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Abstract
The purpose of this study was to examine the determinants of long term debt financing
decisions of non-financial firms quoted on the Nairobi Securities Exchange. The objective of
the study was to determine the influence of non-debt tax shield, liquidity, corporation growth
interest rates and size of the firm on long term debt financing decisions of non-financial firms
quoted on NSE. Pecking order theory which states that firms prefer internal financing to
external financing and risky debt to equity due to information asymmetries between insiders
and outsiders of a firm was found to explain the financing behavior of the non-financial firms
listed at the Nairobi Securities exchange for the period 2010 to 2014. The study employed a
mixed research design. The target population of the study included all the 46 listed nonfinancial firms on the NSE between the years 2010 and 2014. Primary data was acquired
through administering questionnaires to a purposive sample of Chief Executive Officers,
Chief Financial Officers and Financial Managers of non-financial companies listed on the
NSE as at 2014.Secondary data was collected from the NSE and CMA databases and
companies’ annual reports and data analyzed by use of descriptive and inferential statistics.
The findings of the study revealed that non debt tax shield, corporation growth and firm size
had a positive relationship with long term debt while interest rate and liquidity showed a
negative relationship.
Key Words: Long term debt, Short term debt, Debt Financing, Non-financial firms

1. Introduction
1.1 Background of the Study
Firm’s assets are oftenly financed using a mixture of debt and equity commonly referred to as
the firm’s capital structure. Debt financing refers to the mix of firm’s borrowed funds, which
comprises of the long-term and short-term debt finance used within the company (Nyamita,
Dorasam & Garbharran, 2015).
This study, however, concentrates on long-term debt financing. Long-term debt is used to
finance business ventures that have longer maturity periods. Kaplan (2012) affirms that there
are two types of long term debt financing alternatives: The first one is a term loan which is an
advance with a reimbursement time of over one year while the second one is leasing which
permits an organization to utilize an asset without paying everything upfront. Kayo and
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Kimura (2011) describe leasing as an agreement that is drawn up with the lessee agreeing to
pay periodic payments in exchange for the use of a capital asset.
Another long term obligation that organizations resort to is use of bonds. O’Brien and David
(2010) describe a bond as an obligation in which an investor loans money to a corporate
entity or government for a defined time frame at a variable or fixed interest rate. Bonds are
used by organizations, states and governments to raise cash and fund a variety of projects and
activities.
1.2 Statement of the Problem
Every firm would like a capital structure that best fits a situation that minimizes cost of
capital and maximizes the firm value. Literature suggests that debt requirements of a firm in
one industry differ from that of a firm in another industry because the various industries
experience different business environments (Titman & Wessels, 2012).
Debt financing decisions have been revealed to have noteworthy implications for the
operations of corporations, risk of failure, performance of corporation and the prospective of
the corporation to expand (Nyamita et al., 2015). Frank and Goyal (2009) investigated factors
that have a reliable relation to market based debt among American firms. The findings were
that large firms tend to have high debt levels while small firms with more profits tend to have
less debt. Alkhatib (2012) investigated the determinants of leverage of listed firms in the
Jordanian stock exchange. The study found out that growth and liquidity have a positive
impact on debt levels while profitability showed no significant relationship with debt.
In the Kenyan context, many researchers have reviewed determinants of capital structure and
debt financing; however these studies came up with conflicting conclusions. For example,
Turere (2012) investigated the determinants of capital structure in the Kenyan energy sector
and found out that company age, growth rate and liquidity have a negative impact on the total
leverage of a company while size and financial performance positively impacted on the
firm’s leverage. Additionally, other studies found out a negative relationship between a
firm’s growth and the level of debt and a positive relationship between firm size and level of
debt (Kayo & Kimura, 2011; Nyamita et al., 2014; Muema, 2013).
The analysis of the results of empirical research indicates that the observations are
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contradictory, as they convey evidence both in favor of negative and positive relationships
between determinants and debt financing (Nyamita et al. 2015). There is therefore need to
assess the determinants of long term debt financing decisions specifically for non-financial
firms in Kenya.
1.3 Research Objectives
The general objective is to establish the determinants of long term debt financing decisions of
non-financial firms listed on the Nairobi Securities Exchange.
1.3.1 Specific Objectives
1. To determine the effect of non-debt tax shield on long term debt financing decisions
of non-financial firms listed at the Nairobi Securities Exchange.
2. To establish whether liquidity determines long term debt financing decisions of nonfinancial firms listed at the Nairobi Securities Exchange.
3. To determine the effect of corporate growth on long term debt financing decisions of
non-financial firms listed at the Nairobi Securities Exchange.
4. To determine the effect of interest rates on long term debt financing decisions of nonfinancial firms listed at the Nairobi Securities Exchange.
5. To determine the effect of the size of the firm as a control variable on long term debt
financing decisions of listed non-financial firms at the Nairobi Securities Exchange.

