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Abstract

In the quest to optimize their objective, which hinges primarily on quantifiable performance, financial managers have adopted
various capital structures as a means to that goal. A firm can finance its investment by debt and/or equity. The use of fixed-
charged funds, such as debt and preference capital along with the owner’s equity in the capital structure is described as
financial leverage or gearing. The general objective was to examine the effect of financial leverage on financial performance
of supermarkets in Kenya. To strengthen the conceptual framework the researcher used theories such as the trade-off theory
and pecking order theory. The study used primary data which was collected through use of questionnaires with respondents at
the supermarket chain. The sample size was 255. A modified Likert scale questionnaire was developed divided into three parts.
A pilot study was carried out to refine the instrument. The quality and consistency of the study will be further assessed using
Cronbach's alpha. Data analysis was performed on a PC computer using Statistical Package for Social Science (SPSS Version
23) for Windows. Analysis was done using frequency counts, percentages, means and standard deviation, regression,
correlation and the information generated will be presented in form of graphs, charts and tables. On cost of finance the study
findings established that cost of loans was high as well as the cost of obtaining goods on credit terms. On the objective
capitalization, the study findings established that supermarkets use a mixture of financing options such as debt and equity. The
study results further revealed that capital structure affects financial performance of supermarkets. On interest rate, the study
findings established that despite capping of the interest rates, interest rates charged on loans affects financial performance of
supermarkets. On debt ratio the study observed that though there is a rich mix of debt ratio, the study concluded that debt ratio
affects financial performance of supermarkets in Kenya. On cost of financing, the study conclude that cost of financing is high
both on debt and dividends and therefore it affects financial performance of supermarkets in Kenya. On Capitalization, the
study established that there was a rich mix of capitalization of both debt and equity. Therefore, the study concluded that a
highly levered firm affects financial performance of supermarkets in Kenya. On interest rate, the study established that interest
rates affects financial performance of supermarkets because it reduces operational liquidity. The study recommended; that
supermarkets should operate with a minimum threshold of debt ratio; that supermarket should have an internal source of
financing to reduce on cost of financing; that supermarkets should provide capital through equity and retained earnings to
leverage on cost of financing and payments of dividends; that if possible not to borrow cash from commercial banks because
of interest rates and rather obtain goods on credit and pay on time to avoid paying interest accrued.
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1. Introduction

In the quest to optimize their objective, which hinges primarily on quantifiable performance, financial managers have adopted
various capital structures as a means to that goal. A firm can finance its investment by debt and/or equity. The use of fixed-
charged funds, such as debt and preference capital along with the owner’s equity in the capital structure is described as financial
leverage or gearing (Dare & Sola, 2013). An unlevered firm is an all-equity firm, whereas a levered firm is made up of ownership
equity and debt. Financial leverage takes the form of a loan or other borrowing (debt), the proceeds of which are (re)invested with
the intent to earn a greater rate of return than the cost of interest. If the firm’s marginal rate of return on asset (ROA) is higher than
the rate of interest payable on the loan, then its overall return on equity (ROE) will be higher than if it did not borrow (Laurent,
2015). On the other hand, if the firm’s return on assets (ROA) is lower than the interest rate, then its return on equity (ROE) will
be lower than if it did not borrow. Leverage allows a greater potential return to the investor than otherwise would have been
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available, but the potential loss is also greater: if the investment becomes worthless, the loan principal and all accrued interest on
the loan still need to be repaid (Andy et al., 2013). This constitutes financial risk (Pandey, 2010).

The degree of this financial risk is related to the firm’s financial structure. The total combination of common equity, preferred
stock and short and long-term liabilities is referred to as financial structure. That is, the manner in which the firm finances its
assets constitutes its financial structure. If short-term liabilities are subtracted from the firm’s financial structure, we obtain its
capital structure. In other words, the firm’s permanent or long-term financing consisting of common equity, preferred stock and
long-term debt is called capital structure (Van Horne, 2012). Hence, the objective of financial management in structuring a firm’s
capital components is to maximize the shareholders” wealth, as a measure of performance. Based on the above the problem of this
study is to analyze the implications of financial leverage on performance. Also considering that maximizing accounting profit and
maximizing shareholders™ value are not identical because of shareholders™ losses from agency costs, it is therefore pertinent to see
how capital structure affect shareholders’ value.

2. Research Problem

A recent study by FSD (2013) revealed that Supermarkets are facing severe liquidity problems and majorities are unable to
meet the demands of their clients for loans and withdrawal of savings. Given this situation, clients despite their loyalty are getting
anxious about the future of the Supermarkets. If this situation is not rectified, we may witness the demise of Supermarket which
will be a terrible loss for Kenyans. There is need therefore, to understand the effect external financing has on financial
performance of Supermarket. The major problem areas facing Supermarket include the following; Inadequate Legal and
Regulatory frame work i.e. Supermarket have not been adequately covered in the Co-operative societies Act of 1966, 1997 and
2004.

