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Abstract

Both convenience of internet and environmental protection become two
important issues for business operation. The environment information disclosure on
the websites is gradually important. When environmental protection becomes more
and more popular in Taiwan society, companies in Taiwan Information Technology

(IT) industry pay more attention on this issue. This study use Logistic Regression
Model to investigate which factors will influence whether environment information
disclose on company’s website or not. Then, the study use Multiple Regression Model
to investigate which factors will influence the environment information disclosure
Intensity on company’s website. Results suggest that internationalization and foreign
investment stock holding ratio positively associate with opportunity of environmental
information disclosure. Foreign shareholdings also positively associate with disclosure
intensity. Number of analyst, domestic institution stocking holding ratio, financial
condition and corporate size do not present any significance relationship. This result of
study can provide a suggestion to government officers. When government makes the green
accounting policy, it should not only consider domestic situation but also include other
foreign factors.

Keywords: Environmental Accounting, Website, Information Disclosure.
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ABSTRACT

This paper addresses this type of opinions as the “modified unqualified audit opinion.”
SAS 33 lets the auditor issue a modified audit opinion for situations where a qualified audit
opinion is called for traditionally before the SAS 33 era. It attempts to assess the valuation
impact of SAS 33 on the Taiwan stock market under the control of concurrent information by
applying the Ohlson model. This study found that a significant negative association existed
between stock price and the modified unqualified audit opinion issued under any one of the
following five scenarios or circumstances: (1) going concern consideration, (2) change in the
application of accounting principles for financial reporting as required under the law, (3)
change in the application of accounting principles for financial reporting on a voluntary basis,
(4) uncertainty of events that may have significant impact on the future financial condition of
the firm, and (5) the adoption of another auditor’s audit report for the current year audit. Of
the five circumstances mentioned above, the one based on the going concern consideration had
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the highest significant impact on stock prices and the application of different accounting

principles between two reporting periods and the uncertainty of events that may affect the
future financial condition of the firm is the next.

Keywords: Modified unqualified audit opinions, Going concern opinions, Significant events
opinion, Accounting principles change opinion, Ohlson model.
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I. Introduction

The 1999 Statement of Audit Standards 33 (hereafter referred to as SAS 33) that
supercedes SAS 2, provides guidelines for auditors in Taiwan to issue a modified unqualified
audit opinion (hereafter referred to as MUAO) in place of a qualified audit opinion (hereafter
referred to as QAQO). SAS 33 prescribes seven scenarios under any one of which an auditor
may issue a modified unqualified audit opinion. Those seven scenarios are: (1) reliance on
another auditor’s audit report for the current year audit, (2) an entity’s ability to continue to
operate as a going concern, (3) compulsory change in the application of accounting principles
for financial reporting, (4) voluntary change in the application of accounting principles for
financial reporting, (5) the audit opinion on the financial statements of the previous period
being different from the auditor’s original opinion, (6) the audit opinion on the financial
statements of the previous period being issued by another auditor, and (7) the uncertainty of
events that may have significant impact on the future financial condition of the firm.
Scenarios (5) and (6) are not covered in this study because of the lack of adequate sample
sizes for each of those two scenarios. Thus we focused our investigation on the remaining five
scenarios.

SAS 33 was issued in 1999 right before the Enron-WorldCom era in the U.S. and the
PoDa-HuangTong era in Taiwan. These large corporate scandals had caused the U.S. Justice
Department and the Securities Exchange Commission in Taiwan to inflict severe financial
penalties on auditors, because auditors were found grossly negligent in gathering audit
evidence, thereby rendering inappropriate audit opinions. Thus, the general research question
we raised is: Does SAS 33 help protect investors? But, the specific question is: has the
modified unqualified audit opinion affected investors' investment decisions? A
positive/negative answer to this question will confirm/negate the information content of this
audit opinion. A positive answer may imply that SAS 33 helps protect investors.

Regarding the issue of the information content of various audit opinions, researchers so
far tended to focus on the qualified audit opinion and their findings were not consistent. One
group concluded from their findings that qualified opinions did possess information contents
(Dopuch, Holthausen and Leftwich 1987; Fields and Wilkins 1991; Choi and Jeter 1992;
Loudder, Khurana, Swyers, Cordey, Johnson, Lowe and Wunderle 1992; Ameen, Chan and
Guffey 1994; Jones 1996; Lin 1989; Li 1994; Lai 1996; Shun 1999; Tsai 2000). On the other
hand, another group concluded otherwise (Baskin 1972; Ball, Walker and Whittred 1979;
Chow and Rice 1982; Dodd, Dopuch, Holthusen and Leftwich 1984; Chen 2000). The
differences in their conclusions may be due to the fact that there was concurrent information
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during the time periods when they made their observations, which might have confounded the
cause-and-effect.

Only a few studies in the past attempted to ascertain the information content of the
modified unqualified audit opinion. Chen, Su and Zhao (2000) and Schaub and Highfield
(2003) found that this type of opinion had the information content only with regard to the
shaky going concern situation, but not to the situation of changes in the application of
accounting principles. All these studies, using the event approach for observations, fell into the
validity trap of concurrent information. Wu(2002) and Chen et al. (2000), in their studies,
failed to control concurrent information adequately, and they came out with results different
from ours. For our studies, we adopted Ohlson's model, as the way to neutralize the possible
bias of concurrent information, to investigate whether or not the MUAO has information
content. If it does, it will influence investors' investment decisions and the prices of stocks will
fluctuate accordingly.

SAS 33 was promulgated only six years ago. In this short span of time, Wu (2002) was
the only researcher studying the issue of information content of MUAOSs. Wu's study, however,
covered a period of only two years for the observation of events. To increase the validity of
research results, we adopted an event period of five years. Furthermore, since MUAQOs may be
issued under five different circumstances as defined above, we investigated the information
content of the MUAO under each of those five circumstances.

Based on the above discussion, this study was pursued with the purpose of ascertaining
whether or not the modified unqualified audit opinion has impact on stock price. If it does,
then the MUAO has information contents.

We study the case of Taiwan with the understanding that the modus operandi of its stock
exchange is no different from those of the market-based economies around the world. Thus,
the conclusions derived from this study may be applied to explaining the behavior of the
auditor’s decision to render a modified unqualified opinion and the impact of such opinion on
stock price in other similar economies. Statement on Auditing Standards No. 79 (AICPA 1995)
requires that certain circumstances may require that the auditor add an explanatory paragraph
(or other explanatory language) to the standard report (ungualified opinion). The
circumstances mentioned in SAS No. 79 include those stated in Taiwan’s SAS 33. In essence,
the paragraph added to the standard unqualified audit report as required by SAS No. 79 is also
what SAS 33 prescribes. The opinion called for under either SAS 33 or SAS No. 79 is the
same in form as well as in substance.

Our study results provide evidence that the modified unqualified opinion had a significant
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effect on stock prices. Its impact on stock prices was much more significant when it was
triggered by the auditor’s concern about a firm’s ability to operate as a going concern.

The remainder of the paper is organized as follows. Section Il presents a review of past
research and the logical foundations of the theory formulated in hypotheses. Section 111
describes the research methodology. Section IV presents the results of our analysis and Section
V concludes with a summary of our findings.

