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Abstract

This study features itself by collecting first-hand audit fee data from audited
financial statements of private colleges and universities directly for the 2001-2003
academic years and partial for 1998-2000 academic years. From risk premium
standpoint, the audit service value can be inferred that the greater intention the auditee
are likely to commit fraud, the higher the audit service would be valued while the audit
work can effectively prevent fraud occurrence. We defined fraudulent organization as
the school has ever experienced defect. The results are consistent with our expectation,
suggesting that there is a positive association between fraudulent organizations and
audit fees after controlling variables Big 4, industry specialist, size and complexity of
schools and audit risk. These findings show that audit service value is driven by how
effective the audit work is conducted. It means, the more the fraudulent schools are
detected, the greater the audited information as well as audit serviced are priced.

Keywords : Audit fees, private colleges and universities, non-profit organizations, risk
premium
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|. Introduction

Most of the researches on audit fees were based on theoretical models rather than
empirical studies, because of the difficulty of data acquisition where most of the data
were collected from questionnaires. In Taiwan, private colleges and universities have
been emerging enormously in recent years due to the changing of higher education
policy and special recognition and subsidies from government. At the same time, the
supervision of financial affairs has become more important for the Ministry of
Education (MOE, hereafter), owing to several financial scandals out-broken in private
schools in recent years. Since there are enormous and complete studies on audit fee for
profit organizations, Nonprofit Organizations (NPOs, hereafter), one of the three biggest
organization systems in society, has not received a similar attention yet. Thorne et al.
(2001), however, once tried to observe how auditing work had been priced for
government. They examined whether audit fees would be charged differently for
different audit engagements by using local governmental data collected from north
California. Nonprofit Organizations (NPOs) cover a wide range from hospitals,
foundations, churches, and schools to museums. In the 2006 census from the MOE there
were 162 private colleges and universities (including 89 universities, 56 colleges and 17
junior colleges). Among them, 54 schools were public and the rest were private colleges
and universities (including 48 universities, 46 colleges and 14 junior colleges). During
last ten years, 25 colleges and universities were newly set up and student enrollment
was sharply increased for more than half million. The total expenditure schools spent
had enormously increased from 91.1 billion to 222.2 billion between 1993 and 2004, a
growth rate reaching 143.84%. Amazingly, private schools’ expenditures which
accounted for 38.9 billion in 1993 rose to 117.3 billion in 2002, an increase of 61.2%.

1. Research background

The MOE revised “Regulations for Establishments of Accounting Systems at
Private Schools” on April 18, 2005. Of Article 12, "Private school should prepare the
budget of next year at the beginning of the year, proved by board of directors and
submit to Ministry of Education before July. At the end of the year, the financial
statements should be audited, proved by board of directors and submit for reference
before December.” Based on second provision of Article 3, " The MOE should set up
rules for consist of governing accounting system of private colleges and universities”.

Following a financial crisis at Hualien Da-Han Industrial and Business College
which took place in 1988 and an accounting scandal of Kaohsiung International
Business College founded in 1990, the MOE adopted strict controls over financial
operations of private colleges and universities. Since then, the MOE has required that
the financial statements of private colleges and universities should be audited by audit
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firms. Although the relevant policies regarding this issue had been amended several
times through the years (see Table 1), a need for the audited financial statements to be
submitted to and approved by the MOE are still remains unchanged.

Table 1: The one who chose for the auditor or was responsible for the audit fees

Acader2ni0 Auditor selector Responsible party for paying audit
year fees
1992  Private colleges and universities Private colleges and universities
1995  Private colleges and universities Half of the audit fees was subsidized
by the MOE
1997  1.Private colleges and universities, or  1.Private colleges and universities, or
2.assigned by the MOE 2.the MOE when CPA was assigned
by the MOE
2001 The MOE entrusted the special case The MOE
to audit

(Open tendering procedure)
2003 The MOE entrusted the special case The MOE

to audit
(Limited tendering procedure)

2004  Private colleges and universities Private colleges and universities

As shown in Table 1, private colleges and universities have been found to have
committed many collusions and corruptions from year 1997 until the present. The MOE,
in order to promote auditor independence, encouraged private schools to be audited by
auditors assigned by the MOE. During the academic years 1997-2000, the right to
appoint auditors and the responsibility to pay for audit services left to schools or
remained with the MOE, respectively. There were 9, 10, and 14 schools between
academic year 1998 and 2000 that were audited by appointed firms, accounting for 10%
of the whole. The way auditors were selected was soon changed for the sake of
enhancing the qualifications of bidders since the biggest educational scandal happened
in 2000. As a result, the auditors were selected through tendering procedures by the
MOE who was responsible for audit fees from year 2001 to 2003. Since such practices
represented different cost expenses, data adopted from these three years were sampled
to study the determinants of audit fees.

2 Academic years of schools are different from those of firms. For example, academic year 1992 started
from August 1, 1992 and went to July 31, 1993.
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2. Research motivation and purposes

Most of the knowledge or experience of organizational management and audit are
mainly obtained from profit organizations, and the mission and performance evaluation
criteria of non-profit organizations are different from those of profit organizations. Thus,
studies on managing non-profit organizations will of course face some obvious
challenges. This study, therefore, focuses on audit services, factors affecting audit fees
and fee premiums charged for better auditor brand name reputation, and the increase of
fee premiums results from risk premiums.

Economists claim that the demand of audit service increase depending on the value
(utility) that audit services can provide. In practice, despite competitive and strategic
concerns, audit fees are mainly charged by a cost-plus method, which prices audit
service from the supply point of view. For example, an auditor would price his/her
service based on his/her client size, complexity and business risk. On the other hand, the
examination of audit fee determination in academic audit studies mainly have focused
on supply perspective and audit processes rather than demand perspective that is
observed as well. Accordingly, this study will exam audit service value based on NPOs
financial statement user’s concern under information hypothesis and risk premium
hypothesis, and hopefully, a complete overview of audit fee determination can then be
framed for non-profit organizations. Because of the difficulty of data acquisition, most
of the prior researches on audit fees were done from the supply point of view rather than
from the demand point of view demand. Our research is based on the information
hypothesis in the viewpoint of demand by using the data of the fraudulent organizations.
However, we have to employ the determinants of audit fees in the perspective of supply
as control variables.

This study begins with an introduction to audit and audit background of NPOs.
Then audit work as an economical service is assumed. Under this circumstance, we try
to analyze in which way audit service is demanded. Also, an overview of agent,
information and insurance hypotheses is outlined all at once. In addition, we based on
information hypothesis exam risk premium, a proxy for audit service value from
demand perspective. The hypotheses are empirically tested and the results are analyzed.
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Il. Literature Review and Research Hypotheses

Auditing is an accumulation and examination of a specific entity’s quantifiable
information to decide and report which level of consistency between such information
and established rules, so that it must be accomplished by competent individuals (Arens
and Loebbecke, 1994). The major types of audits can be classified as financial audits,
tax audits, operational audits and compliance audits. DeAngelo (1981) identified the
pre-value of audit service as auditors having ability: (1) to discover errors or frauds in
financial statements and (2) to resist the pressures from clients for a fair report on
discovered errors and frauds. Watts and Zimmerman (1986) agreed with DeAngelo’s
arguments and regarded the former as auditor’s professional skills whereas the later as
auditor independence.

Most audits carried out for profit organizations are financial audits (or financial
statement audits). A financial audit is to assess whether the information presented in the
financial statements, taken as a whole, is in conformity with generally accepted
accounting principles (GAAP). Basically, there are quite a lot of ways to evaluate the
financial statement quality; however, it would be more efficient if the audit works are
done by professional auditors rather than any of the individuals. Therefore, financial
audits in the present economy society are usually conducted by independent auditors.

Recently, with more attention drawn on the performance of NPOs, an increasing
need to promote the credibility and legality of those financial statements is obviously
perceived, hence, the related audits have been performed by professional auditors
hereafter. In accordance, the characters of audits for NPOs are a mixed result of
financial audits and compliance audits. Compliance audits are audits to determine and
report whether operations are being conducted in compliance with applicable laws and
regulations, management policies and contracts. The sample used for this study consists
of private colleges and universities that all have received financial support from
governments. While the authorities are responsible for supervision in those schools, the
spirit of entrusting audit works to professional auditors by the private colleges and
universities is partially consistent with compliance audits.

The following sections will analyze the determinants of audit fees from both
supply and demand perspectives, review literature on the subjects of auditor brand name
premium and industry specialist and finally propose the main hypotheses.

Wallace (1980 ) pointed out that audit demand theory can be divided into agency
theory, stewardship hypothesis, insurance hypothesis, information hypothesis and
regulatory hypothesis. We describe information hypothesis briefly as follows:
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As the user recognize the audited financial report will provide the better quality of
information, information hypothesis assumed investor or debtor will ask for audited
financial report for reducing risk, improve investment or debt policies and gain profit.
Rational investors require audits for evaluating the market value by audited financial
report, and making decisions based on such quality information. However, the quality of
financial report information will be reduced due to intentional or unwilling mistakes or
failures. As a result, management will appoint an independent auditor to maintain audit
quality. The value of audit information for decision making is different from that of
supervising value by agency theory.

The value of audit information can be divided into two parts. First, from the
affordable risk part, audits will reduce the uncertainty of accounting information and
increase its quality by reducing risk premium (assume investor is risk averter). Second,
from the improving decision making part, audit information will provide better quality
of accounting information for amending investors’ beliefs and results in better decision
quality of selecting proper action. In NPOs, quality audit reports will gain trust from
dominators or government organizations for more domination or financial support. The
next chapter will use risk premium to analyze the value of audit service based on
information hypothesis.

1. Determination of the Audit Value Under the Information Hypothesis

The auditors of the private colleges and universities were appointed by the MOE
hence the Boards of such schools did not have the rights to choose auditors in the
research period of the dissertation. Meanwhile, different from those of profit
organizations, schools do not have the external agency relationship between managers
and stockholders results from information asymmetry. The study does not focus on the
agency theory in the demand perspective, accordingly. Insurance is originated from an
underpinning that the investors’ losses could be covered from a claim for audit failure.
Whether there is an audit failure and if it does give rise to the amount of losses that
resulted, auditors are responsible for coverage to investors against losses suffered.
However, the insurance hypothesis may not hold for the private colleges and
universities because there are no investors who will claim for the losses to them. The
study does not examine the insurance hypothesis, neither.

Fu (1997) set up the model of audit value as for profit organizations in the
perspective of risk premium. However, Fu ( 1997 ) did not verify the model by empirical
research, because of the difficulty of data acquisition. Fu’s (1997 ) study was focused
on the agency theory, the insurance hypothesis, and the information hypothesis. This
research differs from Fu’s (1997 ) study in the ways that:
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(1) Organizations’ goals are different. Fu (1997 ) explored the model of the profit
organizations, which with the goal of profit making, whereas the main purpose of
the NPOs is to engage themselves in related charitable activities.

(2) Outside stakeholders are different. The main outside stakeholders of the profit
organizations are investors and stockholders, whereas those of the NPOs are donors
and the Supervisory Authorities.

(3) The insurance hypothesis may not hold. There are no investors who will claim for
the losses to the NPOs. In addition, the MOE regulates that private schools’ loan
taking has approved by the authorities and no assets of schools can be provided as
mortgage. Therefore, insurance hypothesis may not hold for the private colleges and
universities.

Take the audit value of a certain NPO’s (e.g., university «’s) audited financial
statements for example in the perspective of the information hypothesis, Fu’s (1997 )
model can be modified as follows :

Basic assumptions :

To simplify the analysis, assume there are two persons (A and B) , two states
(overestimate and underestimate ) , and two policies (audit or not) . A is the chairman
of the board of university «, and A considers not only to disclose «'s financial
statements which represent its operation results but also to raise funds from outsiders
and to strive for the subsidies. B is a potential donor, the Supervisory Authorities, or a
subsidy institution of the government. Both A and B agreed that the amount of donation
or subsidy is based on the operation results of university.

A has run the university for years and knows that the book value of «'s
operation performance equals to the expected value W when the financial statements are
fully disclosed. Suppose W ¢'s is intrinsic value.® Assume that prior to audit, ¢'s
book value based on its accounting system can be overestimated or underestimated.
Suppose the probabilities of overestimate and underestimate is 1/2, respectively.* That
is, o's book value is W+ 7 prior to the audit, where ~ is a random variable.
~ could mainly be overestimated (+Z) or underestimated(-Z) when there is no
symptom of a fraud ( However, such assumption will be relaxed when there is a
tendency to commit a fraud.) . W+ Z denotes ¢'s book value is overestimated

® Accounting earnings are generally different from economic earning; hence, the book value is not equal
to the intrinsic value. For simplicity, the authors assume that the book value is equal to the intrinsic
value when «'s financial statements are fairly disclosed.

* Assume that the probability of overestimate, p, equals to 1/2 at this point and the common situations
which p>1/2 will be discuss in the followings. As for the analysis of rare situations when p<1/2, which
is similar to that when p>1/2, the author will not give a further description on it.
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whereas W — Z denotes underestimated.

Assume both A and B are risk aversor (expressed as RA, hereafter) and their
utility function [U(W)] is the expected utility function of Von Neumann and
Morgenstain.” Where U’(W) >0 and U”(W) < 0. Let © be the risk premium, which
is the highest cost A (or B) will spend to eliminate the original uncertainty. Then, E
(U)=U(W —m=), which is shown in Figure 1.

Pratt(1964) applied Taylor serious expansions of UW—= ) and E[UW+ 7 )] at
point W, respectively, and let the results be equal. i —0, as = is quite small, so we have
the value of the risk premium  ( Arrow-Pratt Index of Risk Aversion) as follows :

T = — (6°2)(U”IU)

where o” is the variance of random variable Z . That is, the variance of the university’s
book value with regard to the operation performance.

DeAngelo (1981a) defined the ex ante audit value as that : (1) CPAs have the
ability to detect misstatements or frauds in the financial statements, and (2) CPAs
have the ability to report the misstatements or frauds truthfully under the tress of the
clients. Meanwhile, audit value depends on the product of these two probability density
functions. The information value of audit explored in the dissertation can be treated as
the ex ante value. Firstly, basic situations under which the NPOs do not have the
tendency to commit a fraud (i.e., not only the amounts but also the probabilities of
overestimate or underestimate are equal, respectively ) are analyzed. Assume the book
value with respect to the operation performance of an university prior the audit is W+2Z
or W—2Z, which with the probability of 1/2, respectively. The audit services will not
change an organization’s operations significantly. That is, audit services will change the
distribution of the amount in the financial statements, thus results in the smaller
variance (o”) of the university’s book value with respect to the operation performance.
When the distribution of the expected value of amounts in the financial statements is
symmetric, it turns tobe (W=+sZ) , where 0 < s < 1. Secondly, situations under which
the NPOs have the tendency to commit a fraud are examined. That is, when the
distribution of the expected value of amounts in the financial statements is asymmetric

( e.g., amount of overstatement (2Z) is bigger than that of understatement (Z) , or
probability of overstatement (p > 1/2) is larger than that of understatement ) , the
expected value will change after the audit. Audit value as related the situation when the
client has no intention to commit a fraud is discussed first.

® The general assumption related utility functionis (1) power function : U(W)=—W?-a>0; (2)
quadratic form :  U(W) =aW - bW?; or (3) exponential function : U(W)=—e™®"> a>0 (Datar et.
al., 1991, JAE).
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Audit value of reduction in material misstatements — information value of
audit services under symmetry distribution

First of all this section is focused on the audit value of reduction in material
misstatements with regard to accounting information when there is no tendency to
commit a fraud. In other words, the chance that audit may reduce material
misstatements result from financial statements when there is no tendency to commit a
fraud. The effects of audit on A and B can be analyzed as follows. In the view of A,
he/she knows that o's book value of the actual operation performance (i.e., book
value under the circumstances of fully disclosed) should be W, whereas he/she is not
sure what will be the value calculated by the accounting system. Therefore, we suppose
that A has no intention to manipulate earnings. Then, there are two possibilities as
related ¢'s book value calculated by the accounting system : (1) overestimate (W
+2Z); or (2) underestimate (W—Z) , where not only the amounts but also the
probabilities of overestimate or underestimate are equal, respectively. Then, A’s
expected utility and risk premium (r) can be shown in Figure 1.

Figure 1 The expected utility and risk Figure 2 The expected utility and risk
premium prior to the audit premium after the audit
u u
A F_ U(W+Z),\ F____
v 3 / uw) o~ T« | uw
E(Ua)=
EU)= 5 D / P
G
UW-2) ?’/ uw-2—~
a
T s
N R | N >
W-z W W W+Z W-Z W-sz Wm'w WisZ - W+Z

Assume the utility function of AisU(W),and U (W) > 0;U” (W) < 0.Then
the utility function of A will be
E(U)=1R2)[UW+ Z)+UW— Z)] (1)

where the risk premium, r, denotes the highest cost A will spend to fully eliminate the
uncertainty prior to the audit.® That is, the horizontal difference between point C (U(W
—n)) andpointD (E(U)) .

