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Information dissemination in Mergers & Acquisitions:

Purchase Price Allocations, Press Releases, and Biess Press

Abstract

In order to reduce information asymmetries reldtea firm’s sources of value creation, firms
must consistently provide stakeholders with rekalsind relevant information. This paper
investigates the information provided through d#éf& disclosure channels. 100 purchase price
allocations, 94 press releases, 2641 newspapelearaire analyzed for a sample of the largest
mergers & acquisitions from 50 U.S. American andEx@opean acquirer firms between 2001
and 2008.

The benefits associated with corporate discloswepedd on its credibility. Prior research
suggests that credibility of voluntary disclosuseenhanced by future mandatory disclosure
requirements and by disclosure of information imediaries. Our findings support this
theoretical proposition. Companies disclose mof@imation about intangibles than information
intermediaries. We do not find significant diffecers between the mean disclosure amount in
press releases and purchase price allocations.dMermethe results show that disclosure about
external capital is significantly associated acmlisslosure channels. Information intermediaries
refer to corporate voluntary disclosure when evatganternal capital, but mandatory disclosure
does not.

Keywords: Mergers & Acquisitions; Intangible Assets; Goodwontent Analysis; Purchase
Price Allocation; Press Releases; Media
JEL descriptors: M40; M41; M16



1. Introduction

A firm’s shareholders and other stakeholder groaps concerned about a firm’s future
prospects. Theory predicts information asymmetaiesut a firm’s current decisions and long-
term strategy between management and firm’s std#tetso (Akerlof 1970; Healy and Palepu
2001). Information asymmetries and uncertainty abom value are strongly associated with
the firm’s intangible resources (Singh and Van dahnn 2008) that are a major source of future
value creation (Hall 1992). Prior literature sudgethat disclosure decreases information
asymmetries (Healy and Palepu 2001). Intangiblewe®s are generally not recognized in
firm’s financial statements, and thus estimategsofiair values are not disclosed either (Barth et
al. 2001). In the absence of corporate mandatoscl@aBure about intangible resources,
stakeholders are obliged to resort to costly pewatormation acquisition, if possible, in order to
nevertheless assess the firm’s future prospecisraety. To satisfy stakeholders’ information
needs and thereby reduce information asymmetiress fvoluntarily disclose information about
these resources and inherent value creation pakertiealy and Palepu 1993). Information
intermediaries, besides mandatory and voluntaryparate disclosure, support firms in
disseminating information which is a prerequisiter feffectively reducing information
asymmetries (Bushee et al. 2010; Miller 2006). Begé al. (2010) call to investigate
interdependencies between the different disclosbhamnels that shape the corporate information
environment.

Mergers & acquisition’s(M&As) represent an interesting and powerful settin which to
discuss the firm’s information dissemination wittgard to intangible resources in particular.

M&As are important strategic corporate decisiond ane of the key mechanisms for acquiring

! The term mergers & acquisitions (M&A) and businesmbinations are used interchangeably in this pape



intangible resources (Wernerfelt 1984; Gupta andsReD01). Anecdotic evidence supports this
argument. In January 2005, Procter & Gamble (P&@)oanced the acquisition of Gillette
Company. In the press release announcing the aiopujsthe chairman, president and chief
executive of P&G A.G. Lafley is cited with the folling statement: “Gillette and P&G have
similar cultures and complementary core strength®randing, innovation, scale and go-to-
market capabilities, making it a terrific fit.“ Olmwusly, Gillette’s intangible resources such as
five billion-dollar brands like Braun, Oral-B or Bacell and its innovation capabilities aroused
P&G’s interest in acquiring the company. Finangmairnalists take up this reasoning provided
by P&G’s CEO. The Wall Street Journal (Jan. 28,5)00rites that “P&G and Gillette would
have 21 brands with more than $1 billion in anresés each”, and the Financial Times (Jan. 28,
2005) adds that “at a time when new product inriowais widely regarded as the key to staying
ahead in the fiercely competitive consumer market,combination of these two leaders could
pose a serious threat to rivals”. Business prgssri® about and comments on the acquisition,
and thereby verifies the statement presented bgdh®any in the press release. The M&A must
be accounted for under the purchase method whighires allocating the purchase price to
assets acquired and liabilities assumed. The $edcpurchase price allocation is included in the
notes to the financial statements of Procter & Gaminus 21 per cent of the purchase price of
about USD 53.5 bhillion is allocated to net tangilklgset$, plus 59 per cent to identifiable
intangible assets (primarily including brand agsatsl plus 62 per cent to goodwill.

Prior research finds that shareholders and othakebblder groups use a combination of
different types of disclosure to evaluate a firmsrent decisions and long-term strategy (Elliott

et al. 2008; Hodge and Pronk 2006). Corporate assce through annual reports or press

2 Net tangible assets correspond to tangible andetaonassets (excl. intangible assets and goodwes)

liabilities.



releases and disclosure by information intermeeasuch as the business press are important
channels to communicate with and provide infornmatto stakeholders, and thereby are a
prerequisite for an efficient capital market (Healyd Palepu 2001). Disclosure channels differ
in their timeliness, completeness and credibilitgisseminating information about a firm’s past
performance and future prospects (Farragher etl@94; Bassen et al. 2010; Lev 1992).
Mandatory corporate disclosure is provided prinyatiirough financial reporting including the
financial statements and the notes to the finarstetement. In contrast to mandatory financial
reporting which is more comprehensive and whosetetnis highly regulated, voluntary
disclosure involves a high margin of discretion adtbws the provision of more detailed
information such as about the firm’s future progpebat is valuable to stakeholders (Aerts and
Cormier 2009; Bowen et al. 2005). Voluntary corperalisclosure comprises inter alia
communication to analysts, press releases, andsitehh Moreover, information intermediaries
such as analysts and the business press furtheegsrdnformation received through press
releases and other sources, generate new discl@udedisseminate it to a broader audience
(Bushee et al. 2010).

This paper concurrently studies two of the mostdrtgmt communication channels used by
management to disseminate information — notesddittancial statements and press releases —
and one of the most important information internaegli- the business press. Thus, we respond
to the call to investigate interdependencies betvekeclosure channels that shape the corporate
information dissemination process. Bassen et @1@® conclude that the benefits associated
with corporate disclosure depends on the credjbdft corporate disclosure. Healy and Palepu
(2001) suggest that credibility of voluntary disaloe is enhanced by future mandatory

disclosure requirements and by disclosure of in&drom intermediaries. The research is



designed to analyze what acquirer firms disclogeutph press releases and to study how
business press processes this information and h@wirtformation is related to subsequent
mandatory disclosures in financial statements. Wéreimandatory and voluntary corporate
disclosure and disclosure by information intermedgabout intangible assets complement or
contradict one another should provide an indicatbthe credibility of corporate disclosure in
M&AS.

Our findings suggest that the credibility of corp@r voluntary disclosure is enhanced by
subsequent corporate mandatory disclosure anddajodure of information intermediaries. We
find that companies disclose more information alotangible resources in corporate mandatory
and voluntary disclosure than information internagigis disclose in business press articles.
However, information intermediaries use the infotiotra provided in press releases, as
disclosures are significantly associated. We ddindtsignificant differences between the mean
disclosure amount in press releases and purchase gllocations. The results also show that
disclosure about external capital (e.g. brandstoousr relationships) is significantly associated
through all three different disclosure channels.ev¥éas information intermediaries refer to
corporate voluntary disclosure when evaluating rivde capital (e.g. R&D, processes),
mandatory disclosure is not related to prior vadmyptdisclosure. Disclosure about human capital
is not significantly related between all three isare channels.

This study contributes to existing streams of redea three ways. The first is the literature that
explores the corporate information environmenttheir literature review, Beyer et al., (2010)
notice that prior research in this field focuses arsingle disclosure channels and neglects
interdependencies between different disclosure redlan Moreover, research centers on the

dissemination of quantitative historical financiaformation, but rather ignores qualitative



information that provides details about currentisieas or explains the firm’s long-run strategy
(Beyer et al. 2010). We investigate the corporafermation environment in the context of a
strategic decision. In order to satisfy informatineeds of stakeholders and thereby reduce
information asymmetries, the acquirer firm providkgailed information about the intangible
resources acquired in the M&A. We also assessrtezdependencies between the three most
important disclosure channels involved: notes te financial statements, press releases and
business press articles. Second, we contributbediterature about disclosure by information
intermediaries. The majority of prior research feemth on the role of financial analysts as
information intermediaries and information sucheasnings forecasts provided by them (Healy
and Palepu 2001; Beyer et al. 2010). However, thsinkess press plays a key role in
disseminating information to the public (Busheeakt2010; Miller 2006). In this paper, we
examine the role of business press as informatitermediary disseminating information about
a firm’s future prospects. Third, the findings bist study also contribute to the literature on
disclosure about intangible resources. Most of gher studies focused on disclosure about
intangible resources in annual reports (Singh aad §er Zahn 2008). To the best knowledge of
the author, we are one of the first that providéaitke about the disclosure about intangible
resources in press releases and in business prtédssa Moreover, very few studies have
addressed the issue of disclosure about intangddeurces in M&As (e.g., for mandatory
corporate disclosure cf. Shalev 2009) although nigitzsle resources play a key role in
determining the purchase price in an M&A. We previdrther details on intangible resources
acquired in M&As.