A number of studies on the relationship between financial performance management and financial performance have been
done globally and locally in Kenya. Maroko (2013), conducted a case study on financial performance management in heavy
engineering firms and indicated that loans and advances, and other current assets hardly had any role to contribute in sales /
business generation of the firm during the period of 1993-94 to 2002-03. Bardia (2014), in his study on steel giant company for
the period from 1991-92 to 2001-02 concluded that there is a positive relationship between liquidity and profitability. Ghosh and
Maji (2014), conducted a study on financial performance management efficiency from the view point of Indian cement industries
and indicated that there is a relationship between effective utilization of current assets and profitability of the companies under
study, although there seemed to be a wide range in the degrees of such relationship between company to company. Amit, Sur and
Rakshit (2015) studied the relationship between financial performance and profitability in the context of Indian pharmaceutical
industries and concluded that no definite relationship can be established between liquidity and profitability.

Mathai (2010) sought to establish the relationship between financial performance management and profitability of retail
supermarket chains in Kenya. Her study consisted of six retail supermarket chains in Kenya. The objective of the study was to
determine whether there exists a relationship between WCM and profitability. The study showed that in the retail sector, WCM
has a significant impact on profitability of firms and plays a big role in value creation for shareholders as longer Cash Conversion
Cycle (CCC) and average collection period have a negative impact on net operating profitability of a firm. The CCC offers an
easy and useful way to check the WCM efficiency of a company. The study also revealed that there exist a positive non-
significant relationship between the financial debt ratio and profitability. Consequently, an increase in debt utilization, leads to a
decrease in profitability. Thus, concluding that leverage negatively influences profitability.

Low adoption of International Performance Standards, Lack of Disclosure requirement standards, Lack of a Development
Strategy framework for Sacco Societies, Low adoption of Information and computer technologies, Poor Human Resource
Management leading to high staff-turn over, Capital deficiency and wanting capital structuring models are identified as key
challenges facing the regulated Supermarkets in Kenya. The situation is made worse by unstable Macro-economic environment
coupled with stringent liquidity standards. (Ongore et al., 2013) This study therefore, sought to find out the effect of financial
leverage on financial performance of Supermarkets in Kenya.

3. Objective of the Study

This study was guided by both general and specific objectives:

3.1 General Objective

To determine the effects of financial leverage on financial performance of Tusky’s Supermarkets in Kenya.

3.2 Specific Objectives
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Specific objectives of the study were:

i To examine the effects of debt ratio on financial performance of Tusky’s Supermarket in Coast Region.

ii. To determine the effects of cost of finance on financial performance of Tusky’s Supermarket in Coast Region.
iii. To evaluate the effect of capitalization on financial performance of Tusky’s Supermarket in Coast Region.
iv. To establish the effects of interest rates on financial performance of Tusky’s Supermarket in Coast Region.

4. Research Questions
The study had the following research questions:

i How does debt ratio affect financial performance of Tusky’s Supermarket in Coast Region?

ii. How does cost of debts affect financial performance of Tusky’s Supermarket in Coast Region?
iii. How does capitalization affect financial performance of Tusky’s Supermarket in Coast Region?
iv. How does interest rate affect financial performance of Tusky’s Supermarket in Coast Region?

5. Justification of the Study

The study of capital structure is relevant to both researchers and managers. The major issues faced by the finance managers are
not only to receive or gather the funds but also their meaningful deployment in order to generate maximum returns. Mostly the
sources of finance across all the businesses are same, then why some businesses succeed while other doesn’t see the light of day.
This clearly means that there is something beyond financial success of business besides great idea and good geographic presence.
This makes it more attractive to study the effect of financial leverage on financial performance of supermarkets in Kenya.

The shareholders are concerned about returns on their investment and equity. The findings from this study will enable
shareholders in retail industry understand the best approach to financial performance management and thus support management
in enforcing any adopted approaches to financial performance management; The Government can use the findings of the study to
understand the extent of financial performance management in retail chains. It will assist the Government and other policy makers
to formulate monetary policies and other regulatory measures to put in place that will assist in businesses to better manage cash
for the wellbeing of the economy as a whole; The study findings will be of utmost importance to researchers and other
academicians. The researchers and academicians will find this study useful for further discussion and research so that they can
explore and further develop their studies on financial performance management and performance of businesses.

6. Review of Literature

6.1 Theoretical Review

Theories are formulated to explain, predict, and understand phenomena and, in many cases to challenge and extend existing
knowledge within the limits of the critical bounding assumptions. The theoretical framework introduces and describes the theory
which explains why the research problem under study exists. A theoretical framework consists of concepts, together with their
definitions, and existing theory/theories that are used for the particular study (Sekaran, 2015). This study will be anchored on the
following theories; Trade off theory and pecking order theory.

6.1.1 Trade-Off Theory

The term trade-off theory is used by different researchers to describe a family of related theories. A decision maker running a
firm evaluates the various costs and benefits of alternative leverage plans. Frequently it is assumed that an interior solution is
obtained so that marginal costs and marginal benefits are balanced. The original version of the trade-off theory grew out of the
debate over the Modigliani-Miller theorem. When corporate income tax was added to the original irrelevance, this created a
benefit for debt in that it served to shield earnings from taxes. Given that the firm's objective function is linear, and there is no
offsetting cost of debt, this implied 100% debt financing. Several aspects of Myers' definition of the trade-off merit discussion.
Foremost, the target is not directly observable. It may be imputed from evidence, but that depends on adding a structure. Different
papers add that structure in different ways. Next, the tax code is much more complex than that assumed by the theory.

