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Abstract In 2014, all larger Swedish private firms were required, at short notice, to adopt a new reporting
standard (K3) based on IFRS for SMEs (2009 version). Using this shock to the reporting environment,
we study the effects of the new reporting standard on groups’ financial reporting properties and cost of
debt financing. We find that, following the introduction of K3, private groups exhibit reporting changes
consistent with improved accounting quality; their financial statement comparability increases; and their
cost of debt declines. Our results suggest that the cost-of-debt decline is related to changes in accounting
numbers that are imputed to lending models. Our findings add to the literature on factors shaping private
firms’ financial reporting and inform the ongoing discussion on accounting regulation for private firms.

Keywords: Private firms; IFRS for SMEs; mandatory adoption; cost of debt; financial reporting properties; financial
statement comparability

1. Introduction

In 2014, all larger Swedish private firms1 were required, on short notice, to adopt a new reporting
standard (K3) based on IFRS for SMEs (2009 version). In developing the K3 standard,2 the
Swedish national standard setter aimed to harmonize reporting practices and increase reporting
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1Private firms comprise two categories of entities: privately held groups that prepare consolidated financial statements
and limited-liability legal entities that prepare individual financial statements.
2The K3 standard was issued by the Swedish Accounting Standards Board in late 2012. It is based on IFRS for SMEs
(2009 version) and has the same chapter structure as this standard, but adaptations were made to comply with EU
Directives and Swedish legislation (e.g., Sigonius, 2019). In areas where IFRS for SMEs (2009 version) is incom-
plete, full IFRS was used for further guidance (e.g., consolidation, financial instruments, share-based payment, pension
obligations).
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transparency, thus serving firms and the external users of those firms’ financial statements. In
this study, we examine the impact of the mandatory adoption of K3 on Swedish private groups’
financial reporting properties (i.e. accounting properties, financial statement comparability, and
real earnings management) and cost of debt.

In contrast to full IFRS, which is mandatory for listed firms in EU member states, the adoption
of IFRS for SMEs is at the discretion of each member state. However, full adoption is uncom-
mon in Europe; instead, several European countries have created nationally adapted versions of
IFRS for SMEs; Gassen (2017) identifies four such countries: Sweden, Estonia, Ireland, and the
United Kingdom.3 One reason why full adoption has been uncommon in Europe is because cer-
tain requirements in IFRS for SMEs conflict with EU Directives (EFRAG, 2010). As a result,
evidence on the effects of IFRS-for-SMEs adoption at the firm level is still scarce, and we know
little about whether and how mandatory adoption of such a reporting standard affects the financial
reporting properties and cost of debt of private firms.

What accounting standards private firms apply is of high importance because, in the absence of
stock market-based incentives for high-quality financial reporting, financial reporting regulation
is the primary channel through which accounting quality can be affected. Mandatory adoption
of national standards based on IFRS for SMEs is of particular interest in this context, as IFRS
for SMEs may be characterized as a high-quality standard for private firms.4 However, there are
factors that may obstruct improvements in reporting quality for mandatory adopters of IFRS-for-
SME-based standards. First, while voluntary adoption of full IFRS in private firms is associated
with higher reporting quality (Bassemir & Novotny-Farkas, 2018), studies in listed-firm settings
demonstrate significant heterogeneity in the quality of mandatory IFRS adoption (Daske et al.,
2013).5 Second, it is not clear whether adoption of a higher-quality reporting standard would
yield improvements in the cost of external financing. Private firms typically have more concen-
trated ownership than publicly listed firms, rely more on bank financing, and often have close
ties with their capital providers (Burgstahler et al., 2006; Hope & Vyas, 2017). Consequently,
since key stakeholders in private firms are likely to have inside access to corporate information,
reporting quality in such contexts may not play a significant role in debt-pricing decisions.

To investigate the effects of mandatory adoption of national standards based on IFRS for
SMEs, we use the Swedish regulatory change in 2014 that requires consolidated financial state-
ments presented by private firms to be prepared under the so-called K3 standard, with the only
alternative being the voluntary adoption of full IFRS. Prior to the adoption of K3 in 2014,
Swedish GAAP was characterized by a high degree of flexibility. It offered opportunities for
‘cherry-picking’ and practice-based choices in areas not explicitly covered by reporting standards
(e.g. financial instruments). The K3 standard was developed with the purpose of overcom-
ing these deficiencies and providing preparers and users with one coherent set of accounting
standards.

3Eighty-four countries require or permit the use of IFRS for SMEs, while the standard is under consideration in twelve
additional countries (IFRS Foundation, 2022).
4For example, Gassen (2017) refers to interviews where respondents view IFRS for SMEs as a (p. 542) ‘[. . . ] principles-
based, simplified, and up-to-date financial reporting regime that remains relatively similar to IFRS.’
5Studies focusing on IFRS adoption in listed firms suggest that such adoption improves accounting information com-
parability across countries (Yip & Young, 2012) and is associated with less earnings management, more timely loss
recognition, and higher value relevance (Barth et al., 2008). On the other hand, mandatory IFRS adoption is also
associated with an increase in observed reporting aggressiveness and income smoothing (e.g., Ahmed et al., 2013). How-
ever, these insights, notably mixed, may not apply to private firms due to different stakeholder structures and reporting
incentives.
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Using a matched sample of 9,509 observations from Swedish privately held groups from
2010 to 2016 and their Norwegian counterparts,6 who were not subject to any major reporting
regulation change during this period, we investigate how the financial reporting properties and
the cost of debt changed following the adoption of K3. Our findings suggest that earnings
smoothing has declined, reported return on assets has increased, financial statement compa-
rability has increased, and the cost of debt has declined following the mandatory adoption of
K3.

As external capital providers are among the key stakeholders in private firms, we investigate
changes in financial reporting properties and full IFRS adoption spillover effects as potential
channels through which the introduction of K3 may affect debt pricing decisions. We show that
the decline in the cost of debt is most pronounced within firms that exhibit improvements in
their financial reporting comparability and within those that reduce real and accounting earnings
management. We do not find evidence that spillover effects from full IFRS adoption could be
driving our results. Overall, our channel analysis suggests that changes in financial statement
properties translate to cost-of-debt reductions because of changes in financial statement figures
that are used as input for lenders’ in-house financial analysis as well as in credit score agencies’
credit score-setting process.

Our study makes several contributions to the literature. First, we add to the growing accounting
literature on private firms. This is warranted, as much of the empirical work in accounting focuses
on publicly listed firms (see reviews by Bar-Yosef et al., 2019; Beuselinck et al., 2021), even
though most firms, for example, in the 28 EU member states are private (99.81% in 2019), and
in nearly all countries, private firms account for at least 90% of the total number of firm observa-
tions (Beuselinck et al., 2021); similar numbers have been documented in the US. Recent studies
on private firms show that product competition makes private firms avoid mandatory disclosure
(Bernard, 2016) and that European private firms engage in size management to avoid manda-
tory disclosure and audits (Bernard et al., 2018). Another stream of the literature explores the
determinants and consequences of voluntary full IFRS adoption (e.g. Bassemir, 2018; Bassemir
& Novotny-Farkas, 2018; Cameran et al., 2014; Chi et al., 2013; Francis et al., 2008). We add
to the literature on private firms by examining the impact of mandatory reporting regulation on
private groups’ financial reporting properties and their cost of debt financing.

Second, this study complements the prior literature by providing empirical evidence on the
economic consequences of adoption of IFRS for SME-based reporting standards at the firm level
(privately held groups) in a European context (Sweden). Prior literature in this area provides an
overview of accounting professionals’ preparedness for IFRS for SMEs adoption (e.g. Hussain
et al., 2012; Uyar & Güngörmüş, 2013), accounting experts’ views on the contribution of IFRS
for SMEs to private firm financial reporting (Gassen, 2017), as well as stakeholders’ (e.g. Albu
et al., 2013) and preparers’ perceptions of costs and benefits associated with IFRS for SMEs
adoption (e.g. Litjens et al., 2012; Zuelch & Burghardt, 2010). Furthermore, prior empirical-
archival studies mainly focus on country-level determinants of IFRS for SMEs adoption
(Kaya & Koch, 2015).

Third, our study contributes to the literature that investigates the link between financial report-
ing quality and debt contracting. Generally, prior literature suggests that high financial-reporting
quality reduces information asymmetries with creditors (e.g. Balsmeier & Vanhaverbeke, 2018;
Ding et al., 2016; Vander Bauwhede et al., 2015) but also that creditors prefer smooth earnings,
an attribute often associated with earnings management (Gassen & Fülbier, 2015), and the use
of alternative information sources (e.g. Cassar et al., 2015; Leftwich, 1983). Moreover, prior

6We chose Norway as a control sample due to geographic and economic proximity, regulatory environment stability, and
data availability; see Section 5.2.
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research also shows that mandatory disclosure improves banking relationships (Breuer et al.,
2018), facilitates private firms’ access to venture capital and private equity financing (Baik et al.,
2021), and increases the mimicking of capital structures (Bernard et al., 2021). Our study adds
to this stream of research by examining the effect on cost of debt financing during a period of
substantial changes in the reporting standard environment of Swedish firms. We show that the
mandatory adoption of the new accounting standards generally reduced groups’ interest rates,
primarily due to changes in the financial reporting figures that lenders and credit agencies use
in their analysis. This finding thus highlights the benefits of financial reporting regulations in a
private firm setting.

