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SYNOPSIS: In this study, we examine whether and how borrowing firms’ financial statement comparability affects

the contracting features of syndicated loans. Using a sample of loans issued by U.S. public firms in the syndicated

loan market over the period 1992–2008, we find strong and robust evidence that financial statement comparability is

negatively associated with loan spread and the likelihood of pledging collateral, and positively associated with loan

maturity and the likelihood of including performance pricing provisions in loan contracts. We also find that borrowing

firms with greater financial statement comparability are able to complete the loan syndication process more swiftly,

form loan syndicates enabling the lead lenders to retain smaller percentages of loan shares, and attract a greater

number of lenders and, particularly, a greater number of uninformed participating lenders. Altogether, these findings

are consistent with the view that financial statement comparability plays an important role in alleviating information

asymmetry in the syndicated loan market.
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INTRODUCTION

A
ccounting comparability has a long history (Simmons 1967), and it is an important attribute of accounting information

that helps users ‘‘to identify and understand similarities in, and differences among, items’’ (Financial Accounting

Standards Board [FASB] 2010).1 Economic decision-making involves choosing among alternatives, and ‘‘investing

and lending decisions . . . cannot be made rationally if comparative information is not available’’ (FASB 1980). Thus, standard

setters position comparability as an important ‘‘enhancing qualitative characteristic’’ of accounting information that facilitates

capital allocation and nurtures investor confidence (Securities and Exchange Commission [SEC] 2000; FASB 2010;

International Accounting Standards Board [IASB] 2010). For instance, Statement of Financial Accounting Concepts (SFAC)

No. 8 prescribes that ‘‘information about a reporting entity is more useful if it can be compared with similar information about

We thank Edward Owens, Scott Richardson, Heibatollah Sami, and participants at the 2013 American Accounting Association Annual Meeting, 2013
Canadian Academic Accounting Association Annual Meeting, 2013 Financial Accounting and Reporting Section Midyear Meeting, and Dalhousie
University for helpful comments.

Editor’s note: Accepted by Siew Hong Teoh.

Submitted: September 2014
Accepted: February 2016

Published Online: March 2016
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other entities and with similar information about the same entity for another period or another date’’ (FASB 2010).

Correspondingly, it is expected that comparability benefits financial statement users by helping them to better process

information at a reduced cost.2 In this study, we examine whether accounting comparability affects the contracting features of

syndicated loans.

Recent academic studies (e.g., De Franco, Kothari, and Verdi 2011; Kim, Kraft, and Ryan 2013; Chen, Collins, Kravet,

and Mergenthaler 2015; Shane, Smith, and Zhang 2014) show evidence of the benefits of accounting comparability on capital

markets, including both equity and public debt markets. However, an important segment of the capital markets, the syndicated

loan market, has largely been overlooked in the literature on accounting comparability. By focusing on the syndicated loan

market, our study examines whether and how accounting comparability is associated with various features of syndicated loans,

including contractual terms (i.e., pricing and non-pricing terms, such as collateral requirements, loan maturity, and the

provision of financial covenants) and loan syndication duration and structure. Such an inquiry would reveal the specific

channels through which accounting information has important implications on the design of private debt contracts (Watts and

Zimmerman 1986; Ball 2001) beyond cost of capital.

The economic importance and unique features of the syndicated loan market motivate our focus on this particular market.

The syndicated loan market has grown quickly over the past several decades; more than 50 percent of corporate financing in the

U.S. is raised through syndicated lending (Sufi 2007).3,4 As suggested in Bharath, J. Sunder, and S. Sunder (2008), bank

lenders can obtain information directly from borrowers and renegotiation is easier in the syndicated loan market and, thus,

financial reporting might play a limited role in this market. It is ex ante unclear that financial reporting quality, including

comparability, has an impact on the decisions of debt contracting. No prior study has investigated whether and how accounting

comparability affects debt contracting in the syndicated loan market. Further, the syndicated loan market involves different

types of lenders that face different levels of information asymmetry.5 It is likely that accounting comparability is useful in

reducing the information asymmetry among different lenders, which potentially affects the contractual terms and syndication

process of the syndicated loans that cannot be studied in the public bond setting. Therefore, the importance and the uniqueness

of the syndicated loan market make it compelling to examine whether and how accounting comparability is relevant in reducing

information asymmetry in this market. Given that lenders (private or public) are primary users of general purpose financial

reporting, such an investigation also attends to the inquiry of the extent to which the objective of financial reporting may have

been attained.6

We employ a sample of U.S. publicly listed firms that borrowed from the syndicated loan market during the period of

1992–2008. Using comparability measures developed by De Franco et al. (2011), we first show that comparability is negatively

associated with cost of debt (i.e., loan spread) after controlling for a series of factors determining loan spread. We then turn our

focus to non-pricing contractual terms. We document that, ceteris paribus, firms with higher comparability take loans with

longer maturity, and they are less likely to pledge collateral in loan contracts as compared to firms with lower comparability.

These findings are robust to the estimation of joint determination of pricing and non-pricing contractual terms. Overall, these

results suggest that comparability enhances lenders’ ability to better process financial statement information and monitor

borrowers and, thus, lenders are more willing to offer loans with more lenient terms, such as longer maturity and no collateral

requirements. We also find evidence that more comparable accounting information increases the likelihood of including

accounting-based performance pricing provisions in loan contracts.

Next, we examine the implications of comparability for loan syndication duration and loan syndicate structure. Additional

evidence shows that comparability is negatively associated with loan syndication duration and the ownership of loans retained

by lead lender(s), and positively associated with the number of participating lenders, including uninformed participating

lenders. These results suggest that comparable financial statement information helps mitigate information asymmetry between

2 The IASB’s endeavor to harmonize the accounting standards is largely viewed as aiming at improving the comparability of financial statements
globally, and has been shaped by the (im)balance of power of capital market participants and societal stakeholders of various interests (Botzem and
Quack 2009).

3 The total amount of loans provided through the syndicated market increased from $137 million in 1987 to over $1 trillion in 2007. Although the 2007–
2008 financial crisis caused a significant decline in loan volume for the syndicated loan market, total annual volume of syndicated loans was back to the
pre-crisis level in 2012, reaching about $1.5 trillion (Thomson Reuters 2013).

4 This type of lending is a hybrid of ‘‘traditional bank loans and capital market instruments’’ (Lee and Mullineaux 2004) and has features of both
‘‘relationship loans’’ and ‘‘transaction loans’’ (Boot and Thakor 2000), in contrast to conventional public debt, which has diffused ownership structures
(Diamond 1991a; Amihud, Garbade, and Kahan 1999).

5 Specifically, in the syndicated loan market, while lead lenders have direct access to information, participant lenders can only obtain information from
public disclosure or information memos stripped of material sensitive information provided by lead lenders (Standard & Poor’s [S&P] 2006). We will
have a detailed discussion of this unique feature of this market in the ‘‘Background and Hypotheses’’ section.

6 Both the FASB and IASB identify lenders as a primary user of financial reporting. For example, ‘‘The objective of general purpose financial reporting
is to provide financial information . . . to existing and potential investors, lenders, and other creditors . . . in buying, selling, or holding equity and debt
instruments and providing or settling loans and other forms of credit’’ (IASB 2010, para. OB2).
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borrowers and lenders, and between lenders with varying roles in the syndication (i.e., lead versus participating lenders). This

finding corroborates our argument that financial statement comparability is an important accounting mechanism to resolve

information frictions in the syndicated loan market.

Our results are robust to a series of sensitivity analysis. For example, to address the concern that our accounting

comparability measures may capture the effect of economic comparability, we construct a measure of accrual comparability to

reflect the similarity of accrual accounting in mapping firms’ underlying performance to accounting numbers. Using this

alternative measure, we find similar evidence suggesting the benefits of financial statement comparability in debt contracting.

Overall, our study provides evidence on the relevance and importance of comparability to the syndicated loan market. It

contributes to the literature along several dimensions. First, it adds to the growing literature on the benefits of comparability in

capital markets. Recent studies examine the impact of comparability on the equity market (e.g., Campbell and Yeung 2011; De

Franco et al. 2011; Shane et al. 2014; Chen et al. 2015). We extend this line of research to an important segment of the capital

markets, the syndicated loan market, and show that comparability matters for private debt investors by providing evidence that

firms with higher accounting comparability receive loans with more favorable terms (i.e., lower cost of borrowing, longer

maturity, and less likely to pledge collateral). We further show that comparability significantly influences the loan syndication

process by shortening the time to complete syndications and facilitating organization of more diversified ownerships. Thus, our

empirical evidence suggests that comparability reduces information asymmetry both between the borrowers and lenders and

between the lead and participating lenders—a new insight on the beneficial role of accounting comparability.

Our study complements Kim et al.’s (2013) findings. While Kim et al. (2013) examine the benefits of comparability for

firms in the setting of public bonds, it is not clear that their findings can be inferred for the setting of private loan contracting,

i.e., the syndicated loan market. Furthermore, because Kim et al.’s (2013) measure of accounting comparability requires that

firms are rated and a significant number of borrowing firms do not have credit ratings (43 percent in our sample), the

generalizability of their study is potentially limited. By using De Franco et al.’s (2011) measure of accounting comparability,

we provide large-sample evidence of the benefits of accounting comparability in debt contracting. More importantly, compared

to Kim et al. (2013), we provide additional insights into how accounting comparability benefits firms beyond the lower cost of

capital, including non-pricing contractual terms and the loan syndication process (Merton 1987).

Finally, the findings in our study have practical implications for the ongoing policy debates relating to the adoption of the

International Financial Reporting Standards (hereafter, IFRS). The IASB argues that a single set of financial accounting

standards will help investors make economic decisions as it ‘‘levels the playing field’’ for financial statements prepared by firms

across countries (European Parliament and the Council of the European Union 2002, Regulation [EC] No. 1606/2002, Para. 1).

Since 2002, the FASB and IASB have been working on converging U.S. Generally Accepted Accounting Principles (GAAP)

and IFRS, aiming at achieving a single set of high-quality accounting standards that provide market participants with

comparable accounting information. Given that syndicated loans today represent the largest single financing tool in the U.S.,

our study lends support to the SEC’s (2010) consideration of IFRS adoption or, as a more practical alternative, allowing U.S.

companies to provide voluntary, supplemental IFRS-based financial information in addition to the required GAAP financial

statements (Schnurr 2014).

This paper proceeds as follows. In the next section, we review the literature and develop hypotheses. The third section

describes the sample, variable measurements, and research design. We present our empirical results in the fourth section.

Finally, the fifth section presents our conclusions.

BACKGROUND AND HYPOTHESES

The Syndicated Loan Market and Syndication Process

A syndicated loan is a loan given to a business by a group of lenders under the administration of lead lenders. The

objective is to finance large-scale projects over the medium to long term. Since the early 2000s, the popularity of syndicated

loans has exploded, and a large proportion of corporate loans have been syndicated. Relative to other financing alternatives,

syndicated loans account for approximately one-third of all corporate financing and they represent the largest single financing

tool used in corporate America. According to Weidner (2000) in American Banker, the underwriting revenue generated for the

financial sector in the syndicated loan market is more than the sum of the revenues generated from both equity and debt

underwriting. Standard & Poor’s (2011) indicates that the syndicated loan market has become an efficient way to obtain capital

from a wide spectrum of loan investors, including not only traditional commercial banks, but also finance companies,

institutional investors, and loan mutual funds.

