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Abstract

This paper first examines the relationship between the appropriateness of D&O insurance
coverage and audit fees. The results show that if the firm purchases appropriate (normal)
D&O insurance coverage, as the normal D&O insurance coverage increases, the auditor
charges lower audit fees. However, if the firm purchases excess (abnormal) D&O insurance
coverage, it has an adverse effect on the directors’ and managers’ behavior and increases
the litigation risk. Hence, as the abnormal D&O insurance coverage increases, the auditor
charges higher audit fees. Further analysis examines the interaction effect between
the D&O insurance coverage and institutional investors who have insurance business
relationships with the D&O insured companies on audit fees. The examination reveals that
when the firm purchases appropriate D&O insurance coverage, the institutional investor
in the insurance business relationship has an information advantage, which enhances
the monitoring mechanism. Thus, the auditor charges lower audit fees for the client who
has an institutional investor in the insurance business relationship. On the other hand,
when the firm purchases excess D&O insurance coverage, due to conflicts of interest, an
institutional investor will be afraid of losing current or potential business if they oppose
management’s decisions. The institutional investor will be less likely to deter the directors’
and managers’ opportunistic behavior, which increases the firm’s litigation risk. Thus, the
auditor charges higher audit fees for the client who purchases abnormal D&O insurance
coverage and has an institutional investor in the insurance business relationship.

[ Keywords ] directors’ and officers’ insurance, normal D&O insurance coverage, abnormal
D&O insurance coverage, institutional investor in insurance business
relationship, audit fees
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2017 1,230 1,707 72.06%
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BT FE SRR ES o Chalmers, Dann, and Harford (2002) 235 /3 5] F iR » D&O £
FHEL/NF] IPO =R AR 2B B HERE » B/ B n] EFE g aRan a7 O b
NFE] AR T BRI E D&O (R - DURHE Eriite BE AT T BRI ZE A R FREATE
%% o Chung and Wynn (2008) & i AH# AR - D&O R 2 /A F - #0k D&O &g 2
N EEAERIYIENE R - AT RS & ZER R SFIE  Lin, Officer, and Zou (2011)
FHHE R D&O fRfs 2 /A F] - 8 {R D&O fREE 2 A F DU AR IR D&O R

49



The Interrelationship among Normal and Abnormal D&O Insurance Coverage, Institutional Investor
Characteristics and Audit Fees

LA FIFHERESREZ AT - R - A E SR O R - H B
SUE B (CAR) 2HE EfHR - 5 D&O frla (& B R AT IR SRI - B EH
T BLEE o HhAh - A SO BB R %/ D&O fREZHIAH] - % & D&O &
b2 N FEIEA BS AR EE AR (Lin, Officer, Wang, and Zou, 2013) EIHELEE £ pA
(Chen, Li, and Zou, 2016) ° BN Skt 2 B A AR % )k D&O fRIEHI AR - 4R
D&O trba AR REREEEER AR (GBS - BHGEEER - 2014 HOIE
LUH ~ FEF IR - 2016)  BEALFEEEIRIT (2022) REL - EEEEE TR IREE
MHERS  ERREHMARERNECEES  ErEREEE R T EE
HAE - (R EE R M AR SR EESERG - DUBKR{E A 200 s B 48
{8f&H - Bedard and Johnstone (2004) &I & /N & FER B MR =y - GatAl R
JERTRESR 4 L SRR B EHAL - FREIR A S &S ) R & it A8 - A
ELPARCEE A S LR - D&O (R TREEAE R » E BB N E b 7 (R
/N E] o IR EE AT R R aR T T RS A - RIS aRan Ebe - &ETAT
KL= EA A -

Sy Ry BB E (Monitoring Hypothesis) » 585 D&O frbg n] DU A Flia
B - W FRAEE o Holderness (1990) 785 D&O R v DUZEE DL T # 4 5 =
REAFIREER - B - ERERET - RS FREESERE - GREEET
PR FABFPGPE AR ¢ S AEFRAEARE - fRig A Rt A DUESE 2 EAvERH - B
AR E AT - - 121 D&O REEHIAF] - WD IRA 2 R B (G (R
NE] - KRG [EFH A BRI ESE - e FEEEE - A - D&O R
TR E R G VAL B AR DGk B SR S2 18 - BRPART R A R
S BAGREAFNaHEEE DT IBI(RRE ZF R - BEE R D&O fRign] 2L
EEA RN -

A BRIl - 1 D&O PREg BELEREN B\ bs 2 ERER T - (ERAAE A TS A0 S B B
NEKR > ZEEFHEH S £ - R T B E A5 SRS B B RGR -
2 Yuan, Sun, and Cao (2016) EFHIFFEI&E R} » #HA R D&O Rz A F - FHECR
RN E] o B ERBERJEE (Stock Price Crash Risk) B2 T o BN A SRS FFES
BB - AR R R 2% (2011) 3 D&O Rk & B H il i mbe - 1EEE
FHEEECEELESREEILE  BEE - £907 - RLBHERRT (2015) #BLA
IR D&O R Z N AIBARKRZAF > EREHIEINRE NNIREER - SthEX
BB R D&O Rl AF] - EREENEE LS (FUEH © SIPHE R, -
2015) EAEERTEMEENE (B - GBS EAAR - 2016) ~ BE BT EEER
BOCHEPi ~ sRICEERRIR(E » 2022) KEREEMAZE (ZEARELGRESS - 2019) -
& DA B 38 A R BT - D&O fRba B BEA AR - e E R FHEEKEE

50



NTU Management Review Vol. 34 No. 1 Apr. 2024

o W HAAETEE A TSR R A REEAE N FRREE AT HEZE 2GR -

S—51H » WF5C D&O b B 28 51 /N & BRI 1 2 SRR - B Rl A By
FEFEMEH - PIANEZRIESF (2014) Bl Khan and Wald (2015) #3545 (& D&O Rz 2~
AN AE BRI R Z AT S - BRIES (2014) B Li and Liao (2017) #
D&O {RFEIFE /A E 2 IEFER - HLYh - BINAER D&O fRIEELE G T/ & R M 2
W7E - BRABRAES fy 2013 - DART - BRESF (2014) H ZBEAFEE T 2008 42
2012 4 » Li and Liao (2017) i H Z BAFEfy 2010 22 2013 4 - M2 H 2013 4
BAIAER A IFRS » EalliE & L E B A FEHEEE B A TR - o] E a3 #E D&O
tRba 2 B ERUR 211 Chang, Ren, and Yeh (2018) fi5H1 » D&O £l i n] GE[F]RF <2 FH#E
MBS TRERERRZE - 8hMPE  HEARENEENLERTFR - D&O
TRl 2 BB SRR R - RMEE A ERaHEER - FHEH#H 2013 F1% -
B D&O (REgEIFE T A B Z BABE » B0 E IR A e T2 ERILES -
s -

AN EEERER R A T BT A BRI R - B RS, - —
et e, - FURE A FNEHEE T - 1§ n] DA 5 TR b B T A
11 Kelton and Yang (2008) & & M 7 s R8s - AR et E Bl it
B o Bl AT REEER - S E A TNAEIZEBT - F T MU R R RE Sk
RSN » ARSI E S & aTHl » 4 Carcello, Hermanson, Neal,
and Riley (2002) #IEE R G ML - HHGES - FREERER - FERGER
SR EFEETT B - RIS S & 2 R /A& 3 Zaman, Hudaib, and Haniffa
(2011) BB ZEGHER MRS - FIZEGHRIEESEEENT  gZ2Kkyg
STAMETT B B TR MR S & o E - R E (i 2 #Fit /A% - Chung
and Wynn (2014) DA D&O {7 (R B 1E By ElVA S E 192 (B B (Proxy) » 43 B A
G AT A B A T 55 K - 5T D&O (R R E T AT A EIIRRE - F5 RS
D&O {#ig (R E B /N T RHEE FAHRY - & D&O (RIS HREIRS - FiEE g T
AR R b BLERAA B fRE A - R E Rt AE - LR RTaiEEEEER - Bhis
RS TEERET D&O (R ELE ST A BRI RS - JEIE S ETATEAsmEE U A
SHATE R D&O REBE R A FNGE B IEE2EIRE - BAFH A& EEZRER

73%0

S A SRR 12 (R S A B AT R B A RRE - STy &
INFIMERAE B B R R B R A% R E E D&O (REE » Al AR D&O R E AT
SRR ISR EARR (GRS - B RE - 2015) BHES(EHAFE

(BFtE  GRESHEPFEA - 2017) - GRE - LHFEETFE (2020) R IER
RRGAE - B EIENEREEERD - RTTE A FE R R D&O MR -

51



The Interrelationship among Normal and Abnormal D&O Insurance Coverage, Institutional Investor
Characteristics and Audit Fees

2 B SRS A8 A B £ 25 » 20 Gillan and Panasian (2015) #5¥0 B8 1% (R G EH
o HHREEGRE - RS A FFRR AR - Kim (2015) #BLRE R R ESHEEE -
A FI SRR EGE Z E 3T ECR - WM b&EERE - 5% (2014) K Boyer
and Tennyson (2015) 523 /N A F R R SHHEE - B HE GBI EE R E T
F o Chi and Weng (2014) 3B RSEHBGE - TR E SHATES BT e 22K E =1y
BERORSTIE - DR RTRERVARED B BL 8RR - LA - i SO R E R R &
BB - RN F AR e BRI E SRV (Wynn, 2008) ~ RHE&ZERME (5GBS
% 2014) RREAFEE (BFHFHEE 0 2017) B REEREER (GESE
2015 ; Weng, Chen, and Chi, 2017 ) - fEE IR E (BEKREGREESS - 2019) Hifg
e s (G5B 0 2020) o Chung, Hillegeist, and Wynn (2015) H#5I7 5 #
RS - FHEARE LR - REETAE -

