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1. Introduction

As a response to criticism that U.S. Generally Accepted Accounting
Principles (GAAP) has become overly rules-based, the Financial Ac-
counting Standards Board (FASB) and Securities and Exchange Commis-
sion (SEC) took initiatives to shift towards principles-based standards
(Financial Accounting Standards Board (FASB), 2002; Securities and
Exchange Commission (SEC), 2003). However, the debate over whether
accounting standards should be more principles-based or rules-based
remains unsettled. Proponents of principles-based standards suggest
that rules-based standards are overly rigid and reduce the usefulness
of financial reports, including financial statement comparability (here-
after comparability). They assert that as long as firms are representa-
tionally faithful, comparability can be attained (Financial Accounting
Standards Board (FASB), 2008). While principles-based standards may
allow better focus on the primary characteristics of relevance and faith-
ful representation, it is necessary that firms faithfully apply the stan-
dards (Maines et al., 2003). In turn, critics of principles-based
standards often argue that rules-based standards increase comparabil-
ity by limiting the amount of discretion involved in applying standards
(Schipper, 2003). Greater detailed guidance, bright-line thresholds, and
scope exceptions provided under rules-based standards may also in-
crease the verifiability of management's accounting choices, making it
easier for regulators, auditors, and capital market participants to deter-
mine whether economic phenomena are faithfully reported (Antle,
1982, 1984; Herz, 2003).

To shed light on the debate, a growing body of research has exam-
ined how rules- and principles-based standards influence financial
reporting characteristics. These studies are largely conducted in experi-
mental settings and provide mixed evidence as to which set of stan-
dards better mitigates aggressive financial reporting (see e.g., Agoglia,
Doupnik, & Tsakumis, 2011; Collins, Pasewark, & Riley, 2012; Jamal &
Tan, 2010; Nelson, Elliott, & Tarpley, 2002; Ng & Tan, 2003). However,
existing studies have not examined the impact of rules- and
principles-based standards on comparability, despite evidence that
comparability provides numerous important benefits (see e.g., De
Franco, Kothari, & Verdi, 2011; Kim, Kraft, & Ryan, 2013). To fill this
gap in the literature, this study examines the effects of principles-
based standards on comparability. We follow De Franco et al. (2011)
and define comparability as follows: “Two firms have comparable ac-
counting systems if, for a given set of economic events, they produce
similar financial statements.”

To examine the effects of principles-based standards on comparabil-
ity, we focus on a specific accounting standard change. It is difficult to
assess the influence of accounting standards on comparability across
different standards, as it is difficult, if not impossible, to parse out the ef-
fects of the transactions from the effects of the standards (Benston,
Bromwich, &Wagenhofer, 2006; Schipper, 2003).1 In contrast, by focus-
ing on a specific standard,we hold the underlying transactions constant,
allowing us to parse out the effect of the standard change on compara-
bility. In this study, we focus on one prominent principles-based stan-
dard, SFAS-142, Goodwill and Other Intangible Assets.

Several characteristics of SFAS-142 make it a good candidate to
study the effects of principles-based standards on comparability. First,
the distinguishing feature of principles-based standards is that they
allow greater latitude in accounting for transactions, while rules-based
standards decrease latitude (see e.g., Financial Accounting Standards
Board (FASB), 2002; Securities and Exchange Commission (SEC),
2003; Schipper, 2003; Duchac, 2004; Benston et al., 2006). SFAS-142
eliminates periodic amortization and imposes a fair-value-based im-
pairment test, which introduces greater subjectivity and managerial
discretion (Hayn & Hughes, 2006; Li & Sloan, 2017; Ramanna & Watts,
2012). Second, according to the FASB, SFAS-142was passedwith the in-
tent of improving comparability (Financial Accounting Standard Board
(FASB), 2001). However, the actual outcome from the practical applica-
tion of this standard is an empirical question. Third, SFAS-142 governs
Please cite this article as: A. Chen, J.(J.) Gong and R.(H.-Y.) Lu, The effect of
case of SFAS-142, Advances in Accounting, https://doi.org/10.1016/j.adiac
goodwill, an asset whose future benefits are uncertain and lack verifi-
ability. An important issue in the debate over principles- versus rules-
based standards is whether managers will use the discretion and lack
of verifiability in principles-based standards opportunistically. There-
fore, a consideration of the uncertainty in transactions is important as
greater uncertainty allows managers more discretion due to a lack of
verifiability. Lastly, SFAS-142 continues to remain controversial and
the subject of interest and debate (Ramanna & Watts, 2012; Financial
Accounting Standards Board (FASB), 2014; Lev & Gu, 2016).

The impact of a standard on comparability depends on the extent to
which it results in similar accounting for similar transactions and dis-
similar accounting for dissimilar transactions. SFAS-142 provides a
shift towards principles-based accounting by eliminating amortization
of goodwill, and replacing it with annual impairment tests. Thismay po-
tentially decrease comparability among goodwill-intensive firms for
several reasons. Similar to principles-based accounting standards in
general, SFAS-142 has been criticized for the amount of subjectivity
and lack of verifiability in the standard. This may lead to a greater
amount of error and inconsistent reporting for similar goodwill assets
as the amount of impairmentwill dependon several complex estimates,
such as projected future cash flows. In addition, the standardmay allow
managers to avoid recognizing an impairment when one occurs, or rec-
ognize an impairment when it is advantageous to do so (Beatty &
Weber, 2006; Hayn & Hughes, 2006; Ramanna & Watts, 2012). This
will cause dissimilar transactions to look similar and similar transac-
tions to look dissimilar, thereby decreasing comparability among
goodwill-intensive firms.

On the other hand, SFAS-142 may also lead to increase in compara-
bility for several reasons. First, it is likely the case that both finite- and
indefinite-lived goodwill exists (see e.g., Barth, Clement, Foster, &
Kasznik, 1998; Dechow, Hutton, & Sloan, 1999; Healy, Palepu, &
Ruback, 1997). Firmswith finite-lived goodwill can regularly report im-
pairments (similar to the notion of amortization) and those with
indefinite-lived goodwill will not. Second, relative to uniform amortiza-
tion of goodwill, impairment testing may allow firms to better reflect
different patterns of decline in the benefits arising from goodwill.
These two changes allow dissimilar transactions to be accounted for in
dissimilar manners. Third, SFAS-142 provides greater guidance on
how to determine andmeasure goodwill impairment, which should im-
prove the consistency in accounting between similar transactions
(Financial Accounting Standard Board (FASB), 2001). Overall, these ac-
counting changesmay improve the ability of managers to communicate
private information on future cash flows and lead to an increase in com-
parability among goodwill-intensive firms.

For similar reasons, we expect SFAS-142 to influence comparability
between goodwill-intensive and non-goodwill-intensive firms. Asmen-
tioned, SFAS-142 allows wasting goodwill to be accounted for in a sim-
ilar manner to other wasting, long-lived assets by reporting regular
impairments, and allows non-wasting goodwill to be accounted for in
a dissimilar manner to other wasting, long-lived assets. Done consis-
tently, this will improve comparability between goodwill-intensive
and non-goodwill intensive firms. However, there are reasons to expect
declines in comparability between these two groups of firms. Even
when faithfully applied, the complex and subjective nature of the im-
pairment method may lead to dissimilar accounting between wasting
goodwill and other wasting, long-lived assets. Managers may also
avoid reporting goodwill impairments when one exists (Beatty &
Weber, 2006; Hayn & Hughes, 2006; Ramanna & Watts, 2012), leading
to a similar outcome. Alternatively, managers may opportunistically re-
port impairments when one does not exist (e.g. income smoothing),
causing dissimilar arrangements to appear similar. Lastly, the standard
causes impairment testing between wasting goodwill and other
wasting, long-lived assets to be inconsistent.

To the extent that SFAS-142 impacts financial statement compara-
bility among goodwill-intensive firms, as well as between goodwill-
intensive and non-goodwill-intensivefirms, variation in the verifiability
principles-based standards on financial statement comparability: The
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of goodwill will likely influence the impact of the standard. We argue
that as the verifiability of accounting for highly uncertain transactions
decreases, error increases due to the amount of subjectivity and profes-
sional judgment generally involved. A lack of verifiability also increases
the difficulty for auditors and capital market participants to determine
whether economic phenomena are faithfully reported (Antle, 1982,
1984). This increases the likelihood that managerial incentives influ-
ence accounting decisions. Unless managerial error and bias impact ac-
counting numbers in a consistent manner across firms, this may lead to
idiosyncratic accounting treatments of similar economic phenomena,
and similar accounting treatments of dissimilar economic phenomena.
Consistent with these arguments, the Financial Accounting Standards
Board (FASB) (2010) notes that a lack of representational faithfulness
can reduce comparability.

Our primary analyses are based on pairs of firm-year observations in
the same industry from the years 2000 to 2003. To mitigate the impact
of confounding factors, we implement a difference-in-differences (DID)
research design. Specifically, we investigate the changes in
comparability, from SFAS-142, in two treatment groups (i.e., pairs of
two goodwill-intensive firms, and pairs of one goodwill-intensive firm
and one non-goodwill-intensive firm) relative to the change in compa-
rability in a control group (i.e. pairs of two non-goodwill-intensive
firms).

We find that SFAS-142 decreases comparability among goodwill-
intensive firms. This result is consistent with the notion that impair-
ment testing under SFAS-142 is highly subjective and lacks verifiability,
and thus causes inconsistent accounting for similar goodwill assets.
Therefore, given this result, SFAS-142 should also decrease comparabil-
ity between goodwill-intensive and non-goodwill-intensive firms. For
example, to the extent goodwill is wasting, it is similar to other wasting
long-lived assets. However, if goodwill impairment testing is highly
subjective and lacks verifiability, SFAS-142 is likely to cause the ac-
counting for goodwill to differ from other wasting long-lived assets.
Corroborating our first set of results, we find that SFAS-142 also de-
creases comparability between goodwill-intensive and non-goodwill-
intensive firms.

In further analyses, we find that as the verifiability of goodwill de-
creases, decreases in comparability among goodwill-intensive firms
are more severe. This result suggests a complementary relationship be-
tween verifiability and comparability. To the extent that principles-
based standards lack verifiability, error and bias are likely to increase.
In turn, it is possible that neither increased comparability nor increased
representational faithfulness may be attained. Overall, the results sug-
gest that principles-based standards aremore likely to reduce compara-
bility when the governed transaction is highly uncertain and lacks
verifiability.

This paper contributes to the accounting literature examining the ef-
fects of rules- and principles-based standards. To date, little to no re-
search has examined how comparability is affected. We respond to
the call in Schipper (2003) and examine the extent to which
principles-based characteristics increase or decrease comparability. To
the best of our knowledge, our study is the first to examine the influence
of principles-based standards on comparability within the U.S. We pro-
vide evidence concerning when a shift towards principles-based stan-
dards may improve or inhibit comparability. Kothari, Ramanna, and
Skinner (2010) contend that regulators may not need to be concerned
with a lack of comparability under principles-based standards as audi-
tors will standardize accounting applications. Our results suggest that
to the extent principles-based standards lack verifiability, the ability of
auditors to do so may be restrained. Therefore, to the degree that com-
parability is desired, regulatorsmaywant to vary the amount of latitude
given to managers based on the degree of verifiability.

This paper also contributes to the accounting literature examining
the determinants of comparability. Lang, Maffett, and Owens (2010)
and Francis, Pinuck, and Watanabe (2014) note the lack of theoretical
and empirical guidance regarding the determinants of comparability.
Please cite this article as: A. Chen, J.(J.) Gong and R.(H.-Y.) Lu, The effect of
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This study helps to fill this gap in the literature by providing explana-
tions for and documenting the influence of verifiability on comparabil-
ity. Our results also complement Francis et al. (2014), which finds that
firms audited by the same audit firm have more comparable financial
statements as each auditfirmhas its own audit style. Our results suggest
that the degree towhich auditors increase the comparability of financial
statements may depend on the degree of verifiability in the accounting
numbers.

