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ABSTRACT

This research investigated the influence of theilfaon the debt of Brazilian open business
companies. Although there is a vast national atefmational literature on capital structure,
there are still doubts on the importance of fanmlyusiness management. In Brazil, due to
the large number of family businesses, it is evewenevident the need to investigate the
issue. The studied population was composed of coiepdisted on the BM&FBovespa, in
2010, and the final sample consisted of 356 congsaix years were analyzed (2004-2009),
in a total of 2,136 observations. The results shmat the studied companies that are familiar
or that have family management have become lesbiad than others. This result is in
accordance with national and international studiesprding to which family firms tend to be
more conservative in their investments, seekingstomore equity than third party capital.
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1 INTRODUCTION

he role played by families in company managemerd baen studied
extensively by various areas of management (FILATEEV et al., 2005;
DEDOUSSIS; PAPADAKI, 2010; MCCONAUGHY, 1994; MOSEEA,
2007; BOUBAKARI; FEUDJO, 2010). Many of these sas] however, have
been conducted only in small and medium comparat represent mostly,
organizations with private and family control (LEAYL; MANIAM, 2009;
LANDSTROM; WINBERG, 2000).

In these studies, family and family member manabeaxse obtained great prominence.
Anderson and Reeb (2003), e.g., claim that 35%ef300 largest companies in the United
States had, in some way, family influence. In Bra@ro et al. (2008) found that 253
companies, among the top 500 according to Exameanmag in 2005, had as characteristics
the fully Brazilian stock control and 20% of thesgproximately, operated under family
interference. Unlike what the theory says aboutséaration between ownership and control
(Jensen; Meckling, 1976; Berle; Means, 1932), theretoday, an extensive list of open

capital companies that have family control throtlgdhdirectors or management board.

Other studies show that family business memberagstl always) concentrate their
wealth in one or a few firms (AGRAWAL; NAGARAJAN,990; ANDERSON; REEB,
2004; GOMEZ-MEJIA et al., 2007). However powderepital, implicit or explicit in the
finance theories (SOARES; KLOECKNER, 2008), is tfw# dominant form of ownership
structure in Brazil (LA PORTA et al., 1999).

In the literature surveyed, it was not possiblewéwer, find: i) work focused on
financial decisions managers from the company’drabing family, and ii) the influence of

the family in decision making.

In Brazil, although several studies have been agesl about family businesses and the
families' control in open companies, there is & latstudies that relate the management of

family members and the capital structure of comgani

In order to contribute to the existing researchesimance on capital structure and also
on the family businesses management, it is intetal@dswer the following questiols. there
any relation between family influence, family magragnt and control on the indebtedness of

Brazilian open compani@sThe general objective of this work is to verifyhe level of debt
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of the companies under the influence of family ngamaent and control is different from
those that have professional management.

The literature is not unanimous about these reswhigch justifies this study. Thus, this
research helps to identify, in Brazil, which is tlrend of indebtedness of family open

companies.

This study includes, in addition to this introdoctj the theoretical reference, followed

by the methodology, analysis of results and fimadsiderations.

2 THEORETICAL REFERENCE

According to Longenecker (2007, p. 82), family Imesis is one in which two or more
members of the same family are owners of a busioessake management together or on
succession. The company is recognized as a fams#inbss if it passes from one generation

to another.

Oroet al (2008, p. 3), by the way, made a theoreticalewwof the main classifications
of family business and concluded that two chargsttes are essential: the majority stake of

the family in the company's capital family and farmembers in business management.

On this topic, Harris and Raviv (1991) presentedtudy highlighting the Agency
Theory, which examines the conflict between theasson of ownership and management,
by Jensen and Meckling (1976). Because of the itapoe of agency costs - existing costs
because of the conflict between managers and ownetker studies have emerged, such as
Stulz (1990), which deals with conflicts betweennagers and owners; the Diamond (1989)
and Hirshleifer and Thakor of (1993) dealing witie ttonflict between owners and creditors.
These conflicts reflect a number of changes intahptructure and also explain the valuation

of the company by its shareholders.

These works, we emphasize the fact that the caglitacture is likely to change the
value of the company and also its economic andh@ish performance. Thus, it is understood
that those responsible for decisions regardingtahsiructure, the managers, forcefully

influence on how such structure will be constituted

Studies on family businesses have various field$ @as: strategy (SIRMON; HITT,
2003; SIRMONet al, 2008), management conflicts (BORNHOLDT, 200%hé#vior and
organizational culture (KOTEY; MEREDITH, 1997; BERS et al, 2005), financial and
operational decisions (ANDERSON; REEB, 2003; 200RK0 et al, 2008; BERTUCClet
al., 2009).
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2.1 DEBT AND FAMILY
The main aspect of this research, which obviousdgsdnot exhaust the possible
discussions, concerns the consequent relationtimingcof family and non-family members in

a company: the debt.

