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ABSTRACT: The purpose of this study is to investigate whether the voluntary adoption
of IFRS affects the value relevance of earnings and equity book value. In particular, we
compare the valuation coefficients of earnings and equity book value between the
Korean firms which adopted IFRS voluntarily prior to mandatory adoption in year 2011
(‘early-adopters’) and those who did not adopted IFRS (‘non-adopters’). Using a sample
of 27 early-adopters and 314 non-adopters matched by industry over three year period
(2008-2010), we find that the valuation coefficients of both earnings and equity book
value are larger for the early-adopters than the non-adopters. We also find that the
value relevance of both earnings and equity book value is larger for the post-adoption
period than the pre-adoption period for the early-adopters. These results hold even after
controlling for other factors that may affect the changes in value relevance between the
early-adopters and the non-adopters. Our results suggest that the adoption of IFRS has
improved the quality of accounting information for Korean firms.
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1. INTRODUCTION

The purpose of this study is to investigate whether the voluntary adoption of the
International Financial Reporting Standards (IFRS) affects the value relevance of earnings and
equity book value. Even before the mandatory adoption of IFRS by all Korean firms in year
2011, some firms adopted IFRS voluntarily. Thus, we investigate whether the quality of
accounting information from income statement (earnings) and balance sheet (book value of
equity) is systematically different between the firms which adopted IFRS voluntarily (‘early-
adopters’) and those who waited until the mandatory year 2011 (‘non-adopters’). We measure
the quality of accounting information as reflected in firm valuation, that is, the magnitudes of
valuation coefficients on earnings and equity book value similar to Barth et al. (1998).

Using a sample of 27 early-adopters and 314 non-adopters matched by industry over
three year period (2008-2010), we find that the valuation coefficients of both earnings and equity
book value are larger for the early-adopters than the non-adopters. We also find that the value
relevance of both earnings and equity book value is larger for the post-adoption period than the
pre-adoption period for the early-adopters. These results suggest that the adoption of IFRS has
improved the quality of accounting information for Korean firms.

The remainder of this paper is organized as follows. First, research background and a
hypothesis development are discussed. Then, sample selection and research method are
described. The empirical tests and their results are followed. In the final section, conclusions are
addressed.

2. LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT

In 2010, Korea passed a regulation that requires all listed companies to adopt the
International Financial Reporting Standards (IFRS) for the reporting periods ending in year 2011.
This change must have a significant impact on financial reporting in Korea especially because
IFRS replaced Korean domestic accounting standards with this change. Therefore, it is a very
important empirical question whether benefits from IFRS adoption exceed its costs in Korea.
One meaningful way to measure the effect of IFRS adoption would be to investigate if the
quality of accounting information has improved with IFRS adoption in Korea.

The adoption of IFRS would improve the quality of accounting information for the
following reasons. First, adopting IFRS will eliminate alternative accounting methods that are
less reflective a firms’ performance and will lead to more transparent financial statements. This
enhanced transparency would reduce not only the uncertainty of companies’ economic situations,
but also the information asymmetry between managers and stockholders. Second, adopting IFRS
will reduce the cost of comparing firms’ financial statements. This improved comparability
would reduce the investor cost to evaluate the quality of financial reports among firms and across
countries. This reduction in monitoring cost by investors will put pressure on managers’
incentive to manipulate earnings.

Numerous researches have been conducted on accounting information quality changes
with adoptions of IFRS in various countries. In spite of concerns on superficial improvement but
not substantial improvement of financial reporting with IFRS adoptions considering efficient
capital markets and extremely high costs for implementations of and compliance with IFRS,
there are more of positive than negative evidence on this issue, indicating the improvement of
accounting information quality with IFRS adoptions. Prior research provides evidence that IFRS
adoption improves accounting information quality in terms of reduced earnings management and
more timely loss recognition (e.g., Hung and Subramanya; Barth et al., 2008; latridis and
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Voluntary Adoption of IFRS and Its Impact 43

Rouvolis, 2010), higher value relevance, increased disclosure quality and improved
comparability (e.g., Bartov et al., 2005; Capkun et al., 2008; Barth et al., 2008; latridis and
Rouvolis, 2010; Daske and Gerbhardt, 2006; DeFond et al., 2011).

