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Motivation

• Accounting comparability reflects the tendency of two firms that have comparable 
accounting systems to produce similar (dissimilar) financial statements for a given set of 
economic events (different events) (De Franco et al., 2011; Barth et al., 2012; Yip and Young, 2012; 
Choi et al., 2019). 

• Financial statement comparability lowers the cost of acquiring information, increases the 
quantity/quality of information about firms (De Franco et al., 2011; Chen et al., 2018; Choi et al., 

2019), and overall expands information sets available to potential investors (Chen et al., 2018).

• For M&As, research associates the quality of financial reporting with more successful and 
profitable deal outcomes (Skaife and Wangerin, 2013; Raman et al., 2013; Marquardt and Zur, 2015; 
McNichols & Stubben, 2015). 

• Chen et al. (2018) find that greater accounting comparability of target firms with their 
industry peers positively associates with acquirer and combined acquirer and target stock 
abnormal returns. 

- They attribute this result to mitigated uncertainty: compatibility permits the acquirer to 
more efficiently value the target if the latter is more comparable to its peers, lowering the 
cost of acquiring information. 
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• We investigate whether accounting comparability between the acquirer and the target in 
M&A deals, rather than between the target and its industry peers, associates with more 
successful M&A outcomes. 

• We extend previous research by directly measuring the accounting comparability of an 
M&A target to the deal’s acquirer. 

• Important distinction from previous research in that this is the first paper that examines 
M&A target-with-acquirer comparability and its effect on sustainable M&A outcomes, 
by identifying specific reasons why financial statement comparability between bidders 
and targets, well and above the accounting comparability of target firms with their peers, 
should significantly affect M&A deal outcomes. 

Different from relevance and reliability, accounting comparability may be viewed not as a 
quality of accounting information evaluated on a stand-alone basis, but rather as quality of 
the relationship between the information sets of two firms (Wu and Xue, 2020). 

Motivation (1)
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• We expect that higher acquirer-target comparability should improve deal outcomes because:

1) There should be lower integration costs between counterparts with similar accounting 
systems/corresponding financial reporting incentives, leading to better deal outcomes,

because: 

(a) They already had similar accounting systems before the deal (inventory accounting methods, 
etc.) 
(b) Similar accounting may produce similar financial reporting incentives and culture allowing for 
easier integration of their employees; asset complementarity can decrease business risk/facilitate 
the integration process post-deal, by further leveraging the acquiring firms’ pre-existing resources 
and strengths (Schoar, 2002, at the plant level; Renneboog and Vansteenkiste, 2018). 

2) Acquiring investors should face lower costs (e.g., information acquisition and costs of 
information processing; Blankespoor et al., 2020) if more comparable to their targets, because 
they can apply their current economic models and more accurately estimate target value.

- A similar way of reporting the path to value creation on financial statements should aid 
acquirers to more accurately predict future cash flows and future earnings, facilitating 
investors to evaluate synergies and assess deal value (Chen et al., 2018)/combined firm’s future 
prospects (Ott, 2020). 

- Acquirers can make more accurate inferences about economic similarities/differences across 
firms, as the latter are reflected on respective financial reporting numbers in a similar way.

Motivation (2)
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3) Also expect that greater acquirer-target comparability should provide acquirers with 
informational advantages in the form of knowledge about the accounting practices and 
possible techniques to engage in earnings management, so they can more easily detect any 
earnings management practices in their targets’ financial statements before deal 
announcement and adjust the terms of the deal accordingly, leading to more successful deals.

     Higher comparability should imply a lower possibility for any adverse economic results 
becoming revealed for either transaction party after the event.

• We argue that higher acquirer-target comparability should positively associate with stock 
market returns over longer time windows, resulting in better acquisitions; this is based on 
the expectation that fewer possible adverse surprises should be in place for such deals, 
thanks to higher similarity in the way firms’ business economics and transactions were 
mapped into performance measurement for the two deal parties at the time of the deal. 

• Based on our fundamental expectation that comparability should contribute towards 
improved integration, lower processing costs, and higher ability from the side of the 
acquirer to perform due diligence on the target,

Motivation (3)



• When focusing on the long-term stock market reaction to deals between more vs. less 
comparable firms, with higher long-term market performance signifying deal success, we 
anticipate that comparability should capture similarities in how the economics of the two 
firms are reflected into their financial statements. 

• Comparability between the acquirer and the target does not represent comparability in the 
underlying economics between the two organizations, i.e., does not represent a union of 
equals, but rather ensures that the same transactions are mapped similarly (and different 
transactions are mapped dissimilarly). 

• It should also indicate how similarly firms’ financial statements reflect acquirer and target 
fundamentals on a comparable basis, implying that the transaction between the two parties 
should result in fewer unpredictable events and complexities which could occur in terms of 
financial statement impact in the longer future. 

