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This study examines the impact of Statements of Financial Accounting Standards 

No. 141 and No. 142 (hereafter SFAS 141, 142) on the characteristics of financial 

analysts’ earnings forecasts after mergers. Specifically, I predict lower forecast errors 

for firms that experienced mergers after the enactment of SFAS 141, 142 than for firms 

that went through business combinations before those accounting changes.   

Study results present strong evidence that earnings forecast errors for 

companies involved in merging and acquisition activity decreased after the adoption of 

SFAS 141, 142.  Test results also suggest that lower earnings forecast errors are 

attributable to factors specific to merging companies such as SFAS 141, 142 but not 

common to merging and non-merging companies. In addition, evidence implies that 

information in corporate annual reports of merging companies plays the critical role in 

this decrease of earnings forecast error. Summarily, I report that SFAS 141, 142 were 

effective in achieving greater transparency of financial reporting after mergers.  

In my complementary analysis, I also document the structure of corporate 

analysts’ coverage in “leaders/followers” terms and conduct tests for differences in this 

structure: (1) across post-SFAS 141,142/pre-SFAS 141, 142 environments, and (2) 

between merging and non-merging firms.  Although I do not identify any significant 

differences in coverage structure across environments, my findings suggest that lead 

analysts are not as accurate as followers when predicting earnings for firms actively 

involved in mergers. I also detect a significant interaction between the SFAS-



environment code and leader/follower classification, which indicates greater 

improvement of lead analyst forecast accuracy in the post-SFAS 141, 142 environment 

relative to their followers. This interesting discovery demands future investigation and 

confirms the importance of financial reporting transparency for the accounting treatment 

of business combinations. 
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CHAPTER 1 

INTRODUCTION TO THE STUDY 

Statements of Financial Accounting Standards No. 141, Business Combinations 

and No. 142, Goodwill and Other Intangible Assets (hereafter SFAS 141, 142) were 

characterized in the business press as revolutionary (Lengua 2003). They were labeled 

as the “most significant and drastic modifications in accounting methodology in many 

years” (Moehrle and Reynolds-Moehrle 2001) and a great improvement in accounting 

(King 2003), which profoundly affect financial reporting for business combinations, 

goodwill, and other acquired intangible assets (DeMark 2002) .  

SFAS 141, 142 were unanimously approved by the Financial Accounting 

Standards Board (FASB) on June 30, 2001 and went into effect immediately. In 

particular, SFAS 141 prohibited pooling-of-interest accounting for business 

combinations, while SFAS 142 mitigated the purchase method’s negative effect on 

future earnings by eliminating the required goodwill amortization. Prior to the issuance 

of SFAS 141, the accounting treatment of business combinations depended on 

managerial ability to justify the preferred method for a particular transaction. In other 

words, business transactions of a similar economic nature could result in different 

accounting treatments that consequently produced dramatically different financial 

statements.  

The FASB believed that such a situation impaired the comparability of reported 

financial information and influenced competition in markets for mergers and acquisitions 

(SFAS 141, p. 8059). As a motivation behind SFAS 141, 142, the FASB specifically 
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referred to the difficulties of analysts and other users of financial statements to adjust for 

the dual treatment of business combinations and for the failure of the pooling method to 

capture the value of intangibles whose existence is confirmed in acquisition (SFAS 141, 

p. 8059, p. 8100). 

Several academic studies support the FASB’s conclusions that the dual 

treatment for business combinations negatively affects the judgment of financial 

statements users. For example, Haw et al. (1994) provide evidence from archival data 

that the accuracy of analysts’ earnings forecasts decreases sharply after mergers. In an 

experimental setting, Hopkins et al. (2000) demonstrate analysts’ failure to account for 

the different effects of purchase and pooling accounting on financial statements. Ayers 

et al. (2000) analyze actual pooling acquisitions made by public corporations over the 

period 1992 through 1997 and conclude that “the pooling method generates enormous 

amounts of unrecognized assets” (p.1) and leads to significant balance sheet and 

income statement distortions. 

Thus, by adopting SFAS 141, 142 the FASB intended to facilitate financial 

statement analysis through improving the transparency of business combinations 

reporting. According to the FASB, this improvement results from: 

(1) Higher comparability of financial statements due to uniform business combinations 

treatment and 

(2) Capture of current market values of intangibles through simultaneous application of 

purchase method and goodwill impairment tests. 
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The purpose of this study is to test empirically the effectiveness of SFAS 141, 

142 in achieving those goals. Specifically, I suggest that the improved transparency of 

financial reporting for business combinations demonstrates itself in the lower forecast 

error of future earnings for companies that experienced mergers after the adoption of 

SFAS 141, 142.  

This dissertation is organized as follows. Chapter 2 discusses the related 

literature. Chapter 3 justifies the specific hypotheses.  Chapter 4 identifies data sources 

and articulates sample selection. Chapter 5 summarizes the results of univariate and 

primary multivariate tests. Chapter 6 describes the supplementary empirical model with 

additional controls for general change in the post-SFAS 141, 142 business environment 

and explains results of the estimation procedure. Chapter 7 presents additional 

evidence of the critical role of corporate annual reports in the decrease of earnings 

forecast error. Chapter 8 reports sensitivity analysis of study results to analyst rankings.  

Chapter 9 addresses the study’s limitations and articulates potential future research.   
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CHAPTER 2 

LITERATURE REVIEW 

This study relates to two distinct streams of prior literature: (1) accounting 

research on analysts’ forecasts and (2) accounting research on mergers and the 

different effects of pooling versus purchase treatments for business combinations.  

Accounting Research on Analysts’ Forecasts 

Accounting research on analysts’ forecasts articulates the critical role of financial 

analysts as major information intermediaries (Schipper 1991). Since an average 

investor does not have the necessary time, skills, and resources to interpret the variety 

of publicly available data, he relies on analysts’ judgments about a particular company, 

which are mainly reflected in earnings forecasts and sell, buy, or hold 

recommendations. Consequently, these forecasts and recommendations affect 

individual investors’ decisions and result in aggregate market response (Clement and 

Tse 2003; Gleason and Lee 2003).1 Thus, analysts’ forecasts simultaneously capture 

and revise market expectations, and meeting those expectations becomes an important 

managerial task (Kasznik and McNichols 2002; Abarbanell and Lehavy 2003; 

Matsumoto 2002).   

Generally, prior research on forecast properties concludes that earnings 

forecasts are better predictors of future earnings than prior earnings (Affleck-Graves et 

al. 1990; O’Brien 1988; Brown et al. 1987a), but statistical models, which include as 

predictors both analysts’ forecasts and past earnings, are more accurate than analysts’ 

forecasts alone (Ali et al. 1992; Brown et al. 1987b). In other words, although analysts’ 
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forecasts reflect not just past earnings behavior but a variety of additional facts (Beaver 

2002), analysts miss some relevant information in past earnings series.  

Analysts’ failure to consider all publicly available data signals the existence of 

analysts’ intentional and/or unintentional biases in information processing. Specifically, 

researchers attribute analysts’ intentional biases to their affiliation with investment 

banking firms (Dechow et al. 2000; Hodgkinson 2001; Lin and McNichols 1998) and 

their empathic connections with corporate management (Das et al. 1998; Francis and 

Philbrick 1993; Lim 2001; Mest and Plummer 2003).2   

In contrast, unintentional biases might be due to human information-processing 

limitations (Eames et al. 2002) affected by a variety of factors such as analysts’ 

individual characteristics (e.g., experience), corporate specifics (e.g., asset structure, 

industry instability), and working environment (e.g., number of firms to follow).  In 

particular, researchers report the positive association of forecast accuracy with analysts' 

experience (Clement 1999), employer size (Clement 1999; Jacob et al. 1999), and later 

timing of forecasts (O’Brien 1988). At the same time, forecast accuracy is negatively 

associated with the number of firms or industries followed by the analyst (Clement 

1999) and the complexities of earnings prediction in certain situations. Those situations 

include changes in legislation (Plumlee 2003), corporate involvement in international 

activity (Duru and Reeb 2002; Khurana et al. 2003), high level of accruals (Bradshaw et 

al. 2001), significant amounts of intangible assets (Barron et al. 2002; Barth et al. 2001), 

and recent corporate participation in business combinations (Haw et al. 1994).  

Since my study specifically deals with the effect of the last factor on analysts’ 

forecast accuracy, below I analyze relevant research that (1) explores different effects 
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of mergers on capital market and corporate performance and (2) discusses the role of 

accounting regulation in this regard. 

Accounting Research on Mergers: Pooling versus Purchase Treatment as a Legitimate 

Accounting Focus 

Generally, prior accounting research on business combinations explores (1) 

mergers’ impact on security values of target corporations (Ascioglu et al. 2002;  

Sudarsanam et al. 2002) and acquirers (Sudarsanam et al. 1996), (2) mergers’ impact 

on consequent corporate performance (Ramaswamy and Waegelein 2003), (3) the 

effect of managerial incentives on mergers’ process (Lewellen et al. 1985; Erickson and 

Wang 1999), and (4) the effect of tax rules (Erickson 1998; Plummer and Robinson 

1990) and merger-related regulation (Schipper and Thompson 1983) on business 

combination structure and capital markets.  

Research on the consequences of dual accounting treatment for business 

combinations (purchase vs. pooling) is particularly relevant for my investigation. This 

dual accounting treatment evolved from two traditional methods of achieving majority 

ownership in another corporation: (1) purchasing stock of a target company for cash 

and (2) getting stock of a target company in exchange for stock of an acquirer 

(Schroeder et al. 1987). Although different payment schemes usually do not affect the 

economic nature of a transaction and do not warrant separate accounting procedures, 

in 1950 the Accounting Research Bulletin (ARB) No. 40 officially recognized the dual 

treatment of business combinations as a generally accepted accounting practice. 
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Because of the controversial nature of the ARB No. 40 prescription (Ayers et al. 

2000), the Accounting Principles Board (APB) reviewed the entire question once more 

in 1970 and restricted potential application of pooling only to business combinations that 

simultaneously met twelve important conditions. Those conditions captured attributes of 

combining companies, manner of combining interests, assumed mergers’ goals 

(absence of planned transactions), etc. (APB Opinion No. 16).  

While APB Opinion No. 16 stressed that the purchase and pooling methods 

should be applied in different situations and could not be used as substitutes for each 

other, researchers believed that corporate management still had enough flexibility to 

manipulate business combination structures to achieve the desired outcome in terms of 

future reported earnings, taxes, and debt covenants.  In particular, researchers 

investigated whether the market reacts to differences in the accounting treatment of 

business combinations (Hong et al. 1978; Davis 1990) and whether the association of 

specific environmental and corporate characteristics with the accounting treatment 

might signal managerial discretion over a merger’s structure (Aboody et al. 2000; 

Nathan and Dunne 1991; Dunne 1990).  

Hong et al. (1978) report abnormal stock returns for acquirers that use pooling 

rather than purchase. Davis (1990) confirms those findings using a more recent sample 

and rejects a hypothesis that the results are due to other omitted variables which are 

highly correlated with the choice of accounting treatment (P/E ratio, firm size, earnings 

surprise, leverage, etc.). Aboody et al. (2000) demonstrate that the likelihood of pooling 

increases (1) with the size of the difference between the acquisition price and the 

target’s book value of equity (“step-up”) and (2) with the acquirer’s CEO earnings-based 
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compensation. Aboody et al. (2000) also suggest a lower likelihood of pooling for highly 

leveraged acquirers and for firms with stock options.3 In addition, Aboody et al. (2000) 

provide explicit evidence that corporate management exploits the dual accounting 

treatment: in “mergers of equals” business combinations are structured in a way to allow 

a company with lower amounts of step-ups to be labeled as a target company.  

Overall, Aboody et al. (2000) highlight the increased concerns of the business 

community and policymakers with the consequences of the ambiguous accounting 

treatment of business combinations. Proponents of the uniform purchase method for 

business combinations  pointed out that (1) pooling understates resources utilized in a 

merger, which is especially critical for the modern intangible-based market (Duncan and 

Carleton 1999; Ketz 2001); (2) pooling creates paper profits that do not reflect economic 

reality (Duncan and Carleton 1999; Ketz 2001); (3) the existence of a dual treatment 

distracts significant social resources for mergers’ administration (McGoldrick 1997); and 

(4) US accounting standards on mergers need harmonization with international rules 

(Duncan and Carleton 1999; Smith 1997; Springsteel 1997). In addition, academic 

researchers stressed that contemporary business practice contradicts the conceptual 

assumptions of the pooling method: it is corporate management, not dispersed 

shareholders, who initiates and executes business combinations (Wahlen et al. 1999). 

The major logic of these arguments is reflected in the FASB motivation behind SFAS 

141, 142, and I discuss this motivation in the next part of my paper. 
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CHAPTER 3 

THEORY DEVELOPMENT AND HYPOTHESES 

Accounting process participants usually perceive financial statement uniformity4 

as a core prerequisite of financial report comparability and, therefore, one of the basic 

accounting values (Roberts and Salter 1999, p.122). Such uniformity is achieved 

through the development and enforcement of accounting standards that “define 

accounting language that management uses to communicate with the firm’s external 

stakeholders” (Healy and Wahlen, 1999, p.366).  

Generally, everyone agrees that accounting regulation became essential after 

the separation of investment and management (Paton and Littleton 1940). However, the 

degree of such regulation is the subject of a long and permanent debate in worldwide 

accounting literature and legal practice (Healy and Palepu 1993; Gray and Coenenberg 

1988; Baxter 1981). While European legislators favor financial reporting flexibility, 

stating that a “prescription is a means to an end and not an end in itself, and … general 

prescription is subordinate to particular judgment as to what is necessary in the 

circumstances to achieve the objectives of full disclosure of relevant information and 

effective accountability” (Flint, 1988, p.21), U.S. policymakers pursue stricter regulation 

of measurement and disclosure requirements. Academic studies provide evidence that 

this stricter regulation is supported by related professional groups.  For example, 

Roberts and Salter (1999) document auditors’ preferences for a single mandated 

accounting treatment in the majority of cases.  Barker (2000) identifies financial 

analysts’ “disinterest” in the comprehensive analysis of financial reports, which derives 

from analysts’ limited understanding of the contingency of accounting principles. In this 



 10

connection, Baker (2000) suggests uniform financial reporting as a public compensatory 

mechanism for this factor.  

The recent adoption of SFAS 141, 142 is consistent with the FASB’s general 

policy of advocating uniformity in financial reporting. In particular, by eliminating the 

pooling of interest for business combinations, the FASB finally resolved the issue that 

for a long time was considered a contradiction in accounting theory (Rayburn and 

Powers 1991). For example, Hendriksen (1977) points out: 

Both the purchase and the pooling methods are consistent with 
different concepts of the traditional historical cost structure. However, 
neither method permits a good semantic interpretation of the economic 
situation and the resulting relationships. Therefore, the appearance of 
the financial statements resulting from the combination and the 
expected reaction of investors and creditors have usually been the 
determining factors in the choice of reporting method and in many 
cases the determining factors in the decision whether or not to 
combine. Because of this emphasis on the accounting result rather 
than on providing interpretive information for investment decisions, the 
rule-making bodies both in the United States and in other countries 
have found it difficult to establish rules that cannot be circumvented in 
spite of their continual revision. (p. 531)  
 
The consequences of such circumventions became especially pronounced in the 

1990s in the dynamic, intangible-based economy during the fifth wave of mergers and 

acquisitions (Gaughan 2002). As a result, by the end of the 1990s the FASB came to 

the conclusion that (1) the elimination of dual treatment is necessary to preclude future 

manipulations and (2) the uniform purchase method better reflects the economic 

essence of the business combination transaction than pooling. 

 In particular, the FASB points out in SFAS 141 that: 

(1) because virtually all business combinations are acquisitions, requiring one method of 

accounting for economically similar transactions is consistent with the concepts of 
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representational faithfulness and comparability as discussed in FASB Concepts 

Statement No. 2, Qualitative Characteristics of Accounting Information (SFAS 141, p. 

8061); 

(2) because the purchase method records the net assets acquired in a business 

combination at their fair values, the information provided by that method is more useful 

in assessing the cash-generating abilities of the net assets acquired than the 

information provided by the pooling method (SFAS 141, p. 8061). 

Thus, in SFAS 141 the FASB rejected the APB No. 16 conclusion that the 

manner of acquiring majority ownership affects the economic substance of the 

transaction. The FASB also asserted that the purchase method results in more useful 

financial statements than pooling when usefulness is defined in terms of FASB 

Concepts Statement No. 2, Qualitative Characteristics of Accounting Information, as an 

aid in “assessing the amounts, timing and uncertainty of prospective net cash inflows to 

an entity” (SFAS 141, p. 8061).  

In its exposure draft on business combinations and intangible assets accounting 

issued on September 8, 1999,5 the FASB intended to combine the elimination of the 

pooling method and accelerated goodwill amortization with a mandatory ceiling of 

twenty years unless special circumstances apply (Elifoglu and Fitzsimons 1999/2000). 

However, in its final pronouncements, the FASB substituted annual impairment tests for 

the mandatory goodwill amortization, pointing out: “Financial statement users … 

indicated that they did not regard goodwill amortization expense as being useful 

information in analyzing investments” (SFAS 142, p. 8192).  
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Although some critics of the FASB considered this step as a concession to 

corporate America (Moehrle and Reynolds-Moehrle 2001) which might result in 

inflationary earnings (Casabona 2001), the FASB declared that such an approach better 

reflects an increasing economic contribution of intangible assets into future corporate 

profitability and cash flows (SFAS 142, p. 8194).  In particular, the FASB pointed out: 

Opinion 17 presumed that goodwill and all other intangible assets 
were wasting assets (that is, finite lived), and thus the amounts 
assigned to them should be amortized in determining net income; 
Opinion 17 also mandated an arbitrary ceiling of 40 years for that 
amortization. This statement does not presume that those assets 
are wasting assets. Instead, goodwill and intangible assets that 
have indefinite useful lives will not be amortized but rather will be 
tested at least annually for impairment. Intangible assets that have 
finite useful lives will continue to be amortized over their useful 
lives, but without the constraint of an arbitrary ceiling (SFAS 142, p. 
8193). As a result, financial statement users will be better able to 
understand the investments made in those assets and the 
subsequent performance of those investments (SFAS 142, p. 
8194). 
 
Overall, the FASB stressed that the changes to accounting for business 

combinations and intangible assets prescribed in SFAS 141, 142 improve the 

transparency of financial reporting due to a combination of the following factors: 

(1) The purchase method for business combinations provides more meaningful 

information about acquisition cost and its consequent efficiency (SFAS 141, p. 8060). 

(2) A single method approach increases financial statements’ comparability (SFAS 141, 

p. 8060). 

(3) The impairment write-downs of goodwill and intangibles with indefinite lives better 

reflect economic substance than mandatory amortization. As a result, users are more 

capable of evaluating subsequent corporate performance (SFAS 142, p. 8194). 
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(4) Additional disclosure requirements on the primary reasons for a business 

combination and the distribution of the purchase price between major intangible asset 

classes improve users’ “ability to assess future profitability and cash flows” (SFAS 141, 

p. 8061). 

The purpose of this study is to test empirically the effectiveness of SFAS 141, 

142 in achieving these goals. Specifically, I suggest that the improved transparency of 

financial reporting for business combinations demonstrates itself in lower forecast errors 

of future earnings for companies that experienced mergers after the adoption of SFAS 

141, 142.  

