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1. Introduction 

Many companies have been faced by difficulties in fulfilling their financial obligations. Financial distress has a long history of 

phenomenal growth in Malaysia which was started as an economic deregulation in 1991 (Kotane, 2013).  It   was reported in 

Switzerland the economic turbulences and political meltdown hogged the country since the year 2000 creating a new and 

challenging financial distress (Outecheva, 2007).  Financial health of Banks and manufacturing firms was declared between 1998 

and 2003, however the super profits was attributed to non-core operations which were declared illegal by monetary authorities 

(Raheman, 2007). 

The Insolvency Act 24 of 1936 was the replacement of the Insolvency Act 32 of 1916a further draft Insolvency Bill and 

clarifying financial distress of 2008 was started to spread among African countries which currently fails. The effects of these 

failures have very serious consequences on the institutions and the general public as a whole as depositors undeservedly 

sometimes lose their money. In Kenya, Capital Markets Authority was established in 1989 through the Capital Markets Authority 

Act, Cap 485 where capital market authority has the objective to control and manage the orderly development of Kenya's capital 

markets. The  financial  health  of  manufacturing  industry  is  an  important  prerequisite  for  economic stability and  growth 

(Kitaka, 2013). 

 

2. Research Problem 
 

Financial performance of listed manufacturing firms plays a key role in the growth of economic growth. However, 

manufacturing firms in Kenya have been facing low profits leading to their collapsing. Manoji, (2013) found taht financial 

performance of listed manufacturing firms plays a key role in the growth of economic growth. Manufacturing firms has remained 

important in Kenya’s economic growth, accounting for 27% of real GDP, 40% of the total earnings. Ngugi, (2009) analyzed 

financial distress and found that it is a situation led to loss of investors’ wealth and its confidence in financial performance. There 

is need for considerable attention to financial distress with financial models. This research failed to analyze solvency and financial 

health variables which are vital when evaluating financial distress. Therefore, the study sought to assess the effect of financial 

distress on the financial performance of manufacturing firms listed in Nairobi securities exchange. 

3. Objectives of the Study 
 

The following were specific objectives of the study: 

i. To establish the effect of solvency on financial performance of listed manufacturing firms. 
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ii. To analyse the effect of financial health on financial performance listed manufacturing firms. 

 

4. Significance of the Study 
 

The study is of benefits to the management of manufacturing firms. It is of value to the shareholders of manufacturing firms by 

the providing the hint to understand financial health by adopting Z-score model. The policy makers of different manufacturing can 

get the ideas of creating more finance from having financial distress. The government can achieve more from the management of 

financial distress to improve tax policy implementation laws and regulation. The literatures and findings from the study would 

provide future researchers the background to conduct another study. 

 

5. Review of Literature 
 

5.1 Theoretical Literature Review 
 

5.1.1. Credit Risk Theory 
 

Merton, who was American professor in 1974 introduced this theory to describe default processes in the credit risk aspects 

from financial models. The model focuses on asset and debt amounts to determine relationship between credit quality and 

financial conditions of the firm.  In Merton’s reduced model, a firm defaults at the time of serving the debt and its asset is below 

its outstanding debt. This was opposed by Black and Cox (1976) who argued that defaults occurs as soon as the value of the firms 

asset fall below a certain threshold contrary to Merton default which can occur at any time (Nyabwanga, 2012).  The assumption 

of this theory rest on the inexistence of transaction costs, bankruptcy costs, taxes or problems with the value of assets, continuous 

time of trading, unlimited borrowing and lending at a constant interest rate if no restrictions on the short selling of assets causes 

the value of the firm to change in its capital structure (Chen, 2010).   
 

This theory cannot be applied on analyzing financial distress from pricing but applied on dynamics of assets value, interest 

rates, and solutions to express debt values.  The relevance to financial distress is that, it can be used to analyze the firm’s value 

before the maturity of the debts, and if the firm’s value falls down to minimal levels before the maturity of debt but is able to 

improve and meet debt payment (Tan, 2012). Thus, the findings lie only on non-payment throughout the period of financial 

institution and not only at credit maturity of the institution, but also financial distress which calls for a study characterized by asset 

models where the loss is exogenously short.  

