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Abstract

The main purpose of this study is to discuss whether corporate governance features
variables have influence on equity value by using listed electronic companies in OTC as
samples. We propose six hypotheses to test and our empirical result shows that among
independent variables, two variables have significant influence: holding share ratio of
directors and supervisors is negatively significantly correlated with equity value, which is
not in support of hypothesis 1. The holding share ratio of first and second stockholders is
positively significantly correlated with equity value, which is in support of hypothesis 4.1.
In addition, this paper applies the increasing amount explanatory capability analysis and
finds that after adding these corporate goverance indicators, adj R^ of the valuation model
with corpoate governance variables is up to 56.6% to 51%. The findings implies that
corporate governance variables have better explanatory power of equity value.Also,we
can improve validity of the Ohison (1995) equity valuation model.

I. Introduction

The Financial Accounting Standards Board (FASB) once pointed out in its
report, named Statements of Financial Accounting Concepts No.l issued in 1978,
that the general purpose of financial reporting was to reveal details of corporate
assets and liabilities, eamings plan, marketing forecast, fmancial condition and
business performances by formal fmancial statements, as well as analyzing
quantitative and non-quantitative information. However, whether accounting
information is important or not has been concemed both in practical and
academic groups for a long time. Being based on the capital market. Ball and
Brown (1968) propose that corporate accounting eamings contain information
content. However, other information was also critical in the area of fmancial
accounting. For example, non-eaming information, such as book value, has
valuable relevant information contents (Easton and Harris, 1991; Ohison, 1995).

The Asian Financial Crisis in 1997 generated by serious problems about
non-transparent financial information in the most family- and group-managed
Asian businesses. In order to alleviate the impacts on financial environment
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caused by non-transparent financial information, since 1999, Organization for
Economic Cooperation and Development (OECD) has issued corporate
govemance principles and explored corporate govemance in Asian businesses
for three consecutive years. These principles provid more general guidelines to
implement corporate govemance. In 2001, lots of cases about cooking the books
including Enron outbroke in the United States , the country that was used to be
regarded as a model of operation of company laws. These fraudulence cases
shook the interest-avoiding spirit and mechanism of full disclosure of
information in capital market. The critical value of accounting information and
faimess revealed by corporate financial statements were also doubted. On the
other hand, by leaming from these cases, virious groups of society started to pay
attention to other information besides the financial statements. The information
that accounting data in the financial statements can't reveal can be just covered
by the one related to the corporate govemance mechanism. In the literatures of
accounting valuation model, Easton and Harris (1991), and Ohlson (1995)
propose that besides information indicated by financial statements, the corporate
value was also determined by other important information that the fmancial
statements can't present. Since 1997, series of financial problems have happened
in businesses across the world including the 1997 Asian Financial Crisis,
financial cirsis occurred in a row upon Taiwan listed companies in 1998, as well
as false declarations of financial statements happened in American large-scale
companies in 2001 etc. These affairs verify Ohlson's idea that the information
except for financial statements should be considered in corporate evaluation, and
allow the competent authority and public investors understand that complete
corporate govemance mechanism has become a important point in evaluating
corporate and perfecting capital market. Also, most of literatures related to
corporate govemance are studied with view of forecastings made by corporate
govemance features for corporate performance or financial crisis (Yin-Hua Yeh,
Tsun-Siou Lee and Cheng-En Ke,2002 ; Rong-Jen Lee and Xian-ming Chen,
2004), yet few studies discuss the relationship between corporate govemance
and equity value. Therefore, the main purpose of this article is to explore the
significance of corporate govemance information to equity evaluation of Taiwan
comanies.

This paper employs Ohlson's (1995) accounting valuation model. Our
sample consists of all Taiwan listed electronic companies during the period
2003-2004. In addition, in previous literatures, Easton (1985) once used
decomposition method of increasing amount explanatory capability (Theil,1971).
After that, most scholars, for example, Collins, Maydew and Weiss (1997), and
Barth et al. (1998), adopted this method in their empirical literature of accounting.
This research also uses such decomposition method to prove whether it is
appropriate to integrate corportae govemance variables into equity valuation
model.

Therefore, this article is to verify hypotheses by means of descriptive
statistics, multiple regression analysis and increasing amount explanatory
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capability analysis to examine whether it is appropriate to integrate corporate
govemance variables into the equity valuation model. Besides insufficient
manpower and difficulty in obtainig the data, this research is also limited by
possible measuring errors since adopted variables might not cover the meaning
of corporate govemance completely.

