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Abstract

Banks are usually assessed credit risk based on borrowers’
financial statements to monitor credit risk over the life of
the lending contract (Beatty, 2008; Golubeva, 2020). Thus, this
research examines the implications of mandatory International
Financial Reporting Standards (IFRS) implementation on
the rational investment decisions of lenders and borrowers in
the emerging market (e.g., the Iraqgi credit market). Quantitative
data were collected, nearly 137000 credit/loan contracts and
500 debenture contracts of almost 750 individual companies. We
separate the dataset into two periods, earlier and later IFRS
implementation using interaction variables to extract other
economic factors’ impact on loan contract stipulation. Even though
enhancing the quality of financial statements is the most rational
objective of IFRS adoption and implementation, the results show
insignificant improvement. IFRS implementation has a limited
effect in enhancing financial statements’ quality during
the conversion period. This finding supports the view that
economic advantages do not essentially contribute to
the application of IFRS but depend on other considerations and
the level of disclosure practices.
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1. INTRODUCTION

The main reason for the International Financial
Reporting Standards (IFRS) adoption-decision and
implementation is to enhance the quality of financial

Accounting Standards Board to revise
the Conceptual Framework issued in March 2018.
Qualitative characteristics of wuseful financial
information were the core of the amended
conceptual framework. Therefore, financial
to

statements (accounting reports) improve
stakeholders’ rational investment decisions. That is
why IFRS is accepted as a single global business
language'. The International Accounting Standards
Board (IASB) worked with the US Financial

! Around 125 countries require or permit the adoption/implementation of IFRS.
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statements quality (FSQ) is firmly attributed to their
ability to enhance investors’ rational investment
decisions. Accordingly, accounting information
significantly influences lenders and borrowers
(Beatty, 2008). Banks and other lenders usually
assess credit risk based on borrowers’ financial
statements before making lending decisions and
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going into the lending process. Then, using
the accounting information to monitor credit risk
over the life of the lending contract. Hence, to

increase our understanding of what extent
the mandatory IFRS implementation enhances
financial statements’ quality, this research

investigates credit-risk assessment and loan contract
stipulation (e.g., Iraq’s financial market).

Many studies document several positive
consequences results associated with IFRS
adoption/implementation, including increasing
comparability (Brochet et al., 2013; Barth, 2013;
Callao et al., 2007); reduced equity cost (de Lima,
2011; Tan et al., 2011); increased market liquidity
(Agostino et al., 2011); improvements in forecast
accuracy (Byard et al, 2011); enhancing value
relevance (Chebaane & Othman, 2014; Omokhudu &
Ibadin, 2015); reduced internal information
asymmetry (Daske et al., 2008); increased inflow of
foreign investment (Li, 2010); and the capital market
(Ahmed et al, 2013; Grossman et al., 2013).
However, previous studies have principally been
attentive to the effectiveness of IFRS implementation,
with preliminary studies investigating
the effectiveness of IFRS implementation to creditors,
especially to the credit market in a developing
transitional economy like Iraq.

The impact of IFRS implementation on
the credit market is significant for many excuses.

Debt funding is the principal means for global
businesses; indeed, it could be an effective financing
source than an equity interest in the capital market.
Using Iraq as a case, firms obtained nearly
13.7 trillion Iragi Dinar (IQD) financing over two
years (2018-2019), bank credit was 82% of which,
and the rest (18%) was the issuance of equity.
Although already-existing debts may be a substantial
portion of the loans, businesses indisputably gain
access to debt funding more commonly than equity
funding.

Creditors are susceptible to differences in
accounting policies and rules due to their
contracting and evaluation performance effects. IFRS
implementation brings numerous shifts in
accounting practices that affect financial statements
and influence creditors’ interpretations of financial
information. Thus, the credit market may deliver
avaluable prospect for examining the impacts of
IFRS implementation. Ball et al. (2008) claimed that
financial statements are primarily motivated by
the credit market instated in the capital market;
therefore, it is necessary to appreciate creditors’
reactions to accounting rules and policies.

Shareholders and creditors have various
information demands. Thus, investors will employ
accounting information to evaluate their equity of
shares and creditors to review their evaluations and
contracts (Watts, 2003, 2006; Daske, 2006). Hence,
the effects of applying IFRS on the credit market
may not necessarily apply to the stock market.

IFRS allowed for different accounting methods,
which rose to critical critics regarding the suitability
of TFRS for contractual purposes. This perception
argued that IFRS adoption/implementation might
decrease accounting information reliability and
reduce financial statements’ quality, especially credit
decisions. Moreover, decisions’ ambiguities
increased the probability of contract contraventions
due merely to normative differences.
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IFRS literature shows a lengthy debate on
whether the IASB pays considerable attention to
investors’ information on needs to be based on
evaluating creditors’ concert and contractual
requirements (Ball et al., 2015). The discussion on
the IFRS’s effectiveness on the credit market reveals
two different schools of thought. The first vision for
IFRS implementation. This vision sees that
accounting information’s advantageousness to
creditors increased due to increased financial
statements’ quality post-IFRS implementation. IFRS
is a principles standard resulting in accounting
information becoming further pertinent to
evaluating credit risk, reflecting favourable
economic implications. Especially applying fair value
measurements and encouraging further timely
recognition of financial losses and gains. Such
mechanisms might support contractual stipulation
and decrease monitoring costs. The second vision is
against IFRS implementation. Scholars who adopted
this vision argue that IFRS might impede
the advantageousness of accounting information to
creditors. Applying fair value measurement is not
necessarily led to high-liquidity markets. It depends
on subjective evaluations that may increase earnings
management and agency costs. Increases and
decreases in market value may briefly influence cash
flows. Hence, employing the information in
the income statement may impede its usefulness,
particularly when long-term loans are included (Li,
2010). Therefore, the relevance of financial
information in supporting creditors’ decisions is
a function of their information needs, which are
different from equity investors’ information
requirements (Holthausen & Watts, 2001). Hence,
“one size does not always fit all financial reporting
needs for all societies” (Rodrigues & Craig, 2007,
p- 753). Therefore, Hail and Leuz (2007)
recommended further investigation into IFRS
implementation implications of the credit market.

Moreover, only some studies assessing
the relationship between loan contracts and
mandatory IFRS adoption produced contradictory
results (Wu & Zhang, 2014). Florou et al. (2017) find
that IFRS implementation increases credit ratings’
sensitivity to financial information. They suggest
that IFRS generates further appropriate information
for creditors. However, other scholars found that
IFRS implementation caused excellent interest rates
and quicker maturities (Chen et al., 2013). These
contradictions clarify the discrepancies between
incentives in firm-specific and country-specific
(Daske et al., 2013).

