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Abstract
There is a great awareness among the researchers to carry out researches on corporate govern-
ance and it contributes to the firms’ competitive advantage and business success. In today’s 
turbulent economic environment, competitiveness has become more important than ever for a 
firm’s survival and success.  However, there is a gap in studies focusing on corporate govern-
ance and capital structure in the context of Sri Lanka. The aim of this study is to empirically 
investigate whether attributes of corporate governance affect decisions on capital structure of 
listed companies in Sri Lanka. The sample of the study consisted of 138 non-financial listed 
companies for five-year period from 2009 to 2013. Board size, board composition, leadership 
structure, board committees, and managerial ownership were used as corporate governance vari-
ables whereas debt ratio as the measure of capital structure and return on assets (ROA) and firm 
size as control variables. 

The variables were empirically tested by multiple regression analysis. The findings revealed that 
there is no significant effect of corporate governance attributes except board composition & 
board committee on capital structure. The variable of board composition has a significant posi-
tive effect and board committee has a negative effect on capital structure.

Keywords: corporate governance, capital structure, debt ratio, Colombo Stock Exchange (CSE), multiple regres-
sion analysis 
JEL Classification: G32

1. INTRODUCTION
Corporate governance has become an international issue due to globalization of businesses. It is 
concerned with ways in which all parties involved in the well-being of the organization attempt 
to ensure that mangers and other insiders take measures or adopt mechanisms that protect the 
interests of the stakeholders.

There is no globally accepted set of corporate governance principles that can be applied to board 
structures, as they depend on business practices and economic environment of the countries. 
Developing countries differ compared to developed countries in a wide variety of ways. Hence, it 
is essential for developing countries to develop their own corporate governance models accord-
ing to their cultural, political and technological conditions (Mulili & Wong, 2011).

During the past few years, there has been a growing awareness of corporate governance in Sri 
Lanka. As a consequence of that, it is now mandatory for companies to comply with the cor-
porate governance rules that formed part of the listing rules of the Colombo Stock Exchange 
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(CSE), which took effect from the April 2008. As a result of that, it is needed to assess the imple-
mentations and practices of corporate governance by the listed companies in Sri Lanka and the 
identification of its impact on various imperative fields such as firms’ performance and capital 
structure. 

The optimal mix of debt and equity financing decisions are crucial to success of the companies 
(Graham & Harvey, 2001 and Bancel & Mitto, 2004). Even though there is a growing body of 
literature on corporate governance practices and capital structure, there is a diversity of results 
due to the different theoretical perspectives applied, selection of methodologies, measurement 
of variables, conflicting views on board involvement in decision making and the contextual na-
ture of individual firms (shafana, 2016). A prior research on relationship between the corporate 
governance and the capital structure has been done in the developed countries, but a few studies 
have been carried out in the emerging countries (Ahmadpour et al. 2012).

In the Sri Lankan context, most researches had made their studies focusing on firms’ perform-
ance. (Kajananthan, 2012) Few researchers have paid their attention to the impact of corporate 
governance on firms’ capital structure; even those studies also based on limited selected cor-
porate governance variables and sample companies and findings are contradictory. According 
to Heenetigala (2011), it was suggested that future research should be carried out with a larger 
sample after the introduction of the mandatory code of best practice in 2008.  So, the effect of 
corporate governance on firm’s capital structure is still inconclusive.

Therefore, the main objective of this study is to empirically examine the effect of the com-
ponents of corporate governance on capital structure decisions of the listed companies in Sri 
Lanka. In addition to that, to identify the corporate governance practices of the listed companies 
in Sri Lanka and to analyze the changes in corporate governance practices between 2009 (with 
the introduction of code of best practices in 2008) and 2013 (after five year period).

