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The Effects of Mandatory IFRS Reporting on 

the Syndicated Loan Market 

 
(Dissertation) 

 
 

Abstract 

 

In this dissertation, I examine how the mandatory adoption of International Financial 
Reporting Standards (IFRS) affects ownership structure and debt covenants in the 
syndicated loan market. I hypothesize and document that the proportion of the loan 
retained by syndicate lead arrangers increases after a borrower adopts mandatory 
IFRS reporting. Further, I document that foreign lenders are relatively less likely to be 
involved in syndicated loan deals after the adopting of mandatory IFRS reporting. 
Finally, I find that syndicate lenders are less likely to use financial covenants in debt 
agreements after the mandatory IFRS adopting, regardless of income statement-based 
or balance sheet-based covenants. Overall, these results are in line with the argument 
by Schipper [2003]. Specifically, the adoption of a principles-based accounting 
system (e.g., IFRS), characterized by limited interpretation and implementation 
guidance, increases the difference in professional judgment among debt contracting 
parties, which in turn reduces lenders’ and borrowers’ demand for accounting 
information in signing debt contracts. Finally, the negative effect of the mandatory 
IFRS adoption on the syndicated loan market is weaker in common-law countries (in 
countries with stricter enforcement regime) than in code-law countries (in countries 
with weaker enforcement regime). 

 

 

Key words: International Financial Reporting Standards (IFRS), Syndicated 
Loans, Debt Contracts, Covenants, Home Bias. 
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1. Introduction 

    This dissertation examines whether widespread mandatory adoptions of 

International Financial Reporting Standards (IFRS) facilitate trading of the syndicated 

loan market. The extant studies on IFRS suggest that mandatory IFRS reporting 

around the world enhances financial reporting quality and increases financial 

statement comparability (Daske et al. [2008], Li [2010], Byard et al. [2011], DeFond 

et al. [2011], Tan et al. [2011]), and in turn benefits equity markets, in particular 

international capital markets. In addition to equity market, syndicated loans, however, 

are an increasingly important source of corporate finance in the U.S. and most other 

countries. 1  Despite the fact that financial statement information is particularly 

important for contracting purposes (Leftwich [1983], Watts and Zimmerman [1986], 

Ball [2001], Holthausen and Watts [2001], Ahmed et al. [2002], Li [2010]),2 little 

work to date explores whether and how the mandatory IFRS adoption influences 

syndicate ownership structure and debt contractual terms.  

 

    This dissertation addresses these questions by examining whether the 

introduction of mandatory IFRS reporting around the world can facilitate the 

syndicated debt market. Specifically, the purpose of this paper is four-fold. First, I 

would like to investigate whether introduction of mandatory IFRS alters syndicate 

loans structure. Second, given the prior findings on a phenomenon referred to as 

                                                        
1 Syndicated loans become a very significant source of financing around the world as well as in the 
U.S. For example, global syndicated lending has grown strongly from the beginning of the 1990s to 
date. Signings of new loans totaled $1.6 trillion in 2003, more than three times the 1993 amount 
(Gadanecz [2004]). In the U.S., over the past decade, there have been $780 billion in new debt 
securities and only $2 billion for equities (Graham et al. [2008]). And according to the American 
Banker, syndicated lending generates most part of underwriting revenue for the financial sector (about 
51% of total U.S. corporate finance)(Weidner [2000]).  
2 In their review article, Armstrong at al. [2010] further conclude that “… financial reporting is useful 
because efficient contract are possible when contracting parties commit to a more transparent 
information environment,” and indicate that accounting information plays a more explicit role on debt 
contracts than on contracting in the minority-interest setting. 
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“home bias”, I further examine whether foreign lenders are more likely to participate 

in syndicated loan deals after the introduction of mandatory IFRS reporting than 

before.3 Third, I examine how the extent to which financial covenants used in 

syndicate loan systematically varies following the mandatory IFRS reporting. Finally, 

I examine whether the extent to which the adoption of IFRS is associated with the 

syndicate loan structure and the use of financial covenants is conditional on the 

institutional environment, including (1) a country’s legal original and (2) the 

country-level enforcement regimes. 

 

    The first question to be addressed is to examine whether the adoption of IFRS 

reporting alters the ownership structure of syndicated loan deals. To address this 

question, I test how the proportion of the loan retained by the lead arranger is 

influenced before and after introduction of mandatory IFRS. The reason for focusing 

on the lead arranger is that the lead arranger is better informed than other participant 

banks (Dennis and Mullineaux [2000], Bharath et al. [2007], Sufi [2007], Ball et al. 

[2008]). Prior to syndication, the lead arranger establishes a relationship with the 

borrowing firm, presents a confidential memorandum to potential buyers, determines 

the syndicate composition, negotiates the pricing, and administers the facility. After 

syndication, the lead arranger is in charge of monitoring the borrower. Thus, the 

unobservability of the lead arranger’s due diligence and monitoring effort results in 

severe adverse selection and moral hazard problems to which syndicate participants 

are exposed (Sufi [2007], Ball et al. [2008], Ivashina [2009]).4 Thus, the fraction of 

                                                        
3 In the context of syndicated market, Carey and Nini [2006] reveal that foreign lenders tend to be 
reluctant to participate in loans due to a phenomenon referred to as “home bias.” 
4 The key distinction between the adverse selection and moral hazard hypotheses is the assumption of 
where information asymmetry lies. In the adverse selection hypothesis, the lead arranger has private 
information on the firm that is unknown to participant lenders. In the moral hazard hypothesis, all 
lenders are unfanmiliar with the borrower and the moral hazard problem is most serve when the lead 
arranger must learn about the firm (Sufi [2007]). 
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loan retained by the lead arranger could convey a lead lender’s resolution to exert 

their effort in due diligence and monitoring. However, previous research finds that 

when the borrowing firm provides more transparent information (e.g., financial 

statement), the more percentage of the loan can be syndicated by the lead arranger 

(Dennis and Mullineaux [2000], Sufi [2007], Ball et al. [2008]). Accordingly, to the 

extent that mandatory IFRS reporting influences accounting quality via financial 

reporting transparency and comparability (Bae et al. [2008], Barth et al. [2008], 

DeFond et al. [2011], Tan et al. [2011]), I expect the proportion of the loan retained by 

the lead arranger systematically varies after firms adopt mandatorily IFRS reporting. 

 

However, financial reporting (e.g., IFRS) can trigger economic consequences 

through its informational and contracting (or stewardship) roles (Beaver [2002]),5 and 

the two roles are not necessarily compatible with each other. For example, Gassen 

[2008] reveals that stewardship-related demand for accounting information varies 

inversely with the valuation usefulness of that information.6 As a result, it is possible 

in our setting that there are two distinct perspectives about how the mandatory IFRS 

                                                        
5 The information (contracting) role of financial reporting can also be referred to as the ex-ante or 
valuation role (ex-post or stewardship) role of accounting information, which is mainly intended to 
address adverse selection (moral hazard) problems (e.g., Beyer et al. [2010]).  
6 In the pre-contract syndication process, debt holders, as well as shareholders, demand financial 
statements that supply information about the amounts, timing, and uncertainty of firms’ prospective 
cash receipts. Shareholders seek such information that helps them either perform equity valuation or 
compensate management for current period performance. Debt holders view this information as an 
indicator of the firm’s ability to service the debt and avoid a flow-based insolvency (Ross [2002]). 
However, in the post-contract syndication process, debt creates an agency relationship between 
shareholders and debt holders (Jensen and Meckling [1976], Smith and Warner [1979]). Studies (Myers 
[1977], Smith and Warner [1979], Kothari et al. [2010]) indicate that the assets substitution and 
underinvestment problems drive debt holders’ demand for information about (1) the value of the firm’s 
nets assets in the event of liquidation and (2) the extent of other claims on those assets. Because debt 
holders expect these agency problems, they can mitigate these agency problems by relating debt 
covenants to accounting numbers in the debt contract. This contracting demand from a GAAP can be 
only effective under the situation in which a GAAP has verifiable and conservative features (Kothari et 
al. [2010]). Beatty et al. [2008a] find that debt contracts have a tendency to include income escalator 
when the agency costs of debt are likely to be higher. Similarly, Li [2010] shows that debt contracts 
tend to eliminate transitory components from GAAP earnings in order to enhance contracting 
usefulness. To the extent that GAAP earnings mainly reflect informational role of accounting, these 
adjustments are indicative of incompatibilities between the informational and contracting roles of 
accounting. From this perspective, the adoption of mandatory IFRS could have some adverse effects on 
the debt contracting (discussed later). As a result, the positive effects of mandatory IFRS reporting on 
the equity market could not be necessarily observed in the debt market. 
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adoption impacts syndicate structure. 

 

First, from the information perspective, enhanced financial reporting quality and 

comparability due to the mandatory IFRS adoption will mitigate the adverse-selection 

problems between lend arrangers and non-lead lenders, and in turn reduce the 

potential participant lenders’ (non-lead lenders in general and foreign lenders in 

particular) demand for the lead arranger to hold a larger proportion of syndicated loan.  

 

Second, from the contracting perspective, the adoption of mandatory IFRS, 

characterized by limited interpretation and guidance, will increase the noise of 

financial reporting and the difference in subjective judgment among parties to debt 

contracts (Schipper [2003]). This will increase pre-contract negotiation cost to lenders 

and borrowers and thereby reduce the likelihood of contracting between lead 

arrangers and potential participant lenders. Anticipating the information disadvantage, 

potential lenders would require the lead arranger to retain a larger proportion of 

syndicated loan. Overall, due to the two distinct perspectives, it is thus an empirical 

question whether and how the mandatory IFRS adoption affects the syndicate 

ownership structure. 

 

In addition to the lead arranger’s holding, I further explore the effect of 

mandatory IFRS adoption on foreign lenders. Prior studies show that investors are 

reluctant to make cross-border investments due to a phenomenon referred to as “home 

bias”, and the main factor contributing to home bias is the high cost of information 

about foreign investments (Kang and Stulz [1997]). The extant research indicates that 

in the context of voluntarily IFRS adoption that foreign mutual fund ownership is 

higher among IFRS adopters compared to firms using local accounting standards 
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(Covrig et al. [2007]). Kim et al. [2011] also find that voluntary IFRS adopters attract 

more foreign lenders participant in loan syndicate than non-adaptors. In this paper, I 

extend extant studies and explore whether these conclusions can be generalized into 

the setting of mandatory IFRS adoption. 

 

Proponents of accounting standards harmonization argue that mandatory IFRS 

adoption can enhance comparability of financial reporting and reduce the foreign 

lenders’ information costs about syndicated loan. However, the allegedly increased 

comparability due to mandatory IFRS adoption might be so-called “surface 

comparability” (Schipper [2003]). That is, although “one-size fits all” IFRS provide 

one set of uniform accounting standards across firms and countries, lack of detailed 

guidance and need for greater subjective judgment will lead to surface comparability, 

rather than real comparability. In this case, IFRS adoption will reduce the incentive 

for foreign lenders to participate in a syndicated loan. 

 

The second question to be addressed is to examine whether financial reporting 

quality of IFRS adopters affects the choice of debt contractual terms. Prior research 

indicates that in the context of debt covenants, lenders rely explicitly on financial 

statement numbers (Leftwich [1983], Asquith et al. [2005], Li [2010], Costello and 

Wittenberg-Moerman [2011]). For example, some studies reveal that lenders impose 

more stringent terms when financial reporting quality is low (e.g., Gigler et al. [2009], 

Costello and Wittenberg-Moerman [2011]). When introduction of mandatory IFRS 

can alter financial statement quality and information transparency, an important 

question naturally arises as to whether lenders make increased or decreased use of 

contractual terms based on accounting numbers. In this dissertation, I will explore 

whether lenders of syndicated loan deals decrease or increase their use of 
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accounting-based contractual terms when borrowers adopt mandatory IFRS. A 

financial covenant is a monitoring mechanism which is designed to protect lenders’ 

interest and maintain close scrutiny over the performance of borrowers (Dichev and 

Skinner [2002]). Therefore, lenders tend to use accounting-based debt covenants as an 

early warning signal to handle borrowers’ post deteriorations in credit risk.7 To 

address this question, I will examine how lenders of syndicated loan deals alter the 

intensity of financial covenants following the adoption of mandatory IFRS.  

 

In the same vein, there are two distinct perspectives on the effect of the 

mandatory IFRS adoption on the choice of debt contractual terms. On the one hand, 

from the information perspective, increased accounting quality due to the IFRS 

adoption will limit management’s opportunistic discretion in manipulating accounting 

numbers to satisfy requirements of financial debt covenants (Barth et al. [2008]).8 As 

a result, lenders are more likely to use financial covenant in debt agreements for 

post-IFRS period than for prior-IFRS period. 

 

On the other hand, from the contracting perspective, the adoption of mandatory 

IFRS will lower ex post debt-contracting value of accounting information. As 

mentioned above, the difference in professional judgment among practitioners about 

accounting recognition and measurement will increase after IFRS adoption. This 

implies that financial covenants are less efficient in conveying changes in a 

borrower’s creditworthiness after the IFRS adoption. In addition, prior studies 

                                                        
7 An early warning sign of violations from borrowers gives lenders the chance to renegotiations 
(DeAngelo et al. [1994], Dichev and Skinner [2002]). Renegotiations usually accompany negative 
effects on borrowers such as an increase in interest rates, restrictions on the firms’ ability to access 
credit markets, a reduction in borrowers’ access to lines of credit and so on (Sufi [2009], Roberts and 
Sufi [2009]). 
8 IFRS can increase a borrower’s accounting quality by restricting earnings management, requiring 
more timely loss recognition, and increasing higher value relevance disclosures (Barth et al. [2008]). 
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indicate that, due to very few scope exceptions (or treatment exceptions) and 

increased use of fair value measurement, income volatility in countries adopting IFRS 

increases significantly (Schipper [2003], Barth et al. [2008]). These will decrease 

lenders’ use of financial covenants as an ex post monitoring tool after a borrower 

adopts IFRS financial reporting. Accordingly, based on preceding discussion, I do not 

predict the sign of the effect of the IFRS adoption on the choice of financial 

covenants. 

 

For my empirical tests, I construct a sample of non-U.S. borrowers from 2,219 

loans from 35 countries which include 22 mandatory IFRS countries and 13 

non-mandatory IFRS countries during the period from 2000 to 2009. Empirical 

analyses use a difference-in-difference approach to examine my research questions 

because this allows me to control possible changes for the IFRS adopters by 

concurrent changes that non-IFRS adopters also experience. Most countries, except 

for Singapore, in my sample do not mandatorily adopt IFRS until 2005, when it 

becomes mandatory to do so. More specifically, all hypotheses are investigated by 

regressing the interested syndicated loan variable on a dummy variable for the type of 

adopter (mandatory versus non-mandatory adopters), a dummy variable for the time 

period (pre- versus post-mandatory adoption period), the interaction between these 

two dummy variables, and a set of control variables. 

 

My empirical results can be summarized as follows. First, I find that syndicate 

lead arrangers hold a higher proportion of loan after a borrower adopts mandatory 

IFRS reporting. To check my robustness, I also use two alternative measures, a 

Herfindahal index and the number of lenders, to investigate how the effect of 

mandatory IFRS reporting on the change of the loan syndicate structure. The results 
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show similar findings: the loan syndicate structure becomes more concentrated and 

the number of lenders becomes smaller after a borrower adopts IFRS reporting. 

