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Abstract* 

This paper examines if the value relevance of pension accounting information has increased after the 
implementation of IAS 19R and its removal of the corridor method, requiring all firms with defined benefit pension 
plans utilising the corridor method to recognise previously disclosed actuarial gains and losses in the financial 
statement. With a sample of 185 Scandinavian firms and 370 firm-year observations for 2012 (disclosure year) and 
2013 (recognition year) we perform two separate stock-price regressions (one recognition model and one 
recognition versus disclosure model). The recognition model tests if value relevance has increased for the balance 
sheet during the first full recognition year of IAS 19R and our recognition versus disclosure model tests whether 
recognised actuarial gains and losses are more value relevant than when they are disclosed. Our results indicate that 
previously disclosed pension amounts in the form of actuarial gains and losses increases the value relevance of the 
balance sheet when they are recognised. However, there is no significant difference between the valuation of this 
pension amount by investors whether it is disclosed or recognised. Therefore, even though our recognition test 
suggests an increase in value relevance, we can not conclude that the value relevance of pension accounting 
information has increased for the average investor after the implementation of IAS 19R or that higher accounting 
quality is achieved through more transparent financial information.   
 

Keywords · Actuarial gains and losses, Corridor method, Disclosure, IAS 19R, IASB, Pension accounting, 
Recognition, Value relevance 

 
 

1. Introduction 

As a result of the revision of International Accounting Standard (IAS) 191 Employee Benefits by 

the International Accounting Standards Board (IASB), the corridor method has been removed 

and all firms reporting under International Financial Reporting Standards (IFRS) are required to 

fully recognise the full funded status of their defined benefit pension obligation in the financial 

statement for fiscal years starting on 1 January 2013. The option to utilise the corridor approach 

meant that the portion of the pension obligation that consists of gains and losses due to changes 

in actuarial assumptions during the year could be deferred and disclosed in the footnotes. IAS 

19R § 57d require firms to fully recognise all of their actuarial gains and losses in other 

comprehensive income (OCI). Also, the accumulated unrecognised actuarial gains and losses 

from previous periods shall be recognised in the balance sheet, which is expected to have a 

                                                
* We gratefully acknowledge the comments and help from our supervisor, Joachim Landström, and the valuable 
inputs by our discussants, Emma Högling, Madeleine Ysberg and Rickard Persson. This paper has also benefited 
from the guidance of Matthias Holmstedt. 
1 The older version of IAS 19 is hereafter referred to as IAS 19. The revised version is referred to as IAS 19R. 
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significant impact on the solvency of many of the firms formerly utilising the corridor method, 

through an increase of the reported pension liability (Hartwell, 2012; PWC, 2013; Towers 

Watson, 2011). The former standard was criticised for not providing high enough quality to users 

and IASB decided that more transparent pension accounting information would improve the 

decision-usefulness of IAS 19 (IASB, 2008). If accounting information is decision-useful to 

capital market participants, it is also considered value relevant (Glaum, 2009) and therefore it is 

reasonable to believe that IASB expect the new requirements for recognition of previously 

disclosed pension amounts to increase value relevance. In an efficient capital market such an 

assumption is wrong and some studies have found disclosed accounting information to be value 

relevant (Amir, 1993; Choi, Collins and Johnson, 1997; Venkatchalam, 1996) while other 

research indicate that users process disclosed accounting information less thoroughly (Schipper, 

2007) and that recognised values in the financial statement are more value relevant (Aboody, 

1996; Ahmed, Kilic and Lobo, 2006; Davis-Friday, Folami, Liu and Mittelstaedt, 1999).  

 

The move towards recognition of previously disclosed pension amounts was initiated by 

Financial Accounting Standards Board (FASB) through the implementation of Statement of 

Financial Accounting Standard (SFAS) 158, Employers’ accounting for defined benefit pension 

and other postretirement plans, in 2006, which require all US firms to recognise their net defined 

benefit obligation on the balance sheet (Hartwell, 2012). On the US market, results are mixed 

regarding the value relevance effect of SFAS 158 (Beaudoin, Chandar and Werner, 2011; Hann, 

Heflin and Subramanayam, 2007; Mitra and Hossain, 2009; Werner, 2011; Yu, 2013). Our study 

provides new insights on the value relevance effects of increased balance sheet recognition in 

pension accounting in a new institutional setting since earlier research in this area on the 

European market is scarce. Furthermore, IAS 19R is considered an even bigger step towards 

transparent pension accounting information through recognition than SFAS 158 since the latter 

one still allows for smoothing of actuarial gains and losses in the income statement (Bachan, 

Briscoe, Conrecode, Fleming and Volkan, 2008). This makes the implementation of IAS 19R 

well suited as a basis for examining value relevance effects of recognising previously disclosed 

amounts. To our knowledge, no study has yet examined the value relevance effects in Europe of 
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the removal of the corridor method through IAS 19R. Since accounting information from the 

fiscal year of 2013 is now publicly available, this study contributes to earlier research on value 

relevance effects of recognising previously disclosed amounts by examining if the removal of the 

corridor method has increased value relevance as intended by IASB in the adoption year of IAS 

19R. The following research question is stated:    

 

Has the removal of the corridor method increased the value relevance of pension accounting 

information? 

 

The remainder of the paper is structured in the following way. In section 2, we provide an 

institutional background and present earlier value relevance research. Section 3 describes the 

research methodology and our data collection. Finally, the empirical results are reported and 

analysed in section 4 before section 5 summarises the paper and provides concluding remarks. 

 

 

2. Institutional background and earlier research 

2.1 The removal of the corridor method 

For defined benefit pension plans the firm has an obligation to provide the agreed pension 

payments to the employees (Blake, Khorasanee, Pickles and Tyrrall, 2008). The defined benefit 

pension obligation is a deferred payment and has to be reported as a balance sheet item (Blake et 

al., 2008). To assess the present value of the pension obligation, each firm must make estimates 

and assumptions about future events (Blake et al., 2008). Demographic and financial variables 

such as life expectancy, future salary increases of plan members, estimated future employee 

turnover and the discount rate for future pension payments are examples of these assumptions 

(IAS 19R § 76) and when they change it gives rise to actuarial gains and losses which impacts 

the size of the pension obligation (Blake et al., 2008). Even minor changes in actuarial 

assumptions can have a significant effect on the pension obligation of the firm due to the long-

term nature of pension plans (Glaum, 2009). 
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The earlier version of IAS 19 was amended by the introduction of IAS 19R, effective for fiscal 

years beginning on or after 1 January 2013 (IAS 19R § 172). The previous version of IAS 19 

allowed for three ways of recognising actuarial gains and losses. The first two options allowed 

the firm to fully recognise all of its actuarial gains and losses through profit and loss, affecting 

both the balance sheet and the income statement, or through the Statement of Recognised Income 

and Expense (SORIE), only affecting the balance sheet (Fasshauer, Glaum and Street, 2008). 

The third approach was the corridor method, which gave the firm the option to delay the 

recognition of some of its actuarial gains and losses through smoothing. Any portion of actuarial 

gains and losses below the greater amount of 10% of the present value of the defined benefit 

obligation and 10% of the fair value of any plan assets did not have to be recognised by the firm 

and every amount exceeding this level was allowed to be amortised over the expected average 

remaining working lives of the employees participating in the plan (IAS 19 §§ 92-93).2 By 

introducing IAS 19R, IASB prohibited the use of the corridor method and instead required the 

full and immediate recognition of all actuarial gains and losses in OCI and thereby the balance 

sheet for the period in which they occur (IAS 19R § 57d). For the first recognition year, all 

accumulated unrecognised actuarial gains and losses for previous periods are also required to be 

reported in the balance sheet, which affects the size of the recognised net pension obligation 

(Towers Watson, 2011). The removal of the corridor method is considered to be the most 

noticeable and controversial revision of the highly debated IAS 193, and is expected to have a 

significant impact on the balance sheet of firms that formerly adopted the corridor method due to 

the accumulated effect of the net actuarial losses in its adoption year 2013 (KPMG, 2012). 

                                                
2  To illustrate the effect of this method, imagine a firm (firm A) utilising the corridor method where the present 
value of the defined benefit pension obligation is 600 million euro and the fair value of plan assets is 500 million 
euro. Since the firm is allowed not to recognise actuarial gains or losses below the greater amount of 10% of the 
present value of the defined benefit obligation and 10% of the fair value of any plan assets, the “corridor value” is 
600 * 10% = 60 million euro. During the year, firm A has incurred actuarial losses of 90 million euro and the excess 
value is thus 90 – 60 = 30 million euro. The excess value is then divided with the expected average remaining 
working lives of the employees included in the defined benefit plan, in this case assumed to be 10 years. Firm A 
does not have any accumulated unrecognised gains or losses. During the year, firm A has incurred actuarial losses of 
90 million euro but only recognise 3 million euro in its financial statement due to the corridor method. 
3  The revision of IAS 19 has received considerable media attention before its implementation. See for example 
Affärsvärlden (2012), Financial Times (2012), Investment and Pensions Europe (2011), Magma (2010) and Reuters 
(2012). 
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2.2 Why the change? 

