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Preface

International Financial Reporting Standards (IFRS) have recently been adopted for the first
time in many countries. Korea is currently drawing up its own plans for convergence with
IFRS, and a roadmap is expected to be announced in the near future.

Samil PricewaterhouseCoopers is committed to supporting worldwide convergence on a
single set of reporting standards. Until such time, this publication is designed to help you
in understanding the key differences between IFRS and Korean GAAP.

Our IFRS Center of Excellence team was established in July 2005 specifically to support
both Korean and international companies in reporting under IFRS. The same team has
prepared this publication, a first in Korea, with support from both our Korean GAAP and
global IFRS technical experts. In addition, we have received invaluable support from the Korean Accounting
Standards Board (KASB), and | thank them here for their input.

This publication reflects all standards and interpretations effective as at 31 December 2005.

| hope this first edition of the publication is of use to you. Please visit our website (www.ifrs.co.kr) for regular updates
on IFRS.

Kyung-Tae Ahn
CEO
Samil PricewaterhouseCoopers
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How to use this publication

This PricewaterhouseCoopers publication is for those who wish to gain a broad understanding of the key similarities
and differences between IFRS and Korean GAAP (K GAAP). The first part of this document provides a summary of
the similarities and differences between IFRS and K GAAP. It refers to subsequent sections of the document where
key differences are highlighted and explained in more detail.

No summary publication can do justice to the many differences of detail that exist between IFRS and K GAAP. Even if
the guidance is similar, there can be differences in the detailed application, which could have a material impact on
the financial statements. This publication focuses on the measurement similarities and differences most commonly
found in practice. When applying the individual accounting frameworks, readers should consult all the relevant
accounting standards and, where applicable, national law. Listed companies should also follow relevant securities
regulations and local stock exchange listing rules.

This publication takes account of authoritative pronouncements issued and effective under IFRS and K GAAP as at
31 December 2005 and is based on the most recent version of those pronouncements, should an earlier version of a
pronouncement still be effective at the date of this publication. In addition, the K GAAP standards do not take
account of Exceptions to Accounting for Small and Medium-Sized Entities (SMEs) in the application of Korean
Financial Accounting Standards (KFAS) and Statements of Korea Accounting Standards (SKAS). We have not noted
all recent developments or exposure drafts that have been issued up to date. This publication does not take into
account the industry-specific accounting standards, such as banking, insurance, oil, gas and mining, which will be
dealt with in separate publications.
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IFRS standards and Korean GAAP equivalents

The table below lists IFRS and equivalent Korean accounting standards.

Effective date of IFRS

IFRS

K GAAP

Preface to International Financial
Reporting Standards

Preface to Statements of Korea
Accounting Standards

Framework for the preparation and
presentation of financial statements

Conceptual framework for financial
accounting

1 January 2005

IAS 1, Presentation of financial
statements

KFAS 1 article 5, Financial statements
and supplementary schedules

1 January 2007

Amendment to IAS 1 — Capital
disclosures

N/A

1 January 2005

IAS 2, Inventories

SKAS 10, Inventories

1 January 1994

IAS 7, Cash flow statements

KFAS 6, Cash flow statements

1 January 2005

IAS 8, Accounting policies, changes in
accounting estimates and errors

SKAS 1, Accounting policies, changes in
accounting estimates and errors

1 January 2005

IAS 10, Events after the balance
sheet date

SKAS 6, Events after the balance
sheet date

1 January 1995.

IAS 11, Construction contracts

SKAS 12, Construction contracts

1 January 1998

IAS 12, Income taxes

SKAS 16, Income taxes

15 July 2000 SIC-21, Income taxes — Recovery of N/A
revalued non-depreciable assets
15 July 2000 SIC 25, Income taxes — Changes in the N/A
tax status of an enterprise or its
shareholders
1 July 1998 IAS 14, Segment reporting KFAS interpretation 50-87, Disclosure of

segment information

1 January 2005

IAS 16, Property, plant and equipment.
See also IFRIC 1 (with IAS 37 below)

SKAS 5, Property, plant and equipment

1 January 2005

IAS 17, Leases

SKAS 19, Leases

arrangement contains a lease

1 January 1999 SIC-15, Operating leases — Incentives N/A

31 December 2001 SIC-27, Evaluating the substance of N/A
transactions in the legal form of a lease

1 January 2006 IFRIC 4, Determining whether an N/A

1 January 1995

IAS 18, Revenue

SKAS 4, Revenue

31 December 2001

SIC-31, Revenue - Barter transactions
involving advertising services

SKAS 4, Revenue

31 December 2001

SIC-29, Disclosure — Service concession
arrangements

N/A

1 January 1999

IAS 19, Employee benefits

KFAS article 27, Severance benefits and
retirement benefits, and its interpretation 13-
27; and KAI Opinion 05-2, Retirement
pension accounting

1 January 2006

Amendment to IAS 19, Employee
benefits: Actuarial gains and losses,
group plans and disclosures

N/A

Similarities and Differences — A comparison of IFRS and Korean GAAP - June 2006




Summary of similarities and differences

in shareholders’ equity

owners, the movement in accumulated profit
and a reconciliation of all other components
of equity. The statement is presented as a
primary statement except when a SoRIE is
presented; in this case, only disclosure
applies.

earnings is presented as a primary
statement.

