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Motivation

e 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.



Motivation (1)

* 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 (2)

* 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 (3)

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 (4)

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.



Research Hypothesis

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&A:s.



1)

Main results

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:

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).

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 (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&A:s.

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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Main results (3)

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.
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Main results (4)

e 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.
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Main results (5)

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.
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Sample
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 vyears 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).
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Sample (1)

e 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.

e 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.



Table 1. Sample selection and distribution

Panel A: Sample selection procedure

Deals identified as mergers (M), acquisitions of 9.345
majority interest {AM). or acquisitions of assets
(AA) with a deal size of over one million USD
from Thomson Reuters (Mergers and
Acquisitions). when both bidder and target firms
are US public firms during 1987-2021.

Deals with matched data to Compustat for both
the acquirer and the target. 3.178

(2.249 intra-industry + 929 inter-industry deals)

Deals with data to calculate the comparability
measure of a firm with its industry pees based on 1.393
De Franco et al. (2011).

Deals with data to calculate a comparability
measure between acquirers and targets on a deal-
by-deal basis, estimated using at least 8 quarters 786
of pre-deal data for estimation. and estimate
baseline eq. (9) when employing acquirer-
specific control variables.

Deals with data to calculate a comparability
measure between acquirers and targets on a deal-
by-deal basis, estimated using at least 8 quarters 167
of pre-deal data for estimation. and estimate
baseline eq. (9) when emploving both acquirer
and target-specific control variables.




Panel B: Sample distnbution by announcement vear

Number of %o of Median acquirer’s market-to- Median deal value Median relative
Year deals sample book value (in millions) {in mullions) size
1991 10 1.27 569 188 021
1992 11 1.4 1.018 203 019
1993 14 178 1517 136 014
1994 19 242 1,310 150 0.24
1995 26 331 4,112 200 017
1996 30 382 3422 571 027
1997 35 7 1.243 337 032
1998 35 7 2,552 222 016
1999 61 7.76 7.407 310 0.07
2000 42 5.34 5.680 613 018
2001 43 547 2,892 212 018
2002 29 3.69 1,158 171 019
2003 30 3.82 1,805 129 0.10
2004 32 407 3422 469 019
2005 33 4.2 5.696 540 023
2006 28 356 18,749 1.119 008
2007 29 3.69 5.228 1.322 018
2008 23 293 4951 247 0.09
2009 22 2.8 21,081 292 0.07
2010 35 445 11,285 409 0.07
2011 21 2.67 3914 577 040
2012 15 191 5,367 663 0.09
2013 17 2.16 6,989 677 0.10
2014 23 293 6,859 2,268 0.53
2015 33 4.2 9837 2,268 0.20
2016 27 344 7.102 1.394 021
2017 10 1.27 4243 1.228 015
2018 5 0.64 9413 1.478 017
2019 5 0.64 12 548 2.347 023
2020 3 038 6,061 2.512 0.13
Sum = 786 Sum = 100 Median = 5,089.50 Median = 520 Median = 0.18

16



Research methodology

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:
Earnings;. = a; + p;Return; + &;;
In the above, i € {4, 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)aae = Qg + ,BA’AReturnA’t
E(Earnings)ar¢ = Ar + ,BA’TReturnA‘t
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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 (Comparability; () as
the negative value of the average absolute difference between the predicted earnings using

firm A and T functions:
t

Comparability,r+ = — 3 X |E(Earnings) 4 4+ — E(Earnings) 47|
t—7

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

e 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 =Y+ 5iReturni,t + fiDReturni,t<O + QDiReturni,t X DReturni,t<O e

where Dgetyrn; <o 1S @ dummy variable that takes the value of one if the return is

negative (and zero otherwise).