2. LITERATURE REVIEW
2.1 Corporate Governance 
Cadbury (1992) defined corporate governance as “the system by which companies are directed 
and controlled”. It is concerned with the duties and responsibilities of a company’s board of 
directors to successfully lead the company, and their relationship with its shareholders and other 
stakeholder groups (Pass 2004). According to Spanos (2005), “corporate governance is consid-
ered as having significant implications for the growth prospects of an economy, as best practice 
corporate governance reduces risks for investors, attracts investment capital and improves the 
performance of companies”. 

The corporate governance may be beneficial to the stakeholders as well as broader industries and 
economic sectors. Benefits to stakeholders include resolving conflicts of interest, instilling con-
trols and a sense of ethics, and enforcing and encouraging transparency. According to Thomson 
& Bereau (2009) fundamentally, there is a level of confidence that is connected with a company 
that is known for having good corporate governance. The existence of an active group of inde-
pendent directors on the board contributes greatly to ensuring confidence in the market, and 
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the corporate governance has been identified as the criteria that foreign institutional investors 
are increasingly depending on when deciding on which companies to invest in. It is also known 
for having a positive influence on the share price of the company. Having a clear image on the 
corporate governance front could also make it easier for companies to source capital at more 
reasonable cost (Thomson & Bereau, 2009). According to this, corporate governance can be 
identified as the important concept not only to the stakeholders, but also to the whole economy. 
Similar to that, according to Keong (2002), good corporate governance brings better manage-
ment and prudent allocation of the company’s resources, and enhances corporate performance 
which would significantly contribute to the company’s share price, increasing the value of a 
shareholder’s holdings. 

2.2 Corporate Governance in Sri Lanka
According to Sobhan & Wendy (2003), in Sri Lanka, the concern for corporate governance 
originated from the  failures of many finance companies in the late 1980’ s and early 1990’s, 
which made investors lose faith in the regulatory and semi- regulatory frameworks as well as the 
standards of financial reporting.

Corporate governance initiatives in Sri Lanka started in 1997 with the introduction of a volun-
tary code of best practice on matters relating to the financial aspects of corporate governance. 
In 2003, voluntary codes of best practices on corporate governance were issued and after that 
according to Sri Lanka code of best practice on corporate governance (2008), standards were 
made mandatory for all listed companies for the financial year commencing on or after 1st April 
2008. This code covers effectiveness of the board, separation of the position of CEO and the 
chairman, appointment of the chairman, non-executive directors, professional advice, director’s 
training, directors responsibility for the presentation of financial statements, compliance report-
ing, internal control and committee structures for boards, including audit committee, remunera-
tion committee and nomination committee.

2.3 Corporate Governance and Capital Structure
The capital structure decision is a vital one since the profitability of a company is directly af-
fected by such decision (Kajanathan, 2012). According to Velnampy & Aloy Niresh (2012), a 
successful selection and use of capital is one of the key elements of the firms’ financial strategy. 
Colombage (2007) states that the existence of a well-developed capital market, financial interme-
diary, corporate governance and the legal protection offered by a country assist the effectiveness 
of debt. 

According to Velnampy (2006), “the financial condition of a business organization would de-
pend on the resources it owns and the obligations it has to meet. Companies carry out various 
activities to make profits and to generate wealth for further growth. Finance is considered as 
the most important for these activities”. On the other hand, as per Kajanathan (2012), with the 
recent development of corporate governance practices and regulatory framework in Sri Lanka, it 
may influence on capital structure choice and decisions in the listed manufacturing companies. 

In addition to that Claessens et al. (2002) argue that good corporate governance mechanisms 
help firms through a better access to financing and a lower cost of capital.
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However, the relationship between corporate governance and capital structure has not been fully 
explored. Only few studies have been made to identify this relationship and the findings are 
contradictory. (Hasan and Butt, 2009).

