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1. Introduction 

• KASB decided to review its operation, assess whether it 

has achieved the initial objectives of IFRS adoption, and 

identify areas for improvement. 

• The purpose of the assessment is to understand whether 

IFRS aided in improving accounting transparency, deterring 

“Korea Discount”, and ultimately leading to efficiently 

functioning capital markets given the culture, nature, 

legal system unique to Korea.  

– The Institute of Chartered Accountants in England and Wales (2014), 

European Commission (2015), Australia (2016) 
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KASB Research Project 

on the Evaluation of IFRS Adoption 

<Special Research Project> 

(1) The Economic Consequences of IFRS Adoption in Korea: Evidence from 

interview and survey (Paek and Jung 2016) 

(2) The Economic consequences of IFRS Adoption in Korea: A literature review 

and empirical evidence (Song and Chung 2016) 

(3) The Effect of IFRS Adoption on External Audit and Accounting Supervisory 

System in Korea (Jeon et al. 2016) 

(4) The effect of IFRS Adoption on Accounting Information and Related 

Decision Making (Moon 2016) 

(5) Review on IFRS adoption process and Implementation issue (Yi and Kwon 2016) 
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<Prior Research> 

(1) Cost and Benefits of IFRS Adoption in Korea–Preparers’ perspectives (Kim 

et al. 2015) 

(2) IFRS Adoption and Capital Globalization in Korea (Han et al. 2016) 

 



Approach 

(1) Identification of expected benefits and concerns using 

historical archives (Section 2) 

(2) Review relevant existing KASB research reports and conduct 

additional research projects (see summaries for Section 3) 

(3) Answer questions identified in Section 2 using evidence 

provided by Section 3 and evaluate the effect of IFRS 

adoption in Korea (Section 4A and 4B) 

(4) Provide some lessons learned (Section 5) 
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2. Questions 

• To develop questions, we briefly overview the history of 

Korean GAAP prior to the birth of KASB 

1) the period before the acceptance of the Western culture (pre-1876) 

2) the period between accepting Western culture and the Japanese 

Colonial Era (1879-1910) 

3) the Japanese Colonial Era (1910-1945) 

4) the period between the independence of Korea and the establishment 

of the first accounting standards (1945-1958) 

5) the period in which multiple accounting standards co-existed (1959-

1980), and 

6) the period before the East Asian Financial Crisis when locally uniform 

accounting standards were established by the External Audit Law 

(1981-1998). 
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Accounting Standards  

after the East Asian Financial Crisis 

• For a bail-out, the IMF and the World Bank required 

that Korea promote transparency in corporate 

management (along with other requirements) 

• Based on the agreement between the IMF and the World 

Bank, the Korea Accounting Institute (KAI), within which 

the Korean Accounting Standards Board (KASB) is nested, 

was established in September 1999, with 13 diverse 

organizations including the Korean Institute of Certified 

Public Accountants as members.  
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IFRS Adoption in discussion 

• 90% convergence rate of local K-GAAP to IAS & 

IFRS by 2006 

– But domestic accounting experts were in favor of full 

adoption of IFRS, and therefore, strongly insisted 

that the government should propose the roadmap to 

adopt and integrate IFRS into the Korean economy. 

• Kim et al.’s (2006) survey results of 445 respondents (206 

CPAs (46.3%), 122 corporate account managers (27.4%), 94 

accounting professors (21.1%), and 23 financial analysts 

(5.2%)) for the two months from March 2005 to April 2005 

reveal that 75% of the respondents agree with full adoption.  