Second, the empirical evidence also shows that potential foreign lenders are less likely 

to participate in a syndicate loan deal following a borrower’s adoption of mandatory 

IFRS reporting.9 Third, the empirical results indicate that a syndicate loan contract is 

less likely to include accounting-based financial covenants after mandatory IFRS 

adopting, regardless of balance sheet-based covenants or income statement-based 

covenants. 

 

In addition, I examine two additional questions to make my analysis complete. 

First, a loan contract usually comprises n-contractual terms which could be based on 

either accounting variables or non-accounting variables, and lenders would trade off 

these terms in debt contracts to compensate their risk (Melnik and Plaut [1986]). If 

IFRS reporting reduces both lenders’ or borrowers’ incentives to sign debt contracts 

based on accounting information, lenders would substitute accounting-based terms 

with non accounting-based terms when debt contracts are signed. In the same sample 

of 2,219 loans, I find that lenders are unwilling to give more credit after a borrower 

mandatorily adopts IFRS. A debt contract offered by lenders following mandatory 

IFRS reporting becomes small loans, higher loan rates, shorter-maturity loans, more 

subject to collateral requirements, and less use of the performance pricing provision 

based on an accounting ratio. 

 

My final question to be addressed in this dissertation is to examine whether the 

effects of the introduction of mandatory IFRS reporting on syndicated loan deals are 

                                                        
9 An international syndicated loan is defined by the Bank for International Settlements (BIS) as a 
facility for which there is at least one lender present in the syndicate whose nationality is different from 
that of the borrower. 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

 

9 
 

not even distributed across countries. This question is motivated by recent IFRS 

literatures suggesting heterogeneity in capital market effects around the IFRS mandate 

(Daske, et al. [2008], Ball et al. [2003], Ball [2006]).10 These papers point to a 

limited role of standards alone in determining reporting quality and, in contrast, 

highlight the importance of firms’ reporting incentives, which are shaped by many 

institutional factors. In the same vein, I predict in my setting that the negative relation 

between the IFRS adoption and the syndicate structure and the use of financial 

covenant is conditional on such institutional factors. In this dissertation, I focus 

primarily on the following two institutional factors: a country’s legal original, and the 

country-level enforcement regimes. 

 

In common-law countries where corporate disclosure is the solution for 

mitigating information asymmetries and accounting information is perceived to have 

higher quality with more timely loss recognition (Ball et al. [2000]). As a result, 

increased information transparency and quality due to the IFRS adoption are more 

effective in conveying a borrower’s creditworthiness and lead arrangers’ monitoring 

and due diligence effort. In contrast, firms in code-law countries emphasize 

relationship with banks, so information asymmetries usually are resolved via insider 

communication. This will reduce the demand for contracting role of accounting. 

Hence, I hypothesize that the negative relation between the IFRS adoption, the 

syndicate structure, and the use of financial covenants is weaker in common-law 

countries than in code-law countries. As predicted, my empirical results provide 

supporting evidence of this prediction. Specifically, I find that lead arrangers are 

required to retain a relatively less proportion of syndicated loan, foreign lenders are 

                                                        
10 For example, extant studies argue that IFRS implementation is likely to be heterogeneous across 
countries (Ball [2006]); in addition, firms’ reporting incentives are shaped by markets and countries’ 
institutional environment, and play a key role for reporting outcomes (Ball et al. [2003], Ball [2006]). 
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relatively more likely to participate in a syndicated loan, and lenders make relatively 

increased use of financial covenants when a borrower in common-law country adopts 

mandatory IFRS.  

 

Regarding the country-level enforcement regime, Leuz [2010] indicates that 

convergence of reporting practices is unlikely due to persistent enforcement 

differences around the world. Daske et al. [2208], Li [2010], Armstrong et al. [2010], 

and DeFond [2011] all find that the documented capital-market effects of IFRS 

reporting are relatively pronounced in countries with the stronger enforcement. In the 

debt market, prior study also finds that when lending to a company, lenders should 

assess not only the credit quality of the borrower but also the risk due to weak laws or 

institutions. In addition, strong creditor rights seem to enhance loan availability as 

lenders are more willing to provide credit on favorable terms, consistent with 

enforcement regime argument (Qian and Strahan [2007]). I thus also argue that the 

negative effects of the IFRS adoption on the syndicate structure and the use of 

financial covenants are relatively weaker in countries with stronger enforcement. As 

predicted, the empirical evidence supports my argument. 

 

My dissertation is closely related to Kim et al. [2011] (hereafter KTY). My paper 

is different from KTY in several dimensions. First, my study concentrates on the 

setting of mandatory IFRS, while KTY focus on voluntary IFRS. Although KTY 

perform several sensitivity tests to address the self-selection bias issue, it is possible 

that KTY can not completely rule out the possibility that the positive economic 

consequences from voluntary IFRS are driven by the changes in firms’ incentive and 

the economic environment, rather than the change in the financial reporting system. 

Second, I find that lead arrangers retain a larger share of syndicated loan, and foreign 
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lenders are less likely to participate in syndicate loan after mandatory IFRS adoption; 

however, KTY do not examine the effect of IFRS adoption on the syndicate ownership 

structure, but find foreign lenders are more likely to participate in syndicate loans 

after voluntary adoption. Third, my results further reveal that optimal choice of 

n-contractual terms exist in a debt contract after mandatory IFRS reporting while KTY 

don’t. Finally, KTY conclude positive effects of the voluntary IFRS adoption from the 

argument of accounting informational roles. In contrast, I argue that the adopting of 

mandatory IFRS can trigger economic consequences through its informational and 

contracting roles, and document a net negative effect of IFRS adopting on the 

syndicated loan market. 

 

This dissertation could make contributions to the literature in several ways. First, 

I contribute to the literature on the role of the adoption of mandatory IFRS on 

syndicated loan. While prior studies on economic consequence of mandatory IFRS 

(e.g., Daske et al. [2008], Li [2010], Byard et al. [2011], DeFond et al. [2011], Tan et 

al. [2011]) focus primarily on equity market, my paper concentrates exclusively on the 

economic effects of mandatory IFRS reporting on debt markets. Second, the extant 

research on mandatory IFRS finds that the adopting of mandatory IFRS on average 

has a positive effect on equity market. In contrast, I find that from the contracting role 

of accounting, the IFRS adoption increases information asymmetries between lead 

arrangers and non-lead lenders and between lenders and borrowers by documenting 

that lead arrangers (foreign lenders) retain a larger (smaller) share of syndicated loan, 

and lenders decrease their use of financial covenants. 

 

Third, I contribute to the literature on cross-border investment by documenting 

that foreign potential lenders are less likely to participate in a syndicated loan when a 
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borrower adopts mandatory IFRS. In contrast to prior research on home bias, which 

focuses mainly on equity market (Florou and Pope [2009], Bruggemann et al. [2009]), 

I document that foreign lenders are less likely to participate in syndicated loan deals 

after the introduction of mandatory IFRS reporting.  

 

Fourth, I extend and complement prior research on debt covenants by 

documenting a significant relation between financial reporting quality (e.g., 

mandatory IFRS adoption) and debt contractual terms. Prior literature on debt 

covenants finds that accounting information quality, as measured by the incidence of 

restatement (Graham et al. [2008]) and internal control weaknesses (Costello and 

Wittenberg-Moerman [2011]), influences intensity of financial covenants used in 

contractual terms. In this dissertation, I argue that there are two distinct perspectives 

on the effects of introduction of mandatory IFRS reporting on a syndicated loan, and 

find that whether to adopt mandatory IFRS is an important determinant of intensity of 

financial covenants employed in syndicated loan deals. Finally, while Watts [2003] 

suggests that debtholders’ information need is an important force that shapes the 

properties of accounting number, my findings have policy implication for regulators, 

in particular US regulators.11 

 

2. Literature 

2.1 IFRS v.s. reporting quality and comparability 

Proponents of IFRS adoption argue that IFRS reporting can improve financial 

reporting quality and enhance their comparability across firms and countries. 

                                                        
11 The FASB and the IASB are now working on a joint project to develop an improved common 
conceptual framework. However, they drop the stewardship sub objective and subsume it under the 
“decision usefulness”. In other words, they no longer view stewardship and valuation usefulness as 
alternative sub-objectives. This could “blurs an important difference in the channels by which 
accounting information affects economics relationships (Gassen [2008]).” 
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Literature on IFRS indicates that IFRS are capital-market oriented and are more 

comprehensive than most local GAAP (Ding et al. [2007], Bae et al. [2008]). Using a 

sample of firms from 21 countries, Barth et al. [2008] find that firms adopting IFRS 

exhibit less earnings smoothing, less earnings management towards a target, more 

timely losses recognition, and more value relevance of accounting amounts. However, 

the sample period of Barth et al. [2008] precedes the mandatory IFRS reporting for 

most sample firms and, hence, one can’t attribute their results to changes in a firm’s 

reporting incentive or changes in financial reporting system. 

 

Comparability is also the driver for demanding one set of uniform accounting 

standards across firms and countries (Barth [2006], Leuz [2010]).12 The reason 

behind this argument is that the same accounting reporting can reduce information 

processing costs, thus inducing cross-border investments and the integration of global 

financial markets (Armstrong et al. [2010], Covrig et al. [2007]). For cross-border 

investors, the problems with information uncertainty drive their portfolios 

overweighting on firms domiciled in their home countries. Harmonizing accounting 

globally helps to reduce these information problems. The direct effect on IFRS 

worldwide reporting is to decrease costs of acquiring foreign expertise to analyze 

accounting information (Barth et al. [1997]). Therefore, research finds that if the 

degree of conformity in accounting methods is high, foreign investors more incline to 

hold cross-border investment (Bradshaw et al. [2004], Covrig et al. [2007], Beneish et 

al. [2010], DeFond et al. [2011]).  

 

Additionally, differences between local GAAP and IFRS affect foreign analysts 

                                                        
12 IASB [2008] and FASB [2008] define comparability in the Conceptual Framework Exposure Draft 
as “the quality of information that enables users to identify similarities and differences between sets of 
economic phenomena.” 
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following and their forecast accuracy (Ashbaugh and Pincus [2001], Bae et al. [2008]). 

De Franco et al. [2011] directly develop measures of financial statement comparability. 

They find that comparability leads to greater analyst following, to more accurate 

forecast, to a reduction in forecast optimism, and to less dispersion in earnings 

forecasts. 

 

IFRS reporting can bring forth improved reporting and disclosure quality and, 

hence, lower information asymmetries among investors, which in turn is expected to 

reduce cost of equity capital, and to increase market liquidity (Leuz and Verrecchia 

[2000], Verrecchia [2001], Botosan [1997], Hail and Leuz [2006]). For example, 

Daske et al. (2008) examine the capital-market effects around the mandatory 

introduction of IFRS reporting in 26 countries using a variety of proxies. They 

document an increase in market liquidity, a decrease in firms’ costs of capital, and a 

corresponding increase in equity valuation. Li [2010] also finds that EU firms 

adopting IFRS experience reduction in costs of equity.   

 

Byard et al. [2011], Horton et al. [2008] and Wang et al. [2008] find that analyst 

properties such as forecast accuracy, analyst following and forecast dispersion 

improve after the mandatory adoption of IFRS. They argue that IFRS adoption may 

improve analysts' information environment by enhancing disclosure and transparency 

or by increasing the comparability of financial reports. 

 

2.2 IFRS v.s. reporting incentive 

    Research on the international accounting indicates that accounting standards per 

se do not determine financial reporting quality (Ball et al. [2000, 2003], Leuz et al. 

[2003], Hail et al. [2010a, 2010b]). The reason behind this argument is that because 
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standards give managers considerable judgment and substantial discretion, 13  the 

observed financial reporting information is the outcome of managers’ trade-off 

between costs and benefits. As a result, firms’ reporting incentives determine observed 

financial reporting quality (Ball et al. [2000, 2003], Leuz et al. [2003], Ball and 

Shivakumar [2005], Burgstahler et al. [2006]).14 

 

    Discovered factors shaping financial reporting outcome include managers’ 

incentives (Ball et al. [2000, 2003], Leuz et al. [2003], Ball and Shivakumar [2005], 

Burgstahler et al. [2006]), legal enforcement (Ball et al. [2003], Leuz et al. [2003], 

Burgstahler et al. [2006], Lang et al. [2006], Hail and Leuz [2007], Daske et al. 

[2008]), ownership structure (Ball and Shivakumar [2005], Burgstahler et al. [2006], 

Fan and Wong [2002]), tax system (Guenther and Young [2000], Haw et al. [2004]), 

legal origin (Ball et al. [2000]), and other institutional features of the economy. Thus, 

the discernible effect on adoption IFRS should be heterogeneous across firms and 

countries. 

 

    Consistent with the above argument, empirical evidence shows that capital 

market effects around the introduction of mandatory IFRS reporting are not evenly 

distributed across countries. Recent governance reforms in European Union (EU) 

countries around the introduction of mandatory IFRS reporting provide a good 

laboratory to examine the role of enforcement.15 For example, Daske et al. [2008] 

                                                        
13 Empirical evidence (Ding et al. [2007]) finds that IFRS reduce the amount of reporting discretion, 
but IFRS still like many other accounting standards provide firms with considerable judgment and 
substantial discretion. 
14 This argument does not imply that causality exists between reporting incentives and financial 
reporting quality. Holthausen [2009] points out that we don’t have decisive evidence of main factors 
that determine financial reporting quality.  
15 The EU has mandated IFRS reporting in 2005. Prior to 2005, the EU made much efforts to tighten 
their enforcements regimes around mandatory IFRS reporting (refer to studies by Hail and Leuz [2007], 
Daske et al. [2008], Armstrong et al. [2010]). 
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study the economic consequences around the introduction of mandatory IFRS 

reporting in 26 countries and document that the capital-market effects are more 

pronounced in member states of the European Union (EU), possibly reflecting its 

simultaneous efforts to improve enforcement. Moreover, similar results can be found 

in the EU sample. Li [2010] investigates if the mandatory adoption of IFRS reduces 

the cost of equity capital and indicates that the reduction in the cost of equity is 

mainly driven by firms in countries with strong legal enforcement. Armstrong et al. 

[2010] investigate equity market reaction to 16 events between 2002 and 2005 

associated with the adoption of IFRS in the EU. Their results indicate that firms 

domiciled in common law countries react more positively than firms domiciled in 

code law countries. DeFond et al. [2011] further document that although mandatory 

IFRS adoption results in a large improvement in comparability, US mutual fund 

ownership increases only among adopters in countries where implementation is more 

credible.16 

 

2.3 Accounting information v.s. debt contracting 

Accounting information serves as a direct contracting role in reducing the agency 

costs arising from debt contracting process (Watts and Zimmerman [1986, 1990], Ball 

[2001], and Holthausen and Watts [2001]). Literature attributes two important 

characteristics to this argument. First, before providing access to capital, lenders 

require reliable information to assess the borrower’s credit quality, as well as 

information to evaluate the timing and riskiness of the borrower’s expected future 

cash flows. Second, after debt contracts are signed, debt contractual terms based on 

accounting information (i.e., covenants, performance pricing) can be regarded as a 

                                                        
16 Setting in firms cross-listed in the United States also stresses the importance of enforcement for 
financial reporting quality (Lang et al. [2006], Leuz [2006]). 
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warning mechanism protecting the lender’s wealth from the borrower’s 

value-reducing decisions. Therefore, I will review literature related to the two 

researches in the following two sub-sections. 

 

2.3.1 Roles of accounting information in mitigating information asymmetry 

    Extant studies (Bharath et al. [2008], Beatty et al. [2008b], and Dhaliwal et al. 

