current asset between period tandt — 1

ACCEi,t = change in cash and cash equivalents between period tandt — 1

ACLit = variation in current liabilities between period tand t — 1

ASTDi,t = variation in short term debts included in current liabilities between period tand t — 1

DAEi,t = depreciation and amortization expenses

Non-discretionary accruals are calculated by estimating for each sector with at least ten companies with usable data the
following cross-sectional model:

TAIU/ At -1 =00 + al(1/Ait -1) + a2[(AREVi,t —~ARECI,t)/Ai,t —1] + a3(PPEi,t/ Ai,t - 1) + €i,t @)

where:

Ait — 1 = lagged total assets
AREVi,t = variation in revenues between period tandt — 1
ARECI t = variation in trade receivables between period t and t — 1 PPEi,t =

gross property, plant and equipment

The coefficients estimated in the model (2) are then applied to estimate the non-discretionary accruals of the i-th
enterprise in the period t:
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NDAI,t/Ai,t -1 =a0 +al(1/Ait - 1) + a2[(AREVi,t - ARECi,t)/Ai,t 1] + a3(PPEi t/Ai,t —1) 3)

The discretionary accruals are then calculated as the difference between total and non-discretionary accruals in absolute
terms:

DAit= [TAit- NDAi Y 4)

To analyse the link between ownership structure, visibility and earnings management, we take into consideration a series
of control variables: family control, state control, amount of sales, exposure to the media, proximity to consumers, assets, firm
age, leverage, profitability, industry and time effects. In this study, a business is defined as _family* if the ultimate owner is a
family that owns at least 20% of the ordinary shares and if the CEO is a family member. The threshold used in the literature in
the case of listed firms ranges from 5% to 25% and 20% is consistent with empirical literature on Italian listed firms (Faccio
and Lang2002;Franks et al.2009;Elul et al.2010;Croci et al.2011). Family control (DFamily) is a binary variable which takes
value one if a firm corresponds to the above requirements. Similarly, we use a dummy variable (DPublic) in order to indicate
state-owned firms.

The impact of visibility is analysed using four proxies, two variables of size given by sales and invested capital, exposure
to the media (MediaEx) and proximity to consumers (ConProx). Sales are given by the natural logarithm of the sales value in
each year. The activities are given by the natural logarithm of the total assets. The exposure to the media is measured by the
number of articles that appeared in the Sole 24 Ore—the most renowned Italian financial daily newspaper—in each year
(Gavana et al.2017Db). Proximity to consumers is a binary variable that has a value equal to one if the company is well known to
final consumers as they directly use the products and/or services: that is, firms operating in the telecommunications, textiles
and clothing sectors, personal and household products, food and beverages, pharmaceuticals, utilities in the electricity, gas and
water sectors have these characteristics (Branco and Rodrigues2008;Gavana et al.2018). Firm age (Age) is measured as the log
of the number of years since a firm‘s foundation, and, followingKong et al.(2017), we use it as a measure of public visibility.
The leverage is represented by the ratio between financial payables and equity measured at book values. Profitability is
measured with the ROA of year t — 1. To control for industry fixed effects we add industry dummy variables to our model
using the Nace rev. 2 codes to classify the sample firms in ten industries. To deal with possible time effects we also introduce
year dummies in the panel model.

We implement an explanatory model as follows:

DAI,t= B0 + X BjXj,it+2BkXk,it + Y BIXLit + €it (5)

where:

DA = discretionary accruals

Xj,i,t = controlling owner nature variables
Xk, it = visibility variables

X1,i,t = control variables

To incorporate the possible interaction effects between family nature of the firm and visibility, we implement an
augmented model for each visibility variable (Media exposure, Assets, Sales, Consumer proximity and Age) as follows:

DAit=B0+ 2BjXj,it+ 2PkXKk,i,t+ 2PIXLit+ Bw Interaction variable + €i,t (6)

The above models are estimated using panel OLS with time and industry fixed effects to account for differences across
industries and years.

4. RESULTS AND DISCUSSION

Tablel shows the descriptive statistics of the variables taken into consideration for the entire sample and separately for
the family firms, publicly and private owned non-family businesses.

Table 1. Descriptive Statistics.
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Publicly Owned Privately Owned Family Firms
Non-Family Firms Non-Family Firms
Discretionary Accruals 0.07 (0.06) 0.10 (0.12) 0.08 (0.07)
Age 3.47 (0.76) 3.26 (0.83) 3.46 (0.67)
MediaEx 3.17 (1.78) 1.08 (1.32) 1.34 (1.43)
Leverage 0.85 (1.87) 1.04 (2.00) 1.12 (1.96)
ROAt -1 3.99 (7.37) 1.91 (11.72) 4.73 (8.56)
Sales 14.32 (2.38) 10.89 (2.24) 11.77 (2.25)
ConProx 0.48 (0.50) 0.22 (0.41) 0.33 (0.47)
Assets 15.51 (2.17) 11.99 (1.91) 12.55 (1.79)

The data show that publicly owned non-family business and family companies are, on average, older than non-family
firms and indicate a greater exposure to the media of state-owned firms. The leverage value is slightly higher for family
businesses and these are also much more profitable, confirming the results reported in Anderson‘s studies and Anderson and
Reeb (2003b); Andres(2008) and Barontini and Caprio (2006).

