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ABSTRACT 

Corporate governance mechanisms play a significant role in solving agency problems within 
organizations and it supports in ensuring the stability of companies by increasing the firm financial 
performance. Corporate governance research has concentrated on the governance executed by the 
shareholders, among several stakeholders of a firm. Owners and lenders-based mechanisms are 
suffering from firm financial performance problems. This study attempted to answer this problem by 
identifying the impact of both owner-based and lender-based governance mechanisms on the firm 
financial performance of listed food, beverage, and tobacco companies on Colombo Stock Exchange 
in Sri Lanka. The research model was conceptualized by using independent variables, corporate      
governance mechanisms along with the two dimensions Owner-based Governance mechanisms: 
ownership concentration, board size, board composition & Lender-based Governance mechanisms: 
loan amount, loan  magnitude and the dependent variable, firm financial performance along with the 
three dimensions firm profitability, firm value, firm distress level. This quantitative study sampled for 
twenty companies from 2020-2024. Descriptive statistics, correlation analysis, and regression analysis 
were used as the analytical tools. The results revealed that ownership concentration has a positive 
correlation and a significant positive impact with Firm profitability. Board composition positively effect 
Firm Value while Board size negatively affects the Firm distress level. Loan amount negatively impacts 
Firm profitability and Firm distress level whereas Loan magnitude positively impacts Firm value. 
Therefore, both structures of governance must be regarded as relevant factors in assessing various 
types of financial success of companies. The results of this study have significant ramifications for 
various parties in order to ensure the financial stability, to mitigate the weaknesses of good corporate 
governance. 

Keywords: Corporate Governance, Agency problem, Owner-based Governance mechanism, 
Lender-based Governance mechanism 
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1. Introduction 

The concept of corporate governance mechanism is one of the issues that have attracted the attention 

of researchers and organizations all around the world. This research examines the Impact of owner-
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based and lender-based governance mechanisms on the firm financial performance of listed food, 

beverage, and tobacco companies in Sri Lanka.  

Background of the Study 

The term "Corporate Governance" emerged as a widely recognized concept in the 1980s to define 

precisely the general principles that governed and regulated the business management of companies. 

Corporate governance is of utmost importance to investors, insurers, regulators, creditors, clients, 

employees, and other business stakeholders (Haat, Rahman & Mahenthiran, 2008). Issues related to 

corporate governance receive considerable attention from the public, as well as academics, from 

policymakers and regulators recently, as it is a key factor that contributes to the success of companies 

and the economic health of society (Azim, 2012). Consequently, revisiting the existing governance 

system has become essential to examining its impact on firm performance    and suggesting ways to 

bring about changes where necessary (Azeez, 2015). 

Globally, corporate governance has been identified as a key determinant and a popular topic of 

discussion with both developed and developing countries. The widely held view that corporate 

governance determines the firm’s performance and protects shareholders' interests has resulted in 

increased global attention. Sri Lanka too is not immune to these trends and corporate governance 

questions. In particular, in developing countries, the owner management system plays an important 

role in corporate governance (Ekanayake, Senaratne & Azeez, 2019). It is a crucial instrument for the 

internal governance of companies. It is characterized by the distribution of equity in terms of votes and 

capital, and the identity of the equity owners. Accordingly, in these leveraged companies, lenders would   

be the second-largest stakeholder whose governance mechanisms would have to be viewed as part of 

corporate governance. That is, it is noteworthy that modern corporates across the globe are largely 

financed by debt capital and equity capital (Bakar et al., 2018; Bhojraj & Sengupta, 2003). Hence, 

lender governance is a significant piece of the corporate governance puzzle. 

There are two key types of conflicts of interest within a leveraged business, between owners and 

managers and between the lenders and the owner/managers. A profit-oriented   business can achieve 

three key results, maximizing profitability and firm value for the company and ensuring sustainability for 

the company. Various stakeholders use many tools of corporate governance to optimize their wealth 

through profitability, firm value, and firm distress level. The main objective of this analysis is therefore 

to 'examine the impact of owner-based governance and lender-based governance structures on Sri 

Lankan listed food, beverage, and tobacco companies' financial performance. 