Depending on which features of the tax code are included, different conclusions regarding the target can be reached. Graham
(2013) provides a useful review of the literature on the tax effects. Thirdly, bankruptcy costs must be deadweight costs rather than
transfers from one claimant to another. The nature of these costs is important too. Haugen and Senbet (2011) provide a useful
discussion of bankruptcy costs. Fourthly, transaction costs must take a specific form for the analysis to work. For the adjustment
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to be gradual rather than abrupt, the marginal cost of adjusting must increase when the adjustment is larger. Leary and Roberts
(2015) describe the implications of alternative adjustment cost assumptions.

6.1.2 Pecking Order Theory

The pecking order theory does not take an optimal capital structure as a starting point, but instead asserts the empirical fact
that firms show a distinct preference for using internal finance (as retained earnings or excess liquid assets) over external finance.
If internal funds are not enough to finance investment opportunities, firms may or may not acquire external financing, and if they
do, they will choose among the different external finance sources in such a way as to minimize additional costs of asymmetric
information. The latter costs basically reflect the “lemon premium” (Akerlof 2013) that outside investors ask for the risk of failure
for the average firm in the market. The resulting pecking order of financing is as follows: internally generated funds first, followed
by respectively low-risk debt financing and share financing. In Myers and Majluf model (2014), outside investors rationally
discount the firm's stock price when managers issue equity instead of riskless debt. To avoid this discount, managers avoid equity
whenever possible.

The Myers and Majluf model predicts that managers will follow a pecking order, using up internal funds first, then using up
risky debt, and finally resorting to equity. In the absence of investment opportunities, firms retain profits and build up financial
slack to avoid having to raise external finance in the future. The pecking order theory regards the market-to-book ratio as a
measure of investment opportunities. With this interpretation in mind, both Myers (2014) and Fama and French (2014) note that a
contemporaneous relationship between the market-to-book ratio and capital structure is difficult to reconcile with the static
pecking order model. Iteration of the static version also suggests that periods of high investment opportunities will tend to push
leverage higher toward a debt capacity. To the extent that high past market-to-book actually coincides with high past investment,
however, results suggest that such periods tend to push leverage lower 209. Empirical evidence supports both the pecking order
and the trade-off theory. Empirical tests to see whether the pecking order or the trade-off theory is a better predictor of observed
capital structures find support for both theories of capital structure (Shyam-Sunder and Myers, 2015; Fama and French, 2012).

6.1.3 Portfolio Theory

Since the 1980s, companies have successfully applied modern portfolio theory to market risk. Many companies are now using
value at risk models to manage their interest rate and market risk exposures. Unfortunately, however, even though credit risk
remains the largest risk facing most companies, the practice of applying modern portfolio theory to credit risk has lagged
(Margrabe, 2017). Companies recognize how credit concentrations can adversely impact financial performance. As a result, a
number of institutions are actively pursuing quantitative approaches to credit risk measurement. This industry is also making
significant progress toward developing tools that measure credit risk in a portfolio context. They are also using credit derivatives
to transfer risk efficiently while preserving customer relationships. Portfolio quality ratios and productivity indicators have been
adapted. (Kairu 2016). The combination of these developments has vastly accelerated progress in managing credit risk in a
portfolio context. Traditionally, organizations have taken an asset-by-asset approach to credit risk management. While each
company’s method varies, in general this approach involves periodically evaluating the quality of credit exposures, applying a
credit risk rating, and aggregating the results of this analysis to identify a portfolio’s expected losses. The foundation of the asset-
by-asset approach is a sound credit review and internal credit risk rating system.

This system enables management to identify changes in individual credits, or portfolio trends in a timely manner. Based on the
changes identified, credit identification, credit review, and credit risk rating system management can make necessary
modifications to portfolio strategies or increase the supervision of credits in a timely manner. While the asset-by-asset approach is
a critical component to managing credit risk, it does not exceed expected losses. Therefore, to gain greater insight into credit risk
management, companies increasingly look to complement the asset-by-asset approach with a quantitative portfolio review using a
credit model (Mason and Roger, 2018). Companies increasingly attempt to address the inability of the asset-by-asset approach to
measure unexpected losses sufficiently by pursuing a portfolio approach. One weakness with the asset-by-asset approach is that it
has difficulty identifying and measuring concentration. Concentration risk refers to additional portfolio risk resulting from
increased exposure to credit extension, or to a group of correlated creditors (Richardson, 2017).

6.2 Conceptual Framework

Conceptual framework is the diagramatic representation to show the relationship between dependent variable and independent
variable (Cooper and Schinder, 2013). According to Young (2009) conceptual framework is a diagrammatical representation that
shows the relationship between dependent variable and independent variables. A conceptual framework shows the relationship
between independent and dependent variable. In this study, the dependent variable is financial performance while the independent
variables are debt ratio, cost of debt, capitalization and interest rates as shown in Figure 1.
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Figure 1 Conceptual Framework

6.3 Discussion of Variables

6.3.1 Debt Ratio

Debt is a resource borrowed with the expectation of paying back after a specified period of time. If the specified time spread
over a period of one year, then it becomes long term debt and if the expected payment period is less than or equal to one the it
becomes a short-term debt. The use of debt in a firms’ capital structure has got its share of advantages. The firm benefits from
debt tax shield effect and financial leverage. The enterprises pay interest to creditors of the costs, exemption from corporate
income tax, while dividends paid to shareholders is deducted from the net profit after corporate income tax, so if interest rates are
appropriate, and earnings before interest and tax more than business interest, then improve the enterprise's debt ratio would
increase the tax-free income, improve the enterprise's market value.