® Theoretically, A can reach the objective of full risk-aversion through the contingent claim under
different circumstances in a complete market, whereas such objective is hard to reach in the real world.
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Under the circumstances, A may hire a CPA to render audit services. Assume that
the audit can lower down the ratio of overestimate( underestimate ) and raise the quality
of accounting information (i. g., the variances become smaller) whereas it can not
change an organization’s operations (i. g., the expected value remains unchanged ) .

Assume that there are still two possibilities as related ¢'s book value after the
audit : (1) slightly overestimate (W-+sZ); or (2) slightly underestimate (W—sZ ),
where the probabilities of the outcome are still the same, which are 1/2, respectively,
and 0 <s< 1.” Hence, s denotes the ability that audit services may bring to raise up the
quality of accounting information. When s=0, it indicates that audit service can totally
eliminate the uncertainty of accounting information. On the contrary, when s=1, it
indicates that audit services cannot raise up the quality of accounting information.

Example 1 © Let s=1. Then A’s expected utility function E(U) and risk premium
n" are presented in Figure 2 and can be formulated as :

E(Ua)=(L/2)[U (W +(1/2) Z)+ U (W —(1/2) Z)] )

As the same reason, the risk premium, =, denotes the highest cost A will spend to
fully eliminate the uncertainty prior to the audit. That is, E(Ua)=U(W-=%) which is the
horizontal difference between point C'  and point D’ as shown in Figure 2.

Hence, audit value can be expressed as : Va =« - n°. A will hire a CPA to render the
audit services as long as the audit value is higher than the audit cost ().

Observation 1 - Ceteris paribus, the higher the quality of the audit, the higher is the
information value of the audit.

Proof. Because U (W )is a strictly increasing function(U” > 0-U” < 0), there
is an inverse functionof U (W) .

Let /' be the inverse function of U. It is obvious that /' is an increasing
function, too. The smaller the s, the smaller is the =', hence the higher is the
information value of the audit (Va=n-n* ) .

It can be presented as the following notations -
" W-n=gy'(E(U)), W-r’=y'(E(Ua)), and E(U)<E(Ua),

Both Uand (/' are increasing functions ; 7'(E(U))< gy '(E(Ua)).
SoWen < W -7 Va=(r-r%>0.

As the same reason, given any 0 <s; <s, <1, then E(Us1) >E(Us)).

" 1t can be presented as [W=+(1-s)Z], where s denotes the reduction percentage as for the uncertainty of
accounting information results from the audit services.
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SoWo-nsg > W sy Vs =(m-ns1) > Vs, = (n-nsy) .

Deduction 1 : Ceteris paribus, the higher the reputation of the CPA firms ( CPAs,
hereafter ) , the higher is the CPAs’ information value when the CPAs’ reputation may
represent for the audit quality (i. e., reputation is a strictly increasing function of audit
quality or is a strictly decreasing function of s ) .

Explanation : Because audit quality is hard to be measured, users of audit
information judge audit quality by the CPAS’ reputation in practice. Owing to reputation
is hard to be measured researchers use the CPASs’ size as a proxy for reputation in the
empirical studies. DeAngelo (1981b) is the first one who used the size of the CPAs as a
proxy for reputation. The results of Simunic and Stein (1987) support for DeAngelo’s
(1981b) argument. Chang et al. (2005) after canceling the audit fee floor, brand
name reputation of auditors enlarges their range of excess market share.
Consequently, the strategies of brand name reputation and industry specialization
can successfully help auditors to respond to the increasing competition in audit
market. The following hypothesis is developed accordingly:

H1 : Big 4 auditors will have higher audit fees than non-Big 4 auditors, ceteris paribus.

Observation 2 : Ceteris paribus, the higher the variance of the book value ( o, )
results from poor internal control of the client or increase in its operation risk, the
higher is the information value of the audit.

Proof. The risk premium © = - (6%2)(U”/U"). The utility function of users of
audit information, U (W) , becomes more concave and t becomes larger when the level
of their risk aversion(-U”/U”) becomes higher. Meanwhile, the larger is =". But
Az® =f(x) Ax and 0< f(x)<1.

Therefore, AVa=Ar-Az®=Q1- (7)) Ax>0.

The variance of the book value, o, will increase to o* (ca'>c") when internal
control of the client is poor or when its operation risk increases. Then the risk premium
increases from r tor,, where z, > z, and then the information value of the audit can
be formulated as * V, =z, —7z* >V, =7 - 7*.

Deduction 2 © In the perspective of the demands, the ceiling of the audit fees may
become lower when the client, that is, the college or the university been audited,
reduces its operation risk by enhancing its internal control, hedge effectively, or
managing the assets and liabilities properly.

Explanation : Furthermore, in the perspective of the supply, audit costs are
relatively lower as for a university whose internal control is good hence the ceiling of
the audit fees may be relatively lower. Auditors will keep thinking about other measures
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as proxy for auditee’s risk in deciding audit fees while the importance of auditee’s risk
is noted by both profession and in auditing texts. The following hypothesis is developed
accordingly:

H2: The more risky the private colleges and universities, the higher the audit fees,
ceteris paribus.

By controlling for ratio of debt to total assets, an increase in ratio of interest
expenses to net income is found. It means that a positive relationship between NPOs’
risk and audit fees. Once NPOs have achieved better performance, a consequent effect
of more donations from the publics and greater financial supports from the governments
are obtained, in turn that brings about a positive image for NPOs. What's more, high
ratio of net income to total ordinary revenues represents the steady financial structure of
an organization that leads to its operational risk at a low level. These measures have an
entire negative impact on risks faced by NPOs, showing that private donation,
government financial support and ratio of net income to total ordinary revenues are
negatively connected with audit fees. We use board expenditures as a proxy for the
soundness of the corporate governance with regard to the private colleges and
universities. The more effective the operations of the NPOs, the better is the corporate
governance, hence the higher is the related board expenditures. Therefore, we expect
there is a negative correlation between board expenditures and audit fees.

Audit value of reduction in frauds— information value of audit services
under asymmetry distribution

Next, in the perspective of B who is a donor or a subsidy of the NPOs, his/her
utility will decrease when assets of such donation have not been used efficiently by the
NPOs whereas will increase when assets of such donation have been used efficiently by
the NPOs and hence increase the probability of further donations by B. As for the
literature of the profit organizations, Kinney and Martin (1994) pointed out that the
financial statements those without audit show a tendency to overstatement after they
had analyzed a lot of auditing literature. B wants to avoid such risk through financial
audit because he/she doesn’t know ¢'s intrinsic value. Assume that audit can lower
down not only variances of the numbers in the financial statements but also the
magnitude of overestimate of assets’ book value (frauds) , hence avoid looses in the
future.

Example 2 : Following the deductions above, assume there are two possibilities as
related ¢'s book value prior to the audit : (1) overestimate (W+dZ ); or (2)
underestimate (W—2Z) , where d >1, and the probabilities of overestimate or
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underestimate are equal whereas the distribution is asymmetry.® Firstly, let d=2, then
when B denotes based on the value of (W +2Z ), he/she will have the utility as that of
(W+ Z ) though paid more by the amount 2Z. B’s expected value of wealth in the
following period will be (W —2Z ) . On the contrary, when B denotes based on the
value of (W—Z ), B’s expected value of wealth in the following period will be (W
+ Z ) . Therefore, B’s expected utility prior to the audit can be formulated as follows :

E(Up)=L2)[UW+ Z)+UW—22Z)] < E(U)= UW—n) 3)

where the risk premium, = °, denotes the highest cost B will spend to fully eliminate the
uncertainty prior to the audit. That is, the horizontal difference between point C(U(W —
7)) andpointD (E(U)) .°

Figure 3 The E(U)and =" prior to the Figure 4 The E(U)and =" after the

audit when there is a tendency audit when there is a
to commit a fraud tendency to commit a fraud
U, u .

I - U(W+Z) C’ / -
LWz g LINAY gy o Uwy
E(Ub)= C H

D
D
G/ 1 G
UW-22) / u(w-22) /
TEb - ‘lTa
N - al
rd ) a
- W-
woz W-r® o ow waz w2z Ty Wz waz

Under the circumstances B may ask A to hire the CPA to render audit services, or A
will hire the CPA on his/her own initiative under the efficient market hypothesis of
(Jensen and Meckling, 1976). Assume that audit can both raise the quality of accounting
information (i. g., let the variances become smaller) and reduce the probability of
overestimate of the™ assets (i. g., change the expected value ) . Assume that there are still
two possibilities as related the book value after the audit : (1) slightly overestimate (W
+sZ); or(2)slightly underestimate (W—sZ ), where the probabilities of the outcome
are still the same, which are 1/2, respectively, and 0 <s< 1.

® The general form is (W-Z, W+aZ). The research applies the special case thata = 2.

% The risk premium, = *, includes not only the difference between expected wealth ( (1/2)[(W + Z)+ (W
—27)) W2)[(W+ Z)+(W—27Z)] and certainty equivalents (W —r) , that is(CD”), but also the
expected loss results in potential overestimate of assets’ book value(D”D).
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Example 3 : Let s=1/2. Then B’s expected utility function after the audit can be
formulated as :

E(Up)=(2)[UW+sZ)+ UW—sZ)] (4)

As the same reason, B’s expected utility and risk premium prior to and after the
audit are shown in Figure 3 and Figure 4, respectively, and the value of audit services as
forBisVs (n”-n') . Assume when the utility functions of A and B are the same (or
the same person in different situations) , =° > = and Vb>Va when a>1 as
presented in the Figures. Under the circumstances, audit value will be higher than that
under the situation of symmetry distribution.

Deduction 3A : Ceteris paribus, compared to that of the aforementioned symmetry
distribution, the higher the probability of the client has a tendency to commit a fraud
( the larger the magnitude of symmetry of the amount of overestimate or
underestimate ) and the audit can prevent the fraud efficiently, the higher is the
information value of the audit.

Proof. The risk premium increases from 7 to n ' when the client has a tendency
to commit a fraud. Where = " includes not only the difference between expected wealth
and certainty equivalents (W —n ) , that is (CD”) , but also the expected loss results in
overestimate of assets’ book value (D”D) . The higher the probability of the client’s
tendency to commit a fraud the larger are both CD” and D”D shown in Figure 4. The
information value of the audit ( Vb =" — ") ishigher when the audit can prevent
the fraud efficiently.

Those private colleges and universities who the school has ever experienced defect
are thought to have a higher tendency to commit a fraud. Thus, information value of the
audit will be higher when the audit can prevent the fraud efficiently. In practice, not
only the magnitude of overestimate is relatively larger than that of underestimate as
aforementioned but also the probability of overestimate is higher than that of
underestimate mostly. The assumption, that both the probabilities of overestimate and
underestimate are equal, will be relaxed to explore the situations under which the
probability of overestimate is higher than that of underestimate whereas the magnitudes
of both overestimate and underestimate are the same in the following analysis. As for
the analysis of situations under which both the probability and magnitude of
overestimate are higher than those of underestimate, which is merely the combination of
the aforementioned two situations, the author will not give a further description on it.

Example 4 - Assume there are two possibilities as related the book value prior to
the audit : (1) overestimate (W-Z), which with the probability of p, where p > 1/2 ;
or (2 )underestimate (W —2Z ), which with the probability of (1- p ), where (1- p) < 1/2.
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At first, let p = 3/4 and then B’s expected utility can be expressed as follows -
E(UbY)=W4HUW+ Z)+@BHUW—-Z) < E(U)= UW—n) (3)

where the risk premium, © ", denotes the highest cost B will spend to fully eliminate
the uncertainty prior to the audit. That is, the horizontal difference between point C (U
(W—=")) and point D (E (U)) as shown in Figure 3a.*

Figure 3a E(Ub”) and =° prior the audit ~ Figure 4a E (Ub”)and =°" after
the when p=3/4 audit when s=1/2

u U,

U(W+Z)’ T U(W+2) ’
E uw Uwh
: / W), |
_ D
E(Ub") c /
G } D

G
UW-2) / D uvwzt—/

Tl'.b" Tri
Y A
w-z W W W+Z W-Z W-sz Wn'W W+sZ  W+Z

Assume that audit can not only increase the quality of accounting information
(lower down the variance ) but also eliminate the overestimate of assets’ book value (p
decreases from 3/4 to 1/2) . Suppose that there are still two possibilities as related the
book value after the audit : (1) slightly overestimate (W-+sZ); or (2) slightly
underestimate (W—sZ) , where the probabilities of the outcome are still the same,
which are 1/2, respectively, and 0 < s< 1.

Let s=1/2. Then B’s expected utility function after the audit can be expressed as -
E(Ub)=@1/2)[UW+sZ)+ UW-—sZ)]=E(Ua) (4a)

As the same reason, B’s expected utility and risk premium prior to and after the
audit are shown in Figure 3a and Figure 4a, respectively, and the value of audit service
asforBisVb” (n” -n"). Assume when the utility functions of A and B are the same

(or the same person in different situations ), ©° > mandVb” > Vawhenp > 1/2
as shown in the Figures. Under the circumstances, audit value will be higher than that
under the situation of symmetry distribution.

19 The risk premium, =", includes not only the difference between expected wealth[(1/4)(W + Z )+
(3/4)(W — Z)] and certainty equivalents (W —="") , that is(CD”), but also the expected loss results in
potential overestimate of assets’ book value(D”D).
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Deduction 3B - Ceteris paribus, compared to that of the aforementioned symmetry
distribution, the higher the probability of the client has a tendency to commit a fraud
( the larger the magnitude of symmetry of the amount of overestimate or
underestimate ) and the audit can prevent the occurrence of the fraud efficiently, the
higher is the information value of the audit.

Proof. The risk premium increases from 7 to n" when the client has a tendency
to commit a fraud. Where the risk premium,x" , includes not only the difference
between expected wealth and certainty equivalents (W —x" ) , that is, (CD™), but also
the expected loss results from overestimate of assets’ book value(D”D). The higher the
probability of the client’s tendency to commit a fraud the larger is CD”+ D”D shown
in Figure 3a. The information value of the audit ( Vb” = ) s higher when the
audit can prevent the occurrence of frauds efficiently.

To sum up the above deductions 3A and 3B, those private colleges and universities
who the school has ever experienced deficit are thought to have a higher tendency to
commit a fraud. Thus, information value of the audit will be higher when the audit can
prevent the fraud efficiently. The following hypothesis is developed accordingly:

H3: Ceteris paribus, the value of audit services can be inferred that the greater intention
the auditee are likely to commit fraud, the higher the audit service would be valued
while the audit work can effectively prevent fraud occurrence.

2. Control Variables

Since 2000, the MOE has forced the private colleges and universities to hold open
tendering procedures for their auditor selections. Compared with the hypotheses
proposed from the demand viewpoint for profit organizations, the hypotheses proposed
from the supply viewpoint are relatively fewer; for example, neither agency theory nor
insurance hypothesis can be possibly applied. We will discuss the determinants of audit
fees from the supply perspective.

(1) Decisive factors of market structure

Simunic (1980) constructed an empirical model to examine the determinants of
audit fees. He found that factors related to (1) clientsize,(2) client complexity, (3)
specific items in the balance sheet ( eg., accounts receivable and inventory ) , (4) client
industry and (5) if client publicly traded were significant in explaining the level and
variability of audit fees. Afterwards, the scholars from many countries duplicated his
model to test the determinants of audit fee variability. In all, those five variables were
said again to explain the majority of variations within audit fees (eg., Palmrose 1986 ;
Anderson and Zeghal 1994 ; Craswell et al. 1995; Simon 1988). Lin (1997 ) aimed to
generate audit fee models for listed companies in Taiwan. The results showed that client
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size (total assets), client complexity( the diversity of services provided for clients ), audit
risk (return on assets ) and audit firm reputation were significantly related to audit fee
variability.

The MOE has assigned auditors to and priced audit services for the private colleges
and universities based on school’s type and open tendering procedures exercised since
2001. Because the fiscal year of schools ends in August that differs from general profit
organizations, most audit firms can make good use of their idle capacities to provide
financial audits for private colleges and universities, and there were expectations that
competition among audit firms would be very vigorous. The MOE started hiring
auditors to audit private colleges and universities through open tendering procedures
between in the academic years 2001 and 2002. Such procedures reflect perfect
competition among audit markets. The MOE soon restricted bidders qualifications in
2003 for the sake of enhancing auditors’ abilities, the limited tendering procedures
therefore were adopted to decide auditors and audit fees. Audit markets with the rigidity
characteristics may be pertinent to oligopoly positions. In comparison, sizes and levels
of competition from limited tendering procedures will be less than those from open
tendering procedures expectedly.

