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ABSTRACT 

Capital iStructure iis iargued ito ihave iinfluence iin iprofitability iof ifirms iacross ivarious 

isectors iof ian ieconomy. iIt iis ihowever ia ivery idaunting itask ifor ifinance imanagers ito istrike 

ia igood ibalance ibetween idebt ithe idebt ifinancing iand i ithe iequity ifinancing. iFor iexample, 

idebt ifinance iis icheaper ithan iequity ifinance ibut iagain iat ihigher ilevels idebt ican ilead ito 

ifinancial idistress iof ifirms iand iwash iaway iits benefits. iThe icomplexities iaround ithis 

ibalance iin icapital istructure iare iworsened iby ithe iturbulent inature iin ioil iand igas 

iindustries iand ithe ifact ithat iit’s ia iprice iregulated iindustry iwith iwholesale imargins ibeing 

ifixed iby ithe ienergy iregulatory icommission. iA icomprehensive istrategy iaround icapital 

istructure iis itherefore ineeded ito iensure iprofitability iis imaximized iand ihence ithe ivalue iof 

ithe ifirms iwhile iat ithe isame imoment i imitigating ithe irisk iof ifinancial idistress. iThis 

iproject iseeks ito iestablish ithe ieffects iof icapital istructures ion i ithe iprofitability iof ioil iand 

igas iindustries iin iKenya. iThe istudy isampled iten ioil iand igas imarketing ifirms iout iof 

iwhich ione ihas ibeen i ilisted iin i iNairobi iSecurities iExchange, ione iis igovernment iowned 

iwhile ithe iother ieight iare iprivately iowned. iBalanced ipanel idata icovering i2013-2018 

iperiod iacross ithe iten ifirms iwas iobtained ifrom irespective ifirms’ iannual ifinancial ireports 

iand iother irelevant isecondary isources. iData iwas icollected ion ithese ifirms’ iNet iprofit 

iafter itax, iequity, ilong iand ishort iterm idebts, itotal iliabilities iand iassets. iMultiple ilinear 

iregression ianalysis i iused ito iestablish ithe ieffects iof ivarious icapital istructures iand 

icomponents iin ithe ioil ifirms` iprofitability imeasured iusing iROA.. iLong iterm idebts ito 

itotal icapita ihas inegative iimpact ion ithe ifinancial iperformances iof ithe ioils iand igas 

imarketing ifirms. iThis iimplies ithat icontinued iincreases iin ithe ilong iterm idebt ito itotal 

icapital iratios iwill iharm ifinancial iperformances iof ioil iand igas imarketing icompanies iin 

iKenya. iBoth ishort iterms iand ilong-term idebts ito itotal iliabilities ihave ipositive ieffects ion 

ithe ifinancial iperformances iof ioils iand igas imarketing ifirms.Its iconcludes ithat icapital 

istructure ias ia iwhole iplays ian iinsignificant ipart iin ithe iperformance iof ioil iand igas ifirms 

ibut ilong-term idebts ihas ian iadverse inegative ieffects iand ishould ibe iwatched iby ifinance 

imanagers iclosely. 
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CHAPTER IONE 

INTRODUCTION 

1.1 iBackground iof ithe iStudy 

Firms ihave ito ichoose ihow ithey iintend ito ifinance itheir ibusiness iactivities iincluding ithe 

ibalance ito imaintain ibetween iown icapital iand iborrowed icapital. iA icompany ishould 

idecide ihow ito ifinance iits ioperations ii.e. ihow imuch ishould icome ifrom iinternal isources 

iand ihow imuch ishould icome ifrom ithe ioutside ispecifically idebt ifinance. iFor ithese 

idecisions ito ibe isuccessful, ian iassessment iof iall ithe itarget iloans iand ithe iowners’ 

icontributions ithat ithe icompany iuses ito ifinance iits iinvestments imust ibe idone. iAbhor 

i(2005) isays ithat, ithese idecisions iare ivery iimportant ibecause ithey iaffect ithe ireturns iof 

ithe icompany. iMuch iresearch ihas ibeen idone ion ithese isubjects isince ihaving ithe iright 

icapital istructure iin iany ibusiness iis ikey ito iensuring ithat ithe ibusiness iis ia icommercial 

isuccess, i(Brigham i& iGapenski, i1971). i 

Some iresearchers ido inot iagree iwith ithis ibecause ithey idon’t ibelieve ifor iinstance ioptimal 

icapital istructure. iTherefore, ithe inotion iis iit’s inot ipossible ito ifind ithe iperfect imix iof 

iloans iand iowners’ icontributions i(Modigliani i& iMiller, i1958). iThe itwo ialso istrongly 

isuggested ithat icapital istructure idoesn’t idetermine ithe ivalue iof ia icompany. iThis itheory 

ilater ialtered iin i1963 ito iinclude ihow iit iwas iadvantageous ito ifinance ithrough idebt iover 

iequity ifinancing i(San i& iHeng, i2011). iOver ithe iyears, imany ischolars ido iagree iwith ithis 

itheory ion ithe ibasis ithat ithe imarketing iconditions iare inever iperfect. 

The iKenyan ioil iand igas iindustries iare ialways ichanging ifrequently, iwith iprices ialways 

ichanging iespecially ion ian iincremental imanner. iThe ideterminants iof ithese ichanges iare 

ialways ithe iOil imarketing icompanies i(OMCs), ipolitical ipressure ifrom ithe igovernment 

iand ifrom ithe ipublic iwho iconsume ithese iproducts. iInflationary ipressures ion ithese 
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iindustries ihave ibeen ia iproblem iin iKenya ileading ito ithe icapitalization iof iconsumer’s 

iprotection iby icreating ia iprice icontrol isystem ifor ithe iOil iand iGas iindustries. iJohnson 

i(2002) iagrees iwith ithe icontrol iof iprices isince ithe ioil iindustry iis iknown ifor iits iinstability 

iin ipricing. iTherefore, ito iensure ian ioptimal icapital istructure iis iattained, isome icontrols 

imust ibe iemployed ifor ipredictability iof ishareholder ireturns. iA icompany’s iInventory 

imanagement iis ialso ia ikey ideterminant iin iensuring iits icapital istructure iis iat iits ioptimum 

ilevel isince ia ihigh iconsumption iand iexchange irates ipositively iaffects ithe ioil iand igas 

ifirms iand ivice iversa i(Gatuhi i& iMacharia, i2013). iThe ioil imarketing icompanies ilisted iin 

istock iexchange ican iincrease ipermanent icapital iby iissuing iout inew ishares ior ithrough 

iissuing irights. iThe iunlisted ifirms ican ido ithe isame ithrough iprivate iequity iand iinviting 

imore iventure icapitalists. iFinancing ithrough iexternal idebt ican ibe iobtained ifrom 

icommercial ilenders, idevelopment ifinancial iinstitutions i(DFIs) iand ioffshore iborrowing 

ifrom iother imarkets. 

1.1.1 iCapital iStructure 

The iconcept iof icapital istructure iis iused ito iensure iwealth iof ithe ishareholders iis 

imaximized iby imaking isure ithe ifirm ihas ian iincrease iin iits ioverall ireturns iand ia igrowth 

iin ithe ivalue iof iits istock iprice. iIt iinvolves istriking ia ibalance ibetween iowners’ iequity iand 

ioutside isources iin ithe iform iof idebt ifinancing. iTherefore, iit’s idefined ias ithe iuse iof ithird 

iparty ifunds ito ifinance ian iinvestment iso ias ito iincrease ireturns i(Barakat, i2014). iIt iis idone 

iby imanaging ithe imix iof icapital isupplied iby ithe iowner iand iborrowed icapital iused iwhen 

ifinancing ithe ibusiness iand iits ioperations i(Al-Otaibi, i2013). iA ibusiness ientity ican ido 

ithis ifinancing ithrough iequity iand idebt ibut iit ican ialso icombine ithe itwo iin iresponse ito ithe 

irisks, istyle iof imanagement, itax iexposure, iand ifinancial ifreedom, iconditions iin ithe 

imarket ior ifor icontrolling irights. iMeasuring icapital istructure ifor idetermining iand 
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ipredicting idifferent ivariables iis idone ithrough ithe iproportion iof idebt iand iequity i(Abhor, 

i2005). iThere iare ifour icapital istructure itheories, i(Rehman, i2013). 

