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Abstract

The purpose of this paper is to investigate the determinants of D&O liability insurance

demand in Taiwan. Based on the empirical analysis, it is found that the primary reasons for

D&O insurance are to reduce litigation risk, promote growth and maintain the executives.

For those currently insured firms, the most influential factors for insurance coverage and

premium expenditure are total number of shareholders and inside-directors' stock holdings,

while the capitals and outside-directors' stock holdings are also relevant. For all firms in

general, the decision for D&O insurance is highly related to its business risk as well as its

directors' compensation because more compensation implies more liability. For those

uninsured companies, the study finds that the potential demand for D&O insurance is related

to overseas investment and inside-directors' stock holdings. These results show that the

demand for D&O liability insurance is significantly related to the corporate governance. 

Keywords directors' and officers' liability insurance (D&O insurance), corporate

governance, agency problem. 
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D&O 

D&O Tillinghast (2004) 2,409 

99% D&O 89% 

D&O (

2004)

D&O Tillinghast (2004) 

D&O 10%

$ 296,803 $ 140 

$ 190 D&O 

96% 

57% 

48% 31%

D O 

85% 15% 

D&O ( 4)

D O 2004 550 7

5 2004 397 2003 153

159%

O'Sullivan (2002) Core (1997) 

(1) (2) 

(3) 

175

4 2004
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D O 

(Frequency) (Severity)

(1)

EL ( ) = F ( ) S ( )                                      (1) 

∂EL/∂F > 0 ∂EL/∂S > 0 F S 

(Business Risk) (Core, 2000)

(Williams, Smith, & Young, 1998)

(CEO )

(1) (2)

EL ( ) = f ( ) 

s ( )                            (2)

(2) f s (f1)

(f2) (f3) 

∂F/∂f1 > 0 ∂F/∂f2 > 0 ∂F/∂f3 > 0 (s1) 

(s2) ∂S/∂s1 > 0 ∂S/∂s2 > 0

D O D

O 

D&O 

(3) 

Y = 0 + 1X1 + 2X2 +............+ iXi + ,                                                          (3)   

Y = 

Xi = i=1,2,...,k

i = 

= 

D&O 

D O

D&O 
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( ) ( 5)

D&O 

(1) 

(2) K-S Test

(Kolmogorove-Smirnov) (3) 

Durbin-Watson Test 

( 6)

( )

( = 1 = 0) D O 

(Latent Variable)

(= 0) (Censored) Tobit Model 

D&O 

D&O 

D O 

D&O 

(2) D O 

D O 

D O 

177

5

6

(Correlateion Coeffient) 0.54

Durbin-Watson Test 

d (d1*,du*) 

(H0) Greene  (2000), p538-539
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H30 D O 

(

2002) D&O 

D&O 

Holderness (1990) 

D&O 

Jensen Meckling (1976) 

D&O Fama Jensen (1983) 

D&O 

D&O 

H40 D O 

D&O 

Wyatt (1993) Core (2000) 

D&O 

Core (1997) D&O 

D&O 

1
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2004 5 TOP 500 

50%

( ) 

D&O 

422 105 

24.88% D&O 35 70 

2003 

( 8)
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18 2

D&O 

2

D&O 80%

20% 75.3 440.3 

4.2 $ 8,617,647 $ 76,429 

$ 13,797 

181

D&O 

97.14% 40%
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D&O

:

(adjusted R2) 

log ( ) = 5.82 + 0.179 log ( ) 

+ 0.229 log ( ),                                               (4)

adjusted R2 47.9% 5 

D&O 

D&O 

(5) 

log ( ) = 3.54 + 0.000004 ( ) 

+ 0.291 log ( ),                                               (5)

adjusted R2 78.9% 5 

D&O 

D&O 
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D&O Tobit
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D&O D&O 

( ) ( 10)

100 24.29%

100-300 21.43% 7 500 

187

10 ( ) NT 87.86 NT 589.09 

NT 4.47 

D&O 8 

1 38.57% 3 20% 5

D&O D&O 
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D&O 

9 D&O 

70% 35.71%

188

D&O D&O 

(ROA) 
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1 ?

( 2-4 )

( 5-6 )

2 ?

( )     $ ( )

( )         $ ( )

( )         $ ( )

3 ?

4 ? ( )

5

?

100 100-300 300-500 

500-800 800-1000 1000-2000 

2000-3000 3000 

1 3 5 

8 10 20 

6

? ( )
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D&O 1996 

2003 153 2004 397 

24.88%

D&O 35 9% ( 2004 )

300 

2000 100 

D

O 85

1. 90 50%

2. 2,500-3,000 100 

300-500 500-800 

2,000-3,000 2

3.

4. 3-5

A1

D&O 
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