 

5.2 Empirical Literature Review 
 

5.2.1 Solvency and Financial Performance 
 

Leonard, (2012) analyzed the effect of solvency from fixed asset on financial solvency. Data was accumulated utilizing 

secondary data for a period of five years and analysed utilizing regression model for 47 banks in Kenya and the findings were that 

non-performing loans, liquidity, solvency, cash flow, profitability and efficiency were paramount in detecting corporate failure in 

banking industry. In his study he only fixated on banking industry rather manufacturing companies listed in NSE and he never 

used ratio analysis to analyse Solvency and financial performance.  

 

Rehman and Khidmat (2014) did a study on the impact of liquidity and solvency on profit facility chemical sector of Pakistan 

utilizing ten listed chemical companies of Pakistan and compiled last 9 years data of these companies from (2001-2009) found 

that liquidity affects positively and solvency affects negatively upon the return on assets and return on equity. Ultimately, this 

designates that when debt to equity ratio increases then performance decreases. In conclusion, they argued by Ozyildirim and 

Ozdincer (2006) who did a research on determining factors of bank performance predicated on return on solvency. The study 

found that quantifying their return on solvency utilizing risk weighted assets as defined in the current Basel Accord. Kotane, 

(2013) further quantified the return on solvency utilizing revenues adjusted for the cost of capital and solvency calculated on risk 

weighted assets. They concluded that return on solvency is mainly driven by the falling market interest rates. Banks seemed to be 

performing poorly on their activities. They rely on their non-core activities i.e. trading securities for amending the situation.  

5.2.2 Financial Health and Financial Performance 
 

Foo (2015) examined the relationship between the financial health, by adopting Altman Z-Score, and corporate performance, 

as quantified by the Return on Equity (ROE), of listed manufacturing companies. A linear regression analysis was conducted 

between these variables to determine the magnitude and direction of their relationships. The trends of Z-Scores over a fourteen-

year period were analysed from 2000 to 2013 (inclusive) and yielded a statistically positive correlation between ROE and the Z-

Score for both markets. Singapore and Hong Kong both registered moderate-to-high mean and median Z-Scores. However, Hong 
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Kong was found to be comparatively more salubrious.  This finding further fortifies the economic stature of these two markets as 

Asian tigers. 

 

Schiozer, and Saito (2011) analysed the relationship between the financial health and organizational form of private health 

care providers in Brazil. It withal examined the major determinants of customer gratification associated with the provider's 

organizational form over a sample of 270 private health care providers and their operations over the period 2003-2005. An 

adjusted Altman's z-score is utilized as a designator of financial health. The study found that financial distress in local health care 

insurers may engender an encumbrance on the public health care system in these communities as many beneficiaries’ demands 

migrate to public accommodations. This finding withal suggests that one possible strategy for more diminutive health care 

insurers would be merger or joint-ventures in order to gain more preponderant negotiation power and achieve economies of scale 

and charging plausible premiums without damaging their financial situation. This may be a categorically pertinent alternative 

strategy for peregrine investors that incline to merge with more astronomically immense local indemnification companies. 

Alternatively, different health care providers may have distinct strategies and goals. While the managers of a self-managed plan 

may be concerned with long-term financial stability and the quality of the accommodation provided, commercial indemnification 

companies may drive their efforts mainly towards profitability, sometimes in the short run. 

Raghavan, Sunder (2012) conducted a study on the relationship between financial health and safety by utilizing the Altman Z-

score, which prognosticates bankruptcy for a firm within the next two years, as a quantification of profitability of an airline. It is 

felt that Altman Z-score is a forward looking measure and consequently would be a better soothsayer of the influence of financial 

factors on safety. Their preliminary results of the study found that for both major (Group III) and more diminutive (Group II) 

carriers though there is a negative relationship between safety, as quantified by accidents and the Altman-Z score measure, it is 

not statistically paramount. These results further imply that airlines in poor financial health do not compromise on safety.  