From a regulatory perspective, the findings reported in this study also add to the debate on
financial reporting regulations for privately held firms. We show that mandatory accounting reg-
ulation can have a significant effect on firms’ financial reporting properties and debt pricing
outcomes when stock market-based incentives are lacking.

The remainder of the paper is structured as follows: Section 2 provides a review of the Swedish
regulatory setting. Section 3 discusses prior studies and develops the four hypotheses of this
study. Section 4 describes the sampling and research design. Section 5 presents the results of the
analyses. Section 6 presents additional analyses and robustness checks. Section 7 concludes the
paper.

2. Background and Regulatory Setting

Listed firms around the world are subject to stock market regulations that tend to require consol-
idated financial statements to be prepared in accordance with either IFRS or a well-recognized
national GAAP (e.g. US GAAP). In contrast, accounting regulations for private firms are more
of a national matter, as legal entities must follow national company and tax legislation. Some
private legal entities that control other entities will also have to prepare consolidated financial
statements.7 Historically, these privately held groups have applied national GAAP; however, fol-
lowing the growing importance of full IFRS, and the development of IFRS for SMEs, national
GAAPs may gradually have become obsolete with regard to consolidated financial statements.8

Jurisdictions have addressed this issue differently, for example, by allowing privately held groups
to voluntarily adopt full IFRS, by allowing or requiring the use of IFRS for SMEs (or an adapted
version of IFRS for SMEs), or sticking to continuing the use of a more traditional national GAAP
(e.g. Gassen, 2017).

2.1. Overview of the Swedish Reporting Environment pre-K3

In Sweden, parent companies of privately held groups have the option of preparing consoli-
dated financial statements in accordance with full IFRS (voluntary IFRS adoption). This option
was introduced in connection with the mandatory adoption of EU-endorsed IFRS for listed
firms in 2005. However, most firms chose to report under national GAAP, which meant fol-
lowing the Swedish Annual Accounts Act (SAAA; framework legislation based on the EU
Directives), guidance from the Swedish Financial Accounting Standards Council (SFASC),
and guidance from the Swedish Accounting Standards Board (SASB). Based on these three
sources, the pre-K3 regulation landscape can be categorized as follows: (1) accounting areas
with no or poor guidance beyond SAAA, (2) accounting areas with competing guidance from

7Consolidation requirements vary across countries but are typically a function of group size and ownership structure.
8Traditional national GAAPs may lack comprehensive standards for areas such as share-based payment, financial
instruments, pensions, and business combinations.
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different Swedish standard setters (SFASC and SASB), and (3) accounting areas where SASB
provides general leeway to deviate from the guidance provided by the SFASC. This report-
ing regulation landscape allowed for reporting ‘cherry-picking,’ a practice that was further
exacerbated by the fact that during 2004–2013, no Swedish standard-setter issued any guid-
ance in anticipation of the new K3 standard, thus leaving many grey areas in the reporting
regulation.

2.2. Review of K3 Adoption

K3 was issued in 2012 with mandatory application to begin in the financial year starting after
January 1, 2014. Due to the short period between issuance and mandatory application, very few
firms chose early adoption of the standard. K3 must be used as a reporting standard by large
firms (both for the individual financial statements of large legal entities and for the consolidated
financial statements of large privately held groups); that is, a firm that fulfils at least two of the
following criteria for two years in a row (based on EU thresholds):

• Has more than 50 employees;
• Has more than SEK 40 million (around EUR 4 million) in total assets;
• Reports annual revenues of more than SEK 80 million (around EUR 8 million).

The K3 standard is a comprehensive package based on IFRS for SMEs (2009 version), adapted
to meet the EU accounting directives and Swedish legislation, and complemented in areas where
IFRS for SMEs had limited coverage (e.g. business combinations). The K3 standard was part
of an even more comprehensive standard-setting project (the K-project), where all existing stan-
dards and other guidance for limited-liability firms (both large and small, both stand-alone legal
entities and groups preparing consolidated financial statements) were replaced by new standards
(K2 and K3), mandatorily applied for the first time in 2014.9

Following the K3 adoption,10 the discretion for accounting choice was significantly reduced,
particularly in areas with no explicit prior guidance or in areas where reporting entities had
a leeway option. We review several areas in more detail below (see Table OS1 in the Online
Supplement for a more comprehensive overview).

Financial instruments comprise a complex accounting field for Swedish private firms. The
complexity shows in that the K3 standard forces preparers to make an overt policy choice
between a cost-based approach (Chapter 11) and a fair-value based approach (Chapter 12). This
stands in sharp contrast to the pre-K3 environment, where SAAA includes little information,
and IAS 39 was one of the few standards never adopted by SFASC (Category 1 in the Table
OS1 in the Online Supplement). One possible effect of K3 may have been that groups with
some ‘home-made’ fair value accounting might decide to discontinue their reporting practices
due to the IAS 39-like requirements introduced by K3 in Chapter 12. It is also likely that foreign
currency hedging-reporting activities were affected by the new requirements, both in terms of
evaluating the consequences from choosing either cost-based or fair-value-based accounting but
potentially also in terms of requirements regarding documentation, measurement of hedge effec-
tiveness, and other disclosure demands, which may have affected entities’ reporting choices (and
actual hedging activities).

9A simplified reporting standard K2 for smaller firms was issued in 2008 and K3 in 2012; however, as both standards
needed to be in force before the smaller firms could choose between them, none of the standards were, de facto, adopted
by firms until the mandatory adoption date (financial years beginning on January 1, 2014, or later). This creates an
empirical setting where private firms before 2014 applied the flexible Swedish GAAP. In 2014, they had to adopt K3.
10We focus on the K3 standard applicable to consolidated financial statements. The K3 standard for legal entities deviates
from the K3 standard for consolidated reports and is beyond the scope of this review.
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Further, it is likely that K3 adoption has resulted in substantial reporting changes for groups
with off-balance sheet leases and pension obligations, long-term contracts, and R&D activities
SFASC (Category 2 in the Table OS1 in the Online Supplement). In the pre-K3 period, all these
accounting areas were subject to competing guidance; following the K3 adoption, groups were
likely to report more leases and pension obligation on the balance sheet (due to changes in capi-
talization requirements for such contracts), report revenues from long-term contracts earlier (as a
consequence of moving from the completed-contract to the percentage-of-completion method),
and expense a higher proportion of their R&D (due to more restrictive R&D capitalization cri-
teria). The financial statements of the groups with high levels of PP&E were also affected by
the transition from the maintain/enhance approach to the components approach, which tended to
increase capitalization (and depreciation) of subsequent costs.

In the areas of impairment and provisions, high levels of flexibility have historically been
observed owing to the leeway offered by the SASB SFASC (Category 3 in the Table OS1 in
the Online Supplement). Impairment (with later reversals) and provisions (with later reversals)
have been used for earnings-smoothing purposes (Andersson & Hellman, 2019; Hellman, 2011).
Such smoothing should have become more difficult to perform under the K3 standard in the
areas of impairment and provisions. In areas related to group accounting (business combinations,
consolidation, associated companies, and joint ventures), it is likely that firms applied the SFASC
guidance.

Overall, K3 was introduced as a comprehensive set of standards that restricted the reporting
discretion for adopting groups. However, it is important to highlight that the new reporting stan-
dard has differentially affected different groups depending on their business models and asset
structures. For instance, under the new standard, groups with high PP&E were able to report
smoother earnings than in the pre-K3 period, whereas the opposite is true for groups that reported
high R&D capitalization pre-K3. We examine these differences in more detail in Section 7.2.

3. Prior Research and Development of Hypotheses

3.1. Financial Reporting in Private Firms

Financial reporting regulations are expected to increase the quality of firms’ financial statements,
improve reporting comparability, and subsequently decrease information asymmetries between
corporate insiders and outsiders, primarily the owners.11 In private firms, however, owners often
have access to internal information, and the demand for financial information is mainly driven
by relationships with lenders, suppliers, employees, and the government (Hope & Vyas, 2017),
whereas high-quality reporting is limited by firms’ unwillingness to publicly disclose internal
information (Bernard et al., 2018; Bernard, 2016; Breuer et al., 2018; Minnis & Shroff, 2017).
That is, compared to public firms, private firms face different types of agency conflicts and
information asymmetries, resulting in different financial reporting demands.12

11Many existing accounting studies examine the relationship between IFRS/IAS adoption and financial-reporting quality
among publicly listed firms. These studies show that even though the same reporting standards are applied, significant
differences in firms’ reporting practices remain. These findings have been attributed to either variation in reporting
incentives across firms (e.g., Ahmed et al., 2013; Christensen et al., 2015) or subjectivity and enforcement difficulties
under IFRS Standards compared to domestic reporting standards (e.g., Capkun et al., 2016). Also see extensive reviews
by Brüggemann et al. (2013), De George et al. (2016), and Leuz and Wysocki (2016).
12Extant research on private firms examines the link between accounting-standard regulation and accounting quality but
focuses primarily on voluntary adoption of IFRS (e.g., Bassemir & Novotny-Farkas, 2018; Cameran et al., 2014; Chi
et al., 2013; Francis et al., 2008). Since the reporting incentives of voluntary vs. mandatory adopters as well as for listed
vs. private firms differ (e.g., Burgstahler et al., 2006; Christensen et al., 2015), this literature does not allow for direct
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In the absence of financial reporting regulations, financial reporting is shaped by the supply
and demand forces mentioned above. On the one hand, financial reporting plays a role in resolv-
ing agency conflicts arising primarily from contractual relationships with creditors, an important
source of long-term financing for private firms (as documented by Goyal et al. (2011) for Europe
and Brav (2009) for the UK). In bank-financing relationships, both formal and informal con-
tracts arise to minimize agency costs (Armstrong et al., 2010). While informal relationships are
build on aspects such as reputation and corporate governance rules, formal contracts include
loan-related details, including loan amount, duration, interest rate, and debt covenants (Arm-
strong et al., 2010). Thus, both the existence and the structure of debt contracts may incentivize
managers of private firms to consider the effects on certain financial-ratio targets, as well as
to avoid violation of debt covenants, when making accounting choices related to accounting
methods and accounting judgments (Watts & Zimmerman, 1986). In addition to complying with
ongoing debt contracts, financial information may be used as a credible signaling device dur-
ing the credit-granting decision period to reduce informational frictions faced by external credit
providers (Hope & Vyas, 2017). Correspondingly, extant research shows that managers of Euro-
pean private firms cater to creditors’ demands and report smoother earnings (Gassen & Fülbier,
2015).13