The use of debt in the capital structure has disadvantages. First is financial risk because after the need for regular business
borrowing to pay interest on the cash flow will produce a lot of pressure, when the debt expires, a one-time payment of principal,
which requires companies with ample cash flow. Once the poor business or not raise the necessary cash would be in financial
difficulty, or even lead to bankruptcy. Second, moral hazard of creditors is more harm to the equity holders than to creditor. Moral
risk manifests itself in corporate income to repay the loan in not more than choose not to repay the loan when the cost of the
behavior, which will result in great loss of creditors. According to a study by Nima, Mohammad, Saeed, & Zeinab (2012)
examined the relationship between capital structure and firm performance of Tehran Stock Exchange Companies is investigated
between the years 2006 to 2011. The study uses three performance measures including Gross Profit Margin, Return on Assets as
dependent variable and three capital structures including long term debt short term debt and total debt ratios as independent
variable. The study reported a significant relationship between dependent and independent variable, except long term debts with
gross profit margin.

6.3.2 Cost of Finance
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Cost of finance is referred to as the price of obtaining fund/capital. It is the rate which is paid for the use of capital. It can also
be referred to as the cost of a company’s fund; minimum rate of return a firm must earn on its investment (Mogaji, 2011). Capital
structure, which is also referred to as financial leverage or gearing, is the proportion of a company’s long-term debt (and
preference shares if any) to ordinary share capital (ICAN, 2009). With this definition, it can be described as the proportion of debt
to business owner’s fund/equity with regard to Supermarkets, as these are the major sources of finance for Supermarkets. This is
consistent with the point of Nadada (2013) that the two principal sources of finance for Supermarkets in Nigeria are loans/debt
and equity (owner’s investment).

Modigliani and Miller study (2013), which was the first study addressing the relationship between financial leverage (capital
structure) with both capital cost and firm value. Its aim was to prove that market value of the firm is independent from its capital
structure, regardless of fluctuations in financial leverage. The study was conducted in (1958) on a number of American firms and
found an evidence that negated the effect of capital structure on capital cost, and as such, it doesn't affect the firm value, as well
as, investment decisions but not financing decision, that affect the firm values.

Mohammad and Qamar (2011) studied the relationship between corporate performance and cost of equity capital. Corporate
performance was taken as an independent variable and cost of equity capital was taken as dependent variable while return on asset
was taken as proxy to measure the corporate performance. Panel regression and Hausman test was applied to check the
effectiveness of random and fixed effect. The finding shows insignificant relationship between corporate performance and cost of
equity capital which is consistent with Modigliani and Miller study.

Pratheepkanth (2011) studied capital structure and it impact on financial performance of business companies. Descriptive
statistic, correlation and regression analysis was employed in carrying out the research. The finding shows that there is negative
relationship between capital structure and financial performance. This finding is consistent with the Modigliani and Miller study.
Chinaemerem and Anthony (2012) examined the impact of capital structure on financial performance of Nigerian firms. Panel
data for the selected firms were generated and analyzed using ordinary least squares (OLS) as a method of estimation. The result
shows that a firm’s capital structure surrogated by Debt Ratio (DR) has a significantly negative impact on the firm’s financial
measures (Return on Asset, ROA, and Return on Equity, ROE). This study finding indicates consistency with the Modigliani and
Miller (M&M) study.

6.3.3 Capitalization

Capital is one of the supermarket specific factors that influence the level of supermarket profitability. Capital is the amount of
own fund available to support the supermarket business and act as a buffer in case of adverse situation (Athanasoglou, Sophocles,
& Matthiaos, 2013). Banks capital creates liquidity for the bank due to the fact that deposits are most fragile and prone to bank
runs. Moreover, greater supermarket capital reduces the chance of distress (Diamond, 2000). However, it is not without drawbacks
that it induces weak demand for liability, the cheapest sources of fund Capital adequacy is the level of capital required by the
banks to enable them to withstand the risks such as credit, market and operational risks they are exposed to in order to absorb the
potential loses and protect the bank's debtors. According to Dang (2011), the adequacy of capital is judged on the basis of capital
adequacy ratio (CAR). Capital adequacy ratio shows the internal strength of the bank to withstand losses during crisis. Capital
adequacy ratio is directly proportional to the resilience of the bank to crisis situations. It has also a direct effect on the profitability
of supermarkets by determining its expansion to risky but profitable ventures or areas (Sangmi and Nazir, 2013).

Capital adequacy for supermarkets is measured by different variables including the log of total assets (LTA), Loan Loss
provisions to total loans, loans to assets, tax to operating profit before tax, overhead expenses to total assets, non-interest income
to total assets, total revenue to number of employees and shareholders™ equity to total assets. All these measures aim to measure
capital adequacy of supermarkets from different perspectives. The idea behind the measures is to determine the level of capital
held compared to equity and other balance sheet activities. For instance, capitalization which is regarded as the principal measure
of capital adequacy, is a measure ratio of shareholders equity to total assets. The lower the capitalization or capital ratio is the
risky the banking institution is and vice versa.

