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To the Reader 

Research in the area of financial accounting often uses relatively broad metrics. While this 

allows the use of readily available data sources and thus high-powered quantitative studies on 

large samples, it generates insights that are relatively detached from the underlying research 

object. In other words: the construct validity of measures used in accounting research is often 

doubtful. Fortunately, in recent years, researchers have re-focused their activities on high 

quality data that actually captures the underlying constructs. 

The work of Tom Fischer clearly belongs to this group of work. The first study explores earnout 

disclosures. Earnout clauses are used in mergers and acquisitions to address the information 

asymmetry between acquirer and acquiree. The reporting requirements for those clauses 

require the acquirer to recognize the fair value of resulting obligations on the balance sheet. 

Thus, the disclosures are interesting not only for accounting academics and practitioners but 

also for anybody who is interested in the economics of earnout clauses. Based on carefully 

collected data, Tom Fischer documents their overall quality and the precision with which the 

acquirers predict whether earnout clauses are met in the future. 

The second study explores the inter-connectedness of parent legal entity reporting and group 

reporting for the reporting of extraordinary items. Extraordinary items are an evergreen in 

financial reporting standard setting. On the one hand, separating the transitory and persistent 

components of income is clearly informative for investors. On the other hand, classifying 

negative income effects as “extraordinary” is a tempting earnings management tool. Using the 

mandatory introduction of IFRS as a shock to the reporting environment, Tom Fischer provides 

evidence that the reporting of extraordinary items at the parent legal entity level does not 

change substantially when earnings management incentives change. This evidence suggests 

that extraordinary items are used to convey useful information. 

In his third study, Tom Fischer together with his co-author Rico Chaskel studies the effect of 

disclosure translations on the reader’s text assessments and willingness to invest. Personally, I 

think that the process of language translation is severely under-researched. Thus, I congratulate 

the authors for this research idea and its implementation via a rigorously designed online 

experiment. To me, its findings clearly indicate that translations matter. 

The three studies have in common that they focus on relevant aspects of financial reporting 

rather than glossing over the important details. Their descriptive insights are fascinating and 

enlarge our understanding of the art of accounting. Doing so, the work of Tom Fischer 

contributes to the academic debate about the determinants and effects of financial reporting 

and disclosure. I hope that his studies will be widely read and used. 

Berlin, November 3, 2021 

Joachim Gassen 
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Abstract 

This dissertation comprises three essays on the value relevance of financial accounting 

information for investment decisions. All three essays are of empirical nature and investigate 

financial accounting information disclosed by German firms via different research methods. 

The first essay focuses on the extent and level of detail of financial accounting information 

disclosed by firms with respect to a specific contractual acquisition feature: earnouts. It 

provides exploratory insights on the reporting on and the performance of earnouts in the period 

after an acquisition has been executed. Results suggest that firms disclose meaningful 

information on earnouts when the acquisition is material for the acquiring firm. The second 

essay examines the reporting of extraordinary items within the income statement for public and 

private firms. Results indicate that public firms report extraordinary items more frequently but 

not in different magnitude than private firms. Moreover, a clear separation of ordinary and 

extraordinary items within the income statement offers additional information to financial 

statement users with respect to their relevance for the firm’s future performance. The third 

essay is based on a survey experiment with real firm disclosures and genuine retail investors. 

It explores how translation (quality) of financial narratives impacts the perception of retail 

investors in respect to textual characteristics and potential investment decisions. The results 

suggest that textual characteristics are relevant for retail investors’ investment decisions. 

Moreover, the translation of financial accounting disclosures can affect an investor’s 

perception of textual characteristics. 
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Zusammenfassung 

Diese Dissertation umfasst drei Studien über die Relevanz von Finanzinformationen für 

Investitionsentscheidungen. Alle drei Studien sind empirischer Natur und untersuchen 

Finanzinformationen deutscher Firmen mit verschiedenen Forschungsmethoden. Die erste 

Studie beschreibt den Umfang und Detailierungsgrad von Finanzinformationen mit Bezug auf 

ein spezifisches Akquisitionsmerkmal: Earnouts. Sie liefert explorative Einblicke in die 

Berichterstattung über Earnouts und deren Zielerreichung in dem Zeitraum nach der 

Akquisition. Die Ergebnisse weisen darauf hin, dass Firmen aussagekräftige Earnout-

Informationen veröffentlichen, wenn es sich um wesentliche Akquisitionen für das erwerbende 

Unternehmen handelt. Die zweite Studie untersucht den separaten Ausweis von 

außerordentlichen Posten in der Gewinn- und Verlustrechnung von kapitalmarktorientierten 

sowie nicht-kapitalmarktorientierten Unternehmen. Die Ergebnisse deuten darauf hin, dass 

kapitalmarktorientierte Unternehmen außerordentliche Posten häufiger aber nicht in 

unterschiedlicher Höhe ausweisen als nicht-kapitalmarktorientierte Unternehmen. Weiterhin 

bietet der separate Ausweis von außergewöhnlichen Posten den Nutzern von 

Finanzinformationen bedeutende Einblicke über deren Relevanz für die zukünftige finanzielle 

Entwicklung des jeweiligen Unternehmens. Die dritte Studie basiert auf einem 

Umfrageexperiment mit originalen Finanzinformationen und echten Kleinanlegern. In dieser 

Studie wird untersucht, wie die Übersetzung(squalität) von Finanzinformationen die 

Wahrnehmung von Kleinanlegern in Bezug auf Textmerkmale und mögliche 

Investitionsentscheidungen beeinflusst. Die Ergebnisse zeigen, dass Textmerkmale relevant für 

die Investitionsentscheidung von Kleinanlegern sind. Weiterhin kann die Übersetzung von 

Finanzinformationen die Wahrnehmung der Kleinanleger von Textmerkmalen beeinflussen. 
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An Introductory Summary 

The primary objective of financial accounting is to provide users with information that are 

useful for economic decisions (e.g. Beaver & Demski, 1974). To achieve this goal, the 

traditional approach in financial accounting has been to develop one standard set of accounting 

information which provides meaningful information to users (e.g. Benjamin & Stanga, 1977). 

However, users of accounting information are heterogenous and have different, partly 

contradicting, purposes while processing such information (e.g. Benjamin & Stanga, 1977; 

Ball, 2001). For instance, investors demand accounting information which presents the current 

situation of the firm and which helps to identify growth opportunities, while debt holders are 

more concerned about the ability of accounting information to immediately transmit downside 

risks (e.g. Givoly et al., 2017). This multi-facetted demand for accounting information has led 

to an ongoing discussion about the usefulness and relevance of nowadays financial accounting 

disclosures for decision-making. 

One particular objective of financial accounting is to offer investors useful insights so they 

can evaluate the value of the underlying firm. In this regard, the rising importance of the high-

technology sector has raised concerns whether financial accounting disclosures still offer 

decision-relevant information to investors since a large portion of the value of firms operating 

in this sector is not accounted for in their financial statements. This concern is complemented 

by a common trend of firms to disclose manually adjusted earnings metrics (non-GAAP 

disclosures) which at least call the information provided by GAAP-earnings into question (e.g. 

Black et al., 2018). The majority of accounting research conducted on the value relevance of 

financial accounting information is based on correlation analyses between accounting 

information and firms’ returns or stock prices (e.g. Ball, 2001). Nevertheless, researchers have 

not yet come to a general consensus whether accounting information has lost relevance for 

investment decisions within the course of time (e.g. Francis & Schipper, 1999). 
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My thesis contributes to existing research by investigating the value relevance of 

accounting information via different research approaches that do not necessarily rely on the 

association of accounting information with firm returns or stock prices. In particular, I focus 

on three different dimensions which are of significant importance for the usage of accounting 

information: (1) what kind of accounting information is disclosed by firms; (2) how informative 

are financial accounting disclosers for users; (3) how do users perceive the information 

provided by financial accounting disclosures? 

All three papers are of empirical nature and investigate accounting information disclosed 

by German firms relying on various research methods and different levels of detail in the 

underlying accounting information. (1) My first paper investigates the information firms 

disclose to the public on a specific accounting topic. Herein, I manually extracted the 

information disclosed from the firms’ annual reports for a relatively small sample. (2) The 

second paper is based on a large sample of firm data obtained from a data provider and 

investigates the informativeness of the income statement structure for users of financial 

statements. (3) The third paper builds on a survey experiment and explores how textual 

characteristics in accounting disclosures are perceived and evaluated by investors. 

(1) The first paper of my thesis, titled “Earnouts in Accordance with IFRS 3”, concentrates 

on the extent and level of detail of accounting information disclosed by firms with respect to 

their acquisition activities. Mergers and acquisitions are often of high strategic interest and 

large economic significance to acquirers (e.g. Shalev, 2009). Hence, the International 

Accounting Standards Board has established extensive regulatory requirements with respect to 

business combinations. Earnouts are one of several contractual features to hedge acquisition 

risks for acquirers in corporate acquisitions and define a variable part of the purchase price that 

is contingent on the future performance of the target (e.g. Patschureck et al., 2015). This form 

of payment shifts part of the valuation risk from the acquirer to the seller and can also serve as 
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an incentive for the previous owner to stay with the firm in order to ensure that the underlying 

earnout targets are met. 

My study presents exploratory insights on the information disclosed on earnouts included 

in acquisition agreements. Accounting regulation in accordance with IFRS 3 requires the 

acquirer to present information on the development of the earnout, including its current value 

and related payments, in each reporting period till the earnout has been settled. Thus, the 

reporting on earnouts offers meaningful insights for users of accounting information with 

respect to the performance of the target in the period after the acquisition. By investigating 

changes of the earnout’s valuation and the occurrence or absence of earnout payments in the 

post-acquisition period users of accounting information can better understand whether the 

target has developed as expected by the acquirer and also detect signals for overpayment. While 

the majority of the earnout literature focuses on the ex-ante decision to include earnouts in 

acquisition agreements, I contribute to this stream in literature by providing exploratory 

insights on the actual reporting on and the performance of earnouts in the period after the 

acquisition. 

I find that a substantial proportion of the acquirers does not report information on the 

earnout in the post-acquisition period. However, my findings indicate that the non-reporting is 

primarily driven by materiality concerns and not by acquirers withholding valuable information 

from users of accounting information. For transactions with available earnout information I 

find that the majority of the earnouts leads to subsequent earnout payments to the previous 

owner of the target firm. Additionally, the valuation of the acquirer at the time of the acquisition 

is close to the actual earnout payments. Thus, acquirers seem to be able to reasonably predict 

the future development of the target company at the time of the acquisition. Overall, my 

findings suggest that firms disclose information on earnouts when they are relevant for 
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financial accounting users. For those firms which disclose information, these disclosures reveal 

meaningful insights about the performance of the target firm in the post-acquisition period. 

(2) The second paper of my thesis, titled “Extraordinary Items: The Case of Public and 

Private Firms”, focuses on the question how informative financial accounting disclosures are 

for their users. More precisely, this paper sheds light on the information contained in 

extraordinary items presented within the income statement. The decomposition of items within 

the income statement shall provide financial statement users with additional information with 

respect to the firm’s future performance (e.g. Lipe, 1986; Fairfield et al., 1996). Extraordinary 

items presented in the income statement consist essentially of business transactions that are not 

related to the core business of a firm and do not occur on a regular basis. Thus, they are 

considered as less persistent in the time trend and therefore have limited relevance for a firm’s 

future earnings (e.g. Lipe, 1986; Burgstahler et al., 2002). 

The nature of extraordinary items combined with its limited relevance for future firm 

performance might incentivize managers to use the separate presentation of extraordinary items 

within the income statement with either informational or opportunistic motives. Managers with 

informational motives could use extraordinary items to provide financial statement users with 

superior information about their effect on the future performance of the firm. Managers for 

which opportunistic motives prevail could present regular items as extraordinary items to 

mislead users about the relevance of these items for future firm performance. Within recent 

years, regulators and firms have pursued diverging goals with respect to extraordinary item 

reporting. On the one hand, regulators have prohibited the separate presentation of 

extraordinary items within the income statement to make income statements more comparable. 

On the other hand, firm managers have been more focused to inform financial statement users 

about the transitory nature of certain items presented within the income statement by disclosing 
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adjusted earnings (non-GAAP earnings) that exclude transitory and non-business related items 

which are not relevant for the future performance of the firm (e.g. Black et al., 2018). 

I investigate the reporting of extraordinary items of German firms to gather insights on the 

information contained in extraordinary items and firm managers’ incentives to separately 

present extraordinary items within the income statement. The German regulatory setting 

provides the advantage that the disclosure of accounting information is not limited to public 

firms but also includes private firms which likely have a different audience for their accounting 

information than public firms. This offers the opportunity to compare the reporting of 

extraordinary items between both groups of firms. 

My results suggest that public firms report extraordinary items significantly more often 

within the income statement than private firms. This does not change when the incentives for 

public firms to actively separate ordinary and extraordinary items within the income statement 

decrease. Moreover, the separate presentation of extraordinary items does not seem to be 

caused by opportunistic motivations for either public or private firms. Overall, the separate 

disclosure of extraordinary items within the income statement provides financial statement 

users with relevant insights about their relevance for the future performance of the firm. 

My research contributes to literature on extraordinary items by providing exploratory 

insights on the reporting behavior of private firms which has not yet been the focus of 

researchers. Moreover, I add to the literature which concentrates on differences in financial 

accounting quality between public and private firms. 

(3) The third thesis paper, titled “The Effect of Translation on Retail Investor Perception”, 

is co-authored with Rico Chaskel and centers around the question how financial accounting 

users perceive and evaluate accounting information. Accounting information goes beyond the 

mere figures presented. The way accounting figures are described in accounting disclosures is 

also likely to frame investors’ perception of the firm’s value (e.g. Loughran & McDonald, 
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2016). Therefore, textual characteristics are an important aspect to consider when evaluating 

the value relevance of accounting information. 

Employing a survey experiment, we ask retail investors to evaluate the textual 

characteristics of accounting disclosures. The disclosures consist of real forecast reports 

extracted from half-year reports of German firms which are issued in two languages (i.e., 

German and English). The participants are fluent in English and German and are randomly 

provided with either the German or the English version of different forecast reports. They are 

asked to evaluate the readability, tone, and precision of the disclosure as well as the investment 

attractivity of the underlying firm. 

We are particularly interested in the question if firms are able to transform accounting 

information from one language into a different language without changing the meaning of the 

information. To do so, we investigate in a first step if textual characteristics (readability, tone, 

precision) influence investors’ investment decisions. Thereupon, we examine if the translation 

of accounting disclosures results in a different investor perception of the mentioned textual 

characteristics and whether this also causes different investment decisions. In a last step, we 

investigate if firm characteristics influence the translation quality of accounting disclosures and 

whether widely used textual measures are an appropriate proxy for actual investor perception. 

We find that textual characteristics are relevant for retail investors’ investment decisions. 

Moreover, retail investors find the original language version to be better readable than its 

English translation. However, this does not affect the evaluation of the investment 

attractiveness of the firm. With respect to firm characteristics that might be associated with 

translation quality, we find that larger firms on average provide better translations. Last, our 

findings suggest that researchers should be cautious when using textual measures as a proxy 

for investor perception. 
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 We contribute to existing research on accounting narratives by providing evidence that 

translation can affect an investor’s perception of textual characteristics. However, it does not 

seem to influence the investment decision itself. Moreover, we add to the literature on textual 

measures by comparing widely used textual measures with the actual perception of the investor. 

Overall, my thesis presents evidence that financial accounting still offers meaningful 

information about the current and future performance of firms. Moreover, financial accounting 

users rely on this information when making decisions. 
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Earnouts in Accordance with IFRS 3 

 

Tom Fischer 

Humboldt University of Berlin 

 

 

Abstract 

 

Earnout contracts are a popular tool to overcome information asymmetry and 

bridge valuation gaps between acquirers and target owners in acquisition 

negotiations. Moreover, they are also feasible instruments to incentivize the 

target’s management to stay within the firm after the acquisition. The current 

state of research focuses primarily on the decision when to include earnouts 

in acquisition contracts. I contribute to existing literature by exploring the 

reporting on and the performance of earnouts in the post-acquisition period. 

I find that 36% of the acquirers do not disclose information on the earnout in 

the post-acquisition period. Moreover, smaller acquirers, less experience 

with earnouts, and larger targets are positively associated with earnout 

reporting in the post-acquisition period. Further, my evidence shows that 

72% of the earnouts result in subsequent earnout payments. In particular, 

acquisitions made by smaller acquirers, targets with a larger proportion of 

the acquisition costs allocated to goodwill, and earnouts which account for a 

greater proportion of the total acquisition costs are associated with a higher 

likelihood of earnout payments. My evidence also suggests that acquirers are 

able to derive precise estimations of future earnout payments at the point of 

the acquisition. 

 

 

Key Words: Earnouts; Fair Value Accounting; IFRS; Germany; M&A 
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1. Introduction 

Business combinations and their respective accounting disclosures are of high importance 

for outsiders. Transaction costs often involve large amounts of money or alternative 

compensations such as shares and are likely to be relevant for the acquiring firm’s value 

(Glaum et al., 2013). However, evidence provided by prior research suggests that business 

combinations often do not contribute to shareholder wealth (Tuch & O'Sullivan, 2007; 

Sudarsanam, 2010). In many cases acquirers tend to overvalue and thus overpay their targets. 

This insufficient firm valuation of targets is often caused by information asymmetry between 

acquirer and target. As a consequence, adverse selection problems can occur in acquisition 

agreements (Akerlof, 1970). Earnouts are a suitable tool to mitigate adverse selection by 

reaching an agreement on the transaction without the acquirer or target’s owner having to adjust 

their valuation of the target firm. They are defined as deferred payments that are contingent on 

future events that may, or may not, be linked to the future performance of the target. This form 

of payment allows the less-informed bidder to shift some of the valuation risk to the better-

informed current owner of the target while the current owner of a high-quality target would 

still accept the offer (Kohers & Ang, 2000). Besides overcoming information asymmetry, 

earnouts can also be used to resolve moral hazard by serving as an incentive for the target’s 

management to remain in the target firm in the post-acquisition period (Kohers & Ang, 2000; 

Cadman et al., 2014). 

However, the usage of earnouts is not without shortcomings. The development of feasible 

and well-functioning earnout contracts poses a challenge (Kohers & Ang, 2000). Resulting 

negotiations offer room for disputes between the previous owners and the acquirers when it 

comes to defining achievements of certain earnout targets that might end up in litigation (e.g. 
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Wolf & Fox, 2010).1 Current literature focuses primarily on the decision ex ante to include 

earnouts in acquisition agreements. Nevertheless, little is known about the development of 

earnouts in the post-acquisition period, once they are included in the acquisition agreement – 

herein lies my contribution. 

The objective of my research is threefold. First, I extend existing research by providing 

further insights on characteristics of earnouts in acquisition agreements. Second, I examine 

which deal and firm characteristics encourage firms to report about the development of 

earnouts in subsequent reporting periods. Last, I aim to shed some light on the deal and firm 

characteristics that are associated with (larger amounts of) earnout payments. 

In particular, I focus on earnout disclosures in accordance with the International Financial 

Reporting Standards (IFRS). IFRS 3 requires earnouts to be accounted for as a contingent 

liability at its fair value at the initial consolidation of the target firm. Moreover, acquirers are 

obliged to reevaluate the earnout’s fair value in each subsequent reporting period. These 

regulatory requirements allow me to examine the development of earnouts in accordance with 

IFRS in the post-acquisition period and offer insights on the information contained in 

subsequent earnout disclosures. Moreover, I am also able to compare the expected earnout 

payment (fair value) at the initial consolidation with the actual earnout payment in the post-

acquisition period to examine whether earnouts develop in general as expected by the acquirer 

at the time of the acquisition. While the majority of existing research on earnouts, especially 

with respect to earnout disclosures, focuses on earnouts in the United States (U.S.), there is 

little research on earnouts in other parts of the world. Ewelt-Knauer et al. (2011) find 

differences in the initial decision to include earnouts in acquisition agreements between Anglo-

Saxon countries and countries from Continental Europe. I extend current earnout research by 

 
1  An acquirer in my sample reports on a legal dispute with the previous owner with respect to the achievement 

of earnout thresholds. 
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analyzing earnout disclosures made by continental European firms. More precisely, I focus on 

acquirers which are headquartered in Germany and report in accordance with IFRS. Germany 

is the largest European economy with an active market for mergers and acquisitions and has a 

reasonable amount of acquisitions which include earnouts (Heimann, 2015; Mager & Meyer-

Fackler, 2017). To my knowledge, Germany has not been subject to a detailed investigation of 

earnout disclosures yet.2 

Based on a sample of 168 acquisitions made by 81 German firms between the 1st of January 

2005 and 31st of December 2019 that include earnouts extracted from Capital IQ, I hand-

collected earnout information from the annual reports of the acquirers. In doing so, I provide 

new evidence on the initial and subsequent earnout reporting behavior of German firms. With 

respect to earnout features, I present descriptive insights on the specific characteristics of 

earnouts used in acquisitions of German acquirers and compare them to prior findings of 

earnout literature. Furthermore, my investigation of factors which influence the initial as well 

as the subsequent reporting on earnouts offers insights if a significant non-reporting of earnout 

characteristics is associated with materiality concerns of the acquiring firm or whether it might 

also be explained by other causes, such as the intentional non-disclosure of earnout information 

to cover an unfortunate post-acquisition-performance of the target company. Last, I explore the 

occurrence of earnout payments in the context of overpayment in acquisitions. Additionally, I 

analyze a subset of earnouts for which earnout payments have been made, how close these 

payments are to the initial valuation of the acquirer at the time of the acquisition. In order to 

do this, I use the proportion of the earnout’s fair value at the initial consolidation that is actually 

paid out to the previous owner. An earnout payment that is close to the initial valuation of the 

earnout indicates that the acquisition has developed as expected by the acquirer. However, a 

 
2  Please note that Heimann (2015) also investigates German earnout transactions. However, his research 

concentrates on the capital market success of earnouts in acquisition agreements while I focus on the earnout 

reporting and earnout realization in the post-acquisition period. 
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low proportion of the initial fair value paid to the previous owner suggests that the acquisition 

has developed worse than expected whereas a payment that exceeds the initial fair value 

indicates that the target has performed better than predicted at the time of the acquisition. 

I find that the design of earnouts used by German acquirers does not substantially differ 

from earnout characteristics included in U.S. or European acquisitions. With respect to earnout 

disclosures, my analyses on subsequent earnout reporting reveal that for 36% of the 

transactions no further information are disclosed in the subsequent reporting periods. For the 

remaining transactions, the results suggest that smaller and less earnout-experienced acquirers 

are more likely to report on the development of the earnout in the post-acquisition period. 

Moreover, the size of the target is positively associated with subsequent earnout reporting. For 

the initial earnout reporting in the year of the acquisition, I provide evidence that more precise 

earnout disclosure guidance as well as the proportion of the earnout in relation to the total 

acquisition costs have a positive effect on the reporting of earnout characteristics. In terms of 

earnout realization, I find that 72% of the earnout transactions result in earnout payments. 

Moreover, 86% of the earnout’s valuation at the time of the acquisition is actually paid out to 

the previous owner if payments are made. Thus, acquirers seem to be able to precisely estimate 

the target’s future development at the time of the acquisition. My results suggest that earnout 

payments are more likely to occur if the earnout’s fair value at the initial consolidation is a 

larger part of the total acquisition costs. Moreover, transactions of smaller acquirers and 

acquisitions which have a larger proportion of the purchase price allocated to the goodwill 

position are positively associated with earnout payments. I do not find strong associations 

between acquisition characteristics and the proportion of the earnout’s initial valuation that is 

actually paid to the previous owner. My research contributes to earnout literature by providing 

exploratory insights on the reporting on and the actual performance of earnouts in the post-
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acquisition period for a geographical region and an accounting regime which has been 

underrepresented in earnout literature. 

The paper proceeds as follows. In the next section I discuss existing research on earnouts. 

Section 3 provides an overview of the accounting regulation related to earnouts in accordance 

with the IFRS regime and introduces my research questions. In the fourth section I explain my 

research design. Section 5 contains information on the data selection process and the sample 

composition. The sixth section presents my empirical results. In section 7 I conduct additional 

analyses and section 8 concludes the study. 

2. Literature Review 

Earnouts are one of several contract features to manage valuation risks in acquisition 

negotiations. Patschureck et al. (2015) provide a comprehensive overview of such contractual 

features in acquisition agreements. The authors divide these features in two groups. The first 

group consists of contractual components which relate to the period between signing and 

closing of the acquisition deal. Locked-box-agreements protect the acquirer from conscious 

manipulation by the seller while purchase price adjustments align the purchase price with the 

target’s development in the period between signing and closing of the acquisition contract. 

Material adverse change clauses offer the acquirer the possibility to withdraw from the 

acquisition when a material adverse change occurs at the target company or in its market 

environment in the period between signing and closing of the acquisition. The second group 

contains acquisition mechanisms which focus on the post-acquisition period. Besides the 

payment method (cash, shares, and debt) and the size of the acquired equity stake, variable 

payments which are based on the performance of the target after the acquisition are a common 

contractual feature in the post-acquisition period. While I do not wish to diminish the 

importance of the remaining contractual features to hedge valuation risks, my research and 
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therefore my literature review focuses exclusively on the contractual agreements that are tied 

to the future performance of the acquired firm: earnout agreements. 

Prior literature has found that earnout transactions are mainly included in acquisition 

contracts for two reasons: First, payments based on future events can mitigate adverse selection 

problems by helping to resolve information asymmetry between acquiring’s and target’s 

management. Acquisition with high information asymmetry between acquirer and seller are 

likely to result in large valuation gaps between both contracting parties. Earnouts help to bridge 

such valuation gaps by shifting (part of) the risk of misvaluation from the acquirer to the seller 

since a portion of the purchase price is contingent on the future development of the target. This 

allows both contracting parties to reach an acquisition agreement without the necessity to agree 

on their firm valuation (Kohers & Ang, 2000; Datar et al., 2001; Ragozzino & Reuer, 2009; 

Jansen, 2020). 

 Furthermore, earnouts can help to resolve moral hazard problems in acquisitions. 

Managers of target firms with specialized knowledge can be a core factor of value creation via 

acquisitions and remain often with the firm after the acquisition (Allee & Wangerin, 2018). 

However, manager effort is often unobservable. Therefore, contractual parties need to agree on 

observable future performance measures that can be used as substitutes for unobservable 

manager effort (Hölmstrom, 1979). Earnouts are such a performance-based metric and can 

serve as an investment vehicle to retain and motivate human capital within the acquired firm 

(Kohers & Ang, 2000; Cadman et al., 2014). 

Earnouts seem to play a crucial role in the acquisition of smaller firms, privately held 

targets, cross-industry and cross-country acquisitions as well as acquisitions of divested 

subsidiaries (Kohers & Ang, 2000; Datar et al., 2001; Ragozzino & Reuer, 2009; Cain et al., 

2011). Moreover, targets with a low proportion of assets accounted for in the balance sheet and 

large goodwill amounts that operate in the service sector have a higher likelihood to have 
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earnouts included in their acquisition agreements (Kohers & Ang, 2000; Datar et al., 2001). 

Reuer et al. (2004) find that earnouts are used by acquirers with limited acquisition experience 

if the acquisition targets operate in high-tech and service industries. With respect to 

enforceability concerns, firms avoid earnouts in countries with weak investor protection, which 

is presumably caused by an insufficient enforceability of legal disputes in case of 

disagreements between previous owner and acquirer (Reuer et al., 2004; Ewelt-Knauer et al., 

2011; Viarengo et al., 2018). Viarengo et al. (2018) also provide evidence that the proportion 

of the earnout of the total acquisition costs is lower in countries associated with a weak 

enforcement system, which indicates that the previous owner is more incentivized to receive a 

larger share of the total acquisition price as a fixed payment. 

 Cain et al. (2011) extent prior research by investigating earnout characteristics in detail. 

They find substantial heterogeneity in the size of the potential earnout payment, the earnout 

period, and the underlying measure on which the earnout is calculated on. Ewelt-Knauer et al. 

(2011) complement research on earnouts that predominantly focuses on U.S. acquisitions by 

examining the usage of earnouts in European firms. European firms tend to include earnouts in 

acquisitions if the target operates in the information technology and biotechnology sector. 

Moreover, earnouts are more likely to occur in cross-border and cross-industry acquisitions 

(Ewelt-Knauer et al., 2011). Further analyses dividing the sample into countries with strong 

investor protection (Anglo-Saxon countries) and weak investor protection (continental 

European countries) reveal that the before mentioned results with respect to cross-border 

acquisitions are mainly driven by earnouts in Continental Europe whereas the significant 

association between earnouts and cross-industry acquisitions is primarily induced by earnout 

transactions in Anglo-Saxon countries. 

While the previously discussed literature concentrates on the decision when to include 

earnouts in acquisition agreements, Cadman et al. (2014) use the introduction of fair value 
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accounting for earnouts under the U.S.-GAAP regime to investigate different economic 

determinants in the context of earnouts. To do this, they use the ratio of the initial fair value of 

the earnout to the maximum earnout payment amount to test their hypotheses. This ratio is 

representative for the acquirer’s expectation about the likelihood of future earnout payments. 

First, the authors find that the introduction of fair value accounting for earnouts has not changed 

the probability of acquirers to include earnouts in acquisition agreements. In terms of economic 

determinants, they find that the fair value for earnouts that are constructed to resolve 

information asymmetry by bridging valuation gaps is a low percentage of the maximum 

possible earnout amount.3 Furthermore, fair value adjustments in subsequent reporting periods 

are large and have a high standard deviation. In those cases where earnouts are used in order 

to retain the target’s firm managers the fair values of the earnouts are close to the maximum 

earnout payment amount and target managers stay longer with the firm after the acquisition. 

With respect to goodwill impairments, Cadman et al. (2014) find that the fair value adjustments 

of earnouts are negatively associated with the likelihood of contemporaneous and future 

goodwill impairments. 

Bates et al. (2018) examine the usage of earnouts from a different angle by focusing on 

earnouts as a financing tool. Their results suggest that financially constrained acquirers use 

earnouts as a financing tool since potential payments do not become immediately effective at 

the acquisition date but are delayed instead. However, the authors also state that the benefits of 

earnout financing are recognized by the contracting parties and incorporated in the purchase 

price. 

Nonetheless, the inclusion of earnouts in acquisition agreements comes at a cost. The 

feasibility of earnouts as a contractual agreement tool is limited due to difficulties in 

 
3  The authors assume large valuation gaps to occur in acquisitions in which the target is small and operates in 

industries with high growth opportunities, high research & development intensity, and large return volatilities. 
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measurement and enforcement of the contractual terms (Kohers & Ang, 2000; Ewelt-Knauer 

et al., 2011). Kohers & Ang (2000) find that earnout targets are more likely to operate as a 

separate entity after the acquisition which facilitates the determination of the earnout amount, 

if it is based on accounting data. Moreover, earnouts are vulnerable to moral hazard in the 

context of reaching certain earnout thresholds (Ewelt-Knauer et al., 2011; Elnahas et al., 

2017). Elnahas et al. (2017) provide evidence that firm managers engage in real earnings 

management by cutting discretionary expenses to reach certain earnout thresholds. Thus, they 

are sacrificing the target firm’s long-term success for short-term performance. With respect to 

this finding, Allee & Wangerin (2018) provide evidence that an increased auditor monitoring 

of accounting-based earnouts, particularly for high-quality auditors4, increases their likelihood 

to be included in acquisition agreements.5 

Research on the effect of earnouts on the acquirers’ shareholder value provides mixed 

evidence. Kohers & Ang (2000) and Barbopoulos & Sudarsanam (2012) find that the inclusion 

of earnouts has a positive short and long-term effect on the acquirer’s shareholder value. 

Moreover, Lukas & Heimann (2014) provide evidence which suggests that German stock 

markets react significantly positive to earnout announcements. However, Elnahas et al. (2017) 

find that earnouts have a negative impact on long-term firm value in comparison to acquirers 

that do not include earnout clauses in their acquisition agreements. Moreover, Cadman et al. 

(2014) find that subsequent earnout fair-value adjustments are positively associated with 

market response, which suggests that the market values the positive development of the target 

higher than the associated increase in acquisition costs. 

 
4  The authors proxy high-quality auditors by Big 4 auditors which consist of Deloitte, EY (Ernst & Young), 

PwC (PricewaterhouseCoopers), and KPMG (Klynveld, Peat, Marwick and Goerdeler). 
5  Allee & Wangerin (2018) measure increased auditor monitoring by the introduction of SFAS 141 (R) which 

requires acquirers using earnouts to recognize the earnout’s fair value as a contingent liability. Accordingly, 

it is the auditor’s responsibility to verify the fair value of the liability as part of the audit. Prior to SFAS 141 

(R) no recognition of earnouts in the financial statements was required. 



 

19 

While most research concentrates on the decision when to include earnout agreements into 

acquisition contracts, the determinants that drive the success of earnouts are relatively 

unexplored. Kohers & Ang (2000) provide evidence on subsequent earnout payments in the 

post-acquisition period. Based on their calculation approximately 62% of the initial earnout is 

paid out to the previous owner. Nonetheless, their results are based on estimates and do not 

reveal which factors might be associated with earnout payments. Moreover, the majority of 

existing earnout research focuses on the U.S. market. I aim to contribute to these gaps in 

literature by investigating the development of earnouts in accordance with IFRS in the post-

acquisition period. I focus on earnouts of acquirers based in continental European countries, 

more precisely Germany, since these firms tend to differ in their decision to include earnouts 

in acquisition agreements from firms originated in Anglo-Saxon countries (Ewelt-Knauer et 

al., 2011). Moreover, I manually collect the earnout information from the annual reports of the 

acquiring firms and do not rely on information of data providers which are likely to have 

difficulties in processing such a somewhat more complicated accounting topic.6 

3. Earnout Regulation and Research Questions 

3.1 Earnout Regulation Under the IFRS Regime 

The accounting for business combinations in general and earnout transactions in special 

under the IFRS regime was initially specified by IFRS 3 (2004) and became effective in April 

2004. IFRS 3.32 (2004) states that “when a business combination agreement provides for an 

adjustment to the cost of the combination contingent on future events, the acquirer shall include 

the amount of that adjustment in the cost of the combination at the acquisition date if the 

adjustment is probable and can be measured reliably.” Earnout agreements are, in general, 

referred to as contractual provisions which define a performance-based part of the purchase 

 
6  I provide additional insights on the data quality of earnout information provided by Capital IQ in section 5. 
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price that is paid in the future.7 Thus, IFRS 3 (2004) requires earnouts to be accounted for as a 

contingent liability if the likelihood of occurrence is more likely than not and the value can be 

measured reliably. If this is not the case at the initial consolidation, but the earnout clause 

becomes probable and is measurable in subsequent periods, the earnout shall be treated as an 

adjustment to the costs of the combination. In subsequent financial statements, the fair value 

of the contingent liability needs to be reassessed with respect to the development of the 

underlying earnout targets. Adjustments to the fair value are made against the goodwill position 

and do not affect the income statement.8  

With IFRS 3 (2008), a revised version of IFRS 3 became effective in July 2009 and two 

adjustments were introduced with respect to the existing regulation of contingent liabilities. 

First, the probability threshold for the recognition of contingent considerations has been 

removed. Consequently, each earnout must be recognized as a contingent liability independent 

of its success probability. Second, fair value adjustments made to the initial fair value of the 

earnout in subsequent reporting periods are recognized either in profit or loss.9 Overall, the 

accounting for earnouts in accordance with IFRS nowadays is strongly aligned with the U.S.-

GAAP regulation.10 

In terms of disclosure, IFRS 3 (2004) was rather vague about the extent to which earnout 

characteristics need to be disclosed in the period of initial consolidation (e.g. Schultze et al., 

2008). With the introduction of IFRS 3 (2008), the International Accounting Standards Board 

(IASB) introduced explicit criteria that need to be disclosed for earnouts recognized as 

contingent liabilities. IFRS 3 (2008) requires the acquirer to disclose the initial fair value of the 

 
7  My research solely focuses on earnouts classified as contingent considerations. I do not take earnouts into 

account that are classified as remuneration since these are accounted for in accordance with IFRS 2 or IAS 19. 
8  Crasselt & Elmar (2008) discuss several methods for the measurement of earnouts’ fair value which also 

includes exemplary fair value calculations. 
9  An exemption is information that existed before but becomes known after the acquisition date 

(“wertaufhellende Informationen”). Adjustments based on this information can be made against goodwill in 

accordance with IFRS 3.58 (2008) within the first year after the acquisition date. 
10  Cadman et al. (2014) provide a detailed overview on the earnout accounting regulations in accordance with 

U.S.-GAAP. 
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earnout at the acquisition date, a description of the earnout arrangement and the underlying 

basis to determine the earnout payment and an undiscounted range of outcomes (if it can be 

estimated). If the maximum payment amount is unlimited, that fact needs to be disclosed. 

Moreover, fair value adjustments in subsequent reporting periods need to be disclosed in 

accordance with both versions of IFRS 3, if the adjustments are considered to be relevant to 

the financial statement users. 

3.2 Earnout Reporting 

Theory on corporate disclosures states that the demand for financial disclosures is caused 

by information asymmetry and agency conflicts between the managers of a firm and outsiders 

(e.g. Healy & Palepu, 2001). The timely disclosure of meaningful information helps outsiders 

to evaluate and understand the management’s decision-making (Glaum et al., 2013). However, 

the disclosure of internal information comes at a cost for firm managers. Direct costs consist 

of the collection of information and the preparation of the disclosures which tie up resources 

in the firm (Leuz & Wysocki, 2008; Glaum et al., 2013). In addition, disclosures can also lead 

to indirect costs. Disclosures provided for capital-market participants can also be used by other 

parties (e.g. competitors, unions, regulators, authorities) in the disfavor of the disclosing firm 

(Leuz & Wysocki, 2008). Moreover, existing research suggests that managers disclose “good” 

news but withhold or delay “bad news” since they face high personal costs when disclosing 

unfavorable news.11 

The accounting requirements of IFRS 3 have been established to provide investors with 

meaningful and precise information on acquisitions (e.g. Glaum & Vogel, 2004). However, 

accounting for business transactions in general and especially accounting for earnouts in 

business combinations is complex (Glaum et al., 2013). In particular, the initial and subsequent 

 
11  See Shalev (2009) for a comprehensive discussion of the existing literature in this regard. 
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fair value measurement of earnout clauses, based on forward-looking information that is often 

difficult to predict, is challenging and offers room for discretion (Glaum et al., 2013). While 

the IASB aims to improve firm transparency by introducing demanding accounting 

requirements, practitioners criticize the complexity of the standard and its strong focus on fair 

value measurement (e.g. Wüstemann & Duhr, 2003; Hommel et al., 2004).  