The primary mission of IASB is to “develop a single set of high quality, understandable, 

enforceable and globally accepted International Financial Reporting Standards (IFRS) based 

upon clearly articulated principles” (IASB, 2015). This raises the question of what “high quality” 

is and how standards should be designed to achieve it. To achieve high quality standards, 

standard-setters have been emphasising the importance of “telling it as it is” which implies that 

financial information should faithfully represent what it purports to represent (Napier, 2009). 

This in turn is essential to help fulfil the overall objective of financial reporting, that is, to 

provide financial information that is useful for users in their decision-making (IASB, 2010). 

IASB has therefore concluded that faithful representation (previously referred to as reliability) is 

one of the two fundamental qualitative characteristics, together with relevance, that financial 

information must possess to be decision-useful (Picker, Leo, Loftus, Wise, Clark and Alfredson, 

2013, p. 8). Faithful representation is defined as accounting information that is complete, neutral 

and free from material error while information is relevant if it is capable of making a difference 

in the decisions made by users (IASB, 2010).  

 

IASB claim that the reason for the revision of IAS 19 is that research and anecdotal evidence has 

shown that users of financial statements do not fully understand pension accounting information 

and, together with financial statement preparers, have complained about low accounting quality 

due to a lack of faithful representation and transparency (IASB, 2008). The full recognition of 

actuarial gains and losses in the balance sheet is one of the key changes of IAS 19R and is 

expected to improve the faithful representation of financial information through more transparent 

and easily understandable accounting information that, as in the case with SFAS 158, enables the 

user to find the full funded status of the defined benefit pension plan in the financial statement 

(IASB, 2008).  
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2.3 The concept of value relevance 

An important attribute of publicly available information among financial investors, creditors and 

other stakeholders is to assess if the information is economically decision-useful (Barth, Beaver 

and Landsman, 2001; Francis, LaFond, Olsson and Schipper, 2004; Glaum 2009). To be able to 

investigate whether information given in financial statements or other publicly available 

information is decision-useful to capital market participants researchers conduct value relevance 

studies (Glaum, 2009). A large amount of value relevance studies, explicitly or implicitly, 

attempt to operationalise the key dimensions of standard setters theory to estimate the relevance 

and faithful representation (reliability) of accounting amounts in firms’ financial information 

(Barth et al., 2001; Holthausen and Watts, 2001). An amount is value relevant if it reflects 

information that is relevant to investors when valuing the firm, and is measured reliably enough 

to reflect the firm’s share price (Barth et al., 2001). In general, value relevance research 

examines whether earnings information and book values can explain the market value of equity 

by conducting studies that tests if there is a significant association between share prices and 

publicly available accounting information (Beaver, 2002; Glaum, 2009; Holthausen and Watts, 

2001). Hence, an accounting amount can be defined as value relevant if it has a predicted 

connection with equity market values (Barth et al., 2001). Further, value relevance research is 

essentially based on the notion of capital market equilibrium when assuming that a material part 

of accounting information is considerably reflected in the equity market value (Barth et al., 2001; 

Kothari, 2001). Hence, value relevance research is generally built on the assumption of the 

existence of efficient capital markets4 (Holthausen and Watts, 2001). 

 

Value relevance research is divided into two different types of studies, association studies 

(Relative association studies and/or Incremental association studies) and information studies 

(Marginal information content studies) where the majority of earlier research has focused on 

                                                
4 The Efficient-market hypothesis states that security prices, at all time, fully reflect all available financial 
information (Fama, 1991). The hypotheses are divided into three forms; Weak form, where the hypothesis states that 
stock prices solely reflect information incorporated in the history of past prices, semi-strong form, where stock 
prices reflects both past and current information that is available publicly and strong form, where stock prices reflect 
all information that is relevant, including insider information (Lee and Lee, 2006, p. 103). 
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association studies (Holthausen and Watts, 2001). Relative association studies are usually 

conducted when researchers compare the connection between stock market values and different 

bottom-line measures, where the coefficient of determination (also known as 𝑅!) indicates how 

well the data fits the statistical model.  For instance, such studies can be used to test the 

difference in 𝑅! of equity market value between alternative accounting amounts prepared by 

regulators (Holthausen and Watts, 2001). Incremental association studies test if a specific 

accounting number is useful in explaining the market value of equity or stock returns. If the 

estimated regression coefficient for this accounting number is significantly different from zero, it 

is decided to be value relevant (Barth et al., 2001). Incremental association studies are generally 

performed when testing the “inputs-to-equity” valuation theory, where a presumed connection 

between an accounting number and another variable is being examined, for example if fair 

values disclosed in notes add value to the explanation of share prices (Glaum, 2009; Holthausen 

and Watts, 2001). 

 

Within pension accounting, different models to examine value relevance have developed from 

solely focusing on earnings (earnings discount models) to thereafter shift the focus towards how 

pension assets and liabilities (balance sheet models) are valued by the stock market (Glaum, 

2009). For example, Landsman (1986) uses a balance sheet model, separating pension assets and 

liabilities to evaluate if the stock market values them in the same way as other assets and 

liabilities. Recent value relevance studies regarding pension accounting information have mostly 

been based on different variants of the Ohlson model (Glaum, 2009). The Ohlson model takes 

earnings and balance sheet amounts into account simultaneously, which makes it more specific 

than models solely focusing on either earnings or the balance sheet (Glaum, 2009; Morais, 

2012). The model relies on the assumption that if assets and liabilities were fully recognised and 

valued fairly on the balance sheet, the market value should be equivalent to the firm’s book value 

(Ohlson, 1995). However, since a large part of firms’ intangible assets are not allowed to be 

recognised and the book value of other assets is below their actual market value, the Ohlson 

model indicates that the portion of the firm value not visible in book value of equity is reflected 

in expected future abnormal earnings (Glaum, 2009). Market value of the firm is therefore 
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defined as the sum of book value of equity and discounted present value of expected future 

earnings (Kothari, 2001). Due to this direct connection between accounting measures and firm 

value, the Ohlson model has become very influential in value relevance research (Glaum, 2009). 

This model allows scholars and standard setters to address more specific research questions, such 

as whether pension information is more decision-useful if the fair value of pension assets, 

liabilities and costs is recognised in the financial statement rather than smoothed through a 

corridor approach and disclosed in the footnotes (Glaum, 2009).  

 

 

2.4 Value relevance effects of more transparent accounting information 

2.4.1 Recognition and disclosure studies 

Some earlier research focuses on how financial statement value relevance is affected by more 

transparent accounting information due to regulatory changes. For example, Dhaliwal, 

Subramanyam and Trezevant (1999) find that comprehensive income, required to be reported in 

the primary financial statements of a firm after the implementation of SFAS 130, Reporting 

Comprehensive Income, is not more strongly associated with market value than net income, 

suggesting that SFAS 130 has not increased value relevance. Conversely, Siregar, Anandarajan 

and Hasan (2013) show that financial derivatives are value relevant after required to be 

recognised on the balance sheet due to SFAS 133, Accounting for Derivative Instruments and 

Hedging Activities. Other studies have examined the value relevance of disclosed accounting 

information and found it to be reflected in stock prices suggesting that investors perceive 

disclosed information to be relevant and at least partially reliable. Amir (1993) corroborates that 

prior to the implementation of SFAS 106, Employers’ Accounting for Postretirement Benefits 

Other Than Pensions, the postretirement benefit obligations disclosed in the footnotes were 

value relevant which is consistent with the results of Choi et al. (1997). Venkatachalam (1996) 

show that banks’ fair value disclosures of financial derivative instruments are value relevant in 

the equity valuation context. These recognition and disclosure studies do not, however, examine 

the value relevance of disclosed amounts relatively compared with when those are recognised 
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and do therefore not contradict that recognised accounting information is more or less value 

relevant and that investors price disclosed and recognised accounting information differently. 