• Such transactions should expose investors to lower potential losses, and lower probability for 
such losses to occur. 
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H1: Higher financial reporting comparability between the acquirer and the 
target in M&A deals positively associates with longer-run market performance 
of such deals, indicating more successful M&As. 

Research Hypothesis
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• Use M&A deals between US listed firms during 1991-2020 -786 deals- and measure 
comparability based on the output-based approach of De Franco et al. (2011), which intuitively 
compares the earnings-returns function of firms with the ones of their industry peers.

- However: we directly estimate the comparability functions of M&A bidding and target firms; our 
approach does not employ aggregate comparability calculation but makes a direct estimation of 
the comparability of the target in the M&A deal to the acquirer accounting function (also 
control for target-with-its-peers comparability as well in all estimations).  

- Focus on the long-term stock market response following the M&A announcement:

1) Drivers of short-term market performance to M&A announcements: the uncertain outcome of 
M&As makes it inherently difficult to identify actual market perceptions for the deal and 
correctly interpret acquirer returns around that time (Fuller et al., 2002; Hietala et al., 2003): 
announcement returns provide information about deal success beyond market expectations; 
any abnormal returns represents only the surprise component of the deal (Dutta and Saadi, 2011).

2) The reasons why we expect M&A deals where the bidder and the target are more comparable 
in accounting terms should perform better make use of arguments relating to the success of the 
deal, rather than expectations about ST market response to deal announcements:

Main results
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Main results (1)

• First report a discernible tendency of acquiring firms to bid for targets which are more 
comparable to them.

• We find that higher accounting comparability between the bidder and the target positively 
associates with buy-and-hold abnormal returns (Barber and Lyon, 1997) for the next 1, 2, 3 years 
following the deal announcement date. 

• Result also confirmed in terms of a lower incidence of divestitures post-deal for more 
comparable such M&As. 

• Findings are robust to controlling for the degree of comparability of targets with their own 
industry peers, fundamental characteristics of both counterparts, the accounting quality of 
the target, deal characteristics, whether the acquirer is performing acquisitions in a serial 
manner through our sample period (Croci and Petmezas, 2009, Hossain et al., 2021). 

• Our results are robust to the application of the dynamic panel GMM estimator to appease 
concerns about the existence of potential endogeneity in our findings (e.g., if unobservable 
factors affect both post-deal, long-term acquirer returns and financial reporting comparability, 
such as preexisting trends in pre-deal financial reporting infrastructure and internal control 
for the two counterparts). 

• Results hold when measuring comparability according to the computational methodology of 
both the De Franco et al. (2011) model, and its modification to incorporate potential influence 
from past negative performance and its effect on returns based on Basu (1997).
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• One could expect that the positive impact of the comparability between M&A counterparts 
on M&As success could be more pronounced if the M&A environment is worse, under the 
assumption that comparability helps to counter fact and improve this kind of an environment.

• We find that the positive and statistically significant association between target-acquirer 
accounting comparability and post-deal BAHRS is:

- less pronounced when the acquirer, or the acquirer and the target combined, operate in more 
vs. fewer business segments, and when the acquirer has a higher Altman (1968) Z-score.

- more pronounced when the buyer has lower anti-takeover protection (E-score by Bebchuck et 
al., 2009), so should be subject to stronger monitoring by the market. 

• Results consistent with higher levels of complexity for firms participating in the deal 
moderating the association between acquirer-target comparability and deal success: 
comparability is found not to be able to perform its anticipated target integration-improving 
role in its full extent. 

• At the same time, acquirer-target comparability is observed to improve deal outcomes 
particularly for deals in which acquirer appears to be more financially constrained. 

• Acquirer-target comparability and market discipline are found to be working in the form of 
complements, rather than substitutes, regarding the promotion of deal success. 

Main results (3)
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• Overall, findings indicate that acquirer-target comparability may work both as a substitute or as 
a complement to the strength and efficiency of other potential M&A environment-related 
factors with the power to significantly influence deal success. 

• Findings point towards acquirer-target comparability working as a substitute when other 
possible financial factors that could affect deal success e.g., bankruptcy risk for the acquirer 
hold, but rather a complement when non-financial factors affecting deal outcomes from a 
business or market pressure perspective (e.g., firm complexity or the strength of market 
discipline) are in place: 

- accounting comparability between bidders/targets more strongly relating to the improved 
financial, rather than to the business integration of the two counterparts.

Main results (4)
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• A counter argument for our result interpretation could be that in case more comparability 
between the acquirer and the target simply mimics higher similarity between the 
underlying economics or business factors between the two deal participants, then the 
merger of such firms could influence their performance because of underlying economic 
commonalities, rather than similarities in comparability. 