There are several factors which might influence firms’ reporting on earnouts in subsequent 

years. For instance, the challenges in remeasuring earnouts’ fair value might incentivize 

managers of acquiring firms not to disclose information on the earnout’s fair value in 

subsequent periods. Street & Bryant (2000) find a significant non-compliance for fair value 

disclosures related to pension plans required by International Accounting Standards (IAS) 19. 

This could be driven by firms being unable to revalue the earnout’s fair value caused by a lack 

of quality in underlying forward looking data.  

Another explanation for the non-disclosure of earnout fair values is that firms intentionally 

withhold information of the acquired target’s performance from outsiders. This possibility 

takes into account that subsequent fair value measurements of earnouts provide useful 

information on the acquired firm’s performance to the market.12 Shalev (2009) provides 

evidence that acquirers report less on acquisitions in subsequent periods if the acquisition does 

not perform as expected. Thus, sparse reporting on earnout fair value adjustments in subsequent 

reporting periods could imply that firms intentionally violate disclosure requirements to 

withhold relevant acquisition information from market participants.  

A third possible explanation is the materiality consideration of the acquiring firms. 

According to IAS 1.31, firms do not need to disclose information on business transactions if 

this information is not material to the firm. Earnouts usually account for a significant but still 

 
12  As discussed in section 2, Cadman et al. (2014) show that earnout fair value adjustments are positively 

associated with market’s response. 
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minor part of the acquisition costs. Hence, not all earnouts might be material for the acquiring 

firm from a disclosure perspective.  

Deal specifics as well as acquirer characteristics most likely reveal illuminating insights 

with respect to the potential explanations mentioned above. In order to provide additional 

insights on the incentives to (not) disclose information on earnouts in subsequent reporting 

periods, my first research question is the following: 

Q1: Which acquisition characteristics are associated with the reporting on earnouts in 

subsequent years? 

3.3 Earnout Realization 

While the incentives to include earnouts in acquisition agreements have been extensively 

discussed in prior literature, evidence on the realization of earnouts in form of earnout 

payments after the completion of the acquisition is scarce.13 The occurrence of earnout 

payments in the majority of earnout transactions would suggest that earnouts play an important 

role for the final purchase price. Moreover, earnout payments reveal meaningful insights with 

respect to the initial decision to include earnouts in acquisition agreements. If earnouts are a 

feasible tool to overcome information asymmetry and mitigate moral hazard, subsequent 

earnout payments are to be expected. However, an absence of earnout payments in a significant 

proportion of acquisitions would not only question the usage of such contractual features in 

acquisition agreements but also indicate that the acquirer has overpaid for the target.  

Existing literature states that acquirers often overpay for their targets (e.g. Shleifer & 

Vishny, 1988; Black, 1989; Bruner, 2002; Haleblian et al., 2009). Since the realization of 

earnout payments is usually contingent on the future performance of the target14 earnout 

 
13  As one of few researchers who focus on earnout realization, Kohers & Ang (2000) provide descriptive evidence 

of U.S. based acquirers that the majority of the earnouts results in significant payments to the previous owner 

of the target. 
14  In specific scenarios earnout targets can also be tied to external factors (e.g. stock market indices). However, 

the earnout characteristics in my sample (section 5.2) suggest that this is rarely the case. 
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payments present meaningful insights to outsiders with respect to overpayment. The 

occurrence of earnout payments suggests that the target has (partly) developed as expected by 

the acquirer. However, the absence of earnout payments indicates that the target has not 

developed as expected and is likely to be overpaid by the acquirer. Consistent with this 

assumption, Cadman et al. (2014) find that earnout fair value adjustments are negatively 

associated with the likelihood of goodwill impairments. 

The focus on earnout realization does not only allow me to investigate earnouts with 

respect to overpayment but also offers the opportunity to examine the acquisition from the 

acquirer’s perspective. The share of the earnout’s initial fair value that is paid out to the 

previous owner contains precise information about the target’s development with respect to the 

acquirer’s expectation. A payment made to the previous owner in the range of the initial fair 

value indicates that the target’s development in the post-acquisition period is in line with the 

acquirer’s expectation at the acquisition date. A payment that exceeds the initial fair value 

suggests that the target performs better than expected by the acquirer. On the other hand, a 

payment amount below the initial fair value indicates that the target has developed below the 

acquirer’s expectation. Overall, the proportion of the fair value calculated at the initial 

consolidation that is paid out to the previous owner presents interesting insights on earnout 

performance. 

Current research has not yet provided detailed insights on factors which (dis)favor the 

realization of earnouts. I aim to fill this gap in literature by exploring which acquisition 

characteristics are associated with earnout realization. Thus, my second research question is 

the following: 

Q2: Which acquisition characteristics are associated with earnout realization? 
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4. Model and Research Methodology 

4.1 Earnout Reporting 

To answer my first research question (Q1), I use subsq_reporting as my dependent 

variable. subsq_reporting focuses on the reporting behavior after the reporting period of the 

initial consolidation of the target. More precisely, it takes into account whether acquirers 

provide further information about the earnout’s fair value development or earnout payments in 

subsequent reporting periods. subsq_reporting is a binary variable which is coded as 1 if firms 

provide further information about the earnout’s development (including payments) in 

subsequent periods, and 0 otherwise. In the following I introduce and discuss several factors 

that are presumably associated with subsequent earnout reporting. 

Regulatory Environment: Existing research suggests that more precise disclosure 

requirements in accordance with IFRS are positively associated with disclosure quality (e.g. 

Bischof, 2009).15 While IFRS 3 (2004) is relatively vague on the information that need to be 

disclosed with respect to earnouts, IFRS 3 (2008) has specified the earnout information that 

firms should report in their financial disclosures. Nonetheless, even in the absence of precise 

disclosure requirements, firms reported information on earnout characteristics in accordance 

with IFRS 3 (2004). However, considering the missing guidance of IFRS 3 (2004), firms seem 

rather inclined to report less information for earnouts in accordance with IFRS 3 (2004) than 

for earnouts in accordance with IFRS 3 (2008). Thus, I include IFRS_switch to consider the 

refinement of the disclosure guidance introduced by IFRS 3 (2008). IFRS_switch is a binary 

variable, which is coded as 1 for earnout transactions in accordance with IFRS 3 (2008) and 0 

for earnout transactions in accordance with IFRS 3 (2004).16 I expect that firms reporting on 

 
15  Based on a sample of 171 banks from 28 European countries, Bischof (2009) finds that the introduction of 

IFRS 7 increases the disclosure quality in financial statements and risk reports. IFRS 7 consolidates and 

extends all previously existing disclosure requirements with respect to financial instruments. 
16  I manually verified for all earnout transactions occurring in the transition period from IFRS 3 (2004) to IFRS 

3 (2008) if they are accounted for in accordance with IFRS 3 (2004) or IFRS 3 (2008).  
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the subsequent development of earnouts increases with its increasing importance for the 

standard setter. 

Deal Characteristics: Shalev (2009) argues that large amounts of goodwill can be seen as an 

indicator for overpayment since the goodwill position is the difference between purchase price 

and net identified assets. Moreover, goodwill is not subject to amortization. Thus, it does not 

negatively affect the acquirer’s income statement in subsequent reporting periods and might 

incentivize acquirers to allocate a large proportion of the purchase price to the goodwill 

position. The author argues that both, incentives to overpay and to overvalue the goodwill in 

acquisitions can be considered as bad news. Consistent with his argumentation, Shalev (2009) 

presents evidence that the level of disclosure decreases with abnormal levels of the purchase 

price allocated to goodwill. I take these findings into consideration by introducing goodwill. 

goodwill is the proportion of the acquisition costs that is allocated to goodwill. I expect 

goodwill to be negatively associated with earnout reporting. 

In line with materiality considerations, I expect for business transactions that are in terms 

of acquisition size less material for the acquiring firms, the acquiring firm to disclose less 

information in subsequent periods than for targets that contribute significantly in size to the 

acquiring firm. I compute target_size as the natural logarithm17 of the total acquisitions’ costs 

in Euro18 at the initial consolidation.19 I also expect acquiring firms with acquisitions in which 

the earnout determines a significant amount of the total purchase price to disclose more 

information in subsequent periods. I compute earnout_share as the initial fair value of the 

earnout at the initial consolidation divided by the total acquisition costs calculated at the initial 

consolidation. Conversely, a negative association of target_size and earnout_share with 

 
17  I use the natural logarithm for my factors related to size to mitigate heteroscedasticity concerns. 
18  The total acquisition costs are defined as the sum of fixed payment and the earnout’s fair value at the initial 

consolidation. 
19  IAS 1.31 does not provide a precise definition of materiality. An alternative approach to measure materiality 

is to consider the proportion of the total acquisition costs of the acquirer’s market value or total assets. 
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subsequent earnout disclosures could suggest that firms opportunistically withhold information 

with respect to the development of the earnout from market participants. 

Acquirer Characteristics: Despite the various advantages of earnouts, they are not often used 

in acquisition agreements.20 From a compliance perspective, firms that rarely use earnouts 

might not be aware that the fair value of earnouts needs to be reassessed at each subsequent 

reporting period. Therefore, it is likely that firms with little knowledge on the accurate 

accounting for earnouts and related disclosures are rather likely to unintentionally forgo 

earnout reporting in subsequent periods. Then again, firms might have a greater focus in their 

disclosures on certain specifics in their acquisition agreements (such as earnouts) that occur 

rarely. With respect to cost-benefit considerations of the acquiring firms, the forward-looking 

information on which of the evaluation of the earnout’s fair value is based on, needs to be 

collected for each subsequent reporting period. Thus, it is presumably costly to gather 

information required to revalue the earnout’s fair value. Overall, I do not have a clear prediction 

whether the experience with earnouts is positively or negatively associated with subsequent 

earnout disclosures. transactions accounts for the knowledge of acquiring firms with respect 

to earnouts. It is defined as the number of earnout transactions per acquiring firm that is 

included in my sample. 

Considering materiality concerns, I incorporate the size of the acquirer to consider 

disclosure materiality from the acquirer’s perspective. acquirer_size is defined as the natural 

logarithm of the acquirer’s total assets in Euro at the end of the reporting period in which the 

acquisition takes place. I expect acquirer_size to be negatively associated with subsequent 

earnout reporting.  

 
20  Ewelt-Knauer et al. (2011) find for a sample of European acquisitions that 5.8% of these acquisitions contain 

earnouts. Datar et al. (2001) provide similar evidence for a sample of U.S. acquisition of which 4.1% involve 

earnouts. 
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Lastly, following Glaum et al. (2013), I assume large audit firms to be more familiar with 

complex accounting situations. As a result, large auditors are more likely to detect compliance 

violations with earnout disclosure requirements than smaller auditors. big4_auditor is a binary 

variable which is coded as 1 if one of the Big 4 audit firms is auditing the acquirer, and 0 

otherwise. 

While I mainly aim at investigating firm reporting behavior in reporting periods after the 

acquisition period, I repeat the analysis for the information disclosed in the initial reporting 

period to verify whether the factors differ for initial and subsequent reporting. initial_reporting 

is the sum of the reported information on fair value, duration, measure, and outcome at the 

initial consolidation. Each of the criteria is coded as 1 if the acquirer discloses information on 

the respective criterion and 0 if no information is disclosed. Thus, initial_reporting can range 

from 0 to 4. My expectations regarding the association of my introduced variables and the 

initial earnout reporting are similar to those of subsequent reporting. 

Research approach: I use the following two regressions for the initial and subsequent 

reporting of earnout information to investigate which factors are associated with the earnout 

reporting of firms: 

𝑖𝑛𝑖𝑡𝑖𝑎𝑙_𝑟𝑒𝑝𝑜𝑟𝑡𝑖𝑛𝑔𝑖 = 𝛽0 + 𝛽1 ∙ 𝐼𝐹𝑅𝑆_𝑠𝑤𝑖𝑡𝑐ℎ𝑡 + 𝛽2 ∙ 𝑔𝑜𝑜𝑑𝑤𝑖𝑙𝑙𝑖 + 𝛽3 ∙ 𝑡𝑎𝑟𝑔𝑒𝑡_𝑠𝑖𝑧𝑒𝑖 + 𝛽4 ∙

𝑒𝑎𝑟𝑛𝑜𝑢𝑡_𝑠ℎ𝑎𝑟𝑒𝑖 + 𝛽5 ∙  𝑡𝑟𝑎𝑛𝑠𝑎𝑐𝑡𝑖𝑜𝑛𝑠𝑓 + 𝛽6 ∙ 𝑎𝑐𝑞𝑢𝑖𝑟𝑒𝑟_𝑠𝑖𝑧𝑒𝑖 + 𝛽7 ∙ 𝑎𝑢𝑑𝑖𝑡𝑜𝑟𝑖 +  𝜀𝑖  

𝐿𝑜𝑔𝑖𝑡(𝑃𝑟𝑜𝑏(𝑠𝑢𝑏𝑠𝑞_𝑟𝑒𝑝𝑜𝑟𝑡𝑖𝑛𝑔𝑖 = 1)) = 𝛽0 + 𝛽1 ∙ 𝐼𝐹𝑅𝑆_𝑠𝑤𝑖𝑡𝑐ℎ𝑡 + 𝛽2 ∙ 𝑔𝑜𝑜𝑑𝑤𝑖𝑙𝑙𝑖 + 𝛽3 ∙

𝑡𝑎𝑟𝑔𝑒𝑡_𝑠𝑖𝑧𝑒𝑖 + 𝛽4 ∙ 𝑒𝑎𝑟𝑛𝑜𝑢𝑡_𝑠ℎ𝑎𝑟𝑒𝑖 + 𝛽5 ∙  𝑡𝑟𝑎𝑛𝑠𝑎𝑐𝑡𝑖𝑜𝑛𝑠𝑓 + 𝛽6 ∙ 𝑎𝑐𝑞𝑢𝑖𝑟𝑒𝑟_𝑠𝑖𝑧𝑒𝑖 + 𝛽7 ∙

𝑎𝑢𝑑𝑖𝑡𝑜𝑟𝑖  

4.2 Earnout Realization 

I use payment and payment_share as dependent variables to examine my second research 

question. payment takes into account whether the respective earnout results in payments to the 
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previous owner of the target. It is a binary variable, which is coded as 1 if a (partial) payment 

is made and 0 if the previous owner has not received any payment. Moreover, payment_share 

represents the portion of the earnout’s initial fair value that is paid to the previous owner of the 

target if earnout payments are made. payment_share is computed as the actual earnout payment 

to the previous owner divided by the earnout’s fair value at the initial consolidation if earnout 

payments are made and missing otherwise. In the following, I introduce several factors to 

investigate associations between (the proportion of) earnout payments and acquisition 

characteristics. 

Deal Characteristics: In many cases the previous owner of private targets somehow supports 

the target’s development in the post-acquisition period, either by staying in the firm (Kohers & 

Ang, 2000) or via consultancy contracts21. Cadman et al. (2014) find that the initial fair value 

of earnouts is close to the maximum possible earnout payment for earnouts acquisitions which 

are constructed to retain the target firm’s owners. Thus, the acquirer expects the likelihood of 

earnout payments to be higher for such earnout agreements than for those which are 

predominantly constructed to resolve information asymmetry. An explanation for this 

expectation is that a previous owner who stays with the target has the possibility to directly 

influence the underlying earnout measures. Therefore, it is more likely that the earnout 

thresholds are achieved. Assuming that for the majority of the private targets the previous 

owner is somehow involved in the business of the target after the acquisition, I expect that 

private targets are positively associated with the probability of earnout payments and a larger 

payment share of the earnout’s initial fair value. private_target is computed as 1 if the target 

was privately owned prior to the acquisition, and 0 if the target was a subsidiary of a corporate 

group.22 

 
21  Anecdotical evidence of auditors suggests that the previous owner is sometimes not directly involved in the 

operating business after the acquisition but provides special services that can range from marketing and 

networking activities to product related topics.  
22  My sample does not include earnout transactions in which the target is a publicly listed firm. 
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Gu & Lev (2011) examine the interaction between overpriced acquisitions and goodwill 

impairments. They find that foreign acquisitions are more likely to result in subsequent 

goodwill impairments. This suggests that acquirers are in a better position to exploit economic 

synergies for domestic targets than for foreign targets which are subject to cultural and 

regulatory barriers (e.g. Eckbo & Thorburn, 2000). Thus, it is likely that domestic targets have 

a higher probability to reach the underlying earnout thresholds than foreign targets. 

foreign_target is a binary variable that is coded as 0 if the target is based in Germany, and 1 

otherwise. I expect foreign_target to be negatively associated with payment(_share). Similar 

to foreign targets, synergies are less likely to be obtained if target and acquirer are operating in 

different industries (e.g. Morck et al., 1990; Maquieira et al., 1998; Campa & Kedia, 2002). 

Hence, I expect cross-industry acquisitions to be negatively associated with payment(_share). 

cross_industry is computed as 1 if the target primarily operates in a different industry than the 

acquirer, and 0 otherwise. 

Focusing on the size of the target, Alexandridis et al. (2013) find that the potential of 

overpayment is lower for acquisitions of larger targets. Thus, I expect the size of the target 

(target_size, introduced in section 4.1) to be positively associated with payment(_share). 

As discussed in section 4.1 large amounts of goodwill are associated with overpayment 

(Shalev, 2009). Therefore, I expect larger amounts of the purchase price allocated to the 

goodwill position (goodwill, introduced in section 4.1) to be negatively associated with 

payment(_share). 

Bates et al. (2018) find evidence that earnouts which are used as a financing tool are 

detected by the target’s previous owner and result in higher estimated acquisition costs at the 

time of the acquisition. The earnouts fair value at the initial consolidation accounts in general 

for a minor part of the total acquisition costs. Considering financing motives, a larger 

proportion of the acquisition costs that is paid in the future is likely to be associated with a 
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higher probability and larger amounts of variable payments to convince the seller to agree to 

the acquisition agreement. Thus, I assume a larger proportion of the total acquisition costs 

allocated to the earnout to be associated with a higher likelihood of earnout payments and a 

larger share of the earnout’s initial fair value to be paid to the previous owner. I expect 

earnout_share (introduced in section 4.1) to be positively associated with payment(_share).  

Managers tend to disclose less information on acquisitions they are not entirely convinced 

of. Shalev (2009) finds evidence that the quantity of disclosures on business combinations is 

positively associated with acquirer performance in subsequent years. This fact also suggests a 

positive development of the target in subsequent years. Therefore, I expect firms which report 

more information on the earnout at the year of the acquisition are more likely to actually pay 

(a larger part of) the earnout in subsequent periods. I use initial_reporting (introduced in 

section 4.1) to measure disclosure quantity in the year of the initial consolidation. 

Moreover, the duration of earnout is of importance for earnout payments. Earnout targets 

often operate as separate units in the post-acquisition period to ensure the accurate 

measurement of their performance with respect to earnouts thresholds (Kohers & Ang, 2000). 

Therefore, during the earnout period the acquirer is hampered to entirely integrate the target. 

While postponement of important acquisition objectives is presumably less of an issue for short 

earnout durations, it likely negatively affects the target’s performance in the post-acquisition 

for longer earnout periods. Thus, I assume the probability of earnout payments and the share 

of the initial fair value that is paid to decrease with an increasing earnout duration. duration is 

computed as the earnout period in years. 

Acquirer Characteristics: From a reputational perspective, acquiring firms that use earnouts 

are more often incentivized to pay a larger share of the earnout to the previous owner. Thus, a 

“success track record” of previous earnout transactions can be used to convince future target 

owners to cover a part of the purchase price via earnouts. On the other hand, experienced 
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earnout users can face earnout payments of multiple transactions which might result in 

significant cash outflows. Bates et al. (2018) find that financially constrained acquirers are 

more likely to include earnouts in acquisition agreements. Thus, “heavy” earnout users might 

be incentivized to prevent the achievement of earnout targets to avoid additional payments.23 I 

use transactions (introduced in section 4.1) to account for the acquiring firm’s experience with 

earnouts. I do not have a clear expectation if transactions is positively or negatively associated 

with payment(_share). 

Moeller et al. (2004) provide evidence that acquisitions of large acquirers are associated 

with overpayment. Additionally, research on goodwill impairments finds evidence that the size 

of the acquirer is positively associated with subsequent goodwill write-offs (Gu & Lev, 2011). 

Thus, I expect the size of the acquirer (acquirer_size, introduced in section 4.1) to be negatively 

associated with payment(_share).  

Research approach: I use the following two regressions to investigate which factors are 

associated with earnout realization: 

𝐿𝑜𝑔𝑖𝑡(𝑃𝑟𝑜𝑏(𝑝𝑎𝑦𝑚𝑒𝑛𝑡𝑖  = 1)) = 𝛽0 + 𝛽1 ∙ 𝑝𝑟𝑖𝑣𝑎𝑡𝑒_𝑡𝑎𝑟𝑔𝑒𝑡𝑖 + 𝛽2 ∙ 𝑓𝑜𝑟𝑒𝑖𝑔𝑛_𝑡𝑎𝑟𝑔𝑒𝑡𝑖 + 𝛽3 ∙

𝑐𝑟𝑜𝑠𝑠_𝑖𝑛𝑑𝑢𝑠𝑡𝑟𝑦𝑖 + 𝛽4 ∙ 𝑡𝑎𝑟𝑔𝑒𝑡_𝑠𝑖𝑧𝑒𝑖 + 𝛽5 ∙ 𝑒𝑎𝑟𝑛𝑜𝑢𝑡_𝑠ℎ𝑎𝑟𝑒𝑖 + 𝛽6 ∙ 𝑔𝑜𝑜𝑑𝑤𝑖𝑙𝑙𝑖 + 𝛽7 ∙

𝑖𝑛𝑖𝑡𝑖𝑎𝑙_𝑟𝑒𝑝𝑜𝑟𝑡𝑖𝑛𝑔𝑖 + 𝛽8 ∙ 𝑑𝑢𝑟𝑎𝑡𝑖𝑜𝑛𝑖 + 𝛽9 ∙  𝑡𝑟𝑎𝑛𝑠𝑎𝑐𝑡𝑖𝑜𝑛𝑠𝑓 + 𝛽10 ∙ 𝑎𝑐𝑞𝑢𝑖𝑟𝑒𝑟_𝑠𝑖𝑧𝑒𝑖  

𝑝𝑎𝑦𝑚𝑒𝑛𝑡_𝑠ℎ𝑎𝑟𝑒𝑖 = 𝛽0 + 𝛽1 ∙ 𝑝𝑟𝑖𝑣𝑎𝑡𝑒_𝑡𝑎𝑟𝑔𝑒𝑡𝑖 + 𝛽2 ∙ 𝑓𝑜𝑟𝑒𝑖𝑔𝑛_𝑡𝑎𝑟𝑔𝑒𝑡𝑖 + 𝛽3 ∙

𝑐𝑟𝑜𝑠𝑠_𝑖𝑛𝑑𝑢𝑠𝑡𝑟𝑦𝑖 + 𝛽4 ∙ 𝑡𝑎𝑟𝑔𝑒𝑡_𝑠𝑖𝑧𝑒𝑖 + 𝛽5 ∙ 𝑒𝑎𝑟𝑛𝑜𝑢𝑡_𝑠ℎ𝑎𝑟𝑒𝑖 + 𝛽6 ∙ 𝑔𝑜𝑜𝑑𝑤𝑖𝑙𝑙𝑖 + 𝛽7 ∙

𝑖𝑛𝑖𝑡𝑖𝑎𝑙_𝑟𝑒𝑝𝑜𝑟𝑡𝑖𝑛𝑔𝑖 + 𝛽8 ∙ 𝑑𝑢𝑟𝑎𝑡𝑖𝑜𝑛𝑖 + 𝛽9 ∙  𝑡𝑟𝑎𝑛𝑠𝑎𝑐𝑡𝑖𝑜𝑛𝑠𝑓 + 𝛽10 ∙ 𝑎𝑐𝑞𝑢𝑖𝑟𝑒𝑟_𝑠𝑖𝑧𝑒𝑖 + 𝜀𝑖  

 
23  Anecdotical evidence of auditors suggests that acquirers use charges for internal services (e.g. accounting or 

human resources services) to avoid the achievement of earnings-based earnout targets. 
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5.  Data 

5.1 Sample Selection 

I obtained data from S&P (Standard & Poor’s) Capital IQ. This platform provides detailed 

information on mergers and acquisitions and focuses especially on European firms (Phillips, 

2012). I compiled a comprehensive sample of 293 earnout transactions made by 165 German 

firms from 1st of January 2005 till 31st of December 2019. Capital IQ does not have a specific 

approach to classify earnout transactions but relies on different information channels (e.g. press 

releases, financial disclosures, media reports) to determine if an acquisition agreement includes 

an earnout clause.24 I manually verified the financial accounting regime of the acquirer in the 

respective acquisition year. Since I focus on earnout accounting in accordance with IFRS, I 

dropped all transactions of acquirers reporting in accordance with German-GAAP (34 

observations) and transactions for which I could not find the respective financial disclosures 

(24 observations). Moreover, I excluded earnouts that were not in the scope of IFRS 3 (20 

observations).25 Despite being marked as earnout transactions, I could not detect detailed 

earnout information in the acquirers’ annual reports for a relatively large share of the remaining 

firms (21.86%). Thus, I had to reduce the remaining 215 observations by 4726 which results in 

a final sample of 168 earnout transactions of German acquirers reporting earnouts in 

accordance with IFRS 3.27 A comparison of the reported earnout values in Capital IQ for the 

final sample with the information presented in the annual reports of the acquirers reveals that 

 
24  The information on the earnout classification performed by Capital IQ were directly obtained from Capital 

IQ’s customer service. 
25  These earnouts are not related to firm acquisitions but refer to the acquisition of products, licenses, and patents 

which are not subject to IFRS 3. 
26  This number is composed of observations for which no information about the transaction (10 observations) or 

the earnout (19 observations) could be found in the annual reports of the acquirer. For another 18 observations 

the acquirer either summarized the purchase price allocation for multiple transactions or disclosed no precise 

information about the earnout. 
27  My earnout sample largely overlaps with the sample of Heimann (2015) which includes 169 observations of 

listed German acquirers for the period from 1st of January 2000 till 30th of September 2013. Nonetheless, the 

difference between our samples is caused by a slightly different sample period and the fact that I focus on 

IFRS-users which are predominantly but not exclusively listed firms. 
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for 53% of the final sample the earnout amount reported in Capital IQ does neither fit the fair 

value at the initial consolidation nor the maximum possible earnout amount. Moreover, for 

18% of the observations the maximum earnout amount is reported instead of the earnout’s fair 

value. Only for 29% of the observations the earnout amount reported in Capital IQ matches the 

earnout’s fair value at the initial consolidation disclosed in the annual reports of the acquiring 

firms. Taken these severe differences between the information provided by Capital IQ and the 

information disclosed in the financial disclosures of the acquiring firms into consideration, the 

information reported by data providers should be treated with caution. 

[Please insert Table 1 over here] 

In some cases, further earnout transactions that are not included in the Capital IQ database 

are reported in the annual reports of the acquiring firms. However, in order not to additionally 

emphasize individual acquirers in my sample, I did not add these transactions to the sample. I 

downloaded the acquirers’ annual reports for the earnout period for each transaction and 

manually extracted the information with respect to the initial as well as the subsequent 

reporting on the respective earnout agreements.28 The earnout reporting behavior of firms is 

heterogenous, ranging from detailed breakdowns of earnout fair value adjustments in 

compounding adjustments and modified probabilities of target achievement to vague 

references to the existence of an earnout.29 

 
28  I present an example of the earnout information provided in the acquirers’ annual reports in the year of the 

initial consolidation in the appendix. 
29  E.g. BayWa AG reports in their annual report of 2009 about their acquisition of MMH Solartechnik GmbH. It 

is stated that a variable payment (approximately 20% of the total acquisition costs) is included in the 

acquisition agreement. However, no further information about the duration, the underlying measure or the 

maximum payment amount are disclosed. Furthermore, BayWa does not mention the earnout in subsequent 

reporting periods. Conversely, Evotec SE provides detailed information (e.g. in their annual report of 2012) 

about earnout adjustments in subsequent periods. The adjustments are divided in different categories such as 

payment, dissolution, and changes due to foreign currency or interest rate adjustments. 
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5.2 Sample Composition & Earnout Characteristics 

 [Please insert Table 2 over here] 

Table 2 presents information on the composition of the earnout acquisitions included in 

the sample and the reported earnout characteristics over time. Results on the reported 

information show that the large majority of the acquirers discloses earnout information with 

respect to the fair value of the earnout, the duration of the earnout period and the parameters 

on which the earnout is calculated on in the year of the initial consolidation. Nonetheless, fewer 

firms report outcome scenarios on the potential development of the earnout or information on 

the maximum payment amount.30 The percentage of transactions for which information are 

disclosed on outcome scenarios increases slightly with the introduction of IFRS 3 (2008), 

which has become effective in July 2009 and explicitly requires firms to disclose information 

on outcome scenarios. Taken together, it appears as if firms provide outsiders with sufficient 

information related to the structure of the earnout agreement in the year of the acquisition. 

However, this does not seem to hold for the subsequent reporting on earnouts since for 36% of 

the acquisitions no further information on the future development of the earnout are disclosed. 

Thus, it is unclear to an outsider whether and if so in what amount earnout payments have been 

made to the previous owner. 

The earnout’s mean fair value proportion of the total acquisition costs at the initial 

consolidation remains relatively constant over time. The range between 15% and 40% indicates 

that earnouts account for a significant portion of the total purchase price and are not a negligible 

add-on to the acquisition agreement (sample mean: 26%). Furthermore, the average duration 

of the earnout period, which is primarily between two and three years (sample mean: 2.5 years), 

is in line with research findings focusing on earnout contracts in the U.S. (Cain et al., 2011) or 

 
30  The information about maximum payment amounts range from precise numbers to more vague statements 

such as “mid-two-digit million”. 
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Europe (Ewelt-Knauer et al., 2011). The underlying measures for the determination of the 

earnout amount can be divided into three groups (revenues, earnings, other) which are not 

mutually exclusive. 20.57% of the earnout transactions that are providing data on the 

underlying calculation parameters report earnout measures that meet at least two of the three 

criteria. Similar to prior findings on U.S. settings (Cain et al., 2011) or European earnout 

research (Ewelt-Knauer et al., 2011), the majority of the earnout determination is (partly) based 

on earnings-based measures (62%). Furthermore, 30% of the earnouts are (partly) based on 

future revenues. Another 30% is either not explicitly specified or based on special instances 

such as production targets or the development of specific indices (e.g. German Tec-DAX 

index). Taken together, the descriptive results suggest that earnouts are a significant factor if 

included in acquisition agreements. Moreover, the main characteristics of the earnouts in my 

sample do not seem to differ significantly over time and are mainly calculated based on the 

income statement rather than balance sheet parameters or specific future targets. Overall, the 

characteristics of earnout contracts developed by German acquirers do not seem to differ 

significantly from earnout contracts established by U.S. acquirers.31 

[Please insert Table 3 over here] 

Table 3 shows information on the country of origin of the acquired targets in my sample. 

The targets’ countries of origin span around the globe. The majority of the targets is based 

outside of Germany (56%). Of the foreign targets, the largest part is based in either the U.S. 

(26%) or Great Britain (13%).32 These findings complement the evidence provided by Ewelt-

Knauer et al. (2011) who show that earnouts in European transactions are more likely to be 

included in cross-border acquisitions than in domestic acquisitions. 

 
31  See Cain et al. (2011) and Cadman et al. (2014) for a comprehensive overview on earnout characteristics of 

U.S. firms. 
32  The targets’ countries of origin are similar to the sample of Heimann (2015) which is caused by a large overlap 

between our samples. 
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[Please insert Table 4 over here] 

An overview about the primary industry in which target as well as acquirer are operating 

in is presented in Table 4.33 The vast majority of the targets is operating in the information 

technology sector (48%). The same applies to the industry of the acquirer (38%). These results 

are consistent with evidence provided by Datar et al. (2001) who find that the probability to 

include earnouts in acquisition agreements is highest for targets operating in the information 

technology sector. The overall share of acquisitions in which the target operates primarily in a 

different industry than the acquirer amounts to 27%. Notably, all transactions in which the 

target is operating in “Materials” are subject to a cross-industry acquisition whereas for targets 

operating in “Information Technology” cross-industry acquisitions occur less regularly (16%). 

Moreover, for acquirers operating in “Financials” the greater part of the acquisitions is across 

industries (71%). 

6. Empirical Analysis 

6.1 Descriptive Statistics 

 [Please insert Table 5 over here] 

Panel A of Table 5 presents descriptive information on the variables used in my main 

analyses. In addition to Table 2, I find that the majority of the firms in my sample provides 

sufficient earnout information in the year of the acquisition. However, as discussed above, 

approximately one third of the sample does not disclose information on how the earnout 

develops in subsequent reporting periods. 

For earnout transactions reporting precise earnout information in subsequent periods,34 I 

find that 28% of the earnouts do not result in any payment to the previous owner. However, if 

 
33  The industry classification is based on the classification scheme provided by Capital IQ. 
34  Please note that the difference in observations for subsq_reporting and payment can be explained by firms 

reporting cumulated amounts for earnout fair value adjustments/payments in subsequent periods. 
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payments are made, the amount of the payment is close to the initial fair value (86%). This 

indicates that acquirers are able to develop a precise expectation about the amount of future 

earnout payments at the point of the initial consolidation. 

In terms of earnout characteristics, it is worth noting that the minority of the acquirers 

included in my sample (38%) reports more than one earnout transaction in the sample period. 

Nonetheless, few firms heavily use earnouts in their acquisition contracts. The top four earnout 

users in my sample account for 24% of the sample observations.35 Moreover, the acquisition 

targets are mostly private firms (74%), the majority of the acquisition costs is allocated to 

goodwill (mean: 58%), and the acquirers are mainly audited by one of the Big 4 audit firms 

(69%). 

[Please insert Table 6 over here] 

Table 6 presents Pearson and Spearman correlations for all variables used in the main 

analyses. Spearman correlations are presented above and Pearson correlations below the 

diagonal. With respect to earnout disclosures, the significant correlation between 

initial_reporting and earnout_share suggests that materiality concerns of the acquirers are a 

driving factor for initial earnout reporting. While the more precise disclosure requirements of 

IFRS 3 (2008) (IFRS_switch) positively affect the reporting at the initial consolidation, the 

subsequent earnout reporting seems to be unaffected. Moreover, the significant positive 

correlation between initial_reporting and transactions indicates that experienced earnout users 

tend to disclose more information on earnouts than firms with limited exposure to earnout 

transactions in the period of the initial consolidation. Moreover, the significant negative 

correlation of subsq_reporting and payment with acquirer_size indicates that smaller acquirers 

are more likely to report in subsequent periods about the development of the earnout and to 

 
35  The top four earnout users are Allgeier SE (13 observations), Wirecard AG (11 observations), Evotec SE (8 

observations), and BayWa AG (8 observations). 
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make earnout payments. For payment I find a significantly positive correlation with 

earnout_share which emphasizes the relevance of the earnout compared to the total acquisition 

costs for earnout payments. 

6.2 Earnout Reporting 

 [Please insert Table 7 over here] 

Table 7 presents results on the factors associated with earnout disclosures in the year of 

the acquisition (initial_reporting) and subsequent years (subsq_reporting). The analyses are 

conducted on a subsample of 145 earnout observations for which sufficient data could be 

gathered.36 The more precisely specified disclosure guidance of IFRS 3 (2008) appears to 

positively impact the reporting of earnout characteristics in the transaction year (IFRS_switch: 

p < 0.01). Additional logistic-regressions (not included in the table), in which I apply the 

different reporting characteristics (fair value, duration, measure, outcome) as the dependent 

(binary) variable, reveal that the increase of earnout reporting at the initial consolidation does 

not seem to be caused by firms reporting specific earnout characteristics significantly more, 

but by an overall increase of earnout reporting behavior.37 Moreover, the results suggests that 

smaller firms tend to disclose more information on earnouts than larger firms (acquirer_size: 

p < 0.10). The reporting of earnout characteristics is also positively associated with its 

relevance for the total acquisition (earnout_share: p < 0.01). Both outcomes indicate that firms 

disclose information on earnouts in accordance with materiality considerations. I do not find 

that more experience with earnout transactions (transactions), the size of the target 

(target_size), a Big 4 auditor (big4_auditor) or the proportion of the acquisition costs allocated 

 
36  The difference to the total sample of 168 observations is caused by earnout transactions for which no sufficient 

information on the independent variables are disclosed. 
37  I find that the increase of the individual reported earnout characteristics, except the reporting on earnout 

outcome, is at least significant at the 5% level. 
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to goodwill (goodwill) are associated with the reporting of earnout information within the year, 

in which the acquisition takes place. 

The analysis on subsequent earnout reporting (subsq_reporting) shows that the experience 

with earnouts is negatively associated with earnout reporting (transactions: p < 0.05). Thus, it 

appears that firms with less earnout experience possess no inferior knowledge when it comes 

to the accounting of earnouts and its related disclosures than firms that are very familiar with 

earnouts in acquisition agreements. The fact that smaller firms report more information on 

earnouts (acquirer_size: p < 0.01) and that information on earnouts of larger acquisitions 

(target_size: p < 0.01) are more likely to be reported in subsequent periods indicate that the 

subsequent reporting on earnouts is also based on materiality considerations. Interestingly, the 

attempts of the IASB to specify the disclosed information on earnouts do not seem to affect the 

reporting behavior of firms after the year, in which the acquisition takes place (IFRS_switch). 