However, there are significant variations of accounting information quality changes
across the countries due to some country specific characteristics. Factors affecting accounting
information quality are: the quality of domestic standards relative to IFRS, investors’ preference
of domestic standards over IFRS, implementations of IFRS, compliance with IFRS, the
competitiveness of domestic capital market, and accounting environment. Ball et al. (2000)
suggest that implementation of accounting standards differs across countries due to differences in
enforcements as well as differences in managers’ real business decisions made in direct response
to accounting standards.

Korean GAAP prior to the IFRS adoption is different from IFRS, especially in the area of
consolidated financial statements. Korean GAAP used to have more pervasive presence of
conservative accounting than IFRS. Due to stronger control by the government in Korea than
other countries with equivalent economic power and economic diversity, enforcement of
accounting standards would be more effective in Korea, which leads to higher compliance with
accounting standards. Given the differences in Korea’s institutional settings such as socio-
economic, legal and political systems from other countries that have been investigated in prior
studies, the impact of adopting IFRS on the quality of accounting information is a very important
empirical question.

A few studies examined the effects of adopting IFRS on the quality of accounting
information for Korean firms. Choi et al (2011) investigated whether the reconciliation
adjustments to earnings and book value of equity from voluntary adoption of IFRS for Korean
firms have improved the value relevance of accounting information. Their empirical results show
that reconciliation adjustments have incremental value relevance for earnings but not for book
value of equity. Choi (2013) investigated the incremental value relevance of the reconciliation
adjustments in earnings and book value of equity after the mandatory adoption of IFRS in year
2011. His results show no incremental value relevance of the adjustments. Our study is similar to
Choi et al (2011) by addressing the effects of voluntary IFRS adoption on value relevance of
accounting information. However, our study is different from theirs in that that we investigate
the value relevance of earnings and book value of equity, not reconciliation adjustments, and
compare the value relevance between voluntary adopters and non-adopters and between pre-
adoption period and post-adoption period.

Value relevance, earnings smoothing, and timely loss information recognition can be
good surrogates for accounting information quality (Barth et.al 2008). However, value relevance
is the most frequently used measure of accounting information quality because it is the
comprehensive and direct measure of accounting information quality perceived by the capital
market. Based on the arguments and empirical results described the above, our testable
hypotheses are:

Hypothesis 1: Value relevance of earnings and equity book value is larger for ‘early-
adopters’ than for ‘non-adopters’.

Hypothesis 2: For ‘early-adopters’, value relevance of earnings and equity book value
is larger in ‘post-adoption’ period than in ‘pre-adoption’ period.
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3. SAMPLE SELECTION AND RESEARCH METHOD
3.1 Sample Selection

The sample firms examined in this study are Korean firms who adopted the IFRS
voluntarily in year 2008 and 2009 (‘early-adopters’). To be included in the sample, the firm must
be listed in the Korean Stock Exchange (KSE) and satisfy the following criteria: (1) Sufficient
accounting data including earnings per share (EPS) and book value of equity was available each
year from 2007 to 2010; (2) Stock price data at the end of the year was available each year over
the study period (2007-2010).

TABLE 1

Industry Classification of Sample Firms

Early Non- Total

Industry SIC | Adopters Adopters
N % N % N %

Timber and Wood Products Cl6 2 7.41 1 0.32 3 0.88

Textile & Printing Cl7 | 2 741 19 6.05| 21 6.16
Chemicals C20 | 4| 1481 | 59| 18.79| 63| 18.48
Pharmaceuticals C21 | 2 741 | 36| 1146| 38| 11.14
Lumber and Plastics c22 | 1 3.70 | 13 414 | 14| 411

Electronics and Computers C26 | 8| 29.63| 33| 1051 | 41| 12.02

Machinery and Other Devices | C29 | 1 3.70| 30 955| 31 9.09

Automobile and Trailer C30 1 3.70| 35| 11.15| 36| 10.56

Transportation Equipment C3l1| 1 3.70 6 1.91 7 2.05

Retail G46 | 1 3.70 | 34| 10.83| 35| 10.26
Transportation H50 | 2 7.41 4 1.27 6 1.76
Communication J6l | 1 3.70 2 0.64 3 0.88
Services M71| 1 370 | 42| 1338 | 43| 1261

Total 27 | 100.00 | 314 | 100.00 | 341 | 100.00
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The above selection criteria yielded a sample of 27 early-adopters, of which 5 firms had
adopted the IFRS in 2008 and 22 firms in 2009. To select a sample of non-adopters, each of 27
early-adopters was matched by industry with all those firms that satisfy the above data
availability requirements but did not adopt the IFRS until 2011. This procedure yielded a sample
of 314 non-adopters.