[2010]) argue that the types of information demanded at loan inception determine the 

choice to obtain public or private debt. Bharath et al. [2008] use factor analysis to 

develop a comprehensive accounting quality measure and find that firms with lower 

accounting quality are more likely to borrow from banks. Moreover, they also find 

that public debts are more sensitive to accounting quality than private debts. These 

findings are consistent with either private lenders’ access to proprietary information 

beyond accounting reports, or private lenders’ ability to monitor the borrower through 

covenants. Beatty et al. [2008b] further examine whether the borrower’s accounting 

quality affects the decision to lease versus to use equity or debt financing. Dhaliwal et 

al. [2010] investigate whether disclosure costs influence the choices of public versus 

private debts. Their findings are generally consistent with the results of Bharath et al. 

[2008]. 

 

    Compared to the aforementioned papers, which focus mainly on accounting 

information for public debts, recent studies examine the role of information and 

accounting quality in mitigating information asymmetry among lenders in the 

syndicated loan (Dennis and Mullineaux [2000], Sufi [2007], Ball et al. [2008]). Sufi 

[2007] argue that because lead arrangers ex ante possess private information about the 

borrower, participant lenders expect their active monitor on the borrower, which, in 

turn, induces the lead bank to retain a large share of the loan and forms a more 
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concentrated syndicate. Ball et al. [2008] extend the evidence in Sufi [2007] and 

develop a new debt-specific measure of accounting quality, i.e., the debt-contracting 

value (DCV) measure.17 They find that accounting information (i.e. DCV) conveys 

more information about a borrower’s credit quality and, hence, mitigate the potential 

adverse selection and moral hazard problems within the syndicate. This leads to a 

lower proportion of the loan retained by the lead arranger. 

 

    Wittenberg-Moreman [2008] utilizes the setting of secondary syndicated loan 

market to examine the effect of accounting quality on information asymmetries 

between investors. She finds that timely loss recognition is negatively associated the 

size of bid-ask spreads. Her findings are consistent with Watts [2003] and Ball [2001] 

which argue that lenders assess a potential loan and certain the borrower’s 

creditworthiness by knowing the borrower’s verifiable lower bound measures of net 

assets. 

 

2.3.2 Roles of accounting information in the design of the debt contract 

    Debt agreements consist of different aspects of contractual terms such as interest 

rates, maturities, performance-pricing provisions,18 loan sizes, financial covenants, 

dividend restrictions, and income escalators.19 Prior accounting studies focus mainly 

on how the quality of a firm’s financial reporting is related to the cost of debt. These 

studies often use the credit rating, interest rates, or the ratio of interest expense to 

interest bearing debt as a proxy for costs of debt. Ahmed et al. [2002] and Zhang 
                                                        
17 The DCV measure captures the ex ante information known by the lead lender about the credit quality 
of the borrower at the inception of the loan. DCV is derived by estimating a model of credit rating 
downgrades as a function of lagged, seasonally adjusted changes in accounting earnings. 
18 A typical performance-pricing provision defines that interest rates relate to borrowers’ specific 
performance measure (e.g., Debt/EBITDA or leverage). As the borrowers’ specific performance 
measure changes, the interest rates reset based on the terms of the pricing grid. 
19 Income escalators define as systematic adjustments to net worth covenants that exclude a percentage 
of positive net income from covenant calculations (Beatty et al. [2008a]). 
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[2008] find that firms that report more conservatively have lower costs of debt. 

Bharath et al. [2008], Ashbaugh et al. [2006], and Francis et al. [2005] use various 

measures of accounting quality and conclude the same findings. However, there is no 

direct evidence on why debt holders value high quality accounting information 

(Armstrong et al. [2010]). 

 

    Most literature on conservatism indicates that accounting conservatism plays a 

vital role during debt contracting. Watts [2003] and Ball [2001] argue lenders assess a 

potential loan and certain the borrower’s creditworthiness by knowing the borrower’s 

verifiable lower bound measures of net assets. Moreover, conservatism is affected by 

the threat of litigation (Basu [1997]). Besides, conservative reporting constrains 

managers’ opportunistic behavior. Empirical literature finds that conservative 

reporting leads to lower costs of debt (Ahmed et al. [2002] and Zhang [2208]), to an 

early transfer of control rights (Zhang [2008]), and to the decreased information 

asymmetries (Wittenberg-Moerman [2008]). 

 

Debt contracts, including financial covenants, can inform lenders an early 

warning signal of borrowers’ deteriorations in credit risk by triggering violations of 

debt covenants in a timely manner (Dichev and Skinner [2002]). Using a sample of 

public debt contracts, Nikolaev [2010] finds a positive association between timely 

loss recognition and the use of debt covenants. Moreover, he also finds that the 

likelihood of using debt covenants is affected by firms’ accounting quality. Graham et 

al. [2008] indicate that loans initiated after restatement have more covenant 

restrictions, while Costello and Wittenberg-Moerman [2011] find that when a firm 

experience a material internal control weakness, lenders are less likely to use financial 

covenant in debt agreements. 
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    Another stream of literature investigates how debt contracts adjust accounting 

numbers to satisfy the debt contracting demand. Li [2010] finds that contractual 

definitions of net income are different from GAAP when the loan maturity is longer 

and when transitory earnings are less useful for debt contacting; however, 

conservative adjustment does not seem to be a major concern in measuring net income 

or net worth. Beatty et al. [2008a] examine the use of income escalators and tangible 

net worth covenants in debt contracts and argue that these modifications make 

contract calculations more conservative. They further find that firms that provide 

more conservative reports are more likely to have conservative modifications (e.g., 

income escalators) in their debt covenants. They suggest that covenant modifications 

are unlikely to fulfill the lender’s demands for conservative financial statements. 

Frankel et al. [2208] investigate that whether changes in accounting rules for goodwill 

(i.e., SFAS 141 and SFAS 142) lead to covenant modifications. They find that firms 

with goodwill on the balance sheet are less likely to have covenant modifications and 

conclude that creditors view a borrower’s intangible assets as an important source of 

information about the firm’s financial health and as its ability to pay future principal 

and interest on the debt. 

     

3. Background and Hypothesis Development 

3.1 Institutional Background 

Syndicated loans are an increasingly significant source of firm finance and have 

recently lead to more underwriting revenue than either the equity or the bond market 

(Altunbas et al. [2006]; Ball et al. [2008]). Syndicated loans are credits granted by 

more than one financial institution to a borrower. In the syndication process, the 

syndicate members can be divided into two groups, namely, lead arrangers and 
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participant lenders. Once the lead arranger signs a mandate20 with a borrower, the 

syndication process begins. The lead arrangers recruit potential participant lenders to 

fund part of the loan. They provides information memo (IM) to potential buyers, 

summarizing the executive summary, investment considerations, a list of terms and 

conditions, an industry overview, and a financial model. After a syndicated loan 

agreement is signed by all parties, the lead bank is responsible for monitoring the 

borrower and deals with necessary amendments which include a covenant waiver or a 

change in the collateral (Standard & Poor’s [2007], Dennis and Mullineaux [2000], 

Lee and Mullineaux [2004]).  

 

Thus, information asymmetries and the need for monitoring lead to an adverse 

selection problem and a moral hazard problem (Sufi [2007], Ball et al. [2008], 

Ivashina [2009]). Prior to the loan syndicated, because the lead arranger is able to 

collect information and establish a relationship with the borrower in the first place, the 

lead bank has an incentive to retain loans of higher quality. Post the loan syndicated, 

due to the reduced portion of loans retained by the lead arranger, the lead arranger’s 

unobservable effort causes the moral hazard problem. Literature argues that the 

information and monitoring need can result in the above moral hazard problems; 

monitoring by multiple creditors, however, could result in costly duplication of 

monitoring efforts and inefficient free-riding (Leland and Pyle [1977], Diamond 

[1984]). For this reason, creditors want to delegate monitoring to one financial 

intermediary and thus the delegated monitor role of the lead arranger is derived (Sufi 

[2007]). 

 

                                                        
20 A mandate is a preliminary loan agreement which outlines the lead’s syndication strategy, the 
specification of debt covenant, fees, and collateral as well as the loan amount and a range for the 
interest rate. 
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However, if participant lenders delegate direct monitoring to lead arrangers, lead 

arrangers are less likely to credibly commit to doing proper due diligence because 

they no longer invest their own money. If participant lenders want to avoid shirking 

by the lead arranger, a safer way is to hold less percentage of the loan. In this article, I 

posit that publicly available accounting information not only resolves information 

asymmetries among contracting parties (e.g., the lead arranger, the participant banker, 

and the borrower) but also mitigating moral hazard problem between the lead arranger 

and the participant banker. The main reason is that the debt contracting role of 

accounting information can be a mechanism of reducing the cost of contracting and 

monitoring.  

 

3.2 Hypotheses Development 

    In section 3.2.1~3.2.2 I discuss the competing views on whether and how 

mandatory IFRS reporting affects the loan syndicate structure and uses of financial 

covenants in debt contracts. Then, I develop three hypotheses pertaining to how (1) 

the loan retained by syndicate lead arrangers, (2) the presence of a foreign lender in a 

syndicated loan, and (3) uses of financial covenants in debt contracts might be 

associated with a borrower’s adoption of mandatory IFRS reporting. Finally, in 

section 3.2.3 I develop how the institutional effects around the introduction of 

mandatory IFRS reporting on the syndicated loan market. 

 

3.2.1 Mandatory IFRS reporting versus syndicate structure 
 
The informational effect of IFRS reporting on syndicate structure 

    Extant literature posits that mandatory IFRS adoption influences financial 

reporting quality and transparency (Daske et al. [2008], Hail et al. [2010a, 2010b], 

Armstrong et al. [2010], Li [2010]). In this dissertation, I first posit that IFRS 
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adoption may play an important role in the loan syndication process by altering 

information asymmetry between lead arrangers and other participant lenders.  

 

    As mentioned earlier, in the context of a syndicate loan, there exit information 

asymmetries between a borrower and lenders as well as among lenders themselves. 

Prior to the signing of syndicate loan contact, potential participant lenders require the 

lead arranger to retain a larger proportion of loans to mitigate the information 

asymmetries between lead arrangers and other participant lenders and the associated 

adverse selection problems inherent in a syndicated loan. In addition, subsequent to 

the signing of loan contract, the lead arrangers also are required to hold a larger share 

of loans to ameliorate potential moral hazard problems. 

 

In this section, I address one question as to whether and how the adoption of 

mandatory IFRS affects syndicate loan structure. As mentioned above, there are two 

distinct perspectives about this question. From the information perspective, extant 

research reveals that IFRS adoption can enhance financial reporting quality and 

transparency. In this case, high-quality accounting numbers enable potential lenders to 

more accurately assess the borrower’s credit quality independently of the lead 

arranges and in turn reduce the information asymmetry between the lead arranger and 

participant lenders. As a result, I can argue that the lead arrangers’ are required to hold 

a smaller share of syndicate loan after a borrower adopts IFRS reporting. 

 

Similarly, high-quality IFRS also can lower the cost associated with post-contract 

due diligence and monitoring efforts of the lead arrangers, but also facilitate other 

participant lenders monitoring the lead arrangers’ contractual duties. Thus, IFRS 

adoption could help mitigate the moral hazard problem in context of syndicated loan. 
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Again, this enables the lead arrangers to hold a smaller proportion of syndicate loan. 

 

Besides, in the area of cross-border capital flows, the home-bias literature posits 

that familiarity with the accounting standards matters for portfolio holdings. Another 

argument in favor of IFRS adoption is that greater comparability due to IFRS 

adoption makes it less costly for foreign investors to compare firms across market and 

countries (Covrig et al. [2007], Byard et al. [2011], Tan et al. [2011], DeFond et al. 

[2011]). As a result, the global movement towards IFRS reporting may facilitate 

cross-board investment and the integration of capital markets. In the context of 

syndicate loan, greater comparability due to the IFRS adoption makes it is easier for 

foreign lenders to compare firms among countries, and thus, ameliorate the 

information asymmetry with respect to the borrowers’ credit quality. This would 

enhance the foreign lenders’ incentive to participate in a syndicate loan.  

 

Overall, from the information perspective, I expect that the adoption of IFRS 

leads to a lower proportion of loan retained by syndicated lead arranges, and a higher 

likelihood of a foreign lender being involved in syndicated loan. 

 

The contracting effect of IFRS reporting on syndicate structure 

On the other hand, from the contracting perspective, one may argue that IFRS 

adoption would not mitigate the information asymmetry and the associated adverse 

selection and moral hazard problems inherent in syndicated loan. First, the current 

allegedly “principles-based” standards (i.e., IFRS) are characterized by less scope 

exceptions, less treatment exceptions, and the lack of (or less) detailed 

implementation guidance (Schipper [2003], Maines et al. [2003]). Second, IFRS has 

increasingly called for use of fair value in the financial statements. These judgment 
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and estimates have the potential to limit the contracting usefulness of accounting 

information by introducing bias and error into reported numbers. Thus, one may argue 

that potentially participant lenders may be faced with more severe information 

asymmetry with respect to borrowers’ credit quality and due diligence and monitoring 

efforts of the lead arrangers. In this case, participant lenders may factor these into the 

initial design and subsequent renegotiation of the loan. This will require lead 

arrangers to retain a higher proportion of syndicate loans. 

 

In addition, to the extent that adoption of principles-based standards implied very 

few scope and treatment exceptions that are intended to reduce volatility (smooth 

income), one effect would be increased volatility in reported earnings (Schipper 

[2003]). The extant empirical studies provide supporting evidence on increased 

income volatility in countries adopting IFRS (Barth et al. [2008]). In such a case, the 

increased contract costs, including costs associated with writing, negotiating, and 

enforcing debt contract, due to IFRS adoption may not mitigate, even exacerbate, the 

information asymmetry between lead arrangers and participant lenders and the 

associated adverse selection and moral hazard problems. It is therefore possible that 

potential participant lenders would require lead arranges to retain a higher proportion 

of syndicated loan. 

 

    Another important dimension of IFRS reporting is its greater comparability 

among firms. However, it is possible that greater comparability due to principle-based 

system (including IFRS) would be what Schipper [2003] calls “surface 

comparability”, rather than “real comparability”. Specifically, under rule-based 

system (e.g., U.S. GAAP), specific guidance on how to apply a standard reduces the 

effects of the differences in professional judgment, and the resulting comparability 
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would be more effective. In contrast, under the more principle-based system 

(including IFRS), the same accounting treatment may lead to dissimilar arrangements 

due to more judgment and less guidance, thereby make financial reporting less 

informative. In such a case, foreign lenders will be more reluctant to participate in a 

syndicate loan due to higher cost of information about foreign investments. 

 

Given the two distinct perspectives on how mandatory IFRS adoption 

influences syndicate ownership structure, my first and second hypotheses are stated in 

null form: 

 

H1: The proportion of the loan retained by syndicate lead arrangers has an 

association with a borrower adopting mandatory IFRS reporting. 

 

H2: Whether a foreign lender is involved in a syndicated loan deal has an 

association with a borrower adopting mandatory IFRS reporting. 

 

3.2.2 Mandatory IFRS reporting versus debt contractual terms 

    Syndicate participants can assess whether the lead arranger is misleading them 

about true quality of borrowers via accounting reports (Ball et al. [2008]). To the 

extent that lenders can relate debt contractual terms to accounting reports in their debt 

agreements, they can mitigate ex post moral hazard problems arising from 

expropriation by managers and shareholders (e.g., well-known agency problems such 

as claim dilution (Smith and Warner [1979]), asset substitution (Jensen and Meckling 

[1976]), debt overhang (Myers [1977]). 