* Inthe second stage now
E(EarningsBasu) 4 ¢
= Ya + 04Return, ; + EADReturnA,t<O + @;Returny ; X DReturni,t<O

E(EarningsBasu)ar
= ?T + 6TReturnA,t + ETDReturnA,t<0 + (ﬁiReturnA,t X DReturni’t<0

and

t
1
ComparabilityBasu, -y = — 3 X Z |[E(EarningsBasu) 4 4 — E(EarningsBasu) 4t |
t—7
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Research methodology (3)

Baseline model specification

* Dependent variables

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

l l
BHARl = 1_[(1 + Ri,t) - 1_[(1 + Rbenchmark,t)
t=1 t=1

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 BHAR, over a period that starts
in April of year t + 1 after the acquisition year and lasts for [ months (i.e. an [-month
window). We denote acquirer buy-and-hold abnormal returns for [ = 12,24, and 36
months ahead as BHAR_lyear;;, BHAR_2year;;, and BHAR_3year;, respectively.

Baseline model specification
BHARl,Z,Byear
= ag + ayComparabilityProxy;  + a,CompTolndPeers;, + azStockOnly; ,
+ Z $p Controlsl‘f‘i,t + Z 0, Controls,fl‘i’t + 2 onFixed Ef fects,
p m n

+ vi,t (9) 20



Research methodology (4)

Control for comparability (of target to industry peers, Chen et al, 2018,
CompTolndPeers; ;)

Control for method of payment (StockOnly; ;)

Controls for acquirer

size (Size[;), market-to-book (MB{}), ROA (ROA?,), leverage (Lev{"), free cash

flow (FCF/;) and multiple acquisitions (SerialAcquisitions{).

Controls for target
size (Sizezt), market-to-book (MBEt), ROA (ROAiT’t),Ioss (LossiT,t) stock
return synchronicity (SynchronicityiT' +), stock correlation variable (StockC orrgt),
accounting quality (AQ; ;)

All control variables (target and acquirer) are measured as of the fiscal year of the
acquisition.
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Research methodology (5)

We complement the above analysis by further examining the probability of divestitures
following the deal (Divestiture;,, 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).
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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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Results (1)

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.

24



50 1

45 -

40 -

Frequency
= = N N w
(6] o (6)] o (6x] o

o

Deal target and comparability deciles

|||I||I||l

1-Highest 10-Lowest
Comp. Comp.

Decile

25



Table 3 Panel A Effect of comparability on acquirer’s buy-and-hold abnormal returns. Acquirer control variables

, Dependent  varable: Dependent variable: Dependent variable: Dependent varable: Dependent variable: Dependent variable:
Independent varizbles BHAR Lyear,, BHAR year,  BHAR2years,  BHAR2years,  BHAR3years,  BHAR3years,
Comparability, 0.0297#= 0.0584% 0.0624~
(0.0121) (0.0301) (0.0328)
ComparabilityBasu, . 0.0413%* 0.04417 0.0287*
{0.0197) (0.0258) (0.0153)
CﬂmpTﬂlndPeeTsm -0.0063 -0.0035 0.0035 0.0029 0.0026 0.0063
(0.0073) (0.0061) (0.0141) (0.0141) (0.0165) (0.0160)
szg‘?rt -0.0171 -0.0126 -0.0096 -0.0085 -0.0534* -0.0475
(0.0166) (0.0164) (0.0252) (0.0253) (0.0322) (0.0317)
Mﬂi—t -0.0049 -0.0051 -0.0014 -0.0016 -0.0042 -0.0043
(0.0036) (0.0038) (0.0053) (0.0054) (0.0066) (0.0067)
R{]A_ﬁt 0.0512 0.0547 0.2625 0.2645 0.7650 0.7867
(0.5240) (05227) (0.7450) (0.7464) (1.0379) (1.0330)
Levﬁt 0.1511%*# 0.1457%%* 0.3673%** 0.3690%** 0.2744%%# 0.2679%**
(0.0502) (0.0501) (0.0850) (0.0847) (0.0998) (0.0961)
F[j‘Ffr‘t 0.8158 0.7817 0.8958 0.8954 05877 05195
(0.6915) (0.7022) (0.8953) (0.9077) (1.7604) (1.8001)
537-;‘{11,&15@:5;;&9;15; 0.0678 0.0634 0.0152 0.0134 0.1178 0.1095
(0.0720) (0.0722) (0.0857) (0.0857) (0.1079) (0.1077)
Stockﬂnij}m 0.0529 0.0588 -0.0457 -0.0459 -0.0609 -0.0568
(0.0890) (0.0895) (0.1005) (0.1001) (0.1233) (0.1225)
Intercept 0.0135 -0.0788 -0.8996%* -0.8541** -0.9694**
(0.2650) (0.2375) (0.3925) (0.3564) (0.4433)
Industry and Year FE YES YES YES YES YES YES
N 786 786 752 152 718 718
R-squara 0.1390 0.1395 0.1836 0.1843 0.1326 0.1343