If, on the one hand, some authors affirm that themo relationship between debt and
family control, on the other there are, in thertere, both advocates, that the relationship is
positive as there is of negative relationship. @iering, thereforeroughly, three points of
view: (a) there is a positive relationship; (b)rthés a negative relationship; (c) there is no
relationship.

Two of the authors to receive prominence for thesearch in this area are Schulze and
Dino (2004). They identified in a sample of 1,00ervations that family businesses tend to

have lower leverage, that is, have a lower debt thair non-family peers.

Lépez-Gracia and Sanchez-Andujar (2007) also cthahthere are differences between
the financial decisions of family and non-familysmess. They found a lower level of debt in

companies run by family members than in non-farmiginesses.

Pindado and La Torre (2008) found that managefaroily businesses are more averse
to risk than those of non-family businesses. Thus Jevel of debt of family businesses tends

to be lower than the non-family.

Also in this line, Al-Ajmi et al (2009) concluded, from a sample of 53 Saudi
companies, that the capital structure is positiveffluenced by concentrated ownership of
pension funds and banks, but negatively relatddrtoly ownership. Firth (1995) also found
high levels of debt in focused capital firms, réstat shows that there are differences
between business run by family members and comgamie/hich the family is the majority

shareholder.

Boubakari and Feudjo (2010) point to the fact thiaén the manager is a shareholder or
member of the controlling family, the company temasavoid debt, a negative relationship
between debt and family manager, it indicates treribution of the family manager as well
as family property. Corroborating to these survisyshe most recent work of Lee (2011),

which also identifies low leverage in companieg tra subsidiaries of family businesses.

As opposed to the work described above, are thdiestuthat show that there is a
positive relationship between debt and family mamagnt or control. Andres (2009) studied

a sample of 264 German companies and found thalyfmsinesses are more leveraged for
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resisting to seek financing through the issuancghafes. King and Santor (2008) also found
greater leverage in the Canadian family businessesgssessment of 613 family and non-
family businesses. Leavell and Maniam (2009) shioat, tin small businesses in Texas, the
owners prefer to increase the level of debt torfoeatheir operations, rather than use the

equity, thus increasing the level of corporate tage.

There are other studies, such as Anderson and R2@08), that examined 319
companies over a period of 6 (six) years and foumdlifference between the debt levels of
family and non-family businesses. Likewise, in Brathe study of Machadet al (2012),
with companies listed on the BM&FBovespa, indicdtest there is no relationship between
family management and debt.

As seen, the literature still unable to identifg timfluence of family, family manager

and family control, as well as the founders ondbepany's debt.

3 METODOLOGY

This is a hypothetical deductive study, accordiogthe fundamentals proposed by
Popper (1975), as it is characterized by the dstabkent of hypotheses that must be tested
through empirical research, that is, the obsermatb reality. The data treatment used for
hypothesis testing was the econometric analysimiyiple regressions.

3.1 POPULATION AND SAMPLE

The set of observed companies was obtained froetiizat were active in the year
2010, the BM&FBovespa list as well as the type aitmol of the company and the rating of
corporate governance, totaling a population of fiB8ncial and non-financial companies.
Were excluded those without the needed accountatg dnd also financial companies, by
their peculiar characteristic of indebtedness ®rtsearch and thus a total of 356 companies
wew analyzed, which constituted the final sampletims study, in a total of 2,136

observations.

3.2 DATA COLLECTION

Data on control and management were taken from XVEDivulgacdo Externa
ITR/DFP/IAN of CVM. The names of shareholders aneators were collected from the
annual information (IAN), which are required by Bezilian open companies that trade their
shares on BM&FBovespa. Were collected all the naofidee major shareholders (until the
5th largest shareholder), the percentage of comamahpreferred shares, the names of the
Chairman of the Board, Chief Executive Officer ahief Financial Officer from 2004 to
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2009. There were many companies that did not h&alfda all the observed years, therefore

we chose to use an unbalanced panel.

3.3 RESEARCH HYPOTHESES
This research correlated different levels of debthwcompanies with family
characteristics, family control and managed by kamiembers separately.

3.3.1 Family Business, Family Control And Debt

From the point of view of family control in compasi the presence of a controlling
shareholder reduces monitoring costs and agenciiatenespecially in environments with
less legal and institutional protection to invest¢OKIMURA, 2003; LA PORTAet al,
1999; DAMI et al, 2007).