 

 

2.4.2 Recognition versus disclosure studies 

When comparing the value relevance of disclosed and recognised accounting numbers relative to 

each other, earlier research shows that recognition versus disclosure matters (Aboody, 1996; 

Ahmed et al., 2006; Barth, Clinch and Shibano, 2003; Davis-Friday, Liu and Mittelstaedt, 2004; 

Hirst, Hopkins and Wahlen, 2004). It has been claimed that reliability is reduced when 

accounting information is disclosed in the footnotes rather than recognised (Libby, Nelson and 

Hunton, 2006) and that investors process disclosed amounts differently (Ahmed et al., 2006; 

Davis-Friday et al., 1999; Davis-Friday et al., 2004; Hirshleifer and Teoh, 2003). Dearman and 

Shields (2005) argue that this may be due to users lack of competence in understanding 

accounting information, Hobson and Kachelmeier (2005) refer to cognitive biases as an 

alternative explanation while Hirshleifer and Teoh (2003) claim that investors simply neglect 

some of the factors in their economic environment due to the cost of time allocation. Whatever 

the reason for this difference in information processing of disclosed versus recognised 

accounting information might be, the implication also evident from earlier research is that it 

induces investors to price recognised amounts differently from disclosed amounts (Aboody, 

1996; Davis-Friday et al., 1999; Davis-Friday et al., 2004). Libby et al. (2006) show that the 

reliability of disclosed information is reduced because auditors permit more misstatements in 

footnotes and Davis-Friday et al. (2004) find that the unreliability of disclosed amounts is 

consistent with how they are perceived by investors. In investigating whether a new standard 

requiring recognition of previously disclosed accounting information increases value relevance 

Davis-Friday et al. (1999) find some evidence that postemployment benefits other than pension 

required to be recognised after the implementation of SFAS 106 are incrementally value 

relevant. Similarly, Ahmed et al. (2006) find that the derivative financial instruments for banks 

are not value relevant when disclosed in the footnotes but subsequently value relevant when 

recognised after the implementation of SFAS 133. 
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2.5 Evidence from pension accounting and SFAS 158 

Within pension accounting, earlier studies on value relevance provide mixed results. Landsman 

and Ohlson (1990) suggest that the market does not incorporate pension liabilities disclosed off-

balance sheet into stock prices and Picconi (2006) show that investors and analysts fail to 

process the off-balance sheet portion of the pension obligation, while Dhaliwal (1986) and 

Imhoff, Lipe and Wright (1993) find that capital market participants assess off-balance sheet 

pension amounts in their market risk assessment of firms in the same way as recognised 

amounts. Whether or not value relevance has increased after US firms now are required to 

recognise the full funded status of their defined benefit pension plans under SFAS 158 is also 

disputed. Hann et al. (2007) conduct a study based on the potential effect of SFAS 158 and show 

that the new regulations do not improve value relevance. With a sample of large US firms 

between the years 1998-2005, Werner (2011) also comes to the conclusion that recognition under 

SFAS 158 does not improve value relevance. Both Hann et al. (2007) and Werner (2011) base 

their research on observation years before the implementation of SFAS 158 and are relative 

association studies since they compare the coefficient of determination (𝑅!) for stock prices of 

alternative models. Other studies use the incremental association approach to investigate whether 

the pension amount of interest is value relevant. Yu (2013) uses panel data from 1999-2007 to 

test the effect on value relevance of SFAS 158 and thereby has two observation years in the post 

158-period. Both Mitra and Hossain (2009) and Beaudoin et al. (2011) uses data from 2005 and 

2006 to test whether the previously disclosed pension obligation is incrementally value relevant 

in the adoption year of SFAS 158. In the study of Yu (2013), value relevance increases for firms 

with a low level of institutional ownership and analyst following after the implementation of 

SFAS 158. Mitra and Hossain (2009) show that SFAS 158 increases value relevance for large 

cap firms. Thereby, Mitra and Hossain (2009) and Yu (2013) find that value relevance is affected 

when firm characteristics is taken into account. Beaudoin et al. (2011) find no incremental value 

relevance of SFAS 158 in its adoption year and that the pension amount disclosed under the 

former regulations is valued similarly when recognised under SFAS 158.  
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When analysing the value relevance effects of more transparent accounting information through 

either recognition or disclosure, general studies do not provide uniform results. However, 

recognition versus disclosure studies generally suggest that value relevance is higher with more 

extensive financial statement recognition requirements. Regarding the value relevance effects of 

SFAS 158, results are ambiguous. Therefore, whether more transparent information in the 

context of pension accounting increases value relevance is still an empirically open and 

interesting question. 

 

 

3. Research design 

To examine if the removal of the corridor method has increased the value relevance of pension 

accounting information, we use a regression model based on balance sheet numbers and compare 

its coefficient of determination (𝑅!) for the disclosure year with the full recognition year. This is 

a recognition model that evaluates if IAS 19R has increased value relevance of the balance sheet 

by requiring the full recognition of all actuarial gains and losses. To further analyse if value 

relevance has increased an additional regression model including balance sheet and earnings 

numbers with dummy variables is used. This model examines if there is a significant difference 

in how investors price actuarial gains and losses when they are disclosed compared to when they 

are fully recognised, which would indicate that value relevance is affected by recognition versus 

disclosure. By incorporating both earnings and balance sheet numbers into the model, this test is 

consistent with most recent value relevance research based on the Ohlson model.  

 

 

3.1 Empirical models 

3.1.1 Recognition model 

We compare the information content of a balance sheet model separately for the disclosure and 

recognition year, where the variables are unchanged for both years but the data set differs, and 

decide which model year regression is most strongly associated with firm value (highest 𝑅!). 
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This is similar to the relative association studies of Hann et al. (2007) and Werner (2011), who 

compare two alternative regression models on the US market, and helps determine if IAS 19R 

has increased the value relevance of the balance sheet. Our model is as follows: 

 

𝑃𝑅𝐼𝐶𝐸!" = 𝛼!" + 𝛽!𝑁𝐸𝑇𝐴𝑆𝑆𝐸𝑇𝑆!" + 𝛽!𝑃𝐸𝑁𝑆𝐼𝑂𝑁𝑂𝐵𝐿𝐼𝐺𝐴𝑇𝐼𝑂𝑁 + 𝜀!"  (1) 
 

Where: 

 

PRICE: Market value of equity per share three months after the fiscal year end, at year t.5 

 

NETASSETS: Total assets excluding recognised pension assets on the balance sheet minus total 

liabilities excluding recognised pension liabilities, scaled by number of common shares 

outstanding. 

 

PENSIONOBLIGATION: Net pension obligation recognised on the balance sheet, scaled by 

number of common shares outstanding. 

 

The association between the market value of equity and the two bottom-line measures is 

separately examined for the disclosure year, when actuarial gains and losses are disclosed in the 

footnotes and only part of the pension obligation is visible on the balance sheet, and the 

recognition year, when the full funded status of the pension obligation is recognised. 

Consequently, NETASSETS excludes the net pension obligation recognised on the balance sheet 

for both the disclosure and recognition year while PENSIONOBLIGATION includes the net 

pension obligation recognised on the balance sheet (recognised pension assets minus recognised 

pension liabilities) in accordance with IAS 19 for the disclosure year and under IAS 19R, when 

all accumulated actuarial gains and losses are required to be recognised on the balance sheet, for 

the recognition year. If the coefficient of determination, 𝑅!,  is higher for the balance sheet model 

during the recognition year this suggests that value relevance has increased after the 
                                                
5 This three-month time lag is in line with earlier research. See Hann et al. (2007), Mitra and Hossain (2009) and Yu 
(2013).  
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implementation of IAS 19R. To determine if IAS 19R is the reason for this potential effect, a 

paired samples t-test is performed for the mean difference in PENSIONOBLIGATION between 

the disclosure and recognition year. If this difference is found to be significantly different from 

zero, the implication is that the pension amount recognised on the balance sheet in the 

recognition year has a significantly different effect on stock price from the pension amount 

recognised in the disclosure year.     

 

 

3.1.2 Recognition versus disclosure model 

Another way to analyse if value relevance has increased after the implementation of IAS 19R is 

to examine if investors price pension accounting information similarly whether it is recognised 

on the balance sheet or disclosed in the footnotes to the financial statement. Therefore, we 

compare the informativeness of pension amounts in the recognition year with the disclosure year 

by performing a recognition versus disclosure study based on Beaudoin et al. (2011). The focus 

of this test is to determine if investors evaluate recognised pension amounts in the form of 

actuarial gains and losses differently from when they are only disclosed in the footnotes, by 

examining how the removal of the corridor method through IAS 19R is reflected in firm value. 

By decomposing the components of book value of equity into non-pension net assets, pension-

related net assets that were previously recognised on the balance sheet under IAS 19 and 

pension-related net assets (accumulated actuarial gains and losses) that were previously disclosed 

in the footnotes under IAS 19 but are now recognised under IAS 19R, we are able to examine 

whether these newly recognised actuarial gains and losses are incrementally value relevant. Our 

model is as follows: 

 

𝑃𝑅𝐼𝐶𝐸!" = 𝛼!" + 𝛽!𝑁𝐸𝑇𝐴𝑆𝑆𝐸𝑇𝑆!" + 𝛽!𝐼𝐴𝑆19𝑅𝑒𝑐𝑜𝑔!" + 𝛽!𝐼𝐴𝑆19𝑅𝐼𝑚𝑝𝑎𝑐𝑡!" + 𝛽!𝐼𝑛𝑐𝑜𝑚𝑒!" +
𝛽!𝐷𝑈𝑀𝑀𝑌 + 𝛽!𝐷𝑈𝑀𝑀𝑌 ∗ 𝑁𝐸𝑇𝐴𝑆𝑆𝐸𝑇𝑆!" + 𝛽!𝐷𝑈𝑀𝑀𝑌 ∗ 𝐼𝐴𝑆19𝑅𝑒𝑐𝑜𝑔!" + 𝛽!𝐷𝑈𝑀𝑀𝑌 ∗
𝐼𝐴𝑆19𝑅𝐼𝑚𝑝𝑎𝑐𝑡!" + 𝛽!𝐷𝑈𝑀𝑀𝑌 ∗ 𝐼𝑁𝐶𝑂𝑀𝐸!" + 𝜀!"        (2) 
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Where: 

 

PRICE: Market value of equity per share three months after the fiscal year end, at year t. 

