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The Impact of Auditor Industry Specialization
and Independent Directors / Supervisors on the
Capital Cost of Newly Issued Corporate Bonds

Chu-Yang Chien” Yu-Mei Chen™

Abstract: The purpose of this study is to test how auditor industry
specialization and independent directors / supervisors affect the cost of
newly issued corporate bond that use non-convertible bonds issued by
Taiwan’s public companies from 1998 to 2004. Jensen and Meckling’s
(1976) agency theory points out that bondholder and creditor have to face
default risk due to agent’s conflict of interest. With good audit quality and
monitoring mechanism, adverse effect of agents’ conflict of interest can be
minimized. Our study finds that companies that were audited by industry
specialization have significantly lower coupon interest rate for newly
issued corporate bonds. This indicates that creditors recognize that auditor
industry specialization can effectively reduce agents’ conflict of interest.
Results also show that companies that have appointed independent
directors / supervisors can significantly reduce their cost for newly issued
corporate bonds.
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B HETIRE o A U |ETEREE B B 3 F AT AL 20% 0 2 A
¥ THALE 30 Fs H4 rﬁmowp A SRR ST T
FIETF R A0 Fod AL - FE¥ R A ¥R i%;’\mxﬁu@’rﬂtbﬂw
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%iﬂfiagz&vi TEIE P FREMIRIE P L AF AL RRE,
BBz s g 0 g R b TS P 5y % c(Fama, 1980;
Fama and Jensen, 1983) > L+ § {1 k2 FF XA L EH a9 K
¥ % »c (Cotter et al., 1997 ) - F 3 ¢)§J%FJ"" % AFEFTIHEHH
TEFZEHEY > 7o R A F]m M REA L

FLiEd o 1*% ( 4= Fisher, 1959; Jaffee, 1975; Sorensen, 1979;
Boardman and McEnaIIy, 1981; Kidwell et al., 1984; Wilson and Howard,
1984; Fung and Rudd, 1986; Lamy and Thompson, 1988; Feroz and
Wilson, 1992; Ziebart and Reiter, 1992) “t# ®F 2@ FF &= A2
Fl % 0 BB L g R ket o
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FrPf T
Reiter (1992) g2 @ G R HHRE G AL D Apl > TRE DD
SPFHPVEFRFOPAL A F o FFHEL D o

B (INSU) % 2 fEEFLZL FL0 5872007
FEHF AT RE- TR DEF ”%4im,¢xdﬁ TR
¥ G T ’ﬁ-‘u%%‘ M PTRIER SRR 0 Flet o TR R A
FER MR GREK s TP R FRET R G RS FE AL
af o

D FRB(FSIZE) > AR F APp RHygrg > d3tg 7o
PEARERS T R K BT RS RS T TR
b GRC CIFHFEF P EET R RADIF O FHEELE
( Carey, Prowse, Rea, and Udell, 1993 ) -

L g EFE R (BIGY) )  m#EEE e 2P Fd v &
rh e 10 F 5 00 B2AREL (X ?);J?J"}iﬂa’ = (27 %)
AT R DA PR R T o0 MR o e
AR TR gg%;—a ER R R S W SR o U IR
Bt BF et G ,@ﬁaw% AEgaLpl, i
ﬁwblﬁ‘%ﬂﬁyi KEATFFT R FFHL* A e
P~ gt - Pl Rk -
TH+FE (ELEC)  d g3 £ hfkrg? 9t 40% 242474
FoREELVIREOTFIEL L E L 00 # RS (YEARDUMMY )
HAE R 1998-2004 & > 121998 & S AH > 15 > BEEEHE
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- FREELH

(= )t et7
2 27057 & R fy st o d £ ¢ 1 f2 1998-2004 £ £ o P
RS p1ﬁ.$(BRME)J¢1&43Wé’ﬁﬁ1585%’ﬁﬁjEé