 

In this section, I focus my analyses on financial covenants in debt contracts to 

examine the effect of IFRS on syndicated loan deals for the following reasons. First, 
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covenants can be viewed as an early warning signal to handle borrowers’ post 

deteriorations in credit risk (Dichev and Skinner [2002]). Second, many covenants 

using to bind managers’ opportunistic actions are accounting-based (the evidence in 

Nikolaev’s [2010] research sample can be found). Finally, higher quality of financial 

reporting limits managers’ ability to make accounting choice to avoid the likelihood 

that their firm violates accounting-based debt covenants. The setting of mandatory 

IFRS reporting provides an opportunity to examine whether changes of accounting 

standards are an ex ante important factor in the debt contracting process. 

 

The informational effect of IFRS reporting on debt contractual terms 

    Prior studies indicate that higher quality of financial reporting can mitigate 

agency costs and that borrowers, in turn, face lower cost of debt charged on the loan 

(Ahmed et al. [2202], Ashbaugh et al. [2006], Ball et al. [2008], Bharath et al. [2008], 

Zhang [2008]). These studies highlight that higher accounting reports mitigate moral 

hazard problems, which makes it possible for lenders to efficiently monitor their debt 

value. 

 

In the context of my dissertation, as mentioned earlier, IFRS can increase firms 

accounting quality by restricting earnings management, requiring more timely loss 

recognition, and increasing higher value relevance disclosures (Barth et al. [2008]). 

The will limit management’s opportunistic discretion in manipulating accounting 

numbers to satisfy requirements of financial debt covenants. According to this 

argument, I thus expect that lenders are more likely to use financial covenant in debt 

agreements for post-IFRS period than for prior-IFRS period.  

 

The contracting effect of mandatory IFRS reporting on debt contractual terms 
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    As described above, the adoption of a principles-based accounting system (e.g., 

IFRS), characterized by limited interpretation and implementation guidance, will 

increase the difference in professional judgment among practitioners about accounting 

recognition and measurement. In addition, anecdotal evidence argues that less 

specificity in accounting standards would lead to an increase in manipulation of 

financial results (e.g., Intel and former FASB member David Mosso). In the 

syndicated loan setting, these arguments imply that the IFRS adoption will result in 

increased disagreements among debt contracting parties. This will increase 

renegotiation cost between lenders and borrowers, which in turn reduces lenders’ and 

borrowers’ demand for accounting information in signing debt contracts.  

 

Smith [1993] indicates that private lenders are to set debt constraints just below 

the actual current value and the lenders could immediately recall their loan by 

covenant violations. However, increased judgment and the heavy use of fair value in 

financial reporting by IFRS will provide unreliable signals of the borrower’s 

liquidation value, and reduce the contracting usefulness of accounting numbers in 

debt contracts (Holthausen and Watts [2001], Kothari et al. [2010]). For example, 

Demerjian [2011] finds that a shift by U.S. standards setters towards the “balance 

sheet approach” reduces the usefulness of balance sheet numbers for contracting. 

Watts [2006] also points to recent changes accounting standards-especially an 

increased emphasis on firm valuation-to argue that GAAP-based numbers have 

become less useful for contracting. Therefore, debt contracting parties will in turn 

make decreased use of the balance sheet-based financial covenants. 

 

Besides, I argue that debt contracting parties would also make decreased use of 

the earnings-based financial covenants. This is because, as mentioned earlier, the 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

 

29 
 

higher income volatility could lead to the likelihood of violating debt covenants based 

on income numbers and in turn increase renegotiation cost between lenders and 

borrowers. For example, renegotiation costs typically include an increase in interest 

rates, restrictions on the firms’ ability to access credit markets, a reduction in 

borrowers’ access to lines of credit and so on (Sufi [2009], Roberts and Sufi [2009]). 

 

I also expect that the increased income volatility due to the IFRS adoption also 

will increase renegotiation cost between lenders and borrowers, thereby reducing the 

incentives for lenders and borrowers to use accounting information in signing debt 

contracts. As a result, I posit that, from the perspective of contracting role, the IFRS 

adoption will result in lender making decreased use of financial covenants in 

syndicated loan market 

 

Overall, the information perspective is in favor of the positive relation between 

the IFRS adoption and the use of financial covenants, while contracting perspective 

provides the opposite arguments. As a result, I cannot predict how the adoption of 

mandatory IFRS reporting affects financial covenants in a syndicated loan market. My 

third hypothesis is thus stated in null form: 

 

H3: Whether syndicate lenders use financial covenants based on accounting 

numbers in debt agreements is associated with a borrower adopting mandatory 

IFRS reporting. 

 

3.2.3 The effect of institutional environment 

In this section, I examine whether the effects of mandatory IFRS reporting on 

syndicated loan market, as discussed in H1 through 3, are conditional on certain 
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institutional factors. The arguments are motivated by recent studies that reporting 

incentives are shaped by many institutional factors (Ball et al. [2003], Hail et al. 

[2010a, 2010b]).21 In my dissertation, I focus on the following two institutional 

factors: (1) a country’s legal original, and (2) the strength of enforcement regime.  

 

The first question I address is whether a country’s legal original affects the 

association between IFRS adoption and the function of syndicated loan market. It is 

well-documented that firms in code-law countries tend to resolve information 

asymmetries via private channel rather than public disclosure (Ball et al. [2000]). As a 

result, one can argue in the debt market setting that, compared to code-law countries, 

accounting income in common-law countries is thus more timely in incorporating 

economic losses that enable lenders to efficiently monitor their financial claims. 

Following the same logic, in the context of syndicated loan, information asymmetries 

among lenders and between borrowers and lenders will decrease more in common law 

countries than civil law countries. Besides, the presence of common-law penalties to 

false signaling, coupled with the fact that International Accounting Standard Board 

(IASB) adopts a more principles-based approach to develop IFRS, leads to our 

prediction that IFRS adopters in the common-law countries can effectively signal 

better quality to lenders than those in code law countries, and the negative effects of 

the adoptions of mandatory IFRS on the syndicated debt could be reduced more in 

common law countries (Ball et al. [2000]). 

 

 Thus, I hypothesize that the negative effects of the adoptions for mandatory 

IFRS on the syndicated debt market are weaker in common law countries than civil 

                                                        
21 These factors include a country’s legal institutions, the strength of enforcement regime, capital 
market forces, product market competition, a firm’s compensation, ownership and governance structure 
and firms’ operating characteristics (refer to Hail et al. [2010a, 2010b]). 
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law countries. 

 

    The second institutional factor I address is the strength of enforcement regime. 

The motivation for this analysis stems from extant studies documenting that the 

strength of the enforcement regimes that shapes managers’ reporting incentives is 

likely to be the primary drivers for the development of standards (Hail et al. [2010a, 

2010b], Holthausen [2009], Leuz [2010]). The extant studies find that that the equity 

market effects of IFRS are relatively more pronounced in countries with strict 

enforcement regimes and in countries where institutional background provides strong 

reporting incentives to firms (Daske et al. [2008], Li [2010], Armstrong et al. [2010], 

Byard et al. [2011], and DeFond et al. [2011]). The desire for enforcement need is 

more important in a debt market. Cross countries evidences show that the degree of 

creditor protection affects the design of bank loans (Miller and Reisel [2009]). Prior 

studies (e.g., Qian and Strahan [2007]) indicate that loans tend to have lower interest 

rates and have longer maturities for firms domiciled in countries with stronger 

creditor protection. Thus, due to the fact that accounting information plays an 

important role on contracting need, foreign creditors seem particularly sensitive to the 

interaction between the strength of enforcement and the accounting quality of 

mandatory IFRS adoption in borrowers’ environment. Therefore, these arguments 

yield the following hypotheses:  

 

H4a: The negative effect of the adoption of mandatory IFRS on the syndicated-debt 

market is less pronounced in common-law countries than in code-law 

countries. 

 

H4b: The negative effect of the adoption of mandatory IFRS on the syndicated-debt 

market is less pronounced in countries with strong legal enforcement than in 
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countries with weak legal enforcement. 

 

4. Research Design 

4.1 Empirical model for H1  

I begin my first set of analyses about the effect of mandatory IFRS reporting on 

syndicated loan structures using a difference-in-difference approach. This method is 

an efficient way to investigate the change in syndicated loan structures in the pre- 

versus post-mandatory IFRS reporting period for mandatory adopters and to control 

possible changes for the IFRS adopters by concurrent changes that non-IFRS adopters 

also experience.  

 

I proceed in four steps. First, I create two binary indicator variables, 

Mandatory_Adopter and Post_mandatory, to investigate H1. The first variable, 

Mandatory_Adopter, classifies reporter firm-year observations into “IFRS adopters” 

and “non-IFRS adopters,” and takes the value of one for firms that adopted IFRS in 

countries requiring mandatory IFRS reporting. The second variable, Post_mandatory, 

captures whether the firm-year observation falls in the post-mandatory adoption 

period, and takes on the value of one if firm-year ends on year 2005 or later. Thus, I 

can define one interaction term, Mandatory_Adopter*Post_mandatory, to capture any 

incremental effects for borrowers once they mandatorily adopt IFRS relative to the 

change for non-IFRS borrowers over the same time period. Besides, treatment firms 

needs to have available deal data for both pre- and post-IFRS adoption date. 

 

    Second, I use the dependent variable, Proportion_lead, to investigate whether 

IFRS reporting borrowers can improve the syndicated debt structure. This variable is 

measured by the percentage of the loan retained by the lead arranger. Prior studies 
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have proven that this construct is affected by the quality of information on borrowing 

firms (Dennis and Mullineaux [2000], Lee and Mullineaux [2004], Jones et al. [2005], 

Sufi [2007], Ball et al. [2008]). Besides, I also use two alternative constructs to 

measure the syndicated debt structure: the total number of lenders in the loan 

syndicate (Num_lead) and a Herfindahal index (Herfindahal_index). Following Sufi 

[2007], I calculate Herfindahal index by using each syndicate member’s share in the 

loan; it is sum of the squared individual shares in the loan (this index’ value varies 

from 0 to 10,000). 

 

    Finally, my empirical model includes both loan-specific and borrower-specific 

control variables. Deal-specific control variables are described as follows: (1) Size of 

deal (Log(Loan_Size)): defined as the nature log of the total dollar value of the deal 

converted to US dollar. (2) Loan maturity (Loan_maturity): defines as the number of 

years to maturity of the loan. (3) Loan type (Term, Revolver): I use two dummy 

variables to control each of the following loan type: term loans, lines of credit, and all 

other types of loan (omitted group).  

 

    Borrower-specific control variables are described as follows: (1) Firm size 

(Log(Firm_Size)): measured as the natural log of the book value of the total assets. 

Ball et al. [2008] argue that lead arrangers could retain less share of the deal when the 

borrowing firm is larger. (2) Leverage (LEV): measured as the ratio of the borrower’s 

long-term debt to total assets. (3) Return on assets (ROA): measured as earnings 

before interests and taxes (EBIT) scaled by average total assets at the time of the deal. 

 

    To control for the prior lender-borrower relationship, all empirical models 

include the variable, Prior_lead, which is a dummy variable taking the value of one if 
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at least if at least one of the loan’s lead arrangers had been a lead arranger of the 

borrower’s previous loans over the five-year period preceding the loan’s issuance date, 

and zero otherwise. Lead arrangers who have previous lending relationships with the 

borrower could retain a lower proportion of the syndicated loan ownership because 

the lead bank’s monitoring of the same borrower becomes relatively easier and less 

costly. Beside, to control for the relationship between lead banks and participant 

banks, I include Syndicate_relationship in all empirical models: for every syndicate 

participant, the number of previous relationships between the lead arranger and the 

participant is deflated by the total number of deals syndicated by the arranger (the 

estimation is performed over a five-year period preceding the loan’s issuance, and this 

measurement refers to Costello and Wittenberg-Moerman [2011]). 

 

    In addition to control variables for firm characteristics, I also include dummy 

variable for firms that trade an ADR in US (US_listing). This empirical model 

includes year-fixed effects to capture common effects on dependent variables in a 

particular year. The extent of economic development is used to control for country 

effects and is measured as the natural log of the GDP per capita in year t 

(Log(GDP_per_capita)). Besides, all research models performed in my dissertation 

are used to examine the lagged relation between a debt related variable in year t and 

IFRS adoption in year t-1. In this way, the endogeneity concern should be reduced.  

Appendix A provides specific definitions of each variable. 

 

    I combine these variables into the following regression estimated at the facility 

level (or the tranche level): 

 

Syndicate_Structure=β0＋β1 Mandatory_Adopter＋β2 Post_mandatory  
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＋β3Mandatory_Adopter*Post_mandatory＋Σβj Controlj＋ε  (1) 

 

where Syndicate_Structure stands for the variables, Proportion_lead, 

Herfindahal_index, or Num_lender and Controlj denotes the set of control variables 

including the various fixed effects. To be consistent with H1, the sign of β3 should be 

determined on the empirical result. 

 

4.2 Empirical model for H2 

    In order to test hypothesis 2, I adopt two methods to measure whether loans are 

regarded as an international syndicated loan. One is defined by the BIS which 

measures as an international syndicated loan for which there is at least one lender 

present in the syndicate whose nationality is different from that of the borrower. The 

other definition is referred to Carey and Nini [2006]. They classify worldwide 

syndicated loan market into the three regions: Europe, North America, and Australasia, 

and find that borrowers and banks have a preference for contracting in their home 

market (same region), which leads syndicated loan market not to be globally 

integrated. Thus, I define an international syndicated loan as that at least one of the 

lenders whose region is different from that of the borrower. As described above, I 

classify mandatory reporters if their loan attributes to an international syndicated loan 

as the variable, Cross_country or Cross_region. Thus, I develop the following model 

for H3: 

 

Cross_country (or Cross_region) =β0＋β1 Mandatory_Adopter＋β2 Post_mandatory  

＋β3Mandatory_Adopter*Post_mandatory＋

Σβj Controlj＋ε                    (2) 
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All other variables are as previously defined. To be consistent with H2, the sign of β3 

should be determined on the empirical result. 

 

4.3 Empirical model for H3 

To examine the impact of mandatory IFRS reporting on uses of financial 

covenant in debt contract, I estimate the following model: 

 

Financial_covenant=β0＋β1 Mandatory_Adopter＋β2 Post_mandatory  

＋β3Mandatory_Adopter*Post_mandatory＋Σβj Controlj＋ε      (3) 

 

In equation (3), the dependent variable, Financial_Covenants, is defined as an 

indicator variable taking the value of one if financial covenants imposed by the debt 

agreement and 0 otherwise. Financial covenants can be divided into five categories (I 

augment Costello and Wittenberg-Moerman’s classification [2010]): an interest 

coverage restriction (min interest coverage, min fixed charge coverage, min debt 

service coverage and min cash interest coverage), a net worth restriction (min net 

worth and min tangible net worth), a CAPEX restriction, a debt to profitability 

restriction (max debt to EBITDA, max senior debt to EBITDA, min EBITDA), and a 

financial statement ratio restriction (max debt to equity, max leverage, min current 

ratio, min quick ratio). 

