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Market Response to Key Audit Matters: the Influence of
Institutional Investors and Different Post-Implementation
Periods

Abstract: This study use event study to examine institutional investors' market reactions to key audit
matters and whether there are differences in market reactions to key audit matters across implementation
periods. From 2016 to 2020, this study empirically discovered a significant correlation between
institutional investors' shareholding ratio, property, plant and equipment, goodwill, intangible asset
impairment key audit matters, and key audit matters of receivables impairment. At the early stages of
implementing the new audit report, the market reaction to key audit matters relating to receivables
impairment and to key audit matters relating to revenue is significantly different. This study
demonstrates the extent to which institutional investor ownership affects the market response to various
types of key audit matters and that different types of key audit matters elicit distinct market responses
during various implementation periods.

Keywords: key audit matters, institutional investors, post-implementation periods, market response

AT R g
TR EVRAFET A



2022 % g g 14

FX2BFF - REAHTEEITERBLIMNMYL {53
FAEE B

55;&? * .EK":;LE% **

BR AL HFHETEFER I OBFFEIMERFTL 7L L%k?é_bi’
NEEFEFIAELEFAP AR ET BN E A2 ? Avrid B () -
P2013& 12020# 2 2P AT ¥ % 0 F 3 %ﬁ%_ﬁixﬁigﬁ‘ﬁ SLATREE ﬁiw
éﬁﬁlﬁﬁ%#%%gﬁ%\'gﬁgmméﬁ?‘= i T2FF omlegd
FRH-BEFRF  ETEBFER-FTTH E %“iﬁ &
‘@ﬁﬁ*Q%%ﬁ’%iuFﬁiﬁ%”ﬁ*>’mﬁﬁﬁi*%ﬁ?—
ﬁ’?ﬁﬁﬁﬁéiiiéﬁﬁ%’ﬂ%mﬂ AR AR FEARERT  THERY O
HEVFFLAXB R EE M EREFEE T LA $%w%%ﬁ'%’?umﬂ
EHPUAELFLEEH AT N T AT MG ’éﬁ;%iﬁ$mm~£%%ﬂ
ZERFREFRBLIRE - FEFBE AT 2 FHFR 0 B D FiE]

TR ENAFLEFVAFE T AP AL FEER

%Iﬁi—i]:rlfﬁﬂz,_ﬁ 591‘54
TAER 2 3—3‘3"@

g

4kt Ty
Ry TRy 45 m

lgkt_\g“ PN o

%
a3
b
A=
=
=0
a
G
3“3-’

Mg i §F R0 3P AEL T FHRABE T RAHT

Influence of Board Characteristics on Initial Public
Offering and Seasoned Equity Offering : Perspective on

Auditor Industry Specialization

Abstract: The objective of this study was to investigate whether board characteristics influence major firm
decisions regarding initial public offering and seasoned equity offering and whether industry specialist mitigate
the impact of board characteristics on these major decisions. This study conducted an empirical analysis of listed
companies in Taiwan from 2013 to 2020. We found that the master’s degrees of the independent directors, number
of director training hours, number of director meetings, and director and officer liability insurance influenced the
seasoned equity offering decisions that firms made. In contrast, the backgrounds, master’s degrees, and doctoral
degrees of the independent directors, the shareholding ratio of the directors and supervisors, number of director
training hours, number of director meetings, establishment of audit committees, and director and officer liability
insurance influenced the initial public offering of firms. These results show that board characteristics exerted a
certain degree of impact on whether firms made major decisions. The inclusion of the industry specialist revealed
that the influence of board characteristics on major decisions, whether they involved initial public offerings or
seasoned equity offering, were less significant when the auditors were industry specialists than when the auditors
were not industry specialists. We speculate that a trade-off relationship may exist between board characteristics
and the supervisory function of industry specialization, meaning that when industry specialist have a stronger
supervisory mechanism, the need for board supervision becomes less. It is hoped that the empirical findings of this
study can provide local empirical evidence regarding the considerations that firms have when choosing board
members for major decisions or decide whether to hire an industry specialist auditor.