I1. Literature Review And Hypotheses Formulation

Very few studies, so far, were undertaken to ascertain information content of the modified
unqualified audit opinion. Two studies (Chen et al., 2000 and Wu, 2000) that we were able to
identify from our literature survey concluded that the MUAO had a significant negative
impact on the stock price. As mentioned earlier, without effectively controlling the collusion
of concurrent information, their conclusions would be easily subject to question. According to
SAS 33, an unqualified or clean opinion can be issued under the following conditions: the
auditor carries out the audit task in accordance with the generally accepted audit standards and
without any undue restrictions in the process of performing an audit, and the financial
statements are prepared by the client in accordance with the generally-accepted accounting
principles with adequate and timely disclosures.

When the auditor cannot satisfy the above conditions, he/she must issue a modified
unqualified audit opinion, a qualified opinion, an adverse opinion or a disclaimer. An
unqualified opinion, if modified, must carry an explanatory paragraph that serves to notify
users that certain information contained in the financial statements must be read with care or
attention, otherwise they may make poor investment decisions and suffer economic
consequences. The information identified in the explanatory paragraph generally carried bad
implications in financial terms. Thus, the first hypothesis is established as follows:

Hi: The modified unqualified audit opinion rendered to a firm has a negative

impact on its stock price.

A modified unqualified audit opinion is issued when one of the following two
circumstances emerges regarding a suspicious going concern: (1) the auditor deems the
assumption of the firm's ability to operate as a going concern is inconsistent with the firm’s
actual financial condition and the client uses liquidation value; (2) with the assumption of a
going concern in doubt, the client (firm) discloses it adequately in the financial statements.
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Although Wu(2002) and Schaub and Highfield (2003) concluded from their studies that
an MUAO given under the circumstance of the questionable going concern assumption would
impact the stock price of the firm in question, negatively and significantly, their studies, based
on the event approach, suffered from the defect of concurrent information. Thus, their
conclusions might not be tenable.

In general, when an auditor issues a modified unqualified audit opinion to a firm, users of
the firm’s financial statements would not take the opinion lightly. This is because the auditor
who has access to the client's financial records would not issue such an opinion unless he or
she has a real doubt about the client's going concern ability. Thus, a post-SAS 33 MUAO
based on the issue of going concern implies the possibility that the client has a bad prospect
and a hypothesis is formulated as follows:

H,: An MUAO issued to a firm on the basis of the auditor’s doubt about its
ability to operate as a going concern has a significantly negative impact on

its stock price.

The change in the application of the generally accepted accounting principles from period
to period occurs under two different circumstances: voluntary and compulsory. Research done
in the past tended not to differentiate the two. Studies by Baskin (1972), Li (1994), Lai (1996),
and Chen (2000) were the examples and they basically found that a qualified audit opinion
based on the change in the application of accounting principles had no significant impact on
stock price. Choi and Jeter (2002), however, did focus their study on the voluntary change and
came up with an opposite conclusion, but they did not cover the situation of compulsory
change. Wu (2002) found that MUAO based on the change in the application of accounting
principles had no significant impact on stock prices. Since no studies attempted to isolate and
study these two different circumstances in their research, our study was designed to overcome
this shortcoming.

The compulsory change in the application of accounting principles for financial reporting
is due to the legal requirement of a governmental agency such as the SEC in the United States
or Taiwan Stock exchange in Taiwan. A new accounting standard issued by an accounting
authoritative body such as the FASB in the United States or in Taiwan is also legally
enforceable if the standards are blessed by the two corresponding legal bodies. The
compulsory change is made to legally conform to new accounting principles and has nothing
to do with the operation of the firm. Again, before 1999, an auditor would issue a QAO, but,
an MUAO since 1999, for the compulsory change. Therefore, a hypothesis is formulated as
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follows:
Hs: An MUAO rendered to a firm, based on the compulsory change in the
application of accounting standards for financial reporting, has no

significantly negative impact on its stock price.

Research in the past revealed that the voluntary change in the application of accounting
principles for financial reporting was related to profit manipulation in order to project a good
financial condition for the firm. Profit manipulation took place when the firm’s profit was
falling—especially falling below the stock analysts’ prediction (Smith 1976), or when the
firm’s stock performed poorly (Salamon and Smith 1979). On the other hand, Collins and
DeAngelo (1990), in their study, found that the voluntary change in the application of
accounting principles was deployed to decrease profits systematically in order to lower taxes.
Thus, in general, the voluntary change in the application of accounting principles by a firm is
not indicative of good things to come and thus, a hypothesis is formulated as follows:

Hs: An MUAO rendered to a firm, based on its voluntary change in the
application of accounting principles for financial reporting, has a

significantly negative impact on its stock price.

An MUAO may also be issued under the circumstance of certain events that may have a
materially negative impact on the firm’s future financial condition--events such as pending
legal cases, pending mergers and acquisitions, pending union contract negotiations, etc.
Research in the past about the uncertainty of significant events produced inconclusive results.
The studies by Dopuch et al. (1987) and Fields and Wilkins (1991) affirmed that such events
had information contents because they had affected stock prices. On the other hand, studies by
Chow and Rice (1982), Banks and Kinney (1982), and Li (1994) reached opposite conclusions.
In Taiwan, the study by Wu (2002) also concluded that that stock prices remained unchanged
with such an opinion. Logically speaking, uncertainty of significant events may materially
change the financial picture of a company if those events turn out to be disastrous. In the worst
case, a company may be bankrupted. Thus, a hypothesis is formulated as follows:

Hs: An MUAO rendered to a firm, based on uncertainty of important
events that may degenerate the financial condition of the firm, will have a

significantly negative impact on its stock price.
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Finally, an MUAO may be rendered by an auditor because he/she relies on another
auditor's audit report for the current year’s audit. Our literature survey did not uncover any
studies dealing with such a scenario. This motivated us to investigate the issue.

An auditor will rely on another auditor’s report only if it is a clean opinion. Therefore,
we suspect that this type of MUAO conveys no significant information about a firm’s financial
picture, and investors and financial analysts are indifferent to such an audit opinion.
Furthermore, a MUAO triggered by relying on another auditor’s report gives a positive signal,
as both auditors seem be on the same footing about the firm’s financial picture. Thus, a
hypothesis is formulated as follows:

Hs: An MUAO rendered under the circumstance of relying on another
auditor’s report will not have a significantly negative impact on the stock

price of the the firm in question.

I11. Research Methodology

In this section, we show how our research models are developed from the Ohlson model.
The section begins with an explanation of the Ohlson model and proceeds to define variables
for the construction of our research models, and ends with a description of the sampling
approach adopted for this study.

Ohlson Model

Ohlson (1995) presents a Residual Income Valuation (RIV) model, describing
relationships between equity values and accounting variables such as profit and book value.
The model transforms the traditional discounting-future-cash-flows model into a profit-and-
book-value model. It builds around an axle of three wheels, or three basic assumptions: (1)
the equivalence of the stock price to the present value of discounting a stream of expected
future dividends (PVED), (2) a clean surplus relation, CSR, and (3) no auto-correlation of
abnormal profit. RIV assumes that the market value of a company is equal to the discounted
present value of expected future dividends (PVED) and is mathematically presented as follows:

P =iR‘TEt(am) (1)

where
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P: = stock price at time t;
R = required return +1,;

E¢(d,,. )= predicted dividend at time t+.

The second assumption of the Ohlson model describes a precise relationship between
book values, profits, and dividends as follows:

bt _bt—l =% - dt (2)

where
b: =book value at time t;
Xt = profits at time t;
d; =dividends at time t.