R EEESUR » ASCTEIE A R IEFE RSB - BT ESERA A NG
MR » WA RS - FEHAIAMIR A WECZ TGt A 5 AR - B A EFER IR
SHBGE - AIRER R E SRS BT R - FETEITEIHRRA E R - B E RS
Fr I et N« BRSO RER 1a B 1L 20T
a0 la @ FEHMEETE 2T - A5 D&O R 2 EE & ESEENE - g2

Bz BT RNEBIE -

a

I

{BE 16 FEHAER AT - 7] D&O fRbg B 5 IR BB - & atATATIR
W2 BT AERE -

D BEREReE NGk sE 2 w] ] B A CRBESE B R R

Bathala, Moon, and Rao (1994) f5H BT E AR AEAE A AV R - BEDILE
AERAE N ERRVIE I E R - R R BB AR R R Y R i mT ge
R E P ERIEK » BRI E N ERERE e RAaRIENE  FEEAAE
SEAYFEEA - DU A EER  WINRRME - [Ah » TLEREPIIRE A - BEREA
P HEERAEREGE S - THARIEIREFBY - @A URER - BERE A
DI ERT /S EEEFZE - 4] Hadani, Goranova, and Khan (2011) ZEE R & AFF
R OR M FEE T B 2 B3 EfHRR 5 Velury and Jenkins (2006) DAIANFEITEIE M & &2 R b
g o WIS HEERE AR AR BB E ZAham - BIRNRIIE AR A E
BAl 4 2 OBk Kane and Velury (2004) 5 I0BERE & A\ FFIR RS 2 A F] - e
FEE AR B T E S S P E T &R - R A FIFR KA (AR 5 {2 Khan, Hossain,
and Siddiqui (2011) DA IIHLTSE R - B E AR LR T B R
BtHR - BBEE S - BEIE AT A RRAE - A E R A - ALK

52



NTU Management Review Vol. 34 No. 1 Apr. 2024

DEFHNE - SRR E ARG E R ES © T Mitra, Hossain, and Deis (2007) #3
N EITR R RE T RE RS A 1E/ NI E A L RRIV NS & A\ R f oo

By RERCARNS - R EOREE SRS E R ES I E 3l - RAUBRER
EANFEENES - LA A FREHEER - WAOESAE - AR g atan
HEAG I EmES o 3 B AR D&O R 2 (R A w[RIRE R % IR A R 2 IR E A -
[RIRFBEE A A FF LB D&O REEHIIRIR RS - 45N R A M s e #E 0 - MEFREE
WEAFRE  WEBEAHCHREEE - Kt RRAFEEFREEEAF
DU T RESE A RUIRL - HRIRFD AR R A FI BB RS I & AR A (R L A
REHA DA EZAEEN - TRAFEREEEY - #lILARNESARER
W oo IRAh - B EUR RN FIRB IR RIS ERE 2SR A R R R AR BB EA
I AT #E SRR IR A B ¥ D&O fRIE AT AR R E I » AT A T NS EE
B - SIS FENERERK RS A FIAHEZE -

R - B E AR SRRSO FNAEZE - M UEGUR ERIBERBIRE A
FEAIEESY - Brickley, Lease, and Smith (1988) BB E A/ B =FE8E (1) BRI
JEkZ (Pressure-sensitive) » 2R/ F] ~ FEZERTT  (2) BEJJIKHTAEY (Pressure-resistant)
WMAHSEREES + (3) BEJJHIT A (Pressure-intermediate) * 21/ FLEE RS - BEETHE
BEENESRE A FEFEEHmERme B HEEE - SRR - Bk
TSRS & N [ 5 B @ BHE 2 - Cornett, Marcus, Saunders, and Tehranian
(2007) Eil Chen, Harford, and Li (2007) HIZEH - FER TRURAVEERE & A AT LIRSS
) B A5 AR L G AR R+ TR T UK BRI 1 & A A BT 2R L R« Rt SRR
SR IRURAIREREIEE N (Rl AT EAESEE A RS EIRE A FAHE
EAA

e L BREAFIS R RARZEEBIREA - SCAEH S E IR I rE &
RARVEAEEG S - &R n]RE R Ry PR 2w S T A% LR B (R B /8 BRI ZE 15 B (R 1R
FEF B BURBAFINEERA (BREEEHEME AR AR K AT aEEA
FEFWN) K B E S - B - ER R A T IR R A AR B & AT -
VBRI E2e n pE G o BRI IR B A BB B - I - — iR S - SBIR[E
eERECERAT] - SHEESHEER N ER A FHE RIFEBEESE - HRE
B kA R C B2 ER R - [FIEE ke m S M AR R
Rz FEEEES - MEEH D&O REEZEF TRE(F Rt R 2 a1 - BhE
b N FI R AR VB AE A b - R - B FIEEZ F A AR IR D&O (R A 72 B
&AW - ATREF A VBt 22 - NF I SCEE TS g D SR T S 2 R 2K AT RER &
et s - MR BB FR - A FEHEERE - 5 LAl - EREE NS
PR ORbg N FIF - BEAETRE AN TREIE L RO B B RS g SR & R 18 - & B &

53



The Interrelationship among Normal and Abnormal D&O Insurance Coverage, Institutional Investor
Characteristics and Audit Fees

INFEZSERSRARR M BE R s B 25 -

IRIZ AL SRS R AR - BRI E N B R E N AN D&O fREam B A R
SRR ORI > — A AT REN B BB S RES IR A BB T3 - AR D2 A R b B
FHitNE 5 S JRATRE R TEEA R 2R EHETE JE RS - GETRTAR
tRbg A FR S RES BRI E N BB A Grse - R AR R A% & D&O &
bt - NMfE=ET A -

K ASCHERTR RG] 1a B2 1b (RERES IR H ORAR © FUH (REABIERT A B AR
M- RILAE - PR B A RSB R RBRE NI E R - HERE -
LHENNE G AERINRE - MRIEATL.Z H#E5 - 2O (FRRTRER L - BmE
FlE] > ASCATEIHE A - SO RER 22 B2 26 20°F ¢
(B 2a + FEEMERAFAEZT - RERE R E N RS EAREEDR GG -

B IR % R S R AT N B L RIBH R A AT E -

+

<

FE il

\

B30 2b  TERLABBERET B T - B A B A TR T B (RIS -
8 B R S AR R A R B T -

2 MRLE

— ~ ERBUM G R

AR 2% Simunic (1980) + Simunic and Stein (1996) ~ 5R{HFEL#E# 3E45 (2005) »
BF5i (2012) » BREFR ~ MOTHRIEL R (2015) ~ FEE  BREAMIEERS L (2019)
FMEEARER T IOR, (2019) - BWHR BE ABE IR 2Bl R SRR » i8R
FERE - FRRn b ~ ErETATE M S S FITETE o A T A SR EVUAH A P R B - P AR
FEEESE @ EFEAS (1) 0 Bl D&O EFERRSE « BELRSHEEETA
BRI TE - 30 (1) BB LNAF R et A B E RE - N A F{EEEE
At NEREE - ASCDUREZET AEREET - AR ERET LB AR FIH - H
MERFT A B SEINE - R2ESFTLAEREARBEERETABEE I PIH -

LNAF;; = o + ByNORMAL;; + B,ABNORMAL;; + B3SIZE;; + B,ARINV;;
+LsSUB;; + BgACCR;; + B,LOSS;; + PgLEV; + BoQUICK;; + f10ROA;;
+B,1BIG4;; + B1,TENURE;; + B13BDSIZE;; + B14INDDIR;;
+L,5sDUALITY;; + B14BDOWN;; + B,,BLOCKOWN;; + B1gINSOW N,
+L19DIFF;; + @,pYear + @, Industry + €; ° (1)

54



NTU Management Review Vol. 34 No. 1 Apr. 2024
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BETA ZfREJ51A] - E%AEIE@%%%EGTE HIEmERRA R S FTRE IR = - &S D&O

2 EESTEAN Wynn (2008) ~ ZEEEHREE (2015) ~ Li and Liao (2017) (R AIHEE & SV DL AL -
ARSI RGN - 1 D&O PRI R DA & A ETT AR MNAEL -

3  BETA f#¥RH TE) #Ers&kE - DUEE—F I H @&k - ElEREE S EEK
(CAPM) {5 HREE &2 - 5TETRANT - HAp R G RIFEZRHEMEE - R, K555
=R : p=COV(R,R,)/VAR(R,) °
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b 2K TFENE LOSS' IREUR IE - EEREHS - g5/ F D&O g
ok ALK T ER DR S i | ENFELL (MB) fife kR I THI
REUSTE - BITVEINMEIEERES (GDR) BLESN I/ (& (ECB) RETEEX 2N
A 0 AR S - KRS D&O (R TR AR ILINE A IEE) (OVERSEAS)
BAEE TS (TECH) ZEH# 8 » W HEIAMREUR IE - BURFEHEESEEE (2008) FEH
INFIRR B - A F RS D&O RIE - A DI A B E AR T
R N B (STOCK) - i TEEATRBUR IE » AN EIFBEAUA - IR TEHEES (E IR e mR
T4 SRR NS - IR S D&O REE 2 F K 3 SESURIEE - A
Koo BB R TCERM S R E AU - R K D&O 18 2 55 2R (Mayers
and Smith, 1990; O’Sullivan, 2002) » A2 DU R B 1% 2 HAZR T (B iy 2 /0 J] R
(SIZE) » (EATERARET 1) - RIBEEERER - D&O kA B A T g (B 55 B &
 (Holderness, 1990; O’Sullivan, 2002) > t4h » J&17 B EE2% B Elfgtie % - i g
KRANEIHEE D&O 7 5 Al > SR IIEFILREEE  RFLAEREEERS -
BRI FRERE RS - FTREFHE D&O fREm . FF3K - ASURIETE F =R (INDDIR)
] - (R FEEARESTIA © Core (1997) FEH D&O {56 8 Br SRR B2 — 50
53+ JRE D&O fREgEL AP X &F ARG - HEE S M58 -
g K D&O g 2K AT EEEMSEE - REEEETFERHERD
B - g5 D&O R TR - AU E R EH I E 2R B (BONUS)
AFEH] - ABNTEEAMRECA A - ik - & eI B e D el o A\ FR I LR = e
AIREE R/ NI R &% - (AR AR EE - R D&O fREE 23K 5 (HE
PR i SR T B RSN i PSR S) » A R RE DR I (o e ol e AR Bl B A B NS
PR R s B — 2 > AT RRAR B - BB e R AR - EEUR A D&O
frbg 2 T3 BRSSP 1 st SR R ELZR (CONTROL) ~ A% P21 st SR 5
fELEEE (CONTROLOWN) Ko i N Fif% LE3 (MGTOWN) i AR » (BASTERAFREL
JirA] .

