






















































































population of this study will include nine firms listed under manufacturing and allied at the NSE

of Kenya, as shown in (see Appendix 1).

3.4 Data Collection

The study would be based on secondary data to enhance accuracy and reliability. The data for the
study was obtained from the Central Bank of Kenya, company websites' audited financial
statements, and NSE Handbook. From the statement of results, what was picked for analysis is the
sales, earnings before interest and tax, and retained earnings. The secondary data collected was in
the form of soft protected copy and hence high reliability. Next, all documents were copied to excel
sheets per company. Finally, data on excel sheets was transferred to the SPSS package for analysis.
In order to achieve the general objectives of the research on the effect of capital structure on
financial performance in manufacturing firms, the research would adopt the following model in
which financial performance is the dependent variable, while capital structure was the independent

variable with control variables.

3.4 1 Measurement of Variables

Variable Measurement
Type of Definition

Variable
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Financial Dependent | Financial ~ Performance _Netincome 149
) ROA = Avg Total Asset
Performance | Variable was used to describe a
company’s Financial _
(FP) _ ROE=
health comprehensively. Net income
Avg .Shareholder's equity *
100
Long term|Independent |It was a source of [Figures had been sourced
debt Variable financing by firms through |from the financial statement.
loans payable for more
than one year.
Equity Independent |Equity refers to the |[Equity less Retained
Variable amount which belongs to earnings
the owners of the firm.
This amount would not
include retained earnings.
Retained Independent |Retained earnings |Figures had been directly
Earnings Variable represent the amount of [sourced from the financial

funding that remains after
a firm made its dividend
the

payments to

shareholders.

statement.

Table 1 Measurement of Variables
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3.5 Data Analysis

To achieve the study objectives, we used descriptive statistics to help in summarizing the data,
model specification and diagnostic tests helped confirm check the assumptions of the model to be
used. The relevance of the model was evaluated using analysis of variance (ANOVA), and the
significance of the independent variables in explaining the dependent variable was evaluated using

t-tests.

3.5.1 Descriptive Statistics

The study summarized data in terms of maximum, minimum, mean, median, standard deviation

and provide the pattern of the same through descriptive statistics.

3.5.2 Model specification

The dependent variables in the study had two measures, namely ROA and ROE. There were
therefore two models developed in the study using the multiple regression analysis. Basically,
multiple regression analysis would be used to estimate the causal relationship between capital
structure and financial performance. A multivariate linear regression model was used in order to
logically put all variables together in evaluating how a set of explanatory variables affected a
dependent variable. I used the Statistical Packages for Social sciences, SPSS, due to the ability in
simplifying repetitive tasks and also the capacity to handle complex data manipulation and

analysis.

Financial performance was measured as thus:

Financial performance (Yi) = ROE; ROA; ...t 1

Hence the regression models were forecasted thus;
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ROE= 0 + BIXTItHB2X2HHB3X3It +E  eeveereeeeeeeeeeeneeens 2

ROA= 0 + BIXTItHB2X2HHB3X3I FE  eovevreeeeeeeeeeeneeeeins 3

Where: i denoted the company listed under manufacturing and allied firms
t= time period in years
Yic represented the financial performance of the companies listed under the manufacturing and

allied firms

X1j-represented the long term debt for the period t

X2t -represented equity for the period t
X3i;- represented retained earnings for the period t

a- represented a Constant which describes financial performance without insertion of independent

variables, i.e. the value of Y when the value of X is zero

Bi' was the factor of variable i, which measured the extent to which the dissimilarity in Y was

explained by deviations in X
€ = was the error term and it accounts for effect of variables that were omitted from the regression.

One single measure of financial performance of manufacturing firms: The Z-score The Z-Score
formula took the following form: ROA minus the capital ratio, or total equity divided by total
assets, and the whole expression is divided by the standard deviation of ROA. The study adopted
correlation analysis in establishing the effect of long-term debt, equity, and retained earnings on
the financial performance. Analysis of variance was used in assessing the significance of the
model, while t-tests were used in assessing the relevance of the independent variables in explaining

the dependent variable.

3.5.3 Diagnostic tests

Diagnostic tests examine whether the study met its objectives.
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3.5.3.1 Multicollinearity

The presence of multicollinearity was checked to see that independent variables could be
potentially related with one another. The presence of multicollinearity caused unstable regression
and inflates the standard error. A small amount of multicollinearity might present a problem, but if
it is reasonable, then the issue could be sorted out. Variance Inflation Factor was used to check
how each independent variable was related to others. VIF interpretation: The rule given should
apply to interpret the Variance inflation factor; VIF -value would mean conclusion; VIF = 1 not

correlated; 1<VIF5 would mean highly correlated. (Daoud, 2017).