Table 3. Panel B. Effect of comparability on acquirer s buy-and-hold abnormal returns, Acquirer and Target control variables

) Dependent variable: Dependent wariable: Dependent wvariable: Dependent wvariable: Dependent variable: Dependent varia
Independent variables BHAR lyear,. BHAR_lyear .. BHAR 2years_ BHAR_2years, BHAR 3years, BHAR 3years,,
Comparability, 0.0275=+ 0.0551~ 0.0641*
(0.0115) (0.0288) (0.0350)
Comparabﬂityﬂasum 0.0415+~ 0.0422* 00271
(0.0183) (0.0224) (0.0146)
COmpTDIﬂdPEE‘I‘Sm 0.0053 0.0174 -0.0551 -0.0407 -0.0311 -0.0182
(0.0287) (0.0310) (0.0540) (0.0542) (0.0615) (0.0568)
szgﬁc 0.0886 0.0876 0.0962 0.0963 0.0539 0.0464
(0.0558) (0.0565) (0.0729) (0.0738) (0.0921) (0.0913)
Mﬂgf-c -0.0001 -0.0008 -0.0031 -0.0040 -0.0030 -0.0021
(0.0036) (0.0043) (0.0061) (0.0069) (0.0058) (0.0055)
RGAét 0.6778 0.6706 2.5640 24627 4.0608* 4 6285%*
(0.9844) (1.0085) (1.6051) (1.6612) (2.2614) (2.2166)
Lgy;lt 0.387T*** 0.3620%** 0.3339%*= 0.2997** 0.2463 0.2074
(0.1076) (0.1106) (0.1171) (0.1192) (0.2226) (0.2291)
FCFfr‘t -0.7321 -0.8108 -1.8343 -1.8408 -3.5913 -4.0031
(1.0614) (1.0822) (1.9748) (2.0147) (2.5999) (2.5815)
SerialAcquisitions’, 0.0383 -0.0508 -0.0200 -0.0298 0.1268 0.0689
(0.1271) (0.1312) (0.1673) (0.1678) (0.2278) (0.2284)
Stockﬂﬂlj}m 0.0379 0.0269 -0.1565 -0.1543 -0.2552 -0.2995
(0.1177) (0.1293) (0.1622) (0.1822) (0.2781) (0.2859)
SI'zeEc -0.0535 -0.0389 -0.1780%*%* -0.1587%* -0.1449% -0.11%6
(0.0485) (0.0488) (0.0653) (0.0691) (0.0744) (0.0778)
Mﬂr?:t 0.0104 0.0116 -0.0031 -0.0021 0.0091 0.0119
(0.0093) (0.0098) (0.0144) (0.0153) (0.0134) (0.0142)
RGAEr -0.8101 -0.6990 -0.2027 -0.0479 0.3063 0.3473
(0.5578) (0.5702) (0.7684) (0.7721) (0.7970) (0.7903)
LUSS':;.T: 0.0501 0.0520 0.1741 0.1544 0.2505 03283
(0.1626) (0.1708) (0.2492) (0.2550) (0.3407) (0.3342)
SWChTOniCityi.T: -0.1798 -0.1233 -0.5585 -0.4901 -0.5910 -0.4964
(0.4069) (0.4099) (0.7623) (0.7605) (0.8748) (0.8283)
StockCo rrIr 0.4697 0.4125 1.4596 1.4283 1.0414 0.7597
(0.5307) (0.5516) (1.0392) (1.0842) (0.9872) (0.9981)
AQE 0.1040 -0.2861 -1.2504 -1.6746 -0.5437 -1.2907
(1.0035) (1.0111) (1.7511) (1.7618) (2.3064) (2.1687)
Intercept -0.2228 -0.2672 0.1410 0.0766 0.3431 0.2618
(0.5166) (0.5178) (0.6679) (0.6887) (0.9684) (0.9498)
Industry and Year FE YES YES YES YES YES YES
N 167 167 161 161 155 155
R-square 0.5350 0.5188 0.5405 0.5282 0.4882 0.4909




Results (2)

egardless of which comparability proxy is wused ( Comparability;, or
ComparabilityBasu; ), 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.
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Controlling for endogeneity

* 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.