(2) Costs of audit firms—client size

The larger the clients, the greater the number of individual elements comprising the
accounting systems as well as the greater the required number of formal control
activities and thus the greater amount of input hours, audit efforts and audit fees that are
required. As suggested in the previous literature, the variable of total assets was adopted
to measure client size and was significant in explaining audit fee variability in the
cross-sectional studies (Simunic 1980 ; Francis 1984 ; Craswell et al. 1995). Chow

(1982 ) applied agency theory to observe the motivations that companies appoint
auditors. The results indicated that the client size appeared to be vital in explaining why
managers had requested for audit services. In accordance, greater audit costs would be
paid when more audit efforts need to be expanded for the large clients. Likewise, higher
audit fees would be charged for private colleges and universities which are perceived to
be larger. Therefore, this study uses NPOs’ total assets as a proxy for size of client to
control the effects of client size on audit fees.

(3) Costs of audit firm—client complexity

Compared with profit organizations or subsidiaries, private colleges and
universities have subsidiaries (eg., hospital or kindergarten) in operation that will
request for more audit services and time as typical school operations and subsidiaries
are totally different from each other. Therefore, the complexity of the client is positively
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correlated to the audit fees charged by the auditor. In addition, it can usually be seen that
the organization of a university tends to be larger and more complex compared to a
college so that the university has greater potential and more opportunities to acquire
proposed projects and to develop continuous education than do most colleges. The
current study also conjectures that a university will be charged higher audit fees than a
college. As discussed above, two variables UNIV and OPP/TA are used to measure
client complexity.

I11. Sampling and Modeling

This section explains data sources, the basic characteristics of audit fees, the
determinant factors of audit fees, the audit service value when fraud inclination is
detected by audit organizations.

1. Sampling

The data of this research comes from the CPA firms appointed by the MOE to audit
private universities and junior colleges during the period of the 1998 and 2002 academic
years. Audit fees and audit CPAs were obtained from the MOE directly via legislators.
The audit fees for the 2003 academic year were obtained from the announcements after
CPA association public bidding. Therefore, the audit fees obtained for this study are
more accurate and complete, compared to prior relevant research(Chen 2000). Moreover,
according to the regulation in ‘“The Must-Dos list for CPA auditing the Financial
Statements of Junior Colleges and above’, Article 6: service fees are limited to the audit
fees on financial statements. The financial statements of private universities and junior
colleges were manually collected from the website of each school.

During the period of 1998 and 2000, the private universities and junior colleges
being audited by the MOE appointed CPA firms were 9, 10 and 14 schools for each year.
8 universities, whose CPA firms remained the same for 3 consecutive years. Table 2 lists
the raw audit fees information. We conducted small sample mean t-test for the
differences of audit fees in the previous and for the years following years (untabulated),
namely, the 1998 and 1999 academic years, as well as the 1999 and 2000 academic
years. The results indicate that the audit fees of the following year are significantly
higher than that of the previous year. This implies that there is an increasing trend of
audit fees when the MOE appoints CPA firms to audit schools’ accounts by negotiation.

Table 3 lists the audit fees of the MOE appointed CPA firms and public bidding
CPA firms during the 2001 and 2003 academic years. The data shown in the table is
expected to be more accurate than using a questionnaire as done in the previous
literature. It is obvious to see from the table that the means of audit fees were not too
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different from each other in the 2001 and 2002 academic years; however, the audit fees
in the 2003 academic year were significantly higher than that of the previous two years.

Table 2 Audit Fees of Universities and Junior Colleges from the MOE Appointed
CPAs during the 1998 through 2000 Academic Years (expressed in New

Taiwan dollars)

§ MOE appointed CPAs Same CPA audits

§. to Audit Schools for 3 Consecutive years

é No. of Obs.  Mean SD No. of Obs.  Mean SD
1998 9 388,889 151,186 8 400.000 163,229
1999 10 563,000 151,375 8 527,500 165,126
2000 14 613,714 196,656 8 563,750 166,386

Table 3 Audit Fees of Universities and Junior Colleges by MOE Appointed
Project CPAs (expressed in New Taiwan dollars)

Year No. of Obs. Min Mean Max SD

2001 101 142,500 293,350 850,480 128,495
2002 101 142,500 292,237 830,000 126,863
2003 100" 175,000 448,936 775,000 167,036

“there were 104 private universities and junior colleges in 2003 academic year, with 4 schools’ audit fees unavailable.
2. Modeling

According to the inference of audit service value from demand side, when the
fraud inclination detected by audit organization is greater (over- or under- estimated
values tend to be more asymmetry), if audit can avoid the occurrence of fraud
effectively, the audit service value will be greater. We define schools that have fraud in
the current year and the subsequent years as the ‘fraud-inclination organization’
(FRAUD = 1). According to media reports and the official documents from the MOE,
we found that when schools once commit the fraud, the MOE will appoint project CPA
to audit schools’ financial statements. When schools are back to normal operation, they
will then invite public bidding to decide CPA appointment and audit fees. Due to data
availability, we have only obtained 30 schools as the sample in the period of 1998 to
2000 academic years, of which 21 schools have frauds, and were therefore being
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appointed CPA firms by MOE. As the way of determining CPA firms is different from
that of 2001 to 2003 academic years, we utilize the 332 sample schools in the period of
1998 to 2003 to do the empirical analysis. We also delete the sample in the period of
1998 and 2000, this left with 302 sample schools to do the robustness test. The model is
constructed as follows:

Sample schools in the period of 1998 to 2003:

LNAU; —a +d;YEARO3; +d,YEAR02; +dsYEAR0O;, +d;YEAR99, +dsYEAROS;
+Db, FRAUD; +b,BIG4; +bsLNASSET; + b,DEBT:+ bsINT/EARN; +
bBOARD; +b;DENOTE; +bsSUBSIDY; +be9EARN; +bio UNIVi+
buOPP/TA; + &, Eq(l)

Sample schools in the period of 2001 to 2003:

LNAU; =a +d,YEARO3; +d,YEAR02, +b, FRAUD; +b,BIG4; +bsLNASSET; +
bsDEBT+ bsINT/EARN; +bsBOARD; +b;DENOTE; +bsSUBSIDY; +
be9EARN; +b10 UNIVi+ b OPP/TA; + &, Eq(2)

Where >

LNAU : log of audit fees.

YEARO3 : dummy variable, 2003 academic year takes the value of 1, 0 otherwise.

YEARO2 : dummy variable, 2002 academic year takes the value of 1, 0 otherwise.

YEAROO : dummy variable, 2000 academic year takes the value of 1, 0 otherwise.

YEAR99 :dummy variable, 1999 academic year takes the value of 1, 0 otherwise.

YEAR98 : dummy variable, 1998 academic year takes the value of 1, 0 otherwise.

FRAUD : dummy variable takes the value of 1 when schools have fraud, 0 otherwise.

BIG4 : dummy variable, proxy for audit quality, if audited by bigh-4, then it takes
the value of 1, 0 otherwise.

LNASSET : log of total assets of private universities and junior colleges, proxy for size.

DEBT : the ratio of debt to assets, proxy for risks.

INT/EARN: interest expenses divided by current net income/loss, proxy for risks.

BOARD : the ratio of board expenditures to current revenue, proxy for risks.

DENOTE : the ratio of personal donation to current revenue, proxy for risks.

SUBSIDY : the ratio of subsidy to current revenue, proxy for risks.

EARN : the ratio of current earnings to current revenue, proxy for risks.

UNIV - if university, it takes the value of 1, 0 otherwise; proxy for complexity.

OPP/TA : the ratio of operating fund to total assets, proxy for complexity.

We employ multi-regression to empirically test the determent factors of audit fees
in non-for-profit organizations, i.e., to test hypothesis 1 to 2: the impact of audit quality
and risks. The authors expect that when organizations tend to commit a fraud, the
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coefficient by will be positive. This would indicate that the audit value of the audited
organizations inclined to commit a fraud will be higher, and thus verify the inference of
the demand side of audit service. In a word, when the fraud inclination (over-estimated
probability) of the audited organization is higher (more asymmetry), and when audit can
effectively avoid the occurrence of fraud, the information value of audit is greater. This
can then be adopted to examine hypothesis 3.

Expected Empirical Results :

Independent Variables Hypotheses Expected Signs
YEARO3 Control variable +
YEARO2 Control variable ?
YEAROQO Control variable ?
YEAR99 Control variable ?
YEAR98 Control variable ?
FRUAD Hypothesis 3 +
BI1G4 Hypothesis 1 +
LNASSET Control variable +
DEBT Hypothesis 2 ?
INT/EARN Hypothesis 2 +
BOARD Hypothesis 2 —
DENOTE Hypothesis 2 —
SUBSIDY Hypothesis 2 —
EARN Hypothesis 2 —
UNIV Control variable

OPP/TA Control variable
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IV. Empirical Results and Analysis

This section presents descriptive statistics and discusses the empirical results of
two models used to test the hypotheses set out in section Il.

1. Descriptive statistics

Table 4 : Descriptive statistics (n=332)

Variables Unit Mean Minimum Maximum De\?;gfion
AUDIT FEES  thousand 361.02 142.50 950.00 174.23
YEARO3 0.30 0.00 1.00 0.46
YEARO02 0.30 0.00 1.00 0.46
YEAROQO 0.04 0.00 1.00 0.20
YEAR99 0.03 0.00 1.00 0.16
YEAR98 0.02 0.00 1.00 0.14
FRUAD 0.21 0.00 1.00 0.41
BIG4 0.43 0.00 1.00 0.50
ASSET million 3,415.97 429.95 14,740.42 2,667.64
DEBT 0.15 0.01 0.73 0.13
INT/EARN 0.06 -0.62 2.13 0.16
BOARD 0.00 0.00 0.02 0.00
DENOTE 0.04 0.00 0.79 0.11
SUBSIDY 0.13 0.01 0.38 0.05
EARN 0.27 -0.26 0.70 0.13
UNIV 0.30 0.00 1.00 0.46
OPP/TA 0.02 0.00 0.61 0.09

Table 4 indicates the descriptive statistics of audit fees and financial data of sample
schools for the years 1998 to 2003. As shown, the average audit fee for the sample
schools was NT$361,024, and the minimum was NT$142,500 whereas the maximum
was NT$950,000. We can see that academic year 2002 and 2003 consists of both 30%
of the sample, respectively. Approximately 43% of the sample schools were audited by
the Big 4. The biggest school had total assets equivalent to NT$14.74 billion and the
smallest one had total assets equivalent to NT$430 million; however, the average total
assets were NT$3.42 billion. Generally speaking, the ratio of debt to total assets for
private colleges and universities cannot be that high and so it ranged from 1% to 73%
with a mean of 15%. On average, the ratio of interest expenses to net income was 0.06
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(maximum of 2.13). The average expenditure of board of directors was 0.29%, and the
minimum was 0 whereas the maximum was 2%. As for the ratio of personal donations
to current revenue, the mean was 4% (maximum of 79%). On average, the ratio of
subsidy to current revenue was 13% (minimum of 1%, maximum of 38%). The average
ratio of current earnings to current revenue was 27% (minimum of -26%, maximum of
70%). The private universities made up 30% of the sample. As for the ratio of operating
funds to total assets, the mean was 2% (maximum of 61%).

2. Test of Multicollinearity

Correlation analysis

The results of Pearson correlation analysis are presented in Table 5. Among the
independent variables, as indicated in Table 5, there were relatively high correlations
between LNASSET and UNIV (0.692, significant at the 0.01 level), YEARO03 and BIG
4 (0.561, significant at the 0.01 level), and the remaining coefficients were all less than
0.5. We computed the variance inflation factor (VIF) to assess the susceptibility of the
model to problems of multicollinearity. All the VIFs of variables fall below 3.0 which
suggest that multicollinearity is unlikely to be problematic.
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Table 5 : Pearson Correlation Matrices
YEAR03  YEARO2 BIG4 LNASSET ~ DEBT  INTEARN BOARD DENOTE SUBSIDY  EARN UNIV OPP/TA
YEARO03 1.000 -0.499**  0.561** 0.072 -0.079 -0.148**  0.018 -0.022 -0.174%*  -0213** 0.053 0.005
YEARO02 1.000 -0.280%*  0.019 0.009 -0.003 -0.011 -0.008 0.067 0.053 0.003 0.005
BIGA 1.000 0211** 0017 0010 0474 0133* 0218 -0225%* 0209** 0058
LNASSET 1.000 -0.343**  0.177**  -0469**  -0.006 -0.122* 0.063 0.692**  0.371**
DEBT 1.000 0.655**  0.063 -0.075 -0.106 -0.021 -0.225**  -0.149**
INT/EARN 1.000 -0.006 -0.041 -0.107 -0.071 -0.132* -0.099
BOARD 1.000 -0.068 0.122* -0.194**  -0.303** -0.075
DENOTE 1.000 0.017 0489**  -0.038 0.075
SUBSIDY 1.000 -0.114* 0.013 -0.055
EARN 1.000 -0.016 0.239**
UNIV 1.000 0.219*
OPP/TA 1.000

**Correlation is significant at the 0.01 level (2-tailed).
*Correlation is significant at the 0.05 level (2-tailed).
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3.  Empirical results

Test results of the value of audit service when the audited organization consists the
tendency of fraud

To reason the value of audit services from a demand stand point, when the
tendency of the organization being audited to commit fraudulence becomes greater, if
the audit process is able to effectively prevent fraudulence from happening, then its
value becomes greater. According to the documents provided by the news media and the
MOE, which showed that during the year 1998 to 2000, when fraud issues exists within
a school, the MOE will appoint an professional auditor to check its annual financial
statements, when the school is back on track, the auditor and its fees will then be
selected using the open tendering process. This article took the samples of schools with
fraudulent activities during the year 1998 and 2003, defined it as organizations with
fraudulent tendency.

Table 6 Descriptive statistics of audit fees between 1998~2003

No. of
Academic  No. of )
Methods school Mean S.D. Min. Max.
Year School
warned
1998 7% 4 366,667 163,299 300000 700,000
Assigned 199 gx 6 443333 165,126 360,000 780,000
by MOE 9000 14 11 490833 166,386 410,000 830,000
Open 2001 101 18 251167 59027 170,000 327,000
tendering 2002 101 18 247833 60334 170,000 327,000
Limited 5503 100 14 375000 112428 245000 555000
tendering

*in 1998: 2 schools’ financial data could not be otainned
**in 1999: 1 schools’ financial data could not be otainned

From Table 6, it is easy to discover that between the year 1998 and 2000, the
average number of schools that were suspected of fraudulent activities and received
government appointed auditors is higher than the average number between the years
2001 to 2003. After controlling all of the possible elements that might effect audit fees,
this research will show that the value of auditing services perceived is higher when the
schools consists of fraudulent tendency, and to prove that when auditing services
provide can effectively stop fraud, the value of information provided by the auditing
services increases.

The results of audit fee OLS regression are presented in Table 7. Audit fees in the
academic year 2003 ( YEARO3 )had clearly 23.26 percent of audit fees higher than those
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in the academic year 2002 ( YEARO02) (p-vale = 0.0000 ) . Regarding the Big 4 audit
firms (BIG4), when we used the Big 4 to represent audit quality, this research as found
the coefficient estimate on BIG4 to be 0.1958 with a 1% significance level. This means
that, by controlling for other possible influential variables, BIG4 audit fees on average
are 19.58% higher than non-Big 4 audit firms. The result indicates that Big 4 auditors
will have higher audit fees than non-Big 4 auditors, supporting our first hypothesis.

Previous research has showed that the larger the client’s organization, the more
frequent its daily operational activities; therefore, the audit firms need to spend more
auditing time and effort in order to accurately verify the work. This means that the
size of an organization is directly related to its audit fees. The coefficient estimate on
LNASSET is 0.2514 and at the 1% significance level, which means that when the total
assets of school vary by 1%, its audit fees will vary by 0.2514%.

With respect to hypothesis 2, the section involving the client risk element of the
cost for audit firms, when non-profitable organizations (private colleges) have reached a
stable financial growth, their auditing risks will decrease, and the auditors will spend
less time in verification and therefore costs will decrease, so the risk for non-profitable
organizations is expected to be shown in audit fees. This research replaces risks with
debt rate (DEBT), interest rate fees compared to the earning ratio (INT/EARN), the rate
of donation income (DENOTE), the rate of governmental support (SUBSIDY) and the
rate of earning for current period (EARN). The result showed negative DEBT and was
not noticeable, which is very different than that of profitable organizations. A possible
explanation for this could be that NPOs lack share holders, which seek for
compensation when the audit process fails. Also its process of raising funds (borrowing
money from the bank) is different as compared to for-profit organizations; therefore, the
foundation of representation hypothesis and insurance hypothesis is weak. The
coefficient on the rate of donation (DENOTE) is -0.2996 at the 5% significance level,
the coefficient on the rate of governmental support (SUBSIDY) is -0.9294 at a 1%
significance level and the coefficient on the rate of earning for current period (EARN) is
-0.3269 at the 5% significance level. These results are consistent with hypothesis 2 and
the negative audit fee theory, which suggested that when the risk of NPOs are low, the
public audit fees of appointed auditors become lower. Hypothesis 2 estimated that the
amount of funds spent by the board of directors is directly related to the operational
efficiency of the board, which also suggests that the better a NPO is run, the lower its
audit fees. The coefficient on the board of directors expenses (BOARD) is -9.5224 and
with an anticipated 5% significance level. When the board of directors spends more, the
efficiency of their organization is negative related to the audit fees, and the results
support hypothesis 2.
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We took the 332 samples gathered between the years 1998 and 2003 to engage in
the demonstration and the results are shown in table 7. During the sampling period, the
coefficient on school with fraud (FRAUD) reached 0.1292 with 1% significance level at
one point. This means that during the years 1998 to 2003, after all elements were
controlled, the audit fee of the schools that has committed fraudulence is 12.92% higher
than those of the other schools. This result is consistent with what the research had
anticipated, from the demand stand point of auditing services, when a larger tendency of
fraud exists in schools being audited, the value of auditing services provided by the
auditors becomes greater, when the tendency of committing fraud of organizations being
audited becomes greater, and that auditing services is able to effectively prevent fraud,
then the value of the information provided by auditing becomes greater.