The remainder of this paper is organized as foUows.Section 2 introducees the
previous literatures.Section 3 describes data and discusses the employed
methods. Section 4 presents the results of examimg these hypotheses. Section 5
concludes this paper.

II. Literature Review

Corporate equity value is highly relevant to financial and non-financial
information. From this point, this paper discusses several literatures with themes
of corporate equity values and corporate govemance, which are introduced as
follows:

2.1 Corpoate Equity Value
Based on the assumption of market efficiency. Ball and Brown (1968)

suggest that equity value can be fully reflected by corporate fmancial
information. In other words, the corporate equity value is determined by
information revealed by financial statements. Easton (1985) proposes equity
price is often considered as present value of stockholders'potential interests,
which should be measured based upon other market information because of
difficult observation. Hence, if this study measure stockholders'potential
interests by corporate eamings, the relationship between equity value and
eamings should be studied subsequently.

These above scholars stressed on the impacts of corporate finance
information on equity value. Since 1990s, a series of fmancial crises, such as
1997 Asian Financial Crisis and consecutive false declarations in 2001 American
large-scaled companies, have outbroke consecutively, and also make scholars
start to doubt about the usefulness of fmancial statement. Some of them even
thought that financial information was not critical any more, and investors shall
start to consider non-financial information related to corporate operation. Under
these circumstances, Ohlson (1995) equity valuation model is paid attention to
researchers. He sets up the following hypotheses : 1.Investors have risk
neutrality.2. Investors have homogenous belief for the investment.3.Market
interest rate is a kind of random and horizontal term stnicutre of interest
rates.With this hypothesis, Ohlson thinks that equity market value is a sum of
book value of stockholders'equity and present value of expected future
abnormal eamings. Moreover, Ohlson assums the abnormal eamings as a
variable with random time series, the equity market value is a function
composed of three following variabless: (1) book value of equity, (2) abnormal
eamings in the current period, and (3) future profitability adjusted according to
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other information.

2.2 Corporate Governance
After 1997 Asian Financial Crisis , corporate govemance has been focused

widely all over the world and primarily defined by researchers and experts from
different viewpoints. This research, from the view of corporate system, discusses
the literatures with equity structure, composition of board of directors and its
stability, and equity investment.

2.2.1 The Composition of Board of Directors
Fama (1980) and Morck,Shleifer and Vishny (1988) propose that inside

directors possess much information to supervise managers'actions. However,
since they also take important positions in the corporate, they might collude with
managers under mutual-beneficial circumstances to make decisions against the
corporate and therefore influence corporate value negativelly. Compare with
inside directors, outside directors possess less information to supervise managers.
However, they are more independent and can play supervision role better.
Core,Holthausen and Larcker (1999) propose that with more positions in the
board taken by inside directors, CEO are paid lower and the corporate operates
better. There is no evidence showing that the board dominated by outside
directors operates more efficiently comparing with the one dominated by inside
directors, or creates better operation performance. Pound (1988) proposes the
following points for the impacts of institutional investors on corporate
performance:

1. Efficient Monitoring Hypothesis: with more complete professional
knowledge and technologies, institutional investors can supervise the
operation of the corporate more efficiently and promote the corporate
value.

2. Conflict of Interests Hypothesis: when institutional investors' interests
are confiicted with the corporate's, they might support operators
conforming to their own interests. Therefore, the holding stock ratio of
institutional investors is negatively corrleated with corporate
performance.

3. Strategic Alignment Hypothesis: institutional investors might make
certain compromise with operators to maintain their benefits. Therefore,
the holding stock ratio of institutional investors is negatively correlated
with corporate performance.

In addition, Rechner and Dalton (1991), Finkelstein and Gleason
(1999) find that the corporates with independent-leaderchip system operate
better performance than the ones with dual-leader- ship system.Simpson and
Gleason (1999) propose that for dual-leadership system corporates, their
possibility of financial distress risk is smaller than the ones with
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independent-leadership system.

2.2.2 Equity Structure
Demsetz Lehn (1985) discusses the correlation between equity structure

and performance. The empirical result shows that equity structure was
independent from corporate performance. Agrawal (1990) proposes the holding
stock ratio of corporate is in a significant positive relationship with corporate
value. The more shares the corporate holds, the more benefits by management
and supervision it gets, and the higher corporate performance and value are also.
Oswald and Jahera (1991) propose that the higher holding shares ratio of the
directors and managers, the better performance the corporate has.
Morck,Shleifer,and Vishny (1988) propose critical hypothesis by combining
convergence of interest hypothesis and entrenchment hypothesis to investigate
the best optimal equity structure for American manufacturing industry: When
the managers hold 5%~25% of corporate equity, with the holding stock ratio
increases, the managers gets more voting rights to consolidate their benefits and
positions, and hereby damage the corporate value; yet, when the proportion is
less than 5% or higher than 25%, with the ratio increases, the corporate value
also increases. This represents that equity structure is not in linear relationship
with corporate value.