My focus on analysts’ earnings forecasts is consistent with the current tradition in 

empirical accounting research. Schipper (1991, p.105) refers to analysts as “the primary 

users of financial accounting information” and points out: “Given their importance as 

intermediaries who receive and process financial information for investors, it makes 

sense to view analysts – sophisticated users – as representative of the group to whom 

financial reporting is and should be addressed.” In addition, the FASB explicitly refers to 

financial analysts’ information needs in SFAS No. 141 (p. 8059) and No. 142 (p. 8192), 

and the business press cites financial analysts as strong advocates for eliminating 

goodwill amortization (Henning and Shaw 2003).  

Thus, I formulate the following hypotheses stated in the alternative form: 

 

H1:  

Earnings forecast errors for companies that recently experienced mergers are smaller in 

the post-SFAS 141, 142 environment than in the pre-SFAS 141, 142 environment.  
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H2:  

No matter how the general accuracy changes in the post-SFAS 141, 142 environment, 

the relative accuracy of merging firms versus their non-merging peers improves in the 

post-SFAS 141, 142 environment.  

 

I include the second hypothesis to control for general changes in the business 

environment after 2000 for which the effects on forecast accuracy are difficult to predict 

(for example, economic downturn, several prominent bankruptcies, etc.). 
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CHAPTER 4  

DATA AND SAMPLE SELECTION 

 
My data comes from four sources: SDCA-TFSD Worldwide Mergers &  

Acquisitions™ Database (Thomson Financial Securities Data, Newark, NJ), I/B/E/S® 

(IBES) database of earnings estimates (I/B/E/S Inc. Corp., New York, NY) , 

COMPUSTAT® tapes (Standard & Poor's Corp., New York, NY) and CRSP® tapes 

(University of Chicago, Chicago, IL). The selection of the final sample included several 

steps.  

First, I obtained an initial sample of all U.S. public companies that acquired 

another U.S. public company with the effective date of the business combination 

transaction between July 1, 1995 and December 31, 1995, and between July 1, 2001 

and  December 31, 2001, from the SDCA-TFSD Mergers Database available through 

LexisNexis® Classic software (Reed Elsevier Properties Inc., Wilmington, DE). I 

excluded from this sample merging transactions that were labeled as repurchase, self-

tender, bankruptcies, and divestitures.6 SFAS 141 and SFAS 142 became effective on 

June 30, 2001. I have chosen the last six months of 2001, the period immediately after 

SFAS 141, 142 adoption, as my post-SFAS 141, 142 environment.  I have chosen the 

last six months of 1995 as my pre-SFAS 141, 142 environment because the FASB first 

announced its intentions to eliminate or seriously restrict pooling of interests on August 

22, 1996. Therefore, I expect that some mergers between August 22, 1996 and June 

30, 2001 could be stimulated by expected changes of legislation, and the period 

between August 22, 1996 and June 30, 2001 does not represent a typical pre-SFAS 
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141, 142 environment. From this first step, I obtained 73 observations of pre-SFAS 141, 

142 merging companies and 66 observations of post-SFAS 141, 142 merging 

companies (Sample 1).  

Those 73 observations for the pre-SFAS 141, 142 environment and 66 

observations for the post-SFAS 141, 142 environment are all companies involved in 

merging and acquisition activity rather than single mergers. Many companies had more 

than one acquisition in the particular year.  Some companies in the pre-SFAS 141, 142 

environment used the pooling method for some acquisitions and the purchase method 

for other acquisitions in the same calendar year. Thus, I define “merging and 

acquisitions” in terms of activity (strategy) rather than a single act. I believe that such an 

approach is consistent with the tradition in the accounting literature (Schipper and 

Thompson 1983; Kelly 1967) and allows capturing of the typical market phenomenon. 

In the second step, I examined footnotes of the 10-K’s for 1995 and 2001 

(respectively) for my Sample 1 companies and excluded firms that did not contain a 

description of business combinations in their footnotes.7 I also excluded companies that 

do not have a calendar year end, were followed by less than three analysts in the year 

following the year of acquisition (1996 and 2002 respectively), or did not have all 

necessary Compustat and CRSP Data available for years 1996 and 2002. As a result of 

the first step, I obtained 41 observations of pre-SFAS 141, 142 merging companies and 

30 observations of post-SFAS 141, 142 merging companies (Sample 2). Table 1 

illustrates the selection process in more detail. 
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Table 1 

Sample 2 selection.  

 

Environment 
Sample 

1 

No 
information 

in 10-K 

Not 
calendar 

year 
end 

Not in 
Compustat/

CRSP 

Less 
than 3 

analysts 
following

Sample 
2 

Pre-SFAS 
141, 142  73 13 10 2 7 41 

Post-SFAS 
141, 142 66 18 9 0 9 30 

 

In the third step, I manually matched each company included in Sample 2 

(merging company) with another company (peer company) based on the following 

criteria: 

(1) Peer company is in the same industry as merging company (based on the 2-digit 

SIC code).8 

(2) Peer company has a calendar year end. 

(3) Peer company did not experience a merger in 1996 (2002), and there is no 

indication of merger activity during the 2 prior years in the firm’s 10-K footnotes for 1996 

(2002). 

(4) Peer company is followed by at least three analysts in 1996 (2002). 

Out of all potential peer companies that meet conditions 1, 2, 3, and 4, I chose the peer 

company that has net sales closest to that of the merging company in 1996 (2002).  

 I excluded from the sample companies for which I had difficulties finding a 

proper match.9 These were primarily banks (SIC 60), health insurance companies (SIC 

63), and mass media (SIC 27) in the pre-SFAS 141, 142 environment, and banks (SIC 

60), computer equipment (SIC 35), and IT services in the post-SFAS 141, 142 
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environment. The final sample resulted in 28 matched pairs (56 firms) for the pre-SFAS 

141, 142 environment and 20 matched pairs (40 firms) for the post-SFAS 141, 142 

environment.  

The total number of annual forecasts extracted from the IBES database for those 

96 companies was 3499. In particular, I extracted 1786 annual forecasts for the 56 

companies from the pre-SFAS 141, 142 environment. These forecasts of corporate 

annual earnings for the year 1996 were issued between April 1, 1996 and December 

31, 1996. I extracted 1713 annual forecasts for the 40 companies from the post-SFAS 

141, 142 environment. These forecasts of corporate annual earnings for the year 2002 

were issued between April 1, 2002 and December 31, 2002. I exclude from my sample 

annual forecasts issued between January 1, 1996 and March 31, 1996 and annual 

forecasts issued between January 1, 2002 and March 31, 2002 because annual reports 

for the years 1995 and 2001, which reflected the merger, were still unavailable for 

analysis during this first quarter. 

Table 2 illustrates how forecasts for merging and non-merging companies are 

presented in my sample for the pre-SFAS 141, 142 and the post-SFAS 141, 142 

environments. Table 3 illustrates the different industries presented in my final sample 

(based on the SIC division structure). 
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Table 2. 

Final sample composition. 

Year of annual forecast Forecasts for 
merging companies 

Forecasts for non-
merging 

companies 
Total 

1996 (pre-SFAS 141, 142 
environment) 871 915 1786 

2002 (post-SFAS 141, 142 
environment) 906 807 1713 

Total 1777 1722 3499 
 

Table 3.  

Industry composition. 
Panel A: Pre-SFAS 141, 142 environment. 
     

SIC group Frequency Percent Cumulative 
Frequency 

Cumulative 
Percent 

2-Mining 4 7.14 4 7.14 
4-Manufacturing 28 50.00 32 57.14 
5-Transportation and communications 6 10.71 38 67.86 
7-Retail Trade 2 3.57 40 71.43 
8-Finance, Insurance, and Real Estate 12 21.40 52 92.86 
9-Services 4 7.14 56 100.00 

 
Panel B: Post-SFAS 141, 142 environment.  

SIC group Frequency Percent Cumulative 
Frequency 

Cumulative 
Percent 

2-Mining 2 5.00 2 5.00 
3-Construction 2 5.00 4 10.00 
4-Manufacturing 14 35.00 18 45.00 
5-Transportation and communications 4 10.00 22 55.00 
8-Finance, Insurance, and Real Estate 10 25.00 32 80.00 
9-Services 8 20.00 40 100.00 
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CHAPTER 5 

BASIC EMPIRICAL ANALYSIS 

Univariate Tests 

Table 4 provides t-test statistics for equality of group means across environments 

for analysts’ forecast errors and analyst following for merging and non-merging 

companies.  

Table 4.  
Univariate tests of differences in analysts’ forecast errors and analyst following across 
environments. Main sample. Annual forecasts for the years 1996 and 2002 issued in the 
second, third, and fourth quarters of 1996 and 2002. 
Panel A: Firms that were involved in the year 1995 (2001) in merging and acquisition 
activity.  

 

SFAS code N 

Mean 
Analysts'  
Forecast 

Error 

STD 
Analysts'  
Forecast 

Error 

Median 
Analysts'  
Forecast 

Error 

Mean 
Analysts'  
Following 

STD 
Analysts'  
Following 

Median 
Analysts'  
Following

Pre-SFAS (0) 871 0.213 0.592 0.034 2.748 0.633 2.944
Post-SFAS (1) 906 0.088 0.172 0.034 2.966 0.582 2.996
Parametric T-statistic   6.06   7.551   
P-value of parametric T-
test (one-sided)   <.0001   <.0001   

P-value of non-
parametric Wilcoxon two-
sample test (one-sided)   0.032      <.0001    

P-value of non-
parametric Median two-
sample test (one-sided)   0.453   <.0001   

P-value of non-
parametric Kolmogorov-
Smirnov two-sample test    <.0001   <.0001   

 

 
 
(Table continues) 
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Table 4. (continued) 
 
Panel B: Firms that were not involved during 1995-1996 (2001-2002) in merging and 
acquisition activity. 
 

SFAS code N 

Mean 
Analysts'  
Forecast 

Error 

STD 
Analysts'  
Forecast 

Error 

Median 
Analysts'  
Forecast 

Error 

Mean 
Analysts'  
Following 

STD 
Analysts'  
Following 

Median 
Analysts'  
Following

Pre-SFAS (0) 915 0.242 0.496 0.047 2.835 0.661 2.944
Post-SFAS (1) 807 0.280 0.821 0.052 2.895 0.628 3.178
Parametric T-statistic   1.155   1.927   
P-value of parametric T-
test (two-sided)   0.249   0.054   

P-value of non-
parametric Wilcoxon two-
sample test (two-sided)   0.374   0.106   

P-value of non-
parametric Median two-
sample test (two-sided)   0.412   <.0001   

P-value of non-
parametric Kolmogorov-
Smirnov two-sample test    <.0001   <.0001   

 

To compute analysts’ forecast errors, I use individual analysts’ forecasts of 

corporate annual earnings per share as reported on IBES. I calculate the percentage 

absolute errors of those forecasts as follows:10  

)(/)( itnjititnjit AabsFAabsFERR −= , 

where itA  is actual earnings per share (EPS) for firm i in year t, 

njitF  is the n-th EPS forecast of analyst j for firm i in year t. 

I calculate analyst following as the logarithm of number of analysts that issued 

annual forecasts for this particular company during the year. As it follows from Table 4, 

for merging firms: 
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(1) the parametric t-test is consistent with the initial hypothesis of decreased earnings 

forecast error (increased forecast accuracy) in the post-SFAS 141, 142 environment, 

(2) the parametric t-test supports the hypothesis of greater analyst following in the post-

SFAS 141, 142 environment, and 

(3)  the non-parametric Wilcoxon two-sample test supports the hypothesis of the lower 

mean forecast error and greater analyst following in the post-SFAS 141, 142 

environment. 

For non-merging firms: 

(1) the parametric t-test, non-parametric Wilcoxon two-sample test, and non-parametric 

median test reveal a lack of significant differences in mean and median earnings 

forecast error between the pre-SFAS 141, 142 and the post-SFAS 141, 142 

environments,  

(2) the parametric t-test (p-value=0.054) and non-parametric Wilcoxon two-sample test 

(p-value=0.106) indicate just a marginal increase in analyst following in the post-SFAS 

141, 142 environment. 

Primary Multivariate Tests 

Basic Model 

In addition to univariate analysis, the following multiple regression is employed for 

tests of Hypothesis 1:  

ittinjittitititiinjit LossFTDIAVFANTSizePostSFASFERR εαααααααα ++++++++= ,76,5,4,3,210  

(1) 

where: 
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i is the merging company, 

t is 1996 (pre-SFAS 141, 142 environment) or 2002 (post-SFAS 141, 142 environment), 

=iPostSFAS 1, if the forecast is for the post-SFAS 141, 142 environment (for the year 

2002), and 0 otherwise (for the year 1996); 

tiSize ,  is the control variable for firm size proxied by the logarithm of market value of 

firm i, measured at the end of fiscal year t. The logarithm of market value is used 

to capture nonlinearities in the relation between forecast accuracy and firm size; 

 tiANT ,  is the control variable for information intensity of firm i proxied by the logarithm 

of the number of analysts who issued earnings forecasts for year t; 

tiAVF ,  is the additional control variable for firm information intensity proxied by the 

logarithm of the average number of annual forecasts issued  by analysts who 

follow the i-th firm in year t;  

tiDI ,  is the control variable for capital intensity of the firm i calculated as depreciation 

expense in year t, divided by net sales in year t; 

njitFT  is the control variable for the timing of forecasts, calculated as the number of days 

since the beginning of the calendar year up to the n-th forecast of analyst j for 

company i for year t, divided by 365; and 

=tiLoss , 1, if the forecast is for a firm i that reported a loss in year t, and 0 otherwise. 

The sample for this model includes only the firms involved in merging and acquisition 

activity in 1995 and 2001. This model is estimated through OLS regression adjusted for 

heteroskedasticity.11 Consistent with Hypothesis 1, I expect to find 1 <0 and significant. 
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Below I discuss the reasons for including the particular control variables in the model 

and hypothesize the signs of their coefficients.  

Control Variables 

Prior literature indicates that a company’s size significantly affects forecast 

accuracy. In particular, Atiase (1985) demonstrates that “the amount of private 

predisclosure information production and dissemination is an increasing function of firm 

size” (p. 22). Therefore, I include a log of market value to account for this effect. I expect 

a negative and significant coefficient on this variable since the greater amount of 

information about large corporations should result in a smaller forecast error. 

Prior studies imply that the number of analysts following the firm (ANT) might 

also be used as a measure of information intensity (Mikhail et al. 1997). In addition, this 

variable is significantly correlated with other factors affecting earnings forecasts, such 

as firm growth potential (O’Brien et al. 1990), research and development (R&D), 

advertising expenses, and balance sheet value of intangible assets (Barth et al. 2001). 

Thus, including ANT in the model allows me to control indirectly for those factors without 

increasing the model’s complexity.  I do not hypothesize any particular sign of the 

coefficient because of the following contradiction. On one hand, the higher information 

intensity should result in a lower forecast error. On the other hand, more analysts follow 

firms with relatively unstable earnings (effect of R&D expenses, etc.). In this case, 

greater analyst following may not fully compensate for earnings instability. 

I also include in the model the additional control variable for firm information 

intensity proxied by the logarithm of the average number of annual forecasts issued by 

analysts who follow the i-th firm in year t (AVF). Similar to ANT, I do not hypothesize the 
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particular sign of this variable because of the following contradiction. On one hand, the 

higher frequency of annual forecast revisions for the particular company might signal 

difficulties of forecasting earnings for this company. This will be captured by greater 

forecast error. On the other hand, the higher frequency of forecast revisions might 

signal the effort to achieve greater forecast accuracy for a particular company. This will 

result in a smaller forecast error for this company relative to other companies for which 

annual forecasts are not revised as often.  

Prior research suggests that earnings forecasts are less accurate for companies 

with significant amounts of depreciation expense (Haw et al. 1994, Lev 1983, Luft & 

Shields, 2001) and for companies that experience losses (Duru & Reeb 2002, Hwang et 

al. 1996, Brown 2001). Therefore, I include two additional variables in my model: 

depreciation intensity (DI) and Loss (indicator variable for loss observations). I also 

include a proxy for forecast timing (FT) to control for a positive association between 

forecast accuracy and the later timing of forecasts (O’Brien 1988). Consistent with prior 

research, I expect positive and significant coefficients on DI and Loss, and a negative 

and significant coefficient on FT.  

Descriptive Statistics 

Table 5 provides descriptive statistics for key variables of the model and reports a 

correlation matrix.  
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Table 5.   
 
Basic model.  Descriptive data.  
Main sample: annual forecasts for the years 1996 and 2002 issued in the second, third, 
and fourth quarters of 1996 and 2002 for firms involved in 1995 and 2001 in the merging 
and acquisition activity. 
 
Panel A. Descriptive statistics.   
Variable Mean Median STD Max  Min 
Forecast error 0.149 0.034 0.437 5.500 0.000
PostSFAS 0.510 1.000 0.500 1.000 0.000
Size 8.510 8.486 1.896 11.623 3.707
Analyst 20.452 20.000 10.318 40.000 3.000
ANT 2.859 2.996 0.617 3.689 0.693
AVF 1.027 1.046 0.318 1.835 0.182
DI 0.075 0.047 0.068 0.395 0.000
FT 0.588 0.562 0.212 1.000 0.247
Loss 0.084 0.000 0.278 1.000 0.000

 
Panel B. Pearson/Spearman correlation coefficients (n=1777).  
 

  
Forecast 
error PostSFAS Size ANT AVF DI FT Loss 

Forecast 
error 1.000 -0.044 -0.427 -0.295 0.251 0.241 -0.292 0.202
PostSFAS -0.142 1.000 0.218 0.165 0.232 0.171 -0.129 0.233
Size -0.283 0.186 1.000 0.805 -0.068 0.108 -0.040 -0.290
ANT -0.099 0.176 0.773 1.000 -0.027 0.161 -0.066 -0.098
AVF -0.009 0.309 -0.082 -0.017 1.000 0.332 -0.012 0.202
DI 0.259 0.178 -0.034 0.046 0.304 1.000 -0.035 0.277

FT -0.122 -0.112 -0.036 -0.060 -0.009
-

0.005 1.000 -0.064
Loss 0.068 0.233 -0.293 -0.101 0.126 0.248 -0.056 1.000

 

Analysis of the correlation matrix reveals strong correlation (Pearson correlation 

coefficient= 0.773, Spearman correlation coefficient=0.805) between size and ANT. 

However, I am not particularly concerned about this correlation because those variables 

are control variables and not my variables of interest. Although the t-statistics related to 

these variables might be distorted (Studenmund 1997, p.266), I prefer this result to the 

alternative of dropping relevant variables from the model. In the subsequent analyses, 
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variance inflation factors (VIF) and condition indexes (CI) confirmed that overall 

multicollinearity does not exceed a moderate level: VIF < 10, CI < 30. 

Analysis of the correlation matrix also supports the inclusion of AVF as an 

additional control variable for a firm’s information intensity: AVF is not significantly 

correlated with ANT (Pearson correlation coefficient=- 0.01669, Spearman correlation 

coefficient=-0.02719), which is consistent with AVF and ANT capturing different aspects 

of a firm’s information environment. 