Because of the difficulty of obtaining sampling data between the years 1998 and
2000, there were only 30 collected and 21 were cases of schools with fraud tendency.
The auditors were appointed directly by the MOE, which was different than the methods
applied in the years between 2001 and 2003. In order to prevent this from influencing
the research result, we have eliminated the years from 1998 to 2000 and took only the
302 samples collected between the years 2001 to 2003. The coefficient on schools with
fraud (FRAUD) is 0.1427 at the 1% significance level. The percentage of controlled
variable interest rate over the rate of current earning becomes noticeable. This proved
that when the organization being audited shows tendency of committing fraudulent
activities, after the scale, risk and complexity factors were controlled, to reason from the
demand stand point, the value of the information provided by auditing becomes greater
when the auditing firms can effectively prevent fraud from happening, the results
support hypothesis 3.
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Table 7:  The value of audit service under the audited organizations consist the
tendency of fraud
LNAU; = a + diYEARO03; + d,YEAR02; + d3YEAROO; + d;YEAR99; —+
dsYEAR98; + b, FRAUD; + b,BIG4; + bsLNASSET; + bsDEBT;+
bsINT/EARN; + bsBOARD; + b;DENOTE; + bgSUBSIDY; -+
be9EARN; +big UNIVi+ b11OPP/TA; + ¢, Eq(1)
LNAU; =a +d;YEARO3; +d,YEARO2; +b, FRAUD; +h,BIG4;+bsLNASSET; +
b,DEBT+ bsINT/EARN; +#b¢BOARD; +b;DENOTE; +bsSUBSIDY; +

be9EARN; +h1g UNIVi+ byyOPP/TA; + ¢, Eq(2)
Years 1998~2003--Eq(1) Years 2001~2003--Eq(2)
Variable : LNAU Coefficient p-value VIF Coefficient p-value VIF
Intercept 7.2424 0.0000 7.2799 0.0000
YEARO03 0.2326  0.0000 1.9941 0.2363  0.0000 2.0265
YEARO2 -0.0419 0.2179  1.4086 -0.0372 0.2663  1.3608
YEARO0O 0.6055  0.0000 1.3138
YEAR99 0.4524 0.0000 1.2709
YEAR98 0.1313 0.1824  1.1513
FRAUD 0.1292 0.0005  1.3237 0.1427 0.0003 1.1235
BIG4 0.1958 0.0000  1.7856 0.2071 0.0000 1.7145
LNASSET 0.2514  0.0000 2.7528 0.2499  0.0000 2.8465
DEBT -0.0511 0.6658  1.4299 -0.1755 0.2392 2.0021
INT/EARN 0.1517 0.1172  1.4244 0.4146 0.0409 1.8822
BOARD -9.5224  0.0344  1.4859 -13.6026  0.0034 1.4378
DENOTE -0.2996  0.0286  1.3019 -0.3230 0.0205 1.3773
SUBSIDY -0.9294  0.0005  1.1140 -0.9616  0.0013  1.1682
EARN -0.3269 0.0158  1.6397 -0.2926 0.0421 1.6814
UNIV 0.0983  0.0152  1.9800 0.0891  0.0295 2.0281
OPP/TA 0.3994 0.0280  1.4195 0.3830 0.0431 1.3488
Adjusted R-squared 0.704 0.695
F-statistic 50.162 53.753
Prob(F-statistic) 0.000 0.000

Samples 332 302
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V. Conclusions and Limitations

The main obstacle of audit fee research lies in fees collection. In the past, audit
fees were usually colleted by the questionnaire survey method. This study however
features collecting first-hand audit fees data from audited financial statements of private
colleges and universities directly for the 2001-2003 academic years and partially for the
1998-2000 academic years.

The empirical results support the first hypothesis (H1) that after controlling other
possible factors, Big 4 audit firms charged their audit fees at least 19.58% higher fees
than those of non-Big 4 audit firms. Audit fees are positively correlated with
organization size. The coefficient estimate on log of total assets of private universities
and junior colleges is 0.2514 and significant at the 0.01 level, indicating that when the
school’s total assets increase or decrease 1%, audit fees would increase or decrease
0.2514%, simultaneously.

As to the second hypothesis (H2), it is argued that auditors could reduce follow-up
audit works to cut down audit costs since low audit risk has been set for the NPOs
clients (private colleges and universities) with steady and strong financial structures. In
this study, we used the ratio of debt to assets (DEBT), interest expenses divided by
current net income/loss (INT/EARN), the ratio of personal donation to current revenue
(DENOTE), the ratio of subsidy to current revenue and the ratio of current earnings to
current revenue (SUBSIDY) to proxy for client’s risks. The variable DEBT is negative
and not statistically significant. This result is different from what had been found in
previous NPOs studies, possibly since no claims have been made on audit failure by
NPOs or the financing procedures in NPOs are different from that of the profit
organizations that leads to the theoretical foundation of insurance hypothesis being
weak. Moreover, INT/EARN is significantly related to audit fees with a positive effect.
DENOTE, SUBSIDY and EARN are also significant and negative in the model. These
results support our hypotheses 2, that is, NPOs with lower business risk and better
corporate governance are more likely to pay lower audit fees.

From demand standpoint, the audit service value can be inferred that the greater
intention the auditees are likely to commit fraud, the higher the audit service would be
valued while the audit work can effectively prevent fraud occurrence. We defined
fraudulent organization as the school has ever experienced defect. The results are
consistent with hypotheses 3, suggesting that there is a positive association between
fraudulent organizations and audit fees after controlling variables Big 4, industry
specialist, size and complexity of schools and audit risk. These findings show that audit
service value is driven by how effective the audit work is conducted. It means, the more
the fraudulent schools are detected, the greater the audited information as well as audit
serviced are priced.
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Abstract

In this paper, we first survey the relative literatures to find the financial
indicators. And then we use the methods of DEA-DA -~ neural network and
logistic regression by the financial indicators to establish the prediction models of
financial distress. In the main results, we discover that the hit rates of these three
models are at least 80%. Furthermore, the sensitivity is 33.3% and the
specificity is 100% for the logistic regression model. The sensitivity is more than
60% and the specificity are more than 60% and the specificity are more than 85%

for the DEA-DA and neural network models.

Keywords : Financial distress; Prediction model; DEA-DA; Logistic regression;

Neural network.
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The Effects of CEO Pay-Performance Sensitivity on
Voluntary Disclosures
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Abstract

The purpose of the study is to investigate the effects of CEO pay-performance
sensitivity (PPS) on the company’s voluntary disclosures. Executive salaries and operating
performances of the companies were first computed to derive the PPS of the CEO. The
voluntary disclosure items on the company’s annual reports were divided into five
categories and the content analysis method was then conducted to measure the level of the
company’s disclosure. In addition, the effects of the voluntary financial forecasts on the
company’s stock price were measured to determine the information contents of the
voluntary financial forecasts. The empirical results indicate that companies with high PPS
have a higher level of voluntary disclosure as well as higher information contents of the
voluntary financial forecasts.

Keywords : Pay-Performance Sensitivity ~ Voluntary Disclosure ~ Voluntary Financial
Forecasts ~ Information Content

58



e afinmE 59

3 B

1997 & I " &£ g b £ ~2001 & % ® % F(Enron) = & B pLE 2 2004 & 4
ﬂﬁ&“‘ﬁ?é{iﬁ’ﬁaﬁg‘m&@EAEmW X F AR R
Ho Gt HRAEZP > B 2 CRAP D ’*W““ ToAFaPFTAY
HEZAPBEEF > ARFTAITFZ AT FTATEP ST AHET 22500 F
M E S dp A o

EFEDTERRIL R F2 B0 - FFEFERDAL - RAFFYH
oo P REE YR BB Sy EEs Bibrd FAEHT %i@ﬂ
Ao e R (IR IB 2L (agency theory) 2o B4 o RIRIR A4 R 1960 & 0 g
BB A S b e A B R X 3 4 (principal) £ 32 4 (agent)
ZREPRFEROFIE . A A AN A LD i B ﬁ*”\ﬂm%‘i“ﬂ&
GEESWIRIS G IE-S - TRTEAEIE S S PN IE T RS ol I TR 2
g”iiiig#&-é ﬁ/ﬂ}l]*%_*”i?'j’éiﬁ - R LA I = ,s&ﬂ)—i ) 'ﬂrﬁ <8
;,%ﬁ”@‘a’} ST R e F o B0 PR MBS PR e f%h‘j(’ CIRCH - o T Pk
;W4§ €/ IEFF NEAF TSGR L € '?Eﬁw#ﬂig
"AZ G5 MAEFRAEE? §XIELERT -

71% ““J

RIS e gy SR B GO  FRR LAY S0l 5 Y L
1 Hir » Carpenter and Sanders (2002) 4 3% B F# 530 X SRV 22 i L 4
—mﬁ FROKEE o P gk G Toe BB o B e (2004) R
p%mﬁw¢ TR B > 1R S eIl ERN g DA 2 B > R RIR

‘\\

ya@caw@~

I

-¥ﬁﬁ@m% ﬂ&’ﬁiiﬁP%“WAm%wﬂéHVMﬂAﬁw%
A liﬁéé_i,}rﬁ%m*{% » H 3 g gl &I A ngz»L:",Zﬂ’} 0 A F ey
’ﬁéiﬁﬁ*;Fi’ﬁﬁﬁﬁi%ﬁ&@$*ﬁw’Wﬁﬁ%“ﬁﬂ@

EEGD P\?"I%;?'v‘vy ﬁ/é"é%\"’;g\‘f"[_{;’fﬁ”‘ it 7 ’fﬂ o d '6"@/};&—’\ ; P'\SP‘ rg]”b “‘Iﬁ' ;ﬁ-

-k e b F e F a2 BFE

i
_ﬂd
s
b
H N
(w
Eg

= ’ﬁ B i%o r{d\ﬁﬂ’* V- B R IR %ﬁmé_‘i;ﬁ
B & (pay-performance sensitivity, PPS) & & & [ B k2 3533 > 434 PPS 23
EHOP B ATILT G AR 2 AT IR R F TP S A 2 B

e S I
H

o

TR R AARGE 0 2 2P A B F 0 PG MR 2 A

<,

MNomoP@EEaRMEFGFARLEEF S BP O fEFFTADEP
BoOBERFAHL2TE L AEFE R MR REARANFE T L L TR
Fiw%m?ﬁ°%’2ﬂﬁﬁ7*’?ﬁﬁﬁﬁm LR RN
FlHhBE2Z F 7 RS P F 2 My ?Wéﬁ% FARTR
fWFOMNmMmemmwwrmm@ moE IRy B R EARIER 0 { WAL
B OHARL G T T g@#*Amm%%W%* P LA R T
A BB FIPt AT S F RIS A2 PPS ehg M £ F & 2P B

TG AR G M oo



60 Journal of Accounting and Corporate Governance

A A PR R ﬁfugagg FE A M i O P AT R
PATRTER] (A ARTER) > 22 p RS b AT R end 8 % - m 2 p g v en
Sk RPBRAREH **‘mix PR RS R EEpREERE R 0 d
EEBBE R BP & %%ﬁsﬁﬁmﬁﬁMﬁﬁaﬁ@ﬂ£%Wﬁ%ko&
F R BRI LT 0 2R BRSO KT L R iR £ B R
FRPLEBFFAREFTAHIBORRARK » RAFPLEFT PR 77«%??“
BloT¥m 3 o - FRF AP 25%:NH 2F > € pFFREY ABFTF
TR Wi AT RARTFRIDEE L g - EF A BT R
3 X0 enp FRiE F AR R (Pownall et al. 1993) - F BRI o d 3HE £ 2 A
o NP EIEY RN F O AR R RS R AR
PEPRP EEOMBT N GERRR N Y AR f R
ARIER] 0 T ST PR R EAIER Y FRE (F 22 2000) -

O F BIFSIEA EE R Lﬁgﬁ EEEYHITLF M B
’&¢s$ﬁ&’z BRI BT N 2R s £
(2003)"}5?&5 Feig@ A PPS &g 1§ Rik(T ﬁ’fﬁ W oo BT R
%wMWpraﬁ’wWA4ga%%Lw@&ma'r;%?w’@“—
Stk g gAY B4R 0 1Y é\-jj‘* T AN B RF m%—ﬁ R @mop T IR
AE NP ABRELEHTAZIFAR "Fﬂ‘mp AR ST I J'ZEI d ﬁ%;ﬁ;‘%
NP e L TR O F TN o F]pL 0 B PR EIE A PPS 2 3
[ Mf”) TR AEF D EETRARE L T g RE T R
Eijj}?ﬁ,ﬂmﬁ"; I% B o ﬂ\lﬁi A B P e T ANEF S FIFEEA PPS2 3

= ’E‘ﬂ\-'_;fxp 6 "EFFERFEBAF~ 0 7
%%’%i{.v‘zzwﬁgﬁﬁv%;\ﬁxﬂw 25 & AN F
I EC A PR S S LR T
R AP ) - H
1932) - Jensen and Meckling (1976) #- 1@ RE a7 & 5 7 — fogv - =10 b 2
AT APt FIELY - NI A A NN N A AT TR T
{7 5 0 L“Fé“b'“rré’ﬁ R MR AEETF RESFRERAHZT > 2 F

FhAEASCTOARAL s TRIEHE B P E 22 AN TARURAMERE
] 3;%51@%

-
W

1L



g afinm 6l

Jensen and Meckling (1976) 25 A E ¥ 25 A JIE FRXR DRI A R
e t(DEROERY AT BESFRAREDEIRT > 2P DN Y A
Ad RN BoRES GIAR '?‘?’ TR TR FRAFEFL Y
3%’&ﬁﬁ&ﬁﬁﬁﬁﬁﬁm’#ﬁﬁﬂ$%&émﬁi@&iﬁ%’fa

T D P R (X R T AR BIER A RS AT ALF 0
AR Ad TRk K E #&E‘* P EFTVERPFRS pEIJIEOET D R R
Jilluﬁﬁ‘é‘lt‘ﬁ CEIN SRS 9 S Ul RN Z,“" THRE TR EEF REDE
BA - L 25y %z’ i% - (3)F Hﬁ- GRAREEY FEFE DR

o é"%'u g math B %R ab % iﬁ/zi P FE R R L Y
AR ERBELFEN I G f FTHE M PR E (Myers and Majluf
1984) c Q) F B E 244l F2F A ;ﬁd BREarEEOT £ 7%
AT 5 0 B0 P bR R e B E S g;o;ga HIE R
B0 REMOTME A R BT TR AR > RE B2 REF
<AE -

POfRANIERE FLAMAEERAF 2 JIFEFR ST REZ- 2
%@ﬁ’?’*’“%"ﬁ v EPIGIR R B B e Rp PHIER L kR
FRFRAM GRS L2 2P B PR BT O T AL A
IR BB P - ko & (Watts and Zimmerman 1978) > @ ¥ 5 & 3
A 443 #) (incentive) 2 32 4 g % (outcome) B (T § b g 0 TR
RIE A g Im A 2 @] F R 0 T F] R Y NIRRT L T A ehi
= A& (Holmstorm 1979; Fama and Jensen 1983) - vgkt B T ’\?%‘Iﬂ—lié
S HEZPFE o AEL G rg"*’i“{#pﬁ;J 2 r?fﬁ"%’ﬁi#pﬁ;J 3 R EE o
3+ ﬁi*qﬁfﬂz FHFSTMBRLATTE N2 I EHPIEEN
’ #&Fﬁﬁ?ﬂ’&‘? m““ %y{’mﬁi}%"i”’»#p’fﬂm’«k”/\‘ R SRR
Sk Bk K A5 mfmﬂ R A ig”"*f”ﬁ