2.2.3 The Stability of Board of Directors
Claire, Gamer and Marshall (2002) use wealth relative index to inspect

relationship between IPO performance and changes in board of directors, and
impacts of the latter upon the former. Their study find that the poorer the
corporate performs, the more unstable the board of directors was. However,
when the corporate continues to improve its performance, the board of directors
will get more stable. In corporate govemance theory, whether the board of
directors play its supervision role efficiently depends on its own stability.
Therefore, with the view of improving supervision system, changes of board of
directors will improve corporate performances, which might prove the fact that
poor IPO performance might occurre only in individual company, instead of in
the speecial market. This also agree with the concept that the board of directors
is a mechanism of supervision in corporate govemance theory.

2.2.4 Corporate Equity Investment
If the investment corporate is not quite clear about the financial and

operation situation of invested company or does not understand it very well, the
corporate will be likely to make itself in bankruptcy risks because of cash fiow
problems during the years of recession. Lee (1990) argues that for the corporate
with larger amounts of equity investment, its complicated and diversified
management has negative impacts upon the corporate operation, and decreases
the corporate value eventually.



Do Corporate Governance Characters Have Influence 6002

3. Methodology
3.1 Research Hypotheses

The main purpose of this paper is to investigate whether the corporate
govemance features have impact on the equity value. Based upon Ohison (1995)
equity valuation model, this paper assums that the model has better explanatory
capability for corporate equity value after adding corporate govemance variables.
According to this assumption, we propose the following hypotheses:

3.1.1 Hypothesis 1
With higher holding shares ratio, directors and supervisors will be more
motiviated to manage and supervise the corporate and promote corporate values
(Oswald and Jahera 1991).

3.1.2 Hypothesis 2
With more positions as directors in the board, corporate directors would

manage and supervise corporate better and hereby promote corporate values
(Agrawl, 1990).

3.1.3 Hypothesis 3
Outside directors are more independent and can play supervision role

better than inside directors. With more positions as directors in the board,
outside directors would manage and supervise corporate better and therefore
promote corporate values (Morck, Shleifer and Vishny, 1988).

3.1.4 Hypothesis 4
Hypothesis 4.1
The higher holding share ratio of the first and second shareholder is, the

more centralized in two largest shareholdrs equity is. The managers tend to
make identical decisions helpful to operation performance and hereby promote
corporate value.(Edwards and Weichenrideder, 2001).

Hypothesis 4.2
If the holding share ratio of the second stockholder is higher compared

with the one of the fu-st stockholder, the second stockholder has stronger
capability of supervising and balancing corporate and hereby promotes
corporate value. (Edwards and Weichenrideder, 2001).

Hypothesis 4.3
With higher holding shares ratio, managers will be more motiviated to

manage the corporate and promote corporate values (Oswald and Jahera 1991).

3.1.5 Hypothesis S
Larger amounts of equity investment and more complicated management

will generate negtive impacts upon the corporate operation and decrease
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respectively:

MV: Corporate equity value

BV: Book value per share

EPS: Eamings per share

CGFi: corporate govemance features (Table 2, corporate govemance

features variables)

According to the study conducted by Aboody (1996), Barth et al. (1998)'

and Chen (2003), eamings of current year is highly correlated with abnormal

eamings through correlation analysis. In most empirical researches, the

abonoraml eamings is repalced with eamings of current year. Therefore, based

upon the previous result, in this paper, abnormal eamings in Ohlson equity

valuation model is replaced with eamings per share of current year.

3.6 Empirical Approaches

Figure 1 shows that in this study, according to previous studies,we propose

six hypothèse to test by descriptive statistics and multiple regression model. We

contruct regression model by replacing other information in Ohlson's model

with corporate govemance variables to test the relationship between these

variables and equity value. Continuingly, we implement the decomposition

method of increasing amount explanatory capability proposed by Theii

(1971),which is ever applied by Easton (1985), Collins, Maydew and Weiss

(1997), and Barth et al. (1998). According to this method, we decompose the

regression model into three parts: (1) increasing amount explanatory capability

of book value.(2) increasing amount explanatory capability of eamings.(3)

increasing amount explanatory capability of corporate govemance variables.