Movements in equity components are
included in the notes.

In consolidated financial statements,
statement of changes in shareholders’ equity
replaces the statement of appropriation of
retained earnings as a primary statement.

SUBJECT IFRS K GAAP PAGE
Accounting framework
Historical cost Generally uses historical cost, but intangible | Revaluation is not permitted except certain 18
assets, property plant and equipment (PPE) | categories of financial instruments, which are
and investment property may be revalued to | revalued to fair value.
fair value. Derivatives, biological assets and
certain securities are revalued to fair value.
Fair presentation Entities may, in rare cases, override the No specific guidance. 18
override standards where essential to give a fair
presentation.
First-time adoption of Full retrospective application of all IFRSs No specific guidance on first-time adoption | 19
accounting frameworks | effective at the reporting date for an entity’s | of accounting framework. However,
first IFRS financial statements, with some transitional treatment is specified in each
optional exemptions and limited mandatory | standard for first-time application of
exceptions. a standard.
Financial statements
Components of Two years’ balance sheets, income Similar to IFRS. Under K GAAP, non- 20
financial statements statements, cash flow statements, changes | consolidated financial statements are the
in equity and accounting policies and notes. | primary statements. However, an entity is
required to prepare consolidated financial
statements if certain criteria are met.
Balance sheet Does not prescribe a particular format. A Prescribes standard formats. 21
liquidity presentation of assets and liabilities c Y i tation i ired
is used, instead of a current/non-current urrént/non-current presentation Is required.
presentation, only when a liquidity
presentation provides more relevant and
reliable information. Certain items are
presented on the face of the balance sheet.
Income statement Does not prescribe a standard format, Prescribes standard formats. 22
although expenditure is presented in one of . ) )
two formats (function or nature). Certain pri,nd'ture is required to be presented by
items are presented on the face of the unction.
income statement.
Extraordinary items Prohibited. Rarely used. It is defined as being both 22
infrequent and unusual.
Statement of A SoRIE can be presented as a primary No specific guidance on SoRIE. 23
recognised income and | statement, in which case a statement of
expense (SoRIE) changes in shareholders’ equity is not
presented. Alternatively it may be disclosed
separately in the primary statement of
changes in shareholders’ equity.
Statement of changes | Statement shows capital transactions with Statement of appropriations of retained 23
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Accounting framework

Conceptual framework

IFRS and K GAAP each have a conceptual framework. The principles set out in the two frameworks provide a basis
for setting accounting standards and a point of reference for the preparation of financial information where no
specific guidance exists.

Qualitative characteristics of financial information

IFRS Financial information must possess certain characteristics for it to be useful. The IFRS Framework
requires financial information to be understandable, relevant, reliable and comparable.

K GAAP Similar to IFRS.

Reporting elements

IFRS There are five reporting elements: assets, liabilities, equity, income (includes revenues and gains) and
expenses (includes losses).

Assets are resources controlled from a past event. Liabilities are present obligations arising from a past
event. Assets and liabilities are recognised on the balance sheet when it is ‘probable’ that economic
benefits will flow in to or out from the entity, and those benefits are able to be measured reliably.

Equity is the residual interest in the assets after deducting the entity’s liabilities.

Income is increases in economic benefits that result in increases in equity other than those relating to
contributions from equity participants. Expenses are decreases in economic benefits that result in
decreases in equity other than those relating to distributions to equity participants.

K GAAP Similar to IFRS.

Historical cost

IFRS Historical cost is the main accounting convention. However, IFRS permits the revaluation of intangible
assets, property, plant and equipment (PPE) and investment property. IFRS also requires certain
categories of financial instruments and certain biological assets to be reported at fair value.

K GAAP Prohibits revaluations except for certain categories of financial instrument, which have to be carried at
fair value.

Fair presentation override

IFRS Extremely rare in practice, although entities may depart from a standard or interpretation if management
concludes that compliance with a requirement in a standard or interpretation would be so misleading
that it would not provide a ‘true and fair view’ of the entity’s financial statements and if this concern
cannot be addressed through additional disclosure. If this occurs the entity should depart from that
requirement of the standard or interpretation only if the regulatory framework requires, or does not
otherwise prohibit, such a departure. IFRS requires disclosure of the nature of and the reason for the
departure, and the financial impact of the departure. The override does not apply where there is a
conflict between local company law and IFRS; the IFRS requirements are applied in such a situation.