The work of Gomes-Mejiat al. (2007), for example, shows evidence that the famil
managers are willing to increase the risk of thengany to preserve their socioemotional
wealth, even if it means higher debt and lower grentince of the company. On the other
hand, to Siqueira (1998, p. 11), firms with famitpntrol have a tendency to make
investments with equity, reducing debt with thi@fges. This can occur because families are

more conservative on their investments.

Some authors claim that there is a negative reiship between family and debt
(SCHULZE; DINO, 2004; LOPEZ-GRACIA; SANCHEZ-ANDUJARO007; PINDADO; LA
TORRE, 2008; AL-AJMlet al, 2009; BOUBAKARI; FEUDJO, 2010; LEE, 2011); others
indicate that there is a positive relationship lestwv family and debt (ANDRES; 2009,
KING; SANTOR, 2008; LEAVELL; MANIAN, 2009), and fially, some authors indicate no
relationship between family and debt (MACHAD# al, 2012; ANDERSON E REEB;
2003).

Therefore, it is noted, that studies involving fambusinesses are diverse and
controversial. At the same time, these studies sams treat family control, sometimes only
the description of family business, and other timée family in the management or in
company's stock. Hence, in this article, companiere classified as: family businesses (two
or more directors of the same family in the adntraison of the company or two or more
directors of the same family who own shares indbmpany - regardless of the number of
shares) and also family-controlled companies (lmssies classified as family business, and

also those in which family shareholders own moenth0% of the company's shares).
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In order to test more fully the relationship of tfamily with the debt the following

hypotheses were formulated:

Hi: There is a relationship between family businesd andebtedness of the Brazilian

open businesses companies.

H.: There is a relationship between family controtiahe indebtedness of the Brazilian

open businesses.

3.3.2 Management of the Controlling Family and Indbtedness
Consistently with the hypotheses presented abowe, would expect there to be
different decision makings, if there are family ni®rs in management.

Shleifer and Vishny (1986) point as one of the bajgcosts of a familiar management
the non-diversification of investments, due to riskersion. Anderson and Reeb (2003)
corroborate this statement, indicating that theilfacan avoid the risk in two ways: through
diversification of their projects or through suppior self-financing, as it would diminish the

indebtedness of companies.

Barros (2005, p. 41) lists a series of surveys kizate been applied to managers and
demonstrates the behavioral biases of overconfelesed optimism. It is possible to
understand that, without the risk of job loss, thanager, member of the owning family,
would assume greater risks, and therefore, more Hed also possible that, for fear of loss of
power in the family business, the manager useeatisgirategies, for example, increase in
indebtedness (GOMES-MEJk al.,2007).

In agreement with the theories developed to highlihe agency conflict, Friend and
Hasbrouck (1987) claim that the capital structuréhe company is determined, mostly, by
the interest of managers, even if it is in conflicth the wishes of shareholders. This helps to

explain the need that the shareholders have toatdhe main managers of the companies.

However, as Friend and Lang (1988) explain, inecngashe debt with third parties
helps to discipline management and reduces thecggemnflict. Thus, it is expected that
companies with professional managers possess Higyerof debt with third part companies
than companies with family founding members marmagEor family management, were
considered all family businesses that had alsolyamémbers in positions of command in the
company, regardless of whether shareholder coigtrioivolved. Facing it, a new hypothesis

must be considered:
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Hs: There is a relationship between family managensed the indebtedness of the

Brazilian open businesses companies.

3.4 DEFINITIONS OF THE STUDY VARIABLES

The variables used in this study were taken froodiss on capital structure both
national and international. The work of Forte (200Brito et al. (2007), Soares and
Kloeckner (2008), Perobetit al. (2005), Barros (2005), Anderson and Reeb (2003% wwee
basis to seek the necessary variables, since theywarks developed with Brazilian

companies.

3.4.1 Dependent or Explained Variables

The dependent variable consists of indebtednes$ ki the company in its various
forms. For this, four dependent variables werestestotal Debt, Financial Debt, Short-Term
Debt and Long Term Debt, as are described below:

3.4.2 Total Indebtedness (ET)
The variable used to total indebtedness was condpafse

PC;  +PNC;
ET,, = ————* 1)
1 ATi._t

Where: ET; = Total indebtedness of firm in the yeatt; PG; = current liabilities of
firm i, in the yeart; PNG; = Non-current liabilities of firm, in the yeart e AT;; = Total

assets of companyin yeart.