* Asitis 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).
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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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Table 4. Effect of comparability on acquirer’s buy-and-hold abnormal returns, Acquirer control variables: Dynamic panel generalized method of moments (GMM) estimator

Dependent  variable: Dependent variable: Dependent varable: Dependent variable: Dependent variable: Dependent  varable:

Independentvarables  ppp 1yeqr, BHARlyear, ~ BHAR2years,  BHAR2years,  BHAR3years,  BHAR3years,
Comparability,, 00126 0.010%" YL
(0.0066) 0.0206** (0.0107) (0.0093)
ComparabilityBasu, : (0.0101) 0.0190% 0.0041
(0.0102) (0.0039)
CompToindPeers, ~ -0.0038 0.0027 00283 0024 0.0075 00011
(0.0104) (0.0097) (0.0186) (0.0176) (0.0170) (0.0160)
Sizel, 0.0129 -0.0009 0.0117 0.0217 00122 00043
(0.0190) (0.0193) (0.0319) (0.0324) (0.0279) (0.0282)
MB?, 00110%* 00124 0.0168%* 0.0181%* 0.0073 0.0078
(0.0052) (0.0052) (0.0083) (0.0084) (0.0075) (0.0076)
ROA’, 3.0163* 3.5061%* 64359 69457 17088 16459
(1.6226) (1.6537) (27474) (27987) (24072) (24439)
Lev?, 0.6806*** 0.7143%%% 0.7826** 081175 0.5127%% 0.5230%+*
(0.1416) (0.1428) (02120) (02137) (0.1872) (0.1875)
FCFA 64350° 7310254 1161413+ 124361+ 45836 45186
(2.5354) (2.5906) (42151) (4.2994) (3.7034) (3.7660)
SerialAcquisitions”.  -0.0034 0.0038 00031 0.0029 0.0038 0.0040
(0.0043) (0.0041) (0.0047) (0.0043) (0.0044) (0.0047)
StockOnly, 00182 0.0029 02827 02703 0.2006 0.2217
(0.1843) (0.1831) (03133) (03114) (0.2734) (0.2705)
tercept 01138 02547 02384 03503 0.1824 02949
(0.1820) (0.1864) (03037) (03070) (0.2676) (0.2693)
N 786 786 752 752 718 718
Wald 16.03 35.53 25 2320 15.54 1603
p-value [0.0419] [0.0000] [0.0045] [00031] [0.0495] [0.0419]

No. of instruments 71 71 71 71 71 71




Results - Cont’d, Divestitures

e Baseline findings are complemented via a rare events logit (King and Zeng, 2001)
estimation model when the dependent variable is Divestiture; ;, 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.
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Table 5. Effect of comparability on subsequent divestitures.

