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ABSTRACT

I show that the issuance of a new accounting standard disrupts the cycle of consistency within

accounting organizations, leading to improved accounting information. For the recent FASB

Revenue Recognition and Leases standards, I show they lead to more error disclosures and

more updates to legacy policies within the standards’ topic areas before the accounting

standard change is implemented. I do not find a difference in the effects between firms more

or less affected by a standard, consistent with the standards being broadly disruptive for all

firms. However, I do find stronger effects for more decentralized firms following the Leases

standard, implying a mechanism of the disruption: a centralized standard implementation

effort that unifies historically dispersed accounting practices. I further demonstrate that

the policy updates identified following the disruption result in improvements to accounting

information. My results show that accounting standard-setting activity affects financial

reporting processes and outcomes even prior to the adoption of the standard in a way that

is distinct from the effects of the actual changes in accounting guidance.
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CHAPTER 1

INTRODUCTION

Organizations are subject to high levels of structural inertia: the tendency to resist changes to

existing routines. This inertia can exist for a variety of reasons, including resource constraints

within organizations, limited attention of individuals, and individual behavioral biases favor-

ing the “status quo” (Gilbert (2005), Longman et al. (2014), Hannan and Freeman (1984)).

Structural inertia is further heightened within accounting organizations because of existing

accounting and auditing rules mandating consistency. Consistency is a foundational value

in accounting: it facilitates comparability in financial reports and establishes an efficient

framework for performing accounting work (FASB (2018)). However, consistency brings

with it the inseparable drawback of inertia, which can result in carrying forward errors and

resisting improvements in accounting practices. In this paper, I examine how disruptions to

consistency in accounting allow firms to overcome these inertial forces and make changes to

financial reporting processes.

Inertia in accounting organizations shapes firms’ incentives by making self-identified

changes to accounting policies and procedures (henceforth, “accounting changes”) costly

in a variety of ways (Watts and Zimmerman (1978)). For example, changing an accounting

practice imposes several costs on a firm: training employees; updating accounting policy

manuals and documentation; updating internal controls; renegotiating contracts that make

use of accounting measures; and explaining and justifying changes to shareholders, auditors,

and regulators (Christensen and Nikolaev (2013)). These fixed costs reduce the incentives

for accounting organizations to identify areas in need of change and enact those changes once

they are identified. As a result, firms are incentivized to maintain their existing accounting

practices and resist changes.

What can disrupt the inertia that prevails in accounting? I examine two recently issued

FASB accounting standards, the Revenue Recognition standard and the Leases standard, as
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disruptors to inertial forces. Accounting standards serve as an ideal setting to study this

phenomenon for several reasons. First, unlike other disruptive events, such as executive or

auditor turnover, which are self-selected by firms, a regulator can impose a disruption on

firms in the form of an accounting standard change. Second, a new standard has broad reach,

affecting all firms that use U.S. Generally Accepted Accounting Principles (GAAP), unlike

firm-specific or industry-specific disruptions. Third, the issuances of the two standards in

my study are plausibly exogenous. The FASB deliberated each standard for approximately a

decade, and the significant forthcoming changes in accounting guidance were known prior to

issuance as a result of the FASB’s transparent deliberation process. Finally, a new accounting

standard is a disruption specific to the accounting function. This allows me to assess how

a disruption to the accounting system affects the outputs of that system (e.g., financial

reporting), unlike other types of events, such as COVID-19 or natural disasters, which are

generally disruptive and are not specific to accounting.

A new standard increases the likelihood both that firms identify the need for an account-

ing change and that they enact the change. In terms of identification of changes, firms’

significant implementation efforts (including hiring new employees and investing in informa-

tion systems) result in learning (Shroff (2017), Enache et al. (2022), Roh (2023), Gelsomin

(2022)). This learning includes gathering new information and reassessing prior conclusions,

which can result in identifying the need for an accounting change. In terms of enacting

changes, the incremental fixed cost of enacting an accounting change is lower when bundled

with an already high fixed cost of compliance with the new standard that has been imposed

on the firm (Christensen and Nikolaev (2013)). Therefore, I hypothesize that, as a result of

revised incentives following the issuance of a new standard, firms are more likely to disrupt

the inertia of their accounting practices by identifying and enacting accounting changes.

I test my main hypothesis by examining the frequency of accounting changes made during

the implementation periods for the FASB Revenue Recognition and Leases standards. I

2



focus on accounting changes that are separate from the changes made for compliance with

the new standard, since the standards do not require firms to reassess prior accounting

choices or search for historical errors. I identify two kinds of accounting changes using public

disclosures: 1) disclosures of errors (restatements, out-of-period adjustments, and material

weaknesses in internal controls) and 2) updates to legacy policies (changes in accounting

estimates, changes in accounting principles, and impairments).

My main hypothesis is not without tension. I examine implementation periods following

the issuance of a standard when firms are aware that the accounting guidance will change

significantly in several years and may not have incentives to make any further proactive

changes prior to standard adoption. Further, if firms wanted to conceal any disclosures

of errors or updates to legacy policies, bundling these changes with the adoption period

disclosures could be optimal. However, my period of study excludes the post-adoption period;

therefore, such concealment would work against me. Lastly, the main provisions of both the

Revenue Recognition and Leases standards were known well in advance of each standard’s

respective issuance, meaning firms could have begun implementation prior to issuance, which

would be reflected in my chosen pre-period. It is therefore an empirical question whether

firms disclose more accounting changes during standard implementation periods.

Because the two standards in my study disrupted all firms, I rely on a within-firm design

to test my main hypothesis. I compare accounting topic areas within a firm that are “di-

rectly affected,” “adjacently affected,” and “unaffected” by the issuance of each standard.

The issuance of a new accounting standard is generally topic-specific, meaning it changes

the accounting rules around a specific topic and set of transactions. I consider those topics

specifically addressed in the standard to be directly disrupted (e.g., revenue recognition,

leases). However, accounting topics do not exist in silos. There are certain connections

between topics that are well-established in accounting. I use these ties to identify topics ad-

jacently affected by each accounting standard (e.g., inventories for the Revenue Recognition

3



standard, fixed assets for the Leases standard) to examine spillover effects. Finally, I use

less-related accounting topics as a control group in my study, as they are not disrupted by

the issuance of either standard.

I first show descriptive evidence that, while accounting changes are relatively infrequent

events, they are made at least once by most firms during my sample periods. Approximately

80% of firms in my sample enact a change in at least one fiscal quarter, and a change occurs in

approximately 12% of fiscal quarters in my sample. These results are in line with consistency

as the predominant practice for accounting organizations.

I next test my main hypothesis and find that firms are more likely to make accounting

changes in topic areas directly affected by a new accounting standard, as compared to ac-

counting changes in topic areas unaffected by the standard. I find evidence of this effect

for both the Revenue Recognition and Leases standards and for both types of accounting

changes (disclosures of errors and updates to legacy policies). I find evidence of a positive

spillover effect for topics adjacently related to a standard, though there is also some evi-

dence of negative spillover effects (e.g., a reduction in effort spent on topics unaffected by a

standard).

Next, I consider whether each type of accounting change made during the implementa-

tion periods resulted in improved accounting information. When a firm discloses an error,

this disclosure provides users of financial statements with improved information through the

correction of previously misstated financial information. Further, prior work has shown that

disclosures of errors (including immaterial errors) serve as a signal of underlying accounting

deficiencies (Choudhary et al. (2021)). Therefore, the observed increase in error disclosures

during the implementation periods provides useful information to users of financial state-

ments.

For the observed increase in legacy policy updates, its effect on accounting information is

not as clear. These updates may result in accounting that better represents the economics of
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transactions, which would lead to more informative accounting earnings. However, it is also

possible that firms opportunistically change policies to boost short-term earnings or take a

“big bath.” I test this empirically and find evidence of higher earnings response coefficients

(ERCs) following an update to legacy policies during the standard implementation periods.

However, I do not find significant effects for analyst or management guidance forecast ac-

curacy. These findings imply that the interruptions in accounting practices following the

disruption of the two standards may result in more informative measures of earnings for

market participants.

Finally, I try to infer the mechanism of the disruption created by the two accounting

standards by conducting cross-sectional tests across firms. A new accounting standard may

be more disruptive to those firms for which the accounting guidance has changed more

significantly, making implementation more time-consuming and costly (i.e., the fixed cost of

compliance is lower than the variable cost). However, I do not find a significant difference in

effect between firms that were more or less affected by either standard. This indicates that

the fixed cost of compliance is high and applicable to all firms.

I next try to understand if the disruptive effect differs between the two standards I study

based on the financial reporting incentives created by each standard. Firms generally imple-

ment new accounting standards in a centralized manner with oversight at the Chief Financial

Officer (CFO) level (EY (2021)). Whether this centralization is a bigger disruption depends

on the historical level of centralization in firms’ practices. While some firms may have had

historically centralized oversight over certain leases (e.g., real estate or finance leases), most

operating leases were managed and overseen at the local level (Tysiac (2017b)). Firms,

on the other hand, have already had incentives to analyze and oversee revenue centrally,

given executives’ and analysts’ focus on top-line growth and the existence of revenue metrics

in executive compensation contracts (Lorenz and Homburg (2018), Dichev et al. (2013)).

I therefore expect the disruption of the Leases standard to have a larger effect on more
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decentralized firms. I find evidence consistent with this hypothesis—specifically, that the

disruptive effect is larger for more decentralized firms following the Leases standard, but not

the Revenue Recognition standard.

My paper contributes to the literature on managerial learning and the acquisition of

information during the implementation of new accounting standards by specifically consid-

ering learning by accountants. Much of the prior work in this area looks at the effects of new

accounting standards on the operational decisions of firms. For example, Shroff (2017) finds

effects on corporate investment following the adoption of new accounting standards, Cheng

et al. (2018) finds an improvement in management forecast accuracy following SFAS 142,

and Chatterjee (2021), Ma and Thomas (2023), and Christensen et al. (2023) look at corpo-

rate investment, operating profitability, and changes in the use of operating leases following

the issuance of the new Leases standard. However, these previous studies overlook a more

immediate link between a new accounting standard and the specific system or function it

directly disrupts—financial reporting. My results speak to how a new accounting standard

affects accountants’ actual practice and how a disruption to accounting consistency can affect

financial reporting processes and outcomes prior to the mandated change taking effect.

My paper also contributes to the burgeoning literature on the costs and benefits of new

accounting standards by providing evidence of ancillary and, likely unintended, effects of

new standards. Prior work in this area focuses on the costs associated with adopting new

accounting standards, including increased labor costs (Enache et al. (2022), Roh (2023)) and

investments in information systems (Gelsomin (2022)). My paper shows that the issuance of

a new standard is a positive disruption to topic areas related to the standard, although there

is also some evidence of a negative disruption to topics unrelated to the standard (e.g., more

attention is paid to affected areas during standard implementation, but this takes away from

efforts and resources for other areas). Thus, my study introduces additional considerations

for accounting standard-setters to deliberate in their cost-benefit analyses.

6



My paper is also one of the first to consider and discuss both positive and negative

spillover effects of new accounting standards on untargeted, but related accounting topic

areas. Christensen et al. (2024) model a positive spillover effect theoretically and show

empirical results consistent with this theory. My paper is consistent with their concept, while

focusing on the implementation periods of standards as opposed to the post-implementation

period. Furthermore, I show novel results on negative spillover effects indicating that firms

may focus on one accounting area at the cost of another.

My paper further contributes to the literature on inertia in management accounting,

which qualitatively discusses management accounting practices as routine-based, recurrent,

and subject to inertia, as well as describes the forces that can lead to changes in these

practices (Burns and Scapens (2000), van der Steen (2009), Quinn (2011)). To the best of

my knowledge, my paper is the first to use empirical evidence to study these concepts in

a financial reporting context, demonstrating how a new accounting standard can act as a

disruptive event, overcoming the inertia in accounting practices.