 

NETASSETS: Total assets excluding recognised pension assets on the balance sheet minus total 

liabilities excluding recognised pension liabilities, scaled by number of common shares 

outstanding. 

 

IAS19Recog: Net pension obligation recognised on the balance sheet prior to IAS 19R, scaled by 

number of common shares outstanding. 

 

IAS19RImpact: Accumulated unrecognised actuarial gains and losses disclosed off-balance sheet 

prior to the issuance of IAS 19R and then incrementally recognised as a result of IAS 19R, 

scaled by number of common shares outstanding. 

 

INCOME: Income before extraordinary items, scaled by number of common shares outstanding. 

 

DUMMY: This variable takes on a value of 1 in 2012 (pre-IAS 19R) and 0 in 2013 (post-IAS 

19R). 

 

IAS19Recog consists of the recognised pension obligation on the balance sheet in accordance 

with the IAS 19 regulations. In 2012 this is the reported amount on the balance sheet. For 2013, 

this is the amount that would have been recognised on the balance sheet if the corridor method 

had not been removed. Therefore, in 2013, the accumulated actuarial gains and losses from 2012 

together with the arisen actuarial gains and losses for 2013 are subtracted from the reported 

balance sheet net pension obligation. For IAS19RImpact the amount in 2013 is composed of the 

actuarial gains and losses that have arisen during the recognition year together with the 

accumulated unrecognised actuarial gains and losses from previous reporting periods. 
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The dummy variable allows us to have different coefficient estimates for all of our independent 

variables in the disclosure and recognition year. For the recognition year, 𝛽1− 𝛽4 are the 

coefficient estimates for our independent variables. For the disclosure year, the coefficient 

estimates are given by the coefficients for the recognition year together with the respective 

coefficients on the interaction terms, (𝛽6− 𝛽9). Since we want to investigate if pension 

amounts, in the form of actuarial gains and losses, previously disclosed and incrementally 

recognised on the balance sheet through the removal of the corridor method have had an effect 

on value relevance we are mostly interested in the variable DUMMY*IAS19RImpact. If our study 

finds this interaction term to be significantly different from zero, the implication is that the 

actuarial gains and losses previously disclosed in the footnotes are associated with stock prices 

differently from the equivalent amounts when they are recognised on the balance sheet. Hence, 

this suggests that the valuation of off-balance sheet pension amounts differs from how these 

amounts are valued when recognised on the balance sheet. Since we expect the average firm to 

have net actuarial losses disclosed in the footnotes during the disclosure year, and that these 

losses do not increase during the recognition year, a significant and positive sign for 

DUMMY*IAS19RImpact indicates that value relevance is higher under IAS 19R.    

 

To increase the robustness of our results, we perform two additional reduced regression models 

where we exclude the non-pension related interaction terms DUMMY*NETASSETS and 

DUMMY*INCOME in our first reduced model and also exclude the interaction term 

DUMMY*IAS19Recog in our second reduced model. We consider the possibility that our results 

are driven by country-specific factors by performing separate regression models for each 

country. We also perform a linear regression model separately for each year where we exclude 

the interaction terms.  

 

 

3.2 Sample selection and data 

In line with earlier value relevance research, our approach is based on reported accounting 

numbers from the financial statement. Hence, we derive financial data from each respective firm 
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for the components in our regressions. Compustat allows us to collect some of these earnings and 

balance sheet numbers. Share prices for each firm is also collected through the Compustat 

database. Information regarding the pension amounts in the financial statements and footnotes is 

however not possible to retrieve from any available database. We therefore hand-collect such 

accounting information from the annual reports of all the firms in our sample.  

   
Our sample is based on all listed firms in the Scandinavian countries (defined as Denmark, 

Finland, Norway and Sweden).6 The use of Scandinavian data is motivated by the fact that a high 

proportion of Scandinavian firms, especially in Finland, Norway and Sweden, stand out from 

other European countries in having defined benefit pension plans and making use of the corridor 

method to a greater extent before its removal in 2013 (Fasshauer et al., 2008; Morais, 2008). 

These countries are also closely linked geographically and economically. Since the study 

examines the effect of the removal of the corridor method in the adoption year of IAS 19R it 

requires every firm included in the sample to be listed in the stock exchanges7 in any of the 

Scandinavian countries for two consecutive years, 2012 and 2013. 863 firms (1726 firm year 

observations) fulfil this criteria. Out of these, 275 firms (550 firm year observations) have 

defined benefit pension plans where 185 (370 firm year observations) utilise the corridor 

approach.  Hence, our final sample consists of 370 firm year observations.  

 

Table 1   
Sample selection   

  Number of firms Number of firm years 
Total listed firms in the Scandinavian countries during 2012 and 2013 863  
Firms without defined benefit pension plans -588  
Final sample of firms with defined benefit pension plans 275  
Firms not utilising the corridor method -90  
Final firm and firm-year sample 185 370 

 

                                                
6 We recognise that Finland is included in our sample even though it is not technically a part of Scandinavia. 
7 As members of the European Union, all publicly traded firms in Denmark, Finland and Sweden have mandatorily 
implemented IFRS. Since Norway is a part of the European Economic Area, Norwegian firms are also required to 
report under IFRS. (ICAEW, 2007; IFRS, 2013). 
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There are some methodological issues inherent which we intend to mitigate against. Self-

selection bias8 is reduced by the fact that we exclude early adopters of IAS 19R no longer 

utilising the corridor method in the disclosure year. Since IAS 19R is mandatorily implemented 

for fiscal years starting on 1 January 2013, the remaining firms in our sample can no longer make 

use of the corridor method in the recognition year. Further, we scale all variables to a per share-

basis and skewed variables are transformed to their natural logarithms to mitigate against 

potential firm size effects and reduce the spread in the data. To mitigate against outliers in our 

sample we use winsorising to fit the data to normal distribution.9  

 

 

4. Results and analysis 

4.1 Descriptive statistics and correlations 

Table 2 presents our descriptive statistics for all of the variables in both value relevance tests. 

The data is presented for each of the four Scandinavian stock exchanges. The means, standard 

deviations, medians and quartiles of the variables are presented for both the disclosure year (Pre-

IAS 19R) and the full balance sheet recognition year (Post-IAS 19R).  

 

 

 

 

 

 

 

 

 

 

                                                
8 Self-selection bias arises in situations where individuals are allowed to select themselves into a group (Saunders, 
Lewis and Thornhill, 2009, p. 632).  
9 We winsorise our data to mitigate against outliers. Outliers, or extreme values, are defined as any data point more 
than 1.5 interquartile ranges below the first quartile or above the third quartile (Upton and Cook, 2008).  
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Table 2 
              Descriptive 

statistics Pre-IAS19R             Post-IAS19R         
Variables N Mean S.D. Q1 Median Q3   Variables  N Mean S.D. Q1 Median Q3 
               Oslo 
PRICE 73 53.76 52.84 8.90 36.30 90.00 

 
PRICE 73 58.27*** 55.25 13.10 40.10 86.25 

NETASSETS 73 70.96 78.46 10.15 39.60 104.15 
 

NETASSETS 73 65.84 65.67 9.63 39.67 109.09 
IAS19Recog 73 -0.89 1.13 -1.43 -0.22 -0.04 

 
IAS19Recog 73 -0.72* 1.54 -1.44 -0.20 0.00 

IAS19RImpact 73 -0.27 0.70 -0.70 -0.06 0.01 
 

IAS19RImpact 73 -0.33** 0.73 -0.83 -0.11 0.02 
INCOME 73 3.54 6.85 0.16 2.41 8.86 

 
INCOME 73 6.80*** 9.53 0.31 3.71 10.76 

               PENSION-
OBLIGATION 73 -0.89 1.30 -1.43 -0,22 -0.04 

 

PENSION-
OBLIGATION 73 -1.57*** 2.03 -2.37 -0.50 -0.06 

                
Helsinki 

              PRICE 44 11.88 8.66 4.46 11.22 16.31 
 

PRICE 44 13.06** 10.41 4.85 10.59 18.91 
NETASSETS 44 21.00 16.32 8.90 16.86 28.10 

 
NETASSETS 44 18.57*** 14.36 8.02 14.86 25.01 

IAS19Recog 44 -0.07 0.12 -0.16 -0.04 -0.01 
 

IAS19Recog 44 -0.02*** 0.14 -0.09 -0.02 0.04 
IAS19RImpact 44 -0.17 0.18 -0.32 -0.10 -0.01 

 
IAS19RImpact 44 -0.18 0.22 -0.30 -0.09 -0.01 

INCOME 44 0.77 0.92 0.07 0.60 1.43 
 

INCOME 44 0.64 0.89 0.05 0.53 1.14 
               PENSION-
OBLIGATION 44 -0.07 0.12 -0.16 -0.04 -0.01 

 