Kajanathan (2012) found that corporate governance practices had 34% impact on the capital 
structure of Sri Lankan listed manufacturing companies and among corporate governance vari-
ables, a board committee has a significant impact on firms’ capital structure. These results were 
supported by Achchuthan et al. (2013). The study revealed that board committee is positively 
significant for the capital structure, while board composition, board size and leadership style 
have no significant impact on the capital structure. Somathilake and Udaya kumara (2015) also 
examined the relationship between corporate governance and capital structure, and found that 
board composition has a significant impact on the capital structure. Ajanthan (2013) investigated 
whether there is any relationship among some specific characteristics of corporate governance 
and the capital structure and profitability of selected hotels and restaurant companies in Sri 
Lanka. The results revealed that the selected corporate governance characteristics have signifi-
cant relationship with a capital structure and profitability. Wellalage and Lock (2012) found out 
that insider ownership, CEO duality and non-executive directors have a significant impact on 
the capital structure. Further, board size and ownership type have no significant impact on the 
capital structure. 

However, Peiris and Fernando (2013) stated that, corporate governance characteristics have no 
significant effect on the capital structure decisions of non- financial companies in Sri Lanka. 
Similar to that, Ravivathan & Danoshand, (2014) also found out that corporate governance 
characteristics have no significant impact on the capital structure.

3. AIM AND METHODOLOGY 
The aim of the study was to test the effect of corporate governance practices on firms’ capital 
structure, the design of the methodology was based on prior research into these relationships. 

3.1 Conceptualization
Based on the purpose of the study, the conceptual model shown in Fig. 1 has been constructed. 
This model of corporate governance and capital structure presents new constructs and uniquely 
combine them in specifying that the capital structure is a function of Board size, CEO duality, 
Board composition, Board committees and managerial ownership.
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Fig. 1 - proposed research model. Source: own

3.2 Research hypothesis
Board size and CEO duality
The boards of directors are responsible for managing firm’s activities and making strategic deci-
sions. However, the empirical evidence of direction of the association between board size and 
capital structure is mixed. Bodaghi & Ahmadpour (2010); Vakilifard et al. (2002); Hasan & Butt 
(2009) and Magdalena (2012) found a significant negative association between board size and 
debt-to-equity ratio. This means that firms with a large board of directors generally have low 
debt-equity ratios. Berger et al. (1997) argue that large boards exert pressure on managers to fol-
low lower debt –to-equity ratio and enhance firm’s performance.

On the other hand, a positive and statistically significant relationship is found by Abor (2007); 
Ahmadpour et al. (2012); Saad (2010); Gill et al. (2012); Ganiyui & Abiodun (2012) and Sheikh & 
wang (2012). In the Sri Lankan context, Kajanathan (2012) and Wellalage & Locke (2012) found 
a positive relationship between the board size and Leverage.

The evidence regarding relationship between the leadership structure (CEO duality) and com-
pany capital structure is mixed and inconclusive. Abor (2007) found that Ghanaian listed com-
panies pursue high debt policies with CEO duality. Similarly, Vakilifard et al. (2011) argue that 
duality leadership firms have high debt to equity ratio. A possible explanation for this is that 
duality leadership reduces problems related to separation of ownership and control. Therefore, 
according to Wellalage & Lock (2012) indicates that CEO duality increases firm debt usage. This 
may be based on stewardship theory that CEO duality reduces communication conflicts in un-
certain environments and creates a clear sense of strategic decision. Therefore, duality leadership 
leads to Sri Lankan companies having high debt policies.

So, a testable hypothesis regarding board size and CEO duality with company debt ratio is: 

H1: In Sri Lanka, board size and board leadership structure (CEO duality) are positively as-
sociated with a company debt ratio. 

