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Abstract- The study aims to investigate the usefulness of corporate governance variables in predicting corporate failure of 
listed companies in Sri Lanka. Fifty-six matched pairs of failed and non-failed companies listed in the Colombo Stock 
Exchange in Sri Lanka over the period from 2008 to 2017 were used as the sample of the study. Logistic regression was 
employed to test the hypotheses of the study. Six corporate governance variables namely board size, CEO duality, outside 
directors, presence of audit committee, director’s remuneration, and foreign ownership were used for prediction of corporate 
failure. The results of the study reveal that CEO duality is positively related with the likelihood of corporate failure. This 
means that CEO duality is more practiced in the failed companies than in the non-failed companies. Results also indicate that 
outside director ratio and director remuneration have negative effects on the probability of corporate failure. It is therefore 

evident that increase of the outside directors and director remuneration lead to decrease the probability of corporate failure. 
However, other corporate governance variables such as board size, presence of audit committee and foreign ownership 
appear to be unrelated with the failure status. Results of this study can assist investors, managers, shareholders, financial 
institutions, auditors and regulatory agents in Sri Lanka and other countries to forecast corporate failure of listed companies 
in making decisions. 
 

Keywords–CEO Duality; Foreign Ownership; Logistic Regression; Outside Directors; Sri Lanka 

 

I. INTRODUCTION 

 

In the business world,all businesses try to achieve 

success. In this competitive business world vast 
number of business succeeded while others struggled 

to achieve success even struggled for survival and 

subsequentlysome of those failed. Survival of the 

firm become more complex in modern competitive 

business world (Lakshan & Wijekoon, 2012). 

Therefore, more researchers focus on the predicting 

the failure based on the financial performances. 

According to Azeez & wijekoon (2015) poor 

corporate governance can directly impact to the firm 

failure even though financially performed well.As the 

result of increasing need of a prediction model, more 
researchers focus on the corporate governance factors 

and the concern, discussion on corporate governance 

widely increased in both developing and developed 

countries. Therefore, it can consider as evident that 

proper prediction model cannot be developed 

accurately without considering the corporate 

governance characteristics (Mollah, et al., 2012).   

 

Part of the corporate governance directly linked for 

the generation of economic returns. So it is important 

to get a clear view of how various type of corporate 

governance factors impact to the firm survival as well 
as to the failure prediction (Parker, et al., 2002). 

Some of earlier researchers indicate that corporate 

failure or corporate collapse arise due to the weak 

governance structure and these researchers suggested 

corporate governance factors with the failure gaps 

should be identified and Improved. Therefore, the 

need of a proper failure prediction model is increased 

among all those interested parties. 

 

In Sri Lankan context also can identify some 
significant corporate failures in the past few decades. 

One of the motivations to conduct this study was the 

corporate failures occurred in Sri Lankan companies 

such as Vanik Incorporation Limited, Ferntea Ltd, 

Associated Hotel Co and Pramuka saving and 

development bank. This study completes in two 

ways. First, it focuses on financially distressed firms 

and second it identifies the relationship 

betweencorporate failure and corporate governance 

characteristics of Sri Lankan firms such as board size, 

CEO duality, outside directors, presence of an audit 
committee, directors’ remuneration and foreign 

ownership. This paper continues as follows: the next 

section presents a review of Hypothesis 

developmentof several variables related to 

governance characteristics. Then, after outlining the 

methodology, an analysis of data and a discussion of 

results are presented. Finally, the study concludes 

with remarks on implications of the paper for 

researchers and practitioners. 