• So, we re-estimate our results by measuring comparability in terms of how market returns 
map into cash flows, instead of earnings, by replacing earnings with cash flows from 
operations when calculating the De Franco et al. (2011) measure.

• Our results do not hold when measuring comparability by replacing earnings with cash 
flows in the returns-performance comparability function. 

• Interpret this finding as indicative that the triggering factor for any significant market 
reaction should be attributed to comparability in financial reporting, rather than on 
underlying economic similarity between the two deal participants. 

Main results (5)
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• M&A deals from Thomson Reuters

- Initial Period: 1987-2021: Select deals identified as mergers (M), acquisitions of 
majority interest (AM), or acquisitions of assets (AA) with a deal size of >1m USD 
and both bidder and target firms are US public firms (9,345 deals).

- When we require data availability for fundamental variables of the acquirer as 
of the year of the deal, this number drops to a final sample of 786 deals, during 
sample estimation years 1991-2020 given different data requirement 
restrictions.

(exclude holding firms, American Depository Receipts (ADRs) and limited 
partnerships and also firm-year observations whose financial year does not end in 
either March, June, September, or December). 

Sample



• Estimation of the De Franco et al. (2011) comparability proxy results in 
significant loss of observations, given that it requires data for the last 16 
quarters of involved firms.

• Compared to De Franco et al. (2011), our data requirements are more 
heightened, leading to more loss of observations and a reduced sample. 

- In De Franco et al. (2011), a sample firm gets a comparability measure if there are data 
available for at least four industry peers (any four industry peers). 
- For our measure of comparability to be estimated, data must be available for both the 
target and the acquirer of the deal.
- This is a more restrictive condition, thus our number of comparability measure observations 
is lower that what would have been obtained if we estimated traditional comparability 
measures as in De Franco et al. (2011)

• To avoid further reductions in our sample size, our comparability measure is 
computed if there are (acquirer and target) data for the last 8 quarters (as 
opposed to the last 4 years, 16 quarters) from the announcement year. This 
results in our final sample of 786 deals in the 1991-2020 period.

Sample (1)
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Measuring accounting comparability between the acquirer and the target

• Following De Franco et al. (2011), in the first step, we estimate over the last 8 quarters 
for the acquirer and the target individually:

𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠𝑖,𝑡 = 𝛼𝑖 + 𝛽𝑖𝑅𝑒𝑡𝑢𝑟𝑛𝑖,𝑡 + 𝜀𝑖,𝑡

In the above, 𝑖 ∈ {𝐴, 𝑇} for the acquirer and the target, respectively.
• In the second step, we use these accounting functions for each deal counterparty firm 
together with the corresponding return of the acquirer to predict earnings.

𝐸(𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠)𝐴,𝐴,𝑡 = ො𝛼𝐴 + መ𝛽𝐴𝑅𝑒𝑡𝑢𝑟𝑛𝐴,𝑡

𝐸(𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠)𝐴,𝑇,𝑡 = ො𝛼𝑇 + መ𝛽𝑇𝑅𝑒𝑡𝑢𝑟𝑛𝐴,𝑡

Research methodology 
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Research methodology (1)

Measuring accounting comparability between the acquirer and the target

• We define the comparability of an M&A target to the deal’s acquirer (Comparabilityi,t) as 
the negative value of the average absolute difference between the predicted earnings using 
firm 𝐀 and 𝐓 functions:

𝐶𝑜𝑚𝑝𝑎𝑟𝑎𝑏𝑖𝑙𝑖𝑡𝑦𝐴,𝑇,𝑡 = −
1

8
× ෍

𝑡−7

𝑡

|𝐸 𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠 𝐴,𝐴,𝑡 − 𝐸(𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠)𝐴,𝑇,𝑡|

• This yields a negative number, with greater values indicating a greater accounting 
comparability of the target to the acquirer.

• The “closeness” of the functions between the bidder and the target represents the 
comparability between the firms, as in De Franco et al. (2011), but this time by estimating the 
earnings-returns functions of two firms directly, rather than between pairs of firms within the 
same industry.
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Research methodology (2)

Measuring accounting comparability between the acquirer and the target

• For robustness purposes, we also estimate an alternative measure of M&A target and 
acquirer comparability, based on Basu (1997). 
𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠𝑖,𝑡 = 𝛾𝑖 + 𝛿𝑖𝑅𝑒𝑡𝑢𝑟𝑛𝑖,𝑡 + 𝜉𝑖𝐷𝑅𝑒𝑡𝑢𝑟𝑛𝑖,𝑡<0 + 𝜑𝑖𝑅𝑒𝑡𝑢𝑟𝑛𝑖,𝑡 × 𝐷𝑅𝑒𝑡𝑢𝑟𝑛𝑖,𝑡<0 + 𝑒𝑖,𝑡

where 𝐷𝑅𝑒𝑡𝑢𝑟𝑛𝑖,𝑡<0 is a dummy variable that  takes the value of one if the return is 

negative (and zero otherwise).