The loan syndication process typically begins with the lead lender obtaining a mandate from the loan issuer. Based on its

evaluation of the loan issuer’s prospects, the winning lead lender prepares an information memo outlining the proposed terms

of the contract, including pricing, maturity, and collateral. At the same time, the lead lender solicits informal feedback from
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potential investors on their interest in the deal, especially with respect to pricing and investment commitment. Based on the

feedback received from potential loan investors, the lead lender makes adjustments to loan pricing and non-pricing terms. Once

all terms are finalized, the deal is marketed to loan investors in general, and the final terms are then documented in detailed

credit and security agreements. After the loan syndication process is closed, the lead lender takes the responsibility of

monitoring loan performance, covenant compliance, and renegotiation in case of covenant violations. In the loan syndication

and post-issuance periods, lead lenders serve as important delegated monitors, which is different from the public bond market,

in which lenders are more dispersed and, therefore, less likely to engage in monitoring (Amihud et al. 1999).

Financial Statement Comparability

Recent research examining the role of comparability in capital markets considers equity market participants and public

bond market participants. De Franco et al. (2011) develop a measure of financial statement comparability and find that this

measure is positively related to the number of equity analysts following and forecast accuracy, and it is negatively related to

forecast dispersion. These authors suggest that financial statement comparability lowers the cost of acquiring and processing

information, and increases the overall quantity and quality of public information. Campbell and Yeung (2011) find that when

financial statements of a firm of interest and its peer firms are more comparable: (1) the impact of peer firms’ earnings news on

firm stock price is greater; (2) the drift following the peer firms’ earnings announcement is smaller; and (3) the reversal at the

firm’s own earnings announcement is smaller. Chen et al. (2015) conclude that acquirers make better acquisition decisions

when target firms’ accounting information exhibits greater comparability with industry peer firms, and this effect is stronger

when acquirers have relatively limited knowledge about target firms. Using variations in the adjustments made to interest

coverage ratios and non-recurring income items as a measure of financial comparability, Kim et al. (2013) examine the effects

of comparability on the valuation uncertainty of public bonds. These authors find that higher comparability is associated with

lower bid-ask spread, lower credit default swap, and steeper credit spread term structures.7

Hypothesis Development

Contractual Terms—Pricing and Non-Pricing

In this study, we focus on the effect of accounting comparability on debt contracting in an important credit market

segment, namely, the syndicated loan market. In this market, lenders evaluate alternative investment opportunities based on a

wide range of information, including information presented in financial statements. As SFAC No. 8 (FASB 2010) implies,

more comparable accounting information across alternatives may be more useful than less comparable accounting information

for the purpose of lending, because comparability can reduce the cost of processing information by lenders and facilitate

monitoring by lead lenders. Therefore, firms with more comparable information potentially have lower valuation uncertainty or

allow lead lenders to incur lower monitoring costs. If this is the case, then we expect that borrowers with more comparable

financial statements with their industry peers will enjoy lower costs of debts.

However, there are several counter-forces that could mitigate the negative association between cost of debt and accounting

comparability in the syndicated loan market. First, bank lenders are known to have superior access to information from

borrowers and they may rely to a lesser extent on public information such as financial statements. Second, banks can set both

the pricing and non-pricing terms in response to borrowers’ accounting attributes. As a result, lenders may substitute non-

pricing terms (e.g., collateral requirement and loan maturity) for pricing terms in dealing with firms with less comparable

accounting information, leading to no effect of accounting comparability on pricing terms (e.g., cost of debt). We state the first

hypothesis (in the alternative form):

H1: Ceteris paribus, borrowers with higher accounting comparability are associated with lower cost of debt.

In addition to the pricing terms, accounting comparability may have effects on non-pricing terms in loan contracts. Prior

literature suggests that pricing and non-pricing terms are used as substitutes in debt contracting (Melnik and Plaut 1986;

Bharath et al. 2008). Rajan and Winston (1995) and Boot, Thakor, and Udell (1991) argue that collateral is used as an

alternative monitoring mechanism to reduce borrowers’ moral hazard problem and curb borrowers’ risk-taking incentives.

Bharath, Dahiya, Saunders, and Srinivasan (2011) find that, since relationship lenders are more likely to commit to monitoring

borrowers, relationship lender-led loans are less likely to require collateral. Graham, Li, and Qiu (2008) document that firms

that restate their earnings are more likely to be required to pledge collateral after restatements. We conjecture that if accounting

7 Francis, Pinnuck, and Watanabe (2014) examine how accounting comparability is related to auditor style. There are also several studies examining
whether adoption of IFRS improves firms’ financial reporting comparability (e.g., Lang, Maffett, and Owens 2010; Barth, Landsman, Lang, and
Williams 2012).
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comparability facilitates high-quality information communication between lenders and borrowers and effectively improves

lenders’ ex post monitoring, then lenders are less likely to impose collateral requirements. Accordingly, we state our hypothesis

as follows:

H2a: Ceteris paribus, borrowers with higher financial statement comparability are less likely to be required to pledge

collateral for loans.

Another important non-pricing term that may be used as a substitute for pricing terms is loan maturity. Diamond (1991b)

posits that shorter maturity may subject borrowing firms to liquidity shock due to the need to obtain financing frequently;

therefore, shortening maturity may serve as a monitoring mechanism to keep borrowing firms in check. Consistent with this

theoretical argument, Barclay and Smith (1995) find that firms requiring greater monitoring efforts (e.g., growth firms) have

more short-term debt. Ortiz-Molina and Penas (2008) show that firms with low credit quality and an opaque information

environment are more likely to issue short-term debt. If comparable accounting information improves ex post monitoring

efficiency, then we predict that firms with high accounting comparability can borrow loans with longer maturity. Our

hypothesis states as follows:

H2b: Ceteris paribus, borrowers with higher financial statement comparability are able to take loans with longer maturity.

Both performance pricing provisions and financial covenants expand the importance of accounting information in debt

contracts, and including these features in loan contracts allows lenders to perform efficient monitoring of borrowers after loan

issuance (Rajan and Winston 1995; Asquith, Beatty, and Weber 2005). More comparable accounting information can enhance

the effectiveness of performance pricing and covenants by providing readily available references for lenders to make a

judgment on the performance of the borrowing firms. This suggests that borrowers’ accounting comparability is positively

associated with the likelihood of using a performance pricing provision and financial covenants in debt contracting.

Alternatively, to the extent that comparability reduces information asymmetry between the borrowers and lenders, it may

consequently reduce the need to include performance pricing and financial covenants in the contract. Thus, a priori, we make

no directional predictions on the relationship between borrowers’ accounting comparability and the inclusion of performance

pricing provisions and financial covenants in loan contracts. We posit that:

H2c: Ceteris paribus, borrowers’ financial statement comparability has no association with the inclusion of performance

pricing provisions in loan contracts.

H2d: Ceteris paribus, borrowers’ financial statement comparability has no association with the inclusion of financial

covenants in loan contracts.

Loan Syndication Process

The loan syndication process begins with borrowers engaging lead lenders (i.e., at the launch date) and closes at the time

when loans become available for borrowers (i.e., at the deal active date). This process resembles the initial public offering

(IPO) process, in which the time between the launch date and the IPO date is a function of information asymmetry between an

issuer and prospective investors (Ritter and Welch 2002). The syndicated loan market involves a similar process, in which the

borrower engages lead lenders to distribute loans to other participant lenders. In the loan syndication process, lead lenders are

equipped with more information than other participating lenders, since lead lenders have either established a relationship with

the borrower through previous interactions or are in direct talks with the borrower. As a result, information asymmetry exists

between lead and participating lenders.

The duration between the launch date and the date when the loan becomes available for borrowers (syndication duration)

reflects the degree of information asymmetry between borrowers and lenders, and between lead and participating lenders

(Ivashina and Sun 2011).8 Bozanic, Loumioti, and Vasvari (2015) find that standardization of accounting numbers in loan

agreements reduces loan syndication duration. We argue that accounting comparability, by enabling relatively less informed

participating lenders to learn from their experience with other borrowers in similar situations, has the potential to lessen the

information asymmetry between them and more informed lenders. Accordingly, we expect to observe loan syndication duration

to be shorter for borrowing firms with more comparable financial statements. This yields the following hypothesis:

8 Ivashina and Sun (2011) use time on syndication duration (called ‘‘time on the market’’ in their paper) as a measure of institutional demand for loans
and find that institutional demand for loans is negatively associated with loan spread. They also acknowledge that time on the market can potentially
reflect information asymmetry between lead lenders and participating lenders (Ivashina and Sun 2011, 501).
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H3a: Ceteris paribus, loan syndication duration is negatively associated with borrowing firms’ financial statement

comparability.

Comparability could also impact how loans are structured. In the syndicated loan market, lead lenders are delegated

monitors that are responsible for monitoring the creditworthiness of borrowers in the post-initiation period (after the loan

syndication agreement is signed), and participant lenders mainly rely on lead lenders’ monitoring. However, lead lenders may

have incentives to shirk their monitoring duties because they only have partial subscription of the loans and their losses are also

limited to the portion of the loans they are subscribed to.9 Furthermore, while lead lenders can obtain private information

directly from borrowers, participant lenders are typically provided with information memos stripped of confidential material

information and, therefore, participant lenders rely on publicly available information to a greater extent than lead lenders. As a

result, the syndicated loan market posits a severe problem of information asymmetry between lead lenders and participant

lenders due to both adverse selection and moral hazard. To attenuate these problems associated with loan syndication, lead

lenders may choose to make a voluntary commitment to retain a larger proportion of the syndicated loan and/or form a loan

syndicate with a smaller number of non-lead lenders to participate.10 Empirically, Sufi (2007) finds that, to signal the lead

bank’s commitment, the lead bank retains a larger share of the syndicated loan and forms a more concentrated syndicate when

information asymmetry between a borrower and lenders is higher. Ball, Bushman, and Vasvari (2008) find that when a

borrower’s accounting information possesses higher debt contracting value, information asymmetry between the lead lender(s)

and other syndicate participants is lower, allowing lead lender(s) to hold a smaller proportion of new loan deals. Accordingly,

we argue that enhanced accounting comparability makes financial statement information easier to be processed and ready to be

referenced against, which could alleviate the information asymmetry problems in syndicated lending. Thus, we predict that as

borrowers’ financial information comparability enhances, more lenders, including ex ante uninformed lenders, will be attracted

to participate in the syndication as a result of lower information asymmetry, and lead lenders will be more likely to hold a

smaller proportion of loans. This leads to the following hypotheses:

H3b: Ceteris paribus, the number of lenders and the number of ex ante uninformed lenders in a loan syndicate are

positively associated with borrowing firms’ financial statement comparability.

H3c: Ceteris paribus, the percentage of loan shares retained by lead lenders is negatively associated with borrowing firms’

financial statement comparability.

SAMPLE AND VARIABLE MEASUREMENT

Data and Sample

Our data cover U.S. publicly listed firms issuing loans in the syndicated loan market during the period 1992–2008,

obtained from the DealScan database. The DealScan database provides information on loans obtained at the firm level and

details both the pricing and non-pricing terms for each loan, including loan amount, loan inception, loan maturity, covenants,

collateralization requirements, loan purposes, loan market segment, and cost of loans measured by the number of basis points

above the London Interbank Offered Rate (LIBOR). Loan packages or deals can have several facilities for the same borrower

and the same contract date. We include each facility as a separate sample observation because loan characteristics vary with

each facility.

In addition, we collect: (1) stock data from the Center for Research in Security Prices (CRSP) stock files; (2) firm-level

accounting data from Compustat annual files; (3) analyst data from the Institutional Brokers’ Estimate System (I/B/E/S); and

(4) institutional ownership data from the Thomson Reuters Institutional Holdings database. To mitigate the influence of

extreme observations, we winsorize the top and bottom 1 percent of outliers for each variable. Our final sample consists of

11,265 loan facilities borrowed by 7,054 firms for the period 1992–2008.

9 In loan syndication agreements, lead agent banks routinely add a clause to indicate that participant lenders should be responsible for their own credit
decisions.