0.72% > &=+ BE& & EchL B i+ > L& N8 K15 gﬁii
PEoFA? L FEEFEFTHEL G F ( S) T iaiE 5 23.2% 0 k&
BB 5 45.18% 0 M iE i 0.001% > B KA B2EF < mgﬁ%%’r‘* £
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EFVERLTRL o RATFFE LT FPETEPA S
TR A Pieh s (7 FAZIE 30 73 B B F FATE 20%2) %7 ¢
VAT LARFY R R (PROFA) > A7 d 308 FA P H T35
$232% c g EF AP B TR B L F 2w o LT E
LFSAFFE 7 (PROFB) > 47 d 3% RA P ¢ T35
55.8% - k& ¢ iow % g3HERE G347 (BIGY) Btrz Tiodch 80.4% o
A 22002 #2 (X E W FEF (SUPER) 2w 5 5 23.4% -

Wﬁz?ﬁﬂw% B 7o P T A (ASSETS) T 35% 5 80,195
FE o BB 335735—5,@%’%@,3 M54 FHF A PR
FARKLBIEX o J14 %K # (INCOV) T iodc s 384.67 %2>
B iE s 79944 B > B[ E5-755 B B P HEF ST
i g %gﬂiga o g‘ Fovk (LEV) T35 44.38% » o+ 4 & 5
88.19% » -]+t F 4 1275%’ TETE TP W AT A g
FF s mgmﬁi o FAMMF (ROA) T o8 5.65% » B~ v F 3
40.33% » & M- F ; -21.90% » & T 2B 7P EAR IR 4 (R o
WA 72 R RCA T F S WA T A 5I(BONDA)
Ta% 7.21% ﬁx‘ # 176.16% > #7155 015% > ¢ i=#c 5 3.81% -
2P FBEA T RE IS (RATE)F 5 & 21%  F # 2 @ i (INSU)
T ¥a% 61.5% > 4 7 & T (BYEAR) fnr’ﬁ 12 hmg 28 135
5477 & o

L2 mEpsy

¥ - ¥ =
¥ Tiafk ¢l Bl E rAtdk e Asitik B E e
YTDIFF 1.227 1110 -0.800 0.600 1.915 3.480 0.820
BRATE(%)? 4345 3850 0720 2.750 5.857 8.500 1.967
MS(%)? 23.153 21.787  0.001 15.013 33532 45184  10.284
PROFA 0.232  0.000 0.000 0.000 0.000 1.000 0.422
PROFB 0.558 1.000 0.000 0.000 1.000 1.000 0.497

Paorg m o ok ARt 0 58 5 Sl A 0 A ARETE F B
Aot 2F Y ﬁ%1?#h¢&é1ﬁ¢m7%%protéiﬁﬁﬁ%
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22 gEpsy ()

E %=

% Tiafe ¢ i Bl E vA e Adi B REZL
BIG4 0.804 1.000 0.000 1.000 1.000 1.000 0.398
SUPER® 0.234 0.000 0.000 0.000 0.000 1.000 0.424
SUPERO® 0.536 0.000 0.000 0.000 0.000 4.000 1.044
BONDA(%) 7.209 3.806 0.152 1.785 7.844 176.162 13.639
LEV(%) 44383 43.003 12.751 35.567 51.222 88.193 13.541
INCOV 384.666 4.867 -7.550 2.103 9.963 79944 5058.999
ROA(%) 5.654 4718 -21.897 1.280 9.623  40.333 8.465
RATE 0.210 0.000 0.000 0.000 0.000 1.000 0.408
BYEAR? 4,767 5.000 2.000 5.000 5.000 12.000 1.252
INSU 0.615 1.000 0.000 0.000 1.000 1.000 0.487

ASSETS(F %)* 80,195 36,535 454 11,858 106,330 335735 93,956

“BRATE % = @ i 2.5 »cfl ;MS a €3 FF2 B B-d § F I BYEAR L 2P G2
£ ASSETS 28 72 PG a8 2 ?é_ s o B dow it o

b%é&ri ¥5 % (SUPER - SUPERO) 239 BH A o H ek L 500 B A o
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2??”:3’11&3; SPRFAREE LM BRI AE L T
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()RR FRENLEM