T

N

_,,

= Y |

_r » F o R R PR PP A RES A o A IRE SRS T Y
LR RAlE P .%’ B e & J54% (Coughlan and Schmldt 1985) -

|

WATEA R AR NIL A T 5 0 STIL A TE A G4 2 vk %m’z
S
¥

FIIUTE S e IR A DA RF Flo vkt g 17 Rﬁm‘**dﬂﬂ et e
BRIy o FPUEOR Tho B Sk < R AT A ﬂ NN A (Lambert
and Larcker 1987; Murphy 1999; i 4 = % 2002 ; %EK*’? | a3k 2003 ;5 % %
222 3 & 2005 ; T 2006) -
S PREBETRBR

FAOPIHA U ZVFEL T A& LAEEEP BT IR
& ’_%gféjﬁz 7P AR IR K AR TR B e 11 BT A ahf e B A
ﬂ’?&iﬁ ?Im’é.}i’i 2 ?m?’?’zcl‘lﬂfg’%f-r’\/\ﬂk'l E;P(/R:P‘EF 3;{?{4],
IF ?r’f% FRF AP RBEE D FERPMZ EANL ) P2 T thE R



62 Journal of Accounting and Corporate Governance

FeanF o EREE BEFHE) L F EEFRG L (Spence 1974;
Verrecchia 1983) - d = /*Jcr‘ TiFpe B %‘54\ 7 *g TE BB RRE R R
7] (1) B iEER (S|gnaI|ng hypothesis) : 3% 5 R P R IRTER
{ﬁJ®¢¢$1%?ﬂ*%E<W’ﬁ%?ﬂéﬁﬁﬁ TR R % IR
e A EFEAKRDEF TR EG A7 F (Penman 1980; Trueman
1986) ; (2)#F ¥ 4 & B (expectation adjustment hypothesis) : & I § & 4+ %
WA TR A T A GRIE R 0 B RIhE PARTERI T > L I M IRA 17 IER]
REFE2ZEFH ELE I EFAR - R (Ajinkya and Gift 1984) - 7 iE
Ruland et al. (1990) A4 3R > 3§ & Mw Fgel e $5FF R0 > @ 24
R E o (3)i2 = iz si (litigation hypothesis) @ 33 5 2 AR 85 TiATRE
T’?Eﬂ-l’évg #gﬂg;%?’]‘ﬂ';'p%"“'«kl——v._’%)\A%"@mé"ﬂ‘w’?fmg

g FEEE WA ATE RESS A B F BB L & (Skinner
1%®oﬂw,k?gwg Py L g WROLE TR RFIRE R T
EHIAH H)»? AR L FRIRFIIFRFTAH TR F A
L S AE S A B BERD P R T o () AP AR
(mitigating agency hypothesis) : & 12§ & ¥ %‘gr} B G p T AREE
PR D N TR R RE F R M N IR A o
= 3B

SERRERA CBRLCRREAZFE TG

ez 23 FF A pflapiyE
x’%*@€%?iﬁwﬂﬁ£%%%@’%z
EIRA G UG F o R E - B *mﬁ‘” #4441 (Jensen and
Meckling 1976) o & x| R 2. T » § 2 F 5 HoARe o g K T
{8 engFrpvs 4% % o Bryan and Hwang (1997) % iﬁxg T8 g B cnEN A STATR B
BRRRE 2 RRB A RO PR AR R A S
AP R LR EFIAEF IR FLAM BN LI FAERF D
e P EE S 2% (2003) £ g FRY HOPPSEFHFEFHG L v
fd 25 o

‘fm},\
\“é
=)

\4_!7_‘ ‘\?’/J’]Eé7,\
B fwﬁﬁ—;ﬂ‘»“’ e & e
d FPIEF ol N T R

o

“ﬁﬁﬁpﬂm

oo P pR @ QF»LB/E"PI“’Lm WG P kbR AR A
w0 ¥k H A '?JE‘E 4 qﬁl ¥ i‘x KOG o en® it AT enIp Ep (Trueman
1986) > ;F}f 5 ﬁ/ IR Jb\ ¥ \f’ W oE G el o llﬁ'ﬁ B A §F

(Ajinkya and Gift 1984) Hossain et al. (1995) Pl s AL Ak B Kz
BEILE B AR BTG B 30 RIL A § A R R S T
Mo A IMADTEEFREAES A D FIRY H g M IER
BEENE T SIS ARG N bR AT TR - T
FRMIBDOTI . § DI R o FP e e RE g R
WG FARIER HRE v E 5033l g fém? y 1) Bb \"J#\j\m;%?



grEapinm 63

Bo(Z %4 1991) 0 @ 2 F 2P B A 2 BRI ATAR B E > B
gﬁﬁzmﬁvwmm; Bl (% 17X 2000 ; 3635 4 % 2007) -

Meek et al. (1995) #-p B 4b @ » 5 R T AHE - ML TAHE 2
PEMAIAM TG T AR 2 0 K kg 0 SR F IR TR
PRB P EEEAEN RSP EREETASBRARSL S %?—s‘x
FoFirth (1979) RIFR 2 RHE 3 o308 27 p R ThE 5 B o
RS R B U RN B R
EBRFERS D BERERDTALLT A 0 B0 EFE N OE I H oL
FALR TR SN 2 e i R R 2P i
FTHLRFTAPF 2 AT LRSS FAEIEA mi’ﬁ‘d» Aoos TR P B
7F &« A& (Choi 1973; Jensen and Meckling 1976; Botosan 1997; Sengupta
1998) -

AP AFTIREBIEERE A DF LR S (N IR S 3
ﬁq;}-fvﬁ,‘uﬁﬁﬁ:l,i’ ’bzfﬂ&PP B 2o o TR MRS A,y gAY
B Pk IW A 2 g,rrﬁwb% i*zﬁ*ﬁ 3 B SN S L"ﬁﬁgl’ﬁrﬁ' B EAR IR o R
p';%-ﬁ ”?}Iﬂ'ﬁ&m mF' 2 oo F]RL ﬂiﬁﬂ’iii‘_"_lﬁjgéﬁ,— 4T

m:sw@-&%m*mwﬁaﬁs’ﬂ&ﬁé@ﬁ#a%aiﬁ&ﬁso

—m g o By R TH T hp BRE F ARIER

LARRIZ B E A 2P p R RIER %i%ﬁ&“4w%%\’ﬂ
P E PN B *ﬁ*“éﬁﬁfﬁw“% RHETE A T 0 2ARTRIR
FHhoFLEFMGF M0 L3 BT ARG F - (Lev 1989) -
Ball and Brown (1968) 14 @45 & 8100 B SR PUiE 587 7 0 8 IR F AR R -
F2ZIAERBFOEARBEAERMLIE K2 E ] ﬁﬂ#ﬁﬂﬁaé’%ﬁ%ﬁ
BIE 3 I ik oBeaver (1968) AL E B2 2 E ERE KRR ERFHT
MNETLF FAPE SEFREFLFFE I AR ALLHFM2Z %ﬂﬁu
WEREE Fﬁ%ﬁ?fg"‘f‘li”’%m’ BT FAIERE G TP LA Patell
(1976) ~+ #R2APFRF A ®FH A FEMBFROF L HFE - RER
g Lo AR Bom A AR MIEERI R E xR Lo 2 F
DEMFEHFOFR ZGEPEF D EELFAFRT AW Y 6 FAT
EAE TR A AR .,.I%fé,F’?px'vY‘z\ﬁ A 3P P B Fﬁ“\:ﬁbp\‘]\i”# %ﬁ,"ﬁ?
R % A 4 (Nichols and Tsay 1979 ) -

EAPN
S AX

lﬁ
5
-rxJ iﬁ’g_
“B;_a
3
-l
\—
i flﬂ

%w

A ”hﬁ"} FEPATE M 0 A AT A LT HrE 4 2 ok

B adF @A ,%vhg} o Tt > T AT p AR 7P A TR R b%wx%j.lla‘-nﬁj_}im
w%,xﬁﬁs%ﬁ.n¢ﬁmwm’vu8#%ﬁm%%xw e
il AR NP AT 2 FAHKT A LR P A ;I*wl«z\ T

P\ ‘;‘I,A,ﬁ:g o



64 Journal of Accounting and Corporate Governance

" RER %f BRI PAARTR R TR ik T R
(1997)*}5& FILE b 1B F PR TR R T 2R »}; flaP g 4 o
#o i&j——@:m%zzﬂa&]k“ﬂ HAp R o ¥ g 4 HIRd IR X ARG
2 PATAIER B G 2 e TR L Brr > A T RB U R B e
ﬁﬂ@%*iﬁ%’@ﬁ@ﬂ‘ﬁ%%mm%ﬁmﬂﬁﬂsg%}5&%&w
@ﬁﬁﬁﬂMﬁTQWQﬂﬁ*éfﬂﬁ %%ﬁmﬁ%ﬁm?ﬂ@é%wé

X5 IR E L TR

LN'\J (d‘;“) \u&

ﬁ,ﬁﬂ@&%ﬁmén,ﬁ% %mLaF%“%ﬂ 20 B AR
BB EAG L B Sy ¢m§@;@ § ) ﬂ“% i TP AL

FARIERIF R € JL;an B BB IR AR -

SRR RARTER > A€ BT A F
xﬁw@ﬁﬁﬁo;Aﬂﬁmg@w“%wfmﬁw ”iﬂﬁfﬂ?
.

7 enig Hp 1y ,E,,,"“’_\?'_EﬁFI%mbk’ﬁ"ﬁl%mm}‘ﬂ’EJ'E»' 25 i

T 42 G
iR 2 ¢ i QEZ#;% - Watts and Zimmerman (1986) F,u:a [ERRELELA= g
g{—r,gﬂg}%{iﬁﬁ 20 Bl 5 T A R d 2L E B eL
PFABPRELGTE o AN LF G ORET o FIRE A Q#ﬁtf@rj\ :i—kif@s%*w g
BIREFF FALET A P ERERR: F R A ¢TI AR
PR @ PG R P Fld A R FARIEPIDT P o
GNP EIRY BT P AEERITRIDLE D TR ST ARERY
At S B AR o TR AL ERAEXAEFT LA o AFT G HF
WEFFIRRRL DT > TR IRG B g IR 0 P F P T
deehi g MELF A (I F AT NI RERE LT P FDAHL L o 7

o F NP HEEY BENPPSARB R A AE BT B PAIFR T L R o
FRARBTH 2 ﬁgm JEC SN Nt S PN koo F]p o AT BEE S e

H2 @ B e IR A B g rnace RARS » 2 g BRI TN iRdxg o

A2 TR LA

AT ERE S b’“r bR 2P LA BAH T L 2000 £ 3
2004 & > A FTALB- A 5 @5 AGTaE (Taiwan Economic Journal , #§ 4 TEJ) F
FEZ L NP2 E4F ﬁiﬁmﬁﬁ%f m%$ﬁ%ﬁ?%&42p’%ﬁ
FiRe s AR BEEEAZ D (2 |JK$¢;(\*§":;]\EI};FI&P\ FALE
FRAERESEH A AL RN 27 QIR ARHEHIL DT
(415> 2000 £ 3 2004 & p > RTEF 227 @%%Mﬁp%%%
Bofs o (6) Bk B PF o $R A N TR 42000 £ 3 2004 & poo 2

A ERRY ST PRI RIL 2P

!

.
’

2%

ﬂu
ﬁm%

o



gy 65

s BT E
L EFpRETABERRL B 7R

AP ET TN % a49:% ) (contentanalysis) k#F® + 7 &7 #3R 2 p R
Mih %42 & o Abbott and Monsen (1979)3% 5 p % A4 472 2— fau f Tl
T P RAREITTREE TR RE > ED T s e Fl > AR
%% Botosan (1997) 250 % (2004) it G s N 0 BEHEN T R L S
r\ﬂ?) VELEFRRE CTAET A THBTR T E R RS
LY BT %é\gﬁm ) ,t:i&\a THBOE P RS R A (FAoHeR- 2
Bro) RERETD 2P RENEFBP TR BB L B F 5 L2
?aﬁjﬁ:nﬁ_ﬁﬁFhﬂ%%??u;-“%’m? RGO A g s
B MR EASP MR OER > A BAR T R EARBAARARG o

Botosan (1997) ini k- FABMBIE R > ok EkE L T PIE TR
B o F ﬁ\p’“w:}ﬁ;’# 2 A P4 T () hE LR 0 R R
IBRELR - FMBEEOS QB o P FEREARE F
#f%@@*,ﬁ%1@:@%%%&3§ﬂﬁ?%%%%19°ﬁipii

Fahg=sr o & - f&j&@:ﬁp&%g—ﬁ?gg3/ﬂ D BA KBS 04 (Thib
ﬂ%.:!z
BE) e

BRI P AR IR 2 TR ik
AREFEp TE) FALEZ b3 o7 ATERIFTA 2 TE 22
(event study) = % i ¥ = & p‘”‘; Gk BARR > T PR IR R D
?g%p\;‘&o;&‘ﬁi_iuf ~Fp o FFARAETE SR AE T REE
ko kR EEEHILY PR %i&wﬁui tEApmETRIE D (%
g;15,ﬁ,;5)ﬁ EpH o AT pa s 7T BLEp2Zwn100 B
LEP L BTEH B il ,:k, EREEYGPNE - P BEAR
FE2IFDPEPSF > FEN PR LINEFERE AL TR
(abnormal return, AR) ;- /A ¥ EFr 332k (2000) i AE BT ET 0 ok
NP AR L TN R PR R LT A £ RN
x% By SN )2 WS ﬁiﬁ;zixf’“r@g\m:kfgg,ﬂ AP gxézﬂ”’“l%_fﬁ%o
L’%%%ji%ﬁﬁ&ﬁ;%J R ALA BIEAEE (T ngS
41*/}4 LAY LA L B AT KE > A 2T EERD ?W'&% o AT LR
TP o ¥ LI%”T% 7@57”%'—?3 FIp oo A ii#&-ﬁj&&l}ﬁ PPS £ i1 PPS
B Fatie o 225 2 Ajinky and Gift (1984) #t#& dienE 528 L2 » (v 5 B A
o LR gtk FRFAZ At Y S S e
MFE = (AE-ME) / AE

MFE © 8324 b 2ARTERGEL &

4;
>
ot

/ =
%
;)



66 Journal of Accounting and Corporate Governance

$MFE 52 dcpb > R A5 2P 324 4 %m%dw,ﬁ7’?mmﬁé

@:Bi" PlZ&ZZFGRGL -G HATL AFEFTEPATHRY 2 LT
AT (1) F2p :z?%ﬁrwz%a’ugxwziﬁﬁ;ﬁﬁaﬁ%
ﬁwﬁéiﬁa’¥$9%%#$ﬁﬂ’m&éiﬁﬂﬁ” e R A

- BREPLFREZPD () FRY RFEFLpAREETR o1
TEpRTBEIEPEEED L @'ﬁﬂ’ékiﬁ?49§%#ﬁ15%
AP GARTHATEPR (3 REP I NFEPHETRIL P 2T
100 25 p 2Rt * NHEREGHRAD AL T EREL T OFHF
ﬁjul "_‘%\ o
T Wi
i t; 3 1 7
IR A e

t: NEApFR
Wit & i@ TE2g iR > Wi=t-t3+1
Tt A& iad T3y | e R > Ti=t-t1+1

AF 7 T 3o E: (mean-adjusted returns model) A AR R R A
ggi, P P 3 E AR (2000) 'ii}:‘l 4..1&1‘1@%?: B L E "pi/z AT R s @ P A
HAE AFPUS P IR E AR T g B G RR L c B3R o

%T.
12
E(fziE):(llTi);Rit . Eew
1
iR
t: oA pERE
E:f2FEHhani-H (R ~F&?) EEW
W;: ki@ TEed | sk R > Wi=t,-t3+1
Tit & iad TR, iR Ti=t- 1+l
Ri: A& i alGardp  tipz gy

ERg): A& i A T2 | F-HEZFFHEpF



gPEafinmE 67

BASFP R E YR R PR LR R DT
B BB o e

AR = Rie - E(Ri), E e W

ARE : Zi2PaT 2 Edz B ¥4Frm

RE : 3 i0fPatey Edhz Frupm

E(Re) : 5027 A4 E8 EP2 ghipp

AR%?@%&%%N?P?iﬁ’m%ﬁﬁﬂ’#égiﬂﬂwikm
FHGITELEETRTEZ BT RREFRE AR VR 2 T
B P E NERE AT SR ﬁ; 3*12 f¥ (average abnormal return, AAR) » i% i

LIt A THEMFFEFEHBR TG RN RE AR
i&ﬂﬁﬁ@ﬁimlbﬂﬁﬁmaﬂ)%%T:

AARE—(Z ARE)/ N,EeW

ARR: © % 6% 8 W o - B E> #rt) 298 F PSS 02
PR TR F AR F o

AARIE ! % i 7@ > AT EH WP > Z - FzHEHDHRE ¥ S -

T L TELAEI R LR ARE R P T FFE T g AL R

PR AT R EREANL R ¥ (cumulative average abnormal
return, CAR ) » B f23% R ¥ P ACE B A IR A & > H R E S e

.T .