The remainder of the paper is organized as folloWse next section presents a theoretical

framework for analyzing corporate information eowiment, and develops the hypotheses.



Section 3 focuses on sample selection and reseksign. Results are reported in Section 4.

Finally, concluding remarks are provided in Secton

2.  Theoretical Framework: related research and hypothsis development

First, we discuss information demand and supplyldnking at information dissemination
through corporate mandatory and voluntary disclesurand disclosure by information
intermediaries. Second, we focus on the charatitarisf disclosure channels with regard to

M&As in particular. Third, we develop hypothesesabinformation dissemination.

2.1. Corporate information environment

Corporate disclosures as well as disclosures bgprimdtion intermediaries enhance the
information available to shareholders and othdtedtalder groups in the market. Figure 1 gives

an overview about the information disseminatiorcpss.

[Insert Figure 1 here]

The demand for disclosure of information arisestéay major reasons: information asymmetries
(information problem) and the separation of owngrsind control (agency problem) (Beyer et
al. 2010; Healy and Palepu 2001). Apart from redgignformation asymmetry between firms,
intermediaries and stakeholders (Akerlof 1970)¢cldsure of information plays a key role in
mitigating agency conflicts (Jensen and Meckling7@). The benefits of disclosure are always
accompanied with costs for preparing and commuinigahformation. Thus, firms voluntarily

disclose all their private information only undertain conditions (for a detailed discussion cf.



Beyer et al. 2010). Restraining from voluntarilgaosing all private information gives rise to
mandatory disclosure requirements (Beyer et al0R01

In this paper, we investigate the interdependenoateeen mandatory and voluntary disclosure
and disclosure by information intermediaries abig@ngible resources acquired in M&ASs.
Acquirer firm’s management typically has more imf@tion about the firm’s future prospects
than shareholders and other outsiders. Dissemgétirely, credible, and complete information
about a firm’s future prospects is a prerequisiteralizing the benefits of disclosure discussed

above (Bassen et al. 2010; Healy and Palepu 2001).

2.2. Disclosure of information about M&As

When strategic decisions such as M&As are annoynttedfirm typically publishes a press
release in order to explain the reasons for thissa® in detail. Information intermediaries such
as the business press select a subset of theserpteases to disseminate to the public. The
business press uses the information containedeiptéss release, adds further information and
publishes a news article. Eventually, the decisgomeflected in the acquirer firm’s financial
statements. With the completion of the M&A the aogufirm has to present a purchase price
allocation in the notes to its financial statemeifiigure 2 shows an exemplary timeline of

disclosure events surrounding M&As.

[Insert Figure 2 here]

Mandatory corporate disclosure



Mandatory corporate disclosure about M&A is proddéarough financial reporting including
the financial statements, the notes to the findrstedement, and other mandatory filings (Healy
and Palepu 2001). The US-GAAP and IFRS accountgglations for business combinations
are largely comparable. The FASB issued SFAS 144dinBgs Combinations in July 2001, the
IASB issued the matching standard IFRS 3 Businesslihations in March 2004.

All business combinations within the scope of SFA3 and IFRS 3 are accounted for under the
purchase methddSFAS 141.13; IFRS 3.14). In the so-called purehpsce allocation, the
purchase price is allocated to assets acquirediabiities assumed (SFAS 141.35-42; IFRS
3.36-60). Accounting for business combinations uteh US-GAAP and IFRS provides one of
the rare opportunities for recognizing intangibssets. After all tangible and intangible assets
acquired and liabilities assumed are identified, fir values of these assets and liabilities have
to be determined. Goodwill is defined as the regidtom a comparison of the purchase price
with the fair values of identifiable assets andilites (SFAS 141.43; IFRS 3.51). Acquiring
firms are obliged to disclose information concegiintangible assets and goodwill acquired in
business combinations (SFAS 141.51-53; IFRS 3.§7\Wé analyze the notes to the financial
statements which include the allocation of purchpeee to assets acquired and liabilities
assumed.

Corporate mandatory disclosures are rule-basedil-detented, but less complete. Their ability
to convey information about firm’s future prospeistdimited since they include qualitative and
forward-looking information only to some extent {Kari et al. 2009). However, the disclosure

of fair values for intangible assets acquired cmstauch forward-looking information. Even if

® In SFAS 141 (revised 2007) and IFRS 3 (revisedB6ite term purchase method is replaced by the term
acquisition method. However, the accounting forifess combinations is discussed based on the aligin
accounting standards SFAS 141 and IFRS 3 in thpempdhe revised accounting standards SFAS 141 (rev
2007) and IFRS 3 (rev. 2008) are neglected, asahwle period spans from 2001 to 2008 for U.S.nass
combinations, and from 2005 to 2008 for Europeasirtmss combinations.



management faces incentives to favorably skewalsices, the financial statements are regarded
as a rather credible source of information as #weyhighly regulated and finally also audited.
Corporate mandatory disclosures are less timely toaporate voluntary disclosures. Once the
information is represented in the firm’s financs#htements, it is already widely known (Kothari

et al. 2009).

Voluntary corporate disclosure

Garcia-Meca et al. (2005) differentiate between tymes of communication channels through
which voluntary corporate disclosures are usuaibviged. On the one hand, firms may disclose
information through private channels such as ptesens to analysts addressing the
information needs of a specific group of stakeh@drich as analysts. On the other hand, firms
use public channels for voluntary disclosures saghvebsites or press releases. Acquirer firms
typically issue a press release to announce an M&As, we will focus on acquirer firm press
releases that provide financial journalists anceostakeholders with more detailed information
about the M&A.

Timeliness is a key advantage of voluntary cormodisclosures such as press releases. Thus,
firms quickly provide information to stakeholdefi®ey use this information in order to assess
the impact of and properly react to the firm’s &gic decision. Whereas a press release is
usually published at the date the M&A is announ@egreliminary purchase price allocation is
published at the completion date at the earlie®, the final purchase price allocation can be
published even one year after completion date etlatest. After a strategic move such as an
M&A, stakeholders are likely to demand additionatward-looking qualitative information to
evaluate future prospects. Past and current mesastieequirer firm’s performance do not allow

drawing conclusions about future performance. Manant typically uses voluntary disclosure
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to disseminate information generally not releasttbrovise and to highlight the most relevant
information for investors. Moreover, a press retedsms the potential to convey useful
information since it may cover a broader spectrumntopics than both mandatory corporate
disclosures and disclosures by information intenargss. However, management faces

incentives to favorably skew disclosures.

Disclosure by information intermediaries

In addition to corporate disclosure, informatiotermediaries such as analysts and journalists
play an important role in the dissemination prodestsveen the firm and its stakeholders (Healy
and Palepu 2001). Information intermediaries ctllevaluate and package information for
consumption by shareholders and other stakehol8eedysts use information communicated to
them, and then prepare reports and give recommendabn firms. Journalists use the
information contained in corporate disclosures afl and search for additional information in
order to develop newspaper articles. Both analgstd journalists act as multipliers; they
disseminate the information they collect to the lpubHowever, the media reach a bigger
audience. Thus, we focus on newspaper articlesghgal in connection with the announcement
of the M&A.

Newspaper articles are quite timely, as the infdimnaabout current events such as the
announcement of an M&A is disseminated to the nesadgthin a short period of time after the
event took place. Journalists are expected to tepan objective and unbiased way about the
M&A as their incentives to positively skew theirtiales are rather weak. Thus, credibility of
disclosure by the business press is higher tharfahaompanies in press releases (Kothari et al.
2009). Depth of the press coverage depends oncttessibility of information provided by the

firm itself and other sources.
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2.3. Hypotheses development

Tightening the link between previous theoreticateggch and an empirical analysis is a
prerequisite for a better understanding of thermfation dissemination process. We therefore
refer not only to previous empirical but also te\pous theoretical work in developing the
hypotheses regarding the interdependencies betiveafifferent disclosure channels.

Preceding discussion of disclosure characteristiggest that corporate disclosures are likely to
be more detailed whereas business press articles tmpics more generally. Press releases and
business press articles are always timelier thaanfiial reporting. In contrast to financial
reporting and business press articles, press sdeae likely to be less credible.