The impact of the lender governance system on firm financial performance has been focused on a 

minimum number of researches Bhojraj & Sengupta (2003) Hence, there are few types of              research 

about owner-based governance mechanisms and lender-based governance mechanisms on the firm 

financial performance (Azeez et al., 2015). For instances, Ekanayake, Senaratne, and Azeez (2019) 

analyzed the Listed Companies in Sri Lanka and found that owner management and lender 

management in three aspects of profitability, firm value and the survival. There’s a significant dearth of 

literature on the possible effects of lender-based governance mechanisms on firm financial 

performance. Also, the listed food, beverage, and tobacco sector in Sri Lanka have not been covered 

through previous research. Hence, there is an empirical gap between research on the “Impact of lender-

based governance   mechanism and owner-based governance mechanism on the firm financial 

performance of listed food, beverage, and tobacco sector in Sri Lanka”. 

Problem Statement 

Firm financial performance is a gauge of how effectively a company can use assets from its main line 

of business to generate revenues and expand its operations. Investors may identify company's general 

well-being from its financial performance. It gives an overview of the company's financial situation and 
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management's performance while also providing a glimpse into the future by indicating if operations 

and earnings are on track to increase as well as the prognosis for its shares (Yegon et al., 2014). 

This is true that as businesses operate in a highly competitive world, the company's performance 

depends not just on the company's productivity but also on the market it operates. It's also necessary to 

consider the priorities and expectations of each stakeholder. Throughout the past decades, corporate 

governance (CG) research has concentrated on the governance executed by the shareholders, among 

several other stakeholders of a firm (Day, Mather & Taylor, 2014). However, it is noteworthy that modern 

corporates across the globe are largely financed by debt capital and equity capital. Another key 

stakeholder in these leveraged companies would be the lenders, whose governance mechanisms need 

to be regarded as part of corporate governance. 

Numerous empirical studies have been performed to investigate the relationship between corporate 

governance and financial performance in companies around the world (Azeez et al., 2015). Khalfan Al 

Kaabi & Rahman Ahmad (n.d.) analyzed the relationship between corporate governance and financial 

performance in UAE exchange market. Further, a study of relationship between corporate governance 

and financial performance was carried out by Amaar Ali Ausat (2018) by considering Islamic banks. 

Thus, these studies prove that various studies have been conducted in worldwide considering various 

sectors to examine the relationship between corporate governance and financial performance. 

Nevertheless, the effect of the lender governance system on firm financial results has been focused on 

at a minimum through those researches, as well as the influence of corporate governance practices on 

firm survival or the extent of firm distress has not been studied, leaving a huge gap in the associated 

information (Ang et al., 2000). However, only one study has examined whether this “governance 

executed by lenders” is a key CG mechanism in the Sri Lankan context and its possible effects on the 

firm financial performance. The findings of that study indicate that OG will increase the firm profitability 

while having no significant impact on avoiding firm distress opposing, LG will deduct the firm profitability 

while increasing the firm distress level. Also, these findings suggest that the two financiers have got 

divergent expectations which they have assured through their own governance mechanisms over the 

entity (investee). Given that the OG and LG mechanisms are driven by the divergent interests of two 

financiers, those have failed to achieve on their own, an optimal firm financial performance which 

maximizes all three aspects of firm financial performance (Ekanayake et al., 2019).  

Controlling structures from borrowers intend to reduce the risk of investment activities in the company. 

That is, to minimize the risk resulting in a company's return reduction. The study done by (Ekanayake 

et al., 2019) based on Listed companies in Sri Lanka, indicated that lender-governance structures 

improve company output by halting administrative corruption, enhancing operating efficiency, and 

raising debt costs In addressing the above research gaps, this research is examining the impact on the 

firm financial performance of two types of corporate governance mechanisms (owner governance 

mechanism and lender governance mechanism). Most businesses adhere to the corporate governance 

frameworks legislation, as it has become a compulsory code, rather than understanding its real 

relevance to their business sense. This research, therefore, recognizes that it is important to investigate 

if there is a real relationship between owner-based and lender-based governance structures and firm 

performance and the essence of that relationship.  Accordingly, the problem statement of the study 

is as follows. 

“What is the impact of owner-based governance mechanism and lender-based governance mechanism 

on the firm financial performance of listed food, beverage, and tobacco   companies in Sri Lanka?” 