6.3.4 Interest Rate

It is also believed that an increase in interest rates should lead to an increase in the financial performance of supermarkets
chains since this leads to an increase in the spread between the interest rates for savings and the interest rates for borrowing.
Podder (2012) evaluated this relationship and found that “this relationship is particularly apparent for smaller banks in the USA”.
They further noted that a reduction in the interest rates during a recession period results in a slower growth in bank loans while at
the same time increasing the amount of nonperforming loans and thus increased loan losses. This therefore means that commercial
banks, particularly the smaller ones may have a lot of difficulties in maintaining their financial performance when the market rates
are on a decreasing trend. More studies have been carried out to evaluate this relationship and results have clearly shown that there
is a positive relationship between interest rates and the financial performance of supermarkets chains.
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Interest rates affect both the supermarkets chains and their customers in two major ways. When the interest rates rise,
customers are unable to service their existing loans which leads to losses to the supermarkets chains since if the situation
continues that way, they are forced to write off their debts. This eats into the profits of the company since it means that the
commercial bank is not able to recover both the principal amounts loaned as well as the expected interest from the customers
(Makkar & Singh, 2013). When the interest rates are too low, the interest earned from the loaned-out amounts is negligible and
thus contributes little to the profitability of the supermarkets chain. There is therefore need for a balance in the interest rates in
order to ensure the banks benefit (Lipunga, 2016).

Customers on the other hand avoid the consumption of bank loans when the interest rates are too high since they can ether not
afford to take up loans or the interest rates are too high that they just prefer to seek other cheaper alternatives such as micro
finance institutions and other cheaper lending institutions. This affects negatively the ability of the commercial banks to earn
interest from their customer deposits since they cannot loan them out to borrowers. This therefore leads to poor performance of
the supermarket chains as well as its profitability. It is important to note that this is the case that happened when the financial
crisis of 2008 occurred. Macit (2011) analyzed the bank specific and macro-economic determinants of the profitability of
supermarkets chain and found that interest rates are a major determinant.

6.2.5 Financial Performance

Financial performance is the level of performance of a business over a specified period of time, expressed in terms of overall
profits and losses during that time. Profitability is the rate of return on a firm’s investment and is the measure that has been used in
this study to assess financial performance. Most firms carry out their business with the main aim of maximizing profits. A firm
that is consistently profitable is more likely to survive compared to others that are either inconsistent or loss making. On the other
hand, liquidity of the firm is also important as it enables firms to carry out its activities smoothly. While high liquidity safeguards
the firm against challenges such as stock outs, it may adversely affect profitability as lots of funds are tied in inventory, AR and
cash at the expense of investing in short term financial instruments. It is therefore important to strike a tradeoff between liquidity
and profitability (Smith, 1980).

Profitability ratios show the combined effects of liquidity, asset management, and debt on operating results (Brigham, 2004).
A number of profitability ratios may be used to assess the profitability of a firm. In this study, Return on Total Asset (ROA) will
be used to measure Profitability. ROA is obtained by dividing net income (after interest and taxes) by the value of the total assets.
It measures the efficiency of the business in using its assets to generate net income.

7. Research Methodology

7.1 Research Design

The researcher used descriptive research design. Descriptive study was concerned with finding out who, what, where and how
much of a phenomenon, which was the concern of the study. Sekaran (2015) observes that the goal of descriptive research is to
offer the researcher a profile or describe relevant aspects of the phenomena of interest from the individual, organization, industry
or other perspective. In addition, the design best fit in the ascertainment and description of characteristics of variable in this
research study and allowed for use of questionnaires, interviews and descriptive statistics such as frequencies and percentages. In
addition, a descriptive design was appropriate since it enabled the researcher to collect enough information necessary for
generalization.

7.2 Target Population

The study targeted 700 employees of Supermarket in the management level, supervisors and staff. Since the study was
descriptive in nature, (Bryman and Bell, 2015) recommend thirty percent of the population. However, Kothari and Gang, (2014)
recommends that a sample size be as large as possible in order to reproduce salient characteristics of the accessible population to
an acceptable level as well as to avoid sampling errors.
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Table 1 Target Population

Management Level Population

Managers 100
Supervisors 260
Staff 340
TOTAL 700

7.4 Sample Size and Sampling Technique

7.4.1 Sample Size

Sample size determination is the act of choosing the number of observations or replicates to include in a statistical sample.
The sample size is an important feature of any empirical study in which the goal is to make inferences about a population from
a sample (Bryman and Bell, 2015). The total sample size for this study will be obtained using the formulae developed by Cooper
and Schinder, (2013) together with Kothari and Gang, (2014). The sample size will be 255.

n=N/1+N(a)?

Where:
n = the sample size,
N = the sample frame (population)
a = the margin of error (0.05%).

n = 700 / 1+700(0.05)?
=255

7.4.2 Sampling Technique

The study adopted a simple random sampling technique. In this technique, each member of the population had an equal
chance of being selected as subject. The entire process of sampling was donein a single step with each subject selected
independently of the other members of the population. There are many methods to proceed with simple random sampling (Cooper
and Schinder, 2013).