Lastly, the shift towards principles-based standards within the U.S.
and accounting convergence highlight the importance of understanding
the impact of accounting standards on earnings characteristics. This
studyprovides evidence that can help inform thedebate over thepoten-
tial benefits and costs of principles-based standards, and convergence of
U.S. GAAP with IFRS.

The rest of the paper is organized as follows. Section 2 develops the
hypotheses. Section 3 discusses the research methodology. Section 4
discusses the summary statistics and results. Section 5 concludes.

2. Background, literature review, and hypothesis development

2.1. Principles- versus rules-based accounting

Sparked by the accounting scandals in the early 2000s and criticism
that U.S. GAAP had become overly rules-based, the FASB and SEC initi-
ated motions to shift towards principles-based standards (Financial
Accounting Standards Board (FASB), 2002; Securities and Exchange
Commission (SEC), 2003). Academics and standard setters continue to
debate whether principles-based standards are preferable to rules-
based standards. While all accounting standards are technically
principles-based, we view the distinction between rules-based and
principles-based standards as a continuum. Generally, rules-based stan-
dards are characterized by: (1) bright-line thresholds, (2) scope and
legacy exceptions, (3) extensive implementation guidance, and
(4) high levels of detail. These characteristics ultimately reduce man-
agers' judgment and discretion. Thus, standards that require a greater
(lower) amount of discretion and judgment are more principles-based
(rules-based) [see e.g., Financial Accounting Standards Board (FASB),
2002; Securities and Exchange Commission (SEC), 2003; Nelson,
2003; Schipper, 2003; Duchac, 2004; Benston et al., 2006; Bennett,
Bradbury and Prangnell 2006; Donelson, McInnis, & Mergenthaler,
2012]. We consider discretion and judgment to be the primary
distinguishing factors between rules- and principles-based standards.

Detailed guidance provides preparers and auditors with a com-
mon set of assumptions and knowledge base, which increases ver-
ifiability (Schipper, 2003).2 In turn, a lack of detailed guidance
may cause interpretations of accounting principles to vary, leading
to idiosyncratic application of accounting standards, and hence re-
ductions in consistency and comparability (Schipper, 2003;
Sunder, 2009). In contrast, proponents of principles-based stan-
dards suggest the restrictive nature of rules-based standards may
force or incentivize managers into accounting for transactions in
certain ways that do not reflect the underlying economics, thereby
obscuring the objectives and intent of accounting standards and
leading to less informative accounting numbers (Dye & Sunder,
2001; Herz, 2003).

While the influence of principles- and rules-based standards on
comparability has been discussed at a conceptual level, there is a
lack of empirical evidence on the matter. Prior research examining
the effects of principles vs rules-based standards is limited, largely
uses experimental settings, and provides indirect evidence on the
issue (Maines et al., 2003; Nelson, 2003). A number of studies ex-
amine the influence of principles-based standards on auditor be-
havior and/or firms' financial reporting decisions. Evidence from
these studies suggests that auditors are less likely to allow aggres-
sive reporting when standards are more rules-based (Nelson et al.,
2002; Ng & Tan, 2003; Trompeter, 1994). In contrast, some studies
principles-based standards on financial statement comparability: The
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provide evidence that principles-based standards may be associ-
ated with less aggressive reporting. However, monitoring mecha-
nisms such as auditors and board of directors can significantly
influence the degree of aggressive reporting (Agoglia et al.,
2011; Jamal & Tan, 2010; Mergenthaler, 2009).

The majority of the prior literature examining financial state-
ment comparability investigates the benefits of comparability.
These benefits include greater analyst forecast accuracy (De
Franco et al., 2011), increased mutual fund ownership (Defond,
Hu, Hung, & Li, 2011), greater stock price informativeness (Choi,
Choi, Myers, & Ziebart, 2019), reduced cost of debt (Kim et al.,
2013), and more efficient acquisition decisions (Chen, Collins,
Kravet, & Mergenthaler, 2018). Overall, this literature suggests
that comparability provides numerous benefits. However, despite
its importance, little research examines the determinants of compa-
rability. Francis et al. (2014) provides evidence that firms with the
same auditor have more comparable financial statements because
each audit firm has a particular style.

This study builds on the current literature by examining
whether and how principles-based standards influence financial
statement comparability.3 Given the shift towards principles-
based standards within the U.S., accounting convergence, and the
numerous benefits of comparability, it is important to better un-
derstand the impact of accounting standard types and the deter-
minants of comparability.

In general, the level of detail in standards results from efforts to:
(1) increase comparability, (2) reduce litigation risk, (3) constrain op-
portunism, and (4) provide guidance on complex issues (Benston
et al., 2006; Schipper, 2003). As a result, it is difficult to compare the ef-
fect of rules- and principles-based standards across different standards,
as this would require disentangling the characteristics of the transac-
tions from the characteristics of the standards. Parsing out the effects
is difficult, if not impossible. However, by focusing on a specific account-
ing standard, the effects of the underlying transactions are held con-
stant, thereby allowing a focus on the effect of the standard. As such,
instead of a broad examination of principles-based standards, we
focus on one specific accounting standard change.

We examine the effects of one prominent principles-based standard,
SFAS-142, Goodwill and Other Intangible Assets, on comparability.4 Sev-
eral characteristics of this standardmake it an excellent research setting
to study the consequences of principles-based standards on financial
statement comparability. First and foremost, as previously mentioned,
the fundamental distinguishing trait between rules- and principles-
based standards is that principles-based standards provide managers
with greater discretion and require greater professional judgment (see
e.g., Financial Accounting Standards Board (FASB), 2002; Securities
and Exchange Commission (SEC), 2003; Schipper, 2003; Duchac,
2004; Benston et al., 2006; Bennet, Bradbury, & Prangnell, 2006).
SFAS-142 requires greater judgment and discretion from managers
than its predecessor (i.e. APB 17). Accordingly, the SEC classifies SFAS-
142 as a principles-based standard (Securities and Exchange
Commission (SEC), 2003). Prior to SFAS-142, firms were permitted
only one method of accounting for goodwill: firms amortized goodwill
over a period not to exceed 40 years. In contrast, SFAS-142 requires
firms to test goodwill, at least annually, for impairment at a reporting
unit level.5 Relative to its predecessor, this allows a much greater
amount of discretion to managers and necessitates greater judgment
(Hayn & Hughes, 2006; Ramanna & Watts, 2012). For example, the
test requires that managers determine the reporting unit level, the allo-
cation of goodwill across reporting units, the discounted future eco-
nomic benefits of the reporting units, and the current value of the
reportingunits' identifiable net assets. Overall, SFAS-142 increasesman-
agerial discretion and judgment, making accounting more flexible.

Second, SFAS-142 governs goodwill, an asset whose future benefits
are highly uncertain and difficult to verify. An important issue in the de-
bate over principles- versus rules-based standards is the claim that
Please cite this article as: A. Chen, J.(J.) Gong and R.(H.-Y.) Lu, The effect of
case of SFAS-142, Advances in Accounting, https://doi.org/10.1016/j.adiac
managers will use the discretion and lack of verifiability in principles-
based standards opportunistically. Therefore, a consideration of the un-
certainty in transactions is important as greater uncertainty potentially
allows managers more discretion due to a lack of verifiability. Third, ac-
cording to the FASB, SFAS-142 was intended to improve comparability
(Financial Accounting Standard Board (FASB), 2001). Lastly, goodwill
accounting continues to be a controversial issue and remains a topic of
interest for academics and regulators (see e.g., Hayn & Hughes, 2006;
Li, Shroff, Venkataraman, & Zhang, 2011; Martinez & Rubio, 2018;
Ramanna, 2008; Ramanna & Watts, 2012; Sun, 2016). The FASB added
a project to its agenda concerning the accounting for goodwill which
will include considerations to allow amortization of goodwill for public
companies (Financial Accounting Standards Board (FASB), 2014).6

2.2. The effect of accounting standards on comparability

Statement of Financial Accounting Concepts No. 8 defines compara-
bility as the characteristic that enables users to identify the similarities
and differences among items to make a decision among alternatives
(Financial Accounting Standards Board (FASB), 2010). De Franco et al.
(2011) add structure to the notion of comparability by defining the ac-
counting system as a mapping from economic events to financial state-
ments. In turn, the financial statements become a function of the
economic events and the accounting of those events. Comparability
can then be conceptually defined as the extent to which two firms
would account for a given set of economic events similarly.

While some degree of comparability is likely to be attained by satis-
fying the fundamental qualitative characteristics of relevance and repre-
sentational faithfulness, permitting alternative treatments for similar
economic events diminishes comparability (Financial Accounting
Standards Board (FASB), 2010, QC 24, 25). However, due to the complex
and diverse nature of business transactions and events, adopting a uni-
form set of standards for all firms and time periods is impractical. For in-
stance, if GAAP is highly restrictive and requires all firms to account for a
group of transactions in a specific manner, it may force the accounting
for dissimilar arrangements to be similar. This increases the difficulty
of distinguishing the differences among firms. However, if GAAP is not
restrictive enough, different accounting treatments may be applied to
similar economic events, increasing the difficulty of identifying the sim-
ilarities among firms. For information to be comparable, similar eco-
nomic phenomena should be accounted for similarly, while different
economic phenomena should be accounted for dissimilarly (Financial
Accounting Standards Board (FASB), 2010, QC 23). We use this frame-
work to develop our hypotheses.

2.3. The effect of SFAS-142 on comparability among goodwill-intensive
firms

SFAS-142 provides a shift towards principles-based accounting by
changing the accounting for goodwill and other indefinite-life intangi-
ble assets. The standard replaces amortization with mandatory annual
impairment tests, which utilize fair value estimates. This accounting
treatment reflects the view that goodwill may have an indefinite life
and as such, amortization may not be representationally faithful
(Financial Accounting Standard Board (FASB), 2001).

Prior to SFAS-142, firms were required to account for goodwill as a
wasting asset and goodwill was amortized over a period of 40 years or
less. However, if some goodwill is wasting and some is not (see
e.g., Barth et al., 1998; Dechow et al., 1999; Healy et al., 1997), this ac-
counting treatment causes indefinite-lived goodwill to appear similar
to wasting goodwill, impairing comparability. Even among firms with
wasting goodwill, uniform amortization policies across firms and time
are unlikely to parallel the deterioration of benefits deriving from good-
will, as different patterns of deterioration likely exist. Supporting this
notion, the Financial Accounting Standard Board (FASB) (2001) sug-
gests that financial statement users did not regard goodwill
principles-based standards on financial statement comparability: The
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amortization expense as useful.7 In addition, goodwill impairment re-
views were enacted only after a triggering event occurred and qualita-
tive assessments indicated that it was more likely than not that
goodwill was impaired. Hayn and Hughes (2006) find that prior to
SFAS-142, firms were able to delay recognizing goodwill impairments
until many years after the benefits of goodwill deteriorated, which
they argue is consistent with managerial incentives influencing ac-
counting decisions. As managerial incentives vary, this may cause simi-
lar (dissimilar) events to be treated dissimilarly (similarly).

SFAS-142 may potentially improve comparability among goodwill-
intensive firms for several reasons. First, if goodwill is wasting, consis-
tent application of the impairment method can lead to similar results
as those obtained through amortization. In the case that goodwill is
not wasting, the standard allows firms' accounting to properly reflect
this condition. Consequently, dissimilar events (i.e. wasting and
non-wasting goodwill)will no longer have to be accounted for similarly.
Second, as firms with wasting goodwill will not uniformly amortize
goodwill, impairment testing may allow goodwill accounting to better
reflect different patterns of declines in benefits originating from good-
will. Lastly, SFAS-142 requires regular impairment tests, and provides
greater detailed guidance on how to determine and measure goodwill
impairment, which may lead to more precise, consistent, and timely
goodwill accounting (Li et al., 2011). Previous standards provided little
guidance in this regard, which caused the accounting for goodwill im-
pairments to lack consistency and comparability (Financial Accounting
Standard Board (FASB), 2001). Overall, these factors suggest that
SFAS-142 may result in more similar (dissimilar) accounting for similar
(dissimilar) events.