Research Objectives 

The main objective is to examine the impact of the owner-based and lender-based governance 

mechanisms on firm financial performance of 

listed food, beverage, and tobacco companies on Colombo Stock Exchange in Sri Lanka.                     
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Sub Objectives 

▪ To identify the impact of owner–based governance mechanism on firm profitability. 
▪ To examine the impact of owner–based governance mechanism on firm value. 
▪ To identify the impact of owner–based governance mechanism on firm distress level. 
▪ To examine the impact of lender–based governance mechanism on firm profitability. 
▪ To assess the impact of lender–based governance mechanism on firm value. 
▪ To assess the impact of lender–based governance mechanism on firm distress level.  

 

2. Literature review 

Owner–based governance mechanism on firm profitability 

In recent years research has given increasing attention to the issue of corporate ownership   structure 

and its impact on the financial performance of firms. In Sri Lanka, as in many other emerging markets 

in Asia, ownership of companies is highly concentrated, with a presence of controlling shareholders in 

most enterprises. According to that, a significant positive relationship exists between individual 

ownership and ROA (Manawaduge, 2012: Pathirawasam, 2013) examined the impact of ownership 

concentration on company financial performance. Financial performance was measured through ROA 

and the conclusion of the study was that there was no significant relationship between concentrated 

ownership and financial performance. In addition, Ekanayake et al., (2019) stated that owner 

governance mechanisms assist in increasing firm profitability. 

Owner–based governance mechanism on firm value 

Gompers et al., (2001) found that better corporate governance is associated with higher firm value as 
measured by Tobin’s Q which suggests that stronger governance structure increases the firm value. In 
contrast, Ekanayake et al., (2019) stated that owner-based governance mechanisms not having any 
significant effect on firm value.    

Owner–based governance mechanism on firm distress level 

Ekanayake et al., (2019) stated that owner-based governance mechanisms assist the propensity to 
financial distress level. The study further reveals that a high-level compliance with owner governance, 
increases the operating efficiency through which operating performance is improved. 

Lender–based governance mechanism on firm profitability 

Khamis et al., (2015) reveals that institutional ownership has a negative relationship with the success 
of the organization when assessed by ROA. Ekanayake et al., (2019) stated that, lender governance 
mechanisms will restrict managerial flexibility in undertaking profitable (risky) projects, thus reducing 
the firm profitability. 

Lender–based governance mechanism on firm value 

As examined by Ekanayake et al., (2019), Lender monitoring is an accepted method to reduce agency 
cost. As a result of that monitoring over borrowings firms lead to improve their operating efficiency which 
ultimately effects the operating efficiency. The researcher found that lender governance levels make an 
insignificant impact on firm value.  

Lender–based governance mechanism on firm distress level 

According to Ekanayake et al., (2019), found that the higher lender governance mechanisms increase 
the firm endurance by mitigating the probability to reach a distress level. The researcher suggested that 
higher lender governance levels make a positive impact on firm distress level, by significantly reducing 
the probability of firm distress. 

3. Methodology  

This chapter discusses the methodology for the study which includes the research approach, 
conceptualization, operationalization, population and sample, hypothesis development and data 
analysis techniques to facilitate the study to achieve the establish objectives. 



 
 

           Rathnayaka, Wijekumara and Kelumdeniya                                                       The Journal of Business Studies 09(02)2025     

 

 

19 
 

Source: Developed by Researcher (2025) 

Conceptualization of Variables 

Corporate Governance mechanism                                                      Financial Performance 

Figure 1: Conceptualization                                                                   

Research Hypotheses 

Based on previous literature, following null hypothesis and alternative research hypotheses were 
developed. 

Impact of the owner–based governance mechanism on firm         profitability. 
H0: There is no significant impact of the owner–based governance mechanism on firm      
profitability. 
H1: There is a significant impact of the owner–based governance mechanism on firm      
profitability.  

Impact of the owner–based governance mechanism on firm value. 
H0: There is no significant impact of the owner–based governance mechanism on firm value.  
H1: There is a significant impact of the owner–based governance mechanism on firm value. 

Impact of the owner–based governance mechanism on firm distress level.  

H0: There is no significant impact of the owner–based governance mechanism on firm distress 
level. 

H1: There is a significant impact of the owner–based governance mechanism on firm 
distress level. 