 

Ongore, (2013) conducted a study on the relationship between financial health and safety by utilizing the Altman Z-score, which 

prognosticates bankruptcy for a firm within the next two years, as a quantification of profitability of an airline. Altman, (2000) felt 

that Altman Z-score is a forward looking measure and consequently would be a better soothsayer of the influence of financial 

factors on safety. Their preliminary results of the study found that for both major (Group III) and more diminutive (Group II) 

carriers though there is a negative relationship between safety, as quantified by accidents and the Altman-Z score measure, it is 

not statistically paramount. The researcher used Z-score model to measure financial performance of airline for a period of two 

years while my study will use return on assets to measure financial performance of manufacturing firms for a period of five years. 

6. Research Methodology 
 

The study adopted a descriptive research design on the manufacturing companies listed in Nairobi securities exchange.The 

descriptive survey is best suited for gathering descriptive information, and it is used to obtain information concerning the current 

status of phenomena with a purpose of describing “what exist” with respect to situation variables (Shukla,2010). The sample of 

the study constituted all 9 active manufacturing companies listed in N.S.E as at 31st December 2016. The secondary data was 

obtained from published financial statements for each firm’s website and covered a period of 5 years annually. The computed data 

was analysed utilizing descriptive statistics tools (Arithmetic Mean, Standard Deviation) and inferential statistics which involve 

regression analysis and analysis of variance (ANOVA). 

 

7. Study Results and Discussion 

  

The study highlights the findings of the three objectives from the study. The study established the effect of solvency on 

financial performance of listed manufacturing firms, and to analyze the effect of financial health on financial performance listed 

manufacturing firms. The first section analyses general information from 9 manufacturing companies listed on Nairobi security 

exchange, the second part presents financial risk variables (current ratios, solvency ratios and Z-score ratios).  

The study used 9 manufacturing firms listed in NSE from 2011 to 2015. Financial performance was quantified by Return on Asset 

ROA as a major ratio that denotes the profitability of manufacturing firm listed in NSE. Financial distress was measured by 

current ratio, solvency ratios and z-scores analysis among companies.  

 

7.1 Solvency 
 

The study sought to establish the effect of solvency on financial performance of listed manufacturing firms in Nairobi Security 

Exchange. Solvency was measured by asset liability ratio used to measure the amount of total asset that the firms use to pay off 

total liability. Not more than 50% of a business’s assets should be funded by debt. This ratio can be reduced by paying off debt or 

increasing the value of the firm’s assets .The degree of leverage of the companies is indicated by this ratio. According to, (Nazrul 

and Shamem, 2012), the higher the percentage of debt to total assets, the greater the danger a business may be unable to meet its 

growth and vice versa.  Table 1 shows how the solvency ratio was used to control financial risk of manufacturing firms. 
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Table 1 Solvency 

Manufacturing 

Firm 
2011 2012 2013 2014 2015 

solvency  

Mean 

Percentages 

mean 

(100%) 

BOC 0.34 0.38 0.27 0.32 0.35 0.332 33.2 

BAT 0.87 0.89 0.92 0.92 0.81 0.882 88.2 

CARBACID 0.16 0.19 0.13 0.16 0.18 0.164 16.4 

EABL 0.67 1.45 1.61 1.52 1.24 1.298 129.8 

EVEREADY 2.04 1.76 1.1 1.99 0.82 1.542 154.2 

FLAME TREE 

  

2.23 1.21 1.02 0.892 89.2 

KENYA ORCHARDS 

  

1.17 2.17 0.668 66.8 

MUMIAS 0.43 0.54 0.74 1 2.14 0.97 97 

UNGA GROUP 0.48 0.73 1.04 0.6 0.52 
 

67.4 

OVERALL  

AVERAGE 
0.712 0.85 10.005 0.99 10.03 0.825 82.5 

 

The findings of the results indicate that seven manufacturing firms surveyed have higher percentages of the debt to total assets 

ratio (British American Tobacco=88.2%, East African Breweries LTD =129.8%, Eveready =154.2%, Flame Tree =89.2%, Kenya 

Orchards = 66.8%, Mumias = 97%, and Unga Group =67.4%) signifying that the firms use debt financing more than equity to 

finance their investment in assets. Even though this high use of debt financing may result to higher profits, safety may be 

sacrificed. The high percentage of debt to total assets can also be indicator of a greater risk that the firms may be incapable to 

encounter their maturing obligations. The study also show that the Average debt-equity ratio (DER) was 82.5%. Asset liability 

ratio was used to measure solvency and return on asset measures financial performance as presented in Table 2. 