Regression Results 

Table 6 presents the results of estimating the forecast accuracy model. Since 

White’s test (White 1980, p. 825) confirms the presence of heteroskedasticity in the 

sample, regular t-statistics might be distorted. Therefore, in addition to p-values based 

on regular two-tailed t-statistics, I report in Table 6 p-values based on White’s 

covariance matrix (White 1980, p. 822). 
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Table 6. 
OLS estimation of the effect of the pre-SFAS 141, 142 / post-SFAS 141, 142 
environments on analysts’ earnings forecast accuracy. 
Main sample: annual forecasts for the years 1996 and 2002 issued in the second, third, 
and fourth quarters of 1996 and 2002 for firms involved in 1995 and 2001 in the merging 
and acquisition activity. 
 

ittinjittitititiinjit LossFTDIAVFANTSizePostSFASFERR ,76,5,4,3,210  

 

Variables 
Predicted 
Coefficient 

Signs 

Calculated 
coefficient P-value P-value adjusted for 

heteroskedasticity 

Intercept   0.796 <0.0001 <0.0001
PostSFAS - -0.101 <0.0001 <0.0001
Size - -0.118 <0.0001 <0.0001
ANT ? 0.200 <0.0001 <0.0001
AVF ? -0.125 <0.0001 <0.0001
DI + 1.936 <0.0001 <0.0001
FT - -0.290 <0.0001 <0.0001
Loss + -0.151 <0.0001 0.0006
F Value   72.160 <0.0001   
R-squared   0.222     
Adjusted R-squared   0.219     
White's test   483.300 <0.0001   

 

Where: 

iPostSFAS 1, if the forecast is for the post-SFAS 141, 142 environment (for the year 

2002), and 0 otherwise (for the year 1996); 

tiSize ,  is the control variable for firm size proxied by the logarithm of market value of 

firm i, measured at the end of fiscal year t. The logarithm of market value is used 

to capture nonlinearities in the relation between forecast accuracy and firm size; 

 tiANT ,  is the control variable for information intensity of firm i proxied by the logarithm 

of the number of analysts who issued earnings forecasts for year t; 
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tiAVF ,  is the additional control variable for firm information intensity proxied by the 

logarithm of the average number of annual forecasts issued  by analysts who 

follow the i-th firm in year t;  

tiDI ,  is the control variable for capital intensity of the firm i calculated as Depreciation 

Expense in year t, divided by Net Sales in year t; 

njitFT  is the control variable for timing of forecasts, calculated as the number of days 

since the beginning of the calendar year up to the n-th forecast of analyst j for 

company i for year t, divided by 365; 

tiLoss , 1, if the forecast is for a firm i that reported a loss in year t, and 0 otherwise. 

The negative and significant coefficient of POSTSFAS supports Hypothesis 1 

and suggests that analysts’ forecast error for firms that experienced mergers decreased 

in the post-SFAS 141, 142 environment. All other coefficients except that on Loss are in 

the predicted direction and significant. The positive coefficient on Loss might suggest 

that temporary losses are expected in cases of merging companies, and analysts are 

more accurate in their prediction than in the general case. The positive coefficient on 

ANT implies that greater analyst coverage does not fully compensate for the difficulties 

of forecasting earnings (due to the fact of acquisition, R&D expenses, etc.) that initially 

motivated this greater coverage. The negative coefficient on AVF testifies that frequent 

forecast revisions do result in smaller forecast error. 
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CHAPTER 6 

SUPPLEMENTARY EMPIRICAL ANALYSIS 

Univariate Analysis 

Although my primary univariate and multivariate tests support my initial 

hypothesis of increased forecast accuracy in the post-SFAS 141, 142 environment, they 

do not allow me to rule out the possibility of increased forecast accuracy for both 

merging and non-merging firms in the post-SFAS 141, 142 environment due to such 

factors as a general change in the business environment, Regulation Fair Disclosure 

(Reg FD), etc.  I attempt to control for those factors using my whole sample of merged 

and (matched) non-merged firms. 

Table 7 provides t-test statistics for equality of group means between merging 

and non-merging companies for analysts’ forecast errors and analyst following 

conducted on the combined sample that includes forecasts made in both environments. 

Table 8 reports the results of the same tests conducted separately for the pre-SFAS 

141, 142 environment and the post-SFAS 141, 142 environment. Table 9 gives details 

of parametric and non-parametric tests for equality of group means of analyst forecast 

errors and analyst following between the pre-SFAS 141, 142 and the post-SFAS 141, 

142 environments for the combined sample of merged and non-merged firms. 
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Table 7.  

Univariate tests of differences in analyst forecast errors and analyst following: merging 
vs. non-merging firms. Combined sample for both environments.  
Main sample: annual forecasts for the years 1996 and 2002 issued in the second, third, 
and fourth quarters of 1996 and 2002 for both firms involved in 1995 and 2001 in the 
merging and acquisition activity and their matching peers. 
 

Merging vs. non-merging 
firm N 

Mean 
Analysts'  
Forecast 

Error 

STD 
Analysts'  
Forecast 

Error 

Median 
Analysts'  
Forecast 

Error 

Mean 
Analysts'  
Following 

STD 
Analysts'  
Following 

Median 
Analysts'  
Following

Merging firms 1777 0.149 0.437 0.034 2.859 0.617 2.996
Non-merging firms 1722 0.260 0.668 0.051 2.863 0.647 2.996
Parametric T-statistic    5.812   0.195   
P-value of parametric T-
test (two-sided)   <0.0001   0.846   

P-value of non-
parametric Wilcoxon two-
sample test (two-sided)   <0.0001   0.142   

P-value of non-
parametric Median two-
sample test (two-sided)   <0.0001   0.002   

P-value of non-
parametric Kolmogorov-
Smirnov two-sample test    <0.0001   <0.0001   

 

Table 8.  
Univariate tests of differences in analysts’ forecast errors and analyst following: merging 
vs. non-merging firms separately for the pre-SFAS 141, 142 and the post-SFAS 141, 
142 environments.  
Main sample: annual forecasts for the years 1996 and 2002 issued in the second, third, 
and fourth quarters of 1996 and 2002. 
Panel A.  Pre-SFAS 141, 142 environment. 

Merging vs. non-merging 
firms N 

Mean 
Analysts'  
Forecast 

Error 

STD 
Analysts'  
Forecast 

Error 

Median 
Analysts'  
Forecast 

Error 

Mean 
Analysts'  
Following 

STD 
Analysts'  
Following 

Median 
Analysts'  
Following

Merging firms 871 0.213 0.592 0.034 2.748 0.633 2.944
Non-merging firms 915 0.242 0.496 0.047 2.835 0.661 2.944
Parametric T-statistic   1.152   2.838   

 
(Table continues) 
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Table 8. (continued) 
 

Merging vs. non-merging 
firms N 

Mean 
Analysts'  
Forecast 

Error 

STD 
Analysts'  
Forecast 

Error 

Median 
Analysts'  
Forecast 

Error 

Mean 
Analysts'  
Following 

STD 
Analysts'  
Following 

Median 
Analysts'  
Following

P-value of parametric T-
test (two-sided)   0.250   0.005   

P-value of non-
parametric Wilcoxon two-
sample test (two-sided)   0.002   0.010   

P-value of non-
parametric Median two-
sample test (two-sided)   0.016   0.154   

P-value of non-
parametric Kolmogorov-
Smirnov two-sample test    <0.0001   <0.0001   

 
Panel B. Post-SFAS 141, 142 environment. 

Merging vs. non-merging 
firms N 

Mean 
Analysts'  
Forecast 

Error 

STD 
Analysts'  
Forecast 

Error 

Median 
Analysts'  
Forecast 

Error 

Mean 
Analysts'  
Following 

STD 
Analysts'  
Following 

Median 
Analysts'  
Following

Merging firms 906 0.088 0.172 0.034 2.966 0.582 2.996
Non-merging firms 807 0.280 0.821 0.052 2.895 0.628 3.178
Parametric T-statistic   6.851   2.415   
P-value of parametric T-
test (two-sided)   <0.001   0.016   

P-value of non-
parametric Wilcoxon two-
sample test (two-sided)   <0.001   0.618   

P-value of non-
parametric Median two-
sample test (two-sided)   <0.001   0.002   

P-value of non-
parametric Kolmogorov-
Smirnov two-sample test    <0.001   <0.001   

  
Wilcoxon and non-parametric Median tests are chosen as tests of location parameters. 
Kolmogorov-Smirnov test is chosen as a general test of two identical populations for 
cases of continuous variable (Gibbons, 1976, p. 250). 
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Table 9.  

Univariate tests of differences in analysts’ forecast errors and analyst following: pre-
SFAS 141, 142 versus post-SFAS 141, 142 environment. Combined sample for both 
merging and non-merging firms. 
Main sample: annual forecasts for the years 1996 and 2002 issued in the second, third, 
and fourth quarters of 1996 and 2002. 
 

SFAS code N 

Mean 
Analysts'  
Forecast 

Error 

STD 
Analysts'  
Forecast 

Error 

Median 
Analysts'  
Forecast 

Error 

Mean 
Analysts'  
Following 

STD 
Analysts'  
Following 

Median 
Analysts'  
Following

Pre-SFAS (0) 1786 0.228 0.545 0.039 2.793 0.649 2.944
Post-SFAS (1) 1713 0.178 0.585 0.040 2.933 0.605 2.996
Parametric T-statistic   2.589   6.588   
P-value of parametric T-
test (two-sided)   0.010   <0.0001   

P-value of non-
parametric Wilcoxon two-
sample test (two-sided)   0.332   <0.0001   

P-value of non-
parametric Median two-
sample test (two-sided)   0.493   <0.0001   

P-value of non-
parametric Kolmogorov-
Smirnov two-sample test    <0.0001   <0.0001   

 

As it follows from Table 7, both the parametric and non-parametric tests suggest 

that firms involved in merging activity are characterized by smaller forecast errors than 

their non-merging peers and are followed by fewer analysts. Although this conclusion 

seems opposite to that of Haw et al. (1994), I consider it supplementary rather than 

contradictory for the following reasons: 

 (1) Haw et al. (1994) compared earnings forecast accuracy before and after acquisition 

for the same firm (within subjects design), while I am comparing forecast accuracy of 

merging and non-merging firms (between subjects design);  

(2) Haw et al. (1994) selected for their sample only significant mergers treating them as 

a single event, while I defined my merging firms in terms of “merging activity”; and 
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(3) Haw et al. (1994) employed consensus analysts’ forecasts while I worked with the 

IBES detailed forecast tape.  

In addition, the analysis of the forecast error difference between merging and non-

merging companies conducted separately for the pre-SFAS 141, 142 and the post-

SFAS 141, 142 environments (Table 8) suggests that the lower forecast error for 

merging firms might be a recent phenomenon and could be influenced by SFAS 141, 

142. Thus, Table 8 testifies contradictory results for the hypothesis of equal forecast 

accuracy between merging and non-merging firms in the pre-SFAS 141, 142 

environment:  

(1) parametric test fails to reject the null hypothesis (p=0.25) and 

(2) Wilcoxon two-sample (two-sided) (p=0.002) test rejects the null hypothesis. 

At the same time, the null hypothesis of equal forecast accuracy between merging and 

non-merging firms in the post-SFAS 141, 142 environment is rejected by all parametric 

and non-parametric tests at the level of significance <0.0001. 

Analysis of Tables 7 and 8 also reveals that analyst following is significantly 

higher for non-merging firms in the pre-SFAS 141, 142 environment: p-value of 

parametric test (two-sided) is equal to 0.005 and p-value of Wilcoxon two-sample test 

(two-sided) is equal to 0.01. However, this difference decreases in the post-SFAS 141, 

142 environment: p-value of parametric test is equal to 0.016; p-value of Wilcoxon two 

sample (two-sided) test is equal to 0.618. As a result of this decrease, evidence 

indicates failure to reject the null hypothesis of the equality of analyst following for 
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merging and non-merging firms: p=value of parametric test=0.846, p value of non-

parametric Wilcoxon two sample test (two-sided)=0.142 at 0.01 level of significance.  

As for the difference in analyst following across environments, parametric and 

non-parametric statistics reported in Table 9 suggest a significant increase in analyst 

following in the post-SFAS 141, 142 environment: p-value of all statistics <0.0001. At 

the same time, the evidence on the difference in analysts’ forecasts error between the 

pre-SFAS 141,142 and the post-SFAS 141, 142 environments is contradictory: the 

parametric test indicates a significant decrease of analysts’ forecasts error in the post-

SFAS 141, 142 environment: p-value=0.01. However, the nonparametric tests fail to 

reject the null hypothesis of significant differences in mean and median analysts’ 

forecasts error between the pre-SFAS 141, 142 and the post-SFAS 141, 142 

environments: p-value of Wilcoxon two sample test on means (two-sided) is equal to 

0.332, p-value of Median two-sample test (two-sided) is equal to 0.493.   

Supplementary Model 

The results reported in the previous section suggest an interaction effect 

between SFAS environment (pre-SFAS 141, 142 or post-SFAS 141, 142) and Merger 

(merging company or non-merging company), which I proposed in Hypothesis 2. I test 

the presence of this interaction with the following model:  

+++++= tiiiiinjit SizeMergerPostSFASPostSFASMergerFERR ,43210 βββββ  

ittinjittititi LossFTDIAVFANT εβββββ ++++++ ,98,7,6,5  (2) 

where: 

i is the merging company or the matched non-merging company, 

t is 1996 (pre-SFAS 141, 142 environment) or 2002 (post-SFAS 141, 142 environment), 
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=iMerger 1, if the forecast is for a merging firm, and 0 otherwise; 

=iPostSFAS 1, if the forecast is for the post-SFAS 141, 142 environment (for the year 

2002), and 0 otherwise (for the year 1996); 

itSize  is the control variable for firm size proxied by the logarithm of market value of firm 

i, measured at the end of fiscal year t. The logarithm of market value is used to 

capture nonlinearities in the relation between forecast accuracy and firm size; 

 itANT  is the control variable for information intensity of firm i proxied by the logarithm of 

the number of analysts who issued earnings forecasts for year t; 

itAVF  is the additional control variable for firm information intensity proxied by the 

logarithm of the average number of annual forecasts issued  by analysts who 

follow the i-th firm in year t;  

itDI  is the control variable for capital intensity of the firm i calculated as depreciation 

expense in year t, divided by net sales in year t; 

njitFT  is the control variable for the timing of forecasts, calculated as the number of days 

since the beginning of the calendar year up to the n-th forecast of analyst j for 

company i for year t, divided by 365; and 

=itLoss 1, if the forecast is for a firm i that reported a loss in year t, and 0 otherwise. 

Consistent with my Hypothesis 2, I expect to find 3β  < 0 and significant. This 

would suggest the increase of earnings forecast accuracy of merging firms in the post-

SFAS 141, 142 environment relative to their non-merging peers. Consistent with prior 

studies that reported the difficulty of forecasting earnings for merging firms (Haw et al. 

1994), I expect to find 1β > 0 and significant. I do not hypothesize the particular sign of 



 37

2β due to general changes in the business environment after 2000,  for which the 

effects on forecast accuracy are difficult to predict (example: economic downturn, 

several prominent bankruptcies, etc.). 

Descriptive Statistics 

Table 10 provides descriptive statistics for key variables of the model and the 

correlation matrix for the new sample.  

Table 10.   
Panel A. Descriptive statistics.   
 
Variable Mean Median STD Max  Min 
Forecast error 0.204 0.040 0.565 8.955 0.000 
Merger 0.508 1.000 0.500 1.000 0.000 
PostSFAS 0.490 0.000 0.500 1.000 0.000 
Size 8.467 8.321 1.866 11.623 3.707 
Analyst 20.622 20.000 10.393 40.000 2.000 
ANT 2.861 2.996 0.632 3.689 0.693 
AVF 1.036 1.046 0.295 1.835 0.134 
DI 0.067 0.043 0.069 0.395 0.000 
FT 0.598 0.578 0.212 1.000 0.247 
Loss 0.076 0.000 0.266 1.000 0.000 

 
 
Panel B. Pearson/Spearman correlation coefficients (n=3499).  
 

  
Forecast 
error Merger PostSFAS Size ANT AVF DI FT Loss 

Forecast 
error 1.000 -0.119 -0.016 -0.491 -0.330 0.324 0.137 -0.253 0.229
Merger -0.098 1.000 0.041 0.044 -0.025 -0.054 0.173 -0.053 0.031
PostSFAS -0.044 0.041 1.000 0.113 0.113 0.244 0.039 -0.099 0.156
Size -0.282 0.023 0.113 1.000 0.834 -0.147 -0.029 -0.037 -0.292
ANT -0.131 -0.003 0.111 0.790 1.000 -0.077 0.064 -0.040 -0.183
AVF 0.136 -0.031 0.282 -0.120 -0.026 1.000 0.229 -0.006 0.139
DI 0.096 0.107 0.102 -0.154 -0.059 0.241 1.000 -0.029 0.175
FT -0.096 -0.049 -0.088 -0.035 -0.036 0.000 -0.009 1.000 -0.013
Loss 0.289 0.031 0.156 -0.293 -0.154 0.113 0.261 -0.008 1.000
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Analysis of the correlation matrix for the new sample did not detect any additional 

multicollinearity problems other than the strong correlation between Size and ANT 

discussed earlier. 

Regression Results 

Table 11 contains estimates of the model12: 

+++++= itiiiinjit SizeMergerPostSFASPostSFASMergerFERR 43210 βββββ  

ititnjitititit LossFTDIAVFANT εβββββ ++++++ 98765  (2) 

 
Table 11. 

OLS estimation of the effect of the pre-SFAS 141, 142 / post-SFAS 141, 142 
environments on analysts’ forecast accuracy for merging and non-merging firms. 
Main sample: annual forecasts for the years 1996 and 2002 issued in the second, third, 
and fourth quarters of 1996 and 2002. 
 

Variables 
Predicted 
Coefficient 

Signs 

Calculated 
coefficient P-value P-value adjusted for 

heteroskedasticity 

Intercept   0.586 <0.0001 <0.0001
Merger + -0.012 0.6313 0.6104
PostSFAS - -0.012 0.6351 0.6445
PostSFAS*Merger - -0.196 <0.0001 <0.0001
Size - -0.097 <0.0001 <0.0001
ANT ? 0.154 <0.0001 <0.0001
AVF ? 0.201 <0.0001 <0.0001
DI + -0.035 0.7972 0.8621
FT - -0.307 <0.0001 <0.0001
Loss + 0.501 <0.0001 <0.0001
F Value   85.240 <0.0001   
R-squared   0.18030     
Adjusted R-squared   0.17081     
White's test   926.800 <0.0001   
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The negative and significant coefficient on PostSFASMerger supports 

Hypothesis 2 and suggests that the accuracy of analysts’ forecasts for firms that 

experienced mergers increased in the post-SFAS 141, 142 environment to a greater 

degree than for firms that did not go through merging and acquisition activity. All other 

coefficients except that on Merger, PostSFAS, and DI are in the predicted direction and 

significant.  

The insignificant negative coefficient on PostSFAS suggests that earnings 

forecast accuracy for non-merging firms is not different in 2002 than in 1996. The 

insignificance of this coefficient when the model is run on the combined sample of 

merging and matched non-merging firms (Model 2) provides further evidence that the 

significant coefficient on PostSFAS in Model (1) should be attributed to factors specific 

to merging firms only such as SFAS 141, 142. 

