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7] (RQs 2,4) b 3D v — MNRE%L
MAnWTa—F (HfE) (bLBFEL7. (1=H7E
1), 2=, 3=EEM), 7ok 2L, HDHE
B 73 IFRS O AP L TR AEHT HBRIC
AAESICR TS TS (bD5< V)] OHEE
PEEBER (GEMID) IZim Uemaial, 1

(3) NEV B THNTWD, HEtLE 1T >
BRI, Ak (FERmR) « acey « 5ok (THARRY)
BROHRET—R2IZED, MRS IIT —XIH
OIpmoTz,

Krippendorf [2013] DOIBEIHEH-T, a—
RALEAT 5 BSOS HEME 2 BRGE L 7=, WF9eAiBh =
WA SRR F I T 5 IFRS O
WHNZET % 100 DEW] (B L O AT ERE T
524 0uYy) ARHELLEZAD, B

TEEATE (EH) LWEHiBIE O —BERIE 97%
MNH 100% O EHETh o, F 2,
Krippendorff’s alpha ® ¥l 0.98 TH -
2o LTZMR5 T, a— MMEOFEEIXEMETEM:
ThoTITh-Z LIl 5,

V IFRS D@l @R IcET 5 1%
1 DL

SHEROBE
K2R T LBV, BENFEHRSHRFRD
323 DI SR 5 IFRS O il iz x4 5
BROEIGED X9 & 50 (50%) ©>Th o7
(BT IMERLED THEINLTY
%), MIFNC A5 &, BEDOEIGIL, B 11X
21 (66%) xt 11 (34%) , M 21X 20 (44%)
*F 25 (54%) , #3139 (39%) % 14 (61%)
ThHY, RxITKOEERHML Tho/e 2
ENbmas,
WA AT IR T — I RNV — e T =TT
& @ IFRS Os&ifilE I+ 5B G 0E A% 1
NH 3O TRLELDOTH S, FRLIIrAT
LRV, TN 2LV RKELL SUTFTHLY
A1 IFRS @il Ok E, 1A ET2 &
VNS WISEITITERIRE ERT 5 FEILA -
WA 2T,
(1) Btk - 2FHFEE (2.8), £ DOMOHTE
# (2.6), Bt (3.0), ®iEHE (24),
P L (3.0), A (3.0), ASBJ (2.3)

(2) BRI : JICPA (1.0), <fit - —E R
¥ (1.0), HARHHE (1.0) ®, FEZRI
SIAT (1.0), 7+ VU AL (1.4)

IFRS D EHEAICEYT AR T—IHRILF— - FHEBEFOER (REEH)

x® 2
Hif 1
2008.10.23 - 2009.6.11

Hif 2

2011.6.30 - 2011.12.22

Hi 3
2013.3.26 - 2013.6.19

=]
2008.10.23 - 2013.6.19

B pod b SRS g Ee BOd b MRS Y B pod vy MRS Ry Hpk Bod i ES S AFF

wRE

= 0 6 0 16 3.0 2 5 0 13 24 O 5 0 24 30 2 16 0 53 28 71

Z DAt 0 2 0 1 30 1 1 0 11 20 O 1 0 4 30 1 4 0 16 2.6 21
RAEMFR

AREFHE 6 0 0 11 10 6 O 0 7 10 3 0 0 17 10 15 0 O 35 10 50

B+ 0 0 0 0 - 0 4 0 2 30 O 0 0 0o - 0 4 0 2 30 6
s ER R

LSS 3 0 0 6 10 4 100 1 12 24 O 8 0 20 30 7 18 1 38 24 64

bR -t2E 4 0 0 5 10 3 0 0 1 10 O 0 0 2 - 7 0 0 8 10 15

AAREE 2 0 0 0 10 0 O 0 2 - 0 0 0 2 2 0 0 4 10 6

SRS 7] 1 0 0 380 O O 0 2 - 0 0 0 0 0 1 0o 2 380 3

HE 0 0 0 0 - 0 3 0 2 30 0 0 0 3 0 3 0 5 30 8
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BARIZEITS IFRRSEAZH CHRBOSHIE

i Y
RESIGIET 2 0 0 4 10 2 0 ©0 1 10 2 0 0 2 10 6 0 0 7 10 13

A EEREE K

ASBJ(FASF) 1 2 0 8 23 0 0 0 8§ - 0 0 0 8 - 1 2 0 24 23 27
s ERFIE

7FYAN 3 0 0 7 1.0 2 2 0 6 2.0 4 0 0 15 10 9 2 0 28 1.4 39
& # 21 11 0 58 17 20 25 1 67 21 9 14 0 97 22 50 50 1 222 2.0 323

(%) 66% 34% 0% - 44% 54% 2% - 39% 61% 0% - 50% 50% 0%

(E) T 3R (D, P2 (2) BROBH (3) OFHETH D,

F3IE, AT —IHRNE— TL—TFTL iz, BEEEL - S UFHDOHWT D &,
DEEDONE, ¥F LIEZBOANE, B CHROAE=A ) —Z = TR5HF58H &
(JEXR) BLOBSLTFEPIRINTND, HEENSDORIEE THHDITx LT, BAIR
IFRS &l H IR FE S B - FE CFHK DA = « J—F—F JICPA 7DD E
DEIFIL61.6% - 63.1% THLOIZXH LT, E  HTHLZ LWbnd,
FRIRDENE1E 38.4% * 36.9% THDH Z L b,
AR 853D 2 2 HEDTNDHZ LIl b,

®3 AT—UHRLT— ZHEBETOENK
EWODOERATE RSLEZRONL  ESEE (BN #mERCERIN

Wil s =280 b =P e
NH
IFRS #HIEA - KXk
EEHFEE 14 (22.2%) 11 (21.5%) 70 (21.7%) 74,151 (22.9%)
DO OTEE 8 (12.7%) 5 (9.8%) 21 (6.5%) 15,471 ( 4.8%)
HiEE+ 2 (3.2%) 1 (2.0%) 6 (1.8%) 5,725 ( 1.8%)
EE 11 (17.4%) 10 (19.6%) 64 (19.8%) 68,910 (21.2%)
P TR 1(1.6%) 1 (2.0%) 3 (1.0%) 1,631 (0.5%)
A 2 (3.2%) 2 (3.9%) 8 (2.5%) 9,028 (2.8%)
ASBJ/FASF 6 (9.5%) 5 (9.8%) 27 (8.3%) 29,685 (9.1%)
NS 44 (69.8%) 35 (68.6%) 199 (61.6%) 204,601 (63.1%)
IFRS 3aMIE A - BRIk
ARG 6 (9.5%) 6 (11.7%) 51 (15.8%) 53,208 (16.4%)
&l - - R 2 (3.2%) 1(2.0%) 15 (4.6%) 14,815 ( 4.6%)
F AR [ 38 1(1.6%) 1(2.0%) 6 (1.9%) 3,888 (11.2%)
AERELS | T 2 (3.2%) 1 (2.0%) 13 (4.0%) 15,304 (4.7%)
T7FU AR 8 (12.7%) 7 (13.7%) 39 (12.1%) 32,226 (10.0%)
AN 19 (30.2%) 16 (31.4%) 124 (38.4%) 119,441 (36.9%)
& &t 63 (100%) 51 (100%) 323 (100%) 324,042 (100%)

() BO#R : SEA a7 <2, BRIR: FA=aT>2,  FHRaTER2SH,
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2. RGs 1, 3 DR

TESEF#RS BT A =F ) —F
—Th o arttgEs, WiE3E, JICPA 725 D
## D IFRS Ol HIcB L TR 5 R %
AL TWD M E S %, Kruskal-Wallis
nonparametric test % MV THEE L 72455,
BERERNGD Z EN o7z (p=.0000),
IHL, FORT—IHRNVHE — T—TRT
RN D D%, Steel-Dwass test & F T
FREE L7/, SEHFgEE & s b &k
#13 JICPA 726 DREFE T~ T, IFRS D
HilE SR L TR DR A EICE N D
LR SN (2FHF5EHE - JICPA: p
=.0000, #lxs% - JICPA: p = .0000), =0k
’ti%&x?~afwﬁ~-7»~fﬁf
IFRS o5l FIZ B4 2 B OB G ITAHE

DI LRI N,
# 21/ LI LB, IFRS Ok Ikt
THEGOE G, HM 1 Bk 66%, Xkt

34%), IR 2 Rk 44%, KCxt 54%), HIR 3

(B Rk 39%, KO 61%) TV, Fof OEIG 2
WAL TCWoTleZ Enb5b, IFRS ©
sRfilE M CB T 2 B RAEIM 1, 2, 3 THRARD
HE S )%, Kruskal-Wallis nonparametric
test & FWTHGE L=/ H, p =.0927 “G‘Z%o
Too TOX DI, Wi 2 - IR 3 1THIM 112
«fnmswﬁﬁ@m_ﬁﬁﬁé%é#mw@
MZd 7208, BEDZERIT 5%KETILMHER
Nehot-,

VI ESFHFEBREZEVIAVE
vy 7| OO
1. YRy o ERAZBOME
AWF52ClE, Gernon and Wallace [1995]
DT HITF 4 xzaagd—. 7L —AU
— 7 ZRA LT, tharER, MM ER, 5

16

PR, 8 AR A3 K OV R SR 2 B 5
HEF 1T OV URNVEREZTNENKRD & B
DL, @

(1) #H=pERE : E (bo-o5<0), EEME

(PR5FME), REIMOTLA

WSRO B ARE, ©

EEE D 70—k, 7

02— N FEITKT D

IFRS o B¥ P& F

(3) HMMER :JRAIEFROBEH, E - JIFk

D HE

HAOBE AN, EEA7Z2 Lk

BRTRETE, MEEE OFE ]

M, 7 a— LB AT

DIEEE

(5) AFHUEK . HARKYED IFRS I2xH1 5

BENLPE, ATEARERE, Y
YAV T RS OE
i, D BloOBmEER B
% (B EFR), #HEY
Bt 5 F D R

F2, O OBRBETUTF7To0Y R v 7

R E Rk SR E LCGEMN LT,

6) BIEH : = R—R AV K, I—T7
v b, J-IFRS OBA%, ko
REHEEOPHE, US-SEC @
BUORRE ~ORLRE, [E B H
. GEEHE) ORfeft, TFRS i
B DfEFn

(2) FRRAIZEN

(4) fEANRERLT

2. RQ2 D#R

# 4121%, IFRS sl H BRIk & RORDS
24 DTN v 7 IR HEEEAVEE, HER, AL
B E IS ERNC AN =00, ZOMEE L EE
72 B NI AR RSN TV D, BAIR &
KRB WYy 7I1IRELS 4 DONH
—, Thbb 1) BRRIRITIEEMS, Kk



BEHEMICAWE=aY v 7, (2) BRRIRITHEE
FINZ, REHRIEEEMICHW e Yy 7, (3)
BRUR « KRR E BICHEICHW Zr Y Y
7, (4) BRIR « ROk E S ICEERITHW
BV 7 ST DI ENARETH D, b,
EHIRT LBV, 50% % I, BENRE

BARIZEITS IFRRSEAZH CHRBOSHIE

REBENRBERNBTEIN TS, &R
X, BOHIRD 89%728 THLE (L D5 V)] &
WO HEEE B ERICHY, 2 TOBRIRRZN
EEEMICHWEZOT, Mg (503K 1) ]
I TEEIRIZAER), RARIZEERICHWS
aYy 7 OAT Y —ICHEINTND,

x4 RAK-BERROODY Y (REEH)

Mann-Whitney

BRI =934/ U tost
15 EN) TER I HEN HER PNy Z Sig.

TEER:

g (b3 ) 17(89%) 2 0 0 3.358 .001**

EEM (RSP 9(82%) 1 1 2.431 .015*

F R 12 (100%) 0 0 0 4 0  3.873  .000%*
R ER:

WG C OB A THE 1 4 0 7(100%) 0 2.775  .006**

FEIEB D 7 10— L 9(64%)  5(36%) 14 (100%) 0 2.423  .015*%

Ju—rOURIHT 5 IFRS OBBEN 8 (100%) 0 0 7 (88%) 1 1.000 .317
BHFAMER:

J Rl = 25 0 0 14 (93%) 1 1 7 (88%) 0 0.528 .597

HE - IO EEN 6 (100%) 0 0 8 (100%) 0 0
EPNGpE T

AROEAN (22727 2K 29(91%) 3 0 0 14 (100%) 0 5.795 .000%*

[E| B0 7 Ll Rl AR 2 9 (75%) 1 15(100%) O 0 4.330 .000**

WA OB 2 1 0 5(100%) 0 0 1291 .197

7 — VIR B AR TG O 9(60%)  6(40%) 0 18(100%) 0O 0 2921 .003**
SEER:

AAFEHEDOIFRSICHRT T 280 32(94%) 0 2 3 6 (60%) 1 4582  .000**

INIEAME R E 1 21 (88%) 2 5 (71%) 2 0 3.367 .001%*

VYA 2707 fifIiEOREENE 27 (100%) 0 0 5 (71%) 2 0 2.821 .005**

R LBOBERBEGR BEREER) 26(90%) 2 1 4 4 0 2.603 .009%*

S O ER 22 (71%) 9 (29%) 0 14 (70%) 5 (25%) 1 0037 .971
Z DMDER:

Ty R—RA R b 11(79%) 1 2 8(100%) 0 0 1373 .170

=TT Tk 11(73%) 1 3 1 6 (86%) 0 3.143  .002**

J-IFRS D BA%E 11(69%)  5(31%) 0 3 3 0 0.796 .426

B ORFHIEREO O 7(50%)  7(50%) 0 0 15 (100%) 0  3.090 .002%*

US-SEC D BURIE~ DL 18(95%) 0 1 10(77%) 3 0 1571 .116

EFRRHAL (FEEHE) DR 20(87%) 1 2 22(100%) O 0 1733 .083

IFRS 3 F E A O FE AN 6(86%) 1 0 8 (89%) 1 0 0.184 .854

(E1) AR : 2FH%EE, Tofobrses, Bit, RUE¥E, M Lo@Pn, @a, ASBJ, BRIR : AREt, &t

PR, BARHEE, FEREGIET, 77U A b,

(E2) #HE GROA—Er b)) BEI7V—THNOEEOEIE (TMERLET) 27y, Blaids R EESENH

STEIHEHIZOWTOARRLTH D,
(FE3) ** 1% KETHE, * BUKETHE,
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RO ERRERARVERALEERZZEEENOS Y

IFRS il A - Epkik
HE < > EHEM
BEIR - RARBEERICHN Y Y 7 BRIRIEEN, RARITE AW Yy
- Za =NV D IFRS 0 BEREE - BE (bS5 D)
- HE - R E R BN (PRSP
- B OB - RIS
- A o - BROEANE (22727 A1)
HEM| = F—A A b - AARFEHED TFRS (KT B EA M
- US-SEC DBURHE~DEE cH=TT TR
IFRS - [EBREHNT (RS HE) Dl
STl e - IFRS jt I ZA o 50 [%EE]
B IR - REEB O 7 o — Ll
s 7=V B R OGS
< U A 7Y T iR O FE r:;;j
BRIREEEY, BOHREEERCAVERYYyS | BRIk - KRS EENICAWEr Yy 7
HER| - WA TS TOT&HE - A FEE oo
« [EIBRAD 72 L AT RENE
« ZNIEATE R E

(1) 50%% FHEZ, HEMREBER EBTENRBERDSEINTWD, 72& 21E, KEHRD 89%7% THliE (L d>5< V)]
LV HREE EEMICHY, 2TORBRIIRD TN EGEMIZHN 0T, JE T DERIRISEEDN, KARITEEN
AW a Yy 7| OA7 I —IZHEIN T,

(7 2) &FFEBLOBHERBG WERFEER) 1, KAIRO 90% 3 HEMIZAV, BRIRO DT EMNTH N TV D,

(£ 3) J-IFRS OBAZEIE, KAIRD 69%3 H ENNI AV, BRRIROD LB EEMICAN TV S,

(F 4) BHEOSFHEEOPHFIL, KIROPLEREEMICAY, 2 TOBRIRDEEIZHN TN,

BARIRIIE ERNC, RATRIZEEAN AN SRR, 24512 ER ORI & ik

P BED RIS A BE LT, & 2 Ttk
FRHIRDORZHALE ERIC W=, Bk EBNRRINTE T, 290 ) RiEZ &
N (GEER) FELEZaY vy 7%, BAERI W FIZ, HDHERTIIEEOLERE ML
BFoRE (boo5< ), EEM (RSP THL, £V H ZETHADEL DS
BLORMWELS (—A T ard—r) O 0 %4772 5T, RYITWHDND D E WD Hiw
BEMETH D, =& z20E, KATROEZRIZKRD LHNFEWIZRHSTND, | (FihEE - 1
Lok RTna, EEARORE, CESFERESHFTR,

