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Abstract

Obijective: To assess how the changes in the accounting for operating leases introduced by IFRS 16
affected the value relevance of EBITDA in Latin American companies.

Method: The study used 2,432 firm-year observations from Brazilian (1,344), Chilean (628), and
Mexican (460) companies, divided into two periods: before and after the adoption of IFRS 16. To
assess the impact of the standard, ordinary least squares regression with firm and year fixed effects
was applied.

Results: There was no increase in the informational relevance of EBITDA after IFRS 16 (Brazil and
Mexico). However, when considering firm- and country-specific effects, EBITDA's relevance increased,
suggesting that the impact of the new standard on the relevance of information is linked to specific
characteristics of the companies and countries analyzed, rather than to a general condition affecting
all companies.

Contributions: The study highlights different forms of implementation and interpretation of the
standard by country, which may compromise the comparability of financial statements. The findings
reinforce that investors should carefully observe how different sectors and countries are affected by
new standards; for regulators, the results support the monitoring of implementation across different
jurisdictions; and companies should report EBITDA with caution, as it may influence stock pricing,
especially when a newly issued standard has significant impacts on its values.
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Introduction

For the smooth functioning of the financial market, ac-
cording to the Efficient Market Hypothesis (EMH) (Fama,
1971), prices must reflect all available information, inclu-
ding accounting information. In this context, the relevance
of accounting and financial information is measured by its
ability to influence the prices of assets in the capital market.

Barth et al. (2023) highlight that, in the last two decades, the
transition from an industrial economy to one based on servi-
ces and information technology has reduced the relevance of
traditional performance measures, such as accounting inco-
me, while increasing the relevance of alternative indicators.

According to KPMG (2016), 77% of the 235 Brazilian fir-
ms analyzed disclosed EBITDA between 2013 and 2015,
making this the most used alternative measure. In 2017,
the International Accounting Standards Board (IASB) issued
International Financial Reporting Standard (IFRS) 16, which
changed the accounting for operating leases, previously
governed by International Accounting Standard (IAS) 17.

Before IFRS 16, IAS 17 (CPC 06) classified leases as ei-
ther finance or operating. In a finance lease, the con-
tract was accounted for as an asset by the lessee; in an
operating lease, only the rent expense was recorded in
the income statement, with no impact on assets or EBI-
TDA (Earnings Before Interest, Taxes, Depreciation, and
Amortization). This compromised the timeliness of infor-
mation, as the debt was only known at the end of the
contract and after all expenses had been recognized.

The IASB estimated that 85% of leases were not on
the financial statements (Lloyd, 2016) because they
were operating leases. This went against the informa-
tional needs of investors, making it necessary to stan-
dardize the accounting for all contracts by lessees.

IFRS 16 determined that all leasing contracts, regardless
of their nature, must be recognized on the lessee's balance
sheet from the beginning, generating a right-of-use asset
and a lease liability, both recorded at the present value of fu-
ture payments, with no initial impact on shareholders' equi-
ty. As a result, rent expense ceased to exist. The asset began
to be depreciated, generating a depreciation expense, and
the liability was updated with interest, generating a finan-
cial expense, consequently impacting shareholders' equity.

Since EBITDA excludes depreciation and financial expen-
ses, its value was expected to change, especially in firms

with significant operating leases (EFRAG, 2017; Magli et
al., 2018), which was confirmed by Cardoso and Britto
(2023). Even if investors adjusted EBITDA, it was essential
that these values were clearly presented in the statements or
in the notes. Otherwise, it would be necessary to estimate
them, which, according to the IASB (2013), could gene-
rate distortions depending on the assumptions adopted.
In light of the EMH, it is expected that the relevance of
EBITDA has changed after the adoption of IFRS 16, as
the metric began to reflect more complete information.

Considering the importance attributed to EBITDA by
the market (KPMG, 2016) and the impacts of IFRS 16
on this metric (Cardoso & Britto, 2023), the main pur-
pose of this research is to evaluate how the changes in
operating lease accounting brought by IFRS 16 affected
the value relevance of EBITDA in Latin American firms.

Although a significant impact on EBITDA was expec-
ted, Lloyd (2016) argued that the effect on Net Income
would be negligible. As previous studies show divergent
results — some indicating greater relevance of EBITDA
(e.g., Lima et al., 2022; Macedo et al., 2012) and others
favoring Net Income (e.g., Barton et al., 2010; Francis
et al., 2003) - to complement the analysis, the second
purpose was to compare the impact of IFRS 16 on the
value relevance of EBITDA and Net Income, broadening
the understanding of its influence on market decisions.

EBITDA is also very important for standard-setting bo-
dies. For example, in the preparation of IFRS 18 — Pre-
sentation and Disclosure of Primary Financial Infor-
mation, the IFRS Foundation (2024a) analyzed the
costs and benefits of the standard, including adjusted
EBITDA. According to Salotti (2024), IFRS 18 requires
greater detail on the adjustments made to this me-
tric, reinforcing its relevance in the financial context.

Studies on the impact of IFRS 16 on the relevance of finan-
cial information are still recent (e.g., Rocha et al., 2021),
especially in Latin American countries. The maijority analyze
data from the US-Europe axis, and this study contributes
to the literature by including Brazil, Chile, and Mexico,
countries that have distinct economic and structural cha-
racteristics — despite their geographical proximity — allowing
for a broader investigation into the relevance of EBITDA.

These disparities among countries can be attributed to
historical, economic, and cultural factors that generate
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regional differences (Nobes & Parker, 2008), such as tax
burden (Paes, 2013), which influence accounting metrics,
such as EBITDA and Net Income, and their relevance.