Other previous investigations are restricted in
various ways, including the assessment limited to
credit operations without discussing the impact of
firm-level incentives. General controls are only used
for each jurisdiction’s institutional aspects,
emphasising the evaluation of average country
measures. This study focuses on a specific country
(Iraq) employing an inclusive sample of bank credit
contracts. To the best of our knowledge, this study
extends previous literature by addressing IFRS
implications in detail through within-country
analysis, emphasising the economic impact for
debtors and the relevance of financial statements to
creditors, considering the probable presence of
entity-level incentives. Firstly, we investigate
the significance of financial statements to creditors.
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Hann et al. (2007) defined relevance as financial
statements’ ability to clarify corporate credit
ratings. We collect credit ratings given by risk
evaluation organisations and financial institutions.
Furthermore, we examine the diffusion form in
credit ratings appointed to the same company
employing various financial institutions and risk
evaluation organisations. Then, we investigate
the impacts of IFRS implementation on the debt
contract’s cost, for instance, loan amount, collateral
requirements, and time to maturity.

Given that IFRS is a function of financial
statements’ quality, we believe the probability that
IFRS implementation has commercial implications
for the stipulation of a loan contract. As the most
significant financial information users, institutional

investors, and financial institutions observe
timeliness, IFRS implementation impacts loan
contract stipulation (Armstrong et al., 2010).
Moreover, we assess the discrepancies in IFRS

implementation implications on the bank credit
market versus the debenture market. Previous
studies argue that financial statements’ quality is
crucial in funding decisions, primarily when
the capital provider cannot mitigate agency costs
due to the lack of alternative mechanisms (Biddle &
Hilary, 2006; Beatty et al, 2010). Therefore,
the debenture market’'s growth will be highly
influenced by the quality of financial statements
because investors in the debenture bond are further
scattered and less willing to afford high observing
costs (Ball, 2006).

The research findings indicate that IFRS
implementation increased financial statements’
ability to clarify firm credit ratings. However,

the impact was restricted to disclosure improvements
in the financial statements post-transition. They
decrease the diffusion in credit ratings post-IFRS
implementation. Moreover, the findings indicate that
compulsory IFRS implementation had both desirable
and undesirable implications on the credit market
for bond and bank credit markets. The improvement
in financial statements’ quality is related to larger
loans, longer maturity, less demand for collateral,
and a nominal cost of debt. These developments
seem to be more significant for indenture bonds
than bank loans. This finding reinforces that
depending on financial statements is inevitable with
the lack of alternatives to mitigate agency costs
(de Lima et al., 2018).

This investigation expands upon previous
research in numerous ways, including the study is
built on a large number of credit contracts, including
nearly all third-party resources, which were
aggregated from 1)the Iragi Credit Information
System of the Central Bank of Iraq (CBI), 2) the Iraqi
Debenture System (IDS) directed by the Iraqi
Association of Finance and Capital Markets (IAFCM).
Since the majority of credit contracts are made in
the non-public sector, there is no public access to
the contract stipulation. This led to the insufficiency
of investigation in this field. Therefore, most of
the previous literature on credit transactions built
on relatively small sample sizes and cross-country
investigation (Florou et al, 2017, nearly
20000 contracts for 34 countries; Chen et al.,, 2013,
nearly 21000 deals of 39 countries; Ball et al., 2015,
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about 3000 contracts of 28 countries; Wu and
Zhang, 2014, about 19000 contracts of 18 countries).
However, our investigation includes nearly
137000 credit contracts of almost 750 individual
companies traded on the stock market. Furthermore,
prior literature emphasises investigating
the relevance of the financial statements since
a credit standpoint has wholly concentrated on
external rating bodies (Wu & Zhang, 2014). However,
this research assesses the significance of financial
statements post-IFRS implementation from financial
institutions and external agencies utilising credit
ratings appointed by lenders as a proxy for failure to
pay the risk.

Iraq constitutes a perfect venue to investigate
the implications of compulsory IFRS implementation
on the credit market for the following reasons:

1) Economically, developing countries
incessantly display solid economic growth and carry
weight in the global economy. Iraq is an actual state
in the capital markets and international economy
(Shubber, 2009): a)Iraq’s oil reserves are second
globally; b) Iraq also has numerous other natural
resources, for instance, gas, cement mud,
preliminary gypsum, phosphates, kaolin mud,
sulfur, and glass silica sands; c) overseas investors
have a solid advantage in developing Iraq’s
infrastructure (Nathan Associates London Ltd, 2011).
Consequently, governments and businesses have
boosted benefits in Iraq.

2) Transitional country. Iraq has moved from
a socialist to a capitalist governmental regime
and a decentralised free capital market (Hassan
et al., 2014).

3) Literature limitations. A scarcity of literature
reflects the implications of IFRS implementation in

Iraqg.

This study significantly contributes to
the methodology. Dissimilar previous studies
employed insufficient proxies to approximate

the cost of debt directly from individual loan
contracts collected from the databases of the CBI,
IDS, and IAFCM. Moreover, our study demonstrates
how compulsory IFRS implementation influences
the stipulation of debt contracts instead of the cost
of debt. An analysis of the entire loan package
illustrates how the change to IFRS impacts the cost
of debt and additional different structures utilised
by creditors at the contracting time. Consequently,
the opposite to previous investigations that solely
investigate the cost of debt, the current study
encompassing four contract stipulations (demand
for collateral, amount granted, cost of debt, and
maturity) creates a more accurate portrait of the full
consequence of IFRS implementation on
the credit market.

This paper is structured as follows. Section 2
provides a review of the relevant literature
pertaining to the topic and hypothesis development.
Section 3 discusses the methodology that has been
employed to conduct this research and achieves
the study goals. Section 4 details the findings of
the study. Section5 presents the findings,
discussions, and Section 6 provides implications of
the study, limitations of the study and proposes
future research agenda on the topic.
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2. LITERATURE
DEVELOPMENT

REVIEW AND HYPOTHESES

The evaluation of the financial information’s
relevance is built on the belief that credit ratings
indicate the financial position of the borrower
(Golubeva, 2020). Considering this, financial
statements generated under IFRS are further
valuable to creditors than financial statements
generated under the generally accepted accounting
principles (GAAP) (Kund & Rugilo, 2019).
Accordingly, we suppose to find a positive
association between credit ratings and accounting
information post-IFRS implementation at the firm
level. Previous investigations have verified
meaningful discrepancies between IFRS and national
standards due to the differences in measurement
methods, earnings recognition, and transparency
practices (Lejard et al., 2021).

IFRS implementation is expected to improve
financial statements’ quality by providing further
detailed financial statements, more disclosure,
improved recognition measurement and methods,
and better comparability (Barth, 2013). Nevertheless,
the likely benefit of such enhancement could
diminish in credit risk evaluation as risk assessment
agencies and banks have privileged access to firm
information (Daske et al., 2013).

The Brazilian setting considers a weak
institutional = environment; however, it has
substantial growth opportunities. De Lima et al.
(2010), and dos Santos and Cavalcante (2014)
examine whether primary incentives impact firms’
obedience to the IFRS convergence process and
whether IFRS implementation influences market
liquidity and companies’ cost of equity. Their
findings show that incentives have an important role
in compliance with IFRS meeting procedures and
ensure that companies with more significant
financing need and more exposed to international
markets. They are also more likely to implement
IFRS and modify their accounting practices
and policies. Furthermore, their evaluation of
the financial consequence illustrates that capital
cost does not associate with convergence measures.