U 2 N U2
CAR(Ul,Uz):Z(ARE):[Z H(1+ARiE)]/N,[U1,U2]gW
E=T1 i=1 E=U1
CARULU?) @ £ 7/ F 28 UL 3] U2 2 R+ T30 ¥4 > L 27 2 %
Ul 3| U2z T358 §4RF"4p e o

e

23
poF o
5
pos
U-\

FE b BREERA hEpRe 5B ﬁﬂ;ﬂ,ﬁ'iﬁéiﬁﬁ v B e
ﬁ ""f (EIL ‘E ._"'_‘f Eﬁag ks ‘? )‘ ’-‘i-r?&;»%ﬁ ﬁa‘d‘%
FoAFTRFHERATBEIREFFRLLIFTEEE
J55g5e % 4 ¥ 245 Abowd (1990) * #7108 £ 2 % (2003) %
PS (A BRI i RUR UL LS 2P R 1 Y
37 (;ﬁ_ﬁw‘jﬁ EF‘!’ P BEESFLY S AE) 2 0P EREN Y
sc (ROA)» i Br 5%%ﬁ42%¢ﬁmrﬁﬁ\‘$w ELRVEREY ¥ = TS
#ROA T35 2 FHKEAFM? k2 ROA P RHIEFTH  EFLERAAL

[
M

El

\‘a ’ 1$
>~ ﬁg\ $

D"+

* Sk C"*‘ (™
O R
1>

0N +“\ =~ T



68 Journal of Accounting and Corporate Governance

B FR o P FPT 04 ROA F0dc 0 5 ¥ F R T 2 M A SR i
2 ROA ¥ > RIMZ2 @75 8 PPSHE S F 2 » 3 F F ot 284
Fip T ok s ROA L 3ofc > Rl 2 771 5 iPPS H i @ FH A2 92
ROA T iaig 4+ (%) 2484 & ROA ¥ =@ ¥ ¥ T todc |+ (2 3) 2
M AFpY 8o P72 P PPSE T2 9% 2d7 - AF T2 HRA®A R
Bihok 1

21 AR ARE

R W o i R i S %

e
T

. 1.ROA *i2iE > fiitk » 2 ROA ¥ =¥k )
®PPS L 176 E TR
2ET 0B > BRI A2 Fp Y ik

1.ROA T35 > & < FHik 42 ROA ¢ i -t- ¢
¢ PPS ~ , . 230
25T iaE > & < A FHpY mic (% 50 » 7 3)

) 1ROA T35 < FRiH 42 ROA ¥ =ik )
“PPS L 176 R TN
QEMITI0E < FERIR Az FY ik

2R
- kA2 AELF
AR Egp A GRS  EHPIEA R ERFL A B H BT 58
FLB AP LA HR A BAZAELS TR 204 A 2T HFRENT
S E) TR A 45.02% 0 A BB E R L% 20 f ik 7.56% 0 &

7
)
44 o

N

¥z
ER:

T

3
&
A



;J_ % IO J5I2 69
%22 AT HRAEEL HR
AEY A F Rk T A i AR A

11 KR 8 7 1.20
12 § 5% 21 19 3.26
13 ) 1 22 20 3.44
14 B O & 50 44 7.56
15 TR 35 35 6.01
16 TETH 14 14 2.40
17 -1 34 31 5.33
18 BB 7 6 1.03
19 B A 7 7 1.20
20 A 4R 24 24 412
21 B ¥ 9 9 1.55
22 P 5 4 0.69
23 T+E 300 262 45.02
25 Y ¥ 33 28 4.81
26 & g 17 17 2.92
27 Bk 6 6 1.03
28 ARG ES ¥ 45 -- --
29 TRhE 11 10 1.72
98 FEE 1 1 0.17
99 Ho ¥ 48 38 6.53

&2t 697 582 100

S BRI AR ok fd Bt

23 L RERUTFAZEASD RS E2 At od 237 F

BB P ‘Iﬂ’&rﬂ-&li”’?’rﬁ’”’ ) 2004&5\&5 » LiaX i 2358 H = om

2000 # 3 2004 = fF > B 532

2. & T IDFE ] B2

7

e

B E o< B A W 5 2000

E®¥ O 56 HF <z 2001 # r,égh 41,174.51 ¥ = o
% 3 BREEIEAFM2LREIG-RERYTEA B+
Foz Fze
£R T #RL 0 Yl B E R
PR 3 = K
2000 2,033 2244 1482 56 27,978 960 2,345
2001 1,847 3,026 1,194 72 41,175 693 1,976
2002 2,273 2,782 1641 98 39,046 1,107 2,481
2003 2,222 2438 1631 103 22,940 1,066 2,559
2004 2358 239 1854 90 36,183 1,215 2,819
45 RAFUTALBIFEEAFPZAEERIE I L AT FRA

R L

FEEOTIREMES > £ 309 F~ > HA G 8 ¥ 3,031



70 Journal of Accounting and Corporate Governance

HAZz §3F %2838 F~ cm BIESIEATERBE L F ;t;ﬁmzr&%g, ]G
%g%ljgl’ﬁ@ﬁﬁ§ﬁw43%69%’§Lk1m*4”ﬂrﬁ%24%0ﬁ
Ao gl BRI N R PR ESILE 23T F A LY 249 F R o
4 BIAERAFMLHATNR-REFESRL ==
w L v " R - N
¥ FoE REL YN RPE BB T T
ki 1,359 779 1,248 488 2,796 841 1,948
&5 1,520 1,049 1,191 463 4,426 932 1,705
9 1,320 809 1,039 380 3,354 712 1,894
3 1,154 683 1,020 237 3,821 695 1,348
T 179 1,153 1,454 249 5,464 1,068 2,275
T® 1590 1,009 1,143 657 4,190 800 2,056
v® 1575 841 1,423 432 3,668 1,047 1,654
BT 1,474 574 1,437 888 2,423 982 1,676
BHA 1,306 773 1,013 441 2,655 655 1,904
4 1528 1284 1,127 456 5,951 800 1,654
B33 1,641 863 1,630 715 3,700 1,169 1,739
#3031 680 2976 2,258 3912 2,583 3,478
T+ 2838 2946 1,968 446 24,390 1,398 3,179
Y= 3,006 8343 1,340 772 43,886 1,142 1,780
gy 1898 1286 1479 392 4,792 852 3,147
kgl 1,055 418 969 604 1,619 712 1,458
R 2272 1513 2,268 552 5,555 796 2,931
& 1,288 - 1,288 1,288 1,288 1,288 1,288
#4181 1,233 1,49 423 6,064 1,095 2,280

25 FRERUWFAZFTAFPIAENRI d A5 FEREKADFT
o2 2001 E R A F 2 S Hx JF Rt p 2002 & £ 2004 & >

R A ¥ “f_'g Frrr R D od A ORTFHFRATD A X ﬁ\gﬁzﬁm.ﬂzl
BB ETTIS% BB AFEATE ST 2 5 6.24% 6.00%-
25 RADCPFTAHFHFLAER-RERYELS i~ :%
EHR A S
, T ym oot ¥ . o P
= B TEE RRL T R = [halb ;S AN :'d
2000 6.40 9.22 4.68 -82.69 67.06 1.52 9.66
2001 4.85 9.03 3.66 -129.58 78.98 0.98 8.16
2002 5.60 8.21 4.16 -44.39 6941 1.29 8.79
2003 5.86 8.14 431 -53.15  76.60 1.34 9.28

2004 6.41 8.84 4.95 -714.12  92.17 1.85 10.20




pEaPinm 71
26 BAOPFAFMI L MR- A ENTA H = 0%
AE Tiof EEL Y el B E BAE j;g{ j‘;;g{
KR 2.34 0.85 2.33 1.17 3.89 1.73 2.67
a5 351 2.63 2.89 -0.22 8.91 1.73 5.21
gy 4.17 2.78 3.21 0.68 9.14 1.68 7.00
*% 2.88 3.20 2.66 -2.84 12.07 0.84 4.07
T 5.75 4.36 5.38 -2.15 19.97 2.46 8.33
T B 2.32 1.95 2.62 -1.12 5.26 0.75 351
L& 5.40 4.49 474 1.18 19.02 2.55 8.53
) L 1.34 4.04 1.33 -2.90 8.26 -2.47 2.53
3 A 2.62 2.89 4.10 -1.15 5.31 -0.87 5.05
4 48 6.00 3.28 4.99 0.69 12.04 3.12 6.74
BB 4.35 2.38 3.67 1.16 8.97 3.02 5.60
R, 7.15 2.32 7.81 3.83 9.16 5.71 8.59
il 3.64 63.98 6.90 -4.34 43.52 3.97 9.96
% 3E 0.66 1.96 0.59 -3.97 4.77 -0.30 1.56
@‘?ﬁ?%] 4.66 4.26 4.01 4.30 12.52 2.49 6.41
5 ) 3.98 4.17 2.50 0.93 12.26 1.87 3.87
B E 4.16 3.62 3.38 -1.26 11.34 191 6.51
w & 6.24 -- 6.78 -1.48 22.03 3.65 10.46
H -1.41 5.42 -1.41 -1.42 -1.41 -1.41 -1.41

S EFRFRTRBE L AR PR AT

AT RSP RRBE R A B
BB ARRTS AT i fAFERTAHETS I

HhE>w o=

5%:"1 % 1 AN 2

N\
)

7 =

+
q~

CETR|IRB TP R TR

VAGE- SRRl - 5 NP
AITET ARG Y > BT B FhF o £ 4685 %o @ wpAsET A

PEFREFETERERN ) R

PMIRFERINT I > i BB A RFEEMAT ST s A T
AEFRE MG LS Feodfd o AT n T kg F Wy 4211% -

% 7 ’fi‘zﬂ\é\\ﬁ.ﬁéﬁ%gﬁ;}&%gm.g

mmE 0 Tok Ed ¢k Rl B AR SRR

rrEn 900 560 395 400 100 700  30.08

FeseEs 600 338 007 200 100 400  39.00

TEF A 2700 1765 339 1700 000 2300  46.85

MR 1800 759 265 700 300 1500  42.11

BT

[ 1200 571 162 400 100 1000  39.25
s 7200 3070 9.66 3300 600 5600  4L75




72 Journal of Accounting and Corporate Governance

28 RAFHAZFTNHBITAAENRI D L 8FHFR
NGB TL P > T FELH:ET]3684 » 553 a3 ',%
#E btsr;‘rp:vmbr!,ag;&i kerdd o H R T oGy A5 AT
AELEUTFE IR S d""f’?’iﬁamiﬁf"l ’ p?fg BLEE
%mmﬁmmx@’amiéﬂﬁﬁﬂé ﬁg%ﬁﬁ“Qﬁﬁé'

BoMBRTAHLF *n»’uﬂ%ﬁiﬁi HF & o
8 RAEFALFTAIMBITA A

A¥ 2P FUEF FE M FEAR o A
ol FR O RE FA TR HmesH s

KR 3.01 2.67 13.83 8.51 4.65 32.67
8 & 3.04 2.40 12.13 7.96 4.04 29.57
R 3.95 3.45 13.27 7.24 5.65 33.56
f%‘« 2.14 2.11 12.83 8.39 5.36 30.83
T 305 186 1457 831 5.30 33.09
TR 3.75 2.39 11.67 6.74 3.80 28.35
5 3.11 2.10 13.06 8.21 541 31.89
wI 2.85 1.80 12.20 6.83 5.25 28.93
#4410 240 1463 4.82 4.93 30.88
o 48 2.64 2.33 13.93 8.09 5.49 32.48
W% 3.13 2.16 12.94 4.65 5.05 27.93
e 3.24 2.41 14.30 6.89 5.45 32.29
$3 459 313 1497  9.30 4.85 36.84
¥ 1.10 1.66 10.63 13.28 4,78 31.45
S i} 2.51 2.44 13.31 7.81 4.76 30.83
L 2.64 2.06 9.17 6.36 4.71 24.94
Bk 0.30 2.42 10.50 8.50 3.54 25.26
A@ 096 240 968 565 3.81 22,50

T BRREEAFMENRREREEF LT ABERLR R T

ETTH
B %PimaﬁwﬂukWS%@%ﬁiéfﬁﬁéﬁﬁ’@ut%iﬁ%;
FAPPSZ AL HA BT ABBER LIS RGBT E Ik



29 FRJ|B LS & PPS B

- INRY .|

M2 TIoktigI s

73

Fahp iy PPS 4 & T 3a i Loy t &
% PPS(n=176 32.74 1.42
R IR ¥ PPS(n=Lro) 14,645+
< PPS(n=176) 28.42 3.65
- # PPS(n=176) 2.96 0.57
xR ER 1.77
i PPS(n=176) 2.81 0.95
¢ # PPS(n=176) 2.22 0.42 6 530
ELFRRE i, PPS(n=176) 2.67 0.99 '
o # PPS(n=176) 13.37 0.72
FEF * 11,99+
i PPS(n=176) 11.29 2.19
o % PPS(n=176) 9.06 0.61
PAAE T3 12.04x**
4 PPS(n=176) 7.13 2.04
BIZ A B3 F PPS(n=176) 5.13 0.60 4 84w
21047 4 PPS(n=176) 452 1.57 '

*p<01 **p<005 **p<0.01
d & 92 tHRETEEVHER FRHHE IO tKBET2Z t 25 1464
(FOD1) S B HLIRE 2 b7 3 PPS 37 e
THRAEFERLA AR A T %m#%%FF“l%PPS\jéﬁ
/;$ DR ERAER RBELF T Y F AT GEL R 3‘ VAT
f4 TR S AP R \?ﬂ. ’j}%ﬁﬁ iﬂﬁa ?’?‘ %m&%;% ) '/iqgl“ap LR ESRREIE {4
mEeE R F & o

CRPPER A FPYTE R A R MITERIT AP B2
mnv‘w;f TR REEIEA PPS L B BB RFEEAPPS 2 ST F TR
B S FEHEEY BB RILMAIRTERIZ TP o AR R E P2
B (%5827 F ﬂﬁﬁﬁﬁ’@%?&mm332m4&m,iﬁ&
% - i B FEH A TR 2 2 7 0 3BT 1,960 £ AFRI FAL o R 15 BRI
‘f N ST =) U N - B ST ) M NTEEC B N e AR T e F - = 1
e “’? i E AR /Plra B’:‘ ARG THEA R FEARTERERDY X
FePARTERIEME o PR S T L Jo & 10 2 & 11 & 8] 5 FAIE R
FEPEWET AN TR YR LR A ERPRR

;;gé: ?m}} or 34



74 Journal of Accounting and Corporate Governance

% 10 FHE X TR ¥ Hp

o R A n= s AL
EANES | A8 4%~ n=1960 1=1091 =860
-7 -0.1001 -0.0676 -0.1402
-6 0.1293" 0.0863 0.1822
-5 0.0516 0.0025 0.1184
-4 0.0098 0.1217 -0.1280
-3 -0.0244 0.0134 -0.0710
-2 0.0296 0.0579 -0.0052
-1 -0.0004 0.1118 -0.1388
0 0.1963™ 0.5580™" -0.2503"
1 -0.2508™ -0.0020 -0.5581™
2 -0.4865™" -0.2974™ -0.7195™
3 -0.3180™ -0.3256™ -0.3086™
4 -0.3009™ -0.2421™ -0.3733™
5 -0.2635™ -0.3023™ -0.2157
6 -0.2249™ -0.3888™ -0.0227
7 -0.2047" -0.3369™ -0.0417

*p<0.1 **p<005 ***p<0.01

2011 FHHEAR R VR

EANE]] R84 A~ n=1960 1=1001 =869
-7 -0.1001 -0.0676 -0.1402
-6 0.0292 0.0187 0.0421
-5 0.0808 0.0162 0.1605
-4 0.0907 0.1379 0.0324
-3 0.0663 0.1513 -0.0386
-2 0.0959 0.2091 -0.0438
-1 0.0955 0.3209 -0.1825
0 0.2894 0.8789 -0.4385
1 0.0386 0.8770 -0.9966
2 -0.4454 0.5795 -1.7093
3 -0.7634 0.2539 -2.0179
4 -1.0643 0.0118 -2.3912
5 -1.3278 -0.2905 -2.6069
6 -1.5527 -0.6793 -2.6296
7 -1.7574 -1.0163 -2.6713

ﬂaoﬁall‘%ﬁpﬁ%fwﬁmﬂsﬁ7%’§%ﬁ$ibiﬁﬁ
4% -10.019% > DI @ApsERIE o P o H AR VIR S 28949 Bt
SR LN I %ﬁﬂ%mw’&ﬁﬂﬁ%ﬁﬁ;‘”%@_&ﬁ’ﬂmﬁ4
TR R B e A A PRTERIS 5P S T RN BRI AT
AL RN SRR ER L ML AR S Sk S
Woogd 2 L0 TER . F 2PFF R LE R FGEPR - 29 HY A