Based on the clean surplus relation (CSR), dividends will decrease the book value, but
not profit during an accounting period. Substituting CSR into PVED will transform the present
value of the discounted dividends model into a Residual Income Valuation (RIV) model as
shown below (see Appendix 1 for its derivation):

R =b +> RE(X.r) 3)

=1

where

P: = stock price at time t;
bt = book value at time t;

R =required return + 1;

X = abnormal profit at time t and x is defined as follows:

X =% —rb (4)

where
Xt = profit at time t;
r = required return at time t;
b =book value at time t-1.

Based on Equation (3), the equity value of a firm is determined by the combination of its
book value and abnormal profit and the latter is determined by the book value of the preceding
accounting period, the current period profit and the required return. Accordingly, the
assessment of a firm’s stock price based on the traditional discounted dividends model is
changed to manipulating the RIV model with input data taken from the firm’s income
statements and balance sheets.
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The third assumption underlying the Ohlson model is linear information dynamics, LID,
that determines how the abnormal profit and other information are transformed through a
random process. Abnormal profit and other information are assumed to be in conformity with
the following first-order autoregressive process:

)N(ta”fl =X +V, + &y ®)
Ve = YV + & (6)
where

x¢ = abnormal profit at time t;

Vit = other information (non-accounting) at time t;

® = the coefficient (persistent rate) of a firm’s abnormal profit;

y = the coefficient (persistent rate) of a firm’s other information;

€ = the residual term.

The variable, v, in Equations 5 and 6 represents critical non-financial information
available on the market such as a major and significant sales contract and a newly-developed
strategic product. This critical non-financial information in current period t will be reflected in
the abnormal profit in next period t+1 and satisfies the first-order autoregressive process.

The integration of the three assumptions, PVED, CSR, and LID, leads to developing the
following linear evaluation model:

P, = bt + alxta +a,V, (7)

The above model implies that the market value of a firm is determined by the
combination of its (1) book value, (2) ability to generate abnormal profits for the current and
future periods and (3) the predicted future abnormal profits resulting from other critical non-
financial information.

Definitions of Variables

There were two critical variables in the Ohlson model: other critical non-financial
information and the persistence rate of abnormal profit. These two variables were adopted to
develop our evaluation model and are defined and explained below.

Other Critical Non-Financial Information. Dechow, Hutton and Sloan (1999) and
Beaver (1968 and 1999) suggested using financial analysts' predictions as the surrogates of the
other critical information, based on the fact that they would take all the critical non-financial

factors into consideration along with financial information in their evaluation of a firm’s stock
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price and market value. In other words, financial analysts take a comprehensive approach to
grasp the whole picture of the firm, not just the financial picture. Thus, the other critical non-
financial information is defined as follows:

v, = f,* —ox? 8
fo=1f —br (9)
where

vi  =the other critical non-financial information of the firm at time t;

f& = abnormal profit at time t predicted by financial analysts;

® = the coefficient (persistent rate) of the abnormal profit for the current period;

X{ = abnormal profit at time t;

ft = predicted profit at time t predicted by financial analysts;

b = the net book value of the firm at the end of time t;

r = the required return at time t.

The Coefficient (Persistent Rate) of Abnormal Profit. Our study adopts Dechow
et al.'s method of measuring the persistent rate of the abnormal profit as follows:

Xta =0, + o, Xta—l + & (10)
where

X¢ = abnormal profit at time t;

® = the coefficient (persistent rate) of abnormal profit;

&t = random error.

Formulation of Models for Testing Hypotheses

We derived several models from the Ohlson model and specifies that the coefficient of
book value is equal to one and there is no intercept based on Equation 7. To test the six (6)
hypotheses posed above, a dummy variable, MQi (where i = 1,2,3,4,5 or 6) is added to the
Ohlson model to formulate six models (Models 1-6). MQi is to represent six different
scenarios in each of which a modified unqualified opinion is rendered by auditor.

The dependent variable, P, in the model is denoted as the firm's closing price on April 30
of the following year. Reasons for adopting this closing price date are: (1) April 30 is the day
on which audit reports on the public companies are first made public or accessible; (2) past
studies (Firth 1978; Chen et al., 2000) adopted the first availability day of audit reports as the
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event day. Profit (x;) is expressed in terms of after-tax earnings per share. The required return
(r) is determined as the average of returns on equity for the past three years. As this study
covered multiple years, we had to consider the impact of the economic conditions on the
closing stock prices as of April 30 each year. Thus, we added a variable , I; , to Models 1-6,
where | represents the closing weighted stock index on April 30. Models 1-6 presented as
follows:

A Generalized Model

a
P =BV, +o X' +a,V, + o, + o,MQ + &,

where
P: = the closing stock price at time t;
X{ = abnormal profit at time t;
BV: = net assets (net book value) per share;
Vi = other information;
l¢ = the closing weighted stock price index at time t;

MQ; = dummy variable, “/” denotes a modified unqualified opinion rendered,
otherwise “0”;
i =1, 2,3, 4,5, or 6 for testing the six proposed hypotheses respectively.

Abnormal profit is defined as follows:

X =% —byr
where
Xt = profit at time t;
r = the required return on equity;
by = the book value (net assets) at time t-1.

Period Covered by this Study

This study covers a period of ten (10) years that is bifurcated into the prior-to-SAS 33
period (1994-1998) and the post-SAS 33 period (1999 to 2003). This study aims at uncovering
the impact on stock prices, arising from the auditor’s issuance of qualified audit opinions
during the five-year period immediately prior to 1999 and the auditor’s issuance of modified
unqualified audit opinions during the five-year period sincel999. As explained at the
beginning of this paper, the circumstances under which an auditor would render a qualified
audit opinion prior to 1999 allows the auditor to render a modified unqualified audit opinion
instead, based on SAS33



44 Journal of Accounting and Corporate Governance

Sources of Data Collected

Audit opinions were taken from the database of the Taiwan Economics Journal which
stores accounting firms' audit opinions on public companies. Audit opinions were also
available in the annual reports of public companies maintained by the Taiwan Stocks
Exchange and Commodities Foundation. The closing stock prices as of April 30 each year
were extracted from the database of stock prices, maintained by the Taiwan Economics
Journal. Financial data such as earnings per share, profit after taxes, net book value, etc. were
obtained from the financial database of the Taiwan Economics Journal, or from financial
records maintained by the Taiwan Stock Exchange and Commodities Foundation. Annual
financial reports of public companies were made available to the public by the Taiwan Stock
Exchange.

Sample Selection

All public companies in the database of the Taiwan Economics Journal were the
candidates for this study with some exceptions. Firms that fall under any of the following
categories were excluded from this study: (1) Firms for which financial analysts did not make
earnings predictions by April 30 each year, (2) firms for which auditors did not render
opinions, (3) firms for which financial reports were incomplete, and (4) firms not on the
calendar basis for financial reporting. All of the above exceptions were considered in the
sampling process in order to create a homogenous sample,- that is, consistency in the
characteristics of the firms sampled.