2011 6 30
(A ETOAKD DS D L0 S DI, F6A30R)

A—A T ar— iR e Loz FOHIRD K Z#00%, IFRS #HDORIFEEZT U
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LHBRIC, i EBLOBH MR (FeERE £ 2%)
R EDRAROEAMED D IXHE M A
BETREIELEFRLE, FRIZ, KIHROK
2803, AAREUED IFRS (2% DB 2 4R
Wiz, =779 bOFkE IR L, —H,
BRRIROPLEHII DG EBOBESERBRE B E
L7228, HARODEA MRS B AIKEAED IFRS 1ZxF
T HEMIEICIIEEN Th -T2, BRIRIZE =
7 IFRS O A ZHER L TRV, 1—7T 7 k
DFEEICHLEN TH 72, £7=, JIFRS @
BN 9 2 % T 1k & I3 IR & SR D
FHCIREZN A B D, BRIRIT J-TFRS O
A% IFRS O5& i H Iz i 7258 — 4 L 2 T
WD DR LT, RCRHIRITSRTEH 28 H L
WD, BHWIEH HRE TFRS 24259 5
DI FEERZ TS (JHiE [2013]),

BRIRITE BRI, BOHIRISBEERIZHAV .=
v
BRIRORZENTH ERNCH W=, ROk
MAELTzr Yy 70, Wi COEeiE
OEBER 72 e FTRENE T D, BRORHIRIE H AR
(DL BENTENLEETEL VD HE
FEEEML, Ko TENEZEM O TEEEZ
L VEALCLMEMICH D, A EARERE 3
%>§§Z<"/Db\7f‘i BRIROZE 1 HIER TH
WZxt L, RO RZEIIEER T D,
@Eﬁﬁ@m®ﬁﬁu v, [EFBIEORT T
A VT DR L, A IEARE A MREAMEE 2 (A
L8 I EE MO RN B AR 2 W REME A
3@571&5’63535 (e.g., THFIZE - RGN,
S FHS TS, 201146 A 30 H),

BRIk - IR E D ICEENICAVEZERY YT

ZOXIITERIREKAIRIZE D ER %
HLTWANRN, EHITHENTE 701, (B
{2 —AC IFRS &5l 5 o Tid/e<)

BARIZEITS IFRRSEAZH CHRBOSHIE

7 — Ak L CEERE R TFRS % i
LTWS FIEORH, ZHESIIOEENE, M

BiE &M, mESEEFXORM, =8
— A A hOfRA, US-SEC D%, EEEAH
N GESHE) OHefR, IFRS #HEEOEMT
bHolz, EHITEHEEMITHWED, BRIk K
SR E W HEMICHWZ Y Y 71, 25
DT a— b, 7 a— LI AR T O RS
Thotre VA2V 7« flFIZEDEEMEIT
WURIZSCRF S 72D, RAHRDERIR & 0 HE
A=,

BRIR - KAk E DICHRENCAWER Yy Y
JFHIEFE O FIZ W, iR E SIS
Zon LTz, RAIERICHT 2B S0BHIE, &
BEORBHEHIM O K TH 72 (e.g., Tl
JAER - 7Y A MUK, BERHFESET
£k, 2008 4= 10 A 23 H; EEEE - SIS #ENRE,
WEEAFEBSH T, 2011 4 8 H 25 H)., A
BRIZ, HAJEME, v 27 IFRS, J-IFRS, X[E
EHEOHFIZONT LR ENRE AN S %
HTlz, 72 21X, BHIROZRITRD L H 1
BTN D,

(R 4 O R MR BEETRT D
Zricky, _ﬂﬂk TER L, HAKYE
o — 7 ALT D H NS 7200, R
WG ETHLEZATHY £, . P
IFRS #& AT 5354, IFRS BITHEEN
WA 20E2 b b HRE RO T
Fehi L CTHEL TR, AR E B 4K
WEHGFEEVIA A—=TiEbr izl v
L, EBMETEEED D Z & ZiE2 b
DTIEIpW D ) (LR - BUE¥ERERD
B E, EEDFFRSHFK, 2013 £ 5
H 28 H)
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x6 SHPMIERASAEEEFEEIAENDS vY (REEBK)

H#iM 1

2008.10.23 - 2009.6.11

i 2

2011.6.30 - 2011.12.22

il 3

2013.3.26 - 2013.6.19

2HH

2008.10.23 - 2013.6.19

BER GEM i HER O SER Y HEM  GEM P HER GER ez
2Hf @1 2. 3) 2ZBLTERSM Yy
LIIEB D Y 1 — L 7(30% 1 0 10(44% 3 0 6(26% 1 0 23 0
ERsH AL (R EH) O 9(22%) 0 0 22(2% 1 1 11(26% 0 1 42 1 2
R 408 ] 1 6(29%) 1 0 8(38% 0 O 7(33%) 0 1 21 1
IR 72 L T REME 6(35%) 4 0 6(35% 3 1 5(30% 2 0 17 9 1
T HHE R DR 719%) 9(64%) 0 2467% 5(36% 0 5(14%) 0 0 36 14 0
FIHE 1 2RSS vy 2
s (/’)t;gﬁﬁ‘“ TE O saon 1 0 8(63% 0 0o 1 0 0 15 10
BAOEAME 22N 6(21%) 1 0 2069% 13(76%) 0 3 3 0 29 17 0
L LBOBEREGHRERTER 8(27%) 1 0 21(70% 583%W 1 1 0 0 30 6 1
US-SECOBSERE~ORUE  13(46%) 2 0 14(0% 0 1 1 1 0 28 3 1
FIHE 2 3RS hEZuY vy 2
7a—rSVRERTROME 4 1 17(63%  5(83%) 0 6(22%) 0 0 27 6 0
HARHEDIFRSICRITAEME 0 0 26(74%) 4 1 9(@26% 2 1 35 6 3
VPAPY 7 RS OETEM 4 0 17(53%) 2 0 11(34% 0 0 32 2 0
FicHE 2 IER I EuT v
HWiE (b3 ) 1 0 0 15(88%  5(100% 0 1 0 0 17 5 0
FEHIRHE A 0 0 0 12(100% 4 0 0 0 12 4 0
INTEARER E 0 1 0 6(100% 18(78%) 1 O 4 1 6 23 2
FicHE 3 IER I EEuTy s
Ty R—2 AL b 1 0 0o 1 0 1 17(89%) 1 1 19 1 2
IFRS i 1] 220 oA 0 0 0 0 0 0 14(100% 2 0 14 2 0
H—=TT Yk 1 1 2 2 0 0 9(75%  6(86%) 1 12 7 3
J-IFRS DB% 0 0 0 1 0 0 13(93%) 8(100%) 0 14 8 0
B O L IEWED GH1E 1 3 0 1 0 0 5(71% 19(86%) 0 7 22 0

(£ 1) BN OEIG IS SR S22 28 Ul SN B SEETHRLGIFREN WD, Lz
1E, BEEESO 7 a0 — UM 11 7E, 28T 23 BEEMICER SN TWADOT, I 1 I EHNMH T

SNT-EIEIEL 30% (=7/23) LEtEIhTW5,

(E2) #E FEMANDO A= ) 1E, 5RILLERERHSTZHAIZOWTOHR L Th D, MENTES I,

IFEEMFEEN 5 ELL EhH > 2l z R L TnD,

(1% 3) MBESEHA 16 BTz /2V e ¥y 7 (HEM (RSP, WS ToOBReME, #HE -

BEMNE

o> EIE, Hs

HOFIE) I TRRBREER 72D, MEHIRN LRI LT,

3. R4 DR

# 6 I EERFESOZENHEN, BGE
B FEIXHP LW Er Uy 7 OB & E
AEWRBNR LD TH D, AR I
DR S E 2HMORE S EE TR L CEHE
ENTW5, =& 21, IEEEFHO 7o — L
b IR 142 78], AT 23 BIEERIC
HEHINTHWDOT, B 1ICHEMITHER S
NT-EIGIE 30% (=17/23) LEHE STV D, #&
SN 15 [FNif7=2nve Yy 7 (e, 18

20

EmE (BRSFIE), WESMTS COBEME, HF -
IFROBEENE, MBWE OB 1 TR
HEZp o, OHTRRMNBERAN LT,

2HH E1-2-3) 2@ TEAIRE
aYvy

Kb ER6EHEDLETHITT DL, BEIGH)
D7 v — b JOEBRR A (BEHE) ©
ERITEMIMZEC Clke bICHEMICH
VY, JRRIEFR OB ANIMmIR & 6 A ERISHN




22D, ez, FotIROZEEITR
HIFEZOBEHIC DWW TIRD L 9 &% £

NRAIEROL OB LTV A AT RN
T & CUIRERRFE M O3 & T IC IR D
EFTL, ROMOTER LT TV A Mok
BRIEFIC N /e £TOT, HAZ
ANHIVENNEBNET, 7272, i
FLOFEMRE T2 5N D TT A, TASB (38 %
DEDTA X ADIEREBEND L)
FISNdH 20T, OkHER - -WEED
HE, BEIFHFRSEFR, 2013 4 3
H 26 H)

F 7o, EERRY7R el nTREME X4 I ] 2 e
%Eﬁﬁﬁ?ﬁ"aiﬁéﬂﬁ\_kﬂbﬁ 5, HH; F’ﬂ'ﬁ
FRATOWTIE, #I 1 CrIsks i BeE R 13
BB RER & IR S D 2 & (RN
JRAD ZRAC (=3 [2009]), #HSHEES
0 HEFEET AN T ST, B
2+ 3 TIXMYR & bITEH B RS XA R 2
Koo =Z LR TE B,

EICHE1-2IEAShErY Y

7 a— AR S TFRS O Be i H 35
FOBKROEAM (2727 A ) TR 1 -
2% < Wb i, 5T & Bl EH72 Bfk (f
ERFEEFR) BIO US-SEC OBUERRIE~D
Bl & I 1+ 2 IRV 7, 12012
G E] T, FMEEICOWTIBLE S
O (MeERFEER) ZHERTRETHD L
WO RBOBERERE 2, PIMEESORFHT
DOWTIXIFRS OB ZZ T 720K HT5HZ &
DASENTWD, Ko T, REHRIZEIM 312
BWTHERAEEROHMFIZOVWTEAT D
MENRRL RolobD B BND, RIS
2012 = 7 Ao (2% w7 « LAR— 1] (SEC

BARIZEITS IFRRSEAZH CHRBOSHIE

[2012]) LAR&, US-SEC i IFRS i Iz B
THEOREZAFZ L TWRWOT, Wijke HIcH
fil 3128V T SEC DEGRIZHOWTE & LI
MolebDEEZLND,

FZHE 2 -3 I N v Y v

7 a— NV IR EARTTG DOREE O B
R 2 - 3 ITHEML %w%hkoﬂ$
%ﬁ@HRS_ﬁTé%m IRFHRIZE 5T
M 2+ 3 ICHW BTz, KRHRA E = 7 IFRS
®ﬂkft HIBRZZR L72HB X, VA2

7, INTEAERIE, oA OIEEH, B
@’ﬁ\éﬂ?&@f; ERHDLH, TNHITIASBOT Y
= UABEICH L ThbIEdA— LYy D
FLLTaAyhanEHALEER>TND
(ASBJ [2011]),
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The Impact of IFRS Adopter on Effective Tax
Rates in Korea: Analysis of Consolidated
Financial Statements

Jeong Ho Kim
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Abstract

As the Korean International Financial Reporting Standards (IFRS)
are being adopted from 2011 onwards in Korea, all listed firms and
most financial institutions must use the IFRS standard for their
financial reporting. This new economic environment created
confusion and uncertainty for Korean companies as the rules applied
by IFRS differs greatly to that of the Korean Generally Accepted
Accounting Principles (K-GAAP). Despite economic substance
remaining unchanged, the potential changes in tax expense and
effective tax rates has become of great concern to the firms planning
to adopt IFRS. Accordingly, this study examines whether adopters of
IFRS has been impacted in any significant ways by the changes in tax
expense and effective tax rates under IFRS as compared to the
previous system of K-GAAP.

For those firms that have adopted IFRS in 2011, this case study
examines 600 of KOSPI (Korean Composite Stock Price Index) and
KOSDAQ (Korean Securities Dealers Automated Quotations) firms.
These firms have reported financial statements for both IFRS and
K-GAAP in 2010, due to the gradual shift from one accounting
standard, K-GAAP, to another, IFRS. The firms that have adopted
IFRS in 2011 were required by the financial supervisory service of
Korea to restate their 2010 financial statements using IFRS and
disclose the reconciliation of the differences between the two sets of
accounting standards. Thus, even when economic substance remains
unchanged among these firms, it has enabled us to conduct a
comparative analysis on tax expense.

The main results for adopters of IFRS for the 2010 fiscal year are as
follows: First, a majority of adopters of IFRS have decreased effective
tax rates as compared to K-GAAP. Second, a majority of adopters of
IFRS have effectively experienced an decrease in tax expense as
compared to K-GAAP. Third, there are strong indicators that show a
majority of adopters of IFRS have effectively increased their income
or loss before income taxes and net profit as compared to K-GAAP.
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differences with this total.

Finally, for these firms, there exists a difference in results between
firms on the KOSPI and KOSDAQ. KOSPI firms exhibit similar
results as compared to the outcome of the total number of firms
(TOTAL=600 firms) used for analysis, but KOSDAQ firms show

These results contribute to research about how firms are affected
by the changes to accounting standards on tax expense and effective
tax rates. Also these results contribute to research about how firms
are affected by the changes to accounting standards as segregated
by KOSPI firms and KOSDAQ firms.

Key Words: IFRS, K-GAAP, tax expense, Effective Tax Rates

I . Introduction

As the International Financial Reporting
Standards (IFRS) is being adopted from 2011
in Korea, all listed firms and most financial
institutions must use the IFRS standard in
their financial reporting. A radical change of
the accounting  environment affects
corporate accounting information quality.
For instance, the decision making process of
any corporation's interested parties are
influenced by the quality of the accounting
information. Therefore, it can affect the
accounts of capital finance and investment
activity as well as tax expense and effective
tax rates (ETR). While previous researchers
were interested in tax expense and how it
affects the size of firms, capital structure,
and profitability, this paper focuses on how
the changing accounting standards from
Korean Generally Accepted Accounting
(K-GAAP) to IFRS

corporate tax expense and ETR on their

Principles affects

business.
Unfortunately, for the short term during
the transition period from K-GAAP to IFRS,
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firms would undoubtedly incur additional
burdens, like time and costs and extra
momentary costs, with the implementation
of new standards. However, Korean firms
stand to gain more than lose with the
adoption of IFRS, as the reliability and
credibility of Korean firm’s financial improve
statements as this shift creates unity in
accounting practices in multiple countries
throughout the world. The simplification to
internationally accepted standards has also
made it easier for overseas investors to
positive in investment opportunities in
Korea through greater transparency.

EU on the

economic impacts of changing accounting

Previous studies in the
standards mostly presented their view of
how adopters of IFRS were affected in
regards to the quality of their accounting
information (Barth et al 2008; Balsari et al.
2010; Devalle et al 2010) On the other hand,
most previous research in Korea presented
their view of how adopters of IFRS were
affected as well but most of this research was
limited in scope or scale using very narrow

case studies or specific industries.
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Therefore, this paper analyzes two
different financial standards (K-GAAP and
IFRS) reported for the same year (2010) and
the exact same firms with a specific focus on
tax expense and ETR. Normally, finance
statements draw upon information from both
the current year and the previous year for
comparison. Korea adopted IFRS in 2011.
Consequently, a great opportunity arose
from this switch from K-GAAP to IFRS for
the 2010 fiscal year. This is because financial
reports were made for both K-GAAP and
IFRS for 2010 fiscal year. This paper
researches on how the changing accounting
standards from K-GAAP to IFRS affects
corporate tax expense and ETR on their
business.

The remainder of the paper is organized as
follows: Section 2 reviews previous studies
on the measurements of ETR and the effects
of IFRS. Section 3 explains the research

design and sample selection. Section 4

discusses the empirical results. Finally,
section 5 concludes.

II. Advanced Research

2.1 ETR Measurement

Generally, ETR provides valuable

information on the effectiveness and
efficiency of an enterprise’s activity and its
burden of taxation. Previous research
studied the measuring factors of various
ETR in relation to business activities,
investing activities, financing activities, and
so on. The ETR for a corporation is the

average rate at which its pre-tax profits are

taxed. For corporations, the effective tax rate
is computed by dividing total tax expenses by
the firm's earnings before taxes. The
effective tax rate is the net rate a taxpayer
pays if all forms of taxes are included and
divided by taxable income.