Next, by model specification test, this paper examines whether it is appropriate

to add corportae govemance variables into equity valuation model and find the

optimal tme model.
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Table 1 Dependent and independent variables of the study

Variables Explanation Proxy varia
and data dû

Dependent variables

Equity value

Independent variables

Book value

Earnings per share

Price per share at the fifth month after the ending of fiscal year
(Ohlson. 1995 : Chen. 2003)

Book value per share at the end of fiscal year (Ohlson, 1995 :
Aboody, 1996 : Bvanhetal., 1998 : Chen.2003)

Earnings per share in the period of fiscal year (Ohlson, 1995 :
Aboody, 1996 : Barth et al., 1998 ; Chen,2003)

5.The relative holding
share ratio of the second
stockholder

The holding share ratio of the second stockholder/the ratio of the
first stockholder (Edwards and Weichenrieder, 2001)

9.The holding shares ratio The holding share ratio of managers (Oswald and Jahera, 1991 )
of corporate managers

Monthly
average
closing prie
in May,
2003/2004

Book value
per share in
2003/2004
Earnings pe
share in 20C
2004

Corporate governance variables

I The holding share ratio The holding shares ratio of all directors and supervisors in the
of directors and corporate equity(Oswald and Jahera, 1991 )
supervisors

2. The holding share ratio The holding share ratio of corporate directors and supervisors to all
of corporate directors and directors and supervisors (Agrawal, 1990)
supervisors

3. The holding share ratio The holding share ratio of outside directors to all directors. (Morek,
of outside directors Shieifer and Vishny, 1988)

4.The holding share ratio Sum of the holding share ratios of the first and second
of the first and second stockholders. (Edwards and Weichen- rieder, 2001)
stockhoders

Data at th
end of

Decembei
2003/200

ó.the number of invested Sum of invested company number whose equity is hold by sample
company conpany, (Weston and Copeland, 1986 : Lee, 1990)



7.Equity investment ratio Long-term equity investments/ stockholder equity (Weston and
Copeland, 1986 : Lee, 1990)

8.Participate in Used dummy variable is equal to I if the chairman of board and
management general manager are the same person; otherwise variable is equal to

0. The variable is applied to measure negative entrenchement
effects. Since possessing both management right and ownership,
the person has significant power in corporate decision-making,
which is also benefit for him to entrench the corporate s assets.
(Simpson and Gleason.1999)

Through the above empirical steps, this research can finally examine whether
other infor- mation in Ohlson's equity valuation model can be replaced with
corporate governance variables, and whether these variables have better

Figure I Research framework

Literature Review

Six Hypotheses

Theoretical Literture

Dependent Variables

Independent Variables

Ohison (1995) equity
.valuation model

of Directors

-

—

Book Value

Eamings per share

The holding share ratio of direct
and supervisors

The holding share ratio of
corporate directors and superviso

rs

rs
rhe holding share ratio of outside

Equity Structure

Equity Investment Corporate Ui the number of invested company

Equity investment ratio

bilit>" of Board of DirectorH Panicipate in management

Corporate Equity
Value
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Through the above empirical steps, this research can fmally examine whether
other infor- mation in Ohlson's equity valuation model can be replaced with
corporate govemance variables, and whether these variables have better
explanatory capability for corporate equity value.

IV. Empirical Results

4.1 Descriptive Statistics and Correlation Analysis

Table 2 Discriptive statistics of dependent and independent variables

Variables

Dependent variables

Equity value

tndependenl variables
Book value

Earnings per share

The holding share ratio of

directors and supervisors

The holding share ratio of
corporate directors and
supervisors

The holding share ratio of
outside directors

The holding share ratio of the
first and second stockholders

PRICE

BV

EPS

DHSR

CDHSR

ODHSR

FSHSR

Mean

13.99

11.66

3.32

16.73

8.59

0.56

15.11

Median

10.63

11.11

5.50

15.03

4.70

0.00

13.03

Maximum

43.8

20.37

5.62

36.65

34.96

0.40

56.00

Minimum

1.88

5.14

5.83

0.61

0.00

0.00

4.69

Std de

10.

3.

2.

8.

9.

0.

10.

The relative holding share ratio of
the second stockholder

FDSHSR 53.66 50.13 99.19 0.00 31.

the number of invested company

Equity investment ratio

Participate in management

The holding share ratio of
corporate managers

NIC

ICR

PM

MHSR

7.78

32.35

0.34

I.8I

7.50

29.44

0.00

0.52

20.00

123.42

1.00

11.82

0.00

0.00

0.00

0.00

4.

29.

0.