The insignificant negative coefficient on Merger indicates the lack of differences 

in earnings forecast errors between merging and non-merging firms in the Pre-SFAS 

141, 142 environment and is consistent with evidence from univariate analysis. The 

insignificant coefficient on DI suggests that depreciation intensity might explain forecast 

errors for firms involved in merging and acquisition activity, which often results in 

changes in capital structure, but serves poorly as an explanatory variable in the more 

general case. 

Overall, results from my supplemental analysis suggest that (1) earnings forecast 

accuracy increased in the post-SFAS 141, 142 environment for merging firms and (2) 

earnings forecast accuracy did not change significantly for non-merging firms. In other 
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words, evidence implies that SFAS 141, 142 were effective in achieving greater 

transparency of financial reporting after mergers.  

Sensitivity Analysis: Effect of Frequent Forecast Revisions 

 My sample is the sample of the individual analysts’ earnings forecasts. Some 

analysts reconsider their forecasts more often than others (frequent forecasters). Since 

all forecasts are included, frequent forecasters might be overrepresented in the sample. 

This might distort my findings. The tests that I discuss below rule out the possibility of 

such a bias. I present evidence which testifies that (1) the number of frequent 

forecasters is the same for merging and non-merging companies, and (2) the removal of 

frequent forecasters from the sample does not change the direction and siginificance of 

the PostSFASMerger coefficient.  

In particular, I calculate the total number of forecasts, issued during the second, third 

and fourth quarter, for each ticker/analyst pair. I conduct univariate tests of equality of 

group means for total forecasts between merging and non-merging companies. I report 

the results of these tests in Table 12.  Neither the parametric t-test nor non-parametric 

tests detect any significant difference in the number of frequent forecasters between 

merging and non-merging firms. This suggests that overpresentation of frequent 

forecasters does not drive my study results.  
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Table 12. 

Univariate tests of differences in total number of analysts' forecasts issued by the same 
analyst for the same company in the sample. Main sample. Annual forecasts for the 
years 1996 and 2002 issued in the second, third, and fourth quarters of 1996 and 2002. 
 

Merging vs. non-merging firm N Mean total number 
of analysts' forecasts 

Median total 
number of 
analysts' 
forecasts  

Merging firms 668 2.660 2.000 
Non-merging firms 628 2.740 3.000 
Parametric t-statistic  0.926   
P-value of parametric t-test  0.355   

P-value of non-parametric Wilcoxon 
two-sample test (two-sided)  0.142   

P-value of non-parametric Median two-
sample test (two-sided)  0.110   

 

In addition to univariate analysis, I rerun Model (2) on two separate samples: (1) 

annual forecasts issued by frequent forecasters, and (2) annual forecasts issued by all 

other analysts.  I define the analyst as a frequent forecaster if he/she issued more than 

three annual forecasts for 1996 (2002) during the second, third and fourth quarter of 

1996 (2002). Table 13 presents the results of this analysis. In both cases, the coefficient 

on PostSFASMerger is negative and significant. This confirms that the potential 

dominance of the frequent forecasters in the sample does not affect the conclusion 

about the increased relative accuracy of merging firms in the Post-SFAS 141, 142 

environment.  
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Table 13. 

OLS estimation of the effect of the pre-SFAS 141, 142 / post-SFAS 141, 142 
environments on analysts’ forecast accuracy for merging and non-merging firms. 
 

+++++= tiiiiinjit SizeMergerPostSFASPostSFASMergerFERR ,43210 βββββ

ittinjittititi LossFTDIAVFANT εβββββ ++++++ ,98,7,6,5  

Panel A. 
Annual forecasts for the years 1996 and 2002 issued in the second, third, and fourth 
quarters of 1996 and 2002. Only forecasts of the analysts who issued four or more 
annual forecasts during the period (frequent forecasters) are included in the sample.  
 

Variables 
Predicted 
Coefficient 

Signs 

Calculated 
coefficient P-value 

P-value adjusted 
for 

heteroscedasticity 

Intercept   0.920 <0.0001 <0.0001 
Merger + -0.124 0.0058 0.0013 
PostSFAS - -0.001 0.9846 0.9844 
PostSFAS*Merger - -0.163 0.0111 0.0148 
Size - -0.115 <0.0001 <0.0001 
ANT ? 0.163 0.0001 <0.0001 
AVF ? 0.168 0.0129 0.0127 
DI + -0.611 0.005 0.0246 
FT - -0.459 <0.0001 <0.0001 
Loss + 0.731 <0.0001 <0.0001 
F Value   51.740 <0.0001   
R-squared   0.22470     
Adjusted R-squared   0.22030     
White's test   507.090 <0.0001   

 
 
 
 
 
 
 
 
(Table continues) 
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Table 13. (continued) 
 
Panel B. 
 Annual forecasts for the years 1996 and 2002 issued in the second, third, and fourth 
quarters of 1996 and 2002. Only forecasts of the analysts who issued three or less 
annual forecasts during the period are included in the sample. 
 

Variables 
Predicted 
Coefficient 

Signs 

Calculated 
coefficient P-value 

P-value adjusted 
for 

heteroscedasticity 

Intercept   0.375 <0.0001 <0.0001 
Merger + 0.061 0.012 0.0182 
PostSFAS - -0.029 0.273 0.2055 
PostSFAS*Merger - -0.143 <0.0001 <0.0001 
Size - -0.091 <0.0001 <0.0001 
ANT ? 0.157 <0.0001 <0.0001 
AVF ? 0.184 <0.0001 <0.0001 
DI + 0.893 <0.0001 0.0002 
FT - -0.182 <0.0001 <0.0001 
Loss + 0.116 0.006 0.1676 
F Value   43.610 <0.0001   
R-squared   0.17330     
Adjusted R-squared   0.16940     
White's test   409.600 <0.0001   
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CHAPTER 7 

SENSITIVITY ANALYSIS: FIRST QUARTER FORECASTS 

Univariate Analysis 

Analysis reported in prior chapters fully supports my initial hypothesis of 

increased forecast accuracy in the post-SFAS 141, 142 environment for merging firms.  

Statistical evidence presented in those chapters suggests that this increase in analysts’ 

earnings forecast accuracy is attributable to factors specific to merging firms but not 

common to both merging and non-merging firms. However, I have not yet demonstrated 

that those results might be attributable to information in corporate annual reports. 

In this chapter, I document additional evidence that this increased forecast 

accuracy might be attributable to information in corporate annual reports. In particular, I 

perform a similar analysis as that reported in Chapter 6 using the sample of annual 

earnings forecasts issued for both merging and non-merging firms between January 1, 

1996 and March 31, 1996 (pre-SFAS 141, 142 environment), and between January 1, 

2002 and March 31, 2002 (post-SFAS 141, 142 environment) (first quarter forecasts).  

Since the annual reports for 1995 (2001) were not available for financial analysts for the 

great part of this period, I do not expect that the accuracy of analysts’ forecasts for this 

period was directly affected by SFAS 141, 142. In other words, I do not expect to 

identify the significant negative coefficient on the PostSFASMerger variable in Model 

(2). 

The total number of annual forecasts extracted from the IBES database issued 

during the first quarter of 1996 and during the first quarter of 2002 for those 96 
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companies was 782. In particular, I extracted 396 forecasts for the 56 companies issued 

between January 1, 1996 and March 31, 1996. I extracted 386 forecasts for the 40 

companies issued between January 1, 2002 and March 31, 2002. Table 14 illustrates 

how forecasts for merging and non-merging companies are presented in my sample for 

the pre-SFAS 141, 142 and the post-SFAS 141, 142 environments. 

Table 15 provides t-test statistics for equality of group means between merging 

and non-merging companies for analysts’ forecast errors and analyst following 

conducted on the combined sample and separately for the pre-SFAS 141, 142 and the 

post-SFAS 141, 142 environments. Table 16 gives details of parametric and non-

parametric tests for equality of group means of analysts’ forecast errors and analyst 

following between the pre-SFAS 141, 142 and the post-SFAS 141, 142 environments 

for the combined sample and separately for merging and non-merging firms. 

Table 14. 

Sample composition: annual forecasts for the year 1996 and 2002 issued in the first 
quarter of 1996 and 2002. 
 

Year of annual forecast Forecasts for 
merging companies 

Forecasts for non-
merging 

companies 
Total 

1996 (pre-SFAS 141, 142 
environment) 206 190 396 

2002 (post-SFAS 141, 142 
environment) 240 146 386 

Total 446 336        782 
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Table 15.  

Univariate tests of differences in analyst forecast errors and analyst following: merging 
vs. non-merging firms. “First quarter” sample. 
Annual forecasts for 1996 and 2002 issued in the first quarter of 1996 and 2002. 
Panel A. Whole sample: both the pre-SFAS 141, 142 and the post-SFAS 141, 142 
environments. 

Merging vs. Non-merging 
company N 

Mean 
Analysts'  
Forecast 

Error 

STD 
Analysts'  
Forecast 

Error 

Median 
Analysts'  
Forecast 

Error 

Mean 
Analysts'  
Following 

STD 
Analysts'  
Following 

Median 
Analysts'  
Following

Merging company 446 0.331 0.633 0.084 2.453 0.715 2.639
Non-merging company 336 0.414 0.908 0.122 2.230 0.660 2.398
Parametric T-statistic   1.628   4.478   
P-value of parametric T-
test (two-sided)   0.133   <0.0001   

P-value of non-
parametric Wilcoxon two-
sample test (two-sided)   0.028   <0.0001   

P-value of non-
parametric Median two-
sample test (two-sided)   <0.0001   <0.0001   

P-value of non-
parametric Kolmogorov-
Smirnov two-sample test    <0.0001   <0.0001   

  
Panel B.  Pre-SFAS 141, 142 environment. 

Merging vs. non-merging N 

Mean 
Analysts'  
Forecast 

Error 

STD 
Analysts'  
Forecast 

Error 

Median 
Analysts'  
Forecast 

Error 

Mean 
Analysts'  
Following 

STD 
Analysts'  
Following 

Median 
Analysts'  
Following

Merging companies 206 0.296 0.725 0.055 2.310 0.813 2.734
Non-merging companies 190 0.575 1.162 0.111 2.252 0.661 2.518
Parametric T-statistic   2.891   0.775   
P-value of parametric T-
test (two-sided)   0.004   0.439   

P-value of non-
parametric Wilcoxon two-
sample test (two-sided)   0.003   0.220   

P-value of non-
parametric Median two-
sample test (two-sided)   <0.0001   1.000   

P-value of non-
parametric Kolmogorov-
Smirnov two-sample test    <0.0001   <0.0001   

(Table continues) 
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Table 15. (continued) 
Panel C. Post-SFAS 141, 142 environment. 

Merging vs. non-merging N 

Mean 
Analysts'  
Forecast 

Error 

STD 
Analysts'  
Forecast 

Error 

Median 
Analysts'  
Forecast 

Error 

Mean 
Analysts'  
Following 

STD 
Analysts'  
Following 

Median 
Analysts'  
Following

Merging companies 240 0.360 0.542 0.094 2.576 0.594 2.639
Non-merging companies 146 0.203 0.255 0.126 2.200 0.660 2.791
Parametric T-statistic   3.286   5.786   
P-value of parametric T-
test (two-sided)   0.0011   <0.0001   

P-value of non-
parametric Wilcoxon two-
sample test (two-sided)   0.623   <0.0001   

P-value of non-
parametric Median two-
sample test (two-sided)   0.058   <0.0001   

P-value of non-
parametric Kolmogorov-
Smirnov two-sample test    <0.0001   <0.0001   

  
 
Table 16.  

Univariate tests of differences in analyst forecast errors and analyst following: The pre-
SFAS 141, 142 environment versus the post-SFAS 141, 142 environment. “First 
quarter” sample. 
Annual forecasts for 1996 and 2002 issued in the first quarter of 1996 and 2002. 
Panel A. The whole sample: both merging and non-merging firms are included. 
 

Pre-SFAS 141, 142 vs. 
Post-SFAS 141, 142 N 

Mean 
Analysts'  
Forecast 

Error 

STD 
Analysts'  
Forecast 

Error 

Median 
Analysts'  
Forecast 

Error 

Mean 
Analysts'  
Following 

STD 
Analysts'  
Following 

Median 
Analysts'  
Following

Pre-SFAS 141, 142 
environment 396 0.430 0.969 0.074 2.282 0.744 2.481
Post-SFAS 141, 142 
environment 386 0.301 0.461 0.103 2.434 0.645 2.565
Parametric T-statistic   2.373   3.045   
P-value of parametric T-test 
(two-sided)   0.018   0.002   
P-value of non-parametric 
Wilcoxon two-sample test 

(two-sided)   0.001   0.021   
 
(Table continues) 
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Table 16. (continued) 
 

Pre-SFAS 141, 142 vs. 
Post-SFAS 141, 142 N 

Mean 
Analysts'  
Forecast 

Error 

STD 
Analysts'  
Forecast 

Error 

Median 
Analysts'  
Forecast 

Error 

Mean 
Analysts'  
Following 

STD 
Analysts'  
Following 

Median 
Analysts'  
Following

P-value of non-parametric 
Median two-sample test 

(two-sided)   0.001   0.536   

P-value of non-parametric 
Kolmogorov-Smirnov two-

sample test    <0.0001   <0.0001   
 
Panel B. Merging firms. 
 

SFAS code N 

Mean 
Analysts'  
Forecast 

Error 

STD 
Analysts'  
Forecast 

Error 

Median 
Analysts'  
Forecast 

Error 

Mean 
Analysts'  
Following 

STD 
Analysts'  
Following 

Median 
Analysts'  
Following

Pre-SFAS (0) 206 0.296 0.725 0.055 2.310 0.813 2.434
Post-SFAS (1) 240 0.360 0.542 0.094 2.576 0.594 2.639
Parametric T-statistic   1.065   3.985   
P-value of parametric T-
test (two-sided)   0.287   <0.0001   

P-value of non-
parametric Wilcoxon two-
sample test (two-sided)   <0.0001   0.012   

P-value of non-
parametric Median two-
sample test (two-sided)   <0.0001   0.002   

P-value of non-
parametric Kolmogorov-
Smirnov two-sample test    <0.0001   <0.0001   

 
Panel C. Non-merging firms. 
 

SFAS code N 

Mean 
Analysts'  
Forecast 

Error 

STD 
Analysts'  
Forecast 

Error 

Median 
Analysts'  
Forecast 

Error 

Mean 
Analysts'  
Following 

STD 
Analysts'  
Following 

Median 
Analysts'  
Following

Pre-SFAS (0) 190 0.575 1.162 0.111 2.252 0.661 2.518
Post-SFAS (1) 146 0.203 0.255 0.126 2.200 0.660 2.197
Parametric T-statistic   3.797   0.716   

 
(Table continues) 
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Table 16. (continued) 
 

SFAS code N 

Mean 
Analysts'  
Forecast 

Error 

STD 
Analysts'  
Forecast 

Error 

Median 
Analysts'  
Forecast 

Error 

Mean 
Analysts'  
Following 

STD 
Analysts'  
Following 

Median 
Analysts'  
Following

P-value of parametric T-
test (two-sided)   0.0002   0.474   

P-value of non-
parametric Wilcoxon two-
sample test (two-sided)   0.909   0.505   

P-value of non-
parametric Median two-
sample test (one-sided)   0.379   0.0001   

P-value of non-
parametric Kolmogorov-
Smirnov two-sample test    0.002   <0.0001   

 

Table 15 contains statistical evidence on the difference in earnings forecast 

errors between merging and non-merging firms for the combined sample that is 

contradictory: (1) the parametric test fails to reject the null of no difference in mean 

analysts’ forecasts error between merging and non-merging firms (p=0.133), (2) the 

non-parametric Wilcoxon two-sample (two-sided) test marginally rejects the null 

(p=0.028). Further analysis reveals that this contradiction is due to the fact that merging 

companies are characterized by smaller forecast errors than their non-merging peers in 

the pre-SFAS 141, 142 environment (p-value of parametric test is equal to 0.004, p-

value of Wilcoxon two-sample (two-sided) is equal to 0.003), but greater forecast errors 

in the post-SFAS 141, 142 environment (p-value of parametric test is equal to 0.0011). 

Analysis of Table 16 also reveals that overall forecast error decreased in the 

post-SFAS 141, 142 environment relative to the pre-SFAS 141, 142 environment: p-

value of parametric test is equal to 0.018, p-value of Wilcoxon two-sample test is equal 

to 0.001. However, separate analysis of this increase for merging and non-merging 



 50

firms provides contradictory evidence: there is a decrease of earnings forecast errors for 

non-merging firms but an increase of earnings forecast errors for merging firms. In 

addition, parametric and non-parametric tests of the significance of this change provide 

inconsistent results. In particular, for merging firms, the p-value of the parametric test is 

equal to 0.287, but the p-value of the Wilcoxon two-sample test is <0.0001. For non-

merging firms, the p-value of the parametric test is equal 0.0002, but the p-value of the 

Wilcoxon two-sample test is equal to 0.908. 

Supplementary Model 

The results reported in the previous section suggest a main effect of the post-

SFAS 141, 142 environment for both merging and non-merging firms, which was not 

detected in the prior analysis. At the same time, univariate tests on the new sample are 

inconsistent with respect to the interaction effect between SFAS environment (pre-

SFAS 141, 142 or post-SFAS 141, 142) and Merger (merging company or non-merging 

company). I explore further the presence of this interaction with the same model that I 

used in Chapter 6:  

+++++= itiiiinjit SizeMergerPostSFASPostSFASMergerFERR 43210 βββββ  

ititnjitititit LossFTDIAVFANT εβββββ ++++++ 98765  (1) 

where: 

i is the merging company or the matched non-merging company, 

t is 1996 (pre-SFAS 141, 142 environment) or 2002 (post-SFAS 141, 142 environment), 

=iMerger 1, if the forecast is for a merging firm, and 0 otherwise; 

=iPostSFAS 1, if the forecast is for the post-SFAS 141, 142 environment (for the year 

2002), and 0 otherwise (for the year 1996); 



 51

itSize  is the control variable for firm size proxied by the logarithm of market value of firm 

i, measured at the end of fiscal year t. The logarithm of market value is used to 

capture nonlinearities in the relation between forecast accuracy and firm size; 

 itANT  is the control variable for information intensity of firm i proxied by the logarithm of 

the number of analysts who issued earnings forecasts for year t; 

itAVF  is the additional control variable for firm information intensity proxied by the 

logarithm of the average number of annual forecasts issued  by analysts who 

follow the i-th firm in year t;  

itDI  is the control variable for capital intensity of the firm i calculated as depreciation 

expense in year t, divided by net sales in year t; 

njitFT  is the control variable for the timing of forecasts, calculated as the number of days 

since the beginning of the calendar year up to the n-th forecast of analyst j for 

company i for year t, divided by 365; 

=itLoss 1, if the forecast is for a firm i that reported a loss in year t, and 0 otherwise. 

Contrary to my expectations in Chapter Six, since annual forecasts for 1996 

(2002) issued in the first quarter of 1996 (2002) could not be influenced by 1995 (2001) 

annual reports, I expect 3β ≥   0 or insignificant. I do not hypothesize the particular sign 

of 2β due to general changes in the business environment after 2000  for which the 

effects on forecast accuracy are difficult to predict (example: economic downturn, 

several prominent bankruptcies, etc.). I expect all the other coefficients to be the same 

as in Model (2). 
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Regression Results 

Table 17 contains estimates of the following model: 

+++++= itiiiinjit SizeMergerPostSFASPostSFASMergerFERR 43210 βββββ  

ititnjitititit LossFTDIAVFANT εβββββ ++++++ 98765  (2) 

Table 17. 
OLS estimation of the effect of the pre-SFAS 141, 142 / post-SFAS 141, 142 
environments on analysts’ forecast accuracy for merging and non-merging firms.  “First 
quarter” sample. 
 
