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1. INTRODUCTION 

The corporate governance is one of the popular debatable areas in the corporate world. This is the system and procedures which explain how the company’s management is to be directed and controlled. Thus, the corporate governance is substantially immersed with three primary aspects namely the firm’s management, its board and its shareholders. The attributes of the board such as Board Size, Board Committee, Chief Executive Officer Duality, Board Independence, Gender Diversity, Board Composition, Board Meetings etc exert influence on the performance of the organizations. So, if the board characteristics are of high standard and quality, then the corporate governance mechanism would also protect investors, foster economic growth and reduces the risk.  The Board of Directors play a pivotal role in managing corporate governance as there is separation of ownership and management (Ekanayake and Perera, 2009). There has been a conflict of interest among the principals (shareholders) and agents (management) since each party’s desire is to achieve their own personal goals. So, it is the responsibility for Board of Directors to monitor and control the actions of managers and lead the entity for successful direction (Cadbury Report, 1992).  

Many studies are carried out on the corporate governance mechanism and firm performance in Sri Lanka. However, those studies were focusing on different sectors. But from January 2020 onwards the Colombo Stock Exchange has classified 291 companies under 20 GICS industry and renamed those industries in different terms. Therefore, researchers decided to identify the impact on financial performance of firms by the board characteristics in the real estate industry. Moreover, it is of paramount significance to identify the trend of the impact that the board characteristics have over the financial performance. Hence the main objective of the study was to find out to what extent the entities’ financial performance gets affected by the board characteristics in the real estate industry of Sri Lanka.
Objective of the study is
-To examine the impact of board characteristics on firms’ financial performance in real estate industry

2. METHODOLOGY

The population of the study comprises 25 companies from the real estate industry. The researchers have chosen only 13 companies as sample for this research using purposive sampling method since there was unavailability of data for some years. The data were collected from the annual financial statements of 13 samples for the period from 2012 to 2019.  The data were analyzed using the software Eviews9 and the statistical technique employed is the regression analysis. Also, Variance Inflation Factor test is used to find out multicollinearity problem. 
The following hypotheses are formulated:
H1 – Board characteristics positively influence on return on assets.

H1a –Board size positively influence on Return On Assets.
H1b – Board composition positively influence on Return On Assets.
H1c – Board committee positively influence on Return On Assets.
H1d – Board independence positively influence on Return On Assets.
H1e – Board meetings positively influence on Return On Assets.

H2 – Board Characteristics positively influence on Return On Equity.

H2a –Board Size positively influence on Return On Equity.

H2b – Board Composition positively influence on Return On Equity.
H2c – Board Committee positively influence on Return On Equity.
H2d – Board Independence positively influence on Return On Equity.
H2e – Board Meetings positively influence on Return On Equity.
Model 1: ROA = β0 + β1 BS + β2 BC + β3 BCOM + β4 BI + β5 BM + ε

Model 2: ROE = β0 + β1 BS + β2 BC + β3 BCOM + β4 BI + β5 BM + ε

where,

ROA
=
Return On Assets

ROE
=
Return On Equity
BS
=
Board Size

BC
= 
Board Composition

BCOM
=
Board Committee
BI
=
Board Independence
BM
=
Board Meetings
3. RESULTS AND DISCUSSION

A. Regression Analysis 
Model 1: ROA = β0 + β1 BS + β2 BC + β3 BCOM + β4 BI + β5 BM  + ε

Table 2: Ordinary Least Squares Regression of Model 1

	Variable
	Coefficient
	Std. Error
	t-Statistic
	Prob.  

	C
	5.479985
	11.30652
	0.484675
	0.6290

	BS
	-1.255466
	0.823872
	-1.523861
	0.1308

	BC
	0.185817
	0.062540
	2.971143
	0.0037

	BCOM
	2.512179
	2.134555
	1.176910
	0.2421

	BI
	0.056596
	0.097466
	0.580679
	0.5628

	BM
	-2.411578
	0.618233
	-3.900762
	0.0002

	R-squared
	0.216364
	    Durbin-Watson stat
	1.490098

	Adjusted R-squared
	0.176383
	
	

	F-statistic
	5.411618
	
	

	Prob(F-statistic)
	0.000194
	
	


Source: Survey Data

As shown in Table 2 Regression, the dependent variable is Return On Assets and independent variables are Board Size, Board Composition, Board Committee, Board Independence and Board Meetings. The Board Size negatively influence on Return On Assets as its coefficient value is -1.255466, but it is not significant at 95% confidence level (p > 0.05). This is consistent with prior viewpoints of Athambawa Haleem (2013), Hirindu and Kushani (2017), Hemathilake and Chathurangani (2019). But the Board Composition is positively correlated with Return On Assets (r = 0.185817) and significantly impact on Return On Assets (p < 0.05). Additionally, it is clearly shown that the Return On Assets get affected positively and insignificantly by the variables Board Committee (r = 2.512179), (p < 0.05) and Board Independence(r = 0.056596), (p < 0.05). The positive impact of Board Independence is proved by Hirindu and Kushani (2017). Moreover, the coefficient value of Board Meetings -2.411578 reveals a negative relationship between Board Meetings and Return On Assets whereas Return On Assets is significantly impact by Board Meetings. The table expresses R squared value of 0.2163. This highlights the variation in the independent variables explain 21.63% variation in the dependent variable Return On Assets. Also the F-statistic value is 5.411618 and its probability value is 0.000194 which is less than 0.05. Therefore, the regression model is best fit. And, the Durbin Watson Stat reveals the value of 1.490098.

Model 2: ROE = β0 + β1 BS + β2 BC + β3 BCOM + β4 BI + β5 BM + ε
Table 3: Ordinary Least Squares Regression of Model 2

	Variable
	Coefficient
	Std. Error
	t-Statistic
	Prob.  