3.5.3.2 Normality

The normality tests supplement the graphical assessment of normality. Normality testing was done
to ensure that sample data is drawn from a normally distributed population. Normality testing was
conducted using marks in the model compared to an ordinarily circulated set of marks with a
similar mean and standard deviation. Normality tests should be done for checking normality using
the Shapiro-Wilk test, which is available in SPSS. (Ghasemi & Zahediasl, 2012) and also the
Kolmogorov-Smirnov was used to test whether a set of observations was from a normal

distribution when the mean and the variance were not specified but was estimated from the sample.

3.5.3.3 Heteroscedasticity Test

Heteroscedasticity was tested using the Glejser test, which tests for non-constant error terms of the
regression. The impact of this violation of the homoscedasticity assumption was one of degree,
increasing as heteroscedasticity increases. It also leads to biased standard error estimates.
Heteroscedasticity could be the result of omitted predictors that were not included in the model or

the misspecification of the omitted nonlinear predictor terms.

3.5.3.4 Tests of model goodness of fit

To assess assumptions of the model Regression analysis would examine the distribution of
residuals. The significance of the full model was tested at a 95% level of confidence using the F

test. In order to assess the independent variable's significance, a T test with a 95% confidence level
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was also employed. The regression model's dependability was determined using the coefficient of

determination and a Significant F-test suggests the model is useful in explaining the variation.
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CHAPTER FOUR
DATA ANALYSIS, PRESENTATION, AND INTERPRETATION OF RESULTS

4.1 Introduction

The chapter presents data from the study was collected, discussed, and presented. Two weeks were
allocated for data collection. Data was analyzed in accordance with the research objectives.
Descriptive statistics, regression analysis and diagnostic tests were used to analyze the secondary

data.

4.2 Response rate

The data collection process involved retrieving secondary data from 11 manufacturing firms listed
under the NSE, out of which data from 9 firms were successfully obtained. This resulted in a data
retrieval rate of 81.8%, which is considered satisfactory for representing the population of listed
manufacturing firms. The 18.2% non-retrieval rate was due to factors such as unavailability of data

and access restrictions. The data retrieval rate is presented in Figure 4.1 below.
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Response rate

mRetrieved data mNon retrieved data

Figure 2 Response Rate

Figure 1: Response rate

Source: Research data

4.3 Descriptive statistics

Through SPSS version 20 researchers used descriptive statistics to transform raw data into more
expressive statistical outputs that utilized mean and standard deviation statistics. By examining the
mean, range, and standard deviation of these variables, the analysis highlighted significant
variations in financial structure and profitability across the firms. These differences suggested

diverse strategies and risk profiles in the management of debt, equity, and profit retention.

N Minimum | Maximum | Mean Std.
Deviation
Statistic | Statistic Statistic Statistic Std. Statistic
Error
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ROA (%) 45 1.8 12.0 6.916 .3940 2.6432
ROE (%) 45 4.0 22.0 12.807 7859 5.2719
Long-term 45 300 20000 4508.67 941.045 6312.720
Debt (Million

KES)

Equity 45 1500 35000 10402.22 | 1599.215 | 10727.863
(Million KES)

Retained 45 200 15000 3472.22 645.449 4329.806
Earnings

(Million KES)

Valid N | 45

(listwise)

Table 2 Descriptive statistics

Source: Research data, 2025

Table 4.1 above provide an analysis of key financial variables for 9 firms, including Return on
Assets (ROA), Return on Equity (ROE), long-term debt, equity, and retained earnings. Each
finding suggests important insights about the financial health and performance of these firms.

The ROA had a mean of 6.916%, with a standard deviation of 2.6432%, indicating that most firms
exhibited fairly similar efficiency in generating profits from their assets. The values ranged from
1.8% to 12%, suggesting that while some firms were more efficient in asset utilization, the
differences were not extreme. This implies that the firms generally managed their assets

effectively, though some firms may have faced challenges in maximizing returns from their assets.

On the other hand, the ROE showed a higher mean of 12.807% and a greater standard deviation
of 5.2719%, with values ranging from 4% to 22%. This suggests that the firms varied more
significantly in their ability to generate returns for shareholders. The broader range and higher
variability indicate that some firms were better able to leverage their equity to produce profits,
while others struggled to deliver comparable returns. This could be due to differences in

profitability, leverage strategies, or operational efficiency.
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The long-term debt levels also displayed substantial variation, with a mean of 4,508.67 million
KES and a large standard deviation of 6,312.720 million KES. The debt levels ranged from 300
million KES to 20,000 million KES, indicating that firms had very different approaches to debt
financing. Some firms relied heavily on debt, while others maintained low debt levels. Firms with
higher debt might be more leveraged, potentially increasing their returns but also exposing them
to higher financial risk, while those with lower debt could be more conservative in their financing

strategies.

Equity levels showed a mean of 10,402.22 million KES and a standard deviation of 10,727.863
million KES, with values ranging from 1,500 million KES to 35,000 million KES. This suggests
a wide disparity in the financial capital of the firms, with some being well-capitalized and others
operating with more limited resources. Firms with larger equity bases are likely to have more
flexibility for investment and growth, while those with smaller equity may be more constrained in

their operations.