Independent variables

corporate governance

Board size 

CEO duality 

Board composition

Board committees 

Managerial ownership 

Control variables 

Size of firm 

Profitability 

Dependent variable 

Capital structure 

(Debt ratio) 
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Non-executive directors and board committees
Non-executive directors play supervisory and balancing roles, controlling the activities of the 
executive directors and the board in general (Waduge, 2010). Sri Lanka’s code of best practice 
on corporate governance (2008) recommended boards including at least two non-executive di-
rectors, or that non-executive directors make up one third of the board. Abor (2007), Sheikh 
& Wang (2012) and Kajanathan (2012) find a significant positive relationship between percent-
age of non-executive directors’ in the board and firm leverage ratio. This indicates that outside 
directors have a positive impact on the corporate leverage. One possible explanation of this 
is that non-executive directors ensures management accountability of shareholders and reduce 
agency conflicts between shareholders and managers which leads to having a high debt policy 
(Kajanathan (2012). On the other hand, the researcher argues that the firms with a higher pro-
portionate of non-executive directors ensure higher corporate governance and can more easily 
raise debt capital than other firms. 

The appointment of remuneration, audit and nomination committees were recommended by 
Sri Lanka’s code of best practice on corporate governance (2008). According to the prior lit-
erature, board committees are an important component of the board structure of companies in 
Sri Lanka, which affect firms’ capital structure. Kajanathan (2012) found a significant positive 
relationship between the number of board committees and capital structure in Sri Lankan manu-
facturing firms. Similar to that, Bukahri & Zakariya (2012) identified a significant relationship 
between the audit committee and capital structure. Even though in prior research, the impact of 
board committee on corporate governance on the capital structure is limited.

So, a testable hypothesis regarding non-executive directors and number of board committees 
with a company debt ratio is:

H2: In Sri Lanka, non-executive directors (board composition) and number of board com-
mittees are positively associated with a company debt ratio.

Managerial ownership
In emerging market firms, including Sri Lankan listed companies, they rely on managerial own-
ership of corporate governance practices (Manawaduge et al. 2008).The evidence regarding re-
lationship between the managerial ownership and the capital structure is mixed.  According to 
Hasan & Butt (2009) and Sheikh & Wang (2012), they found out a negative relationship between 
the managerial ownership and the debt ratio in Pakistan listed firms. 

According to Wellalage & Lock (2012), Sri Lankan listed companies require high debt policy 
with higher managerial ownership and CEO duality and identified a significant positive rela-
tionship between managerial ownership percentage and leverage ratio. Hence, this is in line with 
an active monitoring hypothesis, which proposes a managerial share ownership and provides 
greater incentives and the ability to monitor managers. 

So, the testable hypothesis regarding the managerial ownership and debt ratio is:

H3: In Sri Lanka, managerial ownership is positively associated with debt ratio.
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3.3 Operationalization and measurement of variables
The variables used in the study, their measures and symbols are depicted in Tab. 1.

Tab. 1 - Independent and dependent variables: source - own

Variables Measurement Symbols

Debt ratio  Total debt / (Total debt + Equity) DR

CEO Duality
Dummy variable “0” for combined & “1” for separate 
leadership

DUAL

Board size Number of directors B-SIZE
Board  
composition

No. of non-executive directors / Total no. of directors 
× 100

NON – EX

Board committees Number of board committees B- COMMIT
Managerial  
ownership

Total no. of shares owned by members of board / Total 
no. of shares × 100

M-OWN

Firm size Natural logarithm  of  total assets F- SIZE
Return on assets Profit before interest & tax / Total assets ROA

3.4 Sampling and data collection
This study used secondary data extracted from the financial statements of the selected listed 
companies in the Colombo Stock Exchange for the years from 2009 to 2013. The sample for this 
study was 138 companies out of 288 listed companies in the Colombo Stock Exchange, exclud-
ing banking companies and other financial institutions. It covers 17 sectors and 66.07% of the 
total market capitalization of population. The present study used on line random numbers in 
selecting decided number of sample companies, to represent each category (sector) of the listed 
companies in Colombo Stock Exchange. 

3.5 Data analysis methods
To fulfill the research objectives, the present study used descriptive statistics, paired sample t-
tests, and regression analysis. The descriptive statistics of mean, maximum and minimum were 
performed to identify the corporate governance practices. The paired sample t- test was used to 
determine whether there is a significant difference between two sets of means between 2009 and 
2013. The linear-multiple regression analysis was used to test the effect of corporate governance 
on firm’s capital structure.