FRTABEFHEA (1) ZEHEEE SR B EEHE - R R

FEEHEE - AT ETFEEEFAAENE R 1 THEO0 -

FEHEEE > AT Y EE/T GDR B ECB Z/AH » % &R 1 GHIE 0 -

R - FESE A TR E Ry 1 WHIRy 0 -

Tz 7% J22 i I SR f R PEER (CONTROL) 2 DLt #% 422 i) =5 60 A A5 25 B8R S R PL =R Fe SR MR B7fs
2 F A HE R R R B R0 1 B [ R < g A W R R EL SR R o IR A 2 ) R PR R R BL R
(CONTROLOWN) 52 DA A& #2828\ NFF I8 PR R SR EI R Erfi AR R RN FEE R
FF e Ee ot i -

N O L b
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FTETB ML A FEHE S E A o E AR B EE MRS  gRlETRE SR
AEZEZER - FMETAER S » K FAREZERE (SIZE) « EIIRELF &
B E LR (ARINY) ~ ELEREER Z T A FZE (SUB) HEEEGT BbR L& EE
#H (ACCR) Z BB IE - AU RILNVE TR (LOSS) ~ BERMIE (ROA) ~ HEjEL
# (QUICK) A B3R (LEV) E Rt ilbs 2 i 58 - EAFERFFHEE
A Sl 2 e RN R - R A BN » B—HE - AT AR - B
BT REE DI MR & T AE - Gt A A RS E O - HELEH A
B REE R ARG - BELERE - nTaeiE A FhEL RS K ERLEEE A 0 (&
BRI IR R EE R R ER A TR TE - BHMEERAE A 2 TREN: - R AS
B D B E b Bl A N MO TEEA LOSS Bl LEV R85 1) - 2N W) 2 SR
Tk - RBEFRIRE 8T - BN BB EL - B IR EE  RELFE
HIVRE e - A FEEE nT R R - R A FREA RS - KL TEEA ROA B
QUICK (Rl & - BB - APVES BIUKEHATEBEFT (BIGY) K&t HsAT
£8A (TENURE) fife G aTAi@ M - KA GBSt E BN IER R &5 s
HHT - MM REET A EHRERE T A AERMIES: - {H Simunic (1980) 2
R B BT AT SR A AR AT SR » Al T O (R 3T A+ TRERE
RIEHTEL SR R (2008) 2 - EEH HEE(RGR (Self-selection Bias) % » KA
BB AN AR RS A BRI G - RIBLA SO THIA BIGY (R E7 1A © Simunic
(1980) SRR & et B E IR B 2 E SR - BRI ERRA - R AT EFET L
B R HRERTEIWIRE T AEEEZARKFETR » BT B EFREL
RS ARAUE - WEZ BREERESETLAE  Hit B9t & EHEER - &
SHAERERS  BUARSOR I TENURE (R85 -

W AXSHIHESS R - BRESE - 20REME=FEYA i
EEMPE R E A FNRHEERE - 5 DLES K (BDSIZE) ~ BiIEEL
R (INDDIR) } HE R R ALK (DUALITY) KiHIEEE & 74 - Hamid and
Abdullah (2012) #$I & B EHBRECR - BEA R ERSR SLE B AR HARAS B ERSH A
DIV B/EHE g - KA #E1/A% 5 1 Yatim, Kent, and Clarkson (2006) #5H{F&E=
FEREAERE  SEREEEERE REMFRR I - FIERAKNESEER
MmiEEaat A i ET/A% - Kelton and Yang (2008) & 17 F F LR B - #A]
DA &SRR - e B BB I8 1T R - BRI &5t B b Bl g at
N GG EIEES © ZRIM + Yatim et al. (2006) FEHLE B HEH LEBS
FHE T EEE 0 DURER RSB A gER A N b - BB N#EmZ
FEPAT o R KIE B - Haniffa and Cooke (2002) 785 £ R AEHICHA
BhFA SR (L S CR B B L SR ER AL 5 AR > — A A e ERE
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TR o [ B MR R T RE R IR R AR R ET R R T A E - ([Hth g ]
RElB R ESE AL - RMEEE ARG AT - NEESURRE —Zz i
fi# » ASCANTEEA BDSIZE ~ INDDIR Fr DUALITY 1280551 »

HR » AP EEGE BRI (BDOWN) ~ KEXHEFF L (BLOCKOWN) Hil
TBIE AR LI (INSOWN) e e HEGG RS - BEE ST T kils » EHE g N
R s B A — 2 - A FNAHEREER S - M D ET AR  HEEHEE RS
REFRE - ATV RCEA R EREEEE N DI EmE - B RIMEEA G
B - KMiEEd st /A% - Kaplan and Minton (1994) #23 » & KRR F % PR 8K
5 B EEEREH R AR EHEE 2 — A0 EE S - AT DU R
FETAT LR 2 5T A E - R An G E AL - {2 Mitra et al. (2007)
B KRR RS - GRS TN E T AE - FRAFFE KRS
B 5 [EAN » Mitra et al. (2007) BN R BERETE & A AT DURIE BB pOAIL A 3 B E
NEVEE - BEATNAEEE - WAOEAE - g etaiitie s, (2R
& NI RS SR A ARG AT o B S W S 5T E T B DR B A -
R BEE S MmO EET AE - R AFTKEERE: - #7 F - ARS8 RE —
HRME - BRSO TEI BDOWN ~ BLOCKOWN Je INSOWN (R85 1A « 54 » 218
EHAFEFEHEARGEYEGIAIRE - B EHIR R G SRR A
5 RIS E A SR EEA A CinEE MR R TR - EEURHE AR
5 AMREFTAE - R - ZEEGIREZ ZEHIR R B8 2 BB g/ ] R
S B BT IR 2T K - BRI RERE RS A TAT - RS AT EIAE R R P 2 R
A R E TR NE R - IR S DA & Er R B2 (DIFF) iR 0K
HE - [EATEIARE A -

Bl - AU A R EG R I E NS R R 8 (INSURER) » 7K
& D&O Rl 2 fRE A RIS E RS EE T 2 Ea A R RERAFZ KRB E
NOBF o BER 1 HIZE R 0 - ¥ INSURER ~ INSURER x NORMAL Eil INSURER x
ABNORMAL =840 A= (1) » 237 3) fEREERAL - DIzt (3) 2 B, Bl s 77
Bt IR 2a F 2b - HoAth 52 EEA (1) FHIF] - 3% 3 Ry E SIS HUE FRml R -

8 RN EI TR SRIAIM AR 52 B B H CRbs 215 i AR 2 A 1 & N B O A R e il 28 2 H P8 - AR
B R ZE 05 B AR 2 BT N B T i s PLER KA 5% BRI ELBIRT 10 42 RBUBEREI & A -
RAIBERETEE AfRZ25 Mitra et al. (2007) B RAIBERETE & N E 2R T RE LR KN 5% 2 4R
e N o BbAN - FRENEBLE 282 KM SRR FF s FESR KA 5% sl AEELBILRT 10 4 2 BEE »
INBHES TN FIAE SR MESCHE IR TEUE AIEE 11 1655 4 BURE - AN ECH T4%EE - 1Y~ =
TR B DB LLE o 2 AL B2 R - A0S R4 - FEIR R R RE L S T4
R AATE R R R L -
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#*3 ERENSHTEESEMRE

2 Y TR
LNAF Bt ABENBE A
NORMAL RREEETRREE 2 hEHE
ABNORMAL RIRSLEFEAMEER 2 EETE
INSURER EHEEE - &fR D&O ﬁéliﬁz&ﬂfziﬂﬁ FRESEER TZERARARRAR
ZABIEIREA  BREAE 1 BRIAO
SIZE AR T{EENE SR
ARINV FEREWIRFZ ME5aks LR EE
SUB FARE BB RHE
ACCR TEREET BB EHERR U B EREE
LOSS RS EFEREEEERE 1 BRIAO
ROA IBfE R B AR PR BRI S E
QUICK RENEERLUREIARE
LEV iR ERR LIRS &
BIG4 [ > ARSI ERAEZES 1 BRIAO
TENURE BB E ST ERITER
BDSIZE EESHE (A8)
INDDIR BUEBEGEEEGF ALK
DUALITY EREE EEERFEKEERAE1  R2BO
BDOWN EEEESRRLEER
BLOCKOWN KEGRFFRE LR
INSOWN P IRE AR LR
DIFF EHBERZ BB DR REEE
DOICOV D&O 1RIGIRF S EEMF LIHAR AR
BETA 1R CAPM AXETEMAL
RESTATE EREY > RFERLER RTEE1 BEIAO
MB RS HERR D EA RS IRE £
OVERSEAS gﬁz%rgﬁiﬁﬁbﬁéﬁfﬁéﬁ (GDR) E0iB4MrIE8HR/AR){E (ECB) » &EA 1 &
TECH [EEHEE 0 2E TSE B AfEE24E3MEF HEA 1 BHIAO
STOCK BB A BN B A&
CONTROL® RAIEHIR R G BB R L=
CONTROLOWN"™  ER#&iHIBRERISAR LR
MGTOWN LGP NEST: e
BONUS EEEMSEE RHE