 

II. THEORY AND HYPOTHESIS 

DEVELOPMENT 

 

Early prediction of the corporate failure of entities or 

early warning system for a sudden failure become 

more trending, focusing as well as interesting in the 

modern business world. According to the Moyer 

(1977) impact of the corporate governance to the 

corporate failure has been largely neglected and 
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removed  by some of prior studies while developing 

the financial model for failure prediction using 
financial ratios of liquidity, leverage, profitability and 

other ratios, indicators. But Lev (1989) argued that 

the generally accepted accounting principles (GAAP) 

are doubtful to treat as factors which providing the 

financial variables with predicting power. Further, 

Lee & Yeh (2004) argued that using financial ratios 

for predicting corporate failure can be misleading the 

results due the lack of information for proper 

analysis. Previous researches such as Datta (1995) 

find that corporate governance characteristics are 

associated with the corporate failure. According to 

the Daily and Dalton (1994) studies also explain 
some evidence that corporate failure or bankruptcy 

related to the corporate governance characteristics. 

 

When these arguments raised, some of past 

researchers consider the corporate governance has a 

role which plays in the ability of firms to recover or 

overcome from the financial distress or sudden 

corporate failure. When predicting the corporate 

failure using the corporate factors these variables play 

important roles. 

 

III. BOARD SIZE 

 

Identifying an appropriate or suitable and optimal 

board size for an organization has been a major point 

which discussed in various articles in last debate 

when predicting the corporate failure (Lipton & 

Lorsch, 1992). Meantime most of researchers 

consider companies with smaller boards are more 

likely to fail. As well as company with the larger 

board are less expected to fail due to the greater 

accountability of the directors. Because of increase of 

the number of directors increase the accountability 
(Lamberto & Rath, 2008). Gales and Kesner(1994) 

claim that firms had significant smaller boards when 

the time of them facing bankruptcy. According to the 

conclusion of Chaganti, et al.(1985) non-failed firms 

tend to have large board than the failed firms. 

 

Therefore, this study Hypothesize that H1: Board size 

has a negative relationship with the corporate failure. 

 

IV. CEO DUALITY 

 
When there is a CEO duality that one person receives 

more power to impact corporate decisions. According 

to Chaganti, et al.(1985) board may not be able to 

operate independently when the CEO duality 

occurred. Power and authority concentrated in one 

person and these authorities can be misused. There 

may be unnecessary impact for board decision 

making as well as firm performance. Fox & Mark 

(1997) proposed that separation of CEO and board 

chairman is important because one person can’t 

perform the both function properly and effectively. 

So it is reasonable to believe that the probability of 

corporate failure of the entities increased when the 

occurrence of CEO duality (Azeez & Wijekoon, 
2015). 

 

Study constructed the hypothesis as H2: CEO duality 

has positive relationship with corporate failure. 

 

V. OUTSIDE DIRECTORS 

 

Outside directors increase the board’s orientation 

toward its external environment, provide ability to 

change and increase the responses to the external 

environment (Sheppard, 1994).Independent directors 

are more important to a firm because they represent 
the interest of the minor shareholders of the firm and 

presence of independent directors is more essential 

for control the actions of executive directors (Haji, 

2014). According to the Haji (2014) when increase 

the number of outside directors it may also increase 

the internal control and corporate structure. Outside 

directors with the high qualification and sufficient 

knowledge increased the ability of monitoring the 

management while contributing to the strategic 

decision making within the organization. Past 

researchers suggest that outside directors more able to 
exercise and maintain proper control in an 

organization when there is a crisis 

situation.Yermack(1995) suggested that the 

proportion of outside directors in board does not 

significantly affect to the firm performance or failure. 

Present study construct the hypothesis that H3: 

Outside directors has negative relationship with the 

corporate failure. 

 

VI. DIRECTOR’S REMUNERATION 

 

Attractive remuneration is one of the motivating 
factors for directors to guide the firms for better 

performance and keep away from bankruptcy. 

Distressed or failed organization paid significantly 

lower total remuneration to the directors than non-

failed organizations (Tawfeeq & Yousif, 2016). 

This study constructed the hypothesis as H4: 

Directors’ remuneration has a negative relationship 

with corporate failure. 

