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		This paper provides evidence that analysts are credulous about the discretionary accruals at the time of an initial public offering and a seasoned equity issue. Discretionary accruals in the offering year predict subsequent analysts' forecast errors of annual earnings for as long as four fiscal years after the new issue. The discretionary accruals also predict the analysts' five-year growth forecast errors made in the offering year. The long horizon of the observed credulity matches the three to five year horizon of the new issues puzzle of post-issue stock return underperformance documented in recent studies. Analysts who are unaffiliated with the underwriters of the new issue are equally credulous as affiliated analysts. The evidence provides support for the conjecture that inadequate discounting of financial reports by analysts may have fueled initial investor overoptimism in the new issue. 
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