10 In the syndicated loan market, funding is typically provided by a group of lenders, rather than a single lender, for the purpose of risk sharing among
different lenders (Esty 2001). One single lender could provide all funds needed for a borrower and receive all the interest revenue on the loan, but this
lender is also subject to a greater default risk. Therefore, risk sharing is an important feature of the syndicated loan market. For borrowers with greater
information risk and credit risk, the loan syndicate tends to be more concentrated; that is, lead lenders will assume a greater percentage of loan shares so
that they are incentivized to monitor borrowers, for the reasons discussed here.
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Measuring Comparability

Based on FASB (1980), De Franco et al. (2011) define financial statement comparability as follows: ‘‘Two firms have
comparable accounting systems if, for a given set of economic events, they produce similar financial statements.’’ In other
words, two firms with comparable accounting should have similar mappings such that for a given set of economic events, one
firm produces similar financial statements as the other firm. De Franco et al. (2011) use stock returns as a measure for the net
effect of economic events on firms’ financial statements. These economic events may be unique to the firm, but may also be due
to industry- or economy-wide shocks. The proxy for financial statements is earnings, an important income statement measure.11

Following De Franco et al. (2011), we construct two comparability measures, CompAcct4 and CompAcctInd, to measure how
comparable a firm’s accounting is to those of its peers, the four most comparable firms and industry, respectively. The detailed
discussion of the construction of comparability measures is presented in Appendix A.

Research Design

We estimate the following models:

Loan Termi;t ¼ f ðComparabilityi;t; Loan-Specific Controli;t; Firm-Specific Controlsi;t�1Þ; ð1Þ

where the dependent variable Loan Term refers to the proxies for the pricing and non-pricing terms and the syndication process
of a loan contract for a borrower i in year t; and Comparability is one of the two accounting comparability measures. In testing
H1, we follow Bharath et al. (2011) and use ‘‘all-in-spread-drawn’’ (AISD) as the measure of cost of debt, where AISD is
defined as the total spread (including associated annual fees, if any) paid over LIBOR on the drawn amount for each loan. We
label this variable as Spread. To test H2a and H2b, we use loan maturity and the presence of loan collateral as dependent
variables. Specifically, loan maturity, labeled as Log(Maturity), is the natural logarithm of the number of months a loan
matures. The presence of loan collateral is captured by the variable Secured, which takes the value 1 if the loan facility is
secured by collateral, and 0 otherwise. To test H2c (H2d), we measure the dependent variables by the presence of an
accounting-based performance pricing provision (financial covenants) in loan contracts, where the indicator variable ACC Ratio
PP (Financial Covenants) equals 1 when the loan contains accounting-based performance pricing (at least one financial
covenant), and 0 otherwise.

For H3a–H3c, we use loan syndication duration, number of participating lenders or number of uninformed participating
lenders, and share of loans held by lead lenders as dependent variables, respectively. Loan syndication duration (Synd_
Duration) is calculated as the number of days between loan launch date and deal active date. We count the number of
participating lenders in a loan facility (#Part_Lenders). We define ‘‘uninformed participating lenders’’ as participating lenders
that have no prior lending relation with the borrower. We count the number of such lenders in each loan facility as a measure of
the number of uninformed participating lenders (#Uninform_Lenders). The share of loans held by lead lenders (%Lead_
Lender) is the percentage of loan share retained by lead lenders in a loan syndicate.

Following prior literature (e.g., Sufi 2007; Bharath et al. 2011; Costello and Wittenberg-Moerman 2011), the following set
of firm-specific variables are controlled for wherever appropriate:

Stkvolt ¼ the standard deviation of firm-specific daily returns in fiscal year t, based on the market model;

MBt ¼ market-to-book ratio at the end of fiscal year t;
LEVt¼ book value of all liabilities divided by total assets at the end of fiscal year t;
Proft (the profitability ratio) ¼ the ratio of EBITDA to SALES, where EBITDA is earnings before interest, tax, and

depreciation and amortization;

LnSizet¼ natural logarithm of assets at the end of fiscal year t;
Opaquet¼ the three-year moving sum of the absolute value of annual performance-adjusted discretionary accruals from

fiscal years t–2 to t (Kothari, Leone, and Wasley 2005);12

Conservatism¼ the cumulative non-operating accruals over three years prior to the year of loan initiation (Beatty, Weber,

and Yu 2008);

Analystt¼ the natural logarithm of 1 plus the number of analysts following the firm;

Notratedt¼ an indicator variable equal to 1 if the borrower does not have an S&P credit rating, and 0 otherwise; and

Litigationt¼ an indicator variable equal to 1 when the firm is in the biotechnology (SIC codes 2833–2836 and 8731–8734),

computer (SIC codes 3570–3577 and 7370–7374), electronics (SIC codes 3600–3674), or retail (SIC codes 5200–

5961) industries, and 0 otherwise.

11 De Franco et al. (2011) acknowledge that using only earnings to capture financial statement comparability is a limitation of their analysis.
12 We also use a modified Dechow and Dichev (2002) accrual quality measure, as in Francis, LaFond, Olsson, and Schipper (2005), to measure firm-level

reporting quality, and the results (untabulated) remain robust.
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We include the measure of accrual quality (Opaque) in the maturity and loan syndicate structure regressions and both Opaque
and Conservatism in the spread, performance pricing, and financial covenants regressions.13

We also control for a series of loan-specific variables: Loanamountt, the natural logarithm of the loan amount in U.S.
dollars; Multilendert, an indicator variable set to 1 if a loan has multiple lenders, and 0 otherwise; Lev Loant, an indicator
variable set to 1 if the market segment of the loan is a leveraged loan segment, and 0 otherwise; and Cov_Intensityt, the number
of financial covenants contained in a loan contract divided by the largest number of financial covenants in all debt contracts. We
also control for Loan Purpose, including leveraged buyout, loan repayment, takeover, and corporate purpose. In the
accounting-based performance pricing regression, we include an indicator variable, Rating_PP, set to 1 if a loan contract
contains credit rating-based performance pricing, and 0 otherwise. We use ordinary least squares (OLS) to test the effect of
comparability on loan spread, maturity, loan syndication duration, and loan syndicate structure. We use probit models to
estimate the effect of comparability on the probability of imposing collateral requirements and using accounting-based
performance pricing and financial covenants. All regressions include industry (one-digit SIC codes) and year dummies to
control for industry and year fixed effects with White standard errors corrected for firm clustering.14 A summary of all the
variable definitions and measurements used in this paper can be found in Appendix B.

EMPIRICAL RESULTS

Descriptive Statistics

Panel A of Table 1 presents descriptive statistics for the key variables used in our regression models. The means (medians)
of the comparability measures CompAcct4it and CompAcctIndit are�0.53 and�2.04 (�0.23 and�1.45), respectively. These are
comparable to those reported by De Franco et al. (2011). The mean and standard deviation of Spread are 167.51 and 137.39,
which are comparable to those reported in Bharath et al. (2008). The average loan maturity is 44 months, with a standard
deviation of 25 months. About 55 percent of the loan facilities do not require collateral. Mean syndication duration is 34 days,
with a median of 28 days, which is comparable with observations reported in Ivashina and Sun (2011). The average lead lender
share is 23 percent for our loan sample, and the number of participating lenders and the number of uninformed participating
lenders are 5 and 3, on average, respectively.

Panels B and C of Table 1 present a Pearson correlation matrix for the variable of interest. Our comparability measures,
CompAcct4it and CompAcctIndit, are significantly and positively correlated with each other, suggesting that they are picking up
similar information. The correlation coefficient between CompAcct4it and CompAcctIndit, 0.83, is comparable to that reported
by De Franco et al. (2011). Loan spread is negatively associated with both measures of comparability at the 1 percent
significance level. The presence of collateral (i.e., Secured) is negatively associated with both measures of comparability at the
1 percent significance level, providing supporting evidence for H2a. The number of participants and the number of uninformed
participants are positively associated with both measures of comparability at the 1 percent level, consistent with H3b.
Untabulated correlation analysis also indicates that Synd_Duration and %Lead_Lender are negatively associated with the
measures of comparability at the 10 percent significance level or better.

Testing H1: Comparability and Loan Pricing

Table 2 reports the regression results of H1. The results using CompAcct4it and CompAcctIndit as measures of
comparability are reported in Columns (1) and (2), respectively. Consistent with H1, the coefficients on CompAcct4it and
CompAcctIndit are both significantly negative at the 1 percent significance level (t-statistics¼�4.092 and�4.311). We interpret
these findings as a high degree of comparability facilitating lenders’ information processing and mitigating the information
asymmetry problem between borrowers and lenders, which ultimately leads to lower cost of loans. In terms of the economic
significance, our evidence suggests that a one-standard-deviation increase in accounting comparability measured by
CompAcct4 would lead to a significant reduction in spread by about eight basis points, which is equivalent to about 5 percent of
the sample mean of loan spread and $298,900 annual interest expense charged on a loan with an average loan size.15,16

As reported, the coefficients on firm-specific control variables in Table 2 are generally consistent with our expectations.

For example, the coefficients on leverage and stock return volatility are significantly positive, implying that riskier firms borrow

13 All of our regression models are robust to the inclusion of measures of accrual quality and accounting conservatism concurrently. The results are
available upon request.

14 Our results are also robust to two-way clustering of standard errors by year and firm.
15 The average loan size is $373.62 million (Table 1). The annual interest savings due to higher accounting comparability is calculated as 373.62 � 8/

10,000¼ 0.2989 million.
16 We acknowledge that the economic magnitude of the effect of accounting comparability on the cost of syndicated loans is smaller in our setting as

compared to that on public bonds (Kim et al. 2013). This is consistent with our view that, for loan syndication, lenders tend to trade off pricing terms
with other contractual terms and non-contractual arrangements when providing a syndicated loan to borrowers.
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money at higher cost. Consistent with Bharath et al. (2008), the coefficients on Opaque are significantly positive. Regarding

loan-specific control variables, we find the expected coefficients on Log(Maturity), Log(LoanSize), Secured, and Rel_Dum,

which are in line with Bharath et al. (2011).

Overall, the evidence shows that, on average, borrowing firms with higher comparability have loans at lower costs

compared to those with lower comparability, and this effect holds after controlling for a number of firm-specific and loan-

specific characteristics.