FaadicE 75

F R %me%%4@¥F@2fi%ﬁi%ﬁ@ﬁ7%w’i%ﬂﬁﬁw
PR EOKRFTATAZLEFEANRP o RATEF T HTAFFEST
< g R B #iﬁﬁ” CERAFEFHFOEP P e R R AR
TEERFAFEEPLE R EROPRFF P RKFTARETEFH
flom g B B TR L KIFED w6 XA TIOR ¥ AR RV B
THOIIABRLNME DR RENEM > - DT LT AP R
MFP R EAEP D AT p PR FT AN H TR Y} S
P BTy PR AFRRG LS BER TR HFT T BT A
iﬁﬁﬂ#ﬁwoaﬁ%ﬁﬂg %ﬁm{%ﬁi*@ﬁé,mg%Aﬂwy
A4 BE "Tr'r’ﬂ’ﬁ AP R E o YR L e A ”“‘%’;bm T Hcp ok
&@W%&mﬁ@mﬂﬁﬂﬁﬁw’ﬁPpp%mw’&¢1€¢mém£#
R RGP LAF R A ATRFE T 3P 0 QRN R R R
B :’flf‘i:‘%);?'r* SHPp N> DY RFEFaFl R ¥R o

AFFR-HEHRARLS LB PPS 2P PPS 27 > HT35R f 4pp
2R R A RpAcA 12822 130
% 12 3 PPS2 M PPS2F G LBERPALHEBT P2 T0R §4p
Ty FPPS2PEF MPPS2PH FPPSafE  MPPS 2 g

R =27 = N = 5 N (I ) MR
n=457 n= 287 n=274 n=314
-7 0.0283 -0.1228 -0.1402 0.1689
-6 0.1182 -0.0705 0.1822 0.0985
-5 0.0277 0.0715 0.1184 -0.0768
-4 0.1485 0.0766 -0.1280 -0.1937
-3 0.0303 0.0093 -0.0710 -0.1120
-2 0.1335 0.2100 -0.0052 0.3352
-1 0.0236 0.0806 -0.1388 -0.0002
0 0.3996™ 0.6298™ -0.2503" 0.0514
1 -0.1444 0.0543 -0.5581™" -0.3047
2 -0.4318™ -0.4852™ -0.7195™ -0.3500

3 -0.3627" -0.6918™ -0.3086™ -0.5582""
4 -0.5096™" -0.0188 -0.3733™ -0.2822
5 -0.3968™ -0.1902 -0.2157" -0.1094
6 -0.4617" -0.4309" -0.0227 0.2592
7 -0.2130 -0.3888" -0.0417 0.0548

*P<0.1 **P<0.05 ***P<0.01

d 2 12VER ATEPEN2TIH 6% > AHPPS2 B K> HIs
BRHSRPY X Sl f B P ETREF 7]\—?‘ P 4137 M E R PPS &P
FHEy L pEEp s 7 pAIF R iaﬁﬂm%%ﬁﬂﬁﬁwo
B ﬁﬁp%“”%ﬁ%ﬁiﬁ’pip BT RASHE R R G 8845%
4~F$#§W’””**P%\‘$ﬂﬁ7ﬂpﬂﬁﬁw AR P AT
PR AP Y 2122 2 13T FERF PPS 28w FH L w3 o



76 Journal of Accounting and Corporate Governance

?Pﬂﬁﬁémﬁélﬂﬁiﬁﬁ’”’“%fﬁ JE2pss 7x 2 EpmlxBgid
FP 2 AR AAE S A B 51825 %2-43.85 % o EH G L2 2P
=% PPS & @ p AL '%é;pp LGP 2R RTF o B2 RRE DAR
FARMeL B FHR) L2 2P S MPPS2 PR AT 2 p § 1 m7 EF514%
mliﬂﬂ#’éﬁﬁw’“ixfawl%¢?inféﬁxmﬂ#iﬁﬁw 27.14 % > %
TP 1XHISR YN P CEIFEPEF6X ) HIHR Y
R X d f DT BT R L2 T PPS \ﬂﬁ”’%’i'% %ﬁv’?ﬂﬁh
HEV ZUE e d LTI APROTK PPS 27 @ 2 0 F PPS 2 7 g Ry
L BB OTMRE TN L .

413 # ImSA@WBéﬁﬁm%dmr%déﬁ%?ﬂi%?i#ﬁw

® PPS =& WPPSa&% 8 PPSaag M PPS = & %
Ty i 473 4 TR N B 4 o A
n=457 n= 287 n=274 n=314
-7 0.0283 -0.1228 -0.1402 0.1689
-6 0.1465 -0.1933 0.0421 0.2674
-5 0.1743 -0.1218 0.1605 0.1906
-4 0.3228 -0.0452 0.0324 -0.0031
-3 0.3530 -0.0359 -0.0386 -0.1151
-2 0.4866 0.1741 -0.0438 0.2201
-1 0.5102 0.2547 -0.1825 0.2200
0 0.9098 0.8845 -0.4385 0.2714
1 0.7653 0.9388 -0.9966 -0.0333
2 0.3335 0.4536 -1.7093 -0.3832
3 -0.0292 -0.2382 -2.0179 -0.9415
4 -0.5387 -0.2570 -2.3912 -1.2237
5 -0.9356 -0.4472 -2.6069 -1.3331
6 -1.3972 -0.8781 -2.6296 -1.0740
7 -1.6102 -1.2669 -2.6713 -1.0192
FLE SR AFTERAG O E GOSN L AR L FEG
ALz P BB PPS 2 B ﬁ:m CHPE JEARR FOR G ArsR 0 P R A HF
AEF 2B H2 g PPS &P 2 g IR B ATH e p B IRIER 0 R

M PPS =~ & \?IEJ_$ By AT T E’WE?]?Z"?F[/EJ {.afa ?\;% n /d—'l% B o

A AR A T-E ok

BN AT AER AL T Y > T3 LW A 45.0290 0 AR EY
FHTFEREAF R PR RRE . R F F R 262 TR A 0 B R
PPSz 2@ £ 117 fo A B> M PPS 27 R F 3l jo 2 4573 £2 %42
PhtihBE P Y 2 TG A ko



P ism 77
14 R EPREETRBE L0
2P B EF wE Mir ARG N
i R E A FR wmEAdE
% PPS
=17y 300 2.23 1349  9.08 5.17 32.97
LPPS 935 2.77 1090 658 4.90 27.50
(n=31)
BEIB T FRAT I EY s BPPSZ 2B PPS2Z 2 F > %7 ’xli_"?
BARAAhE A2 hBEAHFLR N 2 AT TR TR AT
EF A2 BT ALBE2Z AR 0E T HF LR %40k 150

215 T3FEBPPSPEHEPPS 27 EgHBL tHRT
5w #H T 39 i L tiE
AL Gy 2re g 6
ST = O B S
pepmar LD e
veps LD OBS0% wwe
i Sesoen  ass  1ar 1S
prepmecr D G %

*P<0.1 **P<0.05 ***P<0.01

AEGENE ALY
TN PR
BANPAEGE LDk
17 £ 17 65.05% R KM A
(R AR
2o

TFEZFEASP
BhA4rd 16824 17-d 216824 177
TSR EAGE R F AR R

SR

é’—f' Irl’bg)/ﬂ e mH” 1 B ’ "
BEANLET D AT ERENA

R G2 p ORI TR R
B T I E2

B o>1

ii“%ﬂv
Taf §4F
ESE R 4



78 Journal of Accounting and Corporate Governance

16 T3 ¥ TRy P

i {4 ;E,P fgﬁg ’Ei * 4 ‘/ﬁ .Eu ;ng /)j :?:.:
n=885 n=487 n=398

-7 0.0368 -0.0655 0.1819
-6 0.1596 0.0492 0.2122

-5 0.0438 0.1572 -0.1402

-4 0.0109 0.0294 -0.1643
-3 0.2027 0.1666 0.0176
-2 0.2361 0.0858 0.1838

-1 -0.0860 -0.1308 -0.2923

0 0.1952 0.3587 -0.4549

1 -0.4095 -0.3520 -0.9531

2 -0.5508 -0.4978 -0.8668

3 -0.4212 -0.4267 -0.5668

4 -0.5438 -0.6227 -0.7295

5 -0.3543 -0.5356 -0.3552

6 -0.2655 -0.4083 -0.1026

7 -0.2353 -0.3417 -0.1502

217 RFIFE -3 2 ¥ ¢Ep

T ey AR A 2 N e IR
n=885 n=487 n=398

-7 0.0368 -0.0655 0.1819
-6 0.1964 -0.0164 0.3942
-5 0.2402 0.1408 0.2540
-4 0.2512 0.1703 0.0897
-3 0.4539 0.3368 0.1073
-2 0.6900 0.4226 0.2910
-1 0.6040 0.2919 -0.0013
0 0.7991 0.6505 -0.4562

1 0.3897 0.2985 -1.4093

2 -0.1611 -0.1993 -2.2762

3 -0.5823 -0.6260 -2.8443

4 -1.1261 -1.2486 -3.5739

5 -1.4804 -1.7843 -3.9291

6 -1.7459 -2.1925 -4.0317

7 -1.9812 -2.5342 -4.1819

i B
RN NS SRl B AR srfrﬁw $rx2 Y 0 5L FEANT R
#;] BB OLE R E o AT AR m?ﬁ)”c EFPEE® A PPS 2 A

G0 SR IR A PPS B2 P ) AT L e T AR 1
i%é;ﬁ-ié‘ ’;l&-\ﬂ)’}lrri %?Pz?]&: pizﬂ-,ﬂ f-.sl;’i’i’%uﬂ /uﬁ%ﬁ’.'lln\‘%‘?ll‘fv
PPS =~ & » h‘T»’?mv 'iid-/ﬁ M,,_‘ ’F] mﬁgmp\ ’L%@Eﬂﬁ&?—%iﬂ o



g adinn 79

AL RGF N F BIFERA BEFRIBPEDIFT IR € PR
Qﬁmig,;éﬁﬁiﬁﬁﬁ%ﬂé°q“’ééwwﬂ‘mmmﬁ o
BHGRALTRAPARAS AR (4 RSP RERRT AL DT
A # 2P LERIL ST & s § R
W EGEm Y ;umgﬁ;% = g | El))’;!}‘"]ﬁ_ P NG mﬁ_!?_)ig LR o Sd FHEAL

Y50 AT ERE BIFEIZ A PPSHBFE > 27 A E4F L chp FEPERE KR
AR A B IR e ’?Iﬁa?% ® g5 3L 4 PPS fieg BF 0 2 & chp FRfE R A%
mﬂ7ﬁﬂﬁﬁfﬁg@$ o AT ;Jp@»;fﬁ%wgﬁﬁﬁ@Wi
BEPREFEEFRE PPS o F L_%szﬂ AT w LB EERETF B R
K PPS = PR L 7 Eﬂﬁﬁﬂﬁﬁw’m¢%dmﬂv?5”"$§imé@5
f@;’; H /ﬁ‘"%\%‘bgﬂ* M PPS eha @ L B ¥ > Bgor B PPS 2 @ 7 iF 23

dra @ p LT AREARRZ B Mok BT Qf’éﬁ- O R
ﬁ&“’f—%m»ﬁﬁzﬂ+wa&&?&ﬁ% A e kv 2 TR

FEIR O D BIFER A FME 20 RE 0D F @M‘%%%ﬁgipﬂp
k2. el e R T BRI AT ﬁlmm;f,\g‘&rﬁ':‘"
FHd I H
FERBIE Y 0@
«é}'ﬁﬁwﬁ/z‘ ﬂ/;\#gfﬁ_mx l‘“;,':
#&é% AL ;_—g % *zmév

A '>$—
:-l
I

'h_‘\

» o
=y wE l\ar
i
Sk
H\

> ~mi

>
o
- ®
"l x>

~mie
=
=1
%
ol
WL - S
<l F-*
i el-
By
&
l-r'
™
=
(1-4\

x4
SN~ ll‘ﬂ

N
~ e =k
S
H\
%

P

&

5

N

=3
=

<k

oF

+3

IE]

A et

i
=)
>~
5; )
ot
- |
o
-

i
ﬁ>

ETIRS
~=\

£4
" 1\@
>~
)
,t'

S

N
2L

y %
‘Er

>

Rl
3?3‘
T_
w
A4
I=
R

W X
"“\ -Sm}* ‘
o

s 8T

g3
,\\“a)~

-

=
=k L
~

\4

M

=4

ETIES (“‘
= o
t’ .

T

jud

A

=

AL

anl
=
oo

B s
B
@
i

piul} ‘-Fﬁt

¥

P
+
\;L .
T
»
e |
5
S

=

1N

-

N

\l\_ R

LS

=¥

N

=y

Ty

=+ .
O ; P P
e M ~ »
o

H\

oo¥

(w

\* g e B TS
SR

b
W
=
et
-:.sl;-
~
':)
-
m*ﬂ -

“>
=
=

Bﬁﬂ%ﬁwﬂ
‘ﬁkf“%ﬂﬁ (D*Pxéﬁ<ﬂw%ﬂwiﬁﬁfiw
i erRn i (FY B Eg S FAL R  fEA \,sz‘r,i%% 3

R (4o ik £ iE %ﬁ* ﬁ%ﬂ%iﬁ&)wriioaﬁgaf BRI T 24
BARRDEE > d B REL ¢ FHRBERT 0P ﬁv%ﬂﬂ;’m WA A g
e AR AHEFROREIED 2 HEPN o T e FOTRERE >

S
\F\ﬂ
o
s 3
Ty
3 E“L
ey
e
4¢
R
V=
(w
TH oy m}* .‘ﬂ

[KF % ma’iﬁiﬂl[&““ﬁﬂl@?%?m KL B o (4) P REIEE B ARR
2 iR % iﬂ‘qﬁrﬂ#%&%ﬁﬂx%d‘Jﬂ"ﬂﬂj‘?J r"”éﬂ/ﬁgvgg’
%%gzﬂr#;}%%ﬁg&_ ﬁ'—,_x‘i_?/‘,é,\ akﬂﬁ‘;}bﬁ";ﬂ 2\;17)}27;" * L‘IE
PG Pl AR L R AR R AR L R %%%&ﬁﬁﬂ

M0 A E

Jet



80 Journal of Accounting and Corporate Governance

Kﬁﬁ;’?_—
Y L EIE

I

4
»
]
i
\
=

\
’

A
-
*ﬂ
= | 8 |\
v (= -

T

FEE

A AR g

B M G (EET)

©Wlo | N|jlo|uo|sMlwlNviPEIN PR N R
[
ol
o

B g ()

=

piv

g

BER

[

A i

LRI E R R

<y

oy | oy

R B R R

PR | 9| R
T | | e

B HEF

oo~ lw NI
"z
-4
I e
S A
i | 34

&
e
B
a4y
o

)¢
>~
-}

b2 4

M e e g

RN Y

R SEIECE

ffﬁx WG g

W N




gy adiem 8l
>
EFARRTAMB R AL HRP

PIVRE NP O3 ERLL & ER L B
#}BAEE KEFAH | &EFFF [ FR&uEFR
- @ ?,ﬂ:;%
1L | 27#@Ah 1 0 KPP ~Fa22iind
2 SR e p R 1 0 B LR
N TP
3. | 2P 1 1 ;;é;;@ﬁﬁTﬁu%
gk 3 1
- ERFRRE
1. PATR I B A 47 1 0 B EBITT E PP iR B
2. PG F 1 0 L3VF £
I3 2 0
A wEFTH
1. LA TR 0 0 VLR L
2 | nasmEe i o | DR TEET AR
3 LA R 1 0 BEAERLFTH
4 ERIFEFR 1 2 ﬁ;;gkﬁ%“?ﬂlé
5 g kg et 1 1 RN R R kg Bt
6 FAE R 1 0 AL
7 A i ARE 1 0 A &l AR
b mE (T BRELEHFRITA £ R
8 B S () 1 2 B ET e % 2
9 s s T (H ) 1 1 RELMAEE2Z M TR
I3t 8 6
T~ HARFTR
1. A FAEEHH 1 0 - AL
2. BAIERIEF B R 0 0 X E g
. ; HEFHH L P HED L4773
3. |k 1 ! 1123 11714
4. A& HET S 1 0 APLEASHRE AL
5. AR R 1 0 NP RAIFCR R H AR
6. W& E R 1 1 *k— EIR A RE A IR
I3 5 2
I~FRAEHBAELS
1 G p e e g 1 0 RS e
2 Eal Malalikiad 1 0 LR
3 ¥ EL Al g 1 0 Iy el
4 o s g e 1 0 LS LG
I3t 4 0
&3 22 9




82 Journal of Accounting and Corporate Governance

S AP T4 1997 0 L EIE A
% % 30 : 253-269 -

T 4251991 5124 B p IR FAATFRIFT LR 22 FF - FES
T € $ 2548 1 1-24 -

238852000 FEI D 2P AU FATERIE T 2T 0 €35 % 0§ 32
#H 149-79 -

e EHZER 2000 FRFLE O EF T E AT MR

ﬁmﬁ’mm’%ﬂ#%&%ﬁﬁ@&*ﬁ@ﬂ“%wﬂ M kPR R E
Rg o $ 555 24 0 175-206 -

ﬁgﬁﬁ@ﬁﬁ’m%’ﬁﬁf BOEP T Y AR e IR B s g
Mo FIEEAR > 5 208 % 248 1 365-395 -

EELES B ’2005"‘%*{&5‘@# BBl LEREFPEZNY 2 LR

CHEEDHFELEN > %175 % 24 1 35-100 -

%% 020050 AR LEFMBRE S ST FRITRIM T2~ T 0 2005
EFIEEFRFTE 0 L E o

"%@%ﬁﬁﬁﬁ,mm,@g#ﬁ%sﬁﬁﬁ%ﬁW%ﬁi%?’i

~ FIESR > ¢ L forthcoming -

Batic s il BEF L 20020 ARELGEAFP e oY Sz FE
¥WEE - 5 1955 64 : 1073-1096 -

P ee S 52003 BT FR G AR 1 B on g Ak TR RE B2
FE o 63 %% % 364 156-87 -

S

T

o 5

- =

<

EAr 5 2006 APH ST E R LI AP  hAERIBRZFE F 2
T % 258 % 13 169-94 -

EHrT e 2004 0 g FARZ SR EER R MBI L DB E
BEORGEEFF F 6% % 18 119-154 -

Abbott, W. F., and R. J. Monsen. 1979. On the measurement of corporate social

responsibility: Self-reported disclosures as method of measuring corporate social
involvement. Academy of Management Journal 22(3): 501-515.