Taken together, the results suggest that the reporting of earnout characteristics and the 

disclosure of information related to the subsequent valuation/payment of the respective earnout 

is predominantly driven by materiality concerns. This again, attenuates the IASB’s increased 

impulse to extend and specify disclosures in respect to earnouts. I do not find evidence which 

indicates that firms intentionally withhold information from market participants by not 

disclosing subsequent information on the valuation of their respective earnout liabilities. 

6.3 Earnout Realization 

[Please insert Table 8 over here] 

Table 8 presents descriptive information on the earnout realization over time for a 

subsample of 61 transactions for which detailed information about the proportion of the initial 

fair value that is paid to the previous owner are disclosed by the acquirer. The transactions are 
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grouped by earnout duration (in years).38 The information on earnout transactions with a 

duration of more than one year reveal that these earnouts result on average in multiple earnout 

payments. This could be caused by the fact that the majority of earnouts includes revenue- and 

earnings-based measures which are presumably calculated and paid for each financial year of 

the earnout period. 

[Please insert Table 9 over here] 

Table 9 presents results on the association of my introduced earnout characteristics with 

earnout realization in form of earnout payments (payment) and the share of the earnout’s initial 

fair value that is actually paid out to the previous owner if earnout payments have been made 

(payment_share). payment is significantly positively associated with earnout_share (p < 0.01). 

Thus, the larger the proportion of the expected earnout of the total acquisition costs at the initial 

consolidation, the more likely is a payment to be made. Furthermore, smaller acquirers are 

more likely to make earnout payments (acquirer_size: p < 0.10) and a larger proportion of the 

purchase price that is allocated to goodwill is positively associated with earnout payments 

(goodwill: p < 0.10). The latter indicates that firms which report a relatively small proportion 

of their assets in the balance sheet, such as firms operating in services or information 

technology, are more likely to reach their earnout targets than firms whose assets are 

recognized to a large extent in the balance sheet. I do not find strong statistically significant 

associations between acquisition characteristics and the proportion of the earnout’s initial fair 

value that is actually paid out. Nonetheless, the results suggest that acquirers which report less 

information about the earnout at the initial consolidation are more likely to pay a larger share 

of the earnout’s initial fair value to the previous owner (initial_reporting: p < 0.10). 

 
38  Please note that the group of earnouts with a duration of four years includes one transaction with an earnout 

period of 21 years. However, the acquirer stated in the fourth year that no further earnout payments are 

expected. Hence, I grouped this transaction with earnouts with a duration of four years. 
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Despite these new findings, my results need to be interpreted with caution. Merely 60% of 

the completed earnout transactions provide information on whether payments have been made 

to the previous owner. Moreover, only 36% provide explicit information on the amount that 

has been paid to the previous owner. Thus, for a large proportion of the transactions in my 

sample, I cannot observe the earnout development after the acquisition year.39 

7. Additional Analyses 

Earnout fair value adjustments in accordance with IFRS 3 (2004) are made against the 

goodwill position in the balance sheet and do not affect the income statement. With the 

introduction of IFRS 3 (2008), subsequent fair value adjustments made to the initial fair value 

of the earnout must be recognized as either income or expenses in the income statement while 

the goodwill position remains unaltered. Consequently, an increase (decrease) of the respective 

contingent liability of the earnout results in expenses (income) in the amount of the adjustment. 

Cadman et al. (2014) find no evidence that the change in accounting regulation from pure 

balance sheet accounting to recognizing earnout fair value adjustments via the income 

statement alters the probability of acquirers to include earnouts in their acquisition agreements. 

Nonetheless, while the probability to include earnouts in acquisition contracts might not have 

changed, the actual accounting of earnouts could have. Managers might value the income 

statement to be more relevant than the balance sheet.40 This fact might incentivize managers to 

set the initial fair value of the earnout at the initial consolidation higher as its actual fair value 

to prevent unexpected expenses that negatively impact the income statement in subsequent 

periods. 

 
39  This is in line with Kohers & Ang (2000) who find for only 72% of their subsample of transactions with 

transaction values of at least MUSD 5 some earnout information in subsequent reporting periods. 
40  E.g. Shalev et al. (2013) present evidence that managers with a compensation structure predominantly based 

on earnings-measures overallocate the purchase price to goodwill. Since the goodwill position is not subject 

to regular amortization, managers therefore prevent regular expenses caused by amortization in subsequent 

reporting periods. 
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Moreover, IFRS 3 (2004) required firms to account for earnouts if the probability to reach 

the determined earnout thresholds is more likely than not. Thereby, a higher probability of 

earnout payments most likely increases the valuation of the earnouts fair value. This probability 

threshold has become eliminated with the IFRS 3 (2008). Thus, also earnouts with a probability 

below fifty percent are recognized at their fair value. Taken this fact into account, I assume 

ceteris paribus the fair value at initial consolidation to decrease with the introduction of IFRS 

3 (2008). Overall, the changing accounting for earnouts from IFRS 3 (2004) to IFRS 3 (2008) 

may affect the disclosed initial fair value of the earnout at the initial consolidation. 

I include IFRS 3 (2004) as well as IFRS 3 (2008) transactions in my sample in order to 

have sufficient observations to test my research questions. Therefore, I examine the main 

variables used in my analyses for differences between the IFRS 3 (2004) and the IFRS 3 (2008) 

period to ensure that my empirical results on earnout realization are not caused by firms 

changing their accounting for earnouts. 

[Please insert Table 10 over here] 

The results of the univariate difference tests between transactions in accordance with IFRS 

3 (2004) and IFRS 3 (2008) do not suggest that the accounting for earnouts differs significantly 

between both versions of IFRS 3. I do not find that the earnout’s proportion of the total 

acquisition costs (earnout_share) changes between IFRS 3 (2004) and IFRS 3 (2008). 

Furthermore, the proportion of earnout transactions that results in earnout payments does not 

differ significantly between both periods. The same applies to the share of the initial fair value 

that is paid out to the previous owner. Nonetheless, I find that acquiring as well as target firms 

are larger and the acquiring firm more likely to be audited by a Big 4 auditor in the IFRS 3 

(2008) period than in the IFRS 3 (2004) period. Moreover, the share of subsidiaries of public 

firms that are acquired via acquisition agreements including earnouts increases in the IFRS 3 

(2008) period. 
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8. Conclusion 

IFRS 3 requires acquiring firms to disclose detailed information on the characteristics of 

earnouts if included in acquisition agreements. The specification of the accounting standard to 

disclose the earnout’s fair value at the initial and subsequent reporting periods offers the 

opportunity to investigate the actual development of earnouts in the post-acquisition period. 

While prior research has predominantly focused on the decision when earnouts are included in 

acquisition agreements, I offer new insights on the earnout reporting of acquirers and 

subsequent earnout payments. 

My study contributes to the earnout literature by examining which acquisition 

characteristics are associated with earnout reporting in subsequent reporting periods and 

whether earnouts included in acquisition agreements actually result in subsequent earnout 

payments. My evidence suggests that the reporting on earnouts is associated with materiality 

concerns of the acquiring firm. Furthermore, I find that the more precise disclosure guidance 

introduced by IFRS 3 (2008) positively affects firms’ reporting behavior in the year of the 

acquisition. Also, smaller acquirers with less earnout experience are more likely to report in 

subsequent periods about the development of the earnout. This suggests that smaller acquirers 

do not struggle to present information on somewhat more complicated and unregular 

accounting topics sufficiently in their financial disclosures. I also find that the majority of the 

earnouts results in subsequent payments to the previous owner and that these payments are 

close to the initial fair value estimated by the acquired firm at the time of the acquisition. 

Overall, my evidence on subsequent earnout payments suggests that earnouts are a feasible tool 

to mitigate adverse selection and moral hazard in acquisition agreements. Nonetheless, my 

empirical results are solely based on acquirers originated in Germany. Therefore, my findings 

should be interpreted with caution when it comes to a generalization to overall earnout 

accounting. 
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Tables 

Table 1: Sample Selection 

n 

 Earnout transactions Capital IQ 293 

 ./. financial disclosures not available -24

 ./. financial disclosures not prepared in accordance with IFRS -34

 ./. not within scope of IFRS 3 -20

 ./. no information on earnout -47

Final sample 168 

Notes: 

This table presents the sample selection process. I start with all earnout transactions of German acquirers included 

in the Capital IQ database from 1st of January 2005 till 31st of December 2019. I exclude all earnout transactions of 

firms that do not report sufficient data on group level or do not report their consolidated financial statements in 

accordance with IFRS. Moreover, I exclude all earnouts which are not subject to IFRS 3. Last, I drop all 

observations for which the acquiring firm does not provide sufficient information on the earnout in the annual report 

of the acquisition year. The final sample consists of 168 earnout transactions made by 81 acquirers. I manually 

extract the information on the earnout transactions out of the acquiring firms’ annual reports. 
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Table 2: Sample Composition 

year acquisitions reported information FV_share duration underlying measure 

fair 

value 
duration measure outcome 

subs. 

years 
revenues earnings other 

2005 3 100% 100% 100% 33% 100% 27% 2.00 67% 67% 0% 

2006 10 90% 90% 80% 30% 90% 40% 2.00 13% 63% 38% 

2007 20 80% 90% 55% 40% 45% 21% 2.72 27% 64% 18% 

2008 13 85% 92% 92% 54% 62% 26% 2.25 17% 75% 25% 

2009 8 100% 63% 50% 38% 63% 22% 1.60 50% 25% 50% 

2010 8 100% 100% 88% 50% 88% 34% 4.38 43% 71% 14% 

2011 21 95% 90% 95% 67% 52% 28% 2.47 10% 60% 45% 

2012 14 100% 93% 86% 64% 57% 24% 2.85 25% 75% 25% 

2013 11 91% 91% 100% 91% 45% 37% 2.30 18% 73% 18% 

2014 20 95% 95% 90% 75% 70% 24% 2.16 33% 67% 17% 

2015 14 93% 79% 86% 71% 43% 18% 2.27 33% 67% 42% 

2016 5 100% 100% 100% 40% 60% 15% 1.80 80% 60% 0% 

2017 8 100% 75% 88% 75% 88% 31% 3.00 43% 43% 57% 

2018 9 89% 78% 78% 67% 89% 22% 2.57 57% 29% 43% 

2019 4 100% 100% 100% 100% 100% 25% 3.00 25% 25% 75% 

Total 168 93% 89% 84% 61% 64% 26% 2.50 30% 62% 30% 
Notes: 

This table presents earnout characteristics of the sample over time. year refers to the financial year in which the acquisition becomes effective. 

acquisitions reports the number of earnout transactions in the respective financial year. reported information presents results on the percentage of 

acquirers reporting the fair value of the earnout at initial consolidation (fair value), the earnout period (duration), the basis for the earnout calculation 

(measure), information on the maximum earnout payment possible (outcome), and about the earnout's development in subsequent periods (subs. 

years). FV_share describes the average proportion of the earnout's fair value of the total acquisition costs at the initial consolidation and duration 

the average duration of the earnout period in years. underlying measure provides information on the parameters on which the earnout value is 

calculated on. underlying measure is divided in parameters related to future revenues (revenues), various forms of earnings (earnings), and specific 

targets (other).  
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 Table 3: Descriptives - Country of Origin (Target) 

country of origin n rk country of origin n rk 

1 Argentina 1 20 15 Norway 1 20 

2 Australia 2 13 16 Russia 1 20 

3 Austria 6 4 17 Singapore 4 7 

4 Brazil 3 9 18 South Africa 2 13 

5 Denmark 1 20 19 Spain 3 9 

6 Finland 2 13 20 Sweden 1 20 

7 France 4 7 21 Switzerland 6 4 

8 Germany 74 1 22 Turkey 2 13 

9 India 3 9 23 United Arab Emirates 1 20 

10 Indonesia 2 13 24 United Kingdom 12 3 

11 Israel 2 13 25 United States of America 24 2 

12 Italy 2 13 26 Venezuela 1 20 

13 Netherlands 5 6 Total 168 

14 New Zealand 3 9 
Notes: 

This table presents the country of origin of the acquisition target for the total sample of 168 observations. n is defined as the number of targets 

originated in the indicated country. rk is the rank of the respective country of origin in comparison to the other countries of origin. 
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Table 4: Descriptives – Industry Classification 

Panel A: Industry Classification Target 

industry classification n rk 
cross_ 

industry 

1 Communication Services 18 5 28% 

2 Consumer Discretionary 19 3 37% 

3 Consumer Staples 2 7 50% 

4 Financials 2 7 0% 

5 Health Care 20 2 10% 

6 Industrials 19 3 47% 

7 Information Technology 80 1 16% 

8 Materials 7 6 100% 

9 Real Estate 1 9 100% 

168 27% 

Panel B: Industry Classification Acquirer 

industry classification n rk 
cross_ 

industry 

1 Communication Services 12 3 50% 

2 Consumer Discretionary 8 5 8% 

3 Consumer Staples 2 7 50% 

4 Financials 6 6 71% 

5 Health Care 9 4 14% 

6 Industrials 13 2 55% 

7 Information Technology 31 1 13% 

81 

Notes: 

Panel A of this table presents the industry in which the targets are primarily operating in for 

the total sample of 168 acquisitions. The industry classification is based on the Capital IQ 

industry classification scheme. Panel B shows information on the industry in which the 

acquirers are primarily operating in for the total sample of 81 acquirers. n is defined as the 

number of targets/acquirers operating in the respective industry. rk is the rank of the 

respective industry in comparison to the other industries. cross_industry is defined as the 

percentage of acquisitions in which target and acquirer operate in different industries. 



49 

Table 5: Descriptive Statistics 

Panel A: Descriptive Statistics 

Variable Mean Median Std. Dev. Min 25% 75% Max n 

Dependent Variables 

initial_reporting 3.04 3.00 1.14 0.00 2.00 4.00 4.00 168 

subsq_reporting 0.64 168 

payment 0.72 100 

payment_share 0.86 0.93 0.37 0.11 0.66 1.00 2.40 61 

Independent Variables 

transactions 2.07 1.00 2.23 1.00 1.00 2.00 13.00 81 

earnout_share 0.26 0.21 0.19 0.00 0.13 0.36 1.00 155 

duration 2.50 2.00 1.82 1.00 2.00 3.00 21.00 149 

goodwill 0.58 0.61 0.30 -

0.23
0.37 0.80 1.61 146 

target_size 9.32 9.53 1.56 5.11 8.29 10.34 13.58 157 

acquirer_size 13.23 12.60 1.91 9.90 11.69 14.74 19.19 168 

private_target 0.74 168 

foreign_target 0.56 168 

cross_industry 0.27 168 

big4_auditor 0.69 168 
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Table 5: Descriptive Statistics (continued) 

Panel B: Variable Definitions 

Variable   Definition 

  initial_reporting   

Sum of four binary variables on reported earnout information on fair value, duration, 

measure, outcome at the initial consolidation. Each binary variable is coded as 1 if the 

acquirer reports information about the respective category, and 0 otherwise. 

  subsq_reporting   
Binary variable, which is coded as 1 if precise information about fair value adjustments 

and earnout payments are disclosed in subsequent periods, and 0 otherwise. 

  payment   Binary variable, which is coded as 1 if any form of payment is made, and 0 otherwise. 

  payment_share   
Share of the initial fair value of the earnout that has been paid to the previous owner if 

an earnout payment has been made, and missing otherwise. 

  transactions   Number of earnout transaction per acquirer in the final sample. 

  earnout_share   Earnout's fair value at the initial consolidation divided by total acquisition costs. 

  duration   Duration of the earnout period in years. 

  goodwill   Proportion of the total acquisition costs that is allocated to the goodwill position. 

  target_size   Natural logarithm of the total acquisition costs at the initial consolidation. 

  acquirer_size   Natural logarithm of the acquirer's total assets at the end of the acquisition period. 

  private_target   
Binary variable, which is coded as 1 if the previous owner is a private firm, and 0 

otherwise. 

  foreign_target   
Binary variable, which is coded as 1 if the target firm is based outside of Germany, and 

0 otherwise. 

  cross_industry   
Binary variable, which is coded as 1 if target and acquirer are operating in different 

industries, and 0 otherwise. 

  big4_auditor   
Binary variable, which is coded as 1 if the acquirer is audited by a Big 4 auditing firm in 

the year of the acquisition, and 0 otherwise. 
Notes: 

Panel A of this table presents descriptive information on the main variables used in my analyses. The total sample includes 168 earnout 

transactions reported by 81 acquiring firms. Panel B presents definitions for each variable.  
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Table 6: Correlations 

(a) (b) (c) (d) (e) (f) (g) (h) (i) (j) (k) (l) (m) (n) (o) 

initial_reporting (a) 0.18** 0.16 -0.15 0.31*** 0.19*** 0.23*** 0.05 -0.08 -0.02 -0.06 0.04 -0.18** 0.02 -0.11

subsq_reporting (b) 0.17** 0.03 0.01 -0.09 0.04 0.13 -0.15* -0.41*** -0.14* -0.02 -0.07 -0.23*** -0.16**

payment (c) 0.21** 0.03 -0.10 0.06 0.44*** 0.22** -0.23** -0.38*** -0.06 -0.09 -0.08 -0.02 -0.09

payment_share (d) -0.28** -0.01 0.02 -0.06 0.02 -0.07 0.28** 0.08 0.01 0.09 -0.02 0.25*

IFRS_switch (e) 0.33*** 0.01 -0.10 0.03 0.12 -0.02 -0.13 0.15* 0.29*** -0.24*** 0.05 -0.05 0.01 0.20**

transactions (f) 0.23*** -0.10 0.05 -0.01 0.14* 0.15* 0.00 -0.06 0.04 0.02 -0.13* -0.07 -0.05 -0.20***

earnout_share (g) 0.26*** 0.06 0.40*** -0.10 -0.03 0.15* 0.18** -0.20** -0.18** -0.04 -0.03 0.01 0.05 -0.20**

goodwill (h) 0.04 0.09 0.23** 0.15 -0.11 -0.09 0.22*** -0.08 -0.13 0.01 -0.07 0.07 0.13 -0.12

target_size (i) -0.10 -0.10 -0.21** -0.06 0.13* -0.04 -0.19** -0.04 0.54*** -0.13 0.28*** 0.12 0.11 0.34***

acquirer_size (j) -0.09 -0.45*** -0.35*** 0.26** 0.23*** -0.01 -0.19** -0.13 0.53*** -0.03 0.16** 0.20** -0.02 0.46***

private_target (k) -0.04 -0.14* -0.06 0.13 -0.24*** 0.06 -0.06 0.00 -0.11 -0.01 0.04 0.02 -0.04 -0.05

foreign_target (l) 0.07 -0.02 -0.09 0.02 0.05 -0.06 -0.02 -0.04 0.26*** 0.18** 0.04 -0.19** 0.07 0.18**

cross_industry (m) -0.17** -0.07 -0.08 0.19 -0.05 -0.06 0.00 0.08 0.15* 0.19** 0.02 -0.19** -0.05 0.11

duration (n) 0.00 -0.09 0.04 -0.20 0.04 0.01 0.12 -0.01 0.08 -0.03 -0.12 -0.04 -0.07 -0.03

big4_auditor (o) -0.10 -0.16** -0.09 0.20 0.20** -0.21*** -0.24*** -0.11 0.32*** 0.45*** -0.05 0.18** 0.11 0.02 

Notes: 
This table includes the Spearman correlations above and Pearson correlations below the diagonal for all variables used in the main analyses. Variable definitions are presented in Panel B of Table 5. 

***/**/* marks significance at the 1/5/10% level. 
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 Table 7: Earnout Reporting 

Variable   Predicted Sign   initial_reporting   subsq_reporting 

intercept       3.318***   9.372*** 

        (4.660)   (4.319) 

transactions   + / -   0.026   -0.134** 

        (1.237)   (-2.416) 

IFRS_switch   +   0.762***   0.201 

        (3.754)   (0.332) 

target_size   +   0.024   0.461*** 

        (0.377)   (2.586) 

acquirer_size   -   -0.105*   -0.939*** 

        (-1.850)   (-4.815) 

earnout_share   +   1.212***   -0.200 

        (2.746)   (-0.168) 

big4_auditor   +   -0.071   0.079 

        (-0.351)   (0.134) 

goodwill   -   0.070   0.573 

        (0.240)   (0.733) 

Observations       145   145 

Pseudo/Adjusted R-squared     0.140   0.268 

z- / t-statistics in parentheses - *** p < 0.01, ** p < 0.05, * p < 0.1 

Notes: 

This table presents results from an OLS-regression (initial_reporting) and a logit regression 

(subsq_reporting) investigating the association of acquisition characteristics with earnout reporting. The 

analyses are based on a subsample of 145 transactions for which information on all variables are available. 

initial_reporting is computed as the sum of four binary variables on reported earnout information (fair value, 

duration, measure, outcome) at the initial consolidation. Each binary variable is coded as 1 if the acquirer 

reports information about the respective category, and 0 otherwise. subsq_reporting is a binary variable, 

which is coded as 1 if information on the development of the earnout are disclosed in subsequent periods, 

and 0 otherwise. The independent variables are defined in Panel B of Table 5. 
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Table 8: Earnout Realization 

duration n earnout realization 

t t+1 t+2 t+3 Total 

1 21 85% 85% 

2 22 22% 54% 76% 

3 14 34% 38% 34% 106% 

4 4 14% 13% 34% 12% 73% 

Total 61 86% 
Notes: 

This table presents descriptive information on the earnout realization in 

subsequent reporting periods. The subsample consists of 61 transactions for 

which precise information on the payment(s) in subsequent periods are 

disclosed by the respective acquirer. duration is defined as the earnout duration 

in years. The earnout period for the subsample is ranging from one to four years. 

n is the number of transactions with the respective duration. earnout realization 

describes the mean proportion of the earnout's initial fair value that is paid in 

subsequent periods for the respective group of earnouts, starting with the 

financial year after the initial consolidation (t). 
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Table 9: Earnout Payments 

Variable   Predicted Sign   payment   payment_share 

intercept       4.847   0.502 

        (1.374)   (0.829) 

transactions   + / -   -0.028   0.001 

        (-0.365)   (0.070) 

private_target   +   -0.309   0.088 

        (-0.383)   (0.744) 

foreign_target   -   -0.713   0.045 

        (-1.059)   (0.427) 

cross_industry   -   0.014   0.067 

        (0.016)   (0.504) 

earnout_share   +   9.234***   -0.037 

        (3.100)   (-0.136) 

goodwill   -   1.850*   0.066 

        (1.734)   (0.375) 

duration   -   -0.094   -0.021 

        (-0.619)   (-1.055) 

target_size   +   -0.109   -0.022 

        (-0.395)   (-0.498) 

acquirer_size   -   -0.446*   0.068 

        (-1.749)   (1.643) 

initial_reporting   +   0.318   -0.109* 

        (1.035)   (-1.906) 

Observations       93  60 

Adjusted/Pseudo R-squared      0.339   0.045 

z- / t-statistics in parentheses - *** p < 0.01, ** p < 0.05, * p < 0.1 

Notes: 

This table presents results from a logit-regression (payment) and an OLS-regression (payment_share) which 

investigate the association of acquisition characteristics with earnout realization. payment is a binary 

variable, which is coded as 1 if any form of payment is made, and 0 otherwise. payment_share is defined 

as the proportion of the earnout’s initial fair value that has been paid to the previous owner if an earnout 

payment has been made, and missing otherwise. The independent variables are defined in Table 5 Panel B. 

The analyses are based on subsamples of transactions for which information on all variables are available. 
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Table 10: Additional Analyses 

Difference in 

Mean 

Between 

Groups 

t-test

p-value

Mann-

Whitney 

U-test

p-valueIFRS 3 (2004) IFRS 3 (2008) 

Variable n Mean Median Std. Dev.  n Mean Median Std. Dev.  

Dependent Variables 

  initial_reporting 46 2.43 2.50 1.28  122 3.26 4.00 0.99  -0.83 0.001  0.001 

  subsq_reporting 46 0.63 122 0.64 -0.01 0.915  0.915 

  payment 29 0.79 71 0.69 0.10 0.303  0.265 

  payment_share 17 0.84 0.99 0.25  44 0.87 0.91 0.41  -0.03 0.791  0.936 

Independent Variables  

  earnout_share 39 0.27 0.27 0.21  116 0.26 0.20 0.19  0.01  0.693  0.843 

  duration 42 2.38 0.99 2.00  107 2.55 2.00 2.06  -0.17 0.609  0.878 

  goodwill 34 0.64 0.72 0.27  112 0.57 0.58 0.31  0.08 0.197  0.115 

  target_size 40 8.96 8.85 1.67  117 9.44 9.67 1.51  -0.48 0.095  0.064 

  acquirer_size 46 5.61 4.85 2.00  112 6.59 6.16 1.82  -0.98 0.003  0.001 

  private_target 46 0.91  122 0.67  0.24 0.001  0.002 

  foreign_target 46 0.52  122 0.57  -0.05 0.548  0.546 

  cross_industry 46 0.30  122 0.25  0.05 0.515  0.513 

  big4_auditor 46 0.54  122 0.75  -0.21 0.011  0.012 
Notes: 

This table presents results from univariate tests examining differences in earnout and acquisition characteristics between earnout transactions in the IFRS 3 

(2004) and the IFRS 3 (2008) period. The group of earnout transactions in accordance with IFRS 3 (2004) includes 46 observations and the group of earnout 

transactions in accordance with IFRS 3 (2008) includes 122 observations. Variable definitions are provided in Table 5 Panel B. 
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Appendix: Exemplary Earnout Disclosure 

Notes: 

This section is extracted from the annual report 2014, page 75 of Allgeier SE and presents illustrative 

information on the earnout information disclosed by firms. In this case information on the earnout’s fair 

value at the initial consolidation, its duration, the underlying earnout measure, and the maximum payment 

amount are disclosed. Moreover, the acquirer states the amount which is paid to the previous owner. 
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This study examines the reporting of extraordinary items within the income 

statement for public and private firms. Based on a dataset of German firms, 

I examine whether public and private firms differ in their presentation of 

extraordinary items within the income statement. Furthermore, I investigate 

whether decreasing incentives for public firms to separately disclose 

extraordinary items affect their reporting of such. In a last step, I examine for 

both groups of firms whether extraordinary item reporting is primarily driven 

by opportunistic or informational purposes. I find that public firms report 

extraordinary items more frequently but not in different magnitude than 

private firms. This result does not change when the incentives to separately 

disclose extraordinary items decrease for public firms. Moreover, my 

evidence does not indicate that the extraordinary item reporting of either 

public or private firms is influenced by opportunistic motivations. Overall, 

my analyses suggest that a clear separation of ordinary and extraordinary 

items within the income statement offers additional information to financial 

statement users. 
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1. Introduction

Individual line items in the income statements are meant to be informative to financial 

statement users.41 Items that are not associated with the core business of a firm but result from 

unusual business transactions are declared as extraordinary items.42 Extraordinary items 

presented in the income statement are considered to be less persistent in the time trend than 

other components of earnings (Lipe, 1986; Bradshaw & Sloan, 2002; Burgstahler et al., 2002). 

Financial accounting disclosures related to extraordinary items have been subject of two 

conflicting trends in recent years. On the one hand, national and international accounting 

standards hamper firms to actively distinguish between business transactions of ordinary and 

extraordinary nature. Even though firms can present extraordinary items in the notes separately, 

a clear distinction within the income statement by using separate line items is prohibited by the 

predominant accounting standards.43 On the other hand, the usage of pro forma earnings44 in 

financial disclosures has increased significantly in recent years.45 This indicates a growing 

preference of firm managers to actively distinguish between ordinary and extraordinary items 

within income related financial key figures (Bhattacharya et al., 2007). The diverging 

development of accounting regulation and firm practices has caused an ongoing discussion on 

the relevance of accounting information. As response to increasing investor concerns about the 

comparability of financial statements, especially the income statement, the International 

41  E.g. Fairfield et al. (1996) present empirical evidence based on U.S. data that the classification scheme 

required by accounting regulation increases the predictive content of reported earnings on future firm 

performance. 
42  In the following, I subsume all terms that describe business transactions that are not directly related to the core 

business of a firm under extraordinary items. 
43  International Financial Accounting Standards, U.S.-GAAP (since 2015) and German-GAAP (since 2016) 

prohibit a separate disclosure of extraordinary item positions within the income statement. 
44  Accounting literature defines pro forma earnings or non-GAAP earnings as earnings that are usually based on 

GAAP-earnings but exclude certain earnings components that are considered as transitory or non-cash (e.g. 

Doyle et al., 2003; Black et al., 2018). 
45  E.g. Bradshaw & Sloan (2002) report a dramatic increase of frequency and magnitude of differences between 

GAAP and non-GAAP earnings of U.S. firms. 
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Accounting Standards Board (IASB) has started a project on the information communication 

via the primary financial statements.46 

Accounting literature suggests two explanations that might influence the decision of a 

manager to disclose ordinary and extraordinary items separately within the income statement. 

Managers can either opportunistically disclose extraordinary items in order to bias outsiders’ 

perception about the performance of a firm’s core business or they can present outsiders 

additional information with respect to the nature of items and their relevance for future 

earnings. Managers with opportunistic motives have the option to shift items between the 

ordinary and extraordinary part of the income statement by reclassifying them, thus 

manipulating the presentation of the results.47 This misclassification does not change net results 

but affects subtotals (ordinary result and extraordinary result) in the income statement. 

Managers with informational motives are being given the opportunity to point out business 

transactions that are non-recurring and/or not related to the core business of a firm. While 

opportunistic and informational incentives presumably vary between public and private firms, 

existing research has predominantly focused on the extraordinary item reporting of public 

firms.48 However, current research lacks in providing evidence whether public and private 

firms differ in their reporting of extraordinary items. 

I take up this gap in literature by investigating if public and private firms show different 

reporting practices with respect to extraordinary items. In addition, I investigate whether the 

reporting of public firms changes in comparison to private firms when their opportunistic 

and/or informational incentives to communicate the (transitory) nature of items decrease. In a 

 
46  Detailed information on the current status of the IASB project can be accessed through 

https://www.ifrs.org/projects/work-plan/primary-financial-statements/. 
47  Doyle et al. (2003) find that expenses excluded in pro forma earnings lower future cash-flows and are 

negatively related to future stock returns. 
48  I discuss the varying incentives between public and private firms in section 3.2 and existing literature on extra-

ordinary item reporting of public firms in section 2.1 in detail. 

https://www.ifrs.org/projects/work-plan/primary-financial-statements/
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last step, I examine if opportunistic or informational motivations prevail in the context of 

extraordinary item reporting for public and private firms. 

The German accounting regulation offers the opportunity to investigate extraordinary item 

reporting in a regulatory setting which explicitly used to distinguish between ordinary and 

extraordinary items within the income statement. German-GAAP49 defined extraordinary items 

as income and expenses that are not related to the ordinary business activities of a firm (§277, 

para 4, Handelsgesetzbuch (HGB), German Commercial Code). Extraordinary items had to be 

presented in a separate section of the income statement and were clearly delimited from the 

ordinary items of the income statement till 2015 (§275 HGB). Another particularity of the 

German setting is that not only public firms, but also private firms are obliged to disclose 

financial statements. In general, firms with limited liability50 are also required to disclose 

financial statements in accordance with the German Commercial Code. This fact allows me 

not only to observe the extraordinary item behavior of public firms but also to provide insights 

on the extraordinary item reporting of private firms.  

Capital market-oriented firms51 in Germany are required to prepare their consolidated 

accounts in accordance with International Financial Reporting Standards (IFRS) since 2005.52 

Consolidated accounts provide shareholders and stakeholders with an aggregated overview 

about the financial performance of a group of firms. Managers’ informational as well as 

opportunistic incentives to actively distinguish between ordinary and extraordinary items 

within the income statement occur on group level since the main purpose of consolidated 

accounts is the informational function for third parties (Leuz & Wüstemann, 2004). IFRS 

49  Following Leuz and Wüstemann (2004) I define German-GAAP as all legal requirements that must be applied 

by German firms related to the preparation of financial statements. 
50  Please note that firms with unlimited liability are under certain conditions (specified in the Publizitätsgesetz 

(German Disclosure Act)) also subject to the same disclosure regulation. 
51  §264d HGB defines capital market-oriented corporations as firms that are listed on an organized market within 

the meaning of §2, para 11, Wertpapierhandelsgesetz (German Securities Trading Law). In the following, 

these firms are labeled as public firms. Firms that are not capital market-oriented are labeled as private firms. 
52  §315e HGB requires capital market-oriented firms to prepare their consolidated accounts in accordance with 

IFRS. 
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prohibits a separate presentation of extraordinary items within the income statement. Thus, 

firms that report in accordance with IFRS are not able to separately disclose extraordinary items 

within the income statement. I take advantage of the fact that German firms are not only 

required to prepare consolidated accounts for group purposes but also need to additionally 

disclose individual accounts for dividend determination purposes. These individual accounts 

need to be prepared in accordance with German-GAAP. Moreover, in contrast to the 

informational purpose of consolidated accounts, managers do not have strong incentives to 

communicate the nature of items within the income statement via individual accounts. 

However, individual and consolidated accounts are directly connected since the individual 

accounts form the basis for the respective consolidated accounts. Thus, the individual accounts’ 

income statement structure with respect to the separate presentation of extraordinary items is 

shaped by managers’ incentives on group level.53 These incentives on group level are omitted 

with the introduction of IFRS which prohibits a separate presentation of extraordinary items 

within the income statement. By focusing on individual instead of consolidated accounts I am 

able to observe if the omission of incentives on group level affects the extraordinary item 

reporting of public firms (within their individual accounts). 

Since the extraordinary item reporting within individual accounts can be observed for 

public and private firms in periods prior and post the mandatory introduction of IFRS in 2005, 

I use the individual accounts of the parent of a corporate group as basis for all my empirical 

analyses. My analyses are based on financial statements of public and private firms obtained 

from Hoppenstedt’s database. The observations are ranging from 2001 to 2009. I exclude firm 

observations of 2005 in my analyses since expenses related to the introduction of IFRS are 

considered as extraordinary expenses and would distort my empirical results. The total sample 

 
53  More precisely, managers that want to disclose extraordinary items within their consolidated accounts also 

need to present these items as extraordinary items within their individual accounts. I discuss the 

interconnection between individual and consolidated accounts in section 3.1 in detail.  
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consists of 4,779 firm year observations of which 820 belong to the group of public firms and 

3,959 to the group of private firms. 

First, I investigate public and private firms’ reporting of extraordinary items in my sample 

with respect to potential differences. I compare the reporting of extraordinary items of public 

and private firms in the pre-IFRS period when all firms are subject to the same accounting 

regulation on individual as well as on group level. In a second step, I examine whether the 

extraordinary item reporting of public firms changes in comparison to the reporting of private 

firms within the individual accounts when their incentives to communicate the (transitory) 

nature of items within the income statement are significantly reduced with the introduction of 

IFRS on group level. I use a difference-in-difference design in which public firms are 

considered as my group of treatment firms. Private firms, which do not face any changes in 

accounting regulation during the sample period are considered as my control group of firms. 

My pre-treatment period is the pre-IFRS period when both, public and private firms are subject 

to the same accounting regulation. My post-treatment period consists of firm observations after 

the mandatory introduction of IFRS. In a last step, I explore whether informational or 

opportunistic motives prevail for managers when they decide to separately disclose 

extraordinary items. I disentangle informational and opportunistic motives for public and 

private firms by investigating the association of reported extraordinary items with future 

earnings. Extraordinary items are considered as transitory and therefore should not be 

associated with future earnings when reported with informational motives. However, 

extraordinary items reported in accordance with opportunistic motives contain non-transitory 

items that most likely affect the future performance of a firm and therefore should be positively 

associated with future earnings.  

I find that public firms report extraordinary items within their individual accounts 

significantly more often than private firms in the pre-IFRS period. However, I do not find that 
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public and private firms differ in magnitude of reported extraordinary items if they are subject 

to the same regulatory requirements. Moreover, my evidence does not suggest that the 

introduction of IFRS affects public firms reporting of extraordinary items within their 

individual accounts in either frequency or magnitude in comparison to private firms. Thus, 

public firms still emphasize a precise differentiation between ordinary and extraordinary items 

within the income statement of their individual accounts. Furthermore, my results also do not 

indicate that opportunistic reasons are a major concern for the reporting of extraordinary items 

of public and private firms. They rather suggest that extraordinary items provide financial 

statement users with meaningful insights about their relevance for the future performance of 

the firm. 

I add several contributions to current research literature. For one, I extend research on 

extraordinary items by focusing not only on public firms but also provide insights on the 

extraordinary item reporting of private firms. My research is not only limited to the pure 

reporting of firms but also sheds some light on the underlying motives of firms to disclose 

extraordinary items. This is of particular importance for the ongoing regulators’ discussions 

about the distinction of ordinary and therefore business-related items and extraordinary items 

within the income statement. Moreover, accounting research has also not yet come to a 

consensus whether public or private firms provide a better financial accounting quality.54 My 

research on this specific accounting topic provides also additional information to the broader 

discussion on financial accounting quality differences between public and private firms. Last, 

I introduce individual accounts as an alternative research setting when certain characteristics 

of firm reporting cannot be observed via consolidated accounts.  

 
54  I discuss existing literature on differences in financial reporting quality between public and private firms in 

section 2.2 in detail. 
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In the next section, I discuss the current state of literature on the economic role of 

extraordinary items and the differences in financial reporting quality between public and 

private firms. In section 3 I describe the German institutional setting and develop my 

hypotheses. Section 4 contains the research design and section 5 the sample selection. In 

section 6 I discuss the results of the hypotheses testing. Section 7 focuses on limitations of my 

research setting. The last section concludes the study. 