Finally, my paper also contributes methodologically to studies that evaluate the effects

of new accounting standards. By demonstrating that a disruption to accounting processes

occurs prior to a new standard taking effect, I show that it is important for researchers

to carefully consider standard implementation periods in their work. For example, prior

research has often included standard implementation periods as part of the pre-period in

comparing effects before and after the adoption of a new standard. Because disruptive

effects of an accounting standard occur prior to a standard’s adoption, it is important to

consider how the inclusion of a standard implementation period as part of a comparative

pre-period may affect any identified empirical results.
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CHAPTER 2

INSTITUTIONAL BACKGROUND

2.1 Consistency and Inertia in Accounting

Structural inertia, a concept derived from sociology, exists broadly across organizations in

a multitude of settings and for a variety of reasons. For example, Colombo and Delmastro

(2002) find that sunk costs and organizational politics contribute to firms’ resistance to

enacting organizational change. Polites and Karahanna (2012) find that organizations do

not adopt new technological systems due to perceived transition costs and the creation

of habits or routines around the legacy systems. It is natural to assume that accounting

organizations are also subject to these inertial forces. In fact, structural inertia within

accounting organizations is likely exacerbated because financial reporting and auditing rules

mandate that firms be consistent in their accounting policies and practices.

Consistency has historically been and continues to be an important principle in account-

ing. As early as 1932, accounting regulators and practitioners understood the importance

of consistency, as shown in a report issued by the American Institute of Accountants that

posited the following: “ ... it is relatively unimportant to the investor what precise rules of

conventions are adopted by a corporation in reporting its earnings if he knows what method

is being followed and is assured that it is followed consistently from year to year” (empha-

sis added).1 The FASB, the IASB, and the Public Company Accounting Oversight Board

(PCAOB) all require firms to maintain consistency in accounting policies. For example,

the FASB conceptual framework describes consistency as “the use of the same methods for

the same items, either from period to period within a reporting entity or in a single period

1. Source: Audits of Corporate Accounts: Correspondence between the Special Committee on Co-
operation with Stock Exchanges of the American Institute of Accountants and the Committee on Stock
List of the New York Stock Exchange, 1932-1934. 1934. New York: American Institute of Accountants. I
am grateful to Jing Wang, who included this source in her 2018 dissertation, Essays on Accounting Consis-
tency (Wang (2018)).
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across entities ... help[ing] to achieve [the] goal [of comparability]” (FASB (2018)). The

PCAOB requires auditors to evaluate the consistency of clients’ financial statements with a

specific focus on changes in accounting principles and adjustments to correct misstatements

in previously issued financial statements (PCAOB (2008)).

Consistency is not only mandated by accounting and auditing rules, but it is also deeply

ingrained in the practice of accounting. Consistency can be a cost-effective and efficient way

of performing accounting work. For example, it is more efficient for publicly traded firms

that produce financial statements each quarter to rely on prior work than to “recreate the

wheel” by starting over each period. As a result, “status quo” approaches are the default

in accounting and auditing (Havens (2017)). “SALY” (Same as Last Year) is a phrase

popular in public accounting, where it is common practice for auditors to use the prior

period’s audit plan or working papers as the starting point for the current period (Bedard

(1989), Mock and Wright (1999)). Within firms’ financial reporting functions, consistency

is also the norm. Accountants maintain accounting policy manuals that are rarely updated,

perform a rollforward of prior memoranda and working papers, and begin with the prior

year’s financial statements as a baseline for the current year’s reports (Tysiac (2017a)). The

repeated nature of the work is apparent; for example, Cohen et al. (2020) document that

the average within-firm textual similarity of quarterly and annual financial reports is quite

high (cosine similarity of approximately 0.87).

While consistency is fundamental to accounting, it can be accompanied by adverse effects:

inertia and complacency. For example, psychological research has documented an increased

error rate when subjects relied on a default answer when making judgments (Fleming et al.

(2010)). More specifically to accounting, Bonner et al. (2018) find that auditors using pre-

populated workpapers are less accurate in assessing risks than those using blank workpapers.

Because these default approaches result in individuals making more errors, it is feasible that

a disruption to these inertial forces would be beneficial. In fact, Bonner et al. (2018) pro-
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pose that there is a “critical need for an intervention.” My paper focuses on new accounting

standards as one such intervention. In the next section, I discuss the specific standards I

leverage in my study.

2.2 Revenue Recognition and Leases Standards

The two standards I leverage in my paper, the Revenue Recognition standard and the Leases

standard, are two of the most significant changes to accounting in the past few decades

(Newell (2019)). The Revenue Recognition standard, issued in May 2014, represented a

shift from rules-based to principles-based accounting standards. Prior revenue recognition

guidance was more prescriptive and had specific guidance for selected industries, including

software, contractors, and airlines. The new standard includes a single framework that is

applicable to all firms across all industries.

Firms’ revenue recognition implementation efforts were significant and included detailed

contract review, drafting of technical white papers, implementation of new internal controls,

collecting information for new disclosure requirements, and updates to information systems

(Deloitte (2017)). This increased focus on revenue recognition likely resulted in learning by

accountants, who, in addition to learning about the new standard, also evaluated a firm’s

historical revenue recognition practices and better understood a firm’s revenue-generating

process.

The new Leases standard, issued in February 2016, was intended to address a concern

that significant noncancelable lease obligations (valued at approximately $1.25 trillion) were

not recognized on firms’ balance sheets (SEC (2005)). The legacy guidance required only the

disclosure of a firm’s operating lease commitments for each of the five years subsequent to

the year of an annual report, as well as an aggregate amount thereafter. The new standard

now requires lessee firms to capitalize operating lease obligations and right-of-use assets on

the balance sheet based on the present value of future cash outflows.
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This standard represented a significant change for firms. Because the accounting changed

from disclosure-only to financial-statement-recognition requirements, this increased the im-

portance of identifying all relevant leases (including embedded leases, which are leases con-

tained within other contracts, such as supply contracts) and properly accounting for them

(Plante Moran (2022)). Firm implementation efforts included identifying all leases, collect-

ing information for new disclosure requirements, and adopting new information systems to

facilitate financial reporting for leases (Shumsky (2016)). These efforts also spurred learning

by accountants through the focus on a firm’s complete lease portfolio as well as its historical

accounting practices for leases.

These two new standards represented significant and comprehensive changes for firms in

the areas of revenue recognition and leases. It is therefore likely that the implementation of

each of the new standards disrupted the inertia within accounting organizations, leading to

an increase in the identification and enactment of accounting changes, which I describe in

the following section.
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CHAPTER 3

ACCOUNTING CHANGES

Although I am unable to directly observe internal accounting changes made by firms and

auditors, I can observe public disclosures that indicate ex post that an accounting change

occurred.1 I categorize these indicators into two groups—disclosures of errors and updates

to legacy policies—and describe them in more detail below.

3.1 Disclosures of Errors

Organizational inertia in accounting practices creates conditions where errors are made and

carried forward through time. The discovery and disclosure of an error indicates a change in

internal accounting practices, and therefore a shift away from prior routines. If the inertia

had been maintained, the error likely would not have been identified. I am unable to identify

specifically when an error is discovered and only when it is publicly disclosed. Although it is

possible that there is a lapse between the discovery and the disclosure of an error, I assume

that firms disclose errors in a timely manner based on the SEC and FASB guidance for

material and immaterial errors.2

Under U.S. GAAP, the guidance relating to error corrections falls under Accounting

Standards Codification (ASC) Topic 250. If an error is identified, a firm performs a ma-

teriality assessment. First, a firm considers whether the error is material to the financial

statement(s) containing the error. If the error is material, the firm is required to file an

8-K Item 4.02 (Non-Reliance on Previously Issued Financial Statements or a Related Audit

1. I note that I cannot distinguish between accounting changes that are identified by firms and those that
are identified by auditors. Throughout the paper, I generalize to a discussion of firms, though this discussion
applies to both firms and their auditors.

2. I discuss the disclosure and filing requirements for material errors in the subsequent paragraph. SEC
Staff Accounting Bulletin (SAB) 108 and a December 2008 speech by Mark Mahar (https://www.sec.
gov/news/speech/2008/spch120808mm.htm) discuss the disclosure and correction of immaterial errors in a
timely manner.
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Report or Completed Interim Review) filing, reissue corrected financial statements as part of

an amended filing or a subsequent filing, and obtain a revised audit opinion, in accordance

with SEC Rule 33-8400 and ASC paragraph 250-10-45-23. This type of error correction is

commonly referred to as a “Big R” restatement.

If an error is not determined to be material to the financial statement(s) containing

the error, a firm subsequently considers whether correcting the error in the current period

would be material to the current-period financial statements. If the correction of the error is

material to the current-period financial statements, this is known as a “little r” restatement.

In accordance with SEC SAB 108, these errors are corrected by adjusting the opening balance

of retained earnings for the current period and correcting comparative financial statements

provided in the current period report. In my study, I consider any restatements from the

Audit Analytics restatement database where a firm did not file an 8-K filing to be a “little r”

restatements, while I consider restatements requiring 8-K filings to be “Big R” restatements

(consistent with Choudhary et al. (2021)).

If a firm determines that the error is not material to the financial statement(s) containing

the error and that the correction of the error in the current period would not be material

to the current-period financial statements, this is known as an out-of-period adjustment.

The correction of this type of error is recognized directly in the financial statements of the

current period. Choudhary et al. (2021) provide the first archival evidence on these types of

immaterial errors, which have been increasing in frequency since 2004.

Finally, I also include disclosures of material weaknesses in internal controls in the group

of disclosures of errors. Although these occurrences do not fall under the U.S. GAAP guid-

ance on error corrections, I consider them errors because firms are expected to maintain

effective internal controls over financial reporting. As such, I consider the disclosure of a

material weakness in internal controls to be similar to the disclosure of an error. Material

weaknesses are publicly disclosed in firms’ audit opinions, and I focus specifically on newly
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revealed material weaknesses (i.e., I remove observations from my sample where a disclosure

of a material weakness was preceded in the prior year by a material weakness).

Although the four types of observations that I consider to be disclosures of errors differ

in their assessed materiality as well as in the nature of the error, I consider all four to be ex

post indicators that an accounting change has occurred.

3.2 Updates to Legacy Policies

In addition to disclosures of errors, I also consider other types of accounting changes. Al-

though consistency is important in accounting, it does not mean that companies cannot

make changes to their policies and procedures. There are specific rules in U.S. GAAP for

when a firm can change its accounting practices and how it reports these changes.3 The

three types of updates to accounting policies I focus on in this study are material changes

in accounting estimates, changes in accounting principles, and material impairments. Each

of these types of observations is indicative that an accounting change has occurred as there

likely would not be a change in estimates, principles, or impairment considerations without

a departure from the typical “status quo” approach to accounting.

Accrual accounting requires firms to make many subjective estimates. For example, these

estimates can include useful lives of fixed assets, expected warranty obligations, and expected

uncollectible accounts. Changes in these estimates likely stem from new information that

was either not available or not used at the time the most recent estimate was made. As such,

a change in estimate is indicative of a shift away from a previous consistency in practices.

Changes in accounting estimates are accounted for on a prospective basis in accordance with

ASC paragraph 250-10-45-17, and disclosure of changes in estimates is required if the effect

of a change is material.4

3. The U.S. GAAP guidance for changes in accounting estimates and changes in accounting principles is
in ASC section 250, Accounting Changes and Error Corrections.

4. ASC paragraph 250-10-50-4
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Accounting principles differ from accounting estimates in that firms can typically choose

only one of several acceptable accounting principles as compared to a multitude of estimation

methods or techniques. For example, inventory valuation method is a common choice of

accounting principle that firms must make (e.g., First-In-First-Out [FIFO], Last-In-First-Out

[LIFO], Weighted Average). Firms typically elect an accounting principle and consistently

use that principle. However, changes in accounting principles are allowed under U.S. GAAP.