Miller iapproach iwhich ihas itwo ipropositions. iThe ifirst iproposition istates, ino irelevance 

iof iCS ito ifirm’s ivalue iinstead, ifuture iearning iit’s iwhat idetermines iits ifirm’s ivalue iand 

inot iCS. iThis iis ionly iwhen itaxes iare inot iput iin iplace. iThe isecond iproportion iis ithat, 

iaveraging ia ifirm’s ifinancial isources iboosts iits ivalue isince iit ireduces iWeighed iAverage 

iCost iof iCapital i(WACC). iTax iinformation iplay ia irole iin ithis. i Capital istructure iis 

iimportant ito iprofessionals isince iif iit iis iproperly idone iit ican ihelp iin ioptimizing icapital 

icost iand itherefore iimprove iprofitability. 

1.1.2 iProfitability iof iFirms 

This iis ithe iamount iof ireturns ithat ia icompany iis iable ito igenerate iin irelation ito ithe 

iavailable iresources iin iits icontrol. iAll ifirms ihave ithe imain ithe iaim iof imaximizing iprofits 

ias itheir imain igoal i(Niresh i& iVelnampy, i2014). iFarah iand iNina i(2016) isay ithat 

iprofitability ican ionly ibe iseen ithrough ia ifirm’s iability ito iproduce iearnings iby iusing iits 

iassets iover ian iempirical iperiod iof itime. iAll ithe ibusiness ioperations iof ithe ifirm imust ibe 

iaccounted ifor iand ian iaverage iprofit idetermined i(Muya i& iGathogo, i2016). iEvery 

ientrepreneur iexpects ito ibe irewarded iin ibusiness iand ithey iare ialways imotivated ito 

iventure iinto ia ibusiness iif ithe iprofit irewards iare iconsiderable. iThe iperformance iindex iof 

ia ibusiness ientity iis itherefore imeasured iamong iother ithings iby iits iprofits i(Ogbadu, 

i2009). i 

Since iprofitability igives ia iclear ivision ion ihow ithe ibusiness iis iperforming, iit iis iimportant 

ito iall ithe istakeholders, iowners iand iemployees iassociated iwith ithe ifirm. iFinancial 

ireports iof imany ifirms iare ireviewed ithrough ianalyzing iprofitability i(Farah i& iNina, 

i2016). iThis ipaints iprofitability ias ia igood iindicator ifor ifirm’s iperformance. iTherefore, 
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iprofitability ican ibe iused ias ia iproxy ifor icompanies’ iperformance. i iFirms itherefore istrive 

ito iremain irelevant iin ithe ibusiness iworld iand ithis ican ionly ibe iguaranteed iif ithey iturn iout 

ito ibe iprofitable. i 

Profitability ican idetermine iat iwhat ilevel iand iby ihow imuch ithe iprofits iof ia ifirm iare iin 

irelation ito iits isize. iWhere isize iis idetermined iby iamong iother ithings iCapital iemployed 

iand itotal iassets. iIt imeasures iif ithe ifirm iwill ibe ia isuccess ior ia ifailure iby imeasuring iits 

iefficiency iVersus iprofits imade, i(Horton, i2018). iHorton ifurther iimplies ithat ia ifirm imay 

ibe irealizing iprofits ibut ithat idoes inot imean ithe ifirm iis iprofitable. iThe iprofitability iof 

icompanies iis idone iby iassessing itheir iReturn ion iAssets i(Ahmed iet ial, i2015). i 

1.1.3 iCapital iStructure iand iProfitability 

The idetermination iof ia ifirm’s iprofit imargin iis iby iinvestment ithat iis iwell ialigned iwith iits 

icapital istructure iwhether ithrough iloans ior iowners’ ifunds. iManagers ishould iplace imuch 

ithought ion ihow ito iachieve imaximum iprofitability iby ihaving ithe ibest imix iof ifinancial 

iresources iat itheir idisposal i(Mohammadzadeh, i2013). iSan iand iHeng i(2011) iinvestigated 

ihow ihard iit iis ito iachieve ian ioptimal icapital imix. iThis ioptimal imix iof icapital ican ionly ibe 

iachieved iwhen ithe ioutlays ithat iare ifollowed iduring isecuring ifinancial idebt iand i ithe icost 

iof isecuring iequity ifor ithe ifirm’s iinvestment iare imet. iThis iwill iensure ivalue iand 

iprofitability iof ithe ifirm iis ienhanced, i(Bringham i& iGapeski, i1996). iEfficient ifirms iwill 

ibe iable ito icompromise ibetween iuse iof iloans iand iequity. iThis iagrees iwith itrade ioff 

iphilosophy ithat istates ithat ibusiness iinstitutions ican ichange istructure iin iorder ito iincrease 

itheir iefficiency. 

According ito ithe iMM2 itheory i(Modgliani i& iMiller, i1986) ithe ivalue iof ian ienterprise 

iwill isky irocket iuntil ithe itax ibenefits ienjoyed iwhile iusing idebt ifinance iwill ibe iovertaken 

iby ibankruptcy icosts. iDebt ifinancing ihas ian iattendant itax ibenefit ithat idiffers iin idifferent 
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ijurisdictions. iEquity ifinancing ion ithe iother ihand idoes inot ihave ideductible iexpenses ion 

ithe idividends ipayable iwhich imakes iit imore ienticing isince iit iis isafeguarded iagainst 

iinsolvency icosts iand iagency icosts i(Pandey, i2002). 

Excessive iapplication iof idebt ifinancing iwill ilead ito iagency ichallenges iwhen iit icomes ito 

imonitoring ithe iinvesting ibehaviors iof imanagement istaff i(Fama i& iFrench, i1998). iThe 

imanagement imay ifind ithemselves ihaving imore ithan ienough icash iflow iand ias ia iresult 

ithey imay istart itaking iprojects ithat iwould ifurther itheir iinterests iinstead iof icreating 

iwealth ifor itheir ishareholders. iThe idebts iinfluence itype iand iquality ion iinvestment ithat 

ithe imanagement iallows iinto itheir ifirms isince ithey iare iforced ito ionly iallow iinvestments 

ithat ibring imonetary iand iasset ivalue ito itheir ishareholders. iAs ia iresult, ithe iprofitability iof 

ia ifirm iis ienhanced iextensively isince iagency iand iother irelated icosts iare iminimized.( 

iJensen i& iMeckling i,1984). 

CS iand iits ieffect ion iprofitability iit’s ia itopic iof idiscussion iand iresearch ifor ivery imany 

iyears iand iall ithese iresearchers iagree ithat iprofitability iand icapital istructures iare 

iintertwined. iAn iexample iis iresearch iby iEldomiaty iand iAzim i(2008) iwhich ishowed ihow 

icapital istructures iare ipositively irelated ito ia ifirm’s iprofitability. iThe iCS iof ia ibusiness 

iwill ialways idetermine iits iprofitability igiven ithe iright iconditions i(Eldomiaty i& iAzim, 

i2008). 

1.1.4 iOil iand iGas iBusiness iin iKenya 

Globally, ipetroleum iand iall iits iproducts iare ithe iprimary isources iof ienergy iwhich imakes 

ithe iindustry ivery iimportant ito ithe iworld’s ieconomy. iThis iis itrue ieven iin iKenya iwhere 

ipetroleum iimports iaccounts ifor iapproximately i30% iof iproducts iimported i(Hassan-

Athmani, i2015). iThe iindustry icomprises iof ilocal ifirms iand imultinational icorporations 

iwith ifew ikey iplayers. iThis isector iis idominated iby ifew ibig imarketers iin iretail isegment 
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iVivo iEnergy i(28%), iTotal iKenya i(24%)and iKenol iKobil i(14%) iwith ithe iremaining 

ipercentage ibelonging ito ilocal iand ismall iinternational ifirms i(PIEA, i2018). iKenya ihas 

igone ithrough ia ilong ioil iand igas iexploration ijourney. iKenya ihas imoved ifrom ithe istate iof 

ioil iexploration iin ithe i1950s ito idiscovery iof iOil iin iNgamia-1 iin i2012 iand iin i2019 ihas 

iexported ithe ifirst ibatch iof icrude ioil ito ithe iinternational imarket. 