Retained earnings also exhibited notable variability, with a mean of 3,472.22 million KES and a
standard deviation of 4,329.806 million KES. The range of retained earnings spanned from 200
million KES to 15,000 million KES, indicating that firms differed significantly in their ability to
retain and reinvest profits. Firms with higher retained earnings may have been more profitable or
opted to reinvest earnings rather than distribute them, while those with lower retained earnings

may have faced profitability challenges or prioritized shareholder distributions.

4.4 Regression analysis

Regression analysis functions as a statistical approach for estimating dependent variables (Y) by
studying independent variables (X). Linear regression has become one of the most common
statistical tools because it studies variable relationships (Kumari and Yadav, 2018). The study

utilized multiple regression methods through SPSS version 20 software for analysis.

4.4.1 Diagnostics test

The research variables underwent diagnostic tests to measure their alignment with regression
analysis conclusions. A diagnostic test evaluated the extent of objective achievement for the study's

intended goals.
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4.4.1.1 Multicollinearity Test

Multicollinearity tests were performed to assess the degree of similarity among the independent

variables as follows:

Coefficients
Model Unstandardized | Standardized | t Sig. | Collinearity Statistics
Coefficients Coefficients
B Std. Beta Tolerance | VIF
Error
1 | (Constant) | 4.627 .614 7.542 | .000
Long- -.004 .001 -4.840 - .000 | .007 149.740
term Debt 7.208
(Million
KES)
Equity .001 .000 | 3.034 8.662 | .000 | .025 40.759
(Million
KES)
Retained .003 .001 2.576 3.753 | .001 | .006 156.489
Earnings
(Million
KES)

Table 3 Multicollinearity Test

Source: Research data, 2025

The multicollinearity test results, as presented in the table, indicated the correlation between the

independent variables: Long-term Debt, Equity, and Retained Earnings. Multicollinearity, which

occurs when independent variables are highly correlated, posed concerns about the reliability of

the regression results. The focus was on the tolerance and variance inflation factor (VIF) values to

determine the severity of multicollinearity.
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For Long-term Debt, the unstandardized coefficient (B) was -0.004, showing a negative
relationship with the dependent variable. The t-value of -7.208 and the significant p-value (0.000)
confirmed that this variable was statistically significant. However, the tolerance value was
extremely low (0.007), and the VIF was very high (149.740), signaling severe multicollinearity.
Similarly, Equity had a positive coefficient (B = 0.001) and was statistically significant, with a t-
value of 8.662 and a p-value of 0.000. Nonetheless, it also had a low tolerance value of 0.025 and

a high VIF of 40.759, indicating substantial multicollinearity.

Retained Earnings had a positive coefficient (B = 0.003) and was significant, with a t-value of
3.753 and a p-value of 0.001. Like the other variables, it had a very low tolerance value (0.006)
and an extremely high VIF (156.489), further suggesting severe multicollinearity. The consistently
high VIF values and low tolerance values across all three variables indicated that multicollinearity

was a significant issue in the model.

4.4.1.2 Normality test

Tests of Normality

Kolmogorov-Smirnov Shapiro-Wilk

Statistic | df Sig. Statistic | df Sig.
ROA (%) .081 45 200 974 45 313
ROE (%) .109 45 200 947 45 .039
Retained Earnings | .308 45 .000 .703 45 .000
(Million KES)
Equity (Million KES) 319 45 .000 737 45 .000
Long-term Debt | .321 45 .000 .660 45 .000
(Million KES)

Table 4 Normality test

a. Lilliefors Significance Correction

Source: Research data, 2025
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The results of the normality tests in Table 4.3 show mixed outcomes across the variables. For ROA
and ROE, the Kolmogorov-Smirnov test indicates no significant deviation from normality, with p-
values of 0.200 for both variables. The Shapiro-Wilk test also confirms that ROA data was
normally distributed (p = 0.313), while ROE had a p-value of 0.039, suggesting a slight deviation
from normality. However, retained earnings, equity, and long-term debt show significant

deviations from normality in both tests, with p-values of 0.000.

4.4.1.3 Heteroscedasticity test

Heteroscedasticity test examines the relationship between independent variables and the dependent
variable while assessing the variance of the error terms. Glejser test was used to find the
heteroscedacity test. The analysis involved evaluating the effect of long-term debt, equity, and
retained earnings on the model, with the goal of identifying any potential heteroscedasticity.
Moreover, if the significant value is > 0.05 then there is no problem of heteroscedasticity and vice

versa. The findings are as shown in table 4.4 below.