2.
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This paper first implements descriptive statistics and correlation analysis of
variables chosen from sample companies with complete data. The following
Table 2 shows these basic statistics of variables:

V.
VI. Empirical Results

4.1 Descriptive Statistics and Correlation Analysis

This paper first implements descriptive statistics and correlation
analysis of variables chosen from sample companies with complete data.
The following Table 2 shows these basic statistics of variables. Table 2
shows that average holding share ratio of directors and supervisors in
Taiwan listed electronic companies is 16.73%, indicating that the board of
directors has superiority over operational decision-making in listed
companies. The holding shares ratio of corporate directors and supervisors
and outside directors were 8.59% and 0.56% respectively, indicating that
the listed electronic companies can operate independently and their boards
of directors can play supervision roles.

The holding shares ratio of the first and second stockholders is 15.11%, and
the relative holding shares ratio of the second stockholder to first stockholder is
53.66%. The two numbers indicate that in listed electronic companies, the
equity is still concentrated in the first two stockholders. Furthermore, the
holding share ratio of the second stockholder exceeds 50% of the first one,
indicating the second stockholder can supervise and balances the first one.

There are 7.78 invested companies in average and the equity investment
ratio is 32.35% in average, which is relatively lower. Compared with the listed
companies in TWSE, the listed electronic companies in OTC have smaller share
capital and listed only for a short-term. Therefore, investors and authorities are
highly concerned about operation and management performance in these
companies.These above reasons make sample companies more conservative in
their equity investment, most of which were related to their own industries.

In term of participative management variable, there are 0.34 companies in
which the chairman of the board also took the position of general manager. This
implies that many sample companies applied such a mechanism to sfrengthen
the leadership of corporate management. The average holding share ratio of
managers is 1.81% and relatively lower. The result indicates that most managers
provide assistance in corporate operations by their professional knowledge and
skills, rather than being dominant over making decisions.

Table 3 shows Pearson correlation coefficients among the variables.the
equity value (proxy variable :price) is positively influenced by the book
value,earings per share.Among the corporate govemance variables,price has
significant correlation to the the holding share ratio of outside directors and the
number of invested company.
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Table 3 Pearson correlation coefficients between dependent and independent
variables
Variable
PRICE
BV
EPS
DHSR
CDHSR
ODHSR
FSHSR
FDSHSR
NIC
ICR
PM
MHSR

PRICE
1.000
0.593"*
0.654*"
-0.269
0.004
0.409"«
0.078
-0.104
0.259"
-0098
0.040
0.270*'

Notes; •••=p-value<0.01

BV
0.593*"
1.000
0.477***
-0.194*
-0.108
0.214*
-0.142
-0.04
0.251**
0.016
0.018
0.257**

EPS
0.654***
0.477***
1.000
-0.104
0.059
0.256**
0.106
-0.198*
0.047
-0.118
-0.040
0.103

DHSR
-0.269**
-0.194*
-0.104
1.000
0.767***
0.049
0.598***
0.156
-0.021
0.111
0.093
-0.128

; **=p-value<0.05;*=p-value<0.10

CDHSR
0.004
-0.108
0.059
0.767***
1.000
0.207*
0.683***
0.126
0.188*
-0.221*
0.099
-0.166

ODHSR
0.409***
0.214*
0.256**
0.049
0.207*
1.000
0.177
0.071
0.277»»
0.055
0.333***
0.545***

FSHSR
0.078
-0.142
0.106
0.598***
0.683***
0.177
1.000
-0.122
-0.054
-0.070
0.271**
-0.120

FDSHSR
-0.104
-0.040
-0.198*
0.156
0.126
0.071
-0.122
1.000
0.141
0.176
0.018
0.252**

Ni
0.25
0.25
0.04
-0.0.
0.18
0.27
-0.0
0.14
1.00
0.12
0.10
0.19

The Variance Inflation Factor (VIF) of these variables are between
1.392-6.273 and smaller than 10. Hence, while analyzing by multiple
regression analysis, the collinearity problem among the variables is not serious.

4.2 Multiple Regression Model Analysis
This paper first adds corporate govemance variables, book value and

eamings per share into the empirical model, and then uses multiple regression to
test the impact of these independent variables upon equity value. Table 4 shows
the results of multiple regression.