Based on the above selection criteria, there were 5381 useful units of audit opinions
identified, of which 3213 units were audit opinions rendered in the five years immediately
preceding the announcement of SAS 33 and 2168 units rendered in the five years following
the pronouncement of SAS 33. Table 1 presents information about the classification of the
MUAO:s issued during the post SAS 33 period (1999-2003).
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Table 1 A Classification of Modified Unqualified Audit Opinions during 1999-2003

Compulsory Voluntary Uncertainty  Adopting

vour o Crangeof Crangeot  or e VAl
Concern ccounting Accounting Significant A1_1d1t0rs Opinions
Standards  Standards Events  Audit Reports
1999 3 5 4 4 121 483 620
2000 7 7 3 13 235 369 634
2001 23 2 2 18 253 345 643
2002 20 100 3 24 269 260 676
2003 3 25 2 13 218 379 640
Total 56 139 14 72 1096 1836 3213

Table 2 A Matrix of Pearson Coefficients of Correlation

P X2 BV, Vo I,
P, 1
X2 -0.085" 1
BV, 0.404™ -0.083 1
Vi 0.125" 0.492 -0.038 1
I, 0.1517 -0.092 -0.003 0.042 1

Py denoting the closing price of the stock on April 30 of the following year
X2 denoting the abnormal profit per share

BV, denoting book value per share
Vi denoting other non-financial information

denoting the weighted stock index on April 30 each year
significant at .05 level

t

*k

V. Analysis And Results

The impact of SAS 33 on the Auditor’s Decision to Render an Opinion

Table 1 shows that during the years, 1999-2003, there were 3,213 unqualified audit
opinions rendered, of which 1,377 were the modified unqualified audit opinions and 1836
units were clean opinions, a ratio of .43 to .57. Among the 1,377 MUAOSs issued in 1999-
2003 (see Table 1), 1096 (79.5%) of them were due to the auditor’s reliance on another
auditor’s audit opinion. The compulsory change in the application of accounting principles for
financial reporting led to a good number of the MUAOs (139 cases in total) rendered,
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whereas the voluntary change in the application of accounting principles had the least number
of MUAOSs (14 cases) being rendered. The required change was triggered by Accounting
Standards No. 30, announced and effected in 1998.

Pearson Correlation Coefficients

In order to detect the existence of multi-collinearity, analysis was made of Pearson
correlation coefficients. Table 2 is a Pearson correlation coefficients matrix. Dependent
variable, P; and independent variables, X, BV;, v, It had significant correlations at the 5%
level, but the correlations among the independent variables are insignificant, meaning non-
existence of multi-collinearity.

Estimation of Abnormal Profit Persistent Rate

In the Ohlson model, independent variable, v;, is weighed in to assess the persistent rate
of abnormal earnings. In this study, we adopted Dechow et al.'s (1999) methodology for the
assessment. As indicated in Table 3, the rate of abnormal profit, w,, that persistd to the next
period, was .270 and its t value of 5.825 and F value of 33.928 yielded a p value of .000,
indicating significant at 1% level. The rate is positive between 0 and 1. This result is
consistent with that of the study by Dechow et al. (1999).

Table 3
Auto-Regression of Abnormal Profit — Estimated Persistent Rate of Abnormal Profit

a a
X =@yt X +&

Variable Coefficients t-value
W, -0.336 4,120
W 0.270 5.8257"
Adjusted R? 0.076
F Value 33.928"™
Sample Size 5381

Xta = abnormal profit per share.

@ = interception.
(V1 = the persistent rate of abnormal Profit.

* =significant at .1 level.
** = gsignificant at .05 level.
***= significant at .01 level.
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Results of Executing Models and Testing of Hypotheses

The Ohlson model was directly applied to testing all the hypotheses posed for this study.
We first tested the impact of total modified unqualified audit opinions, disregarding the basis
on which the opinions were rendered, on stock prices and then proceeded to examine the
impact of the modified unqualified audit opinions under each of the five different
circumstances. The results are presented below.

Total Modified Unqualified Opinions and Qualified Opinions. Hj is for testing the
impact of all the sampled modified unqualified opinions on stock prices. These opinions were
rendered under five different circumstances, as described above, during the period of 1999-
2003. As shown on Table 4, the coefficients of the independent variables, X;* (abnormal
earnings), Vv; (other information), and I; (weighted stock index) were all significant at 1% level
in their relations to the dependent variable, stock prices. The coefficient of the dummy
variable of the modified unqualified opinion, MQ;, was negative, -3.544, with t = -3.384,
indicating a significant negative relationship with stock prices at 1% confidence level. This
result supports the hypothesis (H;) that the modified unqualified opinions have a significantly
negative impact on stock prices and is consistent with the results of Wu (2002) and Chen et
al.'s (2000) studies.

Table 4 Results of Executing the Model for Testing H;

(the aggregate modified unqualified opinions’ impact on stock prices)

Variable Coefficients t-value
X2 -2.054 -6.484""
Vi 2.891 8.748™"
I, 0.001765 15.1177
MQ; -3.544 -3.384""
Adjusted R? 0.257
F Value 152.430
Sample size 3213 (0=1836;1=1377)

Xta = abnormal profit per share.
v ¢ = Other non-financial information.
I t = the weighted stock index on April 30 each year.

MQ: = dummy variable for the aggregate modified unqualified opinion.
*= significant at .10 level; **= significant at .05 level; ***= significant at .01 level.
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Modified Unqualified Opinions Issued under the Going Concern Consideration. H;
is for testing the impact of the modified unqualified opinions on stock prices when the
opinions were rendered because of the auditor’s concern about a firm’s ability to continue its
operations as a going concern. Table 5 shows that the coefficients of the independent variables,
X{ (abnormal earnings), v; (other information), and I, (weighted stocks index) were highly
correlated with the dependent variable, stock prices. The dummy variable, MQ, representing
the auditor's concern over a firm's continuation to survive, had a coefficient of -22.775 with
t=-2.449, indicating a significantly negative impact on stock prices at .01 level. This result
supported H, and was consistent with the result of Wu's (2002) study.

Table 5 Results of Executing the Model for Testing H,

Variable Coefficients t-value
X2 -2.201 -5.636"
Vi 2.916 6.934"
I, 0.001735 14.354"
MQ; -22.775 -2.449”
Adjusted R? 0316
F value 115.104
Sample size 1892(0=1836; 1=56)

Modified Unqualified Opinions lIssued under the Circumstance of Compulsory
Change of Accounting Principles. Hs is formulated to test the impact of the modified
unqgualified opinions, issued under the circumstance of regulatory requirement to adopting
new accounting standards, on stock prices. As shown in Table 6, the coefficients of
independent variables, X (abnormal earnings per share), v (other information), and I
(weighted stocks index) all indicate significant correlations at the 1% level with the dependent
variable, stock prices. The coefficient of the dummy variable (MQ3) for the modified
ungualified opinions is -7.235 (t=-2.678), indicating a significantly negative impact on stock
prices at the .01 level. This result does not support Hypothesis 3 and contradicts the result of
Wu’s study (2002). Wu’s study was based on a sample consisting of both opinions on
compulsory and voluntary changes while our study examined them separately. This may
explain why the results of these two studies were different.
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Table 6 Results of Executing the Model for Testing Hs

Variable Coefficients t-value
X2 -2.153 -5.785 "
Vi 2.876 7.109™
I, 0.001744 14.864""
MQs -7.235 -2.678"
Adjusted R? 0315
F value 121.709
Sample size 1975(0=1836; 1=139)

We further examined the underlying causes of rejecting Hs and found that firms tended to
decrease their earnings by applying new accounting principles as legally required. The
issuance of this type of the modified unqualified opinions that might lead to possible earnings
decline, would have raised investors' concerns about firms’ accounting practices and true
profits in the past.

Modified Unqualified Audit Opinions Issued under the Circumstance of Voluntary
Change in the Adoption of Accounting Principles. Table 7 shows the results of testing
Hypothesis 4. First, the dependent variable, stock prices, was significantly affected by
independent variables, abnormal earnings per share (X%, other information (v), and weighted
stock index (l;). Second, the coefficient for the dummy variables, the modified unqualified
audit opinions (MQg) was significant at the .01 level. This result supports H, that the MUAOS
triggered by the voluntary adoption of accounting standards will negatively affect stock prices.
This result contradicts Wu’s (2002) finding and the contradiction may be due to the fact that
Wu's study did not differentiate voluntary adoption of accounting standards from compulsory
ones.