2. Literature Review
2.1 Modigliani Miller Irrelevance Theory
This theory was initially published by Modigliani and Miller (1958) arguably shaping the
premise for present day consideration of capital structure. The theory expresses that without
taxes, bankruptcy costs, transaction costs and asymmetric information and the same rate of
interest of borrowing by individuals and enterprises, the value of a firm is autonomous of its
financial structure (Muema, 2013). The hypothesis affirms that in a perfect market the value
of the firm remains constant despite the blend of debt and equity that a firm uses. If a firm
uses cheaper debt then this expands the risk of the firm, consequently, the investors will
demand higher returns to compensate them for the high risk in their investments (Maniagi et
al. 2013).
This theory has been reviewed so as to build up on the dependent variable long term debt
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financing. The theory assumes that under an efficient market, how a firm is financed does not
affect its financial performance but rather the mixture of debt and equity without altering the
firm’s total cash flows ((Berk, DeMarzo & Harford, 2009). However, long term debt plays an
important role in any organization’s performance and therefore cannot be assumed.
2.2 Pecking Order Theory
This hypothesis is based on the assumption that managers have more information about their
firms than investors (Kinoti, 2015). This disparity of information is referred to as information
asymmetry. As demonstrated by Myers and Majluf (1984), if firm insiders have more
information about the value of the firm than investors, then equity may be mispriced by the
market. Adverse selection is when one party has more information than other parties
involved. The pecking order theory suggests that firms with few investment opportunities
and high free cash flows will have low levels of debt. However, high growth firms with low
free cash flows will have high debt levels (Chipeta & Vermaak 2012). Some studies have
confirmed the existence of the pecking order theory for instance (Rajan & Zingales 1995;
Flannery & Rangan, 2006).
The researcher reviewed this theory so as to anchor the independent variables liquidity and
interest rates. The theory explains that managers will follow a financing hierarchy, using up
internal funds first, then risky debt, and finally resorting to equity (Kinoti, 2015). Debt
finance is considered attractive, cheap, profitable and more flexible (Maniagi et al., 2013).
Owing to information asymmetry between the firm and potential investors, any firm will
prefer retaining earnings to debt, short-term debt over long-term debt and debt over equity.
2.3 Trade off Theory
The trade-off theory as established by Myers (1984) states that holding the firm’s assets and
investment plans constant, the most desirable debt ratio of a firm is determined by a trade-off
between costs and benefits of borrowing. Firms balance debt and equity positions by making
trade-off between the value of interest tax shields and the cost of bankruptcy or financial
distress (Frank & Goyal, 2007). However, if there are no adjustment costs attached to capital
structure changes, the observed capital structure should be optimal in the sense that it
maximizes the firm value.
The study reviewed this theory to build up on the independent variables non debt tax shield
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and corporate growth. The theory simply suggests that managers prefer debt and they trade
off the costs and benefits of debt to get their optimal debt ratio (Chipeta et al., 2012). The
theory predicts that firms with relatively few non-debt tax shields such as investment tax
credits and depreciation and more taxable income will have more incentives to borrow.
2.4 Conceptual Framework
A conceptual framework is a written or visual presentation that explains either graphically, or
in narrative form, the main things to be studied, the key factors, concepts or variables and the
presumed relationship among them (Ronoh & Ntoiti 2015).
Independent Variables