Keywords: board characteristics, auditor industry specialization, initial public offering, seasoned equity
offering
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The Impact of Partner Workload on Audit Quality - The
Moderating Effect of Client Importance

Abstract: This study uses the total assets of accountants to check the client's assets to measure partner
workload, and uses the discretionary accruals as a proxy variable of audit quality to test the impact of
the partner workload on the audit quality. In addition, using client importance as a moderating variable,
the interference of client importance on the aforementioned relationship is discussed. The empirical
results show that there is a significant positive correlation between the accountant's workload and the
absolute value/positive value of the discretionary accruals, indicating that the accountant's workload will
have a negative impact on audit quality. The coefficients of accruals and multipliers are all significantly
negative, which means that for important clients, the heavier the workload of accountants, the more
conservative decisions they will make.

Keywords: partner workload, discretionary accruals, client importance
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The Impact of the COVID-19 on Audit Quality and Audit
Fees: A Comparative Analysis between Taiwan Corporate
and Overseas Primary Listing Enterprises in Taiwan

Abstract: COVID-19 began spreading at the end of 2019, and the epidemic's many inconveniences have
had a substantial impact on accountants' audit work. As a result, this research has examined whether the
COVID-19 outbreak would have an effect on the audit quality and audit fees of Taiwanese or foreign
primary listing enterprises. Taiwan-listed companies were used as the research object from 2017 to 2020.
The empirical findings have indicated that the COVID-19 epidemic did not result in a significant
decrease in audit quality or an increase in audit fees for all enterprises; however, when compared to
Taiwanese enterprises, the overall audit quality of overseas primary listing enterprises in Taiwan is
significantly lower and audit fees are higher. Finally, the empirical findings have indicated that, when
compared to changes in Taiwanese firms before to and during the epidemic, the overseas primary listing
enterprises' surplus management behaviors that drive down profitability will be greatly reduced.

Keywords: COVID-19, audit quality, audit fee, overseas primary listing enterprises in Taiwan
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Internal Control Deficiencies and the Impact of
Institutional Investors on the Disclosure of Key Audit
Matters

Abstract: Numerous corporate fraud incidents have occurred domestically and internationally over the
years as a result of a lack of internal control systems. Taiwan has been disclosing "Key Audit Matters"
and issuing "Stewardship Principles for Institutional Investors" since 2016, with the goal of improving
the capital market and safeguarding beneficiaries' rights and interests.

This research has examined the impact of a lack of internal control systems and institutional
investor shareholdings on the disclosure of key audit matters for Taiwan-listed companies from 2016 to
2020. This research has discovered that: (1) The absence of an internal control system has a significant
effect on the disclosure of key audit matters; (2) Institutional investors will have a detrimental effect on
key audit matters being disclosed; (3) Institutional investors will create a significant influence on the
lack of internal control systems and the failure to disclose significant audit matters. That is, when a
company's internal control system is found to be deficient, the accountant will disclose additional key
audit matters to ensure that stakeholders understand the company's risks.

Keywords: key audit matters, institutional investors, deficiency in internal control
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An Investigation of Market Concentration, Fintech
Application and Financial Stability in Insurance Industry

Abstract: This study aims to investigate the impact of market concentration and the application of
fintech on financial stability in insurance industry. This study data from the 2011 to 2020 period of the
insurer in Taiwan, and employs the ordinary least squares (OLS) regression model to test research
hypotheses. The result finds that the market concentration of the property-liability insurance has a
positive and significant impact on financial stability supporting the concentration-stability view, but the
market concentration of the life insurance has no relationship with financial stability. In addition, fintech
application also has no moderating effect of fintech application on market concentration and financial
stability. The results have practical management implications, which are beneficial to the sound
development of the insurance industry in the future, and it can provide financial stability supervision of
the competent authority and the insured’s choice of insurance companies. Finally, it also provides
sharing Taiwan’s experience for developing countries.