On the other hand, due to firm-level unwillingness to voluntarily disclose information, lack
of reporting regulation is likely to result in socially undesirable, i.e. too low, levels of disclo-
sure and transparency in financial reporting. Indeed, Bernard (2016) shows that German private
firms avoided public disclosures until a strict enforcement regime was implemented and that this
avoidance increased with the level of financial constraints in firms. Furthermore, European pri-
vate firms tend to use size management to avoid mandatory disclosures and audit requirements
(Bernard et al., 2018), while German private firms prefer lower levels of reporting in the absence
of a financial reporting regulation (Breuer et al., 2018). Similarly, based on a survey of European
private firms and international standard setters, Minnis and Shroff (2017) document that, due to
proprietary costs, most of the firms would not continue to disclose their financial results publicly
if the regulation was removed. These findings indicate that private firms have incentives to avoid
public disclosures about their financial situation because the perceived private costs of disclo-
sure exceed its benefits. As such, the market solution creates individually optimal but jointly
suboptimal financial reporting outcomes (Kothari et al., 2010).

Overall, with a high flexibility reporting requirement, firm-level reporting incentives are likely
to yield financial statements that cater to each firm’s specific needs but may not be directly com-
parable across firms and may not be sufficiently transparent from the perspective of an external
user. The primary goal of reporting regulation in such a setting is thus to restrict the influence of
individual managers’ incentives on financial reporting choices, and stricter reporting regulations
allow for lower agency costs, increased market-wide cost savings, and other positive externalities
such as reporting standardization.14

However, notwithstanding these potential positive externalities, it is not obvious that the adop-
tion of K3 would significantly change the Swedish private groups’ reporting landscape. Indeed,
prior studies on mandatory IFRS adoption in listed firms show that accounting-quality improve-
ments in relation to adoption of a new standard are dependent on firms’ reporting incentives
(Christensen et al., 2015; Daske et al., 2013), strength of the enforcement regime (Ahmed et al.,

inferences about the potential effects of mandatory IFRS / IFRS for SMEs adoption on private firms’ reporting properties
and economic consequences.
13While the relationship between trade credit and financial information has been less investigated, evidence exists that
suppliers also reward lower earnings variability with more generous trade credits (García-Teruel et al., 2014b).
14For a discussion on rationales for regulating disclosures, see Leuz and Wysocki (2008), and Minnis and Shroff (2017)
for regulation in the private firm setting.
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2013), and subjectivity allowed under IFRS Standards compared to domestic reporting stan-
dards (Capkun et al., 2016). For European private firms specifically, Gassen and Fülbier (2015)
demonstrate that firms with larger shares of creditor financing report smoother earnings. Hence,
firm-level reporting incentives may result in label adoption, limiting the effects of the new report-
ing standard on financial reporting properties. Whether mandatory accounting standard adoption
affects the accounting properties, such as reported earnings volatilities, extent of accrual use, and
profitability, of these firms is an empirical question. In light of these arguments, we formulate
the following hypothesis in a null form:

H1a: The mandatory adoption of the K3 standard is not related to changes in accounting properties.

In situations where accounting discretion is decreased and hinders earnings management
through accounting practices, firms may shift from accrual-based earnings management to real
earnings management to meet debt covenants and financial targets (e.g. Khurana et al., 2018).
For instance, Cohen et al. (2008) show that following the enactment of the Sarbanes-Oxley Act
in 2002, firms switched from accrual-based to real earnings management methods. Similarly, if
the K3 standard restricts the accounting discretion allowed under pre-K3 Swedish GAAP, man-
agers’ attention may be drawn to real earnings management activities. However, as discussed
earlier, it is also possible that groups only adopt the K3 standard nominally, in which case such
groups would not have any new incentives for real earnings management. Hence, we formulate
the following sub-hypothesis in a null form:

H1b: The mandatory adoption of the K3 standard is not related to changes in real earnings management.

While accounting properties primarily pertain to the characteristics of financial numbers at the
firm level, an important feature of high-quality reporting is that it is expected to provide finan-
cial market participants with transparent and comparable financial statements that assist them in
making economic decisions. From a regulatory point of view, transparency and comparability
can be enhanced through standardization of financial statements, as standardized financial state-
ment information reduces information-processing costs (Minnis & Shroff, 2017). In the Swedish
setting, the adoption of K3 may have improved the comparability of the financial statements in
terms of the types of financial items reported.15 We thus formulate the following sub-hypothesis
in a null form:

H1c: The mandatory adoption of the K3 standard is not related to the changes in financial statement comparability.

3.2. The Effects on Firms’ Financing Costs

As previously stated, extant literature provides evidence that private firms’ reporting decisions
are shaped by debt contracting considerations. We next turn to the other side of this relationship,
focusing on the lenders’ debt pricing decisions and the role of financial reporting properties in
these decisions. Prior research suggests that high-quality reporting and timely information on
financial position can provide decision-useful information and consequently reduce information
asymmetries between the firm and its creditors; this is because such information provides basis
for evaluating firms’ future cash flows and assessing firms’ creditworthiness, thus increasing
debt-contracting efficiency (Hope & Vyas, 2017; Jensen & Meckling, 1976; Watts & Zimmer-
man, 1986). High accounting quality has therefore been shown to increase private firms’ access to

15Prior research on financial reporting comparability builds on the notion that comparability is high when, given similar
economic events, firms produce similar financial statements, and uses stock-market performance as identification of
economic events (De Franco et al., 2011; Neel, 2017). Such analysis is not available for private firms that do not have
publicly traded equity. We therefore focus on the information provided in the financial statements by a focal firm and its
peers as a measure of comparability. We discuss our measurement approach in detail in Section 5.2.
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bank debt (Balsmeier & Vanhaverbeke, 2018; Ding et al., 2016; García-Teruel et al., 2014a; Van
Caneghem & Van Campenhout, 2012), decrease the effective interest cost (Allee & Yohn, 2009;
Ding et al., 2016; Vander Bauwhede et al., 2015), and increase the probability of using long-term
debt and having a higher proportion of long-term debt in total debt (De Meyere et al., 2018).16

However, alternative information sources can partially substitute formal financial reporting
in meeting creditors’ information demands. Cassar et al. (2015) document that the interest rate
benefits from accrual accounting decrease when a borrower’s credit score is higher and/or the
length of its banking relationship with the lender is longer. Minnis and Sutherland (2017) show
that banks request financial statements for only about half of the loan applications, and that
this request is related to borrower credit risk, relationship length, collateral, and the provision
of business tax returns. Further, Leftwich (1983) suggests that borrowers and lenders negotiate,
without any regulatory intervention, their own set of accounting information that is necessary
for monitoring lending agreements. Bigus and Hillebrand (2017) argue that through relationship
lending, a bank can acquire and interpret proprietary information via private channels and does
not need financial reports. Thus, private firms may have limited interest in public disclosures,
as creditors obtain firm-specific information through private or alternative channels rather than
through public disclosures and make debt-pricing decisions based on information other than
financial reports.

In sum, prior evidence shows that creditors reward high accounting quality with lower cost
of debt (e.g. Vander Bauwhede et al., 2015); however, creditors also prefer smooth earnings, an
attribute often associated with earnings management (Gassen & Fülbier, 2015), and use alter-
native information sources (e.g. Cassar et al., 2015; Leftwich, 1983). Thus, it is an empirical
question whether implementation of the K3 standard will impact the financing costs for groups
subject to this regulation change. On the one hand, higher perceived accounting quality asso-
ciated with K3 adoption and/or changes in financial reporting properties may have resulted in
lower information asymmetries and potentially shifted lenders’ focus from alternative informa-
tion channels to financial statements (Breuer et al., 2018). On the other hand, if in our setting
creditors primarily obtain information via alternative information sources, then the K3 adoption
and associated changes in financial reporting properties may not play a role in debt-pricing deci-
sions. Further, considering the insights from prior research that lenders prefer smoother earnings,
more reduced opportunities for earnings smoothing following the K3 adoption may also have
had adverse effects on lender relationships and cost of debt. We therefore formulate our second
hypothesis (null form) as follows:

H2: The mandatory adoption of the K3 standard is not associated with changes in cost of debt.

