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Abstract

With a sample of 405 initial public offerings (IPOs) in Taiwan Stock Exchange,
this paper empirically investigates whether the mandatory set-up of independent
directors and supervisors help explain the magnitude of IPOs underpricing. The
results show that there is a negative and significant correlation between the
engagement of independent directors and the underpricing of IPOs. However, the
relation between the engagement of independent supervisors and the underpricing
of IPOs is uncertain. In addition, the proportion of independent directors with CPA
background to all directors and the number of independent supervisors having CPA
backgrounds do not significantly affect the underpricing of IPOs.
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+a,,FOREIGN , + a,, DE; + a,,UWEP; + a,,CPAR, +a,, LB, +a,,LBDOLLAR|
+a,,EXCHG , +a,, DEP, +a,,RATIO, +a,,BULL, +a,,DISTR, +a,, IPOSIZE ,
+a,INDU, +a,,FAGE, +¢,

P BrEEE B AR5 B E R A

Po. " aipinte pE  wigok  pE  wiak H

Constant 1.0161 0.023** 10181 0.023**  0.9779 0.029%*
IDD — -0.4691 0.006*** -0.6812 0.000***
IDS _  -0.0645 0.116 -0.1718  0.000%**
IDDCPA _  -0.3354 0.310 -0.3859 0.249 -0.3886 0.243
IDSCPA _  -0.0305 0.488 -0.0477 0.269 -0.0206 0.659
LNASSET _ -0.0526 0.118 -0.0527 0.117 -0.0497 0.139
DIRECTOR _ 0.0006 0.709 0.0005 0.746 0.0008 0.615
MANAGER _ 0.0001 0.949 0.0002 0916  -5.10E-05  0.982
LARGEHOLDER  —  0.0003 0.868 0.0003 0.838 0.0001 0.941
OTHERINST _ -0.0018 0.169 -0.0018 0.173 -0.0020 0.147
FOREIGN _ -0.0017 0.294 -0.0017 0.292 -0.0019 0.254
DE ) 0.4768 0.009*** 0.4780 0.009*** 0.4758 0.009***
UWEP _ -0.9234 0.066* -0.9204 0.061* -1.0318 0.054*
CPAR _ 0.0541 0.297 0.0505 0.327 0.0562 0.279
LB _ 0.0256 0.581 0.0230 0.619 0.0325 0.482
LBDOLLAR _ -149E-08  0.038**  -148E-08  0.039**  -1.50E-08  0.037**
EXCHG + -0.1569 0.012** -0.1563 0.012** -0.1603 0.010**
DEP _ 0.0832 0.832 0.0819 0.834 0.0738 0.852
RATIO _ 02017 0.000%**  -0.2915  0.000***  -0.2981  0.000***
BULL + 1.1115 0.038** 1.1118 0.038** 1.1179 0.037**
DISTR _ 0.0383 0.814 0.0421 0.796 0.0347 0.830
IPOSIZE . 134E-06 0410 132E-06 0414  151E-06 0.354
INDU + 0.1118 0.016** 0.1137 0.014** 0.1053 0.020**
FAGE _ -0.0012 0.648 -0.0012 0.642 -0.0011 0.656
Adjusted R? 0.1897 0.1907 0.1875
F g 5.0818 0.000*** 5.2942 0.000*** 5.2069 0.000***

%%%&%%{%Ei%%imcﬁﬂﬁ%i&é2w®’%#@§%&;1%%’@¥ﬂW;2m0m%30t
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PR EERFERRFEET O RESENI R WA AT RET LI

HE2 B % & HiEeE (robustness)
I AFLBITRWR
AR RA A I ATR Y B AR R 2B SR R iR S e
P V& BESITRERENS S E SRR 7R 2 N d T
BrgR (HHE > 585 UP=(Pu-Pi)/Pio)  sxa A sdTtga (Hgrg > 0%
UP.a (Pit-Pio)/Pio-(lis-lio)/lio) ° 3% §F 5 F 4ok = #7577 o gt L ¥ 4w & ¥ 2% ¥
VEARARLSITRRA S SRR R R SR Ak R LR o

a‘r'f SARS ¥ HFAREARFEHIF 2L H 4

2003 # 2 7 *BgF 2t A% L (SARS) B""’K}:ﬁ: CREE B BEF A
BB R i - B MR S B f# SARS ¥ FARGATE 2 %

Fre%Ed 33 85 «#2003 £ 27 3 2003 # 5 SARS@M DN
DRE 24 g g LERTRRBEREAWAT LR - FRES
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2 HHRBBEFETZAL RHREGREABLCFAN (AELITRTR)
UP, =a, +a,IDD, +a,IDS, + a,IDDCPA,; + a,IDSCPA; + a,LNASSET,
+a,DIRECTOR, + a,MANAGER, + a,LARGEHOLDER, + a,OTHERINST;,
+a,,FOREIGN; + a,,DE,; +a,,UWEP, +a,,CPAR, +a,,LB; +a,.LBDOLLAR,
+a,,EXCHG; + a,,; DEP, + a,,RATIO, + a,, DISTR; + a,,IPOSIZE ,
+a, INDU; +a,,FAGE,; + ¢,