A irise iin ipetroleum iproduct ipricing iusually ihas ia ipositive iprofitability iimpact ion ithe 

iproducer icountries iwhile ithe iimporting icountry i(Kenya) iwill iface inegative ieffects 

iparticularly ion ithe idemand iside iof ithe itrade icurve. iThe ihome icountry iwill ihave 

igenerated iforeign iexchange iand ithe ispending icountry iwill iface iinvesting iconstraints. 

iIndustries iin ithe iimporting icountries ithat idepend ion ipetroleum ias ifuel ior iraw imaterial 

iwill ireport ireduced iprofits idue ito ia idecrease iin idemand. iInflation imay ialso ioccur 

iforcing ithe iCentral iBank iof iKenya ito iincrease ithe iinterest irates iaffecting ithe imarket 

ieven imore. iAn iincrease iin iinterest irates ileads ito ilower ishare iprices iand ilower ieconomic 

igrowth, i(Huang, iMasulis i& iStoll, i1996). iThe iindustry iis itherefore ivery ivolatile iand 

iextremely icompetitive iwith iat ileast i80 iactive ioil imarketing icompanies ithat iare ilegally 

iregistered iunder iMinistry iof ienergy iand ipetroleum. iContracts ito iimport ifuel iinto iKenya 

iare iissued iout iusing ithe iOpen iTender iSystem i(OTS). I 

Oil iprices iare idetermined iaccording ito ithe iinternational ioil iprices ias ipublished iby 

iPlatt’s iInternational ifor ithe iArab iGulf imarket. iThe iEnergy iregulatory icommission 

i(ERC) iuses ithe iLast iMonthly iPlatt’s iprices ito iset iprices ifor ithe inext imonth. iThey 

iregulate ithe iprices iin ithe imarket iby ifixing ithe iMargin iof ithe iOil imarketing icompanies 

iand ithereby icapping ithe imaximum iallowed iPump iprice. iThe iretail ispace ifor iOil 

imarketing icompanies iis itherefore ia iregulated ispace iwith ia imaximum ifixed imargin iof 

iKES i7/Liter ifor iall icompanies. iThe ithin iand iregulated imargins iunderline ithe 
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iimportance iof istriking ia igood ibalance iin icapital istructure ito iensure imaximum ireturns 

ifor ithe iinvestors. 

 iA iVAT itax iof i8% ithat ithe iKenyan igovernment iimplemented iin i2018 ihas ialso iworsened 

ithe istrain ion ithe ioil iand igas iindustries. iThe itax itogether iwith ithe ialready iexisting iduties 

iand ilevies iwere ikey ifactors iin ithe ihiking iof ifuel iprices iall iover ithe istate i(NSE, i2014). 

iThe iincome itax ipayable iin iKenya ifor iresident icompany iis i30% iand i37.5% ifor ia inon-

resident icompany. 

Another iimportant iaspect ithat iunderlines ithe iimportance iof igetting ithe icapital istructure 

iright, iis ithe iheavy iinvestment irequired iin ithis iindustry. iThere iis iheavy iinvestment iin 

iprivate iOil iterminals iat ithe icoast iand iin ithe imainland iin iNairobi ito isupplement ithe 

iGovernment iterminals iwhich idoes inot ihave ienough icapacity ito iserve iall imarketers. 

iFurther, ioil imarketers ineed ito iinvest iin iretail istations iacross ithe icountry iwith ia 

idistribution ichannel ithat ialso irequires ia iheavy iinvestment iin itrucks iand ia irobust iHealth 

iand isafety isystems. 

The ioil iand igas iindustry irequires ihigh iamount iof iboth icore iand iworking icapital isince 

ithe iproducts iare ialways iin ilarge iamounts iand ithe imarket iis ifluctuating. iSince iKenya 

iimports iall iof iits ipetroleum iproducts iit’s iimportant ito iidentify ia ifavorable iCS ithat iwill 

iensure ithat ifirms iare iprofitable iand ithe irisk iof ipossible ifinancial idistress iis iminimized 

i(Baffes iet ial, i2015). 

1.2 iResearch iProblem 

This iconcept iexplores inexus ibetween idebt iand iequity isources iof icapital. iWhile imany 

ischolars iargue iabout ithe iimportance iof icapital istructures, ithey ido iagree ithe iright iratio 

ibetween ithe itwo iaffects ithe ivalue iand iprofitability iof ifirms. 
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Data icollected ifrom ithe iNSE iafter ianalyzes iusing ithe istatistical ipackages ifor isocial 

iscience, iit iwas ifound ithat, imean ivalue iof iequity ito idebts iratio iand idebt ito itotal iliabilities 

iwere i86.9% iand i591.52 irespectively. iThis iresults iplaces idebt iat i5.915 itimes igreater 

ithan iequity icapital. iThis imay inot ibe isafe ibecause ithe iratio iis inot isupposed ito isurpass. iIt 

ican itherefore ibe iconcluded ithat iin iKenya icompanies iprefer imore idebt ito iequity 

i(Musyoka, i2009). i 

The iprinciple iof iincreasing irisk istates ithat, ian iincrease iin idebt i ican ilead ito i ihigher 

ipotential ifor ia idecrease iin igain iyet ithese ifirms iprefer imore idebt iand igo iahead ito istill 

iperform iwell. iResearch idone ion ithis itopic iespecially iin iEurope iand iAmerica ihas ino 

iconcrete iresults iwith ia imix iof iresults ithat iare iagreed iupon. iWhile isome iagree ithat 

iindeed ithere iexist ia ipoint iof i icapital istructure ithat iis ioptimal, iothers ido inot iand iinstead 

ibelieve ia ifirm’s isuccess iis inot idependent ion iits ifinancing ibut iinstead idepends ion iits 

ihunger ifor isuccess i(Wagacha, i2001). i 

The ioil iand igas iindustry irequires ilarge iamounts iof icapital ito irun ithe ibusiness ihence ithe 

ineed ifor idebt ifinancing. iAt itimes, ithese ilong-term idebts ibecome ia iproblem ito ithe 

ilending iinstitutions isince ifirms itake ia ilong itime ito irepay i(CBK, i2012). i 

Profitability iis iquite iimportant ito ithe ioil iand igas iindustry ias iit ihelps ifinanciers 

idetermine iwhether ia ifirm ican irepay ia idebt iwithout idefault. iOn ithe iother ihand, iequity 

iproviders idepend ion idividends ithat iare idependent ion iprofitability ihence iprofits iare ian 

iimportant imeasure iof iperformance. iProfitability iin ithe iKenyan ioil ifirms iis idependent 

ion iseveral ifactors iincluding iinterest irates, icapital imarket iconditions, itax iinflation ietc. 

iThese ifactors ican ilead ito iinconsistent iprofit imargins 
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Since ithe ioil iand igas iindustry iis ia irapidly igrowing isector, iit iwas ithe iperfect isector ito 

istudy icapital istructure iand iprofitability idue ito iits ifast igrowing inature. iIts iprofits iare 

ialways ion ithe irise iand iare ipredicted ito icontinue idoing iso ifor ithe iforeseeable ifuture. i 

1.3 iResearch iObjective 

To iexamine ieffects iof icapital istructures ion ithe iprofitability iof ioil iand igas imarketing 

ifirms i iin iKenya. 

1.4 iValue iof ithe iStudy 

Financial imanagers iand itheir iteams iin i ilocal ioil iand igas imarketers iindustry imay ifind 

iuseful iinsights ifrom ithis iresearch isince iit iwill iprovide ia iwide iperspective ion ithe 

iimportance iand irole iof icapital istructure iin ithe ioverall ibusiness iprofitability. iDue ito ithe 

ivolatility ithe iindustry iexperiences, ito iattain iprofitability icapital istructure iwill ineed ito 

ibe iefficiently iapplied. iThe istudy iwill ioffer ithem ian iinformative ibaseline ifor itheir 

idecision imaking imodels. 

