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A B S T R A C T   

This paper investigates the supply of Dividend Reinvestment Plans (DRPs) in relation to corporate 
governance and imputation tax system in Australia. Since DRPs are popular among large firms, 
we compiled the data of 300 largest companies listed on the Australian stock exchange (ASX300) 
during 2001-2013. Tobit regression method is used to estimate the models. Results indicate that 
good corporate governance leads to the higher supply of DRPs. We also found that franked 
dividend and heavily discounted DRPs weaken the positive association between governance and 
DRPs, illustrating the importance of institutional settings. Our findings imply that good corporate 
governance should consider a variety of clientele demands for dividend policy.   

1. Introduction 

The association between corporate governance and corporate outcomes such as stock liquidity (Ali et al., 2016); cash holdings 
(Manoel et al., 2018); capital structure (Kieschnick and Moussawi, 2018); and firm value (Aggarwal et al., 2019) have been well 
documented. Different from prior studies, this study investigates the dividend reinvestment plans (DRPs) in Australia focusing on 
corporate governance and the imputation tax. DRPs allow shareholders to reinvest their dividend payouts and buy additional shares of 
the same stock without incurring transaction costs such as broker fees, commissions, and stamp duties (Feito-Ruiz et al., 2020). The 
unique feature of DRPs in Australia is that the plans typically have discount rates of up to five percent. 

DRPs are not legally required, but offered at the discretion of the firm, and given its increasing popularity, a common question is 
why firms supply DRPs (Abraham et al., 2019). Generally, firms implement DRPs, because DRPs are way of retaining cash, and help 
cash accumulations because they are dividends without cash distribution (Bond et al., 2019). Abraham et al. (2015) highlighted that, 
through DRPs, firms are able to increase dividend payout, and a substantial portion of the payout is recovered from the reinvestment. 
In fact, there is a strong motivation for Australian firms because investors appreciate high dividends which are fully franked (Abraham 
et al., 2015, Rosser and Canil, 2008). However, in this regard, an interesting question remains unsolved. Does Australian corporate 
governance affect the supply of DRPs and what is the role of imputation tax? This question is important because dividend policies are 
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directly influenced by the government tax policy (Bellamy, 1994, Buchanan et al., 2017, La Porta et al., 2000, Twite, 2001). Abraham 
et al. (2015) explored factors affecting DRPs. Boehm and DeGennaro (2011) investigated DRPs with characteristics of equity holders 
assuming that managers use DRPs for their entrenchment. Bond et al. (2019) investigated the role of DRPs on the dividend payout 
choices. Abraham et al. (2019) examined the decisions to underwrite DRPs among Australian firms. Feito-Ruiz et al. (2020) explored 
the reason for UK firms to supply scrip dividends (similar to DRPs). While the studies on DRPs are increasing yet remain insufficient, 
there is a lack of studies to examine the effect of corporate governance on DRPs. 

A few outdated studies in Australia focus on the imputation tax from capital management and cash dividends (Bellamy, 1994, 
Brown and Clarke, 1993, Monkhouse, 1993, Pattenden and Twite, 2008). The tax system is an important factor in dividend policy as it 
affects corporate strategic decisions on dividends which in turn is influenced by investors’ preferences (Desai and Jin, 2011). The 
imputation tax provides benefits to investors, for example, tax credits (Balachandran et al., 2019). Investors can delay tax payments 
until the disposal of the shares. This means there is a clientele effect of dividend policy (Elton and Gruber, 1970, Pettit, 1977, Scholz, 
1992). However, none of the abovementioned studies explored the possible effect of corporate governance on DRPs while considering 
the role of imputation tax. To this end, this paper explores corporate governance and DRPs from the perspective of the Australian 
imputation tax built on agency theory. 