Firms can report a change in accounting principle if they show that “the use of an allowable

alternative accounting principle ... is preferable” in accordance with ASC paragraph 250-

10-45-12. Furthermore, SEC SAB 103 requires a firm to obtain a preferability letter from

its auditor to indicate the auditor’s agreement with the firm’s belief that the change in

accounting principle is preferable.5 The preferability letter must be filed along with the

firm’s financial report for the period in which the change takes effect. Because of this

SEC requirement, I search for preferability letters in quarterly and annual filings to identify

instances of changes in accounting principles.

Finally, impairment of an asset is another accounting policy that is highly subject to

inertia. Assets are evaluated for impairment regularly, although the specific requirements

differ by asset type (EY (2023)). Broadly speaking, all impairment assessments require a

qualitative evaluation of the business as a whole to identify events or circumstances that

may indicate the need for impairment. This assessment is highly subjective and therefore

very prone to inertia, such that firms carry over prior working papers and conclusions (with

an assumed “status quo” of no impairment). As such, I consider an impairment to be an

accounting change because it represents a departure from the inertia in accounting prac-

tices. My study includes observations of impairments that have been disclosed by firms and,

therefore, are presumably material.

5. For a preferability analysis, firms and auditors consider how the change affects business judgment and
planning, as well as if the change results in an improvement to financial reporting (ASC paragraph 250-10-
S99-4). Further, the SEC specifically states that merely “conforming to industry practice may not justify a
change” in terms of preferability (SEC (2022)).
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Although the three types of updates to accounting policies that are the focus of my study

(material changes in accounting estimates, changes in accounting principles, and material

impairments) differ in terms of the specific updates that occur, all three are ex post indicators

that an accounting change has occurred.
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CHAPTER 4

HYPOTHESIS DEVELOPMENT AND RESEARCH DESIGN

4.1 Direct and Spillover Effects

I hypothesize that disruptive accounting events interrupt the consistency of firms’ historical

accounting practices. To test this hypothesis, I use the setting of two recent accounting

standards (Revenue Recognition and Leases) as disrupting events. To proxy for interruptions

to historical accounting practices, I measure accounting changes as described in the previous

section.

One obstacle in testing this hypothesis is that the new standards apply to all firms that

follow U.S. GAAP, and that the IFRS standards on the same topics were issued around

the same time. It is therefore difficult to create a “clean” control group of firms that were

unaffected by the new standards. However, because each of the accounting standards is

topic-specific, I can consider the disruption of each standard to be more impactful for certain

accounting topics as compared to others.

I use an example of an accounting function within a firm to conceptually explain my

research design. It is likely that only a subset of individuals within the accounting function

(e.g., a revenue team, a leases team) actively work on adopting the new accounting standard.

The work of these teams is directly disrupted by the issuance of the accounting standard,

and I expect these teams to make more accounting changes within their topic areas during

standard implementation.

Additionally, these teams regularly communicate and cooperate with other teams that

may be adjacently affected by the accounting standard issuance. Although the accounting

guidance for these related teams’ topics has not changed, their interconnectedness with the

focal team adopting a new standard provides incentives and opportunities for accounting
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changes in their topic areas as well.1 For example, a team assessing indicators of goodwill

impairment uses revenue forecasts as a significant input for their conclusions, which may

change as a result of revenue standard implementation efforts. A team may reconsider the

appropriate useful life of a piece of owned equipment given new information on the useful lives

of leased assets. This concept is consistent with the model introduced in Christensen et al.

(2024), which shows that managers underinvest in accounting information, new accounting

standards increase information acquisition, and these activities can spur information acqui-

sition for related and untargeted topic areas.

However, it is not clear that the disruption of a new accounting standard will result in

more accounting changes to directly and adjacently related topic areas. Considering the

inertia that dominates accounting practices, a disruption must change firms’ incentives to

identify areas for accounting changes and enact those changes. The accounting changes that

are the focus of my study are a result of voluntary actions undertaken by firms. They occur

prior to the adoption of the new standard and relate to policies and procedures that exist

under the legacy guidance. Therefore, it is possible that a firm could choose to take these

actions at any time — for example, prior to the new standard being issued, in conjunction

with the adoption of a new standard, or, perhaps, not at all. Further, it is possible that firms

view the implementation of new accounting standards as a compliance exercise. In this case,

the disruption I propose may not be significant enough to change a firm’s incentives to make

accounting changes. It is thus an empirical question whether a new accounting standard is

a sufficient disruption to the consistency of firms’ accounting organizations to result in an

increase in accounting changes. I state my hypotheses as follows:

H1a: During an accounting standard implementation period, there is an increased fre-

quency of accounting changes directly related to the topic of the accounting standard.

1. This example is meant to be illustrative, and I do not necessarily claim that this is how all accounting
departments or teams function. The same concept could potentially apply to a hypothetical firm with a
single accountant.
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H1b: During an accounting standard implementation period, there is an increased fre-

quency of accounting changes adjacently related to the topic of the accounting standard.

4.2 Improved Accounting Information

An increased frequency of accounting changes based on H1a and H1b indicates that an

accounting standard disrupted the consistency of firms’ accounting functions. However, it

is unclear if an increase in accounting changes necessarily improves financial reporting. I

consider each type of accounting change separately (disclosures of errors and updates to

legacy policies).

The disclosure of an error provides useful information in the form of a correction to

previously misstated financial information. An increase in this kind of information would

provide users of financial statements with improved and more accurate information. Another

informational facet of error disclosures is providing a signal of a firm’s underlying accounting

issues (Choudhary et al. (2021)). Therefore, it seems clear that an increase in disclosures of

accounting errors is an improvement in accounting information.2

However, it is less apparent whether an increase in updates to legacy policies during an

accounting standard implementation period improves financial reporting. Prior work has

shown that impairments and changes in accounting estimates are associated with improve-

ments in a firm’s accounting information environment (Albrecht et al. (2023), Haggard et al.

(2015)). Firms are required to justify the preferability of changes in accounting principles,

meaning the new accounting better reflects the underlying economic transactions of firms.

On the other hand, consistency is a foundational quality of accounting and, therefore, a

2. I note that the likelihood of the disclosure of an error is a function of two events: the commitment
of an error and the subsequent detection of the error. I assume here that the rate of error commitment
remains constant through my sample and that any identified effect on the likelihood of error disclosure can
be attributed to an increased rate of error detection. I collected disclosure data for a random sample of
20 implementation period errors in my data and found evidence of an average several-year gap in the time
between error commitment and detection. This is consistent with my assumption, as an increase in the error
commitment rate would result in a shorter gap between error commitment and detection.
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departure from consistency may be detrimental to the usefulness of accounting information

to investors. Moreover, it is possible that firms opportunistically time accounting changes

for earnings management purposes, resulting in “convenient” changes for firms with adverse

effects on accounting information.

In addition to evaluating whether the updates to legacy policies provide improved report-

ing for investors, I also consider whether the accounting information improves prediction

accuracy for both analysts and management. Specifically, it may be that managers have

acquired new information in making the decision to change a legacy policy and that this in-

formation better helps them to understand and predict firm performance, as has been shown

following a goodwill accounting standard in 2001 by Cheng et al. (2018)). Similarly, analysts

may also be able to learn from the information and disclosures associated with the policy

update. However, it is again possible that any departure away from consistency will make

predictions harder. It is consequently an empirical question whether the updates to legacy

policies during the standard implementation periods in my study provide decision-useful

information. I state my hypotheses as follows:

H2a: An update to directly related or adjacently related legacy policies and procedures

during an accounting standard implementation period is associated with more informative

future earnings.

H2b: An update to directly related or adjacently related legacy policies and procedures

during an accounting standard implementation period is associated with improved guidance

and forecast accuracy by managers and analysts.

4.3 Cross-Sectional Predictions

Finally, I try to better understand the mechanism behind the direct effect I identify in H1a

by looking across groups of firms. One possible mechanism through which the disruption of

a new standard manifests in more accounting changes is the amount of effort a firm exerts
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to comply with the standard. For example, many firms were able to preserve the same

accounting policies under the old and new Revenue Recognition guidance, and their financial

statements were not materially affected by the standard. Similarly, for the Leases standard,

some firms operate in less lease-intensive industries and had fewer leases to identify and

account for under the new standard as compared to firms in more lease-intensive industries.

It is possible that the additional effort exerted in adopting a new standard results in a larger

disruptive effect because of an increased opportunity for learning.

On the other hand, the implementation of the Revenue Recognition and Leases stan-

dards was a significant effort for all firms. Each standard required many changes for all

firms, including new disclosures and changes in internal controls. All firms likely also faced

increased scrutiny from their auditors in regard to new standard implementation. In other

words, it is possible that all firms faced a high fixed cost of compliance that was sufficient to

create a disruption in firms’ consistency in accounting practices.3 It is therefore an empirical

question whether firms more affected by a standard experienced a larger disruption from a

standard. I state my hypothesis as follows:

H3a: There is a larger increase of directly related accounting changes during an account-

ing standard implementation period for firms that are more affected by the new standard.

One other potential mechanism for the disruption is the unification of dispersed practices

resulting from a centralized approach to implementing a new standard. This centraliza-

tion results in cooperation and communication across disparate business units that may

increase learning across the organization and result in an increased identification of account-

ing changes. However, whether this centralization is a change away from prior practice is a

3. On a personal note, I worked as a consultant with several clients in helping them to adopt the new
Revenue Recognition standard. Many of them eventually disclosed that their financial statements were
not materially affected by the standard. However, they still underwent significant implementation efforts
(including hiring Big 4 consultants, leading training on the new standard, building new teams to manage
the implementation effort, reading and assessing revenue contracts to understand the appropriate accounting
under the new standard, etc.). My experience speaks to the fact that firms for which the accounting guidance
did not change as a result of the new standard still experienced a significant disruption in accounting practices.
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function of whether a standard changes financial reporting incentives for affected accounting

topics.

For example, revenue is a significant component of firms’ financial statements that is a

focus of investors and analysts and, therefore, management. While the Revenue Recognition

standard changed the amount and timing of revenue recognized for some firms, it did not

change the already high financial reporting incentives for management to centrally oversee

and analyze revenue. However, operating leases have historically not comprised a signif-

icant component of firms’ financial statements. Prior to the new standard, periodic rent

expense was recognized in the income statement and aggregate operating lease obligations

were disclosed in the footnotes. This lack of incentives for centralization is consistent with

the historically prevalent practice of accounting for operating leases in a dispersed manner

(Shumsky (2016)). The Leases standard created new, powerful financial reporting incentives

for the oversight of operating leases by requiring capitalization of operating lease assets and

liabilities on the balance sheet.4 Based on these modified incentives, I expect a larger disrup-

tive effect of centralization following the Leases standard, but not the Revenue Recognition

standard. I use organizational complexity as a proxy for the level of decentralization in a

firm’s accounting practices. Simpler firms, such as those with a single operating segment,

likely already operate in a very centralized manner and would not benefit from the unification

of practices. I state my hypothesis as follows:

H3b: There is a larger increase of directly related accounting changes during the Leases

standard implementation period for more decentralized firms, but not during the Revenue

Recognition implementation period.

Lastly, I look to more directly test whether firms’ susceptibility to inertia can magnify

the disruption of the issuance of a new accounting standard. Specifically, a firm that has

4. During a June 2024 joint FASB and IASB meeting discussing post-implementation review activities
of the Leases standard, a FASB staff member indicated that they heard from many constituents that they
adopted more centralized leasing systems as part of their standard implementation efforts.
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been consistent in its accounting practices throughout time may be more impacted by a

disruption because it has not revisited or re-considered its accounting choices in some time.

