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An Empirical Analysis of the Effect of the Introduction of Korean equivalents of
International Financial Reporting Standards (K-IFRSs)

Jang, Sewoong’
"Construction Division at Daerim Industrial

Abstract: Due to the structure of advanced installment sales of houses which is a construction industrial structure unique to
Korea and the Project Financing (PF) project structure that includes construction companies’ debt guarantee agreements, the
changes in accounting methods resulting from the introduction of K-IFRSs are expected to act in a direction to deteriorate
construction businesses’ financial statements. Therefore, K-IFRSs are an important issue that can seriously affect the entire
domestic construction industry and construction businesses are conceiving strategies to respond to the introduction of K-IFRSs.
From this viewpoint, this study was intended to empirically analyze the effect of the introduction of K-IFRSs on construction
businesses utilizing financial data applied with the K-IFRSs recently announced. In the analysis, the EDFs were calculated by
business using the existing accounting standards GAAP and using K-IFRSs and the results were compared with each other.
The results of the analysis indicated that most construction businesses were adversely affected by the introduction of K-IFRSs.
It is also considered that businesses with relatively good financial statements under the existing accounting standards GAAP
would be affected more by the introduction of K-IFRSs than other businesses. In addition, the introduction of K-IFRSs is
expected to have larger effects on large construction businesses that have been providing debt guarantees for PF projects than
on small or medium sized construction businesses.
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Table 1. K-IFRS literature review

Researcher Main results
Jung - The government should consider standardization of public accounting
(2012) in each type of business respecting the basic rules of IFRS.
— As the Korean International Financial Reporting standards (K-IFRS)
Jun et al. are enacted, accounting ambiguity and inconsistence between

(2011) K-IFRS and tax laws are expected to keep growing, especially in
construction contracts.

- Overall, our results suggest that we need a special attention for
influence on adopting K-IFRS when we assess the capacity of

N?;O?B)al. Qonstruct\on firms  because thg financial ratio of construption
industry plays an important role in current assessment of a firm's
construction capability.

- The results shows that corporate the leverage ratio is decreased

Yu et al. but the profitablility ratio is increased under K-IFRS. This result is

(2010) mostly driven by a deferral estate house/office sales and
recognizing contingent liabilities of financial guarantees.
— This study is to give some suggestions for improving accounting

Kim et al. standards of public rental housing business in Korea. Public rental

(2009) housing companies do house—rental business as well as
house-construction business.
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Table 3. Overview of samples

) Total of asset Total of capital Total of dept
= = o
e el FAEY] AR KIFRS 7% AFAIEESS Corp. | Ranking | (\jon KRW) | (Milion KRW) | (Milion KRW)
283)0] GAAP 712Y ) wlwsle] AAPA ATt T T 2171 oz
- a3 2= ° - ,036; 402, , 129,
91'3:1'5]1\37(]% /\a]*”r‘ix_ 3|°]*E 3‘15 %X—qlgi O]'%E]’- A3 5 9,867,460 4235911 5,631,548
B 7o) BAnoR 243 KW B3 ¥ A3 M | & | eaeo 2367648 3844371
=0 Al o . A5 10 5,117,569 1,256,128 3,801,441
TE5 AUEY TS Table 29} 2tk G 12,405,307 1313900 11,001,408
A7 15 1,962,509 424699 1,537,810
Table 2. KMV model literature review A8 16 231591 669864 1,646,097
A9 17 2,376,013 388,557 1,987,456
Researcher Main results A10 18 4,072,233 1,571,305 2,500,928
- First, the average EDF of normal industries is increased after the credit Al 20 1,790,828 330,029 1,460,800
Hwang crisis. Especially, the average EDF of dishonored firms shows greater A2 21 1,433,318 510,162 928,156
(2009) increases comparing fo that of normal industrials. Second, huge EDF A13 » 3243720 1489310 1754410
o Cxtiion a1 oo s T I N 052D 1308583
upmen, - - A15 24 1,182,704 196,087 986,617
— This paper presents a forecasting modelfor corporate bankruptcy using A6 % 2289014 673831 1615183
Chai both financial statement data and stock marke tdata. So, we try to it ! e
(2009) combine survival analysis and KMV model through Monte— Carlo Al7 A 1,237817 261,329 976,489
simulation. A18 35 1,359,655 251,59 1,108,059
Kim - This paper deduces EDF using stock price and build a model with A19 37 1,003,672 90,360 913312
(2005) qualitative variables. A20 40 910512 196,250 714,262
— This paper estimates EDF produces information related to expecting A21 42 991,274 25,236 1,016,510
Lee defaults in domestic market where efficiency of stock information is A2 43 835978 181,991 653987
(o008) critica‘lly oor:w;nfefz_nte‘?. This examinetshif thetz_re IaIrEel:)c';therd meth(_x_is lwgg; A3 5 703,124 06772 376,351
complement difficulties in mapping theoretical and empirical ol ) 513241 197867 315,374
due to lack of default history data.
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V}; + Corporate stock value 04 + Variability of corporate asset values
V, : Corporate asset value V), « Total book value of liabilities

