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Overview of Proceedings 
1. Presentation by Prof. Seok Woo Jeong 
 
The following is an overview of the presentation by Prof. Seok Woo Jeong: 
 

 Today, I’m going to talk about the following things; how Korean firms are moving to 
the IFRSs from Korean-GAAP; what changed have been made in the corporate tax 
regime; and where the significant impacts in terms of tax revenue have been seen. 
Moreover, I’m going to talk about whether there are differential industrial financial 
effects solely through adopting IFRSs, and how investors and media are responding to 
it. Finally, I will talk about how Korea is responding to the recent developments 
regarding the IASB/FASB’s MoU projects. 

 Korean companies used to be discounted just because of accounting transparency 
problems and there are Korean discounts. So they wanted to actively respond to the 
global trend toward one high quality accounting standard when they announced the 
adoption of IFRS in 2007. 

 Global companies like Samsung Electronics Company, Hyundai Motor, Kbstar wanted 
to reduce the preparation costs of two sets of financial statements in Korea. They also 
wanted to remove disadvantages in sovereign credit ratings, but now, that has slightly 
changed. 

 Korea was not fully prepared on how to implement IFRSs adoption in 2007. 
Universities, systems and companies were not ready. Only the KASB and FSS in the 
government were prepared and they tried to educate people on how to implement the 
system and how to reduce problems. As a result, not much attention has been paid to 
tax law, changes in commercial law and changes in regulations of the Korean Stock 
Exchange, and also the problems of the investors and users of the financial accounting 
information. 

 As to the concerns about how well companies have managed the transition to IFRSs and 
how companies have reacted to the increased volume of disclosure, I don’t think I 
have direct answers because I do not have direct experience in preparing IFRS 
financial statements. Rather, I would like to provide some answers by simply 
providing the results of the disclosure of the IFRSs. 

 No operating income provided by some firms and some of them actually provided as it 
was based on Korean GAAP. Also there is sharp increase in the volume of footnotes, 
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which means that it has created difficulties in using accounting information from the 
investor’s perspective. Moreover, it causes some comparability problems. Financial 
Supervisory Services made efforts to reduce those problems and focused on how to 
increase the usefulness of the financial statement with the IFRSs. 

 We had expected that many companies may not meet the time deadline of the 1st quarter 
disclosure, but those concerns proved unfounded. However, there are various levels of 
compliance regarding the information and financial information depending on listed 
market or firm size. The (1st) quarter information will be required to be reviewed by 
external auditors later but not yet. FSS required firms with material and disclosure 
deficiencies to re-disclose and monitored them. If firms consistently disclose with 
material deficiency, they are going to be penalized. But for the 1st quarter results, FSS 
just provided guidance and they did not actually punish any companies for these errors.  

 As to the 1st quarter results, companies that had material deficiencies amounted to only 
8% and financial supervisory services evaluated that the companies responded quite 
well. In particular, there are no deficiencies for the largest companies and the problems 
mostly came from small companies. No major significant deficiencies were discovered 
in this period so it is thought that the transition must have been relatively smooth. 

 The other problems for which most people demonstrated concern regarding the IFRS 
were no disclosure of information used in calculation of the fair market value and 
comparability problems, about which people don’t know how things would turn out. 
Also, operating income was not required in 2011 and so many Korean firms were 
confused about that and also the users of the accounting information complained a lot. 

 Korean Financial Supervisory Services tried to solve these problems and asked 
companies to provide this information in footnotes. Even though they require this, 
because there was no definition of operating income in the IFRSs, there was no unified 
guideline on how to calculate the operating income and there were various confusions 
among the companies. To solve those problems, now they provide the definition of the 
operating income in 2012 and there should be no inconsistencies in calculating 
operating income.  

 Checking some figures from an academic perspective, the increase in PER, Price 
Earnings Ratio, may mean that the IFRS accounting information gave a boost to 
Korean companies because the PER slightly increased after adopting IFRSs. There 
were slight increases but they were not statistically significant. Anyway, accuracy has 
been improved, which is a good sign. 

 When we adopted the IFRSs, we expected foreign investors’ holdings to increase but we 
have not seen these expected results for this part. Rather, we have seen the opposite 
results, meaning that foreign investors’ holdings have to this point decreased. 