The breakdown of sample firms by industry is shown in Table 1. The sample consists of
13 industries and there is some clustering in particular industries. For example, Electronics and
Computers industry accounts for 29.63% and Chemicals industry 14.81% of ‘early adopters’
sample. Other than this clustering, however, sample firms are well-distributed among industries.
However, there are differences in industry distributions between the early-adopters and the non-
adopters.

3.2. Research Method

The value relevance of accounting information can be defined as the ability of financial
statements to summarize information that affects firm value (Collins et al. (1997); Francis and
Schipper (1999)). Although financial statements provide lots of value relevant information,
earnings and book value of equity have been considered as two key measures. Following the
valuation model developed by Ohlson (1995) and subsequent empirical studies, we
operationalize the value relevance of earnings and book value by estimating the following
regression model:

Pit = ao + a1EPSit + a2BVit + ait 1)

Where, Pj; = the price of stock for firm i at the end of year t;
EPS;; = the earnings per share of firm i during the year t;
BVi: = the book value per share for firm i at the end of year t.

As our metrics to measure the value relevance of earnings and book value, we use the

coefficient estimates (e:l and aAZ) of regression model (1). We estimate the model (1) for the

sample of early-adopters and non-adopters, separately. Regression coefficients, a, anda, , can be

interpreted as the weight of earnings and book value in pricing equity, respectively. Alternatively,
they are called ‘earnings response coefficient’ and ‘book value response coefficient’. Using this
metric of value relevance, we can state our hypothesis as:

Hypothesis: él (early-adopters) > él (non-adopters)

aA2 (early-adopters) > aA2 (non-adopters);
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4. EMPIRICAL RESULTS
4.1 Descriptive Statistics

TABLE 2

Descriptive Statistics of Selected Variables

Early Adopters Non-Adopters Wilcoxon

Variables (n=54) (n=620) z-statistics
Mean | Std Dev | Median | Mean | Std Dev | Median

(p-value)

pY 53.720 | 89.537 | 13.125|20.834 | 44.131| 5770 | 3.455

(0.001)***

EPS? 3.658 7.736 | 0.932| 1.920 5.143 | 0.433 1.235

(0.217)
BV Y 36.210 | 47.376 | 19.367 | 25.782 | 39.125| 9.851| 2.632

(0.008)***
SIZE® |57.012 | 182525| 5.108| 7.001| 22.141| 0.748| 4.795

(0.001)***
ROE ° 0.024| 0209| 0.051| 0.014| 0.236| 0.056| -0.210

(0.834)
RTIPIY | 0.237 1.213 | 0.024| 0.239 1.404 | 0.007 | 3.0098

(0.002)***
DEBT " | 1.293 1.096 | 1.118| 1.096 1.926 | 0.736 2.971

(0.003)***

1) Price per common share at the end of fiscal year end (in ¥#1,000).
2) Earnings per share (in ¥¢1,000).
3) Book value of equity per share (in ¥¢1,000).

4) Market value of equity (in ¥¢Trillions).

5) Return on equity = Net Income / Equity
6) Ratio of transitory income to permanent income = Extraordinary items/Income from continuing operations
7) Debt to equity ratio

**%* Significant at a<0.01; ** Significant 0<0.05; * Significant a<0.10;
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Table 2 provides descriptive statistics for selected variables of the sample firms. Also
reported are Wilcoxon rank test statistics for the differences in these variables between early-
adopters and non-adopters. Selected variables include stock price (P), earnings per share (EPS),
book value of equity per share (BV), firm size as measured by market value of equity (SIZE),
return on equity (ROE), the ratio of transitory income to permanent income (RTIPI) and debt to
equity ratio (DEBT). RTIPI, a measure of earnings quality, is obtained by dividing extraordinary
items by income from continuing operations.

All the variables are larger for early-adopters than for non-adopters, and the differences
are statistically significant except for EPS and ROE. For example P, EPS and BV of early-
adopters are almost twice as large as those of non-adopters. Early- adopters also exhibit larger
SIZE, RTIPI and DEBT than non-adopters. This result indicates that early adopters are large
firms with poor earnings quality and high debt-to-equity ratio.