2. Hypothesis Development 

2.1. Corporate governance and DRPs 

The agency theory and the free cash flow argument (Fama and Jensen, 1983, Jensen and Meckling, 1976) suggests that good 
governance should increase dividend payments. The agency theory indicates that reducing agency problem leads to cost efficiency 
which increases a firm’s competitiveness and financial performance. A better performance means a bigger pie to be distributed. The 
increase in dividends increases shareholder wealth by directly increasing cash, and/or through capital gains, which is the goal of 
corporate governance (Shleifer and Vishny, 1997). La Porta et al. (2000) confirmed that strengthening governance denotes to higher 
dividend payouts because of the pressure from minority shareholders to pay higher dividends, thus reducing the agency cost of free 
cash flow. Other studies also reported that corporate governance affects (cash) dividend payouts (Atanassov and Mandell, 2018, 
Benavides et al., 2016, Chae et al., 2009, Francis et al., 2011, Gugler, 2003, Kilincarslan and Ozdemir, 2018, López-Iturriaga and 
Santana-Martín, 2015, Pindado et al., 2012, Setia-Atmaja, 2009). Conversely, the free cash flow argument implies that managers of 
firms with good governance tend to use (free) cash for projects that have positive net present value. As such, while managers will have 
more (free) cash with DRPs, shareholders will hold more shares. In this vein, there is a positive perception from shareholders on DRPs 
that motivates managers of firms with good governance to offer DRPs. 

Adopting a franked dividend means that managers face a variety of expectations about payouts from investors. The franked div-
idend dilutes the advantage of capital gain taxes, which is often lower than income tax, resulting in investors changing their pref-
erences to other types of dividend including cash distribution. DRPs with a franked dividend generates the same benefits to investors as 
the cash distributions with a franked dividend. There are a number of advantages to investors participating in DRPs in Australia. As 
such, DRPs which have been regarded as the tools for Australian firms to distribute higher franking credits can be used to meet different 
clientele demands. 

In summary, a firm with good governance faces the demand for DRPs from those investors who believe that good governance leads 
to a better financial performance. This demand will be facilitated further by tax credits associated with the franked dividend attached 
to the DRPs, which reduces the demand for cash dividends from investors who want to delay consumption and tax liability. As such, 
theoretically, the supply of DRPs meets clientele demand. While increasing payouts, DRPs also enable firms to retain cash without 
delivering a wrong signal about the firm’s dividend policy. Hence, we hypothesize that: 

H1. Good corporate governance, ceteris paribus, is positively associated with DRPs. 

2.2. The moderating effect of Franked dividend 

In a study on the Australian imputation tax system, Monkhouse (1993) highlighted that the allocation of franking credit as divi-
dends is an ideal dividend policy. From this perspective, the importance of franking credits in a dividend payout policy has to be 
considered (Balachandran et al., 2019, Brown and Clarke, 1993). Compared to the double taxation, firms tend to increase (cash) 
dividend payouts given an imputation tax mechanism (Pattenden and Twite, 2008). The imputation tax adopted in Australia reduces 
the incentives for firms to pay larger dividends to the maximum of their franked credit (Twite, 2001). The introduction of dividend 
imputation (i.e. franked dividend) on 1st July 1987 effectively removed double taxation for Australian shareholders given tax credits 
provided by corporate tax payment on the dividend. 

DRPs and (cash) dividends are treated identically for tax purposes. Abraham et al. (2015) confirm that DRP firms pay more 
dividends than non-DRP firms. The more DRPs as a result of good governance means the more cash saving with higher free cash flow 
to managers. In addition, the tax credits associated with franked dividends further increase the cash saving because the tax benefits 
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motivate shareholders to demand more DRPs. Bounded rationality of transaction cost theory (Williamson, 1975, Williamson, 1985) 
implies limitations of board monitoring particularly when the scope of monitoring increases. The further increase in cash accu-
mulation generated by the franked dividend will gradually weaken the marginal monitoring effect of good governance over 
manager’s misbehaviour, called the diminishing marginal monitoring to scale of (free) cash flows. For this reason, we hypothesize 
that: 

H2. The positive effect of corporate governance on DRPs is weakened by a firm with fully franked dividends. 

2.3. The moderating effect of discounted DRPs 

Discounted DRPs create dualistic effect on (free) cash flows. Discounted DRPs will increase the demand for DRPs and leads to a 
higher level of total cash accumulation to managers. The larger the discount, the more pressure for managers to increase dividends 
through DRPs. This is because the larger discount means a decrease in cost for investors to obtain shares via DRP. This is an attenuating 
force to the positive effect of good governance on DRP, i.e., the diminishing marginal monitoring of scale of cash accumulation. Given 
bounded rationality, the increase in cash savings means an increased agency costs to monitor. 