Impact of the lender–based governance mechanism on firm profitability.  
H0: There is no significant impact of the lender–based governance mechanism on firm 
profitability. 

H1: There is a significant impact of the lender–based governance mechanism on firm 
profitability. 

Impact of the lender–based governance mechanism on firm value.  

H0: There is no significant impact of the lender–based governance mechanism on firm value.  
H1: There is a significant impact of the lender–based governance mechanism on firm value. 

Impact of the lender–based governance mechanism on firm distress level.  

H0: There is no significant impact of the lender–based governance mechanism on firm distress 
level. 

H1: There is a significant impact of the lender–based governance mechanism on firm 
distress level. 

 

 

Firm Distress Level 

Altman’s Z 

H6 

Lender-Based Governance 

Mechanism 

H5 H4 H3 

Firm value 

Tobin’s Q 
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H1 Owner-Based Governance 
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Firm Profitability 
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Population, Sampling and Operationalization of Variables 

Operationalization of variables 

Namely, there are two main sets of variables; independent and dependent variables. The independent 
variables represent the two types of mechanisms for corporate governance (owner-based and lender-
based governance). The dependent variable is evaluated with respect to three main aspects (firm 
profitability, firm value and firm distress level).  

 

 
 

Concept Variable Indicators Measure Reference 

Independent 
Variables 
Corporate 

Governance 
Mechanism 

Owner 
Governance 
Mechanism 

Ownership 
Concentration 

(OC) 

Highest percentage of 
shareholdings 

Ting et al., 
(2017) 

Board Size 
(BS) 

Number of directors Miko & 

Kamardin, 
(2016) 

Board 

Composition 
(BC) 

Number of independent 
directors 

Miko & 

Kamardin, 
(2016) 

Lender 
Governance 
Mechanism 

Loan Amount Natural logarithm of 

loan amount 

Ryan et al., 
(2011) 

Loan 

Magnitude 

Loan amount/ 

Total asset 

Ryan et al., 
(2011) 

Dependent 
Variables 
Financial 

Performance 
 
 
 
 
 
 
 
 

 

Profitability Return on 
Asset (ROA) 

Ratio of ROA = 

Net income available for 
common shareholders/ 
Total Asset 

Ekanayake et 
al., (2019) 

Firm Value Tobin‟s Q Ratio of Tobin‟s Q = Total 
market value of the firm/ 
Total assets 
value 

Ekanayake et 
al., (2019) 

Firm Distress 
Level 

Altman Z 
Score 

Altman Z Score = 

6.56 × (Working 
Capital / Total Assets) 
+  3.26  ×  (Retained 

Ekanayake et 
al., (2019) 



 
 

           Rathnayaka, Wijekumara and Kelumdeniya                                                       The Journal of Business Studies 09(02)2025     

 

 

21 
 

Population and sample  

This study has been selected the listed food, beverage, and tobacco companies of the Colombo Stock 
Exchange as the population. The listed food, beverage, and tobacco sector in Sri Lanka have not been 
covered through previous research. According to that, the population of this study consists of 48 food, 
beverage, and tobacco companies in the Colombo stock exchange from 2020- 2024. The researcher 
has selected 20 companies as samples based on the convenience sampling method of the food, 
beverage, and tobacco sector listed in CSE. Accordingly, these 20 companies were selected based on 
the highest market capitalization. The researcher collected data through annual reports of the firms for 
five years’ time periods from 2020-2024. Accordingly, the sample contains with hundred minimum 
observations.  

4. Results and discussion 

Descriptive Statistics 

Table 1: Descriptive Statistics 

 

    Source: E-views output (2025) 

The descriptive statistics indicate that all variables (ownership concentration, board size, board 
composition, loan amount, magnitude of loan, return on assets, Tobin Q, and Altman Z score) have 
mean values close to their respective averages with low standard deviations, suggesting no 
significant abnormalities in the dataset from 2020 to 2024 across 20 companies. The empirical 
findings of previous research papers suggested that the OG mechanisms assist in increasing firm 
profitability while not having any significant effect on firm value and the propensity to distress level 
while, higher LG mechanisms will reduce the firm profitability and increase the firm endurance by 
mitigating the probability to reach a distress level Ekanayake et al., (2019). 