9 CONTROL B 1-Ti/A AR S + S S AL + SRR AR AL -
10 CONTROLOWN Y&l L/ FIFFE s + SEIAE G F5 e H S + IR A Rt 5 (8 A S IR Lt o
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LNAF;; = o + ByNORMAL;; + B,INSURER;; + B3INSURER;; X NORMAL;;
+B,ABNORMAL;; + BsINSURER;; X ABNORMAL;; + BcSIZE;;
+L,ARINV; + BgROA;s + LoSUB;; + [10ACCR; + B11LOSS;;
+B12LEV, + B13QUICK,, + B14BIG4; + Bys TENUREy,
+L16BDSIZE; + B17INDDIR;; + B1gDUALITY;; + B1oBDOW Nj;
+L,0BLOCKOW N;; + B, INSOW N + B,,DIFF;; + &,3Year
+®,, Industry + € © 3)

+ BRI L R e

ASCE R A s B A T et B B AR G - 2 2013 FE 2R
FIIFRS - By o050 PR I IFRS Hiffk 6 B R i R L fmak - RBLHEFR PR IFRS 51
ZIRA o JeSh o B (M) AFIH 2019 FREIEFER R D&O fRER - R o smifil i i/
D&O frbaa {6 B 3t e A fm ik - Al AS S LA 2013 fﬁ% 2018 FF. 2 = B (filf)
NEVRITEE SR - APEREREER IR SR - Rig - FEFESR - WRERFRERE
A 15 H 8,723 FEHA - HHERARIL & D&O fRbg 22N 7 BASA R ALy 6,083
2 - HrA1 INSURER=1 BEAH 489 2 - 3k 4 R AEREAETE - R 5 AT HE L
llflﬁ/

x4 BAREERZ

S EEREE 10,356

B - SERIREESE (264)
B AEBEFHEERE (564)
EREBTLE 9,528
B : BETA B ERE (704)
ERENSEEERE (92)
HENLLRFHERE (4)
BRRAEEFEERE (4)
HEREASRLEERGFEERE (1)
B5ERE D&O RIGAR 8,723
fiBs - #I%{F D&O RIG AR (2640)
RICEEAE 6,083
BERGEBBRIEEREAN 489

60



NTU Management Review Vol. 34 No. 1 Apr. 2024

x5 BAFENM

FE S ERRAH INSURER=1 A& (%)
2013 795 56 7.04%
2014 866 86 9.93%
2015 957 95 9.93%
2016 1,064 81 7.61%
2017 1,130 81 7.17%
2018 1,271 90 7.08%
=5 6,083 489 8.04%

B2~ BI85

— ~ Bk PR

RetedilRin(E - A SOK B3 BUR R - KR 99 BB/ NRE 1 H
A ERETT IR ZE (L (Winsorize) B - 38 6 RUGR ST B » B E B RS
(ABNORMAL) ¥R -0.08% » FH{7 8k -1.41% » [KIILAE 2013 452 2018 fEAYE
AU - 28 B (i) AFREE PFERETEHRS  fFaTERRENR BT
(&) AFReFERER R ZEE - "

IEE RS (NORMAL) B E 1% (R0 (ABNORMAL) Fs AR i Rl $it 2 H
o Ry TE—T TRERE - RSB EREGREE (DOICOV) IR/NER » #2E
G585 6 #H ¢ P10 DR ~ P10-P25 ~ P25-P50 ~ P50-75 » P75-90 ~ P90 DL | » #2
{24 DOICOV ~ NORMAL ~ ABNORMAL “F-¥5 88 rh (7 &k} > 4038 7 s » IE
RSN S I BEL R T BE R - FEE A o (L EGE I im0 - B E R
B RSB 23S « BAE P75-P90 510 » B RESEH EERES4HES
S B B b (5 B0 Ry T 0 P90 DL RSB R - B RABEBAER RIS - T P75 LI 2%
o BIERERERS - ME—fIYNE P10 DUTSER - BB IEH B R S5 S8

11 ZEERBLSREEST (2019) 2% 2 Panel B (p. 502) SH Do_Ame (B IREEA) Hil Do_Abn (#3
IR REED - BHEASER 6 1y DOICOV (EHIE R R E4) Bl ABNORMAL ( BLH R <5
B o FEIREGFESS (2019) 1Y Do_Ame SV S Bl o (3 85 53 )51 Ry 10.232 Bil 5.380 » AL
DOICOV S-SR Ed rh f2 85055 B Ry 9.28 Bil 4.79 - BH/RZR AR AREL I BE S5 (2019) BEASSCHY T 5
P gH - SPIE IR L8 - BRI AR R O BeEs BB R - AR ESEESS (2019)
HY Do_Abn S-S EE I 3055 B -0.256 Bl -0.674 » AL ABNORMAL V-2 95 B H (V7 B 55
Bk -0.08 Bl -1.41 » ASZEIASHARBS B (2019) M ELE L (REBEE - SEHBEL (7 8T
B SPEIE - B R RN RIS - H B R R B IG EI R Th 2 - B R R
SBEARY I HC B (R o FHDA B PEBR AT RN - ASSCAY R R % R e R B S R CR 2 - AERGI
Mt bEEEZSA IRELS B ST (2019) —3K -
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BAPAIEOR & o SRR R RSP R T (GRS -
Fylit L D&O 5 fr AR AU F (G 5T AV IEH R R SF R AN RE B TR R -
X RAERURE R, - S IEE RSB ZRAERER 0 EHHEERR -
Dl B A S et SR AR -

&6 HulIEHET

B BAH T8 FHEE  RME B-NoU PuB F=VMu  HEAE
LNAF 6,083 8.09 0.55 6.96 7.75 7.96 8.42 9.87
DOICOV (%) 6,083 9.28 14.30 0.08 2.09 4.79 10.38 95.55
NORMAL (%) 6,083 9.23 8.73 -9.67 3.85 8.79 13.31 45.35
ABNORMAL (%) 6,083 -0.08 9.80 -19.60 -5.21 -1.41 2.56 49.12
SIZE 6,083 15.15 1.38 12.78 14.15 14.95 15.96 19.60
ARINV 6,083 0.31 0.18 0.01 0.18 0.29 0.42 0.81
SUB 6,083 2.14 1.01 0.00 1.61 2.20 2.71 4.76
ACCR 6,083 0.06 0.06 0.00 0.02 0.05 0.08 0.32
ROA 6,083 0.03 0.09 -0.33 0.00 0.04 0.08 0.22
LOSS 6,083 0.25 0.43 0.00 0.00 0.00 0.00 1.00
QUICK (%) 6,083 196.42 214.16 13.10 88.20 134.82 221.91 1508.76
LEV 6,083 0.40 0.18 0.05 0.27 0.41 0.53 0.83
BIG4 6,083 0.91 0.28 0.00 1.00 1.00 1.00 1.00
TENURE 6,083 14.60 8.02 1.00 8.00 14.00 20.00 34.00
BDSIZE 6,083 7.49 1.90 5.00 7.00 7.00 9.00 15.00
INDDIR 6,083 0.26 0.13 0.00 0.20 0.25 0.33 0.57
DUALITY 6,083 0.35 0.48 0.00 0.00 0.00 1.00 1.00
BDOWN (%) 6,083 23.29 15.85 2.16 11.25 18.95 31.65 68.66
BLOCKOWN (%) 6,083 21.36 11.62 4.04 12.97 19.13 27.35 60.79
INSOWN (%) 6,083 41.71 23.00 1.91 22.78 40.21 59.55 92.86
DIFF 6,083 6.64 11.55 0.00 0.28 1.40 6.27 53.23

&7 HERGIIERET

Ll DOICOV 4348 P10 LUF P10-P25 P25-P50 P50-P75 P75-P90 P90 LI E

B 608 913 1,520 1,522 911 609
DOICOV (%)

T8 0.48 1.51 3.37 7.07 13.76 43.35
FRAIEY 0.49 1.51 3.34 6.82 13.07 34.24
NORMAL (%)

FH9E -0.38 3.25 7.26 10.79 13.41 22.51
FRAZE -0.79 2.97 7.05 10.33 12.86 19.32
ABNORMAL (%)

T9E 1.29 -1.71 -3.85 -3.63 0.47 18.41
FR{IE 1.35 -1.34 -3.66 -3.37 0.51 14.97
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TN RINFRNZEEEL Pearson FHEA REFREUR - IEFIRREFHEETNERE
MEE AR - RERREAREERT AT ERE IR - ARIMAHR RERAEARA AL
TP R - D TR o i et — Dt - S0 BRI - 11
FA PR B B (E R 0.5 - (EAERAGEER AT - AT B 8L ZIRIA T (Variation
Inflation Factor; VIF) $5Ri8:E 10 » BURASCE G AL A (£ BAAY 20 B HAR TR R

BE -

= HEES

Ry TH#E—F T BB R R B REARE - AR R REEHIEA
{H > AR R R R (ABNORMAL > 0, N = 2,413) B R AL (ABNORMAL
<0, N =3,670) MiAHFERA » o i #H ek A i 2% A8 ) S 25 Bl B v (5 U 75 R AR R
FEAER o REREMNGR 8 o ASCHEH - #iEnIE ¢ I E BLE Wilcoxon TSI € H 8
N AHE R RN BRI - AR RRANET ABR S - LRSS R ATEER
HEHEEREEENTR - WiiEEET AR ET A - A SCE—P R A&
By INSURER = 1 (N = 489) il INSURER =0 (N = 5,594) ffH T4 - DLis R AR A<
BB PGB B SRR A R - MR EAENER 9 o AOGEH - fikGhE
¢ 1 E 8N 2 Wilcoxon S flkg © 980T » FHELHY INSURER = 0 £ 745 » INSURER = 1
BRARE T AER S - SRR AREEGRRIEEEE N - nfeefF A N Ezem
LR ENEEINE - KM EaEsT mbn st A -