 

VII. PRESENCE OF AN AUDIT COMMITTEE 

 
Most of researchers suggest that presence of audit 

committee will reduce the corporate failure to some 

extent by identifying and detecting the potential 

failures which may be faced by entities. According to 

the finding of Lakshan & Wijekoon (2012) having an 

audit committee may reduce or avoid the chances of 

firms involving to the serious accounting problems 

which may lead to the corporate failures.   

Research hypothesis constructed as H5: Presence of 

an audit committee has a negative relationship with 

corporate failure. 
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VIII. FOREIGN OWNERSHIP 

 
Most of studies in prior researchers suggest that there 

is significant impact of foreign ownership in 

corporate governance to the performance. Chibber & 

Majumdar(1999) find that firms which had foreign 

ownership display superior performance in India. 

Some of studies in South Korea confirm that the 

positive impact of foreign ownership to the 

performance (Baek, et al., 2004). 

Research hypothesis constructed as H6: Presence of 

foreign ownership has a negative relationship with 

corporate failure. 

 

IX. METHODOLOGY 

 

Sample selection and data collection 

The present study select the sample from the listed 

companies in Colombo stock exchange, Sri Lanka 

that failed during the period from 2008 to 2017.In 

order to select the sample, the study uses an 

assumption which used in previous research 

conducted by Hopwood et al. (1988), Lee et al. 

(2003), Sori and Jalil (2009), Abou EI Sood (2008) 

and Lakshan & Wijekoon (2012). In order to identify 
failure of a company, one below mentioned criteria 

must be satisfied; 

01. The companies which had been incurring 

losses for three years continuously or more 

02. The companies which had illustrated 

negative position in operating cash flow for 

three years continuously or more.  

 

And also researchers used matched sample design for 

the analysis. When creating the sample each failed 

company has partner from non-failed companies. 

When selecting the partner for failed companies 
following criteria are considered; 

01. Same industry 

02. Same failure year 

03. Closest asset size 

 

According to above mentioned criteria present study 

identified 56 failed companies during the time period 

from 2008 to 2017. And also study select the 56 non-

failed companies as partners for each failed company. 

The sample firms used in this study represent 

different industries.Table 01 indicates number of 
failed companies taken from different industries. 

 

Sector Number of 

Companies 

Chemicals and Pharmaceuticals 04 

Construction and Engineering 03 

Diversified Holding 06 

Power & Energy 01 

Beverage, Food and Tobacco 01 

Healthcare 01 

Hotels and Travel 06 

Investment Trusts 04 

Land and Property 03 

Manufacturing 12 

Motor 01 

Plantation 05 

Services 05 

Textiles 02 

Trading 02 
Table 01:Number of failed companies in each industry for 

period 2008 to 2017 

 

This study mainly focuses on secondary data and 

corporate governance data collected through the 

audited financial statements and other information of 

annual reports. So relevant corporate governance data 

collect through the annual reports of both failed and 

non-failed companies for the one year before failure, 

two years before failure, and three years before 

failure. 

 

Test specification 

Logistic regression 

Logistic regression is a technique which researchers 

used for the analysis when the dependent variable is 

categorical and independent variables are both 

quantitative or qualitative and categorical or 

continuous. It is a preferred method for predicting the 

probability of the events. Usually categorical 

variables consist with two values, in this study 

company fails or perform well. In this type of 

situation logistic regression is the better tool to 

identify the important variables which relevant to the 
failure of the firms. Logistic regression was available 

in 1970s and before that it was not consider as 

development of model. Before that most of 

researchers focus on the one of discriminant analysis 

called Altman’s Z score (Wang, et al., 2007). 

In the present study researcher used the E-Views 

version 8 and SPSS in order to analyses the data set 

in logistic regression. Logistic function which created 

in analysis written as below: 

 
 

This study uses descriptive statistics as an initial 

analysis before use the logistic analysis. 

