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IFRS Adoption and Changes in the Value Relevance of Reinsurance
assets

Seokhee Cho

School of Business Administration & Accounting, Andong National University
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Abstract This paper studied the change in value relevance of reinsurance assets with changed
classifications due to the adoption of IFRS. Reinsurance assets represent the policyholder's rights under
reinsurance contracts, and prior to IFRS, this was presented in the form of a deduction from the
insurer's policy reserve as a reinsurance ceded reserve. However, after IFRS adoption, reinsurance assets
were recognized as assets subject to recognition of impairment. In this study, it was analyzed whether
this presentation change caused a change in the value relevance of the item. The analysis results showed
that the value relevance of reinsurance assets was changed by IFRS adoption. Before IFRS adoption,
reinsurance ceded reserve was found to be a significant variable that had a positive (+) effect on a firm's
value, but the reinsurance asset coefficient was found to be negative without significance after IFRS
adoption. These results highlight profit deterioration and losses in the reinsurance ceding sector because
the risk diversification function was relatively underestimated by the change in the presentation of
reinsurance assets. This paper is distinguished from previous studies as it reveals a change in the value
relevance of reinsurance assets caused by a change in presentation due to the adoption of IFRS without

changing their essential attributes.
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Table 1. Sample selection

Sample selection criteria Firm-years
Initial samples with listed non-life 188
insurers for 2001-2020
Less : Reinsurer’'s samples (20
Less : Negative equity firm’s sample (12)
Final samples 156

3.2 o4y

AEAAAE 59 7HAHE o] IFRSS] o= #gt
EAEA oRE FAsH] Yot £ =FolA= vt
22 IPEFeE AR A (D% Q=
Ohlson(1995)[1019] SRS 2 =F9| F&of gt
PG Aolrh. o= B} AR 74714
A4S ORI Sl ofE APAT11-13]004A4E
Feltham-Ohlson(1995)[14] 239 ARgo] RH¥19]
EA40] HgolA] 32 AL gt Aol

l

P.

i,t

=ayto RE,+a,ABV,  +a3;NI , + o JFRS,
+alFRS* RE, , +agLOSS;,
+a,nd;, +agSMR,  +e;,
Py =By +51RE;:¢ +5,AB sz + 63]\7],,
+B,LOSS; ; + B5In 4, , + B SMR, ,
+8y), YD+e,,

(2)

Where, #,; is total market capitalization of

common and preferred stocks of firm 4 at the
RE,, pre-IFRS

post-1FRS

reinsurance ceded reserve. ABV,, is the amount

end of year t. is sample’s

reinsurance  assets or sample’s

obtained by deducting RE;, from net assets
value of firm ¢ at the end of year t. NI, is net
income of firm ¢ in year t. F,,, RE, ABV,,
and NI, is calculated by dividing total market

capitalization of common and preferred stocks at

the beginning of year ¢. IFRS, has a value of 0

when year t is less than 2011, value of 0
otherwise. [FRS*RE,, denotes the product of

IFRS, and RE,,. LOSS;, takes a value of O when
NI, is positive, VI, itself otherwise. Ln4,; is

the log value of firm 4’s total asset value at the
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beginning of year t. SMR,, is the solvency
margin ratio of firm 4 at the end of year t.
Z YD is dummy variables to reflect each year's

features.

3174 ()2 AEFAAE S(RE)T o] ALet FF
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Table 2. Descriptive Statistics

Variables| Mean | Std. Dev MIN Median MAX
P 1.381 1.149 0.340 1.051 8.390

RE 0.702 0.902 0.051 0.429 6.487
ABV 0.561 0.633 -1.584 0.527 3.372
NI 0.132 0.402 -0.802 0.090 3.500
InA 29.605 1.212 27.245 29.722 32.067
SMR 1.273 0.488 0.988 1.054 3.338

Variables are defined as equation (1) and (2).