Nevertheless, there is a substantial correlation

among the variables of market liquidity,
demonstrating that firms with greater liquidity and
lower trading costs meet the convergence

requirements. Their share price fluctuation is not
fluence by individual investors. Also, de Almeida
and Rodrigues (2017) investigated the consequent
voluntary IFRS implementation on the disclosure
of Brazilian public firms in the United States of
America. Their findings show disclosure incentives
and analyst coverage have a considerable positive
impact on cross-listed companies. Sampaio et al.
(2017), de Lima et al. (2018) assure increasing firm
value post-IFRS implementation in Brazil. Also,
Malaquias et al. (2016) confirm that the financial
market is significantly affected by accounting
numbers post-IFRS implementation in Brazilian.
Financial = statements’ quality is enhanced
dramatically and become more informative to
external users the financial position is more
adequately presented.

However, IFRS implementation has
an ambiguous effect on creditors. First, since
the application of IFRS is designed to capture
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economic transactions’ substance, it may be
desirable to apply fair value measurements with
potential advantages for creditors. Second, critics
claim that fair value measurements do not meet
creditors’ contractual information and assessment
demands. For instance, it may require vast
judgments and non-verifiable estimations to assess
the firm’s assets and liabilities, increasing the risk of
earnings management and reducing the reliability
of accounting information in financial statements.
So, it may lead to the recognition of unrealised gains
and temporary gains or losses, theoretically lowering
the quality of financial statements (Ball et al., 2015).

The institutional environment confronts
the financial advantages connected with IFRS
implementation.  Still, market forces grant

substantial variations in how companies implement
it since the various conflicting arguments and
inconsistent empirical findings concerning IFRS
implementation implications. Thus, hypothesis
number one is:

HI: Adopting IFRS leads to improved loan
contracting, as captured by fewer debt covenants,
principal load, lower interest rates, less collateral,
and longer maturity.

The financial reporting quality is the mediating
variable that mediates the impact of IFRS on bank
loan contracting. Typically, companies borrow loans
from more than one lender, a bank, or a financial
institution. Therefore, it is likely to define risk
degree and inconsistency across estimations and
over time by examining a company’s credit
operations with various creditors. We assume that
IFRS implementation is exogenous to the risk
assessment  process, decreases  information
asymmetry, and reduces the spread of credit ratings
related to the same borrower post-IFRS
implementation. Thus, we explicitly assess
the accounting information on the credit market in
reducing the heterogeneity of company credit
ratings. So, the second hypothesis is:

H2: The adoption of IFRS improves loan
contracting by increasing financial reporting quality.

Many scholars indicate the impact of
entity-level incentives on the quality of financial
statements (Christensen et al., 2015; Gebhardt &
Novotny-Farkas, 2011). Significantly, the observation
that financial information quality frequently
fluctuates between entities employing the same
accounting standards and practices and operating in
the same economic field is related to variances in
incentives at the company level (Daske et al., 2013).
To this end, differences in how entities implement
IFRS are attributed to discrepancies in motivations
at the entity level, which affect the ability of
financial statements to explain company credit
ratings. Hence, hypothesis number three is:

H3: Improving the FSQ (financial information)
will decrease the dispersion of corporate credit ratings.

Moreover, previous literature and the IASB
argue that IFRS implementation reduces capital
(equity costs) by mitigating information asymmetry
(Daske et al.,, 2008; Schmidt, 2013). Nevertheless,
the effect of IFRS implementation on debt cost and
other economic implications for the credit market is
not identified yet. The presence of claims against
the capability of IFRS implementation to make
financial statements further appropriate to creditors
creates inquiries regarding how IFRS changes
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the cost of debt and what are the other implications
on loan contract stipulations. We can measure
the increase in the significance of financial
statements to credit market users, for instance, via
reducing the diffusion of interest rate, timely and
accurate corporate risk evaluations, more excellent
credit supply, longer maturity, less demand for
collateral, and other positive consequences may be
anticipated. Indeed, more trustworthiness of
financial statements accessible to creditors
combined with IFRS implementation can decrease
the requirement for periodic risk reevaluations, with
clear economic advantages. Hence, given conflicting
indications for the implications of IFRS
implementation, the fourth hypothesis is:

H4: Positive economic implications for loan
contract stipulation post-IFRS implementation (more
significant loan amounts, decreased cost of debt, less
collateral, and extended maturity).

Since the variation in incentives to advance
financial information quality from entity to entity, IFRS
implementation is expected to have heterogeneous
economic implications, even within the same
country. Consequently, from a creditor perspective,
the impact of IFRS implementation on loan contract
stipulations is contingent on improved financial
statement quality. Hypothesis number five is:

H5: The constructive implications of IFRS
implementation on loan contract stipulation are
contingent on advancing financial information quality.

The notion of financial statements quality is
essential in the bond market to mitigate agency
costs when there are no alternative mechanisms that
increase the expectancy of more solid economic
consequences. Especially, the economic outcome
of [FRS implementation on agreement stipulation
in the bond market may be higher than
the consequences in the credit market of
the banking sector. Hence, hypothesis number six is:

HG6: The positive economic consequences of IFRS
implementation on loan contracts in the bond market
are higher than the economic consequences in
the bank credit market.

3. RESEARCH METHODOLOGY

The data was separated into two intervals before
and after IFRS implementation using interaction
variables to extract other economic factors’ impact
on loan contract stipulation. Proper descriptions of
all variables are arranged in Appendix, Table A.1.
The financial information was retrieved from
the website of the CBI%. The financial sector includes
seventy-seven banks, twenty-four non-bank financial
institutions, and seven international financial
institutions, see Appendix, Table A.2.

Two methods could be employed to test
hypotheses: using the difference-in-differences
research design3 or following Chen et al. (2013)
model, and Daske et al. (2013) model, which have
been observed. Also, we used reduced discretionary
accruals as a proxy to compare earnings before and
after IFRS implementation.

We employed three models to measure FSQ,
including Barth et al’s (2006), Jones’ (1995)

2 https://cbi.ig/page/25
3The difference-in-differences research design coupled with the propensity-
score matching of the treated sample with the control sample.
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modified, and Kang and Sivaramakrishnan’s (1995)
models. These models are estimated for five years
(2010-2014) before the IFRS implementation
decision (2015) and five years after (2016-2020), and
FSQ’s proxies are estimated for both periods.
The estimation of FSQ in Barth’s et al. (2006) model
is grounded on the discrepancy of the residues.
In comparison, the estimate of FSQ in both Jones’s
(1991) and Kang and Sivaramakrishnan’s (1995)
models is obtained from the residuals. Next,
the entities are ranked for each period and
measured by averaging the outcomes of the three
models. The ordinary ranking is the accumulated
measure of FSQ. Eventually, the variance between
the accumulated scores of the two periods was
estimated for each entity. A positive variation
(classified as “1”) refers to the improvement of FSQ,
while a negative variance (organised as “0”) denotes
deteriorated FSQ.