Table 7 Results of Executing the Model for Testing Hy

Variable Coefficients t-value
X2 -2.071 -5.380""
Vi 2.545 6.579"
I, 0.001773 14.8350""
MQ, -13.592 -2.053"
Adjusted R? 0312
F value 113.895

Sample size 1850(0=1836; 1=14)
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Comparing MQs (-7.235) (refer to Table 6) with MQ, (-13.592) (refer to Table 7), we
found that the impact of the modified unqualified audit opinions under the circumstance of the
voluntary adoption of accounting standards had a greater negative impact on stock prices than
under the circumstance of the compulsory adoption of accounting standards. Thus, we
concluded that voluntary adoption of accounting standards, in comparison with compulsory
adoption, had a greater negative impact on stock prices. One explanation of this fact is that
voluntary adoption might have created a suspicion of earnings management in the minds of
investors and stock analysts (Salamon and Smith 1979; Collins and DeAngelo 1990).

Modified Unqualified Audit Opinions Issued under the Circumstance of the
Uncertainty of Significant Events. Whether the modified unqualified audit opinions
grounded on the auditor’s suspicion that some pending events may spell disaster for the client,
have negative influence on stock prices, leads to the formulation of Hs. As shown in Table 8,
the independent variables, X (abnormal earnings per share), v; (other information), and I;
(weighted stock index) were significantly correlated with the dependent variable, stock prices.
And the dummy variable, MQs was negatively correlated with stock prices. This confirms Hs
that the modified unqualified audit opinions, issued under the circumstance in which pending
events or cases that may significantly affect future presentations of financial statements, would
have significant unfavorable impact on stock prices. Examples of events underlying the
issuance of the modified unqualified opinions include: (1) pending lawsuits, (2) transactions
involving related parties, and (3) questionable disposition of substantial company assets.

Table 8 Results of Executing the Model for Testing Hs

Variable Coefficients t-value
X2 -2.190 -5.694"
Vi 2.910 7.004™
I, 0.001739 14.543™
MQs -6.790 -1.740"
Adjusted R? 0315
F value 117.802
Sample size 1908(0=1836; 1=72)

Modified Unqualified Audit Opinions Issued under the Circumstance of Adopting
Another Auditor's Opinion. Hg is formulated for testing whether the modified unqualified
audit opinions, rendered by an auditor who adopts another auditor's opinion, have significant
impact on stock prices. Table 9 shows that the coefficient of the dummy variable, MQs
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(modified unqualified audit opinions) was -1.865 with t = -1.579, indicating insignificant
impact on stock prices. It confirms Hypothesis 6 that modified unqualified audit opinions have
no significant impact on stock prices. Investors just did not react to this type of audit opinions.

Table 9 The Results of Executing the Model for Testing He

Variable Coefficients t-value
X2 -2.249 -6.478"
Vi 3.272 8.711""
I, 0.001708 13.7307"
MQg -1.865 -1.579
Adjusted R 0.260
F value 143.132""
Sample size 2932(0=1836; 1=1096)

Table 10 is a summary of the above statistical analysis. All hypotheses are accepted or
confirmed except Hs. The rejection of H; means that, similar to all other hypotheses, the

MUAO has significant impact on stock price.

Table 10 A Summary of the Results of Testing Hypotheses

Coefficients of

Significant ~ Hypotheses

Hypotheses Du_mmy Or Not upheld or not
Variables
Hi: Impact of MUAOSs (MQ) on stock prices -3.544 Slgartnf(l)clant Upheld
H,: Impact _of MUAO (MQgc-going concern) 92 775 Significant Upheld
on stock prices at .05
Hs: Impact of MUAOs(MQ¢-compulsory ] Significant
change of accounting standards) on stock prices 7.235 at .01 Not upheld
H,: Impact of MUAOSs (MQqc) on stock prices Sianificant
arising from voluntary change of accounting -13.592 g Upheld
at .05

Standards
Hs: Impact of MUAOS (MQem) on stock prices Significant

. ) o -6.790 Upheld
arising from uncertainty of significant events at.10

Hs: Impact of MUAOSs (MQoc) on stock prices
arising from adopting another auditor’s audit -1.865
reports

Insignificant Upheld
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V. Conclusions

Very few studies, so far, have been undertaken to investigate the issue of the information
contents of the modified unqualified audit opinion. And those few studies we had identified
from a literature survey used exclusively the “event” approach in their research designs. That
approach has the shortcoming of being unable to control “concurrent information” and would
render the research findings untenable. For this reason, our study adopts Ohlson's (1995)
accounting basic evaluation model to control “concurrent information” and to be able to assess
the information contents of modified unqualified audit opinions objectively.

The results of our study have revealed that the modified unqualified opinions were
negatively correlated with stock prices, thereby signaling the decline of firms' stock prices
when firms were rendered with a modified unqualified audit opinion by their auditors. This
finding offers support to the findings by Chen et al. (2000) and Wu(2002). However, our
greater contributions lie in our attempt to examine the impacts of the modified unqualified
audit opinions issued under five different circumstances—which Chen et al’s and Wu'’s studies
did not address.

With regard to the modified unqualified audit opinion issued under each different
circumstance, our study results indicate that this type of audit opinion varies in information
contents with each of the five different circumstances. The modified unqualified audit
opinions, issued under the circumstances of going concern consideration, uncertainty of
significant events, and changes in adoption of accounting standards for financial reporting, had
a significantly negative impact on stock prices and we can conclude that the opinions possess
information contents. The modified unqualified audit opinion rendered by an auditor who was
concerned about the client’s ability to survive as a going concern had the largest impact on
stock prices in comparison with the same opinion issued under other circumstances. The
modified unqualified audit opinion, if based on the adoption of another auditor's opinion, was
found to possess the least amount of information contents.
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Abstract

The purpose of this paper is to compare the investment performance for stock
portfolios formed on the basis of PEG ratios, PERG ratios, and PERDG ratios in Taiwan
stock market. Based on the methodology proposed by Estrada (2005), we adjust the PE
ratios by growth, systematic risk and downside risk, and compare the performance of a low
PE strategy to that of these three value strategies. Due to its simplicity and plausibility, the
outperforming strategy could help to add to the arsenal of valuation tools used by analysts.
The empirical results indicate that, in all samples, the PE-based and PEG-based strategies
outperform all other strategies in the short term, and the PE-based and PERDG-based
strategies outperform all other strategies in the long term. Furthermore, if we divide the
sample data into two groups, the first one is electronic sector, the outperformance occurs in
the portfolio sorted by the PE-based strategy; and the second one is non-electronic sector,
then the PE-based strategy and PERDG-based strategy outperform those sorted by other
strategies.