Testing H2: Comparability and Non-Pricing Contractual Terms

In H2, we predict that firms with higher comparability are less likely to be required to impose collateral (H2a) and also able to

borrow loans with longer maturity (H2b). Columns (1) and (3) of Table 3 present the results for testing H2a using CompAcct4it

and CompAcctIndit as measures of comparability, and Columns (2) and (4) present the results for marginal effect of the

regressions evaluating the incremental change in the probability of imposing collateral for a one-standard-deviation increase from

the mean values of variables of interest. We find that the coefficients on CompAcct4it and CompAcctIndit are�0.223 and�0.129

(t-statistics¼�6.999 and�8.349), respectively. The marginal effect results presented in Columns (2) and (4) suggest that a one-

standard-deviation increase in accounting comparability measured by CompAcct4it (CompAcctIndit) reduces the probability of

requiring collateral in a loan by 5.40 percent (7.10 percent), holding all other explanatory variables at their mean values. The

results are in line with H2a, that borrowers with higher comparability are less likely to be required to have collateral in loan

contracts. From the lender’s perspective, if the borrowing firm presents comparable financial information, then it would ease the

TABLE 1

Descriptive Statistics

Panel A: Descriptive Statistics of Key Variables

Variables n Mean Std. Dev. 25% Median 75%

Firm Characteristics

CompAcct4 11,265 �0.53 0.85 �0.52 �0.23 �0.11

CompAcctInd 11,265 �2.04 1.90 �2.27 �1.45 �1.00

LnSize 11,265 7.09 1.77 5.81 7.10 8.38

MB 11,265 2.83 3.38 1.41 2.15 3.42

LEV 11,265 0.59 0.20 0.46 0.59 0.71

Prof 11,265 0.13 0.10 0.09 0.13 0.18

Opaque 11,265 0.15 0.13 0.07 0.11 0.19

Conservatism 11,265 �0.06 0.10 �0.11 �0.07 �0.03

Notrated 11,265 0.43 0.50 0 0 1

Analyst 11,265 2.04 0.79 1.39 2.08 2.71

Stkvol 11,265 2.55 1.36 1.59 2.21 3.16

Loan Characteristics

Spread 11,265 167.51 137.39 60 137.5 250

Loan Amount ($Millions) 11,265 373.62 718.69 55.00 165.00 400.00

Maturity 11,265 44.43 24.94 20 48 60

Secured 11,265 0.45 0.50 0 0 1

Synd_Duration 786 33.90 36. 82 20 28 37

%Lead_Lender 3,670 23.04 20.95 8.93 15.24 29.41

#Part_Lenders 11,265 5.09 7.16 0 3 7

#Uninform_Lenders 11,265 3.11 5.58 0 1 4

Syndicate 11,265 0.93 0.26 1 1 1

Revolver 11,265 0.70 0.46 0 1 1

Rel_Dum 11,265 0.63 0.48 0 1 1

Institutional Loan 11,265 0.09 0.29 0 0 0

Lev Loan 11,265 0.39 0.49 0 0 1

Numcovenants 11,265 1.45 1.41 0 1 2

(continued on next page)
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TABLE 1 (continued)

Panel B: Pearson Correlation Matrix

1 2 3 4 5 6 7 8 9 10 11

1. CompAcct4 1

2. CompAcctInd 0.83*** 1

3. LnSize 0.22*** 0.24*** 1

4. MB 0.12*** 0.07*** 0.26*** 1

5. LEV �0.22*** �0.19*** 0.13*** �0.03*** 1

6. Prof 0.16*** 0.26*** 0.25*** 0.21*** �0.11*** 1

7. Opaque �0.08*** �0.15*** �0.31*** 0.06*** �0.11*** �0.08*** 1

8. Conservatism �0.23*** �0.33*** �0.26*** �0.07*** 0.08*** �0.52*** 0.25*** 1

9. Notrated 0.00 �0.03*** �0.56*** �0.02*** �0.42*** �0.04*** 0.29*** 0.11*** 1

10. Analyst 0.23*** 0.24*** 0.79*** 0.16*** 0.08*** 0.19*** �0.24*** �0.21*** �0.48*** 1

11. Stkvol �0.29*** �0.38*** �0.59*** �0.10*** �0.06*** �0.28*** 0.35*** 0.33*** 0.32*** �0.43*** 1

12. Spread �0.30*** �0.35*** �0.50*** �0.13*** 0.08*** �0.26*** 0.22*** 0.24*** 0.22*** �0.42*** 0.50***

13. Loanamount 0.08*** 0.09*** 0.46*** 0.07*** 0.12*** 0.08*** �0.16*** �0.10*** �0.29*** �0.36*** 0.24***

14. Maturity �0.06*** �0.03*** �0.03*** �0.01 0.03*** 0.07*** �0.05*** �0.02** 0.00 �0.04*** �0.11***

15. Secured �0.22*** �0.28*** �0.45*** �0.08*** �0.01 �0.18*** 0.22*** 0.22*** 0.22*** �0.38*** 0.38***

16. #Part_Lenders 0.05*** 0.08*** 0.30*** 0.028*** 0.16*** 0.07*** �0.12*** �0.08*** �0.25*** �0.28*** 0.20***

17. #Uninform_
Lenders

0.03*** 0.05*** 0.22*** 0.01 0.10*** 0.06*** �0.09*** �0.06*** �0.18*** �0.20*** 0.14***

18. Syndicate 0.03*** 0.06*** 0.27*** 0.00 0.13*** 0.15*** �0.13*** �0.17*** �0.21*** �0.20*** 0.25***

19. Revolver 0.11*** 0.12*** 0.16*** 0.02*** �0.05*** 0.06*** �0.05*** �0.08*** �0.06*** �0.14*** 0.13***

20. Institutional
Loan

�0.13*** �0.12*** �0.03*** �0.02* 0.12*** �0.02** �0.00 0.04*** �0.07*** �0.05*** 0.04***

21. Lev Loan �0.25*** �0.30*** �0.41*** �0.11*** 0.03*** �0.18*** 0.20*** 0.20*** 0.19*** �0.38*** 0.42***

22. Numcovenants �0.10*** �0.12*** �0.28*** �0.03*** �0.06*** 0.04*** 0.14*** 0.05*** 0.18*** �0.26*** 0.20***

23. Rel_Dum 0.05*** 0.08*** 0.35*** 0.04*** 0.20*** 0.11*** �0.14*** �0.10*** �0.31*** 0.29*** �0.26***

Panel C: Pearson Correlation Matrix (continued)

12 13 14 15 16 17 18 19 20 21 22 23

12. Spread 1

13. Loanamount �0.21*** 1

14. Maturity 0.11*** �0.00 1

15. Secured 0.53*** �0.18*** 0.21*** 1

16. #Part_Lenders �0.17*** 0.24*** 0.08*** �0.09*** 1

17. #Uninform_
Lenders

�0.13*** 0.18*** 0.09*** �0.07*** 0.80*** 1

18. Syndicate �0.15*** 0.11*** 0.13*** �0.08*** 0.19*** 0.15*** 1

19. Revolver �0.39*** 0.04*** �0.24*** �0.25*** 0.05*** 0.04*** 0.07*** 1

20. Institutional
Loan

0.34*** 0.01 0.33*** 0.24*** 0.03*** 0.06*** 0.07*** �0.48*** 1

21. Lev Loan 0.64*** �0.19*** 0.15*** 0.51*** �0.14*** �0.10*** �0.01 �0.28*** 0.30*** 1

22. Numcovenants 0.24*** �0.14*** 0.19*** 0.44*** 0.04*** 0.05*** 0.08*** �0.14*** 0.16*** 0.34*** 1

23. Rel_Dum �0.21*** 0.19*** �0.00 �0.16*** 0.24*** 0.15*** 0.19*** 0.07*** 0.01 �0.15*** �0.04*** 1

*, **, *** Indicate statistical significance at the 10 percent, 5 percent, and 1 percent levels, respectively.
This table presents descriptive statistics of key variables of interest for the sample of firms included in our study. The sample covers loans issued in the
period 1992–2008 with non-missing values for all control variables. Panel A presents descriptive statistics of key variables of interest. Panels B and C
present a Pearson correlation matrix.
All variables are defined in Appendix B.

286 Fang, Li, Xin, and Zhang

Accounting Horizons
Volume 30, Number 2, 2016



TABLE 2

Impact of Comparability on Loan Pricing

Variables
(1)

Spread
(2)

Spread

Constant 391.257*** 392.015***

[8.491] [8.485]

CompAcct4 �9.180***

[�4.092]

CompAcctInd �4.827***

[�4.311]

LnSize �6.615*** �7.116***

[�3.684] [�3.915]

MB �0.080 �0.167

[�0.201] [�0.421]

LEV 62.035*** 61.648***

[7.716] [7.723]

Prof �96.726*** �90.681***

[�4.983] [�4.641]

Opaque 25.379** 23.538**

[2.326] [2.148]

Conservatism �30.756* �36.831**

[�1.859] [�2.218]

Notrated 62.853** 60.272**

[2.148] [2.084]

Analyst 1.147 0.974

[0.420] [0.356]

Stkvol 15.902*** 15.072***

[8.474] [7.700]

Loanamount �8.465*** �8.166***

[�5.466] [�5.267]

Log(Maturity) �5.597*** �5.476***

[�2.982] [�2.920]

Syndicate �19.945*** �20.210***

[�3.097] [�3.143]

Revolver �35.124*** �35.054***

[�12.872] [�12.820]

Secured 35.954*** 35.609***

[11.150] [10.976]

Rel_Dum �5.541** �5.365**

[�2.206] [�2.130]

Institutional Loan 54.565*** 54.795***

[8.868] [8.920]

Lev Loan 87.366*** 87.147***

[25.167] [25.218]

Numcovenants �25.847*** �26.222***

[�3.369] [�3.425]

Loan Purpose Yes Yes

Credit Rating Yes Yes

Industry Fixed Effect Yes Yes

Year Fixed Effect Yes Yes

Observations 11,265 11,265

Adjusted R2 0.624 0.625

*, **, *** Indicate statistical significance at the 10 percent, 5 percent, and 1 percent levels, respectively.
This table estimates the cross-sectional relationship between comparability and the cost of loans (i.e., loan spread) for the period 1992–2008. The
dependent variable is loan spread, measured by the loan spread above the LIBOR rate. The t-stats reported in brackets are based on White standard errors
corrected for firm clustering.
All variables are defined in Appendix B.
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lender’s monitoring efforts and reduce the lender’s need to use collateral to protect against information risk. The results on the

coefficients of control variables are generally consistent with those reported in Bharath et al. (2011).

Next, to test the effect of comparability on loan maturity (H2b), we include two additional control variables that are unique

for the determination of loan maturity. According to Hart and Moore (1994), firms tend to match their loan maturity with asset

maturity. Therefore, we include asset maturity as an explanatory variable for loan maturity. The measure of asset maturity,

Log(Asset Maturity), is calculated as the natural logarithm of the total amount of property, plant, and equipment deflated by

total depreciation. Following Barclay and Smith (1995), we include an indicator variable for regulated industries. On one hand,

industries that are subject to government regulation may have lower agency costs, allowing them to borrow longer-term debts.

TABLE 3

Impact of Comparability on Loan Collateral Requirement

Variables

Prob (Secured ¼ 1)

(1) (2) (3) (4)

Constant �0.459 �0.764

[�0.821] [�1.366]

CompAcct4 �0.223*** �0.054

[�6.999]

CompAcctInd �0.129*** �0.071

[�8.349]

LnSize �0.284*** �0.150 �0.280*** �0.147

[�10.096] [�9.994]

LEV 1.115*** 0.062 1.050*** 0.058

[7.239] [6.624]

Tangibility �0.249** �0.017 �0.135 �0.009

[�2.046] [�1.119]

MB �0.018*** �0.017 �0.019*** �0.018

[�2.884] [�3.090]

Loanamount �0.143*** �0.066 �0.136*** �0.062

[�5.912] [�5.598]

Log(Maturity) 0.231*** 0.051 0.235*** 0.052

[8.880] [8.972]

Revolver �0.190*** �0.055 �0.179*** �0.051

[�5.223] [�4.885]

Rel_Dum �0.046 �0.013 �0.040 �0.011

[�1.112] [�0.952]

Institutional Loan 0.673*** 0.195 0.673*** 0.194

[9.427] [9.466]

#Lenders 0.013*** 0.033 0.013*** 0.034

[4.000] [4.071]

Loan Concentration 0.249* 0.020 0.241* 0.019

[1.858] [1.792]

Industry Tangibility �1.059 �0.043 �1.031 �0.041

[�1.206] [�1.171]

Loan Purpose Yes Yes Yes Yes

Credit Rating Yes Yes Yes Yes

Industry Fixed Effect Yes Yes Yes Yes

Year Fixed Effect Yes Yes Yes Yes

Observations 11,265 11,265 11,265 11,265

Pseudo R2 or Adjusted R2 0.278 0.278 0.282 0.282

*, **, *** Indicate statistical significance at the 10 percent, 5 percent, and 1 percent levels, respectively.
This table estimates the cross-sectional relationship between comparability and the probability that lenders require a loan to be secured for the period
1992–2008. The dependent variable is an indicator variable that equals 1 if the loan is secured, and 0 otherwise. Columns (1) and (3) contain the probit
estimation results, and Columns (2) and (4) contain marginal effects. The z-statistics for the probit estimation reported in brackets are based on White
standard errors corrected for firm clustering.
All variables are defined in Appendix B.
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On the other hand, it may be easier for firms in regulated industries to borrow long-term debts from the public market, which, in

turn, gives rise to more short-term debts from syndicated loan markets for these firms. Thus, the predicted sign on regulated

industry is not clear.