4. DATA ANALYSIS AND RESULTS
4.1 Descriptive analysis
The descriptive statistics of the corporate governance attributes provide evidence of the extent 
of compliance by the firms with the Code of Best Practice on Corporate Governance in Sri 
Lanka (Somathilake & Udayakumara, 2015).
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Tab. 2 - Descriptive statistics.  Source: Data analysis

Minimum Maximum Mean Std. Deviation

Debt ratio 0.00 6.80 0.30 0.37
Board size 3 14 7.70 2.03
CEO duality 0 1 0.78 0.41
Board composition 0.17 1.00 0.68 0.22
Board committees 0 3 1.97 0.56
Managerial ownership 0.00 0.91 0.09 0.18
ROA -0.54 0.95 0.10 0.13
Firm size 4.54 8.13 6.46 0.66

The descriptive statistics in this study show the extent to which companies in Sri Lanka complied 
with governance structures. Tab. 2 indicates that an average number of directors of the board in 
the listed companies is about 8 persons. It is consistent with the studies of Velnampy 2013), So-
mathilake & Udaya Kumara (2015) and Heenetigala (2011). The mean value of board structures 
(CEO duality) was investigated in this study through descriptive statistics, which showed that 
78% of the firms has a separate leadership style (separation of the roles of CEO and Chairman), 
finding is similar to Heenetigala (2011). 

The mean value of the board composition shows that non-executive directors to total directors 
of the board is 68%. It indicates that a significant number of directors are non-executive direc-
tors. It shows a fairly good presentation of board composition in Sri Lankan listed companies. 
This is similar with the study of Heenetigala (2011).

 In order to perform better and alleviate agency conflict between shareholders and senior man-
agement, Sri Lankan companies have introduced board committees (as recommended in the 
Sri Lanka code of best practices 2003 and 2008), because the oversight functions of the board 
are primarily carried out by the board committees (Razaee, 2009). According toTab.2, average 
number of board committees of the listed companies in Sri Lanka is 1.97. It indicates that in gen-
erally, every listed company maintains at least two board committees. This finding is consistent 
with the outcomes of the study made by Velnampy (2013), Somathilake & Udaya Kumara (2015) 
and Heenetigala (2011). 

The mean value of selected corporate governance characteristics show that majority of listed 
companies in Sri Lanka are consist with the code of best practices on corporate governance 
(2003 & 2008). It means that majority of listed companies have at least two non-executive direc-
tors or one third of total directors are non-executive directors, and also majority of companies 
have a separate leadership style (shafana, 2016). In addition to that, although most of the com-
panies maintain all three board committees, some companies have none of such committees as 
per the recommendation of the code of best practices. The present study further indicate that it 
is better to have all relevant committees such as remuneration committee, audit committee and 
nomination committee to look after the activities and tasks of the companies. This is supported 
by Velnampy (2013), Somathilake & Udaya Kumara (2015) and Heenetigala (2011).    
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Tab. 3 - Results of Paired sample t-test. Source: Data analysis

Variable 2009 2013 T
Sig. 

(2-tailed)
Significance  

Level
Board size 7.47 7.99 -4.028 0.00 0.05
CEO Duality 0.77 0.79 -0.904 0.368 Not significant
Board composition 0.67 0.69 -1.410 0.161 Not significant
Board committees 1.72 2.17 -7.097 0.000 0.05
Managerial ownership 0.10 0.09 0.402 0.689 Not significant

When comparing mean values of the variables of characteristics of corporate governance and the 
capital structure for 2009 and 2013 by using the paired sample t- test, it is revealed that variables 
of board size and board committees have significantly increased (p< 0.5). It indicates that with 
the introduction of the code of best practices in 2008, during the considered period of 2009 and 
2013, the number of board members and board committees of the listed companies in Sri Lanka 
have significantly increased. This finding is in line with Waduge (2010) and Heenetigala (2011). 