However, it is also possible that SFAS-142may decrease comparabil-
ity among goodwill-intensive firms.Many financial statement users and
academics have criticized the subjectivity and verifiability of the good-
will impairment testing method. Under SFAS-142, goodwill is allocated
to reporting units which are defined as operating segments or one level
below operating segments. After assigning goodwill, firms estimate the
fair value of the reporting units. If the fair value of the reporting unit ex-
ceeds book value, no impairment test is necessary. If, however, the book
value of the reporting unit exceeds market value, then firmsmust mea-
sure the amount of impairment loss as the excess of the carrying
amount of goodwill over the implied fair value of goodwill (i.e. the fair
value of the reporting unit less the fair value of assets excluding good-
will assets).8

The identification of reporting units and the allocation of goodwill
among these units entail significant judgment and subjectivity. As
users are unlikely to have access to performance data at the reporting
unit level, it is difficult to evaluate and verify the appropriateness of re-
ported goodwill impairments (Hayn & Hughes, 2006). In addition, esti-
mation of the discounted future value of the reporting units and the
units' net assets are highly uncertain and lack verifiability as they are a
function of several factors includingmanagement's future actions, com-
petitors' actions, and interest rates (Ramanna & Watts, 2012; Watts,
2003). Agency theory predicts that because goodwill accounting is
highly subjective and lacks verifiability, goodwill is likely to be manipu-
lated to serve personal interests. Prior research provides evidence that
contracting and market incentives influence write-off decisions, and
firms are able to delay goodwill write-offs (Beatty & Weber, 2006;
Ramanna & Watts, 2012). This may allow firms to avoid reporting im-
pairments, or report them when desirable (e.g. income smoothing, big
baths). Even in the absence of manipulation, the complex and uncertain
nature of the impairment testingmethodmay lead reasonable andwell-
informed parties to arrive at widely varying estimates for similar good-
will assets. Thus, similar (dissimilar) phenomena may be accounted for
dissimilarly (similarly). The above discussion leads to the following hy-
pothesis, stated in non-directional form9:

H1. SFAS-142 influences financial statement comparability among
goodwill-intensive firms.
Please cite this article as: A. Chen, J.(J.) Gong and R.(H.-Y.) Lu, The effect of
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2.4. The effect of SFAS-142 on comparability between goodwill-intensive
firms and non-goodwill-intensive firms

SFAS-142 is theoretically superior to the previous standards as it
does not presume that goodwill is a wasting asset. As systematic amor-
tization of goodwill is no longer required, the standard allows the ac-
counting for non-wasting goodwill to differ from other long-lived,
wasting assets. In other words, dissimilar transactions will no longer
be treated similarly, allowing users to better distinguish the differences
in firms' assets. Supporting this notion, Gu and Chen (2004) find that
goodwill amortization is often removed from non-GAAP earnings to
provide a more useful earnings measure for predicting future perfor-
mance, and prior research fails to find a consistently significant relation
between goodwill amortization and stock prices (Amir, Harris, & Venuti,
1993; Barth & Clinch, 1996). In the case that goodwill iswasting, the im-
pairment method may lead to similar results as those obtained through
amortization, allowing the treatment of wasting goodwill to be similar
to other wasting assets. This flexibility in accounting for goodwill may
increase comparability between goodwill-intensive and non-goodwill
intensive firms.

However, SFAS-142 may introduce greater error and bias into good-
will accounting. The subjectivity and lack of verifiability in the standard
may allow managers to avoid reporting goodwill impairments, causing
finite-lived goodwill to appear dissimilar to other wasting assets. Alter-
natively, if managers opportunistically report an impairment when one
does not exist (e.g. big bath, income smoothing), non-wasting goodwill
may appear similar to wasting assets. In the absence of opportunism,
the imprecise and uncertain nature of valuation models involved in im-
pairment testing may also cause differences in the results of amortiza-
tion and impairment testing.

SFAS-142 also causes impairment testing for goodwill to differ from
other long-lived assets governed by SFAS-144 (Accounting for the Im-
pairment or Disposal of Long-Lived Assets). Whereas goodwill impair-
ment testing utilizes discounted future cash flows, SFAS-144 utilizes
undiscounted future cash flows. The basis for this difference is that if
goodwill has an indefinite life, the cash flows generated will extend
into the future indefinitely, causing impairments to possibly never be
reported. However, if some firms' goodwill is a wasting asset (Dechow
et al., 1999; Healy et al., 1997; Kaplan & Weisbach, 1992; Penman,
1991; Ryan et al., 2001), the standard results in different impairment
standards and inconsistent reporting for similar (i.e. wasting) assets.
As a result, it is possible that SFAS-142decreases comparability between
goodwill-intensive and non-goodwill-intensive firms. The above dis-
cussion leads to the following hypothesis (stated in non-directional
form):

H2. SFAS-142 influences financial statement comparability between
goodwill-intensive and non-goodwill-intensive firms.
2.5. Verifiability and the effect of SFAS-142 on comparability

To the extent that SFAS-142 impacts financial statement compara-
bility among goodwill-intensive firms, as well as between goodwill-
intensive and non-goodwill-intensivefirms, variation in the verifiability
of goodwill should influence the impact of the standard. As previously
noted, the measurement of goodwill involves estimating the fair value
of a firm's reporting units and its identifiable net assets, and, conse-
quently, is generally characterized by a great deal of judgment and a
lack of verifiability. This may allow managers to manipulate goodwill
accounting and cause truthfully reporting parties to arrive at widely
varying estimates when providing measurements, leading to idiosyn-
cratic (similar) treatment of similar (dissimilar) goodwill assets. How-
ever, the amount of subjectivity and verifiability in goodwill
accounting will vary between firms depending on the attributes of the
firms, such as their financial characteristics (Ramanna & Watts, 2012).
principles-based standards on financial statement comparability: The
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For example, as the proportion of a firm's net assetswith readily observ-
ablemarket prices increases, the amount of subjectivity in themeasure-
ment processwill decrease and verifiability will increase. This limits the
amount of error and bias in goodwill accounting thatmay otherwise im-
pair comparability. This leads to the following hypothesis:

H3a. The verifiability of goodwill positively moderates the influence of
SFAS-142 on comparability among goodwill-intensive firms.

H3b. The verifiability of goodwill positively moderates the influence of
SFAS-142 on comparability between goodwill-intensive and non-
goodwill-intensive firms.

3. Research methodology

3.1. Variable measurement

3.1.1. Comparability
Tomeasure comparability, we follow De Franco et al. (2011) and es-

timate the following model for each firm-year observation using the
previous 16 quarters of data:

Earningsit ¼ αi þ βiReturnit þ eit ð1Þ

where Earningsit is quarterly net income before extraordinary items
scaled by beginning market value of equity and Returnit is the stock
returns during the quarter. The estimated parameters cαi and bβi proxy
for the accounting system of firm i. Likewise, the same process is re-
peated for firm j. Using the estimated parameters, we predict earnings
for firm i and firm j, assuming firm i's returns:

E Earningsð Þiit ¼ cαi þ bβiReturnit ð2Þ

E Earningsð Þijt ¼ cα j þcβ jReturnit ð3Þ

Accounting comparability is defined as the negative value of the ab-
solute difference among predicted earnings for firm i and firm j:

AcctCompijt ¼ −
1
16

�
Xt

t−15

E Earningsiitð Þ−E Earningsijt
� ��� �� ð4Þ

Comparability is calculated for each firm i-firm j pair within the
same Fama-French 48 industry classification.10 Greater values of
AcctComp indicate greater accounting comparability among firm-pairs.
We observe that AcctComp is negatively skewed and exhibits relatively
high kurtosis. To mitigate the effect of extreme outliers, we use the nat-
ural log of AcctComp, lnAcctComp, in our empirical tests.

For our primary analyses, we measure comparability at the firm-
pair-year level, as opposed to a firm-year level, as it allows us to provide
a stronger test of our hypotheses regarding comparability among
goodwill-intensive firms, and comparability between goodwill-
intensive and non-goodwill-intensive firms. Firm-year comparability,
following the methodology of De Franco et al. (2011), is calculated
using the average of the comparability scores for the top four j firms
most comparable to firm i. This creates complications in classifying a
firm-year measure of comparability as reflecting comparability among
goodwill-intensive firms, or as comparability between goodwill-
intensive and non-goodwill-intensive firms.11 In addition, a firm-year
measure of comparability is influenced by the characteristics of firm i
and the top four jfirms. Thismakes itmore difficult to effectively control
for the characteristics of the five firms that influence comparability,
whichmay lead to biased coefficient estimates. Thus, providing analyses
at the firm-pair-year level provides a stronger test of our hypotheses.
We provide analyses using a firm-year measure of comparability in ad-
ditional analyses.
Please cite this article as: A. Chen, J.(J.) Gong and R.(H.-Y.) Lu, The effect of
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3.1.2. Verifiability of goodwill
As previously noted, firms with more verifiable net assets require

less subjectivity and discretion in measuring goodwill. We employ
three measures of the verifiability of net assets, denoted VER. Following
Ramanna andWatts (2012), the first measure is the ratio of (cash + all
investments and advances – debt – preferred equity) to net assets,
whichwe refer to asVNA. The numerator is intended to capture the por-
tion of net assets whose fair values are likely most verifiable
(Richardson, Sloan, Soliman, & Tuna, 2005). As the VNA ratio increases,
the verifiability of the fair value of a firm's net assets increases, which in
turn increases the verifiability of a firm's goodwill. We rank the VNA
ratio in-sample to mitigate the effects of extreme observations, as we
observe high kurtosis in the variable.

A potential issue with VNA is that it homogenizes the net assets
considered verifiable across industries. Fabricant (1936) reports that
in a sample of industrial U.S. firms, property, plant, and equipment
write-ups were more frequent than investment write-ups. Watts
(2006) suggests that the property, plant, and equipment written up
were likely non-firm-specific assets for which market prices were
more observable. That is, VNA may measure the verifiability of net as-
sets with error. Therefore, we use the firm's industry mean leverage as
a second proxy.

At the firm-level, leverage may capture distress. However, using the
industry mean leverage can average out the firm-specific distress com-
ponent of leverage (Ramanna &Watts, 2012), which can provide a good
measure of assets-in-place (Smith and Watts, 1992). As assets-in-place
have a greater likelihood of being reliably valued, firms in industries
with greater mean leverage will tend to havemore verifiable net assets.
Similar to Ramanna and Watts (2012), we use four-digit NAICS codes
and rank all industries by the mean leverage over the sample period.
This yields our second measure of the verifiability of goodwill, IndLev.

The third and final measure of the verifiability of net assets is the
Beaver and Ryan (2000) measure of unconditional conservatism,
BRcons. Kothari et al. (2010) suggests “the entire body of practice
known as unconditional conservatism can be attributed to concerns
over verifiability.” All else equal, we expect firms exhibiting greater
amounts of unconditional conservatism to have more verifiable net as-
sets, on average. We follow Beaver and Ryan (2000) and measure un-
conditional conservatism with the following model:

BTMit ¼ αi þ αt þ
X6
j¼0

β jRi;t− j þ εit ð5Þ

where BTMit is the book-to-market ratio for firm i at time t, Ri,t-j is the
annual return for firm i at time t-j, and αi and αt are the firm and time
fixed effects, respectively. While the coefficients on the annual returns
capture lagged accounting recognition or temporary differences, the
fixed effects capture biased accounting recognition or persistent differ-
ences among book and market value.