4.2 HEEA

Table 30l 58 WE319] FojE JaAe} o]
o] Fo9< IFRS =Y A7} F2 thro] AXshgich
BEHAY] A7FEH2 [FRS & A7}t & RFo)A s
HYAR] B7|eolo £2 4UTAE e AoR
bt} 28 2 =70 HAHae] ARARE 5
(RE)TH] Aol disiale IFRS = A7} Fofl4]
AE o2A veRdth IFRS =939 BEAE 1%
ForEolA FHHe FHBEAE T AoR e
Ou, IFRS 9] £ HEJAE 5% FEIAE £
gH WA YERFA] oottt TEu ol2R Ak o
FES TAHA o2 AdHo difolug, Hrh Hg
A2 7170l ST T 5 e HWFES T
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Table 3. Pearson Correlation

Penal A: Pre-IFRS (N=80)

P RE ABV NI LnA SMR
1.000
P
<.0001
0.572 1.000
RE
<.0001 | <.0001
0.184 | -0.406 | 1.000
ABV
0.103 | 0.000 | <.0001
N 0.648 | 0.439 | 0.391 1.000
<.0001 | <.0001 | 0.000 | <.0001
LA -0.192 | -0.439 | 0.106 | -0.052 | 1.000
0.089 | <.0001 | 0.348 | 0.644 | <.0001
SMR 0.051 | 0.243 | -0.116 | -0.140 | -0.632 | 1.000
0.655 | 0.030 | 0.307 | 0.215 | <.0001 | <.0001
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Penal B: Post-IFRS (N=76) Table 49] Equation (2)° Hi3t +42A7E AHH
P RE | ABV | NI InA | SMR W, ASAEHIFRS'RE)Y 3lAAG= 793t (-9
b [L000 e 7HAe Aoz TEEHQLE ol AMLE AHRY
(0001 Zpate] 7H| iAol [FRSQ] =l Mslstgirks 7}
re (- del Ege Rgshe Zolth old AL
0‘265 6383 000 Equation ()3} 2)oll Z&E HEFAAE 9] FHAS
ABV =1 | o001 o001 £ AnEo 2N H& gIiA E-vta Sk
-0.092 | -0.121 | 0.183 | 1.000 [FRS =9 o]de] #22 tidez 4t AR
Moo | 029 | o114 | <ooot ZHFROY S AASE FIHQl H+)Q| Froz Ue
LA -0.076 | -0.557 | 0.235 | 0.028 | 1.000 Yo} [FRS £9] o]39] TES thilo g 2431 A1
0.512 | <0001 | 0.041 | 0.811 | <.0001 oJZ]—/\]—(RE)_,] FAASL QoslA] e Aoz Uehd
ow [T om [0l s [0 o oy st ern forivs 2 0
i i i i i i 517] 9J5te] WA AL AAEIQITH B B B
Variables are defined in Equation (1) and (2). The figures in the ‘]- ] T] ]-O:] °° ] ]- = ~ ] i
column below indicate p-value of coefficient. 63/\61 7151;@9] 7151;@‘]’:“74]‘1]:0 E]' -“]’ Z:—].—O] ﬁ%ﬂ%q’
= 5|218AM Z47 ")
43 OE 224 2 b value — " By __ _3389
94 QTS DAV AT OF ALY 2 VVar(a,) + Var(5,)
= Table 48} 2t} Table 494 Equation (1)< ZA]
717to] Bi5to] IFRS £ 0]50] HiEo]| thafAlut ke AHzE -BAFE [FRSY EAHS 7808 78
1= A5z HS(FRS'RE)S 3718t Bamgoly, o F JAdolA AEFAHE 5ol 7M1= AAS7 1%

Equation (2)2F (3)2 Z}2} IFRS =Y o] &} o]F9]
o fioz AEPRXR] 7R HEAdS BA5] 9
g Amolct.