Abowd, J. M. 1990. Does performance-based managerial compensation affect corporate
performance ? Industrial and Labor Relations Review 43(3): 52-73.

Ajinkya, B., and M. Gift. 1984. Corporate managers' earnings forecasts and symmetrical
adjustments of market expectations. Journal of Accounting Research 22(2): 425-444.



g afdinmE 83

Ball, R., and P. Brown. 1968. An empirical evaluation of accounting income numbers.
Journal of Accounting Research 6(2): 159-178.

Beaver, W. H. 1968. The information content of annual earnings announcements. Journal
of Accounting Research 6(3): 67-92.

Berle, A., and G. Means. 1932. The modern corporation and private property. MacMilian,
New York, N.Y.

Botosan, C. A. 1997. Disclosure level and the cost of equity capital. The Accounting
Review 72(3): 323-349.

Bryan, S., and L. Hwang. 1997. The economic determinants of the CEO
compensation-performance sensitivity. Working paper, Baruch College, CUNY.

Carpenter, M. A., and W. M. Sanders. 2002. Top management team compensation: the miss
link between CEO pay and firm performance? Strategic Management Journal 23(4):
367-375.

Choi, F. 1973. Financial disclosure and entry to the European capital market. Journal of
Accounting Research 11(2): 159-175.

Coughlan, A. T., and R. M. Schmidt. 1985. Executive compensation, management turnover,
and firm performance: An empirical investigation. Journal of Accounting and
Economics 7(1/2/3): 43-66.

Fama, E., and M. Jensen. 1983. Separation of ownership and control. Journal of Law and
Economics 26(2): 301-325.

Firth, M. 1979. Consensus views and judgment models in materiality decisions.
Accounting, Organizations and Society 4(4): 283-295.

Holmstorm, B. 1979. Moral hazard and observability. Bell Journal of Economics 10(1):
74-91.

Hossain, M. M., H. B. Perera, and A. R. Rahman. 1995. Voluntary disclosure in the annual
reports of New Zealand companies. Journal of International Financial Management
and Accounting 6(1): 69-87.

Jensen, M., and W. H. Meckling. 1976. Theory of the firm: managerial behavior, agency
costs and ownership structure. Journal of Financial Economics 3(4): 305-360.

Lambert, R., and D. Larcker. 1987. An analysis of the use of accounting and market
measures of performance in executive compensation contracts. Journal of Accounting
Research 25(3): 85-125.

Lev, B. 1989. On the usefulness of earnings and earnings research: Lessons and directions



84 Journal of Accounting and Corporate Governance

from two decades of empirical research. Journal of Accounting Research 27(3):
153-192.

Meek, G. K., C. B. Roberts, and S. J. Gray. 1995. Factors influencing voluntary
annual report disclosures by U.S., U.K. and continental European multinational
corporations. Journal of International Business Studies 26(3): 555-572.

Murphy, K. J. 1999. Executive compensation. Working paper. In: Ashenfelter, O. C., and D.
Card. (Eds.). Handbook of Labor Economics 3(2): 2485-2563.

Myers, S., and N. S. Majluf. 1984. Corporate financing and investment decisions when
firms have information that investors do not have. Journal of Financial Economics
13(2): 187-221.

Nichols, D. R., and J. Tsay. 1979. Security price reactions to long-range executive earnings

forecasts. Journal of Accounting Research 17(1): 140- 155.

Patell, J. 1976. Corporate forecasts of earnings per share and stock price behavior:
Empirical tests. Journal of Accounting Research 14(2): 246-276.

Penman, S. 1980. An empirical investigation of the voluntary disclosure of corporate
earnings forecasts. Journal of Accounting Research 18(1): 132-160.

Pownall, G., C. Wasley, and G. Waymire. 1993. The stock price effects of alternative types
of management earning forecasts. The Accounting Review 68(4): 896-912.

Ruland, W., S. Tung, and N. George. 1990. Factors associated with the disclosure of
managers’ forecasts. The Accounting Review 65(3): 710-721.

Sengupta, P. 1998. Corporate disclosure quality and the cost of debt. The Accounting
Review 73(4): 459-474.

Skinner, D. 1994. Why firms voluntarily disclose bad news? Journal of Accounting
Research 32(1): 38-60.

Spence, A. 1974. Market signaling: Information transfer in hiring and related processes.
Cambridge, Mass: Harvard University Press.

Trueman, B. 1986. Why do managers voluntarily release earnings forecasts. Journal of
Accounting and Economics 8(1): 53-71.

Verrecchia, R. E. 1983. Discretionary disclosure. Journal of Accounting and Economics
5(3):179-194.

Watts, R., and J. L. Zimmerman. 1978. Towards a positive theory of the determination of
Accounting Standards. The Accounting Review 53(1): 112-134.

Watts, R., and J. L. Zimmerman. 1986. Positive theory of accounting, Prentice-Hall,
Englewood Cliffs, NJ



graadinn
Sr ¥ 5-43
2007 & 6 *
85-121

S RAMBTERILEH

‘a

24 oy L
\z;F /—If— R

EY T

W IF R
RIS

A ¥
30t g

#e
i ?‘Lﬁ’ﬂﬁ%*‘“ PAZRB TR B A g 3 RgR Y gRraR A 2 F
¥Ho A g L_%fmn‘ HE IR gt F e o PR R £ F M
W2 WF2 IR A o MY L1998 £ 1 2004 & 2 63 FEATER A S D
2126 FRABE K 2P FAL A A2 A uE i BHREERD > X8
?L%Mwﬁﬁﬁﬁ %J“%? ﬁﬂ\ﬁ””ﬁﬁ\imﬂ%&%ﬁﬁ
Z WA EEMIAE B F 2B F 2R Y “L%&F‘:T ’ITJD}?’E#?
iR fAM B AP ETMBRERE I RF I BT A7 F
A TR E KR - R ’f]'*g’*”?’ %Rk 'Uﬁﬁm B X MR
%?31#' FEREFNLeRL f v‘«r«—%ﬁti\:’u"/ﬁi FEU T vt
FHMIEE BT &P&F"Km.l— e e md gt F oo 5/‘:'5“73‘
AR g T R I E R R R ‘*J*'Jy B i3 PR R FE S 0 $ AR
H;w;u?Lr%*z} LA - & L 9524% > W - & ;; 84.13% » wh = # %
T1.43%¢ & % g TLET I8 B IR EHCA S A £ £ R AT B ke

MAEIP © 29I P EIL - AR E RO~ M 48 5 TR

85



Journal of Accounting and Corporate Governance
Volume 4 Number 1, June 2007
pp. 85-121

Corporate Governance, Earnings Management, and
the Construction of Financial Warning Models

Hsinan Hsu
Tainan University of Technology

Hou Ou-Yang
Kun Shan University of Technology

Ching-Fang Chen
Southem Taiwan University of Technology

Abstract

In contrast to the traditional modelling of financial distress construction in the firm
level using only accounting ratio variables in financial statements, this paper uses
earnings management index, accounting variables, and corporate governance variables
to construct models for business financial distress. We adopted 63 companies of
financial distress and 126 healthy companies to be our samples during the period 1998
to 2004. For matching is used in the analysis, we construct 7 warning models for
financial distress, and then use the logistic regression to examine the effects of earnings
management index, accounting ratio variables and corporate governance variables on
the predictive power of financial distress. The empirical results show that, for earnings
management index, discretionary accruals item has positive effect on financial distress,
but the significant level is not consitent in different models. For accounting ratio
variables, the cash flow ratio has significantly negative effect on financial distress
probability. For corporate governance variables, the pledging ratio of shareholdings of
directors and supervisors has significantly positive effect on financial distress
probability. The financial early warning model constructed using earnings management
index, accounting variables and corporate governance variables has the highest
predictive power of accuracy. The predicted probability of financial crisis for the
distressed companies in the sample is 95.24%, 84.13% and 71.4% for one year, two
years and three years before the financial distress, respectively. This finding has a
substantial implication and contribution to the financial warning modeling of corporate
distress.

Keywords : Corporate Governance ~ Earnings Management ~ The Financial Early
Warning Model - Probability of Financial Distress.
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% 5 4§ Zigth2 Logistic & i 4 15 (Model )

o f ooE &
% % #(B) P& “#(B) P  “#B) P&
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LOGMV -0.890  0.013**  -0.505  0.104  -0.673  0.055%
Nagelkerke R 12 0.397 0.167 0.126
BLFE(N) 189 189 188
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EnEVFER L @Hmwﬁﬁmt% g1 RE G f R
A - E 2w o & A P 1%I05%88 —g‘J\—EmJ_ra' M AT p R EA
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AP i A }@»i{dvgﬂ‘}\_{tﬁ;}’ ~ «F'_,\g 3 Nl 1 5 ) 'F‘ Lkoz
PR bmzE W RENEVF o AW GRERTMIRE B L R
%’Hﬁﬁﬁé g“ém@ﬁ%%%ﬂésmﬁmiwﬁ%é\éﬁw
FRF LR R Hi/:%:*iﬁ POFa Pl B i o 7 R TS 8
FPE R o A R TR P SR A A S R B 4w - B =
o miv AL FRE

\m&&’il‘&
'“J ‘:;‘m’%'\\

PoasmpriiEe o M BB R AT ] p REHTIREER S i LA Logistic ¢
s dp ik o £ 5 1 % 13 ¢ Nagelkerke REEE R T B R » 7 iF5 p S FREKT
2_ B 5555 A& (association of strength) » # {8 ¥ f ;2 3P Flg#h gL £ ¥ U WKB Fhcfrga ot
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% 6 g’* W F g2 Logistic i §F 4 47 (Model 2)

- & ELI:: ECIERE:
% ¥ l',"f.@: P& % Hc P& % ¥ P&
C 5.6832 0.1157 3.1832 0.2462 -0.8202 0.7786
QR 0.0055 0.5330 0.0017 0.5149 -0.0031 0.4453
NOP -0.0010 0.9211 -0.0081 0.5070 -0.0121 0.4547
CF -0.0650 0.0000*%** -0.0200 0.0079***  -0.0203  0.0052%**
INT -0.0007 0.6773 -0.0002 0.5006 0.0003 0.5880
ART -0.0458 0.1404 -0.0328  0.0727*  -0.0272 0.2141
TAT -0.2695 0.7244 -1.1833  0.0346**  -0.1395 0.7544
BEP -0.1202 0.1623 -0.0794 0.1271 -0.0012 0.9837
EPS -0.3458 0.1978 0.0991 0.5240 -0.2246 0.1819
LEV 0.0327  0.0063***  0.0268  0.0261**  0.0082 0.4154
LOGMV -1.2612  0.0310**  -0.6213 0.1043 0.1056 0.7970
Nagelkerke R* 0.751 0.432 0.335
BLEEN) 196 180 195

FH(EE 0 O) @ 80F F(QR) § F1E F(NOP) - ki 8- 5 (CF) * 1L 4 HF(NT) » fefe
HE A B S (ART) » S T A Sk 5 (TAT) » L% fih 8 F A48 ) 5 (BEP) » & % P 4R(EPS) « f i 1+ &
(%)(LEV) » 2 7 2H(LOGMV) ;

Pia=gF i W a5 RS 1% **HF KFLS 5% *HFKkES 10% -

27 g3 FREE FAE 22 Logistic it fF 4 47 (Model 3)

- ™R ™= #E
$ ¥ % #c P& % P& % P&
C 7.159 0.072%* 3.785 0.179 -0.049 0.987
QR 0.006 0.505 0.002 0.464 -0.002 0.553
NOP 0.001 0.593 -0.007 0.594 -0.012 0.449
CF -0.064  0.0003*** -0.021  0.006***  -0.020  0.005%**
INT -0.001 0.694  0.0002 0.529 0.0004 0.633
ART -0.047 0.134 -0.034 0.062%* -0.028 0.208
TAT -0.234 0.764 -1.185  0.033*%*  -0.112 0.800
BEP -0.123 0.148 -0.080 0.127 0.002 0.970
EPS -0.320 0.225 0.107 0.490 -0.223 0.189
IDA| 0.646 0.355 0.435 0.404 0.687 0.259
LEV 0.031  0.01*%** 0026  0.030%* 0.007 0.476
LOGMV -1.510  0.020%*  -0.720 0.071%* -0.029 0.946
Nagelkerke R? 0.753 0.435 0.343
B2 (N) 189 189 188

ﬁ:gx(mﬁ »C) v Bt F(QR) v ¥ E41F F(NOP) » & £+ F(CF) > F14 2 15 (INT) » e
A (ART) 87 A i 5 (TAT) s L AT A F A 4R S (BEP) » 9k @AR(EPS) o f b %
(%)(LEV) s )’1’%”- 5 (DA]) > 2 7 2HF(LOGMV) ;

PiE="r B 3 {L ) * R F R 5 1% ¥R R85 5% > R F R a5 10% -
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()2 @ inigth

§ A 8T Ao A2 P AT R (Model 4) ¢ 5 & & B F 2 3R] % 8
TEEFHFR T ﬁﬂ”i% o Sfeipdl ez f R 529 > FF
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e
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T B RERA RS

% 8 = Pip32 Logistic & iF4 15 (Model 4)
- ELJ:2 LR
¥ ¥ ¥ S P % S P e % S PiE
C 3.8175 0.2357 2.5520 0.4271 1.8745 0.5627
N BOD -0.0176 0.8521 0.0148 0.8548 0.0234 0.7584
BOD -0.0717  0.0005***  -0.0549  0.0032**  -0.0400 0.0126**
PLED 0.0587  0.0000*%**  0.0609  0.0000*** 0.0518  0.0000%**
N _IND -0.7725 0.2714 -4.3574 0.8057 -4.1967 0.7879
DUAL -0.1988 0.7087 -0.0036 0.9940 -0.0412 0.9306
LEV 0.0546  0.0000***  0.0366 0.0021***  (0.0251  0.0148**
LOGMV -1.2368  0.0110**  -0.9374  0.0484**  -0.7242 0.1224
Nagelkerke R 0.696 0.618 0.546
B E(N) 196 180 195

¥H(FHE-C) 5% ¢ * #(N_BOD) > # & ¥ 5%+ 5(BOD) > & & £ # % J ' 5 (PLED) - i
EF BN IND); ¥ £ L EREILDUAL); {4+ F(H)LEV) ; 2 7 RH(LOGMV) ;
P E=Tag ¥ |4 ; PR K L 1% > PETEOKE L 5% 0 *BEF KL 10% o
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% ez 25’%%5:&'5‘%- Eéilj 1% 8g % ]\-Q@ - Ew E O
10%%8 ¥ -k # g = R D BET P AR E 0 PG HE T 1 _\1
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290 FAEme i g2 Logistic i §F 4 7 (Model 5)

- LT3 T F

i % ¥ P& % e P % ¥ P&

C 4.924 0.140 3.074 0.338 3.821 0.261

N BOD -0.037 0.696 0.019 0.810 0.023 0.764
BOD 0.068  0.001*%**  -0.050  0.009%**  -0.036  0.026**

PLED 0.059  0.0000%**  0.063  0.0000%**  0.055  0.0000%**
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