éﬁ&é“ﬁ%ﬁv PERME O MArRE ALK G AP0 Bl
FFAAP ML o Fnid F2FER e 2 peng ¥
€ 3EF TR hBk FAoade A PR v 27 e (Simunic and

[v

‘.l‘:;;r \?m

£+
7o



%3 1M HEEL

YIDIFF ~ MATU RATE INSU BONDA FSIZE LEV INCOV ROA PROFA  PROFB
LBYEAR  0.095**
RATE 0.247*%**  0.220***
INSU -0.314*** -0.179*** -0.077*
BONDA  0.117***  0.034 0.149***  0.081**
FSIZE 0.038 0.298***  0.189*** -0.411*** -0.416***
LEV -0.013 -0.065 -0.045 -0.029 -0.109**  0.112**
INCOV 0.065 0.017 -0.032 -0.070 0.037 -0.149***  -0.134***
ROA -0.044 0.253***  0.348*** -0.319*** 0.052 0.172*** -0.093**  0.170***
PROFA  -0.054 -0.024 0.196***  0.052 0.143*** -0.014 -0.205*** -0.040618 0.087*
PROFB  -0.076* 0.235***  0.372*** -0.160*** 0.020 0.281***  0.040 -0.070 0.283***  0.451***
BIG4 -0.060 0.096**  0.255*** -0.127*** 0.037 0.028 -0.087**  -0.119*** 0.238*** 0.260***  0.516***

Hok kKN G 4o 1% ~ 5% ~ 109688 % K O -

A% 0 e orr



Stein, 1990) > AF x4 * L FEF 2 FR > A EYD F L § 3
( Palmorse, 1986; Craswell et al., 1995, Hogan and Jeter, 1999; Defond et
al., 2000; Mayhew and Wilkins, 2003; Ferguson and Stokes, 2002 ) ix & &
PR R R RE c ARGV ETIRI R A HLI G F 0 AR
FEEPE BV ER D APRGETVAELROLS 0 Py RiE oD
BRHT G REPEFF T o A2 BRALEFPE RS Ko
FPEF O VTAREREARIR P ERN I OLGERN > Fla T
ZAEFFTEREP DT MDD PG ;}. | & o

Al (A ETEE R Uz, ¥%35 %70 7 A A ¥ TIAE
30 R gRTER T H L 5 S AT 20% 5 ¥ +ﬂ1$ » BT % G 23.2%:h
DR ERALAZEFVERE o V- BHEHRE S L gL

F iz A FiE 20%m ¢ *’ﬁff:f:»éz,%ié*ﬁ: Lo RAEFVE
o H[$TH % B58% N P ER AL AL IR RAY o A 4 A E
FUERIERERT 5o AHHRET A X F R R P R
LEP G REFEL G B8 PROFA i1t 8 (<0125 p<0.1) B ¥ 4 f o
Ao LB EERIET G EVFAFRINEFELS  FHRAER

FAPEF #rRz AEAPE 8 g TGS AR pena P
PR 2 BB TR 0 Tl R KR R 2P i R .

P AR5 il e SR S »ﬂ%ﬂ,és I e (INCOV) * » H i %k

(1 %—?ﬁﬁh‘ﬁ B 2P HE g AN (BONDA) 2 3 7# 0 (MATU) %t

SN u’iﬁ”m‘? —”%?WFT%‘*E (p<0.05) T 2 7 4§ (742 5 17

APFHFREH R F AP RF R R

P FATA T ELS SR 0 2 ARG

%@Aﬁﬁﬂﬁﬁ B EE NS R LR S 1ﬁ;5

PIATIRPEF AR E » AR A R REF - Zehfp@ T > 7

%i’tﬁ A% o FAEMS (ROA) o 10%BFE-KET > BF L £ o

AT EFALOPFRFOFTAFHIF £F RO DFF o o

7R (FSIZE) 27 1;11 C B R T REE L f 0 T O P R

BAR ARG 3 Rl L f e 27 FIER (INSU) & 3 ¥4

T

T BT B0 B (p<00L)s F B X N7 > B2 P Fi F
#2 P FF il F o Adjusted R® 5 47.9% 0 #§ & 3] % B R i
2P E L EPARRE 4TA% o f B P SRR S VIF (Variance
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Inflation Factors) # Bl -] >+ 10> =M+ 72 £ -