PENSION-
OBLIGATION 44 -0.16*** 0.21 -0.32 -0.08 -0.03 

                
Stockholm 

              PRICE 56 89.15 64.75 36.34 76.58 121.5 
 

PRICE 56 116.69*** 88.49 45.61 94.93 168.65 
NETASSETS 56 48.27 23.25 30.35 44.22 64.71 

 
NETASSETS 56 48.71** 26.96 28.02 44.07 62.48 

IAS19Recog 56 -2.72 2.99 -4.14 -2.12 -0.57 
 

IAS19Recog 56 -2.09* 2.5 -3.39 -1.40 -0.35 
IAS19RImpact 56 -1.58 1.64 -2.42 -1.43 -0.08 

 
IAS19RImpact 56 -1.18*** 1.48 -1.95 -1.17 -0.05 

INCOME 56 5.66 5.62 1.91 5.96 8.31 
 

INCOME 56 5.23 4.82 1.92 4.39 8.00 
               PENSION-
OBLIGATION 56 -2.72 2.99 -4.14 -2.12 -0.57 

 

PENSION-
OBLIGATION 56 -3.79*** 3.54 -5.11 -2.90 -0.95 

                
Copenhagen 

              PRICE 12 245.45 161.89 150.88 208.95 362.5 
 

PRICE 12 283.14 18.2 158.5 254.70 415.38 
NETASSETS 12 175.93 151.65 47.66 144.53 280.19 

 
NETASSETS 12 169.16 163.78 34.24 117.88 283.26 

IAS19Recog 12 -0.22 1.61 -1.21 -0.69 -0.13 
 

IAS19Recog 12 -4.15 6.44 -8.03 -0.59 -0.11 
IAS19RImpact 12 -0.78 1.23 -1.44 -0.01 0.00 

 
IAS19RImpact 12 -0.05* 0.14 -0.21 -0.04 0.02 

INCOME 12 8.57 8.58 3.82 7.41 16.5 
 

INCOME 12 9.03 9.54 2.67 7.10 12.9 
               PENSION-
OBLIGATION 12 -0.22 1.61 -1.21 -0.69 -0.13   

PENSION-
OBLIGATION 12 -4.03 6.3 -5.92 -0.64 -0.2 

Note: Descriptive statistics for each stock exchange are given in SEK for Stockholm, NOK for Oslo, DKK for Copenhagen and EUR for 
Helsinki. The reason for separating the countries in our descriptive statistics is attributed to the difficulties in the conversion of currencies.  
Variable definitions: 
PRICE: Market value of equity per share three months after the fiscal year end, at year t. 
NETASSETS: Total assets excluding recognised pension assets on the balance sheet minus total liabilities excluding recognised pension liabilities, 
scaled by number of common shares outstanding. 
IAS19Recog: Net pension obligation recognised on the balance sheet prior to IAS 19R, scaled by number of common shares outstanding. 
IAS19RImpact: Accumulated unrecognised actuarial gains and losses disclosed off-balance sheet prior to the issuance of IAS 19R and then 
incrementally recognised as a result of IAS 19R, scaled by number of common shares outstanding. 
INCOME: Income before extraordinary items, scaled by number of common shares outstanding. 
PENSIONOBLIGATION: Net pension obligation recognised on the balance sheet, scaled by number of common shares outstanding. 
*** Difference in mean value between pre- and post-IAS19R is significant at 1% level in the Wilcoxon signed rank tests. 
**   Difference in mean value between pre- and post-IAS19R is significant at 5% level in the Wilcoxon signed rank tests. 
*     Difference in mean value between pre- and post-IAS19R is significant at 10% level in the Wilcoxon signed rank tests. 
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The left side of table 2 presents data from the disclosure year while the right side refers to data 

from the full recognition year. Stock prices have increased for all of the countries in our sample, 

and significantly so for three of the countries. The number of Danish firms in our sample is small 

which could be the reason why the increase in stock price for these firms is insignificant. 

IAS19Recog illustrates the recognised pension obligation on the balance sheet in 2012 and the 

pension obligation that would have been recognised on the balance sheet in 2013 had IAS 19R 

never been implemented. IAS19RImpact shows the accumulated unrecognised (disclosed) 

actuarial gains and losses for 2012, incrementally recognised on the balance sheet and adjusted 

for the arisen actuarial gains and losses during the year for 2013. On average, regardless of 

country and year, the pension plans of the firms in our sample are underfunded which is shown 

by the negative signs for IAS19Recog and IAS19RImpact. Hence, as expected, the 

implementation of IAS 19R has a negative effect on the average firm’s balance sheet and the net 

pension obligation recognised under IAS 19 is generally a liability. Also, the recognised balance 

sheet net pension liability under IAS 19 is less negative for the recognition year. A possible 

explanation for this could be that some firms have altered or phased out their pension plans to 

mitigate against the financial impact of IAS 19R. 

 

PENSIONOBLIGATION is the net pension obligation recognised on the balance sheet 

(recognised pension assets minus recognised pension liabilities) and is therefore equivalent to 

IAS19Recog for the disclosure year but differs from IAS19Recog for the full recognition year 

since the latter is adjusted for accumulated actuarial gains and losses that were not recognised 

under IAS 19. Table 2 shows that the variable PENSIONOBLIGATION is a net pension liability 

that has increased for all countries, meaning that the previously unrecognised actuarial gains and 

losses has had a negative impact on the net pension obligation recognised on the balance sheet 

after IAS 19R. This is consistent with the negative sign for IAS19RImpact throughout our 

sample, indicating that the average firm has experienced net actuarial losses. Furthermore, these 

net actuarial losses generally do not seem to increase for the recognition year (as shown by the 

significant and lower net actuarial losses for two of the countries and the unchanged effect for 
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one country) suggesting that the average firm has not incurred net actuarial losses during the 

recognition year.      

 

We compute the Pearson Product-Moment and Spearman Rank Correlation coefficients to 

measure the correlation between our variables, as shown in table 3.  

 

Table 3 
      Pearson product-moment and Spearman rank correlation coefficients       

Variable PRICE NETASSETS IAS19REC IAS19RIMPACT INCOME PENSIONOBLIGATION 
PRICE 

 
0.65 -0,42 -0.29 0.63 -0.45 

NETASSETS 0.78 
 

-0,34 -0.21 0.64 -0.38 
IAS19Rec -0.45 -0.42 

 
0.22 -0.21 0.79 

IAS19RImpact -0.37 -0.36 0.20 
 

-0.25 0.46 
INCOME 0.80 0.73 -0.30 -0.31 

 
-0.34 

PENSIONOBLIGATION -0.55 -0.53 0.80 0.47 -0.39   
Note: All correlations are significant at the 5% level or better. Spearman coefficients are on the lower diagonal. 
Pearson coefficients are on the upper diagonal. 
Variable definitions: 
PRICE:  Market value of equity per share three months after the fiscal year end, at year t. 
NETASSETS: Total assets excluding recognised pension assets on the balance sheet minus total liabilities excluding recognised pension liabilities, 
scaled by number of common shares outstanding. 
IAS19Recog: Net pension obligation recognised on the balance sheet prior to IAS 19R, scaled by number of common shares outstanding. 
IAS19RImpact: Accumulated unrecognised actuarial gains and losses disclosed off-balance sheet prior to the issuance of IAS 19R and then 
incrementally recognised as a result of IAS 19R, scaled by number of common shares outstanding. 
INCOME: Income before extraordinary items, scaled by number of common shares outstanding. 
PENSIONOBLIGATION: Net pension obligation recognised on the balance sheet, scaled by number of common shares outstanding. 
 

All independent variables are significantly correlated to stock price. Stock price correlates most 

strongly with NETASSETS and INCOME, which are also correlated significantly with each other. 

PENSIONOBLIGATION is the pension variable with the most negative correlation with stock 

price. Both IAS19Recog and IAS19RImpact have a significant and negative correlation with 

stock price, but the negative correlation for IAS19Recog is larger. This implies that stock price is 

more strongly associated with the pension obligation recognised on the balance sheet under IAS 

19 than the actuarial gains and losses previously disclosed and subsequently recognised after the 

implementation of IAS 19R. Overall, the negative correlations with stock price for our pension 

variables are expected since these amounts are negative and the average firm is underfunded. 
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4.2 Recognition test 

The results of our balance sheet recognition model are presented in table 4.   