Table 3 shows correlations among the variables of interests for the early-adopters (Panel
A) and the non-adopters (Panel B). The upper right (lower left) hand side contains the Spearman
(Pearson) correlation coefficients. As expected, earnings (EPS) and book values (BV) are
positively correlated with stock prices (P), and with each other. More importantly, correlation of
stock price (P) with accounting information (EPS and BV) is stronger for early-adopters than for
non-adopters. For example, Pearson correlation coefficients of P with EPS (BV) are 0.793 (0.794)
for early-adopters, but 0.748 (0.750) for non-adopters. This suggests that the voluntary adoption
of IFRS by early-adopters has improved the quality of their accounting information in its role for
firm valuation.

TABLE 3

Correlations among Price, Earnings and Book Value

Panel A: Early Adopters

Variables P EPS BV
P 1.000 0.752 0.850
EPS 0.793 1.000 0.685
BV 0.794 0.801 1.000
Panel B: Non-Adopters

Variables P EPS BV
P 1.000 0.694 0.849
EPS 0.748 1.000 0.676
BV 0.750 0.711 1.000

Pearson correlations are in the bottom-left cells and Spearman correlations are in the upper-right cells.
All of the correlation coefficients are significant at the 0.0001 level.
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4.2 Results of Comparing Value Relevance between Early-adopters and Non-adopters

TABLE 4

Coefficients from Regressions of Stock Price on Earnings and Equity Book Value: Early
Adopters versus Non-Adopters

Pi = b, +b,D, +b,EPSit + b,EPS, * D, +b,BVit + b,BV, * D, + &

Expected | Early Adopters | Non-Adopters Pooled

sign (n=84) (n=946) Sample
Intercept ? 6,454.554 550.894 550.894
(0.800) (0.490) (0.450)
D ? 5,903.660
(1.240)
EPS + 5.702 3.926 3.926
EPS*D + 1.776
(2.200)**
BV + 0.928 0.519 0.519

(4.270)*** (16.23)*** | (14.740)%**

BV*D + 0.409
(3.190)***
Adj. RZ (%) 69.24 65.52 67.74

Dy is a dummy variable which takes a value of one if the firm i in year t belongs to the IFRS adopting
firms (early adopters), and zero if it belongs to the firms who did not adopt IFRS (non-adopters).

*#* Significant at 0<0.01; ** Significant a<0.05; * Significant 0<0.10;

Table 4 presents the results of comparing the value relevance of earnings and book value,
as measured by the coefficients from regression model (1). We first estimate equation (1) for
early-adopters and non-adopters, separately.

Table 4 summarizes the yearly regression results. The coefficients on EPS and BV have
the predicted sign (positive) and are statistically significant (at a<0.001) for both groups of firms.
More importantly, the coefficient on EPS (earnings response coefficient: ERC) for early-adopters
(5.702) is larger than that for non-adopters (3.926). The coefficient on BV (book value response
coefficient: BVRC) for early-adopters (0.928) is also larger than that for non-adopters (0.519).
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As an additional approach to test our hypothesis, we estimate the pooled cross-sectional
and time-series model which includes a dummy variable, Dj;, which takes a value one if the
observation belongs to the firm-year for early-adopters and zero for non-adopters:

Pit = b, +b,D, +b,EPSit + b,EPS,, * D, +b,BVit + b,BV, * D, + &t (4)

In this model, the coefficients, b; and bs, represent the differences in ERCs and BVRCs,
respectively, between early-adopters and non-adopters.

The last column of Table 4 presents the results of estimating the above model. A
significantly positive value of coefficient b; (1.776 at a<0.05) means that EPS has larger effect
on equity price for early-adopters than non-adopters. As for BV, the coefficient bs is also
positive (0.409) and statistically significant (at <0.01). In addition, the adjusted R? shown in
Table 4 indicate that earnings and book value jointly explain 69.24% of the variation in equity
prices for early adopters, but only 65.52% for non-adopters.

These results are consistent with the argument that the voluntary adoption of IFRS by
early-adopters has improved the quality of their accounting information in its role for firm
valuation, as measured by the value relevance of earnings and book value of equity.

4.3 Results of Comparing Value Relevance between Pre-adoption and Post-adoption Periods

To examine if there is a systematic change in the value relevance of earnings and book
value from the voluntary adoption of IFRS by early-adopters, we first estimate equation (1) for
pre-adoption period and post-adoption period, separately.