 

Table 2 Asset liability ratio and Return on Asset 

 N Minimum Maximum Mean Std. Deviation 

Asset liability Ratio 9 1,00 9,00 5,0000 2,73861 

ROA values 9 1,00 9,00 4,6667 2,50000 

Valid N (list wise) 9     

 

The results shows that asset liability ratio had a mean of 5.0000 with  a standard deviation of 2.73861,  this was higher than 

return on asset which had a mean of 4.6667 having deviated from 2.50000.  The mean value of asset liability ratio was higher than 

return on assets implied that solvency level affect financial performance. 

 

The study sought to examine the effect of solvency on financial performance of manufacturing firms. Asset liability ratio was 

used to measure solvency and return on equity measures financial performance as presented in Table 3. 

 

Table 3 Asset liability ratio and Return on Equity 

 N Minimum Maximum Mean Std. Deviation 

Asset liability Ratio 9 1,00 9,00 6.1321 3.4421 

ROE values 9 1,00 9,00 5.4223 3.2145 

Valid N (list wise) 9     

 

The results shows that asset liability ratio had a mean of 6.1321 with  a standard deviation of 3.4421,  this was higher than 

return on equity which had a mean of 5.4223 having deviated from 3.2145.  The mean value of asset liability ratio was higher than 

return on equity implied that solvency level affect financial performance 

5.2 Financial Health using the Z-score Model  
 

The study sought to find out the outcome of Z-score model in each period. The model was used to examine financial health of 

the firm expressed as a mathematics expression that involved in terms of the following financial ratios, a= working capital / total 

assets, b= retained earnings / total assets, c= earnings before interest and tax / total assets, d= market value of equity / total 

liabilities was used to measure financial health using z-score model, (McCallum (2010) Z-score= Z-Score = 1.2a + 1.4b + 3.3c + 

0.6d). This was used to define the firm’s success and failure to bankruptcy potentiality in year of operations. 
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Table 4 Z-Score 

 (Z-Score)  

 (Z-

Score) 

(2010) Z-Score = 1.2a + 1.4b + 3.3c +0.6d   

Xa a= working capital / total assets Measure short-term financial health and liquidity 

Xb b= retained earnings / total assets Measure long-term liquidity risk and solvency  

Xc c= earnings before interest and tax / total assets Measure long-term financial health and solvency  

Xd d= market value of equity / total liabilities 

 

Measure financial health and short-term solvency  

 

The range of the Z-value for most corporations is between -4 and +8; with financially strong corporations having Z values 

above 2.90, while those in serious trouble would have Z value below 1.23. Those in the middle have question marks that could go 

either way. The Z values of the surveyed manufacturing firms were as shown in Table 5. 

 