• Moreover, 74% of the respondents stated that IFRS should be 

fully adopted no later than 2010.  
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Implementation Process 
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Year Progress 

2007 · Announce the 'Roadmap toward IFRS adoption in Korea' (March) 

· Organize the 'IFRS Adoption Task Force' and hold conference (May, December) 

· Copyright waiver contract with the IFRS Foundation (September) 

· Establish and announce K-IFRS (December) 

2008 · Organize and operate 'IFRS International Advisory Group' (January) 

· Organize and operate 'Accounting Advancement Committee' (April-June) 

· Organize and operate IFRS website (May) 

· Decision of the scope and date for Korean CPA Exam reflecting K-IFRS (June) 

· Announce a practical guidance on prior disclosure for the effects of IFRS adoption (July) 

· Organize and operate 'IFRS Early Adoption Advisory Task Force' (September) 

· EC announces the determination of equivalence between K-GAAP and IFRS (December) 

· Translation and announcement of practical guidance on IFRS implementation (December) 

· Set guidelines on IFRS adoption advisory service for external auditor (December) 

2009 · Survey about IFRS adoption to companies and accounting firms (January, June) 

· Reform laws (External Audit Law, Capital Market Law) (February) 

· Revise IFRS disclosure form (February) 

· Revise annual business report form for accounting firms regarding IFRS adoption (June) 

· Initial disclosure of 2009 early adopting firms (1Q F/S in May) 

· Company readiness inspection (June, September) 

· Analysis of medium and small sized firm’s IFRS adoption cost (October) 

· Establish 'Accounting Standards for Non-Public Entities' 

· Establish 'Technical Inquiry System' under IFRS 

2010 · Initial disclosure of 2010 early adopting firms 

2011 · Initial disclosure of financial statements of mandatory adoption firms (1Q F/S in May) 

·  Apply 'Accounting Standards for Non-Public Entities' 

·  Quarterly, semi-annual disclosure of consolidated financial statement for listed companies of over 2 trillion won asset 

2012 ·  Analysis of case and notable points for IFRS financial statement and systemic supplementation 

2013 · Quarterly, semi-annual disclosure of consolidated financial statement for listed companies of under 2 trillion won asset 



Trend in News Articles and Online Search 
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Expectations 

Q1. Would Korea actively respond to the much-needed and 

rapidly growing global trend of uniform accounting 

standards and improve international compatibility? 

Q2. Would IFRS adoption lower the financial reporting costs 

and reduce the cost of capital for Korean firms? 

Q3. Would the quality and usefulness of accounting 

information improve or deteriorate after the IFRS adoption?  

Q4. Would IFRS adoption enhance accounting transparency 

and mitigate the Korea discount issue? 
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Concerns 

Q1. Were the adoption and maintenance costs of IFRS 

greater than perceived benefits?  

Q2. Did principles-based IFRS lower the comparability of 

accounting information by allowing managerial discretion?  

Q3. Would principles-based IFRS work well with Korean civil 

law institutions and rules-based regulators?  

Q4. Would Korea be in trouble by surrendering the 

accounting sovereignty?  

Q5. Would IFRS work well when constituents’ economic 

incentives have not changed? 
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3. Evidence 

3.1. The perspective from “Preparers” 

3.2. The perspective from “Investors” 

3.3. The effect of IFRS on accounting quality                    

(Literature review, Public consultations, Empirical 

studies) 

3.4. The perspective from “Auditors and Regulators” 

3.5. The perspective from the “Public sector” 

3.6. The perspective from “Standards-setters” 

13 



3.1. The perspective of “Preparers” 

- Kim et al. (2015) - 
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Expected  

Benefits 

 

Reduced burden of preparing the financial  

statements twice, increased accessibility to  

global capital markets, improved entity 

reputation, positive impact on internal 

control and risk management, increased 

accounting transparency 

 

Expected  

Costs 

 

Cost of re-building accounting systems, cost 

of preparing financial statements, cost 

relating to the expanded discretion as to 

accounting treatment, cost related to 

consultation with the IASB 
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1) Perceive the costs of adoption IFRS to be higher than its 

benefits.  

• Costs are specific and easy-to-measure, such as the costs of 

establishing the system and training personnel, whereas 

benefits are relatively difficult to measure. 

2) Costs involved with the adoption of IFRS vastly differ by 

industry.  

• Firms in the financial and construction industry experience 

much larger increases in costs compared to other industries 

• Also, firms are incurring more costs after the adoption as 

opposed to before the adoption. 

3.1. The perspective of “Preparers” 

- Kim et al. (2015) - 



16 

3) As for the benefits of IFRS adoption, firms suggested 

that they experienced lower costs related to overseas 

expansion and lower costs of overseeing subsidiaries to 

be included in the consolidated financial statements.  