Table 5 summarizes the yearly regression results. The coefficients on EPS and BV have
the predicted sign (positive) and are statistically significant (at 0<0.001) for both pre-adoption
and post-adoption periods. More importantly, the coefficient on EPS (earnings response
coefficient: ERC) for post-adoption period (6.225) is larger than that for pre-adoption period
(2.660). Although the difference is small, the coefficient on BV (book value response coefficient:
BVRC) for post-adoption period (1.354) is also larger than that for pre-adoption period (0.825).

As an additional approach to test our hypothesis, we estimate the pooled cross-sectional
and time-series model which includes a dummy variable, Dj;, which takes a value one if the
observation belongs to the year after adopting IFRS (post-adoption period) and zero otherwise:

Pit = b, +b,D, +b,EPSit + b,EPS,, * D, +b,BVit + b,BV, * D, + & (4)

In this model, the coefficients, bs and bs, represent the differences in ERCs and BVRCs,
respectively, between pre-adoption and post-adoption periods.

The last column of Table 5 presents the results of estimating the above model. A
significantly positive value of coefficient bz (3.565 at 0<0.05) means that EPS has larger effect
on equity price for post-adoption period than for pre-adoption period. As for BV, the coefficient
bs is also positive (0.528) and statistically significant (a<0.05).

Along with the results using the comparison between early-adopters and non-adopters,
these results are consistent with the argument that the voluntary adoption of IFRS by early-
adopters has improved the quality of their accounting information in its role for firm valuation,
as measured by the value relevance of earnings and book value of equity.
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Table 5
Coefficients from Regressions of Stock Price on Earnings and Equity Book Value for

Early IFRS Adopting Firms: Comparison bet\lf;/een Pre-Adoption and Post-Adoption
Periods

Pit = b, + b,D,, + b,EPSit + b,EPS,, * D,, +b,BVit + b,BV,, * D, + it

Expected | Post-Adoption | Pre-Adoption Pooled

sign period period Sample
Intercept ? 4,134.159 12,135.000 | 12,135.000
(0.290) (1.980)* (1.330)
D ? -8,000.756
(0.550)
EPS + 6.225 2.660 2.660

(4.030)*** | (3.200)*** | (2.210)**

EPS*D + 3.565
(2.060)**
BV + 1.354 0.825 0.825

(4.190)%** | (7.880)*** | (5.200)***

BV*D + 0.528
(1.740)*
Adj. R% (%) 52.46 84.55 67.21

Y Dy is a dummy variable which takes a value of one if the firm i in year t belongs to the period after
adopting IFRS, and zero if it belongs to the period before the adoption of IFRS.

*#* Significant at 0<0.01; ** Significant a<0.05; * Significant 0<0.10;

4.4. Additional Analysis

As shown in Table 2, there are significant differences in firm characteristics such as firm size
(SIZE), return on equity (ROE), transitory income (RTIPI), and debt to equity ratio (DEBT) between
the early-adopters and non-adopters. These differences may affect the observed differences in
value relevance between the early-adopters and the non-adopters. To address this potential
effects of these differences in firm characteristics on our empirical results, we estimated the
regression equation (4) by including four dummy variables —DSIZE, DROE, DRTIPI, and
DDEBT- which take value of one if each variable is greater than its median value, and zero
otherwise.
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TABLE 6
The Effects of Voluntary Adoption of IFRS on the Value Relevance of

Earnings and Equity Book Value: Analyses after Controlling for
Firm Characteristics and Yearly Differences

Pit = b, + b,D,, + b,EPSit + b,EPS,, * D,, +b,BVit + b,BV,, * D, + it

Panel A: Early-Adopters Panel B: Pre-Adoption Period
Versus Versus
Non-Adopters Post-Adoption Period
Expected | Estimation Expected | Estimation
Model ¥ sign Results | Model ? sign Results
Intercept ? 5,336.59 Intercept ? -2,985.22
(2.420)** (0.210)
D ? -2,485.32 | D ? 6,251.47
(0.570) (0.290)
EPS + 3.567 EPS + 2.576
EPS*D + 2.065 EPS*D + 3.685
(2.830)*** (2.110)**
BV + 0.439 BV + 0.848
(13.450)*** (5.380)***
BV*D + 0.330 BV*D + 0.476
(2.840)*** (1.530)
DSIZE ? 41,246.00 | D2006 ? 12,942.00
(14.53)*** (0.400)
DROE ? -8,981.41 | D2007 ? 26,132.00
(3.94)*** (1.500)
DRTIPI ? -2,894.97 | D2009 ? -15,067.00
(0.96) (0.530)
DDEBT ? -1,529.76 | D2010 ? 6,848.75
(0.74) (0.390)
Adj. R (%) 73.55 Adj. R* (%) 66.85