Keywords: market concentration, fintech, financial stability, insurance
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The Prediction of ESG Rating Using Machine Learning
Algorithms

Abstract: In recent years, the concept of ESG (Environmental, Social and Corporate Governance) has
emerged, giving more specific criteria for social responsibility evaluation. The evaluation and
investment of enterprises based on ESG are all over the world, and the value of investment runs through
ESG evaluation companies. However, ESG is limited by time and cost, and different standards, such as
ESG scoring standards of all companies, are adopted and applied in different scopes, so they cannot be
evaluated consistently. Based on the view that ESG ratings can provide investors with an assessment of
corporate value, this research collects indicators from the literature on the relationship between ESG-
related indicators and corporate performance in the past. Using the machine learning algorithms to
construct a simple ESG rating prediction model. The empirical results show that the prediction effect of
using random forest is the best. This research also uses the method of feature selection to find out the
key indicators that can represent the three aspects of ESG, provide investors a simple method for
academic researchers to measure ESG performance.

Keywords: ESG rating, machine learning, feature selection for ESG
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The Study of Prediction Model of Bond Rating

Abstract: This study takes Taiwan listed companies that have issued corporate bonds as the research
object. A total of 111 companies with complete financial statement data from 2011 to 2020 and meeting
the selection criteria were selected as the research samples.

This study uses decision trees, support vector machines, neural networks, random forests and k-
nearest neighbor classifiers in the data mining software to construct a set of bond credit rating models
through these algorithms, and uses feature selection to find out variables important to the model.

The empirical results show that before the sample is resampled, the neural network is the best
predictive model with an accuracy rate of 83.56%, and after the resampling, the best predictive model
is the random forest and the k-nearest neighbor classifier. The accuracy rate is 92.28%, and the accuracy
rate of all models has been greatly improved after resampling the predictive ability. After the feature
selection algorithm, it can be found that before resampling, the neural network is the best predictive
model with an accuracy rate of 85.23%, and after resampling, the best predictive model is k-nearest
neighbor classification. The accuracy rate is 94.97%.

Keywords: bond rating, credit rating, machine learning
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Could a Diversified Enterprise Create Performance
through Diversifying Risk During COVID-19?

Abstract: This study mainly explores whether companies that implement a diversification strategy can
effectively reduce their operational risks and improve corporate performance through the benefits of
diversification when they face the impact of COVID-19. The data source of this research is taken from
Taiwan Economic Journal (TEJ), and the research objects are listed on Taiwanese companies from 2016
to 2020.

Insight into the impact of COVID-19 on the external environment, this study seeks to apply
Differences-in-Differents to explore whether diversified enterprises can still be affected by the
bedspread of the epidemic compared with non-diversified enterprises. The empirical results show that,
under the COVID-19, diversified companies can achieve higher operational performance because of the
lower risk of capital changes. That is, diversified firms will improve the performance of the firm.
Secondly, companies have been impacted by the unintended impact of COVID-19, which has reduced
the company performance, meaning that COVID-19 will reduce the company's performance. Lastly, due
to the impact of COVID-19 around the world, diversified enterprises cannot play the risk diversification
function, that is to say, under the impact of COVID-19, diversified enterprises cannot produce any
benefits for enterprises.

Keywords: diversified enterprise, business performance, COVID-19
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Automated Analysis of Material information and
Corporate Disclosure Supervision: The Case of Altered
Trading Companies and KY companies

Abstract: The material information disclosure on the Market Observation Post System (hereinafter referred to as MOPS)
can filter out some market noise and make up for the current situation such as the backwardness of the financial reports.
Investors can use those to detect any changings in the operation of the public offering company as early as possible.

