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Abstract : This paper investigates the effect of board independence on financial distress using a sample
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of Taiwan listed firms, which are required to disclose the status of independent directors starting from
the year 2002. By constructing the panel data of lagged explanatory variables during year 2003 to 2005,
we employ the panel logit regression analysis. Our evidence indicates that the internal corporate
governance variables, especially the proportions of independent directors, CEO duality or not, and the
deviation in control away from cash flow rights, significantly relate to the possibility of financial
distress for all-sample firms. By classifying all samples into two categories, we further test on one
sub-sample in which top executives expropriate the corporate assets; and find that the larger
proportions of independent directors and the higher control right of controlling stockholders may lower
the incidence of expropriated-assets financial crisis effectively. Above all, the board independence
proxy, proportions of independent directors, is strongly significant in both statistical and economical
meanings. As to the other sub-sample firms with non-expropriated assets case, the key factors to
reduce the likelihood of financial distress are the independent leadership of board chairman and the
lower deviation in control away from cash flow rights. In sum, the explanatory power of corporate

governance variables is better than that of financial variables in the events of financial distress.
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#.5 ZHEA (LEF3) pY panel logit {5753 sl

Model 1 Model 2 Model 3 Model 4
ites -1.1196 -1.3769 1.1331 0.8214
(0.6880) (0.6210) (0.7000) (0.7810)
B B ek -2.8319%* -2.7093%* -2.8174%* -2.7796**
(0.0370) (0.0490) (0.0410) (0.0450)
F R AR 0.7178* 0.6532%
(0.0560) (0.0840)
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Eiffi e -0.0111 -0.0101 -0.0083 -0.0077
(0.5900) (0.6330) (0.6870) (0.7130)
i -0.0556 -0.0487 -0.1655 -0.1616
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el 0.7291 0.8020 0.8950 0.9319
(0.1990) (0.1650) (0.1210) (0.1100)
ROE 7> -0.0363%** -0.037 %% -0.0347*%* -0.0357*%*
(0.0000) (0.0000) (0.0000) (0.0000)
# of obs. 388 387 387 386
Log likelihood = -137.3091 -135.0776 -134.3338 -132.6647
Wald chi2 = 25.26 27.86 29.15 30.84
Prob > chi2 = 0.0001 0.0002 0.0001 0.0003

ﬁ# PPCRBR W 54 FF1 2003 F 1 F[FIZ 2005 5 12 5[ S b BOATA S H S 150 %7l
PR o SR IR R SR R Povalue » s ST T 1% ~ 5% ~ 10%REH
eE N

412 #HEEFAH

i 53 AT ERB R 5 S [ PRt ??91/['7“1’ i s > S W'PJfﬁiﬁWJ%% !

BB TR R POER I BHPN A P i 25052 4 o 1 B By

b LR R FTJIT S RSB '[T’B’Bﬁfl%ﬁ'ﬁ?% SENEE “'E‘/F{rpj} 2 P
FFIRE SR Y UV S S ST A

e 6 FLAE F H 2 R e A Y panel logit JfERE ) FrAd N o NPT AU 1 BES. o PR EVE



iﬁﬁiﬁgﬁl%ﬂ“@?ﬁéﬂfﬁi F’J&%FTJI' I 483

#.6 HEBA (1%F3) Y panel logit R 5T Frag i

Model 1 Model 2 Model 3 Model 4
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Prob >chi2 = 0.0311 0.0809 0.0461 0.1063
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* 7 ZHEF (1%f3) B4 pY panel logit 5555 FraE R