Dependent Variable

NON DEBT TAX
SHIELD
Depreciation/ Total
assets
LIQUIDITY
Current ratio
LONG TERM DEBT
FINANCING DECISIONS
Long term debt to asset ratio

CORPORATE
GROWTH
Market price to Book
Value

INTEREST RATES
Interest coverage ratio

SIZE OF THE FIRM
Natural Log of sales

CONTROL
VARIABLE

Figure 2.1: Conceptual Framework
Source: Researcher (2016)

2.5 Non debt Tax Shield
Non-debt tax benefits constitute alternatives to tax shield interests from a tax point of view.
In other words, firms with sufficient investment tax credits and depreciation are likely to use
less debt (Kouki & Said, 2012). The presence of non-debt tax shields such as depreciation
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and investment tax credits in a firm’s financial statements reduces the firm’s tax bill, thereby
lowering the effective tax rate (Chipeta et al., 2012). According to Trade-off theory,
companies with higher amount of tax-shields for example depreciations or amortizations or
costs of research and development are simply having lower expected tax rate and have lower
debt ratio as well (Fama & French, 2012).
Several empirical studies support a negative relationship between non debt tax shield and
leverage (Huang & Song, 2006; Muema, 2013; Titman & Wessels, 2012). However, Chang
et al. (2009) confirm a positive relationship between leverage and non-debt tax shields for
listed non-financial corporations in Taiwan. In this study, non-debt tax shield will be
calculated by depreciation divided by total assets.
2.6 Liquidity
Liquidity position of a firm can be determined by using ratios such as current ratio, quick
ratio and operating cash flow ratio. It is vital for organizations to be concerned on this
because, if they need to sell property or stock, they also need a customer to buy that stock
(Ghosh & Moon, 2010).
According to Myers (1984) a positive relationship exists between debt and liquidity because
higher liquidity ratio can support a relatively higher debt ratio due to greater ability of a firm
to satisfy short-term contractual obligations on time (Nyamita et al. 2014). On the contrary,
Myers and Majluf (1984) believe that a negative relationship exist between liquidity and debt
because firms with enough liquidity may use internally available funds to finance investment
thus supporting the pecking order theory. In theory, corporations with more liquid assets can
use them as alternative internal source of funds instead of debt, leading to lower debt
financing levels (Öztekin & Flannery, 2012). In this study, current ratio will be used as a
proxy for liquidity as given by current assets divide by current liabilities.
2.7 Corporation Growth
Generally, high growth companies require a lot of capital to achieve the positive cash flow
necessary to grow on internally generated funds. There primary source of capital are equity
investments, which require giving up partial ownership of the business in exchange for the
funds necessary to grow the company (Rajan and Zingales, 1996).
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According to Myers (1984) growth opportunity is positively related to capital structure in
accordance to pecking order theory due to the fact that higher growth rate implies a higher
demand for funds and therefore a greater reliance on external financing through the preferred
source of debt .On the other hand, the trade-off theory assumes a negative relationship
between capital structure and corporate growth opportunities. This relationship is negative
because firms with high growth opportunities tend to have more financial distress costs than
firms with low growth opportunities.
2.8 Interest Rates
Interest rate can be looked at as the price of borrowing. Changes in interest rates with other
variable such as taxation, can influence debt financing levels within a corporation, since
corporations are more likely to use debt when the cost of borrowing is low (Deesomsak et al.,
2004). They argue that under this hypothesis, the level of interest rates is expected to be
negatively related to debt financing levels.
Njoroge (2013) assert that when interest rates are raised, the general effect is to lessen the
amount of money in circulation, which works to keep inflation low. On the other hand, lower