Table 5-score Values using Original Model 

Manufacturing 

Firm 

Year Input Parameters  

(CACL)/ 

Total Assets 

Retained 

Earnings/ 

Total Assets 

EBIT/ 

Total Assets 

Equity/ 

Total 

Liabilities 

Z’Score, Mean 

EABL 2011 0.0288 0.328 0.358 4.05 4.77 

2012 0.14 0.622 0.481 2.31 3.55 

2013 0.258 0.654 0.357 3.03 4.3 

2014 0.223 0.636 0.294 2.55 3.70 

2015 0.013 0.645 0.337 2.62 3.62 

  Z’ Score, Mean 3.99 

EVEREADY 2011 0.21 0.194 0.483 0.30 1.19 

2012 0.396 0.307 0.151 0.31 1.16 

2013 0.482 0.374 0.121 0.62 1.85 

2014 0.534 0.024 0.693 0.65 1.90 

2015 0.012 0.802 0.115 0.544 1.473 

Z’ Score, Mean 1.51 

MUMIAS 2011 0.21 0.55 0.43 0.75 1.94 

2012 0.07 0.42 0.081 0.48 1.05 

2013 0.072 0.379 0.0118 0.28 0.74 

2014 0.486 0.349 0.263 0.20 1.3 

2015 1.64 0.136 0.933 0.15 2.9 

Z’ Score, Mean 1.59 

UNGA 2011 0.603 - 0.154 0.21 0.967 

2012 0.558 0.389 0.129 1.09 2.17 

2013 0.47 0.372 0.091 0.35 1.28 

2014 0.521 0.347 0.107 0.57 1.55 

2015 0.495 0.289 0.01 0.64 1.434 

Z’ Score, Mean 1.48 

CARBACID 2011 0.212 0.615 0.221 6.84 7.89 

2012 0.263 0.669 0.288 7.08 8.3 

2013 0.38 0.729 0.3 10.2 11.61 

2014 0.347 0.751 0.251 22.6 23.9 

2015 0.319 0.778 0.187 5.27 6.55 

Z’ Score, Mean 11.7 

BAT 2011 0.23 0.27 1.76 1.21 3.47 

2012 0.14 0.27 1.72 3.66 5.79 

2013 0.204 0.24 1.77 3.79 6.004 

2014 0.19 0.23 1.82 5.33 7.57 

2015 0.3 0.21 1.95 4.79 7.25 

Z’ Score, Mean 6.02 

BOC 2011 0.318 0.797 0.158 2.55 3.82 

2012 0.385 0.783 0.196 2.64 4.004 

2013 0.32 0.593 0.148 2.63 3.69 

2014 0.361 0.787 0.159 2.59 3.9 

2015 0.456 1.162 0.429 1.97 4.02 

 Z’ Score, Mean 3.89 

FLAME TREE 2011        - - - -  

2012 - - - -  

2013 0.47 0.39 1.87 - 2.73 

2014 0.64 0.3 0.89 0.0012 1.83 
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2015 0.68 0.56 0.9 0.00011 2.14 

Z’ Score, Mean 2.23 

KENYA ORCHARDS 2011 - - - -  

2012 - - - -  

2013      

2014 0.45 3.34 0.144 0.012 3.95 

2015 0.34 1.16 0.23 0.01 1.74 

Z’ Score, Mean 3.72 

  Source:  Nairobi Securities Exchange (2017) 

 

The study showed that EABL was a safe zone in the years 2011 to 2015 as per the Z-score calculation. This means that 

Altman’s model was applicable to predict non-distress of this company. For Eveready, Z score fall within a range of between 1.19 

and 1.16between 2011 and 2012 indicating that the manufacturing firm was in distress before slightly improving to 1.85 and 1.90 

in 2013,2014 respectively. In 2015, the Z score slid to 1.4 giving an average Z-score of 1.51 indicating the firm’s financial state 

was very unhealthy and was likely to go into bankruptcy. For Mumias manufacturing company Itd had a Z score of 1.94 in 2011, 

1.05 in 2012, 0.74 in 2013 and 1.3 in 2014. From these results the firm was in a distress zone. This was mainly from poor business 

performance ranging from sugar cane poaching, cheap sugar smuggling. The same period, the company issued a statement that it 

was unable to pay its sugar cane farmers and asked for government financial support to ensure its survival. In 2015 the Z-score 

rose 2.9 after the government intervened. The Unga Limited Group produced Z score values of 0.967, 2.17, 1.28, 1.55 and 1.44 

between 2011 to 2015 with an average Z-score of 1.48 implying that the firm was in the grey zone. This research established that 

Carbacid had Z scores of 7.89 in 2011, 8.3 in 2012, 11.61 in 2013, 23.9 in 2014 and 6.55 in 2015. This result shows that Carbacid 

was in the safe zone. BAT had a Z score of 3.47 in 2011, 5.79 in 2012, 6.004 in 2013, 7.57 in 2014 and 7.25 in 2015. From these 

results and an overall mean of 6.02, the results implied that the firm was in a safe zone. BOC was in a safe zone in the entire study 

period producing Z-score values of 3.82, 4.004, 3.69, 3.9 and 4.02 between 2011 and 2015 respectively. Flame Tree firm indicated 

a mean Z score value of 2.23 hence indicating that the firm is in a safe zone. The study found that Kenya Orchards Z score fall 

within a range of between 3.94 and 1.74 between 2014 and 2015 with a mean score of 3.72 indicating that the firm was in a safe 

zone. 