3.4.3 Financial Indebtedness (Efin)

The financial indebtedness was treated by severthloes as a means to leverage the
company (BARROS, 2005; FORTE, 2005; ANDERSON; REEB03). The calculation is
represented as follows:

FCR; ¢ tFLE;
Efin,, = Al 2)

AT; ¢

Where: Efin, = Financial indebtedness of the fiinfincludingcommercialpapersand
bonds excluding debentures), in te ygafr-CR; = Financing with financial institutions for
short-term of the firm, in the yeat; FLP = Financing with financial institutions for long-

term of the firmi, in the yeat e AT;; = Total assets of the firmin the yeat.

3.4.4 Short-term indebtedness (ECP)
The short-term indebtedness measures the debtseddoy the company, whether as

their accruals, whether due to short-term financing
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ECP, = PC, /AT, 3)
Where: ECR = Short-term indebtedness of the firnin the yeat; PG, = Current
liabilities of the firmi, in the yeat; AT = Total assets of the firmin the yeat.
3.4.5 Long-term indebtedness (ELPAT)
Was comprised of:
ELPAT,, = = (4)

it
Where: ELPAT; = Long-term indebtedness of the firpin the yeat.
3.5 INDEPENDENT OR EXPLANATORY VARIABLES
These variables were obtained from the annualimition report of companies (IAN),

issued by CVM, in the Divext system.

3.5.1 Variable for definition of family business (AM)

Were considered to family involvement in busingbg, following characteristics: a)
two or more members of the same family are in thectbry or on the company board; b) two
or more members of the same family own shares @fcdmpany, among the five largest
shareholders; and / or c) the company is contrdiecdh family holding, dummy variable,

where Fam = 1 if the company is familiar; and Fafy stherwise.

3.5.2 Variable for definition of family control (Cfam)

Family-controlled companies are those classifiedfaasily businesses, according to
item 3.5.1 and also have more than 50% of the camsf@res of the company. These
companies do not necessarily have a family managenide family may control the
company but do not get involved with the manageirtbat is, there is no family in positions
of CEO, CFO or PCA. Dummy variable, where CFAM i# fhe company is family control;
and CFAM = 0 otherwise.

3.5.3 Variable for definition of family management(Gfam)

It is a combination of firms classified as familydiness and the ones that have family
shareholders in one of the positions of CEO, Chairiof the Board of Directors and/or Chief
Financial Officer. Dummy variable where 1 = Gfanthiére is family management; and Gfam

= 0 otherwise.
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3.6 CONTROL VARIABLES
3.6.1 Profitability (LUCR ;)

The profitability of a company is much discussed in the work ontabgiructure as an
important factor to seek or not new financing. Gearofitability may indicate lower level of
debt with third parties (MYERS, 1984; MOREIRA; PUGAR000; BRITOet al, 2007;
SOARES; KLOECKNER, 2008; PEROBEEtL al, 2005).

LUCR,, = —= (5)

Al'-[_r

Where: LUCR; = Profitability of the firmi, in the yeart; LO;; = Operational
profitability before Financial Result (and beftages) of the firm, in the yeat.

3.6.2 Growth opportunity (OPCR; ;)

Can be one of the reasons why the company borrow® mmoney, increasing the
indebtedness (HEINEBERG; PROCIANQY, 2003; PEROBHII al, 2005; SOARES;
KLOECKNER, 2008). It was used by Barros (2005) a&s adternativeproxy to growth
opportunity.

VAT, ., = AT&,:fﬂTe,r—l (6)

Where: VAT;; = variability of the total assets of the fiimin the yeat; AT;., = Total

assets of the firm in the yeat -1.

3.6.3 Company Size

This variable was used in several studies (ZAHAL@OMINICHILINI et al, 2010;
SOARES; KLOECKNER, 2008, PEROBEEt al, 2005). The larger the company size, the
higher its indebtedness. Company size is measuyethd variable LNAT; = neperian
logarithm of total assets of the firnin yeart.

3.6.4 Risk (Riskt)

It was used in several studies (SOARES; KLOECKNERQ8; PEROBELIet al,
2008; GOMES-MEJiAet al, 2008). The undiversified risk of the managersiédined by
Friend and Lang (1988) as teandard deviation of operational inconfieefore interest and

taxes) divided by total assets, which is used @@y for risk.

. _ , o L0y
Risk;, = desvio padrio o (7)

Where: Risk = Risk of the firmi, in yeart; LO;; = operational income of the firmin

yeart; and Desvio-Padrao standard deviatiomf the variables LO and AT in the last 5 years.
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3.6.5 Tangibility (Tangi,t)
Tangibility is another factor that causes the indebtednessrmpanies (BREALEYet
al., 2008).

Tang,, = - (8)

Al'-[_r

Where: Tang = tangibility of the firmi, in the yeat; |;; = net fixed assets of the firm

in yeart.