1. Table 4 shows that the following indepdendent variables have significant
influences upon equity value and their influence directions are consistent
with expectations: hook value, eamings per share (below 1%) and the
holding share ratio of the flrst and second stockholders (below 10%).
Among the corporate govemance features variables, only the holding share
ratio of the first and second stockholders has influence on corporate value
positively and significantly. With more equity centralized in two largest
shareholdrs, the managers tend to make identical decisions which are
helpful to operation performance, and improve corporate value. Our result is
in support of the hypothesis 4.1.
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Table 4 The result of multiple regression model

Independent
Variables

Intercept

BV

EPS

DHSR

CDHSR

ODHSR

FSHSR

FDSHSR

NIC

ICR

PM

MHSR

R^ /Adj R̂

Dependent

Expected
direction

?

+

+

+

+

+

+

+

-

-

9

+

0.663/0.566

Variables: Equity

Estimate
coefficient

3.610

0.951

1.928

-0.505

0.149

12.526

0.252

4.876

0.199

5.738

-1.961

0.302

Value

t statistic

0.649

2.658***

3.243***

-2.231**

0.606

1.151

1.653*

0.134

0.776

0.133

-0.792

0.606

VIF

-

1.5(

1.5:

3.9Î

6.2'

1.91

2.51

1.35

1.4Í

1.6Í

1.41

2.2f

Notes: * indicates at 10% significant level; ** indicates at 5% significant
level; *** indicates at 1% significant level

2.The following variable has significant impacts upon equity value, but their
influence direction is not consist with expectations: the holding share ratio
of directors and supervisors. It implies that the higher ratio would descease
corporate value, rather than increasing the value. Our result is not in support
of the hypothesis 1.

3. The following indepdendent variables have significant influences upon
equity value and their influence directions are not consistent with
expectations: the holding share ratio of corporate directors and supervisors
and outside directors (in support of the hypothesis 2 and hypothesis 3) , the
relative holding share ratio of the second stockholder to first stockholder(in
support of the hypothesis 4.2), the holding share ratio of managers(in
support of the hypothesis 4.3), and participative management (in support of
the hypothesis 6). The higher these ratios are, the more professional and
independent the board of directors is, and the more efficient the supervision
mechanism can be operated and the higer that corporate value can be
promoted.

4.The independent variables, including the number of invested company and
equity investment ratio, have nonsignificant influence upon equity value
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and their influence directions are not consistent with expectations. The result
is not in support of the hypothesis 5. In other words, more invested company
and higher equity investment ratio do not necessarily decrease corporate value.
Oppositely, they might make contributions to improve corporate operation
periformances because of profits generated by invested company.

4.3 Increasing Amount Explanatory Capability Analysis of Corporate
Govemance Variabtes

Using decomposition method propose by Theil (1971), this article
decomposes explanatory capability of regression model (adj R̂  ) into following
parts: (1) increasing amount explanatory capability of book value; (2) increasing
amount explanatory capability of eamings; (3) increasing amount explanatory
capability of corporate govemance variables. The resgression models are
constructed as follows:

Model 1: MV=ao ^a,BV+ a2 EPS

Model 2: MV=ao + i: ai CGFi

Model 3: MV=ao ^a,BV+ a2 EPS +1 a, CGFi

Deducting adj R̂  calculated by Model 1 from adj R̂  calculated by Model 3, this
paper shows the increasing amount explanatory capability of corporate
govemance for equity value. Model 1 was an equity valuation model explained
by book value and eamings of corporate. Table 5 shows that after adding
corporate govemance variables, the adj R^ is improved to 56.6% in Model 3
from original 51% in Model 1. This result implies that explanatory capability of
equity valuation model can increase by 5.6% after adding corporate govemance
variables. In addition, although Model 2 only takes corporate govemance
variables as independent ones, adj R̂  is also up to 0.236 explanatory capability.

IV. Coaclusions

The purpose of this article is to test six hypotheses whether corporate
govemance variables have explanatory capability of equity value by descriptive
statistics, multiple regression analysis and increasing amount explanatory
capability analysis. We choose listed electronic companies in Taiwan
Over-The-Counter Security Exchange as samples.

Our empirical results show that for multiple regression model, after added
corporate govemance variables, the equity valuation model dominated by book
value and eamings has substantial explanatory capabilities by adj R̂  up to 0.566.
Furthermore, two corporate govemance including holding share ratios of
directors and supervisors, holding share ratios of the first and second
stockholders are significantly correlated with equity market value.
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Table 5 Inceasing amount explanatory capability of corporate govemance
variables

Model 1 Model 2 Model 3

Independe Estimate Independ Estimate Independ Estimate
nt Coefïlcie t value ent Coefficie t value ent Coefdcie t value