Independent variables Dependent variable: Divestiture, .
Cgmparabﬂityilz -0.09]15++= -0.0800F=*
(0.0316) (0.0297)
Camparabﬂityﬂasuu -0.0778+== -0.03317~
(0.0236) (0.0166)
CompTolndPeers -0.0540 -0.2982** -0.0314 -0.3003*==
(0.0639) (0.1452) (0.0587) (0.1433)
SI'zefrc -0.1366 0.3305 -0.1533 0.2804
(0.1391) (0.4239) {0.1396) {0.4627)
Mﬂic 0.0376 0.0024 0.0444% 0.0026
(0.0275) (0.0201) (0.0268) (0.0185)
ROAZ, 0.1639 -18.3896%* 0.2908 -18.7281%*
(3.7808) (8.0213) (3.7015) (8.2758)
Levﬁt 0.1730 0.5451% 0.1337 0.5297
(0.1581) (0.3200) (0.1682) (0.3265)
FCF2 2.7623 17.3793%%* 2.1939 18.3153%*
(5.3098) (7.0298) (5.0443) (7.1383)
Seriald cqu igitigns‘:t -0.1790 0.6541 -0.1930 0.7732
(0.5511) (1.2074) {0.5549) (1.2140)
StockOnly, -0.3060 1.7232% -0.3460 1.6967
(0.6060) (1.0472) (0.6169) (1.0715)
szgzt 0.0324 0.0589
(0.3231) {0.3151)
MB!, 0.0251 0.0271
(0.0425) (0.0427)
ROAY, 2.1103 2.3269
(3.4659) (3.9059)
Loss., -0.5073 -0.3985
(1.0550) (1.0209)
Syn{;'h'rgnj ci ty:r -0.9246 -1.1677
(3.4119) (3.3413)
Stackﬁ'm‘rﬂ -0.9853 -0.2245
(4.8901) (4.6513)
AQ?:: 3.3433 5.2554
(5.0724) (4.5761)
Intercept -2 9484%* -T 445T7¥** -2 7762 -7 3094%%%
(1.1620) (2.5116) (1.1402) (2.6340)
N 786 197 786 197
Penalized Log-Likelilhood - -71.2542 -B.6295 - -67.4759 62559
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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 (AcqBusSegments; ;)
and the acquirer and target combined (CombinedBusSegments;.); the Z-score based on
Altman (1968) (ZScore;;); and the entrenchment or anti-takeover index by Bebchuk et al.
(2009) (E — index; ) 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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Results - Cont’d, Supplementary analyses (1)

Regarding business complexity, we identify conflicting expectations:

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.

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.
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Table 6. Effect of comparahility on acquirer’s buy-and-hold abnormal returns. supplementary analysis.

Independent variables Dependent variable: BHAR lyear
Comparability, 0.0960*== 0.0945%=* 0.0563=** 0.0486=~*

(0.0260) (0.0293) (0.0257) (0.0157)
ComparabilityBasu,, 0.0580=== 0.0572%#= 0.0025==* 0.0482+*

{I‘l nlﬁ{} {l‘l I'|1£u:l} {I‘I 01%

AcquirerBusSegments, . 0.0382 0.0235

(0.0381) (0.0411)
AcquirerBusSegments, X Comparability, -0.0232%=

(0.0089)
AcquirerBusSegments, £ X Camparabilityﬂnsuu -0.0147%**

(0.0054)
Cambimdﬂus&'egmentsirs 0.0315 0.0377
(0.0358) (0.0344)
Gambimdﬂus&'egmentsirt X C‘ampm‘abiﬁtyirt -0.0177%*
(0.0077)
CombinedBusSegments_ x ComparabilityBasu_, -0.0101%*
(0.0047)
ZScore;, 0.0046 0.0760
{0.1163) (0.1030)
ZScore;, x Comparability, -0.0402*
{0.0221)
ZScore;, x ComparabilityBasu, -0.0482%+
(0.0210)
E —index;, -0.0142 0.0028
(0.0371) (0.0036)
E —index;, x Comparability 0.0129+=
(0,005

Joint significance, F-stafisfic 15.37#** 13.80%** 11.68*** 0.00%** 3.10%** 5.68%%* 4.82%* 3.05%
p-value [0.0003] [0.0005] [0.0013] [0.0041] [0.0496] [0.0048] [0.0102] [0.0524]
Controls YES YES YES YES YES YES YES YES
Industry and Year FE YES YES YES TES TES YES YES YES
N 167 167 167 167 167 167 167 167
R-square 0.5866 0.5771 .5803 0.5803 0.5401 0.5225 0.5603 0.5300




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.

e 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. ¥



Robustness analysis

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.
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Table 7. Panel A. Robustness analysis. effect of cash-flow-based comparabality.