Kenyan igovernment ias ithe iregulatory iauthority imay ialso iborrow isome iinsights ifrom ithe 

istudy iand ilearn ione ior itwo iways iof ihow ito igovern, imanage iand icontrol ithe ioil iand igas 

iindustrial isector. iTo iavoid ieconomic ishock, ithe iindustry imust ibe icarefully ihandled 

isince ioil iand igas iare ivery iessential isources iof ienergy iand itheir iabsence iwill idrastically 

iaffect ithe iKenyan ieconomy. iPolicies ican ibe iinformed iby ithe iresearch ifindings iand iin 

ithe iprocess ienhance ithe ieconomy iwithout icausing idamage ito ithe iperformance iof ithe 

ifirms iinvolved. 

Finally, ithe iresearch iwill ibe ibeneficial ito iother iresearchers iwho imay ineed ito ifurther 

iexplore ithe ifield iabove. i 
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CHAPTER ITWO 

LITERATURE IREVIEW 

2.1 iIntroduction 

This istudy ientailed itheoretical ireview ibefore iproceeding ito ia idiscussion ion 

ideterminants iof iprofitability. iSome iselected iempirical istudies iwere ithen ireviewed iand 

isummarized iin ia iliterature ireview. i 

2.2 iTheoretical iReview 

Theoretical ibase iof ithis iwork iis igrounded ion ifour itheories idiscussed iin isections i2.2.1 

ithrough i2.2.4 

2.2.1 iModigliani iand iMiller i(MM) iTheory 

This itheory isuggests ithat iin iperfect imarket, isecurities iare itraded iand idiverse itypes iof 

iinformation irelevant iare iavailed ito iboth iinternal iand iexternal istakeholders ifor idecision 

imaking. iThat iis, ino iinformation iasymmetry iis iconsidered iand itransactional icosts, 

itaxation icosts iand ibankruptcy icosts iare inon-existent. iOrganizations ias iwell ias 

iindividual iinvestors iare iable ito ilend iand ior iborrow iat ia iuniform iinterest irate ithat imakes 

iit ipossible ifor: ihomemade ileveraging, iorganizations ito ioperate iat ithe isame irisk ilevel 

iand ian ieven ioperating ileverage, ino itaxes ito ibe isaved ifrom iinterest ipayable ion idebt, iand 

icompanies ito ihave iabide ito i100% idivided ipayout i(Modigliani iand iMiller, i2017). 

On ithe ibasis iof ithese iassumptions, ithe iModigliani iand iMiller itheory iattempts ito ijustify 

ithat ino idefined ioptimal idebt-equity iratio iexists iand ifor ithe ishareholders iwealth, icapital 

istructure iis inot irelevant.. iAs isuch, ithe iMM itheory isuggests ithat imanagers iare iat iliberty 

ito ichoose itheir iown idebt ito iequity ifinancing icomposition iwithout iany iconcern ion ithe 

ioptimal icapital istructure. I 
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Therefore, iModigliani iand iMiller itheory iis itheoretically isound ibut iits ifoundation iis 

imore iof iunrealistic iassumptions. iIt iis ino isurprise ithat iwith iits ilimitation iand iweakness, 

iit ihas iattracted icriticism iand isubsequent idevelopment iof iother itheories ito ienhance ithe 

icapital istructure itheorem. iEven iso, ithe iMM itheory iis istill irelevant ibecause iit iforms ithe 

ioriginal iinforming iidea iof icapital istructure ihence iits iinclusion iin ithis istudy. 

2.2.2 iTraditional iApproach iTheory 

This itheory iholds ithat iusing idebt ifinancing ito ia igiven ilimit ican isignificantly idecrease 

ithe icost iof icapital. iThe ieight iassumptions ion iwhich ithis itheory iis igrounded iare: ia ifirm 

ionly ihas itwo ioptions ito isource iits ifunds i– idebt iand iequity; itotal iassets iare iprovided iand 

ithey iare iconstant; i100% iof ithe icompany’s iearnings iare ipaid ias idividends; ithe itotal 

ifinancing iis iconstant; ithere iis ino ianticipated igrowth iin ioperating iprofits; ibusiness irisks 

iare iconstant; ithe icompany icontinues ito isurvive iperpetually; iand ilastly iit iassumes ia 

irational ibehavior iof ithe iinvestor i i(Muthui, iBaimwera i& iMutegi, i2017). 

However, ilike iin iMM, isome iof ithe iassumptions iin ithe itraditional iapproach itheory iof 

icapital istructure ido inot ihold iespecially iwithin ithe iimperfect imarket isituation. iAs isuch, 

ithe itheory ihas ialso ibeen icriticized. iBy iapplying ithis itheory iin ithis istudy, ithe iexpectation 

iis ithat iuse iof idebt ifinancing iby ioil iand igas imarketing icompanies ishould idecrease i ithe 

icapital icost iup ito ia igiven ipoint ithat imaximizes ia icompany’s iprofitability. iOn i iother 

ihand, igiven ithe iincrement iin icapital icomposition ifrom iequity/retained iearnings iand 

idebt, ithis imay ilead ito ithe icompanies iinvesting imore iin iinterest igenerating iassets ithus 

iincreasing ithe iinterest iincome iand iconsequently iprofitability. I 
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2.2.3 iTrade-off iTheory 

The iapproach iwas iauthored iby iMyers i(1984.The ioptimal icapital istructure iis iachieved 

ithrough idebt itax iinterest ideductibility ibenefits ias iwell ias iagency iand ibankruptcy icosts 

i(Fama i& iFrench, i2002). iThe itrade-off itheory imainly ipurposes ito ielaborate ithe 

iorganizational istrategy iused ifor ifinancing iinvestments iwhich icould ibe idebt ifinance ior 

iequity ifinance. i 

This itheory iimplies ithat ian iorganization ithat iis iweak idepends imostly ion idebt ifinance 

ifrom ibanks. iThat iis, ifor iany iweak iorganization, ibank iloan iwill idominate iregardless iof 

ithe istructure ibeen igiven ipriority. iThe itheory iviews ia ifirm ias ihaving ia iset idebt-equity 

iratio itarget iwhich ithe ifirm igradually iseeks ito iattain. iAs isuch, ithe itheory iconsiders ithe 

ifirm ias ipursuing ia ilevel iof idebt ifinance ithat iharmonizes ithe ibenefits iof iadditional idebt 

iwith ithe icost iof ia ipotential ifinancial ichallenge. i 

2.2.4 iPecking iOrder iTheory 

According ito iMyers i& iMajluf i(1984) iwith ithe iinsights ifrom iDonaldson i(1961) iPOT i 

irevealed ithat imanagers iin imost iorganizations iopt ifor iinternally igenerated ifinance ithan 

iexternal ifinance. iThe itheory iproposes ithat idebt ifinance iis iless ipreferred icompared ito 

iinternal ifinance iand igoes ion ito iargue ithat icompanies ifirst iexhaust iinternal ifinance, ithen 

idebt iand ilastly iordinary ishare icapital. iAffirming ithis ivery iproposition, iAl-Tally i(2014) 

iasserted ithat icompanies iwould irather iconsider ifinancing inew iinvestments iusing 

iinternal iresources ibefore ithey igo ifor idebt icapital iand ithey iconsider iissuing iequity 

icapital ias ithe ivery ilast iresort. i 

The itheory iasserts ithat icompanies iusually iborrow iif ithere iare ino isufficient iinternally 

imobilized ifinances ito ifulfill ithe iinvestment ineeds. iConfirming ithis, iMyers i(2001) 

idemonstrated ithat iindeed ithe iDTR iof ithe ifirm iis ia ireflection iof iits iexternal ifinancing 
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iand iany icompany ithat ihas ihigh iprofit ialongside igrowth iopportunities ioften iuse iless idebt 

ifinance. iMoreover, ithe idebt iratio iis ia ireflection iof ithe icumulative iexternal ifinancing 

isince iit ialso iassumes ithat ia ifirm idoes inot ihave iadequate iaccumulated iexternal 

ifinancing. i 

2.3 iDeterminants iof iProfitability 

2.3.1 iTotal iDebt iRatio 

This imeasures icapital istructure ias ia iratio iof itotal iliabilities ito icapital i(Long iterm iDebt i+ 

iEquity). iThere ihave ibeen imixed iresults ifrom ipast iresearches ion icapital istructure 