The results are reported in Table 4. We find that the coefficients on CompAcct4 and CompAcctInd are positive and

significant at the 10 percent and 1 percent levels, respectively (t-statistics¼ 1.659 and 2.907). The findings suggest that for a

one-standard-deviation increase in accounting comparability, the loan maturity is increased by 1.54 percent (3 percent), which

is about 20 (41) days for loans with an average loan maturity. The results confirm our prediction in H2b that firms with more

comparable financial reporting are able to take loans with longer maturity. We also find that the coefficients on Log(Asset
Maturity) (Regulated Industry) are significantly positive (negative), suggesting that firms with longer asset maturity (in

regulated industries) tend to borrow longer-term (shorter-term) loans from the syndicated market.

In H2c and H2d, we make non-directional predictions regarding the effect of comparability on the use of performance

pricing and financial covenants. The results are reported in Table 5. The coefficients on comparability measures are

significantly positive when the presence of accounting-based performance pricing is used as the dependent variable (t-statistics

¼ 1.853 and 2.330, respectively), but not significant when the indicator of financial covenants contained in debt contracts is

used as the dependent variable.17 The positive and significant coefficients on the two comparability measures in the accounting-

based performance pricing regressions suggest that a one-standard-deviation increase from their mean value in these two

variables increases the chance of using performance pricing in loan contracts by about 1.0 percent and 1.4 percent, respectively.

Testing H3: The Loan Syndication Process

As discussed in the ‘‘Background and Hypotheses’’ section, loan syndication duration hinges on the information

asymmetry between borrowers and lenders, and on lead lenders and other loan investors. It is expected that the coefficients on

CompAcct4 and CompAcctInd are negative, i.e., more comparable accounting information helps to mitigate information

asymmetry, thus facilitating formation of loan syndicates. The regression results are reported in Table 6. Consistent with H3a,

we find that the coefficient on CompAcct4 is significant at the 5 percent level (one-tailed test), implying that a one-standard-

deviation increase from its mean in accounting comparability measured by CompAcct4 reduces the loan syndication time by 3.6

days, which is about 11 percent of the sample mean. The coefficient on CompAcctInd is marginally significant at the 10 percent

level (one-tailed test). These results are consistent with H3a, that loan syndication duration is shorter for borrowing firms with

more comparable financial statements.

To test H3b and H3c, we estimate the effect of comparability on loan syndicate structure, and expect the coefficient on the

measures of comparability to be positive when #Part_Lenders and #Uninform_Lenders are the dependent variables and be

negative when %Lead_Lender is the dependent variable. Table 7 presents the results for the regressions. The coefficients on

CompAcct4 and CompAcctInd are significantly positive (t-statistics¼ 2.836 and 2.894, respectively) at the 1 percent level for

#Part_Lenders regression; the coefficients on CompAcct4 and CompAcctInd are significantly positive (t-statistics¼3.086 and

3.320, respectively) for the #Uninform_Lenders regression, supporting H3b, that firms with more comparable financial

statements are able to attract a greater number of loan investors, as well as a greater number of uninformed loan investors, into a

loan syndicate. In Columns (5) and (6), the coefficients on CompAcct4 and CompAcctInd are significantly negative (t-statistics

¼�2.501 and�2.885, respectively) when the share of the loan retained by the lead lenders is used as the dependent variable,

suggesting that comparability reduces information asymmetries between participating lenders and lead lenders, allowing lead

lenders to retain a smaller percentage of loans (consistent with H3c). The economic magnitude is also significant. For example,

a one-standard-deviation increase in the accounting comparability measured by CompAcct4 would reduce the percentage of

loan share retained by lead lenders by about 1.33 percent, representing about $4.97 million for a loan with average loan size.

The coefficients on control variables are generally consistent with those reported in Sufi (2007). In summary, we find strong

evidence that comparability of the borrowing firm affects how a loan syndicate is structured. When a borrower exhibits

financial reports highly comparable to its peers, more investors, including uninformed investors, are attracted to form a

syndicate, and lead lenders do not need to retain a large share of the loan to signal loan quality. The effects of accounting

comparability on loan syndication structure are both statistically and economically significant.

17 We conduct a cross-sectional analysis by partitioning the sample into two subsamples based on the median number of syndicate members. We find that
for syndicates with a greater number of members, there is a negative association between accounting comparability and the probability of imposing
financial covenants. This is consistent with the argument that when a syndicate has more members, the free-riding problem is severer, and accounting
comparability mitigates this moral hazard (untabulated).
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Robustness Test Results

Instrumental Variable Estimation to Address the Simultaneous Determination of Loan Terms

In our estimations in the subsections ‘‘Testing H1: Comparability and Loan Pricing’’ and ‘‘Testing H2: Comparability and

Non-Pricing Contractual Terms,’’ we assume that the pricing and non-pricing terms are determined independently. However,

TABLE 4

Accounting Comparability and Loan Maturity

Variables

Log(Maturity)

(1) (2)

Constant 1.743*** 1.732***

[9.942] [9.903]

CompAcct4 0.018*

[1.659]

CompAcctInd 0.016***

[2.907]

LnSize �0.096*** �0.091***

[�4.193] [�4.004]

MB �0.002 �0.002

[�0.853] [�0.845]

LEV �0.003 0.012

[�0.064] [0.245]

Prof 0.489*** 0.450***

[5.341] [4.878]

Opaque �0.347*** �0.340***

[�4.575] [�4.499]

Loanamount 0.113*** 0.112***

[11.002] [10.965]

Tangibility �0.001 0.014

[�0.021] [0.197]

Rel_Dum �0.055*** �0.056***

[�3.412] [�3.478]

Revolver 0.062** 0.062**

[2.565] [2.541]

Secured 0.135*** 0.137***

[7.243] [7.385]

Institution Loan 0.406*** 0.406***

[15.656] [15.689]

Lev Loan 0.082*** 0.084***

[3.529] [3.619]

Log(Asset Maturity) 0.045** 0.039**

[2.347] [2.087]

Regulated Industry �0.292*** �0.300***

[�5.497] [�5.663]

Loan Purpose Yes Yes

Credit Rating Yes Yes

Industry Fixed Effect Yes Yes

Year Fixed Effect Yes Yes

Observations 11,265 11,265

Pseudo R2 or Adjusted R2 0.276 0.277

*, **, *** Indicate statistical significance at the 10 percent, 5 percent, and 1 percent levels, respectively.
This table estimates the cross-sectional relationship between accounting comparability and loan maturity for the period 1992–2009. The dependent
variable is the natural log of stated loan maturity of the loan facility. Columns (1) and (2) report the results for the industry and year fixed effects. The t-
stats reported in brackets are based on White standard errors corrected for firm clustering.
All variables are defined in Appendix B.
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TABLE 5

Comparability, Performance Pricing, and Financial Covenants

Variables

ACC Ratio PP Financial Covenants

(1) (2) (3) (4) (5) (6) (7) (8)

Constant �10.670*** �10.608*** 0.038 0.053

[�23.534] [�23.181] [0.083] [0.116]

CompAcct4 0.048* 0.010 �0.012 �0.002

[1.853] [�0.452]

CompAcctInd 0.030** 0.014 0.004 0.002

[2.330] [0.350]

LnSize �0.228*** �0.092 �0.230*** �0.093 �0.247*** �0.135 �0.248*** �0.136

[�9.127] [�9.173] [�9.711] [�9.743]

MB �0.011* �0.009 �0.010* �0.008 �0.012** �0.012 �0.013** �0.012

[�1.754] [�1.680] [�2.042] [�2.081]

LEV 0.054 0.003 0.063 0.003 �0.148 �0.009 �0.131 �0.008

[0.463] [0.539] [�1.219] [�1.077]

Prof 1.440*** 0.080 1.420*** 0.079 1.234*** 0.051 1.231*** 0.051

[6.099] [5.948] [5.573] [5.531]

Opaque �0.374** �0.012 �0.362** �0.011 0.042 0.002 0.046 0.002

[�2.089] [�2.022] [0.244] [0.267]

Conservatism �0.072 �0.002 �0.005 �0.001 �0.065 �0.002 �0.037 �0.001

[�0.320] [�0.023] [�0.311] [�0.173]

Notrated 0.381*** 0.095 0.380*** 0.095 �0.030 �0.009 �0.031 �0.009

[6.230] [6.215] [�0.529] [�0.542]

Loanamount 0.162*** 0.061 0.162*** 0.061 0.174*** 0.073 0.174*** 0.073

[7.286] [7.287] [8.451] [8.450]

Log(Maturity) 0.528*** 0.108 0.527*** 0.108 0.171*** 0.037 0.171*** 0.037

[16.557] [16.501] [7.262] [7.269]

Revolver 0.130*** 0.031 0.130*** 0.031 0.023 0.006 0.021 0.006

[3.407] [3.398] [0.565] [0.538]

Secured 0.594*** 0.149 0.597*** 0.150 0.973*** 0.290 0.976*** 0.291

[11.313] [11.399] [18.634] [18.662]

Lead Lender Reputation 0.781*** 0.166 0.779*** 0.165 0.342*** 0.101 0.341*** 0.101

[10.363] [10.315] [5.069] [5.047]

Institutional Loan �0.850*** �0.175 �0.850*** �0.175 �0.201*** �0.059 �0.199*** �0.058

[�12.572] [�12.560] [�3.437] [�3.409]

Lev Loan �0.008 �0.002 �0.004 �0.001 �0.197*** �0.056 �0.191*** �0.054

[�0.144] [�0.070] [�3.272] [�3.168]

Rating_PP �1.032*** �0.214 �1.034*** �0.214

[�10.757] [�10.800]

Loan Purpose Yes Yes Yes Yes

Credit Rating Yes Yes Yes Yes

Industry Fixed Effect Yes Yes Yes Yes

Year Fixed Effect Yes Yes Yes Yes

Observations 11,268 11,268 11,268 11,268

Pseudo R2 0.281 0.281 0.237 0.237

*, **, *** Indicate statistical significance at the 10 percent, 5 percent, and 1 percent levels, respectively.
This table estimates the cross-sectional relationship between comparability and the presence of accounting-based performance pricing provision and
financial covenants in loan contracts for the period 1992–2008. Columns (1), (3), (5), and (6) report the industry and year fixed effect results, and Columns
(2), (4), (6), and (8) contain marginal effects. The t-stats reported in brackets are based on White standard errors corrected for firm clustering.
All variables are defined in Appendix B.
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pricing terms (e.g., spread) and non-pricing terms (e.g., collateral requirement and loan maturity) in a loan contract may be

determined jointly. Ignoring potential interaction among pricing and non-pricing terms may obscure the true effects of

comparability on these variables (Melnik and Plaut 1986). To address this issue, we use a simultaneous equation model to

reestimate, simultaneously, our results concerning cost of debt, collateral, and loan maturity. Dennis, Nandy, and Sharpe (2000)

and Bharath et al. (2011) assume a unidirectional relationship between pricing and non-pricing terms. Specifically, Bharath et

al. (2011) assume that: (1) maturity and collateral are jointly determined (bidirectional relationship); and (2) cost of debt is

affected by maturity and collateral, but it does not affect maturity and collateral (unidirectional relationship). These authors