Dependent variable

Independent variables BHAR 1year, BHAR 2years__ BHAR 3years_,
Cﬂmparﬂbﬂity“ 0.0041+==+ 00045+ 00035
(0.0013) (0.0020) (0.0021)
ComparabilityCFBased__ -0.0010 0.0023 0.0070
(0.1081) (0.0137) (0.0166)
Controls YES YES YES
Industry and Year FE YES YES YES
N 741 709 678
R-square 0.1392 0.1853 0.1306

Table 7. Panel B. Robustness analysis. effect of cash-flow-based comparabality.

Dependent vaniable

Independent variables BHAR 1year_ BHAR 2years__ BHAR 3years_,
ComparabilityBasu__ 0.0036%% 0.0032++ 0.00657

(0.0017) (0.0014) (0.0037)
ComparabilityCFBased__ 0.0031 0.0014 0.0130

(0.0074) (0.0121) (0.0128)
Conirols YES YES YES
Industry and Year FE YES YES YES
N 741 709 a7T8

R-square 0.1413 0.1858 0.1328




Robustness analysis (1)

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.
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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)
2)
3)

4)
5)
6)

industry-adjusted return on assets (IndAdjROA; ;)

industry-adjusted sales growth (IndAdeSalesEt)

stock correlation between the target and the acquirer (TargetAcquirerCorr;;)
during the last 16 quarters from the deal announcement day

standard deviation of target sales growth (Std(Sales” /TA"); ;)

standard deviation of target profitability (Std (ROAL-TI,:)

standard deviation of target stock returns (Std (ReturnsiT, t))
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Table 8. Robustness analysis, the effect of additional mdependent variables (target profitability, sales growth, risk and target-acquirer correlation) on acquirer’s buy-and-hold
abnormal refurns.

Independent variables Dependent variable: BHAR 1year,
Comparability 0.0019** 0.0013*= 0.0014** 0.00337+* 0.0019%** 0.0288**
(0.0009) (0.0006) (0.0006) (0.0012) (0.0006) (0.0120)

ComparabilityBasu 0.0032%%= 0.0027%= 0.0116% 0.0017%* 0.0033#= 0.0084

(0.0012) (0.0013) (0.0067) (0.0007) (0.0015) (0.0068)
IndAdjROA], 04320 03542

(0.6318)  (0.6023)
IndAdjASales| -0.0012  -0.0012
(0.0011)  (0.0012)
Std(Sales’ /TA") 0.0587  0.0976
(0.3010)  (0.2984)
Std(ROA],) -0.66657** -0.6751%**
(0.2134)  (0.2131)
Std(Returns’,)) 0.4950 -0.2509
(1.2297)  (0.899%)
TargetAcquirerCorr;, 0.1056  -0.0461
(0.2037)  (0.1925)

Controls YES YES YES YES YES YES  YES YES YES YES YES YES
Industry and Tear FE YES YES YES YES YES YES YES YES YES YES YES YES
N 204 204 216 216 198 198 226 226 221 221 167 167
R-square 0.3810 03754 0.3488 03454 05063 05131 03991 0.3991 0.3652 0.3618 0.5366 0.5191
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Robustness analysis (3)

* 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.
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Table 9. Panel A. Robustness analysis, subsample of mntra-industry M&A deals only.

Dependent vaniable

Independent variables BHAR_lyear_ BHAR 2years_, BHAR_3years__
Comparability_ 0.0278*= 0.0368=~ 0.0565*

(0.0133) (0.0116) (0.0310)
ComparabilityBasu_, 0.0191* 0.159 0.0461%

(0.0100) (0.0184) (0.0239)

Controls YES YES YES YES YES YES
Industry and Year FE YES YES YES YES YES YES
N 525 325 303 503 478 478

R-square

0.1613 0.1599 0.1886 0.1905 0.1851 0.1840

Table 9. Panel B. Robustness analysis, subsample of intra-industry M&A deals only.

Independent variables Dependent vanable: Divestiture;,
Comparability_ -0.1348%=

(0.0678)
ComparabilityBasu_, -0.0481**

(0.0232)

Controls YES YES
N 428 428
Penalized Log-Likelihood 0.1466 0.1440
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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



Discussion — Conclusions (1)

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.
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Discussion — Conclusions (2)

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.
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Contribution

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.
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