Agency theory indicates that the stipulation of
loan contracts can be jointly defined (Smith &
Warner, 1979). The independent estimation of each
term may raise the simultaneity econometric
problem. Previous studies have disregarded
the possible interface between nonfinancial and
financial loan contract stipulations. Melnik and Plaut
(1986) patterned the stipulation of bank credit
contracts as a bundle that cannot be separated and
agreed upon independently. Typically, each bank
offers a pattern of credit contracts with (n)
measurements, and entities select the extremely
desirable pattern provided. Consequently, this
approach undertakes four interrelated endogenous
variables: loan amount, debt cost, maturity, and
collateral. We employed the 2-stage least squares
(2SLS) estimation technique, estimating the four
endogenous variables separately in the first step,
then involved them in the primary regression in
the second step.

In harmony with loan contracts theory,
the instruments defined utilising the resources of
loan contracts (type and destination), sector, and
trimester. The mean market trend is a decisive
factor in negotiating new agreements and indicates
the evolution and dynamics of loan contract
stipulation. Consisting with previous literature (Ball
et al,, 2015), we employ period and sector mean
values as instrumental variables with the belief that
the average market tendency influences the need for
credit (Costello & Wittenberg-Moerman, 2011).

Therefore, we re-assessed all the research
equations with 2SLS and employed the
Durbin-Wu-Hausman test to evaluate endogeneity,
the Kleibergen-Paap (Lm) statistic, Shea’s adjusted
partial (R?), and the Anderson-Rubin Wald test.
The importance of the Durbin-Wu-Hausman test is
to correct simultaneity bias through instrumental
variables. While the importance of the other tests
includes 1) demonstrating the relevancy of
instruments in explaining the contract stipulation at
the regression of the first stage, 2) the hypothesis
that the instruments are possibly feeble could be
rejected, and 3)ensuring no occurrence under
endogenous variables identification. Consequently,
H4 may be rejected; however, H5 cannot.
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3.1. Research models: The relevance of financial
statements to creditors

First, we employ Model 1 to examine the relationship
between corporate credit ratings and accounting
information (H1I):

P CCR(it=1,..9) = ¢(ao + B1RAyic + BoLyie +
B31Csit + BaPosty + BsPost RA;; + fgPost, L +
B,Post ICy +25_,0CoVa(n);, +
I _ 0 FixedEffects;Year, Sector + €;

(1

Following previous literature that -clusters
credit risk ratings by category (de Lima et al., 2018),
the dependent variable CCR, is the average risk
amount appointed to entities, ranglng (from 1 to 9).
Greater values represent greater-quality credit. We
ordered the preference of ratings for external credit
from Standard, Moody, or Poor. Also, we utilise
a logit model (Petersen, 2009) estimated with white
standard errors by maximum-likelihood estimation;
¢ denotes the logistic function. The model includes
leverage (L), return on assets (RA), interest
coverage (IC ), and Post =1 if financial statements
are prov1ded after the IFRS implementation,
0 otherwise.

We assumed that IFRS implementation would
increase the ability of financial statements
(accounting indicators) to explain credit ratings;
the interactive coefficients return on assets
post-IFRS implementation (PostRA), leverage post-
IFRS (Postl), and interest coverage post-IFRS
(PostIC) are positively linked with credit risk
ratlngs ‘The variable CoVa(n) is employed to manage
the sensitivity of credit risk to entity size (S),
tangibility (T), the impact of external audit (Aud)
corporate governance (CG,), earnings volatility (EV)

and cross-listing (PEIM 3 Also, the regressmn
involves  industry- -fixed  effects and year.
Furthermore, all continuous variables were

winsorised to mitigate the influence of outliers.
Since entities borrow from various institutions
simultaneously, evaluating the impacts of IFRS on
the diffusion of credit ratings is essential. Therefore,
credit ratings were appointed by more than one
financial institution.

Second, we employed Model 2 to estimate H2
the impact of Post, IFRS, and the interaction
between Post and IFRS’ corporate credit rating
dispersion (Cé’R )

CCRit =
ag + By Postyy + BoIFRS; + f3Post IFRS; +
BaRAit + BsLi + BsICie + B7Sit + BeTie +
BoVolatNE;, + 23_,0CoVa(n); +
I _8nmFixedEffects;Year, Sector + ;

(2)

CCR, is the credit risk ratings’ quartile
deviation coefficient of entity iin t period appointed
by wvarious financial organisations. CCR is
a continuous variable (unlike the first ana1y31s)
estimated using industry-fixed effects and years of
panel data. We assumed that IFRS implementation
reduces credit risk evaluation asymmetry. Credit
ratings are more likely to be homogenous post-IFRS
mandatory implementation. Consequently, we
anticipate the coefficient Post IFRS, to be significantly
negative.
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Third, we assess the conditional decrease in
credit rating diffusion on current motivations (H3);
the variable indicating incentives present at
the entity level. Following Daske et al. (2013), in
Model 2, that was employed as a moderating term in
our study. We calculate the incentives related to IFRS
implementation as the positive outcomes associated
with enhancing the quality of financial statements at
transition time. To quantify financial statements’
quality (FSQ) we employed metrics indicating
the mean estimates of the three models, see
Appendix, Table A.3. We deduct the mean FSQ
before IFRS implementation from the mean
post-IFRS implementation.

3.2. Loan contract stipulation
Following de Lima et al. (2018), we make separate

regressions for bonds and bank credit contracts and
calculate temporal differences in loan contract

stipulation post-IFRS implementation via
the following estimate model:
CT;; = ay + By Posty + B,1FRS; + B3 Post IFRS; +
z:g=1MpLSCV(p)iL‘ + ZZ=1(PqBSCV:1(q)it +
¥n_,0CoVa(n); + i 1¥-CSRALBRDCS (1) + (3)

Ir_,0CoVa(n); +
I _ 0 FixedEffects;Year,Sector + €;

The contract term (CT) is a dependent variable
of a loan approved. We consider four contract
stipulations, including the amount granted (A),
maturity (M), demand for collateral (C), and cost of
debt (CD). Then, in line with de Lima et al. (2018),
we integrate loan, borrower, and lender control
variables in the models.

As identified by delLima et al. (2018),
the borrower specific control variables (BSCV(g),)
include credit risk, namely, leverage (L), return on
asset (RA) interest coverage (IC), tanglblhty (T),
entity size (S), and net earnlngs volatility (EV)
The loan spec1f1c control variables (LSCV(p))
comprise the number of loan contracts in one year
(NL) the time of relationship (TR) rating of the
operation (RO), the type of operatlon of resources
(TO(x)) currency (Cu) and the index of loan
remuneration (Index,). fn order to prevent possible
multicollinearity with the rating of the operation
(RO), corporate credit rating (CCR) was omitted.
Other variables (CoVa(n)) are involved in controlling
for the effect of external auditing on FSQ and
adherence to the practices of corporate governance
(CG). The proportion of capture of directed
resources (PCDR) derived from restricted
regressions of debentures influences the credit
market, debenture stipulation, and access of
the sampled companies to data resources. Exposure
to more robust institutional settings with further
outstanding creditor protection (PEIM,).