However, the discounted DRPs will reduce the incremental equity financing, particularly when the magnitude of the discount rate 
is high. The marginal cash savings to managers will decrease when firms increase the discount rate. Then, the positive association 
between good governance and DRPs will be weakened. This is the reverse situation of the diminishing marginal monitoring to scale of 
cash accumulation. For this reason, we hypothesize that: 

H3. The positive effect of corporate governance on DRPs is weakened by heavily discounted DRPs. 

Table 1 
Summary statistics  

Variables Obs Mean Median Std. Dev. Min Max 

Dependent variable       
DRP 2271 0.273 0.000 0.731 0.00 5.18 
DRP value 2271 1.69 0.000 5.190 0.00 38.70 
DRP issued shares 2271 0.274 0.000 0.707 0.00 4.72        

Governance variable       
Governance 2271 0.74 0.76 0.19 0.076 1.00        

Firm characteristics       
Discount 2271 0.12 0.00 0.33 0.00 1.00 
Discount rate 2271 0.40 0.00 1.14 0.00 5.00 
Payout 2271 0.43 0.48 0.35 0.00 0.99 
Frank 2271 0.54 0.85 0.47 0.00 1.00 
Underwritten 2271 0.01 0.00 0.18 0.00 0.04 
Size of firm 2271 20.26 20.31 1.79 15.93 24.08 
Cash 2271 0.13 0.06 0.16 0.001 0.70 
Leverage 2271 0.44 0.35 0.46 0.00 1.92 
Investment 2271 0.28 0.24 0.23 0.00 0.78 
Growth 2271 0.19 0.09 0.32 -0.19 1.37 
ROA 2271 0.04 0.07 0.15 -0.56 0.26 

Notes: DRP is the ratio of the amount of Dividend reinvestment plans to total market capitalization; DRP value is the amount of dividend reinvestment 
plans to the number of DRP shares (which shows the value of each DRP share); DRP issued shares is the number of dividend reinvestment plan shares to 
total outstanding shares; Governance is the summation of the thirteen categories of corporate governance dummy, as described in Appendix 1, divided 
by thirteen. As such, the closer to one, the better the governance system and vice versa; Discount is a dummy variable for firm having a discount on 
their DRP; Discount rate is the percentage of discount on newly issued DRP compared to the market price used as the reinvestment price of the new 
issued shares instead of cash dividends; Payout is the percentage of net profit paid out as dividends (calculated by dividing the total annual dividend 
payouts by net profit before abnormals); Frank is franked dividend, which is the percentage of dividend being franked; Underwritten is the amount of 
DRP that was proceeded as underwritten to total assets; Size is firm size, which is proxied by logarithm of market capitalization; Cash is total cash 
including short term deposits to total assets; Leverage is total debt to shareholders’ equity; Investment is property, plant and equipment scaled by assets; 
Growth is the average three year growth in total assets; ROA is the earnings before interest divided by total assets less outside equity interests. 
Source: Authors’ estimate based on the companies’ annual reports, the SIRCA and Morningstar Data. 
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3. Data and Methodology 

3.1. Data 

We selected 300 largest companies listed on the Australian stock exchange (ASX300) as DRPs are popular among large firms. The 
sample period is from 2001 to 2013. We excluded financials and utilities, winsorized all variables at 2.5 percentiles at both sides. 
DRPs’ data including the discount are collected from the companies’ annual reports. Raw data for the governance index are collected 
from the Australian Announcements database of the SIRCA. The remaining control variables are obtained from Morningstar Data 
Analysis. 

3.2. Model Development 

The baseline Tobit model for our panel dataset is: 

DRPi,t = α + β1Governancei,t +
∑

k=2
βkOthers + εi,t (1)  

where DRP is the amount of DRPs scaled by market value of capital. Governance is the corporate governance index. Others refer to both 
observable and unobservable control variables. The former include: payout, underwritten, profitability, size of firm, cash balance, 
investment, leverage and growth. In addition to these observable regressors, we included unobserved time-invariant variables to 
minimize the endogenity bias associatied with the missing variables. These fixed effects variables include industry-effect and year- 
effect. 