3.6.6 Free Cash Flow (FLCly)

It is a factor that can reduce the debt of the caomgs (JENSEN, 1986; SOARES,;
KLOECKNER, 2008; PEROBELLEt al, 2005), that is, firms with higher free cash flave
less indebted. This happens because companiefdkatmoney to invest do not have the

tendency to seek for financing.

FLCL,, = LL,, — AumentoCGL;, + Depr;, - Invest,, 9

Where: FLCl= free cash flow of the firm in the yeat; LL;; = net profit of the firm,
in the yeart; AumentoCGL; = increase in net working capital of the firpcalculated as the
difference of the CCL (net working capital) of tfiem i, in the yeat-1 and yeat; Depk; =
depreciation of the firm, in the yeat and Invest = investments of the firm (composed by
the variation of asset) in the yeat.

3.6.7 Other extra debt tax benefits (OBEIN)

As a measure of control it will be used theetra debt tax benefits, which includes all
expenses not related to the debts of the companyhat may influence the indebtedness
(BARROS, 2005).

__ Deprecitdmort;;

OBEN,, = .

(10)

Where: OBEN; = Other tax benefits of the firmin the yeat; Depreg; = Depreciation
expense of the firm in the yeat; Amort ; = Amortization expense of the firmin the yeat.

3.6.8 Sales growth (CVEN)

Indicates increased financing for the need of gho{BRITOET AL, 2007). To make a
comparison between sales growth for family and faonily businesses indicates, in some
way, that there are decisions to seek money iemifit ways (FAMA; FRENCH, 2002).
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RLV; ¢

CVEN,, = X 100 (11)

i[.t—1
Sendo: CVEN = sales growth of the firm in the yeat; RLV;; = net sales revenues of

the firmi, in the yeat; RLV;1 = net sales revenues of the firnin the yeat -1.

3.6.9 Governance (Govl)

The level of governance was used as a measure of influence on capitattsteu by
several authors (PEROBELEl al.,2002; PEROBELLEt al.,2005; SILVEIRA, 2004). It is
a dummyvariable to identify the level of governance ebsiled by BM&FBovespa. It was
considered that companies with the highest levelooporate governance are those classified
only as Level 2 oNovo Mercaddoy BM&FBovespa. (Level 2 and Novo Mercado = 1,enth

=0 levels).

3.6.10 Debentures (Dgb)
Values of debentures issued during the period analyzed were collected as theumt
issued could in some way influence the indebtedaktse company. This variable represents

the exact constant value on account of long-terbedeires of the analyzed company.

3.6.11 Activity Sector
The company’s activity was identified bydammyaccording to the sector in which it

operates (1 = yes, operates in the sector, O daes not operate in the sector).

3.6.12 Year

Theyear was identified bydummiego capture any macroeconomic shocks and possible
temporal effects that can affect all companies (B&FS, 2005). The yealummiesare binary
variables represented by 0O, 1, where t=1 in the gbaerved for the firm i, and, otherwise
t=0.

It is important to note that there was no spectfontrol in relation to changes in
accounting standards (IFRSs) which began in 2008, af few specific reasons: a) the
companies were only required to submit the findrsti@ements from 2010 - despite having
knowledge that many published prior to the schetlulate; b) according to the studies of
Martins and Paulo (2010) and Tonetto Filho and &negsi (2010) showed no significant

changes in the levels of indebtedness of Brazd@npanies.
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3.7 ECONOMETRIC MODELS
3.7.1 Family business and indebtedness
The model used to evaluate the hypothesis H1, yamisiness and indebtedness is

specified in equation:

k
End, = [y + f,Fam + Z 5}-1’(’.'}# +s;,
J=1
(12)
Where: Engd is the indebtedness of the company; Faspresents the presence of the

family on the company; V¢jare the control variables angdis the error.

3.7.2 Family control and indebtedness
The model that evaluated the hypothesis H2, fanahtrol and indebtedness is

specified in the equation:
End;, =y + 5,Cfam; + E_J;:l %‘VC;:': + s, (13)

Where: Engd is the indebtedness of the company; Gfaepresents the control of the

family on the company; Vjare the control variables angdis the error.

3.7.3 Family management and indebtedness
The model that evaluated the hypothesis H3, fam@ynagement and indebtedness, is

specified in equatian

End, = B, + 5,Gfam; + Ejle a}'vcjir + & (14)
Where: End is the indebtedness of the company; GFeepresents the management or

not of controllers; VGj are the control variables angdis the error.

