22 3 Vol. 22 No.3

2019 3 JOURNAL OF MANAGEMENT SCIENCES IN CHINA Mar. 2019
2 @
12 3 4
(1. 200434; 2. 200434;
3. 310018; 4. 200040)
? t
t-1
( \ )
: F830 A : 1007 -9807(2019) 03 —0053 - 18
0
. 2011
“« ? ”
18
@,
( MD&A
)
1
() 1 2015 -09 -21; 1 2018 -08 -23.
: (71632006) ; (16JID790037) ;
€ ) (71802178) .
(1980—) . Email: Zhao. ziye@ mail. shufe. edu. cn
@ PCAOB. 2011. ( Concept release on possible revisions to PCAOB standards related to reports on audited financial statements and related a—

mendments to PCAOB standards. Release no. 2011-003) .



— 54 — 2019
( Levenshtein edit distance)
2 Acito
1.2
23
' 24
25
a-g %
7 1768

1.2.1

1.1

1910



3 ? — 55 —
1.2.2
29
1587 “ ”
» [13 »”
11
“ 1587
C)
1.2.3
Granovet—
ter 28 “ ” “ ”
® { 11768 » ¥ 255-256



— 56 — 2019 3
30
1 3 13 ”» 13 ”
13 ”»
1
1
Table 1 A case of vertical textual similarity in audit opinions
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2013
1 . 2014
2 CAPM
RCAR _,, =B,LVD ME_FULL_LVD +
B,UE + B,RISKFR + B,RISKFR x (4 17 617
LVD ME_FULL_LVD + B;BTM + 1% ( winsorize)
B.TONE +8,STATE +B, DE +B,SIZE 2.
2.3 LVD 0.18
WIND CS- 18%
MAR . WIND 2012 0.63
PDF 63%. RISKFR 0.75
2012 ~
. STATE
2001 2013 @, 0.60 . TONE
LVD t t -1 30%
2002 2013
2
Table 2 Descriptive information
RCAR _ | 17 617 0. 053 -0.183 0. 201 -0.008 -0. 006
RCAR _5 5 17 617 0. 089 -0.351 0.427 -0.008 -0.004
RCAR _y 1 17 617 0. 121 -0.423 0.547 —-0. 006 -0.002
LVD 17 617 0.078 0. 046 0. 630 0.153 0.175
ME_FULL_LVD 17 617 0. 009 0.018 0.162 0. 126 0. 126
ME_IND_LVD 17 617 0.010 0. 020 0.176 0.128 0.128
RISKFR 17 617 0.434 0. 000 1. 000 1. 000 0. 748
UE 17 617 0.070 -0.644 0. 488 0. 002 -0.002
TONE 17 617 0.121 -0.198 0. 561 0.297 0.286
BTM 17 617 0. 250 0. 065 1.267 0.570 0. 581
STATE 17 617 0.490 0. 000 1. 000 1. 000 0. 599
DE 17 617 0.245 0. 035 3.215 0. 495 0. 496
SIZE 17 617 1.231 18.717 26. 369 21. 448 21.601
PAT1 17 617 1. 598 0. 000 8.767 0. 000 1.217
RCAR _,,: CAPM t
B 120 t-1
10 LV ( Levenshtein edit distance)
300 60 beta CAPM 01
; LVD: . ME_FULL_LVD :
@ WIND 2014 MD&A 2001 ~

