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8. CONCLUSION 

 The establishment of SFAS No.35, Accounting for Impairment of Assets, is to improve 

the transparency of financial information for the listed companies in Taiwan.  Some firms 

choose to apply SFAS No.35 in 2004, while others choose to follow the official effective date 

and apply in 2005.  The purpose of this study is to examine the impact of asset impairment 

announcements on a firm’s stock performance around asset write-down announcements.  

Two questions are of interest:  1. Are asset write-down announcements viewed as good news 

or bad news by the market?  Or, in other words, what is the impact of asset impairment on a 

firm’s value?  2. Do investors over-react or under-react to asset write-down announcements?  

To answer the questions, we employed the event study methodology and studied the 

short-term stock performance in the (-1, 1) event period.  An interest rate and/or an industry 

factors are also added to see if they can improve the explanation capability of the market 

model.  And we also examined the near-term stock performance to test investors’ under- or 

over- reaction. 

The empirical result of the study, either the short-tern or the near-term market reaction 

confirms that a significant amount of the decline in asset values recorded in the accounts via 

the write-down coincides with the decline in asset value as captured in the security market 

return (Alciatore, 2000).  When six partition methods in the study are employed to examine 

short-term market reaction, the general conclusion is also the same.  Interest rate is not a 

good proxy to evaluate the stock price performance of the financial industry.  The 

suggestion of previous research is refuted in the study.  The stagnation of the short-term 

interest rate, the use of derivatives to hedge interest rate risk, and the role of other potential 

factors are three plausible explanations.  Actually, for the financial and the non-financial 

industries, it is the industry factor of a stronger correlation with the security return that is 

proved to be a better proxy. 
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Since there are a few research limitations in the study, further studies can focus on 

several issues:  1. collect more financial data (e.g. stock price/return) to inspect the 

long-term stock performance and market under-/over-reaction, 2. study the value relevance of 

other factors (e.g., ROE, ROA, financial leverage, or economic factors) with asset 

write-downs. 

There are some implications for the subsequence of SFAS No. 35.  For those 

companies adopting SFAS No.35, the timing of announcing asset write-downs and the 

evaluation of asset impairment leave the management considerable discretion, which might 

spoil the original intention of SFAS No.35.  For the standard setters, there exists a dilemma 

because it is impossible to determine whether impairment does happen in a company, and a 

company’s motivation of earnings management does not disappear under SFAS No. 35.  Up 

to now, the Accounting Research and Development Foundation (ARDF) or the authority has 

made the first step by requiring firms to conduct impairment tests periodically.  In the future, 

they must decide the substantive issues of measurement and disclosure so that the problem of 

opportunistic actions by the management can be eliminated. 