Every regression encompasses the loan contract
stipulation that was not a dependent variable.
The control variables NL and TR, are restricted to
bank credit; therefore, they are’ not involved in
regressions of bond debentures. For instance,
the regression using CD_as a dependent variable
comprised A, M, and C, as explanatory variables.
CSRALBRDCf( ) model inCludes the following lender
control variables: liquidity (Lig,), the size of
the financial institution (SFI), regulatory capital (Cap),
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bank reserve (BR) return on asset of financial
institution (RAFI ) default (Def ), specialisation on
the credit market (SCM), and control (Con,).

Following Chen et al. (2013), Daske et “al. (2008),
and Florou et al. (2017), we embrace the existing
variable market benchmark (MB) to eliminate the
effect of factors that are not related to IFRS
implementation  from  the coefficients  in
the regressions, see Appendix, Table A.1. Year fixed
effects and sector and continuous variables were
comprised in all models, and they were two-tiles
Winsorized (1st and 99th percentiles).

When IFRS implementation, the PostIFRS
coefficient is likely to be statistically 31gn1ﬁcant
negative including CD, and C, and statistically
significant positive in regressmns including A_ and
M, is connected with more significant loan amounts
to a lesser extent demand for collateral, longer
maturity, lesser cost of debt, and. Furthermore, we

estimate the quality of financial statements
(financial  information) via the conditional
relationship between loan contract stipulation

post-IFRS implementation and the incentives to
disclose higher-quality accounting information.
The metric FSQ is employed to designate
the existence of entlty -level incentives.

4. RESULTS

4.1. Relevance of financial statements to creditors

Sensitivity of credit ratings. Following previous
literature, three accounting risk indicators (RAH L,
and IC) have been assessed to analyse credit ratmgs
appomted by financial institutions. Return on assets
(RA) had explanatory power for credit ratings
pre- AFRS implementation and yielded a statistically
significant coefficient post-IFRS implementation.
Furthermore, the interaction coefficients among

PostRAt PostIIC and Post L, demonstrate
the statistical mgmﬁcance and prove the HI that
post-IFRS implementation financial statements have
become more relevant for creditors. This finding
confirms that IFRS offers a more precise variations
clarification in business credit risk than GAAP by
securing the economic foundations of business more
reliably. The control variables show that entities
with more significant investments intangible assets
(T) and reviewed by external auditors (Aud,) achieve
superlor credit ratings.

Moreover, the leverage (L) and interest
coverage (IC ) variables are statistically many
pre/post-IFRS implementation and indicate that such

ratings are vulnerable to these indicators.
Nonetheless, thereturn on assets post-IFRS
(PostRA) and the leverage post-IFRS (PostL ) also

yleld a statistically significant coefficient, 1nd1cat1ng
that their capability to describe credits ratings
enhanced post-IFRS. Conversely, despite the steady
encouraging indication, the coefficient of PosttICiL is
not statistically significant. Consistent with prior
literature, control variables reveal those more
significant entities (S) with lesser net earnings
volatility (EV)) and reviewed (Aud) be likely to get
superior credit ratings from risk evaluation
organisations.

In brief, the findings signify those financial
statements have turned out to be more appropriate
to risk evaluation post-IFRS implementation,
irrespective of whether risk assessment agencies or
financial institutions appoint the ratings. Therefore,
IFRS implementation seems to have benefited
financial statement users. Since IFRS are principles-
based standards, they seek to obtain the economic
substances of transactions rather than legal form via
measurement, recognition, and disclosure (Barth et
al., 2008) as shown in Table 1 below.

Table 1. Descriptive statistics of continuous variables

Variables [ No. | Mean [ St.dev. | P1 | P25 [ Median [ P75 | P99
Panel A: Dependent variable — rating
Quartile variation coefficient (QVC) [ 4089 [ 012 [ 013 [ 001 [ 007 [ 007 [ 002 [ 05
Panel B: Dependent variables — loan contracts
Cost of debt (CD). 112.657 | 2.467 4.511 0.075 1.018 1.391 1.994 25.3
Amount (A) (%) 110.584 0.05 0.21 0.01 0.01 0.01 0.019 0.51
Maturity (M) 111.008 4.15 1.12 2.15 3.52 4.12 4.35 7.02
Panel C: Dependent variables — corporate debts
Cost of debt (CD). 620 1.024 0.82 0.91 1.17 1.23 1.26 1.82
Amount (A) (%) 619 4.22 4.31 0.16 1.41 2.81 5.32 18.3
Maturity (M) 622 7.53 0.56 5.89 7.31 741 7.92 8.56
Panel D: Independent variables — accounting indicators and firm-specific characteristics
Size (S) 4.215 16.28 1.38 13.5 15.21 16.21 17.51 19.25
Return on assets (RA) 4.187 0.12 0.01 0.01 0.01 0.12 0.11 0.35
Leverage (L) 4.201 29.52 15.28 0.01 18.27 31.59 40.98 64.89
Interest coverage (IC) 3.802 0.81 1.08 -1.98 0.11 0.85 1.38 5.01
Tangibility (T) 4.207 0.38 0.37 0.01 0.06 0.34 0.49 0.88
Earnings volatility (EV)) 4.194 12.02 1.39 8.01 11.01 12.27 13.23 14.53
The proportion of capture of directed
resources (PCDR ) 3.994 0.51 0.49 0.01 0.21 0.49 0.82 1.01
Panel E: Independent variables — loan-specific characteristics
Number of loans (NL) [117.542 | 5.01 1.83 072 [ 357 [ 615 [ 623 [ 7.58
Time of relationship (TR) [ 118012 | 821 | 113 [ 526 | 777 | 851 | 9.02 | 939
Panel F: Independent variables — bank-specific characteristics
Regulatory capital (Cap,) 1.565 24.21 46.32 12.01 14.51 17.30 24.10 93.90
Size of the financial institution (SFI) 1.569 22.98 2.81 17.51 22.04 23.05 25.34 27.60
Return on asset of financial institution (RAFI) 1.610 3.03 13.98 -10.02 0.41 141 3.02 24.70
Liquidity (Lig) (%) 1.569 32.28 18.60 0.20 19.00 29.60 43.02 78.80
Bank reserve (BR) (%) 1.569 2.81 4.61 0.02 0.01 0.51 3.92 19.26
Default (Def)) (%) 1.568 5.01 4.82 0.03 2.01 4.30 7.24 21.06
Specialisation on the credit market (SCM) (%) 1.569 44.89 21.94 3.01 33.02 45.25 60.04 97.04
®
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Explanatory model for credit ratings’ dispersion.
As shown in Table 2 below, none of the variables
(PostIFRS, Post, and IFRS) related to IFRS
implementation has a statistically significant
coefficient; hence, H2 has been rejected. IFRS
implementation did not influence the dispersion of
credit ratings.