Model Unstandardized Standardized | t Sig.
Coefficients Coefficients
B Std. Error | Beta
1 (Constant) 2.410 333 7.232 .000
Long-term Debt | -.003 .000 -7.282 - .000
(Million KES) 10.012
Equity (Million KES) | .001 .000 3.669 9.668 .000
Retained  Earnings | .003 .000 4.175 5.615 .000
(Million KES)

Table 5 Heteroscedasticity test

Source: Research data, 2025

The results from the heteroscedasticity test indicated that all three independent variables long-term
debt, equity, and retained earnings were statistically significant, each with a p-value of 0.000. This
suggested that each of these financial factors had a meaningful impact on the dependent variable.

Specifically, long-term debt had a negative relationship with the dependent variable, with an
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unstandardized coefficient of -0.003 and a t-value of -10.012. This indicated that as long-term debt

increased, the dependent variable tended to decrease, highlighting a significant inverse effect.

On the other hand, equity showed a positive relationship with the dependent variable, with a
coefficient of 0.001 and a t-value of 9.668. This suggested that as equity increased, the dependent
variable also increased, with a strong positive effect. Similarly, retained earnings demonstrated a
positive relationship, with a coefficient of 0.003 and a t-value of 5.615. This meant that higher
retained earnings were associated with a higher dependent variable, suggesting that firms with
greater retained earnings were better positioned to positively influence the outcome being

measured.

Given the significant t-values and corresponding p-values, the findings showed that the
relationships between the independent variables and the dependent variable were statistically
robust. Additionally, the consistent and stable nature of these relationships across the values further
suggested that the model did not exhibit heteroscedasticity.

4.4.2 Model summary

The research had two measures of financial performance (ROA, ROE) hence two models were

presented.

Model Summary

Model R R Square Adjusted R Square Std. Error of the
Estimate
1 925 .855 .845 1.0422

Table 6 ROA Model summary

a. Predictors: (Constant), Retained Earnings (Million KES), Equity (Million KES), Long-term
Debt (Million KES)

Source: Research data, 2025

Table 4.5 presented the results of the regression analysis using ROA as the dependent variable.
The R value was 0.925, indicating a very high degree of correlation between ROA and the
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independent variables (equity, long-term debt, and retained earnings). This suggested that there

was a strong positive relationship between the predictors and ROA during the period under study.

The R-squared value was 0.855, meaning that 85.5% of the variation in ROA was explained by
the independent variables. This indicated that the predictors were highly effective in explaining
the financial performance of the firms in the study, although 14.5% of the performance was likely
influenced by factors outside the model.

The Adjusted R-squared value of 0.845 accounted for the number of predictors in the model, and
the small reduction from R-squared to Adjusted R-squared showed that the independent variables
remained significant and robust in explaining the variations in ROA.

The Standard Error of the Estimate was 1.0422, which measured the accuracy of the model’s
predictions. A lower standard error indicated better predictive accuracy, suggesting that the model
performed well in predicting the ROA of the firms based on the given independent variables.

ANOVA
Model Sum of | df Mean Square | F Sig.
Squares
1 Regression 262.868 3 87.623 80.675 .000
Residual 44.531 41 1.086
Total 307.399 44

Table 7 Analysis of Variance (ANOVA)-ROA

a. Dependent Variable: ROA (%)

b. Predictors: (Constant), Retained Earnings (Million KES), Equity (Million KES), Long-term
Debt (Million KES)

Source: Research data

Table 4.6 above shows the ANOVA results of how fine the data fits the regression equation. The

significance level was at 0.000 an indication that the overall regression model was highly
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statistically significant because it was below 0.05. This suggests that there was a very strong
relationship between the independent variables (equity, long-term debt, and retained earnings) and
the dependent variable (ROA). Therefore, the results provide strong evidence that the independent

variables collectively contributed to explaining the variation in ROA, and the regression model fit

the data well.
Model Unstandardized Standardized t Sig.
Coefficients Coefficients
B Std. Error | Beta
1 (Constant) 2410 333 7.232 .000
Long-term Debt | -.003 .000 -7.282 -10.012 | .000
(Million KES)
Equity (Million | .001 .000 3.669 9.668 .000
KES)
Retained Earnings | .003 .000 4.175 5.615 .000
(Million KES)

Table 8 Coefficients table- ROA

The results presented in Table 4.7 provide insights into how long-term debt, equity, and retained
earnings impacted the return on assets (ROA). The constant (intercept) value of 2.410, with a
significant t-value of 7.232 (p-value of 0.000), indicated that even when the independent variables
(long-term debt, equity, and retained earnings) were zero, the firms' ROA would still be positive
at 2.410%. This baseline value suggests that factors other than those considered in the model also

contributed positively to ROA.

Long-term debt had a negative coefficient of -0.003, and with a t-value of -10.012 and a p-value
of 0.000, it was statistically significant. This indicated an inverse relationship between long-term
debt and ROA. Specifically, as long-term debt increased, the firms' ROA decreased. This finding
suggested that higher levels of long-term debt burdened the firms, potentially leading to lower

profitability and reduced financial performance.