Keywords: PE ratio, PEG ratio, PERG ratio, PERDG ratio.
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A RURRTELTRETHEPLLIBERT

Panel A : — & #y

h 4 1 PE PEG PERG PERDG s 4
PE - 1.4128 2.4238***  2.2766**  3.8662***
PEG - - 0.9168 0.7414 2.5121***
PERG - - - -0.2131 1.8251*
PERDG - - - - 2.0478**
d M i} } } - -
Panel B : = & #p
Sk i PE PEG PERG PERDG W B
PE - 1.9629** 2.1872*** 1.7160* 5.5274***
PEG - - 0.3153 -0.1503 4.0862***
PERG - - - -0.4382 3.5252%**
PERDG - - - - 3.8231***
B M } } } - -
PanelC : = #
ip 1% PE PEG PERG PERDG W
PE - 2.1688** 1.9167* 1.4778 6.0413***
PEG - - -0.1938 -0.6474 4.8285***
PERG - - - -0.4374 4,5935***
PERDG - - - - 4.8812***
M } - - - -

(1) AP R ER 0 (A PP i
Bortips R R B0 HRT L
EERE TSI R

» & w44 PE 45 ~ PEG 43 # ~ PERG 43 # ~ PERDG 43
LEFORM L - E - Eoz Ehdocdl o BERTLEME

(2) g% k5 001 > JEF % 1 Z2>233,2<-233; Bg¥ k% % 005 > 9% 1 Z2>1.96,2<-1.96; &
¥R L 0LPF ERE 1 Z>164Z<-164 R A AR E KRB O0LT 0 TioE BFLR o TR A

BERE0.05T » Tiofcd MEF LR o AL AR EREOLT

CTyofd HMELE -



3. T LT A FP A A 4

TR S E AR E R T e E b A e g iR W4

Ha PR et I ¥R riTes SpEh SRR T jﬁﬁfm‘i*z%\ IR o
L% LATFHRT SR I AT R LG TR ml (- &
T ehEE G R R > MPEd iR 5 ) BARA10.24% 5 BB 0 B R RT T 5
T e £ 619.91% - A PEG - PERG# PERDGHp 1% 51 »c & A %] 5 9.39% -
8.58%178.45% % M3 H B F L L KA T T AL & wmaﬁedwm,ﬁﬂ*
PPEIp RS i 5 hiEH - 5 LRk T es s - 21 PERESTET IR
FF 5 18.21%7 5 B it > 8 =t G PEGH; 5¢014.43% ~ 4 % 4 %] 2 PERDG - PERG
Fp15012.62%£211.26% 0 fe 7 fe 3B eh kA R Fap iR RAE G - E (8 x
FRNFIRFTEE c ERARDL § FapRRTREFG - AL
"“sczxiﬁr!{ Yo H i PN FRFT LS DR RA 0 G =5
80 Bk X P AR 4> MPEIpiRendE g B R S B g £34.250% 0 BT
i;‘;rﬂf;:ﬁfsgg hi 224 R 5 @ PEG ~ PERGY PERDGH 2. 4 x4 ] 5 20.73% ~
21.74%£225.97% > fris 3 FR Tl & Frce L P REFE L EREG F’“ﬁ‘ﬁﬁ’”
gt > AP T ERTFHRZ EiEF DEFMFDAER - 4oFl =
T B FAARATFERT 0 iR E. Eba*f#m**mxﬁ,ﬁﬁv*wﬁﬁ*
12 e

Bl AP A e gtk PRFMEFL AR T 73004
B P TR 2 Jﬁéﬂﬁ’—rp Efea e engrri T AT HEEFLR
FPRFEEFF ZEL RINPER R A AT R E B = A4k
7 PERDGip th# 7" 3 £ o

14



70 Journal of Accounting and Corporate Governance

e RAFERKT L Yo
B3 OREE PE PEG PERG  PERDG  Market
— i 2 10.24 9.39 8.58 8.45 9.91
- & 18.21 14.43 11.26 12.62 8.10
- ) 5.84 4.96 6.77 10.08 12.27
g 34.25 20.73 21.74 25.97 27.31
@ Bl B+ RS § 1R AT B8 PE 4355+ PEG 43  PERG 1 & ~ PERDG 35 582 7 33, Bk 7t
E'L‘ CAFFYFE-BY - E D EE B AR FESN L EFIOREM 5 (%)
04
— Fmpte
035 m— — = PEG#}:‘[@
....... PER(‘]#I:‘[@ A /
0.3 =] — — PERDGH#%
== AN/
#*
’ﬁ A
BRIVA
4 74
e A
1112 13 14 15 16 17 18 19 20 21 22 23 24 25 26 27 28 29 30 31 32 33 34 35 36
0.05
01 b
BEYE
DEREER LS FRE PR
AR ERAE AT o 1 PE 4315 » PEG 474 ~ PERG 431 « PERDG 43 2 1.2 KT ie & 219 HR T i
EoEFHFZ EnY AR



+
T~

Iy
&

4y
Sk

RIS G SR S LR N ed

Panel A : — & #y

a4 PE PEG PERG PERDG s 4
PE - 0.6212 1.2112 0.8402 2.2026**
PEG - - 0.6703 0.2421 1.8015*
PERG - - - -0.4370 1.0802
PERDG - - - - 1.5701
d M i} } } - -
Panel B : = & #y
n i PE PEG PERG PERDG s B
PE - 1.4070 1.9397* 0.8526 1.4526
PEG - - 0.5391 -0.6966 -0.0046
PERG - - - -1.3145 -0.5733
PERDG - - - - 0.7278
B M } } } - -
PanelC : = #
i 1/dn % PE PEG PERG PERDG W
PE - 3.0048***  3,1892*** 1.8765* 1.4622
PEG - - 0.2168 -1.4153 -1.6577*
PERG - - - -1.6433* -1.8640*
PERDG - - - - -0.3715
M } - - - -

() 27 B AT SR T H T 0 A B84 PE4p iR~ PEG 43 % ~ PERG 4; 1 - PERDG 45 #5922
IEFREEIFRTFTRL  FFYFL-E - mBEZ iR REAP LB BKRT AV
Bl i o LZ @ -

(2 ¥ k% 5 001pF» 4£83 1Z2>233,2<-233; A% k5 005pF » 443 1 Z2>1.96,2<-1.96 ; &
¥R L 0LPF ERE 1 Z>164Z<-164 R A AR E KRB O0LT 0 TioE BFLR o TR A
BEEOKH 005 » Tiodt BEADR o RNAAKEFREOLT » Tl EF LR o



72 Journal of Accounting and Corporate Governance

Fﬁg%&,ﬁag_ ;b» ‘-E'L‘"J‘*Qtz\lﬁd“"-‘%ﬂ]‘}"\ﬁ ,E}g\,é?u@;ﬁ}%—ﬁ
B ehdF p ﬁFF'&iJ;'ﬁmu PERDGHp 1% :915.94% & i *F » H & L &y chfd 5 ) B 4%
oy UPEAp RS ot s it o AT MR LA IRF G DR OISR 0 4o
Ble o 27 “”?IFL*1§iﬁ+$p?b?4wﬁﬂ“mﬂff”‘ BREEMASET R
B2k o BRE &P4£¥’£A%WEmal%°*“’*Fi&éwfﬁ
TARa g o P AR T S 4 m#)\g\‘ni‘}fﬂ}]& NI N
Lo EH e Rtk RRFPEFL AR (2 ) < HY o0
- ﬁﬂpuPE:}ﬁ#ﬂ 7oz IFL&«;T%’%%‘PEGl—*’PERG:}Iﬂ1‘al o - EH B EH
Hoedk MG o LR A HEFPLE -

2 AT IFIHFUHTFT ELEE TR
¥ PR EpE PE PEG PERG PERDG Market
- 2 10.66 9.10 7.15 7.84 9.91
- £ 15.63 14.67 13.03 15.94 8.10
- &3 58.90 48.17 44.83 46.94 12.27
&3 108.12 92.19 81.66 86.20 27.31