Table 4. Results of regression analysis

Dependent Variable : Firm's Market Value
Equation (2)
Equation (1)
Pre-IFRS Post-1FRS
Coef. ‘t—value Coef. | t-value | Coef. |t—value
Samples N=156 N=80 N=76
Intercept | -1.614 | -0.66 | 4.166 0.5 0.370 | 0.25
RE 0.600 | 526 | 0.874 | 3.947 | -0.061 | -0.66
ABV | 0.457 | 3.06™ | 0.850 | 2957 | 0.254 | 3.47"
NI 1.192 | 488 | 0.735 | 1.85" | 1.088 | 2.08"
IFRS -0.140 | -0.61 - - - -
IFRS'RE | -0.673 | -2.34" | - - - -
LOSS | -2.044 | -2.897 | -1.699 | -1.67" | -4.933 | -4.48
LnA 0.093 1.09 0.023 0.14 | -0.004 | -0.09
SMR | -0.330 | -2.04” | -4.041 | -0.94 | 0.062 | 0.9
YEAR Not-included Included
adj. R? 0.5816 0.6844 0.6395
Max(VIF) 3.67 7.28 5.72

Variable definitions are the same as in Equation (1) and (2).
and  indicate significance at the 1%, 5% and 10% levels,
respectively (two-tailed).
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P2 717 e EA FHRIIR] veE
STEHHSE AMSSL, EERSEE BYHIA 7147t
Ao FFE vlE 5 e BANSES A [FRS =Y
of ol ot Huwis I AEFAA] gt HES

ERfis ¥, J8|3 olE ¥e9] 4sede Ulet

ol 4 ()3 gol g5ttt

o
-
A

MTB; ; = vyt AR, ; +7IFRS, +7v,IFRS*RR;,
+’Y4P]iAt+75NP]i,t+76KOSP‘4
+yn A+ SMR;  +e;

Where, MTB,;, is the ratio of total market
capitalization of common and preferred stocks
divided by net assets value of firm ¢ at the end
of year t. RR;, is the value obtained by dividing
reinsurance assets by total assets of firm ¢ at the
end of year t. PI, is the profitability index(ROA
or ROE) of firm i in year t. NPI, takes a value
of 0 when PI, is positive, P, itself otherwise.
KOSPL, is the korea composite stock index at

the end of year t divided by the index at the end
of March 2001. The remaining variables are as
defined in Equations (1) and (2).

A 3)olle SAHFEA 94 A=(ROA, ROE)<}
FEF7IASKOSPD, 71A+E 2 ARAAZ+ES
el = XgFojgH|E(solvency margin ratio)o] Zgt
Ho=T, olg2 BF APATolA EFIJAY] 7|7t
Ao FFE vA= AoE X MegEolrth

Al (3)& o83 £441}= Table 59 2t}

Table 59 @E2W, £9)/dX|5=& ROAE A&t &
37 ROEE ARG g HEoA [FRS Z9Jo]¥9] I
Lot ¥hgohe 48 HS(IFRS*RR)S] 3|AAIS7F
5% oA F9gt S0 FE 7He Ao ek
o}, o]Hgt ZAIk= Table 4 AR E4Z2 30} AE
AOEA, [FRS 9] Y0 R YAA] 7EX| A
H37E igithe 7HdS A RSk Atolth

]_

2 n¥gn BYo MEISHO| st AE

FARES AA IR =L JoHAtErt S o
Jddo]E]24] Table 40l AAE &3] HEE(Pooled
regression) &3t EAAMET 718 7199 A ET}
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Table 5. Results of regression analysis (additional)

Dependent Variable : MTB ratio
PI = ROA PI = ROE
Coef. t-value Coef. t-value
Intercept -11.211 -4.61 -13.360 -5.38
RR 1.866 18.76 1.704 13.47
IFRS -0.652 -217" -0.759 -2.44"
IFRS*RR | -1.491 -2.97" -1.628 -3.147
PI 29.459 4.43 0.983 2.57"
NPI -40.003 -3.73" -2.247 -2.84"
KOSPI 0.616 6.82 0.564 6.06
InA 0.361 4.14 0.454 5.17
SMR -0.721 -4.47 -0.794 -4.79
adj. R? 0.812 0.788
Max(VIF) 6.514 6.537

Variable definitions are the same as in Equation (3). " " and ”
indicate significance at the 1%, 5% and 10% levels, respectively
(two-tailed).

(fixed effect)E 2335 B8t o| o st &= 9ich
olo ¥FAI7}t FoJotA EAct=A|o BI F-AHZ
Sk 11 A= o 2k

Table 6. F-test for the existence of fixed effects

SSE DF

F-vaue (p-value)

Pooled | Fixed-effect| Num. Den.