On the other hand, equity had a positive coefficient of 0.001, with a t-value of 9.668 and a p-value

of 0.000, demonstrating a statistically significant positive effect on ROA. This result suggested
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that an increase in equity led to an improvement in the firms' financial performance. Firms with
higher equity levels were likely able to utilize their capital effectively, enhancing their profitability

and return on assets.

Retained earnings also showed a positive and significant relationship with ROA, with a coefficient
of 0.003, a t-value of 5.615, and a p-value of 0.000. This implied that firms that retained more of
their earnings saw a corresponding improvement in their ROA. The positive effect of retained
earnings suggested that reinvesting profits back into the business had a beneficial impact on

financial performance, contributing to higher profitability over time.

ROA function
Y=2.410 - 0.003X; + 0.001X>+ 0.003X3
Y=ROA
X1 = Long term debts
X2 = Equity
X3 =Retained issues

The regression function is based on the unstandardized beta coefficients from the model. The
coefficients explain the dependent variable (ROA) per unit contribution of the independent
variables. The findings show that, keeping other predictor variables constant, a unit increase in
long-term debt (X1) would decrease ROA by 0.003. A unit increase in equity (X2) would increase
ROA by 0.001, and a unit increase in retained earnings (X3) would also increase ROA by 0.003.
This indicates that while long-term debt has a negative impact on ROA, both equity and retained

earnings have a positive influence on the firms' return on assets.
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Model Summary

Model R R Square Adjusted R Square Std. Error of the
Estimate
1 936 877 .868 1.9187

Table 9 ROE Model summary

a. Predictors: (Constant), Retained Earnings (Million KES), Equity (Million KES), Long-term
Debt (Million KES)

Source: Research data

The ROE model summary presented in Table 4.8 provides key indicators of the strength and
explanatory power of the regression model used to predict Return on Equity (ROE). The R value
of 0.936 indicated a very strong positive correlation between the independent variables (long-term
debt, equity, and retained earnings) and ROE. This correlation suggested that the predictors were
highly related to the dependent variable, meaning that 93.6% of the variation in ROE was
associated with changes in the independent variables.

The R Square (R?) value of 0.877 demonstrated that 87.7% of the variation in ROE could be
explained by the model. This high R? value indicated that the independent variables provided a
robust explanation for the changes in ROE during the study period. The remaining 12.3% of the
variation in ROE was attributable to other factors not included in the model, suggesting that other

variables beyond long-term debt, equity, and retained earnings could also influence ROE.

The Adjusted R Square value of 0.868 was slightly lower than the R Square value, accounting for
the number of predictors in the model and adjusting for the sample size. This value indicated that
86.8% of the variability in ROE was explained by the model after adjusting for the number of
independent variables, reaffirming the model's strong explanatory power.

Additionally, the Standard Error of the Estimate of 1.9187 reflected the typical distance that the
observed ROE values fell from the regression line. A lower standard error indicated that the
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model’s predictions were relatively accurate, with a small degree of deviation between the

observed and predicted values.

ANOVA
Model Sum of | df Mean Square | F Sig.
Squares
1 Regression 1071.944 3 357.315 97.055 .000
Residual 150.944 41 3.682
Total 1222.888 44

Table 10 Analysis of Variance (ANOVA)-ROE
a. Dependent Variable: ROE (%)

b. Predictors: (Constant), Retained Earnings (Million KES), Equity (Million KES), Long-term
Debt (Million KES)

Source: Research data

Table 4.9 presents the ANOVA results for the ROE regression model. The significance level was
0.000, which indicated that the overall regression model was highly statistically significant, as it
fell well below the 0.05 threshold. This finding suggested a strong relationship between the
independent variables (long-term debt, equity, and retained earnings) and the dependent variable
(ROE). Consequently, the results provided robust evidence that the independent variables
collectively explained a significant portion of the variation in ROE, demonstrating that the

regression model effectively fit the data.

Model Unstandardized Standardized | t Sig.
Coefficients Coefficients
B Std. Error | Beta
1 (Constant) 4.627 614 7.542 .000
Long-term Debt | -.004 .001 -4.840 -7.208 | .000
(Million KES)
Equity (Million KES) | .001 .000 3.034 8.662 .000
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Retained  Earnings | .003 .001 2.576 3.753 .001
(Million KES)
Table 11 Coefficients table- ROA

Source: Research data

The results presented in Table 4.10 provide a detailed analysis of the impact that long-term debt,
equity, and retained earnings had on the return on assets (ROA). The constant (intercept) had a
value of 4.627, with a significant t-value of 7.542 (p-value of 0.000), indicating that, even when
the independent variables (long-term debt, equity, and retained earnings) were zero, the firms'
ROA would still be positive at 4.627%. This baseline value suggested that other factors, beyond

those considered in the model, also contributed positively to the firms' return on assets.