4. Research Design

4.1. Data Sources and Sample Construction

We test our hypotheses using a matched sample of Swedish (treatment sample) and Norwegian
(control sample) privately held groups.17 We focus only on consolidated financial statements in
order to exclude tax-related drivers of accounting choices (K3 offers a number of accounting

16In contrast, Mafrolla and D’Amico (2017), using a sample of Italian, Portuguese, and Spanish SMEs, document that
earnings management activities increase firms’ access to debt, both at the time of lending and before the lending agree-
ment is made. This association, however, was strengthened after the enactment of the Basel II regulation, indicating
unintended economic consequence of the regulation.
17A cross-country matching procedure is increasingly common in contemporary literature, as it allows to meaningfully
approximate the counterfactual (see, e.g., Bernard et al., 2021).
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Table 1. Sample construction.

Sweden Norway

Firm-year observations

Private consolidated and independent legal entity
accounts above the size threshold in 2013,
firm-year observations for 2010–2016

52,149 46,345

Only consolidated accounts (groups) − 33,274 18,875 − 28,707 17,638
Only group that have not reported under IFRS

during 2010–2016
− 1,747 17,128 − 2,275 15,363

Only groups with minimum 5-year presence − 6,936 10,192 − 2,806 12,557
Groups with all available required data − 3,220 6,972 − 3,399 9,138
Matched sample:
Number of firms 727 727
Number of firm-year observations 4,870 4,639

choice exceptions for legal entities related to tax effects).18 We choose Norway as a control
sample due to its geographic and economic proximity to Sweden, as well as the reporting frame-
work stability for privately held groups. The most recent major regulatory change affecting
private firms in Norway took place in 1998; since then, no major modifications of mandatory
nature have occurred, making Norwegian privately held groups a suitable control sample for our
analyses. The Swedish data come from the Serrano database, which contains financial informa-
tion from the Swedish business register. In addition, we manually collected information about
audit firms and the applied accounting standards (old Swedish GAAP, full IFRS, K3) directly
from the annual reports. This is in line with the suggestion from Beuselinck et al. (2021) that data
from national business registers be used more extensively. The Norwegian data come from Expe-
rian AS. We also manually checked this data for the applied accounting standard (i.e. Norwegian
GAAP or full IFRS).

Our sample construction process is shown in Table 1. We start by collecting firm-year obser-
vations for the years 2010–2016 for private Swedish and Norwegian firms that were above the
mandatory K3-adoption threshold in 2013, as described in Section 2.2. We only consider firms
above the total assets, revenue, and employee size thresholds for mandatory K3-adoption in 2013
to ensure that K3 adoption for the affected firms is of a mandatory nature.19 We identify 52,149
Swedish and 46,345 Norwegian group-year observations that satisfied these requirements. As
we focus only on groups, we eliminate all legal entities from our sample. Next, we eliminate all
the groups that prepared their financial statements under IFRS at any point in 2010–2016. We do
so to ensure that the effects observed in our subsequent analyses can be reasonably attributed to

18As the individual financial statements of limited-liability legal entities are influenced by tax considerations, these
statements are not directly comparable with the consolidated financial statements. Sweden is similar to Germany in
this respect where two recent studies also focus only on consolidated financial statements (Bassemir, 2018; Bassemir &
Novotny-Farkas, 2018). Bassemir and Novotny-Farkas (2018) argue that (p. 766): ‘Our focus is on consolidated financial
statements, because they have no legal implications for dividend distributions or taxes [. . . ]’A reference is made to Leuz
and Wüstemann (2004) who states (p. 462): ‘the group accounts are neither the basis of dividends nor tax payments [. . . ]’
As regards dividend distribution, it is true also in Sweden that the legal restrictions focus on the individual financial
statements.
19K3 adoption was mandatory for all privately held groups; however, groups below the size thresholds may choose to
not prepare consolidated financial statements, thus avoiding preparing consolidated financial statements under K3. We
exclude small privately held groups that prepare consolidated financial statements, since we cannot establish whether K3
adoption in these groups is mandatory or voluntary.
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Table 2. Results from matching procedure.

Matching variables Swedish groups Norwegian groups Difference t-statistic N Year

SIZEft 19.192 19.233 − 0.041 − 0.633 1454 2013
LEVERAGEft 0.203 0.211 − 0.008 − 0.687 1454 2013
SalesGRft 0.074 0.073 0.002 0.067 1454 2013
BIG4ft 0.547 0.560 − 0.012 − 0.475 1454 2013
ROAft 0.052 0.051 0.002 0.455 1454 2013
EQ_ISSUEft 0.000 0.000 0.000 0.251 1454 2013

SIZEft 19.152 19.170 − 0.018 − 0.288 1445 2012
LEVERAGEft 0.203 0.218 − 0.016 − 1.448 1445 2012
SalesGRft 0.056 0.089 − 0.033 − 1.080 1445 2012
BIG4ft 0.558 0.546 0.012 0.477 1445 2012
ROAft 0.047 0.052 − 0.005 − 1.331 1445 2012
EQ_ISSUEft 0.000 0.002 − 0.001 − 1.564 1445 2012

SIZEft 19.143 19.144 − 0.001 − 0.008 1343 2011
LEVERAGEft 0.203 0.213 − 0.010 − 0.865 1343 2011
SalesGRft 0.128 0.096 0.032 1.149 1343 2011
BIG4ft 0.569 0.552 0.017 0.617 1343 2011
ROAft 0.056 0.057 − 0.001 − 0.207 1343 2011
EQ_ISSUEft 0.000 0.000 0.001 0.738 1343 2011

Notes: This table presents the descriptive statistics for the treatment (Swedish) and control (Norwegian) groups included
in the matched sample in the matching year (2013) as well as two years before the matching year. EQ_ISSUEft is
calculated as a change in paid-in capital, scaled by average total assets. All other variables are as described in the text.

K3-adoption rather than IFRS-related financial reporting changes in either Swedish or Norwe-
gian groups. Finally, we retain only groups that have at least two firm-year observations before
and after the K3 adoption, and only those observations for which we are able to calculate our
key measures. After these restrictions, we retain 1,068 Swedish groups (6,972 group-years) and
1,402 Norwegian groups (9,138 group-years).

Using these observations, we construct a matched sample by matching Swedish and Norwe-
gian groups on the 2013 values of asset size, leverage, sales growth, return on assets, equity
growth, auditor BIG4 status, and industry classification. We use propensity score matching with-
out replacement. We successfully match the 727 Swedish groups with the 727 Norwegian groups,
yielding 9,509 group-year observations. Following the matching procedure, we observe that both
groups are similar in terms of all matching characteristics in the matching year as well as in the
two years prior; these statistics are reported in Table 2.

4.2. Variable Construction and Empirical Models

4.2.1. New Standard Adoption Identifiers
To capture the effects of the adoption of the new accounting standard, we construct the indicator
variables K3f and POSTt. These variables identify the groups that switched to K3 in 2014 (K3f )
and the period following the K3 adoption (POSTt). All Swedish groups are classified as K3
adopters, all Norwegian groups are a control group, and POSTt is set to 1 for all financial years
starting on or after January 1, 2014.

4.2.2. Measures for Accounting Properties
We use four different measures to capture changes in the accounting properties following the
K3 adoption. Following Barth et al. (2008), we construct a three-year rolling standard deviation
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of change in ROA (SD3_D_ROAft). Following Ahmed et al. (2013), we construct a three-year
rolling correlation between total accruals and cash flows (CORR3ft). For both measures, higher
values indicate lower earnings smoothing. These measures primarily capture the effects of tran-
sitioning between the capitalization and expensing approaches, as well as changes in fair value
reporting rules and financial instrument accounting practices.

We also construct a measure of total absolute accruals (UNSIGNED_ACCRft) to capture aver-
age changes in accrual accounting around the K3 adoption. While previous literature typically
uses absolute accruals as a measure of the extent of earnings management, we use this measure
to capture the extent of accrual-based reporting driven by accounting regulation changes.

As a final proxy for changing accounting properties, we investigate return on assets, structured
as net income divided by total average assets. Our focus on ROAft is from the perspective of
accounting regulation effects on reported results rather than economic business performance. The
accounting regulation changes introduced by K3 may have mechanically affected ROA levels
due to changes in fair-value accounting, capitalization practices, leasing and pension accounting,
and other changes in accounting practices. As such, the empirical question is whether the new
accounting standard has had a significant effect on the reported performance.

4.2.3. Measure for real earnings management
The more restrictive nature of the K3 Standard relative to the earlier available accounting
approaches may have prompted groups to engage in real earnings management as a substitute
to previously available accounting choices. To capture changes in such behaviors, we follow
Khurana et al. (2018) and calculate REM3ft as a 3-year rolling correlation between the managed
and unmanaged ROA components based on abnormal discretionary accruals. We then multiply
the measure by ( − 1) so that a higher REM3ft value indicates higher real earnings management.

4.2.4. Financial Statement Comparability-Related Measures
We use two measures to capture the changes in financial statement characteristics around the K3
adoption.

First, we develop a financial statement comparability score, which is calculated as follows:

COMPARABILITYft

= COMMON REPORTED ACCOUNTSft − UNIQUE REPORTED ACCOUNTSft

COMMON INDUSTRY ACCOUNTSindustry, country, t

where COMMON REPORTED ACCOUNTSft is a group-year count of non-missing accounts
that are also reported by at least one other group in that industry-country-year combination,
UNIQUE REPORTED ACCOUNTSft is a group-year count of non-missing accounts that are
only reported by that group in the industry-country-year combination, COMMON INDUSTRY
ACCOUNTSindustry,country,t is a count of non-missing accounts that are filed by at least two groups
in that industry-country-year combination. We use ten industries based on the first digit of the
European NACE classification. The measure is calculated independently for the Swedish and
Norwegian subsamples; that is, changes in one country’s reporting regulation do not influence
another country’s comparability measures.