Variables nt Variables nt Variables nt
Constant

BV

EPS

0.774

2.446

0.183 Constant

DHSR

CDHSR

ODHSR

FSHSR
FDSHSR
NIC
ICR
PM
MHSR

17.27

-0.71

0.27

20.93

0.28
-3.41
0.30
1.14

-4.28
0.76

3.384
-2.407
**

0.844

1.469

1.425*
-0.719
0.893
0.198

-1.327
1.172

Constant

BV

EPS

DHSR

CDHSR
ODHSR
FSHSR
FDSHSR
NIC
ICR
PM
MHSR

3.610

0.951

1.928

-0.505

0.149
12.520
0.252
4.876
0.199
5.738

-1.961
0.302

0.649
2.658'
*
3.243'

-2.231

0.606
1.151
1.653'
0.134
0.776
0.133
-0.792
0.606

Notes: * means at 10% significant level; ** means at 5% significant level;

*** means at 1% signiflcant level.

Model l:adjR^ = 0.510(A)

Model 2: adj R^= 0.236 (B)

Model 3: adj R̂  = 0.566 (C)

Increasing amount explanatory capability of corporate govemance

variables : (C)-(A)=0.056

By exploring previous literature, this paper proposes six hypotheses to test
according to results of multiple regression model. Our fmdings are in support of
all hypotheses except for hypothesis 1 and 5. Among nine corporate govemance
variables, most variables have influence on equity value and their influence
directions are as expected except for three variables: holding share raio of
directors and supervisors, the number of invested company and equity
investment ratio. In other words, the impact of three variables on equity value is
not as expected. Namely, the higher holding share ratio of directors and
supervisors doesn't necessarily promote corporate equity value. On the contrary,
it increases the fraudulence probability because of confliction between
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individuals'own interest and corporates'interest resulting from more concentrated
ownership and management decision authority. Therefore, directors and
supervisors are likely to make decisions against the corporate, which also is apt
to decrease corporate values significantly. Thus, this variable is negatively
significantly correlated with equity. This finding is not in support of the
hypothesis 1. In addition, more invested companies and higher equity
investment ratio don't necessarily decrease corporate equity value. On the
contrary, two factors make contributions to operation performances because of
profits generated by equity investment, and further promote corporate value.
Therefore, two variables are positively insignificantly correlated with equity
value. This finding is also not in support of the hypothesis 5.

With respect to increasing amount explanatory capability, our result finds
that adj R̂  is improved to 56.6% in Model 3 from original 51% in Model 1. This
result implies that explanatory capability of equity valuation model can increase
by 5.6% after adding corporate govemance variables. Also, if we only take
corporate govemance variables as independent variables, the adjusted adj R has
23.6% explanatory capability.

In this article, our results verifies the conclusions proposed by Ohlson
(1995) that in addition to financial information from corporate financial
statements, other non-financial information also has to be taken into account in
equity valuation model. For example, it's more necessary to add corporate
govemance variables into equity valuation model, and such variables can make
the model's more complete and explanatory power. In view of practical business
operation, this result also provids helpñil information for corporate valuation
and investment decisions.

References

Abody, D.,(1996),"Market Valuation of Employee Stock Options", Journal of
Accounting andEconomics,Wo\.22,'Mo\-3,pp357-29l.

Agrawal,A.,(1990),"Large Stockholders and The Monitoring of Managers: The
Case of Anti- takover Charter Amendments", Journal of Financial and
Quantitative Analysis, Vol.25, No,2, pp.143-161.

Amr,E. and B.Lev,(1996), " Value-relevance of Nonfinancial Information: the
Wireless Communication Industry," Journal of Accounting and
£co«o/n/c.s,Vol.22,No. 1-3,pp.3-30.

Ball,R.and P.Brovm,(1968),"An Empirical Evaluation of Accounting Income
Numbers," Journal of Accounting Research^ Autamn, pp. 159-178.

Baysinger,B.D.and R.E.Hoskisson,(1990), "The Composition of Boards of
Directors and Strate- gic Control: Effects on Corporate Strategy",



Do Corporate Governance Characters Have Influence 6014

Academy of Management Review, Vol, 15, No. 1, pp.72-87.

Barth,M.,M.Clement,G.Foster and R.Kasznik,(1998),"Brand Values and Capital
Market Valuation," Review of Accounting Studies,NoX. 3,No.l-2,pp.41-68.

Core,J.E.,R.W.Holthausen and D.F.Larcker,(1999),"Corporate Govemance,Chief
Executive OfFi- cer Compensation,and Firm Performance," Journal of
Financial Economics, Vol.51, No.3, pp.371-406.