The control variables have statistically significant
coefficients and are consistent with previous
literature. Entities with higher returns (RA)), greater
interest coverage (IC), smaller leverage (L), smaller
net earnings volatility (EV), and greater tangibility
(T) demonstrate lesser dispersal in credit ratings.

The re-estimation of the quartile variation
coefficient (the explanatory models) involving
the multiplication term representing motivations to
enhance financial statements’ quality. PostIFRS,
coefficient  has a  positive sign, while
the Post IFRSFSQ, coefficient has a negative signal
and is significant at 0.01. This result suggests that

the effect of IFRS implementation on the contractual
association between borrowers and lenders is
contingent on entities’ endeavours to improve
financial statements’ quality during the transition
period. Entities exhibiting reduced discretionary
accruals post-IFRS implementation show to a lesser
extent distribution of credit ratings appointed by
risk valuation agencies and financial institutions.
Overall, notwithstanding have being allocated
autonomously by risk valuation organisations and
financial institutions, credit ratings were more
consistent for these entities. Consequently, H3
cannot be refused because IFRS implementation
improves and decreases information asymmetry
between borrowers and lenders merely when
the quality of financial statements is improved.
The effect of IFRS implementation on the ratings of
quartile variation coefficient (QVC) is displayed in
Table 2 below.

Table 2. Credit ratings’ sensitivity

Variables Financial institutions | Risk assessment agencies
Independent variables
RA, 4.254%= 0.841
L, 0.318 -0.802%*
IC 0.924 0.107*
Post 3.716%**
Post x RA 4.979
Post x L, -1.159%%*
Post x IC, 1.894*
Control variables
S -0.127
T, 1.419%**
EV, -0.618
Aud 0.827%*=
CG, 0.239
PEIM, -0.103
Year Yes
Industry Yes
Wald test 269.9
Prob > chi? 0

Note: *, **, and *** indicate statistical significance at 10%, 5%, and 1% (two-tailed), respectively.

4.2. The implications of IFRS implementation on
loan contract stipulation

Furthermore, we examined the interactive term
Post IFRS. to detach the impact of IFRS mandatory
implementation. The Post, coefficient is significantly
positive, signifying the cost of debt increase in
the control group post-IFRS. Also, the IFRS,
coefficient is significantly negative at 0.01,
signifying the cost of debt rise post-IFRS mandatory
adoption. The coefficient of  PostIFRS s
exceptionally positive at 0.01, indicating the cost of
debt post-IFRS compulsory adoption increases
assessed to the control group. However, no
significant coefficients were yielded for
the regression of debenture contracts variables
(Post IFRSI, Post, and IFRS), signifying
the debentures’ issuance cost was not affected
post-IFRS. Hence, there are no economic benefits for

borrowers, unlike the notion that IFRS
implementation will result in economic benefits.
I[FRS implementation is not related to

the maturity of both debentures and bank loans

VIRTUS,

(Post IFRS). Despite IFRS and Post being considerable
in a number of cases, these variables are only
controls for changes among the control, interest
groups, and pre/post-IFRS implementation periods
in the control group. That is, the analysis does not
propose longer maturity post-IFRS implementation.
Gaining the view that by implementing IFRS
assistance companies get more outstanding loans
due to decreased information asymmetry between
borrowers and lenders. The coefficient of PostIFRS,
is significantly negative in both debentures and bank
loans equations. However, after the introduction of
IFRS, collaterals upon contracts were extra possible
to be required of adopters, where the coefficient of
PostIFRS, is significantly positive. ~Moreover,
the regression of debentures demonstrates that
the collaborating variable is nonsignificant at normal
levels. Partly, our results contest the outcomes of
Chen et al. (2013), while the latter maintained
obligatory IFRS implementation might cause
unwanted financial consequences for loan contracts,
such as shorter maturity, additional demand for
collateral, and advanced interest rates, see Table 3.
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Table 3. The implications of IFRS implementation on loan and corporate debt contracts.

Independent Cost of debt Maturity Amount Collateral
variables Loan Corporate Loan Corporate Loan Corporate Loan Corporate
contract debt contract debt contract debt contract debt
Post 0.417%%* 0.076 0.201%** -0.381%** 0.278%** 4.127%%* -1.989%** -1.902%*
IFRS. -0.110%** 0.029 0.015 -0.382%* -0.002 3.591%** -0.402%*= 0.624
Post IFRS. 0.204*** 0.003 0.002 0.199 -0.101%** -2.802%*= 0.514%*= 0.403
Control -0.061%* -0.041%* -0.021%* -0.203** -0.021%* -1.009** -0.071%* -0.802%*
variables
CD, - - 0.002 0.192* -0.069*** 2.014 0.049%*** 2.017%**
M 0.031%** 0.071%%* - - 0.214%** 1.261%** 0.116%** 0.513**
A -0.202%** -0.013 0.203**= 0.055%** - - -0.049%** 0.049
-0.051%* 0.088** 0.197%*= 0.286%*= 0.059%*** 0.089 - -
TR -0.036*** - 0.003*** - 0.009%** - -0.095%** -
NL - -0.039%=* - -0.121%*= - -0.192%*= -
RA -0.174 -0.656** 1.519%% -1.474% 8.111%* 2.884
L -0.265%** -0.021%* -0.390* -1.396%* 0.771
IC -0.018 -0.018 0.008** -0.002
S, -0.051 0.204%*** -1.715%** -0.057
T, -0.021 . 0.111 2.627* 1.044*
EV, 0.019* -0.008 -0.046 -0.322 0.223
PCDR, - -0.046* - -0.121 -0.671 -0.301
Aud, -0.090*** -0.033 0.235* 1.028* 0.325
CG, -0.021 -0.044* -0.109 -0.439 -0.126
CD benchmark 0.041 0.135** - - - -
M benchmark - - -0.007 0.157** - - -
A benchmark - - - 70.108*** 4.526 . B
C benchmark - - - - - - 2.458%*= 0.265
Constant 21.799%** 1.991%** 2.817%= 4.557%%* 5.657%** 18.564*** -0.831 -12.585*
Adjusted 73.91% 41.45% 57.89% 47.78% 40.55% 54.28% 33.97% 33.81%
R-square

Note: *, **, and *** indicate statistical significance at 10%, 5%, and 1% (two-tailed), respectively.

We are examining post-controlling for lender,
firm, and loan-specific variables. The estimation of
the contract stipulation (maturity, demand for
collateral, cost of debt, and amount granted), with
the term FSQ, is involved in Table 4. The coefficient
of PostlIFRﬁiFSQl_ was significantly negative,
signifying that companies showing better income
quality had lesser cost-of-debt  post-IFRS.
The outcomes show that the cost of debt was
reduced (mean reduction: 18.7%). Furthermore,
the cost of debenture contracts decreased, and
the coefficient is also significantly negative.