4 ANALYSIS OF RESULTS
4.1 DESCRIPTIVE ANALYSIS
Were analyzed 356 businesses during six years {2009). Companies analyzed were

classified by sectors, as shown on Table 1.
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Table 1 - Distribution of the sample by sector

Sector Number Percentage
Oil and Gas 5 1.40%
Electricity 45 12.64%
Transportation 18 5.06%
Construction 30 8.43%
Agriculture 5 1.40%
Mining 8 2.25%
Food and Beverage 20 5.62%
Textiles 29 8.15%
Trade 18 5.06%
Industrial Machinery 5 1.40%
Investment Funds 1 0.28%
Telecommunications 14 3.93%
Electronics 7 1.97%
Vehicles and Parts 18 5.06%
Non-Metallic Minerals 4 1.12%
Paper and Cellulose 5 1.40%
Others 81 22.75%
Chemical Industry 14 3.93%
Steel & Metals 25 7.02%
Software and Data 4 1.12%
Total 356 100.00%

Source: survey data
The sample is distributed in 20 sectors. It wagiubke classification of Bovespa. The
most representative is the sector of Electricit®.§4%), followed by Construction (8.43%),
Textiles (8.15%) and Steel & Metals (7.02%).

Data analysis identifies in the sample that 29.54%mpanies have family
characteristics, as shown in Table 2. It is impudrt® note that some companies that have
been classified in previous years as family, ceésd so during the observed period. This is
also important for the observed data, since theacheristics of debt may have changed when

changing the type of company.

Table 2 - Family Business

Type of company Total obs %o obs
Family Business 631 29.54%
Non-Family Business 1505 70.46%
Total 2136 100.00%

Source: survey data
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Among the family businesses, it was observed tha8%% of them are controlled by a
family, according to Table 3. This means that @aify also owns over 50% of the company

shares.

Table 3 - Type of control in family businesses

Type of Control Total obs %0 obs
Family control 410 64.98%
No family control 221 35.02%
Total 631 100.00%

Source: survey data
Although a portion (35.02%) of family businessesnt controlled by the family
through shares, it is observed, in Table 4, thait®® of family businesses are managed by
family members. This indicates the great influeméethe family in the management of

companies, even if it has no controlling interest.

Table 4 - Type of management in family businesses

Type of management Total obs % obs

Family management 588 93.19%
professional management 43 6.81%
Total family members 631  100.00%

Source: survey data
Once the variables were analyzed for all compaimete sample (familiar and non-
familiar), it was decided to analyze the mean aaddard deviation of the set of observed
companies. Table 5 shows the descriptive statjgtiesmean, standard deviation and median
for all variables observed in this study. The MValea are alreadyvinsorizedso that the

outliersdo not influence the presented results.

Table 5 - Descriptive statistics of family and norfamily businesses

Businesses Non-family Family
Standard Standard
Variable Mean Deviation  Median Mean Deviation ~ Median
Long-term indebtedness 0.39 0.4 0.3 0,37 0.36 0.29
Financial Indebtedness 0.34 0.25 0,27 0.37 0.25 0.3
Short-term indebtedness 0,2 0.17 0.19 0,23 017 0,22
Total Indebtedness 0.15 0.11 0.13 0,12 0.1 0.1
Profitability 0.14 0.17 0.08 0.11 0,13 0,07
Size (LNREC) 13.26 2 13.50 12.72 1.87 12,77
Risk (RISK) 0,09 0,12 0.05 0.08 0.11 0,04
Tangibility (TANG) 033 0.24 0.33 0.32 0.23 0.33
Growth Opportunity (OPCR) 1.63 1.93 0.99 1.52 1.83 0.9
Sales Growth (CVEN) 0,15 032 0.1 0.15 0,32 0,08
Free Cash Flow (FLCL) ** 103,71 38446 15,55 55.1 20095 10.85
Other Tax Benefits (OBEN) 0,32 0.58 0 0.33 0.6 -
Debentures Value (Deb) ** 144.78 309.03 - 102.94 249.84 -

* Winsorized variables at the level of 10%. ** Valuasnillions of Reais.
Source: survey data.
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In Table 5, is possible to observe a slight tendefar the total and long-term
indebtedness in family businesses to be smalles.diso possible to identify a lower mean of

free cash flow and lower issuance of debentures.

4.2 ANALYSIS OF RESEARCH RESULTS

To decide between the best regression method &ppked to the panel data, we used
the Hausman test. The Hausman test checks whidheotwo models (fixed or random
effects) is appropriate to the sample. This tesega result of Prob>Chi2 of 0.000, which
means that there are differences in estimation dxtwhe two tests applied and the best to
use is the Fixed Effects. Therefore, it was usedttbatment by fixed effects for the results

presented.