 

Table 4 
      Balance sheet recognition test   Pre-IAS19R   Post-IAS19R   

  
     Coefficients 

 
          Coefficients 

 Variables N Beta Std. Error   Beta Std. Error 
Constant 183 0.21 0.19 

 
0.58 0.18 

  
(0.25) 

  
(0.00) 

 Ln_NETASSETS 183 0.91 0.05 
 

0.84 0.06 

  
(0.00) 

  
(0.00) 

 PENSIONOBLIGATION 183 -0.04 0.03 
 

-0.07 0.02 

 
  (0.24)     (0.00)   

Dependent variable: Ln_PRICE 𝑅! 65.50% 
 

𝑅! 67.76% 
    Adj. 𝑅! 65.12%   Adj. 𝑅! 67.40% 

Note: P-value in parentheses. 
Variable definitions: 
Ln_PRICE:  Market value of equity per share three months after the fiscal year end, at year t. 
Ln_NETASSETS: Total assets excluding recognised pension assets on the balance sheet minus total liabilities excluding recognised pension 
liabilities, scaled by number of common shares outstanding. 
PENSIONOBLIGATION: Net pension obligation recognised on the balance sheet, scaled by number of common shares outstanding. 
 
The recognition model above considers the relationship between stock price (Ln_PRICE) and the 

recognised net assets excluding the recognised net pension obligation (Ln_NETASSETS), and the 

recognised net pension obligation (PENSIONOBLIGATION).10 The coefficient of determination, 

𝑅!, for the balance sheet regression model is 65.50% for the disclosure year and its adjusted 𝑅! 

is 65.12%.11 For the recognition year the corresponding figures are 67.76% and 67.40%. In other 

words, for the disclosure year, 65.12% of the variance in our y-variable, Ln_PRICE, is explained 

by our x-variables, Ln_NETASSETS and PENSIONOBLIGATION. When all actuarial gains and 

losses are recognised on the balance sheet and thus part of PENSIONOBLIGATION in the 

recognition year, 67.40% of the variance in Ln_PRICE is explained by Ln_NETASSETS and 

PENSIONOBLIGATION. Hence, our data from the recognition year fits the balance sheet 

regression model better than the data for the disclosure year. When looking separately at the 

independent variables, the coefficient estimates for Ln_NETASSETS is significant and positive 

                                                
10 We log PRICE and NETASSETS in this model. Before logging, two observations are removed from the sample 
since they have negative values on NETASSETS. 
11 The adjusted (𝑅!) is preferred over 𝑅!, since it avoids overestimating the impact of adding an independent 
variable on the amount of variability explained by the estimated regression equation and is often used when the 
study is based on sample data from a specific population (Saunders et al., 2009, p. 463). 
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(0.91 and 0.84) for both years. For the disclosure year this means that an increase of 1% in 

Ln_NETASSETS is associated with a 0.91% increase in Ln_PRICE. This is not surprising 

considering that, ceteris paribus, a larger ratio between assets and liabilities means that the firm 

is more solvent and thus a more attractive investment. Unsurprisingly, the net pension liabilities 

recognised on the balance sheet, PENSIONOBLIGATION, have a negative effect on stock price 

(-0.04 and -0.07). For the recognition year this means that an increase of 1 unit12 in the net 

pension liability is associated with a decrease of 7% in stock price. The insignificance of the 

coefficient estimate for the disclosure year (0.24) and the significance for the coefficient estimate 

for the recognition year (0.00) suggest that the recognised pension amount on the balance sheet is 

associated with stock price during the recognition year but not during the disclosure year.  

 

Our results above suggest that value relevance has increased after the implementation of IAS 

19R. To test whether these indications as shown by the increase in 𝑅! and the difference in p-

value for PENSIONOBLIGATION can be statistically validated we perform a paired-samples t-

test to test whether the significant and negative association between PENSIONOBLIGATION and 

Ln_PRICE for the recognition year is significantly different from the insignificant and less 

negative association between PENSIONOBLIGATION and Ln_PRICE for the disclosure year. 

The results are shown by table 5.     

 

Table 5 
      Paired t-test             

Variable  N Mean Std. Err. Std. Dev.  95% Confidence Interval 
PENSIONOBLIGATION2012 183 -1.22 0.16 2.15 -1.53 -0.9 
PENSIONOBLIGATION2013 183 -2.09 0.24 3.15 -2.55 -1.63 
Difference 183 0.87 0.19 2.54 0.50 1.24 

      
 t = 4.65 

      
 Df = 182 

          
 

P- value = 0.00 
The p-value indicates the significance of the mean difference between PENSIONOBLIGATION2012 and PENSIONOBLIATION2013. 
Variable definitions: 
PENSIONOBLIGATION2012: Net pension obligation recognised on the balance sheet for the disclosure year (2012) 
PENSIONOBLIGATION2013: Net pension obligation recognised on the balance sheet for the recognition year (2013) 
Difference: Mean difference between PENSIONOBLIGATION2012 and PENSIONOBLIGATION2013   
 

                                                
12 NOK, EUR, SEK or DKK. 



 
 

 
 

24 

The mean difference for PENSIONOBLIGATION between the disclosure and recognition year is 

found to be significant (0.00) by our paired samples t-test. We can therefore statistically validate 

our results and conclude that our balance sheet recognition model shows that IAS 19R has 

increased the value relevance of pension accounting information.  

 

 

4.3 Recognition versus disclosure test 

Table 6 depicts the results from our recognition versus disclosure regression model. 

 

Table 6 
   Recognition versus disclosure test       

Variables Full model coefficients Reduced model 1 coefficients Reduced model 2 coefficients 
Intercept 14.94 12.11 15.53 

 
(0.01) (0.04) (0.01) 

NETASSETS 0.43 0.40 0.44 

 
(0.00) (0.00) (0.00) 

IAS19Recog -13.29 -12.97 -8.54 

 
(0.00) (0.00) (0.00) 

IAS19RImpact -13.76 -12.10 -11.99 

 
(0.00) (0.00) (0.01) 

INCOME 3.46 4.70 4.56 

 
(0.00) (0.00) (0.00) 

DUMMY -1.18 4.80 -5.07 

 
(0.89) (0.54) (0.49) 

DUMMY*NETASSETS -0.07 
  

 
(0.61) 

  DUMMY*IAS19Recog 11.85 11.23 
 

 
(0.00) (0.00) 

 DUMMY*IAS19RImpact 6.06 2.59 8.34 

 
(0.33) (0.67) (0.16) 

DUMMY*INCOME 2.91 
    (0.02)     

Total number of firm-year observations 370 370 370 
Dependent variable: PRICE 𝑅!: 57.80% 𝑅!: 57.10% 𝑅!: 55.40% 
  Adj 𝑅!: 56.80% Adj 𝑅!: 56.20% Adj 𝑅!: 54.70% 

Note: P-value in parentheses. 
Variable definitions: 
PRICE:  Market value of equity per share three months after the fiscal year end, at year t. 
NETASSETS: Total assets excluding recognised pension assets on the balance sheet minus total liabilities excluding recognised pension liabilities, 
scaled by number of common shares outstanding. 
IAS19Recog: Net pension obligation recognised on the balance sheet prior to IAS 19R, scaled by number of common shares outstanding. 
IAS19RImpact: Accumulated unrecognised actuarial gains and losses disclosed off-balance sheet prior to the issuance of IAS 19R and then 
incrementally recognised as a result of IAS 19R, scaled by number of common shares outstanding. 
INCOME: Income before extraordinary items, scaled by number of common shares outstanding. 
DUMMY: This variable takes on a value of 1 in 2012 (pre-IAS 19R) and 0 in 2013 (post-IAS 19R). 
Model equation: 
𝑃𝑅𝐼𝐶𝐸!" = 𝛼!" + 𝛽!𝑁𝐸𝑇𝐴𝑆𝑆𝐸𝑇𝑆!" + 𝛽!𝐼𝐴𝑆19𝑅𝑒𝑐𝑜𝑔!" + 𝛽!𝐼𝐴𝑆19𝑅𝐼𝑚𝑝𝑎𝑐𝑡!" + 𝛽!𝐼𝑛𝑐𝑜𝑚𝑒!" + 𝛽!𝐷𝑈𝑀𝑀𝑌 + 𝛽!𝐷𝑈𝑀𝑀𝑌 ∗ 𝑁𝐸𝑇𝐴𝑆𝑆𝐸𝑇𝑆!"