The intuition behind this measure is that information usefulness is related not only to its gran-
ularity (captured by FIRM_ENTRIESft as described below; see also Chen et al. (2015)), but also
to its comparability, as high comparability reduces information processing costs. If comparable
groups decide to report different accounting items, the comparability of their financial statements
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is distorted, and COMPARABILITYft scores will be lower in that industry-country-year combina-
tion. The introduction of a more restrictive reporting standard may limit such accounting choices
by eliminating certain reporting items that are not universally applied by peers, thus increasing
financial statement comparability among all peers.20As such, this measure captures the extent to
which financial reporting becomes more standardized following the adoption of the K3 standard.

Second, we construct a basic measure (FIRM_ENTRIESft), which is a count of the number
of non-zero financial statement line items reported by a group in a given year. This measure
allows directly testing for the changes in granularity of the financial statements around the K3
adoption. This measure thus allows inferring what kind of changes–that is, account consolidation
or increasing reporting granularity–drive any observed changes in COMPARABILITYft.

4.2.5. Measure for cost of debt
We calculate the effective interest rate (EFF_INT_RATEft) following Minnis (2011). We cal-
culate this measure as a ratio of financial expenses scaled by average total debt to external
credit institutions, truncated at 5% and 95%. We calculate EFF_INT_RATEft only for group
years with reported non-zero external debt. We note that the degree of granularity of income
statement reporting does not allow us to fully isolate the interest expenses, attributed to
debt from the external financial institutions, from other types of financial expenses. As such,
EFF_INT_RATEft is likely inflated. Further, following the K3 adoption, financial expenses may
increase due to changed leasing and pension reporting requirements (note, however, that leasing-
and pension-related obligations are reported separately from the debt to external financial insti-
tutions and thus do not affect the denominator in EFF_INT_RATEft calculation). The results
from the effective interest rate analyses should be interpreted with these measurement features
in mind.

5. Results

5.1. Descriptive Statistics

The descriptive statistics for the treatment and control samples are presented in Table 3. Both
samples are similar in terms of size, auditor BIG4 status, and profitability. In contrast, the Norwe-
gian sample groups on average report higher leverage and exhibit somewhat lower sales growth.
To account for these differences, we include in our models the group fixed effects, industry-year
fixed effects, as well as a range of group-level controls in each specification.

We also observe significant differences in our outcome variables between the two sam-
ples. Changes in ROA volatility (SD3_D_ROAft), absolute accruals (UNSIGNED_ACCRft), and
reporting comparability (COMPARABILITYft) are, on average, higher in the Norwegian sample,
whereas the Swedish groups exhibit larger negative correlations between accruals and cash flows,
indicating lower earnings smoothing activity (CORR3ft), higher real earnings management activ-
ity (REM3ft), and, on average, higher effective interest rates (EFF_INT_RATEft). The Swedish

20Note that this measure is distinct from the DQ score developed by Chen et al. (2015). Their DQ score is based on the
subaccount items adding up to the group accounts, which in turn add up to higher level accounts (referred to as parent
accounts by Chen et al. (2015)). We have constructed this measure for the Swedish private firms following the Chen et
al. (2015) procedure. Most of the group accounts have the DQ average of 0.98, with the only exceptions being Income
Statement accounts, Depreciation, and Employee costs. The total average DQ score for these Swedish firms is 0.95, and it
does not vary with time. Our interpretation of this outcome is that private firms present less detailed financial statements
which, due to a relatively low amount of reporting items, typically yield a high observed DQ score. However, this score
does not inform about the comparability of the financial statements, which is the focus of this part of our investigation.



1188 N. Hellman et al.

Table 3. Descriptive statistics.

Swedish firms
(treatment sample,

N = 4,870)

Norwegian firms
(control

sampleN = 4,639)

Mean St.dev. Mean St.dev.
t-statistics for

difference

SD3_D_ROAft 0.055 0.057 0.064 0.060 − 7.359∗∗∗
CORR3ft − 0.190 0.707 − 0.118 0.715 − 4.943∗∗∗
UNSIGNED_ACCRft 0.066 0.060 0.090 0.085 − 16.313∗∗∗
ROAft 0.056 0.081 0.054 0.079 1.435
REM3ft 0.648 0.542 0.594 0.572 4.730∗∗∗
COMPARABILITYft 0.513 0.071 0.550 0.067 − 25.924∗∗∗
FIRM_ENTRIESft 49.813 6.211 46.146 4.464 32.928∗∗∗
EFF_INT_RATEft 0.054 0.047 0.044 0.038 9.325∗∗∗
SIZEft 19.221 1.352 19.221 1.100 0.004
LEVERAGEft 0.197 0.217 0.212 0.196 − 3.542∗∗∗
SalesGRft 0.085 0.473 0.065 0.298 2.486∗∗∗
BIG4ft 0.552 0.497 0.552 0.497 0.041
EQ_ISSUEft 0.000 0.005 0.054 0.079 − 1.496

Notes: This table reports the descriptive statistics for the key variables for the Swedish and Norwegian sample firms, as
well as the differences between the two subsamples. EQ_ISSUEft is calculated as a change in paid-in capital scaled by
average total assets. All other variables are as described in the text.
∗p < 0.1,∗∗p < 0.05,∗∗∗p < 0.01.

groups appear to report, on average, more financial statement line items than their Norwegian
counterparts (FIRM_ENTRIESft); however, we avoid making any direct comparisons of these
figures due to different database reporting structures for the Swedish and Norwegian groups.

5.2. Analysis of K3 Adoption Effects

To investigate the effects of K3 adoption on corporate outcomes, we use the following difference-
in-differences model in our multivariate analyses:

OUTCOM Eft = α + β1 × K3f + β2 × POSTt + β3K3f × POSTt

+
∑

CONTROLSft + FEgroup + FEindustry−year + ε, (1)

where OUTCOMEft is one of the corporate outcomes (financial reporting properties, real earnings
management, or cost of debt), as described in Section 5.2. The key coefficient of interest in
main specifications is β3. It captures the differences in reporting behavior changes following
the introduction of K3 between K3 adopters (treatment sample) and Norwegian private groups
reporting under local GAAP (control sample).

All our models include a range of control variables that are expected to correlate with our
outcome variables (Balsmeier & Vanhaverbeke, 2018; Barth et al., 2008; Chaney et al., 2004;
Downes et al., 2018; Minnis, 2011; Vural, 2017). Generally, we control for firm asset size
(SIZEft, natural logarithm of consolidated assets), debt-to-asset ratio (LEVft), annual sales growth
(SalesGRft), asset turnover (TURNOVERft,) calculated as revenue scaled by lagged total assets
(in the specifications for accounting properties and real earnings management) or return on assets
(ROAft; in the specifications for comparability-related characteristics and cost of debt; calculated
as net income scaled by lagged total assets), and the presence of BIG4 auditor (BIG4ft). In the
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Table 4. Effects of K3 adoption.

Accounting properties
Real earnings
management

Financial statement
characteristics Cost of debt

(1) (2) (3) (4) (5) (6) (7) (8)
SD3_D_ROAft CORR3ft UNSIGNED_ACCRft ROAft REM3ft COMPARABILITYft FIRM_ENTRIESft EFF_INT_RATEft+1

K3f × POSTt 0.004∗∗ 0.081∗∗∗ − 0.002 0.009∗∗∗ 0.035 0.010∗∗∗ − 0.767∗∗∗ − 0.003∗∗
(2.197) (2.915) ( − 0.832) (3.633) (1.541) (9.020) ( − 8.580) ( − 2.271)

Firm-level controls Yes Yes Yes Yes Yes Yes Yes Yes
Country-level controls Yes Yes Yes Yes Yes Yes Yes Yes
Firm FE Yes Yes Yes Yes Yes Yes Yes Yes
Industry-Year FE Yes Yes Yes Yes Yes Yes Yes Yes
Observations 9,509 9,509 9,509 9,509 9,509 9,509 9,509 7,112
Adj. R2 0.498 0.224 0.296 0.515 0.175 0.878 0.877 0.628

Notes: These models test the association between K3 adoption and a range of corporate outcomes. The sample consists of Swedish (treatment) and Norwegian (control group) private
firms, matched on their 2013 characteristics of asset size, leverage, sales growth, auditor Big4 status, return on assets, equity changes, and 10-industry classification based on NACE
taxonomy. The sample period is 2010-2016. All variables are as described in the text. t-statistics are in parentheses. ∗p < 0.1,∗∗p < 0.05,∗∗∗p < 0.01.



1190 N. Hellman et al.

financial reporting comparability analysis, we include a loss indicator (LOSSft) and its interac-
tion with ROAft. In the cost-of-debt analysis, we also control for the asset structure by including
PP&E and intangible assets, scaled by lagged total assets (PPERATIOft and INTANGRATIOft,
respectively) and debt coverage, calculated as EBITDA scaled by lagged interest-bearing debt
to credit institutions (DEBT_COVERAGEft). All continuous variables are winsorized at 1% and
99%. In all specifications, we include country-level GDP growth (GDPft) and prevailing cor-
porate income tax rates (STRft) to account for country-level differences between Sweden and
Norway. Finally, we include group and industry-year fixed effects to account for unobserved
group-level trends and industry-year specific effects. In all specifications, we cluster standard
errors by groups. For exact specifications for each estimation, see the detailed reported results in
Table OS2 in the Online Supplement.