The average asset value is higher for state-controlled firms whilst it is substantially the same for family and non-family
companies. We find a greater propensity of state-owned and family firms to operate in sectors close to consumers. Finally, as
regards earnings quality, publicly-owned and family businesses make less use of discretionary accruals than non-family
companies as indicated by the correlations analysis results (Table2). State owned companies‘ low propensity to manipulate
earnings confirms that these firms engage in demonstrating that they operate in the public interest, as previously pointed out by
research on non-financial disclosure strategies (Cormier and Gordon2001). These results are also consistent with the
reputational concerns suggested by quite recent literature on family firms® earnings quality (Pazzaglia et al.2013; Gavana et
al.2017a).

Table3 shows the results of the regression analysis made on our data using panel OLS with time and industry fixed effects
to account for differences across industries and years.

In all the models the dependent variable is given by discretionary accruals in absolute value, this is our proxy for earnings
management. Model 1 controls for the effect of different forms of visibility and of the nature of the controlling owner
(DFamily and DPublic) on the absolute value of discretionary accruals. The following models control for interaction effects
between family nature of the firm and different types of visibility: media exposure (Model 2), assets (Model 3), sales (Model
4), consumer proximity (Model 5) and age (Model 6). The first model evidence indicates that family control has a significant
negative effect on the absolute value of discretionary accruals. The regression analysis results show, in each model, that firm‘s
size, in terms of sales, as well as belonging to a sector close to the consumer (ConProx) reduce the absolute value of
discretionary accruals. The findings indicate that this value is also significantly reduced by the effect of firm age. Conversely,
financial press exposure (MediaEx) enhances the aforementioned value. When we introduce the interactions between family
control and media exposure and between family control and consumer proximity, the dummy for family control maintains a
significant negative effect on absolute discretionary accruals. It is not significant when we control for the interaction between
family control and size, measured in terms of assets as well as of sales and for the interaction between familycontrol and age.

Table 2. Correlations.

Discretionary Accruals Sales Assets  ConProx MediaEx DFamily  DPublic Age Leverage
Sales —(0.22 ***
Assets -0.16 *** 0.78 **
ConProx ~0.10 *** 0:18%% 01N
MediaEx —0.05** 0.49 ¥ 0.67 ¥ 0.13 ***
DFamily —0.06 *** 0.05** —0.01 0.08 *** —-0.03
DPublic —0.08 *** 0.37** (.44 0:15™% 0377 021 %%
Age —0.11 »+ 0.18**  0.27**  —0.13**  —0.06** 0.09 *** 0.04*
Leverage -0.00 -0.05* —0.07*  0.06*** -0.10 *** 0.03 0.04 —0.06 ***
ROAt — 1 —0.07 *** 023%™ (]2 0.12 %%+ 0.13 4+ .12 4% 0.04 —0.06 ** ~(0.11#**

x ¥ *significant respectively at 1, 5 and 10%.

Table 3. OLS pooling regressions with time and industry fixed effects.
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Model 1 Model 2 Model 3 Model 4 Model 5 Model 6
Intercept 0.22:%%¢ 022 %** 0:2] % 0:2] %% 0:22 *x* 0:2] "%
Sales ~Q010%E —(:01%** =001 —0:01-%%% = Q0L *** —0.01:7%
Assets —0.00 —-0.00 —0.00 —0.00 —0.00 -0.00
ConProx —-0.01* —-0.01* —-0.01 ** —-0.01* —-0.01* —-0.01*
MediaEx 0.00 ** 0.00 ** 0.00 ** 0.00 ** 0.00 ** 0.00 **
DFamily —0.01 *** —-0.01* —-0.01 —-0.01 —0.01 *** 0.01
DPublic —0.01 —0.01 —-0.01 —0.01 —0.01 —0.01
Age —0.01 *** —0.01 *** —0.01 *** —0.01 *=* =) Q1 —0.01 **=
Leverage —0.00 —0.00 —0.00 —0.00 —0.00 —0.00
ROAt — 1 —0.00 —0.00 —0.00 —0.00 —0.00 —0.00
MediaEx*DFamily —0.00
Assets*DFamily -0.00
Sales*DFamily —0.00
ConProx*DFamily
Age*DFamily 0.01 ~0.01
Year dummies yes yes yes yes yes yes
Industry dummies yes yes yes yes yes yes
R? 0.10 0.10 0.10 0.10 0.10 0.10
N° obs. 1729 1729 1729 1729 1729 1729

¥ ¥, * significant respectively at 1, 5 and 10%.