81.2689 79.2464 7 140 0.5103 (0.8256)

Pooled regression model is the same as Equation (1) and the
fixed-effect model is a model in which the unique effects of
individual companies are added to Equation (1). Ho : All fixed
effects are jointly 0.

Table 6° wZ=W, APSAHF
(p-value: 0.8256)2.2A4 7HH714Y
sHA] et AFVHEES 714 it} ohEbA
Table 4 AAIE 3]H4 (Dol gt FH23= 2 =
29 A7HEE HASH o) AdsHA &82 & Stk

_7Fo
=

F-gk2 0.5103
nFEIE A

2

T
=
>

5. 22

B =Bolqs [FRSY £YO2 ot AR
FAABEAol ofs) ATetsich AFA, IFRS £
AR PR /A0 So14e FRe mAE
W2 Uerton), [FRS £9) 5 Augate] 490
£ 7197k S99 FRe mjAE Wt okl A

o
j54



ks e

pil

Bl=7A A234 A2%, 2022

o2 UERAT

ARFAE 5o wAA £70] FAV|Re] MgoR
HokE A ofotol= ﬁé}l 7ol HskE 7t
AA H Aol fiste] £ =EolMe vt &2
7] 7Fsd e AR AR ARAE BA HWBE

7 44 ok QoEle THs AT B HEd
242 Q% ARFo] 71 ABEA ] okt HsA
ol
S AEAA olAEo] YA 7S Bkt
£ oA Q59 s aarEae] Uehta Qleke A
A ofn] AYATE Bo) Bl vk ek, oleiet A
o] BYsIAte] BlAH o] T3] 53] Bo] Buw 9)
= olg, RHIAe] Bat QT Tt ols
ol Bslte] B4 84 R0 glolA B el
ARG Bue Bseld o] Agslo] A%
=7] weel Ao melt JYTre] BEAE op|
sl A U ARH] ZA SAol o,
B2l 7)go] 8EE0] AEEE AR AY
2913 de Dol & R oRn sl A
FH1F EE AP
ayo] Uehe 154e 9A 9E Aoz

|

oL
AT

oil

o nsle) AR St sl %ZH#
20] Ag0] that ol oA B X
4

2 ofshzie JhsAel Sick gl ek 7
9 ARPO] ARLA VTR BT Eojojs)

& oJojd 7hsAde] ATH18l
B 2o [FRS £YUOE QI3 BBl ZXud
A HEIE 75 uaEAT AR 7 5SHoA A
HIth= HollA 9ulE 7.
5y 9 QR gt A7 T3 B4 34
71% 243 #HE A7 Ags] BES Astol) &
A IFRS 170]2He A28 247|129 9L B4
of £ ek ol2dt AH AL BHEYGA A
£ A2 PHEY A48 E H8A 2T olEF
TAE o= 87 gol AR olet 85 A
S7)ole =y B354 #E A7t gglo] BE%H A
Zolct. ot Ao E =Fo] REgh Aol
A 2 FARTEE F AS A 0E YZFich 17
T Eohl 2 =R AU PEETIARY $271 Agh
Zolgks SN B2 0] HES SHHEkA] B3t A

NZEAS APAGGE WA TAS AT FF
Qo] B sl A7]0] F7Ael 24 Yok

74

=) Aslel e ATl InhEA] wE

References

[1] S. H. Cho, “A Study on the Economic Substance of
Catastrophe Reserve and Functional Fixation in
Korean Capital Market” KOREAN JOURNAL OF
INSURANCE, Vol.109, pp.79-102, 2017.

DOI: http://dx.doi.org/10.17342/K1].2017.109.3

T. H O, H. J. Jung, T. J. Park, “A Study on the
Response of the Capital Market to the Contingency
Reserve” The Journal of Risk Management, Vol.14(2),
pp. 3-26, 2003.