Table 2 
Governance effect on the Dividend Reinvestment Plan (DRP) ratio   

1 2 3 4 5 6 7 8 9 

Governance 0.16*** 0.10*** 0.16*** 0.14*** 0.10*** 0.11*** 0.11*** 0.10*** 0.11***  
(0.05) (0.03) (0.05) (0.04) (0.03) (0.03) (0.04) (0.03) (0.03) 

Discount  0.23***   0.24*** 0.24*** 0.25*** 0.24*** 0.23***   
(0.01)   (0.01) (0.01) (0.01) (0.01) (0.01) 

Payout  0.03***  0.07***  0.05*** 0.03* 0.03* 0.04**   
(0.01)  (0.02)  (0.01) (0.02) (0.01) (0.01) 

Frank  0.03**  0.06*** 0.03**  0.02 0.02* 0.02*   
(0.01)  (0.01) (0.01)  (0.01) (0.01) (0.01) 

Underwritten  0.12***  0.18*** 0.12*** 0.12***  0.12*** 0.12***   
(0.01)  (0.01) (0.01) (0.01)  (0.01) (0.01) 

ROA   0.09 0.00 0.16* 0.15* 0.14* 0.14* 0.14*    
(0.08) (0.08) (0.08) (0.08) (0.08) (0.08) (0.08) 

Size   0.02*** 0.01*** 0.00 0.00 0.00 0.00 0.00    
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) 

Cash   -0.34*** -0.28*** -0.29*** -0.29*** -0.32*** -0.30*** -0.28***    
(0.08) (0.07) (0.06) (0.06) (0.07) (0.06) (0.06) 

Leverage   0.03* 0.03** 0.02** 0.02** 0.02* 0.02** 0.02**    
(0.01) (0.01) (0.01) (0.01) (0.01) (0.01) (0.01) 

Investment   -0.03 -0.03 -0.03 -0.04 -0.03 -0.02 -0.03    
(0.04) (0.01) (0.03) (0.03) (0.03) (0.03) (0.03) 

Growth   0.04** 0.03* 0.033* 0.03* 0.03* 0.02* 0.03*    
(0.02) (0.02) (0.01) (0.01) (0.01) (0.01) (0.01) 

Year effect Yes Yes No No No No No No No 
Industry effect Yes Yes Yes Yes Yes Yes Yes No Yes 
Constant -0.34*** -0.32*** -0.92*** -0.73*** -0.43*** -0.42*** -0.49*** -0.40*** -0.42***  

(0.09) (0.05) (0.15) (0.14) (0.10) (0.10) (0.11) (0.09) (0.10)           

N (firm-year) 2271 2271 2271 2271 2271 2271 2271 2271 2271 
N (firm) 211 211 211 211 211 211 211 211 211 
Log likelihood 924.88 1218.17 927.01 989.00 1222.41 1222.98 1192.73 1218.51 1224.49 

Notes: Numbers in parentheses are standard errors. ***, **, and * correspond to significance at the 1, 5, and 10% levels, respectively. 
Source: Authors’ estimate based on the companies’ annual reports, the SIRCA and Morningstar Data. 

H.A. Shamsabadi et al.                                                                                                                                                                                               



FinanceResearchLetters41(2021)101810

5

Table 3 
The moderation effect on the Dividend Reinvestment Plan (DRP) ratio   

Moderation by Frank Moderation by DRP Discount Moderation by DRP Discount 
Top 28.6Percentile(5% discount) Higherthanmean Lowerthanmean Bottom 10.6Percentile (2%discount and less) 

1 2 3 4 5 6 7 8 9 

Governance 0.13*** 0.14*** 0.11*** 0.13*** 0.11*** 0.12*** 0.12*** 0.07* 0.12***  
(0.04) (0.04) (0.04) (0.04) (0.04) (0.04) (0.04) (0.03) (0.04) 

Governance* 
Frank 

-0.06** 
(0.02) 

-0.06** 
(0.02) 

-0.06** 
(0.02)       

Governance* 
Discount    

-0.16** 
(0.06)  

-0.24*** 
(0.03) 

-0.26*** 
(0.03) 

0.12*** 
(0.01) 

0.14*** 
(0.03) 

Discount 0.24*** 0.23*** 0.23*** 0.36***       
(0.01) (0.01) (0.01) (0.05)      

Discount rate     0.06*** 0.08*** 0.09*** 0.05*** 0.06***      
(0.00) (0.00) (0.00) (0.00) (0.00) 

Payout 0.03* 0.03** 0.04** 0.04** 0.04** 0.03* 0.03* 0.02** 0.04**  
(0.01) (0.01) (0.01) (0.01) (0.02) (0.01) (0.01) (0.01) (0.02) 