• In the second stage now 
𝐸(𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠𝐵𝑎𝑠𝑢)𝐴,𝐴,𝑡

= ො𝛾𝐴 + መ𝛿𝐴𝑅𝑒𝑡𝑢𝑟𝑛𝐴,𝑡 + መ𝜉𝐴𝐷𝑅𝑒𝑡𝑢𝑟𝑛𝛢,𝑡<0 + ො𝜑𝑖𝑅𝑒𝑡𝑢𝑟𝑛𝛢,𝑡 × 𝐷𝑅𝑒𝑡𝑢𝑟𝑛𝑖,𝑡<0

𝐸(𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠𝐵𝑎𝑠𝑢)𝐴,𝛵,𝑡

= ො𝛾𝛵 + መ𝛿𝛵𝑅𝑒𝑡𝑢𝑟𝑛𝐴,𝑡 + መ𝜉𝛵𝐷𝑅𝑒𝑡𝑢𝑟𝑛𝛢,𝑡<0 + ො𝜑𝑖𝑅𝑒𝑡𝑢𝑟𝑛𝛢,𝑡 × 𝐷𝑅𝑒𝑡𝑢𝑟𝑛𝑖,𝑡<0

and

𝐶𝑜𝑚𝑝𝑎𝑟𝑎𝑏𝑖𝑙𝑖𝑡𝑦𝐵𝑎𝑠𝑢𝐴,𝑇,𝑡 = −
1

8
× ෍

𝑡−7

𝑡

|𝐸 𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠𝐵𝑎𝑠𝑢 𝐴,𝐴,𝑡 − 𝐸(𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠𝐵𝑎𝑠𝑢)𝐴,𝑇,𝑡|
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Research methodology (3)

Baseline model specification

• Dependent variables

𝐵𝐻𝐴𝑅𝑙: Acquirer buy-and-hold abnormal returns. We follow Barber and Lyon (1997) and 
define BHARs as:

𝐵𝐻𝐴𝑅𝑙 = ෑ

𝑡=1

𝑙

1 + 𝑅𝑖,𝑡 − ෑ

𝑡=1

𝑙

1 + 𝑅𝑏𝑒𝑛𝑐ℎ𝑚𝑎𝑟𝑘,𝑡

Each acquirer is matched each sample year with a control firm of similar size and 
book-to-market ratio, and the control firm’s buy-and-hold return acts as the 
benchmark return in the above equation. We record 𝑩𝑯𝑨𝑹𝒍 over a period that starts 
in April of year 𝑡 + 1 after the acquisition year and lasts for 𝑙 months (i.e. an 𝑙-month 
window).  We denote acquirer buy-and-hold abnormal returns for 𝑙 = 12, 24, and 36 
months ahead as 𝐵𝐻𝐴𝑅_1𝑦𝑒𝑎𝑟𝑖,𝑡, 𝐵𝐻𝐴𝑅_2𝑦𝑒𝑎𝑟𝑖,𝑡, and  𝐵𝐻𝐴𝑅_3𝑦𝑒𝑎𝑟𝑖,𝑡, respectively.

Baseline model specification

𝐵𝐻𝐴𝑅1,2,3𝑦𝑒𝑎𝑟

= 𝑎0 + 𝑎1𝐶𝑜𝑚𝑝𝑎𝑟𝑎𝑏𝑖𝑙𝑖𝑡𝑦𝑃𝑟𝑜𝑥𝑦𝑖,𝑡 + 𝑎2𝐶𝑜𝑚𝑝𝑇𝑜𝐼𝑛𝑑𝑃𝑒𝑒𝑟𝑠𝑖,𝑡 + 𝑎3𝑆𝑡𝑜𝑐𝑘𝑂𝑛𝑙𝑦𝑖,𝑡

+ ෍

𝑝

𝜉𝑝 𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑠𝑝,𝑖,𝑡
𝐴 + ෍

𝑚

𝜃𝑚 𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑠𝑚,𝑖,𝑡
𝑇 +  ෍

𝑛

𝜑𝑛𝐹𝑖𝑥𝑒𝑑 𝐸𝑓𝑓𝑒𝑐𝑡𝑠𝑛

+ 𝑣𝑖,𝑡 (9)
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Control for comparability (of target to industry peers, Chen et al., 2018, 
𝐶𝑜𝑚𝑝𝑇𝑜𝐼𝑛𝑑𝑃𝑒𝑒𝑟𝑠𝑖,𝑡)

Control for method of payment (𝑆𝑡𝑜𝑐𝑘𝑂𝑛𝑙𝑦𝑖,𝑡)

Controls for acquirer

 size (𝑆𝑖𝑧𝑒𝑖,𝑡
𝐴 ), market-to-book (𝑀𝐵𝑖,𝑡

𝐴 ), ROA (𝑅𝑂𝐴𝑖,𝑡
𝐴 ), leverage (𝐿𝑒𝑣𝑖,𝑡

𝐴 ), free cash 

flow (𝐹𝐶𝐹𝑖,𝑡
𝐴 ) and multiple acquisitions (𝑆𝑒𝑟𝑖𝑎𝑙𝐴𝑐𝑞𝑢𝑖𝑠𝑖𝑡𝑖𝑜𝑛𝑠𝑖,𝑡

𝐴 ). 