2013
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IND_LVD 0 0.01 ) 0
1; STATE: 1
; UE: t 0; DE: :SIZE: ;
-1 - TONE: PAT:n(1+  1+1 ).
3
Table 3 Economic consequences of vertical textual similarity of MD&A
(1) (2) (3)
RCAR _, , RCAR _5 RCAR _
0. 005 0.011 0.010
LVD
(0.833) (1.210) (0.809)
0. 005 0. 036 *** 0.036 ™
UE
(0.694) (2.756) (2.100)
0.001 0. 009 *** 0. 008 ***
RISKFR
(1.072) (4.987) (3.430)
0.007 ** 0.031 7% 0. 056 ***
BTM
(2.561) (7.303) (10.094)
0.011** 0.012" 0.016"
TONE
(2.721) (1.737) (1.856)
-0.001 —-0.003 -0.003
STATE
( -0.731) ( -1.628) ( -1.621)
0. 000 0. 003 0.013 7
DE
(0.135) (0.741) (2.934)
0. 001 *** -0.001" -0. 006 ***
SIZE
(2.609) (-1.839) (-5.193)
-0.039*** 0. 000 0. 057 ***
Constant
( —4.074) (0.019) (2.734)
Industry FE Yes Yes Yes
Year FE Yes Yes Yes
Observations 17 617 17 617 17 617
Adjusted R? 0.009 0.033 0.055
1. P CAR _,, = a + bxLVD + C xcontrols,
; LVD t t-1 LE
( Levenshtein edit distance) 01 ; 2.
PN 10% 5% 1%
3. T CLUSTER
3 [43 » 1
3.1 .
1 3 TONE
1 5 10
LVD 3.2
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LVD
RISKFR
LVD
4
Table 4 Moderating effect of financial risk in model of vertical textual similarity
(1) (2) (3)
RCAR _ | | RCAR _5 RCAR _ |y o
-0.016 -0.044** -0.060**
LVD
(-1.612) ( —2.5006) (-2.521)
0.029** 0.076*** 0. 097 ***
RISKFR x LVD
(2.454) (3.838) (3.539)
0. 005 0.036*** 0.035™*
UE
(0.684) (2.743) (2.087)
-0.004" -0.004 -0.009
RISKFR
( —1.680) ( -1.055) (-1.562)
Control variabels Yes Yes Yes
Industry FE Yes Yes Yes
Year FE Yes Yes Yes
Observations 17 617 17 617 17 617
Adjusted R? 0.010 0.034 0.056
o1, : CAR = a + bxLVD +c¢ xRISKFR +d x RISKFR x LVD + e X controls;
; LVD t t-1 LE (Lev-
enshtein edit distance) 0 1 ; RISKFR: . (ROA 0 o0.01 )
0 1; 2.
2. 7 10% 5% 1%
3 T CLUSTER
5 RISKFR

Table 5 Economic consequences of vertical textual similarity of MD&A: Sample with high financial risk vs sample with low financial risk

Prob > chi2 =0. 031 1

Prob > chi2 =0. 000 7

(1) (2) (3) (4) (5) (6)
RCAR _, , RCAR _, RCAR _s 5 RCAR _s RCAR _ 4 10 RCAR _ 4 10
RISKFR == RISKFR == RISKFR == RISKFR = = RISKFR = = RISKFR = =

chi2( 1) =4.65** chi2( 1) =11.53** chi2(1) =7.40%**

Prob > chi2 =0. 006 5

D -0.015 0.012" -0.041** 0. 029 *** -0.047" 0.030**
( —1.405) (1.768) ( -2.238) (2.730) (-1.897) (2.109)
Control variabels Yes Yes Yes Yes Yes Yes
Industry FE Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes
Observations 4433 13 184 4433 13 184 4433 13 184
Adjusted R? 0.013 0.010 0.060 0.027 0.110 0.045
1  CAR =a + b x LVD + ¢ x controls;
; LVD t t—1
LE  ( Levenshtein edit distance) 0 1 ; RISKFR: N (ROA 0
0.01 ) 0 1; 2.
AN 10% 5% 1%
3. T CLUSTER
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48
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Table 6 Moderating effect A: Corporate innovation
(1) (2) (3) (4) (5) (6)
RCAR _, , RCAR _, , RCAR _s RCAR _s5 | RCAR _ o1 | RCAR _|o1
rishfr =0 rishfr = 1 rishfr =0 riskfr =1 riskfr =0 riskfr =1
-0.030** 0.017* -0.065 ™" 0.034** -0.079 ** 0. 046 **
1o ( =2.406) (1.914) ( -2.993) (2.517) ( -2.636) (2. 406)
AT -0.004** 0.001" -0.005** 0.001 -0. 008 ** 0. 002
( -2.564) (1.843) (-2.227) (0. 845) ( —2.300) (1.370)
PAT_LVD 0.019 7 —-0.004 0.031 7 —-0.004 0. 040 *** -0.011
(2.657) ( -0.885) (2.855) ( -0.559) (2.601) ( -1.331)
Control variabels Yes Yes Yes Yes Yes Yes
Industry FE Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes
Observations 4433 13 184 4 433 13 184 4433 13 184
Adjusted R? 0.013 0.010 0.061 0.027 0.111 0.045
H P CAR=a +bxLVD + ¢ x PAT +d x PAT x LVD +
e X controls; ; LVD t
t-1 LE  ( Levenshtein edit distance)
01 ; PAT1 In(1+ t+1 ) 2.
2, % R 10% 5% 1%
3. T CLUSTER
6
PAT  LVD