 As described immediately above, effects were mixed and we do not yet know whether 
we will have a positive or negative outcome overall. As time passes more results will 
be out, we will see whether IFRSs was beneficial. As to the analysis based on size, the 
benefits are more focused on large firms. 

 The tax regime was changed in 2010 in order to minimize the effects of IFRSs. The tax 
code has a different purpose from the accounting purpose, and has principles of claims 
and obligations. On the other hand, accounting has the accrual principle, which is 
quite different. That caused some problems for accountants and companies. However, 
the government tried to minimize the effects on tax revenue by IFRSs. 

 The auditor’s legal liability has increased significantly because main statements have 
been changed from individual financial statements to consolidated financial statements. 
Last year the Korean government did not punish auditors because of this but from this 
year on, they will regulate mainly auditors based on consolidated financial statements. 



 

3 

Because of that, there is an increase in audit hours and auditors are complaining about 
the lack of increases in audit fees, even though there is a significant increase in their 
workload. 

 Auditing standards will change in 2014, which means that they are completely 
responsible for the accounting problems based on consolidated financial statements. 
The Korean government also wants to prohibit the preparation of financial statements 
by incumbent auditors instead of firms so they want to introduce a private accountant 
system which actually has other CPA firms prepare the IFRSs. And after adopting 
IFRSs, there is a lot of concern that the big audit firms are going to have more market 
share than the small auditing firms but there were not many changes in the audit 
market share in 2011. 

 One of the issues remaining is that comparability has been lost and this has to be solved. 
For one company, comparability with foreign companies has been improved, but 
between Korean companies this has been lost. Also, there is more discretion in the 
IFRSs and we need to solve that question, too. Moreover, there are increased 
estimation errors for fair market value. 

 The accounting standard change has had a deeper effect than we expected in many areas. 
The accounting standard change required more preparation than we initially thought. 
We need more time to evaluate whether our preparation was appropriate or not and 
media and some companies have criticized the adoption of IFRSs. The accounting 
standard setting has sovereignty implications, especially by legal systems, taxes and 
some kinds of civil rights evaluations. We need more analysis for the benefits and 
costs of adopting IFRSs from these aspects. And quite importantly, what would be the 
proper enforcement mechanism for the increased discretion. 

 Also, we need to continuously educate the firms and users, especially financial analysts. 
They are not so accustomed to the accounting standard. We need to educate them, and 
also investors, and also academics.  

 There are many concerns that will come out actually from the legal system and many 
legal firms based in Korea are preparing for that. 

 

2. Presentation by Prof. Tokuei Sugimoto 
 
The following is an overview of the presentation by Prof. Tokuei Sugimoto: 
 
 I will supplement Prof. Jeong's presentation. There are two issues covered in my 

presentation. First, the size of the impact that South Korea's adoption of IFRS had on 
financial reporting. And second, its effect on corporate tax payment amounts. These 
issues are covered by examining firms that have actually adopted IFRS. 

 Under South Korea's roadmap for IFRS adoption, early adoption of IFRS took place in 
2009 and 2010. 

 Table "I-1. Firms of South Korea that Adopted IFRS Early" lists the companies that 
adopted IFRS early. The left side is labeled as firms listed on securities markets, which 
are those traded on KOSPI Market, while the right side shows those listed on KOSDAQ 
Market. This data was compiled by South Korea's Financial Supervisory Service, which 
is Korea’s regulatory agency, but it is not entirely accurate. For example, FILA KOREA 
early-adopted IFRS in 2009, not in 2010. And WOO JIN did not adopt IFRS in 2010, but 
rather in 2011 when IFRS adoption became mandatory. 
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 South Korea's early adoption period for IFRS lasted for two years, but there are no 
studies that comprehensively cover research results for these two years, even among 
studies by researchers belonging to the Korean Accounting Association. And while there 
is lots of research covering the first year of the early adoption period, there is very little 
on the second year, 2010. However, many firms that are part of conglomerates (Chaebol), 
such as LG and Samsung, early-adopted IFRS in 2010, so actual conditions of early-
adoption in 2010 are noteworthy. 