 

Besides, following Demerjian’s [2011], I further divide financial covenants into 

balance sheet-based and income statement-based groups and separately examine the 

relatively changes in the use of these two types of covenants in debt contracts before 

and after mandatory adoption of IFRS. Specifically, financial covenants measured 

with income statement ratio---such as interest coverage and fixed charge 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

 

37 
 

coverage---are defined as income statement-based covenants (IS_covenant). In this 

paper, I follow Demerjian [2011] and include following two categories of covenants 

in our income statement-based covenants: interest coverage restriction, and debt to 

profitability restriction. Similarly, balance sheet-based covenants (BS_covenant) 

include the following three categories of covenants: a net worth restriction, a CAPEX 

restriction, and a financial statement ratio restriction. 

 

Moreover, I also calculate the ratio of number of the financial covenants to the 

number of total covenants (Relative_fin_covenant), and use this variable to measure 

the extent to which financial covenants are used. Costello and Wittenberg-Moerman 

[2010] argue that general covenants substitute for the decrease in the number of 

financial covenants. Thus, I use this construct to examine this relationship. Total 

covenants in Dealscan database can be specified into four groups: financial covenants, 

dividend restriction covenants, sweep restriction covenants, and secured covenants 

(Bradley and Roberts [2004]). Dividend restriction covenants restrict dividend 

payments to a specified amount if certain conditions are not met. Sweep restriction 

covenants mandate early retirement of the loan conditional on a firm’s action, and 

include restrictions on equity issuance, debt issuance and asset sale. Sweeps are often 

stated as percentage, which correspond to the fraction of the loan that must be repaid 

in the event of a violation of the covenant. Secured covenants means the loan is 

backed by collateral. Appendix B shows the total 30 different covenants in my 

contract sample which can classified into: (1) 14 financial covenants and (2) 11 

general covenants. 

 

In choosing the control variables, including both deal and borrower 

characteristics, I generally follow the model of Costello and Wittenberg-Moerman 
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[2010]. I include variables, Firm_Size, ROA, and Leverage, to measure the degree of 

agency cost s of debt. Costello and Wittenberg-Moerman [2010] argue that the 

number of financial covenants is negatively associated with Firm_Size and ROA, and 

positively associated with Leverage. The variable, Maturity, controls for the default 

risk and ex-post conflicts. I also control for the existence of performance pricing 

provisions (Performance_ pricing), loan size (Loan_size), and Loan type (Term, 

Revolver). This empirical model includes year-fixed effects to capture common effects 

on dependent variables in a particular year. To be consistent with H3, the sign of β3 

should be determined on the empirical result.  

 

4.3 Empirical model for H4 

To test Hypothesis 4a, I create one indicator, Common_Law, to investigate 

whether the IFRS effects on syndicate loan market, as described in Hypothesis 1 

through and Hypothesis 3, are stronger for firms in common law in code law and 

common law countries. Common_Law is an indicator variable equal to 1 if the firm is 

domiciled in a country with a common-law legal system, and 0 otherwise. Similarly, I 

create another indicator, Credit_right, to test H4b. Following prior studies (Daske et al. 

[2008]), I measure the quality of legal enforcement, Credit_right, using the score 

drawn from La Porta et al. [1998]. The variable is proxy for the creditor rights 

protected in a country and higher value indicates countries with strong credit rights. I 

interact these two institutional indicator variables with Mandatory_Adopter 

*Post_mandatory leading to the following empirical model: 

 

Debt Related Variable=β0＋β1 Mandatory_Adopter＋β2 Post_mandatory  

＋β3Mandatory_Adopter*Post_mandatory 

＋β4Mandatory_Adopter*Post_mandatory*Common_Law 
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＋Σβj Controlj＋ε                               (4) 

 

All other variables are as previously defined in previous model.  

 

Debt Related Variable=β0＋β1 Mandatory_Adopter＋β2 Post_mandatory  

＋β3Mandatory_Adopter*Post_mandatory 

＋β4Mandatory_Adopter*Post_mandatory*Creditor_right 

＋Σβj Controlj＋ε                               (5) 

 

All other variables are as previously defined in previous model.  

 

5. Data 

    I construct a sample of loan agreement information contracted with borrowers 

domiciled in 35 countries, which include 22 mandatory IFRS countries and 13 

non-mandatory IFRS countries. Loan information comes from Reuters Loan Pricing 

Corporation’s (LPC) DealScan database, which covers detailed coverage of lending 

information. This dataset covers 50% of the United States loan agreements, which 

begins in 1980s, and loan agreements outside the United States, which start in the 

middle of the 1990s. From this database, I obtain data on loan facilities across 35 

countries over the sample period from January 2000 through December 2009. Table 1 

presents data about DealScan’s the facility composition by countries and country-level 

variables for mandatory IFRS adopters (treatment) and non-IFRS borrowers 

(benchmark sample), respectively. 

 

    DealScan provides deal-based and facility-based data which allows me to 

identify which lenders lend to which firms in each year, and to observe specific loan 
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information including the loan amount,22 the interest rate,23 the maturity of the loan, 

date of loan inception, whether or not the loan is secured, loan type and purpose. 

DealScan also identifies the number of lenders involved and categorizes lenders either 

the lead lender or participants.24 Besides, DealScan includes the name, location and 

nation of the borrower and the lenders. Based on these pieces of information, 

syndicated loans can be designated as international (crosser border) loans or domestic 

loans. 

 

    I then match the borrower in the DealScan database with borrower-specific 

financial variables in the Compustat Global database. Compustat Global includes 

balance sheet and income statement information for publicly traded firms across a 

wide range of countries. Due to the lack of a match link between DealScan and 

Compustat firms, I establish the following matching steps. First, firms are considered 

to match if they have identical ticker symbols, and firms’ nation and company name 

are the same in both data sets. Second, if firms can’t find ticker symbols, firms are 

matched by the following order: firms’ nation, industry, and name. This matching 

procedure ensures that I can gain a correct match when firms are available in both 

databases. 

[Insert Table 1] 

 

6. Empirical Results 

6.1 Descriptive statistics 

    Table 2 presents descriptive statistics of the variables used in my analysis for 

                                                        
22 The loan amount is converted from the original currency to US dollars for comparison across 
countries. 
23 The interest rate is measured as a basis point over LIBOR, inclusive of all fees. 
24 I classify syndicate members as the lead lender that receives the following descriptions in the 
DealScan database: lead bank, lead manager, lead agent, admin agent, arranger, agent, and bookrunner. 
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IFRS adopters (treatment sample in panel A) and non-adopters (benchmark sample in 

panel B). As shown in panel A of table 2, the mean and median of Proportion_lead, 

are about 16.52% and 10.00%, respectively, for pre-IFRS period, and about 17.38% 

and 10.37%, respectively, for post-IFRS period. This pattern shows that syndicate lead 

arrangers hold more proportion of the loan after a borrower mandatorily adopts IFRS 

reporting. Similar results can be observed in the both variables of Herfindahal_index, 

and Num_lender: more concentration of holdings and a less number of lenders within 

a syndicate after post-IFRS period. The mean and median of Cross_country 

(Cross_region), are about 9.81 and 7.00 (3.61 and 2.00), respectively, for pre-IFRS 

period, and about 8.03 and 6.00 (3.13 and 2.00), respectively, for post-IFRS period. 

This univariate result reveals that foreign lenders are relatively less likely to be 

involved in syndicated loan after a borrower mandatorily adopts IFRS reporting. The 

mean proportion of including financial covenants in a debt contract is about 11% for 

pre-IFRS period and about 9% for post-IFRS period. This suggests that Syndicate 

lenders are reluctant to use financial covenants in debt agreements after a borrower 

mandatorily adopts IFRS reporting. 

 

    Regarding loan-specific variables, after a borrower adopts mandatory IFRS 

reporting, a debt contract becomes small loans (from $916 million to 728 million), 

shorter-maturity loans (from 4.14 years to 4.07 years), more subject to collateral 

requirements (from 43% to 61%), and less use of the performance pricing provision 

based on an accounting ratio (from 9% to 2%). These results are in line with the 

argument of Melnik and Plaut [1986], which indicate that lenders could provide 

borrowers a trade-off between certain contractual terms. If lenders are reluctant to 

sign the debt contract based on IFRS reporting, they would substitute 

accounting-based terms with non accounting-based terms to compensate their risk. 
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[Insert Table 2] 

 

6.2 The effect of mandatory IFRS reporting on syndicate ownership structure (H1) 

    To investigate whether the effect of mandatory IFRS reporting changes the 

syndicate ownership structure, I construct three different dependent variables to 

measure syndicate structure, including the percentage of the loan kept by the lead 

arranger (Proportion_lead), the concentration of holdings within a syndicate 

(Herfindahal_index), and the number of lenders in a syndicate (Num_lender). Table 3 

reports the results of estimating equation (1), which regresses syndicate ownership 

structure (measured by Proportion_lead, Herfindahal_index, or Num_lender) on a 

dummy variable indicating mandatory IFRS adopters (Mandatory_Adopter), a dummy 

variable for the time period (Post_mandatory), the interaction between these two 

dummy variables (Mandatory_Adopter* Post_mandatory), and a set of control 

variables. The variable of interest is the interaction term, which captures the changes 

of syndicate ownership structure in mandatory adopters after 2005,25 relative to the 

corresponding change for non-IFRS adopters.  

 

The estimated coefficients on Mandatory_Adopter* Post_mandatory are 6.39 

(t-value=3.87), 514.62 (t-value=3.44), and -2.85 (t-value=-4.15) for the 

Proportion_lead (model 1), Herfindahal_index (model 2), and Num_lender (model 3) 

regressions, respectively. These results show that mandatory IFRS adopters exhibit 

more proportion retained by syndicate lead arrangers, more concentration of holdings 

within a syndicate, and a less number of lenders within a syndicate. Overall, the 

results in table 3 indicates that as far as lead or participate lenders are concerned, 

                                                        
25 Most countries, except for Singapore, in my sample do not mandatorily adopt IFRS until 2005, when 
it becomes mandatory to do so. 
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mandatory IFRS reporting has an adverse effect on the loan syndicate structure. 

 

With respect to loan-specific control variables, first, the coefficient of 

Log(Loan_size) in model 1 or model 2 is negative and significant at the 1% level, and 

in model 3 is positive and significant at the 1% level, suggesting that larger loans are 

expected to be retained a small portion ownership by lead arrangers and to be finance 

by more syndicate lenders. Second, the coefficient of Term indicator in model 1 or 

model 2 is negative and significant at the 1% level, and in model 3 is positive and 

significant at the 1% level, suggesting that lead arrangers retained a small portion 

ownership and more syndicate members are willing to finance for transaction-based 

term loans. 

 

With respect to borrower-specific control variables, Log(Loan_size) in model 1 

or model 2 is negative and significant at the 1% level, and in model 3 is positive and 

significant at the 1% level, indicating that lead arrangers hold less share of the loan 

and more syndicate members participate in the loan when the borrowing firm is large. 

The coefficient of LEV is significantly negative in model 3, suggesting that less 

lenders are reluctant to finance a syndicate loan when the leverage is high. The 

coefficient of US_listing is significantly positive in model 3, suggesting that more 

lenders are involved within a syndicate loan when the borrowing firm is U.S. 

cross-listing. 

[Insert Table 3] 

 

6.3 The effect of mandatory IFRS reporting on the presence of foreign lenders in 

the syndicate structure (H2) 

Tables 4 reports the results of estimating equation (2), which regresses the 
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number of foreign lenders in a loan syndicate (measured by Cross_country or 

Cross_region) on a dummy variable indicating mandatory IFRS adopters 

(Mandatory_Adopter), a dummy variable for the time period (Post_mandatory), the 

interaction between these two dummy variables (Mandatory_Adopter* 

Post_mandatory), and a set of control variables. Loans are regarded as an 

international syndicated loan if there is at least one lender present in the syndicate 

whose nationality or region is different from that of the borrower. Cross_country 

(Cross_region) is defined as the number of lenders presenting in the syndicate whose 

nationality (region) is different from that of the borrower. 

 

In the model 1 where Cross_country is the dependent variable, the coefficient of 

the interaction term, Mandatory_Adopter*Post_mandatory, is negative and 

statistically significant (coef.= -1.47; t-value= -2.91); in the model 2 where 

Cross_region is the dependent variable, the coefficient of the interaction term, 

Mandatory_Adopter* Post_mandatory, is negative and instatistically significant 

(coef.= -0.36; t-value= -1.43). Thus, the empirical results indicate that foreign lenders 

are relatively less likely to be involved in syndicated loan after a borrower adopts 

mandatory IFRS reporting. 

 

Regarding loan-specific control variables, the coefficient on Log(Loan_size) is 

positively related to Cross_country or Cross_region, indicating that foreign lenders 

are relatively more likely to be involved in syndicated loan if loan size is larger. The 

coefficient on Loan_maturity is significantly negative, indicating that foreign lenders 

are relatively less likely to be involved in syndicated loan if loan maturity is longer. 

Turing to borrower-specific control variables, when the borrowing firm is larger or 

U.S. cross-listing, foreign lenders are more likely to present in a syndicated loan. 
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However, the coefficient on LEV is negatively correlated with Cross_country or 

Cross_region, indicating that foreign lenders are unwilling to participating in a 

syndicate loan when the leverage is high. 

[Insert Table 4] 

 

6.4 The effect of mandatory IFRS reporting on whether the debt contract includes 

financial covenants (H3) 

    Table 5 reports the results of estimating equation (3), using the logistic regression 

procedure, which regresses the dummy variable indicating whether financial 

covenants imposed by the debt agreement on a dummy variable indicating mandatory 

IFRS adopters (Mandatory_Adopter), a dummy variable for the time period 

(Post_mandatory), the interaction between these two dummy variables 

(Mandatory_Adopter* Post_mandatory), and a set of control variables. This 

dissertation defines covenants as financial covenants that receive the following 

descriptions in the DealScan database: an interest coverage restriction (min interest 

coverage, min fixed charge coverage, min debt service coverage and min cash interest 

coverage), a net worth restriction (min net worth and min tangible net worth), a 

CAPEX restriction, a debt to profitability restriction (max debt to EBITDA, max 

senior debt to EBITDA, min EBITDA), and a financial statement ratio restriction 

(max debt to equity, max leverage, min current ratio, min quick ratio). 

 

    In the model 1 where financial_covenant is the dependent variable, the estimated 

coefficient on Mandatory_Adopter* Post_mandatory is negatively correlated with 

whether adoptions of financial covenants in a debt contract (coef.= -1.81; Wald = 

16.86). When financial covenants are divided into balance sheet-based covenants and 

income statement-based covenants, similar results can be found in the models 2 and 3. 
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In the model 2 (3) where BS_covenant (IS_covenant) is the dependent variable, the 

estimated coefficient on Mandatory_Adopter* Post_mandatory is negatively and 

significantly associated with the use of balance sheet-based covenants (income 

statement-based covenants) in a debt contract. Overall these empirical findings 

suggest that syndicate lenders are less likely to have balance sheet-based covenants as 

well as income statement-based covenants in debt agreements after a borrower adopts 

mandatory IFRS reporting. In the model 4 where Relative_fin_covenant is the 

dependent variable, the estimated coefficient on Mandatory_Adopter* 

Post_mandatory is negatively correlated with whether adoptions of financial 

covenants in a debt contract (coef.= -0.08; t = -3.06). This result implies that general 

covenants substitute for the decrease in the number of financial covenants. 