4) In contrast, accountants pointed out higher 

comparability and credibility of accounting information, 

and easier process of overseeing subsidiaries as benefits 

of IFRS adoption. 

5) Meanwhile, both firms and accountants noted higher 

costs in applying and interpreting the new standards 

and measuring fair values.  

3.1. The perspective of “Preparers” 

- Kim et al. (2015) - 



• Surveys and Interviews 

– The commonalities in the respondents are that 

higher comparability across financial statements due 

to the implementation of IFRS led to increased level 

of foreign investments, higher involvement of 

management in preparing financial statements, more 

efficient decision-making processes of overseas 

investors. 

– No clear evidence on the reduction in cost of capital 

or the increases in credit rating or cross-border deals 

– Some evidence on the increased foreign equity 

investment for smaller firms in KOSDAQ 17 

3.2. The perspective of “Investors” 

- Han et al. (2016) - 



• Surveys and Interviews 

– The commonalities in the respondents are that 

higher comparability across financial statements due 

to the implementation of IFRS led to increased level 

of foreign investments, higher involvement of 

management in preparing financial statements, more 

efficient decision-making processes of overseas 

investors. 

– No clear evidence on the reduction in cost of capital 

or the increases in credit rating or cross-border deals 

– Some evidence on the increased foreign equity 

investment for smaller firms in KOSDAQ 
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3.2. The perspective of “Investors” 

- Han et al. (2016) - 



1) Literature review by Song and Chung (2016) 

– Mixed international evidence on abnormal accruals, 

value relevance,  

• Legal enforcement, Local GAAP-IFRS difference, Capital 

market development 

– Positive international evidence on comparability, 

behavior of financial analysts, information 

asymmetry and cost of capital reduction 

– Korean evidence from prior research 

• Clear evidence on enhanced quality of abnormal accruals 

• No clear evidence on value relevance 

• Some positive evidence on comparability, EPS forecast 

accuracy, information asymmetry, and the cost of capital 
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3.3. The effect of IFRS on accounting quality 



2) Public Consultations by Peak and Jung (2016) 
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Expected of IFRS adoption 

and fulfillment of the 

expectations 

Evaluation of Korea's 

accounting transparency 

since IFRS adoption 

Future challenge and 

policy suggestions after 

IFRS adoption in Korea 

Main questions 

What kind of achievements 

did you expect through 

adoption? 

After fifth year of IFRS 

adoption, how much do 

you think your 

expectations have been 

fulfilled? 

Do you think that 

accounting transparency 

of Korean entities' 

financial information has 

improved since IFRS 

adoption?  

Why do you think so? 

Marking 5 years of IFRS 

adoption, what challenges 

and/or tasks do you think 

Korea should 

overcome/pursue in the 

future? 

Sub questions 

Usefulness of IFRS 

adoption, ease of 

preparation of F/S, cost of 

capital, credit rating, 

foreign direct investment, 

effectiveness of capital 

market, national 

competitiveness, and 

international convergence 

Transparency, 

understandability, 

earnings management, 

reliability, timeliness, 

comparability, 

predictability, and 

disclosure 

Please give your advice to 

Korean entities, 

management, and auditors 

(accounting firms and CPAs), 

standard setting body, and 

regulators on achieving 

Korea's future tasks that you 

advised above. 

3.3. The effect of IFRS on accounting quality 



• Survey respondents and interviewees point out that 

international convergence and compatibility of 

accounting rules are the key achievement of IFRS 

– Not very positive about enhanced transparency, a reduction of 

Korea discount, and other expected benefits 

– Significant change in behavior of preparers and shareholders 

could not be found, but some change in behavior of auditors 

and regulator was found.  