+ 𝛽!𝐷𝑈𝑀𝑀𝑌 ∗ 𝐼𝐴𝑆19𝑅𝑒𝑐𝑜𝑔!" + 𝛽!𝐷𝑈𝑀𝑀𝑌 ∗ 𝐼𝐴𝑆19𝑅𝐼𝑚𝑝𝑎𝑐𝑡!" + 𝛽!𝐷𝑈𝑀𝑀𝑌 ∗ 𝐼𝑁𝐶𝑂𝑀𝐸!" + 𝜀!" 
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As expected, stock price is significantly associated with non-pension related net assets and 

income. The net pension liability recognised on the balance sheet prior to IAS 19R (IAS19Recog) 

is also significant and negatively associated with stock price (p-value=0.00). This implies that 

the stock market, excluding any effect of the implementation of IAS 19R, price net pension 

liabilities recognised on the balance sheet under IAS 19. IAS19RImpact is also significant and 

negative related to stock price (p-value=0.00), indicating that the stock market priced net 

actuarial losses that were previously disclosed under IAS 19 but are required to be recognised 

under IAS 19R. The dummy variable takes on a value of 0 for the recognition year and 1 for the 

disclosure year. Therefore our coefficient estimates for the disclosure year are equal to the 

coefficient estimates for the recognition year (𝛽1− 𝛽4 ) plus each respective coefficient on the 

interaction terms (𝛽6− 𝛽9). Since we want to examine if the removal of the corridor method 

through IAS 19R has increased value relevance from a recognition versus disclosure perspective 

in this regression model, DUMMY*IAS19RImpact is our variable of interest for this test. Since 

IAS19RImpact is negative (-13.76), a significant and positive interaction term suggests that net 

actuarial losses are less value relevant when they are disclosed in the footnotes rather than 

recognised on the balance sheet. DUMMY*IAS19RImpact is positive (6.06) but there is no 

statistical significance (0.33) suggesting that value relevance is not affected by the 

implementation of IAS 19R. Hence, the implication of our main model is that investors did not 

price disclosed pension amounts differently after the change in accounting rules requiring them 

to be recognised on the balance sheet. This is strengthened by the insignificance of 

DUMMY*IAS19RImpact in both our reduced models. Further, these results are consistent for 

each of the individual countries (not tabulated).13 Our conclusions do not change when logging 

PRICE and NETASSETS as in our balance sheet recognition model (not tabulated).14  

 

Despite the lack of significance, there are some signs in our recognition versus disclosure model 

that value relevance is higher for the recognition year. First of all, the coefficient estimate for the  

                                                
13 See Appendix A. 
14 See Appendix B. 
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interaction term DUMMY*IAS19RImpact is positive in both our full model and reduced models. 

This signals that the net actuarial losses has a less negative impact on stock price during the 

disclosure year even though our descriptive statistics indicate that this amount is not higher for 

the recognition year. The coefficient estimate for IAS19RImpact of -13.76 and 6.06 for 

DUMMY*IAS19RImpact in our full model mean that an increase of 1 unit in net actuarial losses 

decreases price with 13.76 units for the recognition year and with 7.70 (-13.76 + 6.06) for the 

disclosure year. Secondly, the reduced model with one interaction term decreases the p-value 

(0.16) for DUMMY*IAS19RImpact and our separate annual regressions (not tabulated)15 show 

that IAS19RImpact has a more significant effect on stock price for the recognition year (p-value 

decreases from 0.05 to 0.01). However, we can not statistically validate these indications.   

 

 

5. Summary and concluding remarks 

The accounting standards of IASB should be of high quality and provide decision-useful 

information. The main criteria for evaluating the decision-usefulness is given by the extent to 

which financial information faithfully represents what it purports to represent and is relevant for 

users. In the case of IAS 19R, IASB has concluded that more transparent financial information 

increases the quality of pension accounting information. Since value relevance studies aim at 

analysing the degree of decision-usefulness of financial information by estimating the reliability 

and relevance of accounting amounts, our study can be considered as an evaluation of this view 

and whether the removal of the corridor method has increased the accounting quality of pension 

information. The 𝑅! of the balance sheet recognition model increases after the implementation of 

IAS 19R and our paired samples t-test show that the mean difference between the disclosure and 

recognition year in the coefficient for the variable of interest, PENSIONOBLIGATION, is 

significant. We therefore conclude that the balance sheet recognition model signals an increase in 

the value relevance of pension accounting information after IAS 19R. This is inconsistent with 

the studies of Hann et al. (2007) and Werner (2011) on the value relevance effect of SFAS 158. 

                                                
15 See Appendix C. 
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One difference between their studies and ours is that their studies are based on data before the 

implementation of SFAS 158 and therefore on theoretical numbers. Hence, they are not able to 

draw any conclusions from the actual value relevance effect of more transparent pension 

accounting information. The recognition study of Dhaliwal et al. (1999) is also based on 

hypothetical numbers. Furthermore, they solely focus on earnings in their regression models. Our 

results are consistent with Siregar et al. (2013) who find the increased transparency and balance 

sheet recognition requirements of SFAS 133 to increase value relevance.  

 

Our recognition versus disclosure model is based on the study of Beaudoin et al. (2011) and 

similarly to them the insignificance of our interaction term indicates that investors do not price 

recognised pension amounts differently from when they are disclosed in the footnotes. The value 

relevance increase in the recognition versus disclosure study by Yu (2013) can be explained by 

the fact that his findings are limited to firms with a low level of institutional ownership and 

analyst following, which has not been taken into account in our study. Mitra and Hossain (2009) 

only focus on OCI components and exclude balance sheet items in their model. Also, they solely 

rely on a returns-based instead of a stock-based valuation model which has been criticised by 

earlier researchers for leading to potentially erroneous conclusions (Barth et al., 2001; Beaudoin 

et al., 2011). Our results also differ from earlier value relevance research findings of Davis-

Friday et al. (1999) and Ahmed et al. (2006), suggesting that recognition versus disclosure 

matters. However, Davis-Friday et al. (1999) conclude that their findings lack robustness and are 

open to alternative interpretations. Ahmed et al. (2011) only include banks in their sample, which 

could explain the difference in their results. Because the amendments to IAS 19 have been 

highlighted publicly before becoming effective in 2013 the lack of significance in our 

recognition versus disclosure test might be explained by investors already being well aware of 

the impact of the removal of the corridor method before the recognition year. The separate 

annual regressions in also show that investors priced unrecognised actuarial gains and losses in 

the disclosure year (p-value=0.05). If pension accounting issues attracted the attention of 

investors and disclosed pension information was priced just prior to the implementation of IAS 
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19R, it is possible that the IAS19RImpact variable is historically insignificant meaning that 

unrecognised actuarial gains and losses were not priced in the years preceding our study.  

  

 

5.1 Conclusion 

This paper examines if IAS 19R and its removal of the corridor method, requiring all actuarial 

gains and losses to be recognised in the balance sheet, has increased the value relevance of 

pension accounting information. We address our research question using a sample of 185 listed 

Scandinavian firms and 370 firm-year observations for 2012 (disclosure year) and 2013 

(recognition year). The effect on value relevance is measured through two stock-price 

regressions and additional robustness tests. Our first stock-price regression is a recognition 

model. The increase in 𝑅! for the recognition year suggest that the balance sheet accounting 

numbers better explain the fluctuations in stock price when actuarial gains and losses are no 

longer disclosed. This is supported by the t-test showing a significant mean difference in the 

association between stock price (PRICE) and the recognised pension liabilities 

(PENSIONOBLIGATION) during the disclosure year compared to the association between stock 

price and the recognised pension liabilities during the recognition year. Hence, our balance sheet 

recognition model suggests that IAS 19R has increased the value relevance of pension 

accounting information. Our second stock-price regression is a recognition versus disclosure 

model. The insignificance of the interaction term for our variable of interest, 

DUMMY*IAS19RImpact, indicates that there is no difference in how investors price actuarial 

gains and losses whether they are disclosed or recognised. Our recognition versus disclosure 

model therefore indicate that IAS 19R has not increased the value relevance of pension 

accounting information. Overall, value relevance is found to be increased for the balance sheet 

but the lack of significance in our recognition versus disclosure test suggest that the value 

relevance of pension accounting information has not increased for the average investor.   
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5.2 Contributions, limitations and further research 

Our study contributes to new insights on value relevance of pension accounting information on 

the Scandinavian market. Since several earlier studies within pension accounting and value 

relevance have been based on US data, our paper stands out by investigating another institutional 

setting. The results can be of interest for other European countries with firms reporting under 

IFRS. Also, our study contributes to the understanding of IASB and their pursuit towards more 

transparent accounting information. If IAS 19R has not increased the value relevance of pension 

accounting information, the motive of IASB to increase transparency and thereby improve 

accounting quality can be considered otiose. On the other hand, an individual investor without 

profound accounting expertise might still benefit from the reduced information processing costs 

of more transparent accounting information.  