Collins,D.W.,E.L.Maydew and I.S.Weiss, (1997), "Change in the
Value-relevance of Eamings and Book Values over the Past Forty Years",
Journal of Accounting and Economics,Vol. 24,No. 1, pp.39-67.

Connors,N.,(1989), " Outside Board Members:A Breath of Fresh Air CFO", The
Magazine for Chief Financial O^c/ers, Vol.5,No.7, pp.48-52.

Crutchley,C.E.,J.L.Gamer and B.B.Marshall,(2002),"An Examination of Board
Stability and the Long-Term Performance of Initial Public Offerings",
Financial Management,Vol.3 l,No.3,pp. 63-90.

Chen,C.Y.,(2003),"Investment Opportunities and Relation Between Equity
Value and Employees' Bonus", Journal of Business Financial and
Accounting,Vol30,'No.7-S,pp.941 -973.

Demsetz,M.and K.Lehn,(1985), "The Structure of Corporate Ownership: Causes
and Consequences," Joural of Political Economy, Vol.93, No.6,
pp,l 155-1177.

Easton,P.D.and T.S.Harris, (1991)," Eamings as an Explanatory Variables for
Retums", Journal of Accounting Researchyol29, No.l, pp.19-36.

Easton,P.D.,(1985),"Accounting Eamings and Security Valuation: Empirical
Evidence of the Fundamental Links", Journal of Accountig
Research,Vol34,'No.23,pp.54-77.

Edward,J.and A. Weichenrieder, (2001), "Ownership Concentration and Share
Valuation:Evidence from Germany,".Working Paper.
http:ssm.com/abstract=272627).

Fama,E.F.,(1980),"Agency Problems and the Theory of the Firm," Journal of
Political Economy, Vol.88, No.2,pp.288-307.

Finkelstein,S.and R.A.D Avemi,(1994),"CEO Duality as a Double-edged
Sword:How Boards of Directors Balance Entrenchment Avoidance and
Unity of Command", ,Vol.37,No.5,pp.l079-1108.



6015 The International Journal of Finance

Jensen,M.C.and W.H.Meckling, (1976), "Theory of Firm:Management
Behavior,Agency Costs and Ownership Structure", Journal of Financial
£co/7o»7/c.s,Vol.3,No.4,pp.305-360.

Jensen,M.C.and R.S.Ruback, (1983), "The Market for Corporate
Control:Empirical Evidence", Journal of Financial
EconcmicsyoX. 11 ,No. 1 -4, pp.5-50.

Lee,Tsun-Siou, (1990),"Influence of Corporate Equity Investment upon
Financial Leverage and Capital Cost", Tunghai Journal, Volume 31 , pp.
371-381.

Lee,Rong-Jen and Xian-ming Chen, (2004),"A Empirical Study of Correlation
between Corporate Govemance and Operation Performances",
Proceedings of Global Economy and Corporate Governance Conference,
Kaohsiimg, Taiwan.

Morck,R.,A.Shleifer and R.W.Vishny,(1988), "Management Ownership and
Market Valuation: An Empirical Analysis", Journal od Financial
Economics,Vol.20,^o. 1 -2,pp.293-315.

Oswald,S.L.and J.Jahera,Jr.,(1991)," The Influence of Ownership on
Performance:An Empirical Study", Strategic Management
JoK/-«a/.Vol.l2.No.4.pp.321-326.

Ohlson,J.A.,(1995)," Eamings,Book Value and Dividends in Equity Valuation",
Contemporary Accounting ResearchyoX 11 ,No.2,pp.661 -667.

Pound,J.,(1988),"Proxy Contests and the Efficiency of Stockholder Oversight",
Journal of Financial £co«owj/c5, Vol.20,No. 1 -2,pp.237-265.

Rechner,P.L.and D.R.Dalton,(1991),"CEO Duality and Organizational
Performance: A Longitudinal Analysis", Strategic Management
JournaiyoX. 12,No.2,pp. 155-160.

Simpson,W.Gand A.Gleason,( 1999),"Board Structure,Ownership,and Financial
Distress in Bank- ing Firms", International Review of Economics and
Fi>ia«ce,Vol.8,No.3,pp.281 -292.

Theil,M., (1971), Principles of Econometrics , N.Y. Wiley(1971).

Weisbach,M.S.,(1988),"Outsider Directors and CEO Tumover", Journal of
Financial Economics, VoI.20,No. 1 -2.pp.431 -460.



Do Corporate Governance Characters Have Influence 6016

Yin-Hua Yeh, Tsun-Siou Lee and Cheng-En Ke,(2002), Corporate Governance
and Rating System, Intelligent Culture Co., Ltd, Taipei,Taiwan.