TABLE 6

Comparability and Loan Syndication Duration

Variables

Synd_Duration

(1) (2)

Constant 91.067 86.500

[1.619] [1.586]

CompAcct4 �4.263*

[�1.802]

CompAcctInd �1.787

[�1.426]

LnSize �3.665** �3.485**

[�2.274] [�2.200]

MB 0.195 0.181

[0.550] [0.505]

LEV �9.252 �9.734

[�0.715] [�0.701]

Prof �26.019 �27.366

[�1.224] [�1.334]

Notrated �10.983* �11.246*

[�1.860] [�1.838]

Log(LoanSize) �2.233 �2.163

[�0.814] [�0.790]

Log(Maturity) 2.442 2.608

[1.175] [1.263]

Rel_Dum �4.224 �4.600

[�1.273] [�1.337]

Lead Lender Reputation �13.197 �12.444

[�0.929] [�0.900]

Institutional Loan �1.862 �2.065

[�0.555] [�0.619]

Lev Loan �7.939 �7.569

[�1.456] [�1.389]

Secured 8.587 8.546

[1.346] [1.325]

Nooflead 2.887* 2.874*

[1.817] [1.798]

Loan Purpose Yes Yes

Credit Rating Yes Yes

Industry Fixed Effect Yes Yes

Year Fixed Effect Yes Yes

Observations 786 786

Adjusted R2 0.279 0.275

*, **, *** Indicate statistical significance at the 10 percent, 5 percent, and 1 percent levels, respectively.
This table estimates the cross-sectional relationship between accounting comparability and the time needed to complete the syndication process for the
period 1992–2009. The dependent variable is the number of days between the loan deal launch date and deal active date. The t-stats reported in brackets
are based on White standard errors corrected for firm clustering.
All variables are defined in Appendix B.
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argue that these assumptions are substantiated by their discussion with bankers regarding the loan syndication process.18 Thus,

following Bharath et al. (2011), we estimate the following Instrumental Variable (IV) regression:

Spread ¼ aSComparabilityþ aACSecured þ aAMLogðMaturityÞ þ XSbS þ e;
Secured ¼ aCComparability þ aCMLogðMaturityÞ þ XCbC þ eC;
LogðMaturityÞ ¼ aMComparabilityþ aMCSecured þ XMbM þ eM:

ð2Þ

TABLE 7

Comparability and Loan Syndication Structure

Variables

#Part_Lenders #Uninform_Lenders %Lead_Lender

(1) (2) (3) (4) (5) (6)

Constant �37.940*** �37.790*** �26.956*** �26.868*** 200.122*** 199.551***

[�11.928] [�11.956] [�9.015] [�9.012] [18.254] [18.484]

CompAcct4 0.403*** 0.249*** �1.566**

[2.836] [3.086] [�2.501]

CompAcctInd 0.191*** 0.116*** �0.856***

[2.894] [3.320] [�2.885]

LnSize 0.496*** 0.488*** 0.025 0.020 �3.235*** �3.201***

[4.500] [4.398] [0.358] [0.288] [�6.162] [�6.099]

MB �0.006 �0.004 �0.036* �0.036* �0.048 �0.053

[�0.170] [�0.127] [�1.761] [�1.719] [�0.328] [�0.369]

LEV 1.405** 1.457** 0.436 0.464 �8.303*** �8.273***

[2.366] [2.469] [1.051] [1.129] [�3.330] [�3.321]

Prof �1.218 �1.446* �1.057* �1.194** �14.010** �13.221**

[�1.426] [�1.679] [�1.932] [�2.172] [�2.314] [�2.188]

Opaque 0.264 0.306 0.100 0.124 3.669 3.391

[0.299] [0.348] [0.190] [0.238] [1.071] [0.987]

Notrated 3.119 3.177 2.754 2.789 �1.240 �1.135

[1.171] [1.208] [0.991] [1.010] [�0.470] [�0.435]

Loanamount 1.643*** 1.642*** 1.297*** 1.296*** �7.352*** �7.331***

[16.410] [16.353] [18.324] [18.241] [�14.150] [�14.070]

Log(Maturity) 0.522*** 0.516*** 0.532*** 0.529*** �4.162*** �4.153***

[4.514] [4.471] [5.983] [5.952] [�7.230] [�7.221]

Revolver �0.094 �0.095 �0.069 �0.069 �1.630* �1.668*

[�0.479] [�0.486] [�0.440] [�0.443] [�1.819] [�1.860]

Cov_Intensity 5.305*** 5.303*** 3.185*** 3.183*** �10.332*** �10.333***

[10.517] [10.555] [8.157] [8.152] [�3.647] [�3.649]

Loan Purpose Yes Yes Yes Yes Yes Yes

Credit Rating Yes Yes Yes Yes Yes Yes

Industry Fixed Effect Yes Yes Yes Yes Yes Yes

Year Fixed Effect Yes Yes Yes Yes Yes Yes

Observations 10,661 10,661 10,661 10,661 3,664 3,664

Adjusted R2 0.207 0.207 0.131 0.131 0.459 0.460

*, **, *** Indicate statistical significance at the 10 percent, 5 percent, and 1 percent levels, respectively.
This table estimates the cross-sectional relationship between comparability and the number of participating lenders (#Part_Lenders), number of
uninformed participants (#Uninform_Lenders), and lead lender share (%Lead_Lender) for the period 1992–2008. The t-stats reported in brackets are based
on White standard errors corrected for firm clustering. Year and industry fixed effects are included.
All variables are defined in Appendix B.

18 Bharath et al. (2011) provide a detailed discussion with industry professionals: ‘‘For example, the S&P Guide to Loan Markets (2006) describes the
process in several discrete steps. Syndication starts by the borrower appointing the lead bank, which conducts due diligence and hammers out the
nonprice loan features such as amount, collateral, maturity, and covenants with the borrower and leaves the final price (as yet) to be determined. At this
stage, the lead bank would informally poll potential syndicate members to gauge the level of interest in the loan. This information is used to set the
interest rate on the loan and it is launched for syndication.’’ Thus, it makes the assumption of price terms being determined after the settlement of
nonprice terms quite realistic.
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where aAC, aCM, and aMC are the coefficients arising from the interdependence of the dependent variables; and XS, XC, and XM

are vectors of the exogenous variables that affect spread, collateral, and maturity, respectively. Essentially, we estimate a two-

stage least squares regression and use the instrumented effect of endogenous variables for each regression in Equation (2). To

address the issue that the system of equations has both a discrete variable (Secured) and continuous variables (Spread and

Log(Maturity)), we follow Bharath et al. (2011) by estimating the probability of collateral requirements, then use the predicted

value as an instrument for Secured in the IV estimation. In the Spread equation, we include the prevailing loan default spread as

the instrument variable. The prevailing loan default spread (Default Spread) is measured as the difference between the yields on

Moody’s seasoned corporate bonds with Baa ratings and ten-year U.S. government bonds. We include Industry Tangibility as

an instrument in the Secured equation because firms in industries with greater amounts of tangible assets are more likely to

provide collateral. Berger and Udell (1990) find that the likelihood of a lender requiring collateral is higher when the current

loan size is greater relative to the size of the total debt. Thus, we employ loan concentration (Loan Concentration) as an

instrumental variable for debt collateralization. As discussed above in ‘‘Testing H1: Comparability and Loan Pricing,’’ a firm’s

industry membership in a regulated industry (Regulated Industry) and its asset maturity (Log(Asset Maturity)) can both affect

loan maturity. Thus, we include these two variables in the Log(Maturity) equation as the instrument variables.

The results of the IV estimation are presented in Table 8. Panels A and B report the results for the estimation using

CompAcct4 and CompAcctInd as measures of comparability, respectively. In Panel A, Column (1) we report the results for the

Spread equation, controlling for simultaneous determination of Log(Maturity) and Secured. The coefficient on CompAcct4 is

significant (t-statistic ¼�2.660) at the 1 percent level, suggesting that after controlling for simultaneity of loan contracting

terms, comparability lowers the cost of borrowing. The coefficients on Log(Maturity) and Secured are no longer statistically

significant once we control for the endogeneity of these two variables, in contrast to the significant coefficients reported in

Table 2. The coefficient on Default Spread is significantly positive, suggesting that in a period with higher default spread,

borrowers tend to incur higher borrowing costs.

Column (2) of Table 8, Panel A reports IV regression results for loan maturity. We find that the effect of comparability on

loan maturity becomes stronger and more significant (t-statistic ¼ 2.988) as compared to the coefficient estimate reported in

Column (1) of Table 4, suggesting that the single-equation approach underestimates the effect of comparability on loan

maturity. The coefficient on the exogenous variable Regulated Industry is negative and insignificant, while the coefficient on

the other exogenous variable Log(Asset Maturity) is positive and statistically significant at the 5 percent level (t-statistic ¼
2.282). The coefficient on Secured is positive and statistically significant at the 1 percent level, consistent with the results

reported in Table 4.

Column (3) of Table 8, Panel A reports the IV estimation results for the probability of secured loans. The coefficient on

CompAcct4 is negative and statistically significant at the 1 percent level (t-statistic ¼�6.831), indicating that the effect of

comparability on secured loans is robust to simultaneous determination of the contractual terms. The coefficients on the

exogenous instruments Industry Tangibility and Loan Concentration are both significantly positive. Panel B of Table 8 reports

the simultaneous estimation results using CompAcctInd as the measure of comparability. These results are similar to those

reported in Panel A.

We also test the relevance and validity of our instrument variables. Partial F-statistics in Table 8 indicate that Default
Spread is a strong instrument for Spread and that Log(Asset Maturity) and Regulated Industry are, collectively, strong

instruments for Log(Maturity). The Cragg-Donald Wald F-statistics for the Spread and Log(Maturity) estimations (ranging

from 35.075 to 99.064) are all higher than the Stock and Yogo (2005) critical value of 19.93, and the Hansen J-statistics are all

insignificant (ranging from 0.014 to 1.104). These test results largely fail to reject the null hypothesis that our instruments are

relevant and valid.19

In short, after controlling for the simultaneous determination of Spread, Log(Maturity), and Secured, we continue to find
supporting evidence for H1, H2a, and H2b.