DOI: https://doi.org/10.1016/j.bar.2011.06.004

S. H. Cho, ‘Insurance Accounting under IFRS”, p.686,
Shinyoungsa, 2019, pp.685-732.

B3]

[4] J. R. Hand, “A test of the extended functional fixation

hypothesis® 7The Accounting Review, Vol.65(4),
pp.740-763, 1990.
[5] E. K. Ghani, F. Laswad, S. Tooley, “Functional

fixation: Experimental evidence on the presentation
of financial information through different digital

formats” The British Accounting Review, 43(3),
pp.186-199, 2011.
[6] C. S. Ouh, J. W. Byon, “A Study on the

Value-Relevance of Loss Ratio and Expense Ratio of
Non-Life Insurance Companies’, Journal of the
Korean Data Analysis Society, Vol.17(3),
pp.1449-1460, 2015.

S. H. Cho, “Level of Dependence on Separate Account
in the Non-life Insurance Companies and Firm Value”
Journal of Korea Academia-Industrial cooperation
Society, Vol.21(1), pp.417-425, 2020.

DOL: https://doi.org/10.5762/KAIS.2020.21.1.417

W. A. Lee, H. O. Shim, “An Empirical Study on the
Value Relevance of Non-life Insurer's Management
Information”, 7he Journal of Risk Management,
Vol.29(3). pp.107-138, 2018.

DOI: http://dx.doi.org/10.21480/tirm.29.3.201809.004

C. S. Ouh, S. H. Cho, “A study on the value relevance
of accounting information based on the level of
solvency margin ratio - Focusing on the non-life
insurance industry’, The Journal of Risk Management,
Vol.24(2), pp.41-67, 2013.

DOI: http://dx.doi.org/10.21480/tirm.24.2.201312.002

[10] J. A. Ohlson, “Earnings, book values, and dividends in
equity valuation”, Contemporary Accounting Research,
Vol.11(2), pp.661-687, 1995.

DOIL: http://dx.doi.org/10.1111/1.1911-3846.1995.tb00461.x

[11] S. H. Cho, “A Study on the Information Effect of

Separate Account in the Insurance Company’, Korean



[FRS T3} AR FRFALe] 7px|waA ws}t

Journal of Actuarial Science, Vol.10(2), pp.37-63, 2018.

[12] S. H. Cho, “A Study on the Value Relevance of
Policyholder's Dividend Reserve’, Journal of the Korean
Data Analysis Society, Vol.21(4), pp.2009-2019, 2019.
DOLI: http://dx.doi.org/10.21796/ise.2019.43.2.258

[13] S. H. Cho, “A study on the value relevance of non-life
insurer’'s earnings measures’, The Journal of Risk
Management, Vol.28(1), pp. 47-84, 2017.

DOI : http://dx.doi.org/10.21480/tirm.28.1.201703.002

[14] G. A. Feltham, J. A. Ohlson, “Valuation and Clean
Surplus Accounting for Operating and Financial
Activities”,  Contemporary Accounting Research,
Vol.11(2), pp.689-731, 1995.

DOIL: http://dx.doi.org/10.1111/7.1911-3846.1995.tb00462.x

[15] M. Hollander, “A Distribution-Free Test for
Parallelism” Journal of the American Statistical
Association 65, pp.387 394, 1970.

DOL: http://dx.doi.org/10.1080/01621459.1970.10481087

[16] K. A. Jeon, J. J. Kim, O. R. O, “A Study on the Value
Relevance of Cost Efficiency’, Korean Accounting
Research, Vol.29 (3), pp.167-197, 2004.

[17] S. R. N. Kim, H. Y. Ryu, “Managerial Overconfidence
and Cost Stickiness” Korean Accounting Journal,
2014, Vol.23(6), pp.309-345, 2014.

UCI : G704-000663.2014.23.6.013

[18] S. H. Cho, “Reinsurance Strategy and Firm's Value of
Non-life Insurance Company”, Journal of the Korean
Data Analysis Society, Vol.22(6), pp.2679-2691, 2020.
DOI : http://dx.doi.org/10.37727/ikdas.2020.22.6.2679

X M 3|(Seokhee Cho) (M3
+ 20069 99 ~ 2011¢ 79 : 3t
SIAQ FASAA
- 20109 249 : StFoiskw A=A
g5t (HGAA
+ 20149 29 : SFSw SR
Ak} (FFshAD
+ 20154¢ 9¢¥ ~ @A : =St
BYGASHE n
(TAED

AF2A, AL S5 (ER)IA

75



