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Abstract

The attention on corporate governance issues have been inspired among academics,
regulatory bodies and investors mainly caused by questionable business practices and
scandals which happened in many countries over the world. In recent past, Sri Lanka
has also experienced a number of corporate failures. Reasons for such failures were
also connected with the poor governance practices and misused of power of the
responsible authorities. Cost of failure of a single corporate has a fatal effect over the
economy as a whole than in the past. Therefore, identification of financial distress of
organization prior to its collapse and implementing remedial actions could avoid the
costs entailed with such corporate failures. In this context this study examined firm
specific corporate governance structures of the financially distressed companies
and investigate whether that structure have consequently affected on the firm’s
financial distress and resolution in the Sri Lankan context. The objectives of the study
were to examine the changes in compliance level of corporate governance practices of
distress and non-distress companies, identifying whether there was a significant
difference of compliance level of corporate governance practices of the financial
distress companies compared to the non-distress companies and examine the impact
of corporate governance practices on probability and resolution of financial distress of
the companies. The study was based on the secondary data. Altman Z-score model
was employed to identify 32 distress and 32 non-distress companies during the period
of 2008 to 2012. The level of adopting good governance practices was assessed by
governance index prepared based on the Code of Best Practice on Corporate
Governance. The analysis addressed that whether there was a negative association
between compliance with corporate governance practices and probability of financial
distress of the firm. The t-test was employed in order to test that, whether there was a
statistically significant difference between the Corporate Governance compliance
level of distress and non-distress companies. The relationship between Corporate
Governance compliance level and firm distress was tested using correlation analysis
and a binary logistic regression analysis by employing two models. The overall results
and findings statistically confirmed that the level of compliance of corporate
governance practices of distress and non-distress companies were significantly
improved over the period concerned. Further, the level of compliance with corporate
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governance practices of distress companies was significantly lower than that of non-
distress companies. And also a significant impact existed in corporate governance
practices on probability and resolution of financial distress. In addition it was found
that board independence, board procedures, relation with shareholders and internal
control procedures have significantly impacted over the probability and resolution of

the financial distress of the company.
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