Table 2 Sample Size

Management Level Population Sample Size
Managers 100 65
Supervisors 260 85

Staff 340 105
TOTAL 700 255

7.5 Data Processing, Analysis and Presentation

Kothari and Gang, (2014) argue that data collected has to be processed, analyzed and presented in accordance with the outlines
laid down for the purpose at the time of developing the research plan. Data analysis involves the transformation of data into
meaningful information for decision making. It will involve editing, error correction, rectification of omission and finally putting
together or consolidating information gathered. The collected data was analyzed quantitatively and qualitatively. Descriptive and
inferential statistics was done using SPSS version 22 and specifically multiple regression model was applied. Set of data was
described using percentage, mean standard deviation and coefficient of variation and presented using tables, charts and graphs.
Fraenkel and Wallen, (2014) argue that regression is the working out of a statistical relationship between one or more variables.
The researcher used a multiple regression analysis to show the influence of the independent variables on the dependent variables.

The multiple regression equation is as follows;
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Y=0 + X1 + BoXo + BaX3+ BuXy + €

Where,
Y = Represents the dependent variable, Financial Performance
a= Constant

B1, B2, B3 & P4 = Partial regression coefficient
X; = Debt Ratio; X,= Cost of Finance; Xs= Capitalization; X, = Interest Rates
€ = error term or stochastic term.

8. Research Findings and Data Analysis

8.1 Analysis of Objectives

In the research analysis the researcher used a tool rating scale of 5 to 1; where 5 were the highest and 1 the lowest. Opinions
given by the respondents were rated as follows, 5= Strongly Agree, 4= Agree, 3= Neutral, 2= Disagree and 1= Strongly Disagree.
The analyses for mean, standard deviation was based on this rating scale.

8.1.1 Debt Ratio

The first objective of the study was to establish the effects of debt ratio on financial performance of supermarkets chains in
Kenya. Respondents were required to respond to set questions related to debt ratio and give their opinions. The statement the
supermarkets use debts to finance its operations had a mean score of 3.74 and a standard deviation of 0.994. The statement that
supermarkets use long term debts to finance their long terms plans had a mean score of 3.27 and a standard deviation of 1.697.
The statement in agreement that supermarkets use short term debts to finance their short-term plans had a mean score of 4.15 and
a standard deviation 1.343. This agrees with Andy, Chuck, and Alison, (2013) that retails use mix forms of financing their
operations. The statement that supermarkets obtain goods on credit had a mean score of 3.58 and standard deviation of 1.374.

Table 3 Descriptive Statistics Debt Ratio

Std.
Statement N Mean Deviation
Supermarkets use debt to finance its operations 180 3.74 .994
Supermarkets use long term debts to finance their long terms plans 180 3.27 1.697
Supermarkets use short term debts to finance their short-term plans 180 4.15 1.343
Supermarkets obtain good on credit 180 3.58 1.374

Valid N (listwise) 180

8.1.2 Cost of Finance

The second objective of the study was to establish the effects of cost of finance on financial performance of supermarkets
chains in Kenya. Respondents were required to respond to set questions related to cost of finance and give their opinions. The
statement that supermarkets use loans from commercial banks to finance their operations had a mean score of 3.82 and a standard
deviation of 1.536. The statement in agreement that cost loans obtained by supermarkets are high had a mean score of 4.04 and a
standard deviation of 1.010. The statement in agreement that supermarkets pay high dividends to their shareholders had a mean
score of 4.62 and a standard deviation of 0.695. This statement agrees with the finding of Gweyi and Karanja, (2014) that high
dividends paid out reduces sources of internal revenue to finance operations. The statement in agreement that the cost of obtaining
goods on credit is very high had a mean score of 4.31 and a standard deviation of 1.300.

Table 4 Descriptive Statistics Cost of Finance

Std.
Statement N Mean Deviation
Supermarkets use loans from commercial banks to finance their 180 3.82 1536

operations

Cost of loans obtained by supermarkets is very high 180 4.04 1.010
Supermarkets pay high dividends to their shareholders 180 4.62 .695
The cost of obtaining goods on credit is very high 180 431 1.300
Valid N (listwise) 180
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8.1.3 Capitalization

The third objective of the study was to establish the effects of capitalization on financial performance of supermarkets chains
in Kenya. Respondents were required to respond to set questions related to capitalization and give their opinions. The statement
that supermarkets use debt capital to finance their operations had a mean score of 3.39 and a standard deviation of 1.924. The
statement that supermarkets use equity to finance its operations had a mean score of 3.85 and a standard deviation of 1.000. The
statement in agreement that there is a negative relationship between liquidity and supermarket performance 4.17 and a standard
deviation of 1.322. The statement that the nature of ownership, whether private or public plays a role in our profits had a mean
score of 3.97 and a standard deviation of 1.303. The statement that change in capital requirements affects financial performance of
the supermarkets had a mean score of 3.47 and a standard deviation of 1.364. The statement in disagreement that strategic
positioning of our supermarkets branches directly impacts our profits had a mean score of 2.96 and a standard deviation of 1.529.