4.2 Multiple Regression Analysis
The effect of corporate governance on firm’s capital structure was tested by using the multiple 
regression analysis. The purpose of regression analysis is to find out the significant impact or 
influence of independent variable on dependent variable (Ndubisi, 2006, as cited by Achchuthan 
et al., 2013). In this analysis, debt ratio (the criterion for capital structure) was used as dependent 
variable; however, board size, CEO duality, proportion of outside directors, board committees 
and managerial ownership and the control variables of firm size and ROA were utilized as inde-
pendent variables. 

Tab. 4 - Model summary.  Source: Data analysis

Model R R Square
Adjusted R           

Square
Standard Error  
of the Estimate

Durbin-
Watson test

1 0.255a 0.065 0.053 0.3616178 1.206

According to Tab. 4, R2 value is 0.065. It indicates that independent variables of the model have 
ability to explain 6.5 percent variation of the dependent variable. The remaining 93.5 percent 
is influenced by other factors which are not considered for this study. So, the results from the 
regression model denote that the variables of corporate governance explain 6.5% variation of 
the capital structure of the listed companies in Sri Lanka. This result provides evidence that the 
corporate governance measures are not significantly influencing the capital structure decisions 
of the listed companies in Sri Lanka. 

In the Sri Lankan context, there are few researches that have investigated the impact of corpo-
rate governance on capital structure decisions and also found mix results (Shafna, 2016). Fur-
thermore, many of them were based on the manufacturing sector companies and generalize the 
results to all listed companies in Sri Lanka (shafna, 2016). Kajanathan (2012) found out that 34% 
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impact of the corporate governance characteristics on the capital structure in the listed manu-
facturing companies in Sri Lanka for the period of 2009 to 2011. Somathilake & udaya Kumara 
(2015) also found a significant relationship between the corporate governance and the capital 
structure of the selected manufacturing companies for the sample period of 2011 to 2013.  

The findings of the present study were supported by the studies of Peiris & Fernando (2013) 
and Ravivathani & Danoshana (2014). Peiris & Fernando (2013) stated that the corporate gov-
ernance characteristics have no significant effect on the capital structure decisions of the listed 
non- financial companies in Sri Lanka. Likewise, same results were identified by Ravivathani & 
Danoshana (2014).

Tab. 5 – Anova table in regression analysis. Source: Data analysis

Model Sum of Squares Df Mean Square F Sig.

1
Regression 4.952 7 0.707 5.410 .000a
Residual 71.137 544 0.131
Total 76.089 551

The F-ratio in the ANOVA table (Tab. 5) proves the validity of the estimated models. The table 
shows that the independent variables statistically significant predict the dependent variable (F 
=5.410, p <0.005).

Tab. 6 - Table of Coefficients.  Source: Data Analysis

Model

Unstandardized 
Coefficients

Standardized 
Coefficients

T Sig.

Collinearity  
Statistics

B
Std. 

Error
Beta Tolerance VIF

(Constant) 0.257 0.179 1.434 0.152

Board size -0.022 0.140 -0.007 -0.156 0.876 0.843 1.186
Duality 0.009 0.038 0.010 0.231 0.817 0.972 1.029
Non-Exe. 
Directors

0.264 0.070 0.158 3.743 0.000 0.963 1.039

Board Com-
mittees

-0.074 0.031 -0.112 -2.398 0.017 0.784 1.276

Manag. own-
ership

-0.057 0.086 -0.028 -0.658 0.511 0.961 1.041

ROA -0.366 0.119 -0.131 -3.071 0.002 0.950 1.053
Firm size 0.004 0.012 0.017 0.352 0.725 0.737 1.358

For the purpose of generating reliable results and generalizing the model, multicollinearity and 
test of auto correlation were carried out. The results of this analysis are presented in Tab. 6. Ac-
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cording to the table, since all VIF values are less than 10 there is no issue of multi-co Linearity 
between the independent variables. The Durbin Watson test was used to detect the auto correla-
tion. Tab. 4 shows that Durbin Watson value is less than 3, which is indicating that there is no 
autocorrelation.