5.2.1. K3 effects on accounting properties
The results from analyzing accounting properties around K3 adoption are reported in Table 4,
specifications (1) to (4). We observe positive and significant coefficients for the K3f × POSTt

interaction with SD3_D_ROAft and CORR3ft as dependent variables, suggesting that the extent
of income smoothing declined in K3 groups relative to the control sample of Norwegian groups
following the introduction of K3.21 The coefficient for UNSIGNED_ACCRft is negative but not
significant at conventional levels. The interaction coefficient for ROAft is positive at 0.009 and
significant at the 1% level. We graphically present the trends of these outcome variables in Fig-
ures 1–4. These figures suggest that the parallel trend assumption is not violated in these four
specifications.

As discussed in Section 2.2., declining income-smoothing activity (measured as
SD3_D_ROAft and CORR3ft) is an expected outcome due to transitioning between the capital-
ization and expensing approaches, changes in fair value reporting rules, and changes in financial
instrument accounting rules. To shed more light on the increases that we observe in ROAft,
we manually check 60 Swedish groups (corresponding to about 8% of treatment groups) with
largest ROAft changes in 2014 to identify whether and which changes in the financial report-
ing rules have affected such developments. The insights from these checks suggest that the
ROAft increases observed in our empirical tests are driven by groups changing their deprecia-
tion/amortization schedules, removing previously capitalized intangible assets from their balance
sheets, and engaging more in the component capitalization.22

Overall, these results suggest that mandatory K3 adoption has reduced observed earnings
smoothing and increased the reported profitability. Therefore, we formally reject Hypothesis
1a that K3 adoption is not associated with a change in the accounting properties among K3
adopters.23

21The coefficient for POSTtis absorbed by year-fixed effects. The coefficient for K3f is absorbed by group-fixed effects.
22Financial reporting-driven ROAft decreases are primarily related to stricter leasing capitalization rules. Such effects,
however, are much less pronounced than accounting changes leading to ROAft increases.
23Our findings that earnings smoothing has declined following the mandatory K3 adoption contrasts prior studies that
have documented unchanged, or increasing, earnings smoothing activity following mandatory IFRS adoption among
listed firms (see, e.g., Ahmed et al. (2013); Christensen et al. (2015)) and earnings quality improvements only among
private groups with stronger high quality reporting incentives (Bassemir & Novotny-Farkas, 2018). This likely is because
IFRS allows for higher level of discretionary reporting choices than K3 (and IFRS for SMEs on which K3 is based) and,
in many cases, than the local standards that it replaces. On the other hand, K3 has reduced reporting discretion (see
Section 2), reducing thus the role of managerial incentives in determining accounting quality.
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Figure 1. Timing of the effect on the change-in-return volatility (SD3_D_ROAft). This figure presents the
K3f × YEAR coefficients obtained from estimating Model (1) on SD3_D_ROAft , where we replace POSTt with year
indicator variables. The year 2010 serves as a base year. The bold dots indicate the estimated coefficients. Verti-
cal bars indicate 95% confidence intervals for the estimated coefficients. Dashed bars separate the pre-treatment and
post-treatment periods.

5.2.2. K3 Effects On Real Earnings Management
Our previous results indicate that income smoothing (measured as SD3_D_ROAft and CORR3ft)
declined following the introduction of K3. Should such developments have occurred, at least in
part due to the more restrictive characteristics of K3 relative to prior reporting standards, groups
may rely more on real earnings management under K3 to achieve their reporting goals (Ipino &
Parbonetti, 2017). The results reported in Table 4, specification (5), do not provide substantial
evidence that K3 adopters engaged more in real earnings management (measured as REM3ft)
relative to the matched sample of Norwegian groups (K3f × POSTt coefficient positive but not
significant at conventional levels).24 We thus do not formally reject Hypothesis 1b.

5.2.3. K3 effects on Financial Statement Comparability-Related Characteristics
We report the analysis for COMPARABILITYft and FIRM_ENTRIESft in Table 4, specifications
(6) and (7). The estimation results indicate that, for K3 groups, the number of reported items
decreased. We highlight that, as demonstrated in Figure 1 Panel G, K3 adoption has broken
the trend of an increasing number of reported financial statement line items. That is, while the

24The graphs for parallel trends and change timing reported in Figure 5 indicate that the Swedish groups have engaged
relatively less in real earnings management in 2011 and 2012 than Norwegian groups, with this difference disappearing
again in 2013. While real earnings management activities in 2013 may have occurred in anticipation of K3 adoption,
we note that the parallel-trend assumptions are not strictly satisfied, limiting the causal inferences of this specification.
However, the analysis of different types of groups reveals increases in real earnings management among groups with
high intangible assets before the K3 adoption as well as firms switching to non-BIG4 auditors around the regulation
change (see Section 7.2). These cross-sectional findings are largely aligned with insights from prior literature that real
and accrual earnings management can serve as substitute earnings management strategies (Ipino & Parbonetti, 2017).



1192 N. Hellman et al.

Figure 2. Timing of the effect on the correlation between operating cash flows and accruals (CORR3ft). This figure
presents the K3f × YEAR coefficients obtained from estimating Model (1) on CORR3ft , where we replace POSTt with
year indicator variables. The year 2010 serves as a base year. The bold dots indicate the estimated coefficients. Ver-
tical bars indicate 95% confidence intervals for the estimated coefficients. Dashed bars separate the pre-treatment and
post-treatment periods.

parallel trend assumption in the FIRM_ENTRIESft specification is not satisfied, we nevertheless
observe a significant change in reporting behavior around the K3 adoption.

On the other hand, the COMPARABILITYft results indicate that, relative to the control
sample of Norwegian groups, the comparability levels have increased for the K3 adopters
(K3f × POSTt coefficient positive and significant at 1% level). In Figure 6, we observe some
COMPARABILITYft increases in 2013 and a significant jump following the adoption of K3 in
2014. Comparability increase in 2013 may, at least to some extent, be explained by the increases
in firm entries that we report in Figure 7. Thus, while the parallel trend assumption is not strictly
satisfied in these specifications, our results nevertheless suggest that K3 adoption, at least to some
extent, affected the financial statement structure.25 We thus formally reject Hypothesis 1c.

To shed more light on these financial statement structure changes, we check which report-
ing items tend to disappear from the financial reports following the introduction of K3. Most
notably, we observe a systematic, industry-level disappearance of line items such as extraordi-
nary income, items affecting comparability, depreciation of various tangible assets, amortization
of R&D, and unclassified depreciation/amortization. All these items are income statement items;
to some extent, the disappearance of these items reflects a switch by some K3-adopters from
cost-by-nature to cost-by-function presentation, where depreciation/amortization is allocated to
functions, such as cost of sales. While these changes cannot be directly attributed to changes in

25Prior studies provide evidence that IFRS adoption enhances listed firms’ financial statement comparability in the form
of equity market outcomes, both within one jurisdiction (Brochet et al., 2013) and, at least to some extent, across countries
(Cascino & Gassen, 2015; Wang, 2014; Yip & Young, 2012). Our results extend these insights by demonstrating the
financial-statement-structure-comparability changes in a private-firm setting.
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Figure 3. Timing of the effect on the unsigned accruals (UNSIGNED_ACCRft). This figure presents the K3f × YEAR
coefficients obtained from estimating Model (1) on UNSIGNED_ACCRft , where we replace POSTt with year indicator
variables. The year 2010 serves as a base year. The bold dots indicate the estimated coefficients. Vertical bars indi-
cate 95% confidence intervals for the estimated coefficients. Dashed bars separate the pre-treatment and post-treatment
periods.

Figure 4. Timing of the effect on the return on assets (ROAft). This figure presents the K3f × YEAR coefficients
obtained from estimating Model (1) on ROAft , where we replace POSTt with year indicator variables. The year 2010
serves as a base year. The bold dots indicate the estimated coefficients. Vertical bars indicate 95% confidence intervals
for the estimated coefficients. Dashed bars separate the pre-treatment and post-treatment periods.
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Figure 5. Timing of the effect on the real earnings management (REM3ft). This figure presents the K3f × YEAR
coefficients obtained from estimating Model (1) on REM3ft , where we replace POSTt with year indicator variables. The
year 2010 serves as a base year. The bold dots indicate the estimated coefficients. Vertical bars indicate 95% confidence
intervals for the estimated coefficients. Dashed bars separate the pre-treatment and post-treatment periods.

Figure 6. Timing of the effect on financial statement comparability (COMPARABILITYft). This figure presents the
K3f × YEAR coefficients obtained from estimating Model (1) on COMPARABILITYft , where we replace POSTt with
year indicator variables. The year 2010 serves as a base year. The bold dots indicate the estimated coefficients. Ver-
tical bars indicate 95% confidence intervals for the estimated coefficients. Dashed bars separate the pre-treatment and
post-treatment periods.
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Figure 7. Timing of the effect on financial statement entries (FIRM_ENTRIESft). This figure presents the K3f × YEAR
coefficients obtained from estimating Model (1) on FIRM_ENTRIESft , where we replace POSTt with year indicator vari-
ables. The year 2010 serves as a base year. The bold dots indicate the estimated coefficients. Vertical bars indicate 95%
confidence intervals for the estimated coefficients. Dashed bars separate the pre-treatment and post-treatment periods.

reporting regulation (both presentation formats were allowed both before and after the K3 adop-
tion), it appears that the regulatory overhaul has triggered an overview of reporting practices
more broadly in at least some groups, resulting in higher financial statement standardization.