The novelty of information — completeness and timesds — contained in the disclosure and its
credibility affect shareholders and other staketsdeaction to corporate disclosures (Jennings
1987). In M&As, information about target firm’s amgible resources are disclosed for the first
time. When evaluating new information, stakeholddeke corporate disclosure into
consideration, only if they perceive it as credif\éercer 2004). The benefits associated with
corporate disclosure primarily depend on the ciigtyibof disclosure (Bassen et al. 2010).
Mercer (2004) suggests that four factors affectlibibty of disclosure: situational incentives,
management’s credibility, external and internauemsce as well as disclosure characteriétics.
In this paper, we refer to external assurance derto assess credibility of disclosure and
thereby discuss interdependencies between diseloshannels. Auditors or information
intermediaries provide such external assurance.lyHaad Palepu (2001) conclude that
credibility of voluntary disclosure is enhanced digclosure of information intermediaries and

by future mandatory disclosure requirements. Wisgetlea verification by business press “is not

*  Please refer to Mercer (2004) for a detailedwdision of the factors affecting credibility of dissure.
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in any way formal nor can it be argued to be nemdgscomplete” (Kothari et al. 2009, 1647),
auditors formally verify the information providedhirough financial statements (Healy and
Palepu 2001). Based on his analytical model, Luhd{@003) argues that mandatory corporate
disclosure serves as an ex-post validation of prioluntary corporate disclosures. The
availability of mandatory corporate disclosure @omcreases the credibility of voluntary
corporate disclosure. Probably, disclosure by mftion intermediaries has a share in increasing
credibility of voluntary corporate disclosure, td@hareholders and other stakeholders evaluate
the credibility of voluntary corporate disclosur@skd on related mandatory corporate disclosure
and disclosure by information intermediaries ovdorager period. Stocken (2000) shows that
both the usefulness of mandatory corporate dissbosand the continuous assessment of
disclosure performance are a prerequisite for tedilsility of voluntary corporate disclosure. He
concludes that the management almost always raleaseible forward-looking information that
is useful for assessing the firm’s future prospextsurately. Only in a single-period setting,
management does not disseminate any informatiaH. at

We follow these arguments and assume that crdglibilivoluntary disclosure will be enhanced,
if the information intermediaries refer to voluntacorporate disclosure by taking up the
information provided by the company. Moreover, maody corporate disclosure will only
contribute to credibility of voluntary disclosuré,the same kind of information is reflected in
both disclosure channels. Since voluntary corpodéelosure about M&As is one element of
the whole corporate disclosure environment, we exfieat the conditions for the credibility of
voluntary disclosure formulated by Stocken (200@) &undholm (2003) hold. Even if M&As
are no regular events, they are not uncommon toridweagement and the firm’s stakeholders.

Besides, stakeholders may refer to all mandatoryarate disclosures — and even disclosures by

13



information intermediaries — in order to evaluatrporate disclosure performance and if
necessary revise the assessment of the credibflisoluntary corporate disclosures (Stocken
2000).

In the press release, the acquirer firm providé&sination about intangible resources acquired in
the M&A being aware of information intermediariesdaitself disclosing information about
those resources afterwards (Lundholm 1999). IndgiseStocken (2000) and Lundholm (2003),
credibility is measured based on the amount ofrmédion and the association between the
amounts of information disclosed through differ@iidclosure channels. We expect that the
amounts of information about intangible resourcesndt differ between different channels of

disclosure. This gives rise to the following hypeghs Hla and H1b:

H 1a: The amount of information about intangibleaarces provided in press releases does not
differ from the amount of information about intabigi resources provided in notes to the

financial statements (purchase price allocation).

H 1b: The amount of information about intangibleaarces provided in press releases does not
differ from the amount of information about intaolgi resources provided in business press

articles

Moreover, the credibility is increased if the infmation provided in corporate voluntary

disclosures is reflected in corporate mandatoryclossires and disclosures by information

intermediaries. We expect that the amounts of médron about intangible resources are
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strongly associated between the different charofelésclosure. This gives rise to the following

hypotheses H2a and H2b:

H 2a: The amount of information about intangiblesaarces provided in press releases is
positively related to the amount of information abmtangible resources provided in notes to

the financial statements (purchase price allocation

H 2b: The amount of information about intangibles@arces provided in press releases is
positively related to the amount of information abmtangible resources provided in business

press articles.

3. Research design

The objective of the empirical study is to inveatethe interdependencies between disclosure
about intangibles in the purchase price allocatitmandatory disclosure), in press releases
(voluntary disclosure), and in business presslastidisclosure by information intermediaries).
First, we describe the sample selection, and sed@uiiss the data collection for the different

disclosure channels through content analysis.

3.1. Sample selection

We identified M&As with the help of thBureau von DijkZEPHYRdatabase. The initial sample
comprises U.S. American and European transactioriecsby deal value in descending order.
The sample is limited to quoted acquirer firms @itfrom the United States or Europe. The

sample period spans from July 1, 2001 to DecembgeP@08 for business combinations of U.S.
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acquirer firms and from January 1, 2005 to Decen8ier2008 for business combinations of
European acquirer firms. The choice of the sampleods is governed by the fact that business
combinations analyzed have to be accounted forrdempto SFAS 141 and IFRS 3. SFAS 141
is applicable for business combinations completezt dune 30, 2001. All European listed firms
are required to use the international financiabrépg standards (IFRS) including IFRS 3 since
January 1, 2005 (The European Parliament and Thecloof the European Union 2002). The
sample was restricted to the largest M&As of Uil &uropean acquirer firms. This restriction
imposed on sample selection has at least two aagest First, information intermediaries such
as the business press rather tend to concentratedoover larger firms (Fang and Peress 2009;
Miller 2006). Second, larger acquirer firms are mged to be more experienced in accounting
for business combinations and the notes to theantial statements contain the most detailed
information.

The kind of mandatory disclosure chosen in thiglgtis the note to the financial statement
regarding business combinations always includinguechase price allocation. For all major
business combinations under SFAS 141 or IFRS 3,atlwpiirer firm provides an individual
purchase price allocation in the notes to theiaritial statement. Purchase price allocations are
obtained manually from the notes to the acquimen’d annual financial statements taken from
the U.S. Securities and Exchange Commissi&I¥5AR database for U.S. acquirer firms and
corporate web sites for European firms respectivéfe chose the English-language annual
reports wherever possible. 50 U.S. and 50 Europ&&a#fis constitute our final sample.

Press releases are the voluntary disclosure chaxashined in this study. As mentioned in
section 2.2, press releases are important meanslisofosure because they are widely

disseminated to the firm’s stakeholders and piakedy the information intermediaries such as
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the business press. Most acquirer firms issue sspreease on the announcement date of the
M&A. Press releases were gathered from th&. Securities and Exchange Commission’s
EDGARdatabase. If not available from this source, waunadly searched the corporate web
sites of the acquirer firms. If more than one pre$¢sase is published on the announcement date
of the M&A, the longest one, measured in amounwofds, is chosen for analysis. The longest
press release is supposed to provide the mostietktaformation. We selected the English-
language press release when versions in severglidges are available. In six cases press
releases could not be found as th8&. Securities and Exchange Commissi&@i$ARdatabase
nor the news archives of the acquirer company websiid date back to the announcement date
of the M&A. Eventually, 94 press releases out d M&As were collected.

Since business press collects information and dpri¢gdo wide audience of stakeholders, we use
newspaper articles about these M&As to proxy fecktisure by information intermediaries. We
focus on daily business newspapers in order tor@a$soad coverage of the M&A. We included
not only English-language but also German- and ¢hrdanguage business newspapers in order
to additionally consider two economically importdfuropean countries, Germany and France,
and avoid a possible language bias in coveragecaidiger firms from non-English speaking
countries. Business press articles are taken fenarsinfluential newspapers from the U.S. and
Europe. We choose th¥all Street Journabnd theNew York Timefrom the United States of
America, as these two newspapers have the mostrebesive coverage of U.S. companies
(Fang and Peress 200%ang and Peress (2009) observe a high overldpeidverage for a
sample of four U.S. newspapers. However, it is geable to include European business

newspapers where the overlap is probably lowercimse th&Vall Street Journad European

> According to the North American Audit Bureau dfdilation, thewall Street Journaind theNew York Times

had average daily circulations of 2.0 and 1.1 onillpaid copies from July 1, 2001, to December BD82
respectively.
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counterpartWall Street Journal Europ@nd four influential business newspapers from the
biggest European countries includiRmancial Times(United Kingdom),La Tribune(France),

as well asHandelsblatt(Germany) andFinancial Times Deutschlan@ermany)y. Focusing on
these seven newspapers and anticipating a highlapven coverage in same language
newspapers in the same region (Fang and Peres} 2@provide data that are representative of
the press coverage of U.S. and European M&As. Bvespaper articles published in the seven
business newspaper are the analyzing units focdh&ent analysis of disclosure by information
intermediaries. We search@bw Jones FACTIVAatabase for articles that refer to the M&As
and are published in our sample in six out of seveh and European newspapers. To collect
the articles published iRlandelsblatt the German databaséso of the GBI-Genios Deutsche
Wirtschaftsdatenbank Gmbid used. The search items consist of both the rafnttee acquirer
firm and the name of the target firm. For every M&#e time period of one week around the
announcement date is chosen as the majority ohbessipress articles is published in this time
period. After the initial search duplicates are o#ed. Eventually, the data base comprises a
total sum of 2641 business press articles about@BeM&As of our final sample.