2. Literature Review

2.1 Research on Extraordinary Items

Research on extraordinary items is not limited to GAAP-defined extraordinary items but 

also includes pro forma earnings and self-defined extraordinary or special items. Descriptive 

research on extraordinary items suggests that the usage of extraordinary items has become more 

popular in the course of time. Johnson et al. (2011) investigate the development of reported 

special items in the U.S. from 1980 till 2009. Based on Compustat information on special items, 

they provide evidence that temporal frequency, magnitude, and persistence of special items has 

increased over time, which is primarily driven by negative special items. Moreover, they find 

that negative special items are not only reported more frequently but are also larger in 

magnitude than positive special items. Francis et al. (1996) provide early evidence on 

extraordinary items by investigating discretionary asset write-offs. They examine whether 

opportunistic or informational motives affect the reporting of asset write-offs. Based on their 

total sample, opportunistic as well as informational motivations are important for the reporting 

of asset write-offs. Moreover, their evidence suggests that opportunistic motives do not play a 

role for inventory and property plant and equipment write-offs but are associated with goodwill 

write-offs and restructuring charges. 

Research on the information content of extraordinary items agrees that these items are 

considered to be less persistent than core items in the time trend (Lipe, 1986; Fairfield et al., 
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1996). Consequently, investors and analysts tend to fixate on ordinary earnings and neglect 

income and expenses that are not directly related to the core business of a firm (Lipe, 1986; 

Kinney & Trezevant, 1997; Bradshaw & Sloan, 2002; Gu & Chen, 2004). However, it is 

difficult for investors to disentangle managers’ informational and opportunistic motives to 

report extraordinary items. Burgstahler et al. (2002) find that the market does not fully 

impound the information contained in extraordinary items for future earnings and overvalues 

the transitory nature of extraordinary items. Moreover, their evidence suggests that managers 

transfer future expenses into the current period (e.g. restructuring charges) which implies that 

not all extraordinary items are completely transitory. Based on this finding, Cready et al. (2012) 

observe that negative special items, especially restructuring charges, lead to increases in future 

earnings. Thus, negative special items can signal future improvements in firm performance. 

While these findings focus on long-term information, the predictive value of extraordinary 

items for one-year-ahead earnings is relatively uninformative (Fairfield et al., 1996; 

Burgstahler et al., 2002; Riedl & Srinivasan, 2010). Moreover, Fairfield et al. (2009) present 

evidence that the information content of extraordinary items for the prediction of future 

earnings differs between high-profitability and low-profitability firms. Whereas extraordinary 

items have no significant prediction power for future profit margins of low-profitability firms,55 

extraordinary expenses of high-profitability firms are associated with lower future profit 

margins. This suggests that managers of firms with high profit-margins intentionally 

misclassify ordinary expenses as extraordinary expenses to mislead outsiders about the 

persistence of items within the income statement. Cready et al. (2010) examine the persistence 

and market valuation of repetitively reported extraordinary expenses. Their evidence suggests 

that an increase in reporting frequency of extraordinary items goes hand in hand with an 

 
55  The authors detect a slight improvement in profitability in subsequent years for low-profitability firms 

reporting extraordinary items. However, this effect is subsumed by the fact that these firms are more likely to 

report subsequent extraordinary expenses. The overall effect suggests that extraordinary items and future profit 

margins are not associated. 
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increase in persistence of extraordinary items. However, market participants seem to anticipate 

repetitive extraordinary expenses and therefore value such expenses as permanent expenses. 

Doyle et al. (2003) examine characteristics of pro forma earnings as a special form of 

extraordinary items. They provide evidence that extraordinary items56 are not associated with 

future cash flows. However, other exclusions of pro forma earnings that do not fulfill the 

definition of extraordinary items have a negative predictive power for future cash flows.  

While the literature discussed above focuses primarily on the information content of 

extraordinary items, there is another string in literature that focuses on opportunistic motives 

of managers to shift items within the income statement. McVay (2006) has introduced a new 

form of earnings management (classification shifting) that focuses on the misclassification of 

items within the income statement. She provides evidence that managers opportunistically 

misclassify ordinary expenses as extraordinary expenses to boost the subtotal of ordinary 

earnings within the income statement. Several papers focusing on classification shifting in 

various settings have been published within the last years.57 While most researchers focus 

either on opportunistic motives in the context of extraordinary items or try to figure out the 

predictive power of extraordinary items for future earnings, Riedl & Srinivasan (2010) try to 

disentangle opportunistic and informational motivations of managers by focusing on their 

decision to report extraordinary items within the income statement or the footnotes. Consistent 

with the prevalence of informational motives they find evidence that extraordinary items with 

lower persistence are more highlighted (income statement presentation) than those with a 

higher likelihood of reoccurrence (footnote presentation). 

Overall, existing literature does not come to a general consensus whether opportunistic or 

informational motives prevail in the context of extraordinary items for public firms. Moreover, 

56  Doyle et al. (2003) use a similar definition of extraordinary items than the definition provided by Compustat. 
57  McVay (2006), Barua et al. (2010), Fan et al. (2010), Fan et al. (2019) provide a decent overview on current 

research on classification shifting. 
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the extraordinary item reporting of private firms is unexplored. I aim to provide further 

evidence with respect to these areas of research. 

2.2 Research on the Financial Reporting Quality of Public and Private Firms 

Although research on extraordinary item reporting of private firms has not yet been 

conducted, literature has been focusing on differences in financial reporting quality between 

public and private firms. The underlying economic theory suggests two contrary incentives that 

might lead to differences in financial reporting quality between public and private firms. The 

“demand hypothesis” proposes that public firms’ incentives for high quality financial reporting 

are higher due to the high information demand of investors and creditors whereas private firms 

are more likely to use internal information channels to satisfy the information needs of owners 

and creditors (e.g. Hope et al., 2013). The “opportunistic behavior” theory assumes that 

managers of public firms have higher incentives to manipulate financial reporting since they 

are subject to capital market pressure (e.g. Givoly et al., 2010; Hope et al., 2013). Prior 

literature provides conflicting evidence whether private or public firms provide a better 

financial reporting quality.  

For financial reporting quality the “demand hypothesis” seems to hold (Ball & 

Shivakumar, 2005; Peek et al., 2010; Chi et al., 2013; Hope et al., 2013). Public firms have on 

average a higher financial reporting quality than private firms. Ball & Shivakumar (2005) 

provide evidence on a sample of public and private firms in the United Kingdom that timely 

loss recognition is less prevalent in private firms than in public firms. The authors argue that 

private firms use internal information channels to communicate with third parties such as 

creditors or shareholders. Moreover, they claim that a lower financial reporting quality reflects 

the low demand of high-quality financial reporting but should not be associated with a failure 

in accounting regulation. Peek et al. (2010) complement these findings on timely loss 

recognition by presenting evidence based on a sample of European countries that creditors of 
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public firms demand timelier loss than gain recognition whereas shareholders of public firms 

demand symmetric gain and loss recognition. They conclude that the differences in loss 

recognition between public and private firms are mainly caused by creditors’ but not 

shareholders’ reporting demands. Hope et al. (2013) provide similar evidence on financial 

reporting quality for a sample of U.S. firms. Their findings suggest that public firms on average 

have higher accrual quality and report more conservatively than private firms. Furthermore, 

Chi et al. (2013) do not only confirm previous evidence on financial reporting quality for a 

sample of Taiwanese public and private firms but also argue that reporting incentives play a 

major role for financial reporting quality. Consistent with their argumentation, they find that 

private firms, which seek external financing, provide higher quality financial reporting than 

private firms with low reporting incentives. 

 However, current research focusing on the opportunistic behavior theory via earnings 

management as one dimension of financial reporting quality provides mixed evidence for 

whether public or private firms participate more in opportunistic reporting. Burgstahler et al. 

(2006) find evidence based on European public and private firms that private firms exhibit 

higher levels of earnings management than public firms. Thus, capital market forces seem to 

improve reporting quality. Moreover, a strong alignment of accounting and tax regulation is in 

general associated with stronger earnings management. However, this effect is offset by capital 

market pressure for public firms. Penno & Simon (1986), Beatty et al. (2002) and Hope et al. 

(2013) provide evidence that public firms have higher incentives to participate in opportunistic 

reporting than private firms. Penno & Simon (1986) provide early evidence on differences in 

the accounting practices between public and private firms.58 Their results suggests that public 

firms are more likely to use income-increasing accounting methods than private firms. Beatty 

et al. (2002) examine the earnings management behavior of public and private banks. In line 

58  The authors focus on accounting choices with respect to inventory valuation and deprecation methods. 
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with public firms engaging more in earnings management, they find that public firms report 

less frequently small earnings declines, are more likely to use loan loss provisions and security 

gain realizations to overcome small earnings decreases, and also report longer consecutive 

earnings increases. While Hope et al. (2013) find that public firms on average have a higher 

financial reporting quality than private firms, this effect is mitigated in settings in which public 

firms are more likely to manage earnings or are exposed to reduced demand for financial 

accounting.59 

3. Institutional Setting & Hypotheses Development 

3.1 Institutional Setting 

The German setting allows me to examine the reporting of public and private firms with 

respect to extraordinary items. Germany is considered to be an insider economy. Insider 

economies are characterized by less-developed stock markets, weak investor protection, 

concentrated ownership, but a strong legal enforcement (Leuz et al., 2003). German-GAAP 

had explicitly differentiated ordinary and extraordinary income and expenses in its income 

statement structure till 2015.60 Extraordinary items were presented in a separate part of the 

income statement below the result of the regular business activities (ordinary result). Thus, 

ordinary and extraordinary line items were clearly separated and summarized in subtotals 

within the income statement. However, the bottom line of the income statement was not 

affected by its subtotals. The explicit distinction between ordinary and extraordinary items in 

the income statement was supposed to help third parties to distinguish between recurring and 

transitory items that were not directly related to the core business of the firm (Gerhards, 2020). 

 
59  The authors define such settings as firms that just beat earnings benchmarks, are not covered by analysts, 

obtain external financing in the following year, or do not employ a Big 4 auditor. 
60  Since 2015, the Bilanzrichtlinie-Umsetzungsgesetz (Accounting Directive Implementation Act) has abolished 

the differentiation between ordinary and extraordinary items to align German-GAAP with EU-regulation. 
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Another specific feature of the German setting is that accounting disclosure is not solely 

based on the capital market orientation of a firm. Private firms that fulfill certain criteria such 

as limited liability or the exceedance of certain magnitudes in revenues, total assets and 

employees are also obliged to publicly disclose financial information. The extend of such 

disclosures depends on the size of the firm and its limitation of liability.61 As a result, public 

and a significant part of the private firms are subject to equivalent regulatory requirements. 

Accounting regulation in Germany serves two main functions: The profit distribution 

function and the informational function. These two functions are covered by two different 

forms of financial statements: Individual and consolidated accounts. Individual accounts 

consist of the financial statements of one legally independent firm. The main purpose of 

individual accounts is the determination of distributable profits (“Ausschüttungsbemessung”). 

Moreover, they also serve as the basis for tax accounts (Leuz & Wüstemann, 2004).62 The main 

objective of consolidated accounts is to provide outsiders with a true and fair view of the 

financial position of a coherent group of firms (Leuz & Wüstemann, 2004). Profit distributions 

and taxes are not legally tied to consolidated accounts but are solely determined by financials 

presented in individual accounts (Leuz & Wüstemann, 2004).63 Based on the different purposes 

of individual and consolidated accounts, consolidated accounts can be considered as more 

relevant to outsiders from an informational perspective than individual accounts. Accordingly, 

I assume that the opportunistic or informational incentives of managers to signal firm 

performance to third parties occur mainly on group level. 

 
61  See Glaum (2020) for a detailed overview of the German legal requirements with respect to the disclosure of 

financial statements for private firms. 
62  Both, dividends as well as taxes are determined based on bottom-line earnings, which includes extraordinary 

items. Therefore, extraordinary items are not of primary importance for managers with respect to profit 

distribution or tax incentives. 
63  The mentioned literature on the institutional specifics of Germany is mainly from the early 2000s. This is 

primarily caused by the fact that my research focuses on the period from 2001 to 2009. Nonetheless, the 

regulatory environment with respect to the preparation of individual and consolidated accounts in Germany 

has not changed significantly in the meantime. 
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Despite their focus on profit determination and taxes, individual accounts are still 

interconnected with consolidated accounts. Individual accounts of the separate entities of a 

corporate group form the basis of the consolidated accounts. As a result, individual accounts 

also have an informational purpose since the informativeness of consolidated accounts highly 

depends on the information provided by individual accounts. In this context, the individual 

accounts of the parent are to be highlighted since the accounting policies of the parent’s 

individual accounts are decisive for the respective consolidated accounts (§308, para 1, no 1 

HGB).64 Even though it is possible for parent firms to exercise elective rights differently in 

their individual accounts than in their accounts that form the basis for the consolidated accounts 

(§308, para 1, no 2 HGB), it is unlikely that managers will do so. A different application of 

elective options for individual and consolidated accounts would lead to adjustments of the 

individual accounts before they can be used as basis for consolidated accounts. As a result, the 

accounting departments need to prepare two sets of financial statements. One for the individual 

accounts and one for the consolidated accounts. In addition, it is unlikely that the different 

execution of elective rights in individual accounts and the accounts for group purposes has an 

impact on reported extraordinary items. Hence, the reporting decisions of managers with 

respect to extraordinary items made in individual accounts of the parent firm are strongly 

affected by incentives that occur on group level. Extraordinary business transactions such as 

restructuring charges or M&A related extraordinary transactions are most likely to be 

accounted for in the individual accounts of the parent firms. Therefore, I expect the individual 

accounts of a group’s parent firm to contain the largest amount of extraordinary items of all 

individual accounts of a corporate group.65 

 
64  My sample (details are provided in section 5) consists exclusively of individual accounts of the respective 

parent of a group of firms.  
65  I am aware that the individual accounts of the parent comprise only a minor share of the consolidated accounts 

and can include intercompany transactions. I take up this limitation and provide results on the relevance of 

individual accounts for consolidated accounts within my sample in section 7. 
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The usage of individual instead of consolidated accounts introduces the opportunity to 

investigate changes in firms’ reporting practices when the reporting of extraordinary items 

cannot be observed on group level for public firms after the introduction of IFRS. I present a 

fictious discussion on how extraordinary item reporting can either be used with opportunistic 

or informational motives in the financial statement preparation process in Appendix A. 

3.2 Hypotheses Development 

The incentives for public and private firms to separate ordinary and extraordinary business 

transactions within the income statement are likely to be different between both groups of 

firms. Private firms have usually a condensed ownership structure with direct internal 

communication channels to the management of the firm. Thus, the information asymmetry 

between owners and managers of a firm is less pronounced for private firms than for public 

firms. Owners of private firms are likely to rely less on financial statements provided for the 

public than shareholders of public firms that do not have a direct information channel to the 

management of the firm. Thus, a prevalence of either opportunistic or informational 

motivations to signal or mispresent firm performance via extraordinary items to shareholders 

is less likely for private firms than for public firms. A second potential opportunity for 

opportunistic and informational motives to separate ordinary and extraordinary items is in the 

context of debt contracting (e.g. Gassen & Fülbier, 2015). It is common that debt contracts 

include covenants that are connected to accounting results. Therefore, in general both, public 

and private firms are incentivized to separate ordinary and extraordinary items with either 

informational or opportunistic motives.66 A potential third opportunity is related to the taxation 

of the firm’s profits. Taxation regulation in Germany is strongly aligned to financial accounting 

 
66  Based on a survey of German private firms, Glaum (2020) reports evidence that private firms inter alia engage 

in earnings management to ensure compliance with debt covenants. Furthermore, Fan et al. (2019) provide 

evidence that public U.S. firms engage in classification shifting within the income statement to avoid debt 

covenant violation. 
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regulation.67 However, since taxes are calculated on the net result and do not distinguish 

between extraordinary and ordinary items, this opportunity is very unlikely. 

From the shareholders’ perspective, informational as well as opportunistic incentives to 

disclose extraordinary items are likely to be more pronounced for public than for private firms. 

However, from a debt perspective it is unclear whether public and private firms’ motives to 

report extraordinary items differ. Considering the combined incentives (informational function 

and debt contracting) of public and private firms to explicitly distinguish between the ordinary 

and extraordinary nature of items within the income statement, I assume public firms to have 

larger incentives than private firms to report extraordinary items. Thus, my first hypothesis 

with respect to the reporting of extraordinary items is: 

H1: Public firms report extraordinary items more frequently and in larger magnitude than 

private firms if both groups are subject to the same accounting regulation. 

European Union (EU) regulation No. 1606/2002 requires EU listed firms to prepare their 

consolidated accounts in accordance with IFRS. This regulation has become effective for 

financial years starting at or after the 1st of January 2005. Furthermore, affected firms are not 

required to prepare additional consolidated accounts in accordance with German-GAAP. Prior 

to 2005, firms could voluntarily prepare their consolidated accounts in accordance with IFRS. 

Nevertheless, local German-GAAP was still the dominant accounting standard in Germany.68 

With its mandatory introduction in 200569 and the exemption to publish consolidated accounts 

under German-GAAP, IFRS replaced German-GAAP as the accounting standard for public 

 
67  See Leuz & Wüstemann (2004), Coppens & Peek (2005) for a more detailed overview of the German 

institutional setting. 
68  Cuijpers & Buijink (2005) find that the majority of German listed firms had not adopted IFRS on a voluntary 

basis in 1999. 
69  Capital market-oriented corporations are obliged to apply IFRS for their consolidated accounts (§290 HGB in 

conjunction with §315e HGB). 
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firms on group level. However, the preparation of individual accounts in accordance with 

German-GAAP is still required for public firms.  

Under the IFRS regime extraordinary items cannot be presented separately in the income 

statement. Thus, opportunistic and informational motives to separately disclose extraordinary 

items within the income statement are omitted on group level with the introduction of IFRS. 

Individual accounts are mainly used for the determination of profit distribution and taxes and 

serve as a basis for consolidated accounts. Therefore, the incentives to precisely distinguish 

income statement items by their (ordinary and extraordinary) nature are low for individual 

accounts. Thus, the reporting of extraordinary items in individual accounts is predominantly 

shaped by motives that occur on group level. The omission of extraordinary item reporting 

incentives on group level (caused by the introduction of IFRS) decreases the incentives to 

explicitly disclose extraordinary items within the income statement of the individual accounts 

for public firms. Moreover, a separate disclosure of extraordinary items within individual 

accounts becomes even more costly than prior to the IFRS introduction since an income 

statement structure that discloses extraordinary items separately cannot be used for 

consolidated accounts under IFRS without adjustments being made. Thus, the categorization 

of items in individual accounts needs to be reclassified for group purposes. Taken together, the 

separate disclosure of extraordinary items in individual accounts ties up more resources of the 

accounting departments during the financial statement preparation process without introducing 

particular benefits. Therefore, I expect the extraordinary item reporting of public firms in their 

individual accounts to decrease after the mandatory introduction of IFRS. 

Private firms are not affected by the mandatory introduction of IFRS. Nevertheless, they 

can apply IFRS on a voluntary basis. Bassemir (2018) finds that the proportion of private firms 
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adopting IFRS on a voluntary basis is very low.70 Since private firms are not subject to a 

regulatory change on group level that affects their incentives to separately disclose 

extraordinary items, I expect incentives of private firms to report extraordinary items to remain 

unaltered. Taking these considerations into account, I develop the second hypothesis: 

H2: Public firms report in comparison to private firms less extraordinary items in frequency 

and magnitude in their individual accounts after the mandatory introduction of IFRS on group 

level. 

Prior literature does not provide homogenous results whether opportunistic or 

informational motivations prevail in the context of extraordinary item reporting. Extraordinary 

items in accordance with German-GAAP are defined as items that are not related to the core 

business of a firm (§277, para. 4, HGB). Taken this aspect into consideration I assume that 

extraordinary items are not associated with future earnings if reported with informational 

motives. Extraordinary items presented with opportunistic motivations are not purely transitory 

but (partly) include items that are related to the core business of a firm. Thus, I expect for 

extraordinary items reported with opportunistic motives a significant positive association 

between extraordinary items and future earnings. 

Since the introduction of IFRS hampers public firms to use extraordinary items with either 

opportunistic or informational reasons on group level, I assume public firms to report 

extraordinary items in their individual accounts primarily to be compliant with accounting 

regulation when the consolidated accounts are prepared in accordance with IFRS. Thus, I 

expect extraordinary items not to be associated with future earnings in the post-IFRS period 

for public firms. Moreover, I predict that extraordinary items of public firms with informational 

motives are also not associated with future earnings in the pre-IFRS period. While these firms 

 
70  Please note that I exclude such firms from my analyses. I present a detailed description of my sample in section 

5. 



79 

may change their reporting between the pre- and post IFRS period, they report extraordinary 

items either for informational reasons or to comply with accounting regulations. For both 

approaches, an association between extraordinary items and future earnings is unlikely. 

However, as discussed above, opportunistically presented extraordinary items are likely to be 

associated with future earnings. Therefore, I predict extraordinary items presented with 

opportunistic motives to be positively associated with future earnings in the pre-IFRS period. 

A potential exception of my assumption are extraordinary expenses related to restructurings 

that might improve firm performance in the following years. Thus, for specific extraordinary 

expenses it might be possible that extraordinary items are negatively associated with future 

earnings (Cready et al., 2012). 

As discussed above, motives for private firms to present extraordinary items in line with 

opportunistic motives are lower than for public firms. I assume private firms to primarily 

disclose extraordinary items to comply with existing accounting regulation.71 Thus, I expect 

extraordinary items reported by private firms not to be associated with future earnings. 

Furthermore, I do not expect any differences between pre- and post-IFRS period since the 

incentive structure of private firms is not affected by an accounting standard change. 

Considering the reporting incentives of public and private firms, my third and fourth 

hypothesis are the following: 

H3a: Extraordinary items reported by public firms are positively associated with future 

earnings in the pre-IFRS period and are not associated with future earnings in the post-IFRS 

period if opportunistic motives prevail. 

H3b: Extraordinary items reported by private firms are neither positively associated with 

future earnings in the pre-IFRS period nor in the post-IFRS period. 

71  An alternative assumption would be that private firms engage in opportunistic behavior caused by debt 

contracting incentives. Nonetheless, I assume shareholder incentives to be more pronounced for extraordinary 

items. 
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4. Research Design 

In a first stage-analysis I analyze which determinants influence the reporting of 

extraordinary items. Taking the results of the first-stage analysis into consideration and using 

the specifics of the German institutional setting, I examine in a next step differences in 

reporting related to extraordinary items between public and private firms in the pre-IFRS period 

when both groups of firms are subject to the same accounting regulation. Furthermore, I use a 

difference-in-difference design to investigate whether the extraordinary item reporting of 

public firms changes in comparison to private firms when the incentives to separately disclose 

extraordinary items decrease for public and firms but remain unaltered for private firms. 

Building upon the results of the previous analyses, I examine in a final step the association of 

reported extraordinary items and future earnings to disentangle if opportunistic or 

informational motives prevail for public and private firms when they report extraordinary 

items. For public firms, I focus solely on mandatory IFRS adopters that had prepared 

consolidated accounts in accordance with German-GAAP prior to 2005. This has the advantage 

that my sample has one instead of multiple treatment periods. I am aware that mandatory 

adopters are likely to have different reporting incentives than voluntary adopters in Germany.72 

Furthermore, all private firms in my sample prepare their consolidated financial statements in 

accordance with German-GAAP for the total sample period. 

4.1 Determinants of Extraordinary Item Reporting 

In order to investigate determinants that might be associated with the reporting of extraordinary 

items I use a logarithmic regression in which the reporting of extraordinary items (frequency) 

is the dependent variable. frequency is a binary variable which is coded as 1 if the firm reports 

either extraordinary income or extraordinary expenses in the respective firm year, and 0 

 
72  Christensen et al. (2015) provide a detailed discussion on differences in incentives and financial reporting 

quality between voluntary and mandatory IFRS adopters in Germany. 
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otherwise. In the following, I introduce seven determinants that are likely to be associated with 

the reporting of extraordinary items. 

performance: Following McVay (2006) and Cready et al. (2010) I assume that poor-

performing firms have a higher likelihood of the occurrence of non-business-related 

transactions such as restructuring charges or flood and fire related expenses. I compute 

performance as pre-tax income (after extraordinary items) scaled by total revenues. I expect 

performance to be negatively associated with the reporting of extraordinary items. 

size: With an increase of the amount of transactions the probability that non-business-related 

transactions occur increases as well. As a consequence, large firms are likely to report 

extraordinary items more often and in larger magnitude than smaller firms with less 

transactions within a fiscal year. Following Riedl & Srinivasan (2010), I introduce firm size 

(size) as another determinant. I compute size as the natural logarithm of total revenues. I assume 

size to be positively associated with reported extraordinary items. 

leverage: Debtholders use financial statements for contracting (Guay & Verrecchia, 2006). 

Therefore, lenders could include debt covenants in loan contracts that are based on GAAP-

based earnings (Fan et al., 2019; Kühnberger, 2019). It is likely that debt covenants consider 

not exclusively consolidated accounts but are also based on financial information provided in 

individual accounts.73 In particular, firms that are close to debt covenant violations of 

performance-based covenants have higher incentives to report extraordinary expenses in order 

to increase the ordinary result. Thus, I assume a firm’s leverage to be positively associated with 

the reporting of extraordinary items. I compute leverage as total liabilities divided by total 

assets at the end of the respective financial year. 

73  Kühnberger (2019) presents a detailed discussion on the specifics of consolidated accounts, individual 

accounts, and pro forma information as basis for debt covenants with respect to German firms. 
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growth: The share price of high-growth firms is affected more strongly by negative earnings 

surprises relative to value stocks with a smaller market-to-book ratio (Skinner & Sloan, 2002). 

McVay (2006) provides evidence that opportunistic motives in form of classification shifting 

are more pronounced for high-growth firms. Taking informational motives into consideration, 

growth-firms that engage in signaling are also more likely to report extraordinary items to 

signal outsiders the differing persistence of items within the income statement. I measure 

growth by the annual percentage change in revenues. I expect a positive association between 

growth and the reporting of extraordinary items for public firms and have no clear prediction 

for the association between growth and private firms. 

young_firm: I assume firm age to be a factor of extraordinary item reporting. Young firms 

might have a less developed financial reporting and less knowledge about business transactions 

that qualify as extraordinary items. Older firms have generally long-established financial 

reporting processes and particular knowledge about business transactions that qualify as 

extraordinary. I define young_firm as a binary variable which is coded as 1 if the firm was 

founded less than ten years prior to the respective financial year, and 0 otherwise. The greater 

maturity in terms of financial reporting of older firms can be associated with a higher 

probability of extraordinary item reporting. Thus, I predict young_firm to be negatively 

associated with extraordinary item reporting. 

dividends: As discussed in section 3, the determination of dividends is the primary objective 

of individual accounts in Germany. I include dividends as a variable for paid out dividends. I 

define dividends as the natural logarithm of the respective dividend payment (EUR) when the 

dividend payments are made, and 0 otherwise. A potential explanation for an association 

between extraordinary items and dividends is that managers of firms that report dividends also 

want to signal in their individual accounts the result of the ordinary business to defend large 

dividend payments. On the contrary, a firm which is subject to severe adjustments to its 



83 

organization (e.g. restructurings) that likely result in extraordinary business transactions is less 

likely to distribute dividends. Overall, I do not have a clear prediction whether dividends are 

positively or negatively associated with the reporting of extraordinary items. 

M&A: Activities related to mergers and acquisitions do not occur on a regular basis for most 

firms. Income and expenses related to M&A activities qualify as extraordinary items. Johnson 

et al. (2011) find M&A to be very pronounced in the reporting of extraordinary items. Thus, I 

expect M&A activities to be positively associated with the reporting of extraordinary items. I 

define M&A as a binary variable which is coded as 1 if additions or disposals to the 

shareholdings of the firm are made in the respective year, and 0 otherwise. 

I use the following logit regression to investigate which determinants are statistically 

associated with the reporting of extraordinary items: 

𝐿𝑜𝑔𝑖𝑡 (𝑃𝑟𝑜𝑏(𝑓𝑟𝑒𝑞𝑢𝑒𝑛𝑐𝑦𝑖,𝑡  = 1)) = 𝛽0 + 𝛽1 ∙ 𝑝𝑒𝑟𝑓𝑜𝑟𝑚𝑎𝑛𝑐𝑒𝑖,𝑡  + 𝛽2 ∙ 𝑠𝑖𝑧𝑒𝑖,𝑡 + 𝛽3 ∙

𝑙𝑒𝑣𝑒𝑟𝑎𝑔𝑒𝑖,𝑡 + 𝛽4 ∙ 𝑔𝑟𝑜𝑤𝑡ℎ𝑖,𝑡 + 𝛽5 ∙ 𝑦𝑜𝑢𝑛𝑔_𝑓𝑖𝑟𝑚𝑖,𝑡 + 𝛽6 ∙ 𝑑𝑖𝑣𝑖𝑑𝑒𝑛𝑑𝑠𝑖,𝑡 + 𝛽7 ∙ 𝑀&𝐴𝑖,𝑡

where the independent variable frequency is a binary variable coded as 1 if extraordinary 

items are reported in the respective year, and 0 otherwise. 

4.2 Reporting of Extraordinary Items 

I introduce two dependent variables to measure extraordinary item reporting. One measure 

is related to the reporting frequency of extraordinary items whereas the other measure is related 

to the magnitude of reported extraordinary items. 

frequency: Due to its nature, extraordinary expenses are not reported frequently. I use 

frequency (introduced in section 4.1) to investigate the reporting frequency of firms.  

magnitude: I introduce magnitude to measure the magnitude of extraordinary items. Using an 

approach similar to Riedl & Srinivasan (2010), I compute magnitude as the absolute amount 
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of reported extraordinary items (extraordinary income plus extraordinary expenses) divided by 

total assets at the beginning of the financial year.74 Firm year observations that do not report 

extraordinary items are coded as missing. 

Control Variables: Prior studies indicate that firm characteristics have an impact on the 

extraordinary item reporting of firms. Therefore, I control for specific firm characteristics to 

mitigate omitted correlated variable problems. I include all determinants of analysis 4.1 that 

are significantly associated with the reporting of extraordinary items on the 1% level for the 

total sample as control variables in my OLS-regressions focusing on extraordinary item 

reporting. 

Fixed Effects: I include year- and firm-fixed effects in my main analyses on extraordinary 

item reporting when indicated. Year-fixed effects control for common time trends that might 

impact the reporting of extraordinary items. Firm-fixed effects take unobserved firm 

characteristics into account and reduce concerns that my results are driven by certain firm 

characteristics rather than an overall reporting. 

I use the following OLS-regressions to test my first two hypotheses on the reporting of 

public and private firms: 

1) 𝑝𝑟𝑜𝑥𝑦𝑖,𝑡 = 𝛽 ∙  𝑝𝑢𝑏𝑙𝑖𝑐𝑖 + 𝑋𝑡,𝑖 + 𝛿𝑡 + 𝜀𝑖,𝑡 

2) 𝑝𝑟𝑜𝑥𝑦𝑖,𝑡 = 𝛽 ∙ 𝑝𝑢𝑏𝑙𝑖𝑐𝑖 𝑥 𝑝𝑜𝑠𝑡𝑡 + 𝑋𝑡,𝑖 + 𝛿𝑡 + 𝑓𝑖 +  𝜀𝑖,𝑡 

where proxy is either frequency or magnitude. I distinguish firms into public and private 

firms. Firms with an active listing status in accordance with §264d HGB during the sample 

period are defined as public firms whereas firms with no active listing are defined as private 

firms. public is a binary variable that is 1 for public firms that had to adopt IFRS in 2005, and 

0 for private firms that prepare their consolidated accounts in accordance with German-GAAP 

 
74  Please note that extraordinary income and extraordinary expenses are not netted in this measure since I aim to 

measure the overall quantity of extraordinary items and not their net effect on the income statement. 
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for the total sample period. post is a binary variable that is 0 for the pre-IFRS period from 2001 

to 2004 and 1 for the post-IFRS period from 2006 to 2009. public x post is the interaction term 

of public and post. X includes all determinants from section 4.1 that are significantly associated 

with the reporting of extraordinary items on the 1% level for the total sample as controls. Year-

fixed effects (δ) control for macro-economic differences across years, and firm-fixed effects (f) 

for unobserved heterogeneity across firms. Standard errors are clustered by firm. 

4.3 Persistence of Extraordinary Items 

I am using a similar approach as Riedl & Srinivasan (2010) to investigate whether 

informational or opportunistic motives prevail in respect to the firms included in my sample. 

The analyses on reporting in section 4.2 focus solely on differences in reporting of 

extraordinary items between public and private firms while ignoring whether the reporting of 

extraordinary items is caused by predominantly informational or opportunistic motives. I 

extend these analyses by focusing on the persistence of extraordinary items for public and 

private firms. Business transactions of extraordinary nature are considered to be transitory and 

not related to the core business of a firm (Lipe, 1986; Fairfield et al., 1996). Consequently, I 

assume that extraordinary items are not significantly associated with future earnings if reported 

in line with informational motives. On the contrary, I expect ordinary business transactions to 

be positively associated with future earnings if opportunistic motives prevail for public or 

private firms in either the pre-IFRS or the post-IFRS period. I use the following regression to 

test my third and fourth hypothesis: 

3) 𝑛𝑒𝑡_𝑖𝑛𝑐𝑜𝑚𝑒𝑖,𝑡 1 = 𝛽0 + 𝛽1 𝑜𝑟𝑑_𝑟𝑒𝑠𝑢𝑙𝑡𝑖,𝑡 + 𝛽2 𝑒𝑥𝑡_𝑟𝑒𝑠𝑢𝑙𝑡𝑖,𝑡 + 𝛿𝑡 +  𝜀𝑖,𝑡

where the dependent variable net_income is the pre-tax income (including extraordinary 

items) of the following year. ord_result is the ordinary result in the current year and ext_result 

the extraordinary result (extraordinary income minus extraordinary expenses) in the current 
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year. All variables (including the dependent variable) are scaled by total assets at the beginning 

of year t. Year-fixed effects (δ) control for macroeconomic differences across years. Standard 

errors are clustered by firm. 

5. Data & Sample Selection 

I obtain data from Hoppenstedt’s database that contains highly reliable financial 

information of public and private firms (Daske et al., 2010). This database is compiled of 

financial statement filings of German firms disclosed in the German corporate register. 

Following prior literature, banks and financial institutions are not included in the sample. 

Financial firms underly specific accounting requirements and are therefore substantially 

different from industrial and commercial firms (van Tendeloo & Vanstraelen, 2005). Following 

Bernard et al. (2016), I exclude private firms without limited liability since these firms are in 

general not subject to disclosure requirements in accordance with the German Commercial 

Code. Furthermore, each firm observation needs to have sufficient (non-missing) data to test 

the hypotheses. 

My sample covers the period from 2001 to 2009. I exclude observations post 2009 since 

further regulation (“Accounting Law Modernization Act”) got introduced on a mandatory basis 

in 2010. Expenses related to the change in accounting fulfill the criteria of extraordinary 

expenses and are usually disclosed as extraordinary expenses. The same applies to the 

mandatory introduction of IFRS in 2005. Thus, I exclude all firm year observations in 2005 to 

mitigate a distortion of my sample. Furthermore, I manually exclude all downstream 

extraordinary items in 2006 that are related to the mandatory introduction of IFRS and 

extraordinary items with respect to the voluntary adoption of the Accounting Law 

Modernization Act in 2009. In order to have a pre- and post-IFRS period with equal duration 

(four years), I drop all observations prior to 2001. 
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I assume opportunistic as well as informational motives for a separate disclosure of 

extraordinary items within the income statement to be predominantly relevant on group level. 

Due to the different income statement structure of IFRS, I cannot observe extraordinary items 

for public firms in the post-IFRS period on group level. Instead, I use individual accounts which 

form the basis of the consolidated accounts. Firms are still required to disclose their individual 

accounts in accordance with German-GAAP after the introduction of IFRS (§242 HGB and 

§264 HGB). Thus, I am able to observe the reporting of extraordinary items for public firms in

the post-IFRS period. For creating a connection between individual and consolidated accounts 

I match both financial statements by using the firm identifier provided by Hoppenstedt. This 

approach has two advantages. Firstly, I include only the individual accounts of the parent firm 

for each group and ensure that large multinational firms do not influence my results via multiple 

individual accounts of subsidiaries included in the sample. Secondly, I assume the majority of 

extraordinary items to be reported in the individual accounts of the parent company since group 

wide restructuring or mergers and acquisitions are likely to be accounted for at the parent 

company. Thus, by using the individual accounts of the parent firm, I lower the risk that the 

majority of the extraordinary items reported on consolidated level are accounted for in 

individual accounts of subsidiaries and therefore are not covered by my analyses. Moreover, I 

exclude private firms that voluntarily prepare their consolidated accounts in accordance with 

IFRS or U.S.-GAAP as well as public firms that adopted IFRS prior or post 2005. This is 

relevant for my setting since the exclusion of early and late adopters prevents my group of 

public firms to have multiple treatment periods during the sample period. In addition, 

mandatory IFRS adopters in Germany are on average smaller than voluntary adopters75 and 

75  Christensen et al. (2015) observe significant differences between German voluntary and mandatory IFRS-

adopters in firm characteristics. Inter alia mandatory IFRS-adopters are on average smaller, have lower sales, 

and lower sales growth than their voluntary counterparts. 
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therefore more comparable to private firms76. Moreover, the constant preparation of 

consolidated accounts in accordance with German-GAAP for the group of private firms ensures 

that their reporting incentives related to extraordinary items are not affected by a changing 

accounting regime on group level. 

Since I use individual accounts instead of consolidated accounts, I require the individual 

accounts of parent firms to contribute significantly to the core business of a corporate group. 

To ensure that holdings or firms with insignificant operational activities are not part of my 

sample I drop observations of firms with average revenues below EUR 1 million for the sample 

period. 