Spooner (1986) discusses the different
methodologies for measuring average
effective tax rates from financial statements.
Effective tax rates can be divided into two
broad classifications: average effective tax
rates and marginal effective tax rates. The
first are generally defined as the amount of
tax paid as a percentage of income. The
marginal tax rate is the percentage of the
expected return on an additional investment
that is expected to be paid in tax. Tax rates
may be calculated by comparing three
different measures of taxes paid with book
which

represents taxes expected to be currently

income: current tax expense,
payable; the total provision for taxes, which
represents the taxes payable on that year's
book income in the current year or in the
future; or current taxes plus some portion of
deferred taxes. Measuring the relative
effective tax rates of industries serves to
illustrate  the consequences of the

accumulation of tax Dbenefits. Average
effective tax rates may capture not only the
details of specific tax provisions but also the
changing role of those provisions over time.
Meanwhile marginal rates are more
appropriate for measuring the incentives in
a tax system. From this point of view the
measures may be complementary rather
than et al (1991)

competitive. Omer
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investigates two issues relating to the use of
ETRs: the defensible

alternative measures to provide different

potential  for

results and the problems associated with
using financial statement information to
estimate tax and income. Results indicate
that alternative ETR measures and
systematic deferred tax reporting differences
in the financial statements cause notable
shifts in estimated ETRs. The systematic
deferred tax differences have a predictable
directional effect on estimated ETRs.

On the other hand, Gupta and Newberry
(1997) examines the determinants of the
variability in corporate effective tax rates.
The results suggest that ETRs are associated
with many firm-specific characteristics such
as size, capital structure, asset mix, and
profitability. Moreover, the finding that the
fixed-effects regression model provides a
superior specification over a simple-pooled
model indicates that certain other
unobserved firm-specific factors have an
important and nontrivial relation with ETRs,
and that these unobserved variables are
likely correlated with the included variables.
Thus,

time-series tests of an association between

standard cross-sectional and
ETRs and other variables of interest are

biased and inconsistent.

2.2 Effects of IFRS

Recently, the focus of much research is on
the quality of accounting practice and
information and whether or not it has
improved. Barth et al (2008) examines

whether the application of International
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Accounting Standards is associated with
higher accounting quality. The result shows
that 21 countries generally evidence less
earning management, and more value
relevance of accounting amounts in relation
with sample firms applying a non-U.S.
domestic standard. Balsari et al (2010) is
considering the need for understanding the
economic consequences of harmonization,
they investigate the impact of IFRS adoption
on the earnings conservatism as a dimension
of reporting quality in Turkey. The results of
the study show that IFRS adoption has
increased both the timeliness and earnings
conservatism (asymmetric timeliness), while
the impact is stronger for financial firms, for
firms having lower debt levels, and for
smaller firms. Devalle et al (2010) states the
adoption of IFRS in the EU created mixed
results in the

individual EU

experiencing improved accounting quality,

accounting quality of

nations with some

while others worsened. Case in point,
Britain, Germany, and France benefitted
from the change to IFRS with increased
stock prices. However, with the exception of
Britain, most countries experienced net
asset decreases. Tendeloo and Vanstraelen
(2005) whether
companies that have adopted IFRS engage

investigate German
significantly less in earnings management
compared to German companies reporting
under German generally accepted
(GAAP),

controlling for other differences in earnings

accounting  principles while
management incentives. The results suggest

that IFRS-adopters do not present different
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earnings management behavior compared to
companies reporting under German GAAP.
These findings contribute to the current
debate on whether high quality standards
are sufficient and effective in countries with
They
indicate that voluntary adopters of IFRS in

weak investor protection rights.
Germany cannot be associated with lower
earnings management.

Analysis of this previous research
demonstrates that the overall quality of
information is after the
implementation of IFRS in the EU, with

research both registering improving and

inconclusive

worsening quality. Before the switch to
IFRS, both the accounting standards and
accounting environment were expected to
undergo comprehensive change. With this in
mind, policy makers and academic
researchers were anticipating what these
changes meant and how it would affect
Korea. There were two parts to these
expectations and concerns. The first part
was to pinpoint potential problem areas and
develop viable solutions. Special attention
was put on critical segments of the economy
that would be affected the most, such as
financial, insurance, and construction firms.
The second part was concerned about the
quality of the information presented by firms
and the related issues of taxation.

The study by Kyu-Ho Kim (2008) focused
on financial institutions and the effects of
switching to IFRS,

allowance of bad debts and insurance. The

specifically on the

results demonstrate increases in earning

management. Woon-Oh Jung et al (2011)

studied the early adoption of IFRS by
Korean firms and its effects on corporate tax
expense. Their analysis shows decreases in
tax expense from K-GAAP to IFRS, but, in
total, only 12 Korean firms were sampled.
Previous research done in Korea was limited

to very narrow case studies or specific

industries.
This paper researches on how the
changing accounting standards from

K-GAAP to IFRS affect 600 corporations
(KOSPI firms and KOSDAQ firms) which
adopted IFRS. Analysis concentrates on
corporate tax expense and ETR on their

business in 2010.

Ill. Research Design

3.1 Model
All listed firms

institutions must use the IFRS standard in

and most financial

their financial reporting after 2011. This
paper studies ETR and measures different
types of ETR.

The first measure of ETR 1 is current tax
expense over income or loss before income
taxes.

ETR 1 = tax expense / income or loss before

income taxes
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before 2008

2009-2010 ‘ after 2011

early adopter of IFRS

K-GAAP

listed company

unlisted company

The next measures of ETR 2 and ETR 3
are current tax expense over different types
of cash flows. Generally speaking, there are
three divisions to cash flow: 1) net profit plus
depreciation or NIPD; 2) working capital
from operation or WCFO; and 3) cash flow
from operation or CFO (Jeong-Kyo Kim
1994). This research uses measures of NIPD
and CFO.

ETR 2 = tax expense / (net profit +
depreciation cost)
ETR 3 = tax expense / cash flow from

operations

3.2 Sample Selection
This research follows a process of
statistical data selection. In the first step,
data on firms were collected through the
FnGuide program offered by Financial and
Guide Co. The total collected data comprised
of 1,734 firms for the 2010 fiscal year. The
second step entailed further refinement of
the data due to incomplete data of firms, but
also of firms reporting zero or negative book
income or tax expense. As a result, a total of
1,000 out of 1,734 firms were cut out from
this selection process. A final data selection
process post-data analysis was used to trim
data. With the
winsorization, an additional 134 firms were
taken out of the 600 firms used. All in all,

this paper researches on how the changing

outlier application of
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accounting standards from K-GAAP to IFRS
affects the final sample of 600 firms
regarding their tax expense and ETR on
their business in 2010. A further break down
reveals that out of 600 corporations used in
this analysis, 362 are KOSPI firms and 238

are KOSDAQ firms.

IV. Empirical Results

4.1 Descriptive Statistics

{Table 1> presents descriptive statistics of
600 firms on all variables used in the
analysis herein segregated as tax expense,
income or loss before income taxes, net
profit, and ETR. As shown in <Table 1>, the
mean (median) of the tax expense for IFRS
are 15.3978 (15.3026), while under K-GAAP,
this tax expense are 15.4523 (15.2349). Next,
in regards to income or loss before income
taxes, the IFRS mean (median) are 17.0562
(16.7659). However, under K-GAAP, the
mean (median) comes out to be 17.0414
(16.7560). Furthermore, the net profit under
IFRS comes to a mean (median) of 16.8202
(16.5806) with K-GAAP of 16.7831 (16.5550).

Finally, ETR 1 of IFRS has a mean
(median) of 0.2340 (0.2266), with K-GAAP at
0.2468 (0.2357). ETR 2,
analysis shows that the IFRS mean (median)
are 0.2727 (0.2623) and K-GAAP are 0.2892
(0.2762). As

Moving onto

demonstrated, there 1is
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symmetrical distribution for ETR 1 and ETR
2. Also, ETR 3 has symmetrical distribution
since the data shows that the normal

distribution curve has shifted to the right.

Here, the mean (median) for ETR 3 of IFRS
are 0.2427 (0.2074) and K-GAAP are 0.2399
(0.2007).

{Table 1> Descriptive Statistics

Factor Mean Std. Dev 1Q Median 3Q Min Max
IFRS 15.3978 | 1.9491 | 14.0284 | 15.3026 | 16.6142 | 9.0405 | 21.8808
tax expense
K-GAAP 15.4523 | 2.0245 | 14.0890 | 15.3249 | 16.6985 | 6.8298 | 21.8808
earnings before IFRS 17.0562 | 1.8246 | 15.8230 | 16.7659 | 18.1107 | 11.2848 | 23.6849
taxes K-GAAP 17.0414 | 1.8794 | 15.8390 | 16.7560 | 18.1553 | 9.2689 | 23.6849
IFRS 16.8202 | 1.8622 | 15.6489 | 16.5806 | 17.8565 | 11.2126 | 23.5050
net profit

K-GAAP 16.7831 | 1.8803 | 15.6053 | 16.5550 | 17.9002 | 9.2689 | 23.5050

1| 0.2340 0.1273 | 0.1655 | 0.2266 | 0.2741 | 0.0003 | 0.9511

IFRS 2| 0.2727 0.1662 | 0.1693 | 0.2623 | 0.3361 | 0.0001 | 0.9857

3| 0.2427 0.1931 | 0.1010 | 0.2074 | 0.3187 | 0.0006 | 0.9855

ETR

1| 0.2468 0.1294 | 0.1796 | 0.2357 | 0.2856 | 0.0003 | 0.9364

K-GAAP | 2 | 0.2892 0.1617 | 0.1849 | 0.2762 | 0.3571 | 0.0001 | 0.9223

3| 0.2399 0.1899 | 0.0978 | 0.2007 | 0.3224 | 0.0007 | 0.9466

Note 1) The factors are measured with the natural logarithm of the real data

2) winsorization used

(Base: 100 million KRW)

3) ETR 1 = tax expense / income and loss before income taxes,
ETR 2 = tax expense / (net profit + depreciation cost),

ETR 3 = tax expense / cash flow from operations

4.2 Difference of Tax Expense
K-GAAP vs. IFRS

{Table 2> presents the comparison of tax
expense between the pre- and post- adoption
of IFRS. This is represented in three parts as
TOTAL, KOSPI, and KOSDAQ listed firms
with a further differentiation for K-GAAP
and IFRS. Looking at the TOTAL (600
firms), the tax expense for K-GAAP and
IFRS are 15.4523 and 15.3978, respectively,

which demonstrates significance for the

t-test. Using the KOSPI data (362 firms), tax
for K-GAAP and IFRS
significance at the 1% level of the t-test at
4.200 (p-value=0.000). Yields significance for
the t-test. On the other hand, results for
KOSDAQ (238 firms) on tax expense for
K-GAAP and IFRS yields no significance for
the t-test.

Case of TOTAL and KOSPI, tax expense of
IFRS are decrease compared tax expense of
K-GAAP, show significance at the 5% level of

expense show

133



{Table 2> Difference of Tax Expense K-GAAP vs. IFRS

CLASSIFICATION MEAN DIFFERENCE t(p-value)
TOTAL K-GAAP 15.4523 2.158
0.0545
(N=600) IFRS 15.3978 (0.031)
KOSPI K-GAAP 16.2754 4900
tax expense 0.1213
(N=362) IFRS 16.1541 (0.000)
KOSDAQ K-GAAP 14.1662 -1.039
-0.0492
(N=238) IFRS 14.9154 (0.300)

the t-test at 2.158 (p-value=0.031) and at the
1% level of the ttest at 4.200
(p-value=0.000), the reason is offset to effect
offset to effect

equity method or

inter-corporate of group firms.

4.3 Difference of Book Income
K-GAAP vs. IFRS

{Table 3> presents the comparison of book
income between the pre- and post- adoption
of IFRS. Focusing on income or loss before
income taxes (earnings before taxes), again
the analysis is split into TOTAL, KOSPI,
and KOSDAQ listed firms for K-GAAP and
IFRS. Beginning with the TOTAL, the mean
for earnings before taxes of both K-GAAP
and IFRS are 17.0414 and 17.0562,
respectively, representing no significance for
the t-test. For KOSPI, the t-test does show
no significance with the mean of K-GAAP at
17.6960 and IFRS at 17.6569. However,
there is yet further significance with
KOSDAQ. With K-GAAP at 15.9162 and
IFRS at 16.0208, the earning before taxes
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shows significance at the 5% level for the
t-test at -2.475 (p-value=0.014)

On the other hand, Net profit comprises as
factor for book income.
Consequently, the net profit for TOTAL has
K-GAAP at 16.7831 and IFRS at 16.8201.
With this in

significance with the

the second

mind, analysis shows
t-test.
KOSDAQ data for net profit also shows
significance for the t-test with K-GAAP at
15.6736 and IFRS at 15.7729. Significance is
at the 5% level for the t-test at -2.182
(p-value=0.030). But KOSPI, the K-GAAP
and IFRS of net profit are 17.4407 and

17.4404, respectively. In this case, there is

Likewise,

no significance t-test.
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<{Table 3> Difference of Book Income K-GAAP vs. IFRS

CLASSIFICATION MEAN DIFFERENCE t(p-value)
TOTAL K-GAAP 17.0414 -0.657
-0.0148
(N=593) IFRS 17.0562 (0.511)
earning before KOSPI K-GAAP 17.6960 0.0391 1.481
tax (N=367) IFRS 17.6569 ’ (0.139)
-0.1046
(N=226) IFRS 16.0208 (0.014)
TOTAL K-GAAP 16.7831 -1.683
-0.037
(N=589) IFRS 16.8201 (0.093)
K-GAAP 17.4407
net profit KOSPI 0.0003 0.011
(N=363) IFRS 17.4404 (0.991)
KOSDAQ -2.182
K-GAAP 15.6736 -0.0993
(N=226) (0.030)

4.4 Difference of ETR K-GAAP vs.

IFRS
{Table 4> presents the comparison of ETR

before and after the adoption of IFRS; the
three parts being TOTAL (Panel A), KOSPI
(Panel B), and KOSDAQ (Panel C) listed
firms. Consequently, each panel is further
divided into ETR 1, ETR 2, and ETR 3.
Referring to <Table 4, Panel A>, ETR 1 of
TOTAL consists of K-GAAP at a mean of
0.2468 and IFRS at 0.2340. Moving further
down <Table 4, Panel A> ETR 2 for K-GAAP
and IFRS are 0.2892 and 0.2727, the means
are 0.2400 for K-GAAP and 0.2427 for IFRS
ETR 3. Analysis shows that for the instances
of ETR 1 and ETR 2, there is significance
with the data for the t-test only. Looking at
{Table 4, Panel B>, ETR 1 of TOTAL consists

of K-GAAP at a mean of 0.2582 and IFRS at
0.2440. Moving further down <Table 4, Panel
B> ETR 2 for K-GAAP and IFRS are 0.3101
and 0.2825, the means are 0.2575 for
K-GAAP and 0.2579 for IFRS ETR 3.
Analysis shows that for the instances of ETR
1 and ETR 2, there is significance at the 1%
level of the t-test only. Finally, in reference
to <Table 4, Panel C>, all data like TOTAL,
KOSPI and KOSDAQ shows no significance
t-test.
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{Table 4> Difference of ETR K-GAAP vs. IFRS

Panel TOTAL
CLASSIFICATION MEAN DIFFERENCE t(p'value)
(N=441) IFRS 0.2427 (0723)
Panel B KOSPI
CLASSIFICATION MEAN DIFFERENCE t(p-value)
.014
(N=347) IFRS 0.2440 (0.005)
ETR 3 K-GAAP 0.2575 -0.041
-0.0004
Panel C KOSDAQ
CLASSIFICATION MEAN DIFFERENCE t(p'value)
ETR 1 K-GAAP 0.2309 1.302
0.0105
(N=215) IFRS 0.2204 (0.194)
-0.003
(N=203) IFRS 0.2593 (0.753)
ETR 3 K-GAAP 0.2095 0,007 -0.615
(N=178) IFRS 0.2165 ' (0.539)

136




The Impact of IFRS Adopter on Effective Tax Rates in Korea

V. Conclusions

The Financial Supervisory Service of
(FSS), a

authority, began implementing a public

Korea government financial
process for the gradual adoption of IFRS in

Korea. A Roadmap was outlined and
officially announced on March 15, 2007. We
call it IFRS which will start to implement
from 2011. As the IFRS are being adopted
from 2011 onwards in Korea, all listed firms
and most financial institutions must use the
IFRS standard for their financial reporting.
This new economic environment created
confusion and wuncertainty for Korean
companies as the rules applied by IFRS
differs greatly to that of K-GAAP. Despite
economic substance remaining unchanged,
the potential changes in tax expense and
effective tax rates has become of great
concern to the firms planning to adopt IFRS.
Accordingly, this study examines whether
adopters of IFRS has been impacted in any
significant ways by the changes in tax
expense and effective tax rates under IFRS
as compared to the previous system of
K-GAAP.