Following Balachandran and Mohanram (2011), we modify the
model to yield a firm-year measure of conservatism. We run the
model for each year using a five-year rolling window encompassing
the current and past four years of data. We also relax the requirement
of 6 years of lagged returns by requiring actual returns for the first
two lags and setting missing returns to zero for the remaining lags.
The sum of the time fixed effect and firm fixed effect is our measure of
unconditional conservatism. To yield ameasure that is positively associ-
ated with conservatism, wemultiply the sum by negative one. Tomain-
tain consistency with the other measures, we use a ranked measure of
BRcons.12

3.2. Empirical models

H1 and H2 suggest that the implementation of SFAS-142 will affect
financial statement comparability among goodwill-intensive firms,
principles-based standards on financial statement comparability: The
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and between goodwill-intensive and non-goodwill-intensive firms, re-
spectively. To examine the effect of SFAS-142 on comparability among
these groups of firms, we estimate the following OLS regression model
using a difference-in-differences design:

lnAcctCompijt ¼ γ0 þ γ1SFAS142þ γ2GWþ γ3SFAS142 � GW
þ
X

γk Controls ð6Þ

where SFAS142 is an indicator variable set to 1 for years equal to or
greater than 2002, and 0 otherwise. GW is an indicator variable set to
1 if a firm-pair-year is categorized in the treatment group, and 0 other-
wise. We estimate Eq. (6) using two different samples to separately test
H1 and H2. For both samples, the control group includes non-goodwill-
intensive firm-pairs, defined as a pairwhere both firms have goodwill of
less than 5% of total assets. Thus, γ0 captures the average comparability
score for non-goodwill-intensive firm-pairs before SFAS-142 and γ1

captures the average change in comparability for non-goodwill-
intensive firm-pairs from SFAS-142.

To test H1, the treatment group includes only firm-pair-years where
both firms in a pair have goodwill greater than or equal to 5% of total as-
sets. That is, we delete any firm-pair-years where one firm in the pair
has goodwill greater than or equal to 5% of total assets and the other
firm has goodwill less than 5% of total assets. Thus, this sample, denoted
as the GW_JOINT sample, allows us to compare the change in compara-
bility for goodwill-intensive firm-pairs relative to the change in compa-
rability for the control group (i.e., non-goodwill-intensive firm-pairs).
For this sample, a statistically significant coefficient on γ3 would be con-
sistent with SFAS-142 influencing comparability among goodwill-
intensive firms.

To test H2, the treatment group includes only firm-pair-years where
one firm in the pair has goodwill greater than or equal to 5% of total as-
sets and the other firm has goodwill less than 5% of total assets. In this
sample, any firm-pair-years where both firms in the pair have goodwill
greater than or equal to 5% of total assets is excluded from the sample.
Therefore, this sample, denoted as the GW_OPP sample, allows us to
compare the change in comparability for a firm-pair consisting of one
goodwill-intensive and one non-goodwill-intensive firm, relative to
the change in comparability for the control group (i.e., a firm-pair
consisting of two non-goodwill-intensive firms). For this sample, a sta-
tistically significant coefficient onγ3would be consistentwith SFAS-142
influencing comparability between goodwill-intensive and non-
goodwill-intensive firms.

We followprior research that uses pairs offirms, and control for both
the levels and differences in firm-pair characteristics (De Franco et al.,
2011; Francis et al., 2014; Francis, Huang, & Khurana, 2009). To control
for the levels infirm-pair characteristics, we use the average value of the
control variable for firm i and firm j in year t. To control for the differ-
ences in firm-pair characteristics, we use the absolute value of the dif-
ference in the control variable values for firm i and firm j in year t. For
regressionswith comparability (lnAcctComp) as the dependent variable,
there is no theoretical or empirical guidance for proper control variables
to include (Francis et al., 2014; Lang et al., 2010). Therefore, we follow
Francis et al. (2014) and control for the following variables: size,
market-to-book, leverage, cash flow from operations, cash flow volatil-
ity, return on assets, sales growth, and sales volatility. These variables
help control for similarities and differences in economic fundamentals
and thepropensity tomanage earnings (Francis et al., 2014).Wealso in-
clude absolute discretionary accruals as a control variable as Cohen, Dey,
and Lys (2008)finds that accruals earningsmanagement increases up to
the SOX period and declines afterwards. In addition, we include an indi-
cator variable,MERGER, set to 1 if a firmwas engaged in a business com-
bination over the sample period to control for the effects of SFAS 141,
Business Combinations. We also include Fama-French 48 industry classi-
fication fixed effects to control for potential correlated omitted vari-
ables. All tests are based on robust standard errors clustered at the
Please cite this article as: A. Chen, J.(J.) Gong and R.(H.-Y.) Lu, The effect of
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firm-pair level to control for potential correlations among firm-pair ob-
servations over time.13

To examinehow the verifiability of goodwill influences the impact of
SFAS-142 on comparability, we estimate the following OLS model:

lnAcctCompijt ¼ γ0 þ γ1SFAS142þ γ2GWþ γ3SFAS142 � GW
þ γ4VER þ γ5SFAS142 � VER þ γ6GW � VER
þ γ7SFAS142 � GW � VER þ

X
γk Controls ð7Þ

where VER is one of the three measures of the verifiability of goodwill
(VNA, IndLev, or BRcons). All other variables are previously defined.
The verifiability of goodwill is increasing in all measures of VER. Similar
to Eq. (6), we estimate Eq. (7) separately for theGW_JOINT andGW_OPP
samples to test H3a and H3b, respectively. A positive coefficient on γ7

would indicate that the effect of SFAS-142 on comparability among
the treatment groups is, on average, more negative when the verifiabil-
ity of goodwill is lower. As before, tests are based on robust standard er-
rors clustered at the firm-pair level and include industry fixed effects.

3.3. Sample selection

We begin with all Compustat firms for which there is matched data
on the Center for Research in Security Prices (CRSP) for the sample pe-
riod of 2000–2003. As SFAS-142 was effective for fiscal years beginning
after December 15, 2001, our sample period captures data two years
prior to and following the standard change. We require that firms
have the necessary data to calculate measures of comparability, abso-
lute discretionary accruals following Dechow and Dichev (2002), the
verifiability of goodwill, and firm fundamentals (i.e. size, leverage, re-
turn on assets, sales growth, sales volatility, and cash flow volatility).
We also require merger and acquisition data from the Securities Data
Company (SDC) to control for the effect of SFAS-141 (i.e. accounting
for business combinations).We require that each firmhas the necessary
data for all years in the sample period as a changing sample composition
could potentially lead to spurious inferences.

Following De Franco et al. (2011), we delete all holding firms and
firms whose fiscal year does not end in March, June, September, or De-
cember.We also delete all firms that report negative total assets or neg-
ative book values. All firms within the same year and Fama-French 48
industry classifications are paired. This sample selection procedure
yields 104,532 firm-pair-years, which we refer to as our base sample.
We use this base sample to create the two samples used to test our hy-
potheses. As mentioned above, for one sample, we delete firm-pairs
where one firm in the pair is goodwill-intensive and the other is non-
goodwill-intensive. This yields a total of 57,466 firm-pair-year observa-
tions, which we refer to as the GW_JOINT sample. For the other sample,
we delete firm-pairs where both firms in the pair are goodwill-
intensive, yielding 78,386 firm-pair-year observations. We refer to this
sample as the GW_OPP sample. All continuous variables are winsorized
at 1% and 99%.

4. Results

4.1. Descriptive statistics and univariate results

Panel A and panel B of Table 1 report summary statistics for the
GW_JOINT and GW_OPP samples, respectively. The left side of the tables
in each panel report summary statistics for the treatment group, while
the right side of the tables report summary statistics for the control
group. The distribution of the variables in both panels are comparable
to those reported in previous studies (see e.g., Francis et al., 2014;
Kim, Li, Lu, & Xu, 2016; Sohn, 2016) with one exception. The mean
value of lnAcctComp is −1.014 (−1.147) for the treatment group in
the GW_JOINT (GW_OPP) sample and − 1.227 for the control group.
Thesemean values are greater than themean value of comparability re-
ported in De Franco et al. (2011). This is likely due to differing samples
principles-based standards on financial statement comparability: The
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as comparability decreases over time.14 We also find that there are sig-
nificant differences in firm characteristics between the treatment and
control groups in each sample. This suggests that it is important to con-
trol for these firm characteristics when examining the impact of SFAS-
142 on comparability.

Correlations among the variables of interest are presented in Table 2,
panels A and B. Pearson correlation coefficients are presented on the
bottom diagonals and spearman correlation coefficients are presented
on the upper diagonals. P-values are reported in italics. We discuss
only the Pearson correlations for brevity. Panel A reports correlations
for the GW_JOINT sample. We find that SFAS142*GW is positively and
significantly correlated with lnAcctComp. This result is consistent with
SFAS-142 increasing comparability among goodwill-intensive firms.
However, this result is only suggestive as the effects of other determi-
nants of comparability are not yet controlled for. We also find that the
correlations between lnAcctComp and the three-way-interaction terms
including BRcons and IndLev are positive and statistically significant.
This suggests that, all else equal, goodwill-intensive firm-pairs with
more verifiable goodwill are more comparable than goodwill-
intensive firm-pairs with less verifiable goodwill following SFAS-142.
In contrast, the correlation between lnAcctComp and the three-way-
interaction term including VNA is negative and significant, contrary to
expectations.

The correlations for the GW_OPP sample are reported in Table 2,
Panel B.We find that SFAS142*GW is negatively and significantly associ-
ated with lnAcctComp. This result suggests that SFAS-142 decreases
comparability between goodwill-intensive and non-goodwill-
intensive firms. Turning to the three-way-interaction terms, we find
that the correlations between lnAcctComp and the three-way-
interaction terms are positive and significant. While the correlation co-
efficients in Table 2 are generally consistent with expectations, the ef-
fects of other determinants on comparability are not yet controlled
for. To examine the effect of SFAS-142 on comparability after controlling
for other factors influencing comparability,we report the results ofmul-
tivariate regressions in the following subsections.
4.2. Multivariate results

4.2.1. The effect of SFAS-142 on comparability
As previously discussed, to examine the effect of SFAS-142 on com-

parability, we implement a difference-in-differences (DID) research de-
sign. The validity of a DID model is affected by the parallel trends
assumption.15 Thus, before discussing our multivariate results, we first
examine trends in comparability for the treatment and control groups
over our sample period. In Fig. 1, the solid line represents the trend in
comparability for theGW_JOINT treatment group, the dashed line repre-
sents the trend in comparability for our control group, and the dotted
line represents the unobserved, counterfactual trend in comparability
for our treatment group if SFAS-142 were not implemented. As shown
in Fig. 1, the trends in comparability for the treatment and control
group are similar from2000 to 2001before SFAS-142was implemented.
After the implementation of SFAS-142, however, the two groups show
divergent trends. The effect of SFAS-142 on comparability is captured
by the increased vertical differences between the solid and dotted
lines after 2001, which show that SFAS-142 decreases comparability
for goodwill-intensive firm-pairs. In Fig. 2, we examine the trend in
comparability for the GW_OPP treatment group (represented by the
solid line) relative to the trend in comparability for the control group
(represented by the dashed line). The dotted line represents the unob-
served, counterfactual trend in comparability for GW_OPP firms if
SFAS-142 were not implemented. Similar to Fig. 1, we find similar
trends in comparability between our treatment and control group
prior to the treatment in 2001, and divergent trends afterwards. Overall,
Figs. 1 and 2 indicate that the parallel trends assumption is satisfied.
They also suggest that SFAS-142 decreases comparability for goodwill-
Please cite this article as: A. Chen, J.(J.) Gong and R.(H.-Y.) Lu, The effect of
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intensive firms, however, we cannot estimate the statistical significance
of the decrease from the figures alone.