iconcerning ithe ieffect iof itotal idebt iratio ion iprofitability. iFor iexample, ifindings iby iGatsi, 

iGadzo iand iAkoto i(2013) iindicated ithat i idebt iratio ihad ipositive ieffect ion inet iinterest 

imargin iwhile iit ihad ino istatistically isignificant ieffect ion iROA iand iROE. iFindings iby 

iYegon iet ial i(2014) irevealed ithat iprofitability iwas inot isignificantly iaffected iby itotal 

idebt iratio. i 

2.3.2 iShort iTerm iDebt iRatio 

This iis ia iratio iof ithe itotal ishort iterm idebt ito iliabilities iwhich iindicates ithe ipropensity iof 

ia ifirm ito ifinance iits iactivities iusing ishort iterm ifinancing icomparing i ito ilong iterm 

ifinancing i(Awunyo-Victor i& iBadu, i2012). iExisting istudies ihave ialso igiven 

iinconsistent ifindings ion i iimpacts iof ishort iterm idebt iratio i ireturns. iFor iinstance, ifrom ithe 

ifindings iby iYegon iet ial i(2014) iand iSiddiqui i(2012), ithe ishort iterm idebts iratio iwas 

ifound ito igive isignificant ipositive ieffects iover iprofitability iof ifirms iin iKenya, iwhile 

iAnarfo i(2015) ifound iit ito ihave inegative iimpact ion iprofitability iin iSub-Sahara iAfrican 

icountries iin igeneral. i 
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2.3.3 iLong iTerm iDebt iRatio 

This iis ithe iratio iof ithe itotal ilong-term idebt ito ia i ifirm’s itotal iliabilities iwhich iindicates 

ithe ifirm’s ipropensity iof ifinancing iits iactivities iusing ilong iterm idebts. iThe ipecking 

iorder itheory isuggests ias ireviewed iin i2.2.4, iorganizations ithat iare ihighly iprofitable 

iwould irather iconsider iusing ifinances igenerated iinternally ithan idebt, iimplying ia 

inegative irelationship ion iprofitability iand idebt. i 

2.4 iEmpirical iLiterature 

This ipart iexplores isome iof ithe iinternational istudies ias iwell ilocal istudies ithat iare 

irelevant ito ithe istudy iof icapital istructures. iIt ireviewed ithe iglobal iperspectives iand ithe 

ilocal iperspectives ito ithe iapproach iof icapital istructure. 

2.4.1 International Studies 

A istudy idone iin ithe iU.S.A iby iGill, iBiger iand iMathur i(2011) iinvestigated ihow 

iprofitability iof iAmerican ifirms iquoted iin iNew iYork iStock iExchange iwas iaffected iby 

ithe ifirms’ icapital istructure. iThe ifindings imay inot inecessarily ireflect ithe iprecise 

isituation iin ithe icase iof ioil imarketers iin iKenya isince icapital istructure ivaries ifrom ione 

ifirm ito ithe iother. 

Although ithis istudy icovered ioil iand igas ibusinesses, iit ionly iinvestigated ilisted iNigerian 

ifirms iin ithe iindustry iwhose imarket idynamics iincluding ithe icapital imarkets imay inot ibe 

isimilar ito ithe iKenyan imarket. iTherefore, ithe ifindings icannot iprecisely idescribe ioil iand 

igas ifirms ioperating iin ithe iKenyan imarket. 

Ashraf, iAmeen iand iShahzadi i(2017) iexplored ithe inexus ibetween icapital istructure iand 

ifirm iperformance iin iPakistan icement imarket. i iThe ifindings ihowever icannot ibe 

igeneralized ito ioil imarketers iin iKenya igiven ithe icontextual idifferences ibetween ithe itwo 

icountries ias iwell ias ithe iindustries.In iGhana, iMusah i(2017) iinvestigated ihow 
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iprofitability iof icommercial ibanks iwas iimpacted iby icapital istructures. iFindings 

irevealed ithat ithe ibanks iwere ileveraged iwith ihigh idebt ifinancing. i 

2.4.2 Local Studies 

In iKenya, iYegon, iCheruiyot, iSang iand iCheruiyot i(2014) iinvestigated ihow iprofitability 

iof iKenyan ibanks iis iimpacted iby icapital istructure. iThe iresults ishowed ithat ishort iterm 

idebts ihad ia istatistically isignificant ipositive iimpacts ion iprofitability iwhile ilong iterm 

idebts iexerted ia isignificant inegative ieffect ion iprofitability. iThis istudy ihowever ibeing 

ibased ion ithe ibanking isector icannot iadequately irepresent ithe isituation iof ioil imarketers 

iin ithe icountry. iMoreover, iit iexplained ithe irelationship iwith iprofitability ibeing 

iexclusively imeasured iin iterms iof iROE ionly iwhich imay inot inecessarily ibe isimilar 

iwhere iROA iis iused ias iwill ibe ithe icase iin ithis istudy. 

Another iresearch ifrom iKenya idone iby iGithire iand iMuturi i(2015) ievaluated 

iinterrelationship ibetween iprofitability iof ifirms iquoted iin iNSE iand icapital istructure 

iexpressed iin ithe iform iof iROA iwhile icapital istructure iwas imeasured iin iterms iof iequity 

ifinancing, ilong-term idebt ifinancing iand ishort-term idebt ifinancing. 

2.4.3 Research iGap 

From ithe iempirical istudies ireviewed, ithere ihave ibeen imixed iresults iand iexplanations iof 

ithe iinterrelationships iexisting ibetween idifferent icapital istructures imeasures iand iprofit 

iperformance iin idifferent icompanies. iFindings iby iAshraf, iAmeen iand iShahzadi i(2017) 

iindicated ithat inegative irelationship ibetween ithem. iMoreover, ithere iis iscarcity iof 

istudies iinvestigating ithe iinterrelationship ibetween icapital istructure iand iprofit 

iperformance iof ioil iand igas imarketing icompanies iin iKenya, ihence ilimited iinsights ion 

ithe isame. iTo iaddress ithis iscarcity iof istudies iand iprovide iapplicable iinsights, ithis istudy 

iwill ianalyze ithe iinterrelationship ibetween icapital istructure iand iprofitability ifocusing ion 

ithe ioil iand igas imarketing icompanies iin iKenya. 
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2.5 iConceptual iFramework 

Independent iVariable     Dependent iVariable 

 

 

 

 

 

 

 

 

 

Figure 2.1: Conceptual framework 

2.6 iSummary iof iLiterature iReview 

The iexisting iliterature iindicated ithat iquite ia ilot ihas ibeen idocumented ipertaining ito 

icapital istructures iand iprofits iboth iin itheories iand iempirical istudies ithat ihave ibeen 

iconducted. iHowever, iit iis inot ipossible ito iextrapolate ithe ifindings ifrom ia isingle istudy ito 

iaccurately idescribe ithis irelationship iand iin iany iparticular iindustry iespecially ithe icase iof 

ioil iand igas imarketing ifirms iin iKenya. iThis iis ifurther icomplicated iby ithe ifact ithat 

imajority iof ithe istudies ilocally iand iinternationally ihave ibeen idone iin ithe ibanking isector 

iand ilisted icompanies iin igeneral. iThus, ithe iexisting iliterature idoes inot iadequately 

iexplain iwith iprecision ithe icorrelation ibetween icapital istructure iand iprofitability iof ioils 

iand igas imarketing ibusinesses iin iKenya. iThis iforms ithe isubject iof ithe iinvestigation iin 

ithis istudy. i 
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CHAPTER ITHREE 