Unfortunately, for the short term during
the transition period from K-GAAP to IFRS,
firms would undoubtedly incur additional
burdens, like time and costs and extra
momentary costs, with the implementation
of new standards. However, Korean firms
stand to gain more than lose with the
adoption of IFRS, as the reliability and
credibility of Korean firm’s financial improve

statements as this shift creates unity in

accounting practices in multiple countries
throughout the world. The simplification to
internationally accepted standards has also
made it easier for overseas investors to
positive in investment opportunities in
Korea through greater transparency.

For those firms that have adopted IFRS in
2011, this case study examines 600 of KOSPI
and KOSDAQ firms. These firms have
reported financial statements for both IFRS
and K-GAAP in 2010, due to the gradual
shift from one accounting standard,
K-GAAP, to another, IFRS. The firms that
have adopted IFRS in 2011 were required by
the financial supervisory services of Korea to
restate their 2010 financial statements using
IFRS and disclose the reconciliation of the
differences between the two sets of
accounting standards. Thus, even when
economic substance remains unchanged
among these firms, it has enabled us to
conduct a comparative analysis on tax
expense and effective tax rates as caused by
the two different sets of accounting
standards in areas such as corporate tax.

The main results for adopters of IFRS for
the 2010 fiscal year are as follows: First, a
majority of adopters of IFRS have decreased
effective tax rates as compared to K-GAAP.
Second, a majority of adopters of IFRS have
effectively experienced an decrease in tax
expense as compared to K-GAAP. Third,
there are strong indicators that show a
majority of adopters of IFRS have effectively
increased their income or loss before income
taxes and net profit as compared to K-GAAP.

Finally, for these firms, there exists a
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difference in results between firms on the
KOSPI and KOSDAQ. KOSPI firms exhibit
similar results as compared to the outcome
of the total number of firms (TOTAL=600
firms) used for analysis, but KOSPI firms
show differences with this total.

These results contribute to research about
how firms are affected by the changes to
accounting standards on tax expense and
Also these

contribute to research about how firms are

effective tax rates. results

affected by the changes to accounting

standards as segregated by KOSPI firms and
KOSDAQ firms.
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Abstract

Korea has adopted International Financial Reporting Standards
(IFRS) since 2011 to mitigate information asymmetry between
internal and external users by delivering sufficient and informative
disclosure. However, IFRS may be an alternative purpose for
managers to maximize their utilities by using discretions. This study
examines whether discretionary accruals (DA) or real earnings
management (RM) are influenced by the adoption of International
Financial Reporting Standards (IFRS) in Korea, and then
investigates whether the role of corporate governance to constrain DA
or RM is different. Also, we investigate whether DA was replaced by
RM after the mandatory adoption of K-IFRS since 2011. Recent
studies show that it is difficult for managers to use DA when
regulations strengthen. Our results find that the intensity of RM
increases after IFRS era, suggesting IFRS do a role as regulation
because information users, auditors as well as regulators have
difficulties to detect RM. Meanwhile, the extent of DA or RM is
smaller in firms with good corporate governance after the adoption of
IFRS. These results imply that the magnitude of RM can be increased
by giving discretion to manager in IFRS era and that corporate
governance still plays an important role as a determinant of earnings

management.
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1. Introduction

Corporate governance is a series of
decision-making processes and structures to
monitor and control a company’s or
executives’ activities in order to attain
company’s goals (La Porta et al. 2000).
Problems associated with the corporate
governance are caused by the trade-offs
between shareholders and managers or
among shareholders, which is closely
connected with agency costs. Regarding
corporate governance, there have been many
studies on the correlations between specific
shareholding rate or management ownership
rate and enterprise value or earnings
management. In Korea, there have been
existed various problems of the corporate
governance related with the peculiar type of
chaebol,

structure, etc.; there is a view on that these

circular  equity  investment
problems brought about the financial crisis
in 1997(Johnson et al. 2000). Corporate
governance problems in Korea have been
removed a lot since the financial crisis, yet
the efficiency of Korean companies is not
high, compared to that of North American or
European ones.

This fact can be confirmed through the
accounting transparency index, which 1is
affected by corporate governance; the Korean

index remains the lowest position in the
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level of the OECD although Korea has
introduced various corporate accounting
reform bills since 2003 affected by the
Sarbanes-Oxley Act of 2002. This is resulted
from various factors, but the inefficiency of
the Korean GAAP and corporate governance
can be a decisive factor. Therefore, Korea has
adopted International Financial Reporting
Standards (hereinafter IFRS) since 2011 to
mitigate intransparency of capital market. It
means that the adoption of IFRS is expected
to not only enhance quantity or quality of
disclosure but increase reliability of financial

IFRS based on the

principle-based accounting can also give

information.

discretion to firm’s managers so that they

can present market participants with
information reflecting their substance of the
companies compared to the previous Korean
GAAP (hereinafter, K-GAAP).

words, IFRS enable companies to give a

In other

chance to reduce information asymmetry

between internal and external users by

delivering  sufficient and informative
disclosure. However, there may be an
alternative purpose for managers to

maximize their utilities by using discretions
granted in K-IFRS (Francis and Wang 2008;
Ball 2009).

The difference of the corporate governance
influences

significantly earnings

management of executives. It can be
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interpreted as agency costs between
shareholders and managers if the earnings
management intended by managers lowers
firm values. However, there also exist
contrary opinions. After Berle and Means
(1932) first mentioned the separation of
ownership and control, the agency costs
theory by Jensen and Meckling (1976)
explained that if controlling shareholders’
shareholding rate increases, firm values
should be higher through lowered agency
costs between equity holders and managers.
While according to recent studies, agency
costs are involved by not only between
owners and managers but also between
shareholders, i.e. controlling shareholders
and minority ones; higher shareholding rate
of major shareholders increases agency costs
shareholders and

between controlling

minority ones, which negatively affects
enterprise values.

In the cases of Korea, one of the main
causes of the financial crisis is vulnerability
of the corporate governance that impedes to
which
corresponds with the theories of La Porta et
al. (1998, 1999 and 2000). According to La

Porta et al., where legal protection for the

monitor  managers’  activities,

minority shareholders remains weak, there

are more possibilities of opportunistic
activities of controlling shareholders and
incentives to infringe on minority’s interests.
In companies of North America or European
countries, where ownership and control
separate comparatively well, the importance
between owners and

of agency costs

managers 1s emphasized; in firms of

developing or East Asian countries including
Korea, separation of ownership and control
is not well established, thereby emphasizing
the importance of agency costs between
controlling and minority shareholders.
Theories on corporate governance are
classified into two: the expropriation of
minority shareholder hypothesis and the
convergence of  interest hypothesis.
According to the former hypothesis, if the
shareholding rate of controlling shareholders
is increasing, a motivation will exist for
managers to report their income higher than
the actual figures; the latter estimates that
higher shareholding rate of controlling

shareholders seduces managers into
reporting their income lower than the real.
Prior researches have focused on verifying
which

characteristics of Korea.

hypotheses  corresponds  with

Managers have different incentives with
types of corporate governance. Existing
studies have described that managers are
not active subjects but passive ones who are
apt to be affected by controlling shareholders
and have tendency to report their income to
satisfy specific aims. However, it cannot
conclude that managers have incentives to
report their income higher or lower than the
level of

actual depending on the

shareholding rates of controlling
shareholders. Instead, managers do have
incentives to adjust their incomes according
to managers’ own shareholding rate or
compensation system. Hence this study
examines how each case affects earnings

management, classifying cases into two:
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owner-manager and employed-manager, and
focusing on the shareholding rate of the chief
officer (CEO) mnot that of

shareholders. It will Dbe

reasonable that

executive

controlling
owner-managers  are
inclined to adjust their incomes not to
infringement shareholders’ interests because
managers are shareholders at the same time;
employed-managers tend to adjust their
incomes to maximize their interests even
though these activities violate shareholders’
interest. Existing studies have tendency to
substitute shareholding rate of managers for
that of controlling shareholders including
the most dominant shareholder and the
specially-interested; in the present situation
where people can obtain data on whether the
CEO 1is a controlling shareholder or not, it
can be better to examine the relationship

between earnings management and the data

rather than using the proxy index,
controlling shareholding rate.

Meanwhile, existing studies have
examined the degree of earnings

management through discretionary accruals.
However, earnings management comes from
real-activity earnings management (RM) as
(DM).

Therefore, it can be taken into account

well as discretionary accruals
whether manager can use either accruals
(DM) or cash from operations (RM) in order
to confirm the effect of the system such as
corporate governance or adoption of IFRS.
Thus, we divide earnings management into
DM and RM and examine how each earning
management level would be changed during

post-IFRS period compared to pre-IFRS
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period. Also, we investigate whether DM was
replaced by RM under minority shareholder
ratio after the mandatory adoption of
K-IFRS since 2011. Recent studies show that
it 1s difficult to use DM for the earnings
such as

(Cohen

2008). It means that managers can use RM

management when regulations
Sarbanes-Oxley Act strengthen
more frequently because information users,

auditors as well as regulators have
difficulties to detect RM if K-IFRS do a role
as regulation.

By inspecting directions and types of
this study will

provide more information than existing

earnings management,
studies and helps overcome the present

situation that corporate governance is
inefficient. Various established studies have
also presented irrelative results between
corporate governance and DM or conflict
results according to empirical results; this
study 1s expected to help better understand
and interpret directions and types of each
earning management depending on adoption
of K-IFRS. Also, we show the existence of
trade-offs

between  shareholders and

managers or among shareholders and
implies the possible existence of the optimal
which minimizes

corporate governance

agency costs depending on situations.

2. Prior Studies and Hypotheses

Studies on corporate governance and
characteristics of managers can usually be
classified into two: Studies which represent

that agency costs between shareholders and
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managers will increase in the case of

separated shares ownership, 1.e., the
influence of employed-managers; researches
which indicate that agency costs between
controlling shareholders and minority ones
will be increasing in the case of converged
shares ownership, i.e., the influence of
owner-managers. According to the agency
theory by Jensen and Meckling (1976), if the
degree of dispersion between ownership and
management is increasing, the agency costs
will be also increasing since managers can
possess more discretionary powers to act;
companies with convergence of shareholding
are able to monitor intensively their
managers and then, the enterprise value will
be increasing. Morck et al. (1998)s study
also supported this idea that if ownership
and control are centralized, the values of
shareholders will be increasing because of
declined conflicts among interested parties.
While

centralized ownership gives a negative effect

recent studies present that
on the wealth of minority shareholders.
According to La Porta et al. (1998, 1999 and
2000), there exist the trade-offs between
controlling shareholders and minority ones,
which are regarded as the agency costs
between shareholders. This opinion means
that the convergence of shareholding rate
obstructs the firm value, which is contrary to
the study of Jensen and Meckling (1976).
The view of La Porta et al. applies well in
cases of KEast Asian countries including
Korea. Johnson et al. (2000) suggest that the
problems of corporate governance are a key

factor of the East Asian financial crisis in

1997 and the higher degree of convergence of
shares ownership brings on violating more
interests of minority shareholders.

Park (2003) examines the

correlation between shareholding rate of the

In Korea,

most dominant shareholder and earnings
management of managers; he empirically
verify  significant  positive  correlation
between the most dominant shareholder’s
shareholding rate and  discretionary
accruals, which means that in a company
with higher shareholding rate of the most
dominant shareholder, its managers have
more Incentives to increase their income
using discretionary accruals.

The implementation of IFRS leads to an
improvement in earnings quality (Barth et
al. 2008). Prior studies also recognize the
benefits of IFRS adoption, including greater
comparability, reduced earnings
management, more effectiveness of corporate
governance (Ipino and Parbonetti 2011;
Marra et al. 2011). Marra et al. (2011) also
confirm that IFRS adoption helps board
effectiveness due to the higher level of
disclosure and transparency inherent in
IFRS. However, Van
Vanstraelen (2005), Daske et al. (2011)
suggest that financial quality of voluntary
IFRS

Furthermore, managers may use discretions

Tandeloo and

adopters is not ameliorated.
granted in K-IFRS for maximizing their
utilities (Francis and Wang 2008; Ball 2009).
Thus, prior studies investigating the effect of
IFRS adoption give mixed evidence.

there are some

Meanwhile, recently

papers that focus on the effect of IFRS on

143



earnings management. Callao and Jarne
(2010) examine whether the adoption of
IFRS in the European Union has intensified
discretionary accruals by comparing pre-
with post-IFRS era. Their results show that
discretionary accruals have increased since
the adoption of IFRS, implying that IFRS
can give discretion to the firms’ managers.
On the other hand, Kim (2014) shows that
the adoption of IFRS in Korea decreases
discretionary accruals. These results suggest
that IFRS mitigate information asymmetry
between mangers and outsider by disclosing
increased footnotes.

Prior studies that focus on the effect of
IFRS on earnings management mostly
confirm discretionary accruals (hereafter
DM). However, Field et al. (2001) conclude
that recently research made limited progress
in expanding our understanding of
accounting choice because of limitations in
research design. That is, most of studies on
earnings management are involved in DA,
but studies on real-activity earnings
management (hereafter RM) that affects
cash flows have existed
(Roychowdhury 2006).

Mande et al. (2000) proved that managers

partially

use short-term  decision making of
discretionary controlling the expenditure for
research and development expenses
according to economic conditions. Gunny
(2010) investigated four types of earnings
management i.e. research and development
expenses, selling and administrative
expenses, gains on disposal of long-term
investment

assets and assets, and
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diminishment of COGS through RM of
current period exert a negative influence on
future operating activities. Roychowdhury
(2006) developed a model of measuring RM
which aims to increasing earnings through
price cutting, over-production of inventories
and reduction of discretionary expenditures.

Mizik et al. (2008) insisted that the
not properly

market does evaluate a

company that carries out earnings
management at the time of seasoned equity
offerings. It 1is because the earnings
management through RM aiming higher
income report is carried out more than
through DM. According to Edelstein et al.
(2008), American investment companies in
real estate have to pay out 90% of net income
for the current year by the federal law, and
he showed that these companies increased
expense and reduced net income using RM to
reduce amounts of their obligatory dividend.

Coulton et al. (2008) confirmed that a
manager use RM in the fourth quarter
mainly to meet earnings objectives. And they
added the type of earnings management can
be altered according to the purpose of
financial reporting. Cohen and Zarowin
(2010) showed that RM as well as DM is
used at the time of seasoned equity offerings
and these have significant negative (-)
correlation meaning these have a relation of
contradiction. Zang (2012) confirmed that
DM and RM can be used as substitutes for
each other. And he confirmed that there is
the sequence between these two, i.e. using
RM firstly, then DM secondly. And a

company’s manager who has litigation risks
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switches using DM to depending on RM,
from this result, it can be asserted that there
exists the trade-off relationship between RM
and DM. This hints that RM is a type of
earnings management that is hardly exposed
than DM.

In the cases of the United States, there are
various researches including Cohen et al.
(2008), which
introduction of the Sarbanes-Oxley Act of

support that since the
2002, also known as the Public Company
Accounting Reform and Investor Protection
Act of 2002, types of earnings management
has been changed. In other words, after the
introduction of the SOX Act,
management has been transformed from DM
to RM. Ipino and Parbonetti (2011) examine
whether managers substitute DM for RM
after IFRS become mandatory. They find a
in DM (RM) for
mandatory IFRS adopters only in country
These

results imply that managers can replace RM

earnings

decrease (increase)

with strict enforcement regimes.

by DM when facing tighten accounting
standards or strict enforce regimes, because
it is more difficult to detect RM (Ewert and
Wagenhofer 2005; Graham et al. 2005).
Managers have incentives to adjust firms’
earnings to maximize their private interests
under the authority. Studies so far have
recognized that managers adjust their

incomes under their discretionary power to

act, thereby focusing on earnings
management by discretionary accruals.
However, methods to examine earnings

management can be divided into two:

earnings management by using DM or RM.

Hence choose managers the method with
their purpose when adjust their earnings.

Minority shareholders are not easy to access
internal information on the firms. Therefore,
they prefer to expand the amount of firms’
disclosure in order to reduce agency costs.
IFRS can reduce information gap between
managers and investors. This means that
the adoption of IFRS can mitigate earnings
management using information asymmetry.
IFRS adoption also helps board effectiveness
due to the higher level of disclosure and
transparency inherent in IFRS (Marra et al.
2011). That is, IFRS can provide investors
more faithful information reduce agency
costs among shareholders, because
information on fair values is provided
through IFRS and increasing disclosure of
footnotes  includes more information
comparing to local GAAP (Gassen and
Sellhorn 2006; Christensen et al. 2008).
Therefore, a firm whose dispersion of
ownership is high tends to adopt IFRS early
in Korea (Shawn and Jung 2013). The
adoption of IFRS, on the other hand, can give
an effect on strict accounting policy or
regimes to the firm whose dispersion of
ownership is high. Therefore, the firms
having the high ratio of the minority
shareholders can use RM rather than DM.
To sum it up, we can set up a hypothesis as

follows.
Hypothesis: Companies with high dispersion

of ownership will substitute DM for RM after
IFRS become mandatory:.
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3. Research Design
3.1 Multivariate Model

To identify hypothesis, we use regression
analysis. Our regression model describes as

follow.