 The attached Word documents mostly show periodic studies of actual conditions by the 
Financial Supervisory Service. Table 1 and Table 2 show the accounting standards used 
by listed companies on securities markets and financial institutions, Table 3 shows the 
accounting standards used by unlisted companies, and Table 4 shows the accounting 
standards used by companies with December book-closings that are subject to external 
auditing, in addition to whether they prepare consolidated financial statements. Table 5 
shows tallies of parent/subsidiaries of listed firms, and tallies of parent/subsidiaries 
classified by company size in terms of assets. Table 6 displays the results of the Financial 
Supervisory Service's inspections of IFRS financial information disclosures for the 1st 
quarter and 1st half of 2011. These tables show the results of research by the Financial 
Supervisory Service. The last one, Table 7, shows the fluctuations in financial figures and 
ratios (in fiscal 2010) at public institutions, and this is the study whichI conducted 
separately myself. 

 South Korea's IFRS adoption has three characteristics. First is the scope of IFRS adoption 
– even public institutions have adopted IFRS. Second is the existence of dual accounting 
standards – IFRS for listed firms, while the Accounting Standards for Non-Public Entities 
were created for unlisted firms. Third is that adoption took place in stages – a two-year 
early adoption period was followed by mandatory adoption starting in 2011. 

 My presentation today will focus in particular on how much of an effect there was on 
financial reports during the two-year early adoption period. There has effectively been no 
research on the effects on financial reporting of firms that early-adopted IFRS in 2010, 
since the overwhelming majority of research covers 2009. An analysis of the results of 
these other studies found that total assets and total liabilities tended to grow in financial 
documents prepared under IFRS compared to those prepared under conventional South 
Korean accounting standards (K-GAAP), which are the Statements of Korean Accounting 
Standards. Meanwhile, the change in capital due to the transition from conventional 
South Korean accounting standards to IFRS was negligible when compared to the 
changes in total assets and total liabilities. Also, the research shows that the change in 
operating earnings due to the transition to IFRS is advantageous to companies. 

 In light of the results of this earlier research, I analyzed and examined the effects on the 
financial reporting of firms that early-adopted IFRS in 2010, and this is described in "IV. 
Analysis & Examination." Comparing KOSPI Market and KASDAQ Market data from 
2010 and the previous year, one can see that operating earnings, pretax earnings and net 
earnings differ significantly between firms that early-adopted IFRS in 2009 and in 2010. 

 There was also some earlier research covering the effect on corporate tax payments, and 
they argued that corporate taxes in South Korea need to be revised in line with IFRS 
adoption. In response to this research, corporate taxes were revised simultaneously with, 
or ahead of, IFRS adoption in 2010 and 2011. The revision of corporate taxes was based 
on three principles – to maintain the same tax rate for the same economic activity (the 1st 
Principle), to minimize the burden of tax adjustments (the 2nd Principle), and to accept 
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appropriate accounting processes even if the tax burden increases, based on the purpose 
of tax laws (the 3rd Principle). 

 In the 2010 corporate tax revisions, firms were permitted to adjust their reported 
depreciation expenses as well as to defer the inclusion of gains from the reversal of loan-
loss reserves in gross profit, and other measures were taken, such as the creation of a new 
method for calculating the tax base for firms that adopt functional currency accounting. 
And in the 2011 corporate tax revisions, measures that were taken include providing 
special exemptions for taxes resulting from the change in the valuation method for 
inventory assets and permitting firms to make tax adjustments on amortization expenses 
for goodwill acquired before the first year of IFRS adoption. 

 Research has been conducted on whether these special provisions affect the change in 
corporate tax payments due to the adoption of IFRS, but the tax adjustment portion is 
essentially a black box, and this has been pointed out as a problem that impedes research. 
Of the portion that is a black box, we can assume that equity-method-related 
profits/losses and liabilities related to projected benefit obligations will not affect 
corporate tax payment amounts, so adjusting the difference for these two items was 
omitted when examining the effect on corporate tax payments. Using this formula, of the 
12 firms that early-adopted IFRS in 2009, corporate tax payments increased for seven and 
decreased for five. When the same assumptions are applied to the firms that early-adopted 
IFRS in 2010, of the 13 of the 25 firms listed on KOSPI Market that can be covered by 
this study, corporate tax payments increased for six firms and decreased for seven. For 
those listed on KOSDAQ Market, 13 of the 21 firms that can be covered by this study, 
corporate tax payment increased for 11 and decreased for two. 