Most recent studies focus on other aspects of the relevan-
ce of accounting information, and not on EBITDA (see
Barth et al., 2023; Batistella et al., 2021; Bonilla, 2022;
Chen et al., 2020; Dunham & Grandstaff, 2022; Lima
et al., 2022; Magli et al., 2018; Marques et al., 2022;
Santos & Souza, 2023; Utami et al., 2024). Those that do
address EBITDA (e.g., Black et al., 2018; Francis et al.,
2003; Habib, 2010; Macedo et al., 2012) do not analyze
the impacts of IFRS 16. Even when the standard is consi-
dered (Cardoso & Britto, 2024; EFRAG, 2017; Magli et
al., 2018), its informational relevance is not investigated.

Giner and Pardo (2018) investigated Spanish firms before
the standard, estimating its possible effects on operating
lease liabilities, but not on EBITDA. More recently, Erickson
et al. (2024) studied the impact of the updated leasing
standard issued by the Financial Accounting Standards
Board (FASB), but also without including EBITDA. Messias
et al. (2022) and Cardoso and Britto (2024) investigated
IFRS 16 on financial indicators such as leverage and li-
quidity, but did not evaluate how the impact on EBITDA
would affect its relevance for the market, as our study does.

The analysis was performed with Ordinary Least Squa-
res models with fixed effects based on Ohlson, with in-
teractions for the post-IFRS 16 period. A multilevel hie-
rarchical linear model (levels: country and firm) was
also used to capture heterogeneity. The sample co-
vers 2015 to 2022, with 2,432 firm-year observations.

The results indicate that, in general, net income had more
statistical significance than EBITDA, as the latter did not show
a change in informational relevance with IFRS 16. However,
when considering specific firm and country effects, the re-
levance of EBITDA increased, indicating contextual effects.
Net income, on the other hand, was only significant when
the firm level was considered, reinforcing that the effects
of the standard vary according to particular characteristics.

This study highlights the importance of considering the
industry and jurisdiction when evaluating the impacts of
new accounting standards. This reinforces the need for
investors to be attentive to the industries in which they
invest, especially in the face of standards like IFRS 16,
which affect different segments in different ways. Standar-
d-setting bodies should observe how these standards are
implemented in each country. For firms, the results indicate

that the degree of impact of a standard on their statements
can be directly reflected in their perception by the market.

2 Literature Review

2.1 Brazil vs. Chile vs. Mexico: Differentiating
Characteristics

Brazil, Chile, and Mexico are emerging economies in Latin
America with legal systems originating from the French
model. Brazil and Mexico have the largest GDPs in the
region (World Bank, 2024), while Chile ranks fifth. Despite
their geographical proximity, they have cultural, economic,
and legal differences that can influence the application

of accounting standards (Nobes & Parker, 2008).

Santana et al. (2022) point out that Brazil and Mexico have
similar market capitalization, but Brazilian shares account
for 75% of total trading in Latin America. The Chilean
market, although smaller, has reached a capitalization
of over 100% of its Gross Domestic Product (GDP).

Regarding stability, Oliveira et al. (2021) identified
less currency volatility in Mexico and Chile between
1995 and 2016. Capital control policies also varied:
Mexico maintained high levels of control with little
fluctuation, while Brazil and Chile faced large
fluctuations, with sharp declines in the early 2000s.

ADeloitte (2014) survey highlighted differences in industrial
composition based on 2013 revenue: in Brazil, the main
sectors were Qil and Gas, Food, and Construction;
in Chile, Retail, Oil and Gas, and Transportation;
and in  Mexico, Information, Retail, and Food.

Furthermore, studies by Leuz (2010) and Isidro et
al. (2020) point to institutional differences, such as
enforcement, creditor rights, and the rule of law.
Minkov and Kaasa (2022) classified Chile as the least
collectivist of the three, which, according to Gray and
Vint (1995) and Bafistella et al. (2021), may be related
to greater distrust in the capital market. This aligns
with Isidro et al.'s (2020) finding that Chile has less
interpersonal trust. Paradoxically, the same study found
that Chile has better quality financial information,
which can influence the relevance of accounting
information differently compared to Brazil and Mexico.

2.2 Value Relevance of Accounting Information
Ball and Brown (1968) were pioneers in investigating
the relationship between income and stock prices.

However, for years, research (Barth et al.,, 2023;
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Collins et al., 1997; Lev, 2018) has shown a
deterioration in the usefulness of accounting income,
which no longer adequately reflects firm performance.

Several studies have examined value relevance in several
contexts and markets, but the results are inconsistent.
Some studies indicate that Net Income is relevant
(Erickson et al., 2024; Ficco et al., 2014; Giner & Pardo,
2018; Ki et al., 2019; Lima et al., 2022; Macedo et
al., 2012), while others show that this relevance varies
depending on the group of firms analyzed (Martinez et
al., 2012). There is also no consensus on Shareholders'
Equity. Some research indicates that Shareholders' Equity
is relevant or that its relevance has increased (Collins et
al., 1997; Erickson et al., 2024; Ki et al., 2019; Lima
et al., 2022; Macedo et al., 2012), and others indicate
the opposite (Ficco et al., 2014; Martinez et al., 2012).