– Also, consistent with the results about the expected effects of 

the adoption of K-IFRS, the perceptions regarding the change in 

behavior of economic entities were more optimistic for banks, 

regulators, and KASB. 
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3.3. The effect of IFRS on accounting quality 

2) Public Consultations (cont’d) 

 



• Empirical findings 

– Used the full post-IFRS year data 

– Persistence of earnings: no change 

– Predictability of earnings for future cash flows: + 

– Accruals and abnormal accruals: -  

– ERC: no change 

– Value relevance of earnings and book value: no change 

– Income smoothing: some evidence –  

– Comparability: some evidence + 

• NO evidence of quality deterioration 

• Some evidence on earnings quality increase 
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3.3. The effect of IFRS on accounting quality 

3) Empirical Analysis by Song and Chung (2016) 

 



• Empirical findings 

– Audit fees have increased 

– Audit hours have increased 

– Audit fees per hour have decreased 

– The likelihood of auditor switch to Big N has not changed over 

time 

• Survey 

– Respondents point out that audit firms more focus on quality 

control, education & research, audit risk detection, and global 

networking than before with the IFRS adoption 

– Respondents point out that the behavior of regulators has not 

changed much; regulators did not appear to get fully adjusted 

to consolidated financial statements 
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3.4. The perspective of “Auditors and 

Regulators” 

- Jeon et al. (2016) - 



Questions Findings 

Does IFRS adoption affect the quality of 

accounting information? 

The likelihood of avoiding losses and 

income smoothing have declined. 

What changes has IFRS brought on the 

reporting system of public institutions? 

Comparability has enhanced over time. 

Reporting formats are now uniform across 

different entities. 

Did IFRS adoption lower the cost of debt? Only weak evidence found. 

Has the adoption of IFRS changed the 

pricing schemes of public fees? 

No. Public entities are still dependent 

upon old historical cost model. 

How does the adoption of IFRS affect 

management performance evaluation of 

the previous year 

Use more accounting information in the 

performance evaluation system. 

How does the adoption of IFRS affect 

decisions regarding the dividend of public 

institutions? 

No change. 

• IFRS adoption for public sector 

• Empirical findings using public archives 
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3.5. The perspective of “Public Sector” 

- Moon (2016) - 



• Qualitative study on how KASB and local institutes work 

• In Korea, accounting is a part of the Civil law system 

and is technically under control of the government. 

This creates a lot of interesting tensions for: 

– Endorsement 

– Full adoption 

– Educational Q&A 

– International activities 

– Translation issues 

– Naming issue of K-GAAP 

25 

3.6. The perspective of “Standards-

setters” 

- Yi and Kwon (2016) - 



4A. Answers for the expected benefits 

Q1. Did Korea actively respond to the much-needed and 

rapidly growing global trend of uniform accounting 

standards and improve international compatibility? 

– YES! (see the Country report of Korea, KASB 2012) 

– Prior studies in Section 3 identify achieving compatibility with 

global standards in terms of accounting standards as the most 

important accomplishment of IFRS adoption process.  
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Q1 Answers 



Q2 Answers 

Q2. Did IFRS adoption lower the financial reporting costs 

and reduce the cost of capital for Korean firms? 

– Reporting costs 

• Dual reporting costs declined for globally listed firms 

• Overall reporting costs increased across firms 

• Perceived cost increases are greater for local firms 

– Cost of capital and firm valuation 

• Mixed empirical evidence on the cost of capital 

• No perceived benefits from the surveys and the interviews 

• Some evidence on the increased foreign shareholders for 

small firms in KOSDAQ   
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Q3 Answers 

Q3. Whether or not the quality and usefulness of accounting 

information has improved or deteriorated after the IFRS 

adoption?  

– The quality of accounting information 

• The predictability of current earnings for future cash flow has 

improved and abnormal accruals dropped significantly 

• No changes in earnings response coefficient (ERC) and value 

relevance  

– Cost of capital and firm valuation 

• Mixed empirical evidence on the cost of capital 

• No perceived benefits from the surveys and the interviews 

– Two alternative interpretations 

• Investors do not fully utilize the enhanced accounting quality 

• Accounting quality has not improved much because the 

difference between old K-GAAP and IFRS was small 
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Q4 Answers 
Q4. Did IFRS adoption enhance accounting transparency and 

mitigate the Korea discount issue? 