Table 1 summarizes the sample selection.

[Insert Table 1 here]

®  Our sample of European newspapers includes imiieand highly circulated business newspapens fitoe

United Kingdom, France and Germany. According s Bhitish Audit Bureau of Circulatiorkinancial Times
andWall Street Journal Europlead average daily circulations of 0.44 and 0.08onipaid copies from January
1, 2005, to December 31, 2008, respectively. Adogrtb the French equivalent OJDg Tribunehad an
average daily circulation of 0.08 million paid cepifrom January 1, 2005, to December 31, 2008. rélaog to
the German equivalent IVW - Informationsgemeinsthaf Feststellung der Verbreitung von Werbetragern
e.V.,HandelsblattandFinancial Times Deutschlanthd average daily circulations of 0.14 and 0.10ianipaid
copies from January 1, 2005, to December 31, 2@3®ectively. Moreover, German financial expert&kra
HandelsblattandFinancial Times Deutschlarfitst and second important source of financial infation
according to a study about the financial commubityg media marketing (formerly GWP Media-Markefirig
2006 and 2008.
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3.2. Content Analysis

Content analysis has become a widely used methamalysis in financial accounting research
(Beattie and Thomson 2007). It is a methodologyciwhcodifies text into categories and

guantifies frequencies of occurrences within eaafegory (Krippendorff 2004). In the present
paper we use content analysis to get an insigbtnr@ndatory and voluntary disclosure practices
about intellectual capital acquired by companiesM&As as well as related disclosure by

information intermediaries in the process of M&A%e maintained hypothesis throughout our
analysis is that the amount of information disseted reflects the importance of intellectual
capital in an unbiased manner. The applicationhef method consists of four different steps
(Krippendorff 2004): the choice of the frameworkedsto clearly classify information; the

definition of the recording unit; the coding; andetassessment of the level of reliability

achieved. The following paragraphs will discussghecedure in detail.

Framework

Beattie and Thomson (2007), p. 132, believe “... théirtoad consensus exists that intellectual
capital comprises three major categories: humaitatagptructural capital and relational capital.”
Synonymous terms such as employee competence dngtdauman capital, internal capital or
organisational capital instead of structural cdpie external capital for the term relational
capital are being used interchangeably (BeattieTdrminson 2007). Derived from Sveiby (1997)
and further detailed in the influential MERITUM Rap (2001) the framework with the three

categories is adopted in the present paper. Thegaaés human capital, internal capital and
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external capital as defined in the MERITUM Rep@Q@@{1) are explained in detail. Additionally,

examples of the elements in the framework aredib&ow:

(1) Human capital: The knowledge that employees takk thiem when they leave the firm. It
includes the knowledge, skills, experiences anditiaisi of people. Some of this knowledge
Is unique to the individual, some may be generic.

Items relating to human capital are e. g. emplogapertise, incentive system, motivation
and corporate culture. The category comprisesefiist

(2) Internal capital: The knowledge that stays with finen at the end of the working day. It
comprises the organisational routines, procedwsgsiems, databases, etc. Some of them
may be legally protected and become Intellectuap@nty Rights, legally owned by the firm
under separate title.

R&D, patent, database, management process, resing;tbranch and media presence are
examples of items used for the content analysis.CHtegory comprises 47 items.

(3) External capital: All resources linked to the ergdrrelationships of the firm. It comprises
that part of human and structural capital dealinigh whe company’s relations with
stakeholders (investors, creditors, customers, Imrppetc.) plus the perceptions that they
hold about the company.

Items such as e. g. customer relations, supptedemark, brands, franchising agreements,
share buyback options for shareholders are seafonethe category comprises 62 items.

To summarize, the framework consists of 156 itemshe presented three categories and is

illustrated in Appendix 1.

Recording Unit
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For the quantification of intellectual capital desure the recording unit, i. e. the basis for
coding information, needs to be defined. Abdolmoireadi (2005) argues that the most reliable
form of content analysis is to search the textsfoecific instances of disclosure, so that the coder
does not have to make any subjective judgementtabeuneaning or importance of the subject
which may be required in coding sentences, paragrap pages. The term “instance” indicates
semantically equivalent textual units, including rdbasynonyms and idioms (Weber 1990;
Beattie and Thomson 2007). The coding of instamdedisclosure has the advantage of being
categorised more easily and permits the countingogkibly more than one intellectual capital
instance per sentence, paragraph or page (BeattieThomson 2007). Another aspect is the
etymological structure of different languages résglin a different length of words for the same
content (Campbell et al. 2005). As we analyse textsnglish, German, and French we have to
consider translations consisting of different nursbef words. Therefore, we use instances of
intellectual capital disclosure as recording unRggarding the translation of the instances of
intellectual capital disclosure we employ a mixtofegranslation methods advocated by Harpaz
(2004). First, the second named author translalieterans in English and French, including
synonyms and idioms. Second, the first named auttfmoduced the translation. Both authors
are proficient in the three languages German, Bhglnd French. After the individual translating
process, both authors discussed their results antpleted the translation of the intellectual
capital items. For a small sample of five companiestranslated coding scheme was pretested

and extended.

Coding

The coding is conducted with the help of MAXQDA fte@re for qualitative data analysis. We

decided for the electronic version of content asialys it produces more reliable results than the
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coding procedure of individual coders making sulbjec evaluations (Krippendorff 2004).
Besides, a large sample of data can be processepp@didorff 2004). The analysing units
(purchase price allocation documents, press redeamed business press articles) must be
available in digital form. Similar to Orens and lagst (2007) we use a binary coding scheme,
coding occurring items in the analysing units with and otherwise “0”. Binary coding is often
being criticized since it does not take into acedbe differences in importance attached to the
various information (Orens and Lybaert 2007). Hoereyprevious studies found similar results
whether or not the information items were weighi@doke 1989; Marston and Shrives 1991).
The main premise of content analysis is that taguency with which a unit of analysis appears
in a text indicates the importance of the unit fendorff 2004; Striukova et al. 2008).
Repetitions and redundancies are means of comntigmcatrategy used for emphasis and
reinforcement and signal the importance placed bypagement upon these messages (Beattie
and Thomson 2007). Concluding that companies akasgburnalists put emphasis on certain
aspects in the disclosure by repeating them, waiden repetitions of instances in the coding
process.

Following Garcia-Meca et al. (2005), we use a gandisclosure index, which reports the
quantity of intellectual capital items of the edigted framework that are considered as
communicable by the company in the purchase ptioeadions (PPA_TOT) and press releases
(PR_TOT) as well as by the information intermediarin the news articles (NA_TOT). The
disclosure indices (PPA_TOT, PR_TOT, NA_TOT) areter put in proportion to the total
amount of words for the PPA documents, press reteand business press articles, respectively,
as it provides a more credible comparison acroffsreint types of disclosure with differing

length (Striukova et al. 2008). Hence, we formul#te general disclosure index for (1)
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mandatory disclosure in purchase price allocat{&A_TOT), (2) voluntary disclosure in press
releases (PR_TOT), and (3) disclosure by infornmaitibermediaries in news articles (NA_TOT)
for a firm j over the i=1-3 categories (human calpiexternal capital, internal capital) with the k
amount of disclosure documents as follows:

(PPA_INT,+PPA_EXT, +PPA_HC,)

(1) PPA_TOT =
words,
(2) PR_TOT = (PR_INT, + PR_EXT, + PR_HC,)
- j words;
(3) NA TOT = (NA_INT, + NA_EXT, + NA_HC,)
- i~

words,

For the three categories of intellectual capital @mmpute the disclosure index over each
category for the information disclosed by the comes in the purchase price allocations (PPA),
in the press releases (PR) and for the informatisolosed by the information intermediaries in
the news articles (NA). Therefore, we calculateirsdéxes as ratios of actual scores awarded to
to the total amount of words for the different thstire documents. Consequently we obtain the
subindexes relative to human capital (PPA_HC, PR_NKE HC), external capital (PPA_EXT,

PR_EXT, NA_EXT) and internal capital (PPA_INT, PRTI, NA_INT).