Y Dy is a dummy variable which takes a value of one if the firm i in year t belongs to the IFRS adopting
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firms (early adopters), and zero if it belongs to the firms who did not adopt IFRS (non-adopters);
DSIZE = 1 if SIZE (market value of equity) > median, 0 otherwise;
DROE =1 if ROE (return on equity) > median, 0 otherwise;
DRTIPI = 1 if RTIPI (ratio of transitory to permanent income) > median, O otherwise;
DDEBT =1 if DEBT (debt to equity ratio) > median, 0 otherwise;
% Dy is a dummy variable which takes a value of one if the firm i in year t belongs to the period after
adopting IFRS, and zero if it belongs to the period before the adoption of IFRS;
D2006 = 1 if year belongs to 2006, 0 otherwise;
D2007 = 1 if year belongs to 2007, 0 otherwise;
D2009 = 1 if year belongs to 2009, 0 otherwise;
D2010 = 1 if year belongs to 2010, O otherwise;

*** Significant at a<0.01; ** Significant a<0.05; * Significant a<0.10;

Similar approach was used to control for the potential effects of yearly economic
conditions on the difference in value relevance between the post-adoption period and the pre-
adoption period for the early-adopters. Regression equation (4) was estimated by including four
yearly dummy variables —-D2006, D2007, D2009, and D2010- which take value of one if data
belong to a given year, zero otherwise.

Panel A of Table 6 presents the results of comparing value relevance between the early-
adopters and the non-adopters after controlling for differences in firm characteristics between
these two groups of firms. A significantly positive value of coefficient bz (2.065 at a<0.01)
means that EPS has larger effect on equity price for early-adopters than non-adopters. As for BV,
the coefficient bs is also positive (0.439) and statistically significant (at a<0.01).

Panel B of Table 6 presents the results of comparing value relevance between the post-
adoption period and the pre-adoption period for the early-adopters after controlling for yearly
differences over the estimation period. A significantly positive value of coefficient bs (3.685 at
0<0.05) means that EPS has larger effect on equity price for post-adoption period than for pre-
adoption period. As for BV, the coefficient bs is also positive (0.848) but statistically
insignificant.

Overall, these results are consistent with the argument that the voluntary adoption of
IFRS by early-adopters has improved the quality of their accounting information in its role for
firm valuation, as measured by the value relevance of earnings and book value of equity. These
results hold even after controlling for the factors that may affect the changes in value relevance
for the firms voluntarily adopting IFRS.

4. CONCLUSION

This study investigates whether the voluntary adoption of IFRS by Korean firms affects
the quality of accounting information. Using value relevance of accounting information as the
measure of its quality, we compare the valuation coefficients of earnings and equity book value
between the Korean firms which adopted IFRS voluntarily prior to mandatory adoption in year
2011 (‘early-adopters’) and those who did not adopted IFRS (‘non-adopters’).

Our empirical results, using a sample of 27 early-adopters and 314 non-adopters
matched by industry over three year period (2008-2010), show that value relevance of
accounting information is larger for early-adopters than for non-adopters. Specifically, we find
that the valuation coefficients of both earnings and equity book value are larger for the early-
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adopters vis-avis the industry-matched non-adopters. We also find that the value relevance of
both earnings and equity book value is larger for the post-adoption period than the pre-adoption
period for the early-adopters. These results hold even after controlling for differences in firm
characteristics between the early-adopters and the non-adopters, and time-series differences
between the post-adoption period and pre-adoption period. Overall, our results suggest that the
adoption of IFRS has improved the quality of accounting information for Korean firms.

Several related issues are left for future research. First, an inter-temporal analysis that
examines the direction of changes in value relevance of earnings and book value associated with
the mandatory adoption of IFRS by all the Korean public firms in the year 2011 would be an
interesting approach, and particularly useful for controlling for other firm characteristics
affecting the variations in value relevance of earnings and book value. Second, an investigation
into a closely related but not addressed question in this study, why those firms voluntarily
adopted IFRS, would be an interesting issue. Finally, a natural extension would be to apply the
same argument and approach to comparing other measures of accounting information quality
such as the cost of capital, analysts’ forecast accuracy, and earnings management between the
early-adopters and non-adopters.
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