Table 3 presents the results of estimating the effect of SFAS-142 on
comparability among goodwill-intensive firms, between goodwill-
intensive and non-goodwill-intensive firms, and among non-goodwill-
intensive firms. The left side of the table presents the results for the
GW_JOINT sample, which only includes goodwill-intensive firm-pairs
(i.e. the treatment group) and non-goodwill-intensive firm-pairs (i.e.
the control group). As shown on the left side of Table 3, the estimated
coefficient on SFAS142 is negative (−0.080) and statistically significant
(t-statistic = −12.76), suggesting that comparability decreases from
the pre- to post-SFAS-142 period for non-goodwill-intensive firm-
pairs. Our variable of interest is SFAS142*GW, which captures the change
in comparability experienced by goodwill-intensive firm-pairs incre-
mental to the concurrent change experienced by non-goodwill-
intensive firms-pairs. The estimated coefficient on SFAS142*GW is also
negative (−0.134) and statistically significant (t-statistic = −15.85),
suggesting that comparability among goodwill-intensive firm-pairs de-
creases significantly more than comparability among non-goodwill-
intensive firm-pairs from the pre- to post-SFAS-142 period. This result
is consistent with H1 and critics' concerns that goodwill impairment
testing is characterized by considerable subjectivity and a lack of verifi-
ability. As a result, goodwill impairment testing may lack uniformity in
application and/or may be manipulated to serve managers' interests,
leading to a decrease in comparability.

The right side of Table 3 presents the results for the GW_OPP
sample, which only includes firm-pairs where one firm is
goodwill-intensive and the other is non-goodwill-intensive (i.e.
the treatment group), and non-goodwill-intensive firm-pairs (i.e.
the control group). Corroborating the previous finding, we find
that the estimated coefficient on SFAS142*GW is negative
(−0.061) and statistically significant (t-statistic = −7.88). This re-
sult suggests that comparability between goodwill-intensive and
non-goodwill-intensive firms decreases more than comparability
among non-goodwill-intensive firms. This is consistent with evi-
dence that goodwill is, on average, a wasting asset (Healy et al.,
1997; Ryan et al., 2001), and consequently should receive similar
accounting treatment (i.e. amortization) to other wasting assets.
Overall, we provide evidence inconsistent with the FASB's (2001)
claim that annual goodwill impairment testing will enhance com-
parability among entities. The results are economically significant
as well. We find that SFAS-142, on average, decreases our measure
of comparability among goodwill-intensive firms by approximately
11%, and between goodwill-intensive and non-goodwill-intensive
firms by approximately 5%.

While we use a difference-in-difference research design to control
for confounding factors, our sample period encompasses other regula-
tory changes, such as SFAS-141 (i.e. accounting for business combina-
tions) and the Sarbanes-Oxley Act of 2002. To control for the changes
caused by these events, we include control variables for mergers and
for accruals earnings management. We note that the primary function
of SOX was to improve corporate governance, which should improve
the extent to which firms provide faithfully representational informa-
tion. Consistent with this notion, Cohen et al. (2008) finds that accruals
earnings management declines after the enactment of SOX. In turn, we
expect SOX to be associated with an increase in comparability (FASB
2008). Nonetheless, we document a decrease in comparability during
this time period. Thus, it is unlikely that these other regulatory changes
during our sample period materially affect the results we document.

In sum, we find that SFAS-142 decreased comparability among
goodwill-intensive firms, and between goodwill-intensive and non-
goodwill-intensive firms. Overall, the results suggest that principles-
based standards may lead to reductions in comparability when those
standards give managers too much discretion over highly subjective
transactions that lack verifiability. Therefore, we find support for H1
and H2. In the next section, we further investigate the mechanisms
principles-based standards on financial statement comparability: The
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through which accounting standards may affect comparability. In par-
ticular, we focus on the role of verifiability.

4.2.2. SFAS-142 and the verifiability of goodwill
Next, we examine how verifiability influences the impact of SFAS-

142 on comparability among goodwill-intensive firms, as well as com-
parability between goodwill-intensive and non-goodwill-intensive
firms. The results are presented in Table 4. Results for the GW_JOINT
sample are reported on the left side of the table.

Across all proxies of verifiability, we find a positive and statistically
significant coefficient on the interaction term of interest (i.e.
SFAS142*GW*VER_mean). As all measures of VER are increasing in verifi-
ability, the results suggest that as the verifiability of goodwill increases,
SFAS-142 impairs comparability among goodwill-intensive firms to a
lesser degree, consistent with expectations. Regarding the economic
significance, we find that as proxies of verifiability increase by one stan-
dard deviation, the negative impact of SFAS-142 on comparability, on
average, is mitigated by roughly 19% in the case of VNA, 21% in the
case of BRcons, and 50% in the case of IndLev.16 Thus, themoderating ef-
fect of verifiability is considerable.

Results for the GW_OPP sample are reported on the right side
of the table. We find that when verifiability is measured by BRcons
or VNA, the coefficient on SFAS142*GW*VER_mean is positive and
statistically significant. However, when verifiability is measured
by IndLev, the coefficient is not statistically significant. Nonethe-
less, the results overall suggest that as the verifiability of goodwill
increases, SFAS-142 reduces comparability between goodwill-
intensive and non-goodwill-intensive firms to a lesser degree.
Thus, we also find support for H3b.17 We also note that across
all proxies of verifiability, except for IndLev, that the coefficient
on VER is positive and statistically significant. This supports our
argument that verifiability is, on average, positively associated
with comparability. Overall, the results in this section suggest
that verifiability is an important factor to consider when evaluat-
ing the impact of a standard on comparability, particularly when
the benefits of the governed transactions are highly uncertain
and subjective.

4.3. Additional analyses

In this section,we provide some additional analyses to further inves-
tigate the effect of SFAS-142 on comparability. First, the analyses up to
this point have utilized firm-pair-year observations. To increase confi-
dence in ourfindings, we also provide an analysis usingfirm-year obser-
vations. Following De Franco et al. (2011), we measure firm-year
comparability as the average comparability score of the top four j
firms comparable to firm i during period t. We estimate the following
equation using firm-year observations:

lnAcctComp2it ¼ γ0 þ γ1SFAS142þ γ2GW2þ γ3SFAS142 � GW2
þ
X

γk Controls ð8Þ

where lnAcctComp2 is the firm-year measure of comparability. GW2 is
an indicator variable set equal to one if at least one of thefirms i or j used
in measuring firm-year comparability is goodwill-intensive, and zero
otherwise.18 All other variables are as previously defined. The control
variables are measured using the values for firm i in year t. We include
industry fixed effects and robust standard errors clustered by firm. The
results are provided in Table 5. Consistent with our previous findings,
we find that the coefficient on SFAS142*GW is negative and statistically
significant (t-statistic = −2.09). Thus, our results are robust to using
firm-year observations.

To further examine the robustness of our results, we also re-
estimate Eq. (6) when including firm-pair fixed effects. This
helps control for firm-pair-specific factors that may be correlated
with the change in comparability for the treatment groups. The
Please cite this article as: A. Chen, J.(J.) Gong and R.(H.-Y.) Lu, The effect of
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results are presented in Table 6. Again, consistent with our previ-
ous findings, we find that the coefficient on SFAS142*GW is nega-
tive and statistically significant for both samples. Thus, our
results are robust to the inclusion of firm-pair fixed effects,
which improves the likelihood that confounding effects are not
influencing our results.
5. Conclusion

In this paper, we use the adoption of SFAS-142 as our research set-
ting to study the effects of principles-based accounting standards on fi-
nancial statement comparability. Proponents of principles-based
standards suggest that the focus on substance over form in principles-
based standards will increase flexibility in accounting, reduce bright-
line based earnings management, and increase the degree to which
transactions are faithfully represented. This may lead to an increase in
comparability. However, a common criticism of principles-based stan-
dards is that they introduce greater managerial discretion and produce
less verifiable accounting numbers. A lack of verifiability may introduce
greater error and bias in the financial statements, and thus may cause
declines in comparability.

We find that the adoption of SFAS-142 decreases comparability
among goodwill-intensive firms. Corroborating this result, we also
find that the standard decreases comparability between goodwill-
intensive and non-goodwill-intensive firms. SFAS-142, similar to other
principles-based standards, has been criticized for the high level of sub-
jectivity required and lack of verifiability in the standard (Hayn &
Hughes, 2006; Ramanna, 2008; Ramanna & Watts, 2012). We find that
the decline in comparability among goodwill firms is more severe as
the verifiability of net assets decrease, consistent with our main predic-
tion. Overall, the results suggest that when verifiability is low and the
benefits of the governed transaction are highly uncertain, principles-
based standards are likely to reduce comparability.

This study contributes to the literature examining the consequences
of principles-based standards, and the literature examining the deter-
minants of comparability. This study is one of the first to examine
how a shift towards principles-based standards within the U.S. influ-
ences financial statement comparability. Our results have a number of
implications. For example, Kothari et al. (2010) and Francis et al.
(2014) suggest that when standards are principles-based, auditors
will develop in-house working rules to facilitate comparability. Our ev-
idence suggests that a lack of verifiability in principles-based standards,
similar to SFAS-142,mayprevent auditors fromdoing so as a lack of ver-
ifiability may imply a lack of auditability. Lang et al. (2010) and Francis
et al. (2014) note the lack of theoretical and empirical evidence regard-
ing the determinants of comparability. We help to fill this gap in the lit-
erature by examining the influence of verifiability on comparability.

There are caveats with respect to the implications of this study's
findings. Our methodology allows us to focus on the impact of the stan-
dards, as opposed to the impact of the underlying transactions. How-
ever, we recognize that by focusing on a specific accounting standard
change, our methodology restricts the inferences we can draw from
our findings. Thus, care should be taken in generalizing the results of
this study to other rules- and principles-based standards. Nonetheless,
our study provides evidence about when principles-based standards
are more likely to increase or decrease comparability. Our analyses
show that the uncertainty and verifiability of transactions are an impor-
tant consideration when evaluating the impact of a shift in a standard
towards a principles-based approach. The importance of this consider-
ation is underscored by the fact that SFAS-142was intended to increase
comparability (Financial Accounting Standard Board (FASB), 2001). In
contrast, we provide evidence consistentwith a decrease in comparabil-
ity. Future research can further investigate the causal links between
principles-based standards and financial statement comparability.
principles-based standards on financial statement comparability: The
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Appendix

A.1. Variable definitions
A

E

R
ln

ln

SF

G
G

G

G

G

V

B

B

In

V

SI

M

P
c

cctComp
lease cite t
ase of SFAS
financial statement comparability measured at the firm-pair-year
level following De Franco et al. (2011)
arnings
 quarterly net income before extraordinary items scaled by
beginning market value of equity
eturns
 stock price return during the quarter

M

AcctComp
 the natural log of ACCTCOMP, calculated as ln[1 + (−1*ACCT
COMP)]*-1
AcctComp2
 the natural log of financial statement comparability measured at the
firm-year level following De Franco et al. (2011)
AS142
 an indicator variable set equal to 1 for years greater than or equal to
2002, and zero otherwise
WILL
 goodwill, scaled by beginning total assets