Collins et al. (1997) studied the evolution of the value
relevance of financial information over forty years and
found a decline in the relevance of Net Income and an
increase in that of Shareholders' Equity. This change was
atftributed to the increase and magnitude of extraordinary
items, a higher frequency of losses, and changes in
the average size of firms and the intensity of intangible
assets over time. Later studies, such as Barth et al.
(2008) and Ki et al. (2019), found that the adoption
of IFRS increased the association between accounting
values and stock prices or returns, in developed
countries and the South Korean market, respectively.

In contrast, Ficco et al. (2014) found relevance for
information on net income, but not for Shareholders'
Equity. Martinez et al. (2012) found no relevance
for either indicator in Argentine firms, although they
did find significance for income and Shareholders'
Equity in firms in Chile, Colombia, and Mexico. For
Brazil and Peru, income was not considered relevant.

Differences in results may be associated with the
socioeconomic context and the period analyzed. While
Collinsetal.(1997)focused on USfirmsuntil 1993 and Barth
etal. (2008) on developed countries until 2003, Martinez et
al. (2012) and Ficco et al. (2014) analyzed Latin American
firms in the 2000s, a period marked by the subprime
crisis and before the full adoption of IFRS in the region.

There is a wide range of research analyzing the
relevance of accounting information and an even
wider range of their findings, which vary according to
institutional and temporal context. The next subtopic
discusses studies that pointed to the relevance of

EBITDA for stock returns or prices before IFRS 16.

2.3 Research on EBITDA: Formulation of Research
Hypotheses

Bradshaw and Sloan (2002) found that non-GAAP
(Generally Accepted Accounting Principles) measures,
such as those adjusted for non-recurring or non-cash items,
tend to have greater value relevance than traditional
accounting income. EBITDA, not being regulated
information, is called a non-GAAP measure, while net
income is standardized by the IASB. For Ribeiro et al.
(2019), the provision of non-GAAP information responds
to a demand for information that is not met solely by profit.

As mentioned, IFRS 16 changed the accounting for
operating leases, affecting EBITDA and, to a smaller
extent, Shareholders' Equity and Net Income. EBITDA was
expected to be highly impacted, especially in sectors like
aviation (EFRAG, 2017; Magli et al., 2018). In Brazil,
Messias et al. (2022) and Cardoso and Britto (2023)
confirmed this effect, observing an average increase in
EBITDA after the adoption of the standard, with a greater
impact on the retail and aviation sectors. These findings
suggest that IFRS 16 may have modified the relevance of
EBITDA by making its information more timely and accurate.
This theory is consistent with Black et al. (2018), who state
that information will only be used if it is considered reliable.

Xu et al. (2017), when simulating the effects of IFRS 16
on 165 Australian firms, also found relevant impacts on
financial indicators and their usefulness for investors.
However, they did not identify a change in the relevance
of Net Income. As the data used did not yet include
the standard's changes, the authors used a method
to include such information based on estimates and
compared it with the information before the change.

Similarly, Erickson et al. (2024) found an increase in
the relevance of operating lease information after the
update of the FASB standard. A similar result was found
by Utami et al. (2024), when analyzing data from 17
Asia-Pacific countries after the application of IFRS 16.

On the other hand, Giner and Pardo (2018) studied
Spanish firms before the adoption of IFRS 16 and found that
investors were already pricing the information disclosed in
the retail sector. Martins et al. (2013) studied 43 Brazilian
firms between 2010 and 2011 and concluded that there
was no evidence that the information on operating leases
disclosed in the notes had relevance. This Brazilian evidence
suggests that investors were not pricing this information
in the same way as Spanish firms, indicating a potential
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for change in this market with the adoption of IFRS 16.

Although there are no published studies that evaluate the
impact of IFRS 16 in other Latin American countries, the
similarity in legal origin and the timing of IFRS adoption
could indicate similar effects. On the other hand, specific
characteristics of each of them — such as those found
by Leuz (2010) and Isidro et al. (2020) - could lead to
conflicting results among the different jurisdictions, which
reinforces the need for a more in-depth empirical analysis.

Given the significant change of IFRS on EBITDA for firms
that had this type of contract (EFRAG, 2017; Lloyd, 2016;
Magli et al., 2018), it is expected that this change has
impacted the relevance of the indicator. Until then, there
was no evidence that the capitalization of operating leases
in the Latin American market improved the explanatory
capacity of total assets and liabilities (Martins et al., 2013),
as it occurred in other markets (Giner & Pardo, 2018).

As IFRS 16 seeks to increase comparability between
firms that use operating and finance leases, it is expected
that this greater transparency has generated a positive
impact on the relevance of EBITDA for investors. This
is because, with the new standard, EBITDA begins to
reflect information that before might not even have
been presented, making it a more complete and,
possibly, more relevant indicator for decision-making.
Thus, the following research hypothesis is formulated:

IFRS 16
EBITDA

H1: The implementation of increased

the relevance of information.
Previous research has compared the relevance of EBITDA
with other performance measures in different contexts
and markets, with diverse conclusions. For example,
Francis et al. (2003) studied American firms in 16
economic industries from 1990 to 2000 and found
that, in all cases, net income was superior to EBITDA
in terms of relevance, indicating that the latter has
incremental value. Similarly, Habib (2010) observed
greater relevance of earnings in the Australian market.

However, Barton et al. (2010) concluded that EBITDA
stands out in environments with low informational quality,
including the results from Chile and Mexico. They understand
that since EBITDA better reflects changes in cash flows, it is
considered more useful information. Based on the results of
McVay (2006), they argue that this better explanation of
cash flows is related to the incentive for managers to place
bad information towards the end of the income statement.