 

Dependent variable 

The study used the corporate failure as the dependent 

variable of the analysis. There is no one clear 

identified definition to the corporate failure among 

the researchers. Some are defined corporate failure as 

result of company operations unable to make profit or 
earn enough revenue to cover company expenses. 
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One of the most common term used to explain the 

situation of corporate distress are “bankruptcy”, 
“Insolvency”, “default”. According to the Huang & 

Zhao (2008) financial distress treated as embarrassing 

situation for the every organization which not able to 

pay mature debt or expenses, involves liquidity 

problems, insufficiency of equity to maintain the 

operation smoothly, default debts and lack of current 

asset. As per the Dais & Teixeira (2017)business 

failure can be on several dimension such as 

bankruptcy, business closure, ownership change, 

failure to meet expectations.Some other researchers 

compared business failure with the inability of the 

firm to meet payment obligation or negative returns 
(Priego, et al., 2012). 

Therefore, corporate failure is hard to define as a 

unique definition.Basically failure is the situation 

which firm meets financial difficulty. Most of the 

times definition of the corporate failure depending on 

the local conditions.This study follows the failure 

definition used byHopwood, et al(1988).Lee et al 

(2003), (Sori & Jalil(2009),El Sood(2008), Lakshan 

& Wijekoon (2012)andWijekoon & Azeez(2015).  

According to these researchers, a company treated as 

a failure if and only if one of following conditions is 
fully satisfied: 

01. The companies which had been incurring 

losses for three years continuously or more 

02. The companies which had illustrated 

negative position in operating cash flow for 

three years continuously or more.  

 

Study uses the dependent variable as categorical 

variable. When the firm treated as a failure company 

it consider as “1” and otherwise (when the firm 

treated as non-failure) it consider as “0”.  

 

Independent variables 

This study uses six corporate governance factors 

namely board size, CEO duality, outside directors, 

Presence of audit committee, director’s remuneration, 

and foreign ownership. Board size is measured by the 

total number of directors in the board. According to 

Zhaoyng & Udaya (2012), Lakshan & Wijekoon 

(2012), Catherine & Dalton (1994), Alix et al (2011) 

and Wijekoon & Abdul (2015) board size is more 

useful for failure prediction.Outside directors are the 

directors who are independent from the management 
of the organizations. In this study, outside directors 

taken asa percentage of thetotal number of directors 

in the board size.Most of the previous research 
indicate that outside directors are more important in 

predicting failure and indicate less outside directors 

lead to corporate failure.CEO Duality is the situation 

where chairman of a company is also its chief 

executive officer (CEO).Many researchers conclude 

that it is reasonable to believe probability of corporate 

failure increased with the presence of CEO duality.In 

this study CEO duality concern as a dummy variable 

and assigned 1 for presence of CEO duality and 0 for 

otherwise. 

Director’s remuneration also important in failure 

prediction.Sufficient and sound remuneration for the 
director may lead to the increase the motivation of the 

directors and ultimately helps to reduce probability of 

failure. This is measured as a percentage of the profit. 

Presence of the audit committee may lead to reduce 

the possibility of failure by preventing the errors and 

frauds. It also increases the strength of the internal 

monitoring system. In this study presence of the audit 

committee consider as a binary variable.According to 

the past researchers having foreign ownership lead to 

the firm performance while preventing the failure 

possibilities.In this study foreign ownership concern 
as a dummy variable and assigned 1 for presence of 

foreign ownership and 0 for otherwise. 

 

X. RESULTS 

 

This study performed the two major test in the 

analysis part. Paired sample T test performed for the 

identification of any possible differences between the 

failed & non-failed companies.Logistic regression 

performed todevelop the model. Further, the study 

used the descriptive statistics in order to describe the 

basic features of the data in the study, 
Multicollinearity test used to identify whether there is 

a situation of high linear relationship between the two 

or more independent variables and normality test to 

identify whether the data normally distributed. 