[Please insert Table 1 over here] 

The final sample consists of 4,779 firm year observations of which 820 (3,959) belong to 

the group of public (private) firms. 398 (1,544) of the public (private) firm observations are 

part of the pre-IFRS period and 422 (2,415) observations belong to the post-IFRS period. 

Extraordinary items are in general caused by non-business-related activities that rarely occur 

but can have a heavy impact on firm performance in the year of occurrence. This increases the 

likelihood of outliers that might drive the results of my analyses. To mitigate this problem, I 

follow McVay (2006) and winsorize all non-binary variables at the 1st and 99th percentile. 

  

 
76  Burgstahler et al. (2006) provide evidence that German public firms are significantly larger than German 

private firms. 
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6. Empirical Analysis

6.1 Descriptive Statistics

[Please insert Table 2 over here] 

Table 2 Panel A shows the sample composition over time for public firms, private firms 

and the total sample. I do not require the sample to be balanced over time. This restriction 

would decrease my total observations by 62.13% and the reported extraordinary items by 

66.66%. The significant increase of the control group of private firms in the post-IFRS period 

can be explained by further accounting regulation that requires more private firms to publicly 

disclose financial information.77 

Panel B of Table 2 provides results on hand collected information on the nature of reported 

extraordinary items. A subsample78 of reported extraordinary items was manually classified 

into eight criteria via the information provided in the individual accounts. The most frequently 

used criteria are extraordinary items related to restructuring charges as well as mergers and 

acquisition activities for both, public and private firms. Extraordinary items related to 

provisions seem to be more pronounced for private than for public firms. Another important 

result is that intercompany transactions are not overly pronounced. This is essentially important 

for my setting since I use individual accounts instead of consolidated accounts and therefore 

cannot eliminate intercompany transactions between firms within the same corporate group. A 

high frequency of reported intercompany transactions would not only bias my results but it 

would oppose my assumption that individual accounts can be used instead of consolidated 

accounts which do not include intercompany transactions. 

77  The „Gesetz über elektronische Handelsregister und Genossenschaftsregister sowie das 

Unternehmensregister“ (German Law on Electronic Commercial and Company Registers) increased 

disclosure requirements for private firms. See Bernard et al. (2016) and Bernard et al. (2018) for a detailed 

description of the regulation. 
78  An additional restriction of the subsample is that firms need to have at least two observations in the pre- and 

post-IFRS period. Thus, the results of the hand-collected data are based on a smaller sample of 3,347 firm-

year observations. 
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Overall, the information provided in Table 2 Panel B should be treated with caution. While 

the analysis covers 62% of the reported extraordinary items of public firms in the subsample, 

the covered share of extraordinary items for private firms (27%) and the total sample (36%) is 

relatively small. Moreover, the coverage is dominated by the post-IFRS period (88%) whereas 

the pre-IFRS period (12%) is hardly covered. 

[Please insert Table 3 over here] 

Panel A of Table 3 shows descriptive statistics for the main variables used in my analyses 

for the total sample and for public and private firms separately. Additionally, I provide results 

of univariate tests on differences between public and private firms. Panel B of Table 3 provides 

a definition for each of these variables. 

16% of the firm-year observations within my sample report extraordinary items. 

Furthermore, public firms report significantly (p < 0.01) more often extraordinary items than 

private firms. The descriptive statistics on the magnitude of reported extraordinary items 

(magnitude) reveal that extraordinary items have a large impact on the financials of the 

respective firm when they occur. Moreover, while public and private firms differ in the 

reporting frequency of extraordinary items, they do not differ in the absolute amount of 

reported extraordinary items (magnitude). With respect to further firm characteristics, I find 

that public firms perform significantly better than private firms, are smaller, less leveraged and 

distribute larger amounts of dividends than private firms. Public firms within my sample also 

engage more frequently in M&A activities than private firms. For growth and young_firm I do 

not find statistically significant differences between both groups. 

 [Please insert Table 4 over here] 

Table 4 presents the Pearson and Spearman correlation matrix for all determinants 

assumed to be associated with the extraordinary item reporting of firms. Spearman correlations 
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are presented above and Pearson correlations below the diagonal. Correlations with a 

significance level below one percent are shown in bold. The significant positive correlation 

between public and frequency suggests that public firms report extraordinary items more 

frequently than private firms. Furthermore, the significant negative correlation of frequency 

and magnitude with post indicates that firms report extraordinary items less frequently and in 

smaller magnitude in the post-IFRS period than in the pre-IFRS period. 

6.2 Empirical Results on the Determinants of Extraordinary Item Reporting 

[Please insert Table 5 over here] 

Table 5 presents results from logit regressions investigating determinants that are 

associated with extraordinary item reporting for the full sample and the subsamples of public 

and private firms. Except for size, growth and young_firm all determinants are statistically 

associated with the reporting of extraordinary items at the one percent level for the full sample. 

While I do not find a statistically significant association between M&A activities and 

extraordinary items for public firms, the reported extraordinary items of private firms are 

significantly associated with M&A activities at the one percent level. Contrary to my 

expectation, a higher pre-tax income (after extraordinary expenses) is positively associated 

with extraordinary item reporting. This finding suggests that high-performing firms tend to 

differentiate the nature of business transactions more thoroughly than low-performing firms.79 

Further regressions testing the interaction between the determinants and public (not reported 

in Table 5) give no indication of statistically significant differences in coefficients between 

public and private firms for all introduced determinants. Taken the results of Table 5 into 

 
79  Additional analyses (not reported in Table 5) reveal that the association between performance and 

extraordinary item reporting is attributable to positive extraordinary items. I do not find a significant 

association between performance and the reporting of negative extraordinary items. Thus, the positive 

association seems to be caused by high performing firms that actively distinguish between ordinary and 

extraordinary income. For the remaining determinants that are associated with extraordinary item reporting I 

do not find differences between the reporting of extraordinary income and expenses. 
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consideration, I introduce performance, leverage, dividends and M&A as control variables in 

my further analyses. 

6.3 Empirical Results on the Reporting of Extraordinary Items 

In a first step I investigate potential differences in the reporting of extraordinary items of 

public and private firms prior to the mandatory introduction of IFRS. In the pre-IFRS period 

public as well as private firms prepare individual and consolidated accounts in accordance with 

German-GAAP. 

[Please insert Table 6 over here] 

The results presented in Table 6 are consistent with my first hypothesis that public firms 

report extraordinary items in higher frequency (+8.9%) than private firms (p < 0.01). However, 

in terms of magnitude I do not find significant differences between public and private firms. 

Further OLS-regressions (not presented in Table 6) reveal also no significant differences in 

terms of magnitude between public and private firms when I investigate positive and negative 

extraordinary items separately or examine the net effect of reported extraordinary items 

(extraordinary income – extraordinary expenses) on the income statement.80 Taken together, 

while public firms report extraordinary items more often than private firms, the amount of 

reported extraordinary items does not seem to differ when both, public and private firms report 

extraordinary items.81 

 However, the relatively low adjusted R-squared value for both, frequency as well as 

magnitude indicates that the model does not explain a large proportion of the dependent 

variables’ variance. This suggests that the reporting of extraordinary items is associated with 

determinants that are not included in my model. I can partly explain the low adjusted R-squared 

 
80  The respective extraordinary items are deflated by total assets at the beginning of the financial year for each 

analysis with respect to the magnitude. 
81  Different levels of winsorization on the 5th and 95th as well as on the 10th and 90th percentile provide similar 

results with respect to the difference in magnitude between public and private firms. 
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by the non-use of firm fixed effects that control for unobserved heterogeneity across firms but 

would omit my independent variable of interest (public) due to multicollinearity problems. An 

alternative explanation for the regression results for frequency is that public firms operate in 

different industries that are more exposed to extraordinary business transactions than private 

firms. Nonetheless, taken the information provided in Table 2 Panel B into consideration, I do 

not find significant differences in extraordinary item categories between public and private 

firms. Therefore, it is unlikely that unobserved firm characteristics which influence the 

reporting of extraordinary items differ significantly between public and private firms. 

In a next step I investigate whether the mandatory introduction of IFRS on group level 

affects the extraordinary item reporting of public firms within their individual accounts in 

comparison to private firms in the post-IFRS period. 

[Please insert Table 7 over here] 

Table 7 presents results on the difference-in-difference analysis. Whereas the sign of the 

coefficient for frequency meets my predictions with respect to my second hypothesis, I do not 

find statistically significant decreases for frequency and magnitude in my difference-in-

difference analysis.82 I also do not find statistically significant differences for my dependent 

variables when I repeat the analyses without firms that do not report extraordinary items within 

the whole sample period.83 Further analyses (Table 10 in Appendix 2) which take solely 

observations of public firms into account show that the frequency of reported extraordinary 

items decreases significantly (p < 0.05) for public firms after the mandatory introduction of 

82  Further analyses (not presented in Table 7) testing extraordinary income and extraordinary expenses separately 

show that the reporting of extraordinary expenses decreases significantly (p < 0.10) whereas I do not find 

significant changes in reporting frequency for extraordinary income. With respect to magnitude, I find that the 

amount of reported extraordinary income increases for public firms in comparison to private firms after the 

introduction of IFRS (p < 0.05) and do not find significant results for the magnitude of extraordinary expenses 

or the net effect on the income statement. 
83  This additional restriction reduces my sample by 2,948 observations (839 firms) of which 362 observations 

(60 firms) belong to the group of public firms and 2,586 observations (779 firms) to the group of private firms. 
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IFRS. However, the results presented in Table 7 show that this effect disappears when private 

firms are included as a control group. Overall, I do not find evidence that the reporting of public 

firms has significantly changed in comparison to private firms after the introduction of IFRS 

on group level.84 

6.4 Empirical Results on the Persistence of Extraordinary Items 

[Please insert Table 8 over here] 

In Table 8, columns A-C provide results on the association of the ordinary and 

extraordinary result of public firms on future earnings for the total sample period (column A), 

the pre-IFRS period (column B) and the post-IFRS period (column C). Columns D-F present 

results analogous to columns A-C for private firms. 

Consistent with my expectation, the result of the ordinary business transactions 

(ord_result) is positively associated (p < 0.01) with future earnings for public and private firms 

in both, the pre- and post-IFRS period. Moreover, the coefficient of ord_result is larger than 

the coefficient of ext_result over all periods and groups which suggest that items presented as 

extraordinary items are less persistent than ordinary items with respect to future earnings. In 

regard to private firms, I find a significant increase (p < 0.05) in the coefficient for ord_result 

indicating that the ordinary result in the post-IFRS period has a significantly higher association 

with future earnings than in the pre-IFRS period. I do not find a significant difference in the 

association of ord_result with future earnings between pre- and post-IFRS period for public 

firms. 

For ext_result I find a significant positive association (p < 0.05) between the extraordinary 

result and future earnings of public firms for the total sample period. However, the coefficients 

of pre- and post-IFRS period do not differ significantly. Moreover, ext_result does not show a 

 
84  The results for magnitude are robust to different levels of winsorization (5th/95th and 10th/90th percentile). 
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strong significant association with future earnings in the pre-IFRS period or in the post-IFRS 

period. This result indicates that opportunistic motives to not prevail for public firms’ 

extraordinary item reporting in the pre-IFRS period. Furthermore, my results do not show an 

association between the extraordinary result and future earnings for private firms. Taken 

together, my evidence suggests that opportunistic motives do not prevail in the extraordinary 

item reporting of public and private firms in either the pre-IFRS or the post-IFRS period. 

7. Limitations

Consolidated accounts are the main subject of consideration for managers’ opportunistic 

and informational motivations to separate ordinary and extraordinary business transactions. A 

major concern of my setting is that individual accounts of the parent of a group of firms might 

not be an appropriate equivalent for consolidated accounts. If the individual accounts of my 

sample do not have a large impact on their consolidated accounts, it is likely that the reporting 

of extraordinary items occurs in individual accounts of other firms within the corporate group. 

I take this limitation of my research design into account by excluding firms that report on 

average less than EUR 1 million in sales during the sample period. This restriction should 

prevent pure holding companies that do not participate in regular business activities to be part 

of my sample.  

Furthermore, I calculate the individual account’s share of the consolidated accounts for 

each observation in my sample to measure the relevance of the individual account for its related 

consolidated account. I use the absolute amount of the reported extraordinary items to measure 

the relevance of my dependent variable (share_ext_items), total revenues to quantify income 

statement relevance (share_revenues) and adjusted total assets to determine the relevance of 

the individual accounts for the balance sheet of the consolidated accounts (share_total_assets). 

Adjusted total assets exclude assets and liabilities related to other firms within the group such 
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as share of affiliated/associated or intercompany loans since these balance sheet items are 

eliminated during the preparation of the consolidated accounts.  

[Please insert Table 9 over here] 

The relatively low number of observations for share_ext_items is due to the fact that the 

variable cannot be calculated for public firms in the post-IFRS-period since consolidated 

accounts in accordance with IFRS prohibit a separation of ordinary and extraordinary items. 

The fact that the mean for share_ext_items (108%) is greater than 1 suggests that intercompany 

transactions affect extraordinary item reporting. However, the share of extraordinary items 

presented in individual accounts in comparison with extraordinary items presented in 

consolidated accounts is below or equals one till the 75% percentile. This implies that the 

relatively large share in mean is driven by outliers. Furthermore, I expect extraordinary 

business transactions such as restructuring or M&A related activities to be accounted for in the 

individual accounts of the parent firm and not in the individual accounts of subsidiaries. The 

fact that median and 75% percentile are similar and equal 100% of the reported extraordinary 

items on group level suggests that most extraordinary items within a group of firms are 

accounted for in the individual accounts of the parent firm. Overall, the results on extraordinary 

items indicate that the individual accounts of the parent firms are of great relevance for the 

consolidated accounts with respect to extraordinary item reporting. Besides the relevance of 

extraordinary items reported in the individual accounts of the parent, the mean of 

share_revenues (64%) and share_total_assets (64%) indicates that individual accounts have a 

significant impact on the income statement and the balance sheet of the relating consolidated 

accounts in my sample.85 Furthermore, the relevance of reported extraordinary items for 

 
85  I could alternatively exclude individual accounts that do not have a significant impact on the respective 

consolidated accounts. However, an exclusion of individual accounts that contribute less than fifty percent of 

total assets to the respective consolidated accounts, for example, would decrease my relatively small sample 

of public firms (820 observations) by approximately half. Therefore, I refrain from further restrictions with 

respect to the relevance of the individual accounts for the consolidated accounts. 
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consolidated accounts does not differ significantly between public and private firms (difference 

in means -0.16). For share_revenues (difference in means -0.17, p < 0.01) and 

share_total_assets (difference in means -0.14, p < 0.01) I find that individual accounts of 

public firms present a significantly lower share of the consolidated accounts than individual 

accounts of private firms. A potential explanation is that group structures of public corporate 

groups are more complex and contain a greater number of subsidiaries than group structures of 

private corporate groups.86  

Overall, the results indicate that individual accounts in my sample have a significant 

relevance for the respective consolidated accounts where I expect incentives for extraordinary 

item reporting to occur. 

8. Conclusion

My findings provide further insights on the extraordinary item reporting of public and 

private German firms. I investigate if the reporting of public and private firms differs when 

both groups are subject to the same accounting regulation. Furthermore, I examine the impact 

of changing incentives to distinguish actively between the nature of items within the income 

statement on the extraordinary item reporting of public firms in comparison to the extraordinary 

item reporting of private firms. In a last step, I disentangle opportunistic and informational 

motives for both groups of firms to report extraordinary items by analyzing the association of 

reported extraordinary items with future earnings. 

I find that public firms report extraordinary items in higher frequency but not in different 

magnitude than private firms if both groups are subject to the same accounting regulation. 

These findings do not change when the incentives to actively distinguish income statement 

items by their (transitory) nature decrease for public firms. Moreover, I do not find evidence 

86  An additional test (not reported in Table 9) for differences in total assets at group level shows that the 

respective corporate groups of the public and private parent firms do not differ in size. 
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that opportunistic motives prevail for the reporting of extraordinary items of either public or 

private firms. The results of my analyses are in line with previous literature that states that 

public firms have higher incentives to report high quality financial information than private 

firms that primarily focus on internal communication channels (Ball & Shivakumar, 2005). 

Overall, the separate disclosure of extraordinary items seems to provide outsiders with 

additional information about the persistence of items within the income statement. This is an 

interesting finding with respect to the ongoing regulators’ discussion on the structure of the 

income statement.   
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Tables 

Table 1: Sample Selection 

 Firm years 

 Hoppenstedt financial statements for non-financial firms from 2001 till 2009 12,229 

 ./. treatment period (2005) -700

 ./. early adopters -2,803

 ./. late adopters -731

 ./. unclear adoption period -128

 ./. private firms reporting in accordance with IFRS or US_GAAP -1,581

 ./. holdings -1,507

Final sample 4,779 

Public firms 820 

Private firms 3,959 

Pre-IFRS period 1,942 

Post-IFRS period 2,837 
Notes: 

This table presents the sample selection process. I start with all non-financial-industry firms that have prepared 

individual as well as consolidated accounts available at Hoppenstedt for the period 2001 till 2009. I exclude 

observations post 2009 since further accounting regulation (Accounting Law Modernization Act) got introduced on a 

mandatory basis in 2010. Expenses related to the change in accounting regulation fulfill the criteria of extraordinary 

expenses and are usually disclosed as extraordinary expenses. The same applies to the mandatory adoption of IFRS 

in 2005. Therefore, I exclude the IFRS-adoption period (2005) from the sample. Thus, my post-IFRS period covers 

financial years from 2006 to 2009. In order to have a pre- and post-treatment period with equal duration (four years), 

I choose the financial years from 2001 to 2004 as my pre-IFRS period. To ensure that all public firms are treated at 

the same point in time, firms that adopted IFRS prior or post 2005 are excluded from the sample. Furthermore, I drop 

public firms that prepare consolidated accounts in accordance with German-GAAP and private firms that prepare 

consolidated accounts in accordance with IFRS or US-GAAP. Accordingly, my treatment group consists of public 

firms that adopt IFRS in 2005 whereas the control group of private firms is not exposed to a change in accounting 

standard on group level at any one time in the sample period. To ensure that holdings, that do not participate in 

operating business, are not part of my sample I drop observations of firms with average revenues below EUR 1 million 

for the sample period. The final sample consists of 4,779 firm year observations of which 820 (3,959) belong to the 

group of public (private) firms and 1,942 (2,837) to the pre-IFRS (post-IFRS) period. 
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Table 2: Sample Composition 

Panel A: Sample Composition Over Time 

   Reported Extraordinary Items 

   Public Firms  Private Firms Total Sample 

 
Year  ER EI EE 

Firm 

Years 
ER % ER EI EE 

Firm 

Years 
ER % ER EI EE 

Firm 

Years 
ER % 

 2001  26 15 19 90 29%  65 39 48 382 17%  91 54 67 472 19% 

 2002  24 14 18 95 25%  78 50 57 381 20%  102 64 75 476 21% 

 2003  25 18 18 101 25%  66 43 48 384 17%  91 61 66 485 19% 

 2004  20 12 15 112 18%  66 39 51 397 17%  86 51 66 509 17% 

 2006  23 16 16 112 21%  88 48 68 588 15%  111 64 84 700 16% 

 2007  16 9 14 109 15%  70 35 58 620 11%  86 44 72 729 12% 

 2008  15 8 12 107 14%  77 44 57 625 12%  92 52 69 732 13% 

 2009  18 10 12 94 19%  85 48 67 582 15%  103 58 79 676 15% 

 Total  167 102 124 820 20%  595 346 454 3,959 15%  762 448 578 4,779 16% 

 

Panel B: Categorization Extraordinary Items 

   Categorization Extraordinary Items 

   Public firms  Private firms  Total  

 Category  n %  n %  n % 

Pre-IFRS Period          

 Disposal of assets  0 0%  0 0%  0 0% 

 Provision  1 4%  2 20%  3 9% 

 Debt waiver  0 0%  0 0%  0 0% 

 M&A  6 25%  1 10%  7 21% 

 Intercompany transactions 2 8%  0 0%  2 6% 

 Restructuring  8 33%  1 10%  9 26% 

 Asset write-off  0 0%  2 20%  2 6% 

 Other  7 29%  4 40%  11 32% 

 Total  24 100%  10 100%  34 100% 
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Table 2: Sample Composition (continued) 

Post-IFRS Period 

Disposal of assets 6 7% 4 3% 10 4% 

Provision 6 7% 23 15% 29 12% 

Debt waiver 7 8% 5 3% 12 5% 

M&A 14 16% 49 31% 63 26% 

 Intercompany transactions 7 8% 6 4% 13 5% 

 Restructuring 20 23% 31 20% 51 21% 

 Asset write-off 7 8% 9 6% 16 7% 

 Other 19 22% 30 19% 49 20% 

 Total 86 100% 157 100% 243 100% 

Total 

Disposal of assets 6 5% 4 2% 10 6% 

Provision 7 6% 25 15% 32 19% 

Debt waiver 7 6% 5 3% 12 7% 

M&A 20 18% 50 30% 70 42% 

 Intercompany transactions 9 8% 6 4% 15 9% 

 Restructuring 28 25% 32 19% 60 36% 

 Asset write-off 7 6% 11 7% 18 11% 

 Other 26 24% 34 20% 60 36% 

 Total 110 100% 167 100% 277 166% 

 Coverage 62% 27% 36% 
Notes: 

This table presents the sample composition over the sample period. Panel A of Table 2 provides an overview of the distribution of firms 

as well as the number of firm observations reporting extraordinary items over the sample period for public firms, private firms and the 

total sample. ER (extraordinary items) is the number of firms that reported extraordinary items in the respective year. For information 

purposes I split the reported extraordinary items into extraordinary income (EI) and extraordinary expenses (EE). Firm Years shows the 

number of firm observations per financial year and ER % the share of firms that report extraordinary items in the respective year. Table 

2 Panel B shows results on hand collected data on the nature of extraordinary items (n) and the share (%) of the respective category in 

comparison to the total number of observations for which detailed information could be found. The analysis is based on a subsample of 

3,347 firm year observations and done for public firms, private firms and the total sample in the pre-IFRS and the post-IFRS period. 

Coverage presents the share of extraordinary items within the subsample for which detailed information could be found. 
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Table 3: Descriptive Statistics & Univariate Tests 

Panel A: Descriptive Statistics & Univariate Tests         Difference in 

Mean 

Between 

Groups 

  

t-test  

p-value 

  Mann-

Whitney 

U-test  

p-value       Total Sample Public Firms Private Firms     

  Variable   n Mean Median Std. Dev. n Mean Median Std. Dev. n Mean Median Std. Dev.           

Dependent Variables                                   

  frequency   4.779 0,16     820 0,20     3.959 0,15     0,05   0,001   0,001 

  magnitude   762 0,10 0,02 0,21 167 0,10 0,03 0,17 594 0,10 0,02 0,22 0,00   0,830   0,112 

Independent Variables                         

  performance   4.779 0,23 0,04 1,47 820 0,49 0,06 2,25 3.959 0,17 0,04 1,24 0,32   0,001   0,001 

  size   4.779 18,00 18,18 1,68 820 17,41 17,98 2,16 3.959 18,12 18,21 1,53 -0,71   0,001   0,001 

  leverage   4.779 0,56 0,57 0,22 820 0,50 0,51 0,21 3.959 0,57 0,59 0,22 -0,07   0,001   0,001 

  growth   4.779 0,14 0,03 0,52 820 0,15 0,03 0,65 3.959 0,13 0,04 0,50 0,02   0,305   0,077 

  young_firm   4.779 0,09     820 0,09     3.959 0,09     0,00   0,566   0,566 

  dividends   4.779 4,74 0,00 7,01 820 7,86 11,21 7,85 3.959 4,10 0,00 6,65 3,76   0,001   0,001 

  M&A   4.779 0,57     820 0,72     3.959 0,54     0,18   0,001   0,001 

Panel B: Variable Definitions               

Variable   Definition 

Dependent Variables                                   

  frequency   Binary variable that equals 1 if the firm reports extraordinary income or expenses in year t and 0 otherwise.           

  

magnitude 
 
Total (non-netted) amount of reported extraordinary income and extraordinary expenses divided by total assets at the beginning of year t when 

extraordinary items are reported, and missing otherwise. 

Independent Variables                         

  performance   Pre-tax income (after extraordinary items) divided by total revenues in year t. 

  size   Natural logarithm of total revenues (EUR) in year t. 

  leverage   End-of-year total liabilities divided by end-of-year total assets in year t. 

  growth   Percentage change in total revenues between t and t-1. 

  young_firm   Binary variable that equals 1 if the firm has been founded less than 10 years prior to the respective year, and 0 otherwise. 

  dividends   Natural logarithm of dividend payment (EUR) in year t when dividend payment > 0, and 0 otherwise. 

  M&A   Binary variable that equals 1 if shares in affiliated companies are added or disposed in year t, and 0 otherwise. 

Notes: 

Panel A of this table presents descriptive statistics as well as univariate tests for differences between public and private firms for the variables used in my main analyses. All 

non-binary variables are winsorized at the 1st and 99th percentile. The total sample includes 4,779 firm year observations, of which 820 belong to the treatment group and 

3,959 to the control group. Panel B provides definitions for each of the variables. 
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Table 4: Correlations 

(a) (b) (c) (d) (e) (f) (g) (h) (i) (j) (k) 

public (a) -0.07 0.05 0.06 0.07 -0.11 -0.12 -0.03 -0.01 0.21 0.14 

post (b) -0.07 -0.07 -0.15 0.06 0.04 -0.10 -0.08 0.00 -0.06 -0.15

frequency (c) 0.05 -0.07 -0.12 0.00 0.10 -0.02 -0.02 -0.10 0.08 

magnitude (d) -0.01 -0.11 -0.16 -0.07 0.14 -0.07 0.00 -0.03 0.09 

performance (e) 0.08 0.01 0.02 0.12 -0.16 -0.29 0.07 -0.09 0.37 0.06 

size (f) -0.16 0.05 0.00 -0.06 -0.21 0.22 0.11 -0.07 0.15 0.11 

leverage (g) -0.13 -0.10 0.10 0.06 -0.16 0.25 0.01 -0.05 -0.12 0.01 

growth (h) 0.01 -0.16 0.03 0.13 -0.01 0.03 0.03 0.06 0.08 0.00 

young_firm (i) -0.01 0.00 -0.02 0.03 -0.02 -0.07 -0.06 0.07 -0.07 -0.03

dividends (j) 0.20 -0.06 -0.11 -0.04 0.15 0.14 -0.11 0.01 -0.07 0.14 

M&A (k) 0.14 -0.15 0.08 0.08 0.02 0.08 0.01 0.03 -0.03 0.13 

Notes: 

This table includes Spearman correlations above and Pearson correlations below the diagonal for all variables used in the main analyses. 

Correlations that are significant below the 1 percent level are shown in bold. public is binary variable that equals 1 if firms have an active 

listing status and were required to adopt IFRS in 2005 and 0 for private firms that prepare their consolidated accounts in accordance with 

German-GAAP for the total sample period. post is a binary variable that equals 0 for financial years in the pre-IFRS period (2001-2004) and 

1 for financial years in the post-IFRS period (2006-2009). The remaining variables are defined in Panel B of Table 3. 
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Table 5: Determinants of Extraordinary Item Reporting 

    Total Sample Public Firms Private Firms 

Variable  Predicted Sign frequency 

intercept    -2.476*** -2.326*** -2.959*** 

    (-5.476) (-2.975) (-5.270) 

performance -  0.084*** 0.099** 0.086** 

    (3.188) (2.356) (2.525) 

size  +  -0.004 0.031 0.017 

    (-0.149) (0.666) (0.536) 

leverage  +  1.242*** 1.450*** 1.239*** 

    (6.253) (3.019) (5.570) 

growth  +  0.126* -0.064 0.184** 

    (1.823) (-0.474) (2.275) 

young_firm  -  -0.204 -0.494 -0.151 

    (-1.369) (-1.395) (-0.912) 

dividends  + / -  -0.050*** -0.076*** -0.050*** 

    (-7.502) (-5.539) (-6.283) 

M&A  +  0.556*** 0.217 0.560*** 

    (6.556) (1.056) (5.936) 

Observations  4,779 820 3,959 

Pseudo R-squared  0.038 0.070 0.037 

z-statistics in parentheses - *** p < 0.01, ** p < 0.05, * p < 0.1 

Notes: 

This table presents results from logit regressions investigating determinants that are assumed to be 

associated with the reporting of extraordinary items (frequency). frequency is a binary variable that equals 

1 if the firm reports extraordinary items in the respective firm-year, and 0 otherwise. Variable definitions 

for the determinants performance, size, leverage, growth, young_firm, dividends, and M&A are presented 

in Panel B of Table 3. All non-binary variables are winsorized at the 1st and 99th percentile. The first logit 

regression (column A) provides results on the association between the reporting of extraordinary items 

(frequency) and the introduced determinants for the total sample. Colum B und column C present results 

of the same regression for the subgroups of public and private firms. 
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Table 6: Public vs. Private Firms 

Variable frequency magnitude 

public 0.089*** -0.022

(2.840) (-0.868) 

performance 0.019* 0.013 

(1.885) (1.473) 

leverage 0.191*** 0.046 

(3.552) (0.767) 

dividends -0.009*** -0.003

(-6.404) (-1.326) 

M&A 0.067*** 0.017 

(3.552) (0.557) 

Observations 1,942 370 

Adjusted R-squared 0.047 0.020 

Year FE Yes Yes 

Firm FE No No 

Clustered Std. Error Firm Firm 

t-statistics in parentheses: *** p < 0.01, ** p < 0.05, * p < 0.1

Notes: 

This table presents results from OLS-regressions testing differences 

between public and private firms' extraordinary item reporting. The 

underlying population consists of all observations in the pre-IFRS 

period (2001-2004) when public and private firms reported individual 

as well as consolidated accounts in accordance with German-GAAP. 

frequency is a binary variable that is coded as 1 if the firm reports 

extraordinary items, and 0 otherwise. magnitude is the total (non-

netted) amount of reported extraordinary income and extraordinary 

expenses divided by total assets at the beginning of year t when 

extraordinary items are reported, and missing otherwise. public is a 

binary variable that equals 1 for public firms and 0 for private firms. 

performance, leverage, dividends and M&A (defined in Panel B of 

Table 3) are included as control variables. All non-binary variables are 

winsorized at the 1st and 99th percentile. 
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Table 7: Difference-in-Difference Analyses 

Variable  frequency magnitude 

public x post  -0.057 0.072 

  (-1.519) (1.493) 

performance 0.014** 0.018 

  (2.062) (1.538) 

leverage  0.103 0.106 

  (1.385) (1.634) 

dividends  -0.006*** 0.001 

  (-4.002) (0.314) 

M&A  0.037*** 0.030* 

  (2.889) (1.825) 

Observations  4,555 529 

Adjusted R-squared 0.294 0.174 

Year FE  Yes Yes 

Firm FE  Yes Yes 

Clustered Std. Error Firm Firm 

t-statistics in parentheses: *** p < 0.01, ** p < 0.05, * p < 0.1 

Notes: 

This table presents results from OLS-regressions testing differences of 

public firms' extraordinary item reporting between pre- and post-IFRS 

period in comparison to the extraordinary item reporting of private 

firms. public x post is the interaction term of public and post. public is 

a binary variable that equals 1 for public firms and 0 for private firms. 

post is a binary variable that equals 0 for financial years in the pre-

IFRS period (2001-2004) and 1 for financial years in the post-IFRS 

period (2006-2009). performance, leverage, dividends and M&A 

(defined in Panel B of Table 3) are included as control variables. All 

non-binary variables are winsorized at the 1st and 99th percentile.  
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Table 8: Persistence of Extraordinary Items 

Dependent Variable: Pre-tax income in t+1 

Public Firms Private Firms 

Total Period Pre-IFRS Post-IFRS Total Period Pre-IFRS Post-IFRS 

ord_result 0.733*** 0.749*** 0.711*** 0.756*** 0.686*** 0.810*** 

(8.945) (7.504) (7.017) (22.936) (14.384) (19.687) 

ord_result x post -0.038 0.124** 

(-0.330) (2.020) 

ext_result 0.217** 0.222* 0.206 -0.059 -0.055 -0.065

(2.052) (1.776) (1.118) (-0.752) (-0.561) (-0.526) 

ext_result x post -0.016 -0.010

(-0.070) (-0.060) 

Observations 750 398 352 3,320 1,419 1,901 

Adjusted R-squared 0.367 0.357 0.361 0.416 0.333 0.484 

Year FE Yes Yes Yes Yes Yes Yes 

Firm FE No No No No No No 

Clustered Std. Error Firm level Firm level Firm level Firm level Firm level Firm level 

Robust t-statistics in parentheses - *** p < 0.01, ** p < 0.05, * p < 0.1 

Notes: 

Following Riedl & Srinivasan (2010), this table presents results from OLS regressions examining the persistence of reported 

extraordinary items in the income statement. The first three columns (A-C) show results on the group of public firms for the total sample 

period (column A), the pre-IFRS period (column B), and the post-IFRS period (column C). This approach is repeated for the group of 

private firms (column D-F). The dependent variable is firm i's pre-tax income (after extraordinary items) in t+1. The independent 

variables are defined as follows: ord_result is firm i's pre-tax income before extraordinary items. ext_result is defined as the reported 

extraordinary result (extraordinary income – extraordinary expenses). post is a binary variable that equals 0 for financial years in the pre-

IFRS period (2001-2004) and 1 for financial years in the post-IFRS period (2006-2009). ord_result x post and ext_result x post are 

interaction terms when post equals 1. I winsorize all variables on the 1st and 99th percentile to reduce the effect of outliers. All non-

binary variables, including the dependent variable, are scaled by total assets at the beginning of year t. 
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Table 9: Relevance of Individual Accounts 

Panel A: Descriptive Statistics       

Variable  Mean Median Std. Dev. Min 25% 75% Max n 

Full Sample          

 share_ext_items 1.08 1.00 0.80 0.13 0.76 1.00 3.78 545 

 share_revenues  0.64 0.76 0.34 0.02 0.38 0.94 1.00 4778 

 share_total_assets 0.64 0.69 0.27 0.12 0.44 0.89 0.99 4779 

Public Firms          

 share_ext_items  0.95 1.00 0.62 0.13 0.57 1.06 3.56 69 

 share_revenues  0.50 0.53 0.35 0.02 0.12 0.83 1.00 820 

 share_total_assets 0.53 0.54 0.26 0.12 0.31 0.73 0.99 820 

Private Firms          

 share_ext_items  1.10 1.00 0.82 0.13 0.79 1.00 3.78 476 

 share_revenues  0.67 0.80 0.33 0.02 0.46 0.94 1.00 3958 

 share_total_assets 0.67 0.72 0.27 0.12 0.47 0.91 0.99 3959 
                  

Panel B: Variable Definitions             

Variable  Definition 

 share_ext_items  Absolute amount of extraordinary items (extraordinary income plus extraordinary expenses) 

reported in the individual accounts divided by the absolute amount of extraordinary items 

reported within the respective consolidated accounts. 

 share_revenues  Total revenues reported in the individual accounts divided by total revenues reported within 

the respective consolidated accounts. 

 share_total_assets Adjusted total assets reported in the individual accounts divided by total assets reported within 

the respective consolidated accounts. Adjusted total assets are defined as total assets 

subtracted by the higher value of shares to affiliated/associated firms plus loans to 

affiliated/associated firms or liabilities to affiliated/associated firm. 
Notes: 

This table presents information on the relevance of individual accounts for consolidated accounts. Variable definitions are presented in Panel B of this 

table. In order to mitigate the effect of outliers, all variables are winsorized at the 5th and 95th percentile. 
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Appendix  

Appendix A: Exemplary Discussion on Extraordinary Item Reporting 

A company is preparing its individual as well as its consolidated accounts in accordance 

with German-GAAP. During the financial statement preparation process the CFO and the Head 

of Accounting discuss the earnings of the financial year. It appears, the financial performance 

is below expectation, so the Head of Accounting suggests the following: “The expenses related 

to our restructuring of the poor-performing business segments should be disclosed as 

extraordinary expenses. This would not alter our net result but provide outsiders with the 

information that these expenses are not related to our core business and will not recur in the 

next year. A positive side effect is that we would also improve the performance of our core 

business summarized in the subtotal “ordinary result” (“Ergebnis der gewöhnlichen 

Geschäftstätigkeit”).” The CFO is not convinced and replies that she does not want to engage 

in earnings management. The Head of Accounting replies: “We would only engage in earnings 

management if we disclose recurring and business-related expenses as extraordinary expenses. 