This may be related to what was stated by Black et al.
(2018), who believe that when GAAP information has
a certain degree of noise, managers can use non-GAAP
performance information to provide a clearer signal
of performance. Similarly, Ribeiro et al. (2019) found
that non-GAAP earnings measures are more relevant
than income calculated according to the standards.

Research on the relevance of EBITDA has also been
conducted in the Brazilian market. lima et al. (2022)
investigated the value relevance of the new operating
income, EBITDA, and Net Income. With a sample
of 149 firms during the period from 2010 to 2019,
they found that EBITDA is superior to net income. In
the same way, Macedo et al. (2012) analyzed 687
observations referring to Brazilian firms from 2006
to 2010 and found that EBITDA has value relevance.

The difference in relevance between EBITDA and Net
Income can be explained by contextual and market
factors such as capital structure and tax burden, which
directly affect Net Income but not EBITDA. Previous
research has pointed out that institutional and economic
factors influence the relevance of information (Barth et
al., 2023; Barton et al., 2010; Batistella et al., 2021;
Bonilla, 2022). In sectors with high levels of fixed assets
and high financial liabilities, EBITDA can be more efficient,
as these elements impact Net Income more directly.

Net income can be influenced by accounting estimates,
such as those related to depreciation, making EBITDA
a more predictable and possibly more relevant metric
for investor decisions. Ribeiro et al. (2019) highlight a
market demand for non-GAAP information, understanding
that information that follows accounting regulations is
conservative and does not meet the informational need.

The use of EBITDA, however, has been done without any
verification of its calculation method (Maglietal., 2018). For
Blacketal. (2018), profitwas more relevant since EBITDA, as
additional information, can be manipulated by managers.

On the other hand, with the application of IFRS 16, rent
expenses were replaced by depreciation and financial
expenses, which can lead EBITDA to better reflect lease
contractsandavoidrelevantdifferentiationsinthecomparison
between companies that buy or lease assets. Net Income,
in turn, tends to be less impacted by this normative change.

In summary, IFRS 16 standardizes the accounting
for leases, which makes EBITDA a more comparable
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indicator between companies that have different types
of contracts. Meanwhile, Net Income is litfle impacted
by the standard but is affected by contextual and market
factors. Adding to this, the Latin American market is
an environment with low informational quality, where
EBITDA proves to be superior because it has less noise.
Thus, it is expected that EBITDA, which is already seen
as an indicator less influenced by accounting estimates,
became an even better metric for analyzing operational
performance. Thus, the following hypothesis is formulated:

H2: The relevance of EBITDA is superior to the relevance
of Net Income after the implementation of IFRS 16.

3 Methodological Procedures

3.1 Sample

The sample for the present study, as well as all variables,
was obtained from the Capital IQ database and includes
2,432 firm-year observations from non-financial Latin
American firms: Brazilian (1,344), Chilean (628),
and Mexican (460). The possibility of including other
Latin  American countries, such as Argentina, Peru,
and Colombia, was analyzed; however, the number
of observations from these countries was insufficient.

Firms with zero stock trading in the analyzed year were
excluded, indicating low liquidity. Firms with negative
Shareholders' Equity were also excluded, as the model
used does not work for these cases (Jan & Ou, 2012).
These authors demonstrated that the market evaluates
firms with negative Shareholders' Equity differently from
those with positive Shareholders' Equity. Considering
that the relationship between price and Shareholders'
Equity is expected to be positive — that is, the higher the
Shareholders' Equity, the higher the price — the inclusion of
firms with negative Shareholders' Equity could improperly
compromise the relevance of this variable in the analysis.
Based on the boxplot analysis, an outlier was found in
the sample of Brazilian firms related to three variables of
inferest, which was excluded for the analysis of the results.

The chosen period is justified by the need to analyze
two moments. A more recent one starting on January
1, 2019, to December 31, 2022, considering the
entry into force of IFRS 16, which deals with lease
accounting; and an older one with the same number
of years, from January 1, 2015, to December 31,
2018, before the entry into force of the said standard.

It should be noted that, in the analyzed period, IFRS
were already applied to all publicly traded firms in the

three countries (IFRS Foundation, 2024b). Brazil and
Chile adopted them in 2010 and Mexico in 2012.

3.2 Data Analysis Method

The panel data technique with fixed year and
firm/industry effects was used to run the models,
similar to Chen et al. (2020). For this, Equation
(1) was applied in the Stata® software version 12.
P, ,=oa,+PB ,PL, ,+B,LL, +B,EBITDA, +
B,PL*IFRS16, +B,LL*IFRS16, +B,EBITDA*IFRS16, ++
: )
Where P corresponds to the logarithm of the closing price
of shares i on April 30 of year t, PL is the Shareholders'
Equity per share intfor eachi, LL represents the Net Income
per share in t for each i, EBITDA represents the EBITDA per
share at time t for each i, IFRS 16 equals 1 if the period
is post-IFRS 16 and O otherwise, and the interactions,
which represent the incremental effect of the adoption
of IFRS 16 on the relevance of the accounting variables.

To ensure that the accounting information was already
published, the price was measured four months after
the end of the fiscal year, following the logic of previous
research (Barth et al., 2008; Barth et al., 2023; Collins
et al., 1997; Ficco et al., 2014; Macedo et al., 2012).

We opted to use price instead of return because, as
observed by Barth and Clinch (2009), returns do
not perform well in models like the one adopted in
this research. These models are more suitable for
investigating the incorporation of new accounting
information by the market within the return interval. This
is because the model specification with returns increases
the variation in the regression error term in relation to the
variation in the information of the independent variables,
which leads to less efficient coefficient estimates. In
addition, as the return specification is a specification in
which the variables are expressed in terms of annual
variations, there is the potential for the independent
variables to be correlated with the regression error term.