However, a firm that has more recently experienced a disruption (such as a change in auditor

or a previous accounting change) may be less impacted. However, this hypothesis is not

without tension. A firm that has been proactive in re-evaluating its accounting decisions

may invest even more when prompted by a significant disruption, such as the issuance of

a new accounting standard. On the other hand, a firm that has previously been resistant

to change may continue to resist change even after a significant disruption. Therefore, it

is unclear how previous accounting consistency will affect how a firm responds to a new

disruption. I state my hypothesis as follows:

H3c: There is a larger increase of directly related accounting changes during an ac-

counting standard implementation period for firms that have had more historical continuity

in their accounting processes.
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CHAPTER 5

DATA

I base my main sample on Russell 3000 firms between January 1, 2017, and March 31,

2021, which are included in the Audit Analytics accounting standard adoption data for

the Revenue Recognition and Leases standards.1 My initial sample consists of 5,223 firms.

For each firm and for each of the two standards, I construct a firm-specific implementation

period beginning from the fiscal quarter that contains the date of the standard issuance

(May 2014 for Revenue Recognition and February 2016 for Leases) and ending in the fiscal

quarter immediately preceding the adoption of the standard.2 I use both Audit Analytics

and Compustat data, as well as some manual verification, to determine each firm’s adoption

date for both standards.

For comparison purposes, I create a pre-period of equal length for each firm and each

standard immediately preceding the implementation period. I then obtain fiscal-quarter data

from Compustat for both the pre-period and the implementation period for each firm for

each standard. Refer to Figure ?? for a visual depiction of an example of the calculation

of the implementation period and pre-period. Following these steps, the number of firms

(firm-quarters) in each sample is as follows: 4,189 (109,814) for Revenue Recognition and

4,043 (91,572) for Leases. Most lost observations are a result of missing Compustat data

during the focal periods or difficulty in determining a firm’s adoption date for a standard.

1. Audit Analytics collected data from Russell 3000 firms’ disclosures relating to the Revenue Recognition
and Leases standards. These disclosures consist of both SEC SAB 74 disclosures (pre-standard adoption)
and standard adoption disclosures (post-standard adoption). SAB 74 disclosures require firms to describe
the potential effects of a new accounting standard when a recently issued standard has not yet been adopted.
Audit Analytics collected data between January 1, 2017, and March 31, 2020, for the Revenue Recognition
standard (ASU 2014-09) and between January 1, 2018, and March 31, 2021, for the Leases standard (ASU
2016-02).

2. I note here that, for some emerging growth companies, adoption was required for the annual period of
the first year of adoption, but not for quarterly periods within the annual period (similar to what was allowed
for private company adoption). For example, a firm would report revenue in its 10-K filing in the year of
adoption under the new standard, but the firm reported revenue under legacy guidance in the previously
issued quarterly reports within the year of adoption. To err on the side of caution, for these cases, I opt to
use the first day of the adoption year as the adoption date.
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I next create a sample of accounting changes. This sample includes both disclosures

of errors (i.e., restatements, out-of-period adjustments, and material weaknesses in internal

controls) as well as updates to legacy policies (i.e., material changes in accounting estimates,

changes in accounting principles, and material impairments). All of the data for the account-

ing changes come from various datasets available through Audit Analytics, except for the

disclosures of changes in accounting principles.3 I collect these observations using specific

search terms in SeekEDGAR to identify auditor preferability letters issued in firms’ quar-

terly or annual filings.4 From the Audit Analytics data, I exclude a) observations relating to

fraud, b) observations disclosed in offering-related statements (e.g., S-1), and c) observations

as part of a series of unresolved material weaknesses in internal controls (i.e., I require a gap

of at least 1 year from the prior material weakness disclosure).5

I classify each observation based on the related accounting topic in Audit Analytics and

additional textual analysis for observations with available disclosure text.6 A topic can be

directly related, adjacently related, or unrelated to each standard. Refer to Appendix ?? for

a classification table of the Audit Analytics accounting topics relating to both standards.7

I subsequently match the accounting change observations to the corresponding firm-fiscal

quarters. Following the matching to the firm-fiscal quarter data, the number of firm-quarters

in each sample with at least one accounting change observation is as follows: 13,228 for

Revenue Recognition (12% of firm-quarters) and 11,319 for Leases (12%).

3. Specifically, I use the Restatements, Adjustments, Internal Controls, Changes in Estimates, and Im-
pairments datasets provided by Audit Analytics.

4. I search for the following terms in annual and quarterly filings: preferability letter—letter of prefer-
ability—exhibit18—exhibit 18—KXEX18—KXEX 18.

5. I distinguish between errors and irregularities in my observations because prior work has shown an
important difference between the two in restatements research (Hennes et al. (2008)). Further, my paper
does not study whether the disruption of a new accounting standard affects the commitment or detection of
irregularities or fraud.

6. I note that I manually classify the changes in accounting principles as part of the collection process.

7. I note that I externally validated these classifications with two licensed CPAs, each of which currently
works at a Russell 1000 firm in a financial reporting and/or technical accounting role.
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For my cross-sectional analyses, I create variables of organizational complexity using

Compustat historical segment data and WRDS Exhibit 21 subsidiary data. I create firm-

specific variables for each firm’s degree of affectedness by each standard. My results below

include two measures for each standard. Firms that chose to adopt the Revenue Recognition

standard using the modified retrospective approach were required to recognize an adjustment

to Retained Earnings on the first day of the year of adoption for the cumulative effect of

applying the new guidance.8 I scale this adjustment by the opening balance of Retained

Earnings to calculate one measure of affectedness. My other measure is the difference between

the revenue recognized in the firm’s year of adoption under the new standard as compared

to legacy guidance.9 For the Leases standard, I calculate two measures of operating lease

intensity: one based on Compustat data for the fiscal year preceding the issuance of the

standard and the other based on Audit Analytics data for firms’ day-0 adoption of the

standard. The at-issuance measure is based on the sum of the present value of 5-year and

thereafter lease commitments (discounted using an implied interest rate for the firm), scaled

by total liabilities, consistent with Bratten et al. (2013). The at-adoption measure is based

on the day-0 operating lease liability recognized by a firm upon adoption of the new standard,

scaled by total liabilities.

For my tests of firms’ susceptibility to inertia, I create two firm-specific variables. The

first measures the number of accounting changes, executive turnover events, and auditors

turnover events for each firm in the two years preceding the pre-period. The second measure

is based on the accounting consistency measured introduced in Wang (2018), which seeks to

measure the consistency of the accounting “piece” of the function firms use to map economic

events into the financial statements. Finally, for my tests of the usefulness of earnings

8. This adjustment, known as a “cumulative catch-up,” represents the increase or decrease in Retained
Earnings that results from the application of the new standard to incomplete contracts at the time of
adoption.

9. I can only construct this variable for firms that adopted the guidance using the modified retrospective
method and that disclosed this difference in their adoption-year financial statements.
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following updates to legacy policies, I use data from Compustat, CRSP, and I/B/E/S to

create additional control variables and matching variables for the propensity score matching.

Descriptions of all variables are included in Appendix ??.

Descriptive statistics for firm-quarter level data are included in Tables 1 and 2, where

Table 1 describes the Revenue Recognition sample and Table 2 describes the Leases sam-

ple.10 Across both samples, we see that firms are relatively large, though the sample is

clearly right-skewed with some very large firms. About 12% of firm-quarters across both

samples have at least one observation of an accounting change, with 4% having a disclosure

of an error and approximately 10% having a policy update. The most frequent types of

accounting changes across both samples are impairments and changes in accounting esti-

mates. For the Revenue Recognition sample, 2% of firm-quarters have an accounting change

directly related to revenue recognition, and 4% of firm-quarters have an accounting change

adjacently related to revenue recognition. For the Leases sample, 0.3% of firm-quarters have

an accounting change directly related to leases, and 4% of firm-quarters have an accounting

change adjacently related to leases.

Descriptive statistics for firm-level data are included in Table 3, where Panel A de-

scribes the Revenue Recognition sample of firms and Panel B describes the Leases sample of

firms. Each panel includes variables related to a firm’s implementation of each standard, as

well as firm-characteristic variables that are used for cross-sectional tests. For the Revenue

Recognition sample of firms, approximately 20% disclose that their financial statements were

materially affected by the Revenue Recognition standard. The median values of the day-0

retained earnings adjustment (1%) and the change in adoption-year revenues under the new

standard (1%) appear relatively small.11 These statistics introduce tension in my main hy-

10. I include some firms that have missing data for revenues in the Revenue Recognition samples. These
firms are primarily financial institutions that do not generate a significant amount of revenue from contracts
with customers. However, I retain these firms in the Revenue Recognition sample because banks were not
unaffected by the new standard. Deposit-related fees (e.g., ATM fees, account maintenance fees) were within
the scope of the new standard (EY (2017)).

11. In fact, the sample median is likely not representative of the population median, given the data avail-

27



potheses because it appears that the financial statement effect of the Revenue Recognition

standard was not very material for a majority of firms. I observe a different picture for the

Leases sample of firms, where virtually all firms disclosed that their financial statements

were materially affected by the Leases standard.

ability required to calculate these variables. Firms that did not disclose this information either adopted
the standard using the full retrospective method or did not consider the information material enough for
disclosure.
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CHAPTER 6

EMPIRICAL RESULTS

6.1 Direct and Spillover Effects

I first test H1a and H1b separately using the Revenue Recognition and Leases datasets. I

estimate the following regression:

1{AccountingChange}sfqt = αf + βfq + µfq + γ1Treated
s
t + γ2IMPLs

fq

+ γ3Treated
s
t ∗ IMPLs

fq + δCONTROLSs
fq + ε,

for s ∈ {RevRec, Leases}

(1)

where the dependent variable is an indicator variable for whether a firm f disclosed an

accounting change in fiscal quarter q for topic group t. I manually create three topic groups

within my data for each firm-quarter observation: directly treated, adjacently treated, and

untreated. To test H1a (the direct effect), Treated is an indicator variable that equals 1

for topics that are directly treated by accounting standard s and equals 0 for topics that

are unaffected by accounting standard s. To test H1b (the spillover effect), Treated is an

indicator variable that equals 1 for topics that are adjacently treated by accounting standard

s and equals 0 for topics that are unaffected by accounting standard s.1 Adjacently treated

topics are therefore omitted in the test of the direct effect and directly treated topics are

omitted in the test of the spillover effect.

IMPL is an indicator variable for whether the fiscal quarter q is in firm f ’s standard

implementation period for standard s. I also include a firm, fiscal-quarter, and accounting

topic fixed effect (αf , βfq, µfq). I estimate each regression separately for each standard

1. For each standard, I remove topics that directly or adjacently relate to the other standard. That is,
for the regression of Equation 1 where s = RevRec, I compare topics directly treated by the standard (i.e.,
revenue recognition, warranties) to topics unaffected by both the Revenue Recognition and Leases standards
(e.g., debt, consolidation).
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(Revenue Recognition and Leases). I include control variables for other potentially disruptive

events: auditor turnover and executive (CEO or CFO) turnover.

Based on H1a and H1b, I expect the coefficient on the interaction term (γ3) to be positive

in Equation 1. That is, I expect a higher likelihood of accounting changes during the stan-

dard implementation period for policies directly (or adjacently) affected by the accounting

standard as compared to policies that were unaffected.

6.1.1 Results — Direct Effect

I report the main results on the direct effect in Table 4, where Panel A includes results

for the Revenue Recognition sample and Panel B includes results for the Leases sample.2

Columns (1) and (2) report the results based on the occurrence of an accounting change as

the dependent variable. I further segment this result based on the two types of accounting

changes: disclosures of errors (columns (3) and (4)) and updates to legacy policies (columns

(5) and (6)). Columns (1), (3), and (5) include firm fixed effects, whereas columns (2), (4),

and (6) include firm-quarter fixed effects.