If we explicitly disclose all expenses that fulfill the definition of extraordinary expenses in 

accordance with the German Commercial Code separately, we do not misclassify items within 

the income statement but provide outsiders with superior information on the performance of 

our core business.” Now, the CFO agrees and wants to know whether this clear differentiation 

between ordinary and extraordinary items has an impact on other financial disclosures. The 

Head of Accounting answers: “The classification of our business transactions in either ordinary 

or extraordinary nature should be consistent over all financial statements. However, since the 

individual financial statements form the basis of our consolidated accounts, we simply need to 

classify the items accurately in the individual accounts. The classification will be identical for 

the consolidated accounts. Furthermore, the distinction between ordinary and extraordinary 

items does not have any impact on profit distribution since the determination within the 
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individual accounts is based on net profit and includes extraordinary items.” At this stage of 

the conversation, the CFO is enthusiastic and instructs the Head of Accounting to include the 

separate distinction of extraordinary items in the corporate accounting guideline. Thereupon, 

the Head of Accounting points out an issue that occurs with the planed adoption of IFRS on 

group level in the next year: “The separate disclosure of extraordinary items within the income 

statement is prohibited for financial statements in accordance with IFRS. If we separate core 

expenses and extraordinary expenses in the individual accounts, we need to adjust the 

classification of the line items within the income statement before we can use the individual 

accounts as basis for our consolidated IFRS-accounts. This would tie up more capacities in the 

financial statement preparation process.” The CFO is disappointed and states that a separation 

on individual account level is of minor importance after the introduction of IFRS since 

outsiders focus on consolidated accounts. She suggests not to disclose extraordinary items 

separately after IFRS gets introduced on group level to save time and capacities in the 

accounting department. 
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Appendix B: IFRS Effect on Extraordinary Item Reporting of Public Firms 

Table 10: IFRS Effect on Public Firms Reporting 

Variable  frequency magnitude 

post  -0.070**  -0.020 

  (-2.086)  (-0.590) 

performance 0.009  0.033 

   (0.720)  (1.284) 

leverage  0.015  0.194* 

  (0.104)  (1.841) 

dividends  -0.008**  0.003 

  (-2.072)  (0.762) 

M&A  0.010  0.043 

  (0.238)  (0.957) 

Observations  815  148 

Adjusted R-squared 0.257  0.225 

Year FE  No  No 

Firm FE  Yes  Yes 

Clustered Std. Error Firm  Firm 

t-statistics in parentheses: *** p < 0.01, ** p < 0.05, * p < 0.1 

Notes: 

This table presents results from OLS-regressions testing differences of 

public firms' extraordinary item reporting between the pre- and post-

IFRS period. The underlying population consists of all public firm 

observations included in the total sample. frequency is a binary 

variable that equals 1 if the firm reports extraordinary items, and 0 

otherwise. magnitude is computed as the total (non-netted) amount of 

reported extraordinary income and extraordinary expenses divided by 

total assets at the beginning of year t when extraordinary items are 

reported, and missing otherwise. post is a binary variable that equals 1 

for financial years in the post-IFRS period (2006-2009) and 0 for 

financial years in the pre-IFRS period (2001-2004). performance, 

leverage, dividends and M&A (definitions are presented in Panel B of 

Table 3) are included as control variables. All non-binary variables are 

winsorized at the 1st and 99th percentile. Firm-fixed effects control for 

heterogeneity across firms. 

 

  



 

116 

 

The Effect of Translation on Retail Investor Perception  

 

Rico Chaskel and Tom Fischer 

Humboldt University of Berlin 

 

 

 

Abstract 

 

We conduct research on how the translation (quality) of financial narratives 

impacts the perception of retail investors in respect to textual characteristics 

and potential investment decisions. Employing a survey experiment with real 

firm disclosures and genuine retail investors, we first confirm findings from 

prior literature by examining whether common textual characteristics 

influence retail investors’ perception of the issuing firm as an attractive 

investment. We find that readability, tone, and precision are significantly 

positively associated with investment attractiveness. In a second step, we use 

original and translated versions of the same firm disclosure to investigate 

whether translation shapes the perception of textual characteristics and 

investment attractiveness. We find that retail investors find the original 

language version to be better readable. Surprisingly, despite the baseline 

effect of readability on investment attractiveness, this does not lead to 

investors evaluating the attractiveness of a firm higher after reading the 

disclosure in its original version. Finally, we examine firm characteristics 

that are potentially associated with better translations. We find that larger 

firms on average provide better translations. Profitability, exposure to foreign 

markets, as well as having a Big 4 auditor do not seem to influence translation 

quality. 
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1. Introduction

Accounting research on textual characteristics has grown steadily in recent years. Overall, 

a consensus emerges that textual characteristics beyond the pure informational content of firm 

disclosures seem to matter for a variety of topics, not least (retail) investors’ decision making. 

In a globalized financial world with often little or no barriers for retail investors to buy foreign 

shares, the relevance of accurately translated accounting narratives is certainly of importance. 

Nevertheless, little research has been conducted on the effect of translation on the 

understanding and interpretation of textual characteristics in financial disclosures. Moreover, 

research commonly assesses textual characteristics via pre-defined measures, but ignores that 

perceptions of these characteristics may differ for actual readers. Yet, we believe this aspect to 

be crucially important for our understanding of (retail) investors’ decision making. Evidence 

on the interplay between the translation of accounting narratives and perception of textual 

characteristics by retail investors informs us about potential market consequences of either 

aspect as well as it helps future (experimental) researchers to decide whether translated 

disclosures are useful for assessing textual characteristics. 

We take up this gap in literature by assessing readability-, tone-, and precision-related 

perceptions of firm disclosures by actual retail investors and by investigating whether these 

perceptions change with the translation into a different language. In addition, we investigate 

firm characteristics that may be associated with varying perceptions of textual characteristics 

between the original and the translated disclosure versions. Overall, our research highlights the 

effect of translation on retail investors’ perception of textual characteristics and their 

investment decisions. 

We employ a research method that allows us to assess textual characteristics for a sample 

of real (i.e. non-manipulated) firm disclosures while plausibly controlling for firm- and 

participant-related factors. In short, we design a survey experiment using a random sample of 



 

118 

 

forecast reports extracted from German firms’ 2019 half-year reports.87 Key to our analysis is 

that these reports are issued in two languages (i.e., German and English) and do not differ in 

information content. We acquire survey participants who are native in either German or 

English, and fluent in the other language. Each participant then reads six different, randomly 

assigned forecast reports out of a sample of 61 firms in either German or English. We ensure 

that no participant receives the same report in both languages. All participants answer ten 

different questions per report, starting with the overall perceived attractiveness of the firm’s 

shares as an investment (hereafter: investment attractiveness). The remaining questions capture 

participants’ perceptions of readability-, tone-, and precision-related textual characteristics. 

Since each report (in either language) is read by a large number of survey participants and each 

participant reads six different reports, we can use a strict empirical design with participant- 

and/or firm-fixed effects. We are thus able to draw conclusions independent of underlying firm 

characteristics (e.g. profitability or visibility) and participant attributes (e.g. the belief that firms 

report overly positive). 

We acquire participants via Prolific.88 As noted above, we pre-screen participants to be 

fluent in both languages with one of those being their native tongue. We also require 

participants to have invested in shares before as to aim for a realistic sample of retail 

investors.89 In addition to the questions outlined above, we collect demographic information of 

the participants, their experiences with investments, and their overall attitudes towards firms 

(see Appendix E for the complete set of demographic information). 

 
87  Forecast reports have the advantage that they are reasonably short (i.e. “digestible” for survey participants), 

but they also likely contain new and thus potentially price-influencing information at the time of publication. 

Furthermore, as opposed to many other sections of firms’ half-year or annual reports, forecast reports are 

typically non-standardized and thus offer sufficient variation for our analysis. 
88  We describe Prolific and our data collection more closely in section 3. 
89  Our participants are aware that we pre-screened them according to their language skills and prior investments. 

See Appendix C for the survey introduction. 
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In our main tests, we first aim at reproducing findings from prior literature with our novel 

research method. In particular, we regress investment attractiveness on widely used textual 

metrics (readability, tone, and precision) to examine the impact of the textual characteristics 

on the actual assessment of the underlying firm’s investment attractiveness. Second, we explore 

how the perceived textual characteristics differ depending on the reporting language by running 

regressions with investment attractiveness and the textual characteristics as dependent 

variables, and reporting language as the independent variable.  

In support of prior literature, we find that the attractiveness of an investment is 

significantly positively associated with participants perceiving the disclosure to be positive in 

tone, highly readable, and of high precision. We further find that the original language versions 

of firm disclosures are perceived as more readable than their translations (i.e. the perceived 

ease of information extraction is higher) for foreign and domestic investors alike. However, we 

find that the reporting language appears to neither influence the investment’s attractiveness nor 

the perceived tone and precision of the disclosures. Therefore, we conclude that despite seeing 

significant differences in readability between the different language versions, this does not 

seem to influence investment attractiveness and therefore does not undermine the market as “a 

level playing field”. We believe this to be an interesting and relevant finding, since despite 

observing a base effect of readability on investment attractiveness, we do not observe our 

participants discounting an investment’s attractiveness for less readable disclosure translations 

(again, for foreign and domestic investors alike). We also conclude that researchers should 

carefully consider whether to use accounting disclosures in the native language of the firm or 

translations that might be easier to understand for the research community (e.g. English 

translations) when doing research on textual characteristics. 

We observe that for a sizeable fraction of firms (about two thirds on average), participants’ 

impressions of textual characteristics between the original and the translation seem to differ 
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substantially. We regard these firms as firms with less adequate translations.90 In order to 

explore this further, we run additional analyses looking for associations between firm 

characteristics and translation adequacy. We find that larger firms tend to provide more 

adequate translations in terms of overall tone and precision of the information provided. We 

do not find any association between translation adequacy and firm profitability, exposure to 

foreign markets, or employing a Big 491 auditor. 

Finally, we compare the participants’ perception of textual characteristics with common 

textual measures92 from archival research to explore whether textual measures are an adequate 

substitute for retail investors’ perception. The results show a significant positive correlation for 

perceived tone and precision and the related textual measures. However, we do not find a 

statistically significant correlation between perceived readability and the respective readability 

measure. Even though this result appears comforting for tone and precision, a visual evaluation 

of our data points shows that the correlation – albeit statistically significant – is far from robust. 

Thus, researchers should be cautious when interpreting results of textual measures as direct 

evidence for investor perception. 

In summary, we confirm results from prior literature which show that investor perception 

of textual characteristics matters for investment decisions. Moreover, we find evidence that 

translation has an impact on the perception of textual characteristics in that (both domestic and 

foreign) investors find the native language version easier to read. However, this difference does 

not translate into different firm attractiveness depending on which language version the 

investor received.  

 
90  This view follows Nida (1964) in viewing an adequate translation as one that evokes the same reaction among 

readers of the source text and the target text. In our case: An adequate translation is one that evokes similar 

perceptions of textual characteristics of source and target texts, leading to a similar investment attractiveness. 
91  Big 4 auditor aggregates the worldwide largest audit firms: Deloitte, EY (Ernst & Young), PwC  

(PricewaterhouseCoopers), and KPMG (Klynveld, Peat, Marwick and Goerdeler). 
92  We use word-list approaches for tone and precision (based on word lists from Loughran & McDonald (2011)) 

and the Flesch-Reading-Ease index for readability. 



121 

On average, firms are able to provide adequate translations yet with significant variation 

across firms. Larger firms seem to provide more adequate translations. Altogether, we believe 

firms still have room for improvement when it comes to the consideration of linguistic 

particularities of the target language. 

In the remainder of this paper, we first present prior literature and establish hypotheses. 

Section 3 then describes our data collection and methodology. In section 4 and 5, we present 

our results and additional analyses (respectively). Finally, we discuss the limitations of this 

study (section 6) and conclude this paper in section 7. 

2. Research Questions and Hypotheses

The main contribution of our paper lies within examining the effect of translation on the 

perception of textual characteristics. However, we also employ a novel experimental design to 

derive our conclusions. We thus deem it fitting to first revisit prior research to validate our 

approach (section 2.1). In this regard, we view our study design as a contribution to existing 

studies. After all, research on actual perceptions of textual characteristics by real-life retail 

investors is scarce. 

2.1 Textual Characteristics and Investment Decisions 

In order to validate our design, we concentrate on three aspects commonly covered in 

research on textual characteristics: readability, tone, and precision of the provided information. 

It appears that retail investors’ investment decisions are not only driven by the pure information 

they receive through company disclosures, but also by how this information is presented.  

Readability: Both experimental (e.g. Rennekamp, 2012; Asay et al., 2017) and archival papers 

(e.g. Miller, 2010; Lawrence, 2013) show that readability and complexity93 of a given text 

93  The distinction between readability and complexity of a given text is not clear-cut in the literature. We 

therefore use the terms synonymously. 
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influence investment decisions. Researchers propose different theories as to why retail 

investors may react adversely to less readable disclosures. Miller (2010) for instance suggests 

that investors may abstain from investing in a firm with complex disclosures, because acquiring 

the relevant information may be too costly.94 Rennekamp (2012) suggests “processing fluency” 

as another possible explanation. Building upon psychology research (most notably 

Oppenheimer (2006); as well as Shah & Oppenheimer (2007)), she explains that simply the 

perceived ease of processing the given information may act as a heuristic for viewing the given 

information as more reliable and the messenger as more credible.95  

In line with these theoretical arguments, Miller (2010) finds that complex disclosures 

decrease the trading volume of retail investors and Lawrence (2013) discovers that especially 

smaller investors seem to invest more in stocks of firms with better readable disclosures. He 

also observes that better readable disclosures may reduce information disadvantages that small 

traders experience compared to large traders. Asay et al. (2017) find that less readable 

disclosures may lead people to rely more on outside information (i.e. not issued by the firm) 

since they feel less comfortable assessing the firm. Apparently, people who do not seek such 

outside information value firms that issue less readable disclosures lower. However, this does 

not mean that better readable disclosures are always beneficial for retail investors or the issuing 

firms. For instance, Rennekamp (2012) finds that investors react more strongly to the 

 
94  Lo et al. (2017) show that managers seem to strategically hide information in complex disclosures. More 

specifically, it appears that managers try to conceal earnings management via issuing more complex 

disclosures. As Li (2008) points out, these findings are in line with the “incomplete revelation hypothesis” 

stated by Bloomfield (2002). It demonstrates that managers have an incentive to obfuscate bad news. The idea 

is that managers have incentives to blur information (or here: make disclosures more difficult to read), because 

the extraction of such information would be more costly, thus sometimes exceeding the benefit from extracting 

it. In consequence, this information would be less timely and/or less completely reflected in prices. In an 

experimental setting, Asay et al. (2018) show that what is largely perceived as obfuscation of bad news, may 

in fact be the opposite: Managers make good news easier to read, while not trying to hide bad news. While 

this is an important observation, it does not influence our predictions coming from an investor’s perspective. 
95  While Rennekamp (2012) finds evidence in line with her predictions, Tan et al. (2015) find that processing 

fluency is not significantly associated with investors’ judgments in a setting where the given information 

appears inconsistent. In a setting with consistent messages, readability overall seems to matter less for 

participants’ judgments. 
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underlying information in a given disclosure when readability is better, potentially inducing an 

over-reaction to the news. 

In line with the theoretical arguments and findings from prior literature, we formulate the 

following hypothesis: 

H1a: Disclosures that are perceived as more readable lead retail investors to view the issuing 

firms more attractive as an investment. 

Tone: Besides readability, tone (or sentiment96) has been identified as another major factor 

driving investor judgment and decision making. Just as for readability, a different tone does 

not imply that the information content of the text has been changed or is distorted; the text is 

simply differently worded.97 The phenomenon falls within a large array of framing effects that 

show consistent results across disciplines. As for tone, the general notion is that positively 

phrased statements trigger heuristics that lead to a higher perceived attractiveness of the item 

in question (Levin et al., 1998). Within an accounting setting, this reaction may not be 

unwarranted, assuming that management intends to provide a signal about the firm’s future 

performance: Davis et al. (2012) analyse the tone of earnings press releases and find that a 

positive tone is associated with positive future return on assets, as well as a positive market 

reaction (i.e. positive abnormal returns around the earnings release). Henry (2008) makes a 

similar observation, also noting that the tone of earnings press releases has a significant 

influence on abnormal returns around the time of publication.  

However, a positive tone may not always be a credible signal. Recent studies try to 

examine whether managers and firms try to manipulate investors by using an overly positive 

tone. It appears that managers whose compensation is more strongly linked to the firm’s stock 

 
96  The literature often uses the terms “sentiment”, “valence”, and “tone” interchangeably. For our study, we will 

generally use the term “tone” to identify the directional presentation (positive vs. negative) of the underlying 

information. 
97  A good example would be “the glass is half full” vs. “the glass is half empty.” Both phrases contain the exact 

same information, with the former being expressed positively and the latter negatively. 
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price development also use positive tone more aggressively. However, the stronger these 

incentives are for managers, the more investors seem to see through their strategy and discount 

their firm valuations accordingly (Arslan-Ayaydin et al., 2016). Huang et al. (2014) observe 

that firms may use positive tone strategically. They decompose the net tone (positive minus 

negative words) of earnings press releases into two parts: a “normal component” which is 

explained by concurrent quantitative firm performance information, and an “abnormal 

component” as the remainder. In line with the studies cited above, they find a positive 

association between the abnormal tone of an earnings press release and the cumulative stock-

price returns around the announcement. However, they further discover that abnormally 

positive tone is associated with lower operating cash flows and earnings in the mid-term future. 

Overall, it is not entirely clear whether firms on average use tone to convey messages beyond 

the pure informational content of the disclosure and try to aid investors in their decision making 

(Davis et al., 2012), or whether they merely try to use peoples’ reliance on heuristics (Henry, 

2008) and try to obfuscate a rather bleak future with positive words (Huang et al., 2014). 

From an investor’s perspective, evidence suggests that not all investors process tone in a 

similar way, with professional investors and short sellers being better able to detect 

unwarranted positive tone (Blau et al., 2015; Baginski et al., 2018). The resulting disagreement 

among investors also appears to increase for more positive disclosures (i.e., the more positive 

a disclosure is presented, the higher the disagreement between professional and non-

professional investors). Since our setting is designed around retail investors, we expect results 

in line with a heuristic-based processing of the information at hand: 

H1b: Disclosures that are perceived as more positive in tone lead retail investors to view the 

issuing firms more attractive as an investment. 
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Precision: As our third textual characteristic, we draw the attention to (perceived) precision98 

in firms’ disclosures. Even though this aspect is considerably less prominent in literature than 

readability and tone, it has the potential to provide similarly interesting conclusions. One 

notable paper in the experimental literature is Elliott et al. (2015) who examine how more 

concrete language influences investment decisions. They build their argument around construal 

theory, stating that more concrete language reduces the perceived distance to the firm and 

thereby makes it more attractive as an investment. Furthermore, more concrete language should 

make people more comfortable in assessing a firm since it makes it easier to grasp potential 

outcomes. In their experimental setting, the authors present participants with (fake) IPO 

prospectuses. They do not manipulate the content, but rather just highlight different sections 

(concrete vs. abstract) of the report. They find that the condition which highlights the concrete 

sections on average has increased the perceptions of a firm as an attractive investment.99  

Demers & Vega (2014) offer “cheap talk” as another explanation for why investors may 

react adversely to less precise information. Less precise information would be considered less 

credible, thus leading investors to view the information as less reliable. They observe that less 

precise language in quarterly earnings announcements is related to more negative investor 

reactions. Interestingly though, they also find that more abstract language is associated with 

higher future return volatility. The authors thus argue that not all imprecise information is cheap 

talk, but at least sometimes a rather credible signal about the firms’ own insecurity about their 

future. 

98  It is important to note that we are not referring to numerical precision, such as point vs. range estimates (e.g. 

Baginski et al., 1993). We are referring to perceived precision in disclosure language. For this, the literature 

offers several synonyms, including “straight talk” and “concreteness”. In the spirit of Elliott et al. (2015), we 

define precision as information being more specific, yet without any difference in verifiability. Elliott et al. 

(2020) offer an example by stating that “Dave hurts Bill” is more abstract than “Dave pushes Bill.” 
99  Elliott et al. (2020) re-visit the question of concrete language and investment decisions. They confirm their 

earlier findings that more concrete language is a possible tool to reduce psychological distance to a given firm 

and can thus help in reducing investors’ home bias. 
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Another empirical study looking at the impact of information precision in an accounting 

context is Dzieliński et al. (2018). They look at managers’ statements during conference calls 

and find that the market reacts more strongly to the news conveyed in the calls if the manager 

uses less vague language. Furthermore, they find that when a firm changes its CEO to someone 

who employs more “straight talk,” the market-to-book ratio increases significantly. Pan et al. 

(2018) use transcripts of quarterly earnings calls. They too find that more precise language is 

significantly associated with a more positive reaction from investors (measured as abnormal 

returns around the event date). They further find this relationship to be particularly strong for 

firms with higher debt-to-equity ratios, their proxy for financial risk. Demers & Vega (2014) 

also find that investors react negatively to less precise language in disclosures. We build upon 

these arguments and prior findings and formulate the following hypothesis: 

H1c: Disclosures that are perceived as more precise lead retail investors to view the issuing 

firm more attractive as an investment. 

2.2 Translation and Textual Characteristics 

Within an increasingly globalised world, translation has become a significant factor for 

firms’ communication with market participants. Despite its increasing importance and 

researchers’ growing focus on textual characteristics of accounting disclosures, the translation 

of accounting information has been of relatively low importance so far. Especially in the 

context of content analyses of accounting disclosures, research does not provide conclusive 

evidence whether outsiders perceive the textual characteristics of native and translated 

accounting information equally. This stems from the fact that many of the studies mentioned 

above focus on accounting disclosures of U.S. firms for which translations of accounting 

disclosures in other languages play a subordinate factor since English has emerged as the lingua 

franca for firm communication (Blenkinsopp & Pajouh, 2010; Jeanjean et al., 2010). 
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Additionally, the importance of translation is to a large extent ignored since it has a limited 

effect on the culturally and economically most dominant stakeholders (Evans et al., 2015; Pan 

et al. 2015).  

Nonetheless, while large institutional investors might rely less on high-quality translated 

accounting disclosures, the importance of properly translated accounting disclosures has risen 

for retail investors since barriers to invest in foreign stocks have been reduced over the past 

decades. This implies a growing demand for firm information provided in the English language 

and underscores the importance of well-translated accounting disclosures. 

“Language translation is not a simple technical, but a socio-cultural, subjective and 

ideological process” (Evans, 2018, p. 1844). Thus, the translation of accounting disclosure 

reaches beyond the pure transition of information between languages. Linguistic relativism 

suggests that specific characteristics of our native language shape the manner how we interpret 

the world, information in general, and thus also accounting disclosures (Whorf, 1956; Sapir, 

1985). Hence, retail investors from different origins might perceive and value the same set of 

accounting information differently (Zeff, 2007). Thus, foreign investors might even value a 

high-quality translation of accounting narratives differently than domestic investors. 

Literature targeting the translation of accounting information focuses mainly on the 

transformation of accounting concepts (in particular IFRS) into different languages and their 

related language cultures (Davidson & Chrisman, 1994; Baskerville & Evans, 2011; Kettunen, 

2017). However, little is known about the effect of translation on firms’ accounting disclosures 

and potential differences in investor perception between native and translated accounting 

information. 

By comparing German and English environmental narratives of German firms, Campbell 

et al. (2005) find that firms do not seem to intentionally discriminate against foreign investors 

by disclosing less information or highlighting certain information differently in their English 
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translations than in the native German version. Overall, the English translations can be assumed 

to be an accurate rendering of the same narratives in German. Nonetheless, while the content 

of the native versions and their translations is expected to be similar, prior literature provides 

evidence that translation does affect textual characteristics of accounting disclosures. 

Courtis & Hassan (2002) examine the reading ease of Hong Kong and Malaysian firm 

disclosures and their English counterparts. They provide evidence that the native version of the 

accounting information is easier to read than the English version. This suggests that foreign 

investors, with no command of the original language, face higher information processing costs 

than domestic investors with sound knowledge of the respective original language. Moreover, 

the English version of the Hong Kong disclosures is more difficult to read than the Malaysian 

equivalent. Thus, translation quality seems to differ between countries which might be 

explained with the proximity of the original language to the target language. 

In general, one could assume that firms from non-English speaking countries are less 

proficient in English and face higher costs to prepare high quality English accounting 

disclosures than firms from countries in which English is the native language, thus lowering 

the quality of the English disclosures. However, prior literature is unable to come to a general 

conclusion. For instance, Schroeder et al. (1991) investigate the financial reporting of Japanese 

firms at the New York Stock Exchange. They find that Japanese firms use similar vocabulary 

to their U.S. counterparts but differ in terms of sentence structure, grammatical structure, and 

readability measures. This implies that investors relying on the translated version of the 

Japanese financial disclosures face higher information costs than investors with proficient 

Japanese language skills. On the other hand, Lundholm et al. (2014) find foreign firms listed at 

U.S. stock exchanges to present more numerical data in their English disclosures compared to 

U.S. based firms. Moreover, their accounting disclosures are easier to read than the disclosures 
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of their U.S. counterparts. Taken together, there is no clear pattern whether translation impacts 

the information contained in accounting disclosures or affects their textual characteristics. 

Especially in forward looking narrative information, the interpretation of textual 

uncertainty expressions potentially differs in translation as well as in perception. Davidson & 

Chrisman (1994) find that the translation process of uncertainty expressions from the English 

to the French version of Canadian accounting standards does not sufficiently communicate the 

same concepts of uncertainty. Moreover, Dupnik & Richter (2003) examine the effect of 

language culture and translation on the interpretation of verbal uncertainty expressions. Their 

results suggest that German-speaking and American certified accountants interpret the same 

set of uncertainty expressions differently. However, the interpretation of these expressions, 

independent of their language, does not differ significantly between participants within the 

same language culture. Moreover, the translation of extreme probability expressions from 

English to German results in significantly different interpretations. This finding could be either 

driven by insufficient translation or the fact that no appropriate term is available in the other 

language. 

Taking these issues on translation into consideration, we expect that reports written in a 

non-native language (from the firm’s perspective) evoke different perceptions and reactions 

among readers than the native version. Thus, our second hypothesis is: 

H2: Retail investors perceive the textual characteristics of native and translated versions of 

accounting disclosures differently. 

3. Research Approach

3.1 Experimental Design

Language-related accounting literature usually suffers from a significant trade-off between 

internal and external validity. Archival studies are often subject to a multitude of endogeneity 
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concerns and carefully executed experiments are often restricted to 2x2 designs which do not 

leave much room for the variability of disclosures found in practice. We aim to overcome some 

of these limitations and employ a method offering external validity through the use of real 

company disclosures, while keeping internal validity high. 

We use the fact that publicly listed German firms reporting in accordance with the 

demanding requirements of the Prime Standard100 are obliged to issue certain company reports 

in both their native language and English (being lingua franca for firm disclosures). Therefore, 

we have two texts with the same informational content, yet potentially different nuances in 

textual characteristics. The idea is to let both language versions be read by multilanguage retail 

investors. This way, we can gauge investors’ perceptions of and reactions to the disclosure 

without having any differences in the underlying information content or firm characteristics. 

Moreover, we are able to examine whether foreign retail investors perceive information 

differently from domestic investors. We let each participant read six different, randomly 

assigned forecast reports, with each report being read by several participants. This allows us to 

employ a strict fixed-effects structure that controls for both participant-related factors (e.g. their 

attitudes and experiences) and report-related factors (e.g. contained information).  

[Please insert Table 1 over here] 

The basis for our investigation is forecast reports included in the half-year reports of 

German firms which are reporting in accordance with Prime Standard requirements. For each 

firm, we manually extract the forecast section from the 2019 half-year report. We focus on 

half-year reports since the provided information is usually shorter than in annual reports. 

Hence, we believe the provided information is easier to digest for our survey participants. 

Obviously, it is not clear whether forecast reports are overall important to retail investors 

 
100 The Prime Standard is part of the regulated market in Germany and its stock exchange segment with the highest 

transparency requirements.  



 

131 

 

(Loughran, 2018). However, forecast reports have the advantage that all publicly listed firms 

must incorporate forward-looking information in their half-year reports.101 Furthermore, they 

are one of the few sections of company reports that are future-oriented and thus contain new 

(price-relevant) information. Especially in times of economic crises, such as the Covid-19 

pandemic, forward-looking information gain significant relevance for capital market 

participants.102 Finally, the forecast section is usually relatively short: the average forecast 

report in our sample is 390 words or about 1 page long. This ensures that we can ask 

participants to read multiple full forecast reports while minimising the risk of them growing 

tired of reading them. We draw a random sample of 61 firms out of the population of 250 Prime 

Standard firms disclosing separate forecast reports in their half-year reports.103 We make sure 

that each forecast report contains the same factual information by reading and comparing each 

of them. Please see Appendices 1 and 2 for sample forecast reports. 

In order to collect the characteristics of each report, we acquire participants who are fluent 

in both German and English. This offers a key advantage: If our participants were only fluent 

in one language (i.e., Germans would read German reports etc.), then their cultural background 

alone could be responsible for finding different effects (Whorf, 1956; Sapir, 1985). By using 

bilingual participants, we can ensure that each report is read by both English and German native 

speakers, thus allowing us to control for cultural-related confounders. We ensure that 

participants do not receive the English and German language version of the same firm. Overall, 

we have each participant read six different, randomly selected forecast reports in either German 

or English. In turn, each forecast report is read by many participants (see the results section for 

further details). This allows us to use participant- and firm-fixed effects in our analyses. We 

 
101 §115, para 4, Wertpapierhandelsgesetz (German Securities Trading Law). 
102 E.g. SAP lost EUR 32 billion (21%) in market value after revising its forecast downwards in October 2020: 

https://finance.yahoo.com/news/germany-sap-shares-plunge-wiping-35-bn-off-its-value-110457545.html 
103 The sample size is determined by our budget restrictions with respect to the payment of the participants and 

the minimum of the required responses per report. 

https://finance.yahoo.com/news/germany-sap-shares-plunge-wiping-35-bn-off-its-value-110457545.html
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are therefore able to rule out many alternative explanations for our findings that are commonly 

voiced in the archival literature (e.g. the effect of information content, see Li (2008) and Tan 

et al. (2014)). However, since we use real company forecast reports, we are able to keep 

external validity high and our reports free of experimenters’ manipulation that may unwillingly 

drive results. 

Our strict sample requirements led us to acquire our participants via Prolific.co. Prolific is 

an online service provider specialised in providing participants for scientific studies. It allows 

researchers to pre-screen participants based on a long list of demographic and other questions. 

In order to gain a sample of retail investors, we further narrowed down our criteria to people 

who had prior investments in shares. In terms of quality, Prolific seems to be on par, if not 

better than participants acquired via Amazon MTurk (for a comparison of platforms see Peer 

et al. (2017) and Palan & Schitter (2018)). We estimated that each session would take 

participants about an hour and we paid 9 GBP (about 12 U.S. dollars or 10 Euros) for each 

completed survey. We acknowledge that this amount is rather at the upper end of participant 

payments commonly offered. However, besides ethical reasons,104 we saw that our prospective 

maximum sample was already relatively small and the task demanding. Hence, our payment 

was also meant as an incentive to induce a sufficiently high motivation to participate and also 

complete the survey. Participants were aware that, just as for any task on Prolific, we were able 

to exclude them if their answers did not meet quality expectations. Overall, we had to exclude 

20 participants, most of which made differing statements about their native language in Prolific 

and in our survey (see Table 1). 

We invited all pre-screened Prolific users to a survey called “Characteristics of Forecast 

Reports.” Before joining, they were informed that they had to read six different forecast reports 

and answer 10 content-related questions plus an open-ended “comment” field per report. Apart 

 
104 We decided to pay participants no less than the minimum wage in Germany, which is currently at EUR 9.35. 
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from that, the invitation text informed participants that they were pre-screened with regard to 

their information on Prolific and that the forecast reports would be matched to the languages 

they are fluent in. We did not inform participants that the reports would only be in German and 

English to avoid hypothesis guessing. We provide the survey introduction in Appendix C. 

3.2 Hypotheses Testing 

3.2.1 Textual Characteristics and Investment Decisions 

Our first set of hypotheses (H1a-c) re-visits findings from prior work examining 

relationships between textual characteristics and investor behavior. As such, the (experimental) 

literature offers a variety of dependent variables ranging from firm valuation (Asay et al., 2017) 

to earnings judgments (Tan et al., 2014). In our setting, we want to incorporate the fact that 

accounting disclosures do not solely, but primarily, aim to provide outsiders with firm 

information that enable them to value the firm as a(n) (potential) investment. We therefore ask 

participants for the attractiveness of the respective firm as a share investment. We view 

investment attractiveness as a necessary antecedent for actual investment decisions. Our 

question capturing the dependent variable is thus similar to Elliott et al. (2015): 

Q - attractive_investment: After reading this text, how attractive are this firm's shares as an 

investment to you? 

Answers are provided on a 7-point Likert scale ranging from “very attractive to very 

unattractive.” Please see Appendix D for all other questions and variable definitions. 

The main independent variables for H1a-c are readability, tone, and precision of the given 

text. For capturing these concepts, we again take inspiration from prior literature and adjust 

them to our particular setting. Importantly, our setting does not incorporate an experimental 

manipulation of all three concepts, which is why we need to rely on additional survey questions 
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as controls.105 For readability, we refrain from directly asking participants how readable a 

certain text is. As prevalent as the term may be in the accounting literature, we believe it to be 

rather ambiguous to people outside the field. Therefore, we take inspiration from Rennekamp 

(2012) and capture readability by phrasing our question rather close along the definition of 

processing fluency as stated by Alter & Oppenheimer (2009, p. 219): Processing fluency is “the 

subjective experience of ease with which people process information.” We pose the following 

question: 

Q - readability: How easy do you find it to extract relevant information from the text for making 

an investment decision? 

 Our question for tone directly asks how participants view the tone of the disclosure, 

ranging from very positive to very negative. We include both directions in our question since 

we expected not all disclosures to be perceived positively. Also, this choice keeps our design 

closer aligned with common textual measures that also allow for the ability of negative tone. 

We pose the following question: 

Q - tone: How would you rate the overall tone of this text? 

As our last textual characteristic, we measure the perceived precision of the text. We 

decided to ask participants for their impression of precision, rather than concreteness. Even 

though both terms capture similar underlying concepts, we choose precision since it 

emphasizes detail and exactness. Concreteness on the other hand is often understood as being 

grounded in facts (consider the term “concrete evidence” as opposed to “precise evidence”). 

Since the former highlights an angle we do not want to emphasize in the assessment (i.e., the 

element of truth), we choose precision as our wording. We pose the following question: 

 
105  In additional analyses, we also compare our participants’ assessments with standard textual measures. We 

discuss the need for additional controls further down. 
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Q - precision: How precise is the information presented in this text? 

Again, we offer participants a 7-point Likert scale, for this question ranging from “very 

vague” to “very precise.” 

We note that neither of these measures are experimentally manipulated, therefore we 

cannot draw causal inferences from any observed correlation. However, showing the expected 

associations strengthens evidence from prior research by substantially increasing external 

validity in comparison to most experimental designs to date. Furthermore, our measures are 

unambiguous and based on real perceptions, which sets them apart from most work in the 

archival literature. Finally, showing the expected relationships increases confidence in the 

validity of our results from H2. Our research design allows for strict control of firm- and 

participant-fixed factors that could potentially drive the relationship between the textual 

measures and investment attractiveness. However, this does not rule out alternative 

explanations that are text specific.106 We therefore include the following control variables from 

prior literature that may drive our results. 

Readability: Two concurrent thoughts may predominantly appear when participants assess the 

readability of a given text. First, they may evaluate a text relative to what they believe is an 

appropriate difficulty. For instance, while they may deem it difficult to extract information 

from the given text, they may view it relatively easy given that forecast reports stem from a 

rather technical financial document. In order to separate this effect, we control for participants’ 

impressions about how much education would be necessary to understand the text. Second, we 

106  Suppose some text is viewed as less credible by participants, which negatively influences investment 

attractiveness. This could have two implications: one, as suggested by the literature, a less readable text is 

deemed less credible and thus the firm is seen as less attractive. We would not want to control for this as we 

are interested in the main effect of readability. However, some researchers may be concerned about 

endogeneity concerns: potentially, participants view a text less credible which influences both perceived 

readability and investment attractiveness. We choose to take a conservative view and control for these 

endogeneity concerns by including the presented control variables based on associations between textual 

characteristics and investment attractiveness as discussed in the literature. We discuss them in the causal 

direction typically discussed in the literature. However, we mean to control for the above-mentioned 

endogeneity concerns. 
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relate back to our discussion in section 2 and consider that texts may feel unnecessarily 

complicated. As this could be viewed as obfuscation and thus a negative sign by participants, 

we control for whether they believe the text to be unnecessarily difficult. Our control questions 

are as follows: 

Q – text_complexity: What level of education do you think is required to fully understand the 

given text? 

Q - information_difficulty: The firm has made this text intentionally difficult to understand. 

Tone: Evidence suggests that not all investors process tone in a similar way, with professional 

investors and short sellers being better able to detect unwarranted positive tone (Blau et al., 

2015; Baginski et al., 2018). The resulting disagreement among investors also appears to 

increase for more positive disclosures (i.e., the more positive a disclosure is presented, the 

higher the disagreement between professional and non-professional investors). Han & Tan 

(2010) suspect that (perceived) credibility may make a difference in assessing disclosure tone. 

Tan et al. (2014) provide such evidence. In an experimental setting, they show that at least for 

more sophisticated investors, the credibility of an earnings release appears to make a difference 

in earnings judgments. The less information is perceived as credible, the lower the earnings 

judgment that participants make. The authors point out that their findings may not only be 

driven by heuristics, but also by deliberative thinking. Even if retail investors are less skilled 

than professional investors, they may not entirely fail to recognise if a particular disclosure 

appears to be overly positive (or negative, for that matter). We thus control for perceived 

disclosure credibility. As such, we concentrate on one aspect of credibility: objectiveness. We 

deem the perceived objectiveness of a given text as a fitting construct since it is directly relating 

to the disclosure and seems less prone to potential confounding interpretations of the more 

general term “credibility.” We thus gather participants’ impression of text objectiveness by 

assessing how much they (dis-)agree with the following statement: 
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Q - objectiveness: The firm presents the information in this text objectively. 

We furthermore consider that the attractiveness of an investment may also be influenced 

by whether investors believe that the disclosure tone may be a signal to investors and thus drive 

share prices (as discussed in section 2). We therefore include the following control: 

Q – tone_shareprice: How do you think will the overall tone of the presented information 

influence the share price of the firm? 

Precision: In section 2, we argue that the literature proposes two different, counterbalancing 

effects of precise language. For one, firm disclosures may be considered “cheap talk,” therefore 

leading to a negative impression of the disclosing firm. On the other hand, it may be a signal 

about the firms’ own insecurity about its future (Demers & Vega, 2014). We aim to extract the 

residual effect of precision, after controlling for those, is still present. We control for the “cheap 

talk” argument by again turning towards our proxy for credibility, the variable objectiveness. 

We also introduce another variable, firm_certainty, to control for whether participants believe 

the firm to be sure about its own future. We ask participants to evaluate the following statement 

based on a 7-point Likert scale ranging from “strongly agree” to “strongly disagree”: 

Q - firm_certainty: The firm is certain about its future development. 

