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The purpose of this paper is to examine the effect of corporate
governance on the impact of financial distress. The subjects are listed
firms, including both TWSE- (Taiwan Stock Exchange) and GTSM-listed
(GreTai Securities Market), that had experienced financial distress
between 2000 and 2007. The result indicates that the longer the time
between the inset of a firm's financial distress and its foundation or IPO,
the more likely it would delist after the distress. On the contrary, firms
experienced distresses earlier appear to have higher chance to relieve the
distress. The time required to reorganize and turn around a stressed firm
seems to be longer than the length of the distress period experienced by
delisted stressed firms. Firms survived the crisis tend to have better
corporate governance mechanism than the other two types of distressed
firms. Moreover, all distressed firms and delisted firms showed several
corporate governance and financial warnings before the crisis. Thus, poor
corporate governance may be the cause of the sustained distress and low
long-term shareholder wealth of distressed firms. Compared with
financial variables, defective corporate governance mechanism appears to
have more significant impact on firm's financial distress and delisting.
Firms that pull through the crisis show significantly positive impact on 6
to 24 months stock returns. The findings are robust after considering the
different measurements, the industry factor, and listed markets.
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