The negative coefficient on Directly Treated in columns (1) through (6) is a mechanical

result of my design, indicating that revenue- or lease-related accounting changes are less

likely to occur compared to accounting changes for topics unaffected by either standard.

This relation is mechanical because revenue or leases are one of many topics for which firms

have policies and procedures; inherently, the likelihood of a change in a single topic is less

likely than a change in one of twenty topics.

I begin by describing my results in Panel A for the Revenue Recognition sample. Based

on the value of the coefficient in column (1), a firm is 3 percentage points less likely to

disclose an accounting change relating to revenue (for reference, the average likelihood in my

2. Because my dependent variable is binary, I also estimate the same specification using conditional
Logit regression and find similar results. For all of my direct and spillover effect tests, I estimate the same
specifications using conditional Logit regression and find similar results.
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sample of any accounting change in a firm-quarter is 12%). However, the positive and signif-

icant coefficient on my variable of interest (the interaction term, Directly Treated x IMPL)

indicates that accounting changes directly related to revenue are more likely to occur during

the implementation period than during the pre-period, as compared to accounting changes

unrelated to revenue. Specifically, based on the column (1) coefficient on the interaction

variable, revenue-related accounting changes are approximately 1 percentage point (30%)

more likely to happen during the implementation period. I compare this to topics unaffected

by the Revenue Recognition standard, which are statistically no more likely to occur during

the implementation period. This effect exists for both disclosures of errors and updates to

legacy policies, as shown in columns (3) through (6). About 1/3 of the main effect size can

be explained by an increase in disclosures of errors, with the remaining 2/3 explained by an

increase in updates to legacy policies. My results are robust to the inclusion of firm and

firm-quarter fixed effects.

One other consideration in assessing the results in Panel A is whether there is a negative

spillover effect of the disruption to the control group of accounting topics. Specifically,

if an accounting group’s resources, efforts, or attention are limited and the issuance of a

standard redirects these toward the topic addressed in the standard, this may result in

reduced efforts on topics unrelated to the standard. The significant, negative coefficients

on IMPL in columns (1), (3), and (5) do provide some suggestive evidence of a negative

spillover effect during the implementation period on unrelated topic areas. That is, this

result is consistent with firms focusing their energies on revenues, taking away focus from

other accounting topic areas.

I next focus on the results of the direct effect for the Leases sample, reported in Panel

B of Table 4. Directly Treated is now indicative of topics that are directly related to leases.

The positive and significant coefficient on the interaction term in column (1) indicates that

accounting changes relating to leases are approximately 1 percentage point (18%) more
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likely to be disclosed during the implementation period (this magnitude is similar to that of

the Revenue Recognition coefficient). However, the magnitudes of the coefficients between

disclosures of errors and updates to legacy policies differ here from the Revenue Recognition

test. Whereas the combined effect in the Revenue Recognition test came more from the

updates to legacy policies, the combined effect in the Leases test seems to come equally from

both the disclosures of errors and updates to legacy policies. However, the main effect is

present in all specifications for both types of accounting changes.

There is evidence of a negative spillover effect to unrelated topics during the Leases

implementation period, as indicated by the significantly negative coefficient on IMPL. This

may indicate that effort and resources are being shifted away from unrelated accounting

topic areas to leases as part of the standard implementation effort. Taking together the

findings from both the Revenue Recognition and Leases tests, these results are evidence

of a disruptive effect of an accounting standard specific to policies directly related to the

standard and are consistent with H1a. I do find some evidence for the Leases sample of

negative spillover effects resulting from the disruption.

6.1.2 Results — Spillover Effect

I next test H1b. The purpose of these tests is to understand if there is also an increase in

the frequency of accounting changes during the implementation period for topics adjacently

related to the accounting standard (e.g., a positive spillover effect). For the Revenue Recog-

nition standard, I consider other revenue cycle topics (e.g., Accounts Receivable, COGS)

and goodwill and other intangibles to be adjacently related topics. For the Leases standard,

I consider topics relating to fixed assets (e.g., PP&E, Depreciation) and asset retirement

obligations to be adjacently related topics. Refer to Appendix ?? for further detail on the

categorization of accounting topics.

I report results for the spillover effects in Table 5, where Panel A includes results for the
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Revenue Recognition sample and Panel B includes results for the Leases sample. Beginning

with Panel A (Revenue Recognition), the coefficient on the interaction term in column (1)

shows evidence consistent with a spillover effect. Specifically, although accounting changes

for topics adjacent to revenue recognition are approximately 1 percentage point less likely

to occur in the baseline, they are more than 1 percentage point (133%) more likely to occur

during the implementation period. This effect persists across both error disclosures and

updates to legacy policies, though the spillover effect seems stronger in updates to legacy

policies (as shown by the coefficients in columns (3) through (6)).

Interestingly, the results on the spillover effects for the Leases sample (reported in Panel

B of Table 5) differ slightly. The coefficients on the interaction term in columns (1) and (2)

indicate that accounting changes for lease-adjacent topics are more likely to occur during

the implementation period as compared to the pre-period. However, when comparing the

two types of accounting changes, there is evidence of spillover effects specifically relating to

disclosures of errors, but not to updates to legacy policies. Specifically, the coefficients on

the treatment term and the interaction term in column (3) indicate that although disclosures

of errors in lease-adjacent topics are generally about 3 percentage points less likely to occur

in the pre-period, there is a statistically significant increase in the likelihood of these error

disclosures in the implementation period of about 0.6 percentage points (26%).

Similar to the results for the direct effect, I also find some evidence for negative spillover

effects in Table 5 for the Leases and Revenue Recognition samples, as evidenced by the

significant, negative coefficient on IMPL. This suggests that the issuance of both standards

had both a positive and negative spillover effect. Overall, I find some evidence consistent

with H1b and the existence of a positive spillover effect. Although these results are not

conclusive for all kinds of accounting changes, they do suggest that there are some spillover

effects of the implementation of a new accounting standard to other accounting topic areas

that were not directly affected.
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I visually show the direct effect, positive spillover effect, and (potential) negative spillover

effect for the Revenue Recognition sample in Figure 2A and for the Leases sample in Figure

2B. Figure 2A shows the percentage of firms in my sample that have an accounting change

(i.e., a disclosure of an error or an update to legacy policies) relating to revenue recognition,

revenue recognition-adjacent topics, and the control group set of topics in event time relative

to the issuance of the Revenue Recognition standard. Figure 2B shows the percentage of

firms in my sample that have an accounting change relating to leases, lease-adjacent topics,

and the control group set of topics in event time relative to the issuance of the Leases

standard. I note that both figures use two different axes because different topic groups

have different frequencies of occurrence in my sample. Further, I include the pre-period and

implementation-period averages for each topic group as horizontal lines.

Consistent with my empirical results, Figure 2A shows an increase in revenue and revenue-

adjacent accounting changes (an average increase of approximately 50% for each) during the

implementation period. I also note an average increase in changes for the control group

of topics, though the magnitude is smaller (approximately 30%). For the Leases standard,

shown in Figure 2B, I note an average increase in lease and lease-related accounting changes of

20%, but an average decrease in control group accounting changes (indicative of a negative

spillover effect). There is some evidence of a pre-trend in both figures, which is to be

expected, given that my events of interest are the issuance of two accounting standards.

The main provisions of each standard were known well ahead of the issuance dates, meaning

there may have been increased attention by firms, auditors, and regulators on these topics

even in advance of standard issuance. Overall, these figures are consistent with the direction

and magnitude of the effects in my empirical results.
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6.2 Improved Accounting Information: Policy Updates

While an increase in disclosures of errors during a standard implementation period reasonably

improves accounting information through the correction of misstated financial information

and by serving as a signal of a firm’s underlying accounting issues, it is not as apparent

whether an increase in updates to legacy policies improves accounting information. I test

this question in the following section. I use a propensity-score-matched sample of firms to

account for relevant economic observable factors to ensure I am comparing similar firms

given the endogenous choice of firms to make updates to legacy policies. I perform two tests

on this matched sample: one comparing earnings response coefficients (ERCs) in the periods

before and after the policy updates, and a second comparing analyst forecast errors and

management guidance errors in similar periods.

I first identify updates to legacy policies in my sample that occur during the standard

implementation period and that directly or adjacently relate to the standard. Next, because

I look at earnings informativeness for the fiscal year subsequent to the year in which the

policy update occurred, I keep only observations for which the subsequent fiscal year does

not overlap with the firm’s adoption of a new standard. That is, I do not want to commingle

the effects of the adoption of either the Revenue Recognition or Leases standard in my test.

A firm’s choice to update its legacy policies is endogenous. In order to control for the effect

of other economic events that may have resulted in the decision of a firm to update its legacy

policies, I match update firms to non-update firms using propensity score matching, based

on data for the fiscal year preceding the year of the update in legacy policies. I generate

a propensity score for each firm-year by regressing a policy update indicator variable on

several firm characteristics: size (log of total assets), book-to-market ratio, return on assets

(net income/total assets), total revenues (scaled by total assets), cumulative annual stock

returns, Amihud liquidity measure (Amihud (2002)), and average monthly stock turnover.

These matching variables are similar to those used in Haggard et al. (2015) and Francis et al.
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(1996), and are meant to control for observable economic factors that may affect a firm’s

choice to update its legacy policies. I estimate a logistic regression to create the propensity

scores and include the results of this regression in Table 14 in Appendix ??.

I match firms based on the propensity scores generated in this regression, such that

matched firms have the same fiscal year and operate in the same 2-digit SIC code. My

final matched sample consists of 1,855 update firm-years and 1,855 matched firm-years.

Descriptive statistics on the matched sample of firms are included in Table 15 in Appendix

??. I am able to match firms well, although some differences still exist between the two

samples. Namely, the policy update firms are larger, experience larger cumulative annual

stock returns, and have slightly higher share turnover.

I test H2a by comparing the earnings response coefficients (ERCs) in the year following

the policy update to the ERCs in the year preceding the update using an OLS regression,

in a manner similar to the earnings responsiveness test in Haggard et al. (2015). For each

firm-year t (the year of the update in policies), I identify quarterly earnings announcement

dates in fiscal years t-1 and t+1. I calculate the unexpected earnings and the cumulative

abnormal return (CAR) for the 3 days surrounding the earnings announcement date.3 Re-

fer to Appendix ?? for descriptions of all variables. I aim to determine whether earnings

responsiveness differs between the fiscal year preceding the update year and the fiscal year

following the update year, as compared to a group of matched firms. I test H2a by estimating

3. I require data to be available for at least 3 quarterly earnings announcement dates in both the pre-
period fiscal year and the post-period fiscal year.
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the following regression:

CAR[−1,+1],fq =αf + β1UEfq + β2UEfq ∗ UpdateF irmf ∗ PostPeriodfq

+ β3UEfq ∗ UpdateF irmf + β4UEfq ∗ PostPeriodfq

+ β5UpdateF irmf ∗ PostPeriodfq + β6UpdateF irmf

+ β7PostPeriodfq + γ1CONTROLSfq

+ γ2CONTROLSfq ∗ UEfq + ε

(2)

where the dependent variable is the three-day CAR for the earnings announcement date for

quarter q. UE is the unexpected earnings for firm f in quarter q, calculated based on the

difference between the actual earnings per share and the mean forecasted consensus earnings

per share in I/B/E/S, scaled by the stock price at the end of the preceding month. Update

Firm is an indicator variable that equals 1 if firm f disclosed an update to legacy policies

and procedures during the implementation period of either the Revenue Recognition or the

Leases standard in year t. Post Period is an indicator variable that equals 1 if period p is

in fiscal year t+1 (i.e., either the fiscal year following a policy update or a corresponding

matched year). I also include a firm fixed effects (αf ) and a variety of control variables

that prior work has shown to be important determinants of a firm’s ERC (e.g., Gipper et al.