Annual forecasts for 1996 and 2002 issued in the first quarter of 1996 and 2002. 
 

Variables 
Predicted 
Coefficient 

Signs 

Calculated 
coefficient P-value P-value adjusted for 

heteroskedasticity 

Intercept   1.593 <0.0001 <0.0001
Merger + -0.099 0.128 0.128
PostSFAS - -0.392 <0.0001 <0.0001
PostSFAS*Merger - 0.208 0.032 0.007
Size - -0.195 <0.0001 <0.0001
ANT ? 0.148 0.001 0.003
AVF ? 1.401 <0.0001 <0.0001
DI + 1.250 0.003 0.013
FT - -0.373 0.410 0.437
Loss + -0.181 0.074 0.106
F Value   42.050 <0.0001   
R-squared   0.329     
Adjusted R-squared   0.321     
White's test   412.900 <0.0001   

 

The positive and significant coefficient on PostSFASMerger (p=0.007) combined 

with the negative and significant coefficient on PostSFAS (p<0.0001) suggests that the 

accuracy of annual analysts’ forecasts for the current year issued in the first quarter of 

the current year for firms that experienced mergers increased in the post-SFAS 141, 
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142 environment to a smaller degree than for firms that did not go through merging and 

acquisition activity. The negative and significant coefficient on PostSFAS variable 

testifies the common increase in the accuracy of annual forecasts issued in the first 

quarter of the year for both merging and non-merging firms and might be attributable to 

general accounting legislation such as Reg FD or more efficient information channels 

(Internet, etc.). This interpretation is consistent with the fact that I failed to detect the 

main effect of the post-SFAS 141, 142 environment on the accuracy of annual forecasts 

issued in the second, third, and fourth quarters of the year: prior research supports the 

hypothesis of faster information release in the post-Reg FD environment which is not 

equal to greater information volume.  

The insignificant coefficient on FT demonstrates that controlling for the timing of 

forecasts is not necessary here since all forecasts in the sample are issued during a 

relatively short time frame. The insignificant coefficient on Loss might be due to the 

relatively small number of forecasts for firms that experienced losses. All other 

coefficients have the same sign (significance) as in the model from Chapter Six. 

So, analysis conducted on annual forecasts for the year 1996 (2002) issued in 

the first quarter of the year 1996 (2002) resulted in the opposite coefficient on the 

PostSFASMerger variable than analysis on annual forecasts for the year 1996 (2002) 

issued in the second, third, and fourth quarters of 1996 (2002). Annual reports for the 

year 1995 (2001) with the information prescribed by SFAS 141, 142 for merging firms 

(SFAS 141, 142 data) were not available during most or all of the first quarter. While 10-

Qs, issued prior to the annual report, probably contained some merger-related 

information, the quarterly filings do not provide analysts with the major part of the SFAS 
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141, 142 data. First, many acquisitions became effective in the fourth quarter of the year 

(fourth quarter acquisitions). For example, fifteen out of my twenty companies in the 

Post-SFAS 141, 142 environment had at least one fourth quarter acquisition. The 

detailed financial data on fourth quarter acquisitions becomes available only after the 

release of annual reports (10-K forms). There is no separate 10-Q for the fourth quarter. 

Second, merger-related information in the 10-Qs is not as detailed as that in annual 

reports (10-K).  In particular, the 10-Q usually does not articulate the estimated fair 

value of acquired assets and incurred liabilities, the goodwill calculation and various 

pro-forma results. In addition, 10-Qs are not audited. They are merely certified by the 

firm’s CEO and CFO, and this certification became necessary only in 2002 after the 

adoption of the Sarbanes-Oxley Act. In sum, analysts did not have substantial merger-

related information prescribed by SFAS 141, 142 before the issuance of a company’s 

annual report.  Therefore, the lower relative accuracy of first quarter forecasts for 

merging firms combined with the higher relative accuracy of forecasts issued for those 

firms in the second, third and fourth quarters provides support that SFAS 141, 142 were 

effective in achieving greater transparency of financial reporting after mergers.  
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CHAPTER 8 

SENSITIVITY ANALYSIS: EFFECT OF ANALYSTS’ RANKINGS 

Leaders vs. Followers:  Definition and Measurement 

I conclude my investigation by conducting a sensitivity analysis of study results to 

analysts’ rankings. In particular, I am using the methodology that defines an analyst as 

a leader or a follower based on the timeliness of his/her forecasts relative to forecasts of 

other analysts for the same company (Cooper et al. 2001; Shroff et al. 2003). 

 Specifically, for each ticker/analyst/estimate date observation, I calculate the 

leader-follower ratio (LFR) as: (cumulative number of days by which the prior two 

forecasts precede the forecast of interest)/(cumulative number of days by which the 

consequent two forecasts follow the forecast of interest).13 Consistent with Cooper et al. 

(2001), when more than one forecast revision for a particular company is released on a 

given day, those observations are excluded from observations of interest but fully 

participate in the LFR calculations for forecasts issued on prior or consequent days.  

Having calculated the LFR for each ticker/analyst/estimate date observation, I 

determine the average LFR for each ticker/analyst pair. I label an analyst as a leader if 

the average LFR > 1, and as a follower otherwise.   My sample for consequent tests 

consisted of 2785 earnings forecasts issued by 936 analysts that were defined as 

leaders or followers through the calculations described above.14 
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Preliminary Analysis 

I conducted parametric and nonparametric tests of the difference in the 

leaders/followers structure for merging and non-merging firms and for pre-SFAS 

141,142 and post-SFAS 141, 142 environments. Results are reported in Table 18. I was 

unable to detect any significant differences in analyst coverage in terms of 

leaders/followers structure. Contrary to the findings of Shroff et al. (2003), I also did not 

find that lead analysts issue less accurate forecasts than followers for my whole sample 

of merging and non-merging firms. However, when the same test is performed only on 

the sample of merging firms, empirical results marginally support the hypothesis of 

lower forecast accuracy for lead analysts. These results are presented in Table 19.  

Table 18.  

Univariate tests of differences in leaders/followers structure.  Main sample. Annual 
forecasts for 1996 and 2002 issued in the second, third, and fourth quarters of 1996 and 
2002. 
 
Panel A. Differences in leaders/followers structure between merging and non-merging 
firms. 
 

Acquisition 
code N 

Mean 
Leader/Follower 

code 

P-value of 
parametric 
T-test(two-

sided) 

P-value of 
Wilcoxon two-

sample test (two-
sided) 

P-value of non-
parametric Median 

two-sample test (two-
sided) 

Merger 1421 0.516       
Non-
merger 1364 0.486       
      0.116 0.116 0.116

 
 
 
 
 
 
 
 
(Table continues) 



 57

Table 18. (continued) 
 
Panel B. Differences in leaders/followers structure between merging and non-merging 
firms. 
 

SFAS 
code N 

Mean 
Leader/Follower 

code 

P-value of 
parametric 
T-test (two-

sided) 

P-value of 
Wilcoxon two-
sample test 
(two-sided) 

P-value of non-
parametric Median 

two-sample test (two-
sided) 

Pre-SFAS 
141, 142 1533 0.513      
Post-
SFAS 141, 
142 1252 0.486       
      0.157 0.157 0.157

 

Table 19.  

Univariate tests of differences in analysts’ forecast errors for merging and non-merging 
firms: leaders vs. followers.  Main sample. 
 Annual forecasts for 1996 and 2002 issued in the second, third, and fourth quarters of 
1996 and 2002. 
 
Panel A. Combined sample: both merging and non-merging firms are included. 
 

Leader/Follower code N 

Mean 
Analysts'  
Forecast 

Error 

STD 
Analysts'  
Forecast 

Error 

Median 
Analysts'  
Forecast 

Error 
Follower (0) 1389 0.216 0.568 0.040 
Leader (1) 1396 0.185 0.484 0.043 
Parametric T-statistic   1.557     
P-value of the parametric T-test (two-sided)   0.120     

P-value of non-parametric Wilcoxon two-
sample test (two-sided)   0.887     

P-value of non-parametric Median two-
sample test (two-sided)   0.483     

 
Panel B. Merging firms. 

Leader/Follower code N 

Mean 
Analysts'  
Forecast 

Error 

STD 
Analysts'  
Forecast 

Error 

Median 
Analysts'  
Forecast 

Error 
Follower (0) 688 0.117 0.259 0.032 

(Table continues) 
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Table 19. (continued) 

Leader/Follower code N 

Mean 
Analysts'  
Forecast 

Error 

STD 
Analysts'  
Forecast 

Error 

Median 
Analysts'  
Forecast 

Error 
Leader (1) 733 0.159 0.462 0.036 
Parametric T-statistic   2.094     
P-value of the parametric T-test (two-sided)   0.036     

P-value of non-parametric Wilcoxon two-
sample test (two-sided)   0.090     

P-value of non-parametric Median two-
sample test (two-sided)   0.076     

 
 
Panel C. Non-merging firms. 

Leader/Follower code N 

Mean 
Analysts'  
Forecast 

Error 

STD 
Analysts'  
Forecast 

Error 

Median 
Analysts'  
Forecast 

Error 
Follower (0) 701 0.314 0.745 0.062
Leader (1) 663 0.214 0.506 0.060
Parametric T-statistic   2.875     
P-value of the parametric T-test (two-sided)   0.004     
P-value of non-parametric Wilcoxon two-sample 

test (two-sided)   0.226     
P-value of non-parametric Median two-sample 

test (two-sided)   0.872     
 

In addition, when the whole sample is divided into two samples of the pre-SFAS 

141, 142 and the post-SFAS 141, 142 environments, data suggests that lead analysts 

are more accurate in the post-SFAS 141, 142 environment. Table 20 presents these 

results.  
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Table 20.  

Univariate tests of differences in analysts’ forecast errors separately for the pre-SFAS 
141, 142 and the post-SFAS 141, 142 environments: leaders vs. followers.   
 
Main sample: annual forecasts for 1996 and 2002 issued in the second, third, and fourth 
quarters of 1996 and 2002. 
 
Panel A. Pre-SFAS 141, 142 environment. 
 

Leader/Follower code N 

Mean 
Analysts'  
Forecast 

Error 

STD 
Analysts'  
Forecast 

Error 

Median 
Analysts'  
Forecast 

Error 
Follower (0) 746 0.212 0.439 0.045 
Leader (1) 787 0.224 0.537 0.043 
Parametric T-statistic   0.454     
P-value of parametric T-test (two-sided)   0.650     

P-value of non-parametric Wilcoxon two-
sample test (two-sided)   0.648     

P-value of non-parametric Median two-
sample test (two-sided)   0.578     

 
Panel B. Post-SFAS 141, 142 environment. 

Leader/Follower code N 

Mean 
Analysts'  
Forecast 

Error 

STD 
Analysts'  
Forecast 

Error 

Median 
Analysts'  
Forecast 

Error 
Follower (0) 643 0.221 0.688 0.037 
Leader (1) 609 0.135 0.401 0.044 
Parametric T-statistic   2.669     
P-value of parametric T-test (two-sided)   0.008     

P-value of non-parametric Wilcoxon two-
sample test (two-sided)   0.420     

P-value of non-parametric Median two-
sample test (one-sided)   0.102     
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Model 

The results reported in the previous section suggest an interaction effect 

between analyst ranking (leader vs. follower) and PostSFAS, and between analyst 

ranking and Merger, on forecast accuracy. I explore the presence of this interaction with 

the following model: 

+++++= jiiiinjit LeaderMergerPostSFASPostSFASMergerFERR 43210 βββββ  

++++++ itititjiji DIANTSizeLeaderMergerLeaderPostSFAS 98765 βββββ  

itinjit LossFT εββ +++ 1110  

where: 

i is the merging company or the matched non-merging company; 

t is 1996 (pre-SFAS 141, 142 environment) or 2002 (post-SFAS 141, 142 environment); 

=iMerger 1, if the forecast is for a merging firm, and 0 otherwise; 

=iPostSFAS 1, if the forecast is for the post-SFAS 141, 142 environment (for the year 

2002), and 0 otherwise (for the year 1996); 

jLeader =1, if the forecast is issued by analysts defined as leaders, and 0 otherwise; 

itSize  is the control variable for firm size proxied by the logarithm of market value of firm 

i, measured at the end of fiscal year t. The logarithm of market value is used to 

capture nonlinearities in the relation between forecast accuracy and firm size; 

 itANT  is the control variable for information intensity of firm i proxied by the logarithm of 

the number of analysts who issued earnings forecasts for year t; 
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itAVF  is the additional control variable for firm information intensity proxied by the 

logarithm of the average number of annual forecasts issued by analysts who 

follow the i-th firm in year t;  

itDI  is the control variable for capital intensity of the firm i calculated as depreciation 

expense in year t, divided by net sales in year t; 

njitFT  is the control variable for the timing of forecasts, calculated as the number of days 

since the beginning of the calendar year up to the n-th forecast of analyst j for 

company i for year t, divided by 365; 

=itLoss 1, if the forecast is for a firm i that reported a loss in year t, and 0 otherwise. 

Table 21 provides estimates for the model and evidence of their significance. 

Table 21. 
 

Variables 
Predicted 
Coefficient 

Signs 

Calculated 
coefficient P-value 

P-value adjusted 
for 

heteroskedasticity

Intercept   0.869 <0.0001 <0.0001
Merger + -0.104 0.001 0.0002
PostSFAS ? 0.079 0.012 0.038
PostSFAS*Merger - -0.160 <0.0001 0.001
Leader ? -0.038 0.212 0.189
PostSFAS*Leader - -0.092 0.012 0.013
Merger*Leader + 0.118 0.001 0.001
Size - -0.114 <0.0001 <0.0001
ANT ? 0.178 <0.0001 <0.0001
DI + -0.076 0.593 0.675
FT - -0.292 <0.0001 <0.0001
DUM2 + 0.440 <0.0001 <0.0001
F Value   56.760   
R-squared   0.1838   
Adjusted R-
squared   0.1805   
White's test   820.900    
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Analysis of Table 21 confirms the significant positive interaction between analyst 

ranking and corporate participation in acquisition activity (for the variable 

Merger*Leader, p=0.001). While the firms involved in acquisition activity are 

characterized on average by lower forecast error, lead analysts are less accurate when 

predicting earnings of merging firms than their following peers. The factors of this bias 

demand further investigation. It is unclear at this moment whether this lead analyst 

failure is due to: (1) objective difficulties of forecasting earnings for merging firms, (2) 

trading accuracy for timeliness that might be especially critical under the circumstances, 

or (3) institutional affiliation.  

Similarly, the significant negative interaction between analyst ranking and the 

post-SFAS 141, 142 environment is an interesting finding as well (for the variable 

PostSFAS*Leader p=0.013). Table 21 demonstrates that controlling for analyst ranking 

results in a marginally significant positive coefficient on  POSTSFAS (p=0.038): on 

average, the difficulty of forecasting earnings did not change (or slightly increased) in 

the post-SFAS 141, 142 environment .15 However, a negative significant coefficient on 

the LeaderPostSFAS variable suggests that lead analysts increased their accuracy in 

the post-SFAS 141, 142 environment relative to the followers, and this increase is 

significant.   

Thus, we may infer from empirical data that the increase in the earnings forecast 

accuracy for companies involved in mergers and acquisitions in the post-SFAS 141, 142 

environment might be attributable to the increased accuracy of the lead analysts but not 

the followers.  Separate study is warranted to investigate this phenomenon. 
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CHAPTER 9 

CONCLUSIONS, IMPLICATIONS, AND LIMITATIONS 

Findings 

This study examined the impact of SFAS 141, 142 on the accuracy of financial 

analysts’ earnings forecasts after mergers. Specifically, I hypothesized lower forecast 

error of future earnings for companies that experienced mergers after the adoption of 

SFAS 141, 142 than for those who went through business combinations before those 

accounting changes.  

Test results provide strong evidence that earnings forecast errors for companies 

involved in merging and acquisition activity decreased after the adoption of SFAS 141, 

142.  Test results also suggest that this decrease of earnings forecast errors is 

attributable to factors specific to merging companies but not common to merging and 

non-merging companies. Test results also present evidence, although weaker, that this 

decrease is due to changes in business combination reporting required by SFAS 141, 

142. 

I also conducted sensitivity analysis of study results to analysts’ rankings. Using 

the methodology that defines analyst as a leader or a follower based on the timeliness 

of his/her forecasts relative to forecasts of other analysts for the same company 

(Cooper et al. 2001; Shroff et al. 2003), I concluded that the overall increase in earnings 

forecast accuracy for merging firms in the post-SFAS 141, 142 environment results from 

the increased accuracy of leaders but not followers.  
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Limitations 

Several factors warrant caution in interpreting study results. First, my sample size 

is relatively small. Although this is a direct consequence of significant labor involved in 

the selection of merged firms, working with footnotes, and manual matching, replicating 

the study with a larger sample might be useful for consequent validation of this study’s 

results. 

Second, I have not had an opportunity to disentangle the separate effects of 

several simultaneous accounting changes that constitute the essence of SFAS 141, 

142: (1) elimination of pooling, (2) mandatory prescription of purchase for business 

combinations, (3) substitution of mandatory amortization by impairment testing for 

goodwill and intangible assets with indefinite life, and (4) extended disclosure 

requirements for business combinations reporting. This important limitation follows from 

my choice of an archival rather than an experimental research design, with its priority of 

external validity over construct and internal validities.  

Thus, this study’s results should not be evaluated in the context of pooling vs. 

purchase or amortization vs. impairment discussions. These results should be 

interpreted as evidence on the difference in the overall financial information 

environment for corporations that recently experienced mergers before and after SFAS 

141, 142, in all their complexity.  

Third, some would argue that the study results might be attributable to other 

contemporaneous regulatory changes, specifically to Reg FD.16  Therefore, I examine 

the relevant Reg FD academic research and its implications for my study results in 

detail below. 
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The Reg FD as the Confounding Variable for the Study Results 

Several recent academic studies empirically tested the effectiveness of Reg FD 

in “field leveling” and its effect on stock market and analysts’ forecasts. In particular, 

Irani and Karamanou (2003) report a decrease in analyst coverage and an increase in 

forecast dispersion following the enactment of Reg FD. Irani and Karamanou (2003) 

interpret such study results as evidence of the decreased quantity and quality of publicly 

available data in the post-Reg FD information environment.  

The increased dispersion in analysts’ forecasts in the post-Reg FD period is also 

documented by other researchers (Bailey et al. 2003; Mohanram and Sunder 2002). 

Although those researchers share Irani and Karamanou’s (2003) conclusion about the 

decreased quality of public information in the post-Reg FD environment (Straser 2002), 

they attribute this phenomenon to the simultaneously increased quantity of this 

information (Bailey et al. 2003; Heflin et al. 2003; Eleswarapu et al. 2003; Straser 2002). 

In other words, these researchers suggest that Reg FD (1) resulted in a significant 

increase in privately inferred information (Barron et al. 2003) and, consequently, 

increased disagreement among analysts (Bailey et al. 2003); (2) provided advantages 

for market agents more capable in information interpretation (Mohanram and Sunder 

2002); (3) did not significantly affect market volatility17 (Eleswarapu et al. 2003; Heflin et 

al. 2003; Bailey et al. 2003); and (4) achieved its goal in restricting selective disclosure 

(Gintschel and Markov 2003).  