EMi: = B0 + BiIIFRS: + B2RMS: +
B3l FRS*RMS;: + B4SIZEs: + B:LEVie + BsOCF:
+ B:GROWTHi: + BsRESi + BoBIG4i+
Bi1oNEGEj + Bi ) INDi: + eir - (1)

EM;s level of each earnings management for
firm 1 in year t, that is, each earnings
management means discretionary accruals
or real-activity earnings management

IFRS;t: 1 if year is after 2011 and 0 otherwise
RMSi:: ratio of minority shareholder for firm
iin year t (= 1 minus ratio of the largest
shareholder and the

ownership)

related party
SIZEi: natural logarithm of total assets for
firm iin year t

LEVi: total debt divided by total equity for
firm iin year t

OCFj: Operating Cash Flow for firm 1 in year
t

GROWTHi:: growth rate of sales for firm i in
year t

RFSit: ratio of foreign shareholder for firm i
in year t

BIG4i¢: 1 if firm i's auditor is big4 and 0
otherwise

NEGE:: 1 if firm i's net income is negative
and 0 otherwise

IND: industry dummy variable
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Our model expects, after the adoption of
IFRS, if IFRS are strict accounting practices,
that is, if the increasing of earnings quality
and the

governance under IFRS era will be higher,

effectiveness  of  corporate
the regression coefficient of £ is expected to
have positive (+) value; however, this results
may be changed by dependent variables, DM
or RM.

distribution of ownership related corporate

In other to confirm how the

governance affects each earnings
management such as DM or RM after the
introduction of IFRS, we include RMS, which
signifies a ratio of minority shareholder, that
1s, one minus the largest shareholder and
related party ownership at the ending of
If the

ownership has a favorable effect on each

fiscal year. decentralization of

earnings management, the regression
coefficient of A2 is expected to have negative
(-) value; under the diversified ownership,
firms decrease earnings management in
order to mitigate information asymmetry
between majority shareholders and minority
ones. Moreover, if minority shareholders
demand higher quality of accounting
practice after the adoption of IFRS, the
regression coefficient of £3 is expected to
have significant negative (-) value.
Meanwhile, leverage of liabilities (LEV),
asset size of a firm (SIZE) and the growth
rate of total assets (GROWTH), all of which
are considered to influence the size of
earnings management, are also included in
this model as control variables (DeFond and
Jiambalvo 1994; Watts and Zimmerman

1986). If the growth rate of the firm
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(GROWTH) is high, managers can report
higher returns for tax purposes. Operating
Cash Flow (OCF) is used to control not only
firms’ size and their earnings management
(Dechow et al. 1995). As auditor's size or
reputation becomes higher (BIG4), earnings
management will decrease because the
auditor will try to increase accounting
transparency to elevate their own
reputation. We include the ratio of foreign
shareholders (RFS as control variables for
earnings management (Bamber et al. 2010).
we consider loss firm (NEGE)

because loss firm may affect reporting way in

Finally,

order to reduce the deficits (Bugstahler and
Dichev 1997; Bamber et al. 2010).

3.2 Proxies of Earnings Management

3.2.1 Accrual-based Earnings
Management (DM)

We use discretionary accruals (DM) as the

proxy of accrual-based earnings
management. For the measurement of these
adjustments, we use the Adjusted Jones
Model (1995), frequently used in various
previous studies. And, the Adjusted Jones

Model is as follows:

TAi/Aiv1 = aoll/Air+i] + bil[AREVy: —
ARECi)/Ait1] + ba[PPEw/A; 1] + eir (2)

where 1, t are firm and year, respectively.
TA; total accruals; AREVie the change of
Sales of the firm i in the year of t, as
compared from the year of t-1; AREC:y the
change of account receivables from trade of

the firm i in the year of t, as compared from

the year of t-1; PPFEi: gross property, plant
and equipment. A;s;” total assets of the firm

11in the year of t-1. And; eit! the residual

Total accruals (TA) are computed from net
income minus cash flows from operating
activities (OCF). And discretionary accruals
subtracting
total

are calculated by

non-discretionary  accruals from

accruals.

3.2.2 Real Activity Earnings
Management (DM)

One of most favored proxies of real
activity-based income adjustments is the
model used by Roychowdhury (2006), which
1s intended to capture the abnormality level
of cash flows from operating activities (OCF),
production costs and discretionary expenses.
And Zang (2012) (2010)
increased the wvalidity of this method by

and Gunny

verifying this proxy of Roychowdhury (2006)
empirically.

The details of real activity-based income
adjustments from those three variables in
the above can be stated as follows:

1) OCF

point of sales by price discounts or

: A company can accelerate

relief of credit conditions
2) Production costs: A company can
lower the cost of sales by increasing
production volumes.
3) Discretionary expenses: A company
can reduce cash outflows Dby
decreasing discretionary expenses
advertising

including expenses,

research & development expenses
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and selling and administrative
expenses.

Roychowdhury (2006) uses the method of

the actual amounts minus the normal

considered as not

amounts which are

exercising real activity-based income
adjustments, to measure abnormal amounts
of OCF, production costs and discretionary
expenses. Meanwhile, the normal amounts of
OCF, production costs and discretionary
expenses are computed from the method
developed by Dechow, Kothari and Watts
(1998) as it is. In the viewpoint of DKW
(1998), the normal OCF is tacitly considered
to have a linear relationship with the sales
amounts and the change of sales amounts.

And the details of equations are as follows:

OCF/Ait1 = aoll/Air+1] + bilSalesi/Aici] +
b2lASalesi/Ais-1] + e (3)

The cost of production is defined as the
sum of the cost of goods sold (COGS) and the
change of inventories. We can derive this
below equation from equation (4), as it is
acceptable that the relationship between the
COGS and sales of certain year is almost

linear.

COGSi/Air1 = aoll/Aiv1] + bilSalesi/Air1] +
gir (4)

The change of inventories can be derived

as follows:

AINVi/Ait1 = aoll/Aie-1] + b1[ASalesi/Air1] +
bzlASalesit-1/Air1]+ eir (5)
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When using equation (4) and equation (5),
the normal costs of production can be derived

as follows:

Prodi/Ait1 = aoll/Aiv1] + bilSalesi/Air1] +
bsolASalesi/Ai 1] + bslASalesir-1/Aie-1]+ e (6)

The normal discretionary expenses are the
sum of advertising expenses, research &
development expenses (R&D) and selling
and administrative expenses (SG&A). In this
paper, we consider the normal discretionary
expenses in the current year have a linear
relationship with sales in the prior year as
we adopt the method used by Cohen et al.
(2008). If we apply sales in the current year
in the model, it will be difficult to capture the
decrease in the residual for a case that the
management exaggerates sales amount
which is not actually occurred; we may have
very little residuals in that case, as a result,
sales in the prior year is used in the equation.

The details of the equation are as follows:

DisExpi/Air1 = aoll/Aie1] + bilSalesi+1/Aie-1]
+eic (7)

We can calculate the abnormal OCEF, the
abnormal production costs and the abnormal
discretionary expenses. And, in using these
three factors to output the proxy of the real
earnings management, we calculate the
standardized variable by connecting all of
these three factors to be denoted as RM.

3.3 Sample Selection
Korea has adopted IFRS since 2011. First,
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we divide sample periods into pre-IFRS
(2008~2010) and post-IFRS (2011~2013). We
get financial information and stock prices of
the companies from KIS-VALUE of Korea
Information Service and TS-2000 of Korea

Listed Companies Association as follows.

(1) KOSPI- or KOSDAQ-listed companies
which settle their accounts in December

(2) Manufacturing industry except financial
business and issues for administration

(3) Companies whose financial data can get
from KIS-VALUE
and TS-2000 of Korea Listed

Companies Association

of Korea Information

Service

To perform empirical studies, we analyzed
firms which met the above conditions from
2008 to 2013. The number of the total
samples is 9,408.
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Abstract

This paper investigates whether information risk measured by fair
value hierarchy information affects a firm’s cost of capital. With a
sample of 200 KOSPI firms of 2011 and 2012, we assume that
information risk at levels 2 and 3 is higher than that at level 1 and
examine whether information risk is positively related to the implied
cost of equity.

The results are consistent with our expectations. First, our results
are similar to those of Riedl and Serafeim (2011) in that levels 2 and
3, containing more information uncertainty, require higher cost of
capital. Second, a firm’s ethical behavior is likely to affect the
information risk caused by the firm’s information uncertainty, which
may arise during the production of fair value hierarchy information.
We argue that a firm’s ethical behavior could be one determinant in
reducing firm’s cost of capital, conditionally. This indicates that
considering the firm’s ethical attributes is an important issue when
the firm establishes its disclosure policies. In conclusion, we contend
that information risk measured by fair value hierarchy information
affects a firm’s cost of capital and that this is also affected by the
firm’s ethical behavior, such as corporate social responsibility (CSR)
activities.

These results necessitate a consistent fair value evaluation system
to deal with the information uncertainty generated during the
production of fair value hierarchy information such as improved fair
value measurement and reinforcement of a monitoring system for fair
value valuation.
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1. Introduction

FASB of the U.S. announced the Fair
Value Measurement Disclosure (SFAS 157)
in 2006. SFAS No. 157 suggests the basic
framework for fair value measurement and
provides more detailed disclosure
requirements. More precisely, SFAS No. 157
requires the disclosure of fair value
hierarchy information on fair value asset
and liability according to levels 1, 2 and 3. In
2011, TASB pronounced IFRS No. 13 in order
to provide a basic framework, similar with
SFAS No. 157. In Korea, the fair value
hierarchy disclosure has been required for
listed companies after the adoption of IFRS
No. 13.

The adoption of SFAS No. 157 or IFRS No.
13 has encouraged researchers to study the
usefulness of each level of the hierarchy
information. The previous studies were
generally focused on the fair value relevance
and reliability. While some hold the view
that fair value usefulness shows strong fair
and Dbetter

than

value relevance represents

economical  substance historical
measurement, others contend that fair value
measurement enhances the likelihood of
error in the estimation due to the managers’
therefore,

discretionary authority and,

decreases the of accounting

2007;

reliability
information (Landsman, Penman,
2007).

This paper studies the relation between
cost of capital and information risk from fair
value hierarchy as we expect the reliability

and uncertainty of fair value measurement
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to increase due to possible errors in the
estimation during the production of fair
value information. Prior studies have tested
the usefulness of fair value information
provided by the companies and further
investigated whether this information 1is
reliable. A majority suggest that problems
occur in terms of reliability of the fair value
hierarchy information when managers
engage in opportunistic behaviors during the
production of fair value information @,
Aboody et al. (2006) and Bartov et al. (2007)
report the firms’ opportunistic behavior
when they manipulate the input for each
model for fair value level evaluation. Song et
al. (2011) argue that the value relevance of
fair value hierarchy level information is
discriminative. They report that levels 2 and
3 have less value relevance than level 1
through the level hierarchy level information
of the financial firms, because levels 2 and 3
tend to have more information asymmetry
than level 1 has. Furthermore, Riedl and
Serafeim (2011) expect that the information
risk of the level hierarchy is relative to each
level. They also report that each level shows
a coefficient of a different value represented
by beta as a proxy for the firm’s financial
risk. They argue that levels 2 and 3 show
higher information risk than level 1 since
levels 2 and 3 have potentially more
information asymmetry than level 1. They
report that levels 2 and 3 have bigger
positive coefficient than level 1. Based on
these findings of the previous studies, we
examine the relation between information

risk from fair value hierarchy disclosure and
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cost of capital by using the implied cost of
equity capital®. Our level hierarchy data is
collected from the Data Analysis, Retrieval
and Transfer System (DART) reported in
2011 and 2012,

Our contribution is as follows. First, we
look at the firm’s information risk derived
from the level hierarchy information and
whether the
information can be used as a determinant of
firm’s cost of capital. While Riedl and

Sarafeim (2011) use the absolute value of

examine level hierarchy

each level hierarchy to verify its relevance to
financial risk, we use a new information risk
measure based on the information
uncertainty of levels 2 and 3. We expect
levels 2 and 3 to contain higher information
risk than level 1 based on the findings of
Kolev (2009), Goh et al. (2009) and Song et
al. (2010) that the information uncertainty of
levels 2 and 3 is higher than that of level 1.
Thus,
measure, (Levels 2+3)/ (Level total)) @. The

result reveals that the measured information

we develop an information risk

risk from the level hierarchy information is
positive with AVG (average of implied cost of
equity estimated by the GM, PEG and
MPEG models) as a proxy of firm’s cost of
capital. This supports the arguments made
in the studies that information risk affects
the cost of capital (Easley and O’Hara, 2004;
Lambert et al., 2007; Riedl and Serafeim,
2011).

Second, we test how the firm’s ethical level
affects the relation between information risk
and cost of capital. Kim et al. (2012) report

that firm’s ethical behavior (corporate and

(CSR)

mitigates information asymmetry ). They

social  responsibility activity)
report that firm’s earnings management and
CSR activity are negatively related; the
firm’s ethical behavior mitigates managers’
through

information. CSR

opportunistic  behavior firm’s

private activities
represent the firm’s ethics level and suggest
that firms with frequent CSR activities lead
to less earnings management. This indicates
that if the managers focus on ethical
practices outside the firm, the pursuit of self-
through

decreases voluntarily. Lim et al. (2013)

interest earnings management
assume that the firm’s intrinsic ethical
behavior can be reflected in firm’s earning
management and examine the relation
between a firm’s earnings management and
CSR activity as the firm’s external ethical
behavior. They suggest that the firm’s
intrinsic and external ethical behaviors
reflect each other; they view that this
mutuality between internal and external
ethics of the firm affects the managers’
opportunistic behavior perverting the firm’s
value and deceiving the stakeholders. Kim et
al. (2011) report that the firm’s ethical
behaviors such as enhancing
labor-management relations, environmental
policy and production strategy play a role in
decreasing the firm’s cost of capital.
Furthermore, Kim et al. (2011) suggest that
sin firms, expected to show a low ethics level,
generally have a relatively higher cost of
capital than others®. This is evident from
the fact that market participants carefully

base their investment decision on the firm’s
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ethical behavior since they believe the firm’s
ethics is related to social norms, regulations
and litigation risks. Based on these findings,
we assume that the firm’s ethical behavior
affects the relation between information risk
and cost of capital and show that the firm’s
ethical behavior mitigates the effect of
information risk and consequently
diminishes the cost of capital.

The remainder of the paper is organized as
follows. Section 2 describes the accounting
policy for fair value disclosure. Section 3
discusses the previous studies and the
development of our hypotheses. Sections 4
and 5 describe the research design and
empirical analyses. Section 6 presents the
results

of sensitivity analyses. Finally,

section 7 offers the study conclusions.

2. Background

2.1 Fair Value Disclosure
2.1.1 SFAS No.157 (US)

Fair value accounting has been improved
continuously in the U.S. In particular, the
U.S. announced the adoption of SFAS No.
157 to establish a basic frame for fair value

disclosure in 2007, which includes basic
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requirements for firms in order to measure
fair value. They define the basic concept of
the fair value as follows. "Fair value is the
price that would be received to sell an asset
or paid to transfer a liability in an orderly
transaction between market participants at
the measurement date"

Based on this definition of the fair value,
SFAS No. 157 requires a level hierarchy
disclosure (levels 1, 2 and 3) according to the
level of the active market. Level 1 includes
traded

markets. These assets and liabilities are

assets and liabilities in active
considered to show reliable estimated prices.
Level 2 discloses assets and liabilities whose
prices are observable, either directly or
indirectly, but not in active markets. On the
other hand, level 3 lists non-trading assets
and labilities in a market whose prices are
estimated by the firm. In particular, fair
value disclosure requires that when the firm
estimates prices of non-trading assets and

liabilities, it adopts the internal market

price model to disclose for level 3.
Accordingly, SFAS No. 157 requires
additional  information in terms of

estimation procedure for level 3 assets and

liabilities.
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<Figure 1>
The Application of the Fair Value Hierarchy Information

<Identical> Y <Active Market> Y Level 1
Level 1
Quoted Price
NO l NO
N <Non-Active Market > Y
Quoted Price \L
<Similar> Y <Quoted Price > Y Level 2
Level 2
NO NO
<Others> Y
Market Data
\L NO
Level 3

Inputs for Estimation

2.1.2 IFRS 13 (IFRS)

The International Accounting Standard
Board (IASB) announced IFRS No. 13 to
provide a basic framework for fair value
measurement in 2011 and adopted it in 2014.
IFRS No. 13 1is the outcome of the
consolidation between IASB and FASB
standards. IFRS No. 13 is similar with the
disclosure of SFAS No. 157 in that it also
requires market-based fair value hierarchy
disclosure, not the entity specific
measurement. This fair value hierarchy
disclosure 1s used to enhance consistency

and comparability of fair value disclosure.