[Insert Table 2 here]

Reliability
A major concern in using the method of content ysialis its reliability. Krippendorff (2004)

identifies three types of reliability: accuracypreducibility and stability. We refer to these thre
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dimensions of reliability and to our measures tsuee the credibility of our findings. First,
accuracy is the degree to which a process confdaors predefined standard (Krippendorff
2004). In the present study it is ensured by intensoder training with experienced coders (the
two authors) and the consistent coding procedutl thie analysis software MAXQDA and
well-specified categories in the intellectual capitramework (Beattie and Thomson 2007).
Reproducibility is achieved when a process carepéiaated by different coders working under
varying conditions and at different locations (Krgmdorff 2004; Milne and Adler 1999). Coders
that work independently have to apply the samerd#eg instructions to the same units of
analysis. In the present study reproducibility d¢sn assured by the application of the same
recording instructions and the use of the analysisvare by the two coders. Third, the stability
refers to the ability to code data the same way twee (Milne and Adler 1999). By conducting
the electronic version of content analysis stabibt verified as the results stay the same over

time.

4.  Empirical Results

The following section provides the results of thmp&ical analyses and test the hypotheses
developed section 2.3. First, the descriptive #iasi for mandatory disclosure in purchase price
allocations, voluntary disclosure in press releasesdisclosure by information intermediaries in
business press articles are presented in sectidn Second, we address information
dissemination by comparing quantity of and assmmabetween intellectual capital disclosure
by companies in their purchase price allocations$ press releases as well as by information

intermediaries in the business press articlesatige4.2.
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4.1. Descriptive statistics

Mandatory disclosure: Purchase price allocations

In the 100 purchase price allocation documentsyaed| (PPA_TOT) we found that, on average,
0.73 % of the total intellectual capital disclosusms are disclosed by firms. Further details are
presented in Table 3. Taking a closer look at e tegions, it can be stated that companies
from the USA (0.69 %) and companies from Europe?(06) disclose about the same amount of
intellectual capital items in their purchase prdlecations, indicating a similar behavior towards

intellectual capital disclosure in mandatory discle in connection with M&As.

[Insert Table 3 here]

The analysis of intellectual capital disclosuredagegories (subindexes) reveals that companies
put emphasis on certain aspects when communictiteyI&A (see Table 4). In purchase price
allocations information on external capital (PPA TBXare the most frequent with, on average,
0.36 % disclosed intellectual capital items for afiquirer companies. This finding is not
surprising as part of external capital items alewsdd to be recognized in the balance sheet of
the acquirer after the completion of the M&A. Henaequirer firms expose the amount and, if
possible, value of external capital items in thechase price allocation. They broach the issue of
brands and trademarks as the example of Proctea&lie’s statement in the purchase price
allocation document shows: “The majority of theamgible asset valuation relates to brarlds.”
Besides, customer relations are topic of conversatexemplified by the Telefénica Group

reporting about evaluating its customer base: “Thetomer base was measured using the

" Purchase price allocation of Procter & Gamble.
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MEEM (“Multiple Excess Earnings Method”), whichlimsed on calculating the present value of
the future cash flows of the future economic besefttributable to the customer ba&e/atters

concerning supplier or investor relations are saaeldressed.

[Insert Table 4 here]

Intellectual capital disclosure on internal cap{RIPA_INT) seems less frequent than on external
capital. European acquirer companies disclose, vanage, 0.26 % of internal capital items
whereas US-American companies publish slightly Veisis an average of 0.24 %. Topics include
the restructuring of the companies, obtained liesn®R&D and intellectual property, as the
examples of Boston Scientific and AT&T illustrate:

- “We continue to incur integration and restruatgricosts as we integrate certain operations of
Guidant.”

- “Substantially all of the licenses acquired hare indefinite life, and accordingly, are not
subject to amortization™*

We found that human capital is the least disclasgdgory relating to purchase price allocations
(PPA_HC). With a ratio of 0.12 % for all acquirernfis, the average disclosure amount on
human capital is lower than in the other categores evident reason could be the accounting
prohibition of issues relating to human capital @n&FAS 141 (USA) and IFRS 3 (Europe).
Acquirer companies avoid detailed information osues they are not allowed to disclose

separately in the balance sheet. Nevertheless;stapiluencing the valuation of the business

8 purchase price allocation of Telefénica Group.
® Purchase price allocation of Boston Scientific.
19 purchase price allocation of AT&T.
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combination like skills and experience of the worke in the case of Taylor Woodrow or costs
in the case of Nextel are discussed:

- “The total provisional goodwill arising is £33617and reflects anticipated synergy benefits
from the merger. This includes [...] and benefits frorarging the skills and experience of the
Taylor Woodrow and George Wimpey workforce.”

- “These costs are primarily associated with Negtaployee retention bonuses earned on the

date of the merger and severance benefits foruméaty separations of Nextel employe&s.”

Voluntary disclosure: Pressreleases

The analysis of the extent of intellectual capit&rmation revealed in press releases (PR_TOT)
indicates that firms disclosed, on average, 0.63f %he total disclosure items (see Table 3). It is
interesting to see that the percentage is slighigyrer for acquirer companies coming from
Europe (0.71 %) than for those from the USA (0.62¥&}. standard deviations of the disclosure
indicate wide variations in the disclosure of tr@mpanies in press releases, evidencing the
flexibility with which companies report in presdeases.

Results of the analysis of intellectual capitalcttisure by categories of items (subindexes) can
be found in table 4. Consistent with Garcia-Mecaalet(2005) we find that disclosure by
intellectual capital categories varies considerably

The analysis of the press releases reveals thairacdirms from Europe disclose, on average,
0.35 % of the internal capital items (PR_INT) opgmbso US-American acquirer firms disclosing
0.30 % of internal capital items. Topics of intermalpital concern the organization and the
integration of the acquired target company as tlesgrelease of Hewlett-Packard illustrates:

“We have done comprehensive integration plannind &ave clear metrics to drive our

™ purchase price allocation of Taylor Woodrow.
2 purchase price allocation of Sprint.
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success.*® Furthermore, research & development (R&D), pateamtsl new products are
discussed: “We are strongly committed to growingnumex's world-class discovery research
capabilities, and we look forward to working clgselith the impressive team they have built by
concentrating inflammation research in Seattfe.”

Disclosure on external capital (PR_EXT) seems fe=sguent than on internal capital. We find
that, on average, 0.25 % of the external capitahsteare disclosed by European acquirer
companies in their press releases whereas acqumsrfrom the USA disclose slightly less with
an average of 0.21 %. The category external capitaprises disclosed items in press releases
concerning relations to customers, brands fromt#iget companies and supplier relations.
Premier Foods highlights the opportunities in depilg the supplier relations after the M&As:
“As the largest food producer in the UK, Premiell Yaok to develop its strategic partnerships
with the major UK food retailers [...J:°

As it is the case for the analysis of the purchpsee allocations, also for the voluntary
disclosure human capital (PR_HC) is the least dssd category with an average of 0.12 % for
American acquirer companies and 0.11 % for Euro@eaguirer firms. Following Garcia-Meca
et al. (2005), we assume that the low disclosurbushan capital information could mean that
companies do not think some issues are relevamMalage-drivers or that information is not
reliable and valid. According to Johanson (2003pbfems in disclosures on human resources
are also due to a lack of ownership of intangibtdated to people. Furthermore, the reluctant
disclosure on human capital could be caused bptbieibition of reporting on human capital in
the purchase price allocation after the completibthe M&A. Topics of human capital being

addressed in the press releases are the combirdtitve workforce of the acquirer and target

13 press release of Hewlett-Packard, September 3,.200
14 Press release of Amgen, December 17, 2001.
!5 Press release of Premier Foods, December 4, 2006.
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company (The enlarged Yell Group will employ approximateéy000 -10,000 sales executive®),”

and the expertise of the management bd&ddpgnising the excellent work that has been diine
Finansbank, the dynamism it has displayed in ggimmarket share, and the top quality of its
management, we decided together with the sharetsolde the bank to maintain its current

management teant’).

Disclosure by information intermediaries: Business Press

Regarding the information on intangible assetsloésd by information intermediaries in news
articles (NA_TOT), it can be observed that the ragdported, on average, 0.46 % on intangible
related aspects (Table 3). Yet again, a differdretgveen the regions is visible. News articles
about M&As with acquirer firms coming from the Uit States report, on average, 0.52 %
intellectual capital information, whereas the mergport slightly less (0.40 %) about M&As
with European acquirer companies involved. In gahérseems that information intermediaries
carefully select parts of the information given ttag companies in their press releases. Major
reasons could be the limited space in news artahes credibility problems journalists face as
the information given in the press releases is/adfied at that point of time.

Analyzing the intellectual capital categories, waice a similar trend in the relative amount of
disclosed information as in the press releases. bilstness press articles on M&As in both
regions disclose most information on internal cp{tNA_INT). Information intermediaries
report, on average, 0.19 % on internal capital dspabout M&As with American acquirer
companies compared to 0.16 % for European acquires.f As the following examples show,
the integration of the two merged companies anul tperations are topics in this category.