For industry classification, we used the Standard Industrial
Classification (SIC) code, provided by Capital Q.

In the analysis of the main model, we decided to use the
indicator variable in interactions to preserve the sample
size, because running the data separately for the pre- and
post-standard periods would reduce the sample by almost
half. The test of Hypothesis 1 is based on the statistical and
economic significance of the interaction of EBITDA per
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share and the IFRS 16 indicator variable (EBITDA*IFRS 16).
For the comparison between the relevance of Net
Income and EBITDA and for the test of Hypothesis 2,
the significance of the variables and the adjusted R? of
the restricted models (2) and (3) were analyzed. Thus,
for Hypothesis 2 not to be rejected, the adjusted R? of
equation 3 had to be greater than that of equation 2.
P, =0, +B,PL +B,LL +BPLIFRST6, +B,LLIIFRS16, +, 2)
P =0, +B,PL +B,EBITDA +B,BPLIFRS16 +BEBTDATFRSIE +6i  (3)

The inclusion of Net Income serves as a comparison

Table1. Observations by Country and Year

parameter, without a specific focus on the analysis of the
impacts of IFRS 16 on it. The effect of the standard on Net
Income is expected to be limited, since it mainly represents
a change in accounting classification, with only possible
temporary effects on depreciation and financial expenses.

4 Results

Considering the sample of 2,432 firm-year observations,
1,350 observations (55.51%) refer to the post-IFRS
16 period. Of the total observations, 1,344 are from
Brazilian firms (55.26%), 628 (25.82%) from Chilean
firms, and 460 (18.92%) from Mexican firms. The
annual distribution by country can be seen in Table 1.

2015 2016 2017 2018 2019 2020 2021 2022 Total

Brazil 134 132 140 155 155 174 217 237 1.344

Chile 71 73 78 79 81 81 82 83 628

Mexico 51 54 56 59 57 61 61 61 460

Total 256 259 274 293 293 316 360 381 2.432
Given the predominance of the Brazilian market in the of the effects of IFRS 16 in the three countries.

sample, all analyses were also conducted by country and
reported, even if not presented in tables. This approach
aims to ensure that the results do not exclusively reflect
this market, guaranteeing a more balanced interpretation

Table 2. Descriptive Statistics (Full Sample and by Country)

4.1 Descriptive Statistics
Table 2 demonstrates the descriptive statistics of the
studied variables for the overall sample and by country.

N Mean Median Standard Deviation Minimum Maximum
Full Sample 2.432
Price 0,47 0,69 1,60 691 5,58
PL 3,83 1,45 14,34 0,00 297,03
LL 0,23 0,10 6,40 -158,08 67,26
EBITDA 0,54 0,28 2,35 -41,86 2599
Brazil 1.344
Price 0,98 1,02 1,01 -3,32 5,58
PL 491 1,92 18,44 0,01 297,03
LL -0,56 0,14 8,59 -158,08 67,26
EBITDA 0,57 0,38 3,04 -41,86 2599
Chile 628
Price -0,66 -0,46 2,17 6,91 4,11
PL 2,96 0,57 774 0,00 61,14
LL 0,17 0,04 0,45 2,01 496
EBITDA 0,53 0,10 1,19 0,35 11,47
Mexico 460
Price 0,52 0,55 1,27 691 3,36
PL 1,86 1,13 2,05 0,00 13,30
LL 0,18 0,09 0,29 1,17 2,84
EBITDA 0,45 0,28 0,55 0,12 4,21

P refers to the logarithm of the stock price, PL to Shareholders' Equity per share, LL to Net Income per share, and EBITDA to EBITDA per share. These values were calculated in

dollars using the historical rate for standardization purposes.
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Analyzing Table 2, a significant difference can be
seen in the logarithm of prices, Net Income, and
Shareholders' Equity from one country to another. On
the other hand, EBITDA per share was similar in terms
of average but different in terms of standard deviation,
which indicates that, despite a general trend among
them, there are differences in their levels of uncertainty.

It was observed that, as in previous studies (Collins
et al.,, 1997; Lima et al.,, 2022; Ribeiro et al., 2019;
Santos & Souza, 2023), the standard deviation of
all variables is high, exceeding their means, which
indicates a heterogeneity of the companies studied.

The Pearson correlation (not tabulated) indicated
statistical significance at 1% for all variables (without
inferactions), with @ maximum correlation of -0.48.
Of note is the increase in the correlation between
EBITDA and stock price after IFRS 16 (from 0.06 to
0.33) and the change in the correlation of Net Income,

4.2 Results of Regression Models

To ensure the robustness of the results, we performed
tests and corrections for the main assumptions of panel
models. The logarithmic transformation of the dependent
variable was applied to reduce potential problems with
the normality of residuals, but based on the Central
Limit Theorem, this was not considered a problem
given the large sample. Still, the serial autocorrelation
of residuals was controlled by adjusting the standard
errors clustered by company. This same correction
served to avoid heteroscedasticity issues, ensuring the
consistency of the estimates even in the presence of
non-constant variances. Multicollinearity was evaluated
by the Variance Inflation Factor (VIF), whose values
(below 5) indicated the absence of relevant problems.

