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ABSTRACT 

Leverage is a keystone mechanism that can be deployed by management to maximize 

shareholder return and boost financial performance. Where cash is not available for investing in 

projects that create value for the organization, companies may apply leverage in order to tap into 

opportunities that generate additional returns for the organization. These kinds of projects should 

maximize value for shareholders in the long run.  In addition, the use of leverage in the capital 

structure lowers the company’s weighted average cost of capital and provides tax gains for the 

company. 

Leverage comes at a price. When leverage increases, studies indicate that the risk attributable to 

the company also increases. Leverage can raises the chances of bankruptcy for the organization.  

Cash-flows are directed towards the servicing of debts regardless of whether the company makes 

a profit or not. 

This study will seek to establish the relationship between leverage and performance of listed 

companies at the Nairobi Stock Exchange with reference to the period 2003-2007 when the NSE 

experienced an unprecedented boom. Companies at the market did take up different forms of 

debt to maximize returns and the researcher will seek to find out the extent of relationship 

between the debt and the resulting performance. 

The main sources of literature will be: books, internet sources, journals, annual financial reports 

and press reports. A descriptive research design will be adopted in the collection of data. Data 

will be collected using interviews and secondary sources such as annual financial reports of the 

targeted companies. Analysis will be done with the use of SPSS and findings presented in the 

form of pie charts, graphs and tables. 
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