 

Initial step of the analysis process is identification of 

any possible differences between the failed & non-

failed companies. The table below presents 

descriptive statistics for failed & non-failed 

companies. It represents the mean values, standard 

deviation, t statistics and mean differences between 
failed and non-failed companies. 

 

 
Table 02: Paired sample t test for one year before failure 
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 (BS – log value of the board size, OD – log value of the Outside directors, CD- CEO Duality, PA- Presence of 

the audit committee, DR- Director remuneration, FO- Foreign Ownership)
Further, the results indicate that mean difference of 

the CEO duality (CD) significantly positive. 

According to the mean value of the failed and non-

failed company’s, CEO duality practicemore in the 

failed companies than the non-failed companies. 

When the CEO hold the board chairman position it is 

more likely the firm failure. Mean difference of the 

outside director ratio (OD)is significantly negative. 

As per the table, mean value of the outside director 

ratio of failed & non-failed companies are 0.1863 

&0.4159 respectively. It indicates non-failed 

companies have employed more outside directors in 

the board than the failed companies.Mean difference 

of the other variables is not significant.  

 

 

 
Table 03: Paired sample t test for two year before failure 

(BS – Log value of the Board size, OD – log value of the Outside directors, CD- CEO Duality, PA- Presence of 

the audit committee, DR- Director remuneration, FO- Foreign Ownership) 

 

Mean difference of the CEO duality (CD) is 

significantly positive due to mean value is less in 

non-failed companies than the failed companies. It is 

evident that CEO duality practice in failed companies 

is higher than the in non-failed companies. Mean 
value of the outside directors of the non-failed 

companies higher than the mean value of the failed 

companies. Therefore, mean differences of the 

outside directors (OD) is significantly negative. It is 

evident that non-failed companies have more outside 

directors than the failed companies. However, mean 

difference of other variables is not significant.  
 

 

 
Table 04: Paired sample t test for three year before failure 

(BS – log value of the board size, OD –log value of the Outside directors, CD- CEO Duality, PA- Presence of 

the audit committee, DR- Director remuneration, FO- Foreign Ownership)

 

Table 4 shows the meanvalues for corporate 

governance variables of failed and non-failed 

companies for three year before failure. According to 

the statistics CEO dualityand outside directors are the 

corporate governance variablesin which mean 

differences are significant. It indicates that CEO 

duality is normally practice in the failed companies 

same as the both one& two year before failure. The 

mean difference of outside directors is negatively 
significant and it represent the non-failed companies  

 

 

have more outside directors than the failed 

companies. Mean difference of the board size is 

insignificantly negative as one year & two year 

before failure.Mean value of the foreign ownership in 

non-failed companies higher than the failed 

companies. Mean value of the director remuneration 

in non-failed companies is less than the failed 

companies. It is evident that there is more possibility 

of having foreign ownership in the non-failed 
companies as well as possibility of higher 

remuneration of the failed companies. 
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Logistic Regression analysis 

Variable Coefficient z-Statistic Prob.   

C -1.306891 -0.772169 0.44 

BS 2.518685 1.226172 0.2201 

CD 1.483013 2.987733 0.0028* 

DR -2.437272 -1.799086 0.072*** 

FO -0.52864 -1.093958 0.274 

OD -3.286502 -2.888086 0.0039* 

PA 0.176003 0.11828 0.9058 

  

  

  

McFadden R-squared 0.220916 

LR statistic 34.30055 

Prob(LR statistic) 0.000006 
Table 5: Logistic regression –One Year before failure 

*** Donates 10% significant level, ** Donates 5% 

significant level, * Donates 1% significant level 

(BS – log value of the board size, OD – log value of 

the Outside directors, CD- CEO Duality, PA- 

Presence of the audit committee, DR- Director 

remuneration, FO- Foreign Ownership) 
 

Accordance with logistic regression results only two 

variables among the other corporate governance 

variable are significant by their Z statistics and three 

variables (including two significant variables under Z 

statistics) are statistically significant in probability 

value. CEO duality (CD) is one factor which 

statistically significant variable which impact to the 

corporate failure. Situation of holding CEO & 

chairman position by one person has significant 

positive impact to the corporate failure at 1% 

significant level. Same as it is for outside directors as 
per percentage of board directors negatively 

significant at 1% significant level. Contrary, director 

remuneration is statistically significant at 10% 

significant level. LR statistic ratio of the model is 

34.3 and it is statistically significant at 1% level. 