As shown in Table 6, the total indebtedness anal this short-term indebtedness have
negative and significant relationship with the fymbusiness. This means that there is a
relationship between family businesses and indeletesl and family businesses, in the
selected sample, had total indebtedness and ldwet-term indebtedness than non-family
businesses. It cannot be said, however, that tiera relationship between long-term

indebtedness or financial indebtedness with thelyamsiness observed in the sample.

Table 6- Regression for family businesses

Independent Variables Dependent Variables

T ELPAT ECP Efin
Family Business Fam -0,408%* 0,077 -0.340%%* 0,020
error 0,185 0.124 0.092 0.082
Governance GOV 0.479 -0.131 0.041 0.041
error 0,238 0.160 0.117 0,107
Profitability LUCR 0,295%* 0,144+ 0,025 -0,060
SITor 0.127 0.0856 0.063 0.057
Company Size ILNAT -0,156%%* -0,015 -0,100%%* 0,036
error 0.036 0.024 0.019 0.016
Risk RISK 1,121%%% 0.544*** 0.,304*** -0,0127
error 0.204 0.137 0.101 0.092
Tangibility TANG 0, 454%%% 0.301%** -0.089 0.261%%=
error 0,134 0.089 0.069 0,060
Growth Opportunity OPCR -0,014** -0,007 -0,001 0,003
error 0.006 0.004 0.003 0.002
Sales growth CVEN 0,139%=* 0,0396 0,003%%* -0,0145
error 0,415 0.0279 0,021 0.0186
Free Cash Flow FLCL 0,000 0,000%** 0,000%** 0,000
error 0,000 0.000 0.000 0,000
Other Tax Benefits OBEN 0,022 0,030%= -0,020% 0,004
SrTor 0.024 0.016 0.012 0.0109
Payout Pout 0,000 -0,0003 0,0003%* 0,000
error 0.000 0.000 0.000 0.000
Debentures Deb 0,000 0.000 0.000 0,000
SITor 0.000 0.000 0.000 0.000
Year Dummy YES YES YES YES
R-squared R’ 0,342 0.216 0.257 0,02

The bold values mean coefficient (estimator) oledihy regression and the standard error
is shown in the following line. In terms of staist significance, is presented: *** at the
level of 1%; ** at the level of 5% and * at the &hof 10%.
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It was also observed a positive and significaraitr@hship between profitability, risk,
tangibility, sales growth and the indebtednessiefdompany. This means that these variables
are related to the increase in indebtedness. It alss found a negative and significant
relationship between growth opportunity, compamg sind indebtedness, indicating that they

contributed to the decrease in indebtedness afltkerved companies.

No significant relationship between family conterld indebtedness were found. Thus,

it was decided to remove this table from this study

In respect to family management, relations were mlentified by regression. It can be
argued that there is a negative and significamatimship between the levels of total
indebtedness, long term-indebtedness and shortitetebtedness of family businesses. This
means that companies run by family members predgeimejeneral, lower indebtedness than

non-family businesses, as shown in Table 7.

Table 7 - Regression for family management

Independent Variables

Dependent Variables

EL ELPAT ECP Efin
Family Management Gfam -0,267%% | -0,246%%% ] -0119*% 0,046
error 0.138 0.091 0.069 0.061
Governance GOV 0.0442 -0,011 0,038 0,041
error 0.239 0.159 0.119 0.107
Profitability LUCR 0,269%* 0,091 0,026 -0,052
error 0.130 0.086 0.065 0.058

Company Size LNAT -0,157%%* -0,019 -0,098%** § 0,036%*
error 0.036 0.024 0.019 0.016
Risk RISK 1,206%%* § 0,435%*% | 0,407%** -0,006
error 0.194 0.129 0.097 0.087

Tangibility TANG 0,433%%% | 0,262%%* -0,096 0,267
error 0.135 0.090 0.070 0.060
Growth Opportunity OPCR -0,013%* -0,007 -0,001 0,002
error 0.007 0.004 0.003 0.003
Sales growth CVEN 0,138%=* 0,037 0,063%%* -0,014
error 0.041 0.027 0.022 0.018
Free Cash Flow FLCL 0,000 0,000%*= | 0,000%** 0,000
error 0.000 0.000 0.000 0.000
Other Tax Benefits OBEN 0,021 0,029% -0,020% 0,000
error 0.024 0.016 0.012 0.000
Payout Pout 0,000 -0,000 0,000 0,000
error 0.000 0.000 0.000 0.000
Debentures Deb 0,000 0,000 0,000 0,000
error 0.000 0.000 0.000 0.000
Year Dummy YES YES YES YES
R-squared Rj 0,359 0.224 0,381 0,186