Frank 0.08*** 0.07*** 0.08*** 0.03** 0.03** 0.02* 0.02* 0.02* 0.03**  
(0.02) (0.02) (0.02) (0.01) (0.01) (0.01) (0.01) (0.01) (0.01) 

Underwritten 0.12*** 0.12*** 0.12*** 0.12*** 0.15*** 0.13*** 0.13*** 0.13*** 0.13***  
(0.01) (0.01) (0.01) (0.01) (0.01) (0.01) (0.01) (0.01) (0.01) 

ROA 0.12 0.12 0.12 0.14 0.12 0.12 0.12 0.14* 0.13  
(0.18) (0.18) (0.08) (0.08) (0.08) (0.08) (0.08) (0.08) (0.08) 

Size 0.00 0.00 -0.00 -0.00 0.01** 0.00 0.00 0.00 0.01**  
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) 

Cash -0.29*** -0.28*** -0.30*** -0.30*** -0.28*** -0.28*** -0.29*** -0.29*** -0.28***  
(0.06) (0.06) (0.06) (0.06) (0.06) (0.06) (0.06) (0.06) (0.06) 

Leverage 0.03** 0.03** 0.03*** 0.03*** 0.03*** 0.02** 0.02** 0.02** 0.03***  
(0.01) (0.01) (0.01) (0.01) (0.01) (0.01) (0.06) (0.01) (0.01) 

Investment -0.02 -0.03 -0.02 -0.01 -0.04 -0.03 -0.03 -0.04 -0.05  
(0.03) (0.03) (0.03) (0.03) (0.03) (0.03) (0.03) (0.03) (0.03) 

Growth 0.03* 0.03* 0.03* 0.03** 0.02 0.02 0.02 0.02 0.02  
(0.01) (0.01) (0.01) (0.01) (0.01) (0.01) (0.01) (0.01) (0.01) 

Year effect No No Yes Yes No No No No No 
Industry effect No Yes Yes Yes Yes Yes Yes Yes Yes 
Constant -0.42*** -0.43*** -0.32*** -0.34*** -0.60*** -0.50*** -0.49*** -0.45*** -0.57***  

(0.09) (0.10) (0.11) (0.12) (0.11) (0.11) (0.11) (0.11) (0.01) 
N (firm-year) 2271 2271 2271 2271 2271 2271 2271 2271 2271 
N (firm) 211 211 211 211 211 211 211 211 211 
Log likelihood 1221.50 1227.48 1242.93 1242.62 1184.80 1210.65 1213.76 1215.65 1193.22 

Notes: Numbers in parentheses are standard errors. ***, **, and * correspond to significance at the 1, 5, and 10% levels, respectively. 
In Model 6, we used the top 28.6 percentiles (firms with 5% discount) for the threshold level to account for the fact that more than a top quarter had 5 percent discount (highest discount). The mean value 
of the DRP Discount was the reference point from which Models 7 and 8 (higher than mean and lower than mean respectively) were analyzed. In Model 9, we used the bottom 10.6 percentile for the 
criterion to account for the fact that 50 and 25 percentiles offered a discount of 2.5 percent. 
Source: Authors’ estimate based on the companies’ annual reports, the SIRCA and Morningstar Data. 
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To examine the moderation effects as indicated by H2, we constructed the following augmented model (2): 

DRPi,t = α + β1Governancei,t + β2Goverance ∗ Frankit + β3Franki,t +
∑

k=4
βkOthers + εi,t (2)  

where Governance*Frank is an interaction variable between Governance and Frank. Frank is franked dividend, which is the portion of 
the amount of franked dividend of total dividends. Hypothesis H3 is examined by substituting Frank with Discount in Model (2). 

3.3. Descriptive Statistics 

Table 1 summarizes the descriptive statistics for Governance, DRP, and firm characteristics over the sample period. Mean (Median) 
value of DRP compared to market capitalization was 0.273 (0.000) percent. The Governance value of 74.08 percent implies that 
Australian firms had good governance. The average Payout ratio means that 43 percent of net profits were distributed to investors as 
dividends. 