Controls for target 

 size (𝑆𝑖𝑧𝑒𝑖,𝑡
𝑇 ), market-to-book (𝑀𝐵𝑖,𝑡

𝑇 ), ROA (𝑅𝑂𝐴𝑖,𝑡
𝑇 ),loss (𝐿𝑜𝑠𝑠𝑖,𝑡

𝑇 ) stock 

return synchronicity (𝑆𝑦𝑛𝑐ℎ𝑟𝑜𝑛𝑖𝑐𝑖𝑡𝑦𝑖,𝑡
𝑇 ), stock correlation variable (𝑆𝑡𝑜𝑐𝑘𝐶𝑜𝑟𝑟𝑖,𝑡

𝑇 ), 

accounting quality (𝐴𝑄𝑖,𝑡
𝑇 )

All control variables (target and acquirer) are measured as of the fiscal year of the 
acquisition. 

Research methodology (4)
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We complement the above analysis by further examining the probability of divestitures 
following the deal (𝐷𝑖𝑣𝑒𝑠𝑡𝑖𝑡𝑢𝑟𝑒𝑖,𝑡, a dummy variable identified based on a ‘Divestiture 
Flag’ as indicated by Thomson Reuters after the deal in question), using a rare events logit 
model specification (King and Zeng, 2001) with the same independent variables. 

A post-deal divestiture can be considered as an indication of an unsuccessful acquisition 
decisions (Kaplan and Weisbach, 1992; Francis and Martin, 2010). 

Research methodology (5)
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Results 

• Klein (2018) criticizes the fact that Chen et al. (2018) do not examine the ex-ante role of 
comparability for potential target selection, as they only focus on completed deals. 

• She suggests ranking the comparability measures of all firms within an industry e.g., 
according to deciles with reference to their peer group, to then examine whether the 
amount of comparability of target financial statements with their peers helps 
acquirers assess potential M&A targets. 

• This would be the case, for example, upon observing clustering of actual targets coming 
from the decile(s) with the greatest comparability measures (Klein, 2018).

• This criticism also applies to our study, that examines completed deals only, but having 
the benefit of the work of Klein (2018), we can examine whether our sample acquirers 
tend to prefer and ultimately bid for these target firms which are more comparable to 
them among other of their industry peers. 
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• For every deal in our sample, we estimate the comparability of the (actual) target to 
the acquirer, but also the comparability of all potential targets (i.e., all industry peers 
of the actual target) to the acquirer. 

• We estimate the deciles of these comparability-to-acquirer measures and record the 
decile of which the actual deal target is a member of. 

• The comparability deciles with the highest number of actual targets are the first 
three, i.e., the deciles with the highest target-to-acquirer comparability. 

• Indeed, more that 42% of our sample deals involve targets from the top-3 target-to-
acquirer comparability deciles. 

• Hence, our descriptive evidence in Figure 1 appears to tentatively support the notion 
that acquirers tend to prefer and ultimately bid for target firms which are more 
comparable to them.

Results (1) 
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• Regardless of which comparability proxy is used ( 𝐶𝑜𝑚𝑝𝑎𝑟𝑎𝑏𝑖𝑙𝑖𝑡𝑦𝑖,𝑡  or 
𝐶𝑜𝑚𝑝𝑎𝑟𝑎𝑏𝑖𝑙𝑖𝑡𝑦𝐵𝑎𝑠𝑢𝑖,𝑡), the relevant estimated coefficient is negative and statistically 
significant (at the 5% or the 10% significance level), suggesting that acquirers experience 
lower cumulative abnormal returns when acquiring targets more comparable to them. 

• This result holds regardless of whether controls for the deal target firm are included in the 
regression equation, with the sample size to significantly diminish if such controls are 
incorporated in the estimation.

• Confirming H1, higher financial reporting comparability between M&A bidders/targets is 
found to significantly associate with improved longer-term market outcomes and positive 
value creation for the shareholders of the bidding firm, representing better acquisitions. 

• Finding consistent with the notion that there exists a lower possibility for eventual 
negative unexpected events for such deals, in the presence of higher similarity in the way 
the two firms’ transactions were translated into performance metrics for the two firms at 
the time of the deal. 