 

The results show that 3 out of the 9 manufacturing firms (33%) surveyed are financially unhealthy and are likely to close door. 

1 out of the 9 (11%) are on the grey zone which means that is on a shaky state and a majority 5 out of 9 (55%) are financially 

sound since their Z score values were above 2.90. On aggregate, a mean Altman’s Z-score of 4.01 was obtained. This value is 

higher than 2.90, this implies that on aggregate the manufacturing firm’s financial health are financially healthy implying that 

their financial health is sound. 

5.3 Financial Performance 
 

The study established among the manufacturing firms for a five year period between 2011 to 2015 to the ROA and, ROE. 

 

Table 6 ROA Values using Original Model 

Manufacturing Firm 2011 2012 2013 2014 2015 ROA MEAN 

BOC 0.11 0.13 0.1 0.13 0.09 0.11 

BAT 0.37 0.36 0.37 0.38 0.41 0.38 

CARBARCID 0.18 0.21 0.23 0.21 0.15 0.98 

EABL 0.26 0.35 0.21 0.19 0.23 0.2 

EVERREDY 0.35 0.15 0.09 0.5 0.09 0.24 

FLAME TREE   0.49 0.29 0.25 0.86 

KENYA ORCHARDS    0.46 0.75 0.61 

MUMIAS SUGAR 0.1 0.09 0.09 0.21 0.69 0.24 

UNGA GROUP 0.11 0.09 0.06 0.07 0.07 0.08 

OVERALL MEAN 1.39 0.2 0.2 0.19 0.30 0.41 

 Source:  Nairobi Securities Exchange (2017) 

 

The table above shows the descriptive statistics of the entire sample are listed the sampled manufacturing firms financial 

performance index for a period between 2011 and 2015 based on, ROA. A total of 9 firms from the Nairobi security exchange 

financial data were sampled for the entire 5 year period. The statistics indicates that the mean score for the financial variable, 

ROA, display a less predictable pattern in terms of rises and falls. The ROA mean value in 2011 is 1.39 compared to 0.2 in 2012 

and 2013 respectively. In 2014, it maintained at 0.19 before rising to 0.30 in 2015. 
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Table 7 ROE Values using Original Model 

Manufacturing Firm 2011 2012 2013 2014 2015 ROA 

MEAN 

BOC 0.11 0.13 0.1 0.13 0.09 0.11 

BAT 0.37 0.36 0.37 0.38 0.41 0.38 

CARBARCID 0.18 0.21 0.23 0.21 0.15 0.2 

EABL 0.26 0.35 0.21 0.19 0.23 0.25 

EVERREDY 0.35 0.15 0.09 0.5 0.09 0.24 

FLAME TREE   0.49 0.29 0.25 0.34 

KENYA ORCHARDS    0.46 0.75 0.61 

MUMIAS SUGAR 0.1 0.09 0.09 0.21 0.69 0.24 

UNGA GROUP 0.11 0.09 0.06 0.07 0.07 0.08 

OVERALL MEAN 1.39 0.2 0.2 0.19 0.30 0.41 

Source:  Nairobi Securities Exchange (2017) 

 

The results from the descriptive statistics of the entire sample are listed the sampled manufacturing firms financial 

performance index for a period between 2011 and 2015 based on ROE. A total of 9firms from the Nairobi security exchange 

financial data were sampled for the entire 5 year period. The statistics indicates that the mean score for the financial variable, 

ROE, display a less predictable pattern in terms of rises and falls. The ROE mean value in 2011 is 1.39 compared to 0.2 in 2012 

and 2013 respectively. In 2014, it maintained at 0.19 before rising to 0.30 in 2015. 