oA ETRET A ¥ '*l% %’@jz FHEAF A BEEDL G
2?:33 (-0.141 » p<005) F' BHEHRAET od AEFHERETD
T;\s.ﬂ dAEFVEREFEDaP S 0.141%0:;;;#'1
R FESF ff"%'f-ﬂu > # &35 - Adjusted R® % 48.1% > 7§ %
FH g of N LEMRAEE 481% - p B2 p R&F > 5
VIF (Variance Inflation Factors) #& B % -] *t 10> £ 2417 7 B o % 4
FRESFLFER- d AEFFEFEPO IR AL FE
FA PN P R T2 P G L ER

24 BAEFVERIAERS

i)

YTDIFF, = B, + B,PROFA(B), + B,BONDA, , + B,INCOV, + B,LEV, ,
+BROA, + BRATE, + p,MATU , + B,INSU , + B, FSIZE,,

2004
+ BoELEC,+ > a,YEARDUMMY +¢,

1=1998

&} 20007 1 L

Bl FEGGH P Gk tie VIF ik tiE VIF
Intercept B, none 2455  5.337%%* 2.330  5.025%**
PROFA B, —  -0127 -1.687* 1411
PROFB B,  — -0.141  -2.238** 1.391
BONDA f, + 0571  2439** 1431 0600  2.561** 1.438
INCOV  p; — 0000 0064  1.138  0.000 -0.005 1.139
LEV B, + 0156 0.693  1.308 0.156  0.695 1.308
ROA Bs —  -0.766 -1.807* 1.804 -0.707 -1.668* 1.812

RATE ps none 1.038 11.441*** 1919 1.051  11.556*** 1.939
MATU  p; + 0.285 2.473** 1.313 0.300 2.609*** 1.313

INSU ps  — 0367 -5207*** 1649 -0.379 -5.389*** 1649
FSIZE B, — -0050 -1.923* 1966 -0.042 -1.577 2.032
ELEC  f, none 0.004 0057 1877 -0.064 -0.907 1.565
Adjusted R? 0.479 0.481

Fi 28.225%** 28.483***

LRERBYIDIFF 5 =2 G 73 > ISR RE S )51 2 L4 -
2***‘**\*4,\%;\71%\5%\10%,%;?%]\&
Baw fFst e EREHIR e J R AT A AT AR .



& Jensen and Meckling (1976) ~ @5 P 482 > B L HILL R
ﬁﬁékﬂﬁﬁ°ﬂ*$ﬁ4?%%@%Jja7ﬁw’1k%vi
LA A -_.,_rg k. N & o ’L‘L;}p"’.égg%"‘i%m:rg ST 'F'%E/\ 1] Hp
ARG & R L m"e?’é}v:’-?i%% A ERF T Rl RE Y
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T Y b EE 0o *;ﬂ%%ﬁ_& W RELNF %y E
HF Ey K (Beasley, 1996; Dechow et al., 1996; Cotter et al., 1997;
Klein, 2002 ) -

SRREAT B ZFEEDEERIE O HFIL
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SUPER 2k B S5 2T hmfeic  KE S 1> 3050
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(Variance Inflation Factors) #& ] % -] * 10 » ]t £ R T 7 FE o

Wr2dEFT g F 67 v FIb D IE%”?’ﬁ B S
BB EREA L F% > b2 FER TS EHPFHLEMD
?f"f?{‘f* e SHABZIEFIATHITFHI PR 22 ¥

FHplArd S FREST > AFEE S (D) H4ep2gEEF 2

ﬁﬁ“'“&;"g“iﬁép:’l;ﬁ}, i W E 5 ¥R = (SUPERO) ik
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25 WrEEFLRERSE