PrREr e 8 R A RBH - AHBNRE R EHELR - BHEERERAEERE
SRR B RERE N (INSURER = 1) tefld: & - /1 B AH¥# 5L INSURER = 0
A > INSURER = | R ABEE W SR E R KB 550 HBERE RN EHRA K
INSURER = 0t » #BEE {54 Ky INSURER = 1 BEAS » 4 B SR JEE LI R 2k B
FEGEHEERLR  HESRFEESHNBEPRNERE  UHERESETA
B ERE . FARIRE - BT  EEY AR RBCRR R - BEREA
Filebb® ~ Ity EerfmiE 2 - HERUREEHEISESMER I AFRS - FEHHiE5
Fr &t iR - DL B2 B E L i - BENEREMUR VI 2% - (BRI IREE
A J¢ INSURER = 1 AR SR AE - HEM—SEHERRE - fETaed
FHHNBEFER OB E -

= HERR

RS H WSO TR R BB TR AU S0 (2) - AL FHEME R IR H R R
# (NORMAL) » 7= H R 5w R PR 8 (ABNORMAL) » AT ABERA (1) 2
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#*8 LIEERRARTMIERERDMMEEANEEELLE I

ABNORMAL > 0 ABNORMAL < 0

(N = 2,413) (N = 3,670)
INSURER EBE FR{ZEL EHE A& IR Wilcoxon #&5E
LNAF 8.20 8.07 8.01 7.96 13617 11.33
NORMAL (%) 6.71 4.47 10.88 994  -18.78™* 2351
ABNORMAL (%) 7.70 3.70 -5.20 (432) 6560  66.08**
INSURER 0.13 0.00 0.05 0.00 10.70"*  10.70**
SIZE 15.59 15.54 14.86 14.75 20.75%*  17.15%*
ARINV 0.30 0.28 0.31 0.30 3570 330
suB 2.29 2.30 2.04 2.08 9.48*** 8.26**
ACCR 0.064 0.05 0.061 0.04 2.29* 2.40*
ROA 0.04 0.05 0.02 0.03 7.95%% 1228
LOSS 0.20 0.00 0.28 0.00 -7.30"* 7.30%**
QUICK (%) 197.94 142.73 195.42 129.00 0.45 4.65%*
LEV 0.40 0.39 0.41 0.42 -2.38** -2.80%**
BIG4 0.93 1.00 0.90 1.00 3.97"** 3.97%*
TENURE 15.56 15.00 13.97 13.00 7.60*** 6.99"**
BDSIZE 7.87 7.00 7.24 7.00 12,74 10.69"*
INDDIR 0.26 0.25 0.27 0.25 -1.95** -1.57
DUALITY 0.31 0.00 0.37 0.00 BT 51
BDOWN (%) 23.59 18.40 23.09 19.19 1.19 -1.68*
BLOCKOWN (%) 21.69 19.36 21.15 18.89 1.77* 1.87*
INSOWN (%) 47.75 49.25 37.73 35.20 17.02*  16.11***
DIFF 8.35 2.24 5.52 1.09 9.41%* 8.96**

T B R T A B B - 2U (2) AERIIRIAEE 10 (Panel B)? » HLFREIFH#E1L R
2E 0.42 > H2 BB S TEIT A RS /KUE - DU PRI AL {5 5T NORMAL B
ABNORMAL B #E © o 2 (1) 5RYIRIAEE 10 (Panel A) » NORMAL (RHGE 1% &
R KUE (fRECRy -0.009 » (B Sy -8.75) » FF&TRER 1a - AFHRKE SR EELR
ba T RITHEI R (R 40 - K] 848 D&O fRER BB AR ZXUR 5 NORMAL 1785 -0.009
ZASHE W Ry - AR HAN R ZT - & NORMAL ( DAIARRE R SR ) B0 1% -
LNAF g -0.009 » JRENFEGHAE G 0.9% » HLIASIEAE L Z AR 2P

12 % 10 Panel B f%2£E Panel Data {5t 5= - &SSP ~ 3EFE A G ) - 155280 (D
K= (3) ZEHFEAER -

13 5% 10 Panel B % BRI IEE ST 1A BLEAE % - B T TECH ~ BONUS F11 INDDIR LI »
YR SR BIS R 25 (2019) 52 5 FE -2 5 L5341 - 25 8 Panel B 2 Adj. R® 5 0.42 » BilzZsjd
SREIZGREZY (2019) 35 5 2 Adj. R* By 0.458 23T  [AIHL » AN 15 15 S % 7 T s TR0 s B i
JE s
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79 LLINSURER B/ Mt A < EE S LEE T

INSURER = 1 INSURER = 0
(N = 489) (N = 5,594)

INSURER T8 FRIE T8 FR{IE HRTE Wilcoxon 1&5E
LNAF 8.42 8.28 8.06 7.96 14.47% 12.36*
NORMAL (%) 2.23 2.19 9.84 9.35 -19.02*  -20.88"*
ABNORMAL (%) 218 1.25 -0.28 .72 533" 11.15%*
SIZE 16.61 16.55 15.02 14.83 25.64"* 23.02"*
ARINV 0.27 0.25 0.31 0.30 -4.70% -4.82%
suB 2.63 2.64 2.10 2.08 11.42% 1117
ACCR 0.05 0.04 0.06 0.05 433 -2.38"
ROA 0.06 0.05 0.03 0.04 7.68" 8.14%
LOSS 0.09 0.00 0.26 0.00 -8.45** -8.45%
QUICK (%) 168.84 130.39 198.83 135.16 -2.97* -1.39
LEV 0.42 0.44 0.40 0.40 262+ 292+
BIG4 0.97 1.00 0.91 1.00 4.21% 4.21%
TENURE 17.37 17.00 14.36 14.00 8.01% 7.51%
BDSIZE 8.73 9.00 7.38 7.00 15.35% 13.56*
INDDIR 0.29 0.29 0.26 0.25 4.43" 461
DUALITY 0.24 0.00 0.36 0.00 -5.09*** -5.09*
BDOWN (%) 20.59 14.51 23.53 19.21 -3.94* -6.75%
BLOCKOWN (%)  22.87 21.26 21.23 18.90 3.00" 476"
INSOWN (%) 59.10 60.45 40.19 38.33 17.90" 16.97*
DIFF 9.19 2.66 6.42 1.29 5.09" 6.63"

F%4 10,600,000 7558 NORMAL %88 » i1l LNAF P48 8.09 % » 3% (1) H&
RO E RS E A HSP IR - IR RS CRERBIR(L) 5411 106,000 TT -
T ANBEG A 29 TIC « ABNORMAL (REUE 5% 1EM#EHZE/KEE (R85 0.001 -
tHER 1.74) - FFERE 1b RSB AME TR > AR RERESERS - &
EE AR EENTE - RIEatier 2 E% P s - BE 2
BT NE DA FER A T RE 2 AR ARG (B BB R L 5 DARII 5 K e ABNORMAL
FR80.001 ZHREEE W - H (1) BBBEIEREEEL PR - RERRE
B CRERHE(L) BN 106,000 T » FatABEFHIN 3 TIT -

IX F I (SIZE) BN R R FERE (SUB) (RECS LTI 5 10— 2 - FFan e~
el S (RS EBTRLT A — BUL R K - BEEMIER (ROA) FUHE) L
(QUICK) ¥35% 1% B [AIBHE K - AR BUG I REN MR - FaTanfiE 2
FEPAE - AR LEV) HIEEIER 1% Bk - AENREE  gitiigik
IR L3R5 TNE » B 3ER1E (LOSS) 3Z 10% B MBI /K - HR4 e Bl 2 q -
B R EEERR AT R AEEIE - ATRER R R R EEREBR AR
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AtRIEA Ziemd et AE - GatEiBIE G - 20 BIURE T EIE BT (BIGY) B
G AL (TENURE) fRBUTE 1% [EARHEKYE - EEHEGHIR (BDSIZE) (R#6E
10% IEFIBAE /K HE - F L H B LR (INDDIR) B & AFfK LL=R (INSOWN) %
BT 1% IR EREKYE » SCRFARITRORERG > A FNGHEEBAF ZAF] » G ERE
B IR o &k B EERREELL (DIFF) (REGE 1% AIAEEE/KYE - R
ER OB MEREE - giae N m B IR 2Tk thrTREDUE g 31 -
TR RTHIEERR & P 2R O - (e g RtA R Z et Y -
& 10 FFERIEMER

Panel A Bt AEEEEE &R 1a &2 1b 35k 2a B 2b Panel B R & 3ATRAIEE!