 

Variable Coefficient z-Statistic Prob.   

C -1.434067 -0.793055 0.4277 

BS 3.061553 1.364493 0.1724 

CD 1.781493 3.514798 0.0004* 

DR 0.056336 0.118008 0.9061 

FO -0.825193 -1.627768 0.1036 

OD -3.084791 -3.539005 0.0004* 

PA -0.342729 -0.208217 0.8351 

  

   McFadden R-squared 0.239533 

LR statistic 37.19111 

Prob(LR statistic) 0.000002 
Table 6: Logistic regression Two year before failure 

*** Donates 10% significant level, ** Donates 5% 

significant level, * Donates 1% significant level 
(BS – log value of the board size, OD – log value of 

the Outside directors, CD- CEO Duality, PA- 

Presence of the audit committee, DR- Director 

remuneration, FO- Foreign Ownership) 

 

Similar to the result of the one year before failure, 

only CEO duality is statistically significant and 

positively impact to the corporate failure. CEO 

duality statistically significant at 1% significance 

level. Outside directors also negatively significant at 

1% significant level. Both CEO duality & outside 

directors significant in z statistics. LR statistic ratio of 
the model is 37.19 and it is statistically significant at 

1% level. 

 

Variable Coefficient z-Statistic Prob.   

C -1.56835 -0.93948 0.3475 

BS 3.746365 1.632059 0.1027 

CD 1.544657 3.195028 0.0014* 

DR -0.76785 -0.80755 0.4194 

FO -0.43841 -0.90936 0.3632 

OD -2.591566 -2.800899 0.0051* 

PA -1.04759 -0.70653 0.4799 

  

  

  

McFadden R-squared 0.177513 

LR statistic 27.56162 

Prob(LR statistic) 0.000114 
Table 7: Logistic Regression-Three year before failure 

*** Donates 10% significant level, ** Donates 5% 

significant level, * Donates 1% significant level 

(BS –log value of the board size, OD – log value of 

the Outside directors, CD- CEO Duality, PA- 

Presence of the audit committee, DR- Director 

remuneration, FO- Foreign Ownership) 

 

According to the regression results of the three year 

before failure only two variables aresignificant by 

their Z-statistics and theyare CEO Duality (CD) and 
Outside Directors (OD). Also, only two variables are 

statistically significant at different significance 

level.Both CEO Duality and outside directorsare the 

corporate governance variable which statistically 

significant at 1% significant level. As per the 

regression results CEO duality has significant 

positive impact to the corporate failure. Outside 

directors are negatively impact to the corporate 

failure. All other corporate governance variables are 

statistically insignificance at 1%, 5%, 10%. LR 

statistic ratio of the model is 27.56 and it statistically 
significant at 1% significant level. 



International Journal of Management and Applied Science, ISSN: 2394-7926                          Volume-5, Issue-10, Oct.-2019 

http://iraj.in 

Do Corporate Governance Variables Predict Corporate Failure: Evidence from an Emerging Economy 

 