interest rates give companies an opportunity to borrow money at lower rates, which allows
them to expand their operations and also their cash flows. Ongweso (2006) argued that when
interest rates are declining, the economy is expanding in the long run. Appropriate interest
rates should therefore be set to maintain inflation at desired levels while encouraging
economic development.
2.9 Firm Size
The size of the firm is an important factor in the financial market whether it’s measured in
terms of the output, value addition or the number of employees (Rajan & Zingales 1995). In
addition, large corporations have lower agency costs of debt; relatively smaller monitoring
costs and less volatile cash flows. They have easier access to credit market and require more
debt to fully benefit from the tax shield (Deesomsak, et al., 2004).
The tradeoff theory supports a positive relationship between firm size and debt. However, as
stated by Rajan and Zingales (1995), if the costs of financial distress are low, the positive
relationship should not be strong. Agency theory also suggests a positive relationship
between size and leverage. Pecking order theory suggests a negative relationship between
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size and leverage. This is because larger firms have less asymmetric information problems
which imply that they will have a higher preference for equity than smaller ones. Empirical
studies that support a positive relationship between firm size and debt include (Rajan &
Zingales, 1995; Frank & Goyal, 2007). On the other hand, a negative relationship is also
reported by (Titman & Wessels, 2012).
2.10 Long Term Financing
Financing long-term capital investments is one of the important functions of the financial
system. Long-term investments are usually carried out in larger scale and incorporate
advanced technology that increase economic growth and productivity levels. Brealey et al.
(2012) confirms that financial leverage of a firm is the ratio of total debt to total assets. The
rationale behind using total debt rather than long term or short term debt is to avoid their
contradictory relations with debt mostly witnessed in the Banking sector.
The theoretical literature reviewed is inconclusive on how the maturity of debt affects
investment and firm performance (Demirgüç-Kunt et al., 2015). The authors argue that longterm finance may have a positive effect on investment and performance for firms that need it;
since it allows firms to invest in projects that bring in returns in a relatively long time
horizon. On the other hand, long-term finance can distort managers’ incentives, hampering
investment and firm performance.
2.11 Research Gaps
Studies that have been done locally constitute important steps towards more realistic tests of
determinants of debt financing decisions, however the results produced have been mixed and
inconclusive.
In the Kenyan context, various studies have been conducted on the subject of capital
structure of firms but few have concentrated on long term debt financing. Bitok et al. (2014)
did a study on determinants of leverage at the NSE. The authors found that larger and more
profitable firms maintain a high debt ratio while firms with higher growth rate tend to use
less debt financing. Isabwa and Cheruiyot (2015) on the other hand, found out that using
more long term debt negatively affect firm performance. Odero (2014) assessed the impact of
corporate tax on debt financing on non-financial firms on NSE and found out that only tax
rate, size and profitability determine debt financing. Ngugi (2008) investigated capital
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financing behaviour of firms quoted on NSE. The study found out that the main determinants
of capital financing behaviour are information asymmetries, non-debt tax shields and local
capital market infrastructure.
In as much as cost is an important factor in determining the choice of capital structure,
research on the determinants of long term debt financing remains inadequate in the Kenyan
context (Boyani, 2015).The lack of agreement by various scholars on the determinants of
long term debt financing constitutes a knowledge gap and therefore motivated investigation
on the area of study.