B8 TR HETRE t{E EEtRE A Be  TREIRTR HETRE tE
NORMAL - -0.009**  -875  -0.009"*  -851 BETA ? 2772 -7.29
INSURER ? -0.036 -1.46 RESTATE + -0.369 -0.36
INSURER x NORMAL ? -0.006* -1.81 SIZE ? -5.168***  -31.35
ABNORMAL + 0.001* 1.74 0.001* 1.38 LEV + 4.682*** 5.64
INSURER x ABNORMAL ? 0.003* 1.85 OVERSEAS + 6.156*** 8.38
SIZE + 0.105"**  16.34 0.106**  16.36 TECH + 0.898*** 2.85
ARINV + 0.031 0.89 0.030 0.88 BONUS ? -0.127* -2.57
ACCR +  -0.076 -0.94  -0.084 -1.03 ROA - -24.953**  -10.22
ROA - -0.642**  -7.28  -0.634**  -717 CONTROL ? -0.033***  -3.14
QUICK - -0.000***  -2.60  -0.000***  -2.66 CONTROLOWN ? -1.169 -1.19
SuB + 0.195**  25.98 0.195"** 2591 STOCK + 0.613*** 3.27
LOSS ?  -0.027* -1.77  -0.028* -1.82 MB + 4.043**  39.98
LEV ? 0.330*** 8.33 0.329*** 8.33 INDDIR ? 3.924*** 3.33
BIG4 ? 0.222***  14.80 0.222*** 1478 LOSS + -0.446 -0.91
TENURE ? 0.005*** 6.37 0.005*** 6.42 MGTOWN ? -0.173* -2.50
BDSIZE ? 0.006* 1.88 0.006* 1.94 Constant 76.471***  38.32
BDOWN ?  -0.001 -1.55  -0.001* -1.74
INDDIR ? 0.416*** 9.31 0.422%** 9.49
DUALITY ? 0.011 1.09 0.011 1.06
BLOCKOWN ?  -0.000 -0.63  -0.000 -0.67
INSOWN ? 0.001*** 3.61 0.002*** 3.75
DIFF ?  -0.002*  -3147  -0.002* = -3.14
Constant 5.667**  43.54 5.648**  43.42
Observations 6,083 6,083
R 0.573 0.574 R 0.422
Adj. R 0.569 0.570 Adj. R 0.420
F-valuec 137.2 132.6 F-valuec 294.9
Industry, Year FE Included Included Industry, Year FE Not Included

14 THIIRFOR By IEMBCE A - SRAEERE - TEETHINRTIE - SRA%ERE -
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ASCLAR (3) I faR 2a B 2b - SEEFFSE SRR ER 10 (Panel A) » NORMAL 1%
BoE 1% A EE/KE > BERTE RS SR — 20 INSURER x NORMAL {3 8GE 10%
BEMZEKE - BUR A FERRIER (R H BRI E AN EA R ERSRIfREE - al LA
BB EREILE N ZEE AT RN AR IR (REEPT KB E AR -
22T /N - ABNORMAL 128GE 10% 1 [AEEZE /K HE » BFisE &SR —2k - M
INSURER % ABNORMAL 3% 10% 1E[A B /KHE - TIRERYMEREE - N\ A EZE R
BERBGE - PRI A N TR OR B SE 75 B (R T B % (R 0 BRI F e T 28R - SR 308
HEEE B DAL R E R SR R Z I T Ry - A FEIEFRA R A2 - &Fat
BTt R B g W AR = 2 B E T N - 2o Bdze i B AR B B A SR — 2 -

HITH Z 53 BT R IR 4% (R S RHEL R I (R B — A (1) &= (3) &g
IEREBRRESHHEERREESH - FEBAZ (1) &K Q) EToT » RYIENE
FEAE B o R 1a -~ 1b BE{RER 2a » 2b (IS FF -

% 6 BURTEMATEREE Bl (M) AFEE—PFERERNERSE KT
— B T PR REATE RN R R » A LA EETE R (ABNORMAL > 0) BEE{x%
N2 (ABNORMAL < 0) fiAHERAS » 7370 (1) &= 3) EER 17 - RV E
11 o FEmtaZER R IR RN B A - NORMAL (S8 1% BE AR » 1 1la{h
JE1SSZHF o T ABNORMAL (REIT R IE(E - AR R KUE - SRR REARE -
INSURER x NORMAL 1%#5E 5% BEE An] » INSURER x ABNORMAL %% 1% 5
ZIEA - {RER 2a  2b (& FF 5 MDA R R B A FE » INSURER x NORMAL Hi
INSURER x ABNORMAL fR¥UIFERZE/KYE » {Raf 2a  2b RIELFF - fHHE 11
FEoR » D amed 2 RER RN B EA » IEE R R SHEIIEHEEE R - BEEFEE
N ILAL - B ER REAE - BRI E NI E N R B A R SES R R
EEHRREHEES - FAERE  MEERREEES - FHoBEES - BEE
RANEEEA - WRIHBARIL AN - GRS BA R E R RIS E A
H&ENESBEN mERNA T HEEAREBERRIBNAFE -

P9~ BRI
(—) BREFRR

FH AR AR A R B & B BB s 1l 152 £7 D&O R Y » B E %R D&O
REBRE A FERE (Core, 1997, PR HEELFEFEEE - 2008 5 ZEEARSE - 2015) » Ky
TR PR Ry 2N FI R I TR E R S AR D&O Pl 4: B FE R (R R » ASCPL Heckman
(1979) WAFE ERAd ek iedl B PR R RERAVE: - BIL—ERPEE DOYN » AR
D&O g2 AFIEFE R 1 SHIR 0 0 Wi AT HER BE% (+ D&O R R il A
I (4) - MRIEFEAEE H MILLS %% (Inverse Mills Ratio) » 1 MILLS S # i A= (1)
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=11 BAABHERARRETERE

HBERRZEE BRETRZBEE
FEEE - LNAF &t 1a > 1b &t 2a ~ 2b &t 1a~ 1b &t 2a ~ 2b

TREATTSR  MAETRE  tfE GEMRE tE MAEGRE tE EHRE tE
NORMAL - -0.007*** -3.95 -0.007*** -3.60 -0.007** -517 -0.008*** -5.20
INSURER ? -0.064* -1.88 -0.091 -1.57
INSURER x NORMAL ? -0.010*  -2.07 -0.003 -0.29
ABNORMAL + 0.000 0.32  -0.000 -0.52  0.001 0.44  0.001 0.67
INSURER x ABNORMAL ? 0.009***  3.09 -0.012 -0.88
SIZE + 0.123** 10.73  0.122** 10.61  0.097** 1246  0.099"** 12.61
ARINV + -0.040 -0.64  -0.039 -0.62  0.100** 246  0.100* 2.45
ACCR + -0.138 -1.04  -0.156 -1.17  -0.086 -0.84  -0.090 -0.88
ROA - -0.753** -499  -0.746** -492 -0.551"* -530 -0.558"* -5.36
QUICK - -0.000 -1.27  -0.000 -1.21  -0.000 -1.55  -0.000* -1.66
SUB + 0.149** 1131  0.148** 1126  0.220** 2557  0.220*** 25.58
LOSS ? -0.057**  -2.00 -0.055* -1.93  -0.019 -1.11 -0.020 -1.17
LEV ? 0.359*** 482  0.362** 4.88  0.300* 6.50 0.296™* 6.43
BIG4 ? 0.267*** 8.81  0.268"* 883  0.205"** 12.03  0.204** 11.90
TENURE ? 0.003** 270  0.003** 271  0.006"* 6.51  0.006"* 6.53
BDSIZE ? 0.005 0.97  0.004 0.88  0.002 0.63  0.003 0.74
BDOWN ? -0.002 -1.49  -0.002 -1.60  -0.001* -1.68  -0.001* -1.87
INDDIR ? 0.553** 710  0.556*** 7.18  0.316"* 6.1 0.324**  6.28
DUALITY ? 0.043* 2.27  0.040* 2.07 -0.005 -041  -0.005 -0.41
BLOCKOWN ? -0.002*  -1.99 -0.002**  -2.04  0.001 0.97  0.001 0.98
INS ? 0.002***  2.81  0.002** 295 0.001"* 316  0.002** 3.34
DIFF ? -0.004***  -495 -0.004*** -500  0.001 0.77  0.000 0.72
Constant 5.534** 2658  5.543** 26.81  5.691** 4148  5.658"* 40.92
Observations 2,413 3,670
R 0.613 0.543 0.615 0.544
Adj. R? 0.605 0.536 0.606 0.537
F-statistic 80.35 74.36 77.66 68.91
Industry, Year FE INCLUDED

B 3) A B TR RIMEGR o 38 12 F5 RS - MILLS 1%5&%1%%/@%7&@ S
AR B PO RS - (BEER ZARETT I EEER 10 MH[R] HZREZE /KYE - AL -
ERERIR DT BRI -

Pr(DOYN);, = Bo + BLBETA;, + BoROA;; + BsLEV;, + B,RESTATE;, + BsMB,,
+BsOVERSEAS,, + B,TECH;, + BsSTOCK;; + BoSIZE;,
+B1oINDDIR;, + B1;CONTROL;, + B;,CONTROLOWN;,
+B,sMGTOWN;, + B1,BONUS;;, + BysLOSS;, + &;; © (4)
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# 12 Heckman MBEER(EET A

FEEE : LNAF 358 1a~ 1b fBR&R 2a~ 2b
TREATFAR fhEHRE tE EEHRE tE
NORMAL - -0.008*** -8.41 -0.008*** -8.20
INSURER ? -0.035 -1.44
INSURER x NORMAL ? -0.006* -1.95
ABNORMAL + 0.001** 1.65 0.001 1.25
INSURER x ABNORMAL ? 0.003* 2.16
SIZE + 0.115** 15.62 0.115%* 15.65
ARINV + 0.034 0.98 0.033 0.96
ACCR + -0.076 -0.92 -0.083 -1.02
ROA - -0.672** -7.57 -0.663*** -7.45
QUICK - -0.000*** -2.62 -0.000%* -2.68
suB + 0.196*** 26.11 0.195%** 26.05
LOSS ? -0.031** -2.07 -0.032** 2,12
LEV ? 0.328** 8.27 0.327*** 8.25
BIG4 ? 0.224** 14.85 0.224*** 14.83
TENURE ? 0.005*** 6.40 0.005** 6.45
BDSIZE ? 0.007** 2.10 0.007* 2.14
BDOWN ? -0.001** -2.10 -0.001** -2.25
INDDIR ? 0.526** 8.19 0.529%* 8.27
DUALITY ? 0.011 1.07 0.011 1.03
BLOCKOWN ? -0.001 -1.22 -0.001 -1.24
INS ? 0.001** 3.55 0.001%* 3.69
DIFF ? -0.001** -2.06 -0.001* -2.06
MILLS ? 0.321* 2.52 0.311* 2.44
Constant 5.353** 30.18 5.344%* 30.22
Observations 6,083
R 0.573 0.574
Adj. R? 0.569 0.570
F-statistic 136.6 131.6
Industry, Year FE INCLUDED