IFRS No. 13 also requires the disclosure
according to the hierarchy of levels 1, 2 and
3, which also depends on the method of fair
value measurement. Level 1 includes the
assets and liabilities if they are traded in
Level 2

non-trading assets and liabilities whose

markets  actively. includes
prices are still observable from similar assets
or liabilities. Level 3 discloses assets and
liabilities whose prices are unobservable or
derived in the other way. In this case, prices
are subjectively evaluated by the firm
method or

employing their own

interpretation.
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Korea has adopted IFRS (K-IFRS) for
listing firms since 2011. The major change in
the accounting environment since the
adoption of the IFRS is that Korea’s
accounting practice has

become more

principle-based, adopted consolidated
financial statements as a main financial
statement and tightened the disclosure
requirements. IFRS has comprehensively
included the fair value accounting of the U.S.
GAAP. Accordingly, K-IFRS has also
required the fair value hierarchy disclosure
(levels 1, 2 and 3) since 2011 in financial

statements.

2.2 Prior Literature and Hypothesis
Development
Prior studies report that fair value asset

and liability information of financial firms
has value relevance with market (Barth et
al., 1994, 1996; Eccher et al., 1996; Nelson,
1996). Especially, Barth (1994) argues that
the fair value of investment security has
incremental value relevance with stock
price. Barth et al. (1996) also report that the
fair value of loans, investment securities and
long term debts has value relevance with
stock price. On the other hand, Nelson (1996)
and Eccher et al. (1996) report that only
investment security has value relevance
among financial assets and liabilities such as
loans, deposits, long term debt.

In Korea, Kim and Kim (2000) and Kim et
al. (2002) examine the value relevance of fair
value of stock securities and suggest that
most stock securities’ fair value is linked to

stock price. More specifically, Kim and Kim
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(2000) test the value relevance of the fair
value of assets and liabilities held by
financial firms. Based on the fair value
disclosure in the period between 1993 and
1997, they find that the fair

information (unrealized gain and loss in the

value

evaluation of security) has value relevance
with the firms’ stock prices. In addition, Yoon
et al. (2007) attest that incremental value
relevance exists between the fair value of
gains and losses obtained through the equity
method and the firms’ stock price.

Recently, Kolev (2009), Goh et al. (2009)
and Song et al. (2010) test the value
of the
hierarchy information following SFAS No.
157 in the U.S. Their results show that each

of level information has the value relevance;

relevance disclosed fair value

levels 2 and 3 have relatively lower value
relevance than level 1 has. This reflects the
likelihood of managers and accountants’
executing their discretionary authority,
which produces error in the estimation when
disclosing levels 2 and 3 information.
Botosan (1997), Francis et al. (2004),
Easley and O’'Hara (2004) and Diamond and
Verrecchia (1991) argue that cost of capital
for the firm affects its information
asymmetry level or accounting qualities. In
particular, Easley and O’Hara (2004) report
that market participants ask for higher cost
of capital for the firm that maintains more
private information. Lambert et al. (2007)
suggest a theoretical basis as to how
disclosure quality affects the firm’s cost of
(2004) use the

attributes ®  as

capital. Francis et al.

accounting  quality
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information risk proxies and hypothesize
that the higher the value of the proxies, the
higher information risk. They conclude that
higher information risk is associated with
the firm’s higher cost of capital.

Based on the prior results, specifically
from Riedl and Serafeim (2011) and Song et
al. (2010), we assume that levels 2 and 3
have higher information risk than level 1
from the level hierarchy disclosure and test
the relation between information risk
measured by fair value level hierarchy and
First,

information risk is positively related to the

cost of capital. we expect that

implied cost of equity capital. We suggest our

first hypothesis as follows.

H1: Ceteris information risk

measured by the fair value hierarchy

paribus,

information is positively related to the

firm’s implied cost of equity capital.

Dhaliwal et al. (2011) report that frequent
CSR activities help

information asymmetry. Firms with frequent

reduce the firm’s
CSR activities provide a voluntary disclosure
and reliable accounting information to
reduce information asymmetry in order to
enhance their public image. Kim et al. (2012)
assume that CSR activities represent the
firm’s ethics level and suggest firms with
frequent CSR activities lead to less earnings
management. This indicates that if the
manager focus on ethical practices outside
the firm, the pursuit of self interest through

earnings management decreases voluntarily.

Lim et al. (2013) assume that a firm’s CSR

activities represent the firm’s ethical level;
they find that
consistently linked. Kim et al. (2011) expects

both  behaviors are

that sin companies, assumed to have low
ethical level, are likely to face higher cost of
capital than other companies. This indicates
that market participants carefully consider
the firm’s ethical level to base their
investment decisions on since the firm’s
ethical level i1s linked to social norms,
regulations and litigation risks. This leads
us to expect that the firm’s ethical level and
pursuit of ethical behavior are likely to affect
the firm’s information asymmetry and that
the firm’s ethical level (CSR activities) is
related to the implied cost of equity capital.
second main

Finally, we suggest the

hypothesis as follows.

H2: Ceteris paribus, a firm’s frequent ethical
practice®(CSR activities) mitigates the
effect of information risk on the implied

cost of equity capital.

3. Research Design

3.1 Definition of Main Variables
and Measurement

3.1.1 Implied Cost of Equity Capital
from Analyst Forecast

The capital asset pricing model (CAPM) is

widely known as the most popular method to
estimate the firm’s cost of capital. However,
prior studies argue that the required return
by estimating the market beta is incomplete
(Elton,
French (1997) and Elton (1997) criticize how

the historically realized return is able to

1999). In particular, Fama and
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measure future expected return. To estimate
the cost of capital, it should be applied future
expected return, thus the forecast
information from market analysts can be a
better than the

In order to

alternative measure
historical realized return.
estimate the firm’s implied cost of capital, we
suggest the Gode-Mohanram (GM) model,
which adopts current stock price and future
EPS estimation by market analysts to
measure future expected return (Gode and
Mohanram, 2003), and the price-earnings
growth (PEG) and modified PEG (MPEG)
models, both of which adopt the future
expected dividend from the Ohlson-Juettner

(OJ) model (Easton, 2004).

1) GM Model
First, we use the GM model developed in

Gode and Mohanram (2003) to estimate the
implied cost of capital. When we measure the
constant growth rate for the GM model, we
subtract 3% from the risk-free rate because
we attempt to reflect the change of inflation
in each period due to the time difference
among the estimations of cost of equity
capital. The risk-free rate generally uses the
Treasury bond return of 3 years, and the
payout ratio (dividend per share (DPS)) is
restricted between 0 and 1. The consensus
data 10

estimating the earnings per share (EPS)

by analysts 1is constructed by
data for the following two consecutive
periods from FNguide Pro. Constant growth
rate adopts the value of the Treasury bond
rate subtracted by 3%.0V The first model to
estimate the implied cost of capital is

represented as formula (1) below.

_ 5 , (FEPSt4q
Igm = A+\/A + (—Pt

Irgm ¢ Implied cost of equity capital estimated
by the GM model

r¢ © Risk free rate (3-year Treasury Bond
rate)

FEPS,,,: Forecasted EPS at time t+1
provided by FNguide Pro

P, : Stock price at time t

A: (1/2(r¢0.03)+DPS,,,/P,)

DPS,,, : Forecasted DPS (future dividend) at
time t+1 provided by FNguide Pro

g, : Short-term
((FEPS,, ,"FEPS, ,)/FEPS,, )

growth rate
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) (g2 — (rp— 0.03)) 42 (1)

2) PEG Model

The second model used to estimate the
firm’s implied cost of equity capital is the
PEG model (Easton, 2004). In this model,
future payout ratio (DPS,,,) is regarded as 0.
This model can be applied when the EPS
forecast consensus at t+l1 and t+2 is
available. It is based on the MPEG model,
but the PEG model ignores the dividend
effect on the stock return growth rate. This
model only regards the analyst’s EPS
forecast and current stock price without
considering ex-post profit. The PEG model to

estimate the implied cost of equity capital is
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represented as firm’s cost of capital.

Ipeg = +/ (FEPSyy, — FEPS,;)/P 1®  (2)

Ipeqt Implied cost of equity capital estimated
by the PEG model

PEPS,,, : Forecasted EPS at time t+2
provided by FNguide Pro
3) MPEG Model

The last model used to estimate the

implied cost of equity capital is the MPEG

model from Easton (2004).09 It adopts the
analyst EPS and DPS forecast at t+1 and t+2
and applies the formula (3) as follows. While
the PEG model does not regard ex-post
profit, the MPEG model takes ex-post profit
(DPS) in account in order to derive the firm’s

cost of capital.

Fmpeg = (DPSeys + /DPSZ, + 4+ P, x (FEPS,,; — FEPSHl)) /2P, (3

I'mpeg - Implied cost of equity capital
estimated by MPEG model

DPS,,; : Forecasted DPS (future dividend) at
time t+1 provided by FNguide Pro

3.1.2 Information Risk from Fair
Value Hierarchy
This paper tests the relation between

information risk and cost of capital, and thus
we use the fair value hierarchy information
to derive the information risk. Song et al.
(2010) and Riedl and Serafeim (2011) argue
that levels 2 and 3 show higher level of

information uncertainty than level 1 does.

Especially, Riedl and Serafeim (2011) show
that since the information uncertainty of
levels 2 and 3 is higher than that of level 1,
they are related to a higher cost of equity
capital (equity beta) than level 1 is. While
Riedl and Serafeim (2011) 1 use the
absolute value of each level, we adopt the
ratio of the sum of the two levels to that of all
the levels, representing information risk by
fair value hierarchy information. Since we
assume that levels 2 and 3 contain more
information uncertainty, we derive a proxy

for information risk as follows.

InRisk;, = (Level2;+Level3;) / (Level1;+Level2;+Level3;,) (4)

3.1.3 Research Model
This paper uses the AVG (9 as the implied
cost of equity capital and information risk
value

measured by fair hierarchy

information in order to verify the relation

between information risk and cost of capital
among 200 KOSPI-listed firms in Korea.
First, based on the Riedl and Serafeim
(2011)s result that

related to the firm’s cost of capital, we

information risk 1is
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attempt to find this relation by using the
formulae (5)-(8).

(5)-(8) include the interaction term below to

Furthermore, formulae

test the effect of the firm’s ethics level on the

relation between iInformation risk and

implied cost of equity capital.

AVGj; = ay + ajInRisk;; + a,CSR * InRisk;; + a3CSR;; + a,SIZE;; + asBM;; + agROE;;
+ a,Adj_Betaj; + agDA;je + agAQ; + ZINDUS + XYEAR €, (5)

GM;; = ay + oqInRisk;; + a,CSR * InRisk;; + a3CSR;; + o4 SIZE;; + asBM;; + agROE;;
+ a,Adj_Beta;; + agDA;; + a9AQ;; + ZINDUS + ZYEAR €;; (6)

PEGj; = oy + oyInRisk;; + o, CSR # InRisk;; + a3CSR;; + a,SIZE;; + asBM;; + agROE;;
+ a;Adj_Betaj; + agDA;j; + agAQ; + ZINDUS + XYEAR €, (7)

MPEG;; = oy + a,InRisk;; + a,CSR * InRisk;; + a3CSR;; + a,SIZE;; + asBM;; + agROE;;
+ a;Adj_Betaj; + agDAj; + agAQ; + ZINDUS + XZYEAR €, (8

AVG;, : The average value of cost of equity
estimated by GM, PEG and MPEG for firm
iat yeart

GM;; : The value of cost of equity estimated
by GM for firm i at year t

PEG;; : The value of cost of equity estimated
by PEG for firm 1 at year t

MPEG;, :
estimated by MPEG for firm i at year t

The value of cost of equity

InRisk;; : Assets listed as levels 2 and 3 fair
value divided by total fair value assets for
firm 1 at the end of year t

InRisk * CSR;; : The InRisk multiplied by the
CSR dummy as an interaction term for
firm 1 at year t

CSR;; : The CSR dummy (1 if listed in SRI
index for firm i at year t; otherwise 0)(17

SIZE;; : The natural log of the market value
for firm i at year t

BM;; : The book value of the equity divided
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by the market value of equity for firm i at
year t
ROE;; : The income divided by the average
book value of the equity for firm 1 at year t
Adj_Beta;, :  The

regression of firm 1’s weekly stock returns

coefficient from the
for year t+1 regressed on the weekly
value-weighted stock market returns for
year t+1

DAj;; : Discretionary accruals value for firm i
at year t

AQ;; : Accruals quality value for firm 1 at

year t.

To control the effect of other determinants
on the implied cost of equity capital or cost of
debt capital, we adopt control variables such
as firm size, book to market ratio (BM), ROE,
Adj_BETA, discretionary accruals (DA) and
accruals quality (AQ). First, firm size (SIZE)
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is negatively related to market risk and also
likely to have higher liquidity, which results
in stronger financial stability (Botosan and
Plumlee, 2002). Thus, large firms have lower
cost of capital. Second, BM is likely to reflect
another type of risk (18 as market beta
estimates the firm’s systematic risk
Fama-French (1992). Therefore, we expect
that BM has a positive (+) relation with a
firm’s implied cost of capital. Third, since
ROE represents the firm’s profitability, if the
firm has higher ROE, the firm’s default risk
decreases, compared to that of the firms with
low ROE (Francis et al., 2005). Thus, we
expect that ROE is negatively related to cost
of capital. Fourth, if the firm is highly
susceptible to market volatility, the cost of
capital for the firm increases simultaneously.
Therefore, we expect that if the firm has
higher beta, it is positively related to cost of
capital. Fifth, with DA, representing the
amount of DA, higher DA reflects the firm’s
behavior. The

earnings management is the result of the

earnings management

managers’ opportunistic behavior, and
ultimately this is regarded as the main cause
of agency problems. Thus, we expect that DA
is positively related to cost of capital (Francis
et al., 2004, 2005). Finally, AQ represents the
reporting quality by mapping current
earnings and prior, current and next cash
flow (Dechow and Dichev, 2002). Francis et
al. (2004) report that the higher the
volatility of accruals (AQ), the more likely
the firm’s cost of capital is to increase
simultaneously. Therefore, we expect that

AQ 1s positively associated with the firm’s

cost of capital.

4. Empirical Analysis
4.1 Sample Data

This paper tests the relation between
information risk measured by fair value
hierarchy information and the firm’s cost of
capital. We have selected the sample period
from 2011 to 2012 because the fair value
hierarchy information has been disclosed
since 2011. 49 The sample solely includes the
200 KOSPI firms since we expect large
companies’ disclosure to be more reliable
than that of smaller firms. The other
motivation for this selection is that the
analysts’ EPS future forecast consensus data
of the 200 KOSPI firms are more accessible.
Thus, we use the 200 KOSPI firms from 2011
to 2012 in order to find the relation between
information risk and cost of capital.
Financial data of the firms is available from
FNguide Pro, and we collect the fair value
hierarchy information (200 from DART. To
examine the effect of the firm’s ethical
behavior on the relation between
information risk and cost of capital, we use
the Social Responsible Investment (SRI)
index provided by the Korea Exchange
(KRX) as proxy of firm’s ethical behavior. For
the sensitivity test regarding the first
hypothesis, we use the weekly return data
from FNguide Pro to measure the 60-month
weekly rolling beta. Finally, we also use the
financial data and return data provided by
FNguide Pro to establish the

variables in each model. Our variables in

control
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each model are winsorized within 1% to
restrict the outliers. As a final sample, we
use 277 firm-year observations among the
200 KOSPI firms from 2011 to 2012.