(2019)). These control variables include Loss, Market-to-Book, Size, and Leverage. Based

on H2, I expect β2 to be positive in Equation 2, meaning that ERCs are higher in the fiscal

year following an update to legacy policies, as compared to a matched sample of firms.

My results are shown in Table 6. Column (1) shows results without the inclusion of

control variables or fixed effects; column (2) adds control variables (interacted with UE ); and

column (3) includes both control variables and a firm fixed effect. The positive and significant

coefficients on the variable of interest, UE x Update Firm x Post-Period, in all specifications

indicate that ERCs increase following a policy update. This result is consistent with earnings

being more informative following the change in policies. In the tightest specification in
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column (3), the results show that the ERC for policy update firms in the post-period is

approximately 1.4 times larger than in the pre-period, as compared to the post-period ERC

for non-update firms, which is relatively stable but declines slightly in the post-period.4

Overall, these results support H2a and indicate that the updates to legacy policies that I

identify during standard implementation periods improve accounting information for market

participants. Investors are more responsive to accounting earnings in the fiscal year following

the update as compared to the fiscal year preceding the update. There is clear empirical

evidence that the accounting changes elicited as a result of the disruption of a new accounting

standard provide improved accounting information to investors.

I next test H2b by using the same sample of matched firms to compare absolute analyst

forecast errors and absolute management guidance errors in periods preceding and following

each accounting policy update. For each firm-year t (the year of the update in policies), I

identify quarterly analyst forecasts of earnings per share (EPS) in I/B/E/S in fiscal years t-1

and t+1. I use I/B/E/S summary statistics to obtain the mean and median of analysts’s fore-

casted EPS for each quarter, and I also calculate a range of analyst forecasts (i.e., difference

between the maximum and minimum forecast). For the management guidance forecasts, I

use I/B/E/S Guidance to obtain management’s annual guidance metrics for both EPS and

total revenues. I use the guidance for the closest date preceding the end of the fiscal year.

Refer to Appendix ?? for descriptions of all variables. I aim to determine whether analyst

forecast accuracy and management guidance accuracy differ between the fiscal year preced-

ing the update year and the fiscal year following the update year, as compared to a group

4. The baseline ERC for non-update firms is 0.142 in the pre-period and 0.134 (0.142-0.008) in the
post-period. The baseline ERC for update firms is 0.104 (0.142-0.038) in the pre-period, and 0.146 (0.142-
0.038-0.008+0.050) in the post-period. I calculate the 1.4 times figure by dividing 0.146 by 0.104.
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of matched firms. I test H2b by estimating the following regression:

AbsoluteErrorV ariableft = αf + β1UpdateF irmf ∗ PostPeriodft+

β2UpdateF irmf + β3PostPeriodft + ε

(3)

where the dependent variable is one of the following: average absolute forecast error for firm

f in quarterq, median absolute forecast error for firm f in quarter q, range of the analyst

forecasts for firm f in quarter q, absolute EPS management guidance error for firm f in

year t or absolute Sales management guidance error for firm f in year t. Update Firm is an

indicator variable that equals 1 if firm f disclosed an update to legacy policies and procedures

during the implementation period of either the Revenue Recognition or the Leases standard

in year t. Post Period is an indicator variable that equals 1 if period p is in fiscal year t+1

(i.e., either the fiscal year following a policy update or a corresponding matched year). I also

include a firm fixed effects (αf ). Based on H2b, I expect β1 to be positive in Equation ??,

meaning that prediction errors (accuracy) are lower (higher) in the fiscal year following an

update to legacy policies, as compared to a matched sample of firms.

My results are shown in Table 7. Columns (1) through (3) show results based on quarterly

analyst forecasts and columns (4) and (5) show results based on annual management guidance

for both EPS and total sales. The negative coefficients on the variable of interest, Update

Firm x Post-Period, in columns (1) through (3) are conceptually consistent with an increase

in analyst forecast accuracy and precision, though my results lack statistical significance in

columns (1) and (2). However, in columns (4) and (5), I find results that are inconsistent

with my hypothesis. Namely, there is suggestive evidence based on the positive coefficients

on the interaction term that management guidance accuracy actually worsened (i.e., errors

increased). However, I approach these latter results with caution, given that my sample size

for management guidance is quite small (only 160 unique firms).

Overall, these results provide mixed support for H2b and indicate that the updates to

39



legacy policies that I identify during standard implementation periods have mixed effects on

the quality and precision of analyst and management prediction of future firm performance.

6.3 Cross-Sectional Tests

Finally, I perform cross-sectional tests to better understand the potential mechanisms at

play in strengthening the disruptive effect of a new standard.

6.3.1 Standard-Related Measures

I next test H3a to determine if the disruptive effect is stronger for firms that are considered

to be more affected by a standard. I report my results for the Revenue Recognition sample

in Table 8. In columns (1) and (2), I compare firms with below- and above-median values of

day-0 retained earnings adjustments. In columns (3) and (4), I compare firms with below-

and above-median values of differences in adoption-year revenue due to the new standard.

Finally, in columns (5) and (6), I compare firms that operate in at least one industry that

was considered to be more affected by the Revenue Recognition standard with those that do

not.5

Comparing columns (1) and (2), there is suggestive evidence that the disruptive effect

on accounting changes is stronger for firms that were less affected by the new standard

(based on the amount of the retained earnings adjustment). However, the reported Wald

test p-value indicates that this difference is not statistically significant. When comparing

columns (3) and (4), there does not appear to be a significant difference in the disruptive

effect for firms that had a larger change in their revenues recognized under the new standard

in the adoption year. Finally, comparing columns (5) and (6) again seems to indicate that

5. I consider the following industries (SIC codes) to be more affected by the Revenue Recognition standard,
based on prior literature and industry articles on the effect of the standard: 2834 (Pharmaceuticals), 3674
(Semiconductors), 3711 (Automobiles), 3812 (Aerospace & Defense), 4500-4599 (Air Transportation), 4800-
4899 (Communications), 5800-5899 (Food Establishments), and 7370-7372 (Software).
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the effect is stronger for firms that were less affected by the Revenue Recognition standard,

with a statistically significant difference. Overall, Table 8 seems to suggest that the Revenue

Recognition standard had a disruptive effect on all firms. I do not find evidence that firms

whose accounting changed more under the new guidance experienced a larger effect. This

result is consistent with a high fixed cost of compliance of the standard for all firms.

I report the results for the Leases dataset in Table 9. Columns (1) and (2) compare

firms with below- and above-median values of operating lease intensity, calculated prior to

the issuance of the standard. Columns (3) and (4) similarly compare firms with below- and

above-median values of operating lease intensity, calculated at the time of adoption of the

standard. Finally, columns (5) and (6) compare firms that operate in at least one industry

that was considered more affected by the Leases standard with those that do not.6 The

results in Table 9 echo some of the same conclusions from the Revenue Recognition results

in Table 8. Namely, there is no consistent evidence to indicate that firms with more leases

experienced a bigger disruption.

Overall, there is not conclusive evidence in Tables 8 and 9 to support H3a. My results

speak more to the fact that the Revenue Recognition and Leases standards had a disruptive

effect on all firms, and not only those that were more affected from an accounting perspective.

6.3.2 Financial Reporting Incentives for Centralization

My next set of tests looks to see if firms that are more decentralized experience a larger

disruption following the Leases standard, but not the Revenue Recognition standard, be-

cause of the differences in financial reporting incentives for centralization between the two

standards. I create several variables as measures of organizational complexity that are in-

tended to proxy for the level of decentralization within a firm. The first is whether the firm

6. I consider the following industries (SIC codes) to be more affected by the Leases standard, based on
prior literature and industry articles on the effect of the standard: 4500-4599 (Air Transportation), 4200-4299
(Motor Freight Transportation), 4700-4799 (Transportation Services), and 5200-5999 (All Retail).
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has a single segment or multiple segments. I use the Historical Compustat segments dataset

and apply filters consistent with Botosan et al. (2020) to identify reporting segments. My

second measure calculates the number of unique industries (4-digit SIC codes) in which a

firm operates, using both the primary and secondary SIC codes for each segment provided

in the Compustat data. My third measure calculates the number of legal subsidiaries of a

firm based on WRDS Subsidiary data, which makes use of 10-K Exhibit 21 filings. I split

each sample into groups above and below the median number of subsidiaries (approximately

57). Finally, my fourth measure calculates the number of unique countries in which a firm

has legal subsidiaries. I again split each sample into groups above and below the median

number of distinct countries (approximately 9).

My results for the Revenue Recognition sample are shown in Table 10. The coefficients

in the even-numbered columns (more decentralized firms) are nearly all larger in magnitude

than those in the respective odd-numbered columns (less decentralized firms), but these

differences generally are not statistically significant. Therefore, there is limited evidence that

the Revenue Recognition standard changed financial reporting incentives for the centralized

oversight of revenues, as I do not show a difference in effect size between more and less

decentralized firms.

I report the results for the Leases sample in Table 11. I use the same variables for organi-

zational complexity to distinguish between less and more decentralized firms, though these

variables are now calculated in relation to the issuance of the Leases standard. The coef-

ficients on the interaction terms in the even-numbered columns (more decentralized firms)

are all greater in magnitude than those in the respective odd-numbered columns (less de-

centralized firms), and the differences are statistically significant across all variables. The

results for the Leases sample clearly demonstrate that there is a differential effect for more

decentralized firms. This suggests that the accounting consistency of these firms was more

disrupted by the issuance of the Leases standard as compared to less complex firms. These
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results are consistent with a change in financial reporting incentives for the centralized over-

sight of operating leases. The disruption of the standard created the need for a centralized

implementation effort to track and account for operating leases, resulting in a stronger effect

for more complex and decentralized firms.7

Overall, I find strong empirical evidence for a differential disruption effect for more de-

centralized firms following the Leases standard, but not the Revenue Recognition standard,

consistent with H3b. These results are consistent with firms responding to changed incen-

tives from the Leases standard with a centralized implementation that united historically

dispersed accounting practices for operating leases.

6.3.3 Susceptibility to Inertia

My last set of tests looks to see if firms that previously had more consistency in the accounting

function experience a larger disruption following both the Leases and Revenue Recognition

standards, per H3c. I create two variables that are intended to proxy for a firm’s susceptibility

to inertia. The first is the number of accounting changes (error corrections and policy

updates), executive turnover events, and auditor turnover events the firm experienced in the

two years preceding my pre-period. The more prior disruption a firm has experienced, the

less susceptible it may be to inertia. My second measure uses the novel measure of accounting

consistency implemented in Wang (2018), which seeks to isolate the accounting consistency

piece of the function that maps firm’s economic events into its financial statements. The less

consistent a firm has been historically, the less I predict it to be susceptible to inertia.

My results for the Revenue Recognition sample are shown in Table 12. Comparing the

coefficients in columns (1) and (2), I find that firms with lower historical accounting con-

sistency experience a larger disruption, which is not consistent with my prediction in H3c.

7. I cannot rule out the possibility that organizational complexity, as I measure it in my study, may be a
proxy for other firm characteristics that can affect my outcome of interest (i.e., the disruption to historical
accounting practices, which I measure based on accounting changes). As such, I do not make a causal claim
relating to the results in Table 11, but I do explain how these findings connect with my proposed mechanism.
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However, in comparing the coefficients in columns (3) and (4), I do not find a significant

difference in the magnitude of the disruption between groups based on the Wang (2018)

consistency measure. Therefore, it appears that inertia is not a differentiating driving force

for the disruption that I study, and both historically high- and low-consistency firms expe-

rience the disruption. I report the results for the Leases sample in Table 13. I use the same

variables for prior disruptions and consistency, though these variables are now calculated in

relation to the issuance of the Leases standard. I find consistent results for the Leases stan-

dard as I do for the Revenue Recognition standard. Namely, based on the historical measure

of disruptions, historically less consistent firms experience a larger disruption. Again, I do

not find a significant difference between low and high-consistency firms in columns (3) and

(4).