RESEARCH IMETHODOLOGY 

3.1 iIntroduction i 

This ipart idiscusses iresearch idesign, ipopulation, isample iand isampling itechniques, idata 

icollection iand ianalysis. i i 

3.2 iResearch iDesign i 

This isection irelied ion inon-experimental iquantitative iresearch idesign iusing isecondary 

idata. iNon-experimental idesign iis ipreferred ibecause ithrough ithe idesign, ithe iresearcher 

iis iunable ito icontrol imanipulate ior ialter iindependent ivariable. iMoreover, inon-

experimental idesign iallows igeneralization ito ilarge ipopulation. i 

3.3 iPopulation iand iSampling iProcedure i 

The ipetroleum iindustry iin iKenya ihas iapproximately i80 ioil imarketers. iOut iof ithese, itwo 

ihave ibeen ilisted iin i iNairobi iStock iexchange ibeing iTotal iand iKenol iKobil. i iIn i2019 

ihowever, iKenol iKobil ihas idelisted iafter ia ibuy-out iby iFrench imultinational icalled iRubis 

iEnergy. iPopulation iwill ibe ithe i80 iOil imarketing icompanies iin iKenya. iIt iis ithe iintention 

iof ithe istudy ito iconduct ia icensus iof ithe i80 ioil imarketing icompanies i(Appendix i1). iTo 

iensure ibalance ipanels, ia ifirm iwill ihave ito ibe iin iexistence ibetween i2013 iand i2018 iwith 

idata iavailable ion itarget ivariables ifor ithe i6 iyears. 
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3.4 iData iCollection i 

The iobjective iwas iachieved ithrough icollection iof isecondary iinformation from 

ipublished ifinancial istatements iand imanagement ireports iof i iplayers iin ithe ioil imarketing 

iindustry. iData is icollected ion inet iprofits, itotal idebts, itotal iequities, itotal iliabilities, iand 

itotal iassets ifor ithe iperiod i2013 ito i2018. 

3.5 iData iAnalysis i 

Statistical iPackage ifor iSocial iScience i(SPSS) iand imultiple iregression ianalysis iwill ibe 

idone ito iexplore ihow ithe idependent ivariable i‘profitability’ iis iinfluenced iby ithe 

iindependent ivariable i(capital istructure) i iIndependent ivariables i(total idebt ito iequity 

iratio, ilong iterm idebt ito itotal iliabilities iratio iand itotal ishort iterm idebt ito itotal iliabilities 

iratios) iwere iregressed iagainst ithe iprofitability. 

3.5.1 iAnalytical iModel 

The imultiple ilinear iregressions ihelped iin iexplaining ihow ithe idependent iand ithe 

iindependent ivariables irelate iwith ieach iother. iThe icoefficient iof icorrelation iand ithat iof 

icoefficient iof idetermination ihelps iin idetermining ithe iexact inature iand iextent iof ithe 

irelationship. 

The imultiple iregression imodel iis ias ifollows; i 

𝑅𝑂𝐴𝑖𝑡(𝑌) = 𝛼 + µ i1X i1 +  iµ i2X i2 i + µ i3X i3 + ε i  i i i i i i    

  i 

Where; i 

*ROA(Y) iis iprofits iexpressed ias ithe iratio iNet iprofits ito ithe itotal iassets. i 

*α iis ithe iconstant iterm, 
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* iX1 iexpresses ithe itotal idebt ito itotal icapital i(equity i+ i ilong iterm idebt) iratio, i 

*X2 iis ithe iTotal ishort iterm idebt ifinancing/total iliabilities 

* iX3 irepresents iTotal ilong-term idebt ias ia iratio iof ithe ifirm’s itotal iliabilities. i 

* iε iis ithe ierror iterm iwhich ishows ithe i iunexplained ivariation iin ithe imodel. 

α irepresents ithe iconstant. iOn ithe iother ihand iµ1, iµ2, iand iµ3 irepresent ichanges iin ithe 

ivariables iX1, iX2, iand iX3 ibecause iof ichanges iin iROA 

Findings iwill ibe ipresented iin itables iand igraphs iand iinterpreted iin ithe ilight iof ithe istudy 

iobjective. 

3.5.2 iTest iof iSignificance i 

The itest iwill iinterpret ithe isign iand imagnitude iof ithe iparameters iresulting ifrom 

iestimation iof iequation i(3.5.2 iabove) iaccordingly. iIn iparticular ithe iF-test iwill ibe iused ito 

iestablish iif ia ilinear irelationship iexists ibetween ithe idependent ivariable iand ithe 

iindependent ivariables. iThis itest iwill iuse ithe iP-Value ito iindicate iwhether ithe iresults 

iwere iachieved iby ichance. 
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CHAPTER IFOUR 

DATA IANALYSIS, IRESULTS IAND IDISCUSSION 

4.1 Introduction 

This ichapter icaptures ithe isynthesis iof idata iin iterms iof idescriptive istatistics, itrend 

ianalysis, icorrelation imatrix iand iinferential istatistics. iDescriptive istatistics ientail 

imeasures iof icentral itendency i(mean) iand imeasures iof idispersion i(standard ideviation). 

iInferential istatistics iinvolved iregression ianalysis iand iin iparticular iit ibrought iout ithe 

icoefficients iof ithe iestimates iinvolved iin ihypothesis itesting. iLast ipart iof ithis ichapter 

iprovides ibrief idiscussion iof ithe ifindings iin irelation ito ithe iinferential istatistics. 

4.2  Descriptive iStatistics 

Table i4.1 idemonstrates idescriptive istatistics iof ithe ivariables iused ifor ithe i10 ifirm ioil 

imarketing iindustry ifor ithe iperiods i2013 iand i2018. iROA ifor ithe i10 ifirms ibetween ithe 

iperiod i2013 iand i2018 iaveraged iapproximately i0.16 iwith ia istandard ideviation iof i0.64. 

iThe imaximum iROA ifor ithe i10 ifirms istood iat i3.13 iwith ia iminimum inegative ivalue iof 

iROA iof i0.1923. iOn ithe iaverage, ilong iterm idebt ito itotal icapital iratio iregistered i0.24 

iwith ia istandard ideviation iof i0.29 iwith ia imaximum iratio iof i1.0664 iand ilower iratio iof 

i0.000. iShort iterm idebt ito itotal iliability iratio ihad ian iaverage iof i0.364 iwith ia istandard 

ideviation iof i0.248. iDescriptive istatistics ifurther iindicates ithat ilong iterm idebt ito itotal 

iliability iratio ifor ithe i10 ifirms ihad ia imean iof i0.172 iwith istandard ideviation iof i0.208. 

At imaximum, ishort iterm idebt ito itotal iliability iregistered ia iratio iof i0.8587 iwith 

iminimum ivalue iof i0.000. iOn ithe iother ihand, ilong iterm idebt ito itotal iliabilities ihad ia 

imaximum iratio iof i0.9158 iwith ileast iratio iregistered iat i0.000. iThis iillustrates ithat ion ithe 

iaverage, ilong iterm idebt ito itotal iliability iwas ihigher ithan ithe ishort iterm idebt ito itotal 

iliabilities ifor ithe i10 ifirms iin ithe ioil imarketing iindustry. 
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Table 4:1:Descriptive  Statistics 

 N Minimum Maximum Mean Std. iDeviation 

ROA 60 -.1923 3.1396 .159556 .6419268 

Long iTerm iDebt/Total 

iCapital iRatio 
60 .0000 1.0664 .242180 .2976699 

Short iTerm iDebt/Total 

iLiabilities 
60 .0000 .8587 .364781 .2479135 

Long iTerm iDebt/Total 

iLiabilities 
60 .0000 .9158 .172403 .2080613 

Valid iN i(listwise) 60     

 

4.2  Trend  Analysis 

Figure i4:1 iillustrates ithat iROA ifor ithe i10 ifirms iin ioil imarketing iindustries istabilized iat 

i0.300 ibetween ithe iperiods i2013 iand i2015. iHowever, ithere iwas ia isharp ipersistent 

idecline iin iROA iin i2015 ifrom i0.3000 ito iaround i0.000 iin i2016. iThere iwas icontinued 

idecline iin iROA iand ifor ithe iperiods i2016 ito i2018, iROA iregistered inegative iratio ias 

idemonstrated iin ithe igraph. 

Figure 4:1: ROA Trend (2013-2018) 
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Long iterm idebt ito itotal icapital iratio icontinued iincreasing ifrom i0.700 iin i2013 ito i2.80 iin 

i2014 i(Figure i4.2). iHowever, ithere iwas ia islight idecline iin ilong iterm idebt iratio ifrom 

i2014 i2016 iwith ilong iterm idebt iration irising ifrom i2016 ito i2018 ito ia iratio iabove i0.3000. 