PAT x LVD 2
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3.4
ARSQ  LVD 1 5 LVD
MTONE = ( POS1 - NEG)) /( POS1 + NEGI)
(5)
POSI1 MD&A
NEG1
PISH — LVD STONE = - | MTONE, - MTONE,_, |  (6)
LVD SPEARMAN
0.16 LVD
t -1
STOT = - |LENGTH, - LENGTH,_,| (7)
CHAIR
LVD.STONE ~ STOT
CHAIR 1 0.
comp
COMP 03.
CoMP
53 0.50.4 0.4
1 LVD  CHAIR comp LVD
7.
CcoMP LVD ) COMP x
RISKFR comp
. I
LNHALT t 1 3.5
LNHALT x 7 “ 7
LVD ) 2
LNHALT x 4

LvD 1 5
3.6



8.
7
Table 7 Economic consequence of similarity index
(1) (2) (3)
RCAR _, RCAR _5 RCAR _ 1o
-0.002" -0.004** -0.007 ***
coMP
(-1.762) ( -2.273) ( -3.014)
0.003** 0. 007 *** 0.011***
RISKFR_COMP
(2.344) (3.868) (4.258)
0. 005 0.0367** 0.035™*
UE
(0.683) (2.737) (2.083)
-0.003 -0.002 -0.008"
RISKFR
( -1.357) ( -0.478) ( -1.652)
Control variabels Yes Yes Yes
Industry FE Yes Yes Yes
Year FE Yes Yes Yes
Observations 17 617 17 617 17 617
Adjusted R? 0.010 0.034 0.056
c 1. : CAR=a +b x COMP + ¢ x RISKFR + d x RISKFR x COMP + e x controls;
; COMP LVD.STONE  STOT
0 —3; RISKFR: R (ROA 0 0.01 ) 0 I;
e 10% 5% 1% ;
3. T CLUSTER
8
Table 8 Firm fixed effect model of vertical textual similarity
(1) (2) (3) (4) (5) (6)
RCAR _, RCAR _5 s RCAR _,y, | RCAR _, , RCAR _5 s RCAR _ 4 1o
-0.014 -0.042%* -0.057*
LVD
( —1.295) ( -2.322) ( -2.346)
0.024" 0. 066 *** 0. 0847
RISKFR_LVD
(1.910) (3.183) (3.024)
-0.002" -0.0047* | -0.007 ***
COMP
(-1.857) ( -2.676) (-3.113)
0.002** 0. 007 *** 0.010***
RISKFR_COMP
(2.296) (3.934) (3.944)
-0.004 -0.003 -0.005 -0.003 -0.002 -0.004
RISKFR
( —1.428) ( -0.694) ( -0.883) ( -1.528) ( —0.547) ( —0.966)
Control variabels Yes Yes Yes Yes Yes Yes
Firm FE Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes
c L i CAR=a +b x LVD( COMP) +c X RISKFR +d x RISKFR x LVD (
COMP) + e X controls; ; LVD t
-1 LE ( Levenshtein edit distance)
01 ;. COMP LVD. STONE  STOT
0 -3; RISKFR: N (ROA 0 o0.01 ) 0 1; 2.