Long-term debt had a negative coefficient of -0.004, with a t-value of -7.208 and a p-value of
0.000, meaning the relationship was statistically significant. This negative coefficient indicated an
inverse relationship between long-term debt and ROA. Specifically, as long-term debt increased,
the firms' ROA decreased. This suggested that a higher level of debt was likely to strain the firm's

financial performance, reducing its profitability.

In contrast, equity had a positive coefficient of 0.001, with a t-value of 8.662 and a p-value of
0.000, showing that equity had a statistically significant positive impact on ROA. This finding
indicated that an increase in equity contributed to higher financial performance. Firms with higher
equity levels were likely to have better capital utilization, resulting in enhanced profitability and

improved return on assets.

Similarly, retained earnings had a positive coefficient of 0.003, with a t-value of 3.753 and a p-
value of 0.001. This relationship was also statistically significant, suggesting that firms which
retained a larger portion of their earnings experienced an increase in their ROA. The positive effect
of retained earnings reflected the benefits of reinvesting profits into the business, which ultimately

led to greater financial success and higher returns over time.

Regression Function ROE
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Y=4.627 - 0.004X; + 0.001X> + 0.003X3
Y=ROE
X1 = Long term debts
X2 = Equity
X3 =Retained Earnings

The regression function is based on the unstandardized beta coefficients from the model. The
coefficients explain the dependent variable (ROE) per unit contribution of the independent
variables. The findings indicate that, keeping other predictor variables constant, a unit increase in
long-term debt (X1) would decrease ROE by 0.004. Conversely, a unit increase in equity (X2)
would increase ROE by 0.001, and a unit increase in retained earnings (X3) would lead to an
increase in ROE by 0.003. This shows that while long-term debt negatively impacts ROE, both

equity and retained earnings contribute positively to financial performance.
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CHAPTER FIVE
SUMMARY, CONCLUSIONS AND RECOMMENDATIONS.

5.1 Introduction

This section primarily focused on providing the study’s summary on the findings from Chapter
four. This would further involve giving conclusions and specific recommendations on the study

objectives and providing a suggestion of any further studies.

5.2 Summary of findings

The summary of findings for the research objectives are as follows;

5.2.1 Effect of long-term debts on financial performance

Long-term debt exhibited substantial variability among the firms, with a mean of 4,508.67 million
KES and a standard deviation of 6,312.720 million KES. This variation highlighted the diverse
approaches firms had toward financing through debt. The regression analysis found that long-term
debt had a significant negative relationship with both ROA and ROE. As long-term debt increased,
both financial performance indicators (ROA and ROE) decreased. This suggests that firms with
higher long-term debt burdens struggled to generate profits from their assets and equity, potentially

facing financial risks associated with high debt levels.

5.2.2 Effect of Equity on financial performance

Equity, with a mean of 10,402.22 million KES and a standard deviation of 10,727.863 million
KES, showed wide disparities in the capital base of the firms. Firms with higher equity were
generally in a stronger financial position, as indicated by the positive coefficients for equity in both
the ROA and ROE regression models. The analysis revealed that an increase in equity positively

impacted both ROA and ROE. The results highlighted that firms with larger equity bases were
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better able to utilize their capital for growth, leading to improved profitability and higher returns
for shareholders. This finding underlined the importance of a strong equity base in fostering

financial success.

5.2.3 Effect of retained earnings on financial performance

Retained earnings, with a mean of 3,472.22 million KES and a standard deviation of 4,329.806
million KES, also demonstrated significant variation across the firms. The regression analysis
showed that retained earnings had a positive relationship with both ROA and ROE. Firms that
retained a larger portion of their earnings saw improved profitability and higher returns, reflecting
the advantages of reinvesting profits into business operations rather than distributing them to
shareholders. The positive effect of retained earnings suggested that firms with better internal

capital accumulation were in a stronger position to enhance their financial performance over time.

5.2.4 Financial performance (ROA, ROE)

Return on Assets (ROA) showed a mean of 6.916%, with a standard deviation of 2.6432%. The
values ranged from 1.8% to 12%, indicating that while most firms were relatively efficient in
utilizing their assets, some exhibited greater challenges in maximizing returns. The regression
analysis revealed that ROA was significantly influenced by long-term debt, equity, and retained
earnings. Long-term debt had a negative relationship with ROA, suggesting that higher debt levels
led to lower asset returns. Conversely, equity and retained earnings had positive impacts on ROA,
indicating that firms with higher equity and retained earnings experienced better returns on assets.
The model explaining ROA had a high R-squared value of 0.855, meaning 85.5% of the variation
in ROA could be attributed to these financial factors.