4.2 Empirial Results

4.2.1 Descriptive Statistics and
Correlation Analyses
<Table 1>

statistics of the main variables. AVG, which

presents the descriptive

1s used to test the relation between

information risk measured by fair value

hierarchy information and cost of equity
capital as one of the main dependent
variables, has a mean (median) value of
13.72% (12.79%). The mean (median) values
of implied cost of equity capital estimated by
the GM, PEG and MPEG models are 13.23%
(12.03%), 13.67% (12.60%) and 14.68%
(13.30%), respectively. The information risk
measure (InRisk) as a main dependent
variable has a mean (median) value of
49.58% (52.48%)@D,

<Table 1>

Descriptive Statistics
Variable Obs Mean Std Dev Max Q3 Median Q1 Min
Depnedant Variables
AVG 306  0.1372 0.0523 0.3983 0.1548 0.1279 0.1075  0.0583
GM 315 0.1323 0.0664 0.3764  0.1620 0.1203 0.0859 0.0217
PEG 311  0.1367 0.0549 0.4110 0.1529 0.1260 0.1058  0.0540
MPEG 312  0.1468 0.0602 0.4376  0.1630 0.1330 0.1129 0.0647
CRED1 261 -1.8352 0.4074 0.0000 -1.6094 -1.9459 -2.0794 -2.3026
CRED2 182 -2.2143 0.1709 -1.0986 -2.1972 -2.3026 -2.3026 -2.3026
Experimental Variables
InRisk 277  49.58%  39.45% 100.00% 90.12%  54.28% 6.82% 0.00%
Control Variables
SIZE 399 21.2458 1.3645 24.6582 22.2808 21.2924 20.0178 19.1604
BM 365  1.3032 2.5048 19.61564  1.2517 0.7759  0.4697  0.0196
ROE 366 6.72% 13.78%  36.70% 12.556% 7.61% 3.14% -61.22%
BetaA 398  0.8148 0.4787 1.8910 1.1831 0.8334 0.4705 -0.2344
DA 361 0.0536 0.0546 0.2678 0.0682 0.0356  0.0167 0.0005
AQ 360  0.0567 0.0431 0.2510 0.0663 0.0457 0.0285  0.0071
Variables for Sensitivity Analyses
BetaB (2 year weekly) 398 0.9183 0.4206 1.7785 1.2499 0.9144 0.5839 -0.0366
BetaC (1 year daily) 398  0.8839 0.4381 1.7840  1.2023 0.8825 0.5263  0.0928

This table shows descriptive statistics for the variables used in the main regression analyses. The number
of the sample based on level data from each firm’s F/S is 277 firm-year observations (N=277). All the

variables for the analyses are winsorized within 1% of the outliers.
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<Table 2> suggests the correlation result
of the main variables. First, the coefficient
between AVG and InRisk is 0.115 (P-value:
0.088); this supports the notion that high
information risk leads to high implied cost of
equity capital. In addition, the interaction
term for the effect of the firm’s ethical
the
information risk and cost of equity capital
(InRisk*CSR) shows a negative (-) relation,

from which we deduce that the firm’s ethical

behavior on relation  between

behavior weakens the relation between

information risk and cost of equity capital.

The firm size (SIZE) is negatively (-) related
to cost of capital. Contrary to our prediction,
however, BM is inconsistently related with
cost of capital. (220 The firm’s profitability
(ROE) shows an almost negative (-) relation
with cost of capital, which indicates that the
firm with high profitability receives concrete
trust from market participants. The firm’s
systematic risk (BETA) is positively (+)
related to cost of capital, as expected. Finally,
we found a positive relation between
accounting reporting quality (DA & AQ) and

cost of capital.

<Table 2>

Correlation Matrix for Main Variables
Variabless AVG GM PEG MPEG InRisk CS; CSR SIZE BM ROE Beta DA AQ
(1) AVG 1.000
2 GM 0.823 1.000
(3 PEG 0.882 0.507 1.000
(49 MPEG 0942 0601 0922 1.000
(5) InRisk 0.115 0.156 0.076 0.040  1.000
(6) IR*CS  -0.098 -0.059 -0.118 -0.121 0.3174 1.000
(7) CSR -0.050 -0.113 0.004 -0.019 -0.000 0.758 1.000
(8 SIZE  -0.194 -0.220 -0.1563 -0.147 0.037 0.473 0.604 1.000
(9) BM -0.018 -0.053 0.006 0.009 -0.038 -0.110 -0.138 -0.263 1.000
(10) ROE  -0.213 -0.072 -0.255 -0.225 0.036 0.089 0.063 0.241 -0.076 1.000
(11) Beta 0.099 0.094 0121 0051 0113 0225 0254 0.162 -0.101 0.032 1.000
(12) DA 0.222 0212 0.198 0170 0.112 0.019 0.021 -0.098 -0.001 -0.033 0.007 1.000
(13) AQ 0.055 0.050 0.062 0.039 0.071 0.037 0.015 -0.007 -0.073 -0.124 0.142 0.286 1.000

This table presents results from the Pearson correlation analysis among the main variables used in the research models.

4.2.2 Main Resutls for Hypotheses (H1,
H2)
4.2.2.1 Information Risk and Implied
Cost of Equity Capital
<Table 3> shows the result of the test to

see whether the information risk measured

by fair value hierarchy information affects
the implied cost of equity capital and if the
firm’s ethical behavior affects the relation
between information risk and cost of capital.
First,

<Column 4> report the relation between

the results from <Column 1> to

163



information risk and cost of capital (implied
cost of equity capital estimated from GM,
PEG and MPEG). AVG suggests a significant
positive (+) relation with information risk
(Coef=0.0232, t-value: 2.28). It also indicates
that information risk (InRisk) is likely to
increase the cost of capital. Furthermore, the
individual implied cost of capital from the
GM, PEG and MPEG models each also
suggests a positive significant relation with
information risk (InRisk) @¥. This indicates
that when information risk (information
uncertainty) is present, which may occur
from producing fair value information, the
higher the information risk, the higher the
implied cost of equity capital.

To test the effect of the firm’s ethical
behavior on the relation between
information risk and implied cost of equity,
we find that the interaction term
(InRisk*CSR) is significantly and negatively
related to AVG (Coef=-0.0487,
-2.45).29 This supports the hypothesis that a

firm’s ethical behavior mitigates the effect of

t-value:

information risk that may occur through the
process of fair value measurement on the
firm’s cost of equity capital.

<Table 3> reports the results of the main

control variables as follows. First, SIZE and
ROE are negatively (-) related to cost of
equity capital. This indicates that if the firm
is large in size and yields high profitability,
the cost of capital from the financial market
is lower than that of others due to its
financial stability. On the other hand, BETA
and DA have a positive (+) relation with cost
of equity capital. BETA is regarded as a risk
factor, and thus is likely to increase the cost
of equity capital. Although BM is regarded
as another risk factor, it shows ambiguous
results. We infer that since we only take 200
KOSPI firms into account, the undervalued
firms from the market are not observable. In
addition, earnings management behavior
(DA) is considered as a main cause of the
firm’s information asymmetry, which may
increase the cost of equity capital (Francis et
al., 2004). On the other hand, CSR is in a
positive (+) relation with cost of equity
capital, which indicates that the firm’s
external stakeholders identify CSR activities
as unnecessary and irrelevant to its core
competence business strategy. Given this
analysis, CSR is likely to increase the firm’s

cost of equity capital.

<Table 3>
Impact on the Cost of Equity from Information Risk

Column (1) Column (2) Column (8) Column (4)
Dol Fueil AVG (1) GM (@) PEG (1) MPEG (2)
Variable Sign

Coef  t-statistics Coef t-statistics Coef t-statistics Coef t-statistics
InRisk (H1) + 0.0232** 228 0.0263** 1.99 0.0255** 247 0.0189* 1.65
o %

%FII;;Sk CEE () -0.0487** -2.45 -0.0294 -1.18 -0.0652*** -3.25 -0.0603*** -2.69
CSR /) 0.0267%  1.87 0.0124  0.69 0.0390%** 2,74 0.0340%*  2.14
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Size (» -0.0070* -1.92 -0.0098** -2.10 -0.0073%  -1.94 -0.0072*  -1.71
BM +) -0.0022* -2.01 -0.0035%* -2.45 -0.0015  -1.30 -0.0016  -1.30
ROE (9 -0.1007*** -3.26 -0.0395  -0.99 -0.1055%** -3.81 -0.1071%%* -3.46
Adj_Beta +) 0.0058 0.76 0.0031  0.32 0.0144*  1.90 0.0094 1.11
DA #  0.1703%** 2,72 0.1656** 2.05 0.1888*** 2.94 0.1757*%  2.45
AQ + 0.0601 0.65 -0.0208  -0.18 0.0530 0.57 0.0432 0.41
IndusDummy Included Included Included Included
YearDummy Included Included Included Included

R? 0.25 0.18 0.28 0.23

Adj_R? 0.18 0.10 0.21 0.15

F-value 3.30 2.21 3.98 2.94

P-value <0.01 <0.01 <0.01 <0.01

VIF 3.82 3.79 3.89 3.89

Num of obs 205 211 210 210

This table presents results from the regression analyses (H1) of the effect of information risk measured by fair
value disclosures (levels 1, 2 and 3) on the cost of equity by using AVG (with the average value estimated in the
GM, PEG and MPEG models). The information risk (InRisk) measured the sums of levels 2 and 3 at fair value
disclosure. Across all regressions, N=205 for AVG firm-years. We also suggest the results from the regression of
GM, PEG and MPEG with similar results with AVG. We suggest coefficient estimates, followed by ***, ** and *
indicating significance levels of 1%, 5%, and 10%, respectively. Column 1 shows the coefficient value, wherein
the dependent variable is AVG, with financial asset at fair value summed into levels 2 and 3 as the proxy for
information risk (InRisk). Columns 2, 3 and 4 present the results from similar regression analyses as Column 1
with cost of equity capital estimated through the GM, PEG and MPEG models dependent variable,

respectively.

5. Additional Tests

5.1 Adj_Beta from Market Model
We test whether

measured by fair value information affects

information risk

the implied cost of equity capital (estimated
by the GM, PEG and MPEG models). We add
the test of whether the information risk is
related to market systematic risk (BETA)@>
estimated by the market model. The market
model is used to generate the cost of equity
capital from the firm’s systematic risk factor.
Thus, we use the historical rolling window
one-factor model on a weekly return basis@),

2-year beta with weekly return and 1-year

daily return to test the relation of
information risk measured by fair value
hierarchy. First, we separate High_InRisk
and Low_InRisk. Then we conduct a t-test to
compare the average of two groups. <Table
4> suggests the result in terms of average of
each beta High_InRisk and
Low_InRisk with 2 deciles. <Panel A> in
<Table 4> shows the result of t-test between
High_InRisk (0-50%) and Low_InRisk
(51-100%). The average beta is significantly
different n each group (BetaA:
p-value=0.0463, BetaB: p-value=0.0977,
BetaC: p-value=0.0567). In <Panel B>, the

groups are separated by 3 deciles. High_Risk

between
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(0-33%) and Low_InRisk are significantly
different in each group (BetaA:
p-value=0.0443, BetaB: p-value=0.0517,
BetaC: p-value=0.0412). These results

higher than that of others, it is related to a
higher cost of equity capital. This robust
result supports the positive (+) relation

between information risk and cost of equity

indicate that if the firm’s information risk is capital.
<Table 4>
t-test for Information Risk with Cost of Equity Capital (Beta)

<Panel A>
Class Cost of Equity Capital
(Information Risk) BetaA BetaB BetaC
Low Rank 0.7681 0.9134 0.8757
(0-50%) (139) (139) (139
High Rank 0.8673 0.9804 0.9618
(51-100%) (138) (138) (138)
Total 0.8175 0.9468 0.9186

@277 277 277
Ha: Diff<0 P-value: 0.0463 P-value: 0.0977 P-value: 0.0567
<Panel B>
Class Cost of Equity Capital
(Information Risk) BetaA BetaB BetaC
Low Rank 0.7037 0.8734 0.8490
(0-33%) (93) (93) (93)
High Rank 0.8273 0.9799 0.9695
(67%-100%) (92) (92) (92)
Total 0.7652 0.9264 0.9089

(185) (185) (185)

Ha: Diff<0

P-value: 0.0443

P-value: 0.0517

P-value: 0.0412

This table presents results from the t-test to compare the mean of beta by low and high information risk.
Beta(1) is the rolling beta over 5 years with weekly returns. On the other hand, Beta(2) shows the historical
beta over 2 years with weekly returns. Beta(3) represents the historical beta over 1 year with daily returns.
In Panel A, we divide the class into 2 deciles (0-50% and 51-100%). Panel B, on the other hand, is divided
into 3 deciles (0-33%, 34-66% and 67-100%). Finally, we define P-value < 0.05 as the significance level.

5.2 Information Risk with Implied
Cost of Equity Capital

We add the t-test result to show whether
higher (lower) information risk is related to
higher (lower) implied cost of equity. <Table 5>
reports the result in terms of difference of
High_InRisk and Low_InRisk with implied cost
of equity capital estimated by the GM, PEG and
MPEG models. First, <Panel A> suggests the
average difference between High_InRisk
(0-50%) and Low_InRisk (51-100%) with 2
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deciles. The results by AVG and GM show
significant differences (AVG: p-value=0.0919,
GM: p-value=0.0381). In <Panel B>, the groups
are separated into 3 one-thirds, the High_Risk
(0-33%) and Low_InRisk are significantly
different in each group (AVG: p-value=0.0530,
GM: p-value=0.0141). Thus, these results are
consistent to our expectation that higher (lower)
information risk is likely to lead a higher

(lower) cost of equity capital.
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<Table 5>
t-test for Information Risk with Implied Cost of Equity Capital
<Panel A>
Class Implied Cost of Equity Capital
(Information Risk) AVG GM PEG MPEG
Low Rank 0.1312 0.1238 0.1322 0.1433
(0~50%) (116) (120) (119) (119)
High Rank 0.1401 0.1387 0.1380 0.1464
(61~100%) (107) (109) (109) (109)
Total 0.1354 0.1309 0.1350 0.1448
(223) (229) (228) (228)

Ha: Diff<0 P-value: 0.0919 P-value: 0.0381 P-value: 0.2016 P-value: 0.3337
<Panel B>
Class Implied Cost of Equity Capital
(Information Risk) AVG, GM PEG MPEG
Low Rank 0.1322 0.1185 0.1345 0.1465
(0~33%) 77 (78) (79) (79)
High Rank 0.1473 0.1432 0.1456 0.1533
(67%~100%) (1) (73) (72) (72)

0.1395 0.1304 0.1398 0.1497
Total (148) (151) (151) (151)
Ha: Diff<0 P-value: 0.0530 P-value: 0.0141 P-value: 0.1188 P-value: 0.2523

This table presents results from the t-test to compare the mean of cost of equity capital by low and high
information risk. First, we use the AVG, the average value of implied cost of equity capital estimated using the
GM, PEG and MPEG models. We suggest the results of GM, PEG and MPEG above. In Panel A, we divide the
class into 2 deciles (0-50% and 51-100%) and Panel B into 3 deciles (0-33%, 34-66% and 67-100%). Finally, we

define P-value < 0.05 as the significance level.

6. Conclusion

This paper has examined whether the
information risk measured by fair value
hierarchy information affects a firm’s cost of
capital. Our sample includes 200 KOSPI
firms of 2011 and 2012. We assume that the
information risk of levels 2 and 3 is higher
than that of level 1 and examine whether
information risk is positively related to
implied cost of equity and cost of debt

capital. The results reveal that information

risk generated from information uncertainty
is likely to increase the implied cost of
capital based on the analyst forecast. Finally,
we find that a firm’s ethical behavior (CSR
activities) affects the production procedure of
accounting information, especially fair value
hierarchy information; ultimately, this effect
is likely to decrease the firm’s cost of capital.

Our contribution and results can be
summarized as follows. First, we have
examined the firm’s information risk derived

from the level hierarchy information and
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whether the level hierarchy information can
be used as a determinant of a firm’s cost of
capital. While Riedl and Sarafeim (2011) use
the absolute value of each level to verify its
relevance to financial risk, we develop an
information risk measure, i.e., ((Levels
2+3)/(Level total)), as we consider that levels
2 and 3 contain higher information risk than
level 1 does (Kolev, 2009; Goh et al., 2009
and Song et al., 2010) The result shows that
the measured information risk from the level
hierarchy information is positively related
with AVG, which is a proxy for the firm’s cost
of capital. This result is consistent with
previous results (Easley and O’Hara, 2004;
Lambert et al., 2007; Riedl and Serafeim
2011). Second, we test whether the firm’s
ethical behavior affects the relation between
information risk and cost of capital. Kim et
al. (2012) and Lim et al. (2013) report that
ethical (CSR

asymmetry.

firm’s behavior activity)

mitigates information
Furthermore, Kim et al. (2011) and Kim et
al. (2012) report that a firm’s ethical
behavior can be a determinant of the firm’s
cost of capital. Based on these findings, we
assume that the firm’s ethical behavior
affects the relation between information risk
and cost of capital and show that the firm’s
ethical behavior mitigates the effect of
information risk and consequently
diminishes the cost of capital.

To deal with the information uncertainty
generated during the production of fair value
these findings

hierarchy information,

provide us with sufficient evidence to

emphasize the necessity for a consistent fair
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value evaluation system, such as improved
fair value measurement and reinforcement
of a monitoring system for fair value

evaluation.