The New York Timemn the Aviva/AmerUs merger (July 14, 2006):

16 press release of Yell Group, April 28, 2006.
" National Bank of Greece/Finansbank press relegss, 3, 2006.
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“AmerUs brings a national distribution network whiviva could apply its expertise in selling
life assurance through banks to AmerUs's operatiths

The New York Timem the Alcatel/Lucent merger (April 9, 2006):

“To make things seem really level, they suggestaaing Ms. Russo, who doesn't speak French,
to the combined company's executive offices in®Ramd surrounding her with a management
team mostly from Alcatel™®

Information on external capital disclosed by infatrman intermediaries (NA_EXT) adds up to
0.22 % for M&As from the United States and 0.15 & M&As from Europe, yet again
highlighting a slight difference between the twgioms. Topics addressed in this category are
the consolidation of the customer bases, brandslaaholder support:

The Wall Street Journaln the Oracle/PeopleSoft merger (December 16,)2004

“Phillips, Oracle's co-president, said the compargects the number of PeopleSoft customers
who cancel such contract to rise, to 10% or méte.”

The Wall Street Journabn the Federated Department Stores/May Departi@ges merger
(February 28, 2005):

“Under Mr. Lundgren's leadership, Federated hasnadteps to create a national chain and
brand, rather than operating and advertising eadgsiah regionally.*

Also in the case of the disclosure by informatiatermediaries human capital items are least
reported. On average, 0.11 % and 0.08 % on humataktappects are disclosed in news articles

for M&As from the United States and Europe, respety. It seems that information

intermediaries adopt the caution of the compangepmrt on human capital as they might also

18 News article of the Aviva/AmerUs mergd@he Financial TimesJuly 14, 2006.

19 News article of the Alcatel/Lucent merg&he New York Time#pril 9, 2006.

20 News article of the Oracle/PeopleSoft merdére Wall Street JournaDecember 16, 2004.
2 News article of the Federated/May mergére Wall Street Journakebruary 28, 2005.
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perceive this kind of information as not value velet or not reliable. Journalists particularly

broach issues such as the consolidation of the faads, expertise and layoffs as the examples
show:

The Wall Street Journaln the Barratt/Wilson Bowden merger (February@7):

“Mr. Clare said job losses are expected, withoutngy any indication of the scale of possible

cuts. Combined, the companies' work force stan@ss@0 employees>

The New York Timemn the Alcatel/Lucent merger (August 9, 2006):

“The merged company, to be based in Paris, expedised nearly 9,000 jobs over the next two
years. Nobody knows how many New Jerseyans wié kbeir jobs at Lucent, but the process
will seem painfully familiar.®®

After the illustration of the descriptive resulter fthe mandatory and voluntary corporate
disclosure as well as the disclosure by informatidarmediaries the information dissemination

process will be examined in detail by comparing guantity of and the association between

disclosures in section 4.2.

4.2. Information dissemination

In section 2.3 we developed hypothesis about tfenmation dissemination process regarding
intellectual capital disclosure by companies (mamgaand voluntary disclosure) and by
information intermediaries on the basis of thegedtreasoning. First, hypotheses Hla and H1lb
concerning the amount of information disclosedetamined. Second, we test hypotheses H2a
and H2b regarding the associations between the m@mol disclosure in mandatory and

voluntary disclosure and disclosure by informaiimermediaries.

%2 News article of the Barratt/Wilson Bowden mergeére Wall Street JournaFebruary 6, 2007.
% News article of the Alcatel/Lucent merg&he New York Timegpril 9, 2006.
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To compare the amount of information discloseduse the Welch t-test, a modification of the
t-test for comparing the means of two groups. firdd step we compare the mean quantity of
voluntary corporate disclosure (press released) thié mean quantity of mandatory corporate
disclosure (purchase price allocations). Resuktssdasplayed in Table 5. Interestingly, Hla is
rejected for the categories of external (p <0.01g mternal capital (p < 0.05) in both regions.
Looking at the regions separately we only find gnsicant difference in the quantity of

disclosed information for the external capital gatgy. For all other categories as well as the
overall category a similar quantity of intellectuzdpital disclosure in PR and PPA can be
assumed. These findings suggest that companidsskssimilar amounts of information in their

press releases as they disclose later in theithpaecprice allocations. Therefore, credibility of

voluntary disclosure is enhanced.

[Insert Table 5 here]

In a second step we compare the mean amount afitasjucorporate disclosure (press releases)
with the mean amount of disclosure by informatioteimediaries (business press articles).
Results can be found in Table 6. In contrast to,H&® find significant differences between
voluntary disclosure (PR) and disclosure by infaroraintermediaries (NA) in all categories
except for internal capital in both regions. Theneaapplies to all categories except human
capital for the European acquirer companies. FertuB-American acquirer companies only the
information quantity in the category of internalptal seems to be significantly different
between the two communication channels. This pewidevidence that information
intermediaries treat corporate information cautipwd tend to choose before disclosing it.

Therefore, regarding both regions we concludecdhedibility of voluntary disclosure is reduced.
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[Insert Table 6 here]

It can be assumed that companies use the possifilitriting a press release in order to justify
the merger to the stakeholders. Given the nonetistandards for such kind of press releases it
is peculiar that companies don’t disclose morermfation on intangible assets. On the other
hand even less information on intangibles are wseehformation intermediaries for publishing
them in business press articles. A reason coultid@ssumed lack of information relevance for
stakeholders. Furthermore, the limited space ird#iky press constitutes another possible reason
for the bounded use of information on intangiblees.

Finally, we assess the degree of statistical malahip between the amount of disclosure in
mandatory and voluntary disclosure and disclosyrénformation intermediaries. We use the
Spearman rank correlation coefficient that measath size and direction of the relationship
between two variables. Table 8 presents the ctioelanatrix for the general disclosure indexes.
According to the Spearman rank correlation coedfits, the general disclosure index for
voluntary disclosure in press releases (PR_TOTptssignificantly associated with the general
disclosure index for mandatory disclosure in puseharice allocations (PPA_TOT) (H2a:
p >0.10). It seems that acquirer firms give differmformation about intellectual capital in their
announcement day press releases and in the punghesallocation published after completion
of the M&A. However, information intermediaries uslee information provided in press
releases. Both general disclosure indexes (PR_THTN&A_TOT) are significantly associated
(H2b: p <0.10). Moreover, we see a strong associdbetween the information disclosed by
information intermediaries and later in purchaseepallocations. When management allocates

the purchase price to intangible assets, it prgb#dkes into account how the information

33



intermediaries evaluate the information about latélal capital disclosed in the press release.
The actual amount of purchase price allocatedttngible assets and goodwill in purchase price
allocations is significantly associated with thegel disclosure index for mandatory disclosure
in purchase price allocations (PPA_TCOf)The sub-sample of U.S. and European M&As
provide a slightly different picture. In the U.Sibssample, corporate mandatory disclosure is
significantly associated with prior voluntary digstre (p <0.05) and disclosure by information
intermediaries (p <0.01). The purchase price afionaof U.S. acquirer firms seems to reflect
what the firms disclosed in press releases andntétia coverage of the M&A. In the European
sub-sample, information disclosed in news articéect information provided in press releases
(p <0.05). The credibility of corporate voluntarisdosure is enhanced by both disclosure of
information intermediaries especially when Europdd&As are concerned and corporate

mandatory disclosure when U.S. M&As are concerned.

[Insert Table 8 here]

We have to examine if the results for general dmale indexes also hold for disclosure
subindexes. Table 8 presents the correlation médrithe disclosure subindexes for the total
sample. We find a positive association betweendikelosure subindex for external capital in
press releases (PR_EXT) and in news articles (NA)HEK <0.01) as well as in purchase price
allocations (PPA_EXT) (p <0.05). Obviously, extdroapital is more easily verifiable, related

disclosure more credible. The disclosure subindexniternal capital in press releases (PR_INT)
is only associated with the disclosure in newskagi (NA_INT) (p <0.01). Internal capital is not

as easily verifiable as external capital. Acquifem’s management probably waits how

24 Results are not tabulated here.
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information intermediaries evaluate the internapitzd of the target firm. The disclosure
subindex for internal capital in purchase pricecdtions (PPA_INT) is also significantly related
to the disclosure subindex for internal capitahgws articles (NA_INT) (p <0.05). Disclosure
subindexes relative to human capital (PPA_HC, PR_M& HC) do not significantly correlate
(p <0.01). Human capital topics do play a role i&A4. However, human capital is not allowed
to be recognized separately in purchase price &llmts and will be only be subsumed under
goodwill. The correlation matrix for the U.S. arfietEuropean sub-samples provide similar

results.