– Transparency: sharp difference in the responses from the surveys 

• Regulators and standard-setters: YES 

• Firms and investors: NO 

– Shim et al.’s empirical evidence (2016) ranks Korea as: 

• Abnormal accruals (22 out of 56 countries), changes in 

abnormal accruals (8 out of 56), and ERC (19 out of 51) 

– Much room for improvement in terms of audit and enforcement 
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The case of Korea 

2002-2004 Score  

(The best score) 

Rank/#of countries 

2005-2007 Score 

(The best score) 

Rank/#of countries 

2008-2011 Score 

(The best score) 

Rank/#of countries 

Audit Power Score 4(18) 14(32) 18(32) 

Audit Power Ranking 44/51 28/51 28/51 

Enforcement Score 12(40) 24(54) 28(56) 

Enforcement Ranking 38/51 30/51 28/51 



Other IFRS benefits reported 

• Global companies with active overseas businesses  

– lowered financial screening costs in their deals. 

– become more receptive to the new accounting standard (e.g. 

Management decisions consider the effects on consolidated 

financial statements). 

• Domestic firms considering outbound M&As review deals more 

rationally and focus on the economic effect of M&A deals on the 

entire consolidated entity. 

• A considerable number of accounting professionals transferred to 

various firms in general to meet the demands of constructing and 

improving their accounting and IT systems.  

• An increasing number of non-listed companies have voluntarily 

adopted IFRS. IFRS application has also expanded to the public sector. 

The transparency of governmental accounting has improved.  
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4B. Answers for the concerns 

Q1. Were the adoption and maintenance costs of IFRS 

greater than perceived benefits? 

– Yes. Perceived benefits are smaller than costs for most firms, but 

costs turn out to be not excessive 

– The market does not appear to reward the increased accounting 

quality 

– Surveys show that academics, regulators, auditors, standard-

setters are more positive than preparers, implying that the firm 

in isolation might not perceive the potential market-wide 

benefits 
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Q1 Answers 



Q2 Answers 

Q2. Did principles-based IFRS lower the comparability of 

accounting information by allowing managerial 

discretion? 

– No 

– Choi et al. (2015) and Song and Chung (2016) provide some 

evidence that comparability has increased over time in Korea 

– Consistent with international studies (Yip and Young 2012, Barth 

et al. 2012) 
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Q3 Answers 

Q3. Would principles-based IFRS work well with Korean civil 

law institutions and rules-based regulators? 

– Yes and No. 

– Many rules and regulations have been amended to address 

principles-based IFRS 

– However, survey respondents consistently comment that 

regulators have not changed much; they still critically hinge on 

rules; and many regulators do not completely understand and 

use the consolidated financial statements 

– Fortunately, regulators do their best to minimize the regulatory 

intervention/interference in accounting matters and respect 

IFRS application 
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Q4 Answers 

Q4. Would Korea be in trouble by surrendering the 

accounting sovereignty? 

– Not yet. 

– The law still technically allows the government to over-ride 

accounting rules (i.e., IFRS) 

– However, the government commits to full adoption and 

implementation of IFRS and was efficient and co-operative in 

endorsing IFRS (IFRS 17 will be a good litmus test) 

– A few local presentation issues were taken care of under the 

IFRS Foundation’s guidance 

• Presentation of operation income (definition of which is not 

in IFRS) 

• Additional disclosures for the EPC(Engineering, procurement, 

and construction) industry 

– Active participation in international standard setting activities 

lowered critics’ voices 
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Q5 Answers 

Q5. Would IFRS work well when constituents’ economic 

incentives have not changed? 

– Yes and No 

– The government driven adoption process is one of the key 

success factors in IFRS adoption in Korea 

– However, this process left many constituents wonder what 

economic benefits they have with the adoption of IFRS 

– Survey shows that auditors (some fee bumps), regulators and 

standard-setters are positive toward the IFRS adoption whereas 

preparers and investors are not fully appreciative of the IFRS 

• Incentives explain this difference 

– Thus, communication and training support are critical for 

constituents’ perceived benefits of IFRS 
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1. The key is the transition 

from rules-based minds 

and culture to principles-

based minds and culture. 