3. Research Methodology
This study employed mixed research design that consisted of both qualitative and
quantitative methods. The target population in this study were all the 46 non-financial listed
companies at the NSE from 2010 to 2014. Data was collected from both Primary sources and
secondary source by means of administration of questionnaires and review of financial
reports from the target population. The sample size in this study for collecting primary data
was 35 respondents. Purposive sampling was used to identify the specific respondents who
included Chief Executive Officer, a Chief Financial Officer and a financial Manager. Data
was analysed using descriptive statistics and inferential statistics. The data analysed was
performed based on Statistical Package for Social Sciences (SPSS) version 21. The
hypothesis testing was done at 5% level of significance. The regression models that were
used for this study were as follows.
Model 1
LT = ß0 + ß1NDTS + ß2IR + ß3GT + ß4LQ + e
Model 11
LT = ß0 + ß1NDTS + ß2IR + ß3GT + ß4LQ+ ß5 SZ+ e
LT = Long term debt, as given by; Total interest-bearing Debt divided by Total Assets
SZ = refers to Size, as given by; Natural logarithm of sales
NDTS = Non debt tax shield, as given by; depreciation divided by total assets
IR = Interest rates, as given by; EBIT divided by Interest expense
GT = Growth, as given by; market capitalization divided by net value of assets
LQ = Liquidity, as given by Current Assets divided by Current Liabilities
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ß0 = Constant term
ß1 – ß4 = Regression coefficients
e = the error term

4. Research Findings And Discussion
4.1 Descriptive Statistics
The descriptive table 4.1 displays the mean, median, standard deviation, minimum and
maximum values for each of the five variables.
Table 4.1: Analysis of Descriptive Statistics

LT DEBT
TO ASSET
RATIO

NDTS

LIQUIDIT
Y

Mean

0.2618

0.0591

0.2745

Median

0.1881

0.0483

Standard
Deviation

0.2029

Kurtosis

CORPORA
TE
GROWTH

FIRM
SIZE

INT.
RATES

1.7356

15.9926

16.6040

1.3019

0.6141

16.2969

4.1935

0.1484

2.7621

2.1016

1.9451

44.6782

-0.2281

6.5875

17.9534

1.4689

-0.2930

9.8757

Skewness

0.9249

0.5471

3.7419

1.5943

-0.5349

2.8026

Minimum

0.0036

0.6134

0.3962

0.1065

11.1276

-62.4316

Maximum

0.7558

0.5356

18.7609

8.1330

19.0757

234.4509

Confidence
Level (95.0%)

0.0474

0.0346

0.6445

0.4903

0.4538

10.4241

The first variable is the dependent variable long term debt (LT) whose minimum value is
0.0036 and maximum values 0.755. Non debt tax shield (NDTS) has a minimum value of 0.6134 and maximum value of 0.5356 with mean of 0.0591; it shows the percentage of
depreciation to total assets. The standard deviation is 0.1484.Growth (GT) was measured by
market capitalization to net asset value of assets and has a maximum and minimum value of
8.133 and 0.106 respectively. The mean is 1.7355. This implies that the opportunity for
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growth for firms on NSE is more than 150%. Liquidity (LQ) which was measured by current
assets to current liabilities has a maximum and minimum value of 18.7609 and 0.3962 with a
mean of 2.2744 while interest rates which were measured by earnings before Interest and
taxes divided by interest expense has a maximum of 234.450 and a minimum of -62.4315.
The mean is 16.604. The variable has the highest standard deviation among all variables.
Size has been used in this research as a control variable. Size was taken as the natural
logarithm of sales. It has minimum, maximum and mean values of 11.127, 19.075 and 15.992
respectively and with a standard deviation of 1.945.
4.2 Correlation Analysis
Correlation is useful when determining the strength and direction of association between two
variables. Pearson correlation coefficient has been used to measure the linear association
between two variables and the results are presented in table 4.2 below.
Table 4.2: Correlation Matrix
Correlations
LT debt
to asset Non debt Corporate
ratio
tax shield
growth
Long term debt Pearson
financing
Correlation
decision
Sig. (2-tailed)