W
 an indicator variable set equal to 1 if a firm-pair-year is categorized

in the treatment group, and zero otherwise. For one sample, the
treatment group consists of firm-pairs where both firms in a pair
have GWILL greater than or equal to 5%. For the other sample, the
treatment group consists of firm-pairs where one firm in the pair
has GWILL greater than or equal to 5% and the other firm has GWILL
less than 5%
W_JOINT
 refers to the sample in which the treatment group consists of
firm-pairs where both firms in a pair have GWILL greater than or
equal to 5%
W_OPP
 refers to the sample in which the treatment group consists of
firm-pairs where one firm in the pair has GWILL greater than or
equal to 5% and the other firm has GWILL less than 5%
W2
 an indicator variable set equal to 1 if either firm i or one of the top
four j firms used in measuring firm-year comparability is a
goodwill-intensive firm (i.e., has goodwill greater than or equal to
5% of total assets)
ER
 verifiability as measured using one of three proxies: the verifiability
of net assets (VNA), industry leverage (INDLEV), or unconditional
conservatism (BRcons).
Rcons
 ranked Beaver and Ryan (2000) measure of unconditional
conservatism. BRCONS_MEAN refers to the mean value in the firm i
and firm j pair. BRCONS_DIFF refers to the absolute value of the
difference between firm i and firm j in a firm-pair
TM
 book-to-market ratio calculated as book value of equity divided by
market value of equity
dLev
 ranked measure of industry leverage, calculated using 4-digit NAICS
codes. INDLEV_MEAN refers to the mean rank value in the firm i and
firm j pair. INDLEV_DIFF refers to the absolute value of the difference
in rank between firm i and firm j in a firm-pair
NA
 the in-sample rank of the verifiability of net assets, calculated as
(Cash + Investments and Advances – Debt – Preferred Equity) and
scaled by net assets following Ramanna and Watts (2012).
VNA_MEAN refers to the mean rank value in the firm i and firm j
pair. VNA_DIFF refers to the absolute value of the difference in rank
between firm i and firm j in a firm-pair
ZE
 the natural log of total assets. SIZE_MEAN refers to the mean value in
the firm i and firm j pair. SIZE_DIFF refers to the absolute value of the
difference between firm i and firm j in a firm-pair
TB
 market-to-book ratio calculated as market value of equity divided
his article as: A. Chen, J.(J.) Gong and R.(H.-Y.) Lu, The effect of principles-ba
-142, Advances in Accounting, https://doi.org/10.1016/j.adiac.2020.100474
by book value of equity. MTB_MEAN refers to the mean value in the
firm i and firm j pair. MTB_DIFF refers to the absolute value of the
difference between firm i and firm j in a firm-pair
V
 leverage, calculated as the debt-to-equity ratio. LEV_MEAN refers to
the mean value in the firm i and firm j pair. LEV_DIFF refers to the
absolute value of the difference between firm i and firm j in a
firm-pair
OA
 return on assets, calculated as income before extraordinary items,
deflated by total assets. ROA_MEAN refers to the mean value in the
firm i and firm j pair. ROA_DIFF refers to the absolute value of the
difference between firm i and firm j in a firm-pair
FO
 cash flows from operations, calculated as income before
extraordinary items less accruals. CFO_MEAN refers to the mean
value in the firm i and firm j pair. CFO_DIFF refers to the absolute
value of the difference between firm i and firm j in a firm-pair
FOVOL
 the standard deviation of CFO using a four-year rolling window
from year [t-3, t]. CFOVOL_MEAN refers to the mean value in the firm i
and firm j pair. CFOVOL_DIFF refers to the absolute value of the differ-
ence between firm i and firm j in a firm-pair
ROWTH
 sales growth, the annual percentage change in sales.
SGROWTH_MEAN refers to the mean value in the firm i and firm j
pair. SGROWTH_DIFF refers to the absolute value of the difference
between firm i and firm j in a firm-pair
LEVOL
 the standard deviation of sales using a four-year rolling window
from year [t-3, t]. SALEVOL_MEAN refers to the mean value in the
firm i and firm j pair. SALEVOL_DIFF refers to the absolute value of
the difference between firm i and firm j in a firm-pair
BSDA
 absolute value of discretionary accruals, calculated using the
modified Dechow and Dichev (2002) model. ABSDA_MEAN refers to
the mean value in the firm i and firm j pair. ABSDA_DIFF refers to the
absolute value of the difference between firm i and firm j in a
firm-pair
ERGER
 an indicator variable set to 1 if either firm in a firm-pair was
engaged in a business combination over the sample period
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2 Both the FASB (2002) and SEC (2003) reject the notion of “principles-only” based
standards as they provide little guidance and structure for preparers and auditors in
exercising judgment.

3 One stream of literature examines the effect of adoption of IFRS by non-US firms (see
e.g., Barth, Landsman, Lang, &Williams, 2012; Bartov, Goldberg, & Kim, 2005; Daske, Hail,
Leuz, & Verdi, 2008; Hung & Subramanyam, 2007). However, these studies provide indi-
rect evidence, at best, regarding the effects of principles-based standards as there are nu-
merous factors associated with IFRS adoptions that are difficult, if not impossible, to
control for. For example, differences between several qualities of domestic standards
and IFRS are extremely difficult to quantify. Moreover, very few studies examine the im-
pact of IFRS adoption on comparability, and differences in regulatory, economic, and insti-
tutional environments limit the inferences that can be drawn from these studies regarding
a shift towards principles-based standards within the United States.
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4 To examine our research question, it is not necessary that our choice of a principles-
based standard is strongly rooted on the principles-based continuum. It ismore important
that the change in our selected standard from the superseded standard leads to more of a
principles-based approach. Future research canmore thoroughly investigate specific char-
acteristics of rules- and principles-based standards.

5 A reporting unit can be an operating segment, or a component of one if it constitutes a
business with discrete financial information that is regularly reviewed by management.

6 The FASB (2014) recently allowed private companies to amortize goodwill on a
straight-line basis over ten years or less. The FASB added another project to its agenda
to separately consider how public entities should account for goodwill.

7 Prior research (Amir et al., 1993; Barth & Clinch, 1996) fails to find a consistently sig-
nificant relation between goodwill amortization and stock prices. Thismay result from the
inability of uniform amortization of goodwill to reflect declines in future economic
benefits.
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8 The FASB amended the goodwill impairment test in 2017. The amount of impairment
loss is now calculated as the amount bywhich the carrying amount exceeds the reporting
unit's fair value. However, the loss is not to exceed the total amount of goodwill allocated
to that reporting unit.

9 Empirically, comparability between firm i and firm j is calculated using the De Franco
et al. (2011)measure. Specifically, comparability ismeasured as the negative absolute dif-

ference in the predicted earnings of firm i (dEiitÞand firm j dðEijtÞ, where cEiit ¼ cαi þ bβi Re

turnit and cEijt ¼ cα j þcβ j Returnit. As firm i's returns are assumed in predicting earnings,

comparability will be determined by the differences in α̂ and β̂. To the extent SFAS-142
increases (decreases) the differences in these parameters, comparability will increase
(decrease).
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10 We graciously thank Rodrigo Verdi for making the SAS code publicly available.
11 For example, if firm i is non-goodwill-intensive and one of the top four j firms is
goodwill-intensive, the resulting firm-year measure will reflect comparability among
non-goodwill-intensive firms, as well as comparability between goodwill-intensive and
non-goodwill-intensive firms. 12 Our results are qualitatively similar when employing the raw measures of VER.
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13 Petersen (2009) suggests that when there are only a few clusters in one dimension
(e.g. time), clustering by themore frequent cluster yields results that are virtually identical
to clustering by both dimensions (e.g. firm and time). As we use firm-pair observations,
we cluster on firm-pairs. Results are robust to clustering by firm, by both firm and year,
and by both firm-pair and year.
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Table 1
Descriptive statistics.

Panel A: GW_JOINT sample

Variable Treatment group Control group Difference in mean: p-value

N = 25,966 N = 31,500

Mean Median Std. dev. Mean Median Std. dev.

lnAcctComp −1.014 −0.865 0.652 −1.227 −1.170 0.606 0.000
size_mean 5.954 5.943 1.485 5.209 5.130 1.496 0.000
size_diff 2.252 1.903 1.697 2.248 1.945 1.664 0.759
mtb_mean 2.519 2.049 1.813 3.080 2.258 2.655 0.000
mtb_diff 1.978 1.144 2.743 2.602 1.322 3.646 0.000
lev_mean 0.418 0.239 0.526 0.340 0.143 0.583 0.000
lev_diff 0.514 0.244 0.807 0.478 0.146 0.976 0.000
roa_mean 0.013 0.032 0.090 −0.034 0.019 0.165 0.000
roa_diff 0.099 0.057 0.143 0.177 0.098 0.214 0.000
cfovol_mean 0.078 0.065 0.049 0.106 0.087 0.066 0.000
cfovol_diff 0.063 0.041 0.067 0.078 0.050 0.084 0.000
sgrowth_mean 0.100 0.067 0.215 0.157 0.088 0.333 0.000
sgrowth_diff 0.256 0.163 0.319 0.382 0.250 0.427 0.000
salevol_mean 0.156 0.138 0.085 0.154 0.134 0.089 0.015
salevol_diff 0.121 0.088 0.113 0.118 0.082 0.115 0.001
cfo_mean 0.066 0.078 0.084 0.034 0.074 0.163 0.000
cfo_diff 0.110 0.075 0.124 0.182 0.125 0.184 0.000
gwill_mean 0.217 0.191 0.114 0.006 0.000 0.009 0.000
gwill_diff 0.160 0.113 0.147 0.009 0.000 0.014 0.000
absda_mean 0.035 0.029 0.026 0.045 0.036 0.035 0.000
absda_diff 0.034 0.021 0.037 0.042 0.028 0.046 0.000
indlev_mean 39.139 36.000 28.341 32.605 22.000 27.077 0.000
indlev_diff 22.455 11.000 26.796 9.846 0.000 21.109 0.000
vna_mean 467.397 476.500 59.270 499.096 510.500 67.376 0.000
vna_diff 71.982 51.000 73.769 71.065 50.000 75.787 0.143
brcons_mean 16,695.6 16,535.0 7074.9 15,086.0 14,988.5 7124.9 0.000
brcons_diff 10,400.9 8845.0 7639.8 10,583.7 9194.5 7678.2 0.004

Panel B: GW_OPP sample

Variable Treatment group Control group Difference in Mean: p-value

N = 46,886 N = 31,500

Mean Median Std. dev. Mean Median Std. dev.

lnAcctComp −1.147 −1.069 0.620 −1.227 −1.170 0.606 0.000
size_mean 5.527 5.421 1.592 5.209 5.130 1.496 0.000
size_diff 2.619 2.278 1.901 2.248 1.945 1.664 0.000
mtb_mean 2.804 2.136 2.265 3.080 2.258 2.655 0.000
mtb_diff 2.373 1.269 3.264 2.602 1.322 3.646 0.000
lev_mean 0.396 0.186 0.607 0.340 0.143 0.583 0.000
lev_diff 0.540 0.211 0.967 0.478 0.146 0.976 0.000
roa_mean −0.007 0.025 0.122 −0.034 0.019 0.165 0.000
roa_diff 0.149 0.081 0.196 0.177 0.098 0.214 0.000
cfovol_mean 0.091 0.078 0.055 0.106 0.087 0.066 0.000
cfovol_diff 0.073 0.048 0.076 0.078 0.050 0.084 0.000
sgrowth_mean 0.109 0.067 0.257 0.157 0.088 0.333 0.000
sgrowth_diff 0.305 0.195 0.362 0.382 0.250 0.427 0.000
salevol_mean 0.163 0.144 0.089 0.154 0.134 0.089 0.000
salevol_diff 0.125 0.089 0.117 0.118 0.082 0.115 0.000
cfo_mean 0.053 0.071 0.111 0.034 0.074 0.163 0.000
cfo_diff 0.154 0.103 0.164 0.182 0.125 0.184 0.000
gwill_mean 0.105 0.081 0.077 0.006 0.000 0.009 0.000
gwill_diff 0.195 0.146 0.153 0.009 0.000 0.014 0.000
absda_mean 0.041 0.033 0.032 0.045 0.036 0.035 0.000
absda_diff 0.042 0.027 0.047 0.042 0.028 0.046 0.222
indlev_mean 36.510 24.500 29.350 32.605 22.000 27.077 0.000
indlev_diff 17.515 2.000 26.518 9.846 0.000 21.109 0.000
vna_mean 484.115 494.500 62.138 499.096 510.500 67.376 0.000
vna_diff 80.449 59.000 79.702 71.065 50.000 75.787 0.000
brcons_mean 15,760.5 15,755.0 7242.6 15,086.0 14,988.5 7124.9 0.000
brcons_diff 10,702.0 9224.0 7758.9 10,583.7 9194.5 7678.2 0.035

Table 1, Panels A and B provide the descriptive statistics for the GW_JOINT and GW_OPP sample, respectively. Variables with a suffix of _mean reflect the average value of the respective
variable in thefirm i-firm j pair-year. Variableswith a suffix of _diff reflect the absolute value of the difference among the values of the respective variable for firm i and firm j in afirm-pair-
year. All variable definitions are provided in the Appendix.
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Table 2
Correlation tables.