Results (2) 
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• Our results do not preclude the possibility of endogeneity, i.e., that a latent factor affects both 
BAHRs and financial reporting comparability: for example, pre-deal financial reporting 
infrastructure and internal control of targets and acquirers might be driving both accounting 
comparability and the deal long-term success, or deal partners with similar operational 
structures produce both similar financial statements and better post-deal performance. 

• As it is close to impossible to come up with IVs that are correlated with target-acquirer financial 
reporting comparability but uncorrelated with deal long-term abnormal return (virtually all 
target, acquirer or deal characteristics will ultimately affect the deal’s BHARs), we account for 
the possibility that our estimated parameters are biased or inconsistent due to endogeneity 
using the well-developed system dynamic panel GMM estimator of Arellano and Bover (1995) 
and Blundell and Bond (1998), 

- that can incorporate the dynamic nature of target-acquirer comparability and can provide valid 
and powerful instruments that address unobserved heterogeneity and simultaneity (Wintoki et al., 
2012). 

Controlling for endogeneity 
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Controlling for endogeneity (1) 

• We apply the system dynamic panel GMM method in one step, with only concurrent 
values appearing in the right-hand side of the levels equation.

• Our results remain qualitative similar (although a bit weaker for the case of 3-year BHARs 
with the Basu (1997) comparability metric) when the estimation is performed via the 
system dynamic panel GMM approach.

• Hence, we are more confident that endogeneity issues are not the main drivers of our 
baseline results. 
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• Baseline findings are complemented via a rare events logit (King and Zeng, 2001) 

estimation model when the dependent variable is 𝐷𝑖𝑣𝑒𝑠𝑡𝑖𝑡𝑢𝑟𝑒𝑖,𝑡, a dummy variable taking 
the value of one if a deal is followed by a subsequent divestiture (and zero otherwise), with 
and without controls for target firms.

• Number of sample acquirers which perform divestitures is relatively low, and there 
exists limited variation in this measure; nevertheless, results from Table 5 confirm findings 
from Tables 3 and 4 in that higher comparability between bidders and targets negatively 
associates with the probability of a divestiture taking place post-deal. 

• To the extent that the probability of divestiture represents an M&A output measure 
indicating deal success (or not) over longer time horizons, this finding corroborates findings 
from Tables 3-4 on longer-term market appraisal and is consistent with higher levels of 
deal comparability between the two counterparts resulting in more successful acquisitions 
in the course of time.

Results - Cont’d, Divestitures 
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Results - Cont’d, Supplementary analyses 

• We repeat baseline analysis by interacting our main comparability proxy (and the 
comparability proxy that is based on Basu, 1997) with factors which should be reflective of the 
friendliness or adversity of the M&A deal environment for reasons unrelated to acquirer-
target comparability. 

• These factors are the number of business segments for the acquirer (𝐴𝑐𝑞𝐵𝑢𝑠𝑆𝑒𝑔𝑚𝑒𝑛𝑡𝑠𝑖,𝑡) 
and the acquirer and target combined (𝐶𝑜𝑚𝑏𝑖𝑛𝑒𝑑𝐵𝑢𝑠𝑆𝑒𝑔𝑚𝑒𝑛𝑡𝑠𝑖,𝑡); the Z-score based on 

Altman (1968) (𝑍𝑆𝑐𝑜𝑟𝑒𝑖,𝑡); and the entrenchment or anti-takeover index by Bebchuk et al. 
(2009) (𝐸 − 𝑖𝑛𝑑𝑒𝑥𝑖,𝑡) for the acquiring firm. 

• The rationale behind these analyses is that the positive impact of the comparability between 
M&A counterparts on M&As success could be more pronounced if the M&A environment 
(referring to acquirers’, and combined acquirers’ and targets’ business complexity, acquirers’ 
bankruptcy risk, and market discipline (measured in the form of more limited existence of 
anti-takeover provisions) are worse, under the expectation that comparability helps to 
counter fact and improve this kind of situations, through improved target integration post-
deal. 
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• Regarding business complexity, we identify conflicting expectations:

1) Doing business in multiple industry segments reflects competing in more complex 
operational and informational environments (Bushman et al., 2004), which could make the 
anticipated positive effect of acquirer-target comparability (with benefits for improved 
target integration, as predicted by H1) more valuable for deal success. 

2) However, operating in multiple segments has been associated by past research with capital 
allocation inefficiency and negative repercussions for firm value (Denis et al., 2002; Lamont and 

Polk, 2002; Anagnostopoulou et al., 2021). 

- If this is the case, multi-segment operations may negatively moderate the association 
between acquirer-target comparability and deal outcome. 