Similar to previous literature, IFRS
implementation is combined with longer maturity of
bank loans and debentures, suggesting improved
financial statements’ quality. Using M, as
the dependent variable, the regressions (at 1% and
5% significance levels) of bank loans and debentures
are significantly positive. The coefficient of
PostIFRSFSQ, of bank loans indicates ~33% longer
maturity post-IFRS, and the coefficient of
Post IFRSFSQ, of debentures demonstrates
the improvement in financial statements’ quality.
The maturity of debentures issued post-IFRS
implementation was approximately 84 months
(24 month increase and the mean maturity of
debentures was 48 months). Furthermore, increasing
the amount obtained by borrowers improves
the quality of financial statements. The coefficient of
PostIFRSFSQ, is significantly positive, indicating that
the ratio of loan-to-total assets is larger post-IFRS,
reflecting the improvement in financial statements’
quality. The average loan-to-total-assets percentage
in the sample of bank loans rose from 0.05% to
0.07% (0.05% + 0.171/1000) post-IERS. Also,
the coefficient of PostIFRSFSQ, in the sample of
debentures increased post-IFRS from 5.3% to 8.7%
(5.3% + 3.4/100).

Moreover, the coefficient of the collaborating
term PostIFRSFSQ, is significantly negative (at 1%),

VIRTUS,

implying less demand for collateral associated with
IFRS implementation, presenting the improvement in
the quality of financial statements. The coefficient
shows that collateral was ~38% less probable to be
required (exp(-0.62) - 1). In contrast, for the sample
of debentures, the coefficient of Post IFRSFSQ, is not
significant. Thus, it cannot be understood  to be
distinct from zero. General, the research
findings suggest that IFRS implementation had
heterogeneous outcomes on the credit market (firm-
specific), some negative and others positive, so H5
was accepted (Table 4).

Table 4. Dispersion of corporate credit ratings (IFRS
effect on QVC).

Variables Base model in fofr(r)lz‘tiilg:gzla lity
Post -0.922 -1.903**
IFRS. 0.197 -0.068
PostIFRS 0.109
Aud -

PostFSQ. -

IFRSFSQ. -

PostIFRSFSQ, -

RA -13.028***
L 2.529*

IC -2.859%

S -0.098

T -1.985%*

EV. 0.608**

Aud 0.32

CG -1.354 .
PEIM. -0.609 -0.816*
Constant 7.024 9.998**
Year Yes Yes
Sector Yes Yes
Adjusted R-square 8.38% 8.72%
Wald test 281.01 297.04
Prob > chi? 0 0
Hausman test 20.51 20.78
Prob > chi? 5.67% 5.35%

Note: *, **, and *** indicate statistical significance at 10%, 5%,
and 1% (two-tailed), respectively.
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The differential influence between the bank
credit and bond markets (H6). The analysis was
placed on the collaborating term PostIFRSFSQ,
The impacts of IFRS implementation on the contract
stipulation for debentures vs bank loans, later
controlling for a firm, loan, and lender-specific
variables, are presented below:

Cost of debt. The coefficients are significantly
negative. IFRS implementation is accompanied by
an average decline of 38 and 31 base points for bank
loans and debentures.

Maturity: The coefficients are significantly
positive. IFRS implementation is combined with
an average growth in maturity for debentures and
bank loans (34 months (0.25 x exp.(4.09) / 31)
and 45 months (0.83 x exp.(6.82) / 31), respectively.

Amount  granted: The  coefficients are
significantly positive. IFRS implementation is linked

with an increase in loan-to-total-assets ratio from
0.05% to 0.08% for bank loans and from 5.24% to
8.94% for debentures.

Demand for collateral: The coefficients are
significantly negative. IFRS implementation is
correlated with an average decrease in bank
debentures and loans (~5.8% and ~32.8%,
respectively).

Since the investigation of the implications of
IFRS implementation on non-financial and financial
contract stipulations signifies those economic
advantages, H6 cannot be rejected. Also, these
economic advantages tended to be larger for
debentures than bank loans. We also estimated
the varied impact between bank and bond credit
markets as a robustness check. The magnitude of
the effects and direction are presented above (see
Table 5).

Table 5. Effects of IFRS implementation on corporate debt contracts and loans.

Independent Cost of debt Maturity Amount Collateral
variables Loan Corporate Loan Corporate Loan Corporate Loan Corporate
contract debt contract debt contract debt contrac debt

Post 0.417%** 0.076 0.201%*** -0.381** 4.127%*%* -1.989%*** -1.902%*
IFRS, -0.110 0.029 0.015 -0.382** 0.624
PostIFRS. 0.204*** 0.003 0.002 0.199 0.403
Control -0.061%* -0.041%+ -0.021%* -0.203%+ -1.009%* -0.802%*
variables
CD. - - 0.002 0.192* 2.014 2.017%**
M, 0.071*** - 1.261*** 0.513**
A -0.013 - 0.049

. 0.088** 0.089 - .
TR -0.036%** - - -
NL, 0.004 - - .
RA -0.006 -0.174 8.111%* 2.884
L -0.265 -1.396* 0.771
IC, -0.018 0.008** -0.002 -0.002
S -0.051*** -1.715%** -0.259%* -0.057
T -0.021 2.627* 1.044*
EV. 0.019* -0.322 0.223
PCDR -0.046* . -0.671 -0.301
Aud -0.090*** -0.033 0.235* 0.058¢ 1.028* 0.325
CG -0.021 -0.044* -0.109 0.055°* -0.439 -0.126
CD benchmark 0.041 0.135** - - - - -
M benchmark - - -0.007 0.157** - - - -
A benchmark - - - 70.108*** 4.526 - -
C benchmark - - - - - 2.458%** 0.265
Constant 21.799%** 1.9971 *** 2.817%** 4.557%%* 5.657%%* 18.564*** -0.831 -12.585**
ﬁi{‘fﬁ;g 73.91% 41.45% 57.89% 47.78% 40.55% 54.28% 33.97% 33.81%

Note: *, **, and *** indicate statistical significance at 10%, 5%, and 1% (two-tailed), respectively.
5. DISCUSSION to IFRS since they have extremely sophisticated

We examine the implications of IFRS implementation
on the credit market in the Iraqgi financial sector. To
the best of our knowledge, even though several
papers have been published, this study is the most
comprehensive to date to assess the implications of
IFRS implementation on 1)non-financial and
financial loan contract stipulation, 2) credit risk, and
3)access to global credit markets. Previous
investigations on the possible outcomes of IFRS
implementation for credit markets have produced
contradictory outcomes. Therefore, we performed
an examination of a massive sample size of credit
transactions and corporate credit ratings in Iraq and
controlled for the impact of firm-level incentives on
the quality of financial statements.