2. Strong yet unbiased 

enforcement is important. 

3. Economic incentives 

should be addressed when 

the IFRS adoption is 

initiated by the competent 

authorities. 

4. Local interpretations must 

be minimized. 

5. IFRS translation is also an 

important issue for non-

English speaking jurisdictions. 

6. Regional and international 

co-operations must be 

encouraged for the IFRS 

evolution. 

7. Active participation in 

agenda setting and rule-

making is the key for 

effective endorsement of 

IFRS. 

8. Need-based high quality 

education must be provided 

following new-rules. 

5. Eight Lessons learned 
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Lesson 1 

• The key is the transition from rules-based minds 

and culture to principles-based minds and 

culture. 

– The adaptability is a function of the culture and 

mind-sets based on legal origins 

– Civil law countries 

• Rules-based minds 

• Rules-based regulation and enforcement 

– Culture of Korean corporations 

• Preference for secrecy (non-disclosure), conservatism, and 

uniformity 
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Lesson 2 

• Strong yet unbiased enforcement is important. 

– Civil law systems historically promote the 

development of institutions that advance State 

power 

• Negative implications for the market forces 

• Enforcement (i.e., non-market forces) is critical 

• Institutions that advanced State power are not necessarily 

effective for enforcement when institutions have their own 

(biased) agendas  

• Rules-based regulatory minds from Civil law institutions are 

a hurdle for effective IFRS implementation 
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Lesson 3 

• Economic incentives should be addressed when 

the IFRS adoption is initiated by the competent 

authorities. 

– Government’s initiative for the IFRS adoption for ALL 

listed companies and the public sector (Big Bang 

approach) 

– Accounting quality enhances at the cost of IFRS 

adoption 

– However, the market does not reward the companies 

by lowering the cost of capital or adjusting the firm 

values 

– Convergence approach might be a good alternative 
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Lesson 4 

• Local interpretations must be minimized. 

– Strong local needs for prompt interpretation  

• Rules based regulatory enforcement increases the 

uncertainty associated with challenges of local authority 

against discretion and judgment allowed under principles-

based IFRS 

• Limited resources of IFRS IC 

– How to deal with the local questions wisely 

• Limited, non-disclosure based educational Q&As 

• Efficient use of IFRS IC resources 
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Lesson 5 

• IFRS translation is also an important 

issue for non-English speaking 

jurisdictions. 

– Korean belongs to Altaic language family 

• Not just words, but the sentence and structure 

– A word-for-word translation vs. meaning 

oriented translation 

• A trade-off of authority, efficiency and 

readability 

– Long-term convergence to the uniformity 

of language in IFRS 

• Likelihood expressions 
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Lesson 6 

• Regional and international co-operations must 

be encouraged for the IFRS evolution. 

–                                                         Ramanna (2013) 

 

 

 

 

 

 

– “Input to standard-setting is good, but politicisation 

is not helpful” Tokar (2016) 
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Lesson 7 & 8 

• Active participation in agenda setting and rule-

making is the key for effective endorsement of 

IFRS. 

– To avoid any attempt to slow the endorsement 

process by the local politics and regulations 

• Need-based high quality education must be 

provided following new-rules. 

– Development of principles-based cases for rules-

based minds 

– No substantial change in college/executive education  

– Train-The-Trainer program 
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6. Conclusion (1/2) 

• Are expectations met by adopting IFRS? 

– Convergence and comparability 

– Independence from the politics and the regulation 

• What were the shortcomings? 

– No clear evidence on the cost of capital reduction and 

Korea discount reduction 

– Perceived short-term costs outweigh perceived benefits  
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6. Conclusion (2/2) 

• Korea’s IFRS adoption for all listed companies and the 

public sector is a strong signal that Korea commits to 

transparency and independence of accounting rules and 

information 

– We know that IFRS adoption cannot be a quick fix, but a long-

term prescription 

– We will be patient to realize all the benefits of IFRS adoption 

• What’s next? 

– Continuous follow-up of infrastructure building 

• Laws, regulations, enforcement and education 

• Active regional and international co-operation 
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