 

 

 

 

 OC BS BC LAM MGN ROA TBQ ALT_Z S 

Mean 0.048 8.160 
             

2.96 
 

231698 5.17 0.046 0.797 6.025 

Median 0.028 8.000 
           

3.00 
 

37715.7 0.000 0.024 0.324 5.490 

Maximum 0.242 13.00 
            

8.00 
 

1319912 0.004 0.242 7.224 22.460 

Minimum 0.005 5.000 
              

1.00 
 

1235.35 3.03 -0.035 7.78E- -10.790 

Std. Dev. 0.047 1.973 
          

1.34 
 

340437 6.68 0.052 1.396 3.138 

Skewness 1.601 0.664 
      

1.97 
 

1.645 3.112 1.359 3.127 0.889 

Kurtosis 5.504 2.590 
                 

6.82 
 

4.611 
    

15.54 
 

4.708 12.964 20.843 

Observation s 100 100 100 100 100 100 100 100 
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Relationship between owner-based and lender-based governance mechanism and firm 
profitability (ROA) 

Table 2: Relationships between CG on ROA 

 ROA OC BS BC LAM MGN 

ROA 1      

OC 0.68488 1     

BS -0.06064 -0.2107 1    

BC -0.11887 -0.3194 0.65558 1   

LAM -0.37856 -0.0473 -0.003 -0.0571 1  

MGN 0.04999 -0.061 -0.1652 -0.1113 -0.1685 1 

Source: E-views output (2025) 
 
Based on the Table 4.1.2, OC and MGN are positively associated with the ROA of listed food beverage, 
and tobacco companies in the Colombo Stock Exchange. The value of the correlation was 0.68488 
and 0.04999. BS, BC, and LAM are negatively associated with the ROA of listed food beverage, and 
tobacco companies in the Colombo stock exchange. The value of correlation was BS (-0.06064), BC 
(-0.11887), and LAM (-0.37856). The large shareholder existence increases the firm performance. It 
shows that at lower levels of ownership structure, ownership concentration aligns the interests between 
controlling owners and shareholders Özer&Çömlekçi (2014).  
 
Relationship between owner-based and lender-based governance mechanism and Firm Value 
(TBQ) 
 
Table 3: Relationships between CG on TBQ 
 

 TBQ OC BS BC LAM MGN 

TBQ 1      

OC -0.1823 1     

BS 0.13469 -0.2107 1    

BC 0.04301 -0.3194 0.65558 1   

LAM 0.06641 -0.0473 -0.003 -0.0571 1  

Source: E-views output (2025) 
 
Based on the table, BS, BC, LAM and MGN are positively associated with the TBQ of listed food 
beverage, and tobacco companies in the Colombo Stock Exchange. The value of the correlation was 
BS (0.13469), BC (0.04301), LAM (0.06641) and MGN (0.48179). OC was negatively associated with 
the TBQ of listed food beverage, and tobacco companies in the Colombo Stock Exchange. The value 
of correlation was -0.1823. According to the result findings of Almashaqbeh et al., (2023), in the study 
of Impact of ownership structure on Firm Value, it was found that 

Relationship between owner-based and lender-based governance mechanism and Firm 
Distress Level (ALT_ZS) 

Table 4: Relationships between CG on ALT-ZS 
 

 ALT_ZS OC BS BC LAM MGN 

ALT_ZS 1      

OC -0.1214 1     

BS 0.14141 -0.2107 1    

BC 0.10937 -0.3194 0.65558 1   

LAM 0.29516 -0.0473 -0.003 -0.0571 1  

MGN -0.1274 -0.061 -0.1652 -0.1113 -0.1685 1 

Source: E-views output (2025) 

MGN 0.48179  -0.061 -0.1652 -0.1113 -0.1685 1 
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Based on the table, BS, BC and LAM are positively associated with the ALT_ZS of listed food beverage, 
and tobacco companies in the Colombo stock exchange. The value of the correlation was BS (0.14141), 
BC (0.10937) and LAM (0.29516). OC and MGN are negatively associated with the ALT_ZS of listed 
food beverage, and tobacco companies in the Colombo stock exchange. The value of correlation was 
OC (-0.1214), and MGN (- 0.1274). In the study of the effect of ownership structure on financial distress, 
evidence from Indonesian manufacturing companies, proves that there’s a negative relationship 
between ownership structure and the financial distress.  