 

In order to examine the relationship between financial distress and return on equity of manufacturing firms listed at Nairobi 

Securities Exchange, a multiple regression analysis was applied to find out the relationship between independent variables and 

dependent variable.  The study adopted model summary from multiple regressions analysis. 

 

Table 8 Model Summary 

 

The study show that the adjusted R squared for the model was 0.885 indicated that the regression model adopted for the 

research study is true result. The independent variables showed the 88.5% of the variation on return on equity of listed 

manufacturing firms was influenced by return on equity. Only 11.5% of variation on return on equity of listed manufacturing 

firms was not showed by the regression model.  The regression model between the variables is showed by R= 0.990 which 

indicate there was a positive statistical relationship between the independent variables and dependent variable. 

 

Table 9 Correlation Coefficient Analysis 

 

 Solvency Liquidity Financial Health Return on Asset Return on Equity 

Solvency Pearson Correlation 1 .482 1.000
**

 .451
**

 .360 

Sig. (2-tailed)  .081 .000 .006 .008 

N 5 5 5 5 5 

Financial Health Pearson Correlation 1.000
**

 .432 1 .371
**

 .260 

Sig. (2-tailed) .000 .081  .006 .003 

N 5 5 5 5 5 

Return on Asset Pearson Correlation .451
**

 .507 .371
**

 1 .682 

Sig. (2-tailed) .006 .019 .006  .205 

N 5 5 5 5 5 

Return on Equity Pearson Correlation .360 .361
**

 .260 .682 1 

Sig. (2-tailed) .136 .005 .003 .205  

N 5 5 5 5 5 

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

 

The results shows that financial health r =.371, 0.06, p<0.01 and r=.260, 0.03, p<0.01respectively which implied that is 

statistically significant to return on assets and return on equity. Solvency with r= .451, .006p <0.01 and 360, .008p <0.01. This 

revealed that there is a positive relationship between solvency, return on assets and return on equityof manufacturing firms. 

 

This statistical control that regression provides is significant because it separates the work of one variable from others in the 

regression model. Regression analysis coefficients established the mean change in dependent variable (Return on asset) for one 

Model R R  
Square 

Adjusted  
R Square 

Std. Error  
of the Estimate 

1 .990
a
 .888 .885 .14158 
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unit of change in the predictor variable while holding other predictors in the model constant thus the researcher used regression 

coefficients in Table 10. 

 

Table 10 Regression coefficient for Financial Distress and ROA  

Model Unstandardized Coefficients Standardized Coefficients t Sig. 

B Std. Error Beta 

 

(Constant) 3.919 1.061  3.693 .168 

Solvency -2.858 1.341 -.337 -2.131 .279 

Liquidity -.629 .241 -.222 -2.612 .233 

Financial Health .818 .125 1.134 6.551 .096 

 

Other factors held constant, ROA for the firms on the average was 3.919 units between 2011 and 2015. The findings show that 

solvency negatively impacts on the ROA of the firms listed at NSE. The effect of solvency on ROA is not statistically significant 

at 5% level of significance (t= -2.131, p=0.279, p>0.05). This illustrates that one unit increase in the ratio of equity to liability will 

lead to 2.858 unit decrease in financial performance of firms listed at NSE. The effect of liquidity on ROA is not statistically 

significant at 5% level of significance (t= -2.612, p=0.233, p>0.05). This illustrates that one unit increase in liquidity will 

contribute to 0.629 unit decrease in ROA of the firms listed at NSE. Financial health positively affects ROA though the effect is 

not statistically significant at 5% level (t=6.551, p=.096, p>0.05. This illustrates that one unit increase in financial health will 

contribute to 0.818 unit increase in the manufacturing firm’s financial performance. A multiple regression analysis was formulated 

to determine the relationship between financial distress and the performance of manufacturing firms.  

