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1. Introduction 

 

Capital structure has been a main issue in many firms for a period not less than 4 decades, different theories have been 

formulated to identify and explain who and why a company should choose it is financing policy and capital structure. Modiglian 

and Miller detailed that for given markets, capital structure is not relevant and not homogeneous with financial expectations. It is 

commonly known to be compost of liability and owners‟ contribution or equity that finances the company‟s daily operations. 

 

The major insightful and important concern in corporate finance is to determine how companies should finance their 

investments and operations. This is recognized as the “capital structure” problem (Wald, 2010). Any study on the capital structure 

theories strives to educate the stakeholders‟ on how to make use of the combinations of securities. The theory puts forth what 

should be the right amount of securities, primary debt and equity issued by companies. Cheng (2011), there are broadly two 

schools of thought. One school believes that the composition of the financing mix is of no significance in determining the 

worthiness of the firm, therefore the structure of capital has no significance effect in firm evaluation or when appraising the firm. 

The pioneers of the second thought consider the determination of the value or the price of capital is in its competitions.  The use of 

leverage results to an adjustment in cost of capital. They try to settle on the most favourable capital structure to use, at which level 

the overall fee of the capital is minimal. Capital structure varies across companies facing different levels of information 

asymmetry in making decisions; the company should always gauge its operating environment, both external and internal (Kirui, & 

Gor, 2018). Financing is among the important decisions that company‟s make, with no limitation to the source, but also the cost of 

financing (Nyang'oro, 2014). 

 

Large sized firms normally have more business diversification than small firms in terms of credit ratings, constant cash flow, 

and lower risk of being dissolved.  When firm size is used as a proxy for the (inverse) probability of default, it should not be 

strongly positively related with leverage in countries where costs of financial distress are low. Furthermore, according to the 

Pecking order hypothesis, informational asymmetries between insiders within a firm and capital markets are expected to be lower 

for large firms so large firms should be more capable of issuing informational sensitive securities like equity (Kester, 2014). 
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The study assessed the influence of the capital structure determinants on capital structure of construction companies listed in 

Nairobi Security Exchange (NSE). Capital structure is one of the controversial and unsettled issues in the field of finance 

during past years.  Some theories have identified internal determinants potentially influencing capital structure preference 

which includes company size, profitability, assets tangibility, interest tax expense. Specifically the study was directed towards 

attaining the following aims: to assess the influence of company size on capital structure, to establish the influence of 

profitability on the capital structure, to assess the influence of assets tangibility on the capital structure of construction firms, 

to assess the influence of interest tax shield on the capital structure of listed contraction companies in NSE. The descriptive 

research design was adopted in the study. The target population was 5 listed construction companies in NSE; Kenya in the 

period of 2012 to 2016 with focus on the capital structure determinants. Data was made available by the use of secondary data 

forms which captured details from published annual financial reports. The collected data was studied, analyzed and evaluated 

by use of descriptive analysis like mean and standard deviations, regression was used to determine the relationships between 

study variables while inferential statistics was done to test hypothesis in order to make inferences. The analyzed result was 

presented using tables. The study concluded that; firm size affected debts, asset tangibility affected equity, profitability 

affected retained earnings and interest tax shield encouraged use of debts. The study recommended that; Companies should 

improve on their firm size either by short-term debts or in terms of total assets.  
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Asset tangibility is a fundamental element of determining the firm's leverage. Assets tangibility is computed by dividing fixed 

assets by total assets of a firm. Organizations with little tangible assets generally have low leverage ratio and therefore would be 

difficult to collateralize such assets to raise additional funds accompanied with the risk of bankruptcy. On the other hand firms 

with large volume tangible assets are more likely to collateralize their assets to raise additional funds with little risk due to the 

investments diversifications which at the end reduces the risk of bankruptcy. Thus the level of tangible assets increases as 

corporate debts increases (Mburu, 2015) 

 

Profitability is computed as the return on company's total assets. The pecking-order theory suggests that highly profitable 

companies tend to reduce their external funding; which at the end signals to creditors that they have low bankruptcy risk. 