Table 3 presents the results of the regressions of the
model with the full period and interactions (Equation
1), and the results using equations (2) and (3) to verify

which went from negative (-0.15) to positive (0.08). whether EBITDA or Net Income is more relevant.
Table 3. Multiple Regression Applying Equations (1), (2), and (3)
(1) P,i=a+B,PL +B,LL +B,EBITDA +B PLAIFRS 16, +B,LL*IFRS16, +B,EBITDA*IFRS16, ++ ¢
(2) P",=OO+BIPLI"+B2LLM+[53PL*|FRS1 6IVQ+BALL*|FRS 16, +e,
(3) P,=a+B,PL +B,EBITDA, +B.B,PLAIFRS 16, +p EBITDA*IFRS 16, +¢i
() () 3 m @ @
PL 0,0108*** 0,0115%** 0,0123*** 0,0309*** 0,0305*** 0,0309***
(0,001) (0,002) (0,001) (0,006) (0,006) (0,005)
LL -0,0049* ** -0,0025 0,00002 0,0072
(0,002) (0,003) (0,010) (0,008)
EBITDA 0,0249** 0,0213 0,0723** 0,0728**
0,013) (0,016) (0,029) (0,033)
PL*IFRS 16 0,0036 0,0055 0,0019 0,0573** 0,0733*** 0,0583**
(0,010) (0,008) (0,009) (0,025) (0,023) (0,025)
LL*IFRS 16 0,0266** 0,0446** -0,0256 0,0419
0,012) (0,021 (0,019) (0,026)
EBITDA*IFRS 16 0,0325 0,0497 0,2315** 0,2102*
(0,040) (0,039) (0,1108) (0,114)
Constant 0,3813*** 0,3873*** 0,3765*** -0,0995 -0,0665 -0,0980
(0,040) (0,040) (0,041) (0,313) (0,324) (0,313)
N 2.432 2.432 2.432 2.432 2.432 2.432
R? 0,2117 0,2038 0,2083 0,2118 0,1757 0,2111
Fixed Effects:
Year Yes Yes Yes Yes Yes Yes
Firm Yes Yes Yes No No No
Industry No No No Yes Yes Yes

*p<0.1, ** p<0.05, *** p<0.01
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In Table 3, forthe models with firm fixed effects, itis clear that
the new standard had a positive impact on the relationship
only for Net Income. This could mean that the standard
had a positive impact on the relevance of Net Income but
not on EBITDA. This indicates that the market was already
assimilating firms’ economic performance well, even with
the accounting change, in line with Martins et al. (2013),
which weakens the hypothesis that EBITDA would have
gained (orlost) relevance after the adoption of the standard.

According to Francis et al. (2003), the industry that
value EBITDA the most are: "Oil and Gas Equipment
and Services," "Healthcare," and "Telecommunications."
However, according to Lloyd (2016), the industries most
affected by IFRS 16 would be "Airlines," "Retail," and
"Travel and Tourism." This distinction suggests that the
accounting standard impacted precisely the industries
where EBITDA is not traditionally the main performance
metric. Therefore, by controlling for firm fixed effects,
specific characteristics are absorbed that may explain
why the relevance of EBITDA did not change significantly.

In the models with industry fixed effects, the results were
distinct. These differences from replacing firm fixed effects
with industry fixed effects — which is generally used in the
value relevance literature (see Barth et al., 2008; Chen
et al., 2020; Erickson et al., 2024; Giner & Pardo, 2018;
Habib, 2010; Ki et al., 2019; Lima et al., 2022) - indicate
that there is heterogeneity within industries, meaning
that firms in the same sector may have been affected in
different ways, either by the volume of lease contracts or
by their accounting policies. Since the industry fixed effect
assumes homogeneity among firms in the same industry,
important characteristics may not be adequately captured.

Finally, the results obtained point to a possible rejection
of Hypotheses 1 and 2, at least when considering
firms in general. IFRS 16 does not seem to have

significantly impacted the relevance of EBITDA,
and Net Income remained a relevant informational
metric, especially after the standard's adoption.

In addition to the differences between industries, it is
also possible that there are variations between countries,
affecting the coefficients, significances, and R2. To verify
this, Equation (1) was estimated separately for Brozil,
Chile, and Mexico, with fixed effects for year and firm.
This analysis also aims to mitigate the impact of the larger
number of Brazilian observations on the general results.

Table 4. Multiple Regression (Equation 1) by Country

Brazil Chile Mexico
PL 0,0123*** 0,0310 0,0583
(0,001) (0,030) (0,064)
LL -0,005*** -0,6325 0,0377
(0,002) (0,440) (0,098)
EBITDA 0,0205* 0,6323* 0,4128*
(0,012) (0,382) (0,221)
PL*IFRS 16 0,0064 0,0431* -0,0203
(0,014) (0,026) (0,045)
LL*IFRS 16 0,0280*** 0,8328** 0,4154*
(0,009) (0,392) (0,231)
EBITDA*IFRS 16 0,0188 -0,5388* 0,0056
(0,031) (0,291) (0,154)
Constant 0,6692*** -0,8844*** 0,5740***
(0,063) (0,205) (0,115)
N 1.344 628 460
R? 0,2368 0,4727 0,4746
Fixed Effects:
Year Yes Yes Yes
Firm Yes Yes Yes

*p<0.1, ** p<0.05, ¥** p<0.01

The results show that EBITDA has statistical relevance in
all countries, even though at different levels. This was
expected, both from the evidence of incremental value
to net income in previous studies (Francis et al., 2003;
Habib, 2010) and from the strong presence of the retail
industry — one of the most affected by IFRS 16 — in all
countries in the sample (Deloitte, 2014).