 

A limitation with this study is that the recognition model does not include the relevant income 

measures. Since actuarial gains and losses arising from the recognition year are recognised in 

OCI it would be of interest to include this item, which would also be consistent with the Ohlson 

model. However, due to difficulties in retrieving the relevant accounting numbers from 

accessible databases and the time constraint in hand-collecting them, our first model is reduced 

to two bottom-line balance sheet measures. Future researchers could benefit from developing this 

model to include income measures. Further, the insignificance of our results might be explained 

by the number of our observations. Therefore, it would also be of interest to include more 

European countries in the sample to increase the sample size and test the generalisability of this 

study. Because of the previously mentioned media attention around IAS 19R before its 

implementation, future researchers could also perform this study with data from earlier periods to 

determine if our results are still viable. Another suggestion is to include firm-specific variables 

such as ownership structure or analyst following into the analysis or divide the sample into 

different subsets of data, for example based on the market capitalisation or industry sector of the 

firms. 
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Appendix 

Appendix A         
Recognition versus disclosure test - Country specific       
Variables Norway Finland Sweden Denmark 
Intercept 15.50 2.96 -0.77 165.66 

 
(0.01) (0.06) (0.93) (0.01) 

NETASSETS 0.27 0.18 1.11 -0.05 

 
(0.02) (0.01) (0.00) (0.90) 

IAS19Recog -9.16 -10.06 0.95 -17.07 

 
(0.00) (0.12) (0.59) (0.08) 

IAS19RImpact -8.95 -7.53 -3.76 103.05 

 
(0.10) (0.07) (0.23) (0.60) 

INCOME 2.24 8.18 11.71 6.49 

 
(0.00) (0.00) (0.00) (0.20) 

DUMMY 0.23 2.18 23.37 -29.28 

 
(0.98) (0.31) (0.01) (0.72) 

DUMMY*NETASSETS 0.12 -0.11 -1.07 -0.75 

 
(0.39) (0.26) (0.01) (0.23) 

DUMMY*IAS19Recog 2.51 5.78 -2.36 37.57 

 
(0.59) (0.53) (0.32) (0.23) 

DUMMY*IAS19RImpact 10.11 2.41 1.20 -230.1 

 
(0.25) (0.72) (0.78) (0.26) 

DUMMY*INCOME -1.26 -2.56 -1.34 12.12 

 
(0.24) (0.08) (0.45) (0.10) 

Total number of firm-year observations 146 88 112 24 
Dependent variable: PRICE 𝑅!: 63.10% 𝑅!: 68.60% 𝑅!: 85.20% 𝑅!: 71.00% 
  Adj 𝑅!: 60.70% Adj 𝑅!: 65.00% Adj 𝑅!: 83.90% Adj 𝑅!: 52.30% 

Note: P-value in parentheses. 
Variable definitions: 
PRICE:  Market value of equity per share three months after the fiscal year end, at year t. 
NETASSETS: Total assets excluding recognised pension assets on the balance sheet minus total liabilities excluding recognised pension liabilities, 
scaled by number of common shares outstanding. 
IAS19Recog: Net pension obligation recognised on the balance sheet prior to IAS 19R, scaled by number of common shares outstanding. 
IAS19RImpact: Accumulated unrecognised actuarial gains and losses disclosed off-balance sheet prior to the issuance of IAS 19R and then 
incrementally recognised as a result of IAS 19R, scaled by number of common shares outstanding. 
INCOME: Income before extraordinary items, scaled by number of common shares outstanding. 
DUMMY: This variable takes on a value of 1 in 2012 (pre-IAS 19R) and 0 in 2013 (post-IAS 19R). 
Model equation: 
𝑃𝑅𝐼𝐶𝐸!" = 𝛼!" + 𝛽!𝑁𝐸𝑇𝐴𝑆𝑆𝐸𝑇𝑆!" + 𝛽!𝐼𝐴𝑆19𝑅𝑒𝑐𝑜𝑔!" + 𝛽!𝐼𝐴𝑆19𝑅𝐼𝑚𝑝𝑎𝑐𝑡!" + 𝛽!𝐼𝑛𝑐𝑜𝑚𝑒!" + 𝛽!𝐷𝑈𝑀𝑀𝑌 + 𝛽!𝐷𝑈𝑀𝑀𝑌 ∗ 𝑁𝐸𝑇𝐴𝑆𝑆𝐸𝑇𝑆!"

+ 𝛽!𝐷𝑈𝑀𝑀𝑌 ∗ 𝐼𝐴𝑆19𝑅𝑒𝑐𝑜𝑔!" + 𝛽!𝐷𝑈𝑀𝑀𝑌 ∗ 𝐼𝐴𝑆19𝑅𝐼𝑚𝑝𝑎𝑐𝑡!" + 𝛽!𝐷𝑈𝑀𝑀𝑌 ∗ 𝐼𝑁𝐶𝑂𝑀𝐸!" + 𝜀!" 
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Appendix B 
   Recognition versus disclosure test - Ln       

Variables Full model coefficients Reduced model 1 coefficients Reduced model 2 coefficients 
Intercept 0.75 0.72 0.74 

 
(0.00) (0.00) (0.00) 

Ln_NETASSETS 0.74 0.72 0.72 

 
(0.00) (0.00) (0.00) 

IAS19Recog -0.07 -0.06 -0.05 

 
(0.01) (0.01) (0.03) 

IAS19RImpact -0.18 -0.16 -0.15 

 
(0.00) (0.01) (0.01) 

INCOME 0.03 0.05 0.05 

 
(0.01) (0.00) (0.00) 

DUMMY -0.16 -0.12 -0.16 

 
(0.53) (0.27) (0.12) 

DUMMY*Ln_NETASSETS -0.03 
  

 
(0.72) 

  DUMMY*IAS19Recog 0.06 0.05 
 

 
(0.13) (0.22) 

 DUMMY*IAS19RImpact 0.06 0.01 0.04 

 
(0.45) (0.89) (0.65) 

DUMMY*INCOME 0.05 
    (0.01)     

Total number of firm-year observations 366 366 366 
Dependent variable: Ln_PRICE 𝑅!: 71.20% 𝑅!: 70.50% 𝑅!: 70.30% 
  Adj 𝑅!: 70.50% Adj 𝑅!: 69.90% Adj 𝑅!: 69.90% 

Note: P-value in parentheses. 
Variable definitions: 
Ln_PRICE:  Market value of equity per share three months after the fiscal year end, at year t. 
Ln_NETASSETS: Total assets excluding recognised pension assets on the balance sheet minus total liabilities excluding recognised pension 
liabilities, scaled by number of common shares outstanding. 
IAS19Recog: Net pension obligation recognised on the balance sheet prior to IAS 19R, scaled by number of common shares outstanding. 
IAS19RImpact: Accumulated unrecognised actuarial gains and losses disclosed off-balance sheet prior to the issuance of IAS 19R and then 
incrementally recognised as a result of IAS 19R, scaled by number of common shares outstanding. 
INCOME: Income before extraordinary items, scaled by number of common shares outstanding. 
DUMMY: This variable takes on a value of 1 in 2012 (pre-IAS 19R) and 0 in 2013 (post-IAS 19R). 
Model equation: 

𝐿𝑛_𝑃𝑅𝐼𝐶𝐸!" = 𝛼!" + 𝛽!𝐿𝑛_𝑁𝐸𝑇𝐴𝑆𝑆𝐸𝑇𝑆!" + 𝛽!𝐼𝐴𝑆19𝑅𝑒𝑐𝑜𝑔!" + 𝛽!𝐼𝐴𝑆19𝑅𝐼𝑚𝑝𝑎𝑐𝑡!" + 𝛽!𝐼𝑛𝑐𝑜𝑚𝑒!" + 𝛽!𝐷𝑈𝑀𝑀𝑌 + 𝛽!𝐷𝑈𝑀𝑀𝑌
∗ 𝐿𝑛_𝑁𝐸𝑇𝐴𝑆𝑆𝐸𝑇𝑆!" + 𝛽!𝐷𝑈𝑀𝑀𝑌 ∗ 𝐼𝐴𝑆19𝑅𝑒𝑐𝑜𝑔!" + 𝛽!𝐷𝑈𝑀𝑀𝑌 ∗ 𝐼𝐴𝑆19𝑅𝐼𝑚𝑝𝑎𝑐𝑡!" + 𝛽!𝐷𝑈𝑀𝑀𝑌 ∗ 𝐼𝑁𝐶𝑂𝑀𝐸!" + 𝜀!" 
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Appendix C 
      Separate annual regressions   Pre-IAS19R     Post-IAS19R 

    Coefficients 
  

     Coefficients 
 Variables N Beta Std. Error   Beta Std. Error 

Constant 183 13.76 5.60 
 

14.95 6.52 

  
(0.02) 

  
(0.02) 

 NETASSETS 183 0.37 0.07 
 

0.43 0.12 

  
(0.00) 

  
(0.00) 

 IAS19Rec 183 -1.40 2.12 
 

-13.29 2.26 

  
(0.50) 

  
(0.00) 

 IAS19RImpact 183 -7.70 3.88 
 

-13.76 4.79 

  
(0.05) 

  
(0.01) 

 INCOME 183 6.38 0.83 
 

3.46 0.96 

  
(0.00) 

  
(0.00) 

 Dependent variable: PRICE   𝑅!: 57.20%   𝑅!: 57.90% 
    Adj 𝑅!:  56.30%   Adj 𝑅!:  57.00% 

Note: P-value in parentheses. 
Variable definitions: 
PRICE:  Market value of equity per share three months after the fiscal year end, at year t. 
NETASSETS: Total assets excluding recognised pension assets on the balance sheet minus total liabilities excluding recognised pension liabilities, 
scaled by number of common shares outstanding. 
IAS19Recog: Net pension obligation recognised on the balance sheet prior to IAS 19R, scaled by number of common shares outstanding. 
IAS19RImpact: Accumulated unrecognised actuarial gains and losses disclosed off-balance sheet prior to the issuance of IAS 19R and then 
incrementally recognised as a result of IAS 19R, scaled by number of common shares outstanding. 
INCOME: Income before extraordinary items, scaled by number of common shares outstanding. 