Model 1 Model 2 Model 3 Model 4
ﬁj’@’rﬁ‘é 0.8135 0.8352 1.8520 1.9436
(0.7990) (0.7880) (0.5760) (0.5550)
T E P -0.3761 -0.4045 -0.4397 -0.5635
(0.7980) (0.7770) (0.7680) (0.6970)
R AT 1.1543 %% 1.1562%%*
(0.0070) (0.0080)
FHRE ) -0.0586 0.1042
(0.8900) (0.8150)
A AR A2 A -0.0045 -0.0009
(0.7640) (0.9490)
A AR R 0.0184* 0.0174*
ﬁ%ﬁ@ (B E (0.0580) (0.0670)
EIfIE= = 0.0028 0.0035 0.0072 0.0087
(0.9000) (0.8790) (0.7500) (0.7070)
2RI -0.2106 -0.2401 -0.2793 -0.3252
(0.3280) (0.2550) (0.2060) (0.1430)
*??:%f%}*ﬁ@[ 1.5928%** 1.7980%* 1.6060%** 1.7496%*
(0.0300) (0.0140) (0.0290) (0.0160)
ROE A& (™ -0.0359%%** -0.0396%** -0.0363*** -0.0402%**
(0.0010) (0.0000) (0.0010) (0.0000)
# of obs 261 260 261 260
Log likelihood = -91.0563 -87.2982 -89.4730 -85.8109
Wald chi2 = 15.68 21.71 18.34 23.69
Prob > chi2 = 0.0078 0.0028 0.0105 0.0048
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Model 1 Model 2 Model 3
(357 1&2) (P 1&3) (P37 2&3)
ﬁfj'gi\'rfg 1.5078 1.6310 1.2043
(0.5610) (0.5370) (0.6440)
TR i H PR -2.5803%* -2.4891%* -2.0640*
(0.0310) (0.0470) (0.1000)
F R AR 0.5750% 0.5920* 0.6161%*
(0.0860) (0.0760) (0.0660)
e[ 0.0206 -0.0592 -0.2542
(0.9520) (0.8660) (0.4590)
HE I gl 4 A -0.0227* -0.0252%* -0.0193
(0.0930) (0.0620) (0.1500)
ﬁ’fﬁﬂ@%ﬁiéifﬁé% 0.0109 0.0110 0.0106
ﬁ%ﬂ%@fﬁﬁ%@ (0.1890) (0.1860) (0.2030)
Ei i -0.0165 -0.0055 -0.0092
(0.3980) (0.7750) (0.6430)
Ry -0.1728 -0.1754 -0.1498
(0.3110) (0.3100) (0.3820)
@iﬁ%ﬁ@f“‘ 0.9707* 0.9841* 0.6577
(0.0770) (0.0800) (0.2020)
ROE #g{* -0.0339%*x* -0.0312%** -0.0310%**
(0.0000) (0.0000) (0.0000)
# of obs 293 291 282
Log likelihood = -120.1458 -120.0023 -118.7866
LR chi2 = 51.27 50.67 49.03
Prob >chi2 = 0.0000 0.0000 0.0000

PR B 54 51 2003 F FIZ 2005 IR SRS BSOBR TH SR (£ A 2R A

Bk o Al B S R Povalue o o0e v ST B 1% ~ 5% - 10%HH Y



488

%9 A (1%2) PSRRI

Model 1 Model 2 Model 3
(357 1&2) (eI 1&3) (Fl 357 2&3)
ﬁfj‘g’r,gl 15.7984 9.7131 11.7070
(0.1230) (0.3210) (0.2750)
gk -10.2163%* -8.8487** -11.2092%*
(0.0220) (0.0480) (0.0180)
R AR 0.0917 0.0503 -0.7612
(0.9250) (0.9620) (0.4310)
] -0.3591 -0.5426 -0.6412
(0.7340) (0.6070) (0.5480)
AP Bl 4 A -0.1659%%* -0.1335%* -0.1558%*
(0.0060) (0.0240) (0.0150)
PR -0.0957 -0.0580 -0.0692
%ﬂ@l TEFHE (0.7320) (0.7170) (0.6160)
il N -0.1378 -0.0444 -0.0617
(0.1090) (0.4920) (0.3390)
PRI -0.8184 -0.4888 -0.5100
(0.1860) (0.4150) (0.4310)
5‘/%&\%%’7@ (= 0.0387 -0.2729 0.1755
(0.9810) (0.8480) (0.8790)
ROE 7 (™ -0.0680%* -0.0522%* -0.0591%*
(0.0160) (0.0340) (0.0310)
# of obs 98 94 91
Log likelihood = -29.8095 -32.3389 -27.9845
Wald chi2 = 12.67 10.72 12.08
Prob > chibar2 = 0.0540 0.0310 0.0690
PR R 18 [ 2003 K% 2005 I A SIS RO T SHELY £ 2 R HI 0

e s N I?f PR d A SR [T P-value » #¥% ~ H%

Yt -

TR T 1% ~ 5% ~ 100%68F% -3t
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Model 1 Model 2 Model 3
(P2 1&2) ([EI3HE 1&3) (eI 2&3)
ﬁjg\f‘g 2.2120 2.3234 22517
(0.4860) (0.4760) (0.4850)
T E R -0.5479 -0.4972 -0.2442
(0.6910) (0.7330) (0.8670)
B = AR 1.1653%*% 0.9792%%* 1.2033%%*
(0.0080) (0.0210) (0.0050)
Y] 0.2812 0.0717 -0.0694
(0.5250) (0.8740) (0.8770)
}ztﬁﬂﬁ&sp ;czt'ﬁju@ 0.0015 -0.0057 0.0004
(0.9190) (0.6950) (0.979)
}i’ﬁru@%ﬁl & El 0.0143 0.0146 0.0150
%N@ R (0.1140) (0.1130) (0.1030)
F1 i =i -0.001 0.014 0.009
(0.9790) (0.5600) (0.6990)
AR -0.3258 -0.3063 -0.3125
(0.1320) (0.1640) (0.1540)
5&;‘%&%%’%@[ 1.798%* 1.882% 1.480%*
(0.0180) (0.0110) (0.0430)
ROE 7| -0.0401%** -0.0356%** -0.0341%**
(0.0010) (0.0010) (0.0010)
# of obs 195 197 191
Log likelihood = -77.1857 -77.4601 -76.1360
LR chi2 = 29.96 28.22 29.26
Prob >chi2 = 0.0004 0.0009 0.0006
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