Figure 4:2: Long Term Debt Ratio 

 

Figure i4.3 iillustrates ithat ishort iterm idebt ihas ibeen ion idownward itrend ibetween ithe 

iperiods i2013 iand i2015 iwith ithe iratio ipicking iup iin ithe iyear i2015 ito i2016. iAfter i2016, 

ishort iterm idebt iratio ibegins ito idecline iup ito i2018. 

Figure 4:3: Short Term Debt Ratio 
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Figure i4.4 idemonstrates ithat ilong iterm idebts iratio ihad ia icontinued irise ifrom ibelow 

i0.1000 iin i2013 ito ia iratio iabove i2.2250 iin i2014. iHowever, ilong iterm idebt ito itotal 

iliabilities istarted ito idecline iin i2014 iuntil i2016 iwhen iit ipicked iup iand ihad iupward itrend 

itill i2018. 

Figure 4:4: Long Term Debt Ratio 

 

 

4.3 Correlation Analysis 

I iemployed icorrelation ianalysis iin ithis istudy ito iexamine ibehavior ibetween iROA iand ithe 

iindependent ivariables iin ithe istudy. iTable i4.2 iprovides icorrelation icoefficient ibased ion 

ipearson icorrelation. iThe iresult iindicates ithat iall ithe iindependent ivariables ihave ipositive 

iassociation iwith iROA. iHowever, ithe iassociation ibetween iROA iand ithe iexplanatory 

ivariables iis iweak isince iall ithe ivalues iof icorrelation icoefficient iare ibelow i0.5. 
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Table 4:2: Correlation Matrix 

Correlations 

 ROA Long iTerm 

iDebt/Total 

iCapital iRatio 

Short iTerm 

iDebt/Total 

iLiabilities 

Long iTerm 

iDebt/Total 

iLiabilities 

ROA 

Pearson iCorrelation 1 .130 .083 .174 

Sig. i(2-tailed)  .324 .529 .184 

N 60 60 60 60 

Long iTerm iDebt/Total 

iCapital iRatio 

Pearson iCorrelation .130 1 -.178 .898** 

Sig. i(2-tailed) .324  .174 .000 

N 60 60 60 60 

Short iTerm iDebt/Total 

iLiabilities 

Pearson iCorrelation .083 -.178 1 -.279* 

Sig. i(2-tailed) .529 .174  .031 

N 60 60 60 60 

Long iTerm iDebt/Total 

iLiabilities 

Pearson iCorrelation .174 .898** -.279* 1 

Sig. i(2-tailed) .184 .000 .031  

N 60 60 60 60 

**. iCorrelation iis isignificant iat ithe i0.01 ilevel i(2-tailed). 

*. iCorrelation iis isignificant iat ithe i0.05 ilevel i(2-tailed). 

 

4.4  Regression Analysis 

Regression ianalysis iestimates ithe imagnitudes iof ithe icoefficients iof ithe ivariables 

iincluded iin iour iproposed imodel iin ichapter ithree. iStudent’s it-distribution iand 

iprobability ivalue iwas iused iat i95% iconfidence iinterval ito itest ithe isignificance iof ithe 

iexplanatory ivariables. iRegression ianalysis ialso iproduced imodel isummary iin iterms iof 

icoefficient iof idetermination. iCoefficient iof idetermination i(R-squared) imeasured ithe 

iproportion iof iROA ithat iis iexplained iby ithe ivariation iin ithe iindependent ivariables 

iincluded iin ithe iregression imodel. iAnalysis iof ivariance i(ANOVA) iprovided iF-statistics 

ithat ispecifies ithe ifitness ior isignificance iof iour iregression imodel. 
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4.4.1 Model Summary  

Model isummary iin iTable i4.3 iindicates icoefficient idetermination iof i0.056. iThis iimplies 

ithat i5.6% iof ithe itotal ivariation iin iROA iis iattributed ito ithe ichanges iin ithe iexplanatory 

ivariables iincluded iin ithe iregression imodel. iThis iindicates ithat i94.6% iof ithe itotal 

ichange iin iROA ifor ithe i10 ifirms iis icaused iby iother iindependent ivariables inot iconsidered 

iin ithe imodel. iThe iresult ifurther ireveal ipotential isample iselection ibiases iand itherefore 

ithere iexist iweak irelationship ibetween ithe ivariables iselected iand ithe iROA ifor i10 ifirms. 

iThe ivalue iof idurbin-watson istatistics iof i0.745 iindicates ithe ivariables iresiduals iare inot 

iserially icorrelated. 

Table 4:3: Model Summary 

Model R R iSquare Adjusted iR 

iSquare 

Std. iError iof ithe 

iEstimate 

Durbin-Watson 

1 .237a .056 .005 .6401606 .745 

a. iPredictors: i(Constant), iLong iTerm iDebt/Total iLiabilities, iShort iTerm iDebt/Total iLiabilities, 

iLong iTerm iDebt/Total iCapital iRatio 

b. iDependent iVariable: iROA 

 

4.4.2 Analysis of Variance 

Analysis iof ivariance iin iTable i4.4 igives ia isignificance ivalue iof i0.353 iwhich iis igreater 

ithan i0.05. iTherefore ithe imodel iis inot istatistically isignificant iin ipredicting ithe ieffect iof 

icapital istructure ion ithe iprofitability iof ioil iand igas imarketing icompanies iin iKenya. 
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Table 4:4: Analysis of Variance 

Model Sum iof iSquares df Mean iSquare F Sig. 

1 

Regression 1.363 3 .454 1.109 .353b 

Residual 22.949 56 .410   

Total 24.312 59    

a. iDependent iVariable: iROA 

b. iPredictors: i(Constant), iLong iTerm iDebt/Total iLiabilities, iShort iTerm iDebt/Total iLiabilities, iLong 

iTerm iDebt/Total iCapital iRatio 

 

4.4.3 Regression Coefficients 

Regression icoefficients iare ipresented iin iTable i4.5. iWe itest ithe iindividual isignificance 

iof iexplanatory ivariable iusing it-statistics iat i95% iconfidence iinterval. iBy irule iof ithumb, 

it-value igreater ithan i2.0 iindicates ithat ithe iparameter iis istatistically idifferent ifrom izero 

iand itherefore iwe iconclude ithat ithe ivariable iis istatistically isignificant iat i5% ilevel. iThe 

iprobability ivalue iless ithan i5% i(0.05) iimplies ithe icorresponding ivariable iis istatistically 

isignificant iat i5% ilevel. iFrom iTable i4.5, ithe iestimated imodel iis igiven ias: 

𝑅𝑂𝐴 = −0.096 − 0.422𝐿𝑇𝐷/𝐶𝑎𝑝𝑖𝑡𝑎𝑙 + 0.408𝑆𝑇𝐷/𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠 + 1.213 𝑖𝐿𝑇𝐷/

𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠 i 

 i i i i i i i i i i i i i(t=-0.526) i i i i i i i i i i i i i i i i i i i(t=-0.653) i i i i i i i i i i i i i i i i i i i(t=1.149) i i i i i i i i i i i i i i i i i i i i i i i i(t=1.282) 

 i i i i i i i i i i i i i(p=0.601) i i i i i i i i i i i i i i i i i i(p=0.516) i i i i i i i i i i i i i i i i i i i i i i i i(p=0.255) i i i i i i i i i i i i i i i i i i i i i i i i(p=0.205) 
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Table 4.5: Regression Coefficients 

 

Model Unstandardized iCoefficients Standardized 

iCoefficients 

t Sig. 