1

N
Non debt tax
shield

Pearson
Correlation

38
.274*

Sig. (2-tailed)
Pearson
Correlation

38

38

.279*

.007

.045

.961

38

38

38

-.203

.098

-.026

.148

.491

.857

38

38

38

38

-.554

-.216

-.153

.057

.009

.123

.279

.686

38

38

38

38

Sig. (2-tailed)
N
Interest rates

Pearson
Correlation
Sig. (2-tailed)
N

Liquidity

Pearson
Correlation

1

.049

N
Corporate
growth

Interest
Firm
rates
Liquidity size

Sig. (2-tailed)
N
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Firm size

Pearson
Correlation

.312*

.284*

.297*

-.258

-.683**

.024

.041

.032

.065

.000

38

38

38

38

38

Sig. (2-tailed)
N

1

38

*. Correlation is significant at the 0.05 level (2-tailed).
**. Correlation is significant at the 0.01 level (2-tailed).

The results in table 4.26 above indicate firm size has the strongest correlation with long term
debt among all independent variables and the correlation is 0.312*. The p value (0.024)
<0.05 implying that the relationship is statistically significant at 95% confidence level. Non
debt tax shield has a weak positive correlation of 0.274* with long term debt at 95%
confidence level and p (0.049) <0.05 implying the relationship is statistically significant.
Corporate growth has a weak positive correlation with long term debt of 0.279* at 95%
confidence level and p (0.045) <0.05 implying the relationship is statistically significant.
Interest rates and Liquidity had a negative correlation with long term debt and the
relationship was statistically insignificant.
4.3 Regression Analysis
4.3.1 Multiple Regression Models without Firm Size as a Control Variable
The linear regression models the relationship between the dependent variable long term debt
and independent variables liquidity, corporate growth, non –debt tax shield and interest rates.
The results on table 4.37 below show the coefficient of multiple determinations r2 was 0.511
while r value was 0.715. r2 indicates that only 51.1% of the variations in long term debt can
be explained by the four independent variables while 48.9% was not explained by the model.
The r value indicates a strong linear relationship between long term debt and the four
independent variables.
On testing the significance of the model, that is, if ß1, ß2, ß3 and ß4 are all zero, the p-value
of the F statistic (3.85) was found to be 0.001. Hence the conclusion the relationship is
significant at 99% confidence level.
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Table 4.3: Regression model
Model Summaryb

Model

R

1

.715a

Std. Error
R
Adjusted
of the
Square R Square Estimate
.511

.491

Change Statistics
R Square
Change

.18738

F
Change

.511

3.850

df1

Sig. F
Change

df2
4

34

.001

a. Predictors: (Constant), Liquidity, Interest rates, Corporate growth, Non debt tax shield
b. Dependent Variable: Long term debt financing decision

The ANOVA test in table 4.38 on the model indicates that non-debt tax shield, corporate
growth, interest rates and liquidity have a significant effect on long term debt of nonfinancial companies listed on NSE. The value of p (0.001) < 0.01 implying the relationship is
statistically significant at 99% confidence level.
Table 4.4: ANOVA Test
ANOVA
df

SS

MS

F

Significance F

Regression
4
0.541
0.135
3.850
0.001a
Residual
34
1.580
0.035
Total
38
2.121
a. Predictors: (Constant), Liquidity, Interest rates, Corporate growth, Non debt tax
shield
b. Dependent Variable: Long term debt financing decision
From the results on table 4.39 below, interest rates has a p value of 0.155, non-debt tax shield
has a p value of 0.009, corporate growth has a p value of 0.039 and liquidity has a p value of
0.047. The results imply that without using a control variable; all independent variables are
significant at 99% confidence level.
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Table 4.5 Coefficientsa
Standardize

Unstandardized
d
Coefficients
Coefficients
Model
1

Std.
Error

B

Beta

95% Confidence
Interval for B

t

Sig.