Finally, we also control for how certain the participants themselves feel about the future 

of the firm. Controlling for this is particularly important in our setting; looking at forecast 

reports ex post. All participants will at least know major economic developments after the first 

half-year of 2019, and thus feel more or less sure about a certain firm’s development 

independent of the information provided in the report (e.g. an airline during the COVID-19 

crisis). Even though we specifically asked participants to ignore such information, we cannot 

rule out that it may have influenced their ratings. individual_certainty allows us a possibility 

to control for this: 
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Q – individual_certainty: If someone asked you about the future development of the firm, how 

sure would you be about your answer? 

We run all regressions related to H1a-c in a similar fashion. We use attractive_investment 

as the dependent variable and the textual characteristic (i.e., readability, tone, and precision) 

as independent variables. We further use the aforementioned control variables. Finally, we use 

firm- and participant-fixed effects that address potential endogeneity concerns such as the 

firms’ profitability and participants’ origin. Our regressions thus look like the following in their 

strictest specifications: 

1) 𝑎𝑡𝑡𝑟𝑎𝑐𝑡𝑖𝑣𝑒 𝑖𝑛𝑣𝑒𝑠𝑡𝑚𝑒𝑛𝑡𝑓,𝑝 = 𝛽 ∙ 𝑡𝑒𝑥𝑡𝑢𝑎𝑙 𝑐ℎ𝑎𝑟𝑎𝑐𝑡𝑒𝑟𝑖𝑠𝑡𝑖𝑐 + 𝑐𝑜𝑛𝑡𝑟𝑜𝑙𝑠𝑓 +

𝑓𝑖𝑟𝑚 𝐹𝐸𝑓 + 𝑝𝑎𝑟𝑡𝑖𝑐𝑖𝑝𝑎𝑛𝑡 𝐹𝐸𝑝 + 𝜀𝑓,𝑝  

3.2.2 Translation 

The second hypothesis focuses on the impact of translation on the perception of text 

characteristics and the evaluation of a firm’s attractiveness as an investment. Hypothesis H2 

examines the impact of disclosure language on retail investors’ perception of the provided 

information. Our main variables of interest are again readability, tone, and precision. 

Furthermore, we include attractive_investment to investigate whether potential differences in 

the perception of textual characteristics affect the actual investment decision. We include 

english_report as our independent variable of interest to examine whether the translation of 

accounting disclosures influences retail investors’ assessment of investment attractiveness or 

textual characteristics. english_report is a binary variable which is coded as 1 for the English 

translation and 0 for the German native version of the firm disclosure. Moreover, we include 

participant- and firm-fixed effects in the strictest specifications to ensure that participant- and 

firm-related endogeneity concerns are addressed. As mentioned above, we acknowledge the 

impact of differences in our participants’ origin on the interpretation of the same underlying 

information. In order to control for cultural aspects, our group of participants contains domestic 
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as well as foreign investors that are fluent in both, German and English. foreign_investor is a 

binary variable which is coded as 0 if the participant’s current state of residence is either 

Germany, Austria or Switzerland, and 1 otherwise.107 The inclusion of participants with 

differing culture allows us to control for whether variances in (perceived) translation quality 

are associated with different interpretations of context across languages and different 

behavioral outcomes. 

Our OLS regressions look as follows in its strictest specifications where β is our main 

coefficient of interest: 

2) 𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑡 𝑣𝑎𝑟𝑖𝑎𝑏𝑙𝑒𝑓,𝑝  =  𝛽 ∙ 𝑟𝑒𝑝𝑜𝑟𝑡𝑖𝑛𝑔_𝑙𝑎𝑛𝑔𝑢𝑎𝑔𝑒𝑟 + 𝑓𝑖𝑟𝑚 𝐹𝐸𝑓 +

𝑝𝑎𝑟𝑡𝑖𝑐𝑖𝑝𝑎𝑛𝑡 𝐹𝐸𝑝 + 𝜀𝑓,𝑝

4. Results

4.1 Descriptive Statistics

[Please insert Table 2 over here] 

Table 2 Panel A provides descriptive information on characteristics of firms and their 

respective forecast reports included in our survey sample and the underlying population of 

Prime Standard firms. We observe no significant differences between our sample and the Prime 

Standard population which indicates that our randomization has worked as intended. We thus 

believe our results to be applicable to the wider group of publicly listed firms. Overall, the 

English reports in our survey sample contain significantly more words than the German reports 

(54 words difference in means, p < 0.01). The same holds true for the Prime Standard 

population (57 words difference in means, p < 0.01). This is in line with findings from prior 

literature (Campbell et al., 2005). Our manual comparison of both report versions ensures that 

107  We subsume Germany, Austria and Switzerland under domestic investors since these countries have a similar 

language culture. Note that the native language of the Swiss participants is German. 
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this difference of about 10-15% in number of words is driven by differing language 

characteristics rather than differences in the information disclosed. 

Panel B of Table 2 presents descriptive statistics of our participants’ demographics. The 

average participant in our survey is male, between 31 years and 40 years old, and has a 

Bachelor’s degree or an equivalent education. With 77%, the large majority of participants 

states to have read a financial report before. Furthermore, 87% of our participants have directly 

invested in shares before.108 The median investor trades up to once per quarter and invests 

between EUR 101 and EUR 500 per trade. In summary, the results underline that the 

characteristics of our group of participants are suitable for research on retail investors. In 

additional questions that we also use as control variables in specifications without participant-

fixed effects, we find that participants tend to trust firm disclosures but also believe that firms 

present themselves overly positive in their disclosures. Participants’ impressions are mixed as 

to whether company managers overall care about retail investors and whether managers on 

average are competent. 

Panel C of Table 2 presents descriptive statistics of participants’ responses to our survey 

questions presented in Appendix D. The mean response in our sample is centered around the 

“neutral” response (0). This is not entirely surprising since any other result would have 

suggested a strong overall bias in firms’ disclosures. Furthermore, we are confident that this 

observation is not driven by participants simply choosing the “neutral” option out of 

convenience. First, we observe that participants made active use of the endpoints of our Likert 

scales. Second, the standard deviation for most variables lies around 1.5. Since we have a 7-

point Likert scale, this indicates that about one third of our observations reflects rather resolute 

 
108  Despite our explicit participant requirement to have invested in shares at the Prolific database, 13% of our 

respondents stated to have never invested in shares before. However, since the majority of these participants 

had either read financial reports before or stated afterwards that they have indirectly invested in shares before, 

we chose to keep these observations within our sample. Nonetheless, in order to ensure that “non-investors” 

do not bias our results, we repeated our main analyses without these observations and did not find significant 

differences in comparison to the total sample. 
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answers (e.g. “agree” or “strongly agree”). Overall, we do not see any answer pattern to one 

question that would be significantly different from the others. However, we observe that 

participants on average perceive the tone of the firm disclosures as slightly positive while 

slightly disagreeing to the statement that the firms made their disclosures harder to read on 

purpose. This matches participants’ general beliefs about firms’ overly positive reporting and 

a general trust in firm disclosures (see again Table 2, Panel B). Obviously, this correlation does 

not automatically imply that participants are necessarily biased when assessing the firms’ 

disclosures. Still, it highlights the need for participant-fixed effects (and appropriate controls, 

respectively) in our setting. 

Panel D of Table 2 provides descriptive statistics on textual measures related to readability, 

tone, and precision for comparison. The statistics are based on the English reports of our sample 

of 61 firms. We analyze the Flesh-Reading-Ease index for readability, as well as word-list 

approaches for tone and precision (provided by Loughran & McDonald (2011)).109 

 [Please insert Table 3 over here] 

Table 3 presents results of univariate tests for differences between either report language 

or investor type. Participant responses in Panel A are separated by the reporting language 

(english_report). Panel B and Panel C divide the participant responses by the fact whether the 

participant is considered as domestic or foreign investor (foreign_investor). 

Panel A of Table 3 reports no significant differences for questions associated with 

investment attractiveness, tone and precision between the different language versions of the 

forecast reports. However, in terms of readability, participants find it more difficult to extract 

information from English reports than from their German counterparts (readability, p < 0.01). 

109  Tone is measured via counting all positive words in a document and dividing it by all negative words in a 

document. Positive and negative words are identified via Loughran & McDonald’s (2011) word list. Precision 

is measured via counting all uncertainty-related words from the Loughran & McDonald (2011) word list and 

dividing them by the total number of words per document. 
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This result is in line with participants being more certain in German reports that the firm has 

not made the text intentionally difficult to understand than in English reports 

(information_difficulty, p < 0.10). 

Panel B reveals that domestic and foreign investors vary in their evaluation of the forecast 

reports on many different levels. Across nearly all dimensions, foreign participants seem to 

judge the firm disclosures more favorably (e.g. better readable, more objective) than their 

domestic counterparts. Above all, they view the firms overall as significantly more attractive 

as an investment. This finding is particularly interesting since it is contrary to a home bias, 

which is usually a strong, persistent, and not always fully rational bias (e.g. Karlsson & Nordén, 

2007). 

The results on differences in investor characteristics between domestic and foreign 

investors presented in Panel C show that, although foreign investors are significantly better 

educated, older and more likely to be female, they do not differ in terms of trading behavior 

(trading, trading_amount) or their overall impression of firm disclosures (no_trust, 

investor_care, overly_positive, poor_management) from domestic investors. Taken together, 

we do not find evidence that the differences in investor perception found in Panel B are caused 

by foreign investors being more/less sophisticated than domestic investors in the evaluation of 

financial disclosures. 

Both univariate tests for language (Panel A) as well as investor origin (Panel B) suggest 

that both determinants have the ability to influence the investor’s perception of firms’ 

disclosures. However, based on the univariate tests, investor origin seems to have a more 

pronounced effect on the perception of textual characteristics than reporting language. 

[Please insert Table 4 over here] 

Table 4 presents Pearson (below the line) and Spearman (above the line) correlations for 

our main variables. Correlations with a significance level below one percent are shown in bold. 
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We find for both english_report and foreign_investor significant associations with readability. 

However, tone and precision are neither associated with the reporting language nor the 

investors’ origin. The high correlation between tone and tone_shareprice led us to exclude 

tone_shareprice from our regressions in order to avoid multicollinearity issues. 

4.2 Textual Characteristics and Investment Decisions 

Table 5 presents our regressions covering our first three hypotheses (H1a – H1c). All 

regressions are presented with firm-fixed effects. The first four regressions additionally control 

for participant characteristics whereas the last four regressions include participant-fixed 

effects. More-over, each regression includes the perception-related controls introduced in 

section 3.2 to isolate the effect of readability, tone and precision for our textual measures. Note 

that the participant-fixed effects introduced in the four regressions presented last (E – H) 

subsume the control variables with respect to investor characteristics. In the following, we 

discuss the effect of textual characteristics on the actual investment decision. 

[Please insert Table 5 over here] 

The first regression for each of the two regression specifications (column A and E) presents 

the combined effect of perceived readability, tone and precision on the evaluation of a firm’s 

attractiveness (regressions labelled as “All”). The results show that better readable forecast 

reports affect the evaluation of a firm’s attractiveness positively (readability, p < 0.05). 

Moreover, we find firm disclosures which are more positive in tone (tone, p < 0.01) as well as 

more precise (precision, p < 0.01) to be positively associated with the investment evaluation. 

We repeat the regression for each textual characteristic separately while keeping the fixed 

effect and the control structure constant. Our regressions on the individual textual 

characteristics report similar results as the regressions which include all textual characteristics 

(All). The statistical significance of readability on retail investors’ investment decisions 
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becomes even stronger when the textual characteristics are separately investigated (readability, 

p < 0.01). Overall, we find that participant perceptions with respect to our textual 

characteristics significantly influence participants’ views on the investment opportunity at 

hand: readability, tone, and precision are all significantly positively related to the attractiveness 

of an investment. We therefore confirm hypotheses H1a-c. 

4.3 The Effect of Translation on the Perception of Textual Characteristics 

In this section, we provide evidence on hypothesis H2. In the previous section, we have 

established that perceptions of textual characteristics matter to retail investors. We now 

examine whether the perceptions change between the same reports issued in different 

languages. This gives us an indication about whether (our sample of) firms gives the market a 

chance to be a “level playing field.” 

[Please insert Figure 1 over here] 

Figure 1 presents the participants’ evaluation of the firm’s overall investment 

attractiveness as well as its disclosure readability, tone und precision separately for each firm 

in our sample. Each graph presents the average perception per firm for the German as well as 

the English version of the forecast report. Firms (presented on the x-axis) are sorted in each 

graph by the difference in evaluated investment attractiveness between the German and the 

English forecast report. We find a remarkable variance in the distribution of the differences 

between the average perception of the native German report and its English translation for 

investment attractiveness and each of the textual characteristics. While investor perception for 

a sizeable part of the firms does not seem to vary between German and English version, we 

also find firms whose German disclosures are perceived as more attractive, better readable, 

more positive in tone, and more precise than their English counterparts and vice versa. Overall, 
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we cannot identify a common trend for any of the four variables. We dig deeper into these 

findings in additional analyses (section 5).110 

[Please insert Table 6 over here] 

Table 6 provides OLS-regression results on the impact of the reporting language on retail 

investors’ perception of the textual characteristics in the forecast reports and the assessment of 

the investment attractiveness of the respective firm. We again use participant-related 

controls/fixed effects and firm-fixed effects.111 Our analyses reveal that reporting language 

does not seem to matter for the evaluation of a firm’s investment attractiveness or the 

perception of tone or precision. However, we find that retail investors find it significantly easier 

to extract relevant information from the German version of the forecast report than from its 

English translation. Therefore, we come to the interesting conclusion that while readability is 

perceived to be better for German reports, it does not seem to materialize in a different 

investment attractiveness. The finding that German disclosures appear to be better readable 

supports the findings of Campbell et al. (2005) that the translation of firm disclosures is done 

on sentence level: Both versions of the forecast report are likely to be based on the text structure 

of the native German reports. Such literal approaches sometimes result in complicated 

translations since they do not quite capture the nuances of the target language. This may render 

the translation harder to understand. Therefore, it is easier for retail investors to extract relevant 

information from the German version than from the English translation without impacting the 

actual assessment of the firm as an investment.  

We also analyze whether these findings are driven by a different evaluation of the reporting 

language by either investor type (e.g. domestic investors may find German texts easier to read, 

110  We present the report with the smallest difference between German and English version of the forecast report 

over all four variables of interest (sum of absolute differences of attractive_investment, readability, tone, and 

precision) in Appendix A and the forecast report of the firm with the largest difference in Appendix B. 
111  Further analyses reveal that firm-fixed effects explain a significant portion of the variance in our analyses. 

This fact indicates that our results are not simply based on noise. 
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while foreign investors do not). We thus re-run our regressions (not tabulated) including an 

interaction effect between foreign_investor and english_report. The main effects are still 

statistically significant, while the interaction term is not. We are thus confident that our results 

are not driven by one investor group. 

In summary, we find a remarkable variance on firm level between the native German 

forecast report and its corresponding English translation for the evaluation of a firm’s 

investment attractiveness and the perception of common textual characteristics. Overall, tests 

reveal that the reporting language of our forecast reports does not have a significant impact on 

the investors’ evaluation of tone and precision of the disclosed information. Nonetheless, we 

find that the information contained in the forecast reports are easier to extract from the German 

original report than from its English translation (i.e. they are better readable). Despite the notion 

in prior literature that better readable documents should also be seen as more attractive, we do 

not find an effect of reporting language on investment attractiveness. 

5. Additional Analyses 

5.1 Language-Specific Differences in Textual Characteristics 

Table 6 indicates that reporting language has a significant association with perceived 

readability for the disclosure texts in our sample. Even though we do not find an overall effect 

on the other textual characteristics, we clearly observe differences on the firm-level (see Figure 

1). It appears that for some firms, the translation is perceived to be remarkably similar to the 

original text, while for others there are large differences of up to two points on the Likert scale. 

We delve deeper into this observation and analyze the association between these differences 

and firm characteristics. Our approach is entirely exploratory.  

Following Nida (1964), we define high translation quality (also: adequate translations) as 

evoking the same reaction among readers of the source text and the target text. Therefore, we 
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measure translation difference on firm level as the absolute difference between the average 

perception of the individual textual characteristics of the native German and the English report. 

In line with that, our arguments below solely relate to the magnitude and not the sign of the 

difference in perceptions. We identify four different firm characteristics we believe may be 

associated with the observed differences. 

First, we expect that firms with higher exposure to foreign markets and/or foreign investors 

have larger incentives to provide a translation that more adequately transforms the information 

and textual characteristics of the firm disclosure from the native to the target language. 

Improper translations would increase information asymmetry between the firm and foreign 

investors. Domestic investors and foreign investors would therefore have access to different 

information, which results in higher costs of capital on markets with imperfect competition 

(Lambert et al., 2012). Therefore, firms with more international exposure should have 

increased incentives to keep the information asymmetry low and thus provide better 

translations (i.e. evoking similar participant perceptions of the respective textual characteristic 

among both versions of the disclosure). We use the ratio of foreign sales to total sales as proxy 

for a firm’s exposure to foreign markets.112 

Second, we expect firms that are larger in size to provide better translations. We believe 

firm size to influence the translation quality of firms directly and indirectly. Larger firms 

typically have more resources to ensure adequate translations. Furthermore, they are more 

visible than smaller firms and thus under higher public scrutiny (Udayasankar, 2008). This 

increases the downside risk of bad translations as any differences are more likely to be revealed 

and possibly interpreted as deliberate attempts to obfuscate information. We take the natural 

logarithm of a firm’s market value to measure firm size. 

112  We are currently trying to gather data on foreign investors of our sample firms since the share of foreign 

investors fits our research setting better than foreign sales. 
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Third, we expect less profitable firms to provide better translations. We argue that firms 

with relatively lower profitability are at higher risk of lawsuits against them (e.g. Malm et al., 

2017). This increases the need for better translations in order to avoid legal arguments due to 

inconsistent messages between languages. Hence, firms with lower profitability will divert 

more resources into ensuring an adequate translation. We measure firm profitability via the 

return on assets. 

Finally, we expect firms with a Big 4 auditor to provide better translations. Big 4 auditors 

are typically associated with higher audit quality (the “Big 4 effect”, e.g. DeFond et al., 2014), 

an effect we also expect to materialize in the translation of firm reports. Even though auditors 

typically only audit one language version of an annual (or half-year) report, the review report113 

– and thus the auditor’s reputation – is present in both language versions. Anecdotal evidence 

tells us that auditors typically check the translated version for completeness. We hand-collect 

the presence of a Big 4 auditor directly from the half-year reports of the firms in our sample. 

All other data on firm characteristics is based on the firm’s annual report 2018, i.e. six 

months before the release of the half-year reports we use. We draw data from Worldscope and 

hand-collect any missing values from the respective annual reports. The difference in textual 

characteristics is based on our participants’ evaluations. We first calculate the average 

perception of readability, tone, and precision per report (i.e. separately for each language 

version). We then calculate the absolute difference in average perception between the German 

and English report of each firm. Higher absolute differences thus imply larger differences in 

perception between the native German report and its English translation and therefore less 

adequate translations. Since we collapse observations on the firm level, our sample size is 

significantly reduced to 61 observations. Collapsing the observations also precludes us from 

 
113  Recall that our sample consists of half-year reports. As such, they are reviewed, not audited. All companies in 

our sample disclosed such a review report. 
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using participant-fixed effects or other participant-related controls, as well as firm-fixed 

effects.114 All in all, we do not claim any form of causal relation. However, we believe 

exploring the associations between firm characteristics and differences in perceived textual 

characteristics to be an interesting starting point for future research on the determinants of 

adequate translations of firm disclosures. 

We present correlations between firm characteristics and differences in the perception of 

textual characteristics in Table 7. Table 8 presents OLS regressions with all four firm 

characteristics as independent variables and the difference in textual perceptions as the 

dependent variables. As previously discussed, the differences in perceptions are absolute (i.e. 

not signed) values. 

[Please insert Table 7 over here] 

[Please insert Table 8 over here] 

First, and contrary to our expectations, we observe a weakly positive association between 

foreign exposure and readability in Pearson correlations (Table 7) and in our OLS-regressions 

presented in Table 8. However, the coefficient (Table 8) is small and the statistical significance 

is marginal (p = 0.09). We do not view this evidence as strong enough to draw a conclusion. 

As for the other textual characteristics, we find no significant relationship with foreign 

exposure.  

The association of firm size and the differences in textual perceptions is mostly in line 

with our expectations: we find that larger firms provide disclosures with smaller differences in 

perceived tone and precision of the underlying disclosure. There is no significant relationship 

114  We also deem the sample too small for industry-fixed effects. We plan to run future tests with de-meaning 

each participant’s response to each characteristic (i.e. 𝑥𝑝𝑎𝑟𝑡,𝑐ℎ𝑎𝑟,𝑎𝑛𝑠𝑤 − �̅�𝑝𝑎𝑟𝑡,𝑐ℎ𝑎𝑟) before calculating firm-

level differences in order to control for some level of subject-fixed effects. 
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with readability. Overall, the results indicate that larger firms indeed provide more adequate 

translations. 

We largely fail to find evidence for a significant association between firm profitability and 

differences in perceptions, as well as between having a Big 4 auditor and differences in 

perception. The univariate analysis in Table 7 finds a significantly negative association 

between a Big 4 auditor and differences in tone, implying that having a Big 4 auditor is 

associated with lower differences in perceived tone between German and English language 

versions. However, this association becomes insignificant in our regression analyses (yet the 

sign is still negative) and is probably subsumed by the size of the firm (see Lawrence et al. 

(2011) for an analysis of the endogenous nature of Big 4 auditor choice). 

 Overall, we conclude that solely the size of the firm seems to be associated with higher 

quality translations. Exposure to foreign markets, profitability, and Big 4 auditors overall do 

not seem to be associated with better translations. 

5.2 Participants Perceptions and Textual Measures 

In this subsection, we explore the correlation between our participants’ perceptions and 

common textual measures used in archival research (presented in Panel D of Table 2). Textual 

measures are widely used tools to gather textual characteristics from company disclosures. 

However, many of them also face fierce criticism in that they often perform poorly in 

measuring the underlying construct, particularly in a business context (e.g. Loughran & 

McDonald, 2014; Loughran & McDonald, 2016). Despite wide application, there is 

surprisingly little evidence on how well these measures correlate with real investor 

perceptions.115 Therefore, even though our design is not meant to horserace textual measures, 

 
115  There are but a few exceptions, e.g. Bonsall IV et al. (2017). 
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we see it fit to discuss how our participants’ perceptions correlate with common measures for 

textual characteristics.  

We reduce our sample to the English language reports since most textual measures are 

only available for the English language. We then take the average of our participants’ answers 

per report and correlate them with the textual measures.116 Table 9 presents the results.  

[Please insert Table 9 over here] 

We fail to detect a significant correlation between participants’ perception of readability 

and the textual measure (the Flesch-Reading-Ease index).117 However, the correlation between 

our participants’ perceived precision and precision measured via the word-list approach is 

significantly positive. The correlation between perceived tone and the tone measured via a 

word-list approach is also significantly positive. To delve deeper into this finding, we 

standardize our raw observations (both textual measures and perceptions) and plot them against 

each other in Figure 2.  

[Please insert Figure 2 over here] 

It is evident that no clear pattern emerges. We are unable to visually confirm any desired 

(or undesired) correlations between the textual measures and participants’ perceptions. 

Therefore, the correlations found in Table 9 should be interpreted with caution. 

Obviously, these results do not indicate that textual measures per se are a good or bad 

proxy for textual characteristics. For instance, it may well be that retail investors fail to 

understand the intended tone in some documents (Loughran, 2018). Nevertheless, it shows that 

116  As mentioned in section 4.1, readability is measured as the Flesch-Reading-Ease index. Tone is measured via 

counting all positive words in a document and dividing it by all negative words in a document. Positive and 

negative words are identified via Loughran & McDonald’s (2011) word list. Precision is measured via 

counting all uncertainty-related words from the Loughran & McDonald (2011) word list and dividing them by 

the total number of words per document. 
117  Other readability measures (e.g. Gunning-Fog-Index) lead to similar results. 
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these measures need to be applied with great caution, especially in shorter texts: As the 

distribution of our textual measures shows (Figure 2), we have a notable fraction of firm 

disclosures with only very few (or none) words indicating precision. This is similar for our tone 

measures. In such small documents, noise in positive, negative, and precision-related words 

can have large consequences on the calculated measures. 

6. Limitations 

Our paper suffers from certain limitations we want to address in this section. Most of our 

limitations relate to unobserved factors on the participants’ side. We will begin with discussing 

these and then move towards other areas of concern. 

6.1 Familiarity with Firms 

Our sample consists entirely of German firms and we do not change the firms’ names or 

disguise references to certain industries in our survey in order not to manipulate the provided 

disclosures. This implies that German natives in our sample are more likely to recognize some 

of these firms and are more familiar with them, compared to participants from other countries. 

Moreover, participants might have reservations against certain industries (e.g. “sin industries”) 

or firms that are closely connected to these industries which drive their response behavior. 

Overall, we are not able to entirely alleviate those concerns. However, we control for 

participant characteristics or use participant-fixed effects for all our main analyses. Our results 

also suggest that home bias is not a driving force in our survey. 

6.2 Common Method Bias 

Some of our results may be subject to Common Method Bias (CMB), a bias potentially 

introduced by using self-reports of participants for both the dependent and independent 

variables (Conway & Lance, 2010). The issue is of concern for our hypotheses H1a-c, where 
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all our main variables of interest stem from the same source. It is, except for some control 

variables, of no concern for our analyses related to H2 since the reporting language is randomly 

allocated across participants and thus exogeneous. Conway & Lance (2010) point out that the 

fear of inflated correlations due to CMB is often unwarranted. Yet, we acknowledge that it has 

the potential to influence our results. 

In our setting, we believe that the possibility of CMB was a necessary cost that is unlikely 

to be high. First, many links we are interested in are inherently endogenous and person specific. 

We are explicitly interested in retail investors’ perceptions of textual characteristics and 

perceptions of a firm’s attractiveness as an investment. This implies that for our variables of 

interest readability, tone, precision, and investment_attractiveness, there is little other 

possibility than to assess them through the same person as no other external source could be an 

adequate proxy for a person’s perception. Arguably, we could have measured 

investment_attractiveness via a different method (e.g. asking participants to invest), but this 

would rather introduce biases of its own. 

Second, our results still hold when we include subject-fixed effects as well as all textual 

measures jointly. Subject-fixed effects control for a variety of concerns that could result in 

CMB (e.g. social desirability bias) by de-meaning our variables of interest. In other words: 

subject fixed effects control for potential biases introduced by between-subject factors (e.g. 

different levels of social desirability across participants). However, they do not control for 

within-subject biases (e.g. the desire to appear consistent). In this regard, our finding that 

including all measures jointly still lead to strong results is important. If CMB was a serious 

problem in our setting, we would expect the independent variables to influence each other and 

thus see changings associations with the dependent variable. We observe that this is not the 

case, which reassures our confidence in the findings. Obviously, neither argument presented 

so far addresses the concern of CMB for our firm level tests. However, here we again believe 
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the issue to be of low importance since we average the collected data points per firm across all 

participants who read the respective reports.  

Overall, we acknowledge that we cannot rule out CMB factoring into our results and thus 

encourage all readers to keep this caveat in mind. However, we view the risk of it substantively 

influencing our results as very low and to a good part necessary in order to have a study design 

that adequately reflects the relationships we are ultimately interested in. 

6.3 Influence of Events after the Publication of the 2019 Half-Year Reports 

Obviously, participants were aware of how the economy developed after the 2019 half-

year reports were published. For some of the firms in our sample, participants may even know 

the specific firm development. This may drive whether someone views an investment as 

attractive, independent of the material we provided. Overall, we tried to minimize the influence 

of this concern by pointing out that participants should ignore all information they may hold 

(particularly in relation to the COVID-19 pandemic; see Appendix C for the complete 

instructions). Still, we cannot rule out this issue. Note that this issue is also not resolved by 

using fixed effects, since it is on a participant-report level (we control for participant-fixed 

effects and firm-fixed effects but cannot control for participant-firm FE). 

7. Conclusion 

Our findings provide valuable insights on how translation (quality) influences retail 

investors’ perceptions of textual characteristics and a firm’s attractiveness as an investment. 

We employ a novel research design by randomly presenting real company disclosures issued 

in two different languages to (potential) retail investors. The retail investors then complete a 

survey about their perceptions of the textual characteristics of the presented disclosures as well 

as the investment attractiveness of the respective firm. 
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We first confirm prior evidence that high readability, positive tone, and high precision are 

positively associated with investment attractiveness. In a second set of analyses, we find that 

(foreign and domestic) retail investors perceive the original language version (i.e. the German 

version) to be better readable than the translated version. Interestingly, this does not translate 

into retail investors viewing the firm as more attractive after reading the native version. We do 

not find evidence for significant differences for tone and precision between the native and 

translated versions. 

Even though on average the language version does not seem to matter for perceptions of tone 

and precision, we find significant variation in translation quality on the firm level. We find that 

larger firms tend to issue better translated disclosures. Profitability, exposure to foreign 

markets, and having a Big4 auditor do not seem to be associated with better translations. 

Finally, we show that average perceptions of tone and precision in our sample correlate 

positively with textual measures derived from word-list approaches. However, we caution 

researchers to rely too much on these findings as they are not necessarily generalizable. 
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Tables 

Table 1: Sample Selection 

Panel A: Disclosure Population 

Prime Standard Firms (as of 01.09.2019) 320 

./. Duplicates – (e.g. preferred shares) 12 

./. Foreign firms (by headquarter) 31 

./. No half-year report available (e.g. insolvency) 4 

./. Non-convertible reports 4 

./. No separate forecast reports 19 

Final population 250 

Panel B: Survey Data 

Participants Reports 

German English German English 

 All responses 106 106 595 648 

 ./. Participants with inconsistent responses 

between Prolific and our survey 
1 18 57 51 

 ./. Participants who spent less than 10 minutes 

on the survey 
0 1 3 3 

 ./. Reports of participants without sufficient 

command of the German language 
0 0 24 0 

Final sample 105 87 511 594 

Notes: 

This table presents information on the sample selection process of chosen forecast reports as well as of survey 

participants. 

Panel A: The determination of the underlying population was based on firms included in the Prime Standard at 

30.09.2019. We exclude duplicates (e.g. firms with preferred shares). We also exclude foreign firms since these 

are not required to disclose a German version of the half-year report. For four firms we were not able to convert 

the forecast report from PDF to a text file. Lastly, we excluded firms that had no separate forecast reports in their 

half-year report (these firms issued combined reports, mostly joined with risks and opportunities). 

Panel B: Survey data was collected between the 2nd and 16th November 2020 on Prolific.co. Available at 

maximum were 383 active English native and 705 active German native participants meeting our criteria. 

Inconsistent responses between Prolific and our survey relate to participants providing a different native language 

to Prolific than in our survey. Participants without sufficient German abilities are participants who speak German 

on an intermediate level or lower. There were no participants without sufficient English abilities. 
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Table 2: Descriptive Statistics 

Panel A: Descriptive Statistics - Report & Firm Characteristics 

Survey Sample Prime Standard 

Variable Mean 
Std. 

Dev. 
n Mean 

Std. 

Dev. 
n Diff t-test

number_words_GER 362 220 61 402 361 250 -39 0.414 

number_words_EN 416 256 61 459 412 250 -43 0.439 

market_capitalization 5,496 13,814 61 6,415 14,868 250 -919 0.661 

return_on_assets -0.31 10.47 60 1.48 8.20 249 -1.79 0.151 

total_assets 15,857 67,064 60 25,944 120,000 249 -10,087 0.511 

Panel B: Descriptive Statistics - Participant Level 

Variable Mean Median 
Std. 

Dev. 
Min 25% 75% Max n 

foreign_investor 0.53 192 

education 4.22 4 1.00 2 4 5 6 188 

gender 0.37 192 

age 2.93 3 1.24 1 2 4 6 192 

read_financial_reports 0.77 192 

never_invested 0.13 192 

pension_investment 0.26 192 

shares_investment 0.70 192 

other_investment 0.66 192 

trading 1.87 2 1.35 0 1 3 5 183 

trading_amount 2.29 2 1.61 0 1 4 6 182 

no_trust 2.46 2 1.28 0 1 4 5 192 

investor_care 2.94 3 1.53 0 2 4 6 192 

overly_positive 4.68 5 0.98 0 4 5 6 192 

poor_management 2.60 3 1.42 0 1 4 6 192 
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Table 2: Descriptive Statistics (continued) 

Panel C: Descriptive Statistics - Survey Questions 

Variable   Mean Median 
Std. 

Dev. 
Min 25% 75% Max n 

  attractive_investment   0.39 1 1.60 -3 -1 2 3 1091 

  readability 0.33 1 1.64 -3 -1 2 3 1103 

  tone   0.81 1 1.39 -3 0 2 3 1101 

  precision 0.22 1 1.58 -3 -1 2 2 1026 

  information_difficulty 0.96 1 1.59 -3 0 2 3 1099 

  objectiveness   0.60 1 1.45 -3 -1 2 3 1097 

  firm_certainty   0.71 1 1.47 -3 0 2 3 1104 

  text_complexity 0.44 0 0.80 -2 0 1 3 1101 

  tone_shareprice   0.45 1 1.32 -3 0 1 3 1078 

  individual_certainty   0.13 1 1.53 -3 -1 1 3 1098 

Panel D: Descriptive Statistics - Textual Measures 

Variable   Mean Median 
Std. 

Dev. 
Min 25% 75% Max n 

  readability_measure   33.39 34.51 9.56 6.19 28.43 38.87 54.28 61 

  tone_measure 0.82 0.60 0.80 0.00 0.33 0.94 4.00 61 

  precision_measure   0.02 0.02 0.01 0.00 0.01 0.02 0.05 61 
Notes: 

Panel A provides descriptive evidence on the forecast report (number of words per forecast report) as well as financial information (market 

capitalization (MEUR), return on assets (%), total assets (MEUR)) on firm level as of 31st of December 2019. Moreover, similar statistics are 

provided for all firms reporting separate forecast reports and being part of the Prime Standard at 30th of September 2019. t-tests control for 

differences between firms included in the survey sample and all firms that are part of the Prime Standard. Participant responses to demographic 

questions asked at the end of the survey are presented in Panel B. Precise variable definitions are presented in Appendix E. Participant responses 

to content related questions of the forecast reports are described in Panel C. A description of the underlying content questions is presented in 

Appendix D. Panel D presents descriptive evidence on textual measures which are calculated on the English reports of the 61 firms included in 

our sample. readability_measure is computed as the result of the Flesh Reading Ease readability measure. tone_measure is computed as the 

number of positive words divided by the number of negative words (as defined in the Loughran & McDonald (2011) word list). precision_measure 

is computed as the number of uncertainty expression divided by the total amount of words (as defined in the Loughran & McDonald (2011) word 

list). 



159 

Table 3: Differences on Report- & Investor Level 

Diff. in 

Mean 

Betw. 

Groups 

t-test

p-value

Mann-

Whiney 

U-test

p-value

Panel A - Differences on Report Level 

German Reports English Reports 

Variable n Mean Med. 
Std. 

Dev. 
n Mean Med. 

Std. 

Dev. 

attractive_investment 506 0.41 1 1.61 585 0.38 1 1.59 0.03 0.747 0.709 

readability 510 0.50 1 1.64 593 0.18 0 1.64 0.32 0.001 0.001 

tone 510 0.86 1 1.43 591 0.78 1 1.36 0.08 0.329 0.196 

precision 473 0.23 1 1.57 553 0.22 1 1.59 0.01 0.906 0.962 

information_difficulty 508 1.05 2 1.62 591 0.88 1 1.57 0.17 0.086 0.032 

objectiveness 505 0.60 1 1.47 592 0.60 1 1.43 0.00 0.972 0.943 

firm_certainty 510 0.76 1 1.45 594 0.68 1 1.49 0.08 0.358 0.372 

text_complexity 510 0.48 1 0.80 591 0.40 0 0.79 0.08 0.093 0.116 

tone_shareprice 498 0.52 1 1.32 580 0.40 1 1.31 0.12 0.142 0.124 

individual_certainty 510 0.13 1 1.57 588 0.14 1 1.50 -0.01 0.977 0.863 

Panel B - Differences on Participant Level 

Domestic Investors Foreign Investors 

Variable n Mean Med. 
Std. 

Dev. 
n Mean Med. 

Std. 

Dev. 

attractive_investment 514 0.22 1 1.56 577 0.55 1 1.61 -0.33 0.001 0.001 

readability 519 0.17 1 1.61 584 0.47 1 1.66 -0.30 0.003 0.002 

tone 520 0.73 1 1.39 581 0.89 1 1.39 -0.16 0.071 0.062 

precision 500 0.15 1 1.62 526 0.29 1 1.54 -0.14 0.165 0.190 

information_difficulty 517 0.88 1 1.58 582 1.02 1 1.61 -0.14 0.135 0.084 

objectiveness 515 0.52 1 1.40 582 0.67 1 1.48 -0.15 0.096 0.070 

firm_certainty 521 0.68 1 1.42 583 0.74 1 1.52 -0.06 0.452 0.337 

text_complexity 519 0.58 1 0.79 582 0.31 0 0.78 0.27 0.001 0.001 

tone_shareprice 511 0.25 0 1.27 567 0.63 1 1.34 -0.38 0.001 0.001 

individual_certainty 519 0.03 1 1.51 579 0.22 1 1.55 -0.19 0.040 0.039 
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Table 3: Differences on Report- & Investor Level (continued) 

      Diff. in 

Mean 

Betw. 

Groups 

t-test  

p-value 

 Mann-

Whiney 

U-test  

p-value 

     

Panel C - Differences Between Domestic and Foreign Investors Characteristics  

      Domestic Investors Foreign Investors 

  
Variable   n Mean Med. 

Std. 

Dev. 
n Mean Med. 

Std. 

Dev.       