B Std. iError Beta 

1 

(Constant) -.096 .183  -.526 .601 

Long iTerm iDebt/Total 

iCapital iRatio 

-.422 .645 -.196 -.653 .516 

Short iTerm iDebt/Total 

iLiabilities 

.408 .355 .158 1.149 .255 

Long iTerm iDebt/Total 

iLiabilities 

1.213 .946 .393 1.282 .205 

a. iDependent iVariable: Iroa 

 

The iresult iindicates ithat ithe iaverage iROA ifor ithe iten ioil iand igas imarketing icompanies 

iis inegative i0.096 iother ifactors iheld iconstant. iLong iterm idebt ito itotal icapital iratio ihas ia 

inegative iand inon-significant ieffect ion iROA. iThe iresult iimplies ia iunit iincrease iin ilong 

iterm idebt ito itotal iCapital iratio iwill ilead ito i0.422 iunit idecrease iin ithe iprofitability iof ithe 

ioil iand igas imarketing icompanies iin iKenya. iShort iterm idebt ito itotal iliabilities ihas ia 

ipositive iand iinsignificant ieffect ion ithe ifinancial iperformance iof ioil iand igas imarketing 

ifirms. iThis iresult ishows ithat ia iunit iincrease iin ishort iterm idebt ito itotal iliabilities iratio 

iwill ilead ito i0.408 iunit iincrease iin ithe iprofitability iof ithe icompanies. iLastly, ilong iterm 

idebt ito itotal iliabilities iratio ihas ia ipositive ibut iinsignificant ieffect ion ithe ifinancial 

iperformance iof ioil iand igas imarketing icompanies iin iKenya. iThe iresult iimplies ithat ia 

iunit iincrease iin ilong iterm idebt ito itotal iliabilities iwill iresult ito i1.213 iunit iincrease iin 

ifinancial iperformance iof ioil iand igas imarketing ifirms iin iKenya. 
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4.5 Discussion of the Research Findings 

Aim iwas iat iexamining ieffects iof icapital istructure ion ithe iprofitability iof ithe ioil iand igas 

imarketing icompanies iin iKenya ifor ithe iperiods i2013 iand i2018. iThe istudy iconsidered 

iten ifirms iand ithe iprofits iof ithe ifirms iwas iproxied iby ia iROA iwhile icapital istructure iof 

ithe icompanies iwas iassessed iby ishort-term iand ilong-term idebt ito itotal iliabilities iand 

ilong-term idebt ito itotal icapital igain. iCorrelation icoefficient irevealed ithat iROA ihas i 

ipositive ibut iweak irelationship iwith ithe icapital istructure iof i ifirms. iOnly i5.6% iof ithe itotal 

ichange iin ithe iprofitability iof ithe ioil iand igas imarketing icompanies iis iexplained iby ithe 

ivariation iin ithe icapital istructure iof ithe ifirms.. 

Our ifindings iis iin iline iwith istudies iby iSiddiqui i(2012) iand iSayeed i(2011) iwho ifound ia 

inegative irelationship ibetween iorganizational iprofitability iand ilong-term idebt iratio. 

iSimilar iresult iwas ialso ifound iby iAshraf, iAmeen iand iShahzadi i(2017) iwho iexplored ithe 

ilink ibetween icapital istructure iand ifirm iperformance iin iPakistan icement imarket. I 

This ifinding iis iin icontrast ito ia istudy iby iGithire iand iMuturi i(2015) iwho ievaluated ithe 

iinterrelationship ibetween iprofitability iof ifirms iquoted iin iNSE iand icapital istructure. 

iInstead, ithey ifound inegative irelationship iin ishort iterm idebts iratios iwith ithe iprofitability 

iof ithe icompanies ilisted iat iNSE. 
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CHAPTER IFIVE 

SUMMARY, ICONCLUSIONS IAND IRECOMMENDATION 

5.1 Introduction 

This iwork iwas imotivated ito examine effects iof capital istructure ion i iprofitability 

iof ioil iand igas imarketing icompanies. This isection itherefore ientails i isummary iof 

ithe istudy, iconclusion iand irecommendation ibased ion ithe istatistical ifindings ifrom 

chapter ifour. 

5.2 Summary 

It itargeted iten icompanies idealing iin ioil iand igas imarketing ifor ithe iperiods \ 2013 

iand i2018. iThe iprofitability iof ithe ifirms iwas imeasured iin iterms iof iROA iwhile 

icapital istructure iof ithe icompanies iwas iproxied iby ithe ishort iterm idebt ito itotal 

iliabilities iratio, ilong iterm idebt ito itotal iliability iration iand ilong iterm idebt ito 

itotal icapital iratio. iSecondary idata iwas iobtained ifrom ithe ifinancial istatements 

iof ithe icompanies ivarious iratios iwere icomputed iby ithe iresearcher. iCollected 

idata iwas ianalyzed iusing iSPSS i24. iBoth idescriptive iand iinferential istatistics 

iwas iobtained iand iinterpreted. iAll ithe iinterpretation isignificance itest iwas idone 

iat i95% ilevel iof iconfidence. 

Positive ibut iweak iassociation iwas iestablished iin ithe icapital istructure iand ithe 

iprofitability iof ithese icompanies. iThe icoefficient iof idetermination iillustrated ithat 

icapital istructure ihas iweak ieffect ion ithe iprofitability iof ithe ioil iand imarketing 

icompanies. iRegression icoefficients ishowed ithat ia iunit iincrease iin ilong iterm 

idebt ito itotal iCapital iratio iwill ilead ito i0.422 iunit idecrease iin ithe iprofitability 

iof ithe ioil iand igas imarketing icompanies iin iKenya. I 
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5.3 Conclusion 

It concludes ithat icapital istructure iplays iinsignificant irole iin ithe iprofitability iof 

ithe ioils iand igas imarketing icompanies iin iKenya. iLong-term idebt ito itotal icapital 

ihas inegative iimpact ion ifinancial iperformance iof ithese icompanies. iHowever, ithe 

ieffect iis iinsignificant iat i5% ilevel. iThis imeans ithat icontinued iin iincrement iin 

ilong-term idebt ito itotal icapital iratio iwill iharm ithe ifinancial iperformance iof ioil 

iand igas imarketing icompanies iin iKenya. iBoth ishort-term iand ilong-term idebt ito 

itotal i iliabilities ihave ipositive ieffects ion ithe ifinancial iperformances ion ithese 

icompanies. i 

5.4 Recommendations from the Study 

It i ifound iout ithat iboth ishort-term iand ilong-term idebt ito itotal iliability iratios 

ihave ipositive ieffects ion ithe ifinancial istrength ithese imarketing ifirms. iThis iwork 

irecommends ithat ifirm’s idecision-making iunit ishould istrike ia ibalance ibetween 

ishort-term iand ilong-term idebts ito icapital iratios ito iother ioperation icosts. 

iCompanies’ idebt ishould ibe imaintained iat ia ilevel ithat iimproves ithe ifinancial 

iperformance iof ioil iand igas icompanies. iThere iis ineed ifor ioil iand imarketing 

ifirms ito iincrease itheir iasset ibase ithrough iacquisition iboth itangible iand 

iintangible iassets. i 
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5.5 Limitations of the Study 

two iout iof i84 icompanies iin ithis iindustry iare ilisted. iThis imade iit idifficult ito 

iobtain idata ifrom iprivate icompanies ias isuch ithe istudy isettled ifor ionly i10 

icompanies. iA ibigger isample iwould ihave ibeen ipreferable ito igive imore ireliable 

iresults. iAdditionally, ithis istudy icovered ionly i6years, i2013-2018 idue ito 

ilimitations iof idata iavailability. 

It iwas inoted ithat ivery ifew istudies ihave ibeen iconducted ispecifically ion ithe iOil 

isector iin iKenya, imany istudies ihave ifocused ion iother isectors ior ia iwider iscope 

iof isectors iwith iOil ias ione iof ithem. iAs isuch ithere iwas iscarcity iof iliterature ito 

imake ireference ito ifor ithis istudy. 

5.6 Recommendations for Further Study 

This istudy iconsidered ionly i10 icompanies iin ithe iOil iand igas iindustry iwhich 

ihas i84 iactive iparticipants. iAdditionally ithe istudy icovered ionly i6years iperiod, 

i2013-2018. iFurther istudies ishould ibe iconducted ito iget ia ibigger icoverage iof 

icompanies iin ithis iindustry ias iwell ias ia ilonger itime ispan, ithis iwill igive imore 

ipervasive iresults. 

Further istudies ishould ibe iconducted iin ithe icontext iof ioil iand igas isector iin 

iKenya. iThis iwill iprovide ischolars iwith ienough iliterature ito irefer ifor ifuture 

iresearch. iSimilarly, ipolicy imakers iand ifinance imanagers iin ithe ioil isector iwill 

ihave iadditional iresearch iinformation ito imake ibetter ibusiness idecisions. 
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