Lower
Bound

Upper
Bound

Collinearity
Statistics
Toleran
ce
VIF

(Constant)

.293

.047

6.270 .000

.099

.387

Corporate
growth

.025

.013

.255 1.951 .039

.000

.051

.972 3.029

Non debt tax
shield

.027

.011

.326 2.483 .009

.005

.048

.959 2.042

Interest rates

-.002

.001

-.225 -1.733 .155

-.005

.000

.982 1.018

Liquidity

-.016

.009

-.250 -1.899 .047

-.034

.001

.957 1.045

a. Dependent Variable: Long term Debt financing decision

The resulting linear model is as follows;
LT = 0.293+ 0.027NDTS+ 0.025GT-0.002IR-0.016LQ
From the equation above, the dependent variable is 0.293 when all other independent
variables are 0. The equation also reveals that if other variables are 0 other than non-debt tax
shield, an increase in 1 unit of the dependent variable causes non debt tax shield to increase
by 0.027 in the same direction. If other variables are 0 other than corporate growth, an
increase in 1 unit of the dependent variable causes corporate growth to increase by 0.025 in
the same direction. If other variables are 0 other than interest rate, an increase in 1 unit of the
dependent variable causes interest rate to decrease by 0.002 in the opposite direction. If other
variables are 0 other than liquidity, an increase in 1 unit of the dependent variable causes
liquidity to decrease by 0.01 in the opposite direction.
4.3.2: Multiple Regression Models with Firm Size as the Control Variable
The linear regression models the relationship between the dependent variable long term debt
and independent variables liquidity, corporate growth, non –debt tax shield, interest rates and
the controlling variable firm size. The results on table 4.40 below show the coefficient of
multiple determinations r2 was 0.503 while r value was 0.709. r2 indicates that only 50.3%
of the variations in long term debt can be explained by all independent variables while 49.7%
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was not explained by the model. The r value indicates a strong linear relationship between
long term debt and all independent variables.
On testing the significance of the model, that is if ß1, ß2, ß3, ß4 and ß5 are all zero, the p value
of the F statistic (3.065) was found to be 0.019. Hence the conclusion the relationship is
significant at 95% confidence level.
Table 4.6: Regression Model
Model Summaryb
Change Statistics
Std. Error
R
Adjusted R
of the
R Square
F
Square Square
Estimate Change Change df1
df2

Model

R

1

.709a

.503

.484

.18908

.503

3.065

5

33

Sig. F
Change
.019

a. Predictors: (Constant), Firm size, Non debt tax shield, Interest rates,
Corporate growth, Liquidity
b. Dependent Variable: Long term debt financing decision
The ANOVA test in table 4.41 on the model indicates that non debt tax shield, corporate
growth, interest rates, firm size and liquidity have a significant effect on long term debt of
non-financial companies listed on NSE. The value of p (0.019) <0.05 indicating that all
independent variables with size of the firm as a control variable have a significant influence
on long term debt financing decisions at 95% confidence level.
Table 4.7: ANOVA Test
ANOVA
df

SS

MS

F

Significance F

Regressio
n
5
0.548
0.110
3.065
0.019a
Residual
33
1.573
0.036
Total
38
2.121
Predictors: (Constant), Firm size, Non debt tax shield, Interest rates, Corporate growth,
Liquidity
a. Dependent variable: long term debt financing decision
Table 4.8 Coefficientsa
Model

Unstandardized Standardized
Coefficients
Coefficients
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Std.
Error

B

Lower
Bound

Beta

Upper
Bound

Toleran
ce
VIF

1(Constant)