. g4 BhrEEE B EEF Bz E R Ak
RHoH — - — - — -
PR owmpEpiilc piE wfFhlc piE wiFhEk piE

Constant 1.0199 0.023** 1.0220 0.023** 0.9819 0.028**
IDD — -0.4701 0.006*** -0.6823 0.000***
IDS _ -0.0645 0.114 -0.1721 0.000***
IDDCPA — -0.3332 0.310 -0.3837 0.249 -0.3864 0.243
IDSCPA _ -0.0311 0.475 -0.0483 0.258 -0.0212 0.647
LNASSET _ -0.0528 0.117 -0.0530 0.116 -0.0499 0.138
DIRECTOR _ 0.0006 0.672 0.0006 0.709 0.0008 0.577
MANAGER _ 0.0001 0.949 0.0002 0.916 -5.37E-05 0.981
LARGEHOLDER _ 0.0002 0.881 0.0003 0.850 8.57E-05 0.957
OTHERINST _ -0.0019 0.167 -0.0018 0.171 -0.0020 0.145
FOREIGN _ -0.0017 0.296 -0.0017 0.294 -0.0019 0.256
DE " 0.4750 0.009*** 0.4762 0.009*** 0.4739 0.009***
UWEP _ -0.9301 0.065* -0.9271 0.060* -1.0391 0.052*
CPAR _ 0.0542 0.296 0.0505 0.326 0.0562 0.278
LB _ 0.0264 0.573 0.0238 0.610 0.0333 0.475
LBDOLLAR _ -1.50E-08 0.036** -1.48E-08  0.037**  -151E-08  0.035**
EXCHG + -0.1577 0.011** -0.1572 0.011** -0.1612 0.009***
DEP _ 0.0826 0.833 0.0813 0.835 0.0731 0.853
RATIO _ -0.2912 0.000*** -0.2910 0.000*** -0.2976 0.000***
DISTR _ 0.0357 0.826 0.0395 0.808 0.0319 0.843
IPOSIZE + 1.38E-06 0.396 1.36E-06 0.401 1.55E-06 0.341
INDU + 0.1118 0.016** 0.1136 0.014** 0.1052 0.020**
FAGE _ -0.0012 0.643 -0.0012 0.636 -0.0011 0.650
Adjusted R? 0.1769 0.1779 0.1747
F & 49182 0.000*** 5.1322 0.000*** 5.0417 0.000***

AAREGHS Y A e 2 RFEGEP o Al m R AEG 279 B > HI e AdE 126 B o in FH R 5 2000~2003 # ot st
FE %R White (1980) RI#2 AFR TR B HKE 2 @ o ** v * 2% u 4 pE 30010052 01-
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2N BHREBEFEFZATIRHRAGRAG L2 FL17(I0'F SARSHFH )
8 25 3p 4P WrE LT E DI Al g A W ERA A

H opw wiFhlc piE wfFhdkc pE wfFndk piE
Constant 1.0640 0.023** 1.0686 0.023** 1.0379 0.026**
IDD — -0.3621 0.046™* -0.6713  0.000**=*

IDS _ -0.0954 0.038** -0.1819 0.000%**
IDDCPA - -0.3482 0.336 -0.3931 0.295 -0.4034 0.264
IDSCPA — -0.0361 0.453 -0.0643 0.167 -0.0238 0.636
LNASSET — -0.0558 0.109 -0.0562 0.106 -0.0537 0.122
DIRECTOR — 0.0008 0.600 0.0007 0.652 0.0010 0.530
MANAGER — -4.63E-05 0.984 0.0002 0.929 -0.0003 0.900
LARGEHOLDER  — 5.20E-05 0.975 0.0002 0.930 -7.93E-05 0.962
OTHERINST — -0.0019 0.153 -0.0019 0.161 -0.0020 0.134
FOREIGN — -0.0016 0.344 -0.0016 0.344 -0.0017 0.311
DE ? 0.4956 0.008*** 0.4969 0.008** 0.4970  0.008***
UWEP — -0.9220 0.076* -0.9153 0.068* -1.0003 0.066*
CPAR — 0.0553 0.289 0.0504 0.330 0.0573 0.272
LB — 0.0233 0.629 0.0195 0.685 0.0286 0.550
LBDOLLAR — -1.46E-08 0.045**  _143E-08  0.047**  -1.46E-08  0.045**
EXCHG + -0.1641 0.011** -0.1632 0.011** -0.1668  0.009%**
DEP — 0.1008 0.800 0.0990 0.802 0.0955 0.811
RATIO — -0.2961 0.000*** -0.2905  0.000***  -0.3040  0.000***
BULL + 1.1239 0.037** 1.1216 0.037** 1.1311 0.036**
DISTR — 0.0360 0.825 0.0418 0.797 0.0327 0.840
IPOSIZE + 1.47E-06 0.373 1.42E-06 0.387 1.62E-06 0.327
INDU + 0.1081 0.023** 0.1114 0.019** 0.1029 0.027**
FAGE -0.0011 0.679 -0.0012 0.642 -0.0010 0.706
Adjusted R 0.1810 0.1811 0.1809