+ LR 3 A T 0 &5 PE 43 - PEG 43 1 - PERG 4 # - PERDG 4 12 3 3y i
BE G BEFHEL- xw o ECEszESg AR RS A A HF R B (%) -

— F
O ~ /
............... PERGf
— ~ PERDGHfif% /
08 — - A
&
ﬁ 8
pul
;‘l':
2 3 4 5 6 7 8 9 1011 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26 27 28 29 30 31 32 33 34 35 36
02 b
BEHR
Blr 23+ i\";;»% e d $ B
AT IR LR AT 0 10 PEdp iR - PEG 4515 - PERG 43 1% - PERDG # a2 2 AT 2 & 23 B T

4

™

o HFFHRFZ &Y 5E -

|



- AT IERRFTELFEFG FMLLE R T

Panel A : — & #y

a4 PE PEG PERG PERDG W B
PE - 1.6527* 2.6900** 1.5356 4.0220***
PEG - - 0.8444 -0.1504  2.4412%**
PERG - - - -1.0279 1.8256*
PERDG - - - - 2.6195%**
d M i} } } - -
Panel B : = & #p
n i PE PEG PERG PERDG s B
PE - 1.2354 1.7619* 1.2957 5.1608***
PEG - - 0.5576 0.0526 4.4313***
PERG - - - -0.5115 3.9764***
PERDG - - - - 4 AT48***
B M } } } - -
PanelC : = #
i 1/dn % PE PEG PERG PERDG W
PE - 1.3343 1.9279* 1.5053 6.4109***
PEG - - 0.6136 0.1626 5.7232***
PERG - - - -0.4596 5.3857***
PERDG - - - - 5.7699***
M } - - - -

(1) A B EAER SRR BT 0 A &4 PE 4R~ PEG 43 4% - PERG 47 1% ~ PERDG 4y #5-#iE
W2 RTELEIFRFTEL  AF PR - & - 2Hz e EFATLEBRT 4
PHR AR LZE -
(2 ¥ k% 5 001pF» e85 1 Z2>233,2<-233; A% k5 005pF » 4% 1 Z2>1.96,2<-1.96 ; &
¥R L 0LPF ERE 1 Z>164Z<-164 R A AR EREO00LT  TioE BFLR o TR A
BEEOKH 005 » Tiodt BEADR o RNAAKEFREOLT » Tl EF LR o



74 Journal of Accounting and Corporate Governance

® ~ PE ~ PEG ~ PERG £ PERDG ##2 % ¥ $1%&
Lo 2¥am &t T H 4tk
mK/\? q:,%?« E,A#;»‘ ﬁpﬁ%;ﬂ;ﬁm? » | w4 ;}Flﬁl {%; ohos PR

AT
T
FEAES ZF* 2 f il FHEERFT LY FHE - L Hdpdeit 2
FHFwLE K- il ﬁ)ﬁ.“ﬁjhﬂénﬁ WEP o ey L Apdh B
PoBTHR T RS NI
Bt f\iié‘ WG fdpcF e A G oo - B 0k F 4y 8 PEG
1p #-27.05% B BE Iﬁ?‘ PE:}Fl # PERG:}FI §iad PERDG 1%:1126.36% ~ 19.53%

2116.66% » & 7 PEGi;ﬂW"* - B EFHRET  F-E gk e o R
HHE ek Kﬁf‘*ﬁw o - EHhfEy HEL R K P PRI g
22.75% % Mb it » 2= 4 PEG#FI 1£.67120.75% > B 14 EJ PERGH; #:1117.81%2
PERDGH; 15¢1717.63% @ $40 = #9212 EH 5 HF kw > PRI T 4
BEERPESE  FRT LG 2 E P FiE5291% o 1+ PEGH, Rt &
Fi-BrPEFEARRD Lid #3?4 Iz#Ff{s 0 H %%#ﬁ&m%*I%Iﬁa;
43.21% > #r % 4-PERG1; #% 2 PERDGH; 1 AT 2292 49.34% - SRV EAE S
VR PEGH 1R ¥ SRR T f i A PERIERGE Y R YR T
&t i -

#3 PR FE PE PEG PERG PERDG
- B2 0.2636 0.2705 0.1953 0.1666
- £ 0.2275 0.2075 0.1781 0.1763
- EY 0.3301 0.2921 0.3256 0.3259
ZEY 0.5291 0.4321 0.4722 0.4934

L A0 Helhs baitt P (h) 2 P AU L kAT o 14 PE 43 fF ~ PEG 43 & - PERG 45 & - PERDG 4 (27 & 34y
B BEFHRE - B - SEs Eeng i RS S AR LA Sl E i (%) -

2. IR E TR LK ke

b4 TIFELS G ,1?1&— B ~— FH ‘ﬁﬂp»%:&ﬁpﬁwg%'#g
g iMoo ¥ "jpE;}ﬁﬁ’-Z\Iﬁumﬁx » @ PEGHpth - B 7 a0} %{'#ﬁﬁ:é
23.44% 7 i — E B~ - EHp ¥ = E He1116.62% ~ (-0.25% ) £219.79% 5 £ o @
TEFHAELE T TSR ePERDGAp > & = & (= &#H) endrc 4 17
* £ > B :£25.06% -



grmapiam 75
4 RIHRTAHERATESL Fox
#7 # 3 PE PEG PERG PERDG
- B2 0.2362 0.2344 0.2238 0.2219
- £ 0.1716 0.1662 0.1243 0.1480
Bgi=25 ] 0.0115 -0.0025 0.0285 0.0803
z # 3y 0.2567 0.1979 0.2069 0.2506

A By s BR RO LHRAT 0 U PEdptR » PEG 451 ~ PERG 45 1% ~ PERDG 4p 41 % S-dpfic > d¥
FHFL-B - F o EBfC Eond R RSN HE T Ei (%)

3. AT FEREF L L F ik

FHR- B - B B Ez B RET
F il a4 M2 6 0 B 2IEIRDE A IRAP I 0 - B2 ) UPEGHp Rih
27.05% 4 b ix > — £ H ~ - FHpgr = s upE#Flﬁ%ﬁﬁ’»' D BT
£ £ b ' F]+ 2 PERGHp 1522 PERDGH #h s »c & 75 P BEIRAF 5 — B 1 e
g Hdpdes iz o

L ATSHRTAHERTEL g%

#*3 PFEF PE PEG PERG PERDG
- B 0.2636 0.2705 0.1953 0.1666
- £ 0.2275 0.2075 0.1781 0.1763
- EY 0.3301 0.2921 0.3256 0.3259
ZEY 0.5291 0.4321 0.4722 0.4934

LY Bl PR AURaW L AT 0 1 PE4atk ~ PEG 47 %  PERG 43 1% - PERDG 47 2 7 B #ic» &
BIWEL - - & Camz i RO N AR E %0 ¥l (%)

Fr 2o M R{NER G HRORE . e R A eniEE T o F
PEGHpth- B " T F - FRA B Ik 05 - & 0 RIUPEA R A R
RN AP RLPEGHER £ ®AHRT c APERER LKL AHRT -
R RN R e N %‘ff’rﬂﬂw AP Fesdia g
v MPEdp iR 5 #E f E BARE o @ o AR S R TE S E AR - B
B gk AT 457 PEGH 1R @ £ X (- & 00 )plaEikes r PE4
FRFTH 5D G REFSRTHT YR T > b ‘42 PERDGH 7 £ 7 7 4 2

é%_xio

Z~%%
~ < % iEEstrada (2005) erpnghy A F b S B Y E 0P E
o BEDPT AR RS T bk E F]F > 2 PEG » PERGZPERDGH; 1 >
FTHEBATRACOUAF L ERFT LAV RO FPREEHF T PRHFPFET



