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6. Summary and conclusion

We examine the association between various corpo-
rate governance attributes and the financial distress status
of Australian listed firms for the period 1999–2003. The focus
is placed on voluntary adoption of governance structures
and decision-making by sample firms prior to the intro-
duction of formal corporate governance requirements by the
Australian Securities Exchange in 2003. Our results show that
both greater levels of director and blockholder ownership
and the existence of a board audit committee reduce the
likelihood of financial distress. These findings persist under
various definitions of financial distress status. Using a si-
multaneous equations system to evaluate the issue of
causality, our analysis indicates that causality runs from cor-
porate governance to financial distress status, suggesting that
voluntary adoption of certain corporate governance struc-
tures reduces financial distress.

Our findings have implications for the evaluation of fi-
nancially distressed firms and for the ongoing corporate
governance reform process in Australia. Firstly, our find-
ings will assist investors incorporating relevant corporate
governance attributes as part of their information set when
evaluating the underlying risk and investment attractive-
ness of firms. Secondly, our results are important for policy-
makers (ASX Corporate Governance Council), when
formulating best practice governance structures.
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