T : Liability redemption period N() : Cumulative distribution function
7; : Risk free rate of normal distribution
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Table 4. Results of estimating corporate asset value
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Table 5. Results of estimating variability of corporate asset values

Variability of corporate asset values
Corp. Based on GAAP Based on K-IFRS
2007 | 2008 | 2009 | 2010 | 2007 | 2008 | 2009 | 2010

079101 | 1.15918 | 0.78687 | 0.64016 | 0.80106 | 1.16520 | 0.79212 | 0.64558

053087 | 0.96339 | 0.85572 | 0.53106 | 0.53380 | 0.96432 | 0.85743 | 0.53250

0.62915 | 1.04586 | 0.79409 | 0.61274 | 0.67104 | 1.07850 | 0.80475 | 0.62024

Al
A2
A3 | 0.75218 | 1.14908 | 0.81827 | 0.72835 | 0.78422 | 1.15855 | 0.82768 | 0.73685
A
A5

079188 | 1.10883 | 0.71227 | 0.71037 | 0.80419 | 1.11881 | 0.71466 | 0.71135

A6 | 0.82219 | 1.24910 | 1.01901 | 2.11039 | 0.92411 | 1.28323 | 1.01966 | 2.15766

A7 | 0.75613 | 1.25063 | 0.68934 | 0.53051 | 0.76229 | 1.27466 | 0.69377 | 0.53218

A8 | 0.92501 | 1.25392 | 0.89265 | 0.54391 | 0.92633 | 1.25553 | 0.89337 | 0.54417

A9 | 0.89336 | 1.20152 | 1.10163 | 0.60831 | 0.89875 | 1.17382 | 1.11052 | 0.61336

A10 ] 0.71260 | 1.01760 | 0.78285 | 0.95638 | 0.71506 | 0.86324 | 0.81346 | 0.98352

Al1 1094538 | 1.21360 | 0.88719 | 0.56878 | 0.94935 | 1.23916 | 0.88829 | 0.56915

A12 | 0.71559 | 0.89378 | 0.65947 | 0.67379 | 0.73326 | 0.89873 | 0.66447 | 0.67657

A13 | 265150 | 1.03854 | 0.79577 | 0.54356 | 2.66335 | 1.01880 | 0.80533 | 0.55148
Al4 1086521 | 1.05943 | 0.81144 | 0.85259 - 1.05899 - 0.85257