[Insert Table 8 here]

5. Conclusions

This study empirically examines the disseminatidnndormation about intangible resources
acquired in M&As. We find that companies disclose average 0.3 % of intellectual capital
information in mandatory corporate disclosure am@l7@6 in voluntary corporate disclosure,
whereas information intermediaries only discloseawarage 0.46 % in business press articles.
The comparison of the amount of intellectual cdplisclosure in purchase price allocations and
press releases by companies reveals that that thexesignificant difference in quantity of
disclosed information on external capital in predeases and purchase price allocations for US-
American and European acquirer firms. For the c@feodisclosure in the categories internal
capital and human capital of US-American and Eumopeacquirer firms we do not find
significant differences between the mean discloammeunt in press releases and purchase price

allocations. Comparing the amount of disclosureusliatellectual capital in press releases and
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business press articles, we find a significaneddhce between the disclosure over all categories
by companies in press releases and by informatimrmediaries in business press articles for
both regions. However, information intermediariese uthe information provided in press
releases, as both general disclosure indexes (PR an® NA_TOT) are significantly associated
(p <0.10). The results show that all three disdlessubindexes for external capital are
significantly associated. Information intermediariefer to corporate voluntary disclosure when
evaluating internal capital. Subindexes for intérapital in press releases and purchase price
allocations are not significantly associated. isare subindexes relative to human capital are
not significantly associated, too. The credibibfycorporate voluntary disclosure is enhanced by
disclosure by information intermediaries and by saduent corporate mandatory disclosure.
However, the results depend on the type of inteliaapital considered.

Our research design is subject to several limmatidWe selected the mandatory and voluntary
disclosure and disclosure by information intermedg about the largest U.S. and European
business combinations as our sample. It is not @lather the results are generalizable to other
disclosure events. Another concern is related éoctintent analysis methodology. Its results are
affected by reliability and validity issues.

However, we believe that the investigation of inflation dissemination and the closely related
issue of disclosure credibility are of interestatmcountants, and for stakeholders and standard

setters.
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Appendix 1: Category system of the study (in Enplis

Appendix 1

Category system of the study (in English)

Internal Capital

External Capital

Human Capital

based in
branch
capacity
collaborative research
communication
concession
copyright

corporate information system

corporate structure
database
distribution
distribution channel
distribution network
efficiency
factory
formulation
headquarters
incorporation
infrastructure
innovatior
integration
intellectual property
labor market
license
licensing agreement
locatior
media coverage
new product
organization
organizational structure
patent
plant
process cycl
product pipeline
prototype
quality assurance
guality management
R&D
reorganizatio

analyst meeting
analyst report
backlog
bargaining power
brand
client
clientele
commercialization
company name
consignment
contractor
customer
customer base
customer loyalty
delivery
distributor
export
family-owned enterprise
franchise
hallmark
import
initial public offering
investor conference
investor relations
key account
labe
launch
listing on the stock exchange
listings
logo
major customer
management shares
marketing
merchandise
negotiating power
new customer
ownership structure
price policy
procuremer
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absenteeism
apprenticeship
career
commitment
compensation
corporate culture
creativity
diever
dismissal
education
employ
employee
employee satiisfia
employer
employment contract
entrepreneurial spirit
expert
expert knavge
expertise
full time
incentive system
jokue
job tenure
jobs
know-how
labor unior
layoff
managemererience
manager
motivation
new hire
part-time
pensiol
personnel
qualification
recruiting
remuneration
researcher
salary



restructurin provisior

royalty purchasing
site guotation
subsidiary reputation
technology roadshow
trade secret sales channel
web presenc share buybac
work environment share option

share repurchase
shareholder concern
shareholder structure
shareholder support
stock market valuatic
stock option
subcontractor
subscription right
supplier
supply
supply chain
trade name
trademark
vendor
widely held stock

scientis
skills
staff
team
training
wages
work climate
workforce
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Table 1: Purchase price allocations, press releasasd news articles related to M&A
transactions

Table 1
Purchase price allocations, press releases, and reearticles related to M&A transactions
Region Transactions Purchase price  Press releases News articles
allocations

United States 50 50 47 1376
Europe 50 50 47 1265
Both regions 100 100 94 2641
Average number of words 1027 2226 498

per document

Notes: The table is based on largest M&A transastiby deal value) of U.S. acquirer firms compldietiveen July 1st, 2001 and December
31st, 2008 and of European acquirer firms complb&tdieen January 1st, 2005 and December 31st, ZO@AVI&A transactions are retrieved
from the ZEPHYR database on June 30, 2009. Purgraseallocations have to be published not ldtantone year after the completion of
the M&A transaction in the notes to the financialtements. Press releases commenting on the M&&drdions are normally published at
announcement date, news articles considered afisipedh between date of announcement and 1 week afte

Table 2: Items in the disclosure index

Table 2
Items in the disclosure index

Category Iltems %
TOT 156 100
INT 47 30.13
EXT 62 39.74
HC 47 30.13
Notes:

(1) The table reports the number of items incluidegaich category of the disclosure index.
(2) INT: Internal Capital EXT: External Capital HEuman Capital.
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Table 3: Descriptive statistics for purchase pradcations, press releases and news articles

Table 3
Descriptive statistics for purchase price allocatins, press releases and news articles

Press retg@@de TOT)

News articles (NA_TOT)

Purchase price allocations (PPA_TOT)
United States Europe Both regions United States roteu Both regions  United States Europe Both regions

Mean 0.6939 0.7675 0.7307 0.6190 0.7126 0.6659 215 0.3979 0.4596
Median 0.5328 0.6392 0.5775 0.5555 0.6980 0.6226 4994 0.3985 0.4041
Minimum 0 0 0 0 0 0 0 0.0925 0
Maximum 2.0700 2.8400 2.840 1.7310 2.6428 0.2.6428 1.3760 0.8976 1.3760

S.D. 0.5286 0.6655 0.5991 0.3710 0.5230 0.4534 50.29 0.1936 0.2559
Kurtosis 0.778 1.648 1.597 0.864 3.717 3.890 0.132 0.159 0.649
Skewness 1.135 1.250 1.252 0.868 1.567 1.497 0.372 0.632 0.685

Notes:

(1) Purchase price allocation index (PPA_TOT) edisclosure score on intangibles based upon coaettysis of the purchase price allocation docuseéhis the total number of words related to
intangibles communicated by the company in the lpase price allocation documents in proportion &ttial amount of words of the document (in percent
(2) Press releases index (PR_TOT) is the disclastore on intangibles based upon content analffiegress releases at announcement date maae biyea firms. It is the total number of words
related to intangibles communicated by the compaitlye press releases in proportion to the totalwarhof words of the document (in percent).
(3) News articles index (NA_TOT) is the disclosso®re on intangibles based upon content analysteaiews articles published between 1 week bdifierelate of announcement and 1 week after

by business press. It is the total number of woetited to intangibles communicated by the infofamaintermediaries in the news articles in promortio the total amount of words of the documents

(in percent).
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Table 4: Descriptive statistics for disclosure sategories for purchase price allocations, presgaskes and news articles

Table 4
Descriptive statistics for disclosure subcategorig®r purchase price allocations, press releases amgws articles

Purchase Price Allocation Press releases Newdemrti
United States PPA INT PPA EXT PPA HC PR_INT PR _EXT PR HC NA INT NA EXT NA HC
Mean 0.2386 0.3140 0.1413 0.2958 0.2069 0.1164 916.1 0.2164 0.1133
Median 0.1858 0.2037 0.1145 0. 0.0027 0.1099 0.1754 0.1645 0.0828
Minimum 0 0 0 0 0 0 0 0 0
Maximum 0.9200 1.6300 0.7600 1.1287 0.7572 0.4677 .528B 0.8499 0.4231
S.D. 0.2212 0.3880 0.1524 0.2436 0.1627 0.0915 6d.11 0.1811 0.1056
Kurtosis 0.923 3.350 4.433 2.999 2.336 3.912 1.056 1.709 1.573
Skewness 1.077 1.798 1.679 1.493 1.490 1.473 0.751 1.220 1.408

Purchase Price Allocation Press releases Newdesrti
Europe PPA_INT PPA_EXT PPA _HC PR_INT PR_EXT PR_HC A INNT NA_EXT NA HC
Mean 0.2594 0.4052 0.1028 0.3520 0.2469 0.1138 608.1 0.1524 0.0846
Median 0.1642 0.2219 0 0.3238 0.1668 0.0997 0.1400 0.1165 0.0583
Minimum 0 0 0 0 0 0 0 0 0
Maximum 1.3900 2.7500 0.4700 1.6667 1.6839 0.5263 .700B 0.6875 0.3555
S.D. 0.3223 0.5364 0.1393 0.3377 0.2882 0.1175 20.11 0.1245 0.0777
Kurtosis 3.094 6.591 0.505 6.573 12.715 3.161 9.721 5.812 1.750
Skewness 1.786 0.662 1.243 2.111 2.979 1.674 0.662 1.870 1.238