(=) M o BB %

A3 INSURER = 1 (546 489 & - (G2 AR LR EK 8% - AL @A 7]
REfE R R A fRaR » 43227 Rosenbaum and Rubin (1983) - £ FftH[A] 53 B ¥
% (Propensity Score Match) 1T —%f— Z R AHL#S 1 INSURER {F 5 [ 58 #7807
Logistic EEFHRAL - MR e (1) FEHIE 80N AR » DU AR S ERAG T E 58
G 43 PR S 2 B A AT O ¥ - SRR AR A R R — B - R T iR SE R
B2tk o BRAER 978 ZE - EHTRAIGR - 3 13 FEREUR - NORMAL (R8I
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FsE » INSURER x ABNORMAL {2 Eh 883 Fy 1E » {H INSURER x NORMAL 1555 €
ABNORMAL (R8RS B /K HE o TOER PR EE v 20 B 6 RER 1a BEL 2b TS24 -

(=) mAEMRMA

RbE A IR D&O [REgF - nlREE LT ABEE Rfit A g 2Z K - 1
TR E T AN ERS - WAl aEl D&O PR (F R et AhpRal Bl b Bl N FliE T 2 2%
#feig - B - D&O (REAEIZF T A E R REMH A B A N AR - ok R E

* 13 AR HECHIE

FESEL © LNAF FEHBRTSR fREHRE t{E
NORMAL - -0.012*** -2.88
INSURER ? -0.179** -2.00
INSURER x NORMAL ? -0.001 -0.18
ABNORMAL + -0.001 -0.49
INSURER x ABNORMAL ? 0.006** 217
SIZE + 0.139*** 7.07
ARINV + 0.045 0.47
ACCR + -0.342* -1.52
ROA - -0.654** -2.27
QUICK - -0.000 -0.15
SuB + 0.141*** 6.61
LOSS ? -0.039 -0.96
LEV ? 0.247* 2.24
BIG4 ? 0.276*** 7.10
TENURE ? 0.005** 243
BDSIZE ? 0.004 0.50
BDOWN ? -0.003** -2.12
INDDIR ? 0.594*** 4.91
DUALITY ? -0.047 -1.65
BLOCKOWN ? -0.003** -2.12
INSOWN ? 0.003** 2.34
DIFF ? -0.003* -1.91
Constant 6.058*** 21.07
Observations 978
R? 0.651
Adj. R? 0.632
F-statistic 75.88
Industry, Year FE INCLUDED
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s A R R REE A E IR BT A A N AR TR RRE A3 BIERE A e fE 7 =0 A
APERTRE - 58— REEC (1) ZE W] D&O (REFEHARCHTHI D&O (REH - HFEAS R
AZE 14 5 55 » 22% Chi and Weng (2014) B Chung et al. (2015) {5 Fj T ELsg#8nE -
LARZE S D&O (RER- V1 RZE (DORATIO) fifh T HEE - fREIREHATES 2
WAEMERTE - %DQMHOMKﬂJDZ&%éﬁﬁw&ﬂ’LiﬁQHMF T
FEE TR AL o B —FEE DA (5) Z THMMENE Ry IR H PR 2% (NORMAL _hat)
*KﬁZ%#E@%&M&FA%cwMMMﬂhM HEH#T ) ¢ ﬁ@)
EREARIINF 15 - £ 14 B3R 15 #5 R VR - ZENAEERMER - (KR la-
2a ~ 2b IS SFT -

DOICOV;, = By + BiDORATIO;;, + B,BETA;r + BsROA;s + B4LEV;,
+BsRESTATE;; + BsMB;; + B,OVERSEAS;, + BsTECH,;
+BoSTOCK; + B1oSIZE;; + B11INDDIR;; + B1,CONTROL;,
+B,3CONTROLOW N, + B14MGTOW Ny, + B,sBONUS;;
+B16LOSSit + &t ° (5)

(w) MpEEEE A EREZINE

AERBBERFTABEZEE  RUEZRIEEBEZEERAE Z AR
SEEEHE - Ryt rn i B A E R R A R R . AU bR (E IS A B HREE
21,503 EEA - DERBEIRAE S 4,580 EEATHHIE - RYIENEBER
EH7" NORMAL B ABNORMAL {2805 A5 EL 3% 10 AH[E) H 3Z BEZE 7K UE » INSURER X
NORMAL Ty k& » MEAE 2 K » INSURER x ABNORMAL 38Ty F -
bt - FEFEFTAE R IRR % - a7 1a > 1b B 2b (ISR -

(Z) fRig2 3 &E RRRF

Kiﬁl%ﬁ@%ﬁ Wi R A 2 EEES B R Y2 D&O (REEHHE T
NE 1% o Li and Liao (2014) f5HAHE R NEI R B A F] IW% [ANCIPSEATS

#@ﬁAﬁ » SUBLAR B RN B2 FIERIR A S RAFRIRIRR - R AE
S HFR AR A TR TR - T LB E B E SRR E RN 5 5B N (R
ANFEIR - AT LA A TR E TR o R TR A R R A R SR E SR TR
D&O {REEEIF T A ERFHE - Kiﬂ%hmﬂhwemﬂ T I i 5 45 £ B R
N E BN (R A B2 AR AR - 5RO — R EEEE (DOMES) » 5 BBNAREAFE - #%
Eh 1 DR 0 - BB \1@mmeﬁ@Mmo%%zﬁiﬁmkﬁﬂ)
i & PR A B R B Y (R B A FIRY - 25 D&O SREEE SR AIEHIMERAEFT A
B o RYIEAIAEREUR - BERBINRIZ/AF] (DOMES) BiZE /A B 28 10% #HE K
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7 14 AIHA D&O (REREAFEET AT < RAMIE

FESEE - LNAF FEHEARFSR fhREHREL t{a
L.NORMAL - -0.007*** -7.24
L. ABNORMAL + 0.001* 1.29
SIZE + 0.111*** 16.36
ARINV + 0.011 0.28
ACCR + -0.112 -1.17
ROA - -0.535*** -5.88
QUICK - -0.000*** -3.23
SuB + 0.200*** 29.14
LOSS ? -0.030* -1.74
LEV ? 0.292*** 6.66
BIG4 ? 0.219*** 11.06
TENURE ? 0.005*** 6.49
BDSIZE ? 0.005* 1.66
BDOWN ? -0.001** -2.16
INDDIR ? 0.393*** 8.18
DUALITY ? 0.010 0.88
BLOCKOWN ? -0.001 -1.18
INS ? 0.001*** 3.52
DIFF ? -0.001** -2.26
Constant 5.612*** 42.05
Observations 4,713"
R? 0.578
Adj. R? 0.574
F-statistic 122.9
Industry, Year FE INCLUDED
#e 7 GAHRE - (BB & R R 2 A e T e R IR IR B AR AR B AN B
% BRI A TR BN RRA T - 8 D&O REEE LR - BB
N o BAREEA FHERESAR H R AR E HER G - A BA RS

Rt RE N HEESHE KR D&O RERFT T2 N EES - 5 -
BRI E AR HRE BB IR - A ASGERER - RIEEAFESER
A RS R R s E ARy - ALEE WA & Hee B a e - 4
FEFHEL BB ZWIR - 8 D&O IEH (REEBIE T A B 2 AL -

15 A FEIRTAATREARZ M D&O R - KILERAI IR e 6,083 5 - MR 4,713 5 »
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x15 TEEHE

FEREEY : LNAF R&R 1a~ 1b fBR&R 2a ~ 2b
FEHBRTSR fRETRE tiE {EEHRE t{E
NORMAL - -0.009*** -8.74 -0.009*** -8.51
INSURER ? -0.036 -1.46
INSURER x NORMAL ? -0.006* -1.81
ABNORMAL + 0.001* 1.73 0.001* 1.38
INSURER x ABNORMAL ? 0.003* 1.85
SIZE + 0.105*** 16.34 0.106*** 16.36
ARINV + 0.031 0.89 0.030 0.88
ACCR + -0.076 -0.94 -0.084 -1.03
ROA - -0.642*** -7.27 -0.634*** -7.16
QUICK - -0.000*** -2.60 -0.000*** -2.66
SUB + 0.195** 25.98 0.195%** 25.91
LOSS ? -0.027* -1.77 -0.028* -1.82
LEV ? 0.330*** 8.33 0.329*** 8.33
BIG4 ? 0.222*** 14.80 0.222** 14.78
TENURE ? 0.005*** 6.37 0.005*** 6.42
BDSIZE ? 0.006* 1.88 0.006* 1.94
BDOWN ? -0.001 -1.55 -0.001* -1.74
INDDIR ? 0.415%* 9.31 0.421* 9.48
DUALITY ? 0.011 1.09 0.011 1.06
BLOCKOWN ? -0.000 -0.63 -0.000 -0.67
INS ? 0.001** 3.61 0.002*** 3.75
DIFF ? -0.002*** -3.17 -0.002*** -3.14
Constant 5.667*** 43,53 5.647* 43.42
Observations 6,083
R’ 0.573 0.574
Adj. R 0.569 0.570
F-statistic 137.2 132.6
Industry, Year FE INCLUDED

(%) BEFRBRELALAZIHAMEBRTSL 0

ASCPAF (2) et IEHE R A SFE e R AE @ SR TE R IR RS
Ry IE(E - (HER RN EEERAENER RGeS RSEBE Y
TR R - A SO EE R FESHEBEZEAERER 0 - EHHEURR - £YIFE
PSS SREE o {ER 1a > 1b~ 2a  2b (&G -