 Mandatory IFRS adoption began in 2011, so these firms need to be examined as well 
from an academic viewpoint to study the effect on financial reporting and corporate tax 
payments. 

 
The following questions were asked by committee members regarding 1. and 2. above: 
 
(Mr. Yamada) 
 You mentioned that IFRS adoption resulted in decreased comparability between the 

financial statements of firms. Specifically, which items did comparability decline in? Also, 
did this happen because IFRS is principles-based? 

 What is the reason that operating income increased for some firms while decreasing at 
others? 

 
(Prof. Jeong) 
 As to comparability problems, they can be from various sources. For example, account 

receivables are regulated by one general law under IFRSs but in Korea they are more 
accustomed to classify those receivables created by the main transactions and 
supplementary transactions, which determines the operating income. Some companies do 
not provide account receivables information at all and some companies actually 
combined in a different way so we cannot have the same specific information as before. 
Another issue is operating income, but the FSS has tried to solve the problem and they 
provided the specific definitions of operating income in 2012. So we expect not to have 
this problem from next year. 

 I have no idea whether it is actually principle based or not. Principle based accounting is 
supposed to provide as much information as useful for the users. But some companies do 
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not provide such information. What companies actually provide for what incentives has 
to be analyzed further. 

 
(Prof. Sugimoto) 
I have all the data regarding increases and decreases in operating income, but I do not have 
the data on hand. I would like to respond after confirming this data. 
 
(Working Group Chairman Kagaya) 
 Initially, I believe there were analyses that IFRS adoption would generate economic 

benefits of tens of trillions of won, including declines in capital costs. Why hasn't 
adoption generated the benefits initially expected? 

 Also, how will South Korea deal with cases in which a firm pays a dividend that is illegal 
under the Corporate Law? If an estimate is wrong and it results in a problem with 
information disclosure by a firm with absolute liability, how will such a case be handled? 
I would like to ask how South Korea is dealing with such issues that involve rules and 
regulations. 

 
(Prof. Jeong) 
 About the economic impacts, there are mixed indicators about the effects of IFRSs. There 

are no decreases in the cost of capital. There are slight increases in the price earnings ratio 
but the difference between before and after is not significant. There are huge economic 
and micro economic changes during those times and because of that, the Korean economy 
was also affected a lot. So we cannot say any definite thing about the effects on the cost 
of capital yet. 

 Regarding the transparency problem, it is kind of contradictory. In the sense that for the 
foreign investors, the comparability has been improved and from the domestic view and 
domestic users, they complain that the comparability has been decreased. More European 
investors actually withdrew their investments from Korea but there were no changes in 
investing from U.S. investors, a little more investing from the Middle East and the Asian 
regions as far as I know. So, in total, it looks like there is a decrease in investment but the 
situation varies among the region. In that sense, the foreign investment holdings problem 
has to be looked at further. 

 In Korea, dividend amounts will be determined based on only realized gains. That is 
regulated by commercial law. Paying dividends based on the IFRS earning number is 
prohibited by law. So IFRS does not affect that area. 

 As to the estimation problems, it is very difficult because this is an area which is very 
subjective, so it would be very difficult to whether someone intentionally provides some 
information favorable to somebody. There are a lot of evaluations in this area and many 
people are concerned about that. 

 
(Chairman Sato) 
Are taxes paid in South Korea based on K-GAAP? Also, has South Korea abandoned the 
requirement that losses be booked in earnings in order to deduct those same losses for tax 
purposes? 
 
(Prof. Jeong) 
 Regarding tax payment amounts, they should be determined based on K-GAAP or K-

IFRS first. If you prepare your financial statement based on K-GAAP, then you are 
required to pay the net income prepared by K-GAAP after reconciliation and also, if you 
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prepare annual net income based on K-IFRS, you are required to pay your tax payment 
based on K-IFRS after reconciliation. IFRSs allow more unrealized gain recognition, and 
less internal losses. 

 In tax, there has been no change (in principles) and they just use the cost method. Before 
and after we adopt IFRSs, there should be no difference but only the reconciliation 
procedure became complex. Basically, if you prepare your Net Income under IFRSs, you 
have to pay based on the IFRSs. 