     

    Turning to the control variables, the relationships between the adoption of 

financial covenants and the control variables are consistent with predicted signs. In 

particular, the coefficient on Performance_pricing is significantly positive, consistent 

with Costello and Wittenberg-Moerman [2011], suggesting that loans with a higher 

probability of including financial covenants in a debt contract have a higher 

probability of using performance pricing provisions 

[Insert Table 5] 

 

6.5 Results conditional on country-level institutional environment (H4) 

    Prior studies suggest that “one-size fits all” IFRS is not the solution in 

determining reporting quality and, in contrast, highlight the importance of firms’ 

reporting incentives, which are shaped by many institutional factors (Daske, et al. 

[2008], Ball et al. [2003, 2006]). In this section, I will examine whether the effects of 

mandatory IFRS reporting on syndicated loan market, as discussed in H1 through 3, 
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are conditional on two institutional factors: legal original and enforcement regime. 

 

6.5.1 Reexamine H1~3 conditional on the role of legal original 

    The negative results of mandatory IFRS reporting on H1~3 would be reversed by 

the borrower’s legal original. Compared to firms in code-law countries, firms in 

common-law countries emphasize public disclosures, asymmetries usually resolve via 

accounting information and thus the needs of contract role of accounting are reduced. 

Table 6 presents the results of effects of mandatory IFRS reporting conditional on the 

legal original. 

 

    I augment the empirical model with the Common_law indicator variable and 

interact this term with variable, Mandatory_Adopter* Post_mandatory. Consistent 

with previous findings, signs of coefficients on Mandatory_Adopter* Post_mandatory 

in model 1~6 show that on average mandatory IFRS reporting has a negative effect on 

the loan syndicate structure and uses of financial covenants. However, taken the role 

of legal original into consideration, the empirical results reveal opposite direction.   

 

    Regarding the loan syndicate structure, the estimated coefficients on 

Mandatory_Adopter*Post_mandatory*Common_law are: -8.90 (t-value=-3.96), 

-745.3 (t-value=-3.67), and 1.95 (t-value=2.10) for the Proportion_lead (model 1), 

Herfindahal_index (model 2), or Num_lender (model 3) regressions, respectively. 

These results show that mandatory adopters domiciled in common-law countries 

exhibit less proportion retained by lead arrangers, less concentration of holdings 

within a syndicate, and a more number of lenders within a syndicate. In the model 4 

(5) where Cross_country (Cross_region) is the dependent variable, the coefficient of 

the interaction term, Mandatory_Adopter*Post_mandatory*Common_law, is positive 
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and statistically significant (model 4: coef.= 1.33, t-value=1.94; model 5: coef.= 2.66, 

t-value=7.67). Thus, the empirical results indicate that foreign lenders are relatively 

more likely to be involved in syndicated loan if a borrower domiciled in common-law 

countries. 

 

    Turing to the use of financial covenants (model 6), the estimated coefficient on 

Mandatory_Adopter*Post_mandatory*Common_law is positively correlated with 

whether adoptions of financial covenants in a debt contract (coef.= 2.17; Wald = 9.25). 

This empirical finding suggests that syndicate lenders are likely to use financial 

covenants in debt agreements if a borrower domiciled in common-law countries. 

Taken together, these results highlight the important roles of legal original in 

determining the impact of mandatory IFRS adoption. 

[Insert Table 6] 

 

6.5.2 Reexamine H1~3 conditional on the role of creditor right 

    The negative results of mandatory IFRS reporting on H1~3 would be reversed by 

the strength of enforcement regime. Cross countries evidences show that the degree of 

creditor protection affects bank loan contracting (Qian and Strahan [2007], Miller and 

Reisel [2009]). The desire for the creditor protection is manifested by creditors. To 

examine whether the effects of mandatory IFRS reporting on both the syndicate 

structure and uses of financial covenants are conditioned on a country’s creditor rights, 

this dissertation measures creditors rights using the creditor rights index by La Porta 

et al. [1998]. 

 

    I re-estimate equation (1)~(3) and augment the empirical model with the 

Creditor_right variable and interact this term with variable, Mandatory_Adopter* 
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Post_mandatory. All coefficients on Mandatory_Adopter* Post_mandatory in model 

1~6 are in accordance with previous findings that on average mandatory IFRS 

reporting has a negative effect on the loan syndicate structure and uses of financial 

covenants. However, these adverse effects on the syndicated loan market could be 

improved by the extent of a country’s creditor rights. The empirical results show in 

table 7. 

 

    Regarding the loan syndicate structure, the estimated coefficients on 

Mandatory_Adopter*Post_mandatory*Creditor_right are: -2.87 (t-value=-3.74), 

-300.5 (t-value=-4.34), and 0.37 (t-value=1.18) for the Proportion_lead (model 1), 

Herfindahal_index (model 2), or Num_lender (model 3) regressions, respectively. In 

the model 5 where Cross_region is the dependent variable, the coefficient of the 

interaction term, Mandatory_Adopter*Post_mandatory*Common_law, is positive but 

marginal statistically significant (coef.=0.20, t-value=1.67). In sum, these results show 

that mandatory IFRS reporting effects on the loan syndicate structure become 

better-off in countries with strong creditor rights. 

  

    Turing to the use of financial covenants (model 6), the estimated coefficient on 

Mandatory_Adopter*Post_mandatory*Creditor_right is positively correlated with 

whether adoptions of financial covenants in a debt contract (coef.=1.15; Wald =15.09). 

This empirical finding suggests that syndicate lenders incline to use financial 

covenants in debt agreements if a borrower domiciled in countries with strong creditor 

rights. Taken together, these results highlight the important roles of a country’s 

creditor rights in determining the impact of mandatory IFRS adoption. 

[Insert Table 7] 
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7. Additional Tests 

7.1 The deal-level analysis 

The syndicated loan tranches, or loan facilities, are grouped in loan deals, or 

packages, when borrowers enter into multiple agreements at the same time. A typical 

package includes facilities of different price, type, or maturities (Houston et al. 

[2007]). In my sample, 80% of the loan deals contain only one facility, 15% of the 

loan deals have two facilities, and there are a total of 2,219 loan facilities for the 1,826 

loan deals. Sufi [2007] argues that treating multiple tranches on the same syndicated 

loan deal as independent observations could lead to erroneously small standard errors. 

Thus, I repeat my hypothesis1~3 at the deal level and the deal-level results are robust 

to a facility-level analysis. 

 

7.2 The joint determination of loan contractual terms 

    The results reported thus far indicate that mandatory IFRS reporting has an 

adverse effect on the loan syndicate structure and uses of the financial covenant. 

Melnik and Plaut [1986] suggest that a loan contract is a package of n-contractual 

terms which include both price and non-price terms. If mandatory IFRS reporting 

reduces lenders’ or borrowers’ incentives to make debt contracts based on accounting 

information, lenders could provide borrowers a trade-off between certain contractual 

terms. Thus, I further examine the extent to which other loan contractual terms act as 

substitutes or complements for accounting-based terms when a borrower mandatorily 

adopts IFRS reporting. 

 

    To test this argument, I perform the same difference-in-difference model as 

employed in equation (1) ~ (3) and use Log(Loan_size), Loan_maturity, and Spread as 

the dependent variable. In the same sample of 2,227 loans, table 8 shows that the 
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estimated coefficients on Mandatory_Adopter* Post_mandatory are: -0.40 

(t-value=-5.58), and -1.22 (t-value=-5.62) for the Log(Loan_size) (model 1), and 

Loan_maturity (model 2) regressions, respectively. 

 

Due to the missing values of Spread, the sample size of the model 3 reduced to 

1,367 loans. In the model 3 where Spread is the dependent variable, the coefficient of 

the interaction term, Mandatory_Adopter* Post_mandatory, is positive but not 

statistically significant (coef.= 0.012; t-value= 1.13). In sum, these empirical results 

are consistent with Melnik and Plaut’s argument, suggesting that a debt contract 

offered by lenders following mandatory IFRS reporting becomes small loans, 

shorter-maturity loan, and higher loan rates. 

[Insert Table 8] 

 

7.3 Using country median-adjusted variables to control for country effects 

    While my hypothesis test 4 uses country-level institution variables 

(Common_law or Creditor_right) to control for country effects, I repeat my 

hypotheses 1~3 to include the within-country median-adjusted transformation of all 

continuous variables in equation (1)~(3). Specifically, I take the difference between 

the raw values and their medians within each country and then reestimate equation 

(1)~(3) using these within-country median-adjusted variables. This method can 

control for country-specific factors and mitigate problems of omitted correlated 

variables (Kim et al. [2011]). Untabulated results are identical to those reported in 

table 3~5. Thus, the results of my hypotheses 1~3 are not sensitive to country-specific 

effects. Besides, I also include the GDP per capita in year t in all my empirical models 

to control the country-level effects and all results remain unchanged. 
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7.4 Excluding the outlier effects 

    In order to remove the influence of extreme observations, I include a 

contemporaneous variable Market Benchmark defined as yearly median (or yearly 

mean) of the dependent variable from observations in countries and repeat my 

analyses for hypothesis1~3. This analysis finds untabulated results are identical to 

those reported in table 3~5. Thus, my conclusion is not sensitive to extreme 

observations. 

 

8. Conclusion 

In this dissertation, I examine whether and how the mandatory IFRS adoption 

influences syndicate ownership structure and debt contractual terms in the syndicated 

loan market. Analyzing a large number of cross-country syndicated loan agreements 

during 2000 through 2009, I find that after a borrower adopts mandatory IFRS 

reporting, the proportion of the loan retained by syndicate lead arrangers increases and 

foreign lenders are relatively less likely to be involved in syndicated loan deals. 

Finally, I find that syndicate lenders are less likely to use financial covenants in debt 

agreements after the mandatory IFRS adopting.  

 

Overall, my findings suggest that the effects of information perspective between 

the IFRS adoption and the syndicate structure and the use of financial covenants are 

offset by the effects of contracting perspective. And these results are in line with the 

argument by Schipper [2003]. Specifically, the adoption of a principles-based 

accounting system (e.g., IFRS), characterized by limited interpretation and 

implementation guidance, increases the difference in professional judgment among 

debt contracting parties, which in turn reduces lenders’ and borrowers’ demand for 

accounting information in signing debt contracts. 
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Additionally, I examine whether the effects of the introduction of mandatory 

IFRS reporting on syndicated loan deals are not even distributed across countries and 

firms and consider two characteristics that could potentially change in the relative 

effect of mandatory IFRS on syndicate loan structure and the use of financial 

covenants: a country’s legal original, and the country-level enforcement regimes. 

Empirical results show that a higher holding ownership by lead arrangers, less 

incentive for foreign lenders and less use of financial covenant due to IFRS adopting 

is less pronounced in common-law countries (or in the higher credit right countries). 
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Appendix A: Data Definitions 
Variable Name Definition 
Dependent Variables: 
Proportion_lead The fraction of the loan retained by the lead  

arranger. The lead lender is designated if the 
following descriptions receive in the 
DealScan database: lead bank, lead 
manager, lead agent, admin agent, arranger, 
agent, and bookrunner. 

Herfindahal_index A syndicate ownership Herfindahal index  
measures as the sum of the squared 
percentage ownership of each lender in the 
loan. 

Num_lender The total number of lenders in the loan  
syndicate. 

Cross_country The number of lenders presents in the  
syndicate whose nationality is different from 
that of the borrower. 

Cross_region The number of lenders presents in the  
syndicate whose region is different from that 
of the borrower. Worldwide syndicated loan 
market is divided into the three regions: 
Europe, North America, and Australasia 
(refer to Carey and Nini [2006]). 

Financial_covenant An indicator variable takes the value of one if  
financial covenants imposed by the debt 
agreement and 0 otherwise. 

BS_covenant An indicator variable takes the value of one if  
financial covenants are balance sheet-based 
covenants and 0 otherwise. 

IS_covenant An indicator variable takes the value of one if  
financial covenants are income 
statement-based covenants and 0 otherwise. 

Relative_fin_covenant The ratio of number of the financial covenants  
to the number of total covenants. 

  
Independent Variables:  
Mandatory_Adopter An indicator variable takes the value of one if  

a firm adopts IFRS in countries requiring 
mandatory IFRS reporting and 0 otherwise. 

Post_mandatory An indicator variable takes the value of one if  
a firm-year observation falls into 2005 or 
later and 0 otherwise. 

Mandatory_Adopter 
        *Post_mandatory 

The interaction term between two indicator  
variables above. 

Common_law An indicator variable takes the value of one if  
the firm is domiciled in a country with a 
common-law legal system and 0 otherwise. 

Creditor_right The variable is proxy for the creditor rights  
protected in a country, derived annually at 
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the country level from La Porta et al. [1998]. 
  
Control Variables:  
Log(Loan_Size) The nature log of the total dollar value of the  

loan converted to US dollar. 
Spread The interest rate is based on the  

All-in-Drawn-Spread measure reported by  
DealScan. This measure is equal to the  
amount the borrower pays in basis points  
over LIBOR or LIBOR equivalents for each  
dollar drawn down. 

Loan_maturity The number of years to maturity of the loan. 
Secured An indicator variable takes the value of one if  

the loan is secured with collateral and 0 
otherwise. 

Term An indicator variable takes the value of one if  
the loan’s type belongs to term loan and 0 
otherwise. 

Revolver An indicator variable takes the value of one if  
the loan’s type belongs to lines of credit and 
0 otherwise. 

Performance_ Pricing An indicator variable takes the value of one if  
the loan contract incorporates a performance 
pricing provision and 0 otherwise. 

Acc_based_pp An indicator variable takes the value of one if  
the performance pricing provision based on 
an accounting ratio and 0 otherwise. 

Prior_lead An indicator variable take the value of one if at  
least if at least one of the loan’s lead  
arrangers had been a lead arranger of the 
borrower’s previous loans over the five-year 
period preceding the loan’s issuance date, 
and zero otherwise. 

Syndicate_relationship The number of previous relationships between  
the lead arranger and the participant is  
deflated by the total number of deals 
syndicated by the arranger. The estimation is 
performed over a five-year period preceding 
the loan’s issuance (refer to Costello and 
Wittenberg-Moerman [2011]). 

Log(Firm_Size) The natural log of the borrower’s book value  
of the total assets. 

LEV The ratio of the borrower’s long-term debt to  
total assets. 

ROA The borrower’s earnings before interests and  
taxes (EBIT) scaled by average total assets 
at the time of the deal. 

US_Listing An indicator variable takes the value of one if  
the borrower issue ADR and 0 otherwise. 