Table 5 Descriptive Statistics Capitalization

Std.
Statement N Mean Deviation
Supermarkets use debt capital to finance their operations 180 3.39 1.924
Supermarkets use equity to finance its operations 180 3.85 1.000
There is a negative relationship between Liquidity and supermarket 180 417 1322
performance
progtr;e nature of ownership, whether private or public, plays a role in our 180 397 1303
Change in capital requirements affects financial performance of the 180 347 1364
supermarkets
The _strateglc positioning of our supermarkets branches directly impacts 180 2 96 1529
our profits
Valid N (listwise) 180

8.1.4 Interest Rate

The fourth objective of the study was to establish the effects of interest rate on financial performance of supermarkets chains
in Kenya. Respondents were required to respond to set questions related to interest rate and give their opinions. The statement in
agreement that interest rates charged on loans obtained by supermarkets is high had a mean score of 3.92 and a standard deviation
of 1.651. The statement that interest rates charged on goods obtained on credit is high had a mean score of 4.01 and a standard
deviation of 1.014. The statement that interest rates paid on loans affects liquidity of supermarkets had a mean score of 3.54 and a
standard deviation of 1.466.

Table 6 Descriptive Statistics Interest Rate

Std.
Statement N Mean Deviation
Interest rates charged on loans is high 180 3.92 1.651
Interest rates charged on goods obtained on credit is high 180 4.01 1.014
Interest rate paid on loans affects liquidity of supermarkets 180 3.54 1.466

Valid N (listwise) 180

8.1.5 Financial Performance

The statement that the return on equity is low and therefore many investors avoid investing in supermarkets had a mean score
of 4.43 and a standard deviation of 0.748. The statement that there is a positive relationship between capital ratio and
supermarkets performance had a mean score of 3.74 and a standard deviation of 1.063. The statement that there is a negative
relationship between liquidity and supermarket performance had a mean score of 4.13 and a standard deviation of 1.374. The
statement that the nature of ownership, whether private or public, plays a role in our profits had a mean score of 4.61 and a
standard deviation of 0.689. The statement that return on assets is low had a mean score of 4.30 and a standard deviation of 0.903.
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Table 7 Descriptive Statistics Financial Performance

Std.

Statement N Mean  Deviation
. Th.e re_turn on equity is low and therefore many investors avoid 180 443 748
investing in supermarkets

There is a positive relationship between Capital Ratio and 180 374 1.063
supermarkets performance

There is a negative relationship between Liquidity and supermarket 180 413 1374
performance

The hature of ownership, whether private or public, plays a role in 180 461 689
our profits

Return on Assets is low 180 4.30 .903

Valid N (listwise) 180

7.2 Correlation Analysis Results

To establish the relationship between the independent variables and the dependent variable the study conducted correlation
analysis which involved coefficient of correlation and coefficient of determination.

7.2.1 Coefficient of Correlation

Pearson Bivariate correlation coefficient was used to compute the correlation between the dependent variable (Financial
Performance) and the independent variables (Debt ratio, Cost of Finance, capitalization and Interest rate). According to Sekaran,
(2015), this relationship is assumed to be linear and the correlation coefficient ranges from -1.0 (perfect negative correlation) to
+1.0 (perfect positive relationship). The correlation coefficient was calculated to determine the strength of the relationship
between dependent and independent variables (Kothari & Gang, 2014). In trying to show the relationship between the study
variables and their findings, the study used the Karl Pearson’s coefficient of correlation (r). This is as shown in Table 8 below.
According to the findings, it was clear that there was a positive correlation between the independent variables, debt ratio, cost of
finance, capitalization and interest rate and the dependent variable financial performance. The analysis indicates the coefficient of
correlation, r equal to 0.089, 0.426, 0.070 and 0.399 for new debt ration cost of finance, capitalization and interest rate
respectively. This indicates positive relationship between the independent variable namely debt ratio, cost of finance,
capitalization and interest rate and the dependent variable financial performance.

Table 8 Pearson Correlation Results

Financial Cost of Interest
Performance Debt Ratio  Finance Capitalization Rate
Financial 1
Performance
180
Debt Ratio .089 1
.000
180 180
Cost of Finance 426" 254" 1
.000 .001
180 180 180
Capitalization 070 568" -154" 1
.000 .000 .000
180 180 180 180
Interest Rate 3997 654" 2427 3297 1
.000 .000 .001 .000
180 180 180 180 180

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

*, Correlation is significant at the 0.05 level (2-tailed).
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8.2.2 Coefficient of Determination (R?)

To assess the research model, a confirmatory factors analysis was conducted. The four factors were then subjected to linear
regression analysis in order to measure the success of the model and predict causal relationship between independent variables
(Debt ratio. Cost of Finance, Capitalization and Interest Rate), and the dependent variable (Financial Performance).