4. Empirical Results 

In Table 2, Governance is significantly positive across all models. Model 2 includes four variables directly related to DRP. Model 3 
includes firm characteristics and industry fixed effect. Results are robust against these changes in model specifications. The positive 
coefficients of Governance support H1 indicating a positive effect of governance on DRP. The coefficient of Discount is significantly 
positive in Models 2, and 5–9, suggesting DRP is greater for firms that offer a discount. Payout is significantly positive in Models 2, 4, 
and 6–9, supporting DRP firms pay more dividends as compared to non-DRP firms. 

Table 3 reports the results from the augmented model comprising the interaction variables: Governance*Frank (Models 1–3) and 
Governance*Discount (Models 4, and 6–9). Results from Models 1–3 support H2. The results also show that both Governance and Frank 
remain signficiant when we include the interaction variable, suggesting that the net positive effect of Governance (and Frank) remain 
unchanged. 

For robustness, we used both a dummy and level data for Discount to generate Governance*Discount. A dummy variable based on the 
existence of discounted DRPs was included in Model 4. In Models 5-9, Discount reflects percentage of discount, when the value of 
Discount exceeded the predetermined threshold levels, and zero otherwise. The coefficient of Governance*Discount in Models 4 and 6–7 
is negative. These findings support H3 since a positive association between governance and DRPs was weakened by a heavy DRP 
discount. In contrast to the result in Models 6–7, results in Models 8–9 report a positive coefficient of the interactions. These results 
show the positive effect of governace on DRP will be intensified by a discount for firms with a low DRP discount. 

5. Discussion and Conclusion 

Our results indicate a positive effect of governance on DRP for Australia. Our findings support the argument that good governance 
should consider a variety of clientele demands for dividend policy, and investors perceive that good governance leads to an increasing 
share price. The results also confirmed that the positive association between governance and DRP was weakened by the imputation tax, 
i.e., the more DRP and thus the greater accumulation of cash led by good governance is weakened when a firm adopts a franked 
dividend and further increase in cash retentions caused by the tax credits generated by DRP. This finding suggests the existence of a 
diminishing marginal monitoring to scale of (free) cash flows. We also found that a heavily discounted DRP weakens the positive 
association between governance and DRP mainly due to the change in the incremental effect on cash flows. 

This study provides suggestions about the design of taxation policies and governance on DRPs. Although both a DRP and a cash 
dividend with franked dividend create the clientele effect of a dividend, a DRP vis-à-vis cash dividend generates multiple different 
benefits for firms and investors. Under a DRP, offering new shares substitutes for cash distribution. As such, the DRP is beneficial to 
firms for cash management. While firms reduce cash distribution, they increase the wealth of shareholders. Some investors prefer to 
hold more of the company’s share, particularly when they expect the price of the company’s share will rise mainly due to good 
governance. Yet, those investors want to avoid transaction costs associated with holding more shares. Tax credits generated by 
imputation tax facilitate further demand for a DRP. As such, the DRP is a way to meet a variety of clientele demands. This study is 
limited to the Australian stock market. To confirm the generalizability of our results, a comparative analysis with other countries which 
have implemented the imputation tax system and DRPs (or scrip dividends in UK) could be an interesting direction for further research. 
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Appendix 1: Corporate governance index  
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Notes: This table identifies the criteria used in constructing the governance index. Each question is constructed so that the answer 
‘yes’ adds one point to the governance score. The rating is on a scale of zero to thirteen, with a higher score indicating better 
governance. Because the index ranged between a minimum of zero and a maximum of thirteen, we used the Tobit model in our 
regression analysis. 

The governance index is developed in the spirit of the ASX Principles of Good Corporate Governance and Best Practice Recom-
mendations (ASX, 2003). This constructed governance index covers thirteen aspects of structure and policies comprising good 
governance practice. The aim is to generate an index ranging between zero and one by identifying a firm’s satisfaction of each of the 
thirteen selected governance elements. The index developed in this paper is based on four categories: board function, audit, nomi-
nation committee, and remuneration committee. Board function relates to the structuring of boards and board meetings as crucial 
elements of governance. The audit committee and external auditor convey a fair and balanced view of the organization, which may 
lead to either additional reporting requirements or assurance from management that the interests of shareholders will be foremost in 
their priorities. The nomination committee deals with appointments and resignations of directors. The remuneration committee en-
courages personal involvement of managerial handling of agency problems by providing profit-related incentives, such as bonds. The 
index covers various aspects of the structure and policies of companies that comprise good governance practices. The index includes 
external governance factors, such as the external auditor. 