Three hypotheses were formulated based on prior literature. According to the results, some 
hypotheses were supported and some were not supported by the findings. The regression results 
reported in Tab. 6 reveal that the board size, leadership structure and managerial ownership 
variables do not significantly affect the debt ratio (p > 0.05). The variables of proportion of non-
executive directors and board committees have been identified as important variables which 
affect decisions on the capital structure (P<0.05).

According to the findings, a positive relationship between proportion of non-executive directors 
and leverage position of firms was identified, and this hypothesis is supported by the findings, 
whereas a significant negative relationship was identified between board committees and lever-
age position of the firm.

5.  CONCLUSION AND MANAGERIAL IMPLICATION
Considering the competitiveness of the business world today, this study empirically examined 
the practices of corporate governance and the impact of corporate governance on capital struc-
ture decisions of non-financial listed companies in Sri Lanka for the period of 2009 to 2013 by 
using the descriptive statistics, Paired Sample t test and multiple regression analysis. According 
to the descriptive statistics, it is concluded that the listed companies under the Colombo Stock 
Exchange (CSE) comply well with the recommendations of corporate governance practices.

The regression results reveal that the representation of non-executive directors and variable of 
board committees are significantly related to capital structure. This is in line with the findings 
of Kajanathan (2012). The proportion of non-executive directors shows a positive impact on a 
firm debt ratio. One possible explanation of this situation may be when firms have more out-
side directors, they increase protection against uncertainties and this increases the firm’s ability 
to raise external debt. The above mentioned argument is empirically supported by Kajanathan 
(2012), Abor (2007) and Berger et al. (1997), whereas the number of board committees shows a 
negative impact on leverage position. The negative relation shows that the board having all three 
committees avoid taking a large amount of debt because of strong monitoring. However, the 
variables of board size and CEO/Chair duality have no significant effect on the leverage posi-
tion of the firms. On the other hand, managerial ownership negatively related to leverage ratio 
indicating that the concentration of ownership induces the managers to lower the gearing levels 
but this impact is statistically insignificant (Wellalage & Lock, 2012).

Finally, the study has identified that except board composition and board committees, other 
corporate governance practices are not significantly affected by capital structure decisions. This 
is in line with the findings of Somathilake & Udayakumara (2015).

This study reported that the variable of board composition (having more independent non-ex-
ecutive directors of the board) significantly effects financial decisions. Non-executive directors 
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play supervisory and balancing roles, controlling the activities of the executive directors and the 
board in general. In an attempt to maintain well-balanced independent boards, this study and 
findings of prior researches propose that the code of best practices should include the boards 
to have at least fifty percent of non-executive directors, not one third as stated in the Sri Lanka 
code of best practices on corporate governance (2008). This is supported by Kajanathan (2012) 
& Velnampy (2013). In addition to that, the regression results reveal that the variable of board 
committee significantly effects the financial decisions but the average number of committees 
which companies maintain is two. It is better to have all relevant committees as per the code of 
best practices (2008), such as remuneration committee, audit committee and nomination com-
mittee to look after the activities and tasks of the companies. These recommendations are in line 
with Waduge, 2010. According to recommendations of Waduge, (2010), the corporate govern-
ance can be improved in Sri Lanka in three aspects. Among them, an important one is a greater 
independence and authority needs to be granted to oversight committees within the firm. Fur-
ther, in particular, the roles and functions of the remuneration and audit committees need to be 
strengthened. 

On the other hand, financial decisions are directly affected by the risk condition of the firms. 
In order to have a clear understanding of the risk and to manage the risks identified in a satis-
factory manner, it was proposed to appoint risk management committees (Kajanathan, 2012 & 
Velnampy, 2013).
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