A15 | 090023 | 1.12954 | 1.15945 | 0.65973 | 0.90086 | 1.12708 | 1.16038 | 0.65994

Corporate asset value

A16 | 066267 | 0.87760 | 0.80909 | 0.48649 | 0.66834 | 0.87388 | 0.81467 | 0.48828

Corp. Based on GAAP Based on K-IFRS

A17 | 064616 | 1.02327 | 0.81201 | 0.55869 | 0.65948 | 1.01230 | 0.83458 | 0.56708

2007 | 2008 | 2009 | 2010 | 2007 | 2008 | 2009 | 2010

A18 | 0.70795 | 1.00907 | 0.86775 | 0.59323 | 0.71023 | 0.96483 | 0.87252 | 0.59490

63950 | 34723 | 52307 | 55095 | 64,678 | 35676 | 4,036 | 57,990

A19 | 1.05787 | 1.50767 | 0.99998 | 1.09611 - - 0.99999 | 1.09611

76502 | 43130 | 50,192 | 48247 | 76305 | 43473 | 50,611 | 49,094

A20 | 092719 | 0.87980 | 0.95575 | 0.76793 | 0.93415 | 0.86722 | 0.96206 | 0.77297

A21 1 0.71289 | 0.94925 | 0.82677 | 0.79433 | 0.72469 | 0.96191 | 0.83360 | 0.80017

57,719 | 23469 | 26,178 | 25642 | 54837 | 24486 | 27,811 | 2839
2381 | 10493 | 14817 | 19,023 | 22632 | 10776 | 15282 | 19,471
A6 | 49940 | 17,400 | 21920 | 20043 | 64793 | 28423 | 22,195 | 21,784
A7 | 6408 | 3183 | 5246 | 5867 | 6700 | 315 | 6086 | 6557
A8 | 6649 | 2901 | 4580 | 6674 | 6738 | 2936 | 4662 | 6811
A9 | 6554 | 2978 | 3270 | 4813 | 67% | 3450 | 3757 | 6516
AI0 | 5925 | 3167 | 6400 | 5473 | 6075 | 6,198 | 9858 | 7,989
Al | 2141 | 1512 | 2333 | 3554 | 2359 | 1533 | 2454 | 3743
A12 | 3467 | 2429 | 3332 | 3460 | 3778 | 2805 | 3874 | 3820
A13 | 8656 | 4885 | 5851 | 6618 | 8694 | 5662 | 6800 | 8700
Al4 | 2910 | 1911 | 3227 | 2389 - 1915 2387
A5 | 3629 | 1696 | 1505 | 2000 | 3665 | 1730 | 1530 | 2,948
A16 | 3558 | 2500 | 2930 | 4719 | 3851 | 286 | 3441 | 5680
A17 | 10972 | 4865 | 5470 | 5216 | 10970 | 5293 | 6,19 | 632
A18 | 2437 | 1314 | 1856 | 3012 | 250 | 1637 | 2127 | 34%
A19 | 42% | 6006 | 4285 | 2465 | - — 425 | 2485
A0 | 1804 | 1644 | 2309 | 2412 | 1970 | 1,883 | 2572 | 2769
A1 | 18% | 1378 | 1553 | 1256 | 2122 | 1584 | 1968 | 1752
A2 | 7004 | 8791 | 5780 | 4152 | 7078 | 8851 | 5843 | 4,161
A2 | 2289 | 1669 | 2128 | 1,328 | 2502 | 2001 | 2317 | 1474
A4 | 135t | 150 | 918 | 1138 | - - 1136 | 1,351

Al
A2
A3 | 49243 | 20044 | 31241 | 39771 | 50918 | 22,625 | 34,086 | 42,777
M
A5

108 s=aumess =28 AisE Aes 20144 3

A2 | 1.13276 | 1.28103 | 0.96313 | 0.77310 | 1.13795 | 1.28564 | 0.96477 | 0.77324

A23 | 0.74389 | 0.94402 | 0.71330 | 0.60759 | 0.75006 | 0.92709 | 0.71516 | 0.60975

A24 | 0.67017 | 0.86050 | 0.77924 | 0.63973 - - | 079144 | 0.64445

4.2 557 (Default point) 2H
=7 (Default Point)®] A=27E VERWA T Table
67} 2tk R v Sl 71ge] dgksliof
& Rarolt) &, 7190] UBH ok XFUe o=
AFeA F& gl AYsh= Holglar & £ ok
KMV E&ore Foi ghoz typsle] A 1iaje] 2
HkS O3 ghS AMESk glom olE o= vehid o
< 23)3 ZTHHwang 2009).
DP= STD+ 0.5% LTD ®

DP : Default Point
STD : Corporate short-term Lability
LTD : Corporate long-term Liability