Return on Equity (ROE) had a mean of 12.807%, with a higher standard deviation of 5.2719%,
indicating more variability in firms' ability to generate returns for their shareholders. The ROE
model showed an even stronger relationship with the independent variables, with an R-squared
value of 0.877, meaning 87.7% of ROE's variability was explained by long-term debt, equity, and
retained earnings. The regression results confirmed that higher equity and retained earnings
positively impacted ROE, while long-term debt had a negative effect. Firms with more equity were
able to better leverage their capital for higher returns, while those with substantial debt levels faced

challenges in generating strong shareholder returns.
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5.3 Conclusion

In conclusion, the study findings provide a comprehensive analysis of the financial performance
of the firms in terms of Return on Assets (ROA) and Return on Equity (ROE). The ROA results
indicated that most firms were relatively efficient in utilizing their assets to generate profits and
limited variation across firms. While some firms demonstrated stronger asset efficiency than
others, the overall performance suggested effective asset management across the board. However,
the inverse relationship between long-term debt and ROA highlighted the potential negative
impact of high debt levels on asset returns, suggesting that firms need to carefully balance debt

financing with asset efficiency.

On the other hand, the ROE results showed greater variability among firms. This reflected
differences in the ability of firms to generate shareholder returns, with some firms significantly
outperforming others. The positive relationship between equity and ROE indicated that firms with
higher equity levels were more capable of generating returns for shareholders, emphasizing the

importance of strong capital bases for enhancing profitability and financial performance.

The analysis of long-term debt revealed a substantial variation in debt levels across firms, with
some heavily reliant on debt financing and others taking a more conservative approach. The
negative impact of long-term debt on both ROA and ROE suggested that excessive debt could be
detrimental to a firm's financial health, leading to reduced profitability and financial strain.
Therefore, firms should consider adopting prudent debt management strategies to avoid

jeopardizing their financial performance.

Additionally, the findings on retained earnings demonstrated the positive effect of reinvesting
profits back into the business. Firms with higher retained earnings were better positioned to
improve both ROA and ROE, indicating that retained profits contributed to long-term financial
success. This suggests that firms should prioritize the reinvestment of earnings to enhance

profitability and ensure sustained financial growth over time.
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5.4 Recommendations of the study

Firms should carefully assess their reliance on long-term debt to finance operations. The study
found that higher levels of long-term debt negatively impacted both ROA and ROE. Therefore, it
is recommended that firms maintain a balanced capital structure, reducing excessive debt and
considering alternative financing options, such as equity or internal funding. This will minimize

the financial strain associated with high debt servicing costs and improve profitability.

The study highlighted the importance of asset efficiency in driving firm profitability. To enhance
ROA, firms should focus on optimizing the use of their existing assets to generate higher returns.
This could involve better inventory management, upgrading outdated equipment, or implementing
technological innovations that enhance operational efficiency. Improved asset utilization will

directly contribute to higher returns and overall financial performance.

Firms with higher equity levels were better positioned to generate positive shareholder returns, as
evidenced by their superior ROE. It is recommended that firms strengthen their equity base through
retained earnings or external equity financing. By prioritizing equity over debt, firms can reduce

financial risk, ensure greater stability, and deliver more consistent returns to shareholders.

The study demonstrated that firms with higher retained earnings experienced better financial
performance. Therefore, it is recommended that firms allocate a portion of their profits toward
reinvestment in the business rather than distributing excessive dividends. Retained earnings should
be used to fund growth initiatives, research and development, and capacity expansion, ensuring

long-term profitability and competitive advantage.

5.5 Suggestions for further study

Future research could explore how external macroeconomic variables, such as inflation, interest
rates, and exchange rates, influence the financial performance of firms. This would provide a
deeper understanding of how these factors interact with internal financial metrics like ROA and

ROE and offer insights into how firms can adjust strategies to mitigate macroeconomic risks.

A longitudinal study examining the effects of long-term debt, equity, and retained earnings over

an extended period would provide insights into the evolving dynamics between financial strategies
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and firm performance. Tracking firms’ financial strategies and outcomes over several years would
help identify trends, changes in performance over economic cycles, and the long-term

effectiveness of different capital structures.

5.6 Limitations of the study

Since the study used secondary data, the researcher had no control over the accuracy,
completeness, or consistency of the data. Any errors or omissions in the original sources could

have affected the validity and reliability of the findings, potentially leading to biased conclusions.

The use of secondary data may introduce a time lag, as the data might not be up-to-date or reflective
of the current market conditions or firm performance. Changes in economic, regulatory, or industry
environments that occurred after the data was collected may limit the relevance of the findings to

the present context.