Variables (1) (2) (3) (4) (5)

Panel A: GW_JOINT sample
lnAcctComp (1) 0.049 0.149 0.050 −0.031

0.000 0.000 0.000 0.000
SFAS142*GW(2) 0.024 0.192 −0.016 0.001

0.000 0.000 0.000 0.767
SFAS142*GW*BRcons_mean (3) 0.164 0.223 −0.003 0.046

0.000 0.000 0.490 0.000
SFAS142*GW*IndLev_mean (4) 0.061 0.063 −0.089 −0.405

0.000 0.000 0.000 0.000
SFAS142*GW*VNA_mean (5) −0.025 −0.143 −0.024 −0.506

0.000 0.000 0.000 0.000

Panel B: GW_OPP sample.
lnAcctComp (1) −0.024 0.077 0.048 −0.003

0.000 0.000 0.000 0.338
SFAS142*GW(2) −0.038 0.035 −0.189 0.219

0.000 0.000 0.000 0.000
SFAS142*GW*BRcons_mean (3) 0.086 0.037 −0.096 0.096

0.000 0.000 0.000 0.000
SFAS142*GW*IndLev_mean (4) 0.029 0.016 −0.197 −0.472

0.000 0.000 0.000 0.000
SFAS142*GW*VNA_mean (5) 0.014 0.033 0.103 −0.524

0.000 0.000 0.000 0.000

Table 2 presents correlations between the variables of interest for the GW_JOINT sample in Panel A and for the GW_OPP sample in Panel B. Pearson (Spearman) Correlations are reported
below (above) the diagonal. P-values (two-tailed tests) are in italics. All variable definitions are provided in the Appendix.

-1.5

-1.4

-1.3

-1.2

-1.1

-1

-0.9

-0.8

-0.7

2000 2001 2002 2003

ln
A

cc
tC

om
p

Year

GW_JOINT Control Counterfactual

Fig. 1. Trend in comparability among goodwill-intensive firms vs. the control group. In Fig. 1, the trend in the mean level of comparability (represented on the y-axis) over time
(represented on the x-axis in years) is shown for goodwill-intensive firm-pairs (GW_JOINT) and for the control group. The counterfactual line parallels the line for control firms and
represents the unobserved trend in the mean level of comparability for goodwill-intensive firm-pairs if SFAS-142 had not been implemented.

14 Descriptive statistics in De Franco et al. (2011) are from a random sample in the year
of 2005. A plot of De Franco et al.'s comparability measure over time shows a decreasing
trend.
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Fig. 2. Trend in comparability between goodwill-intensive firms and non-goodwill-intensivefirms vs. the control group. In Fig. 2, the trend in themean level of comparability (represented
on the y-axis) over time (represented on the x-axis in years) is shown for firm-pairs consisting of one goodwill-intensive firm and one non-goodwill-intensive firm (GW_OPP) and for the
control group. The counterfactual line parallels the line for control firms and represents the unobserved trend in themean level of comparability forGW_OPPfirm-pairs if SFAS-142had not
been implemented.

Table 3
SFAS-142 and financial statement comparability.

Variable GW = GW_JOINT GW = GW_OPP

Coef. t-stat p-value Coef. t-stat p-value

Intercept −1.278 −65.90 0.000⁎⁎⁎ −1.204 −73.18 0.000⁎⁎⁎

SFAS142 −0.080 −12.76 0.000⁎⁎⁎ −0.076 −12.44 0.000⁎⁎⁎

GW 0.108 11.41 0.000⁎⁎⁎ 0.043 6.61 0.000⁎⁎⁎

SFAS142*GW −0.134 −15.85 0.000⁎⁎⁎ −0.061 −7.88 0.000⁎⁎⁎

Size_mean 0.105 36.69 0.000⁎⁎⁎ 0.085 33.88 0.000⁎⁎⁎

Size_diff −0.047 −23.06 0.000⁎⁎⁎ −0.034 −20.46 0.000⁎⁎⁎

MTB_mean 0.024 8.46 0.000⁎⁎⁎ 0.017 7.10 0.000⁎⁎⁎

MTB_diff −0.003 −1.86 0.063⁎ −0.005 −3.26 0.001⁎⁎⁎

Lev_mean −0.186 −12.38 0.000⁎⁎⁎ −0.196 −14.48 0.000⁎⁎⁎

Lev_diff 0.052 6.17 0.000⁎⁎⁎ 0.058 7.71 0.000⁎⁎⁎

ROA_mean −0.041 −0.87 0.386 0.057 1.48 0.138
ROA_diff −0.961 −34.13 0.000⁎⁎⁎ −0.880 −39.54 0.000⁎⁎⁎

CFOvol_mean −1.421 −16.04 0.000⁎⁎⁎ −1.011 −13.39 0.000⁎⁎⁎

CFOvol_diff −0.675 −11.37 0.000⁎⁎⁎ −0.603 −12.67 0.000⁎⁎⁎

Sgrowth_mean 0.017 1.75 0.08⁎ 0.019 2.36 0.018⁎⁎

Sgrowth_diff −0.048 −6.18 0.000⁎⁎⁎ −0.035 −5.33 0.000⁎⁎⁎

SaleVol_mean −0.067 −1.38 0.166 −0.174 −4.30 0.000⁎⁎⁎

SaleVol_diff −0.004 −0.12 0.901 0.120 4.34 0.000⁎⁎⁎

CFO_mean −0.004 −0.10 0.918 0.041 1.31 0.192
CFO_diff 0.122 4.50 0.000⁎⁎⁎ 0.016 0.76 0.448
absDA_mean 0.124 1.04 0.299 −0.093 −0.94 0.348
absDA_diff −0.339 −4.19 0.000⁎⁎⁎ −0.529 −7.95 0.000⁎⁎⁎

merger 0.012 1.32 0.187 0.015 1.98 0.048⁎⁎

Industry fixed effects Yes Yes
Adjusted R2 0.3301 0.2841
N 57,466 78,386

⁎⁎⁎, ⁎⁎, and ⁎ denote statistical significance at the 1%, 5%, and 10% levels, respectively, using
a two-tailed test. P-values are based on robust standard errors clustered at the firm-pair
level. All continuous variables are winsorized at the 1st and 99th percentiles. Table 3 re-
ports the results of examining the influence of SFAS-142 on comparability among good-
will-intensive firms, and between goodwill-intensive and non-goodwill-intensive firms.
SFAS142 is an indicator variable set equal to 1 if the year is ≥2002, and 0 otherwise. GW
is an indicator variable set equal to 1 if a firm-pair is classified in the treatment group,
and 0 otherwise. For the GW_JOINT sample, GW is set equal to 1 if both firms in a pair
have goodwill ≥5% of total assets, and 0 otherwise. For the GW_OPP sample, GW is set
equal to 1 if one firm in a pair has goodwill ≥5% of total assets and the other firm has good-
will b5% of total assets, and 0 otherwise. All other variable definitions are provided in the
Appendix.

15 The parallel trends assumption suggests that in the absence of treatment (i.e. the im-
plementation of SFAS-142), the difference between the treatment and control groups
would remain largely constant over time. Therefore, the treatment and control groups
should exhibit relatively similar trends in comparability prior to the implementation of
SFAS-142, and divergent trends afterwards.
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Table 4
SFAS-142, financial statement comparability, and verifiability.

Variables GW = GW_JOINT GW = GW_OPP

Verifiability of Goodwill (VER) = Verifiability of Goodwill (VER) =

Brcons VNA IndLev Brcons VNA IndLev

Intercept −1.157⁎⁎⁎ −1.307⁎⁎⁎ −1.279⁎⁎⁎ −1.130⁎⁎⁎ −1.229⁎⁎⁎ −1.203⁎⁎⁎

(−58.12) (−67.06) (−66.14) (−67.22) (−74.66) (−73.14)
SFAS142 −0.082⁎⁎⁎ −0.075⁎⁎⁎ −0.082⁎⁎⁎ −0.076⁎⁎⁎ −0.069⁎⁎⁎ −0.078⁎⁎⁎

(−13.21) (−11.37) (−12.90) (−12.56) (−10.74) (−12.50)
GW 0.103⁎⁎⁎ 0.125⁎⁎⁎ 0.107⁎⁎⁎ 0.034⁎⁎⁎ 0.063⁎⁎⁎ 0.044⁎⁎⁎

(11.04) (12.56) (11.30) (5.20) (9.31) (6.65)
SFAS142*GW −0.158⁎⁎⁎ −0.135⁎⁎⁎ −0.135⁎⁎⁎ −0.070⁎⁎⁎ −0.068⁎⁎⁎ −0.059⁎⁎⁎

(−18.64) (−15.19) (−15.84) (−9.09) (−8.48) (−7.53)
VER_mean 0.000⁎⁎⁎ 0.001⁎⁎⁎ 0.000 0.000⁎⁎⁎ 0.001⁎⁎⁎ 0.000

(16.86) (13.16) (1.21) (18.28) (15.41) (0.41)
SFAS142*VER_mean 0.000 −0.001⁎⁎⁎ −0.001⁎⁎⁎ 0.000 −0.001⁎⁎⁎ −0.001⁎⁎⁎

(0.60) (−5.35) (−5.70) (0.39) (−6.77) (−4.52)
GW*VER_mean −0.000⁎⁎ −0.001⁎⁎⁎ 0.000 −0.000⁎⁎⁎ −0.001⁎⁎⁎ 0.001⁎⁎⁎

(−2.23) (−9.28) (1.32) (−10.48) (−12.60) (5.06)
SFAS142*GW*VER_mean 0.000⁎⁎⁎ 0.000⁎⁎⁎ 0.002⁎⁎⁎ 0.000⁎⁎⁎ 0.001⁎⁎⁎ −0.000

(3.88) (2.69) (7.90) (3.54) (8.71) (−0.64)
Size_mean 0.088⁎⁎⁎ 0.104⁎⁎⁎ 0.105⁎⁎⁎ 0.078⁎⁎⁎ 0.084⁎⁎⁎ 0.085⁎⁎⁎

(29.28) (36.49) (36.65) (30.30) (33.13) (33.79)
Size_diff −0.045⁎⁎⁎ −0.047⁎⁎⁎ −0.046⁎⁎⁎ −0.034⁎⁎⁎ −0.034⁎⁎⁎ −0.033⁎⁎⁎

(−22.30) (−23.31) (−22.71) (−20.78) (−20.43) (−20.15)
MTB_mean 0.005⁎ 0.024⁎⁎⁎ 0.025⁎⁎⁎ 0.003 0.018⁎⁎⁎ 0.018⁎⁎⁎

(1.71) (8.35) (8.78) (1.35) (7.54) (7.55)
MTB_diff 0.004⁎⁎ −0.003⁎ −0.004⁎⁎ −0.000 −0.005⁎⁎⁎ −0.005⁎⁎⁎

(2.03) (−1.82) (−2.15) (−0.01) (−3.41) (−3.43)
Lev_mean −0.163⁎⁎⁎ −0.134⁎⁎⁎ −0.192⁎⁎⁎ −0.181⁎⁎⁎ −0.144⁎⁎⁎ −0.204⁎⁎⁎

(−10.81) (−7.80) (−12.55) (−13.40) (−9.69) (−14.83)
Lev_diff 0.044⁎⁎⁎ 0.049⁎⁎⁎ 0.056⁎⁎⁎ 0.052⁎⁎⁎ 0.052⁎⁎⁎ 0.061⁎⁎⁎