.115

.404

.285

.010

-.699

.929

Corporate
growth

.023

.014

.238 1.736

.040

-.004

.051

.898 4.114

Non debt tax
shield

.026

.011

.323 2.438

.019

.005

.048

.957 2.045

Interest rates

-.002

.001

-.206 -1.495

.044

-.005

.001

.888 1.126

Liquidity

-.013

.012

-.194 -1.064

.035

-.037

.011

.507 1.973

Firm size

.010

.023

.002

-.037

.058

.448 2.231

.086

.444

Dependent Variable: Long term debt financing decision
From the results on table 4.42 above, non-debt tax shield has a p value of 0.019; Interest rates
p value of 0.044, corporate growth p value of 0.04, liquidity a p value of 0.035 and firm size
0.02. This implies that all when using firm size as a control variable, all independent
variables influence the level of long term debt financing decisions at 95% confidence level.
The resulting linear model is as follows;
LT=0.115 + 0.026NDTS + 0.023GT + 0.010SZ - 0.002IR - 0.013LQ
From the equation above, the dependent variable is 0.115 when all other independent
variables are 0. The equation also reveals that if other variables are 0 other than non-debt tax
shield, an increase in 1 unit of the dependent variable causes non debt tax shield to increase
by 0.026 in the same direction. If other variables are 0 other than corporate growth, an
increase in 1 unit of the dependent variable causes corporate growth to increase by 0.023 in
the same direction. If other variables are 0 other than interest rate, an increase in 1 unit of the
dependent variable causes interest rate to decrease by 0.002 in the opposite direction. If other
variables are 0 other than liquidity, an increase in 1 unit of the dependent variable causes
liquidity to decrease by 0.013 in the opposite direction. The results reveal that when the study
introduced firm size as a control variable, it transforms all independent variables from a
precision of 99% to 95% thus reducing the level of correlation. This shows that size of the
firm is a significant variable when taken as a control variable.
4.3.3 Test for Multi Collinearity
Multi collinearity, or excessive correlation among explanatory variables, can complicate or
prevent the identification of an optimal set of explanatory variables for a statistical mode.
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This is measured by variance inflation factor (VIF) or using tolerance. Variance inflation
factor is the undesirable situation where the correlation among the independent variables is
very strong (Mustafa & Mohammed, 2012). As indicated by Cohen, West and Aiken (2013),
VIFs of 10 or more are taken to be the dependable guideline for concluding VIF to be too
huge henceforth not reasonable. From table 4.42 above, none of the independent variables
has a VIF of more than 10 and subsequently all variables are taken to be suitable

5. Summary, Conclusions And Recommendations
5.1 Conclusions
From the analysis done in chapter four, the results indicated a positive correlation between
firm size and long term debt financing decisions as represented by correlation coefficient (r)
0.312* at 95% confidence level. Growth depicted a positive correlation with long term debt
financing decision as represented by correlation coefficient (r) 0.279* at 95% confidence
level hence we accepted the null hypothesis. Non-debt tax shield, a positive correlation with
long term debt financing decision was observed and the correlation coefficient (r) 0.274* at
95% confidence level hence we accepted the null hypothesis and rejected the alternate
hypothesis. Firm size, corporate growth and non-debt tax shield were significant at 5%.The
results of correlation between long term debt and interest rates and liquidity were
insignificant for this study. Finally, this study suggests that the pecking order theory provides
the most robust explanation of long term debt financing decision for Kenyan listed firms from
2010 to 2014.
5.2 Recommendations
Based on the conclusions drawn from the analysis of the findings, the study recommends;


That the management of firms should adopt strategies that increase the size of their
firms resulting to a scenario whereby they increase their collaterals and thus granting
them the ability to access more debt.



Companies should strive to increase their assets as they act as collaterals when
securing debt and allows them to borrow more. The presence of tax shields such as
depreciation on companies’ financial statements reduces their taxable income thus
lowering their effective tax rates and debt ratio as well.
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Firms should strive to increase their growth opportunities as this is considered more
beneficial in that they face lower borrowing costs and can access more debt. Firms
with low growth opportunities retire more debt.

5.3 Suggestion for Further Research
The study recommends additional research to further widen this area to include non-listed
firms and analyze other macro-economic factors that were not considered like the gross
domestic factors, inflation, age of corporation, industry mean, ownership structure and
financial market conditions.
Other methods of analysis could also be applied in future research studies to determine the
determinants of long term debt financing decisions in specific industries and other countries
to establish whether the factors that influence long term debt can be generalized.
A similar study can also be done to analyze the determinants of short term debt financing
decisions. The study can also be carried out focusing on specific industries to obtain detailed
relationships between the variables.
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