39 

XI. DISCUSSION 

 
Logistic regression results indicate that only three 

corporate governance variables significantly impact 

to the predicting the corporate failure. CEO duality 

and the outside directors are independent variables 

which statistically significant for one year before 

failure, two year before failure and three year before 

failure. In practical situation when having CEO 

duality, it is more possible to occur frauds due to the 

above situation. On the other hand,it is difficult to 

one person to perform both functions of the CEO and 

chairman properly.  It may lead to mislead the 

important function. Practically most of the 
timesbetter decisions not implemented when the 

decision controlled and managed by one person.This 

will consistent with research findings of  Pi & Timme 

(1993), Wang, et al (1992; Hambrick & D.Aveni, 

1992) ,Lakshan & Wijekoon (2012),Parker, et al  

(2002).In contrast,increase of the domination of the 

outside directors leads board to behave in accordance 

with the interest of the shareholders.This result 

consistent withLakshan & Wijekoon(2012), 

Hambrick & D.Aveni(1992), Azeez & 

Wijekoon(2015), Hui& Jing (2008). 
The directors’ remuneration as a percentage of the 

profit /loss statistically significant in one year before 

failure.This result support to the finding of the 

Abdulla (2006) and Azeez& Wijekoon(2015). Other 

factors namely board size, presence of audit 

committee, and foreign ownership insignificant in 

predicting the corporate failure of listed companies in 

Sri Lanka. 

 

XII. CONCLUSION & SUMMARY 

 

Result of the study indicate that CEO duality 
positively significance for the prediction model. It 

clearly suggests that CEO duality practice in most 

failed companies than the non-failed companies. 

When the CEO and Chairman Position hold by the 

same person, it more possible of occurring frauds. On 

the other hand, centralization of the power in the 

CEO duality lead to the overcoming the board 

decision, work with the personal interest, easy to 

perform the fraud and hide the frauds.  

 

Result also indicate that outside directors also 
negatively significance for the failure prediction in 

one year before failure, two year before failure, three 

year before failure. It is evident that increase of the 

outside directors leads to decrease the probability of 

failure as well as lack of outside directors lead to 

increase the probability of the failure. When increase 

of the outside director of the board and increase the 

domination of the outside directors on the board. It 

leads to reduce occurrence of self-interest decision as 

well as probability of occurring frauds.   

Director remuneration negatively significance in one 

year before failure. It evident that increase of the 

director remuneration leads to decrease of the firm 

failure in one year before failure. Higher director 
remuneration increased the motivation of the 

directors and reduce the occurrence of the frauds as 

well as failure. On the other hand, decrease of the 

director remuneration leads to increase the firm 

failure in one year before failure as result of 

demotivated directors. And the important point of the 

analysis is directors’ remuneration is not significance 

in failure prediction in two year before failure and 

three year before failure.Other corporate governance 

factors such as board size, presence of audit 

committee, foreign ownership is not significance for 

the failure prediction in Sri Lankan listed companies. 
Most of the stakeholders such as investors, managers, 

creditors, financial institution, auditors and 

government agencies can use the result of the present 

study for failure prediction as well as prevent loss of 

sudden failure of the corporations. Investors can 

predict the probability of the failure of the 

corporation through the model and decide to 

enhanced or decrease the investment on relevant 

corporation.When the CEO and chairman are the 

same person, managers and outside directors can 

focus on the probability of self-serving decision as 
well as overcome of the board.Furthermore, financial 

institution and credit granting agencies also can use 

result of prediction when deciding the granting loan 

for the corporations. It is easier to identify the risk of 

granting loan for the corporations when predict 

company’s going concern.Auditors also can assess 

about the probability of corporate failure in order to 

preparing the audit report.According to the present 

study CEO duality, outside directors and directors’ 

remuneration are the corporate governance variables 

which stakeholders concern on if they consider about 

the corporate failure. However, board size, presence 
of audit committee, foreign ownership have no any 

impact to the listed companies’ failure in Sri Lanka. 

 

LIMITATIONS 

 

The sample of the study selected form the firms 

which are publicly listed in the Colombo stock 

exchange (CSE) in Sri Lanka. So study exclude the 

private and other smaller non-listed companies from 

the populations. Further, sample selection based on 

the temporary poor conditions during the period 
which study concerned. The study concerns only on 

the corporate governance factors in predicting 

corporate failure. 
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