(€) B RBR S @ET2H
& 2% 10 Panel BHY L (2) A5 R A] B - SIZER BB EEZE AN (H R
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-31.35) - RELFFEBA - (HEHHAEE R ARSEE/) - 7E3R 10 Panel A 1
= (1) Bd3 (3) #ERIRAT R - SIZE (REUREEEE IR (¢ {H B 16,34 16.36)
RELFRRBEBA - FEFAEES - A (D) 85 3) PIEH KR EHEERT N
GIVAFARG - ARl SIZE BEATLSE - IENFEEE 1a FridHl » &0 F]
I B R RS - G TR ST A BRI - B 7 ha il EGR 1a IR &R
ERET AN B Z AARRIEN A FIEBERTRE K - ASOR SIZE BEIRA/ NI AL 4
fH - BEHAAR A IR - A AHETT R (1) B (3) AR
T - BURERE BRI R RN ER 16 - 3R 16 RS - PamEM—iH - EERRE
SEREITEE A - B la EIRRESTT B EF RESHEEESABENE
[FIRALR AR A FERIERE - HSh AR R R RN (38— B R AR A (B8 0UAE)
B - B R R IREREE R IR - (BER 1b 1S S8y MR Rl RR &/ NER -
{BEft 2a Bl 2b IR SCHT -

F 16 FBAFRREDALIUME
LLSIZE 8 (JNEK) E—H8 EHE B=# Ut
(1) ®E (M)  xE RO O (1) KE)
HETRE  BETRE GEHRE EEMERE AEFRE GEHRE GEHERE EEFRE

NORMAL -0.009***  -0.009***  -0.008*** -0.008*** -0.008*** -0.008***  -0.009*** -0.009***
INSURER*xNORMAL -0.115*** 0.021 -0.015 -0.001
ABNORMAL 0.001* 0.001 -0.001 -0.001 -0.001 0.000 0.004* 0.003
INSURER*ABNORMAL 0.014*** -0.015 -0.008* 0.008
Observations 1521 1521 1520 1521

% ASCETZ 5387 - D&O fREg S F R IR R (5HE) (FRSERE
%E - SEFESTER] Wynn (2008) ~ 2SR5 (2015) ~ Chi and Weng (2014) & Li and Liao
(2017) » HILRH#REE FEF R PR HE - A5 DL D&O b SRR DR & E(F
i RYIEHIERBR » NORMAL (F3UE 1% & REHE/KYE » (50 la SR
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The Interrelationship among Normal and Abnormal D&O

Insurance Coverage, Institutional Investor Characteristics and
Audit Fees

Jiun-Wei Chiou, Department of Accounting, National Taiwan University

Pei-Cheng Liao, Department of Accounting, National Taiwan University

1. Purpose and Objective

This paper examines the relationship between the appropriateness of directors’ and
officers’ (D&O) insurance coverage and audit fees. Through past audit experience, auditors
have a better understanding of the company’s operating performance and can incorporate
relevant risk factors into the determination of audit fees. Auditors also have professional
knowledge to evaluate whether the D&O insurance improves or weakens corporate
governance, thereby affecting audit risk and audit fees. Therefore, this paper examines
whether D&O insurance improves or weakens corporate governance from the perspective
of auditors, which in turn affects audit fees.

Second, institutional investors also play a significant role in corporate governance
because compared with retail (individual) investors, they have more professional
knowledge and can afford more monitoring costs to effectively perform their monitoring
function and to enhance corporate governance. Hence, from the perspective of information
advantages and conflicts of interest, this paper further examines the interaction effect
between the D&O insurance coverage and institutional investors who have insurance
business relationships with the D&O insured companies, analyzing how this effect reflects

on the charging of audit fees.

2. Methodology and Research Design

According to prior literature, the monitoring hypothesis suggests that D&O insurance
enhances corporate governance and reduces litigation risk. If a company purchases an
appropriate amount of D&O insurance based on its own characteristics and risks, the

D&O insurance effectively plays a monitoring role to enhance corporate governance.
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Thus, we expect that as the normal D&O insurance increases, it effectively enhances
corporate governance, which in turn reduces audit risk and audit fees. On the other hand,
if a company purchases an excessive amount of D&O insurance, most prior literature
supports managerial opportunism hypothesis; that is, excessive D&O insurance provides
incentives for managers to engage in opportunistic behavior and thus increases litigation
risk. Hence, we expect that as abnormal D&O insurance increases, both audit risk and
audit fees increase. Based on these two prior hypotheses, in this study, we further propose
the following hypotheses:

Hypothesis 1a: Holding other conditions constant, the higher the normal D&O insurance,

the lower the audit fees.

Hypothesis 1b: Holding other conditions constant, the higher the abnormal D&O
insurance, the higher the audit fees.

We use the data of firms listed in the Taiwan Stock Exchange and Taipei Exchange
from 2013 to 2018 from the Taiwan Economic Journal (TEJ). To estimate normal and
abnormal D&O insurance coverage, we use Equation (2) to regress DOICOV, D&O
insurance coverage scaled by the year-end equity, on several determinants of D&O
insurance. The normal D&O insurance coverage (NORMAL) is the fitted value of
DOICOV, and the abnormal D&O insurance coverage (ABNORMAL) is the residual from
Equation (2).

To test Hypotheses 1a and 1b, we use Equation (1) to regress the natural logarithm of
audit fees (LNAF) on NORMAL, ABNORMAL, and other control variables. We predict the
sign of 5, in Equation (1) to be negative and the sign of /5, in Equation (1) to be positive.

As mentioned before, institutional investors play a significant role in corporate
governance. According to prior literature, institutional investors who have insurance
business relationships with the D&O insured companies may have information advantages
that can enhance their monitoring ability, thereby improving corporate governance and
reducing audit risk and audit fees. On the other hand, institutional investors in insurance
business relationships may also have potential conflicts of interest and may be afraid of
losing current or potential business if they oppose management’s decisions. Therefore,
they may not play a supervisory role to monitor the D&O insured companies, thereby

weakening corporate governance and increasing audit risk and audit fees. In addition to
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Hypotheses 1a and 1b, we further examine whether normal (abnormal) insurance coverage

and institutional investors in insurance business relationships have an interaction effect on

audit fees. The interaction effect could be positive or negative, and we do not predict its

direction. Thus, we propose the following hypotheses:

Hypothesis 2a: Holding other conditions constant, compared to institutional investors
without insurance business relationships, institutional investors who have
insurance business relationships with the D&O insured companies will

affect the relationship between normal insurance coverage and audit fees.

Hypothesis 2b: Holding other conditions constant, compared to institutional investors
without insurance business relationships, institutional investors who have
insurance business relationships with the D&O insured companies will
affect the relationship between abnormal insurance coverage and audit
fees.

To test Hypotheses 2a and 2b, we create an indicator variable (/NSURER) which
is equal to 1 if the institutional investor has an insurance business relationship with the
insured company and 0 otherwise. We add the interaction terms of INSURER X NORMAL
and INSURER x ABNORMAL into Equation (1) to get Equation (3) and use Equation (3)
to test Hypotheses 2a and 2b. Since the interaction effects of INSURER x NORMAL and
INSURER x ABNORMAL on audit fees could be positive or negative, we do not predict
the signs of #;and f; in Equation (3).

3. Findings

The results show that if the firm purchases appropriate (normal) D&O insurance
coverage, as the normal D&O insurance coverage increases, the auditor charges lower
audit fees. However, if the firm purchases excess (abnormal) D&O insurance coverage, it
has an adverse effect on the directors’ and managers’ behavior and increases the litigation
risk. Hence, as the abnormal D&O insurance coverage increases, the auditor charges
higher audit fees. Further analysis examines the interaction effect between the D&O
insurance coverage and the institutional investor in the insurance business relationship on

audit fees. When the firm purchases appropriate D&O insurance coverage, the institutional
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investor in the insurance business relationship has an information advantage, which
enhances the monitoring mechanism. Thus, the auditor charges lower audit fees for
clients who have an institutional investor in the insurance business relationship. On the
other hand, when the firm purchases excess D&O insurance coverage, due to conflicts of
interest, an institutional investor is afraid of losing current or potential business if they
oppose management’s decision and are less likely to deter the directors’ and managers’
opportunistic behavior, which increases the firm’s litigation risk. Thus, the auditor charges
higher audit fees for clients who have an institutional investor in the insurance business

relationship.

4. Implications and Research Limitations

The negative relationship between normal D&O insurance coverage and audit fees
implies that appropriate D&O insurance coverage helps improve corporate governance.
However, it is worth noting that more than half of Taiwanese listed companies and
OTC (Over-the-Counter) companies have insufficient insurance coverage, implying that
they may not obtain the expected benefit of D&O insurance on improving corporate
governance. On the other hand, if companies purchase excess (abnormal) D&O insurance
coverage, it has an adverse effect on the directors’ and managers’ behavior and increases
the litigation risk. Hence, this paper suggests that regulatory authorities and auditors
should examine the appropriateness of the amount of D&O insurance purchased by
companies and also consider whether institutional investors have insurance business
relationships with the insured companies.

The research limitations of this paper are as follows. The main results of this
paper are based on the D&O insurance coverage amounts scaled by the year-end equity.
Different scaling methods, such as year-end or average total assets, may result in different
values of estimated normal and abnormal insurance coverage, and the empirical results
may also differ. In addition, the operating performance of a company in a year directly
affects the year-end equity or total assets, which in turn affects the estimated normal and
abnormal insurance coverage. Future studies may use other methods to estimate normal
and abnormal insurance coverage or use the data on D&O insurance premiums to provide

more empirical evidence.
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5. Originality and Contribution

This paper has three major contributions. First, this paper is the first to differentiate
between normal and abnormal insurance coverage amounts by using Taiwanese data to
investigate the relationship between D&O normal/abnormal coverage amounts and audit
fees. Second, this paper is the first to examine the interaction effect between the D&O
insurance coverage and the institutional investor in the insurance business relationship on
audit fees, from the perspective of information advantages and conflicts of interest. Third,
this paper contributes to the literature by using more recent sample data, from 2013 to
2018, to analyze the interrelationships among D&O normal/abnormal coverage amounts,

institutional investor characteristics, and audit fees and conduct multiple sensitivity tests.
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