In this paper, we apply newly IT technique to enhance market supervision and conduct that latent semantic analysis
(LSA) techniques have been useful in analyzing material information on MOPS. This research explores the companies
that have been recorded under the altered trading method in the past ten years, and search whether their material
information revealed related with operation risks.

This paper also collects historical material information from the two listed KY companies, Pharmally-KY and
Topbi-KY, from 2016 to 2020, and uses machine learning's segmentation algorithm and text mining technology to find
out the characteristics of material information content in each year. The LSA shows a relatively good performance in
classifying the K'Y companies’ material information on their governance and the impact with rare risk management. Our
results also show that the top three keywords by frequency are "directors"”, "board of directors”, "resolutions." In addition,
this study uses the top ten key words to deeply explore the relevance of events between material information.

Most of the existing text analysis or latent semantic analysis does not take into account the time factor. Based on
the analysis of material information in sequential years, we found that the three aspects of board resolutions, personnel
changes and financial management in material information can be explained and analyzed in depth at different time
points.

Keywords: MOPS, material information, machine learning, KY company, latent semantic analysis
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The Impact of Compensation Gap on Firm Performance
and Corporate Social Responsibility Performance

Abstract: The purpose of this study is to examine the impact of compensation gap on firm performance
and corporate social responsibility (CSR) performance. This paper expects that companies with larger
compensation gap will have better firm performance, and companies with larger compensation gap will
have higher levels of CSR performance. This study takes all listed and OTC companies from 2019 to
2020 and listed and OTC companies that have issued CSR reports as samples. The study results show
that : (1)The compensation gap between non-executive employee within the company and executive
within the company is significantly positively related to firm performance, but not significantly related
to CSR performance. (2) The compensation gap between non-executive employee within the company
and non-executive employee in the same industry is significantly positively related to firm performance,
but it is significantly negatively related to CSR performance. (3)The compensation gap between
executive within the company and executive in the same industry is significantly positively related to
firm performance, but not significantly related to CSR performance.

Keywords: compensation gap, firm performance, corporate social responsibility (CSR)
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Do a Company’s Competitive Strategy and its Manager’s
Expectations Influence the Resource Commitment
Decision? Evidence from Asymmetric Cost Behavior

Abstract: The extant literature is silent about the issue that resource commitment decisions for managers’
expectations are opposite to resource commitment decisions for competitive strategy. We conjecture that
resource adjustment costs are higher for managers of companies with a specific competitive strategy
resulting in managers having difficulty adjusting resources to their expectations. Using Taiwan-listed
companies from 2010 to 2020, and examining the subsamples of prospector and defender which is based
on Miles et al.”’s (1978) typology, we find that prospectors have cost stickiness only under managers’
optimistic expectations context, while pessimistic expectations do not affect prospectors’ cost behavior.
On the other hand, defenders have cost anti-stickiness only under managers’ pessimistic expectations
context, while optimistic expectations do not affect defenders’ cost behavior. Our findings suggest that
a company’s competitive strategy not only shapes the resource commitment decision, but also increases
the difficulty to adjust the decision.

Keywords: asymmetric cost behavior, business competitive strategy, manager expectation
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Practices, Processes and Situation of Earnings’
Manipulations

Abstract: Using the Analytic Hierarchy Process (AHP) to evaluate the relative weighting factors of
enterprises engaged in earnings manipulation, and using expert system tools; using the Grounded Theory
to obtain 38 factors of earnings control, it is found that: with "use cost" "Recognized" accounted for the
highest proportion, at 39.5%. The proportion of “non-recurring gains and losses” only accounted for
10.23%, indicating that capitalized financing of improper expenses is more used, and the sale of
undervalued assets increases the value to inflate the surplus. The key factors were obtained from the
expert questionnaire, and then the key indicators of the financial statements were integrated. It is
proposed to evaluate the timing, process and context of earnings manipulation by companies, which can
be used by investors and banks for reference when financing and lending.