F & 47473 0.000%** 49192  0.000*** 49157  0.000***
M\ @ fF CRBGEE Y A Z REGRP o R TR ARS 279 B B R AL 1045 2 EHE

= 2000~ 2003 -2 nt,.
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"@ Bk ivg £ (non-affiliation directors) o § B2 hIRE ¥ Uhdg E ¥ B2
A EPERA L AFERGFOPER LZETELT LG AP E AR b B
B blhe s SREF 50 P A BAR RS TAERE ~ SILE  E S 4B
o Enron o P2 304 hIRFE T aE o ’*?E—’I;Z#}; DAy MESz thINFEFE

BaFding JIEM %R a2 AT H > 4 (Patton and Baker 1987 ; Gilson 1990 ;
Shivdasani 1993) - @ j& B B2 *F IRFF Q|7 L &2 2 7 & iz @ M5 o Shivdasani
(1993) 73y N2 WINYSE = ¢ 5 74%2 %324 F 305 — =5 7 ME N
§1°é¢W?W¢2MH/JﬁﬁmimﬂﬂﬂMiﬂpﬁﬁﬁ‘fPWﬁijéb e
L RT mF AR o @ A 2001 £RFF S £ e Enron pLE 15 0 i (04
g%ﬁgwgﬁr& TE éﬁ{ﬁ(&M%Z%D 2 RF§ 7 F A SET
7 FLR 27/%c s #741i% (Sarbanes-Oxley Act of 2002) > ¥+ > & ¥ 2 fp = . F 1%
T FEE 5 M%aw-L?m’mmnﬁw\%ﬂQ?ﬂ%Ei’ﬁﬁﬁﬁﬁi
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3+3-1997 3 R EmRBHEL RS )
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D 4R 5 200312240 X B (27 4) -
D 4R 5 20031229 0 X B (27 4) -
AP 47 0 200310050 X B FHF (115) -

Allen, F., and G. R. Faulhaber. 1989. Signaling by under-pricing in the IPO Market.
Journal of Financial Economics 23(August): 203-323.

Bae, S. C., and H. Levy. 1990. The valuation of firm commitment underwriting
contracts for seasoned new equity issues: Theory and evidence. Financial
Management 19(Summer): 48-59.

Barnea, A., R. A. Haugen, and L. W. Senbet. 1980. A rationale for debt maturity
structure and call provisions in the agency theoretical framework. Journal of
Finance 35(December): 1223-1234.

Baron, D. P. 1982. A model of the demand for investment banking advising and
distribution. Journal of Financial Economics 37(September): 955-976.

Baron, D. P., and B. Holmstrom. 1980. The investment banking contract for new
issues under asymmetric information: Deregulation and the incentive problem.
Journal of Finance 35(December): 1115-1138.

Beasley, M. S. 1996. An empirical analysis of the relation between the board of
director composition and financial statement fraud. The Accounting Review
71(October): 443-465.

Beasley, M. S., J. V. Carcello, D.R. Hermanson, and P. D. Lapides. 2000. Fraudulent
financial reporting: Consideration of industry traits and corporate governance
mechanisms. Accounting Horizons 14(December): 441-454.

Beatty, R. P. 1989. Auditor reputation and the pricing of initial public offering. The
Accounting Review 64(October): 693-709.

Beatty, R. P., and J. R. Ritter. 1986. Investment banking, reputation, and the
underpricing of initial public offerings. Journal of Financial Economics
15(January-February): 213-232.

Benveniste, L. M., and W. J. Wilhelm. 1990. A comparative analysis of IPO proceeds
under alternative regulatory environments. Journal of Financial Economics
28(November-December): 173-207.
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Blue Ribbon Committee (BRC). 1999. Report and recommendations of the Blue
Ribbon Committee on improving the effectiveness of Blue Ribbon Committee.
New York Stock Exchange and National Association of Securities Dealers.

Byrd, J., and K. Hickman. 1992. Do outside directors monitor managers? Evidence
from tender offer bids. Journal of Financial Economics 32(October): 195-221.

Carter, R., and S. Manaster. 1990. Initial public offerings and underwriter reputation.
Journal of Finance 45(September): 1045-1067.

Certo, T. S., J. G. Covin, C. M. Daily, and D. R. Dalton. 2001. Wealth and the effects
of founder management among IPO-stage new ventures. Strategic Management
Journal, Special Issue 22(June-July): 641-658.

Chemmanur, T. J. 1993. The pricing of initial public offering: A dynamic model with
information production. Journal of Finance 48(March): 285-304.

Chemmanur, T. J., and I. Paeglis. 2005. Management quality, certification, and initial
public offerings. Journal of Financial Economics 76(May): 331-368.

Chua, L. 1995. A re-examination of the costs of firm commitment and best efforts
IPOs. Financial Review 30(May): 337-365.

Cochran, P. L., S. L. Wartick, and R. A. Wood. 1984. The average age of boards and
financial performance, revisited. Quarterly Journal of Business & Economics
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