• Regarding the control for the financial strength of the acquirer, this is based on the 
expectation that different levels of this strength could affect the chances for M&A success in 
a way unrelated to acquirer-target comparability, so our aim is to observe whether acquirer-
target comparability helps combat (or not) potential problems in this respect.

• Regarding the control for market discipline taking the form of the strength of anti-takeover 
provisions, this is because stronger monitoring and discipline by market participants should 
force managers to maximize the value of the firm instead of advancing their own interests. 

Results - Cont’d, Supplementary analyses (1) 
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Results - Cont’d, Supplementary analyses (2) 

• Multiplicative term between the number of business segments and measures of comparability 
is negative and significant, same for the cross-product between the Z-score and comparability 
(at either 10 or 5% significance levels, respectively)

• Multiplicative term between the value of the (multiplied by minus one) E-index and 
comparability is positive and significant (at either 5 or 10% level, depending on the 
comparability proxy). 

Thus, our baseline finding on higher accounting comparability between the acquirer and the 
target positively associating with long-term deal performance is:

(a) less pronounced when the acquirer, or the acquirer and the target together, operate in more 
vs. fewer business segments and when the acquirer has a higher Z-score by Altman (1968), 
and,

(b) more pronounced when the bidder faces increased market pressure and scrutiny. 

• Overall, findings suggest that acquirer-target comparability can work in both a substitutive, 
and in a complementary manner with M&A environment factors that may affect deal success. 

• Acquirer-target comparability can perform a substitutive role for weaker financial factors 
affecting deal outcomes, e.g., bankruptcy risk for the acquirer, but works in a complementary 
manner with other non-financial factors shaping the M&A environment from a business or 
market pressure perspective, e.g., firm complexity or strength of market discipline. 
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• Critique: Higher levels of comparability between M&A bidders and targets could 
simply reflect greater similarity between the economics or business factors between 
the two.

• In this case, deals between such firms could be considered by the market as more 
efficient in the longer-run due to greater economic commonality factors, thus 
providing an alternative explanation for our findings. 

• To make sure that our results cannot be interpreted under this line of reasoning, 
following Chen et al. (2018), we re-estimate our baseline equations, this time including 
as an extra control variable a measure of comparability in terms of how market returns 
map into cash flows, rather than earnings.

• This is because cash flows may be expected to incorporate and reflect economic 
similarities between deal counterparts better than earnings may do, as earnings vs. 
cash flows more strongly represent the effect of accounting choices.

Robustness analysis 
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• Coefficients are insignificant when measuring comparability through this cash flow-
based measure in the estimation of the returns-performance comparability function. 

• Thus, we consider that our baseline findings reflect similarities or differences in the 
level of financial reporting comparability between bidders and targets, and not 
similarities or differences in the underlying economics between the two deal counter 
parts, 

• Financial reporting comparability is not mimicking similarities in economic or business 
factors between M&A bidders and targets. 

Robustness analysis (1) 
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Robustness analysis (2) 

Furthermore, following Chen et al. (2018), we impose additional controls for firm-specific 
target risk, to make sure that acquisitions of target firms with differing levels of risk are 
not driving our results. 

Table 8 reports estimation results when the dependent variable is the acquirer’s one-year 
ahead BAHRs, where now an additional independent variable is added to the right-hand 
side, as additional control variables to the baseline equation:

1) industry-adjusted return on assets (𝐼𝑛𝑑𝐴𝑑𝑗𝑅𝑂𝐴𝑖,𝑡
𝑇 )

2) industry-adjusted sales growth (𝐼𝑛𝑑𝐴𝑑𝑗𝛥𝑆𝑎𝑙𝑒𝑠𝑖,𝑡
𝑇 ) 

3) stock correlation between the target and the acquirer (𝑇𝑎𝑟𝑔𝑒𝑡𝐴𝑐𝑞𝑢𝑖𝑟𝑒𝑟𝐶𝑜𝑟𝑟𝑖,𝑡) 
during the last 16 quarters from the deal announcement day

4) standard deviation of target sales growth (𝑆𝑡𝑑(𝑆𝑎𝑙𝑒𝑠𝑇/𝑇𝐴𝑇)𝑖,𝑡)

5) standard deviation of target profitability (𝑆𝑡𝑑(𝑅𝑂𝐴𝑖,𝑡
𝑇 )

6) standard deviation of target stock returns (𝑆𝑡𝑑(𝑅𝑒𝑡𝑢𝑟𝑛𝑠𝑖,𝑡
𝑇 ))
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• Past research has specifically considered whether the acquisition involves a target in a 
different industry from the acquirer (McNichols and Stubben, 2015, referring to Morck et al., 1990; 

Moeller et al., 2004; Officer et al., 2009; Dionne et al., 2015). 