The findings of the analysis suggest that the level of company visibility tends to have an effect on earnings quality but the
effect is different depending on the type of visibility. Companies closest to consumers show a lower propensity to manipulate
earnings, as moderated by the fear that a scandal linked to unethical behaviour may have direct repercussions on the reputation
of the company and the value attributed to the product by consumers. Similarly, greater visibility given by the size or age of the
company moderates the earnings management practices as it amplifies the extent of reputational damage in the event that the
earnings management is identified. The opposite effect is instead given by the visibility of the company in the financial press.
This effect can be explained as the result of the analysis of potential costs and benefits deriving from earnings management
practices. The costs are linked to the potential reputational damage resulting from a strong visibility in the financial press. The
benefits derive from the greater resonance that the manipulated profit, if not discovered, can have on the investors through the
specialized press (Gottardo and Moisello2019).

Family businesses, in line with previous literature, show a lower level of earnings management (Ali et al.2007; Martin et
al.2016;Gavana et al.2017a). Family control reduces earnings management as pointed out by model 1, model 2 and 5 where we
control, respectively, for the combined effect of family ownership with visibility in the financial press and proximity to the
consumer. The beneficial effect of age on earnings quality is not increased by family control. It is not surprising because as
firm age increases the generational effect intervenes. The exposure to the financial press is a form of visibility to investors and
the result of the analysis is consistent and helps to explain the confidence of private equity firms in family businesses suggested
by the literature (Ahlers et al.2017), as well as trust towards the family-controlled businesses recorded among non- professional
investors (Lude and Priigl2019). On the other hand, the effect of family control is also significant in concomitance with
proximity to the consumer, suggesting that family businesses are aware of the fact that the consumer has particular
expectations about not only social but also economic and financial behaviour on the part of the family business, as evidenced
by the literature (Binz et al.2013).

Family businesses enjoy greater consumer confidence and this advantage derives from the consumer‘s humanization of
the brand (Beck and Priigl2018), so unethical behaviour by the company, such as the manipulation of profits, has a potentially
destructive effect on trust and on the conditions of existence of the company system. The best quality of family businesses*
financial disclosure is linked to the will to preserve the stock and the flows of socio-emotional returns that family members
derive from the business. The image of the family is closely linked to that of the company, given the strong sense of
identification (Berrone et al.2012), so a scandal linked to the manipulation of earnings would stain the image of the family and
of the individuals that belong to it. Previous studies suggest that family businesses tend to limit behaviour aimed at
expropriating minority shareholders because they fear reputational effects (Feng2011). Our study extends these results because
it highlights that family firms are less prone to manipulate earnings than non-family companies, also when we control for the
effect of exposure on the financial press. Furthermore, earnings management practices can damage the relationships between
the controlling family and external investors, not only in terms of minority shareholders but also in terms of debt financiers.
Lenders* trust could be reduced and they could put in place strict constraints such as the presence of non-family members on
the board of directors. This would limit a very important dimension of socioemotional wealth, that is, family direct influence
on the business. The manipulation of profits can generate legal disputes with shareholders, with heavy repercussions in terms
of the reputation of the company and of the family since the former, given the deep sense of identification, is seen as the
mirror image of the second (Zellweger et al.2012). This would also jeopardize other important dimensions of socioemotional
wealth as it could also negatively influence the quality of the social ties that, on the one hand, family members have developed
within the company with those who do not belong to the family, and, on the other hand, between the company and the family
members and theexternal stakeholders.
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5. CONCLUSIONS

This article investigated the effect of different forms of visibility on the earnings quality of family and non- family
businesses through a longitudinal analysis of a sample of non-financial listed companies. The results show that visibility can
have opposite effects on the practices of manipulation of profits and also that the family control of a business has important
lowering effects on these non-ethical practices. The manipulation of profits can derive from four different types of agency
conflict: management versus shareholders (first type), majority shareholders versus minority shareholders (second type),
company versus bearers of debt capital (third type) and company versus state (fourth type). The majority shareholders of
family businesses have strong incentives, both in economic and socio-emotional terms, to control management decisions and to
avoid information asymmetries and this reduces earnings management linked to the first type of conflict. The desire to
maintain the family‘s control and influence over the business and the strong interest in the reputation of the company, reduce
the manipulation of profits linked to the third type of agency problem. The relevance of the reputational aspects, linked to the
strong identification between the controlling family and the company, moderates the earnings management linked to the second
and fourth type of conflict as it could generate the loss of economic and socio- emotional returns that family members derive
from the image of the business and the bonds of trust established with internal and external stakeholders. For this reason, the
positive effect of family ownership on the quality of profits is particularly significant in the presence of high visibility of the
business for the consumer and the financial press.

Our findings have practical implications as they are of interest for investors given the potential effect of earnings quality
on their investment performance.

This study has limits because it explores the effects of different forms of visibility, distinguishing between family and
non-family businesses, without highlighting possible differences within the family business. The latter is not a homogeneous
entity but is characterized by a significant heterogeneity linked, for example, to the characteristics of the board, the CEQ, to the
presence of the founder and to the generational stage of the company. Therefore, future studies could focus on the relationship
between visibility and earnings management within family businesses. Moreover, since various institutional aspects can
influence earnings management, it would be useful to extend the analysis by applying it to an international sample of
companies operating in different countries.
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