Although little effect of IFRS 16 on net income was
expected, the LL*IFRS16 interactions were significant in all
three countries. This can be attributed to the lower quality
of accounting information in these jurisdictions (Isidro et
al., 2020; Leuz, 2010), which leads the market to react
positively to a new standard, increasing confidence in the
information.

In the case of Chile, the lack of relevance of the accounting
variables and the reduction in the relevance of EBITDA
after IFRS 16 may be linked to cultural factors, such as a
low level of interpersonal trust and less collectivism (Isidro
et al., 2020; Minkov & Kaasa, 2022), which reduces the
use of accounting information by investors. This is in line
with the findings of Gray and Vint (1995) and Batistella et
al. (2021), where in more individualistic societies, there is
greater distrust of the capital market.

Finally, the results confirm that the weight of Brazilian
firms influenced the joint estimates — this is also verified
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when running the analysis by country of equations (2) and
(3) separately, not tabulated — but the general conclusions
are maintained. However, the interaction variable with
EBITDA did not show significance in Brazil and Mexico,
reinforcing the previous results that indicate that firms
in these countries, in general, were not impacted by the

standard.

To complement the analysis by country, the sample was
used by country and by year, referring to equations (1),
(2), and (3), without interactions. The adjusted R? values
are presented in Figure 1.

Figure 1. Adjusted R? of Equations (1), (2), and (3), without Interactions

(1) P, =ag+B PL +B,LL +B,EBITDA, +B PL¥IFRS16, +B,LL*IFRS16, +B,EBITDA*IFRS16, ++ ¢

it
(2) P,=ag+B,PL +B,LL +B.PLAIFRS 16, +B,LL*IFRS 16, +5
(3) P, =a,+B,PL +B,EBITDA, +P.B,PLFIFRS16, +B EBITDA*IFRS 16, +¢i

ALL BRAZIL
——(1) (2) —m—(3) ——(1) (2) —m=—(3)
0,8 0,8
0,6 0,6
0,4 0,4
0 M 0 r’-\-\/"""
0 0

20152016 2017 2018 2019 2020 2021 2022

CHILE

—— (1) (2) == (3)

20152016201720182019202020212022

MEXICO

—— (1)

(2) —=—(3)

20152016 2017 2018 201920202021 2022

In Brazil and Chile, EBITDA was more relevant for most of
the analyzed period. However, in Brazil, the relevance of
EBITDA was only clearly superior to that of net income from
2020 onwards. This, however, was not seen in Mexico.
The differences between the countries may be related to
the justification proposed by Ki et al. (2019), according
to which different levels of demand for information can
lead to differences in the relevance of financial indicators.
Similarly, it can be understood that differences in the
regulatory environments and enforcement mechanisms of
each country may have led to conflicting results.

In 2019, the year of IFRS 16's application, a drop in the
explanatory power of all models was observed in Brazil.
Given that this happened one year after the adoption of
IFRS 9 and 15 and also before the Covid-19 pandemic,

20152016 2017 2018 201920202021 2022

it is not possible to state that the changes in explanatory
power were caused by these events; it is plausible that
the impact stems from IFRS 16. After 2019, however,
the explanatory power of the Brazilian sample returned
to levels prior to the application of the new standard,
suggesting that the market absorbed its effects. For Chile
and Mexico, no significant changes were observed. The
recovery of the R2 in Brazil, combined with the downward
trend since 2017 and stability in the other countries, helps
explain the lack of significance of EBITDA*IFRS16 in the
regressions presented in Tables 3 and 4.

4.2.1 Additional Analyses: Trend Analysis

To test for the existence of a trend, as in Collins et al.
(1997) and Barth et al. (2023), Equation (4) was estimated.
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R?=oc +B Period,+¢, (4)
where R? is the adjusted coefficient of determination for
each year t and Period = 1, ..., 8, corresponding to the
years from 2015 to 2022, obtained from the estimation
of equations 1-3, without interactions. This test verifies
whether there was a change in the explanatory power of
the variables over time and, if so, why the relationship
might have changed. Since the new standard is expected
to have increased the relevance of the information, it is
expected that the B, of equation (4) will be significant and
positive.

For the total sample, the test showed:

*Equation (1): B = 0,016, p = 0,012 (significant at 1%);
*Equation (2): B = 0,005, p = 0,105 (not significant);
*Equation (3): B = 0,015, p = 0,011 (significant at 1%).

These results suggest a general trend of increasing
explanatory power, especially for EBITDA.

When applying the same test by country, using the R2 from
Equation (2) (net income), unlike previous research (e.g.,
Barth et al., 2023; Collins et al., 1997), no statistically
significant downward trends in the relevance of net
income were observed in any of the countries, although
the B, coefficients were negative in all cases.

When testing the adjusted R2 from Equation (3), without
interactions, the results varied between countries. In
Brazil, although the B, coefficient was positive, it was not
significant (p-value 0.713). On the other hand, Chile
and Mexico showed downward trends in the relevance of

Table 5. Multilevel Hierarchical Fixed Effects Model

EBITDA with B, of -0.012 and -0.017 and p-values of
0.051 and 0.035, respectively.

The data suggest that, although there is no lasting upward
trend in relevance in Brazil, the drop observed in 2019
may have been temporary, with subsequent recovery. On
the other hand, Chile and Mexico showed downward
trends in the relevance of EBITDA even before IFRS 16.
Restricting the period to 2016-2019, when a drop is
observed in Figure 1 for Brazil, a significant reduction
trend was found in all three models (p-values of 0.001,
0.015, and 0.001), indicating a possible impact of the
standard in this specific interval.