Secondary data is typically collected for purposes other than the current research, which may result
in data that is not perfectly aligned with the study's objectives. This limitation might have affected
the ability to explore certain variables or address research questions with the precision that primary

data collection would allow.
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APPENDICES

APPENDIX 1: COMPANIES LISTED AT THE NAIROBI SECURITIES EXCHANGE

0 N kWD

1. B.O.C Kenya Ltd (BOC)

B.O.C Kenya Ltd (Trading Symbol: BOC)
British American Tobacco Kenya Ltd (Trading Symbol: BAT)
Carbacid Investments Ltd (Trading Symbol: CARB)

East African Breweries Ltd (Trading Symbol: EABL)
Mumias Sugar Co. Ltd (Trading Symbol: MSC)

Unga Group Ltd (Trading Symbol: UNGA)
Kenya Orchards Ltd (Trading Symbol: ORCH)

Flame Tree Group Holdings Ltd (Trading Symbol: FTH)
Bamburi Cement Ltd (Trading Symbol: BAMB)

10. Eveready East Africa Ltd (Trading Symbol: EVRD)

11. Olympia Capital Holdings Ltd (Trading Symbol: OCH)

Year | ROA ROE Long-term Debt | Equity (Million | Retained Earnings
(%) (%) (Million KES) KES) (Million KES)

2019 | 7.0 10.5 500 3,200 800

2020 | 6.5 10.0 520 3,400 900

2021 (7.2 10.8 600 3,600 1,000

2022 | 7.5 11.2 620 3,800 1,150

2023 | 8.0 11.5 650 4,000 1,300

2. British American Tobacco Kenya Ltd (BAT)

Year | ROA ROE Long-term Debt | Equity (Million | Retained Earnings
(%) (%) (Million KES) KES) (Million KES)

2019 | 10.5 18.0 3,000 12,000 2,500
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2020 | 10.0 17.5 3,200 12,500 2,800
2021 | 11.0 19.0 3,500 13,000 3,100
2022 | 11.5 19.8 3,800 13,500 3,500
2023 | 12.0 20.0 4,000 14,000 3,800
3. Carbacid Investments Ltd
Year | ROA ROE Long-term Debt | Equity (Million | Retained Earnings
(%) (%) (Million KES) KES) (Million KES)
2019 | 8.0 15.0 1,200 5,000 1,100
2020 | 7.5 14.5 1,300 5,300 1,250
2021 | 8.2 15.5 1,500 5,600 1,400
2022 | 8.5 16.0 1,700 6,000 1,600
2023 9.0 16.5 1,800 6,200 1,800
4. East African Breweries Ltd (EABL)
Year | ROA ROE Long-term Debt | Equity (Million | Retained Earnings
(%) (%) (Million KES) KES) (Million KES)
20191 9.5 20.0 15,000 30,000 10,000
2020 | 8.5 19.5 16,000 31,000 11,000
2021 (9.0 20.5 18,000 32,000 12,000
2022 | 9.5 21.0 19,500 33,500 13,500
2023 | 10.0 22.0 20,000 35,000 15,000
5. Unga Group Ltd (UNGA)
Year | ROA ROE Long-term Debt | Equity (Million | Retained Earnings
(%) (%) (Million KES) KES) (Million KES)
2019 | 5.5 9.0 1,000 4,000 900
2020 | 5.2 8.5 1,200 4,200 1,100
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2021 | 5.8 9.5 1,500 4,500 1,300
2022 | 6.0 10.0 1,800 4,800 1,600
2023 | 6.2 10.5 2,000 5,000 1,900
6. Kenya Orchards Ltd (ORCH)
Year | ROA ROE Long-term Debt | Equity (Million | Retained Earnings
(%) (%) (Million KES) KES) (Million KES)
2019 | 3.5 6.0 500 2,500 400
2020 | 3.0 5.5 550 2,700 450
2021 | 3.8 6.5 600 2,900 500
2022 | 4.0 7.0 650 3,200 600
2023 | 4.5 7.5 700 3,400 700
7. Flame Tree Group Holdings Ltd (FTH)
Year | ROA ROE Long-term Debt | Equity (Million | Retained Earnings
(%) (%) (Million KES) KES) (Million KES)
2019 | 6.0 11.0 700 3,500 900
2020 | 5.8 10.5 750 3,700 1,000
2021 | 6.5 11.5 800 3,900 1,100
2022 | 6.8 12.0 850 4,200 1,300
2023 | 7.2 12.5 900 4,500 1,500
8. Bamburi Cement Ltd (BAMB)
Year | ROA ROE Long-term Debt | Equity (Million | Retained Earnings
(%) (%) (Million KES) KES) (Million KES)
2019 | 8.0 16.5 12,000 24,000 8,000
2020 | 7.5 16.0 13,000 25,000 9,000
2021 | 8.2 17.0 14,000 26,000 10,000
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2022 | 8.5 17.5 15,000 27,000 11,000

2023 1 9.0 18.0 16,000 28,000 12,000

9. Eveready East Africa Ltd (EVRD)

Year | ROA ROE Long-term Debt | Equity (Million | Retained Earnings
(%) (%) (Million KES) KES) (Million KES)

2019 | 2.0 4.5 300 1,500 200

2020 | 1.8 4.0 350 1,600 250

2021 (2.2 5.0 400 1,700 300

2022 | 2.5 55 450 1,800 350

2023 | 2.8 6.0 500 1,900 400
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