Table 6. Results of estimating default point

Default point
Corp. Based on GAAP Based on K-IFRS

2007 | 2008 | 2009 | 2010 | 2007 | 2008 | 2009 | 2010
Al 32,703 | 44,680 | 49207 | 51,700 | 36,177 | 49211 | 54,059 | 58,395
A2 31,341 | 48245 | 46256 | 44,741 | 32072 | 49399 | 47534 | 46451
A3 | 22439 | 31,382 | 36916 | 39351 | 3084 | 44,028 | 45625 | 47,171
M 12214 | 16,107 | 23185 | 26503 | 17,025 | 21,013 | 27,833 | 32,736
A5 10,791 | 13,755 | 18254 | 32421 | 12,158 | 15,198 | 19491 | 33,783
A6 21464 | 27485 | 74087 | 47,736 | 75439 | 104,464 | 75901 | 83,827
A7 6407 | 9,100 | 10,086 | 10,785 | 7,236 | 9480 | 12784 | 12611
A8 10,708 | 13,116 | 13156 | 14,122 | 11,051 | 13505 | 13578 | 14522
A9 7469 | 11,410 | 10915 | 10,174 | 8263 | 14,362 | 14595 | 15750
A10 6586 | 7,72 | 7846 | 9,741 6,977 | 18037 | 19235 | 21,607
All 7,116 | 10528 | 11,388 | 11,531 | 8476 | 11,612 | 12318 | 12325
A12 2611 4323 | 5623 | 6723 | 345 | 5779 | 7219 | 7874
A3 | 7434 | 9364 | 9458 | 8793 | 8714 | 12305 | 13024 | 13584
Al4 5588 | 8173 | 11429 | 9915 - 8,187 - 9,901
A5 | 7601 | 8357 | 6985 | 9325 | 7,756 | 8609 | 7218 | 9542
A16 4166 | 6364 | 7,148 | 9293 | 4902 | 7,733 | 9401 11,866
AI7 | 4567 | 5840 | 4705 | 6037 | 5118 | 6914 | 6844 | 8466
A18 3224 | 4671 5404 | 7930 | 3449 | 6,116 | 683% | 9,708
A19 | 4409 | 7343 | 8843 | 7885 - - 8844 | 7885
A0 2049 | 3316 | 4192 | 5044 | 2311 4060 | 4924 | 63%
A21 | 2115 | 386 | 4537 | 4863 | 28% | 5051 | 6684 | 7973
A2 4514 | 5478 | 6654 | 6254 | 4774 | 57R | 6845 | 6282
A23 | 3141 | 4678 | 5552 | 2565 | 3771 | 6175 | 6323 | 2998
A24 903 1284 1424 | 2025 - - 2,153 | 2674

4.3 2=H2|(Distance to Default) &H
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Table 7. Results of estimating distance to default

Distance to default

Corp. Based on GAAP Based on K-IFRS

2007 | 2008 | 2009 | 2010 | 2007 | 2008 | 2009 | 2010
Al 05406 | 0.7569 | 0.2614 | -0.1526 | 04033 | -0.8154 | -0.3451 | 0.2710
A2 | 16791 | -05703 | -0.3218 | -0.2765 | 1.6281 | -0.5827 | -0.3425 | -0.3152
A3 | 0.7771 | 09523 | -0.5628 | -0.2936 | 0.3400 | -1.1404 | -0.7186 | -0.4521
A4 | 23076 | -0.1126 | -0.2321 | -0.3284 | 1.5182 | -0.3610 | -0.3980 | -0.5152
A5 | 05765 | -0.7832 | -0.6251 | -1.1040 | 0.4160 | -0.8504 | -0.6728 | -1.1283
A6 | 06278 | -0.9834 | -2.0626 | —1.4584 | -0.6142 | -1.6608 | -1.8985 | -1.7177
A7 | -0.3377 | 14589 | -1.2790 | -1.3920 | -0.4457 | —1.4868 | —1.4238 | —1.4662
A8 | -0.9995 | -1.8208 | -1.5994 | -1.6438 | -1.0195 | -1.8300 | -1.6143 | ~1.6559
A9 | 05614 | -1.7126 | -1.6341 | -1.5139 | -0.6386 | -1.7936 | -1.7684 | -1.7750
A10 | -04739 | -1.3523 | -0.5971 | -1.0524 | -0.5233 | -1.6303 | -1.1761 | —1.4534
Al | 17297 | 21948 | 22263 | -2.4045 | -1.8118 | -2.2455 | -2.2556 | 2.4253
A12 | 0.1449 | -1.0489 | -1.0815 | -1.3056 | -0.1519 | -1.2078 | -1.2285 | -1.3399
A13 | -1.2595 | -1.1215 | -0.9740 | -0.7258 | -1.3237 | -1.2512 | -1.1760 | -1.0273
Al4 | -1.1703 | -1.9195 | -1.9452 | -2.2042 - | -1919 - -2.2935
A15 | -1.2430 | -2.0023 | -1.9013 | -2.2036 | -1.2557 | -2.0125 | -1.9151 | -2.2071
A16 | -0.5082 | -1.4908 | -1.4991 | -1.6274 | -0.6484 | -1.5832 | -1.6467 | —1.7644
A17 | 1.0521 | -0.6527 | 02110 | -0.5339 | 0.8432 | -0.7679 | -0.5814 | -0.8599
A18 | -0.7114 | -1.7536 | —1.6444 | 19178 | -0.7267 | -1.8430 | -1.7559 | -2.0056
A19 | -0.5353 | -0.8915 | -1.2319 | -1.7863 -1.23%4 | -1.7647
A20 | -0.4955 | -1.1860 | —1.0459 | -1.3314 | -0.5893 | -1.2771 | -1.1434 | ~1.45%5
A21 | 04451 | -1.5302 | -1.7016 | -2.5639 | -0.7227 | —1.6%45 | -1.9175 | 26032
A2 | -0.1674 | -0.2707 | -0.7944 | —1.2282 | -0.2146 | -0.3124 | -0.8194 | -1.2113
A23 | -0.7431 | -1.5568 | -1.6978 | —1.4861 | -0.8659 | -1.6610 | —1.7584 | -1.5512
A24 | 03240 | -02171 | -09164 | -1.2166 - B -1.1743 -1.3716
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Table 8. Results of estimating EDF