Overall, I do not find evidence consistent with inertia as a leading mechanism for my re-

sults. However, it is important to note that my results based on the Wang (2018) consistency

measure do show that firms that are more susceptible to inertia do experience significant

disruption. As such, inertia may be at play in my setting, though it does not solely explain

all of my results.
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CHAPTER 7

OTHER POSSIBLE EXPLANATIONS

While I have taken care in using a research design intended to carefully identify my effects,

there are possible alternative explanations for my results. First, as shown by my mixed results

in Tables 12 and 13, it appears that inertia is not the only explanation for my results. Firms

that have previously been proactive in identifying and enacting accounting changes or have

experienced organizational change (e.g., auditor or executive turnover) are also disrupted

by the issuances of the two standards in my study. While it is difficult to pinpoint the

specific mechanism driving my results, it can perhaps be more broadly described as a change

to firms’ cost-benefit analyses for identifying and enacting accounting changes. My direct

effect and spillover effect results both indicate that something changes following the issuance

of an accounting standard, leading firms to identify and enact more accounting changes as

compared to the prior period.

Another alternative explanation for my results is that firms enact real changes to their

contract as part of their implementation efforts for the standards I study. Thus, perhaps it is

the effects of these real contract modifications that lead to my results and not my proposed

channel of learning and information acquisition and processing. I attempt to address this

alternative explanation for my Leases standard results by performing an additional cross-

sectional test comparing firms with below-median variable lease expense to firm with above-

median variable lease expense. Because the variable portion of leases was not required to be

capitalized on the balance sheet as operating leases, prior work shows that firms shifted their

leasing activity and contracts towards variable leases (Heese et al. (2024)). In untabulated

results, I find no difference in my main effect between firms with few or many variable leases.

I believe this is suggestive evidence that my results are not mainly driven by real changes to

contracts, at least as they relate to the Leases standard.

Overall, I believe my results, including my cross-sectional tests of standard affectedness
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and centralization, are consistent with a change in mindset experienced by employees and

executives of the accounting function through learning and information acquisition as part

of the standard implementation process. However, it is difficult to rule out alternative

explanations based on available data, which is mostly provided by firms in their public

disclosures. I am comforted that my results comport with the theoretical model and empirical

findings of Christensen et al. (2024), which indicate that managers acquire more decision-

relevant information when adopting new standards. My paper is unique in that I focus

on the implementation periods of accounting standards and that my outcome of interest is

accounting changes that firms make separately from the actual changes mandated in the

accounting guidance.

46



CHAPTER 8

CONCLUSION

Although consistency is a foundational value of accounting, it is intertwined with inertia,

which is often accompanied by adverse effects, including complacency, lack of innovation,

and the carryforward of historical errors. It is therefore important to understand what

can interrupt accounting inertia. I show that two recently issued accounting standards, the

Revenue Recognition and Leases standards, disrupt firms’ accounting practices. Further, the

accounting changes made by firms following the disruptions provide improved accounting

information to investors.

I find that firms are more likely to disclose errors and updates in legacy policies for

topics that relate to a new standard during that standard’s implementation period, as well

as some evidence for positive spillover effects to adjacent topics. I also find some evidence of

negative spillover effects to unaffected topic areas during the implementation period of the

Leases standard. I further demonstrate that the increase in accounting changes during the

standard implementation period improves firms’ accounting information environments. The

increase in disclosures of errors corrects previously misstated financial information, and the

updates to legacy policies are followed by higher earnings responsiveness.

I do not find evidence that the disruption created by a new accounting standard differs

between firms that are more or less affected by the new guidance in the standard. Instead,

my evidence is consistent with a high fixed cost of compliance and a broad disruptive effect

of standards on all firms. Finally, I show evidence that more decentralized firms experienced

a larger disruption following the Leases standard, which I attribute to the centralization

of historically dispersed accounting practices for operating leases as a result of a change in

financial reporting incentives for centralized oversight.

Overall, I document properties of accounting standard implementation periods and the

effects that a new standard can have even before the standard becomes effective. The
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findings in my paper demonstrate that standard-setting activity can affect firms’ accounting

systems (i.e., how accounting is practiced), which then affects the outputs of that system

(i.e., financial reports). My work therefore has policy implications in terms of the timing and

frequency of standard-setting activity. However, it is important to note that I do not attempt

to conclude that the new standards I study are net beneficial from a welfare perspective.

My findings should be interpreted in conjunction with other existing work on the costs and

benefits of new accounting standards. More broadly, my results speak to the repercussions

of a disruption in organizational inertia within the accounting profession, where inertia is

deep-seated.
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Table 4: Direct Effect Results

Panel A: Revenue Recognition
Dependent variable:

1{Accounting Change} 1{Disclosure of Error} 1{Update to Legacy Policies}
(1) (2) (3) (4) (5) (6)

Directly Treated x IMPL 0.009∗∗∗ 0.009∗∗∗ 0.003∗∗∗ 0.003∗∗∗ 0.007∗∗∗ 0.007∗∗∗

(0.002) (0.002) (0.001) (0.001) (0.002) (0.002)

Directly Treated −0.030∗∗∗ −0.030∗∗∗ −0.018∗∗∗ −0.018∗∗∗ −0.012∗∗∗ −0.012∗∗∗

(0.003) (0.003) (0.001) (0.001) (0.003) (0.003)

IMPL −0.003∗∗ -0.001∗∗ -0.003∗∗

(0.002) (0.001) (0.001)

Controls? Yes Yes Yes Yes Yes Yes
Fixed Effects Firm, Firm-Quarter, Firm, Firm-Quarter, Firm, Firm-Quarter,

Fiscal Quarter, Topic Fiscal Quarter, Topic Fiscal Quarter, Topic
Topic Topic Topic

Adjusted R2 0.365 0.021 0.349 0.014 0.397 0.006
Observations 207,566 207,566 207,566 207,566 207,566 207,566

Panel B: Leases
Dependent variable:

1{Accounting Change} 1{Disclosure of Error} 1{Update to Legacy Policies}
(1) (2) (3) (4) (5) (6)

Directly Treated x IMPL 0.012∗∗∗ 0.012∗∗∗ 0.007∗∗∗ 0.007∗∗∗ 0.007∗∗∗ 0.007∗∗∗

(0.002) (0.002) (0.001) (0.001) (0.002) (0.002)

Directly Treated −0.067∗∗∗ −0.067∗∗∗ −0.024∗∗∗ −0.024∗∗∗ −0.046∗∗∗ −0.046∗∗∗

(0.004) (0.004) (0.001) (0.001) (0.003) (0.003)

IMPL −0.005∗∗∗ -0.004∗∗∗ -0.003∗∗∗

(0.001) (0.001) (0.001)

Controls? Yes Yes Yes Yes Yes Yes
Fixed Effects Firm, Firm-Quarter, Firm, Firm-Quarter, Firm, Firm-Quarter,

Fiscal Quarter, Topic Fiscal Quarter, Topic Fiscal Quarter, Topic
Topic Topic Topic

Adjusted R2 0.357 0.037 0.335 0.014 0.381 0.023
Observations 176,960 176,960 176,960 176,960 176,960 176,960

Note: ∗p<0.1; ∗∗p<0.05; ∗∗∗p<0.01

This table reports the results of the following OLS regression (Equation 1):

1{AccountingChange}sfqt = αf + βfq + γ1DirectlyTreatedst + γ2IMPLs
fq

+ γ3DirectlyTreatedst ∗ IMPLs
fq + δCONTROLSs

fq + ε,

for s ∈ {RevRec, Leases}
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Panel A reports results for the Revenue Recognition sample and Panel B reports results for the Leases
sample. The dependent variable in columns (1) and (2), 1{AccountingChange}fqt, is an indicator variable
for whether firm f disclosed an accounting change in fiscal quarter q for topic group t. For columns (3)
through (4), the dependent variable is 1{DisclosureofError}fqt, an indicator variable for whether firm f
disclosed an error in fiscal quarter q for topic group t. For columns (5) through (6), the dependent variable
is 1{UpdatetoLegacyPolicies}fqt, an indicator variable for whether firm f disclosed an update to legacy
policies in fiscal quarter q for topic group t.

Directly Treated is an indicator variable that equals 1 for topics that are directly treated by standard
s (Revenue Recognition in Panel A and Leases in Panel B) and equals 0 for topics that are unaffected
by either standard. IMPL is an indicator variable for whether the fiscal quarter q is in firm f ’s standard
implementation period for standard s. I include control variables for auditor turnover and executive turnover.
In columns (1), (3), and (5), I include a firm fixed effect, a fiscal-quarter fixed effect, and an accounting topic
fixed effect. In columns (2), (4), and (6), I include a firm-quarter fixed effect and an accounting topic fixed
effect. Standard errors, in parentheses, are clustered at the industry level.
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Table 5: Spillover Effect Results

Panel A: Revenue Recognition
Dependent variable:

1{Accounting Change} 1{Disclosure of Error} 1{Update to Legacy Policies}
(1) (2) (3) (4) (5) (6)

Adjacently Treated x IMPL 0.012∗∗∗ 0.012∗∗∗ 0.002∗ 0.002∗ 0.011∗∗∗ 0.011∗∗∗

(0.002) (0.002) (0.001) (0.001) (0.002) (0.002)

Adjacently Treated −0.009∗∗ −0.009∗∗ −0.018∗∗∗ −0.018∗∗∗ 0.009∗∗ 0.009∗∗

(0.004) (0.004) (0.001) (0.001) (0.004) (0.004)

IMPL -0.004∗∗∗ -0.001 -0.005∗∗∗

(0.001) (0.001) (0.001)

Controls? Yes Yes Yes Yes Yes Yes
Fixed Effects Firm, Firm-Quarter, Firm, Firm-Quarter, Firm, Firm-Quarter,

Fiscal Quarter, Topic Fiscal Quarter, Topic Fiscal Quarter, Topic
Topic Topic Topic

Adjusted R2 0.389 0.036 0.340 0.018 0.425 0.003
Observations 207,566 207,566 207,566 207,566 207,566 207,566

Panel B: Leases
Dependent variable:

1{Accounting Change} 1{Disclosure of Error} 1{Update to Legacy Policies}
(1) (2) (3) (4) (5) (6)

Adjacently Treated x IMPL 0.008∗∗∗ 0.008∗∗∗ 0.006∗∗∗ 0.006∗∗∗ 0.003 0.003
(0.003) (0.003) (0.001) (0.001) (0.003) (0.003)

Adjacently Treated −0.029∗∗∗ −0.029∗∗∗ −0.023∗∗∗ −0.023∗∗∗ -0.009 -0.009
(0.005) (0.005) (0.001) (0.001) (0.005) (0.005)

IMPL −0.003∗ -0.003∗∗∗ -0.001
(0.002) (0.001) (0.002)

Controls? Yes Yes Yes Yes Yes Yes
Fixed Effects Firm, Firm-Quarter, Firm, Firm-Quarter, Firm, Firm-Quarter,

Fiscal Quarter, Topic Fiscal Quarter, Topic Fiscal Quarter, Topic
Topic Topic Topic

Adjusted R2 0.394 0.026 0.337 0.022 0.415 0.003
Observations 176,960 176,960 176,960 176,960 176,960 176,960

Note: ∗p<0.1; ∗∗p<0.05; ∗∗∗p<0.01

This table reports the results of the following OLS regression (Equation 1):

1{AccountingChange}sfqt = αf + βfq + γ1AdjacentlyTreatedst + γ2IMPLs
fq

+ γ3AdjacentlyTreatedst ∗ IMPLs
fq + δCONTROLSs

fq + ε,

for s ∈ {RevRec, Leases}

Panel A reports results for the Revenue Recognition sample and Panel B reports results for the Leases
sample. The dependent variable in columns (1) and (2), 1{AccountingChange}fqt, is an indicator variable
for whether firm f disclosed an accounting change in fiscal quarter q for topic group t. For columns (3)
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through (4), the dependent variable is 1{DisclosureofError}fqt, an indicator variable for whether firm f
disclosed an error in fiscal quarter q for topic group t. For columns (5) through (6), the dependent variable
is 1{UpdatetoLegacyPolicies}fqt, an indicator variable for whether firm f disclosed an update to legacy
policies in fiscal quarter q for topic group t.