Summarily, the empirical evidence on Reg FD’s impact on analysts’ judgment is 

contradictory and suggests that Reg FD might affect some properties of earnings 

forecasts.  This evidence, however, gives no reasons to believe in different Reg FD 
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effects for merging and non-merging corporations. Since in my study I examine the 

difference in analysts’ forecasts accuracy between merging and non-merging 

companies before and after SFAS 141, 142, I believe that such a research design 

controls for the confounding effects of Reg FD. 

An alternative approach to control for Reg FD would be to restrict the pre-SFAS 

141, 142 data sample to the period after October 23, 2000 but before July 31, 2001. 

Such an approach, however, might result in a data sample that is too small. In addition, 

mergers that happened during this period might be unusual for the pre-SFAS 141, 142 

information environment: forthcoming accounting changes in business combination 

reporting might influence the related managerial decisions.  

Future Research 

This study provides evidence that annual earnings forecast accuracy for 

companies involved in merging and acquisition activity significantly increased in the  

post-SFAS 141, 142 environment. However, due to my intentional research design 

choice, I am unable to disentangle the separate effects of SFAS 141 and SFAS 142. In 

an attempt to achieve that, future studies might examine (1) whether the accuracy of 

analysts’ earnings forecasts significantly changed after SFAS 142 for corporations that 

had not recently experienced mergers but had in their balance sheet a significant 

amount of goodwill and intangible assets with indefinite lives; (2) whether the total 

market amount of corporate goodwill and, consequently, the price to book ratio 

significantly changed after SFAS 141, 142; and (3) whether SFAS 141, 142 resulted in 

an increase or decrease in overall acquisition activity. Each of those studies might 
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provide interesting evidence on the additional effects of SFAS 141, 142 and the 

incremental contribution of SFAS 142.  

I also reported that the increase in earnings accuracy for merging firms is more 

likely due to increased accuracy of leading analysts rather than followers. Future 

research in this area might examine: (1) whether classification of leaders and followers 

using the described earlier methodology is consistent with other existing market 

rankings; (2) whether the characteristic of leadership is associated with some definite 

institutional affiliation (e.g., analysts of large brokerage firms); and (3) whether the 

leaders’ increased forecasting accuracy might be attributable to greater control over 

financial analyst activity after analysts’ scandals (Scannell 2003; Smith 2003). 

Finally, results reported in Chapter 7 suggest that while overall accuracy of 

annual earnings forecasts for all (merging and non-merging) companies did not change, 

annual forecasts issued earlier during the year became more accurate. This dynamic 

suggests the effect of Reg FD and warrants the study with a similar research design but 

more general sample. Other Reg FD-related studies might examine whether the time 

period between the announcement date of the merger and the effective date of the 

merger decreased after the passage of Reg FD, and whether Reg FD resulted in a 

greater number of merger announcements which never became effective. 
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ENDNOTES 

 
1 In particular, Clement and Tse (2003) identify stronger market reactions to forecasts of 

analysts of large brokerages and to forecasts released earlier in the year. Gleason and 

Lee (2003) provide evidence on different market biases in response to earnings 

forecasts. They report that investors do not differentiate between the “high-innovation” 

earnings revision that reflects analyst’s private “idiosyncratic” information and the “low-

innovation” revision stimulated by prior revisions of other analysts (“revision toward 

consensus”). They also document that the market adjusts faster for “celebrity” analysts 

and for firms with greater analyst coverage.  

2 These empathic connections are necessary to warrant analysts’ access to internal 

information and increase analysts’ future accuracy (Bowen et al. 2002). 

3 The existence of stock options and repurchase plans makes it harder for a business 

combination to qualify for the “absence of planned transaction” condition. 

4 Gray (1988), in Roberts and Salter (1999), defines uniformity as “a preference for the 

enforcement of uniform accounting practices between companies and for the consistent 

use of such practices over time as opposed to flexibility in accordance with the 

perceived circumstances of individual companies” (p.123). For a more theoretical 

explanation of the role of uniformity in accounting, also see Chambers (1966, p.152-

154). 

5 According to the business press, the FASB first announced its intentions to eliminate 

or seriously restrict pooling of interests on August 22, 1996. 
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6 Labels such as repurchase and self-tender signal cases of corporate restructurings.  

The term “divestiture” refers to the acquisition of a department of a public company and 

is not the pure, classic case of corporate acquisition. 

7 Excluded are the cases of “open market purchases” that represent the purchase of 

securities without qualifying as a “business combinations transaction.”  

8 The match on the SIC code is necessary to control for “industry-wide commonalities in 

earnings” (Magee 1974). 

9 I had difficulty finding the proper match when I examined the footnotes for six 

companies with the same SIC code as a merging company and the closest net sales 

number (three companies with net sales less than merging company, and three 

companies with net sales higher than merging company) and still was unable to find one 

that met my described requirements.  

10 This calculation is identical to the percentage forecast error in Haw et al. (1994). 

11 For more details on heteroskedasticity adjustment see section “Regression results” 

and Table six. 

12 Below I present the regression results for the combined sample of annual earnings 

forecasts for 1996 (2002) issued in the second, third and fourth quarters of 1996 (2002). 

I also ran the same regression separately for each quarter. Results for separate 

quarters are consistent with the results for the combined sample: the coefficient on 

PostSFASMerger is negative in all three cases and significant (marginally for the 

second quarter (0.0573), and highly for the third and fourth quarters (<0.0001)). 

13 To calculate the LFR for observations issued in the beginning or in the end of the 

examined period, I initially calculate the LFR on the whole sample of the transactions 
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from January 1, 1995 up to December 31, 1997, and from January 1, 2001 up to 

December 31, 2003. Having calculated the LFR for the particular observation, I exclude 

transactions for the years 1995, 1997, 2001, and 2003 before calculating average LFR 

for each analyst/ticker pair. 

14 I had to exclude 669 observations from the consequent analysis because of the 

failure to calculate LFR for those analysts (several forecasts were issued 

simultaneously on the same day, etc.). 

15 All other coefficients have the same sign as in previous models and are significant. 

16 Appendix C provides background information on the essence of Reg FD. 

17 Controlling for other non-FD factors. 
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APPENDIX A 
 

MATCHED PAIRS 



Ticker Business description from 10-K

PRE-SFAS environment.

SIC 25.
First pair.

LEA We were incorporated in Delaware in 1987. We are the world s largest automotive
interior systems supplier based on net sales.

BSET The Company is the lessor of permanent exhibition space to furniture and
accessory manufacturers which are headquartered throughout the United States
and in many foreign countries. 

SIC 26.
Second pair.

KMB The Corporation is principally engaged
in the manufacturing and marketing throughout the world of a wide range
of products for personal, business and industrial uses.  Most of these
products are made from natural and synthetic fibers using advanced
technologies in absorbency, fibers and nonwovens.

MMM 3M  is  an  integrated  enterprise characterized  by  substantial
interdivision   and   intersector   cooperation   in    research,
manufacturing  and  marketing of products  incorporating  similar
component  materials  manufactured at  common  internal  sources.

SIC 27.
Third pair.

TRB Tribune Company ("Tribune" or the "Company") is a media and
entertainment company. Through its subsidiaries, the Company is engaged in
newspaper publishing, television and radio broadcasting and entertainment. The
Company was founded in 1847 and incorporated in Illinois in 1861. 

AM American Greetings Corporation and its subsidiaries ( the Corporation ) operate
predominantly in a single industry: the design, manufacture and sale of
everyday and seasonal greeting cards and other social expression products.

Fourth pair.

GCI Gannett Co., Inc. is a diversified news and information company that publishes
newspapers, operates broadcasting stations, operates Web sites in connection
with its newspaper and broadcast operations, and is engaged in marketing,
commercial printing, a newswire service, data services and news programming.
Gannett is an international company operating primarily in the U.S. and the
United Kingdom (U.K.). 

RDA We are a preeminent global leader in publishing and direct marketing,
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and we create and deliver products that inform, enrich, entertain and
inspire, including magazines, books, recorded music collections and home
videos.

SIC 28.
Fifth pair.

SGP Subsidiaries of Schering-Plough Corporation are engaged in the 
discovery, development, manufacturing and marketing of 
pharmaceutical and health care products worldwide.  Products 
include prescription drugs, animal health, over-the-counter 
(OTC), foot care and sun care products.

RPR The Company is primarily engaged in the discovery, development, manufacture
and marketing of a broad line of pharmaceutical products for human use. 

Sixth pair.

PFE Pfizer Inc. (the "Company") is a research-based global health care
company. The Company discovers, develops, manufactures and sells innovative
technology-intensive products in three business segments: Health Care, which
includes a broad range of prescription pharmaceuticals, orthopedic implants,
medical devices and surgical equipment; Animal Health, which includes animal
health products and feed supplements; and Consumer Health Care, which includes a
variety of nonprescription drugs and personal care products.

LLY The Company,  including its subsidiaries, is engaged in the discovery, development,
manufacture, and sale of products and the provision of services in
one industry segment--Life Sciences. Research efforts are primarily directed
 toward the discovery of products to diagnose and treat diseases in
 human beings and animals and to increase the efficiency of animal
food production.

Seventh pair

BMY The Company, through its divisions and subsidiaries,
 is a major producer and distributor of pharmaceutical
products, nonprescription health products, medical devices and toiletries and
beauty aids.  

MRK Merck & Co., Inc. is a leading research-driven pharmaceutical company that
discovers, develops, manufactures and markets a broad range of human and animal
health products and services.  The Company's industry segment is the Human and
Animal Health Products and Services segment, which includes Merck-Medco Managed
Care, L.L.C. (formerly Medco Containment Services, Inc.) ("Merck-Medco"),
acquired in November 1993.

Eighth pair.
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NABI NABI is a vertically integrated biopharmaceutical company that supplies
human blood plasma and develops and commercializes therapeutic products for the
prevention and treatment of infectious diseases and immunological disorders.

BGEN Biogen, Inc. ("Biogen" or the "Company") is a biopharmaceutical company
principally engaged in the business of developing, manufacturing and marketing
drugs for human healthcare. 

Nineth pair.

WATS Watson Pharmaceuticals, Inc. ("Watson" or the "Company"), incorporated
in 1985, is engaged in the research and development, production, marketing and
distribution of off-patent and proprietary pharmaceutical products. The Company
pursues a balanced strategy of generating revenue through its long-established
off-patent pharmaceutical business, capitalizing on its proven capabilities to
support the development of off-patent and proprietary products. The Company's
objective is to become a fully integrated pharmaceutical company which (i)
develops and markets off-patent pharmaceuticals and (ii) develops proprietary
and off-patent products and markets such products worldwide through
pharmaceutical companies, joint ventures and its own marketing efforts. 

LAW     The Company has concluded that it operates primarily in one segment, the
specialty polymers segment, since all of its revenues are derived from the
manufacture and sale of its specialty polymers. Within this segment the Company
has two main product lines, printing ink vehicles and slip additives, and
synthetic and hydrocarbon resins. These products are manufactured, warehoused
and sold using essentially the same systems, sales force and distribution
network.

SIC 35.
10-th pair.

DBD The Registrant was incorporated under the laws of the State of Ohio in
August, 1876, succeeding a proprietorship established in 1859 and is engaged
primarily in the sale, manufacture, installation and service of automated
self-service transaction systems, electronic and physical security products,
software and integrated systems.

IOM Iomega Corporation ("Iomega" or the "Company") designs, manufactures 
and markets innovative data storage solutions, based on removable-media 
technology, for personal computer users.  The Company's primary data 
storage solutions include disk drives marketed under the trademarks Zip 
and Jaz and a family of tape drives marketed under the trademark Ditto.  

11-th pair

GFII Greenfield Industries, Inc. (Greenfield or the Company) is a global
manufacturer of expendable products for material cutting, material removal and
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wear applications used in various industries. The Company also manufactures a
limited number of products (primarily bilge pumps) for the marine industry. The
Company markets its products through six product groups which are as follows:
(1) industrial products, (2) engineered products, (3) energy and construction
products, (4) electronics products, (5) consumer products, and (6) marine
products. 

SQNT Sequent Computer Systems, Inc. ("Sequent" or "the Company") is a provider 
of scalable data center ready open systems solutions for large organizations 
spanning diverse industries.  Sequent designs, manufactures and markets high-
performance symmetric multiprocessing (SMP) and CC-NUMA (Cache Coherent Non-
Uniform Memory Access) computer systems and operating environment software.  

SIC 38.
12-th pair.

TER  Teradyne, Inc. (the "Company") designs, manufactures, markets, and services
electronic test systems and related software used by component manufacturers in
the design and testing of their products and by electronic equipment
manufacturers for the design and testing of circuit boards and other assemblies.
The Company also manufactures backplane connection systems, principally for
the computer, telecommunications, and military/aerospace industries. 

GDT The Company is a multinational company that designs,
develops, manufactures and markets a broad range of products for
use in cardiac rhythm management ("CRM"), vascular intervention
("VI"), and other forms of minimally invasive systems ("MIS").
In CRM, the Company is a worldwide leader in automatic
implantable cardioverter defibrillator ("AICD") systems.  The
Company also designs, manufactures and markets a full line of
implantable pacemaker systems used in the treatment of slow or
irregular arrhythmias.  

13-th pair.

DMG The Company conducts its operations through two business
segments:  Tools and Components and Process/Environmental Controls.
The Tools and Components segment is comprised of the Danaher
 Hand Tool Group (including Special Markets and Professional Tool
Division. This segment is one of the largest domestic producers of general
 purpose mechanics' hand tools and automotive specialty tools. 

PRD Polaroid Corporation, a Delaware corporation founded in 1937, and its
subsidiaries (the "Company") comprise a worldwide enterprise with
1996 sales of approximately $2.3 billion. The Company designs,
manufactures and markets a variety of products primarily in instant
image recording fields. The Company's products are used in amateur
and professional photography, industry, graphic arts, science,
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medicine, government, and education.

SIC 42.
14-th pair.

SMXC Smithway  Motor  Xpress  Corp.  ("Smithway"  or  the  "Company")  is  a
truckload  carrier  that  provides  nationwide   transportation  of  diversified
freight, concentrating primarily on the flatbed segment of the truckload market.
The Company uses its "Smithway Network" of 24 computer-connected  field offices,
commission  agencies,   and  Company-owned   terminals  to  offer  comprehensive
truckload  transportation services to shippers located predominantly between the
Rocky  Mountains in the West and the  Appalachian  Mountains in the East, and in
eight Canadian provinces.

KNGT Knight  Transportation,  Inc.  and  Subsidiaries  (the  Company)  is a short  to
medium-haul, truckload carrier of general commodities operating primarily in the
western United States.  The operations are centered in Phoenix,  Arizona,  where
the Company has its corporate  offices,  truck  terminal,  and  dispatching  and
maintenance  services.  During  1996,  the Company  expanded its  operations  by
opening new facilities in Katy,  Texas and  Indianapolis,  Indiana.  

15-th pair.

ABFS Arkansas Best Corporation (the "Company") is a diversified holding company
located in Fort Smith, Arkansas. The Company is engaged through its motor
carrier subsidiaries in less-than-truckload ("LTL") and truckload shipments
of general commodities, through its intermodal and logistics subsidiaries in
intermodal marketing and freight logistics services and through its 46%-owned
subsidiary, Treadco, Inc. ("Treadco") in truck tire retreading and new truck
tire sales.

JBHT J.B. Hunt Transport Services, Inc., together with its wholly-owned
subsidiaries ("JBH" or the "Company") is a diversified transportation services
and logistics company operating under the jurisdiction of the U.S. Department of
Transportation, formerly the Interstate Commerce Commission ("ICC"), and various
state regulatory agencies. JBH is an Arkansas holding company incorporated on
August 10, 1961. Through its subsidiaries JBH transports primarily full-load
containerizable freight throughout the continental United States and portions of
Canada and Mexico. The Company also provides logistics and transportation-
related services which may utilize JBH equipment and employees, or may employ
equipment and services provided by unrelated third parties in the transportation
industry.

SIC 48.
16-th pair.
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VCEL Vanguard Cellular Systems, Inc. ("the Company") is one of the largest
independent operators of cellular telephone systems in the United States based
on its 7.9 million aggregate POPs as of December 31, 1996. The Company serves
over 500,000 subscribers located in five "metro-clusters," or contiguous groups
of cellular markets, comprised of 29 markets in the Eastern United States,
including the Mid-Atlantic and Ohio Valley SuperSystems and the Florida,
Carolinas and New England metro-clusters. 

MTTL Mobile Telecommunication Technologies Corp. ("Mtel" or the "Company") is a
leading provider of nationwide and international one-way wireless messaging
services in the United States and selected international markets. In September
1995, Mtel also commenced commercial operation of the first advanced messaging
network in the United States that utilizes spectrum allocated by the Federal
Communications Commission ("FCC") for narrowband personal communications
services ("PCS"). Mtel's strategy is to maintain its leadership position by
serving as a high quality, single source provider of one-way and advanced
messaging services and continuing to develop and provide innovative, value-
added services.

SIC 59.
17-th pair.

GML Global is a direct marketer of over 40,000 products including brand name
and private label computer related products, office products and industrial
products in North America and Europe. The Company emphasizes a broad selection
of in-stock products, frequent mailings of a variety of distinctively branded
full color catalogs, extensive customer service and prompt, complete order
fulfillment. The Company's portfolio of catalogs includes such established
brand names as Global, Misco, HCS Global, HCS Misco, Dartek, Power Up! and
Tiger for computer related products and office products and Global and
ArrowStar for industrial products. 

CDWC The Company (sometimes referred to herein as "CDW") sells Microsoft Windows
95/Windows NT/Windows/MS-DOS ("Microsoft") and Apple/Macintosh based (i)
microcomputer hardware and peripherals, including desktop computers, notebooks
and laptops, printing devices, video monitors, communications equipment, add-on
boards and memory, input, multi-media and data storage devices; (ii) software;
(iii) networking products; and (iv) accessories, using a high volume,
cost-efficient, direct marketing format. The primary focus of the Company's
business is in sales of Microsoft based and compatible products. Currently, CDW
has a database of over 1.7 million customer and prospective customer names,
generated by advertising in approximately 23 national and regional personal
computer magazines, including PC Magazine, PC World, MAC World, and Computer
Shopper, and through periodic catalog mailings utilizing owned and leased third
party mailing lists. 

SIC 60.
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18-th pair.

NOB Wells Fargo & Company (Parent) is a bank holding company whose principal
subsidiary is Wells Fargo Bank, N.A. (Bank). Besides servicing millions of
customers in ten western states, Wells Fargo & Company and Subsidiaries
(Company) provide a full range of banking and financial services to commercial,
agribusiness, real estate and small business customers across the nation.

BT The Corporation delivers a wide range of financial products and services
worldwide principally through eight broad Organizational Units. Five units are
organized around specific products and services: Investment Banking, Risk
Management Services, Trading & Sales, Investment Management, and Client
Processing Services. Three additional units are organized to deliver these same
types of financial products and services with the unique local expertise
necessary to operate successfully in Australia/New Zealand, Asia and Latin
America.

19-th pair.