5.2.4. K3 Effects On The Cost Of Debt
So far, our analysis has provided evidence that accounting properties and financial statement
comparability have changed in groups subject to mandatory K3 adoption. We next investigate
whether these changes also affected the privately held groups in terms of their cost of debt. The
results of this analysis are reported in Table 4, specification (8). We find that relative to the Nor-
wegian control sample, groups that adopted K3 experienced a significant decline in their cost of
debt (POSTt x K3f coefficient negative and significant at the 1% level). These findings are consis-
tent with prior studies that document capital-market improvements following the IFRS adoption
and/or improved public disclosure requirements (Breuer et al., 2018; Brüggemann et al., 2013;
Daske et al., 2013; De George et al., 2016). Figure 8 shows that the Swedish groups had a higher
cost of debt than the Norwegian groups in 2011–2014 but experienced a significant reduction
in 2015. This is consistent with lagging debt pricing readjustments following the changes in
financial statement characteristics. We thus formally reject Hypothesis 2.

6. Additional Analyses and Robustness Tests

6.1. Channels for Cost of Debt Effects

Our main analysis suggests an important economic consequence of the K3 adoption in terms of
declining cost of debt. In this section, we investigate two potential channels for this effect. First,
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Figure 8. Timing of the effect on effective interest rates (EFF_INT_RATEft + 1 + 1). This figure presents the
K3f × YEAR coefficients obtained from estimating Model (1) on EF_INT_RATEft + 1, where we replace POSTt with
year indicator variables. The year 2010 serves as a base year. The bold dots indicate the estimated coefficients. Ver-
tical bars indicate 95% confidence intervals for the estimated coefficients. Dashed bars separate the pre-treatment and
post-treatment periods.

we investigate the variations in changes in financial statement properties. If lenders directly or
indirectly base their decisions on financial statement numbers, then the extent to which these
numbers changed following the K3 adoption should be related to the cost of debt changes.
Second, we investigate whether cost-of-debt declines could be attributed to changes in the
information environment due to peers that report, or begin reporting, under full IFRS.26

6.1.1. Changes in financial reporting properties and cost of debt
We first zoom into the link between changes in cost of debt and changes in financial report-
ing properties. The financial statement numbers can be used in lender decision-making either
directly (i.e. in the in-house analysis) or indirectly (as an input to the credit score calculation by
the credit-score agencies).27 The financial statement changes that occur due to the adoption of

26Prior studies also suggest that the cost-of-debt reduction may also result from changing banking relationships (Breuer
et al., 2018) as well as due to banks relying more on tax information (Cassar et al., 2015). We cannot directly test
whether banking relationships have changed for firms subject to mandatory K3 adoption, since such information is not
available in the Swedish setting. However, we note that all Swedish private entities are required by law to prepare
financial statements, and that the pre-K3 level of compliance was high and has not changed substantially following
the introduction of K3. For this reason, while we acknowledge the possibility that the banking relationships may have
changed post-K3 adoption, we do not expect such developments to be driving our results. As regards the use of tax filings
in Sweden, the corporate (legal entity level) tax filing information may indeed be requested by the lenders. However, the
Swedish reporting system has tight links between the legal-entity accounting and tax filings. Thus, increased focus on
the tax filings is unlikely to yield any significant differences in debt-pricing decisions relative to decisions that are based
on financial statement information.
27In Sweden, the biggest provider of the credit score information is UC, who classifies firms into five risk categories based
on their 12-month bankruptcy probability. In its reports, UC provides an evaluation of the developments of key financial
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the K3 standard may thus have a direct effect on the credit risk evaluation and, subsequently, on
the cost of debt.28

To investigate this channel, we calculate the changes in all reporting-property measures from
2013 to 2016 and identify the groups with changes in the top quartile of the distribution. We
then construct a time-invariant indicator variable (INCREASEf ) and set it to 1 for those groups.
We construct a corresponding indicator variable (DECREASEf ), which we set to 1 for groups
with reporting-property changes in the bottom quartile of the distribution. Using these indicator
variables, we test how changes in reporting-properties measures are associated with the changes
in cost of debt.

The results of these estimations are presented in Table 5. Our results suggest that K3 adopters
with SD3_D_ROAft and CORR3ft changes in the top quartile of the distribution experience the
strongest effective interest rate reductions (K3f × POSTt × INCREASEf coefficients negative and
significant at 1% and 10% levels in specifications (1) and (2), respectively). We also observe
that firms with largest negative changes in REM3ft appear to drive the cost-of-debt declines,
indicating that cost-of-debt declines accumulate in firms that do not engage in real earnings
management behavior (K3f × POSTt × DECREASEf coefficient negative and significant at the
5% level in specification (5)). Finally, our results indicate that increases in financial reporting
comparability levels and the number of financial statement line items are associated with a more
pronounced reduction in cost of debt (K3f × POSTt × INCREASEf coefficient negative and sig-
nificant at 1% in specifications (6) and (7)), whereas decreases in the variables are associated with
increased cost of debt (K3f × POSTt × DECREASEf negative and significant at 5% in specifica-
tion (6), negative but marginally insignificant in specification (7)). Overall, these results suggest
that lenders prefer reporting properties that are mostly consistent with the market-wide manda-
tory K3 adoption consequences, thus suggesting that the K3 adoption-driven financial statement
changes, at least to some extent, influence the cost-of-debt reductions.

6.1.2. Cost of Debt And Spillover Effects
We next test whether some of the cost-of-debt improvements may arise due to spillover effects
from IFRS-reporting peer-information disclosure. This is because some groups have chosen to
adopt full IFRS instead of K3. Indeed, in 2013 (2014), the number of voluntary first-time IFRS
adopters was about three (seven) times higher than that during the remaining sample-period
years. More disclosure by IFRS adopters may improve the overall information environment and
yield positive externalities for their peers as well (Badertscher et al., 2013). In other words, the
cost-of-debt reduction may, at least to some extent, arise due to more groups adopting full IFRS
and not because of K3 effects on the financial statements.

We test this peer-information spillover channel in two ways. First, we identify whether groups
adopting K3 have any industry peers (as per 4-digit NACE classification) that report under IFRS.
We construct an indicator variable (IFRS_PEERSft) that is set to 1 if the focal group has at

figures and ratios (such as turnover, net income, equity, liquidity, and solidity) as well as non-financial information (such
as audit opinion). The financial-ratio calculations are based directly on the financial statement data.
28We have obtained some anecdotal evidence from our private conversations with lenders that they generally were not
aware of the introduction of the K3 standard and/or were not aware of the financial reporting changes that the new
standard introduced. As such, the primary channel through which the K3 could affect the cost of debt is the changes in
the financial reporting properties to which the lenders react even if they are not aware that these changes occur due to
changes in the reporting standard.
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least one peer reporting under IFRS in a given year (i.e. IFRS_PEERSft is a time-varying vari-
able).29 Second, we construct a time-invariant indicator variable (IFRS_PEERS_K3f ) that is set
to 1 for K3-adopting groups with peers that have adopted IFRS in 2013 or 2014. We then use
these measures to investigate differences in cost-of-debt outcomes due to peer-reporting behavior
following the K3 adoption.

The results of this investigation are reported in Table 6. They suggest that the effects of K3
adoption on effective interest rates are less pronounced in groups with IFRS-reporting peers
(positive significant coefficient for K3f × POSTt × IFRS_PEERSft in column (1)) but that such
groups had lower cost of debt even before K3 adoption (negative significant coefficient for
IFRS_PEERSft). This result is consistent with the transparency argument that IFRS reporters cre-
ate positive externalities for their peers by improving the information environment and reducing
the cost of debt. We do not find any significant results for the K3 groups with peers that adopted
IFRS in 2013 or 2014 (positive insignificant coefficient for K3f × POSTt × IFRS_PEERS_K3f

interaction in column (2)).
Overall, these results indicate that IFRS-reporting peers do create positive transparency-

related externalities, but that IFRS adopters are not driving the effective cost-of-debt reductions
for K3 adopters following the reporting-regulation change.

6.2. Cross-sectional Analyses

Our main results suggest declining income smoothing, increasing accounting profitability,
increasing comparability, and declining cost of debt for K3-adopting groups. In this section,
we briefly report the results of testing the robustness of our main findings and the additional
analysis relating to the K3 adoption effects for independent legal entities and listed firms.

6.2.1. Differential Exposure to K3 Regulation Changes
As discussed in Section 2, real estate firms were affected by the K3 adoption primarily due to the
transition from the maintain/enhance approach to the components approach, allowing for more
extensive cost capitalization with higher subsequent depreciation expenses. Thus, for the real
estate groups, observed earnings smoothing is expected to increase following the K3 adoption.
For groups with high intangible assets before the K3 adoption, the new reporting standard has
restricted the scope of R&D capitalization. As a result, observed earnings smoothing for such
groups is expected to decline. Consistent with these expectations, we find evidence of increased
earnings smoothing for real estate groups but declining earnings smoothing for groups with high
intangible assets before the K3 adoption. We also observe declining (increasing) real earnings
management among real estate (high intangible asset) groups (see Table OS3 in the Online Sup-
plement); this is consistent with a view of accounting-standard restrictions and real earnings
management functioning as each other’s substitutes (e.g. Khurana et al., 2018).