The findings indicate that post-IFRS,
the capability of financial statements to justify
corporate credit ratings enhanced. Not surprising
that risk evaluation agencies and banks are sensitive
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users of financial statements. The dispersion of
credit ratings allocated by banks was decreased
post-IFRS for companies with enhanced financial
statements quality. Also, the results indicate that
IFRS implementation may have varied negative and
positive outcomes for entities on the credit market
based on the existence of incentives.

In debentures and bank loans, entities with
incentives to enhance profits quality demonstrate
1) longer maturity, 2) reduced cost of debt, 3)less
demand for collateral, and 4) greater loans
post-IFRS. Moreover, the effects (1-4) are greater on
debentures than on bank credit, the more reliance
on financial statements.

Our investigation creates an essential
contribution to the literature. Along with evidence
provided by previous literature on the capital
market (Byard et al., 2011; Brochet et al., 2013;
DeFond et al., 2011), our conclusions prove the vital
position of company-level incentives in
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the assessment of prospective economic advantages
of IFRS implementation. The evidence suggests that
the financial advantages accompanying IFRS
implementation depend on the financial statements
and how seriously entities apply recommended
disclosure practices and improve interaction with
international investors. Furthermore, IFRS
implementation should not occur with enforcement
mechanisms and not give ample space for
adopters’ endogenous predilections. Otherwise,
the implications of IFRS implementation will lead to
varied outcomes, positive and negative, that reduce
financial statements’ quality (Ernst & Young, 2006).
Moreover, the implementation of IFRS was partially
and not at the same level for Iraq’s financial sector.
Indeed, our findings persuasively contradict the idea
that adopting government-mandated accounting
practices is adequate to guarantee the financial
advantages of the credit market, particularly in
the lack of company-level incentives to increase
information quality.

6. CONCLUSION

Since we provide evidence contrary to the view that
IFRS-related financial advantages are restricted to
jurisdictions with distinct institutional
environmental features, this research promotes
the argument of the relationship between company-
level and country-level inducements from
the perspective of IFRS implementation. However,
Iraq has been deemed a developing economy with
an institutional context challenging the economic
advantages associated with IFRS implementation.
Actuality, our analyses indicate that in jurisdictions
like Irag, the lack of a robust institutional
environmental framework might be compensated
by firm-level incentives, banning promoting
the emergence of economic advantages associated
with IFRS implementation. Usually, cross-country
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APPENDIX

Table A.1. Research variables’ definitions

Variable [ Symbol [ Description
IFRS implementation
IFRS implementation IFRS, 1 = IFRS implementation, 0 = otherwise
Post-IFRS implementation Post 1 = period (2016-2020), 0 = period (2010-2015)
Dependent variables
Dimension 1
Corporate credit rating CCR, Company ratings are stated on a scale from (H = 1) to (AA = 9).
Il?;ageggsmn of corporate credit DCCR, Ten observations are required at least for each period
Dimension 2
Contract term CT Contract stipulations
Cost of debt cD The percentage between the contract interest rate and the introductory of
it the Iragi economy interest rate
Maturity M, The actual logarithm of the days frg;rtlethe loan grant to the final payment
Amount A Loan amount + total assets
1 = collateral required for the contract (regardless of value),
Collateral C

t

otherwise = 0

Accounting indicators and entity-specific characteristics

Return on assets RA, Net income + the average of total assets
Leverage L Total gross debt + total assets
Interest coverage IC, Natural logarithm of income before tax and interest + gross expenses
Size S, Natural logarithm of total assets
Tangibility T Deferred assets and intangibles + total assets
Net earnings volatility NEV, The standard deviation of net income
Loan-specific characteristics
Time of relationship TR Natural logarithm of the number of days from the conclusion of the first
it contract to the conclusion of the current contract
Number of loans NL, Natural logarithm of the number of loans in the 12 month
a) operations with receivables, b) working capital, ¢) working capital
Type of operation TORX), turnover, d) foreign trade, e) investment, f) other debentures, g) other
destinations
Rating of operation RO Using the similar criteria as CCR, but representing the operation credit risk
Index Index Reference rate (RR), general market price index (GMPI), long-term interest
it rate (LTIR), LIB, CDI, Sel, and extended national consumer price index (NCPI)
Currency Cu, 1QD, USD, EUR, and GBP were considered; otherwise = 0
Bank-specific characteristics
Capital Cap Reference equity + assets risk weighted
Size of financial institution SFIL Total assets logarithm
Liquidi . Sum of assets and marketable securities minus available for sale divided by
iquidity Liq
‘ total assets
Bank reserve BR Credits linked to the CBI divided by total assets
Default Def, Operations classified E-H + the total credit portfolio
Return on assets RAFI, Net earnings + the mean of total assets
Control Con Publicly traded = 1, private control = 0
Specialisation on the credit SCM Credit portfolio + and total assets *%100
market it
Entity-level incentives
Financial statements’ quality FsQ, Using Jones’ (1991), Be(litghgg ilrll.osd g?ﬁ?ﬁ :régtﬁlggo?d Sivaramakrishnan’s
Prevmus_ exposure to the PEIM Dummy variable = 1; otherwise = 0
international market it
Other control variables
External audits Aud 1 = Dummy variable; O otherwise
Corporate governance CG, 1 = Corporate governance listing segment; 0 otherwise
Domestic risk-free rate DRFR The federal bonds
Emerging markets bond index (EMBI) + the weighted return on Iraqi external
EMBI + RIEDI ER, debt instruments index (RIEDI)
Dollar D, Closing exchange rate of IQD in relation to USD
ghe proportion of capture of PCDR The stock of directed credit divided by the total credit portfolio
irected resources it
Contemporary variable (6% The dependent variable of mandatory IFRS adopters (trimester average)
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Table A.2. Research population: Iraqi financial sector

Details No.
A Banks 77
1 State banks (1 Islamic bank and 6 trade banks) 7
2 Iraq’s Islamic banks 28
3 Irag’s trade banks 24
4 Branches of foreign trade banks 16
5 Branches of Islamic foreign banks 2
B Non-banks financial institutions 24
1 Financial entities 15
2 Financial investment companies 7
3 Bank guarantees company 1
4 Small and medium projects finance company 1
C International financial institutions 7

Table A.3. Quantifies financial statements’ quality (FSQ)

FSQ post IFRS (Barth et al.’s (2006) model) = FSQ,,,.....
FSQ before IFRS (Barth et al.’s (2006) model) = FSQ, o
FSQ post IFRS (Kang and Sivaramakrishnan’s (1995) model) = FSQ, ks
FSQ before TFRS (Kang and Sivaramakrishnan’s (1995) model) = FSQ, .. ..
FSQ post IFRS (modified Jones’ (1991) model) = FSQ, ...,
FSQ before IFRS (modified Jones’ (1991) model) = FSQ, ...

FSQPIFRSBM FSQBIFRSBM
FSQ, = mean ( rsqpirrsksm | - Mmean | rsqBirrsksm
FSQPIFRSM]M FSQBIFRSM]M
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