Log(GDP_per_capita) The nature log of the per capita GDP. 
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Appendix B: List of Loan Covenants 
Type Name 

General  
covenants 

Dividend 
restriction 
covenants 

Dividend restrictions 

Sweep restriction 
covenants 

(1) Excess cash-flow sweep 
(2) Assets sales sweep 
(3) Debt issue sweep 
(4) Equity issue sweep 

Secured 
covenants 

Collateral release 

Others (1) Percentage of excess cash dlow 
(2) Percentage of net income 
(3) Insurance proceeds 
(4) Required lenders 
(5) Term changes 

Financial 
covenants 

Interest coverage 
restriction 

(1) Min interest coverage 
(2) Min fixed charge coverage 
(3) Min debt service coverage  
(4) Min cash interest coverage 

Income 
statement-based 
covenants 
(IS_covenant) 
 Debt to 

profitability 
restriction 

(1) Max debt to EBITDA 
(2) Max senior debt to EBITDA 
(3) Min EBITDA 

Net worth 
restriction 

(1) Min net worth  
(2) Min tangible net worth 

Balance 
sheet-based 
covenants 
(BS_covenant) 
 

CAPEX 
restriction 

CAPEX restriction 

Financial 
statement ratio 
restriction 

(1) Max debt to equity 
(2) Max leverage 
(3) Min current ratio 
(4) Min quick ratio 
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Table 1 
DealScan’s Facility Composition 

Panel A: DealScan’s facility composition by country and country-level variables 
for mandatory IFRS borrowers (treatment sample) 
 

IFRS Adopter 

Total 
number of 

facility 

Total 
number of 
facility – 

years with 
IFRS 

adoption 
Legal 

original 
Creditor 

rights index 

Adoption 
of 

mandatory 
IFRS 

reporting 
Australia 131 48 Common 1 12/31/2005 
Austria 2 0 Code 3 12/31/2005 
Belgium 1 1 Code 2 12/31/2005 
Denmark 4 1 Code 3 12/31/2005 
Finland 8 0 Code 1 12/31/2005 
France 86 18 Code 0 12/31/2005 
Germany 31 4 Code 3 12/31/2005 
Greece 1 0 Code 1 12/31/2005 
Hong Kong 42 20 Common 4 12/31/2005 
Hungary 3 0 Code 1 12/31/2005 
Ireland 8 0 Common 1 12/31/2005 
Italy 28 3 Code 2 12/31/2005 
Luxembourg 4 1 Code - 12/31/2005 
Netherlands 39 16 Code 2 12/31/2005 
Norway 31 23 Code 2 12/31/2005 
Philippines 15 3 Code 0 12/31/2005 
Singapore 43 29 Common 4 12/31/2003 
South Africa 16 6 Common 3 12/31/2005 
Spain 46 8 Code 2 12/31/2005 
Sweden 32 8 Code 2 12/31/2005 
Switzerland 11 1 Code 1 12/31/2005 
United Kingdom 139 19 Common 4 12/31/2005 
Total 721 209    
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Panel B: DealScan’s facility composition by country and country-level variables 
for non-IFRS borrowers (benchmark sample) 
 

Non-IFRS 
Adopter 

Total number 
of facility 

Total number 
of facility – 
years with 

IFRS adoption Legal original 
Creditor rights 

index 
Bermuda 8 - - - 
Brazil 3 -   Code 1 
Chile 4 - Code 2 
China 5 - Code 2 
India 55 - Common 4 
Japan 1027 - Code 2 
Korea (South) 73 - Code 3 
Mexico 1 - Code 0 
New Zealand 27 - Common 3 
Pakistan 1 - Common 1 
Russia 10 - Code 2 
Taiwan 283 - Code 2 
Thailand 1 - Common 3 
     
Total 1498    
     
Panel C: Sample distribution by facility year 
 
Facility-year Mandatory-IFRS borrowers Non-mandatory-IFRS borrowers 
2000 49              32              
2001 81              80              
2002 104              136              
2003 96              173              
2004 90              226              
2005 114              238              
2006 67              76              
2007 61              102              
2008 42              211              
2009 17              224              
Total 721              1498              
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Table 2 
Descriptive Statistics for Variables Used in Regression Analyses 

Panel A:Descriptive statistics by IFRS adopters (treatment sample) 
 IFRS borrowers  pre-IFRS period  post-IFRS period 
 N Mean Std P25 Med P75  N Mean Med  N Mean Med 
Dependent Variable               

Proportion_lead 721 16.76% 15.78% 5.41% 10.06% 21.05%  512 16.52% 10.00%  209 17.38% 10.37% 
Herfindahal_index 721 1,696.70 1,548.44 577.43 1,104.89 2,243.67  512 1,667.60 1,087.49  209 1,773.91 1,200.00 
Num_lender 721 13.93 10.53 6.00 11.00 20.00  512 14.86 12.00  209 11.46 10.00 
Cross_country 721 9.32 8.63 3.00 7.00 14.00  512 9.81 7.00  209 8.03 6.00 
Cross_region 721 3.48 4.05 1.00 2.00 5.00  512 3.61 2.00  209 3.13 2.00 
Financial_covenant 721 0.10 0.30 0.00 0.00 0.00  512 0.11 0.00  209 0.09 0.00 

               
Loan-specific Variable              

Loan_size 721 865,440,737 1,717,976,229 69,000,000 242,849,513 818,646,544  512 916,914,439 239,178,651  209 728,867,298 249,729,480 
Loan_maturity 721 4.11 2.25 3.00 4.91 5.00  512 4.14 5.00  209 4.07 4.00 
Spread 504 0.0956 0.0797 0.0425 0.0687 0.1350  376 0.0959 0.0700  128 0.0948 0.0670 
Performance_pricing 721 0.21 0.41 0.00 0.00 0.00  512 0. 26 0.00  209 0.09 0.00 
Acc_based_pp 721 0.07 0.26 0.00 0.00 0.00  512 0.09 0.00  209 0.02 0.00 

  Secured 168 0.48 0.50 0.00 0.00 1.00  121 0.43 0.00  47 0.61 1.00 
  Term 721 0.34 0.47 0.00 0.00 1.00  512 0.29 0.00  209 0.46 0.00 
  Revolver 721 0.46 0.49 0.00 0.00 1.00  512 0.49 1.00  209 0.36 0.00 
               
Borrower-specific Variable              

Log(Firm_size) 721 21.46 1.89 20.12 21.43 22.81  512 21.52 21.51  209 21.30 21.30 
LEV 721 0.20 0.17 0.09 0.19 0.28  512 0.20 0.18  209 0.21 0.22 
ROA 721 0.04 0.06 0.01 0.04 0.07  512 0.03 0.03  209 0.06 0.06 
US_listing 721 0.21 0.40 0.00 0.00 0.00  512 0.22 0.00  209 0.18 0.00 
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Table 2 -Continued 
Panel B: Descriptive statistics by non-IFRS adopters (benchmark sample) 
 Non-IFRS borrowers  pre-IFRS period  post-IFRS period 
 N Mean Std P25 Med P75  N Mean Med  N Mean Med 
Dependent Variable              

Proportion_lead 1,498 32.12% 17.68% 18.71% 30.00% 42.00%  885 34.12% 33.33%  613 29.22% 27.27% 
Herfindahal_index 1,498 2,429.06 1,480.79 1,331.65 2,185.75 3,253.12  885 2,599.11 2,336.00  613 2,182.99 1,837.50 
Num_lender 1,498 6.64 4.93 3.0 5.0 8.0  885 7.01 5.00  613 6.12 5.00 
Cross_country 1,498 1.13 3.53 0.00 0.00 0.00  885 1.04 0.00  613 1.27 0.00 
Cross_region 1,498 0.53 1.83 0.00 0.00 0.00  885 0.46 0.00  613 0.64 0.00 
Financial_covenant 1,498 0.07 0.26 0.00 0.00 0.00  885 0.02 0.00  613 0.15 0.00 

               
Loan-specific Variable              

Loan_size 1,498 37,301,671 221,495,017 287,907 802,056 3,986,700  885 26,576,805 719,037  613 52,820,360 1,002,836 
Loan_maturity 1,498 3.05 2.47 1.00 3.00 5.00  885 2.80 1.08  613 3.40 3.00 
Spread 356 0.0959 0.0750 0.0500 0.0800 0.1000  117 0.0899 0.0680  239 0.0988 0.0850 
Performance_pricing 1,498 0.0073 0.0853 0.00 0.00 0.00  885 0.0090 0.0000  613 0.0048 0.0000 
Acc_based_pp 1,498 0.0040 0.0631 0.00 0.00 0.00  885 0.0067 0.0000  613 0.0000 0.0000 

  Secured 267 0.56 0.49 0.00 1.00 1.00  176 0.34 0.00  91 0.98 1.00 
  Term 1,498 0.41 0.49 0.00 0.00 1.00  885 0.36 0.00  613 0.48 0.00 
  Revolver 1,498 0.43 0.49 0.00 0.00 1.00  885 0.42 0.00  613 0.43 0.00 
               
Borrower-specific Variable              

Log(Firm_size) 1,498 21.02 1.80 20.00 21.00 22.00  885 21.03 20.89  613 21.01 20.66 
LEV 1,498 0.17 0.13 0.06 0.15 0.24  885 0.17 0.15  613 0.16 0.14 
ROA 1,498 0.01 0.05 0.00 0.01 0.04  885 0.01 0.01  613 0.02 0.02 
US_listing 1,498 0.04 0.20 0.00 0.00 0.00  885 0.04 0.00  613 0.04 0.00 

Proportion_lead is defined as the fraction of the loan retained by the lead arranger. The lead lender is designated if the following descriptions receive in the DealScan database: lead bank, lead 
manager, lead agent, admin agent, arranger, agent, and bookrunner. Herfindahal_index measures as the sum of the squared percentage ownership of each lender in the loan. Num_lender is 
defined as the total number of lenders in the loan syndicate. Financial_covenant is defined as an indicator variable taking the value of one if financial covenants imposed by the debt 
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agreement and 0 otherwise. Cross_country is defined as the number of lenders in the syndicate whose nationality is different from that of the borrower. Cross_region is defined as the number 
of lenders in the syndicate whose region is different from that of the borrower. Worldwide syndicated loan market is divided into the three regions: Europe, North America, and Australasia 
(refer to Carey and Nini [2006]). Loan_size is the total dollar value of the loan converted to US dollar. Loan_maturity is the number of years to maturity of the loan. Spread is based on the 
All-in-Drawn-Spread measure reported by DealScan. This measure is equal to the amount the borrower pays in basis points over LIBOR or LIBOR equivalents for each dollar drawn down. 
Performance_pricing is defined as an indicator variable taking the value of one if the loan contract incorporates a performance pricing provision and 0 otherwise. Acc_based_pp is defined as 
an indicator variable taking the value of one if the performance pricing provision based on an accounting ratio and 0 otherwise. Secured is defined as an indicator variable taking the value of 
one if the loan is secured with collateral and 0 otherwise. Term is defined as an indicator variable taking the value of one if the loan’s type belongs to term loan and 0 otherwise. Revolver is 
defined as an indicator variable taking the value of one if the loan’s type belongs to lines of credit and 0 otherwise. Log(Firm_size) is defined as the natural log of the borrower’s book value 
of the total assets. LEV is defined as the ratio of the borrower’s long-term debt to total assets. ROA is defined as the borrower’s earnings before interests and taxes (EBIT) scaled by average 
total assets at the time of the deal. US_listing is defined as an indicator variable taking the value of one if the borrower issue ADR and 0 otherwise. 
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Table 3 
Effect of mandatory IFRS reporting on the loan syndicate structure (H1) 

Model  Model 1  Model 2  Model 3  
Dependent Variable  Proportion_lead Herfindahal_index Num_lender 
Independent Variable  Coef.   t-value Coef.   t-value Coef.   t-value 
Intercept  89.17   18.07*** 8,154.41   18.30*** -19.70   -9.63*** 
Mandatory_Adopter  -3.03   -2.02** -152.13   -1.22 2.96   5.17*** 
Post_mandatory  4.29   1.51 430.92   1.67* -3.99   -3.38*** 
Mandatory_Adopter*Post_mandatory  6.39   3.87*** 514.62   3.44*** -2.85   -4.15*** 
Log(Loan_size)  -6.34   -13.09*** -356.91   -8.15*** 2.02   10.08*** 
Loan_maturity  -0.26   -1.63 -9.25   -0.64 -0.04   -0.70 
Term   -3.24   -2.94*** -365.83   -3.68*** 1.62   3.56*** 
Revolver  -0.50   -0.49 -256.03   -2.77*** 0.37   0.89 
Prior_lead  0.10   0.14 -97.99   -1.46 0.29   0.95 
Syndicate_relationship  -8.49   -1.62 -1330.37   -2.81*** 1.20   0.55 
Log(Firm_size)  -0.88   -3.39*** -159.91   -6.80*** 0.77   7.21*** 
LEV  -0.51   -0.21 208.48   0.95 -2.86   -2.83*** 
ROA  -1.09   -0.18 473.29   0.88 -3.24   -1.31 
US_listing  1.26   1.00 100.01   0.88 2.24   4.33*** 
Year fixed effects  Yes Yes Yes 
N  2,219 2,219 2,219 
Adj. R2  31.54% 19.58% 37.17% 
1. This table examines the effect of mandatory IFRS reporting on the loan syndicate structure using the difference-in-differences approach. In model 1, Proportion_lead is 
regressed on the interested interaction term, Mandatory_Adopter*Post_mandatory, and control variables. In model 2, Herfindahal_index is regressed on the interested 
interaction term, Mandatory_Adopter*Post_mandatory, and control variables. In model 3, Num_lender is regressed on the interested interaction term, 
Mandatory_Adopter*Post_mandatory, and control variables. Mandatory_Adopter is defined as an indicator variable taking the value of one if a firm adopts IFRS in countries 
requiring mandatory IFRS reporting and 0 otherwise. Post_mandatory is defined as an indicator variable takes the value of one if a firm-year observation falls into 2005 or 
later and 0 otherwise. Most countries, except for Singapore, in my sample do not mandatorily adopt IFRS until 2005, when it becomes mandatory to do so. All variables are 
defined in appendix A.  
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2. Regressions include year fixed effects. 
3. ***,**, and * denote significance at the 1%, 5%, and 10% levels, respectively (two-tailed test). 
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Table 4 
Effect of mandatory IFRS reporting on the presence of foreign lenders in the loan syndicate structure (H2) 

Model  Model 1  Model 2  
Dependent Variable  Cross_country Cross_region 
      
Independent Variable  Coef.       t-value Coef.       t-value 
Intercept  -20.48      -13.56*** -9.73    -12.65*** 
Mandatory_Adopter  2.63        6.22*** 0.10    0.47 
Post_mandatory  -3.08       -3.54*** -0.88    -1.99** 
Mandatory_Adopter*Post_mandatory  -1.47      -2.91*** -0.36      -1.43 
Log(Loan_size)  2.46        16.62*** 1.13    15.00*** 
Loan_maturity  -0.14       -2.93***   -0.08    -3.34*** 
Term  0.88        2.64*** 0.42    2.46** 
Revolver  0.10        0.33   -0.04    -0.29 
Prior_lead  0.19        0.84 0.07        0.67 
Syndicate_relationship  -3.84      -2.40** -1.96      -2.40** 
Log(Firm_size)  0.46        5.81*** 0.22    5.56*** 
LEV  -3.37      -4.52*** -1.75    -4.61*** 
ROA  0.09        0.05    0.80     0.86 
US_listing  2.50       6.53*** 1.61    8.26*** 
Year fixed effects  Yes Yes 
N  2,219 2,219 
Adj. R2  53.69% 42.98% 
1. This table examines the effect of mandatory IFRS reporting on the presence of foreign lenders in the loan syndicate structure using the difference-in-differences approach. 
In model 1, Cross_country is regressed on the interested interaction term, Mandatory_Adopter*Post_mandatory, and control variables. In model 2, Cross_region is regressed 
on the interested interaction term, Mandatory_Adopter*Post_mandatory, and control variables. Mandatory_Adopter is defined as an indicator variable taking the value of one 
if a firm adopts IFRS in countries requiring mandatory IFRS reporting and 0 otherwise. Post_mandatory is defined as an indicator variable takes the value of one if a 
firm-year observation falls into 2005 or later and 0 otherwise. Most countries, except for Singapore, in my sample do not mandatorily adopt IFRS until 2005, when it 
becomes mandatory to do so. All variables are defined in appendix A.  