Notes

(1) On the other hand, Barth et al. (1998) report
that fair value information is more reliable
than historical accounting information since
the fair value accounting information is
measured based on the firm’s private
information.

(2) As a proxy for implied cost of equity capital,
we use the averaged implied cost of equity
capital, estimated with GM, PEG and MPEG
models based on the data from analyst future
EPS consensus provided by FNguied Pro.

(3) In this paper, the sample is based on 200
KOSPI firms in 2011 and 2012, whose
financial statements are provided in DART
(Data Analysis, Retrieval and Transfer
System).

(4) Information risk representing the firm’s
information asymmetry is measured based on
the level information given in the firm’s
financial statements (supplementary
schedules).

1) InRisk = (Level2+Level3) / Total Level

(5) Kim et al. (2011) report that the firm’s ethical
behavior through CSR activities results in
the firm’s information asymmetry issues,
caused by earnings management. Therefore,
we assume that firm’s ethical behavior is
likely to diminish the firm’s information
asymmetry.

(6) Kim et al. (2011) define a sin company as
those involved in game, tobacco, alcohol and
adult entertainment industries and report
whether a sin company’s capital cost is higher
than that of a typical company.

(7) This figure is based on the Song and No
(2011)’s report.

(8) Francis et al. (2004) use various accounting
attributes (Accruals Quality, Persistence,
Predictability, Smoothness, Value Relevance,
Timeliness and Conservatism) as information
risk measures.

(9) Lim et al. (2013) identify the firm’s ethical
behavior in terms of internal (earning
management behavior) and external (CSR
activities) aspects. Accordingly, we assume
that CSR activities represent the firm’s
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external ethical aspect.

(10) We use the analyst’s future EPS forecast
data from FNguide Pro, FEPS.;,; and
FEPS;,,, which is provided 6 months prior to
t.

(11) Whang et al. (2007) and Na and Leem
(2014) subtract 3% from the Treasury bond
return to calculate the constant growth rate,
which is applied to GM model to estimate the
implied cost of equity capital. We apply the
same method to the model for this study.

(12) If FEPS., is less than FEPS..;, we
substitute 0 for forecasted EPS consensus
change (FEPS.,, — FEPS,;). Also, when the
value in the radial sign is negative (-), the
firm’s implied cost of equity capital is
replaced with the value of A
(1/2(r¢0.03)+DPS,,1/P)) (Ahn et al., 2005).

(13) If FEPS,, is less than FEPS.;, we use the
implied cost equity capital estimated with the
PEG model, instead of the GM model.

(14) The assumption put forth by Ohlson and
Juettner-Nauroth (2005)’s model is built in
the MPEG model that firm’s excess growth is
an unbiased estimator of firm’s future growth
(Easton, 2004).

(15) Riedl and Serafeim(2011) use the level
variable for each level of the hierarchy
divided by the firm’s total asset as a proxy for
information risk. We suggest a new
information risk measure, where the sum of
levels 2 and 3 is divided by the total level
(InRisk=(Level2+Level3)/(Total Level) since
levels 2 and 3 contain more information
uncertainty than level 1 (Song et al., 2010;
Riedl and Serafeim, 2011).

(16) This indicates the average value of implied
cost of equity capital estimated using the GM,
PEG and MPEG models.

(17) We hypothesize that firm’s ethical behavior
(CSR activities) is likely to affect the relation
between information risk and capital cost,
and thus we adopt the SRI (Social
Responsible Investment) index disclosed in
KRX (Korea Exchange). We designate 1
(CSR=1) if the firm is included in the SRI
index, otherwise 0 (CSR=0).

(18) According to Fama-French(1998), BM (book-
to- market ratio) is regarded as a systematic
risk factor since its relevance to systematic
risk increases if the stock in question is
underestimated in the market due to the
investors’ indifference.

(19) Korea has adopted the K-IFRS (Korean

International Financial Reporting Standards)
since 2011 and disclosed fair value hierarchy
information. Accordingly, our sample period
is from 2011 to 2012.

(20) The fair value hierarchy information is
generally disclosed in the firm’s financial
statement (supplementary schedules), and
therefore, we collect the levels 1, 2 and 3 data
from the firm’s financial statement available
from DART (Data Analysis, Retrieval and
Transfer System).

(21) This mean or median value is the
winsorized value to minimize the loss of
sample and to control outlier observations.
Before the winsorization, the mean (median)
value of level 1 is 50.42% (45.72%), and the
mean (median) value of level 3 is 21.79%
(5.63%). The sum of levels 2 and 3 for the
proxy for information risk (InRisk) is 49.58%
(54.28%).

(22) We infer that the firm’s growth, represented
by BM, is insignificant since the sample only
includes KOSPI 200 firms.

(23) The coefficient of InRisk represents a
significant positive value (+) with the implied
cost of equity capital estimated through the
GM model (Coef=0.0263, t-value: 1.99). The
result of InRisk with the implied cost of
equity capital estimated through the PEG
and MPEG models shows a significant
positive relation. ( 1] PEG: Coef=0.0255,
t-value: 2.47 2] MPEG: Coef=0.0189, t-value:
1.65).

(24) The interaction term (InRisk*CSR) to show
the effect of a firm’s ethical behavior on the
relation between information risk and capital
cost (implied capital cost estimated by PEG
and MPEG) suggests the negative sign (),
with significance. ( 1] PEG: Coef=-0.0652,
t-value: -3.25 2] MPEG: Coef=-0.0603,
t-value: -2.69).

(25) In <Table 4>, the adj_BETA is replaced with
BetaA.

(26) We estimate adj_BETA as a proxy for the
firm’s cost of equity capital based on the
one-factor model, which conducts 5-year (60
prior months) rolling window regression since
01/01/2007  (time t =  12/31/2011)
(Fama-Macbeth, 1973).

Ri -Re =y + B "Ry - R + g

1) Rj;: the weekly individual return for firm i
at time t 2) Ry risk free rate at time t (3
year Treasury Bond rate) 3) Ry, market
index (portfolio) return at time t 4) By:
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rolling window regression beta for firm i at
time t 5) ej error term of rolling window
regression for firm i at time t
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IV Summary of Articles

Diverse Opinions and Arguments on Mandatory

Adoption of International Financial Reporting
Standards (IFRS) in Japan

The purpose of this study is to explore
which

members of the Business Accounting Council

issues are 1mportant to board
(BACQ) in expressing their opinions regarding

mandatory  adoption of International
Financial Reporting Standards (IFRS). This
study also determines whether there are
differences in either the level of support for
mandatory adoption of IFRS or arguments
used by various groups and different time
periods. Using a content analysis of relevant
BAC meetings and Gernon and Wallace’s
(1995) accounting ecology framework, this
study provides rigorous and holistic insights
into the debates concerning adoption of IFRS
in Japan. The results indicate significantly
higher levels of disapproval of mandatory

adoption of IFRS by representatives from

Noriyuki Tsunogaya
Nagoya University

accounting academics and manufacturing
industries than from the Japanese Institute
of Certified Public Accountants (JICPA).
Also,
mandatory adoption of IFRS was mostly
found in 2009 than in 2012 and 2013. The
further show that different

a lower level of disapproval of

results
arguments were cited by various groups in
different terms. The findings are especially
useful for the BAC, Accounting Standards
Board of Japan (ASBJ),
Accounting Standards Board (IASB) and
representatives of countries that plan to
adopt IFRS in the future because the study

International

shows that every country has different
motivations, policies, and backgrounds for

the global convergence of financial reporting.
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The Statas Quo and the Problems of Many Sets
of Accounting Standards in the Globalized

Economy

This paper shows the status quo and the

problems of many sets of accounting
standards in the globalized economy. The
paper examines the problems from the point
of accounting-standards-setters, preparers
and uses of financial statements, and from
the point of comparability and

accounting-standards-selection. And the

180

Isamu Iwasaki

Kyushu University

paper shows it is impossible to get perfect
comparability without having the same
accounting standards and the same practice.
So the paper suggests we should have many
sets of accounting standards and compete
each other to keep the standards high
quality.



Diversity in the Interpretation of Basic Concepts
underlying the System of Accounting Standards

The purpose of this article is to clarify the
way the technical term “relevance” has been
interpreted in the accounting standards
published by the IASB so far. This article
also examines the  recognition or
scheme that (the IASB

believes) contributes to the improvement of

measurement

the “relevance” of accounting information. It
is hard in the academic sense to identify the
recognition or measurement scheme that
contributes most to the improvement of the
“relevance” of accounting information if
standard setters like IASB have only limited
information about the decision model that
the average investors follow, or limited
information about the circumstances in
which average investors make decisions.
Nevertheless, standard setters have made
clear decisions on the best recognition or
measurement scheme. This article is focused
on the grounds upon which standard setters
make decisions about the recognition or
measurement scheme for improving the
relevance of accounting information.

The research in this article depends on two

Masaki Yoneyama

The University of Tokyo

different hypotheses on the decision of
standard setters. One of them is as follows:
(1) Although remained unwritten in the
public documents, there exists a consensus
among members of standard setters on the
decision model that the average investors
follow, and “relevance” of accounting
information is consistently evaluated based
on the consensus. The other one is as follows:
(2) Decisions on the “relevance” of accounting
information can be arbitrary, because there
is no “written” consensus on the decision
model that the average investors follow. This
article compares these two hypotheses
above.

Empirical investigation finds that (a)
there is no “apparent” contradiction among
the interpretations that the IASB put to the
abstract term “relevance,” but that (b) there
i1s no evidence either that suggests the
existence of “coherent principles” underlying
the interpretations for the term “relevance.”
The findings above is basically consistent

with the second hypothesis.
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A Study about the Definitions of Assets and
Liabilities in the Discussion Paper ‘A Review of the
Conceptual Framework for Financial Reporting’

This paper examines the definitions of

assets and liabilities suggested in the
Discussion Paper ‘A Review of the
Conceptual Framework for Financial

Reporting’published by IASB in July, 2013.
This paper clarifies what the Discussion
Paper is aiming for and what kinds of
comments and views are shown in the
comment letters written by accounting
standards setters. This paper also points out

the direction of the revised Conceptual

182

Shigeho Nakayama
Aichi Gakuin University

Framework.

The suggested definitions are aiming for
increasing potential items recognized as
assets or liabilities by deleting probability
criterion from existing definitions. This
that TASB aims for
broadening of financial information. But it
of the

Conceptual Framework as the conceptual

revision suggests

revised

will weaken the role

foundation for standards setting.



Trends and Backgrounds in the Development of

Accounting Standard for SMEs:

Comparison

between Japan, Korea, and the United States

Sachiko Kushibe

The International University of Kagoshima

In August 2005, “The Guidelines of
Accounting for SMEs” a sort of standard for
the accounting of SMEs, was published.
After that, “The
Accounting for SMEs” was published in
February 2012. “The Basic Guidance of
Accounting for SMEs” was developed to
eliminate the effect of the IFRS and to reflect
the enterprise attributes of SMEs.

Basic Guidance of

At present, two types of accounting
standards for SMEs are being developed in
Korea and the United States, the same as in
Japan.

In Korea, “The Guidelines of Accounting
for SMEs” for the unlisted companies was
applied in the fiscal year starting from
2011.

accounting standard for SMEs named “The

January 1st, However, the new
Basic Guidance of Accounting for SMEs” was
developed.

In the US, Blue Ribbon Panel report was
submitted by AICPA (American Institute of
Certified Public NASBA
(National Association of State Boards of

Accountancy), and  FAF

Accountants),

(Financial

Accounting Foundation) to FAF. This is
assumed to be the first time the development
of the accounting standard for SMEs was
proposed. However, at present, another new
accounting standard for SMEs called FRF for
SMEs (Financial Reporting Framework for
Small- and Medium-Sized Entities) was
developed. This is regarded as one of the
OCBOA (Other Comprehensive Basis of
Accounting) previously applied to unlisted
companies in the US.

As an international trend, IFRS for SMEs
(International Financial Reporting Standard
for Small and Medium-sized Entities) was
published by TASB
Accounting Standard Board) in July 20009.
IFRS for SMEs is assumed to be developed
as one strategy to have full IFRS applied to

(International

countries all over the world. In this paper,
the trends in the development of the
accounting standard for SMEs in the three
countries are clarified. Further, it is revealed
in this paper how these trends correspond to
the strategy of IASB and reflect the

attributes of SMEs.
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Measurement and Representation of Net Income in

TASB

-on the Discussion Paper A Review of the
Conceptual Framework for Financial Reporting-

The problem of this paper is to study the

division of net income and other

comprehensive income and recycling
according to the Discussion Paper. Through
this problem, to point out the position of net
income in TASB.

At first, IASB tries to reconcile profit of
bottom line to comprehensive income.
However in the process of the Reporting
Financial Performance Project, IASB is to
represents net income. IFRS calculates net
income into framework of comprehensive
arises from to

income. The problem

184

Eriko Maruoka

Chuo University

represent net income; What does mean IASB’
net income? Because TASB does not have
framework of other comprehensive and net
income. DP proposes the division of net
income and other comprehensive income and
recycling, though not satisfactory. Further
holds for Draft.

Tentative agreement is to account for all

discussion Exposure
profit and cost, to recycle all OCI, but
rebuttable

means that net income calculated in process

including presumption. This

of calculation of comprehensive income will

be given semantic content.



Definitions of “Related Parties” in Accounting
and Transfer Pricing Taxation
-Focusing on Chinese Circumstance-

This paper examines the difference of the

definition of “related parties” between

accounting standards and transfer pricing
taxation regulations, especially in the
Chinese circumstance. To help the investor
that an entity’s financial
affected by the
transactions among related parties, China’s
Ministry of Finance (CMF) established the
related party disclosure standard “Chinese
Accounting Standard No. 36 (CAS 36)”, in

which the meaning and the scope of the

acknowledge

statements may be

related parties are defined. Meanwhile, to
through the
transactions among related parties, China’s
State Administration of Taxation (SAT)

prevent tax avoidance

Liu Gong Ping

Kwansei Gakuin University

published the anti-tax avoidance regulations.
The difference occurred inevitably because
the objectives of the two agencies are
different. Furthermore, The Explanation of
Standards  for
Enterprises 2010, edited by the accounting

Accounting Business
department of CMF which is responsible for
setting Chinese Accounting Standards,
makes the issue more complicated by
rewriting the definition of related parties
without giving any notice. This paper aims to
demonstrate the difference clearly and to
point out the peculiarity of the Chinese
circumstance as opposed to the Japanese and

the American circumstances.
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Comprehensive Examination on Accounting for

Assets in IFRS

Delegate: Masato Kikuya (Hosei University)

Members: Akira Ishii (Yokohama College of Commerce)
Hiroshi Ishiyama (Yamanashi Prefectural University)
Nobuhito Ochi (Bank of Japan)
Naoki Kobayashi (Tamagawa University)
Yoshinori Shimada (Iwate University)
Kazuyuki Shimanaga (Kobe Gakuin University)
Akiko Sugiyama (Toyo University)
Takayuki Nakano (Hosei University)
Kenji Hayashi (Nihon University)
Akiko Fujita (Meiji Gakuin University)
Yasunori Matsui (Rikkyo University)
Tooru Matsumoto (Senshu University)
Tomoya Yoshida (Saitama University)
Toshinobu Yoda (Hosei University)

In this
policies for assets in IFRSs (including IASs)

research project, accounting
are analyzed theoretically and empirically in

comparison with Japanese accounting
standards. Some issues on accounting for
tangible fixed assets (IAS16, IAS20, IAS23,
IAS29, IAS36, IFRS5), investment property
(IAS40), leased assets (IAS17), inventory
assets (IAS2), intangible assets (IAS38),
(IAS32, IAS39, IFRST,

IFRS9) and special assets (biological assets,

financial assets

contingent assets, foreign currency assets,

exploration and evaluation assets,

186

non-current assets held for sale) (IAS41,
IAS37, IAS21, h  IFRS6, IFRS5) are
comprehensively examined. For example, the
recognition and

initial measurement,

subsequent remeasurement, depreciation
(amotization) and impairment, presentation
and disclosure are investigated.

At the time of remeasurement of tangible
fixed assets or investment property, the cost
model or the revaluation (or fair value)
model shall be chosen as the accounting
policies under the provision of IAS16 and
1AS40,

whereas the application of



revaluation (or fair value) model is
prohibited in Japan. Although IFRS requires
the reversal of impairment loss and economic
criterion for recognition of impairment,
Japanese accounting standard forbids the
reversal and adopts the probability criterion
Moreover,

IAS requires the reversal.

Japanese accounting on leased assets,

inventory assets and financial assets already
achieved international convergence in many
points.

As the characteristics of accounting for
assets in IFRSs, mixed measurement model,
substance over form and principle basis are

preferred for international investors.
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