Regression Analysis 

To examine the impact of owner-based and lender-based governance mechanisms on firm financial 
performance, the researcher employed panel regression analysis. The random- effects model, fixed-
effects model and Hausman test were employed to examine the significant impact of the CG variables 
on the firm financial performance of the listed food beverage, and tobacco companies in the Colombo 
Stock Exchange in Sri Lanka. 

Impact of corporate governance mechanism on firm profitability  

Model 01: 𝑅𝑂𝐴 = 𝑎 + 𝖰1𝗑1 + 𝖰2𝗑2 + 𝗌 

Based on the results of Hausman test, P-value is greater than 0.05 (Prob > chi2 = 0.2930). Therefore, 
the researcher used a random-effects model to discuss the results of the study. Table 4.2.1 presents 
the results of the random effects model. 

Table 5: Impact of Model 01 

Variable Coefficient Std. Error t-Statistic Prob. 

C -0.009794 0.02213 -0.442581 0.6591 

OC 0.720395 0.076329 9.438025 0.0000 

BS 0.003159 0.002967 1.064703 0.2897 

BC 0.000363 0.004548 0.079915 0.9365 

LAM -4.60E-08 1.48E-08 -3.115343 0.0024 

MGN 9.981591 5.492103 1.817444 0.0723 

 
R-squared 0.530329 Mean dependent var 0.025154 

Adjusted R-squared 0.505347 S.D. dependent var 0.040307 

S.E. of regression 0.028348 Sum squared resid 0.075542 

F-statistic 21.22804 Durbin-Watson stat 1.441321 

Prob(F-statistic) 0.000000   

Source: E-views output (2025) 
 
According to the results of the random effects model, 53.03% of variability of ROA is explained by 
corporate governance variables in the study (R – sq = 0.530329). According to the regression results, 
there is a positive significant effect OC on ROA (Coefficient 0.720395, p-value 0.0000) and there is 
a negative significant effect LAM on ROA (Coefficient -4.60E-08, p-value 0.0024). Other CG variables 
of the study such as BS, BC, and MGN have no impact to the ROA because the p–value of these 
variables is greater than 0.05. Based on the results of the random effects model, p – value is less than 
0.05 (Prob > chi 2 = 0.000000). If the p – value is less than 0.05, the model should be accepted and 
therefore, the model can be accepted. The same result was observed by the empirical studies (Haniffa 
& Hudaib, 2006), Ekanayake et al., (2019). 

Impact of corporate governance mechanism on firm value  

Model 02: Tobin’s Q = 𝑎 + 𝖰1𝗑1 + 𝖰2𝗑2 + 𝗌 

Based on the results of Hausman test, P-value is lower than 0.05 (Prob > chi2 = 0.0049). Therefore, 
the researcher used a fixed-effects model to discuss the results of the study. Table 4.6 presents the 
results of the fixed-effects model. 
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Table 6: Impact of Model 02 

Variable Coefficient Std. Error t-Statistic Prob. 

C -0.176093 0.452822 -0.388879 0.6985 

OC -0.684447 1.012408 -0.676059 0.5011 

BS 0.035291 0.056114 0.628919 0.5313 

BC 0.227718 0.091964 2.476159 0.0155 

LAM -2.42E-07 4.99E-07 -0.484335 0.6296 

MGN 194.1823 75.12409 2.58482 0.0117 

 
 

R-squared 
 
0.956455 

 
Mean dependent var 

 
0.797457 

Adjusted R-squared 0.942521 S.D. dependent var 1.395859 

S.E. of regression 0.334655 Akaike info criterion 0.860884 

Sum squared resid 8.399545 Schwarz criterion 1.512177 

Log likelihood -18.04422 Hannan-Quinn criter. 1.124474 

F-statistic 68.63999 Durbin-Watson stat 1.881754 

Prob(F-statistic) 0.000000   

Source: E-views output (2025) 

According to the results of the fixed-effects model, 95.65% of variability of TBQ is explained by 
corporate governance variables in the study (R – sq = 0.956455). According to the regression results, 
there is a positive significant effect BC (Coefficient 0.227718, p- value 0.0155) and MGN (Coefficient 
194.1823, p-value 0.0117) on TBQ. Other CG variables of the study such as OC, BS, and LAM have 
no impact to the TBQ because the p–value of these variables is greater than 0.05. 