 
(Prof. Sugimoto) 
South Korea hasn't abandoned the requirement that losses be booked in earnings in order to 
deduct those same losses for tax purposes, so this is the same as before. For assets acquired on 
or before Dec. 31, 2013, adjustments for taxable income are allowed using conventional 
depreciation methods from before IFRS adoption, up to limits for depreciation periods. Also, 
for assets acquired on and after Jan. 1, 2013, adjustments for taxable income are allowed by 
setting the allowable limit of deductible expenses at the amount based on standard 
depreciation periods provided for by the Cabinet Order,.  
 

3. Others 
 
Explanations regarding recent topics concerning the IFRS and a summary report on a business 
trip to Europe were given by the Secretariat as described below: 
 
 (Document No. 6) Regarding recent topics concerning the IFRS, there have been two 

major movements concerning the process. The first is the establishment of the 
Accounting Standards Advisory Forum (ASAF), in which the ASBJ, Japanese standard-
setting body have applied to become a member. The first meeting will be held around 
April. 

 The second is the decision of the Monitoring Board. Currently, it consists of regulators 
from Japan, the U.S. and Europe, as well as two representatives from IOSCO. The 
Monitoring Board agreed on the new membership criteria. One of the additional criteria 
is the "use of IFRS," which means mandatory or voluntary adoption, not necessarily 
mandatory adoption. Furthermore, the "use of IFRS" can take various forms, since 
exceptions are allowed where certain standards or parts thereof are not relevant for 
economic or other conditions or could be contrary to public interest in the jurisdiction. 

 There have also been two major movements regarding the substance. The first is the MoU 
projects with the FASB. We hope to have practical discussions over this matter at a 
subcommittee that will be proposed later. Furthermore, discussions over the "Conceptual 
Framework" are expected to start, which is very important for companies. 

 (Document No. 7) The business trip to Europe in January consisted of visits to the 
IFRS/IASB, the standard-setting bodies of Germany, France and the UK, the European 
Commission and others. Overall, our impression was that there is strong dissatisfaction 
with the projects between the IFRS and the FASB, and that there are strong movements to 
criticise and review IFRS in each nation. 

 The IASB expressed strong dissatisfaction regarding the contribution of the U.S. This 
dissatisfaction was that the U.S. has emphasised global comparability rather than a 
"single set of standards," and that the U.S. holds disproportionately large numbers of 
seats on the Trustees and the Board even though its monetary contribution has been 
decreasing. The U.S. collects contributions from individual corporations while Japan 
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collects broadly from the business community, and IASB highly appreciated Japan’s large 
contribution. 

 Some even argued that the MoU project between the FASB and the IASB should be 
canceled altogether because the work is far behind schedule despite the context of IFRS 
being a response to the financial crisis, especially regarding the impairment of financial 
instruments.  

 Another major point was the impairment of goodwill, an issue that has been watched 
closely by corporations, investors and authorities. Within this context, some argued that 
the amortisation of goodwill, a proposal made by Japan, should be given serious 
consideration. 

 Not just the standards themselves, but in-depth discussions of the “Disclosure 
Framework” will be made in response to the increase in the amount of disclosures. This is 
expected to be discussed as a part of the "Conceptual Framework" mentioned above. 

 Finally, EFRAG and national standard setters in the U.K. and France have been 
conducting a project that incorporates the concept of “business models” in the IFRS. A 
discussion paper will be issued this March or April. 

 
Furthermore, Chairman Sato made the following proposal to committee members regarding 
the establishing of a sub-group on corporate accounting. 
 
(Chairman Sato) 
I propose the establishment of a sub-group on corporate accounting, for practical discussions 
on how IFRS should be adopted in Japan, how non-consolidated financial statement should be 
disclosed, and other matters. Its members should be either members of this committee or 
individuals that are able to debate these matters from a practical viewpoint. I would like to ask 
Mr. Kagaya to chair this sub-group. 
 
This proposal to establish a sub-group was approved. 
 
Contact information 
Ministry of Economy, Trade and Industry 
Economic and Industrial Policy Bureau 
Corporate Accounting, Disclosure and CSR Policy Office 
Tel: 03-3501-1570 
Fax: 03-3501-5478 