4.2.2 Additional Analyses: Hierarchical Fixed Effects
Model

It is understood that the fixed effects model, by eliminating
variations between firms and countries, made it difficult
to study different applications of IFRS 16, since different
countries have structural differences — such as degrees
of development and enforcement, for example — and
accounting differences that can generate different lease
structures and applications of IFRS 16. At the same time,
some specific industries have more operating leases and
would therefore be more affected by the standard.

The results for Brazil (Table 4) are similar to those of the
general sample (Table 3), suggesting a possible influence
of Brazilian firms on the aggregated results. Given the
observed differences between countries and firms, a
hierarchical fixed effects model was estimated with three
specifications: considering firms, countries, and both as
levels. The results are in Table 5.

(1) P =a+BPL +B,LL +P.EBITDA +B PL*IFRS16, +B.LL*IFRS16, +B,EBITDA*IFRS16, ++ ¢

Dependent Variable: Logarithm of Price

PL 0,0122*** 0,0285*** 0,0127***
(0,001) (0,002) (0,001)
LL -0,0046** 0,0041 -0,0048**
(0,002) (0,005) (0,002)
EBITDA 0,0269*** 0,0680*** 0,0264***
(0,007) (0,013) (0,007)
PL*IFRS 16 0,0086** 0,0642*** 0,0078**
(0,004) (0,007) (0,004)
LL*IFRS 16 0,0215%* -0,0281 0,0232**
(0,010) (0,017) (0,010)
EBITDA*IFRS 16 0,0404*** 0,2317*** 0,0381***
(0,014) (0,032) (0,014)
Constant 0,1205 0,0997 0,3874***
(0,486) (0,492) (0,078)
N 2.432 2.432 2.432
Levels Country and Firm Country Firm
Fixed Effects — Year Yes Yes Yes

* p<0.05, ** p<0.01, *** p<0.001
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The results indicate that the relevance of EBITDA varies
depending on the country and firm, reflecting specific
characteristics, such as the industry of activity. Industries
such as retail, tfransport, and aviation, which tend to have
a higher volume of leases, were pointed out by EFRAG
(2017) as being more impacted by IFRS 16. Although
few in the sample, these industries have great economic
weight, especially in Chile and Mexico (Deloitte, 2014),
which may explain the effects captured. Giner and Pardo's
(2018) findings, which identified a relevant industrial
effect in retail, also reinforce this interpretation.

The inclusion of effects by country showed variations in the
relevance of accounting variables between jurisdictions.
Net income, on the other hand, was only significant when
firm effects were considered, suggesting that its impact with
IFRS 16 depends on idiosyncratic characteristics of each
firm. This is in line with what Habib (2010) discussed, who
understands that investors will use information depending
on the particularity of each firm, given that performance
measures have different levels of persistence (Ribeiro et
al., 2019). At the country level, there were no relevant
variations in net income, aligning with Xu et al. (2017).

Although the replacement of lease expense with
depreciation and financial charges should be neutral in
the long term, the results show measurable effects on
net income. This may be related to the structure of the
contracts, usually with greater financial expense at the
beginning, as in the Price system. Given the short horizon
of the sample, this transition effect may have been
captured in the data.

5 Final Remarks

This research aimed to evaluate how the changes in
operating lease accounting brought by IFRS 16 affected
the value relevance of EBITDA in Latin American firms.
In general, the results indicate that the adoption of IFRS
16 did not significantly increase the relevance of EBITDA,
leading to the rejection of Hypothesis 1. This suggests that
its effects were more related to the form of presentation
than to economic substance. EBITDA maintained
its informational function even after the regulatory
change, possibly because it was already widely used
by investors as an operational performance indicator.

However, it was observed that Net Income became
more significant after the adoption of the standard,
suggesting that investors began considering other
metrics to capture the impacts of the new accounting.
This indicates there is no evidence to support the
claim that EBITDA became more relevant than Net
Income, leading to the rejection of Hypothesis 2.

Additionally, when considering hierarchical structures
with firm and country effects, an increase in the relevance
of EBITDA was observed. This reveals heterogeneity
in the standard's application across different
institutional contexts and economic industries — the
very opposite of the harmonization sought by IFRS 16.

These findings reinforce the importance of considering
specificcharacteristicsoffirmsandcountrieswhenanalyzing
the usefulness of accounting information. Industries
with a higher volume of operating leases, such as retail
and transportation, tend to be more affected, requiring
attention to how EBITDA is calculated and disclosed.

The research also shows that the effects of a new
accounting standard may be more intense in the first
years of adoption, not necessarily reflecting long-lasting
impacts. Therefore, future studies are recommended to
consider longer periods to avoid premature conclusions.
In this study, although other events, such as the
Covid-19 pandemic and IFRS 9 and 15, also occurred
during the period, the controls by year indicate that
the observed effects are more associated with IFRS 16.

ltis noted thatthis researchis limited to publicly traded firms
due tothe method of relevance analysis. The impact of IFRS
16 may have been different in unlisted firms. Furthermore,
during the analyzed period, other standards were also
adopted, and the Covid-19 pandemic occurred. Efforts
were made to control for the effects of these other events.

The research results are useful for investors, as
they reinforce the need to consider the industry and
country analyzed when new accounting standards
are issued. For regulators, the data helps monitor the
implementation of IFRS 16, seeking greater uniformity
across jurisdictions. Firms with many lease contracts
should pay attention to the calculation of EBITDA,
which maintained its relevance. Firms in general should
remain attentive to EBITDA when new standards that
affect its calculation are issued. The research also
encourages long-term studies to diagnose the impact
of new standards and the comparability of information.
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