Keywords: small and medium-sized enterprises, earnings manipulations, analytic hierarchy process,
grounded theory
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The Impact of Director Compensation Behavior and
Disclosure on Earning Management

Abstract: This paper exams the impact of director compensation cost behavior disclosure to earning
management. Three disclosures types (voluntary disclosure by class interval, voluntary disclosure by
individual and mandatory disclosure by individual) are discussed during 2006 to 2007, and 2008 to 2018.
The findings are, before the enforcement of disclosure regulation in 2008, the higher the variable
compensation, the lower the possibility for companies to manipulate discretionary accruals.

During 2008 to 2018, after the enforcement of disclosure regulation in 2008, we found that
companies under mandatory individual disclosure are more likely to manipulate discretionary accruals
to perform earning management, however, both variable and fixed compensation do not have influences
on discretionary accruals.

An additional test finds that in class interval disclosure, if we discard mandatory individual
disclosures and compare voluntary individual disclosures and voluntary disclosure by class interval, we
found that companies with voluntary individual disclosure tend to manipulate discretionary accruals.
The conclusions are, the higher the variable and fixed compensation, the lower the possibility for
companies to manipulate discretionary accruals.

Keywords: director compensation, cost behavior, earning management
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Effect of Production Efficiency on Abnormal Returns
around Earnings Announcement: Earnings Quality and
Investor Sentiment

Abstract: This study investigates the association between production efficiency and abnormal returns
around the earnings announcement. We also explore the moderating roles of earnings quality, investor
sentiment, and institutional investors on the relation between production efficiency and abnormal returns.
We find a negative relation between production efficiency and abnormal returns around the earnings
announcement. The result indicates that firms with higher production efficiency generate negative
abnormal returns. Since investors overpriced high-production efficiency firms, which increased the
current stock returns. When earnings are announced, mispricing should be corrected partially and
therefore decrease the stock returns. Firms with high-earnings quality revealed more accurate earnings
information, and investors were less likely to misprice. As a result, the negative correlation between
production efficiency and abnormal returns will decrease around the earnings announcement. Investors
are more likely to misprice during high sentiment periods, causing firms with high production efficiency
to be more overpriced. Therefore, high investor sentiment will increase the negative correlation between
production efficiency and abnormal returns around the earnings announcement. Since high-institutional
ownership have access to information both before and after the earnings announcement. In a additional
analysis, we find that for firms with higher institutional ownership, the negative correlation between
production efficiency and abnormal returns will decrease around the earnings announcement.

Keywords: earnings announcement, production efficiency, abnormal returns, earnings quality, investor
sentiment, institutional investors
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Does the Corporate Governance Evaluation System Have a
Supervisory Function?

Abstract: The objective of this study was to determine whether the Corporate Governance Evaluation System
performs a supervisory function, which is divided into warning and forewarning effects. The empirical results
indicated that the Corporate Governance Evaluation System can warn firms that have been using downward
discretionary accruals and real earnings management tools such as overproduction and discretionary expenditures
to manage earnings downwards. Firms that were given one of the bottom two grades in the previous period are
less likely to use discretionary accruals for upwards earnings management in the current period; this is the
forewarning effect of the evaluation system. We next observed the interactions between the evaluation system and
auditor industry specialization, which is also an external supervision mechanism, to understand whether these two
mechanisms have a synergistic effect on supervision. The results indicated that the interaction between the two
can reduce the earnings management behavior of firms, and our sensitivity analysis produced identical results.
Further analyses revealed that the earnings management behavior of firms in the growth or mature stage differed
from that of firms in the shakeout or decline stage. Firms that were given one of the bottom two grades in either
the previous period or the current period reduced their original earnings management behavior, which shows that
the evaluation system holds information value for firms in different stages of the business life cycle. It is hoped
that with the empirical results of this study, the Corporate Governance Evaluation System can be used to detect
firms engaging in earnings management (warning function) and reduce their earnings management behavior in the
subsequent year (forewarning function). This study found that the presence of the evaluation system and auditor
industry specialization at the same time has a synergistic effect on supervision.