                            

  education   88 3.93 4 0.96 100 4.48 5 0.98 -0.55 0.001 0.002 

  gender   89 0.19     103 0.52     -0.33 0.001 0.001 

  age   89 2.64 2 1.06 103 3.17 3 1.34 -0.53 0.003 0.004 

  read_financial_reports   89 0.75     103 0.78     -0.02 0.699 0.698 

  never_invested   89 0.13     103 0.12     0.02 0.704 0.703 

  pension_investment   89 0.15     103 0.35     -0.20 0.001 0.001 

  shares_investment   89 0.67     103 0.73     -0.05 0.417 0.415 

  other_investment   89 0.73     103 0.60     0.13 0.061 0.062 

  trading   85 1.91 2 1.27 98 1.85 2 1.42 0.06 0.769 0.534 

  trading_amount   84 2.21 2 1.52 98 2.36 2 1.69 -0.14 0.552 0.676 

  no_trust   89 2.44 2 1.23 103 2.48 2 1.32 -0.04 0.840 0.788 

  investor_care   89 2.81 3 1.41 103 3.06 3 1.62 -0.25 0.260 0.274 

  overly_positive   89 4.60 5 0.90 103 4.76 5 1.04 -0.16 0.255 0.067 

  poor_management   89 2.57 3 1.41 103 2.62 3 1.44 -0.05 0.815 0.722 
Notes: 

This table presents univariate tests for differences in participant responses related to report language and investor origin/characteristics. The total responses include 

1,105 observations, of which 511 (594) are based on German (English) reports. Moreover, 521 (584) of the responses belong to 89 (103) domestic (foreign) participants. 

Note that investor origin and native language do not have a complete overlap. We used native language for screening participants (Table 1) in order to make sure they 

understand the firm disclosures. From thereon, we split participants by origin and not native language as this better distinguishes between domestic and foreign 

investors. Panel A presents univariate tests for differences in responses between the German and English version of the provided forecast reports. Panel B presents 

univariate tests for differences in responses between domestic and foreign investors. Panel C of this table provides univariate tests for differences in investor 

characteristics between domestic and foreign investors. 
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Table 4: Correlations – Investor Responses 

(a) (b) (c) (d) (e) (f) (g) (h) (i) (j) (k) (l) (m) 

english_report (a) 0.03 -0.01 -0.10 -0.04 0.00 -0.06 0.00 -0.03 -0.05 -0.05 -0.01 0.01 

foreign_investor (b) 0.03 0.10 0.09 0.06 0.04 0.05 0.05 0.03 -0.15 0.15 0.06 0.28 

attractive_investment (c) -0.01 0.10 0.38 0.68 0.27 0.27 0.16 0.51 0.04 0.72 0.50 0.02 

readbility (d) -0.10 0.09 0.35 0.34 0.40 0.57 0.34 0.32 0.30 0.37 0.45 -0.06

tone (e) -0.03 0.05 0.68 0.31 0.10 0.32 -0.01 0.54 0.13 0.74 0.40 0.01

precision (f) 0.00 0.04 0.27 0.42 0.10 0.18 0.47 0.37 -0.06 0.24 0.46 -0.06

information_difficulty (g) -0.05 0.05 0.25 0.57 0.28 0.18 0.24 0.25 0.39 0.29 0.27 0.03

objectiveness (h) 0.00 0.05 0.15 0.35 -0.01 0.47 0.24 0.24 -0.05 0.13 0.34 -0.03

firm_certainty (i) -0.03 0.02 0.50 0.31 0.54 0.36 0.23 0.23 0.09 0.56 0.61 -0.05

text_complexity (j) -0.05 -0.17 0.04 0.29 0.12 -0.06 0.40 -0.03 0.10 0.06 0.08 -0.23

tone_shareprice (k) -0.04 0.14 0.71 0.35 0.76 0.24 0.26 0.12 0.56 0.06 0.48 0.04

individual_certainty (l) 0.00 0.06 0.48 0.44 0.39 0.46 0.26 0.34 0.61 0.08 0.46 -0.06

education (m) 0.01 0.27 0.01 -0.07 -0.01 -0.06 0.01 -0.02 -0.06 -0.23 0.02 -0.07

gender (n) 0.03 0.36 0.08 0.03 0.04 0.00 0.03 -0.03 0.02 -0.08 0.07 0.06 0.28 

age (o) 0.07 0.21 0.02 -0.03 0.00 -0.04 0.00 0.09 -0.04 -0.09 -0.01 0.02 0.29 

read_financial_reports (p) -0.02 0.02 0.03 0.06 0.02 -0.05 0.00 0.01 -0.08 -0.11 0.00 -0.01 0.08 

never_invested (q) -0.04 -0.02 -0.02 -0.07 -0.01 0.01 -0.04 -0.07 0.05 0.02 0.03 0.03 -0.12

pension_investment (r) 0.05 0.23 0.02 -0.06 0.02 -0.10 -0.02 -0.03 -0.05 -0.04 -0.02 -0.01 0.22

shares_investment (s) 0.00 0.06 0.00 0.08 0.00 0.00 0.04 0.07 -0.02 0.02 -0.01 0.00 0.08

other_investment (t) 0.02 -0.15 -0.05 0.03 -0.02 -0.02 0.00 0.05 -0.04 0.06 -0.07 -0.02 0.00

trading (u) -0.01 -0.03 0.01 0.09 0.00 -0.01 0.05 0.07 -0.02 -0.02 -0.02 0.03 0.09

trading_amount (v) 0.02 0.04 0.03 0.12 0.00 0.04 0.07 0.14 -0.03 0.00 0.00 0.07 0.17

no_trust (w) 0.02 0.01 -0.05 -0.10 -0.04 -0.09 -0.11 -0.14 -0.08 0.02 -0.06 -0.10 -0.02

investor_care (x) 0.00 0.08 0.12 0.18 0.12 0.14 0.12 0.17 0.17 -0.03 0.14 0.19 0.08

overly_positive (y) 0.02 0.09 0.00 -0.02 0.04 -0.03 -0.02 -0.06 -0.02 0.01 0.03 -0.02 0.03

poor_management (z) -0.05 0.02 -0.04 -0.07 -0.06 -0.03 -0.08 -0.06 -0.15 0.01 -0.04 -0.13 0.02
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Table 4: Correlations – Investor Responses (continued) 

  (n) (o) (p) (q) (r) (s) (t) (u) (v) (w) (x) (y) (z) 

english_report (a) 0.03 0.07 -0.02 -0.04 0.05 0.00 0.02 -0.01 0.02 0.02 0.00 0.01 -0.04 

foreign_investor (b) 0.36 0.20 0.02 -0.02 0.23 0.06 -0.15 -0.06 0.02 0.01 0.08 0.14 0.03 

attractive_investment (c) 0.08 0.03 0.03 -0.03 0.01 0.01 -0.05 0.01 0.03 -0.05 0.12 0.01 -0.04 

readbility (d) 0.03 -0.02 0.07 -0.07 -0.05 0.08 0.02 0.08 0.11 -0.10 0.17 0.00 -0.07 

tone (e) 0.05 0.00 0.03 -0.02 0.02 0.00 -0.02 0.00 0.00 -0.04 0.12 0.07 -0.06 

precision (f) 0.00 -0.03 -0.04 0.01 -0.09 0.00 0.00 0.00 0.05 -0.09 0.14 -0.01 -0.03 

information_difficulty (g) 0.04 0.03 0.00 -0.05 -0.01 0.04 0.01 0.05 0.09 -0.11 0.13 -0.01 -0.08 

objectiveness (h) -0.03 0.11 0.01 -0.07 -0.03 0.07 0.06 0.07 0.14 -0.14 0.18 -0.05 -0.05 

firm_certainty (i) 0.03 -0.02 -0.07 0.05 -0.05 -0.01 -0.04 -0.01 -0.03 -0.09 0.17 -0.01 -0.15 

text_complexity (j) -0.08 -0.10 -0.13 0.01 -0.04 0.02 0.04 -0.02 -0.02 0.00 0.00 0.02 0.01 

tone_shareprice (k) 0.08 -0.01 0.01 0.03 -0.02 -0.01 -0.08 -0.02 0.00 -0.06 0.12 0.05 -0.04 

individual_certainty (l) 0.06 0.04 -0.01 0.03 -0.01 0.00 -0.02 0.03 0.07 -0.10 0.18 -0.01 -0.13 

education (m) 0.29 0.32 0.09 -0.14 0.21 0.09 0.02 0.10 0.20 -0.03 0.10 0.07 -0.03 

gender (n)   0.16 -0.06 0.07 0.15 -0.04 -0.17 -0.23 -0.03 -0.02 0.13 0.16 -0.11 

age (o) 0.15   0.20 -0.12 0.27 0.07 0.05 -0.07 0.17 0.00 0.02 -0.06 0.00 

read_financial_reports (p) -0.06 0.19   -0.24 0.12 0.18 0.21 0.25 0.25 0.03 -0.07 -0.03 0.07 

never_invested (q) 0.07 -0.10 -0.24   -0.18 -0.60 -0.43 -0.53 -0.51 0.04 -0.07 0.03 0.06 

pension_investment (r) 0.15 0.27 0.12 -0.18   0.00 0.07 -0.02 0.11 0.04 -0.01 0.05 0.01 

shares_investment (s) -0.04 0.05 0.18 -0.60 0.00   0.16 0.53 0.45 -0.07 0.08 -0.06 -0.04 

other_investment (t) -0.17 0.04 0.21 -0.43 0.07 0.16   0.33 0.38 -0.01 -0.02 0.03 -0.02 

trading (u) -0.23 -0.08 0.25 -0.53 0.00 0.53 0.34   0.50 -0.15 0.07 -0.04 -0.08 

trading_amount (v) -0.04 0.14 0.26 -0.51 0.11 0.46 0.38 0.53   -0.17 0.16 0.03 -0.03 

no_trust (w) -0.03 -0.02 0.02 0.04 0.04 -0.06 -0.01 -0.15 -0.16   -0.32 0.22 0.33 

investor_care (x) 0.13 0.02 -0.06 -0.07 -0.01 0.09 -0.01 0.08 0.17 -0.34   -0.08 -0.31 

overly_positive (y) 0.13 -0.06 -0.04 0.03 0.02 -0.07 0.02 0.00 0.06 0.22 -0.10   0.22 

poor_management (z) -0.13 0.03 0.08 0.05 0.02 -0.03 -0.02 -0.06 0.00 0.34 -0.30 0.21   

Notes: 

This table includes Spearman correlations above and Pearson correlations below the diagonal for the main variables used in our analyses. english_report is 

a binary variable which is coded as 1 for the English translation and 0 for the German native version of the firm’s disclosure. Definitions for the remaining 

variables are provided in Appendix D and E. Correlations that are significant below the 1 percent level are shown in bold. 
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Table 5: Textual Characteristics & Investment Decisions 

All 
Read- 

ability 
Tone Precision All 

Read- 

ability 
Tone Precision 

Variable attractive_investment 

readability 0.092*** 0.187*** 0.080** 0.157*** 

(2.891) (5.748) (2.278) (4.439) 

tone 0.543*** 0.568*** 0.501*** 0.521*** 

(14.394) (15.740) (12.723) (13.928) 

precision 0.114*** 0.142*** 0.088** 0.123*** 

(3.537) (4.066) (2.537) (3.257) 

education 0.023 0.014 0.007 0.008 

(0.553) (0.316) (0.176) (0.164) 

gender 0.031 0.029 0.009 0.031 

(0.923) (0.819) (0.286) (0.844) 

age 0.170** 0.176* 0.198** 0.200** 

(1.970) (1.901) (2.371) (2.067) 

read_financial_reports 0.011 -0.029 -0.011 -0.005

(0.266) (-0.670) (-0.275) (-0.115) 

never_invested -0.021 -0.015 0.001 -0.025

(-0.677) (-0.452) (0.019) (-0.713) 

pension_investment 0.176* 0.225** 0.177* 0.321*** 

(1.865) (2.223) (1.942) (3.057) 

shares_investment -0.009 -0.014 -0.011 0.003 

(-0.274) (-0.413) (-0.363) (0.085) 

other_investment -0.006 0.007 0.005 0.015 

(-0.220) (0.241) (0.193) (0.493) 
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Table 5: Textual Characteristics & Investment Decisions (continued) 

trading   -0.021 0.017 -0.038 0.020         

    (-0.512) (0.407) (-0.994) (0.433)         

trading_amount   0.041 0.049 0.048* 0.044         

    (1.414) (1.559) (1.693) (1.356)         

no_trust   -0.301* -0.528*** -0.329** -0.503***         

    (-1.859) (-3.044) (-2.092) (-2.763)         

investor_care   -0.001 -0.081 -0.043 -0.064         

    (-0.012) (-0.832) (-0.493) (-0.627)         

overly_positive   -0.133 -0.211* -0.111 -0.220*         

    (-1.138) (-1.707) (-0.988) (-1.679)         

poor_management   -0.233** -0.185* -0.199** -0.207**         

    (-2.548) (-1.888) (-2.249) (-2.007)         

Observations   915 987 984 918 1,002 1,077 1,074 1,005 

Adjusted R-squared   0.554 0.458 0.559 0.431 0.572 0.499 0.586 0.471 

Controls - Survey Questions   Yes Yes Yes Yes Yes Yes Yes Yes 

Controls - Participant 

Characteristics 
Yes Yes Yes Yes n/a n/a n/a n/a 

Participant FE   No No No No Yes Yes Yes Yes 

Firm FE   Yes Yes Yes Yes Yes Yes Yes Yes 

t-statistics in parentheses - *** p < 0.01, ** p < 0.05, * p < 0.1 

Notes:  

This table presents results from OLS-regressions investigating the effect of perceived textual characteristics on investment attractiveness. The first four regressions 

(column A-D) include firm fixed effects (recall that each firm issues two reports: a native and a translated version) and controls for participant characteristics (Controls 

– Participant Characteristics, see Appendix E) and text-related perceptions (Controls – Survey Questions, see Appendix D). The four regressions presented last (column 

E-H) include firm- and participant-fixed effects as well as controls for text-related perceptions. The first regression for both regression specifications (columns A and 

E) contains all textual characteristics. The remaining three regressions (column B - D and F - G) show the isolated effect per textual characteristic (readability, tone, 

precision) on the attractiveness of a firm as an investment. Variable definitions are provided in Appendices 4 and 5. The maximum number of observations is 1,105. 

Nonetheless, the number of observations used in the regression analyses is usually lower since participants had the option not to answer a certain question. 



165 

Figure 1: Investor Perception by Report Language 

Notes: 

Figure 1 presents information on the differences between the average investor perception of German and English reports on a firm level (n = 61) for investment attractiveness 

and the perceived textual characteristics (readability, tone, precision). The individual firms (firm_level_attractiveness) are displayed on the x-axis and are sorted by the 

difference in investment attractiveness (average German investment attractiveness minus average English investment attractiveness), starting with the largest negative 

difference. The y-axis is the average evaluation of investment attractiveness and the textual characteristics measured on a 7-point Likert scale. The spike presents the difference 

between the average German and English investor perception with the better evaluated language presented at the top. 
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Table 6: Report Language & Investor Perception 

Variable   
attractive_ 

investment 
readability tone precision 

attractive_ 

investment 
readability tone precision 

                    

english_report   0.075 -0.234** -0.067 -0.008 -0.006 -0.320*** -0.052 -0.024 

    (0.819) (-2.352) (-0.906) (-0.077) (-0.065) (-3.229) (-0.674) (-0.240) 

foreign_investor   0.308*** 0.456*** 0.158* 0.234**         

    (2.967) -4.044 -1.872 -2.102         

education   -0.060 -0.206*** -0.043 -0.110**         

    (-1.170) (-3.713) (-1.036) (-1.998)         

gender   0.137 0.070 -0.001 -0.055         

    (1.219) -0.572 (-0.009) (-0.457)         

age   -0.002 -0.059 -0.018 -0.064         

    (-0.051) (-1.305) (-0.546) (-1.431)         

read_financial_reports   0.296** 0.327*** 0.223** -0.124         

    (2.542) -2.587 -2.361 (-0.992)         

never_invested   -0.407** 0.105 -0.246 -0.024         

    (-1.998) -0.475 (-1.499) (-0.109)         

pension_investment   -0.201* -0.209* -0.152 -0.198         

    (-1.747) (-1.671) (-1.637) (-1.586)         

shares_investment   -0.221 0.083 -0.127 -0.114         

    (-1.515) -0.525 (-1.069) (-0.716)         

other_investment   -0.131 0.073 0.076 -0.065         

    (-1.141) -0.582 -0.817 (-0.521)         

trading   -0.018 -0.017 -0.036 -0.024         

    (-0.358) (-0.319) (-0.887) (-0.449)         
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Table 6: Report Language & Investor Perception (continued) 

trading_amount 0.019 0.124*** -0.012 0.103** 

(0.488) -2.882 (-0.390) -2.408

no_trust -0.015 -0.048 -0.007 -0.008

(-0.358) (-1.090) (-0.205) (-0.171) 

investor_care 0.098*** 0.146*** 0.075*** 0.134*** 

-2.965 -4.086 -2.818 -3.711

overly_positive 0.013 -0.013 0.104** -0.079

-0.261 (-0.242) -2.574 (-1.452) 

poor_management -0.026 -0.031 -0.049* 0.001 

(-0.730) (-0.789) (-1.682) -0.03

Observations 995 1,007 1,005 933 1,091 1,103 1,101 1,026 

Adjusted R-squared 0.249 0.161 0.347 0.158 0.285 0.242 0.352 0.265 

Controls - Survey 

Questions 
No No No No No No No No 

Controls - Participant 

Characteristics 
Yes Yes Yes Yes n/a n/a n/a n/a 

Participant FE No No No No Yes Yes Yes Yes 

Firm FE Yes Yes Yes Yes Yes Yes Yes Yes 

t-statistics in parentheses - *** p < 0.01, ** p < 0.05, * p < 0.1

Notes: 

This table presents results from OLS-regressions investigating the effect of reporting language on investment attractiveness (columns A and E) and the perception 

of textual characteristics (columns B-D and E-G). The first four regressions (column A-D) include firm fixed effects and control for participant characteristics. The 

last four regressions include firm- and participant fixed effects. Control survey questions (see Appendix D) are not included in the regressions; (untabulated) 

regressions with these controls yield similar results. english_report is a binary variable which is coded as 1 for the English translation and 0 for the German native 

version of the firm’s disclosure. Definitions for the remaining variables are provided in Appendix D and E. The maximum number of observations is 1,105. 

Nonetheless, the number of observations used in the regression analyses is usually lower since participants had the option not to answer a certain question. 
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Table 7: Correlations – Investor Responses & Firm Characteristics 

  (a) (b) (c) (d) (e) (f) (g) 

diff_readability (a)   0.26** 0.16 0.07 0.02 0.20 0.12 

diff_tone (b) 0.29**   -0.01 0.06 -0.24* 0.12 -0.24* 

diff_precision (c) 0.20 0.00   -0.18 -0.26** 0.12 -0.14 

return_on_assets (d) 0.08 -0.01 -0.15   0.37*** 0.08 0.01 

market_cap (e) 0.06 -0.30** -0.27** 0.39***   0.19 0.45*** 

foreign_sales (f) 0.22* 0.15 0.11 0.03 0.16   -0.02 

big4_auditor (g) 0.07 -0.24* -0.12 -0.10 0.46*** -0.02   
Notes:  

This table includes Spearman correlations above and Pearson correlations below the diagonal for differences between the native German report and its English 

translation for our main variables with respect to textual characteristics (readability, tone, precision) and certain firm characteristics for the 61 firms included in our 

sample. We calculate the difference of our textual characteristics as the absolute (i.e. unsigned) difference between the average participant response for the German 

report and the average participant response for the English report on a firm level for readability, tone and precision. Firm characteristics we suspect to be associated 

with differences between textual characteristics are return_on_assets, market_cap, foreign_sales, and big4_auditor. return_on_assets is defined as earnings before 

interest and taxes divided by average total assets for the financial period 2018. market_cap is the natural logarithm of the underlying firm's market capitalization in 

Euro as of 31st December 2018. foreign_sales is computed as foreign revenues divided by total revenues for the financial period 2018. The data are drawn from 

Worldscope with manual collection of missing items. big4_auditor is a binary variable which is coded as 1 if the firm's auditor of the half-year report 2019 is one 

of the Big4 audit firms (PwC, EY, KPMG, Deloitte), and 0 otherwise. Big4 is entirely hand-collected. ***/**/* marks significance at the 1/5/10% level.  
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Table 8: Investor Responses & Firm Characteristics 

Variable diff_readability diff_tone diff_precision 

intercept 0.492** 0.630*** 0.751*** 

(2.036) (4.461) (3.750) 

market_cap -0.021 -0.050** -0.056*

(-0.520) (-2.136) (-1.692)

foreign_sales 0.004* 0.002 0.002 

(1.776) (1.556) (1.237) 

return_on_assets 0.008 0.004 -0.002

(0.810) (0.804) (-0.265)

big_4 0.143 -0.043 0.012 

(0.825) (-0.421) (0.080) 
Observations 61 61 61 

Adjusted R-squared -0.001 0.086 0.034 

t-statistics in parentheses - *** p < 0.01, ** p < 0.05, * p < 0.1

Notes: 

This table presents results from OLS-regressions investigating the association of absolute differences in textual characteristics 

between the native German report and its English translation, and firm characteristics. Lower absolute differences indicate better 

translations. Our dependent variables are diff_readability, diff_tone, and diff_precision for the 61 firms included in our sample. We 

compute the dependent variables as the absolute difference between the average participant response for the German report and the 

average participant response for the English report on a firm level for readability, tone and precision. Firm characteristics we suspect 

to be associated with differences between textual characteristics are return_on_assets, market_cap, foreign_sales, and big4_auditor. 

return_on_assets is defined as earnings before interest and taxes divided by average total assets for the financial period 2018. 

market_cap is the natural logarithm of the underlying firm's market capitalization in Euro as of 31st December 2018. foreign_sales 

is computed as foreign revenues divided by total revenues for the financial period 2018. The data are drawn from Worldscope with 

manual collection of missing items. big4_auditor is a binary variable which is coded as 1 if the firm's auditor of the half-year report 

2019 is one of the Big4 audit firms (PwC, EY, KPMG, Deloitte), and 0 otherwise. Big4 is entirely hand-collected. ***/**/* marks 

significance at the 1/5/10% level. 
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Table 9: Correlations – Investor Responses & Textual Measures 
 (a) (b) (c) (d) (e) (f) 

readability (a)   0.26** 0.31** 0.00 -0.19 -0.13 

tone (b) 0.20   -0.05 -0.31** 0.35*** -0.36*** 

precision (c) 0.33*** -0.09   0.05 -0.40*** 0.29** 

readability_measure (d) 0.03 -0.32** 0.07   -0.24* -0.06 

tone_measure (e) -0.20 0.31**  -0.42*** -0.07   -0.19 

precision_measure (f) -0.18 -0.32* 0.29** -0.04 -0.22*   
Notes:  

This table includes Spearman correlations above and Pearson correlations below the diagonal for our main variables with respect to textual characteristics 

(readability, tone, precision) and textual measures for the 61 firms included in our sample. readability, tone and precision are computed as the average 

participant response for the English translation of the forecast report on a firm level. readability_measure is computed as the result of the Flesh Reading 

Ease readability measure. tone_measure is computed as the number of positive words divided by the number of negative words (as defined in the 

Loughran & McDonald (2011) word list). precision_measure is computed as the number of uncertainty expression divided by the total amount of words 

(as defined in the Loughran & McDonald (2011) word list). ***/**/* marks significance at the 1/5/10% level.  
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Figure 2: Investor Responses & Textual Measures 

Notes: 

Figure 2 presents the distribution of average participant perceptions per firm for the 61 firms included in our 

sample (English reports only), plotted against the results of textual measures for readability, tone, and precision. 

Readability is computed as the result of the Flesh Reading Ease readability measure. Tone is computed as the 

number of positive words divided by the number of negative words (as defined in the Loughran & McDonald 

(2011) word list). Precision is computed as the number of uncertainty expression divided by the total amount of 

words (as defined in the Loughran & McDonald (2011) word list). Both the participant responses and the textual 

measures are standardized, i.e. de-meaned and divided by the standard deviation. One dot represents one firm. 

The continuous line presents LOESS smoothing using the default settings of the loess function of the R “stats” 

package (version 4.0.3). The grey area presents the 95% confidence interval.
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Appendix 

Appendix A: Forecast Report - Deutsche Konsum Reit-AG (ISIN: DE000A14KRD3) 

German English 

Ausblick und Prognose 

Profitabilitätssteigerungen durch weiteres 

Portfoliowachstum  

Die DKR konnte im ersten Halbjahr 2018/2019 

bereits fast das Ankaufsvolumen des gesamten 

vorherigen Geschäftsjahres erreichen und findet 

weiterhin attraktive Objekte, die den 

Investitionskriterien entsprechen. Insofern soll 

das Wachstumstempo weiterhin hoch bleiben 

und das Portfolio werterhöhend vergrößert 

werden. Zudem arbeitet die Gesellschaft intensiv 

an der Revitalisierung einzelner erworbener 

Immobilien, um hier stille Reserven zu 

realisieren. Dabei steht die Erzielung einer 

nachhaltig attraktiven Rendite im Vordergrund.  

Zum weiteren Aufbau des Immobilienportfolios 

wird die DKR die auf der ordentlichen 

Hauptversammlung beschlossenen Kapitalia 

maßvoll einsetzen.  

Die Fremdkapitalaufnahme zur Finanzierung des 

Portfolioaufbaus soll dabei im Rahmen des 

angestrebten Ziel-LTV von rund 50% begrenzt 

bleiben. Durch die mittlerweile stark verbesserte 

Bonität der DKR und die im Februar 2019 

erfolgte Anhebung des Unternehmensratings 

werden sich bei zukünftigen 

Darlehensaufnahmen weiter leicht verbesserte 

Zinskonditionen ergeben, die den FFO entlasten 

und die Unternehmensprofitabilität weiter 

steigern werden.  

Ergebnisprognose bestätigt  

Aufgrund des erwartungsgemäß guten 

Halbjahresergebnisses sowie den noch im 

zweiten Halbjahr folgenden Nutzen-

/Lastenübergängen der erst erworbenen 

Immobilien bestätigen wir unsere Prognose und 

erwarten einen FFO zwischen EUR 26 Mio. und 

EUR 29 Mio. im Geschäftsjahr 2018/2019. 

Weiterhin bestätigen wir unsere Erwartung, eine 

FFO Run Rate zum 30. September 2019 von 

EUR 33 Mio. zu erzielen.  

Outlook and forecast 

Profitability increases through further portfolio 

growth  

In the first half year of 2018/2019, DKR was able 

to achieve almost the purchase volume of the 

entire previous financial year and continues to 

find attractive properties that meet the investment 

criteria. In this respect, the pace of growth should 

remain high and the portfolio should be increased 

in value. In addition, the Company is working 

intensively on the revitalisation of individual 

properties acquired in order to realise hidden 

reserves. The focus is on achieving a sustainably 

attractive return.  

For the further development of the real estate 

portfolio, DKR will make moderate use of the 

capital decided on at the ordinary general 

meeting.  

Borrowing to finance the portfolio build-up 

should remain limited within the target LTV of 

around 50%. Due to DKR's meanwhile much 

improved credit rating and the increase of the 

corporate rating in February 2019, future loan 

borrowing will continue to result in slightly 

improved interest rates, which will relieve the 

burden on FFO and further increase corporate 

profitability.  

Earnings forecast confirmed  

Based on the good half-year results as expected 

and the subsequent transfer of benefits and 

encumbrances in the second half of the year of 

the recently acquired real estate, we confirm our 

forecast and expect an FFO of between EUR 26 

and 29 million in the 2018/2019 financial year. 

Furthermore, we confirm our expectation to 

achieve an FFO run rate of EUR 33 million as of 

30 September 2019.  
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Appendix B: Forecast Report - Delivery Hero (ISIN: DE000A2E4K43) 

German English 

Ausblick 2019 

Die Erwartungen für das globale Wachstum in 

2019 und 2020 sind weiterhin stabil bzw. leicht 

positiv. Darüber hinaus erwartet Delivery Hero, 

von den strukturellen Trends im Umgang mit 

Technologie, Logistik und Lifestyle weiter zu 

profitieren.  

Getrieben von der positiven 

Geschäftsentwicklung hat Delivery Hero seine 

Umsatzprognose für das Gesamtjahr 2019 am 19. 

Juni 2019 auf eine Spanne zwischen € 1,3 Mrd. 

und € 1,4 Mrd. angehoben. Vor dem Hintergrund 

des sich weiter fortsetzenden positiven 

Momentums mit einem höheren Level an 

Kundenakquisitionen, Bestellungen und 

Umsatzerlösen, erwartet die Gruppe für das 

Gesamtjahr 2019 Umsatzerlöse am oberen Ende 

der zuvor veröffentlichten Spanne.  

Vor dem Hintergrund des beschleunigten 

Wachstums kündigte Delivery Hero im Juni 2019 

an, für die zweite Jahreshälfte 2019 

opportunistisch zusätzlich bis zu € 100 Mio. zu 

investieren, solange die Renditen attraktiv 

bleiben. Entsprechend wurde das erwartete 

negative adjusted EBITDA für das gesamte Jahr 

2019 verglichen zur Prognose im 

Geschäftsbericht 2018 erhöht. Es wird ein 

adjusted EBITDA zwischen minus € 370 Mio. 

und minus € 420 Mio. erwartet. Es wird nach wie 

vor davon ausgegangen, dass das MENA 

Segment ein positives adjusted EBITDA von € 

70 Mio. beitragen wird, ausgehend von der 

Erwartung signifikanter operativer Gewinne aus 

der starken zugrunde liegenden 

Segmententwicklung. Einmaleffekte im Segment 

MENA über das erste Halbjahr hinaus werden 

nicht erwartet. Für Europa wird weiterhin 

erwartet, dass das Segment in der zweiten 

Jahreshälfte 2019 auf Basis des adjusted 

EBITDA den Breakeven erreichen wird.  

Aufgrund der vergleichsweise kurzen Historie 

des Konzerns und der Tatsache, dass Delivery 

Hero in einem relativ neuen Markt agiert, ist eine 

Prognose der Ergebnisentwicklung mit 

Outlook 2019 

Global growth expectation for 2019 and 2020 

continues to be stable and slightly positive. 

Furthermore, Delivery Hero expects to further 

benefit from structural trends in the use of 

technology, logistics and lifestyle.  

As a result of the strong business performance 

Delivery Hero raised its revenue guidance to 

between € 1.3 and € 1.4 billion for the Full Year 

2019 on June 19, 2019. Given the continued 

positive momentum with higher levels of new 

customer acquisitions, orders and revenues, the 

Company expects to achieve full year revenues 

in line with the top end of the previously 

announced guidance range.  

Based on the investment returns observed, in 

June 2019, Delivery Hero announced to 

opportunistically invest up to additional € 100 

million in the second half of 2019 if returns 

remain attractive. Accordingly, the expected 

adjusted negative EBITDA for full year 2019 

was raised compared with the outlook as 

disclosed in the annual report. It is expected to be 

between negative € 370 million and negative € 

420 million. The MENA segment is still expected 

to contribute a positive adjusted EBITDA of € 70 

million based on the expectation of significant 

operating profits from the strong underlying 

segment performance. One-of effects in MENA 

are not expected to be carried forward in H2 

2019. For Europe expectation remains that the 

segment will reach breakeven on an adjusted 

EBITDA level during the second half of 2019.  

Due to the comparatively short history of the 

Group and the fact that Delivery Hero is 

operating in a relatively new market, any forecast 

on the earnings trend is subject to considerable 

uncertainty. Besides factors that can be impacted 

by Delivery Hero, adjusted EBITDA is also 

contingent on factors that cannot be influenced. 

For example, if the Group were forced to defend 

its position against new competitors in specific 

markets or to react to revenue downturns, then 

measures which may not have been scheduled 
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erheblichen Unsicherheiten behaftet. Neben den 

Faktoren, die von Delivery Hero beeinflusst 

werden können, ist das adjusted EBITDA auch 

von Faktoren abhängig, die nicht beeinflusst 

werden können. Wenn der Konzern 

beispielsweise gezwungen wäre, seine Position 

gegen neue Wettbewerber in bestimmten 

Märkten zu verteidigen oder auf Umsatzeinbußen 

zu reagieren, müssen möglicher weise 

Maßnahmen ergriffen werden, die zuvor nicht 

geplant waren (z. B. steigende 

Marketingaufwendungen), die sich negativ auf 

das adjusted EBITDA auswirken und zu 

erheblichen Abweichungen von den geschätzten 

Ergebnissen führen können.  

Die Annahmen zur wirtschaftlichen Entwicklung 

des Marktes und der Branche beruhen auf 

Einschätzungen, die das Management der 

Delivery Hero Gruppe nach derzeitigem 

Kenntnisstand für realistisch hält. Diese 

Schätzungen sind jedoch mit Unsicherheiten 

behaftet und bergen das unvermeidbare Risiko, 

dass die Prognosen weder in Richtung noch in 

Bezug auf das Ausmaß eintreten. Die Prognose 

für den Prognosezeitraum basiert auf der 

Zusammensetzung des Konzerns zum Zeitpunkt 

der Erstellung des Konzernzwischenlageberichts. 

previously may have to be implemented (e.g. 

increasing marketing expenditure) which can 

negatively affect adjusted EBITDA and trigger 

considerable deviations from the estimated 

results.  

The assumptions on the economic development 

of the market and the industry are based on 

assessments which the management of the 

Delivery Hero group considers realistic in line 

with currently available information. However, 

these estimates are subject to uncertainty and 

bring with them the unavoidable risk that the 

forecasts do not occur, either in terms of direction 

or in relation to extent. The forecast for the 

forecast period is based on the composition of the 

Group at the time the interim group management 

report was prepared.  
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Appendix C: Introduction to the Survey 
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Appendix D: Variable Definitions for Survey Questionnaire 

Variable Question / Statement Likert Scale Endpoints (coded from 3 to -3) 

Part 1: Investment Attractiveness 

attractive_investment 
After reading this text, how attractive are this firm's shares as an 

investment to you? 
Very attractive (3) – very unattractive (-3) 

Part 2: Textual Characteristics 

readability 
How easy do you find it to extract relevant information from the 

text for making an investment decision? 
Very easy (3) – very difficult (-3) 

tone How would you rate the overall tone of this text? Very positive (3) – very negative (-3) 

precision How precise is the information presented in this text? Very precise (3) – very vague (-3) 

Part 3: Control Questions / Statements 

information_difficulty 
Please evaluate the following statement: The firm has made this 

text intentionally difficult to understand. 
Strongly disagree (3) – strongly agree (-3) 

objectiveness 
Please evaluate the following statement: The firm presents the 

information in this text objectively. 
Strongly agree (3) – strongly disagree (-3) 

firm_certainty 
Please evaluate the following statement: The firm is certain about 

its future development. 
Strongly agree (3) – strongly disagree (-3) 

text_complexity118 
What level of education do you think is required to fully 

understand the given text? 

No formal education (3) – 

Doctor (PhD) or equivalent (-2) 

tone_shareprice 
How do you think will the overall tone of the presented information 

influence the share price of the firm? 

Strong positive influence (3) – 

strong negative influence (-3) 

individual_certainty 
If someone asked you about the future development of the firm, 

how sure would you be about your answer? 
Very certain (3) – very uncertain (-3) 

118  For text_complexity, the Likert Scale only had 6 points: no formal education, primary school education, secondary school education, Bachelor of equivalent, Master or 

equivalent, Doctor (PhD) or equivalent. 
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Appendix E: Variable Definitions for Demographic Questions 

Variable Definition 

foreign_investor Binary variable, which is coded as 0 if participant's current state of 

residence is Germany, Austria or Switzerland, and 1 otherwise. 

education Participants education categorized by 7-point Likert Scale from "No 

formal education" (0) to "Doctor (PhD) or equivalent" (6). 

gender Binary variable, which is coded as 1 if participants are female, and 0 if the 

participants are male. 

read_financial_reports Binary variable, which is coded as 1 if participant's have read financial 

reports before, and 0 otherwise. 

never_invested Binary variable, which is coded as 1 if participant's have never directly or 

indirectly invested in shares before, and 0 otherwise. 

pension_investment Binary variable, which is coded as 1 if participant's have invested in 

shares through a pension plan before, and 0 otherwise. 

shares_investment Binary variable, which is coded as 1 if participant's have actively 

purchased shares before, and 0 otherwise. 

other_investment Binary variable, which is coded as 1 if participant's have actively 

purchased other investments (e.g. funds, bonds, options) before, and 0 

otherwise. 

age age is coded based on age groups: 

1: Participant's age < 21. 

2: Participant's age between 21 and 30 years. 

3: Participant's age between 31 and 40 years. 

4: Participant's age between 41 and 50 years. 

5: Participant’s age between 51 and 60 years. 

6: Participant’s age > 61 years. 

trading trading is coded based on the reply how often participants trade shares: 

0: Participant does not trade. 

1: Participant trades up to once per year. 

2: Participant trades up to once per quarter. 

3: Participant trades up to once per month. 

4: Participant trades up to once per week. 

5: Participant trades multiple times per week. 

trading_amount trading_amount is coded based on the reply for how much money 

participants on average trade: 

0: Participant does not trade. 

1: Participant trades between 1 EUR and 100 EUR per trade. 

2: Participant trades between 101 EUR and 500 EUR per trade. 

3: Participant trades between 501 EUR and 1,000 EUR per trade. 

4: Participant trades between 1,001 EUR and 5,000 EUR per trade. 

5: Participant trades between 5,001 EUR and 20,000 EUR per trade. 

6: Participant trades more than 20,000 EUR per trade. 

7-point Likert Scale from "strongly disagree" (0) to "strongly agree" (6)

no_trust "I do not trust publications issued by companies." 

investor_care "Companies overall care about investors, including small retail investors." 

overly_positive "Most companies try to portray themselves in an overly positive manner." 

poor_management "Often, company management does not know what they are doing." 
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