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The Association between Management Compensation and Asset
Impairments

Abstract

The purpose of this study is to examine the association between management cash
compensation and asset impairments. Taiwan’s Statement of Financial Accounting
Standards (SFAS) No. 35, Accounting for Asset Impairment, became effective from the
2005 fiscal year with early adoption encouragement in 2004 fiscal year.

About the implementation of SFAS No. 35 , it caused widespread discussing on
that whether it has improved the transparency of financial reporting of firms or became
a vehicle of earning manipulation for managers.

The earlier researches show that there are two main perspectives on Accounting for
Asset Impairment: (a) Specified earning target hypothesis: if earnings before
discretionary accruals are below the bonus plan lower bound or exceed the bonus plan
upper bound, manager has an incentive to select income-decreasing discretionary
accruals. By deferring earnings to posterior year, manager maximizes his expected
future award. (b) Compensation protection hypothesis: executives’ cash compensation
has a lower association with discretionary accruals, or executives’ cash compensation
are shielded from income-decreasing discretionary accruals. That is to encourage
manager to reflect economic status of the financial status for firms.

Based on the two hypotheses, we examine the association between management
cash compensation and the discretionary accruals of asset write-downs, and infer
manager’s motivation of the implantation of SFAS. No. 35.

These results suggest that

Keywords : Asset Impairments, compensation protection, earning management
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