 

The regression equation (Y = β0 + β1X1 + β2X2 + β3X3+ ε). Therefore, the proposed regression model will be:  

 

Y = 3.919 -2.858X1- 0.629X2 + 0. 818X3 

  

(Where Y = Performance of manufacturing firms, X1 = solvency; X2 = liquidity; X3 = financial health and ε = error term). 
 

In order to examine the relationship between financial distress and return on equity of manufacturing firms listed at Nairobi 

Securities Exchange, a multiple regression analysis was applied to find out the relationship between independent variables and 

dependent variable.  The study adopted model summary from multiple regressions analysis. 

 

Table 11 Regression coefficient for financial distress and ROE  

Model Unstandardized Coefficients Standardized Coefficients t Sig. 

B Std. Error Beta 

 

(Constant) 3.514 1.031  3.523 .128 

Solvency -2.358 1.141 -.327 -2.093 .129 

Liquidity -.432 .221 -.222 -2.522 .228 

Financial Health .756 .109 1.112 6.409 .091 
 

Other factors held constant, ROE for the firms on the average was 3.514 units between 2011 and 2015. The findings show that 

solvency negatively impacts on the ROE of the firms listed at NSE. The effect of solvency on ROE is not statistically significant 

at 5% level of significance (t= -2.093, p=0.129, p>0.05). This illustrates that one unit increase in the ratio of equity to liability will 

lead to 2.358 unit decrease in financial performance of firms listed at NSE. The effect of liquidity on ROE is not statistically 

significant at 5% level of significance (t= -2.522, p=0.228, p>0.05). This illustrates that one unit increase in liquidity will 

contribute to 0.432 unit decrease in ROE of the firms listed at NSE. Financial health positively affects ROE though the effect is 

not statistically significant at 5% level (t=6.409, p=.091, p>0.05. This illustrates that one unit increase in financial health will 

contribute to 0.8756 unit increase in the manufacturing firm’s financial performance.  

 

A multiple regression analysis was formulated to determine the relationship between financial distress and the performance of 

manufacturing firms. The regression equation (Y = β0 + β1X1 + β2X2 + β3X3+ ε). Therefore, the proposed regression model will 

be:   

Y = 3.514 -2.358X1- 0.432X2 + 0.756X3 + e 

 

Where Y = Performance of manufacturing firms, X1 = solvency; X2 = liquidity; X3 = financial health and ε = error term). 

 

6. Conclusion and Recommendations 
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The study sought to determine the effect of  solvency on performance which was measured by Debt to Equity ratio. The study 

examined the effect of solvency on the performance of manufacturing and allied firms in Kenya. The results showed that solvency 

had a negative but insignificant effect on the performance of firms (β= -2.858, p = 0.279).  

 

The study sought to establish the relationship between financial health and financial performance.  The study used Zscore 

model to measure the financial health for a five year period between the years 2011 to 2015. The selected listed manufacturing 

firms found out that, individually, one (1) of the selected firms have their average Z-Score between 1.81<Z<2.67 and therefore 

classified in the grey zone and three (3) firms has its average Z-score below Z<1.81 and therefore were classified as distressed. 

The five (5) out of the nine (9) firms representing 55% of the selected firms are classified as safe 
 

Financial performance was measured by ROA and financial distress was measured by liquidity, solvency and financial health over 

the period of study. The study shows that the adjusted R square was 0.983. This imply that any change in one unit of one shilling 

of financial distress causes  a positive change (98.3%) in one unit of one shilling on return on assets of manufacturing firms under 

study. However, 1.7% can cause variation with other financial distress not in this study. The calculated p value is more than 0.05 

indicating that there is no direct significant relationship between financial distress and return on assets under study. 

The study recommends that there is need for the manufacturing and allied companies listed at the NSE to decrease their debt to 

equity ratio as it was found that debt negatively affects the financial performance of manufacturing and allied companies listed at 

the Nairobi Securities Exchange. There is also need for these firms listed on the Nairobi Securities Exchange to decrease their 

total assets, through disposing of their underutilized assets in order to positively influence their financial performance. In addition, 

short term borrowing should be converted to long term borrowing so as to ease repayment period.  
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