Based on the results of the fixed-effects model, p – value is less than 0.05 (Prob > chi2 = 0.000000). If 
the p – value is less than 0.05, the model should be accepted and therefore, the model can be accepted. 
The same result was found by Miko & Kamardin, (2016).  

Impact of corporate governance mechanism on firm distress level  

Model 03: Altman Z score = 𝑎 + 𝖰1𝗑1 + 𝖰2𝗑2 + 𝗌 

Based on the results of Hausman test, P-value is lower than 0.05 (Prob > chi2 = 0.0011). Therefore, 
the researcher used a fixed-effects model to discuss the results of the study. Table 4.2.3 presents the 
results of the fixed-effects model. 

Table 7: Impact of Model 03 

Variable Coefficient Std. Error t-Statistic Prob. 

C 16.17002 3.41634 4.733141    0 

OC 1.395346 7.63816 0.182681 0.8555 

BS -1.13948 0.423354 -2.691557 0.0088 

BC 0.493076 0.693828 0.710661 0.4795 

LAM -9.36E-06 3.77E-06 -2.484224 0.0152 

MGN -396.1042 566.7773 -0.698871 0.4868 

 

 

R-squared 0.509596 Mean dependent var 6.0248 

Adjusted R-squared 0.352666 S.D. dependent var 3.138097 

S.E. of regression 2.52482 Akaike info criterion 4.902535 

Sum squared resid 478.1037 Schwarz criterion 5.553827 

Log likelihood -220.1267 Hannan-Quinn criter. 5.166124 
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F-statistic 3.247294 Durbin-Watson stat 2.467052 

Prob(F-statistic) 0.000052 

 

  

Source: E-views output (2025) 
According to the results of the fixed-effects model, 50.96% of variability of ALT_ZS is explained by 
corporate governance variables in the study (R – sq = 0.509596). According to the regression results, 
there is a negative significant effect BS (Coefficient -1.13948, p- value 0.0088) and LAM (Coefficient -
9.36E-06, p-value 0.0152) on ALT_ZS. Other CG variables of the study such as OC, BC, and MGN 
have no impact to the ALT_ZS because the p–value of these variables is greater than 0.05. Based on 
the results of the fixed-effects model, p – value is less than 0.05 (Prob > chi2 = 0.000052). If the p – 
value is less than 0.05, the model should be accepted and therefore, the model can be accepted. The 
same result was observed by the empirical study of Ekanayake et al., (2019). 

Hypotheses Summary 

Table 8: Hypothesis Results 

Hypotheses Regression 
Results (P Value) 

Accepted/Rejected 

H1: There is a significant impact of the owner–based 
governance mechanism on firm profitability. 

0.0000 
accepted 

H2: There is a significant impact of the owner–based 
governance mechanism on firm value 

0.0155 
accepted 

H3: There is a significant impact of the owner–based 
governance mechanism on firm distress level. 0.0088 

accepted 

H4: There is a significant impact of the lender–based 
governance Mechanism on firm profitability. 

       0.0024 accepted 

H5: There is a significant impact of the lender–based 
governance mechanism on firm value 

0.0117 accepted 

H6: There is a significant impact of the lender-based 
governance mechanism on firm distress level.  

0.0152 accepted 

Source: Developed by Researcher (2025) 

 

5. Conclusions and Recommendations  

The study examined the impact of owner-based (ownership concentration, board size, board 
composition) and lender-based (loan amount, loan magnitude) governance mechanisms on the 
financial performance of Sri Lankan listed food, beverage, and tobacco companies. Firm profitability 
(ROA), firm value (Tobin's Q), and firm distress level (Altman Z score) were used as performance 
indicators. Descriptive and correlation analyses showed significant relationships between 
governance mechanisms and financial performance. Panel regression results revealed that owner-
based governance positively impacts ROA and Tobin's Q but negatively affects the Altman Z score, 
while lender-based governance positively impacts Tobin's Q and negatively affects ROA and the 
Altman Z score. The findings suggest that high ownership governance improves operational 
efficiency but may not prevent distress, while strong lender governance can reduce profitability. The 
study recommends future research to include all listed companies, examine longer time frames, and 
explore combined governance effects to better understand conflicts of interest and optimize financial 
performance. 
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