K GAAP No specific guidance.
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Index

Subject Page Subject Page
Accounting estimates, changes in 25 First-time adoption of accounting framework 19
Accounting policies, changes in 25 Foreign currency translation Al
Acquisitions 31 Foreign currency - hyperinflationary economy 72
Associates 27 Functional currency Al
Balance sheet 21 Goodwill 33
Barter transactions 38 Government grants 62
Biological assets 53 Hedge accounting 67
Business combinations 31 Historical cost 18
Business combinations — disclosure 34 Hyperinflation 72
Business combinations — subsequent adjustments 33 Impairment 33, 46, 49, 50, 51, 56
Capitalisation of borrowing costs 51 Income statement 22
Cash equivalents 24 Intangible assets 32,45
Cash flow statement 24 Intangible assets — website development costs 45
Common control transactions 35 Interest expense 40
Components of financial statements 20 Interim financial reporting 77
Comparative financial statements 20 Inventories 53
Computer software 39 Investment property 52
Conceptual framework 18 Joint ventures 28
Consolidation of subsidiaries 26 Leases - classification 49
Construction contracts 39 Leases - lessee accounting 63
Contingencies 59 Leases - lessor accounting 49
Contingent consideration 31 Leases - sale and leaseback 63
Convertible debt 64 Minority interests 32
Debt securities 64 Negative goodwill 33
Deferred tax 60 Non-current assets held for sale 49
Depreciation 48 Post-balance-sheet events 77
Derecognition of financial assets/liabilities 56, 65 Preference (preferred) shares 64, 66
Derivatives 67 Presentation currency 72
Discontinuing/discontinued operations 76 Property, plant and equipment 47
Dividends 66 Proportionate consolidation 29
Earnings per share 73 Provisions 58
Employee benefits — compensated absences 44 Purchase method 31
Employee benefits — pensions 40 Purchase of own shares 66
Employee benefits — termination benefits 44 Related-party transactions 74
Employee share compensation 43 Research and development costs 45
Employee share ownership plans (ESOPs) 30 Restructuring provisions 58
Employee share trusts 30 Revenue recognition 37
Equity instruments 66 Segment reporting 74
Equity method of accounting 28 Software 39
Expenses 40 Special purpose entities 26
Extraordinary items 22 Statement of changes in shareholders’ equity 23
Fair presentation override 18 Statement of recognised income and 23
Financial assets 54 expense

Financial instruments 54, 64 Subsidiaries 26
Financial liabilities 64 Treasury shares 80
Financial statements — contents and presentation 20 Uniting (pooling) of interests %
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Contacts

Leader of IFRS CoE Korea
Kevin Kab Jae Lee: +822 709 0632

kab-jae.lee@kr.pwc.com

Iwan Griffiths: +822 709 0950

iwan.griffiths@samil.com

Liabilities, Revenue Recognition, Provisions, Pensions
and Deferred Tax

Marty Hyun-Chul Kim: +822 3781 2330

martykim@samil.com

Business Combinations and Adoption of IFRS
Audrey Hyun-Woo Hwang: +822 709 0961

hwhwang@samil.com

Financial Instruments, Financial Services and Leases
Yoonki Karen Hong: +822 709 6475

ykhong@samil.com

Assets and Share-based Payments
Wei Nee Chew: +822 709 7966

weineechew@samil.com

Global IFRS Leader
lan Wright: +44 (0)207 804 3300

ian.d.wright@uk.pwc.com

Liabilities, Revenue Recognition, Provisions, Pensions,
Deferred Tax and Share-based Payment

Rich Sharko: +44 (0)207 804 2214

rich.sharko@uk.pwc.com

Matthieu Moussy: +44 (0)207 804 5061

matthieu.moussy@uk.pwc.com

Business Combinations and Adoption of IFRS
Mary Dolson: +44 (0)207 804 2930

mary.dolson@uk.pwc.com

Tony Debell: + 44 (0)207 213 5336

tony.debell@uk.pwc.com

Olivier Scherer: +44 (0)207 213 1497

olivier.scherer@uk.pwc.com

Caroline Woodward (valuation issues): +44 (0)207 804 7392

caroline.woodward@uk.pwc.com

Financial Instruments, Financial Services and Leases
Pauline Wallace: +44 (0)207 804 1293

pauline.wallace@uk.pwc.com

Marc Minet: +44 (0)207 804 1931

marc.minet@uk.pwc.com

Jan Buisman (leases): +44 (0)207 804 3977

jan.buisman@uk.pwc.com
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