76 Journal of Accounting and Corporate Governance

FdpchS et R EIRDREY - FRESFR AT LEAET > EIHK
*”’PE%*ﬁﬁpEGﬁrﬁ“ i 5 @ £ 948 F R PES, 542 PERDGH # 40 & i
it e z%\ﬁ, FiE- ”35‘5‘}_%‘&4 WHEA LT FARE AT IR RL LR
?I: P A g TRl ﬁﬂﬂpqg\ ¢ MPER R ehonk Mg R H 2R

ERR R ?’”‘ i P AR A L B AR R B 0 R i AR TR
R o MOTARS R G b mﬂa“éﬁﬁmp»%ﬁﬁ@¥%%ﬁ
Bzt RN R ERFALL - BE o LApRSED oL
ff‘u""% -ﬁEP--‘-’f*i’ FREAF G PREP IR T FRERHIEDF % GER

Fr L AL LRREESFIOT ﬁé¢¢ﬂ BT KT S
%4@¥Ud%ﬁ*$% L #%F p&%{ﬁi’éﬁﬁ?4u%mm
TR AR FREFEHRT 02 BT H R GEEFE MIPE
Gtk e SRR RREREOHMF I RFTREEFHET L %ﬂuﬁ @u
m;b\ax%%{og PEG#%*@’_;E’# %‘.\,’rg-:&ﬁpé—ﬁ;}; B LT o4, *\/p f”i‘%

FEﬁﬁ%ﬁa*@b% ﬁ%?éﬁu’%ﬁ%aAmbwﬁﬁmﬁ,

%

g\sJK

L



grrmapiam 77

$4 %

BAERTSRIRFE ~EER 020060 S AR b 'R IFFVRE IR 2 453 ¢ D-CAPM
BLE o #f CE RN 0 % 138 % 38 1 163-190 -

Arshanapalli, B., T. D. Coggin, and J. Doukas. 1998. Multifactor Asset Pricing Analysis of

International Value Investment Strategies. Journal of Portfolio Management 24(4):
10-23.

Basu, S. 1977. Investment Performance of Common Stocks in Relation to Their Price
Earnings Ratios: A Test of the Efficient Market Hypothesis. Journal of Finance 32(3):
663-682.

Capaul, C., I. Rowley, and W. F. Sharpe. 1993. International Value and Growth Stock
Returns. Financial Analysts Journal 49(1): 27-36.

Chen, N. F.,, and F. Zhang. 1998. Risk and Return of Value Stocks. Journal of Business
71(4): 501-535.

Copeland, T. E., and J. F. Weston. 1988. Financial Theory and Corporate Policy.
Addison-Wesley Publishing Company, 3rd.

Easton, P. 2002. Does the PEG Ratio Rank Stocks According to the Market’s Expected
Rate of Return on Equity Capital. Working Paper, Ohio State University.

Estrada, J. 2002. Systematic Risk in Emerging Market : The D-CAPM. Emerging Markets
Review 3(4): 365-379.

Estrada, J. 2005. Adjusting P/E Ratios by Growth and Risk: The PERG Ratio.
International Journal of Managerial Finance 1(3): 187-203.

Fama E. F., and K. R. French. 1992. The Cross-Section of Expected Stock Returns. Journal
of Finance 47(2): 427-465.

Fama, E. F., and K. R. French. 1996. Multifactor Explanations of Asset Pricing Anomalies.
Journal of Finance 51(1): 55-84.

Grinold, R. C., and R. N. Kahn. 1992. Information Analysis: A Two-Step Approach to
Information Ratios, Information Coefficients, and the Value of Investment
Information. Journal of Portfolio Management 18(3): 14-21.

Lakonishok, J., A. Shleifer, and R. Vishny. 1994. Contrarian Investment, Extrapolation,
and Risk. Journal of Finance 49(5): 1541-1578.

Sharpe, W. F. 1963. A Simplified Model for Portfolio Analysis. Management Science 9(2):
277-293.



78 Journal of Accounting and Corporate Governance



A=) o
N ’J/r'

CRE
2009& 6*
79-95 |

:
h

Tk

N
g

%*
iy

&
b:\,
%’i
=3
P
>~
-]
W
w
X1
A.‘\
)
1%

T 3%
il R R %) W

®E

‘“@ﬁﬁ%”%%é%@P“L\ﬁ*”:J~rthﬁﬁﬁéﬁm;¥—ﬁ?
Nigp g Te &2 EIEWH R (7) J{f‘_}_)’@zq"\, %Eg_%%f | %*T-E;;E\*;“Ei
¥F o fEp B3 RO R AR ] 2E RS EAE A 5 Eashed) ik
1W¥%ﬁ‘ﬁ"JKﬁQ“’Rivﬁﬁk?&%?EE%%ﬁﬁgﬁi
RERED IR %G Ee ffPd NFERAP P UEEEPL AR L4 X
1 A

AL RATE R B 2 S o M COSOLH G T A FR G

—Ee ﬁJ‘E$£%%»%%ﬁ&ﬁ&ﬁﬁ+31ﬁﬁ&a,g@ﬁﬁ
zﬁﬁm%fﬁﬁ,ﬁﬁﬁaﬁﬁ»ﬁ;?ﬁwéﬁ&ﬁ&ﬁﬁAﬁﬁ&%f
Ao ARG R ER R E WM LT c AP T ERE B2 L
FEH R L BHBEREA AP EE L AR TRAR RIS o T e R
PaRA Y 2 N (BRfe) FEE B b o 00 { laim T vk BB PR
F”’ﬂ&@*?ﬁ%@ﬁ%ﬁwm»ﬁaﬁﬁﬁp\a3@@y@yg¢%
PARPEHRMEEEART

Métim t R e g p %Kﬁ‘*ﬁ S PR AT AR

79



Journal of Accounting and Corporate Governance
Volume 6 Number 1, June 2009
pp.79-95

Risk Perception and Quality Enhancement for Local
Government Procurement Supervision

Kuang-Husn Shih
Chinese Culture University

C. Huang
Government of I-Lan County

Abstract

The Government Procurement Act has been officially implemented on May 27, 1999.
Article 108 of this Act stated that “The central, municipal, and county (city) governments
shall each establish procurement control unit(s) to monitor and supervise procurement
affairs”. However, most local government procurement supervision units are currently
operated by part-time commissaries. This article tries to assess the most important risk
issues in order to save efforts to raise the quality of the supervision. This study is based
on the analysis of previous literature and expert interviews to adhibit those supervising
elements of the “Enterprise Risk Management-Integrated Framework™ which announced
by COSO Committee to the supervising environment for local government. Through the
risk perception by members of the supervision committee, and by means of the Analytic
Hierarchy Process (AHP) to understand the perception of risk for the procurement
supervision personnel of local government. In addition, further to propose the suggestion
of risk response as the reference to the competence authority.

The results of this study concluded the following suggestions: (1) Government should
assist the procurement personnel of each unit in acquiring advanced professional
qualification or increasing the number of training sessions. (2) Strengthen the supervision
and review on the phase of exercising contract in the supervision report. (3) There should
be standardized the effective supervising procedures. Furthermore, we have some specific
suggestions for future implementation: first, the supervision report should be categorized
on a basis of procurement categories in detail; second, the supervision personnel should
acquire advanced professional procurement personnel qualification.

Key words: Risk Management, Internal Supervision, Government Procurement

Supervision System.
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