EDF

Corp. Based on GAAP Based on K-IFRS
2007 | 2008 | 2009 | 2010 | 2007 | 2008 | 2009 | 2010
02944 | 0.7754 | 06031 | 0.5606 | 0.3434 | 0.7926 | 06350 | 0.6068
0.0466 | 0.7158 | 0.6262 | 06089 | 0.0518 | 0.7200 | 0.6340 | 0.6237
02185 | 08295 | 0.7132 | 06155 | 0.3669 | 08729 | 0.7638 | 0.6744
0.0105 | 05448 | 05918 | 06287 | 0.0645 | 0.6409 | 0.6547 | 0.6968
02821 | 07832 | 0.7340 | 08652 | 0.3387 | 0.8024 | 0.74% | 0.8704
0.2651 | 08373 | 09804 | 0.9276 | 0.7305 | 0.9516 | 0.9712 | 0.9571
06322 | 09277 | 08996 | 09180 | 06721 | 09315 | 0.9227 | 0.9287
08412 | 09657 | 09451 | 0.9499 | 0.8460 | 0.9664 | 0.9468 | 0.9511
07127 | 09566 | 09489 | 09350 | 0.7385 | 0.9636 | 0.9615 | 0.9621
A10 | 06822 | 09119 | 0.7248 | 0.8537 | 0.6996 | 0.9485 | 0.8802 | 0.9276
Al1 | 09582 | 09859 | 0.9870 | 0.9919 | 0.9650 | 0.9876 | 0.9830 | 0.99%24
A12 | 04424 | 08529 | 0.8603 | 0.9042 | 05604 | 0.8864 | 0.8904 | 0.9177
A13 | 08961 | 0.8690 | 0.8350 | 0.7660 | 0.9072 | 0.8%46 | 0.8302 | 0.8479
Al4 | 08791 | 09725 | 09741 | 09891 - 0.9726 - 0.9891
A15 | 08932 | 09774 | 09714 | 09862 | 0.8%4 | 09779 | 09723 | 0.9863
A16 | 06943 | 09320 | 09331 | 0.9482 | 0.7416 | 09433 | 0.9502 | 0.9612
A17 | 0.1464 | 0.7430 | 05835 | 0.7033 | 0.1996 | 0.7787 | 0.7195 | 0.8051
A18 | 0.7616 | 0.9603 | 0.9500 | 0.9724 | 0.7663 | 09673 | 0.9604 | 0.9776
A19 | 07038 | 08137 | 0.8910 | 0.9630 - - 08%4 | 09612
A20 | 06899 | 0882 | 0.8522 | 0.9085 | 0.7222 | 08992 | 0.8736 | 0.9278
A21 | 06719 | 09370 | 09556 | 0.9948 | 0.7651 | 09549 | 0.9724 | 0.9954
A2 | 05665 | 06067 | 0.7865 | 0.8903 | 05850 | 06226 | 0.7937 | 0.8871
A23 | 07713 | 0.9402 | 09552 | 09314 | 0.8067 | 09516 | 0.9607 | 0.93%6
A24 | 03730 | 05859 | 0.8203 | 0.8881 - - 08799 | 09149
Average| 05597 | 08461 | 0.8334 | 0.8625 | 06079 | 0.8831 | 0.8632 | 0.8376
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