In terms of statistical significance, is presentgd:at the level of1%; ** at the level of 5% and
* at the level of 10%.
The regression has robust standard errors, clasbgreompany.
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These results are consistent with studies of ZUR2€B5), Lee (2011), Oret al (2009)
and also with the Burkadt al (2003) that, in general, claim that the monitgrioy the family
makes managers seek lower indebtedness in compadhiesesults are also consistent with
the work of Schulze and Dino (2004) and Lépez-Grammid Sanchez-Andujar (2007), and
Pindado and La Torre (2007), Al-Ajnett al. (2009), Boubakari and Feudjo (2010) and Lee
(2011). But these results are not compatible whth $tudies of Fiegenbaum and Thomas
(1988), Landstrom and Winberg (2000), Leavel anchilsda (2009), Andres (2009), King and
Santor (2008) show that family businesses seekareaternal indebtedness than the others,
because of the fear of loss of business when igslnares. The studies of Anderson and Reeb
(2003) also found no relationship between familgibess and indebtedness.

Of all presented results, the only independent abdei that was not statistically
significant was the family control. Other relatibiyss proposed statistical significance, that is,
there are indications that there is a relationdiefveen indebtedness and family business and

family management.

Regarding the behavioral aspect, treated by massgarehed works, including Barros
(2005), Malmendier and Tate (2004), Thaler and Basl(2003), the statistical analysis used
in the observed sample showed no increase in iadebss for the founding managers, as
evidenced in the work of Barros (2005), with Breamil companies. This result is not
necessarily a surprise, because it is already krnibanthere are wide ranges of variables to

consider in an analysis of this particular typeainpany.

The research also revealed that some of the belsadgscribed in the literature can be
seen in the obtained results, but not necessadrkilyte fact that the family member managers
with share concentration tend to debt could be amptl by overconfidence (BARROS,
2005). At the same time, the family member manag#isdispersed stock could also tend to

escape from indebtedness.

5 FINAL CONSIDERATIONS

Several studies have exposed the cognitive bidsesimagers in companies around the
world. These studies have also shown a seriesassifications and results that differ from
each other and make it difficult to interpret tledationship between family, managers and

controllers with the indebtedness of the company.

These results implypughly, the fact that the control of variables involvitng study on

the participation of managers and their naturemilfa members or not, concentrated or
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dispersed control etc. - Is complex and often ldadsesults that are not always consistent
with those already found in the specific literatutemplies also, of course, the need for more

studies in conditions varying from those used ia #study, since the topic is rich and broad.

This study contributes to the literature of Finartbeough empirical research on
companies listed on the BM&FBovespa. It was soughstudy the relationship between
family business, family control and management whiindebtedness of the company. Three
hypotheses were prepared according to the availidtature that, once tested, proposed the
relationship between indebtedness and each ofdbsilge controllers or managers for each

of the companies.

For the application of the method, a sample of 86Gpanies with accounting data
available in the Economatica data base was used) fwhich it was given the rank of

managers, controllers and family members, to bsiplesto advance in studies on this topic.

For hypothesis testing, it was analyzed variousaeh methods, and the chosen
method been the Fixed Effects through the Hausnemsh tAll results were presented

throughout this work.

The main results of this research indicate thatethe a relationship between family
business and family managers and the indebtedrieke company. There was no statistical
significance revealed the relation of the familytol variable in the indebtedness.

As for the family business, it was observed tharehis also a relationship between
indebtedness and family businesses and run by yam#émbers. All relationships are
statistically significant, so we can not reject thypotheses H1 and H3. This relationship was
found negative in both cases, showing a trend miflyabusinesses or run by family members
to be less indebted than others, in the selecteghlea These evidences confirm the studies of
Siqueira (1998), IBGC (2007), Anderson and Reel®d320Shleifer and Vishny (1986) among
others, that point to a reduction of cost of inwemtts in family businesses, as well as the

preference for use of equity.

One cannot state, however, that companies withnalyfacontrol present a capital
structure different from those of non-family comirdt is not possible to confirm the

hypothesis K

Thus, this research indicates that the Brazilianilfabusinesses present, in the sample
studied, a smaller indebtedness than those witlaouity influence.
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5.1 LIMITATIONS OF THE RESEARCH

It is known that the profile of the manager and ¢benpany's culture can influence the
decisions of indebtedness. Eventual misclassifioathay occur in the definition of family
control and family management, since they are éshadnl by the researcher, and may be
raised by other methods in future research. Thaauip of these classifications will always

exist, because the operational definitions areraggus set for this search.
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