• Industry familiarity may reduce the need for acquiring firms to learn the business of the 
target, and facilitates learning from this process (King et al., 2004; Hitt et al., 2001). 

• Related acquisitions may also enable pre-existing resources of the acquirer to be efficiently 
used and leveraged in the new business (King et al., 2004). 

• For this reason, we repeat our baseline analysis by focusing on intra-industry deals only i.e., 
deals between parties with the same 2-digit SIC codes. 

• Results from Table 9 confirm the direction and significance of our baseline findings, on a 
positive association between acquirer-target comparability and deal performance, but this 
time for parties from the same industry sector.

- result not observed to be significantly stronger than baseline results reported in Tables 3 and 
5, and point towards the direction of acquirer-target comparability helping improve deal 
success for all deals regardless of industry participation. 

Robustness analysis (3) 
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Discussion - Conclusions

V We examine whether acquiring firms make better acquisition decisions when target firms’ 
financial statements exhibit greater comparability with those of the acquirer. 

V We expect that higher accounting comparability between deal bidders and targets should 
improve deal outcomes for reasons which relate to lower integration problems, lower 
information processing costs for acquiring firms, and the possibility for acquirers to 
perform due diligence more effectively on more comparable targets, which could help 
overall improve the integration of target firms into the new organizational scheme: 

- fewer possible adverse surprises should be expected for such deals, and such deals should be 
positively appraised by investors in the long-run: higher acquirer-target comparability should 
result in better acquisitions. 

V We examine this research question for M&A deals between US listed firms during 1991-
2020, and find that higher accounting comparability between acquirers and targets 
positively associates with long-run market deal performance, as this is captured by one-, 
two-, and three-year BAHRs, post-deal. 

V We also find that post-acquisition divestitures are less likely when target firms exhibit 
higher comparability to their acquirers. 45
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V So: higher target-to-acquirer comparability leads to more successful M&As in the long run.
 
- finding less pronounced for acquirers, and combined acquirer-target schemes, which are 

more operationally complex (by operating in more business segments), and also more 
creditworthy (as manifested through higher Z-scores).

- finding more pronounced for acquirers with fewer anti-takeover protection provisions in 
place, when the latter indicate stronger market discipline and scrutiny. 

V Findings are consistent with acquirer-target comparability working both as a substitute or 
as a complement to the strength and efficiency of other potential factors with the strength 
to influence deal success. 

     we find that acquirer-target comparability works as a substitute to other factors potentially 
affecting deal outcome when the latter are financial e.g., bankruptcy risk for the acquirer, but 
rather a complement when non-financial factors affecting deal success from a business or 
market pressure perspective i.e., firm complexity or the market discipline) are in place. 

- Thus, acquirer-target comparability is found to more strongly aid the financial, rather than 
the pure business integration between the two deal parties. 

Discussion – Conclusions (1)
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V Our findings hold for different target-to-acquirer comparability proxies (one based on De 

Franco et al., 2011, and also one based on Basu, 1997), and are not biased or inconsistent due to 
endogeneity. 

V Our findings disappear when measuring comparability through cash flows in the 
returns-performance comparability function, rather than earnings, suggesting that our 
results are not driven by similarities between the underlying economics of deal targets 
and acquirers. 

V Although we examine comparability of deal targets to their acquirers, rather than 
comparability of targets to their peers, our results are robust to imposing controls for 
the risk profile of the target firm as a potential driver of our results, under the 
expectation that the risk of the target may be inversely correlated with financial 
statement comparability between the two counterparties. 

-  and also controls for industry-adjusted profitability and growth for the target relevant to 
its peer industry group, as these attributes have been considered as factors able to 
influence the validity of the De Franco et al. (2011) comparability measure (Chen et al., 2018), 

and for the correlation of target and acquirer returns in the pre-deal announcement period. 

Discussion – Conclusions (2)
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V We contribute to past research by showing how comparative accounting information 
between M&A deal acquirers and targets improves deal outcomes. 

- focus on comparative accounting quality between M&A bidders and targets, as manifested 
through their level of accounting comparability

V While past M&A research has measured accounting comparability with reference to target 
firms’ industry peers (Chen et al., 2018), we adapt this methodology to estimate comparability 
between two particular firms, the M&A acquirer and its target. 

V Yip et al. (2022) recently examined the effect of IFRS adoption on M&As; hypothesize that 
the improvement of the comparability of target’s information with its peers and the 
acquirer, thanks to the use of a similar financial language, should increase M&A benefits, 
which they examine with a more limited focus on long-term M&A benefits: 

- we extend evidence by Yip et al. (2022) by directly measuring accounting comparability 
between M&A parties in a way that reflects whether firms report similarly for a given set of 
economic events, and this goes beyond the expectation that higher comparability should exist 
among firms just because they report under the same set of accounting standards.

Contribution
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