19 However, the literature has not provided a clear way to instrument the effect of performance pricing and covenants. To offer ourselves more confidence,
we also take into account the instrumental effects of performance pricing and covenants, along with collateral and maturity in the Spread regression, for
example. As the industry practice of imposing performance pricing in loan contracts is unlikely to be related to Spread, we use the average percentage
of loans employing performance pricing in each two-digit SIC code industry every year as an instrument for performance pricing. We also use the
percentage of loans containing financial covenants in the past six months in all DealScan loans as an instrument for covenants. We find that the Spread
regression results still hold.
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Economic Comparability and Accounting Comparability: Evidence from Using Accrual Comparability and Cash Flow

Comparability

Our evidence so far indicates that accounting comparability reduces loan investors’ information processing costs, as well as

monitoring costs, and, therefore, loan investors offer more favorable contracting terms (i.e., lower cost of debt, less likely to

require collateral, and longer maturity), the loan syndicate is formed quicker, and there is a greater participation of loan

investors. Although using an earnings comparability measure is advantageous in our setting because it captures the aggregate

effect of reporting discretion a firm can have on the translation of economic income into accounting income, there is a concern

that earnings comparability might also reflect economic comparability of firms, despite the fact that we control for economic

comparability by matching firms on industry and adjusting for industry and firm size in the regressions. To address this

concern, we construct another measure of accounting comparability, accrual comparability, which is expected to reflect the

similarity of accrual accounting in mapping firm underlying performance to accounting numbers. This approach is motivated

by a series of recent studies on accounting comparability (i.e., Francis et al. 2014; Kim, J. Lee, and B. Lee 2014; Park 2013)

TABLE 8

Simultaneous Estimation of Loan Spread, Maturity, and Collateral Requirement

Spread ¼ aSComparability þ aACSecured þ aAMLogðMaturityÞ þ XSbS þ e;
Secured ¼ aCComparabilityþ aCMLogðMaturityÞ þ XCbC þ eC;
LogðMaturityÞ ¼ aMComparability þ aMCSecured þ XMbM þ eM:

Panel A: Using CompAcct4 as a Measure of Comparability

Variables (1) Spread (2) Log(Maturity) (3) Secured

CompAcct4 �17.446*** 0.062*** �0.202***

[�2.660] [2.988] [�6.831]

Secured �140.488 2.228***

[�1.289] [4.701]

Log(Maturity) 22.609 2.022***

[1.009] [10.598]

Default Spread 22.478***

[5.394]

Log(Asset Maturity) 0.048**

[2.282]

Regulated Industry �0.106

[�1.447]

Industry Tangibility 0.387*

[1.795]

Loan Concentration 0.401***

[3.125]

Other control variables As in Column (1)

of Table 2

As in Column (1)

of Table 4

As in Column (1)

of Table 3

Weak identification test:

Cragg-Donald Wald F-

statistic

99.064 35.563

Stock-Yogo weak

identification test

critical values

19.93 19.93

Instrument exogeneity test:

Hansen J-statistic 0.039 0.170

Chi-square (1) p-value 0.8431 0.680

Observations 11,265 11,265 11,265

(continued on next page)

Financial Statement Comparability and Debt Contracting: Evidence from the Syndicated Loan Market 295

Accounting Horizons
Volume 30, Number 2, 2016



that demonstrate that accrual comparability captures accounting comparability rather than economic comparability.20 Following

these studies, we construct two accrual comparability measures, CompAcct4_ACC and CompAcctInd_ACC, by replacing

Earnings (in Appendix A, Equations (A2) and (A3)) with Accruals, where Accruals is defined as the total accruals calculated

based on the balance sheet (Sloan 1996). We replace the earnings comparability measures with the two accrual comparability

measures in the regressions and repeat our analyses from earlier in this section.

The results are reported in Table 9. In general, the evidence in Table 9 suggests that our findings are not driven by

economic comparability. Particularly, we show that the accrual comparability measure, CompAcct4_ACC, has independent

effects on cost of debt, collateral, loan syndication time, and syndicate concentration, as we predicted. We also find marginal

significance for the relation between accrual comparability and financial covenants. The results using the alternative accrual

TABLE 8 (continued)

Panel B: Using CompAcctInd as a Measure of Comparability

Variables (1) Spread (2) Log(Maturity) (3) Secured

CompAcctInd �12.933** 0.045*** �0.135***

[�2.444] [4.060] [�9.229]

Secured �228.466 2.261***

[�1.533] [4.699]

Log(Maturity) 45.636 2.084***

[1.397] [10.583]

Default Spread 24.892***

[6.081]

Log(Asset Maturity) 0.037*

[1.809]

Regulated Industry �0.123*

[�1.686]

Industry Tangibility 0.299

[1.377]

Loan Concentration 0.389***

[3.006]

Other control variables As in Column (1)

of Table 2

As in Column (1)

of Table 4

As in Column (1)

of Table 3

Weak identification test:

Cragg-Donald Wald F-

statistic

45.984 35.075

Stock-Yogo weak

identification test

critical values

19.93 19.93

Instrument exogeneity test:

Hansen J-statistic 1.104 0.014

Chi-square (1) p-value 0.293 0.905

Observations 11,265 11,265 11,265

*, **, *** Indicate statistical significance at the 10 percent, 5 percent, and 1 percent levels, respectively.
This table presents the results from the above system of equations using instrumental variables to estimate the impact of accounting comparability on loan
spread, maturity, and collateral. The default spread is used as an instrument for loan spread; asset maturity and industry membership in a regulated industry
are used as instruments for loan maturity; industry tangibility ratio and loan concentration ratio are used as instruments for securitized loans. Panels A and
B report the results using CompAcct4 and CompAcctInd as a measure of accounting comparability, respectively. The t-stats (z-stats) reported in brackets
are based on White standard errors corrected for firm clustering.
All variables are defined in Appendix B.

20 Francis et al.’s (2014) finding that auditor style affects accounting comparability through reporting of accruals lends support to using accrual
comparability in our setting. Decomposing accounting comparability into accrual comparability and cash flow comparability, Kim et al. (2014) show
that accrual comparability, rather than cash flow comparability, reduces investors’ (i.e., financial analysts’) information processing costs and leads to
lower optimistic forecast errors for firms with high accruals. Park (2013) provides empirical evidence that analyst forecast accuracy is higher for firms
with higher accrual comparability.
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comparability, CompAcctInd_ACC, are qualitatively similar to those reported in Table 9 and, hence, are not tabulated to

conserve space.

Additional Robustness Tests

In this section, we conduct additional robustness tests. To save space, we only report the coefficients on the variable of

interest, CompAcct4. The results using the alternative comparability measure (CompAcctInd) are qualitatively similar and

available upon request. First, it is possible that the accounting comparability measures used in this study may not only reflect

the comparability of a firm’s accounting system, but also reflect time-invariant unobservable differences among the firms,

which will lead us to wrongly conclude that accounting comparability affects contracting terms and loan syndication time and

syndicate structure. To address the concern of omitted time-invariant variables, we reestimate the spread, collateral, maturity,

performance pricing, financial covenants, loan syndication time, and loan syndicate concentration regressions using firm fixed

effects.

TABLE 9

Accrual Comparability

Variables
(1)

Spread
(2)

Collateral
(3)

Maturity

(4)
ACC

Ratio PP
(5)

Covenants
(6)

Duration

(7)
#Part_

Lenders

(8)
#Uninform_

Lenders

(9)
%Lead_
Lender

CompAcct4_ACC �2.251* �0.086*** 0.004 0.012 �0.037** �2.172** 0.159* 0.094** �0.967**

[�1.844] [�4.375] [0.842] [0.785] [�2.528] [�2.074] [2.234] [2.107] [�2.446]

Control variables Yes Yes Yes Yes Yes Yes Yes Yes Yes

Year and industry

fixed effects

Yes Yes Yes Yes Yes Yes Yes Yes Yes

Observations 10,976 10,976 10,976 10,979 10,979 756 10,368 10,368 3,572

Adjusted R2 0.62 0.272 0.268 0.279 0.239 0.28 0.215 0.137 0.465

*, **, *** Indicate statistical significance at the 10 percent, 5 percent, and 1 percent levels, respectively.
This table presents the results estimating the cross-sectional relationship between accrual comparability and loan contracting terms and loan syndicate
structure for the period 1992–2008. Columns (1)–(9) report the estimation results for models using loan spread, collateral, maturity, accounting-based
performance pricing, financial covenants, loan syndication duration, and measures of loan syndication structure as dependent variables, respectively. The t-
stats or z-stats reported in brackets are based on White standard errors corrected for firm clustering.
All variables are defined in Appendix B.

TABLE 10

Firm Fixed Effect Results

Variables
(1)

Spread
(2)

Collateral
(3)

Maturity

(4)
ACC

Ratio PP
(5)

Covenants
(6)

Duration

(7)
#Part_

Lenders

(8)
#Uninform_

Lenders

(9)
#Part_

Lenders

CompAcct4 �5.563* �0.359*** 0.012 0.153* 0.041 �2.423 0.621** 0.311** �2.441**

[�1.692] [�3.856] [0.662] [1.697] [0.486] [�0.220] [2.459] [2.037] [�1.979]

Control variables Yes Yes Yes Yes Yes Yes Yes Yes Yes

Year and industry

fixed effects

Yes Yes Yes Yes Yes Yes Yes Yes Yes

Observations 11,265 5,979 11,265 5,386 7,335 786 10,661 10,661 3,664

Adjusted R2 0.775 0.144 0.499 0.267 0.265 0.795 0.429 0.273 0.784

*, **, *** Indicate statistical significance at the 10 percent, 5 percent, and 1 percent levels, respectively.
This table presents the results estimating the cross-sectional relationship between accounting comparability and loan contracting terms and loan syndicate
structure for the period 1992–2008. Columns (1)–(9) report the estimation results for models using loan spread, collateral, maturity, accounting-ratio based
performance pricing, financial covenants, loan syndication duration, and measures of loan syndication structure as dependent variables, respectively,
controlling for firm fixed effect. The t-stats reported in brackets are based on White standard errors corrected for firm clustering.
All variables are defined in Appendix B.
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The estimation results are reported in Table 10. We show that the coefficient of CompAcct4 in the spread regressions is

�5.563 and statistically significant at the 10 percent level. In the collateral regressions, the coefficient on CompAcct4 is

significantly negative at the 1 percent level, larger than those in the OLS regressions reported in Table 3. Similarly, in the

performance pricing and loan syndicate structure regression, firm fixed effect regressions do not alter our inferences. However,

when we estimate firm fixed effects for maturity (loan syndication duration) regressions, the coefficient on CompAcct4 is not

statistically significant. Overall, the results from firm fixed effects regressions suggest that the observed relation between

accounting comparability and cost of debt, collateral requirement, usage of performance pricing, and loan syndicate structure is

not due to omitted unobservable firm characteristics.

In addition, we performed two tests including removing firm-year observations during the financial crisis and removing

financial firms.21 The estimation results are reported in Table 11. In general, our main results still hold with respect to these

various robustness tests except that in the loan syndication duration regression, the coefficient on CompAcct4 is still negative,

but insignificant when financial firms are removed from the sample.

TABLE 11

Robustness Tests

Panel A: Removing Firm-Year Observations During the Financial Crisis

Variables

(1)

Spread

(2)

Collateral

(3)

Maturity

(4)

ACC

Ratio PP

(5)

Covenants

(6)

Duration

(7)

#Part_

Lenders

(8)

#Uninform_

Lenders

(9)

%Lead_

Lender

CompAcct4 �9.260*** �0.218*** 0.020* 0.050* 0.009 �4.485* 0.395*** 0.246*** �1.335**

[�4.056] [�6.745] [1.901] [1.896] [0.352] [�1.871] [2.709] [2.977] [�2.165]

Control variables Yes Yes Yes Yes Yes Yes Yes Yes Yes

Year and industry

fixed effects

Yes Yes Yes Yes Yes Yes Yes Yes Yes

Observations 10,760 10,760 10,760 10,763 10,760 749 10,174 10,174 3,520

Adjusted R2 0.631 0.285 0.272 0.281 0.238 0.283 0.207 0.13 0.46

Panel B: Removing Financial Firm Observations

Variables

(1)

Spread

(2)

Collateral

(3)

Maturity

(4)

ACC

Ratio PP

(5)

Covenants

(6)

Duration

(7)

#Part_

Lenders

(8)

#Uninform_

Lenders

(9)

%Lead_

Lender

CompAcct4 �9.464*** �0.129*** 0.019* 0.065** 0.007 �2.737 0.413*** 0.248*** �1.548**

[�4.145] [�6.83] [1.803] [2.34] [0.271] [�1.270] [2.855] [3.029] [�2.474]

Control variables Yes Yes Yes Yes Yes Yes Yes Yes Yes

Year and industry

fixed effects

Yes Yes Yes Yes Yes Yes Yes Yes Yes

Observations 11,056 11,056 11,056 11,059 11,059 769 10,471 10,471 3,612

Adjusted R2 0.626 0.278 0.27 0.279 0.238 0.161 0.207 0.131 0.458

*, **, *** Indicate statistical significance at the 10 percent, 5 percent, and 1 percent levels, respectively.
This table presents the results estimating the cross-sectional relationship between accounting comparability and loan contracting terms and loan syndicate
structure for the period 1992–2008. Columns (1)–(9) report the estimation results for models using loan spread, collateral, maturity, accounting-based
performance pricing, financial covenants, measures of loan syndication duration, and measures of loan syndication structure as dependent variables,
respectively. Panel A contains regression results based on the subsample that does not contain firm-year observations during the financial crisis period.
Panel B contains regression results based on the subsample that does not contain financial firm observations. The t-stats reported in brackets are based on
White standard errors corrected for firm clustering.
All variables are defined in Appendix B.