Table 9 Coefficient of Determination Model Summary

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

1 .646° 417 404

2.53153

a. Predictors: (Constant), Interest Rate, Cost of Finance, Capitalization, Debt Ratio

The model explains 41.7% of the variance (Adjusted R Square = 0.404) on financial Performance. Clearly, there are factors
other than the four proposed in this model which can be used to predict financial sustainability. However, this is still a good model
as Gaur and Gaur (2009) pointed out that as much as lower value R square 0.10-0.20 is acceptable in social science research. This
means that 41.7% of the relationship is explained by the identified four factors namely Debt Ratio, Cost of Finance, Capitalization
and Interest Rate. The rest 58.3% is explained by other factors in the financial performance not studied in this research. In
summary the four factors studied namely, debt ratio, cost of finance, capitalization and interest rate or determines 41.7% of the
relationship while the rest 58.3% is explained or determined by other factors.

7.3 Regression Analysis Results

7.3.1 Analysis of Variance (ANOVA)

The study used ANOVA to establish the significance of the regression model. In testing the significance level, the statistical
significance was considered significant if the p-value was less or equal to 0.05. The significance of the regression model is as per
Table 10 below with P-value of 0.00 which is less than 0.05. This indicates that the regression model is statistically significant in
predicting factors of financial sustainability. Basing the confidence level at 95% the analysis indicates high reliability of the results
obtained. The overall Anova results indicates that the model was significant at F = 31.297, p = 0.000. This result are in agreement
with (Bowman, 2011).

Table 10 ANOVA Results

Sum of Mean
Model Squares df Square F Sig.
1 ) Regressio g0 287 4 200572 31.297  .000°
Residual 1121.513 175 6.409
Total 1923.800 179

a. Dependent Variable: Financial Performance
b. Predictors: (Constant), Interest Rate, Cost of Finance, Capitalization, Debt Ratio

7.3.2 Multiple Regression Results

The researcher conducted a multiple regression analysis as shown in Table 11 so as to determine the relationship between
financial sustainability and the four variables investigated in this study.
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Table 11 Multiple Regression Results

Unstandardized Standardized
Coefficients Coefficients
Std.
B Error Beta t Sig.
(Constant) 11.640 3.232 3.601 .000
Debt Ratio 481 074 669 6.522 .000
Cost of
Finance 238 151 113 3.577 .005
Capitalization 357 111 226 3.212 002
Interest Rate 759 095 736 7.978 000

The regression equation was:
Y =11.640 + 0.482X; + 0.238X, + 0.357X3 + 0.759X,

Where;
Y = the dependent variable (Financial Performance)
X, = Debt Ratio; X, = Cost of Finance; X5 = Capitalization; X,= Interest Rate

The regression equation above has established that taking all factors into account (Financial Performance because of debt ratio,
cost of finance, capitalization and interest rate) constant at zero efficiency in financial performance will be 11.640. The findings
presented also shows that taking all other independent variables at zero, a unit increase in debt ratio, will lead to a 0.481 increase
in the scores of financial performances; a unit increase in cost of finance will lead to a 0.238 increase in financial performance; a
unit increase in capitalization will lead to a 0.357 increase in the scores of financial performances a unit increase in interest rate
will lead to a 0.759 increase in the score of financial performance. This therefore implies that all the four variables have a positive
relationship with interest rate contributing most to the dependent variable. This agrees with Cheboi, (2014) that there was a
positive correlation between the dependent variable and independent variables. From the table we can see that the predictor
variables of debt ratio, cost of finance, capitalization and interest rate got variable coefficients statistically significant since their p-
values are less than the common alpha level of 0.05.

9. Discussion of Key Findings

The study established key findings as follows:

The supermarket chains get short term credits from commercial banks as well as from the suppliers. This enables supermarket
chain to sell the items obtained on credit and pay afterward as per the agreements and contracts signed. This helps the supermarket
to have sufficient stocks for sales. Further the study established that the cost of borrowing finances is high and therefore this
reduces liquidity making it difficult for supermarket chain to pay their obligations as and when they fall due. Also, the study
established that suppliers have put in place strict loan covenants that supermarket chains are not able to obtain good on credit.

The study established that supermarket chains are financed by debt capital. However, the study did not establish whether the
supermarket is financed by equity. From the findings, there was a fall in efficiency ratio from 2012 to 2016 in firms indicating
profitability. Companies desire a lower efficiency ratio because this means that the firms are making considerably more than they
are spending and is therefore on sound fiscal footing. Previous findings have shown that for all companies, low efficiency leads to
high overhead net interest margins that are higher in low-income countries.

10. Conclusions and Recommendations
10.1 Conclusion

The study concludes as follows:

i On debt ratio the study observed that though there is a rich mix of debt ratio, the study concluded that debt ratio
affects financial performance of supermarkets in Kenya.
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On cost of financing, the study concludes that cost of financing is high both on debt and dividends and therefore it
affects financial performance of supermarkets in Kenya.

On Capitalization, the study established that there was a rich mix of capitalization of both debt and equity. Therefore
the study concluded that a highly levered firm affects financial performance of supermarkets in Kenya.

On interest rate, the study established that interest rates affect financial performance of supermarkets because it
reduces operational liquidity.

10.2 Recommendations

The study recommended as follows:

iv.

That supermarkets should operate with a minimum threshold of debt ratio

That supermarket should have an internal source of financing to reduce on cost of financing.

That supermarkets should provide capital through equity and retained earnings to leverage on cost of financing and
payments of dividends

That if possible not to borrow cash from commercial banks because of interest rates and rather obtain goods on
credit and pay on time to avoid paying interest accrued.
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