Purchase Price Allocation Press releases Newdemrti
Both regions PPA INT PPA EXT PPA HC PR_INT PR _EXT R RC NA_INT NA EXT NA HC
Mean 0.2490 0.3596 0.1221 0.3239 0.2269 0.1151 60.17 0.1844 0.0989
Median 0.1755 0.2112 0.0865 0.2813 0.1669 0.1058 1659. 0.1193 0.0771
Minimum 0 0 0 0 0 0 0 0 0
Maximum 1.3900 2.7500 0.7600 1.6667 1.6839 0.5263 .700B 0.8499 0.4231
S.D. 0.2751 0.4680 0.1465 0.2942 0.2336 0.1048 50.11 0.1579 0.0934
Kurtosis 3.392 6.719 2.789 6.623 15.507 3.454 4.244  3.100 2.198
Skewness 1.703 2.216 1.469 2.046 3.084 1.609 1.484 1.549 1.470
Notes:

(1) Purchase price allocation’s subcategory indexeshe disclosure score on internal capitaledlaitangibles (PPA_INT), external capital relatgdngibles (PPA_EXT) and human capital related
intangibles (PPA_HC) based upon content analystiiseopurchase price allocation documents. Subirslasethe total number of words related to intdiegin the subcategory communicated by the

company in the purchase price allocation documiarpisoportion to the total amount of words of tteedment (in percent).
(2) Press release’s subcategory indexes are tbleglise score on internal capital related intamgilfPR_INT), external capital related intangibRR (EXT) and human capital related intangibles
(PR_HC) based upon content analysis of the présases at announcement date made by acquirer fubéndexes are the total number of words relateatangibles in the subcategory

communicated by the company in the press relein proportion to the total amount of words of theedment (in percen
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(3) News article’s subcategory indexes are the@lisce score on internal capital related intangijiéA_INT), external capital related intangiblesN(NEXT) and human capital related intangibles
(NA_HC) based upon content analysis of the nevislestpublished between 1 week before the datamdancement and 1 week after by business presgdaxes are the total number of words
related to intangibles in the subcategory commuedtay the information intermediaries in the newgles in proportion to the total amount of worfghe document (in percent).

45



Table 5: Welch test for press releases and purcpase allocations

Table 5
Welch test for press releases and purchase pricd@tations
United States Europe Both regions
Press releases Purchase Welch-Test Press releases Purchase Welch-Test  Press releases Purchase Welch-Test
Price Price Price
Allocation Allocation Allocation

TOT 0.6191 0.6940 -0.820 0.7126 0.7680 -0.462 0.6659 731 -1.084
INT 0.2958 0.2384 1.226 0.3520 0.2598 1.389 0.3239 90.24 2.248
EXT 0.2069 0.3140 -1.810 0.2469 0.4048 -1.841 0.2269 0.3594 -3.078
HC 0.1164 0.1416 -1.004 0.1138 0.1026 0.432 0.1151 0.1221 -0.542
Notes:

(1) Press releases index (PR_TOT) is the disclastoee on intangible assets based upon contents@af the press releases at announcement datebyeaatquirer firms, in percent. Press release’s
subcategory indexes are the disclosure score emadtcapital related intangibles (PR_INT), extéoagital related intangibles (PR_EXT) and humapitedrelated intangibles (PR_HC), in percent.
(2) Purchase price allocation index (PPA_TOT) &sdisclosure score on intangibles based upon coaetysis of the purchase price allocation docuseém percent. Purchase price allocation’s
subcategory indexes are the disclosure score emadtcapital related intangibles (PPA_INT), exécapital related intangible assets (PPA_EXT) lamthan capital related intangibles (PPA_HC), in

percent.

X-Y
S §%
SR

n m

T =

3) Welch t-test with unequal sample sizes and ualedriances
(4) Test problem: b pe=py; Hi: pu#py; Ho is rejected, if |T|>Uyz; Uoo=1,645; 6,95=1,96; b 95=2,576

(5) Null hypothesis is rejected fora=10%, ** 0=5%, *** a=1%
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Table 6: Welch test for press releases and neviclest

Table 6
Welch test for press releases and news articles

United States Europe Both regions
Press releases News articles  Welch-Test  Pressesle News articles  Welch-Test  Press releases Nawlesa Welch-Test
TOT 0.6191 0.5212 1.447 0.7126 0.3979 3925 0.6659 0.4596 5.097
INT 0.2958 0.1915 2.691 0.3520 0.1608 3.731 0.3239 0.1762 1.593
EXT 0.2069 0.2164 -0.275 0.2469 0.1524 2:094 0.2269 0.1844 1.870
HC 0.1164 0.1133 0.156 0.1138 0.0846 1.448 0.1151 .0989 5.743
Notes:

(1) Press releases index (PR_TOT) is the disclostoee on intangibles based upon content analf/siegress releases at announcement date madebyea firms, in percent. Press release’s
subcategory indexes are the disclosure score emaltcapital related intangibles (PR_INT), extéoagital related intangible assets (PR_EXT) anohdmu capital related intangibles (PR_HC), in

percent.

(2) News articles index (NA_TOT) is the disclosaoere on intangibles based upon content analysieeaiews articles published between 1 week béfereate of announcement and 1 week after
by business press, in percent. News article’s sagoay indexes (NA_TOT) are the disclosure scorentarnal capital related intangibles (NA_INT), esttal capital related intangibles (NA_EXT)

and human capital related intangibles (NA_HC),encent.

X-Y
S §%
SR

n m

(3) Welch t-test with unequal sample sizes and uakeepriances
(4) Test problem: H p=py; Hi: wpy; Ho is rejected, if |T|>Le; Uoo=1,645; W e5=1,96; 1b95=2,576

(5) Null hypothesis is rejected ford=10%, ** a=5%, *** a=1%
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Table 7: Correlations for total disclosure for mivase price allocations, press releases and
news articles

Table 8
Correlations for total disclosure for purchase prce allocations, press releases and news articles
United States Europe Both regions
PPA_TO NA TO PPA_TO NA_TO PPA_TO NA TO
T PR_TOT T T PR_TOT T T PR_TOT T
PPA_TOT 1.000 1.000 1.000
PR_TOT 0.322  1.000 -0.131 1.000 0.067 1.000
(0.014) (0.189) (0.259)
NA_TOT 0.389 0.128 1.000 0.168 0.271 1.000 0.279 0.168 1.000
(0.003  (0.195 (0.10) (0.032 (0.003  (0.053

Notes:

(1) Purchase price allocation index (PPA_TOT) edrsclosure score on intangibles based upon coatexysis of the purchase price
allocation documents.

(2) Press releases index (PR_TOT) is the disclaszoee on intangible assets based upon contentsiaf the press releases at
announcement date made by acquirer firms.

(3) News articles index (NA_TOT) is the disclosapere on intangibles based upon content analysieafews articles published between 1
week before the date of announcement and 1 weeklgftbusiness press.

(4) The table reports the Spearman (Pearson) atime$ below (above) the diagonal, related p-valoe&-sided tests are given in brackets
below.
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Table 8: Correlations for disclosure subcategofi@spurchase price allocations, press releases
and news articles for both regions

Table 8

Correlations for disclosure subcategories for purchse price allocations, press releases and news ales for
both regions

Both Purchase Price Allocation Press releases Newseartic
regions EXT INT HC EXT INT HC EXT INT HC
PPA_EXT 1.000
PPA_INT 0.123 1.000
(0.119)
PPA _HC 0.212  0.248 1.000
(0.020) (0.008)
PR_EXT 0.175 0.064 0.098 1.000
(0.046) (0.269) (0.174)
PR_INT 0.093 0.052 0.020 0.322 1.000
(0.185) (0.309) (0.423) (0.001)
PR_HC 0.021 -0.027 0.071 0.266 0.295 1.000
(0.420) (0.399) (0.247) (0.005) (0.002)
NA_EXT 0.231 0.222 0.222 0.277 -0.103 0.039 1.000
(0.013) (0.016) (0.016) (0.003) (0.162) (0.354)
NA_INT -0.035 0.201 0.090 0.145 0.390 0.159 0.262 1.000
(0.370) (0.026) (0.195) (0.082) (0.000) (0.063) (0.005)
NA _HC -0.006 0.162 0.095 -0.019 0.025 0.059 0.267 0.380 1.000

(0.476) (0.060) (0.181) (0.427) (0.406) (0.287) (0.005) (0.000)

Notes:

(1) Purchase price allocation’s subcategory indexeshe disclosure score on internal capital edlaitangibles (PR_INT), external capital
related intangible assets (PR_EXT) and human dapitted intangibles (PR_HC).

(2) Press release’s subcategory indexes are tbleglise score on internal capital related intargilfPR_INT), external capital related
intangible assets (PR_EXT) and human capital réliatiangibles (PR_HC).

(3) News article’s subcategory indexes are thdalisce score on internal capital related intangifléA_INT), external capital related
intangibles (NA_EXT) and human capital related rigfiales (NA_HC).

(4) The table reports the Spearman (Pearson) atime$ below (above) the diagonal, related p-valoe&-sided tests are given in brackets
below.
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Figure 1: Information dissemination
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