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

 

73 
 

2. Regressions include year fixed effects. 
3. ***,**, and * denote significance at the 1%, 5%, and 10% levels, respectively (two-tailed test). 
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Table 5 
Effect of mandatory IFRS reporting on the adoption of financial covenants (H3) 

Model Model 1  Model 2  Model 3  Model 4 
Dependent Variable Financial_covenant BS_covenant IS_covenant Relative_fin_covenant 
Independent Variable Coef.   Wald Test Coef.   Wald Test Coef.   Wald Test Coef.   t-value 
Intercept  3.01   5.56** 3.88    7.26*** 3.83    7.29*** 0.40   5.17*** 
Mandatory_Adopter 0.12    0.10 0.58     1.55 0.30    0.48 -0.04   -2.19** 
Post_mandatory 2.64    16.93*** 3.56    25.90*** 1.98    5.41** 0.15   3.34*** 
Mandatory_Adopter*Post_mandatory -1.81 16.86*** -2.21 17.39*** -2.07 17.51*** -0.08 -3.06*** 
Log(Loan_size) 0.49    17.40*** 0.38    9.05*** 0.51    16.21*** 0.03   4.42*** 
Loan_maturity 0.06    2.96* 011    7.19*** 0.03    0.54 0.00   1.49 
Term 0.25    0.78 -0.01    0.00 0.90    6.18** 0.01   0.84 
Revolver  -0.53   3.53* -0.88   7.64*** 0.16   0.22 -0.02   -1.49 
Performance_pricing 1.87    39.70*** 1.13    8.28*** 1.83    30.62*** 0.08   3.85*** 
Prior_lead -0.08 0.18 -0.09 0.17 -0.01 0.00 -0.00   -0.29 
Syndicate_relationship -2.31 1.49 0.29    0.02 -3.01     2.01 -0.07   -0.92 
Log(Firm_size) -0.45    40.16*** -0.47    36.18*** -0.55    48.21*** -0.02   -6.24*** 
LEV -1.92    7.35*** -1.63    4.25** -1.43    3.66* -0.07   -1.81* 
ROA  1.94    1.97  2.37    2.25  1.12    0.57 0.08   0.94 
US_listing 1.25    17.74*** 0.62    2.40 1.65    24.55*** 0.01   0.64 
Year fixed effects Yes Yes Yes Yes 
N 2,219 2,219 2,219 2,219 
Pseudo-R2 44.38% 39.03% 40.30% 8.52% 
1. This table examines the effect of mandatory IFRS reporting on the adoption of financial covenants using the difference-in-differences approach. The research model is logistic 
regression estimation of the probability that financial covenants are included in a debt contract. The dependent variable is regressed on the interested interaction term, 
Mandatory_Adopter*Post_mandatory, and control variables. Mandatory_Adopter is defined as an indicator variable taking the value of one if a firm adopts IFRS in countries requiring 
mandatory IFRS reporting and 0 otherwise. Post_mandatory is defined as an indicator variable takes the value of one if a firm-year observation falls into 2005 or later and 0 otherwise. 
Most countries, except for Singapore, in my sample do not mandatorily adopt IFRS until 2005, when it becomes mandatory to do so. All variables are defined in appendix A.  
2. Regressions include year fixed effects. 
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3. ***,**, and * denote significance at the 1%, 5%, and 10% levels, respectively (two-tailed test). 
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Table 6 
Effect of mandatory IFRS reporting conditional on the legal origin (H4a) 

Model Model 1  Model 2  Model 3  Model 4 Model 5  Model 6  
Dependent Variable Proportion_lead Herfindahal_index Num_lender Cross_country Cross_region Financial_covenant 
             
Independent Variable Coef. t-value Coef. t-value Coef. t-value Coef. t-value Coef. t-value Coef. Wald 
Intercept 88.62 18.01***  8108.5 18.24*** -19.58 -9.57*** -20.39 -13.51*** -9.57 -12.60***  3.58 7.50*** 

Mandatory_Adopter -2.87 -2.08** -138.6 -1.11 2.92 5.11*** 2.60 6.17*** 0.05 0.24 0.05 0.02 

Post_mandatory 6.85 2.35** 644.5 2.45** -4.55 -3.76*** -3.47 -3.88*** -1.64 -3.66*** 2.04 9.63*** 

Mandatory_Adopter*Post_mandatory 11.20 5.47*** 916.5 4.96*** -3.90 -4.59*** -2.19 -3.50*** -1.80 -5.71*** -3.23 20.17*** 

Mandatory_Adopter*Post_mandatory*Common_law -8.90 -3.96*** -745.3 -3.67*** 1.95 2.10** 1.33 1.94* 2.66 7.67*** 2.17 9.25*** 

Log(Loan_size) -6.35 -13.16*** -358.0 -8.20*** 2.02 10.10*** 2.46 16.64*** 1.13 15.25*** 0.51 18.86*** 

Loan_maturity -0.34 -2.12** -15.9 -1.09 -0.02 -0.43 -0.13 -2.67*** -0.06 -2.41** 0.08 5.08** 

Term -2.89 -2.63*** -336.7 -3.39*** 1.55 3.39*** 0.83 2.48** 0.31 1.88* 0.15 0.28 

Revolver -0.26 -0.26 -235.7 -2.55** 0.32 0.77 0.06 0.22 -0.11 -0.75 -0.62 4.74** 

Performance_pricing           1.92 41.23*** 

Prior_lead -0.00 -0.01 -107.5 -1.61 0.31 1.03 0.20 0.92 0.11 0.97 -0.05 0.07 

Syndicate_relationship -8.69 -1.66* -1347.4 -2.85*** 1.24 0.57 -3.81 -2.38* -1.90 -2.36**  -2.45 1.71 

Log(Firm_size) -0.84 -3.24*** -156.5 -6.67*** 0.77 7.13*** 0.45 5.73*** 0.21 5.33*** -0.48 43.79*** 

LEV -1.13 -0.47 156.5 0.71 -2.72 -2.69*** -3.28 -4.39*** -1.56 -4.17*** -1.85 6.76*** 

ROA -0.84 -0.14 493.8 0.92 -3.03 -1.33 0.05 0.03 0.72  0.79 1.54 1.17 

US_listing 0.96 0.77 75.1 0.66 2.31 4.45*** 2.55 6.64*** 1.70 8.82*** 1.29 19.11*** 

Year fixed effects Yes Yes Yes Yes Yes Yes 
             
N 2,219 2,219 2,219 2,219 2,219 2,219 
Adj. R2 32.00% 20.03% 37.27% 53.74% 44.45% 44.36% 
1. This table examines the effect of mandatory IFRS reporting conditional on the legal origin, common law or code law, using the difference-in-differences approach. In 
model 1, Proportion_lead is regressed on the interested interaction term, Mandatory_Adopter*Post_mandatory*Common_law, and control variables. In model 2, 
Herfindahal_index is regressed on the interested interaction term, Mandatory_Adopter*Post_mandatory*Common_law, and control variables. In model 3, Num_lender is 
regressed on the interested interaction term, Mandatory_Adopter*Post_mandatory*Common_law, and control variables. In model 4, Cross_country is regressed on the 
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interested interaction term, Mandatory_Adopter*Post_mandatory*Common_law, and control variables. In model 5, Cross_region is regressed on the interested interaction 
term, Mandatory_Adopter*Post_mandatory*Common_law, and control variables. In model 6, Financial_covenant is regressed on the interested interaction term, 
Mandatory_Adopter*Post_mandatory*Common_law, and control variables. Mandatory_Adopter is defined as an indicator variable taking the value of one if a firm adopts 
IFRS in countries requiring mandatory IFRS reporting and 0 otherwise. Post_mandatory is defined as an indicator variable takes the value of one if a firm-year observation 
falls into 2005 or later and 0 otherwise. Common_law is defined as an indicator variable taking the value of one if the firm is domiciled in a country with a common-law legal 
system and 0 otherwise. Most countries, except for Singapore, in my sample do not mandatorily adopt IFRS until 2005, when it becomes mandatory to do so. All variables 
are defined in appendix A.  
2. Regressions include year fixed effects. 
3. ***,**, and * denote significance at the 1%, 5%, and 10% levels, respectively (two-tailed test). 
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Table 7 
Effect of mandatory IFRS reporting conditional on the creditor right (H4b) 

Model Model 1  Model 2  Model 3  Model 4  Model 5  Model 6  
Dependent Variable Proportion_lead Herfindahal_index Num_lender Cross_country Cross_region Financial_covenant 
             
Independent Variable Coef. t-value Coef. t-value Coef. t-value Coef. t-value Coef. t-value Coef. Wald 
Intercept  89.34 18.16***  8171.7 18.42*** -19.57 -9.57*** -20.27 -13.49*** -9.73 -12.65***  3.74   7.80*** 

Mandatory_Adopter -2.87 -2.09** -135.6 -1.09 2.90 5.07*** 2.57 6.11*** 0.08 0.40 0.00 0.00 

Post_mandatory 4.46 1.57 446.8 1.74* -3.99 -3.38*** -3.07 -3.54*** -0.89  -2.01** 2.40 11.84*** 

Mandatory_Adopter*Post_mandatory 12.71 5.29*** 1176.9 5.43*** -3.63 -3.64*** -1.92 -2.62*** -0.81 -2.16** -5.23 21.59*** 

Mandatory_Adopter*Post_mandatory*Creditor_right -2.87 -3.74*** -300.5 -4.34*** 0.37 1.18 0.23 0.99 0.20 1.67* 1.15 15.09*** 

Log(Loan_size) -6.40 -13.25*** -363.3 -8.34*** 2.02 10.06*** 2.45 16.62*** 1.13 15.03*** 0.54 20.39*** 

Loan_maturity -0.26 -1.67* -9.9 -0.69 -0.04 -0.64 -0.14 -2.86*** -0.08 -3.30*** 0.09 5.35** 

Term -2.98 -2.72*** -340.4 -3.43*** 1.63 3.58*** 0.92 2.76*** 0.41 2.39** 0.12 0.18 

Revolver -0.27 -0.26 -233.3 -2.53** 0.37 0.89 0.12 0.40 -0.05 -0.35 -0.64 4.90** 

Performance_pricing           1.95 41.75*** 

Prior_lead 0.13 0.18 -94.5 -1.42 0.31 1.03 0.22 1.01 0.08 0.70 -0.09 0.21 

Syndicate_relationship -8.32 -1.59 -1311.6 -2.78*** 1.18 0.55 -3.85 -2.41** -1.97 -2.41**  -2.43  1.70 

Log(Firm_size) -0.87 -3.39*** -159.5 -6.81*** 0.77 7.19*** 0.45 5.78*** 0.22 5.54*** -0.50 43.66*** 

LEV -0.72 -0.30 185.6 0.85 -2.91 -2.88*** -3.46 -4.66*** -1.75 -4.60*** -1.91 7.17*** 

ROA -0.39 -0.07 557.0 1.03 -3.55 -1.43 -0.27 -0.15 0.80   0.86 1.16 0.63 

US_listing 1.38 1.10 112.7 1.00 2.25 4.33*** 2.52 6.59*** 1.62 8.29*** 1.34 19.68*** 

Year fixed effects Yes Yes Yes Yes Yes Yes 
             
N 2,215 2,215 2,215 2,215 2,215 2,215 
Adj. R2 31.97% 20.25% 36.95% 53.53% 42.95% 44.31% 
1. This table examines the effect of mandatory IFRS reporting conditional on the creditor right using the difference-in-differences approach. In model 1, Proportion_lead is 
regressed on the interested interaction term, Mandatory_Adopter*Post_mandatory*Creditor_right, and control variables. In model 2, Herfindahal_index is regressed on the 
interested interaction term, Mandatory_Adopter*Post_mandatory*Creditor_right, and control variables. In model 3, Num_lender is regressed on the interested interaction 
term, Mandatory_Adopter*Post_mandatory*Creditor_right, and control variables. In model 4, Cross_country is regressed on the interested interaction term, 
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Mandatory_Adopter*Post_mandatory*Creditor_right, and control variables. In model 5, Cross_region is regressed on the interested interaction term, 
Mandatory_Adopter*Post_mandatory*Creditor_right, and control variables. In model 6, Financial_covenant is regressed on the interested interaction term, 
Mandatory_Adopter*Post_mandatory*Creditor_right, and control variables. Mandatory_Adopter is defined as an indicator variable taking the value of one if a firm adopts 
IFRS in countries requiring mandatory IFRS reporting and 0 otherwise. Post_mandatory is defined as an indicator variable takes the value of one if a firm-year observation 
falls into 2005 or later and 0 otherwise. Creditor_right is the proxy for the creditor rights protected in a country, derived annually at the country level from La Porta et al. 
[1998]. Most countries, except for Singapore, in my sample do not mandatorily adopt IFRS until 2005, when it becomes mandatory to do so. All variables are defined in 
appendix A.  
2. Regressions include year fixed effects. 
3. ***,**, and * denote significance at the 1%, 5%, and 10% levels, respectively (two-tailed test). 
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Table 8 
Effect of mandatory IFRS reporting on other attributes of a debt contract 

Model  Model 1  Model 2  Model 3  
Dependent Variable  Log(Loan_size) Loan_maturity Spread 
        
Independent Variable  Coef.   t-value Coef.   t-value Coef.   t-value 
Intercept  -0.39    -1.84* 1.13   1.74* 0.314   8.79*** 
Mandatory_Adopter  2.04   48.08*** 0.92   5.10*** -0.016    -1.67* 
Post_mandatory  0.28   2.23** -0.61   -1.64 0.012   0.62 
Mandatory_Adopter*Post_mandatory  -0.40   -5.58*** -1.22   -5.62*** 0.012   1.13 
Log(Loan_size)      0.23   3.67*** 0.013   3.54*** 
Loan_maturity  0.02   3.67***   0.004   3.95*** 
Term  0.04     0.96 2.43   17.89*** -0.008   -1.06 
Revolver  0.07    1.58 0.28   2.09** -0.028   -3.90*** 
Prior_lead  -0.06   -1.88* -0.48   -4.99*** -0.012   -2.24** 
Syndicate_relationship  -0.50   -2.21** -0.65   -0.94 -0.058   -1.15 
Log(Firm_size)  0.29    31.21*** -0.07   -2.05** -0.015   -8.02*** 
LEV  0.38   3.55*** 2.15   6.71*** 0.042   2.46** 
ROA  1.38   5.28*** 2.88   3.65*** -0.088   -2.28** 
US_listing  0.23   4.23*** 0.10   0.64 0.005   0.71 
Year fixed effects  Yes Yes Yes 
N  2,219 2,219 1,366 
Adj. R2  78.41% 31.33% 22.93% 
1. This table examines the effect of mandatory IFRS reporting on other attributes of a debt contract using the difference-in-differences approach. In model 1, Log(Loan_size) 
is regressed on the interested interaction term, Mandatory_Adopter*Post_mandatory, and control variables. In model 2, Loan_maturity is regressed on the interested 
interaction term, Mandatory_Adopter*Post_mandatory, and control variables. In model 3, Spread is regressed on the interested interaction term, 
Mandatory_Adopter*Post_mandatory, and control variables. Mandatory_Adopter is defined as an indicator variable taking the value of one if a firm adopts IFRS in countries 
requiring mandatory IFRS reporting and 0 otherwise. Post_mandatory is defined as an indicator variable takes the value of one if a firm-year observation falls into 2005 or 
later and 0 otherwise. Most countries, except for Singapore, in my sample do not mandatorily adopt IFRS until 2005, when it becomes mandatory to do so. All variables are 
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defined in appendix A.  
2. Regressions include year fixed effects. 
3. ***,**, and * denote significance at the 1%, 5%, and 10% levels, respectively (two-tailed test). 