6.2.2. Groups with Changing Auditors
A specific feature of the K3-reporting framework development in Sweden was that BIG4 firms
were actively involved in the process (Sigonius, 2019) and thus could be considered experts in K3
implementation. Switches to a BIG4 auditor could be interpreted as signals of high-level com-
pliance and scrutiny when a new reporting standard is adopted. Accordingly, the K3-adoption

29We only create this measure for the Swedish (treatment) groups, since we do not have a sufficiently detailed industry
classification data for the Norwegian groups to construct a meaningful measure for the control sample. Under the industry
classification that is available to us, all control groups are classified as having IFRS-reporting peers.
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Table 5. Effect on cost of debt by different types of reporting changes.

Dependent variable:
EFF_INT_RATEft + 1 (1) (2) (3) (4) (5) (6) (7)
Splits based on: SD3_D_ROAft CORR3ft UNSIGNED_ ACCRft ROAft REM3ft COMPARABILITYft FIRM_ENTRIESft

K3f × POSTt − 0.000 − 0.001 − 0.002 − 0.000 − 0.001 − 0.002 − 0.002
( − 0.026) ( − 0.847) ( − 1.112) ( − 0.193) ( − 0.606) ( − 1.291) ( − 1.342)

K3f × POSTt × INCREASEf − 0.009∗∗∗ − 0.005∗ − 0.006∗ − 0.005∗ − 0.002 − 0.009∗∗∗ − 0.014∗∗∗
( − 3.064) ( − 1.665) ( − 1.780) ( − 1.771) ( − 0.676) ( − 2.987) ( − 3.935)

K3f × POSTt × DECREASEf − 0.004 − 0.000 0.001 − 0.007∗∗ − 0.006∗∗ 0.005∗ 0.005∗
( − 1.262) ( − 0.162) (0.400) ( − 2.302) ( − 2.043) (1.774) (1.712)

Firm-level controls Yes Yes Yes Yes Yes Yes Yes
Country-level controls Yes Yes Yes Yes Yes Yes Yes
Firm FE Yes Yes Yes Yes Yes Yes Yes
Industry-Year FE Yes Yes Yes Yes Yes Yes Yes
Observations 7,112 7,112 7,112 7,112 7,112 7,112 7,112
Adj. R2 0.628 0.628 0.628 0.628 0.629 0.628 0.629

Notes: This table presents the results of the triple difference-in-differences analyses for the changes in effective interest rates based on the level of accounting characteristics, real
earnings management, and disclosure changes between 2016 and 2013. For firms in the top (bottom) quartile of change (calculated as the difference between the 2016 and 2013
values of a given outcome variable), INCREASEf (DECREASEf ) is set to 1. For brevity, we only report the main two-way interaction K3f × POSTt and the three-way interactions
K3f × POSTt × INCREASEf and K3f × POSTt × DECREASEf .All variables are as described in the text. t-statistics are in parentheses. ∗p < 0.1,∗∗p < 0.05,∗∗∗p < 0.01.
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Table 6. Cost of debt and IFRS peers.

(1) (2)

K3f × POSTt − 0.007∗∗∗ − 0.004∗∗∗
( − 3.915) ( − 2.650)

IFRS_PEERSft − 0.006∗∗
( − 2.209)

K3f × POSTt × IFRS_PEERSft 0.007∗∗∗
(3.278)

K3f × POSTt × IFRS_PEERS_K3f 0.003
(1.432)

Firm-level controls Yes Yes
Country-level controls Yes Yes
Firm FE Yes Yes
Industry-Year FE Yes Yes
Observations 7,112 7,112
Adj. R2 0.628 0.628

This table presents the results of the analyses for the changes in effective interest rates
(EFF_INT_RATEft + 1) based on IFRS adoption choices by the focal group peers. IFRS_PEERSft is
an indicator variable that is set to 1 if a treatment group has at least one peer (based on the NACE
4-digit industrial classification) reporting under IFRS in a given year. Around 65% of our treatment
group-year observations are classified as having IFRS peers. IFRS_PEERS_K3f is a time-invariant
indicator variable that is set to 1 for treatment groups that have at least one peer (based on the
NACE 4-digit industrial classification) that has adopted IFRS in 2013 or 2014. Around 55% of
our treatment group-year observations are classified as having peers that have adopted IFRS in
2013 or 2014 for the first time. IFRS_PEERSft and IFRS_PEERS_K3f are always set to 0 for the
control (Norwegian) groups due to data limitations. t-statistics are in parentheses. ∗p < 0.1,∗∗p <

0.05,∗∗∗p < 0.01.

effect could be expected to be less pronounced among groups that switch to a non-BIG4 auditor
around the reporting regulation change.30

To test this, we construct an indicator variable (from BIG4f ) and set it to 1 for groups that have
switched from a BIG4 to a non-BIG4 audit firm at any point during 2013–2015. We do so for
both the treatment (Swedish) and the control (Norwegian) groups. We also construct an indicator
variable (to BIG4f ) that is set to 1 for groups that have switched from a non-BIG4 to a BIG4
audit firm in 2013–2015.

The results of this analysis are reported in Table OS4 in the Online Supplement. Consistent
with our expectations, we find that groups switching from a BIG4 to a non-BIG4 auditor exhibit
declining return volatilities, increasing real earnings management, and declining financial state-
ment comparability. We do not find any significant changes for the groups switching to BIG4
auditors.

6.3. K3 Adoption Effects in Legal Entities and Listed Firms

6.3.1. K3 effects in Independent Legal Entities
We exclude independent legal entities from our main sample, as the K3 standard includes
tax-related reporting exceptions for legal entities in their preparation of individual financial state-
ments. Thus, within K3, there is a discrepancy between the reporting standards applicable to the
legal entity’s preparation of individual financial statements and those applicable to the group’s

30Alternatively, as new regulation may impose additional costs (Bernard et al., 2018; Minnis & Shroff, 2017), groups
may switch to a non-BIG4 auditor as a cost-saving strategy. If that is the case and audit quality remains similar (Boone
et al., 2010), then K3-adoption effects would not differ between those groups that change auditors and those that do not.
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consolidated financial statements. This limits the potential impact of K3 adoption on account-
ing properties; however, K3 adoption may have triggered other reporting changes in the form of
increasing financial statement comparability and corresponding capital market benefits. To test
this, we construct a separate matched sample of Swedish and Norwegian independent legal enti-
ties. The results (reported in Table OS5 in the Online Supplement) do not show any significant
changes in accounting properties for K3 adopters but indicate increasing real earnings manage-
ment, increasing financial statement comparability, increasing number of financial statement line
items, and declining effective interest rates for such legal entities.

6.3.2. K3 Adoption Effects In Listed Firms
To the extent that the supply of capital is limited, a natural question arises of whether cost-of-
debt reductions for K3-adopting privately held firms occur at the expense of listed firms’ cost
of debt. We test this by creating a matched sample of Swedish and Norwegian listed firms and
investigate the cost-of-debt changes across these samples. We find no significant difference in
the cost of debt between these two sets of firms following the adoption of K3 in Sweden. The
results of these tests are reported in Table OS6 in the Online Supplement.

7. Conclusions

In this study, we investigate the impact of the mandatory adoption of a new IFRS for SMEs-
based reporting standard (K3) on Swedish private groups’ financial reporting properties and cost
of debt. We utilize a setting where, prior to the adoption, Swedish GAAP for private firms was
characterized by flexibility, incomplete guidance, and opportunities for ‘cherry-picking’ among
competing standards. In 2014, larger Swedish private firms had to adopt K3, a comprehensive set
of newly developed accounting standards, also covering areas previously not covered. Our empir-
ical results suggest that the earnings smoothing of Swedish privately held groups has declined
following the introduction of the K3 standard, while the reported profitability, on average,
increased. Furthermore, our results suggest that the financial reporting comparability increased
after the adoption of K3, and that the K3 adoption was associated with a reduction in group-level
cost of debt. This is in line with the argument that high-quality reporting reduces information
asymmetries between informed managers of privately held groups and their creditors, conse-
quently lowering their borrowing costs. Our additional analysis suggests that the cost-of-debt
reduction is due to the changing properties and comparability of the financial statement items
that are used as an input for lenders’ in-house analysis as well as in external credit-score setting
process.

The results of this study have important implications for policymakers and private firms. Glob-
ally, many private firms are not required to provide disclosures and audited financial statements,
and this makes this study relevant for jurisdictions considering the introduction of mandatory
standards for private firms. Our results suggest that financial reporting regulation using IFRS
for SMEs-based standards affects the financial reporting properties in a way that is consistent
with higher reporting quality. Furthermore, our results indicate that private firms can, through
increased reporting comparability, reduce information asymmetries with contracting parties.

Our study has some limitations. Most importantly, we investigate a setting where an IFRS
for SMEs-based standard has replaced more flexible local standards. While we could expect
similar effects of mandatory IFRS for SMEs-based adoption in settings where local standards
provide ambiguous reporting guidance, our results should be extrapolated to other jurisdictions
keeping this institutional feature in mind. Also, we primarily focus on the K3 adoption effects in
the context of one type of external stakeholder, i.e. external credit institutions. Future research
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could investigate the implications of IFRS for SMEs adoption, and the use of changing financial
information, for other stakeholders such as owners/investors, regulators, and employees. Finally,
our focus in this study is the mandatory adoption of a new reporting standard, and we thus
investigate entities that have limited choice in the matter. However, it is important to recognize
that the adoption of a stricter reporting regime will trigger some firms to avoid exposure to the
new reporting requirements by managing their size (as shown by Bernard et al., 2018), changing
their organizational structure, or discontinuing certain types of reporting. We still know little
about this side of reporting-regulation changes, as well as the costs associated with such behavior.
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