(5.21) (5.62) (6.52) (6.92) (6.91) (8.01)
ROA_mean 0.027 −0.031 −0.016 0.093⁎⁎ 0.061 0.069⁎

(0.57) (−0.67) (−0.33) (2.44) (1.59) (1.80)
ROA_diff −0.954⁎⁎⁎ −0.949⁎⁎⁎ −0.966⁎⁎⁎ −0.875⁎⁎⁎ −0.866⁎⁎⁎ −0.882⁎⁎⁎

(−33.81) (−33.74) (−34.38) (−39.53) (−38.95) (−39.68)
CFOvol_mean −1.403⁎⁎⁎ −1.473⁎⁎⁎ −1.393⁎⁎⁎ −0.993⁎⁎⁎ −1.082⁎⁎⁎ −1.006⁎⁎⁎

(−15.83) (−16.57) (−15.72) (−13.16) (−14.23) (−13.30)
CFOvol_diff −0.714⁎⁎⁎ −0.656⁎⁎⁎ −0.668⁎⁎⁎ −0.603⁎⁎⁎ −0.586⁎⁎⁎ −0.601⁎⁎⁎

(−12.08) (−11.04) (−11.28) (−12.71) (−12.32) (−12.65)
Sgrowth_mean 0.041⁎⁎⁎ 0.031⁎⁎⁎ 0.017⁎ 0.034⁎⁎⁎ 0.032⁎⁎⁎ 0.018⁎⁎

(4.35) (3.21) (1.77) (4.27) (4.03) (2.33)
Sgrowth_diff −0.044⁎⁎⁎ −0.061⁎⁎⁎ −0.047⁎⁎⁎ −0.033⁎⁎⁎ −0.047⁎⁎⁎ −0.034⁎⁎⁎

(−5.65) (−7.79) (−5.99) (−5.15) (−7.26) (−5.22)
Salevol_mean −0.062 −0.062 −0.067 −0.161⁎⁎⁎ −0.168⁎⁎⁎ −0.180⁎⁎⁎

(−1.29) (−1.27) (−1.37) (−4.03) (−4.18) (−4.45)
Salevol_diff 0.001 −0.025 −0.018 0.121⁎⁎⁎ 0.103⁎⁎⁎ 0.113⁎⁎⁎

(0.02) (−0.75) (−0.54) (4.39) (3.72) (4.06)
CFO_mean −0.014 0.023 −0.021 0.056⁎ 0.070⁎⁎ 0.032

(−0.35) (0.57) (−0.52) (1.78) (2.22) (1.02)
CFO_diff 0.092⁎⁎⁎ 0.110⁎⁎⁎ 0.120⁎⁎⁎ −0.012 0.011 0.018

(3.39) (4.04) (4.42) (−0.55) (0.51) (0.85)
absDA_mean −0.025 0.175 0.071 −0.221⁎⁎ −0.091 −0.133

(−0.21) (1.47) (0.60) (−2.23) (−0.91) (−1.34)
absDA_diff −0.251⁎⁎⁎ −0.345⁎⁎⁎ −0.311⁎⁎⁎ −0.451⁎⁎⁎ −0.526⁎⁎⁎ −0.513⁎⁎⁎

(−3.12) (−4.26) (−3.83) (−6.84) (−7.92) (−7.72)
merger 0.029⁎⁎⁎ 0.014 0.012 0.023⁎⁎⁎ 0.017⁎⁎ 0.015⁎⁎

(3.13) (1.55) (1.34) (2.98) (2.21) (1.99)
Industry Fixed Effects Y Y Y Y Y Y
Adjusted R2 0.344 0.333 0.331 0.294 0.288 0.285
N 57,466 57,466 57,466 78,386 78,386 78,386

⁎⁎⁎, ⁎⁎, and ⁎ denote statistical significance at the 1%, 5%, and 10% levels, respectively, using a two-tailed test. P-values are based on robust standard errors clustered at thefirm-pair level. All
continuous variables arewinsorized at the 1st and 99th percentiles. Table 4 reports the results of examining how the verifiability of goodwill moderates the influence of SFAS-142 on com-
parability. SFAS142 is an indicator variable set equal to 1 if the year is ≥2002, and 0 otherwise.GW is an indicator variable set equal to 1 if afirm-pair is classified in the treatment group, and
0 otherwise. For theGW_JOINT sample,GW is set equal to 1 if bothfirms in a pair have goodwill ≥5% of total assets, and 0 otherwise. For theGW_OPP sample,GW is set equal to 1 if onefirm
in a pair has goodwill ≥5% of total assets and the other firm has goodwill b5% of total assets, and 0 otherwise. BRcons is a rankedmeasure of unconditional conservatism following Beaver
and Ryan (2000). IndLev is the mean industry leverage rank, calculated using four-digit NAICS codes. VNA is a ranked measure of the verifiability of net assets, calculated as (Cash + All
Investments and Advances – Debt – Preferred Equity) and scaled by net assets. All other variable definitions are provided in the Appendix.
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Table 5
Firm-year comparability.

Variable Dependent Variable = lnAcctComp2

Coefficient t-stat p-value

Intercept −0.448 −11.62 0.000⁎⁎⁎

SFAS142 −0.070 −4.02 0.000⁎⁎⁎

GW2 0.054 2.67 0.008⁎⁎⁎

SFAS142*GW2 −0.047 −2.09 0.037⁎⁎

Size 0.036 7.23 0.000⁎⁎⁎

MTB 0.003 0.68 0.496
Lev −0.070 −4.60 0.000⁎⁎⁎

ROA 0.357 3.58 0.000⁎⁎⁎

CFOvol −0.695 −3.64 0.000⁎⁎⁎

Sgrowth 0.027 1.58 0.115
SaleVol −0.104 −1.06 0.289
CFO −0.060 −0.74 0.462
absDA −0.554 −3.07 0.002⁎⁎⁎

merger 0.003 0.11 0.911
SFAS142*merger 0.049 2.44 0.015⁎⁎

Industry Fixed Effects Yes
Adjusted R2 0.3427
N 2952

⁎⁎⁎, ⁎⁎, and ⁎ denote statistical significance at the 1%, 5%, and 10% levels, respectively, using
a two-tailed test. P-values are based on robust standard errors clustered at the firm level.
All continuous variables arewinsorized at the 1st and 99th percentiles. Table 5 reports the
results of examining the influence of SFAS-142 on a firm-year measure of comparability.
SFAS142 is an indicator variable set equal to 1 if the year is ≥2002, and 0 otherwise. GW2
is an indicator variable set equal to 1 if either firm i or any of the top four j firms used in
measuring firm-year comparability has goodwill ≥5% of total assets, and 0 otherwise.
The control variables reflect the values for firm i in year t. All other variable definitions
are provided in the Appendix.

Table 6
Firm-pair fixed effects.

Variable GW = GW_JOINT GW = GW_OPP

Coef. t-stat p-value Coef. t-stat p-value

Intercept −1.844 −30.76 0.000⁎⁎⁎ −1.961 −44.17 0.000⁎⁎⁎

SFAS142 −0.098 −13.22 0.000⁎⁎⁎ −0.107 −15.88 0.000⁎⁎⁎

GW 0.024 0.90 0.367 0.023 2.86 0.004⁎⁎⁎

SFAS142*GW −0.103 −10.32 0.000⁎⁎⁎ −0.037 −4.44 0.000⁎⁎⁎

Size_mean 0.212 19.29 0.000⁎⁎⁎ 0.228 27.07 0.000⁎⁎⁎

Size_diff −0.055 −12.42 0.000⁎⁎⁎ −0.048 −13.45 0.000⁎⁎⁎

MTB_mean −0.064 −13.37 0.000⁎⁎⁎ −0.063 −19.24 0.000⁎⁎⁎

MTB_diff 0.026 10.53 0.000⁎⁎⁎ 0.023 14.24 0.000⁎⁎⁎

Lev_mean 0.194 7.01 0.000⁎⁎⁎ 0.176 9.40 0.000⁎⁎⁎

Lev_diff −0.031 −2.32 0.02⁎⁎ −0.037 −3.84 0.000⁎⁎⁎

ROA_mean 0.003 0.06 0.952 −0.148 −3.58 0.000⁎⁎⁎

ROA_diff −0.532 −17.88 0.000⁎⁎⁎ −0.515 −22.00 0.000⁎⁎⁎

CFOvol_mean −1.205 −10.09 0.000⁎⁎⁎ −1.287 −13.86 0.000⁎⁎⁎

CFOvol_diff −0.267 −3.79 0.000⁎⁎⁎ −0.127 −2.37 0.018⁎⁎

Sgrowth_mean 0.027 2.77 0.006⁎⁎⁎ 0.006 0.83 0.404
Sgrowth_diff 0.009 1.19 0.236 0.005 0.76 0.447
SaleVol_mean −0.157 −2.71 0.007⁎⁎⁎ −0.075 −1.62 0.106
SaleVol_diff −0.077 −2.06 0.04⁎⁎ 0.055 1.84 0.066⁎

CFO_mean −0.011 −0.27 0.786 0.087 2.75 0.006⁎⁎⁎

CFO_diff 0.254 8.90 0.000⁎⁎⁎ 0.174 8.04 0.000⁎⁎⁎

absDA_mean −0.135 −1.12 0.265 −0.212 −2.22 0.027⁎⁎

absDA_diff −0.223 −2.72 0.006⁎⁎⁎ −0.298 −4.86 0.000⁎⁎⁎

Firm-pair fixed effects Yes Yes
Adjusted R2 0.7348 0.6971
N 57,466 78,386

⁎⁎⁎, ⁎⁎, and ⁎ denote statistical significance at the 1%, 5%, and 10% levels, respectively, using
a two-tailed test. P-values are based on robust standard errors clustered at the firm-pair
level. All continuous variables are winsorized at the 1st and 99th percentiles. Table 6 re-
ports the results of examining the influence of SFAS-142 on comparability when including
firm-pair fixed effects. SFAS142 is an indicator variable set equal to 1 if the year is ≥2002,
and 0 otherwise. GW is an indicator variable set equal to 1 if a firm-pair is classified in
the treatment group, and 0 otherwise. For the GW_JOINT sample, GW is set equal to 1 if
both firms in a pair have goodwill ≥5% of total assets, and 0 otherwise. For the GW_OPP
sample, GW is set equal to 1 if one firm in a pair has goodwill ≥5% of total assets and the
other firm has goodwill b5% of total assets, and 0 otherwise. All other variable definitions
are provided in the Appendix.
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16 To calculate the economic significance,wedivide the effect of a one standarddeviation
increase in the proxy for verifiability on the impact of SFAS-142 on comparability among
goodwill-intensive firms by the coefficient on SFAS142*GW_joint. For example, the eco-
nomic significance ofVNA is 0.00039 times the standard deviation ofVNA (65.761) divided
by 0.135.
17 We measure VER as the mean value of VER for the firm i-firm j pair. Since the
firm-pairs in the treatment group in the GW_OPP sample have one non-goodwill-
intensive firm, this causes VER to measure the verifiability of goodwill with error.
As a result, we do not report the economic significance of our findings for the
GW_OPP sample. We note that our inferences are qualitatively similar for this sam-
ple when measuring the verifiability of goodwill using only the value of VER of the
goodwill-intensive firm in each pair.

18 We note that classifying firm-year observations in this manner biases our analysis
against finding the expected effect. That is, to the extent that firm i and the majority of
the top four j firms used in measuring firm-year comparability are non-goodwill-
intensive, the resultingfirm-yearmeasureof comparabilitywill largely reflect comparabil-
ity among non-goodwill-intensive firms. As non-goodwill-intensive firms serve as our
control group, this makes it harder to detect an incremental change in comparability for
our treatment group.
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