	C
	8.110546
	10.16641
	0.797778
	0.4269

	BS
	-0.894582
	0.740796
	-1.207596
	0.2301

	BC
	0.170193
	0.056234
	3.026506
	0.0032

	BCOM
	2.555882
	1.919315
	1.331664
	0.1861

	BI
	-0.017946
	0.087638
	-0.204770
	0.8382

	BM
	-2.424030
	0.555892
	-4.360609
	0.0000

	R-squared
	0.218186
	 Durbin-Watson stat
	1.640720

	Adjusted R-squared
	0.178297
	
	

	F-statistic
	5.469893
	
	

	Prob(F-statistic)
	0.000175
	
	


Source: Survey Data

The Table 3 shows Ordinary Least Squares Regression of Model 2 and the dependent variable in this model is Return On Equity. This table exposes the R squared value of 0.2182 that exhibits 21.82% variation in Return On Equity is elucidated by Board Size, Board Composition, Board Committee, Board Independence and Board Meetings.  The value of F statistic is 5.469893. Its probability value is 0.000175. Thus, the model is best fit as the p value is less than 0.05. And the Durbin Watson stat is 1.640720. The Board Size possesses coefficient value of -0.894582, this shows Return On Equity is negatively influenced by Board Size but has insignificant impact (p > 0.2301). This is consistent with prior viewpoints of Panditharathna and Kawshala (2017), Hemathilake and Chathurangani (2019). The Board Composition (r = 0.170193) and Board Committee (r = 2.555882) have positive relationship with Return On Equity. The positive relationship of Board Committee is supported by Achchuthan and Rajendran (2013). However, the Board Composition only has the significant influence on Return On Equity. In contrast, the Board Independence and Board Meetings has negative impact on Return On Equity showing a coefficient value of -0.017946 and -2.424030 respectively. In addition, Return On Equity significantly get affected by Board Meetings.

B. Variance Inflation Factor test
ROA = β0 + β1 BS + β2 BC + β3 BCOM + β4 BI + β5 BM  + ε

Table 4: VIF Test

	
	Coefficient
	Uncentered
	Centered

	Variable
	Variance
	VIF
	VIF

	C
	 127.8374
	 95.15028
	 NA

	BS
	 0.678765
	 28.66094
	 1.681541

	BC
	 0.003911
	 14.81984
	 1.278606

	BCOM
	 4.556326
	 27.81523
	 1.627614

	BI
	 0.009500
	 13.72862
	 1.351561

	BM
	 0.382212
	 7.867045
	 1.448401


Source: Survey Data

The Table 4 explains the VIF Test for Model 1. Accordingly, the centered VIF values of the independent variables are less than 10. Therefore, it can be concluded that multicollinearity problem does not exist among the independent variables.

ROE = β0 + β1 BS + β2 BC + β3 BCOM + β4 BI + β5 BM  + ε

Table 5: VIF Test
	
	Coefficient
	Uncentered
	Centered

	Variable
	Variance
	VIF
	VIF

	C
	 103.3560
	 95.15028
	 NA

	BS
	 0.548779
	 28.66094
	 1.681541

	BC
	 0.003162
	 14.81984
	 1.278606

	BCOM
	 3.683770
	 27.81523
	 1.627614

	BI
	 0.007680
	 13.72862
	 1.351561

	BM
	 0.309016
	 7.867045
	 1.448401


Source: Survey Data

The Table 5 depicts the VIF Test for Model 2. As per this, the centered VIF values of the independent variables Board Size, Board Composition, Board Committee, Board Independence and Board Meetings are less than 10. Hence, it is assumed that multicollinearity problem does not exist among the independent variables.

4. conclusions/RECOMMENDATIONS

The study focuses on the effect of Board Characteristics on performance of companies listed in Colombo Stock Exchange under real estate industry. The results of the analysis disclose the negative impact of Board Size and Board Meetings over Return On Assets. As a result, the hypotheses H1a and H1e are rejected and H1b, H1c and H1e are accepted. At the same time, there is a negative effect of Board Size, Board Independence and Board Meetings over Return On Equity. This leads to rejection of H2a, H2d and H2e as well as acceptance of H2b and H2c hypotheses. The agency theory supports with current studies as the number of non-executive directors and independent directors increase in the board, the effectiveness of the board will be improved. Due to this, the firm performance gets enhanced. It is recommended to focus on other attributes of corporate governance in future studies.
5. References
Achchuthan, S., Rajendran, K., & Nadarajah, S. (2013). Corporate governance practices and capital structure: a case in Sri Lanka. International Journal of Business and Management, 8(21), 114.

Azeez, A. A. (2015). Corporate governance and firm performance: evidence from Sri Lanka. Journal of Finance, 3(1), 180-189.

Cadbury, A. (1992). Report of the committee on the financial aspects of corporate governance (Vol. 1). Gee.

Dissanayake, A. D. M., & Dissanayake, T. D. S. H. (2019). Impact of selected board characteristics on firm performances of listed manufacturing firms in Sri Lanka. International Conference On Business Research, 54-68
Ekanayake, A., Perera, H., & Perera, S. (2009). Towards a framework to analyse the role of accounting in corporate governance in the banking sector. Journal of Applied Management Accounting Research, 7(2), 21.
Hemathilake, D. H. U., & Chathurangani, H. B. P. (2019). Corporate Governance and Firm Performance: A study in Sri Lanka. International Journal of Advance Research and Innovative Ideas in Education, 5(13), 705-712.
Panditharathna, K., & Kawshala, H. (2017). The Relationship between Corporate Governance and Firm Performance. Management Administrative Sciences Review, 6(2), 73-84.
ISSN 2012-9912 © The Open University of Sri Lanka 
                                                                                                     5

