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The Effect of Financial Ratios, Corporate Governance and
Macro-Variables on Stock Price of Financially Distressed Company

— An Application of Ohlson Model

Student : Tung-Hsin, Yuan Advisor : Dr. Keh-luh, Wang
Dr. Hsiao-tien, Pao

Institute of Management Science

National Chiao Tung University

Abstract

This study is based on Ohlson (1995) equity valuation model to evaluate financially
distressed company by incorporating several factors including corporate governance variables
and macro-variables. In addition, financial ratios are used to replace the abnormal profit
variable for integrating and constructing‘the model. The empirical results include five parts:
First, book value and abnormal profit‘have:-significant and positive effects on stock price of
normal company in original Ohlson model, but only book value affects the stock price of the
crisis company. Second, book value, current ratio, asset turnover ratio, percentage of board
holdings, and average stock price index all show significant positive effects on stock price of
crisis company, while debt ratio, percentage of management holdings, and price index display
significant negative effects on stock price. Third, Current ratio, asset turnover ratio,
percentage of board holdings, and average stock price index have significant positive effects
on stock price of real financial crisis company, while debt ratio, percentage of management
holdings, and price index have significant negative effects on stock price. Forth, book value,
percentage of board holdings, and average stock price index have significant positive effects

on stock price of prospective financial crisis company while debt ratio has significant negative



effects on stock price. Lastly, after considering financial ratios, corporate governance and
macro-variables, the stock price of financial crisis company can be explained reasonably well

by using adjusted model than the original Ohlson model.

Keywords : Ohlson Valuation Model, Financial Crisis, Financial Ratios, Corporate

Governance, Macro-Variables.
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