CLBG The Banks conduct a general commercial banking business
 in their respective service areas and offer banking services 
such as the receipt of demand, savings and time deposits,
personal, commercial and mortgage loans, credit card and safe deposit 
box services, and the purchase and sale of government securities. 

ONBK ONBANCorp, Inc. (the Company) is a financial services company primarily in the
business of commercial and retail banking providing a wide range of banking,
fiduciary and other financial services to corporate, institutional, municipal
and individual customers. 

20-th pair.

NFB  North Fork Bancorporation, Inc. (the "Company"), a bank holding company
organized in 1980 under the laws of the State of Delaware, is registered under
the Bank Holding Company Act of 1956, as amended. The Company, through its bank
subsidiary, North Fork Bank (the "Bank") provides a variety of banking and
financial services to middle market and small business organizations, local
governmental units, and retail customers in the metropolitan New York area.

DAPN   Dauphin Deposit Corporation (Dauphin or Registrant) is a bank holding
company, incorporated under the laws of the Commonwealth of Pennsylvania in
1974. Dauphin's wholly-owned bank subsidiary is Dauphin Deposit Bank and Trust
Company (Dauphin Bank), which includes the Bank of Pennsylvania, Valleybank and
Farmers Bank Divisions, through which Dauphin provides banking services.
Dauphin Bank is engaged in the commercial and retail banking and trust business
including the taking of time and regular savings and demand deposits, the
making of commercial and consumer loans and mortgage loans, the providing of
credit cards, safe deposit services and the performance of personal, corporate
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and pension trust services. 

SIC 64.
21-st pair.

FSA Financial Security Assurance Inc. (the Company), a wholly owned subsidiary
of Financial Security Assurance Holdings Ltd. (the Parent), is an insurance
company domiciled in the State of New York. The Company is engaged in providing
financial guaranty insurance on asset-backed financings and municipal
obligations. 

EMCI EMC Insurance Group Inc. is an insurance holding company incorporated in
Iowa in 1974.  EMC Insurance Group Inc. is approximately 67 percent owned by
Employers Mutual Casualty Company (Employers Mutual), a multiple-line property
and casualty insurance company organized as an Iowa mutual insurance company in
1911 that is licensed in all 50 states and the District of Columbia.  

22-nd pair.

OC Orion Capital Corporation is an insurance holding company.  
Our operations are highly specialized.  We underwrite and sell the
following specialized insurance products and services:
     - workers compensation products and related services through EBI          
       Companies;
     - professional liability coverage for architects, engineers, 
       environmental consultants, lawyers and accountants through DPIC         
       Companies;
     - special property and casualty insurance programs tailored to
       the risks associated with selected types of businesses through          
       Connecticut Specialty;
     - nonstandard automobile insurance for individuals and businesses,
       as well as other property insurance through Guaranty National           
       Corporation and its subsidiaries (including Viking Insurance            
       Company of Wisconsin); and
     - underwriting management of insurance pools focusing on ocean cargo,     
       inland marine and commercial property coverages through Wm. H. McGee    
       & Co., Inc.

OCAS Ohio Casualty Corporation (the Corporation) was incorporated under the laws of
Ohio in August, 1969. The Corporation operates primarily as a holding company
and is principally engaged, through its direct and indirect subsidiaries, in the
business of property and casualty insurance and insurance premium finance.

23-rd pair.

HUM Since 1983, the Company has offered managed health care products that
integrate medical management with the delivery of health care services through
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a network of providers. This network of providers may share financial risk or
have incentives to deliver quality medical services in a cost-effective manner.
The Company also offers various specialty and administrative
service products including dental, group life, workers' compensation, and
pharmacy benefit management services.

TA Transamerica Corporation is a financial services organization which engages
through its subsidiaries in life insurance, consumer lending, commercial
lending, leasing and real estate services. The United States is the primary
market for the services offered by most of Transamerica's subsidiaries except
for the leasing business, which operates in the container leasing business
worldwide.

SIC 79.
24-th pair

GRND Grand Casinos, Inc. (the "Company") is a casino entertainment company that
develops, constructs and manages land-based and dockside casinos in emerging
gaming markets. The Company's strategy is to distinguish itself within its
markets by offering superior facilities with extensive nongaming amenities,
combined with experienced corporate and casino management and comprehensive
marketing programs.

SBO      Showboat,  Inc.,  through subsidiaries,  (collectively,  the
"Company") is an international gaming company with over 40  years
of  gaming  experience  that (i) owns and operates  the  Showboat
Casino  Hotel fronting the Boardwalk in Atlantic City, New Jersey
(the  "Atlantic  City  Showboat"), (ii)  owns  and  operates  the
Showboat  Hotel, Casino and Bowling Center in Las  Vegas,  Nevada
(the  "Las Vegas Showboat"), and (iii) beneficially owns a  24.6%
interest  in, and manages, the Sydney Harbour Casino  in  Sydney,
New  South  Wales,  Australia ("Sydney  Harbour  Casino"),  which
commenced gaming operations in an interim casino on September 13, 1995.

SIC 80.
25-th pair.

THTX TheraTx, Incorporated ("TheraTx" or the "Company") provides
outcomes-oriented healthcare services with a focus in two specialized practice
areas:  postacute care and occupational health.

PHYN Physician Reliance Network, Inc. (the "Company") provides the
management services, facilities, administrative and technical support, and
ancillary services necessary for physicians to establish and maintain a fully
integrated network of outpatient oncology care. As of December 31, 1996, the
Company had operations in Texas, Iowa, Oregon, Washington, Missouri, Maryland,
Arkansas, New York, Minnesota, and Illinois and provided its services to 290
physicians. The physicians affiliated with the Company provide all aspects of 
care related to the diagnosis and outpatient treatment of cancer, including 
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medical oncology, radiation oncology, gynecological oncology, and diagnostic 
radiology.

SIC 13.
26-th pair.

CMRE Comstock  Resources,   Inc.,  a  Nevada  corporation   (together  with  its
subsidiaries, the "Company"), was formed in 1919 as Comstock Tunnel and Drainage
Company. In 1987, the Company's name was changed to Comstock Resources, Inc. The
Company is primarily  engaged in the  acquisition,  development,  production and
exploration of oil and natural gas reserves in the United States.

OKC  Box Energy Corporation (the "Company" or "BEC") is an independent
exploration and production company primarily engaged in the exploration for, and
the development and production of, oil and natural gas.
The Company is primarily engaged in one industry segment and one line of
business which is the exploration, development and production of oil and natural
gas reserves. 

27-th pair.

TMBR The Company is engaged primarily in the domestic exploration for, and
the acquisition, development, production, marketing, and sale of, natural gas
and crude oil in the United States. The Company's activities are conducted
principally in the Wind River and Green River Basins of Wyoming, the Piceance
Basin of Colorado, the Val Verde Basin of west Texas and the Permian Basin of
west Texas and southeastern New Mexico. The Company also, to a lesser extent,
conducts exploration and development activities in other areas of the
continental United States.

CWEI Clayton Williams Energy, Inc. and its subsidiaries (the "Company") are 
primarily engaged in the exploration for and development and production of 
oil and natural gas.  The Company commenced operations in May 1993 following 
the consolidation into the Company (the "Consolidation") of substantially all 
of the oil and gas and gas gathering operations previously conducted by 
various companies controlled by Clayton W. Williams, Jr. (collectively, the 
"Williams Companies") and the completion of the Company's initial public 
offering of Common Stock (the "Initial Public Offering").

SIC 36.
28-th pair.

REPT Reptron Electronics, Inc. (the "Company") is an integrated electronics 
company operating as a distributor of electronic components and a contract 
manufacturer of electronic products.  The Company was founded in 1973 as a 
distributor of electronic components and, through Reptron Distribution, is 
currently a leading national distributor of electronic components.  In 1986, 
the Company entered the contract manufacturing business through the 
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acquisition of K-Byte Manufacturing.  The Company believes that its two 
business activities are complementary and serve to distinguish the Company 
from its competitors.  

ADTN ADTRAN, Inc. (the "Company") designs, develops, manufactures, markets 
and services a broad range of high speed digital transmission products utilized 
by telephone companies ("Telcos") and corporate end-users to implement advanced
digital data services over existing telephone networks. The Company also
customizes many of its products for private label distribution and for original
equipment manufacturers ("OEMs") to incorporate into their own products. Most of
the Company's Telco and customer premises equipment ("CPE") products are
connected to the local loop ("Local Loop"). 
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POST-SFAS environment.
SIC 13.
First pair.

CRZO Carrizo Oil & Gas, Inc. ("Carrizo" or the "Company") is an independent oil
and gas company engaged in the exploration, development, exploitation and
production of natural gas and crude oil. The Company's current operations are
primarily focused onshore in proven oil and gas producing trends along the Gulf
Coast, in Texas and Louisiana in the Frio, Wilcox and Vicksburg trends ("Gulf
Coast Core Areas").

PENG Prima s primary business is the exploration for, and the acquisition, 
development and production of, crude oil and natural gas. 
The Company is also engaged in oil and gas property operations
and oilfield services, and, at times, has engaged in natural gas gathering,
marketing and trading. Prima s activities have been conducted predominantly in
the Rocky Mountain region of the United States.

SIC 28.
2-nd pair.

ABT Abbott Laboratories is an Illinois corporation, incorporated in 1900.
Abbott's* principal business is the discovery, development, manufacture, and
sale of a broad and diversified line of health care products.

SGP Subsidiaries of Schering-Plough are engaged in the discovery, development,
manufacturing and marketing of pharmaceutical products worldwide. Discovery and
development efforts target the field of human health. Occasionally,
applications in the field of animal health can result from these efforts. 

3-rd pair.

BMY The Company has three reportable segments-Pharmaceuticals, Nutritionals
and Other Healthcare. The Pharmaceuticals segment manufactures, 
distributes and sells branded and generic ethical pharmaceuticals. 
The Nutritionals segment manufactures, distributes and sells infant
formulas and other nutritional products. The Other Healthcare segment consists 
of ConvaTec, Medical Imaging and Consumer Medicines (U.S. and Japan). 

LLY Eli Lilly and Company (the  Company  or  Registrant , which may be referred to
as  we ,  us , or  our ) was incorporated in 1901 in Indiana to succeed to the
drug manufacturing business founded in Indianapolis, Indiana, in 1876 by
Colonel Eli Lilly. We discover, develop, manufacture, and sell products in one
significant business segment-pharmaceutical products. 
Most of the products we sell today were discovered or developed by our own
scientists, and our success depends to a great extent on our ability to
continue to discover and develop innovative new pharmaceutical products. We
direct our research efforts primarily toward the search for products to
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diagnose, prevent and treat human diseases. We also conduct research to find
products to treat diseases in animals and to increase the efficiency of animal
food production.

SIC 29.
4-th pair.

AHC The Registrant and its subsidiaries explore for, produce, purchase, transport and
sell crude oil and natural gas. These exploration and production activities
take place in the United States, United Kingdom, Norway, Denmark, Equatorial
Guinea, Algeria, Gabon, Indonesia, Thailand, Azerbaijan, Malaysia and other
countries. The Corporation also manufactures, purchases, trades and markets
refined petroleum and other energy products.

PCOU Premcor Inc. and its subsidiaries (the  Company ) is an independent petroleum
refiner and supplier of unbranded transportation fuels, heating oil,
petrochemical feedstocks, petroleum coke and other petroleum products in the
United States. As of December 31, 2002, the Company owned and operated two
refineries with a combined crude oil throughput capacity of 420,000 barrels per
day ( bpd ). The refineries are located in Port Arthur, Texas and Lima, Ohio.

SIC 35.
5-th pair

RSYS RadiSys Corporation ( RadiSys  or the  Company ) provides embedded systems
for compute, data processing, and network-intensive applications to Original
Equipment Manufacturers ( OEM s) within the commercial systems, service
provider systems, and enterprise systems markets. The Company focuses on
industry-leading solutions while working in a close  virtual division 
relationship with its customers. The Company s value proposition to its
customers is providing leading technology solutions while improving their
time-to-market advantage and reducing total life-cycle costs.

MYK Mykrolis is a worldwide developer, manufacturer and supplier of liquid and gas
delivery systems, components and consumables used to precisely measure,
deliver, control and purify the process liquids, gases and chemicals, as well
as the deionized water, photoresists and vacuum systems, that are used in the
semiconductor manufacturing process. In addition, our products are used to
manufacture a range of other products, such as flat panel displays, high purity
chemicals, photoresists, solar cells, gas lasers, optical and magnetic storage
devices and fiber optic cables. 

SIC 36.
6-th pair.

GSPN    GlobespanVirata is a leading provider of integrated circuits, software and
system designs for broadband communication applications that enable high-speed
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transmission of data, voice and video to homes and business enterprises
throughout the world. Currently, our integrated circuits, software and system
designs are primarily used in digital subscriber line, or DSL, applications,
which utilize the existing network of copper telephone wires, known as the local
loop, for high-speed transmission of data. 

TKLC Tekelec designs, manufactures, markets and supports network systems
products and selected service applications for telecommunications networks and
contact centers. Our customers include telecommunications carriers, network
service providers, and contact center operators.

SIC 38.
7-th pair.

TER    Teradyne, Inc. is the world's largest supplier of automatic test equipment,
a leading provider of high performance interconnection systems and an emerging
provider of electronic manufacturing services.

IVC Invacare  Corporation is the world's  leading  manufacturer  and  distributor of
non-acute health care products based upon its distribution channels, the breadth
of its product line and its net sales.  The company  designs,  manufactures  and
distributes  an extensive  line of health care products for the  non-acute  care
environment,  including the home health care,  retail and extended care markets.

8-th pair.

EGG We are a leading provider of scientific instruments, consumables a
nd services to the pharmaceutical, biomedical,
environmental testing and general industrial markets
We design, manufacture, market and service products and systems
 within three business units: 
Life and Analytical Sciences
Optoelectronics. 
Fluid Sciences

ZMH Zimmer Holdings, Inc. and its subsidiaries (individually and collectively
the  Company ) design, develop, manufacture and market orthopaedic
reconstructive implants and trauma products. Orthopaedic reconstructive
implants restore joint function lost due to disease or trauma in joints such as
knees, hips, shoulders and elbows, while trauma products are devices used
primarily to reattach or stabilize damaged bone and tissue to support the body 
s natural healing process. The Company also manufactures and markets other
products relating to orthopaedic and general surgery. 

SIC 48.
9-th pair.

SBC We rank among the largest providers of telecommunications services 
in the United States and the world. Through our subsidiaries, we provide 
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communications services and products in the United States and have investments
in more than 25 countries. We offer our services and products to businesses
 and consumers, as well as other providers of telecommunications services. 
The services and products that we offer vary by market, and include:
 local exchange services, wireless communications, long-distance services, 
internet services, telecommunications equipment, and directory advertising and publishing. 

UT Sprint is a global communications company and a leader in integrating
long-distance, local service, and wireless communications. Sprint is also one
of the largest carriers of Internet traffic using its tier one Internet Protocol
 network, which provides connectivity to any point on the Internet
either through its own network or via direct connections with other backbone
providers. Sprint is the nation's third-largest provider of long distance
services based on revenues, and operates nationwide, all-digital long distance
and tier one Internet protocol networks using fiber-optic and electronic
technology. 

10-th pair.

UMPQ Umpqua Holdings Corporation, an Oregon corporation, is a financial
holding company formed in March 1999. At that time, we acquired 100% of the
outstanding shares of South Umpqua Bank, an Oregon state-chartered bank formed
in 1953. We became a financial holding company in March 2000 under the
Gramm-Leach-Bliley Act. 

RBCA Republic Bancorp, Inc. is a bank and financial holding company, under the Bank
Holding Company Act of 1956, as amended (the  BHCA ), headquartered in
Louisville, Kentucky.  Republic s principal subsidiaries are Republic Bank &
Trust Company, a Kentucky banking corporation, and Republic Bank & Trust
Company of Indiana, an Indiana banking corporation.  

11-th pair.

PHBK Banknorth Group, Inc. is a Maine corporation and a registered bank
holding company and financial holding company under the Bank Holding Company
Act of 1956, as amended. We conduct business from our headquarters in Portland,
Maine and, as of December 31, 2002, from our 326 banking offices located in
Maine, New Hampshire, Massachusetts, Vermont, New York and Connecticut. 

ASFC We are a Delaware corporation organized in 1993 as the unitary savings and loan
association holding company of Astoria Federal Savings and Loan Association and
its consolidated subsidiaries, or Astoria Federal. We are headquartered in Lake
Success, New York and our principal business is the operation of our
wholly-owned subsidiary, Astoria Federal. 

12-th pair.
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NCBC National Commerce Financial Corporation ( NCF ) is a registered bank holding
company headquartered in Memphis, Tennessee. We provide banking and other
financial services through our banking and non-banking subsidiaries. We are the
surviving corporation from the July 2000 merger of National Commerce
Bancorporation with the former CCB Financial Corporation ( CCBF ), an $8.8
billion bank holding company at the time of the merger headquartered in Durham,
North Carolina.

GNPT GreenPoint Financial Corp. (the “Corporation”, “Company” or “GreenPoint”) is 
a bank holding company organized in 1993 under the laws of the state of Delaware
and registered under the Bank Holding Company Act of 1956, as amended.
GreenPoint, a leading national specialty housing finance company with more 
than $33 billion in loan originations in 2002, has two principal operating businesses.

13-th pair.

FABC Regions Financial Corporation (together with its subsidiaries on a
consolidated basis, "Regions"), is a financial holding company headquartered in
Birmingham, Alabama, which operates primarily within the southeastern United
States. Regions' operations consist of banking, brokerage and investment
services, mortgage banking, insurance brokerage, credit life insurance,
commercial accounts receivable factoring and specialty financing. 

CPH Providian Financial Corporation (the "Company") is a corporation incorporated 
under the laws of Delaware. The Company's wholly owned banking
subsidiaries are Providian National Bank ("PNB") and Providian Bank ("PB").
Through its banking subsidiaries, the Company offers credit card and deposit
products throughout the United States. The Company markets consumer loans and
deposits using distribution channels such as mail, telephone, and the Internet.

SIC 63
14-th pair.

BKHT Berkshire Hathaway Inc. ( Berkshire,   Company  or  Registrant ) is a
holding company owning subsidiaries engaged in a number of diverse business
activities. The most important of these are insurance businesses conducted on
both a primary basis and a reinsurance basis. Berkshire also owns and operates
a number of other businesses engaged in a variety of activities, as identified
herein.

METL      MetLife, Inc., through its affiliates and subsidiaries, is a leading
provider of insurance and other financial services to a broad spectrum of
individual and institutional customers. The Company offers life insurance,
annuities, automobile and property insurance and mutual funds to individuals and
group insurance, reinsurance, as well as retirement and savings products and
services to corporations and other institutions.

87



SIC 73.
15-th pair.

IHI Information Holdings Inc. (IHI or the Company) is a leading provider of
information products, software and services to professional end-users in
intellectual property (IP), scientific and information technology (IT) learning
markets. Since beginning operations in 1997, IHI has grown revenues
substantially, both through acquisitions and internal growth.

WEBX We develop and market services that allow end-users to conduct meetings and
share software applications, documents, presentations and other content on the
Internet using a standard web browser. Integrated telephony and web-based audio
and video services are also available using standard devices such as
telephones, computer web-cameras and microphones. 

16-th pair.