21 A changes specification may better address the incremental economic benefit of improved accounting comparability at the firm level. However, as firms
do not borrow every year and variations in firms’ accounting comparability over time may not be significant, the traditional changes specification that
regresses differences in loan spreads between year t�1 and t on differences in accounting comparability lacks power due to a small sample size.
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CONCLUSION

This study explores the role of financial statement comparability in the syndicated loan market. Specifically, we examine

the impact of comparability on both contractual terms (cost of debt and non-pricing terms, such as use of collateral) and non-

contractual features (such as syndication time and structure) in a private debt contracting setting. Using comparability measures

developed by De Franco et al. (2011), we find strong evidence that comparability is negatively associated with loan spread and

with the likelihood of pledging collateral in loan contracts, and positively associated with loan maturity. These findings are

consistent with the view that comparability improves information quality to lenders. We also show that for a firm with a more

comparable financial statement, it takes less time to complete a syndication process, and that a greater number of participating

lenders, including uninformed lenders, are attracted to the loan. In addition, the lead lenders hold a smaller portion of the

syndicated loan. These results corroborate our conjecture that comparability reduces information asymmetry between

borrowers and lenders and between lead lenders and participating lenders.

Overall, our findings shed light on how comparability affects private debt contracting, and provide first-hand evidence on

the importance of comparability to lenders in the syndicated loan market. These findings support the claim of SFAC No. 8

(FASB 2010) that comparability is an important qualitative characteristic that enhances the usefulness of financial information

to capital market participants. We acknowledge that we cannot completely rule out the possibility that accounting comparability

and firms’ financial decisions (including syndicated loan terms) may be simultaneously determined. For example, when a firm

experiences a positive shock, such as finding new net present value projects, it may voluntarily increase its accounting

comparability to signal its better future prospects and, at the same time, receive more favorable loan terms. Future work that

identifies circumstances that affect firms’ accounting comparability while leaving their investments unaffected will better

explain the causal relationship between accounting comparability and loan terms.
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APPENDIX A

Construction of the Comparability Measure

In this appendix, we discuss how we construct the comparability measures used in this study. Particularly, for each firm-

year, we first estimate the following equation using the 16 preceding quarters of data:

Earningsit ¼ ai þ biReturnit þ eit; ðA1Þ

where Earnings is the ratio of quarterly net income before extraordinary items to the market value of equity at the beginning of

the quarter; and Return is the stock price return during the quarter.

We estimate Equation (A1) for firm i and firm j, respectively, and their accounting functions are proxied by the respective

estimated coefficients. Comparability is measured as the ‘‘distance’’ between the estimated accounting functions of firm i and

firm j. If the two firms experience the same set of economic events, then the distance will be smaller when financial statements

are more comparable. To measure the distance, for each of the 16 prior quarters, we first calculate predicted earnings based on

estimated coefficients of firm i’s and firm j’s estimated accounting functions, assuming both firms have the same stock return:

EðEarningsÞiit ¼ âi þ b̂iReturnit; ðA2Þ

and:

EðEarningsÞijt ¼ âj þ b̂jReturnit; ðA3Þ

where E(Earnings)iit is predicted earnings of firm i given firm i’s function and firm i’s return in period t; and E(Earnings)ijt is

predicted earnings of firm j given firm j’s function and firm i’s return in period t. By using firm i’s return in both predictions, we

explicitly hold the economic events constant.

Following De Franco et al. (2011), we define comparability between firms i and j (CompAcctijt) as the negative value of the

average absolute difference between the predicted earnings using firm i’s and firm j’s functions during the 16-quarter estimation

period:

CompAcctijt ¼
�1

16
�
Xt

t�15

jEðEarningsÞiit � EðEarningsÞijtj: ðA4Þ

Higher values of CompAcctijt suggest greater comparability between firms i and j. We estimate comparability for each firm i-
firm j combination for J firms within the same SIC two-digit industry classification.

After calculating the i-j measure of comparability, we estimate a firm-year measure of comparability by aggregating the

firm i-firm j CompAcctijt for a given firm i. CompAcct4it is mean CompAcctijt of the four firms with the highest comparability to

firm i during period t. CompAcctIndit is median CompAcctijt for all firms j in the same industry as firm i during period t. Firms

with high CompAcct4it and CompAcctIndit have financial statements that are more comparable to those in the peer group and in

the industry, respectively.
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APPENDIX B

Variable Definitions

Variable Definition

ACC Ratio PP Indicator variable set to 1 if the loan contract contains accounting-based performance pricing, and 0 otherwise.

Analyst Log of 1 plus the number of analysts that issue earnings forecasts for a given firm during a fiscal year.

CompAcct4 Average CompAcctijt of the four firms j with the highest comparability to firm i during year t.

CompAcctInd Median CompAcctijt for all firms in the same industry as firm i during year t.

CompAcct4_ACC A comparability measure created in an identical manner to CompAcct4 except that we replace earnings with

ACCR, which is the ratio of total accrual to the beginning-of-period market value of equity.

CompAcct4_CF A comparability measure created in an identical manner to CompAcct4 except that we replace earnings with

CFO, which is the ratio of cash flow from operations to the beginning-of-period market value of equity.

CompAcctInd_ACC A comparability measure created in an identical manner to CompAcctIndit except that we replace earnings with

ACCR, which is the ratio of total accrual to the beginning-of-period market value of equity.

CompAcctInd_CF A comparability measure created in an identical manner to CompAcctInd except that we replace earnings with

CFO, which is the ratio of cash flow from operations to the beginning-of-period market value of equity.

Conservatism Accumulated non-operating accruals over three years prior to the loan issuance years, where non-operating

accruals ¼ �(net income þ depreciation � cash flows from operations � change in accounts receivable �
change in inventories þ change in accounts payable þ change in tax payable � change in prepaid

expenses)/average assets. When cash flows from operations are not available, cash flows from operations ¼
funds from operations þ change in cash � change in current assets þ change in current liabilities in debt þ
change in current liabilities.

Credit Rating An indicator variable that equals 1 for investment grade loans, and 0 otherwise.

Opaque Three-year moving sum of the absolute value of annual performance-adjusted discretionary accruals developed

by Kothari et al. (2005).

Default Spread Difference between yields on Moody’s seasoned corporate bonds with Baa rating and ten-year U.S.

government bonds.

Financial Covenants Indicator variable set to 1 if the loan contract contains at least one financial covenant, and 0 otherwise.

Institutional Loan Indicator variable set to 1 if the loan is designed to be sold to institutional investors, and 0 otherwise.

Industry Tangibility Industry median of tangible assets, measured as the ratio of property, plant, and equipment to total assets.

Lead Lender Reputation Indicator variable that equals 1 if at least one of the lead lenders has a loan share greater than 5 percent, and 0

otherwise.

LEV Book value of total liabilities divided by total assets at fiscal year-end.

Lev Loan Indicator variable set to 1 if the loan borrower has a credit rating of BBþ or lower or has no rating at all, and

0 otherwise.

Litigation Indicator variable that equals 1 for all firms operating in the biotechnology (SIC codes 2833–2836 and 8731–

8734), computer (SIC codes 3570–3577 and 7370–7374), electronics (SIC codes 3600–3674), and retail

(SIC codes 5200–5961) industries, and 0 otherwise (Francis, Philbrick, and Schipper 1994).

LnSize Log value of market capitalization at fiscal year-end.

Loan Purpose Indicator variable for loan purposes of takeover, corporate purpose, capital, leveraged buyout, and loan

repayment.

Loanamount Natural logarithm of loan amount in U.S. dollars.

Loan Amount Loan amount in U.S. dollars.

Log(Asset Maturity) Natural logarithm of asset maturity, where asset maturity is net property, plant, and equipment divided by

depreciation and amortization.

Log(Maturity) Natural logarithm of loan maturity, where loan maturity is length in months between facility activation date

and maturity date.

Maturity Length in months between facility activation date and maturity date.

MB Ratio of market value of equity to book value of equity measured at fiscal year-end.

Multilender Indicator variable that equals 1 if there is more than one lender in the loan syndicate, and 0 otherwise.

(continued on next page)
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APPENDIX B (continued)

Variable Definition

Nooflead The number of total lead lenders in a loan syndicate.

Notrated Indicator variable that takes a value of 1 if the borrower does not have an S&P credit rating, and 0 otherwise.

Numcovenants Number of financial covenants contained in a loan contract.

Prof Profitability ratio, calculated as EBITDA/SALES, where EBITDA is earnings before interest, tax, depreciation

and amortization.

Rating S&P domestic long-term issuer credit rating.

Rating_PP Indicator variable set to 1 if the loan contract contains credit rating-based performance pricing, and 0

otherwise.

Regulated Industry Indicator variable that equals 1 for firms in the utilities industry, and 0 otherwise.

Rel_Dum Indicator variable that equals 1 if the lead lender has lent money to the borrower in deals before the current

deal, and 0 otherwise.

Repay Indicator variable that equals 1 if the primary purpose of the loan is debt repayment, and 0 otherwise.

Revolver Indicator variable that equals 1 if the loan is a revolver loan, and 0 otherwise.

Secured Indicator variable that equals 1 if a loan is secured, and 0 otherwise.

Spread Initial interest rate spread over LIBOR for each loan.

Stkvol Standard deviation of firm-specific (residual) daily returns from the market model regression for each firm and

year.

Syndicate Indicator variable that equals 1 if a loan is syndicated, and 0 otherwise.

Synd_Duration Number of days between loan launch date and deal active date.

Takeover Indicator variable that equals 1 if the primary purpose of the loan is a takeover, and 0 otherwise.

Tangibility Amount of property, plant, and equipment divided by total assets.

%Lead_Lender Percentage of a loan held by lead lender(s) in a loan contract.

#Lenders Number of total lenders in a loan syndicate.

#Part_Lenders Number of participating lenders (non-lead lender) in a loan syndicate.

#Uninform_Lenders Number of participating lenders that have never lent to the borrower before the current deal.
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Appendix: Gross Price, Estimated Operating Expense, and Net Price  

Panel A: Gross price per adjusted discharge, by insurance group 

     

Panel B: Estimated operating expense per adjusted discharge, by insurance group 

     

Panel C: Net price per adjusted discharge, by insurance group   
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Figure 1: Proportion of Patients, by Insurance Group 

 

      
           

Notes: This figure presents the proportions of patients from three mutually exclusive patient 
groups in California hospitals between 2004 and 2012.  
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Figure 2: Expense Recovery Rate, by Insurance Group 

 

      
 

Notes: This figure presents the expense recovery rates for patients from three mutually 
exclusive patient groups in California hospitals between 2004 and 2012.  
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Figure 3: Variance of Expense Recovery, per $100 Total Operating Expense, 2012 vs. 2004 
 

            
 

Notes: This figure presents the variance of expense recovery, per $100 total operating 
expense, for patients from three mutually exclusive patient groups in California hospitals 
between 2004 and 2012.  
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Figure 4: Variance Analysis, per $100 Total Operating Expense, 2012 vs. 2004 
 
 
 

               
 

Notes: This figure presents the variance analysis result, per $100 total operating expense, 
for patients from three mutually exclusive patient groups in California hospitals between 
2004 and 2012.  
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