Adjacently Treated is an indicator variable that equals 1 for topics that are adjacently treated by standard
s (Revenue Recognition in Panel A and Leases in Panel B) and equals 0 for topics that are unaffected
by either standard. IMPL is an indicator variable for whether the fiscal quarter q is in firm f ’s standard
implementation period for standard s. I include control variables for auditor turnover and executive turnover.
In columns (1), (3), and (5), I include a firm fixed effect, a fiscal-quarter fixed effect, and an accounting topic
fixed effect. In columns (2), (4), and (6), I include a firm-quarter fixed effect and an accounting topic fixed
effect. Standard errors, in parentheses, are clustered at the industry level.
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Table 6: Improved Accounting Information Test (Updates to Legacy Policies)

Dependent variable:

Quarterly Earnings

CAR[−1,+1] CAR[−1,+1] CAR[−1,+1]

(1) (2) (3)

UE x Update Firm x Post-Period 0.035∗∗ 0.051∗∗ 0.050∗∗

(0.016) (0.022) (0.023)

UE 0.034∗∗∗ 0.173∗∗ 0.142∗

(0.004) (0.075) (0.077)

UE x Update Firm -0.038∗∗∗ -0.043∗∗∗ -0.038∗∗∗

(0.005) (0.005) (0.006)

UE x Post-Period -0.008 -0.004 -0.008∗

(0.005) (0.003) (0.005)

Update Firm x Post-Period 0.008∗∗ 0.008∗∗ 0.006∗∗

(0.003) (0.003) (0.003)

Update Firm -0.006∗∗∗ -0.006∗∗∗ -0.007∗

(0.002) (0.002) (0.004)

Post-Period -0.004 -0.004 -0.002
(0.003) (0.003) (0.003)

Intercept 0.005∗∗∗

(0.002)

Fixed Effects None None Firm
Include Controls x UE? No Yes Yes

Adjusted R2 0.006 0.026 0.055
Observations 14,278 14,108 14,108

Note: ∗p<0.1; ∗∗p<0.05; ∗∗∗p<0.01

This table reports the results of the following OLS regression (Equation 2):

CAR[−1,+1],fq =αf + β1UEfq + β2UEfq ∗ UpdateF irmf ∗ PostPeriodfq

+ β3UEfq ∗ UpdateF irmf + β4UEfq ∗ PostPeriodfq

+ β5UpdateF irmf ∗ PostPeriodfq + β6UpdateF irmf

+ β7PostPeriodfq + γ1CONTROLSfq

+ γ2CONTROLSfq ∗ UEfq + ε

The dependent variables above are the average absolute analyst forecast error for firm f ’s EPS in quarter q
in column (1); the median absolute analyst forecast error for firm f ’s EPS in quarter q in column (2); the
range between the maximum and minimum analyst forecasts for firm f ’s EPS in quarter q in column (3);
the absolute management guidance error for firm f ’s annual EPS in year t in column (4); and the absolute
management guidance error for firm f ’s annual sales (as a percentage) in year t in column (5). Update Firm
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is an indicator variable that equals 1 if firm f disclosed an update to legacy policies and procedures during
the implementation period of either the Revenue Recognition or the Leases standard in year t. Post Period
is an indicator variable that equals 1 if quarter q is in fiscal year t+1 (i.e., either the fiscal year following a
policy update or a corresponding matched year). I include a firm fixed effect in all specifications. Standard
errors, in parentheses, are clustered at the industry level.
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APPENDIX A
CATEGORIZATION OF ACCOUNTING TOPICS BASED ON

AUDIT ANALYTICS DATA CATEGORIES

Note that the “(TS)” designation indicates that this topic was only categorized as relating to one of the
standards based on additional textual search of the disclosures.

Rev Rec - Direct Rev Rec - Adjacent Leases - Direct Leases - Adjacent
Restatements, Adjustments, and Material IC Weaknesses
Revenue recognition issues X
Inventory, vendor and cost of sales issues X
Accounts/loans receivable, investments & cash issues X (TS)
PPE issues - Intangible assets, goodwill only (subcategory) X
Depreciation, depletion or amortization errors X (TS) X (TS)
PPE intangible or fixed asset (value/diminution) issues X (TS) X (TS)
Lease, leasehold and FAS 13 (98) only (subcategory) X
Lease, SFAS 5, legal, contingency and commitment issues X (TS)
Asset retirement obligation issues X
Cash flow statement (FAS 95) classification errors X (TS) X (TS) X (TS) X (TS)
Fin Statement, footnote & segment disclosure issues X (TS) X (TS) X (TS) X (TS)
Proforma financial information reporting issues X (TS) X (TS) X (TS) X (TS)
Gain or loss recognition issues X (TS) X (TS) X (TS) X (TS)
EPS, ratio and classification of income statement issues X (TS) X (TS) X (TS) X (TS)
Expense (payroll, SGA, other) recording issues X (TS) X (TS) X (TS)
Liabilities, payables, reserves and accrual estimate failures X (TS) X (TS) X (TS)
Balance sheet classification of assets issues X (TS) X (TS)

Rev Rec - Direct Rev Rec - Adjacent Leases - Direct Leases - Adjacent
Changes in Accounting Estimates
Revenue recognition X
Revenue recognition - contract accounting including percentage-of-completion X
Revenue recognition - gift cards and aircraft miles breakage X
Revenue recognition - milestone payments and licensing fees X
Revenue recognition - sales returns and allowances X
Revenue recognition - vendors rebates and allowances X
Liabilities - warranty reserves X
Accounts/loans receivable, investments & cash issues X (TS)
Accounts/loans receivable, investments & cash issues - allowance for doubtful accounts X
Inventory - lower of cost or market X
Inventory - reserve for obsolete and slow moving inventory X
Inventory, vendor and/or cost of sales X
PPE & Intangible assets - valuation or impairment of intangible assets and goodwill only X
Depreciation, depletion or amortization X (TS) X (TS)
Depreciation, depletion or amortization - change in depreciation or amortization method X (TS) X (TS)
Depreciation, depletion or amortization - change in estimated salvage value X (TS) X (TS)
Depreciation, depletion or amortization - change in estimated useful life X (TS) X (TS)
PPE & Intangible assets X (TS) X (TS)
Lease, legal, contingencies, commitments etc. X (TS)
Asset retirement obligations X
PPE & Intangible assets - valuation or impairment of fixed assets X
Liabilities - restructuring reserve X
Expenses (payroll, SGA, other) X (TS) X (TS) X (TS)
Liabilities, accruals or reserves X (TS) X (TS) X (TS)
Capitalization of expenditures issues - Prepaid assets, other assets, etc. X (TS) X (TS) X (TS)
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Rev Rec - Direct Rev Rec - Adjacent Leases - Direct Leases - Adjacent
Impairments
Accounts/loans receivable and investments - Accounts receivable, bad debt, etc. X
Accounts/loans receivable and investments - Other-than-temporary impairment X (TS)
Accounts/loans receivable and investments - other X (TS)
Inventory X
Intangible Assets - Goodwill X
Intangible Assets - In-process research and development X
Intangible Assets - Other intangible assets (not goodwill) X
Other long-lived assets, incl. capital leases, etc. X (TS) X (TS) X (TS)
PPE - Construction in progress X
PPE - Mining rights, oil & gas reserves, etc. X
PPE - Property, plant, equipment X
Restructuring, reorganization, etc. (esp. Item 2.05) X
Segment, business unit, etc. X (TS) X (TS) X (TS) X (TS)
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b
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it
io
n
a
l
d
et
a
il
o
n
th
e
co
n
st
ru
ct
io
n
o
f
th
is
va
ri
a
b
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b
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=
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b
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’s
im

p
le
m
en
ta
ti
o
n
p
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∈
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p
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a
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p
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∈
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d
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d
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l
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b
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d
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re
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p
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a
rd
.

84



60
6
A
d
op

ti
on

Y
ea
r
R
ev

D
iff

f
A

co
n
ti
n
u
o
u
s
va
ri
a
b
le
ca
lc
u
la
te
d
u
si
n
g
th
e
a
b
so
lu
te

va
lu
e
o
f
th
e
d
iff
er
en
ce

b
et
w
ee
n
fi
rm

f
’s
a
n
n
u
a
l
re
ve
n
u
es

(r
ep

o
rt
ed

u
n
d
er

th
e
n
ew

st
a
n
d
a
rd
)
d
u
ri
n
g
th
e
y
ea
r
o
f
a
d
o
p
ti
o
n

o
f
th
e
R
ev
en
u
e
R
ec
o
g
n
it
io
n

st
a
n
d
a
rd

a
n
d

a
fi
rm

’s
a
n
n
u
a
l

re
ve
n
u
es

as
th
ey

w
o
u
ld

h
av
e
b
ee
n
re
p
o
rt
ed

u
n
d
er

le
g
a
cy

g
u
id
a
n
ce

fo
r
th
e
sa
m
e
p
er
io
d
,
sc
a
le
d
b
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d
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b
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b
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a
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b
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d
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ra
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ra
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d
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b
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p
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p
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b
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b
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b
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p
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u
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APPENDIX C
PROPENSITY SCORE MATCHING FOR UPDATES TO

LEGACY POLICIES

Table 14: Propensity Score Matching: Logistic Regression Results

Dependent variable:

Update Firm Indicator

Log(Assets)t−1 0.164∗∗∗

(0.011)

BTMt−1 −0.007
(0.008)

ROAt−1 -0.152∗∗∗

(0.020)

Revenuest−1 0.167∗∗∗

(0.020)

Returnt−1 −0.332∗∗∗

(0.051)

Amihudt−1 −0.122∗∗∗

(0.039)

Share Turnovert−1 −3.424∗∗

(1.627)

Constant −4.190∗∗∗

(0.099)

Fixed Effects None

Pseudo R2 0.021
Observations 40,381

Note: ∗p<0.1; ∗∗p<0.05; ∗∗∗p<0.01

This table reports the results of the logistic regression below:

1{UpdateF irm}ft = α+ β1Log(Assets)f,t−1 + β2BTMf,t−1 + β3ROAf,t−1 + β4Revenuesf,t−1+

β5Returnf,t−1 + β6Amihudf,t−1 + β7ShareTurnoverf,t−1 + ε

Above, 1{UpdateF irm}ft is an indicator variable for whether firm f disclosed an update to legacy policies
in fiscal year t. Refer to Appendix B for definitions of all other variables. This logistic regression is intended
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to produce propensity scores to facilitate the creation of a matched sample to be used in Table 6. Standard
errors, in parentheses, are clustered at the industry level.
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Table 15: Propensity Score Matching: Matched Sample Statistics

Variable Policy Update Firms Matched Firms p-Value

Log(Assets)t−1 7.56 7.36 0.002
BTMt−1 0.55 0.48 0.215
Returnt−1 −0.03 −0.04 0.458
Revenuest−1 0.89 0.91 0.579
Returnt−1 0.04 0.01 0.031
Amihudt−1 0.11 0.11 0.926
Share Turnovert−1 0.01 0.01 0.025
Propensity Score 5.70% 5.59% 0.060

This table provides descriptive statistics for the propensity-score-matched sample used in Table 6 and which
is based on the propensity scores generated by the logistic regression described in Table 14. For each variable,
the mean for each group is provided as well as a p-value from a two sample t-test, which determines if the
mean values between the two groups significantly differ.
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