<iF

P
YTDIFF, = 3, + ,SUPER(O), + 8,BONDA, , + B,INCOV, + B,LEV,,
+BsROA, + BRATE, + B,MATU , + B,INSU , + ,BQFSIZEH

2004

+ BBIGA+ B,ELEC,+ > aYEARDUMMY +¢,

=2002

|

KEFTEF TEFAX
L S SRR A S tiE VIF ik tiE VIF

Intercept none 0.172  0.19 0.170 0.193

SUPER B — -0.495  -4.255*** 1431

SUPERO f, — -0.228  -4.803*** 1.473
BONDA i3 + 0.151 0.403 1.750 0.112 0.302 1.754
INCOV B3 - 0.000 1.373 1.281 0.000 1.497 1.278
LEV Jo + -0.125 -0.283 1.664 0.037 0.083 1.699
ROA Bs — -1.201  -1.373 2.324 -1.295 -1.501 2.305

RATE Bs none 1182 10.322*** 1.882 1.195 10.565 1.343
MATU B7 + 0.484  2.037**  1.350 0.472 2.012*%* 1.343

INSU Bs — -0.273  -2.176** 2221 -0.294  -2.376** 2.205
FSIZE Bo — -0.018 -0.373 3.138 -0.022  -0473  3.080
BIG4 Bio — 0.340 1.966*  1.226 0.362 2.113** 1.230
ELEC B;, none 0019 0.165 1.737  0.035 0.315  1.733
Adjusted R? 0.544 0.553

F i 20.626*** 21.399%**

L% YIDIFF 5 2 @ G4 (74 »efl 3 R RE 515 52 447 -
RN N T 1%\5%\10%%}5%?&4%t
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FEEHEFEPP BB 2002 Ew e B MR P BERE B2
FTEFODT cARETF T BB RAEP 27 > SUPER
HRIIEEE TR G TR PR A ARE B FEF
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f%fnj,ésécj\ﬁﬂ%fgi 2 ﬁ’mg,:&ﬁﬂ BT 2 BE o iRy
J$THE I E P A £ 228 & (Twuep 0 BEFR
‘;{%_ﬁg X F2E pen 3 (F% (SUP*PROA) ¥ ¥
A=A (0531 p<0l)  TEF2ZXEHPF L=
ol KRS SIS R R R IR S oy R A
< (LEV) Aol & I s et 5p 3 72 3 oh > Hapsgdies m it &

i
(w

ol
4«
Mooy Ry
P
I:
A\-\

=
4 kg Ty RA

=

AR

B

- vE\i
-

o

N T .
'E‘ =
(—' ‘\\\

<4y
~my

o

KA B mR sl 2P AR AN 2P REDEFTE
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SR F o MEET T LR TR g A RAET F -
jéé‘-?%ﬁ;ﬁiﬁ\if;_ﬁ_ﬁr};;é FEoe
26 WEEFEAEF VR TRAI Y 2R EE S
b3 oF 20%01 N LI

¥ S VPRI G& tE VIF GEk tE VIF
Intercept o none 0.898 0.955 0.734  0.775
PROFA B - 0.005 0.039 2.091
PROFB B - 0.168 1.350 1.681
SUPER i3 — -0.461 -3.136*** 2.134 -0.045 -0.164 7.403
SUP*PROA  p; — -0.021 -0.089  2.859
SUP*PROB  f; — -0.531 -1.77* 8.221
BONDA Jo + 0.193 0.492 1.778 0.094 0.238 1.850
INCOV Bs — 0.000 1.543 1.299 0.000 1.596 1.280
LEV Bs + -0.121 -0.259 1695 -0.153 -0.342 1.601
ROA B — -1.293 -1.413 2359 -1.428 -1.584 2.331
RATE Bs none  1.164 9.828*** 1.881  1.154  9.794*** 1.896
MATU Bo + 0481 1.957** 1351 0514  2.131** 1.322
INSU B — -0.302 -2.164** 2565 -0.272 -2.089**  2.268
FSIZE B - -0.006 -0.125 3.287 -0.005 -0.092 3.553
ELEC B2 none 0.032 0.256 1.946 0.032 0.284 1.691
Adjusted R? 0.451 0.461
Fi 13.169 13.677
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