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Abstract

In December 1991, the standard setter in Taiwan issued Statement of Financial
Accounting Standard No. 18 “Accounting for Pensions” in order to enhance the
disclosure of pension liabilities. The statement, effective in the end of 1995, requires
companies record adequate pension costs based on actvarial estimation. Since
pension costs of many domgcstic companies were underfunded, the new accounting
rule would have significant impact on the amount of pension liabilities reported in

the financial statements,

The purpose of this study is to examine the stock price effect of the standard
setting process. Three specific event dates used to analyze the market reaction are (1)
the date when the pension project was first added to the agenda; (2) the date when
the exposure draft was issued; and (3) the date when the statement was formally

issued.

The first part of the empirical analysis uses AR (Abnormal Return) and CAR
(Cumulative Abnormal Return) to examine the capital market reaction to three
specific events associated with the statement deliberation process. The empirical
results for the first two event dates show that the stock market had significantly
negative reaction. However, the results from the third event date indicate the

significant positive reaction.
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The second part of the empirical analysis attempts to investigate whether firm
characteristics affect the extent of stock market reaction. Company age, number of
employees, average age of the employees, average years of employment and funding

ratio were used as proxies for degree of underfunded liabilities. The results only

weakly support the propositions.

Key words: accounting for pensions, capital market study, event study, accounting

standards setting
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