SPSS SPSS is a global provider of predictive analytic computer software and solutions.
The Company's offerings use predictive analytics to connect data to
effective action by drawing reliable conclusions about current conditions and
future events. Predictive analytics leverages an organization's business
knowledge by applying sophisticated analytic techniques to enterprise data. The
insights gained through the use of these techniques can lead to the development
of programs to increase revenues, reduce costs, improve processes, and prevent
criminal or fraudulent activities.

SRT StarTek, Inc. (the  Company  or  StarTek ) has an established position as a
global provider of process management services and owns and operates branded
vertical market Internet web sites.  The Company s process management service
platforms include a comprehensive offering of supply chain management services,
high-end inbound technical support and customer care teleservices, and
provisioning management for complex telecommunications systems.  As an
outsourcer of process management services as its core business, StarTek allows
its clients to focus on their primary business, reduce overhead, replace fixed
costs with variable costs, and reduce working capital needs.

17-th pair.

CERN Cerner is taking the paper chart out of health care, eliminating error,
variance and unnecessary waste in the care process. With more than 1,500
clients worldwide, Cerner is the leading supplier of health care information
technology. Cerner  solutions give end users secure access to clinical,
administrative and financial data in real time. Consumers retrieve appropriate
care information and educational resources via the Internet.

GOTO  Overture Services, Inc. (Overture or the Company) is the global leader in
Pay-For-Performance search (also known as paid search) on the Internet.
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Overture s search service is comprised of advertiser s listings, which are
screened for relevance and accessed by consumers and businesses through
Overture s affiliates, a network of Web properties that have integrated
Overture s search service into their sites or that direct user traffic to
Overture s own site.

18-th pair.

KEA Keane, Inc. (collectively with its subsidiaries, "Keane" or "the
Company," unless the context requires otherwise) is a leading provider of
Information Technology (IT) and business consulting services. In business since
1965, Keane's mission is to help clients optimize the performance of their IT
organizations. The Company helps clients improve business performance by
planning, building, managing, and rationalizing application software through
its Business Consulting, Application Development and Integration (AD&I), and
Application Development and Management Outsourcing (Applications Outsourcing)
services.

LRW Labor Ready is the nation's leading provider of temporary manual labor. The
Company's customers are primarily in the freight handling, warehousing,
landscaping, construction, light manufacturing, and other light industrial
businesses. The Company has grown from eight dispatch offices in 1991 to 687
dispatch offices at July 2, 1999. Substantially all of the growth in dispatch
offices was achieved by opening Company-owned locations rather than through
acquisitions or franchising.

19-th pair.

PHM  Pulte Homes, Inc. (Pulte) is a publicly held holding company whose
subsidiaries engage in the homebuilding and financial services businesses. Our
assets consist principally of the capital stock of our subsidiaries, cash and
investments. Our income primarily consists of dividends from our subsidiaries
and interest on investments. Our direct subsidiaries include Pulte Diversified
Companies, Inc. (PDCI), Del Webb Corporation (Del Webb) and other subsidiaries
engaged in the homebuilding business. 

RYN NVR, Inc. ( NVR ) was formed in 1980 as NVHomes, Inc. NVR operates in two
business segments: 1) homebuilding and 2) mortgage banking. NVR conducts its
homebuilding activities directly and its mortgage banking operations primarily
through a wholly owned subsidiary, NVR Mortgage Finance, Inc. ( NVRM ). 

20-th pair.

UPS  We are the world s largest express carrier, the world s largest package
delivery company and a leading global provider of specialized transportation
and logistics services. We were founded in 1907 as a private messenger and
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delivery service in the Seattle, Washington area. Over the past 95 years, we
have expanded from a small regional parcel delivery service into a global
company.

CNF CNF Inc. and its subsidiaries provide supply chain management services for
commercial and industrial shipments by land, air and sea throughout North
America and the world. CNF Inc. was incorporated in Delaware in 1958, and in
2001, changed its name from CNF Transportation Inc. to CNF Inc.
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APPENDIX B 
 

ADDITIONAL INFORMATION ON THE SAMPLE FIRMS 
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Net sales and total assets of the sample firms. 

PostSFAS N_Pair Merger PostSFAS IBES 
ID IBES_name Year of 

forecasts 

Total 
Assets 

(millions 
of dollars) 

Net 
Sales 

(millions 
of 

dollars) 
0 1 0 0 BSET BASSETT FURN 96 335 451

0 1 1 0 LEA 
LEAR 
CORPORATION 96 3817 6249

0 2 0 0 MMM 3M CO 96 13364 14236

0 2 1 0 KMB 
KIMBERLY 
CLARK 96 11846 13149

0 3 0 0 AGRE 
AMERN 
GREETINGS 96 2135 2161

0 3 1 0 TRB TRIBUNE CO 96 3701 2406

0 4 0 0 RDA 
READERS 
DIGEST A 96 1904 3098

0 4 1 0 GCI GANNETT INC 96 6350 4421
0 5 0 0 SGP SCHERING-PLO 96 5398 5656

0 5 1 0 RPR 
RHONE-POUL 
RORER 96 8768 5421

0 6 0 0 PFE PFIZER INC 96 14667 11306
0 6 1 0 LLY ELI LILLY 96 14307 7347
0 7 0 0 MRK MERCK & CO 96 24293 19829

0 7 1 0 BMY 
BRISTOL-
MYERS SQ 96 14685 15065

0 8 0 0 BGEN BIOGEN N V 96 635 260
0 8 1 0 NBIO NABI INC 96 202 242

0 9 0 0 LAW 
LAWTER INTL 
INC 96 293 194

0 9 1 0 WATS 
WATSON 
PHARMACEU 96 420 194

0 10 0 0 IOMG IOMEGA CP 96 686 1213
0 10 1 0 DBD DIEBOLD INC 96 859 1030

0 11 0 0 SQNT 
SEQUENT 
COMPUTER 96 612 595

0 11 1 0 GFII 
GREENFIELD 
IND 96 563 510

0 12 0 0 GDT GUIDANT CORP 96 1004 1049
0 12 1 0 TER TERADYNE INC 96 1097 1172

0 13 0 0 PRD 
POLAROID 
CORP 96 2202 2275

0 13 1 0 DMG DANAHER CP 96 1765 1812

0 14 0 0 KNGT 
KNIGHT 
TRANSPORT 96 64 78

0 14 1 0 SMXC 
SMITHWAY 
MOTOR 96 55 94

0 15 0 0 JBHT 
HUNT JB 
TRANSP 96 1041 1487

0 15 1 0 ABFS 
ARKANSAS 
BEST CO 96 843 1659
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0 16 0 0 MTTL 
SKYTEL COMM 
INC 96 803 351

0 16 1 0 VCEL 
VANGUARD 
CELLULA 96 731 302

0 17 0 0 CDWC CDW CORP 96 199 928
0 17 1 0 GML SYSTEMAX INC. 96 331 912

0 18 0 0 BT 
BANKERS 
TRUST 96 120235 9565

0 18 1 0 NOB WELLS FARGO 96 80175 8883

0 19 0 0 ONBK 
ONBANCORP 
INC 96 5418 411

0 19 1 0 CLBG 
COLON BANCGP 
AL 96 4870 415

0 20 0 0 DAPN 
DAUPHIN DEP 
PA 96 5948 493

0 20 1 0 NFBC 
NORTH FK 
BCPN NY 96 5751 436

0 21 0 0 EMCI 
EMC 
INSURANCE 96 430 191

0 21 1 0 FSA 
FINL SEC 
ASSUR 96 1538 159

0 22 0 0 OCAS OHIO CASUALTY 96 3890 1460
0 22 1 0 OC ORION CAP CP 96 3464 1493
0 23 0 0 TA TRANSAMER CP 96 49875 6228
0 23 1 0 HUM HUMANA INC 96 3153 6788
0 24 0 0 SBO SHOWBOAT INC 96 815 434

0 24 1 0 GRND 
GRAND 
CASINOS IN 96 1123 490

0 25 0 0 PHYN 
PHYSICIAN 
RELIAN 96 355 238

0 25 1 0 THTX THERATX 96 385 391
0 26 0 0 OKC REMINGTON OIL 96 137 66
0 26 1 0 CMRE COMSTOCK RES 96 222 69

0 27 0 0 CWEI 
CLAYTON 
WILLIAMS 96 104 65

0 27 1 0 TMBR 
BROWN TOM 
INC 96 406 66

0 28 0 0 ADTN ADTRAN INC. 96 210 250
0 28 1 0 REPT REPTRON ELEC. 96 139 269

1 1 0 1 PENG 
PRIMA ENERGY 
CP 2 142 34

1 1 1 1 CRZO 
CARRIZO OIL 
INC 2 135 27

1 2 0 1 SGP SCHERING-PLO 2 14136 10180
1 2 1 1 ABT ABBOTT LABS 2 24259 17685
1 3 0 1 LLY ELI LILLY 2 19042 11078

1 3 1 1 BMY 
BRISTOL-
MYERS SQ 2 24874 18119

1 4 0 1 PCOU PREMCOR INC 2 2323 6773
1 4 1 1 AHC AMERADA HESS 2 13262 11932
1 5 0 1 MYK MYKROLIS 2 267 178
1 5 1 1 RSY1 RADISYS CORP 2 274 200
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1 6 0 1 TKLC TEKELEC 2 526 260

1 6 1 1 GSPN 
GLOBESPAN 
VIRATA 2 723 229

1 7 0 1 IVCR 
INVACARE 
CORP 2 907 1089

1 7 1 1 TER TERADYNE INC 2 1895 1222

1 8 0 1 ZMH 
ZIMMER 
HOLDINGS 2 859 1372

1 8 1 1 EGG 
PERKINELMER 
INC 2 2836 1505

1 9 0 1 UT SPRINT CORP 2 23043 15182

1 9 1 1 SBC 
SBC COMMUN 
INC 2 95057 43138

1 10 0 1 RBCA 
REPUB. BANC 
KY 2 1753 131

1 10 1 1 UMPQ 
UMPQUA 
HOLDINGS 2 2556 129

1 11 0 1 ASFC 
ASTORIA FINL 
CP. 2 21698 1374

1 11 1 1 PHBK 
BANKNORTH 
GRP 2 23419 1510

1 12 0 1 GNPT 
GREENPOINT 
FINL 2 21814 1777

1 12 1 1 NCBC 
NATL COMM FIN 
TN 2 21472 1521

1 13 0 1 CPH PROVIDIAN FINL 2 16710 4073

1 13 1 1 FABC 
REGIONS FINL 
COR 2 47939 3796

1 14 0 1 METL METLIFE INC 2 277385 33147

1 14 1 1 BKHT 
BERKSHIRE 
HATHAW 2 169544 42353

1 15 0 1 WEBX WEBEX COMM 2 114 140
1 15 1 1 IHI INFO HLDG INC 2 329 142
1 16 0 1 SRT1 STARTEK INC 2 140 208
1 16 1 1 SPSS SPSS INC 2 249 209

1 17 0 1 GOTO 
OVERTURE 
SVCS 2 436 668

1 17 1 1 CERN CERNER CORP 2 779 752
1 18 0 1 LBOR LABOR READY 2 317 863
1 18 1 1 KEAN KEANE INC 2 686 873
1 19 0 1 RYN NVR INC 2 1182 3136
1 19 1 1 PHM PULTE CP 2 6888 7472
1 20 0 1 CNF CNF INC 2 2740 4762

1 20 1 1 UPS 
UTD PARCEL 
SVC 2 26357 31272
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Examples of the acquisition activity. 
 

N_Pair PostSFAS IBES 
ID IBES_name Purchased company Effective 

date 

Release 
of annual 

report 

1 0 LEA 
LEAR 
CORPORATION 

Automotive Industries 
Holding, Inc 8/22/1995 3/27/1996

2 0 KMB 
KIMBERLY 
CLARK Scott Paper 12/12/1995 3/26/1996

3 0 TRB TRIBUNE CO Everyday learning corporation 8/29/1995 3/26/1996
4 0 GCI GANNETT INC Multimedia 7/24/1995 3/29/1996

5 0 RPR 
RHONE-POUL 
RORER Fisions PLC 10/20/1995 3/18/1996

6 0 LLY ELI LILLY Integrated Medical Systems 12/18/1995 3/25/1996

7 0 BMY 
BRISTOL-MYERS 
SQ A/S GEA Farmaceutisk Fabrik 9/1/1995 3/28/1996

8 0 NBIO NABI INC Univax Biologics, Inc 11/29/1995 4/1/1996

9 0 WATS 
WATSON 
PHARMACEU Circa 7/17/1995 3/29/1996

10 0 DBD DIEBOLD INC 
Griffin Technology 
Incorporated 10/23/1995 3/8/1996

11 0 GFII GREENFIELD IND Cleveland Europe Limited 12/11/1995 3/27/1996
12 0 TER TERADYNE INC Megatest 12/1/1995 3/26/1996
13 0 DMG DANAHER CP Joslyn Corporation 9/13/1995 3/21/1996

14 0 SMXC 
SMITHWAY 
MOTOR Smith Trucking company 12/31/1995 3/31/1996

15 0 ABFS 
ARKANSAS BEST 
CO Worldway corporation 7/14/1995 3/29/1996

16 0 VCEL 
VANGUARD 
CELLULA Harrisburg, PA MSA  12/31/1995 3/20/1996

17 0 GML SYSTEMAX INC. Tiger Direct 11/30/1995 3/28/1996
18 0 NOB WELLS FARGO First Interstate Bancorp 10/18/1995 3/7/1996

19 0 CLBG 
COLON BANCGP 
AL 

Mt. Vernon Financial 
Corporation 10/20/1995 3/27/1996

20 0 NFBC 
NORTH FK BCPN 
NY Great Neck Bancorp 7/31/1995 3/26/1996

21 0 FSA FINL SEC ASSUR Capital Guaranty Corporation  12/20/1995 3/24/1996
22 0 OC ORION CAP CP Wm. H. McGee & Co, Inc 6/30/1995 3/19/1996
23 0 HUM HUMANA INC EMPHESYS 10/11/1995 3/29/1996

24 0 GRND 
GRAND CASINOS 
IN 

Gaming Corporation of 
America (GCA) 11/30/1995 3/31/1996

25 0 THTX THERATX Helian 12/28/1995 4/15/1996
26 0 CMRE COMSTOCK RES Sonat exploration company 7/31/1995 3/18/1996
27 0 TMBR BROWN TOM INC Presidio Oil Company 11/17/1995 3/29/1996

28 0 REPT REPTRON ELEC. 
Western Micro Technology, 
Inc. 7/26/1995 3/3/1996

1 1 CRZO CARRIZO OIL INC Rocky Mountain Gas, Inc. 7/11/2001 4/1/2002
2 1 ABT ABBOTT LABS Vysis, Inc. 12/5/2001 2/21/2002

3 1 BMY 
BRISTOL-MYERS 
SQ DuPont Pharmaceuticals  10/1/2001 4/1/2002

4 1 AHC AMERADA HESS Triton Energy Limited 8/2/2001 3/27/2002
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5 1 RSY1 RADISYS CORP 
Microware Systems 
Corporation 8/27/2001 3/27/2002

6 1 GSPN 
GLOBESPAN 
VIRATA Virata Corporation 12/14/2001 4/1/2002

7 1 TER TERADYNE INC GenRad, Inc. 10/26/2001 3/29/2002

8 1 EGG 
PERKINELMER 
INC 

Packard BioScience 
Company 11/13/2001 3/28/2002

9 1 SBC 
SBC COMMUN 
INC 

Prodigy  Communications 
Corporation    11/5/2001 2/28/2002

10 1 UMPQ 
UMPQUA 
HOLDINGS 

Independent Financial 
Network, Inc. 12/30/2001 4/1/2002

11 1 PHBK 
BANKNORTH 
GRP Andover Bancorp, Inc. 10/31/2001 3/20/2002

12 1 NCBC 
NATL COMM FIN 
TN SouthBanc Shares, Inc.,  11/19/2001 3/26/2002

13 1 FABC 
REGIONS FINL 
COR 

Park Meridian Financial 
Corporation 11/14/2001 3/22/2002

14 1 BKHT 
BERKSHIRE 
HATHAW XTRA Corporation 9/20/2001 3/29/2002

15 1 IHI INFO HLDG INC Liquent, Inc.  12/20/2001 3/29/2002
16 1 SPSS SPSS INC NetGenesis Corp 11/30/2001 4/1/2002

17 1 CERN CERNER CORP 
Dynamic Healthcare 
Technologies, Inc. 12/17/2001 3/29/2002

18 1 KEAN KEANE INC 
Metro Information Services, 
Inc 11/30/2001 4/1/2002

19 1 PHM PULTE CP Del Webb Corporation  7/31/2001 3/8/2002

20 1 UPS 
UTD PARCEL 
SVC Uni-Data AG 7/5/2001 3/29/2002
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Regulation Fair Disclosure (Reg FD), adopted by the Securities and Exchange 

Commission (SEC), went into effect on October 23, 2000. The regulation extended prior 

legislation acts: the Securities Act of 1933 (Securities Act), the Securities Exchange Act 

of 1934 (Exchange Act), and the antifraud provisions of the federal securities law 

(antifraud provisions).  

The Securities Act imposed on corporate management a mandatory disclosure to 

the SEC of certain material information in cases when a company issues new securities. 

The Exchange Act extended the SEC’s disclosure requirements to companies’ periodic 

reports. The antifraud provisions introduced sanctions to prevent fraudulent misuse of 

material information.  

In the 1990s, however, the SEC became concerned with the necessity to prove 

in courts the existence of the insider’s personal benefit from selective disclosure in order 

to apply antifraud provisions’ penalties. For example, private management 

communications with analysts and institutional investors usually did not qualify as a 

violation of the antifraud provisions. Thus, by introducing Reg FD, the SEC strived to put 

an end to selective disclosure practices which the SEC viewed as a violation of the right 

of an ordinary investor to fair treatment (i.e., equal potential access to the same 

information).  
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Basically, Reg FD made corporate management responsible for the disclosure 

presentation under Section 13(a) of the Exchange Act.* In particular, the SEC 

prescribed: 1) to reveal all material information through general public (e.g., the Internet) 

but not selective public (e.g., the Intranet) channels and 2) in the case of non-intentional 

material selective disclosure, to make the same information available to the public as 

soon as possible (but not later than within 24 hours). In other words, Reg FD does not 

demand corporate management to announce all material information when it becomes 

aware of it. However, Reg FD does dictate that any material disclosure must be 

revealed simultaneously to all investors, not selectively to a preferred few.  

The fact that Reg FD does not prescribe prompt disclosure of all material 

information but focuses on “field leveling” caused the Securities Industry Association 

(SIA) to blame the SEC for limiting the information flow. In this regard, the opponents of 

Reg FD pointed out:  

(1) Simultaneous disclosure is limited by the capabilities of current technology; 

(2) Reg FD will become an excuse for corporate management to refrain from 

information disclosure and result in decrease of publicly available information; 

(3) The real enforcement of Reg FD is problematic and is contingent on the 

interpretation of the terms “material” information, “intentional and non-intentional 

                                                 
* Opposite to this approach, treatment of selective disclosure under the antifraud 

provisions is focused on the trader’s (information recipient) responsibility.  
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disclosure,” “persons acting on behalf of an issuer,” “senior official,” “prompt disclosure” 

; and 

(4) The theoretical parity of access does not imply the practical capacity. Thus, Reg FD 

is symbolical in nature and creates harmful illusions. 
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