Keywords: corporate governance evaluation system, warning function, forewarning function, auditor industry
specialization, earnings management
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The Impact of Independent Directors with Industry
Expertise on Financial Statement Comparability

Yu-Hsuan Chung *

Abstract: This study examines the impact of independent directors with industry expertise and their
departure on financial statement comparability. The empirical results show that the independent
directors on the corporate board with industry experts could provide industry-specific knowledge and
capacity confer a benefit to enhance the financial statement comparability. Furthermore, if industry
expertise independent directors decided to leave their directorship from the corporate board is associated
with lower financial statement comparability. This study highlights that independent directors with
industry expertise plays an important role in financial reporting disclosure.

Keywords: independent directors, industry expertise, financial statement comparability
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The Change of the COVID-19 on Earnings Management

Abstract: Since the outbreak of the new crown epidemic, major industries around the world have been
severely impacted, and many companies have also been greatly affected. This study mainly explores
whether the accrual earnings management behavior of enterprises has changed before and after the
impact of the new crown epidemic. First, the Modified Jones model is used to calculate the accrual
earnings management variable as a contingency variable, and then by selecting several years before and
after the epidemic and distinguishing them in a time series manner Then, the regression model is used
to demonstrate the changes before and after the outbreak. The empirical results show that the accrual
earnings management coefficient (|DA|) is significantly negatively correlated with the observed
variables after the outbreak. Therefore, we can conclude that after the outbreak of the epidemic, the
earnings management behavior of each company decreased.

Keywords: earnings management, COVID-19
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Female Directors and the Appointment of Functional
Committee Members: Extending Discussion on Peer
Effects

Abstract: "2030 Sustainable Development Issues™ The United Nations has issued relevant indicators,
including "Women's Empowerment™ and "Gender Equality", which shows that gender equality has
become the development trend of today's social structure. This study examines gender selection behavior
patterns in the appointment of audit committee and compensation committee members in functional
committees to examine whether there is still a glass ceiling for women in the workplace in Taiwan. The
empirical results show that female directors are 15.1% less likely to be appointed to the audit committee
than male directors; female directors are 10.1% more likely to be appointed to the compensation
committee than male directors; female directors compared to male directors are 10% higher to be
appointed to functional committee members. In addition, this study further explores the peer effect of
female directors on the attendance rate of male directors. The empirical results show that the higher the
number of female directors on the board, the better the peer effect. It shows that women in board
positions can promote gender diversity, and critical mass can exert key influence.

Keywords: female directors, functional committee, peer effects
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The impact of Article 173-1 of the Company Law on the
Relevance of Controlling Shareholders’ Shareholding and
Company Performance

Abstract: Our country officially implemented the new company law on November 1, 2018. This
amendment is the twenty-sixth in our country and the most significant change since 2001. Among them,
Acrticle 173-1 of the Company Law concerning the protection of shareholders' rights and interests is also
known as the "Datong Clause", which has attracted attention from all walks of life. The purpose of this
research is to explore the impact of the amendment of Article 173-1 of the Company Law on the changes
in the supervisory ability of controlling shareholders and the firm performance, and further divide the
sample into family managers and external managers, based on Taiwan from 2016 to 2019 Listed
companies are a sample to examine the adjustment effects of different types of managers. The empirical
results found that after the implementation of Article 173-1 of the Company Law, the controlling
shareholders did not have better supervisory capabilities as expected by the competent authority to
improve company performance. On the contrary, the controlling shareholders exploited the rights and
interests of small shareholders after gaining stronger power, which led to the decline of the firm
performance.

Keywords: Article 173-1 of the Company Law, firm performance, family managers, external managers
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