2. " R 10% 5% 1%
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LVD 5 10
LVD x RISKFR 3.7
comp
COMP x RISKFR 9.
9
Table 9 Economic consequences of horizontal textual similarity of MD&A
(1) (2) (3) (4) (5) (6)
RCAR _, RCAR _5 s RCAR _4 1o RCAR _,, RCAR _5 5 RCAR _y4 1o
ME_FULL_LVD -0.101" -0.213** —0. 349 ***
( -1.813) ( -2.283) ( -2.833)
ME_IND_LVD -0.095" -0.181*" -0.286**
( -1.861) ( -2.099) ( -2.531)
. 0. 005 0. 005 0. 037 *** 0. 037 *** 0.036** 0.036**
v (0.704) (0.704) (2.772) (2.769) (2.117) (2.114)
RISKFR 0. 001 0. 001 0. 009 *** 0. 009 *** 0. 009 *** 0. 009 ***
(1.147) (1.157) (5.080) (5.079) (3.546) (3.543)
Control variabels Yes Yes Yes Yes Yes Yes
Industry FE Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes
Observations 17 617 17 617 17 617 17 617 17 617 17 617
Adjusted R? 0.010 0.010 0.033 0.033 0.055 0.055
. CAR =a + b x HLVD + ¢ X controls; )
HLVD ME_FULL_LVD
s ME_IND_LVD
; 2.
R e 10% 5% 1%
T CLUSTER
ME_FULL_LVD  ME_IND_LVD w3
55-59
« ”» 31
3.8 10.
10 5 10
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10 ( Betweenness Centrality)
Table 10 Moderating effect of Betweenness Centrality of independent directors
(1) (2) (3) (4) (5) (6)
RCAR _, RCAR _5 RCAR _yy 0 | RCAR _,, RCAR _s RCAR _y
-0.153" -0. 408 *** -0. 656"
ME_FULL_LVD
( -1.794) ( -2.729) ( -3.626)
0.014 0.052** 0. 080 **
BETWEEN10_FULL_LVD
(0.917) (2.073) (2.521)
-0.121 -0.328** -0.533 %
ME_IND_LVD
( -1.555) ( -2.357) ( -3.123)
-0.002 -0.001 -0.006** -0. 005 -0.010** -0.008**
BETWEEN10
( -0.907) ( -0.518) ( -2.017) ( -1.621) ( -2.431) ( -2.062)
0.008 0.040" 0. 066 **
BETWEEN10_IND_LVD
(0.525) (1.678) (2.155)
Control variabels Yes Yes Yes Yes Yes Yes
Industry FE Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes
Observations 17 604 17 604 17 604 17 604 17 604 17 604
Adjusted R? 0.010 0.010 0.034 0.033 0.056 0.055
c1. . CAR =a + b x HLVD + ¢ x BETWEENI10 + d x BETWEEN10 x HLVD +
e X controls; : HLVD
ME_FULL_LVD
IND_LVD . Between10
2.
2 * *%k *kk 5% 1%
3.9
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Abstract: While model report is widely used in ancient and modern China the evidence is rare. The reporter
faces a dilemma: Should similar reports be reported to avoid disclosure risk or diversified reports be reported to
communicate private information? This paper aims to investigate how investors evaluate textual similarity of
Management Discussion and Analysis ( MD&A) in the Chinese annual reports. Based on a sample of textual
information of MD&A of listed firms in China the vertical textual similarity ( VTS) is measured by the Leven—
shtein edit distance between an MD&A in year t and that in year t — 1 and horizontal textual similarity( HTS)
is measured by the mean value of the Levenshtein edit distance among all firms. The following results are
found. First market reaction of VTS is contingent on financial risks. When companies suffer losses report
small profits or release modified audit opinions VTS is negatively related with short term abnormal return. Op-—
positely when companies’ financial risks are low market reaction is positively associated with VTS. Second
HTS is negatively related with market return in the whole sample. Third economic consequences of VTS is
contingent on corporate innovation specific information Chairman’ power and transaction suspending. Final-
ly economic consequences of HTS is affected by the social network of independent directors. Taken together
the results indicate that both VTS in financial distressed companies and HTS are harmful to private information
communication and will have negative economic consequences.
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