The main theoretical framework for developing the index is the ASX Principles of good governance and best practice recom-
mendations. Introduction of the ASX listing rule 4.10.3 requires firms to disclose and comply with governance guidance, and also 
publication of the ASX Principles of good governance and best practice recommendations in their annual report. The construction of 
the index based on ASX (2003) is as follows: 

Principle 2: Structure the board to add value – Companies should have a board with an effective composition, size and commitment 
to adequately discharge its responsibilities and duties. This principle can emphasize the importance of board size and meetings. 

Recommendation 2.1: A majority of the board should be independent. 
Recommendation 2.3: The roles of chairperson and chief executive officer should not be held by the same individual. 
By considering the voting right of shareholders who hold more than 5% of the shares, and the importance of the directors being 

independent from the company, this paper believes that if directors and/or CEOs hold less than 5% of shares, share repurchases can be 
used more effectively as one of the main tools to reduce agency problems. 

Recommendation 4.2: The board should establish an audit committee. 
Recommendation 2.4: The board should establish a nomination committee. 
Recommendation 9.2: The board should establish a remuneration committee. 
Source: This table is adopted from Shamsabadi, et al. (2020) 

References 

Abraham, M., Dempsey, M., Marsden, A., 2015. Dividend reinvestment plans: a tax-based incentive under the Australian imputation tax system. Australian Tax Forum 
30, 435–454. 

Abraham, M., Lau, J., Marsden, A., 2019. Underwriting of Australian Dividend Reinvestment Plans. Review of Pacific Basin Financial Markets and Policies 22, 
1950019. 

Abraham, M., Marsden, A., Poskitt, R., 2015. Determinants of a firm’s decision to utilize a dividend reinvestment plan and shareholder participation rates: Australian 
evidence. Pacific-Basin Finance Journal 31, 57–77. 

Aggarwal, R., Schloetzer, J.D., Williamson, R., 2019. Do corporate governance mandates impact long-term firm value and governance culture? Journal of Corporate 
Finance 59, 202–217. 

Ali, S., Liu, B., Su, J.J., 2016. What determines stock liquidity in Australia? Applied Economics 48, 3329–3344. 
ASX, 2003. Principles of good corporate governance and best practice recommendations. In: Corporate Governance in Australia. Ed., ASX Corporate Governance 

Council. 
Atanassov, J., Mandell, A.J., 2018. Corporate governance and dividend policy: Evidence of tunneling from master limited partnerships. Journal of Corporate Finance 

53, 106–132. 
Balachandran, B., Khan, A., Mather, P., Theobald, M., 2019. Insider ownership and dividend policy in an imputation tax environment. Journal of Corporate Finance 

54, 153–167. 
Bellamy, D.E., 1994. Evidence of imputation clienteles in the Australian equity market. Asia Pacific Journal of Management 11, 275–287. 
Benavides, J., Berggrun, L., Perafan, H., 2016. Dividend payout policies: Evidence from Latin America. Finance Research Letters 17, 197–210. 
Boehm, T.P., DeGennaro, R.P., 2011. A discrete choice model of dividend reinvestment plans: classification and prediction. Managerial and Decision Economics 32, 

215–229. 
Bond, S.A., Pai, Y.-J., Wang, P., Zheng, S., 2019. The Impact of Dividend Reinvestment Plans on Firm Payout Choices—Evidence from Real Estate Investment Trusts. 

Real Estate Economics 47, 178–213. 
Brown, P., Clarke, A., 1993. The Ex-Dividend Day Behaviour of Australian Share Prices Before and After Dividend Imputation. Australian Journal of Management 18, 

1–40. 
Buchanan, B.G., Cao, C.X., Liljeblom, E., Weihrich, S., 2017. Uncertainty and firm dividend policy—A natural experiment. Journal of Corporate Finance 42, 179–197. 
Chae, J., Kim, S., Lee, E.J., 2009. How corporate governance affects payout policy under agency problems and external financing constraints. Journal of Banking & 

Finance 33, 2093–2101. 
Desai, M.A., Jin, L., 2011. Institutional tax clienteles and payout policy. Journal of Financial Economics 100, 68–84. 
Elton, E.J., Gruber, M.J., 1970. Marginal Stockholder Tax Rates and the Clientele Effect. Review of Economics and Statistics 52, 68–74. 
Fama, E.F., Jensen, M.C., 1983. Agency Problems and Residual Claims. The Journal of Law and Economics 26, 327–349. 
Feito-Ruiz, I., Renneboog, L., Vansteenkiste, C., 2020. Elective stock and scrip dividends. Journal of Corporate Finance 64, 101660. 
Francis, B.B., Hasan, I., John, K., Song, L., 2011. Corporate Governance and Dividend Payout Policy: A Test Using Antitakeover Legislation. Financial Management 40, 

83–112. 

H.A. Shamsabadi et al.                                                                                                                                                                                               

http://refhub.elsevier.com/S1544-6123(20)31624-X/sbref0001
http://refhub.elsevier.com/S1544-6123(20)31624-X/sbref0001
http://refhub.elsevier.com/S1544-6123(20)31624-X/sbref0002
http://refhub.elsevier.com/S1544-6123(20)31624-X/sbref0002
http://refhub.elsevier.com/S1544-6123(20)31624-X/sbref0003
http://refhub.elsevier.com/S1544-6123(20)31624-X/sbref0003
http://refhub.elsevier.com/S1544-6123(20)31624-X/sbref0004
http://refhub.elsevier.com/S1544-6123(20)31624-X/sbref0004
http://refhub.elsevier.com/S1544-6123(20)31624-X/sbref0005
http://refhub.elsevier.com/S1544-6123(20)31624-X/sbref0006
http://refhub.elsevier.com/S1544-6123(20)31624-X/sbref0006
http://refhub.elsevier.com/S1544-6123(20)31624-X/sbref0007
http://refhub.elsevier.com/S1544-6123(20)31624-X/sbref0007
http://refhub.elsevier.com/S1544-6123(20)31624-X/sbref0008
http://refhub.elsevier.com/S1544-6123(20)31624-X/sbref0008
http://refhub.elsevier.com/S1544-6123(20)31624-X/sbref0009
http://refhub.elsevier.com/S1544-6123(20)31624-X/sbref0010
http://refhub.elsevier.com/S1544-6123(20)31624-X/sbref0011
http://refhub.elsevier.com/S1544-6123(20)31624-X/sbref0011
http://refhub.elsevier.com/S1544-6123(20)31624-X/sbref0012
http://refhub.elsevier.com/S1544-6123(20)31624-X/sbref0012
http://refhub.elsevier.com/S1544-6123(20)31624-X/sbref0013
http://refhub.elsevier.com/S1544-6123(20)31624-X/sbref0013
http://refhub.elsevier.com/S1544-6123(20)31624-X/sbref0014
http://refhub.elsevier.com/S1544-6123(20)31624-X/sbref0015
http://refhub.elsevier.com/S1544-6123(20)31624-X/sbref0015
http://refhub.elsevier.com/S1544-6123(20)31624-X/sbref0016
http://refhub.elsevier.com/S1544-6123(20)31624-X/sbref0017
http://refhub.elsevier.com/S1544-6123(20)31624-X/sbref0018
http://refhub.elsevier.com/S1544-6123(20)31624-X/sbref0019
http://refhub.elsevier.com/S1544-6123(20)31624-X/sbref0020
http://refhub.elsevier.com/S1544-6123(20)31624-X/sbref0020


Finance Research Letters 41 (2021) 101810

9

Gugler, K., 2003. Corporate governance, dividend payout policy, and the interrelation between dividends, R&D, and capital investment. Journal of Banking & Finance 
27, 1297–1321. 

Jensen, M.C., Meckling, W.H., 1976. Theory of the firm: Managerial behavior, agency costs and ownership structure. Journal of Financial Economics 3, 305–360. 
Kieschnick, R., Moussawi, R., 2018. Firm age, corporate governance, and capital structure choices. Journal of Corporate Finance 48, 597–614. 
Kilincarslan, E., Ozdemir, O., 2018. Institutional investment horizon and dividend policy: An empirical study of UK firms. Finance Research Letters 24, 291–300. 
La Porta, R., Lopez-de-Silanes, F., Shleifer, A., Vishny, R.W., 2000. Agency Problems and Dividend Policies around the World. The Journal of Finance 55, 1–33. 
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