According to Chiang, Chan and Hui (2012), profitability and capital structure are interrelated. Gill, Nahum and Neil (2011) 

detailed that short-term debt relates to total assets and profitability and there exist a relationship between total debt and total assets 

and profitability in the service industry. Profitability is a very important factor that influences capital structure decisions in firms 

in NSE. Those companies whose profits are very high borrow very little since some of the profit would be ploughed back into the 

business. Those companies with small profit are forced to seek additional funds from outside sources since they would not be able 

to plough back part of their profits into the business. This is supported by the pecking order theory which argues that in the 

presence of asymmetric information, a firm would prefer internal finance over the other sources of finance, but would issue debt if 

internal funds were exhausted (Caffaso, 2011). 

 

Interest tax shield refers to the tax deduction for interests paid and investment tax credits. This is because interests is deducted 

before corporate tax, which means the more interests companies paid, the less tax amount will be deducted from profit. 

Consequently, tax shield can be indicated as the interests divided by profit before interests and taxes (Mutsotso, 2017). Tax policy 

has an important effect on the capital structure decisions of firms. Corporate taxes allow firms to deduct interest on debt in 

computing taxable profits. This suggests that tax advantages derived from debt would lead firms to be completely financed 

through debt. This benefit is created, as the interest payments associated with debt are tax deductible, while payments associated 

with equity, such as dividends, are not tax deductible (Green, Kimuyu, Manos and Murinde, 2012) 

 

2. Research Problem  

 

Capital structure is important for construction companies in maximization of returns to stock owners and different stake-

holders because of the impact it would have on the price of capital and its capability to handle the competitive environment. 

Capital structure composition debate has been long overdue and still remains the most important yet unsettled issues in the field of 

corporate finance. According to Pandey (2011), determination of most advantageous and favorable capital structure is a 

significance task in financial management. Construction companies listed in NSE have drastically reduced in the number in the 

resent past right from highly geared companies with debt capital to those with equity capital (from 9 in the year 2011 to 5 in 

2017).  In the event of risk control, frustrated companies must have effective ways of determining the appropriate structure of 

capital that is necessary to cater for unnecessary operational losses. The problem of financial mix is very vital that it is 

documented to be an immediate reason for companies failing to start or progress (Muturi, 2015). Due to these conflicting and 

unsettled issues, the current research study seeks to find out what determines capital structure of the listed construction companies 

in NSE; Kenya, for a period of five years. 

 

3. Objective of the Study  

 

The specific objective was to assess the influence of company size on the capital structure of listed construction companies in 

Nairobi Security Exchange in Kenya.  

 

4. Review of Literature 

 

4.1 Theoretical Framework 

 

4.1.1 Modigliani-Miller Theory 
 

Modigliani and Miller theory was established by Modigliani and Miller in 1958. The theory states that the capital structure 

composition is an irrelevant factor in the company's market valuation. This indicates that in a perfect market, it does not matter the 

capital structure mix used by the company, the firm‟s value remain constant. The theory has two prepositions; first they claim that 

the level of leverage of a company has no effects on the company‟s value in the market regardless of the proportion of debts and 

equity chosen in financing the company. In the event that the company adopts less expensive debts, will lead to an increase in 

level of company risk profile hence calling for the shareholders to demand higher rates of dividends to pay damages coursed by 

the said risk. MM theorized that market value of a company is determined by its ability to earn and the risk of its underlying 

assets. Second preposition describes the averagely weighted cost of an enterprise is being an affected by the company‟s leverage. 

Thus the cost of capital if averagely weighted should remain constant (Mose, 2011). 
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Modigliani-Miller (MM) proposition is grounded on the assumptions that perfect capital market where the market information is 

flowing freely and that the same information can be easily accessed by the investors. Another assumption is that there are no other 

costs to be incurred when searching or accessing information. Considerably the securities issued in the market and traded for are 

dividable. No transaction costs such as flotation costs, under-pricing major issues, brokers, transfer taxes. All participants in the 

market are rational that they are trying to maximise profits or minimise their losses. All investors have homogeneous expectations 

about future earnings of all companies in the market. The company can be classified into the class `equivalent return. Companies 

in each class have the exact same profile of business risk. So the company can be taken as perfect substitutes for one another. All 

companies in a particular class have a common level of capitalisation rate. There is no corporate tax (Psiwa, 2015) 

 

The assumptions made do not cling to the present economy hence the theory has some limitations. For instance the arbitration 

process implies that companies that are identical in all respects, apart from the capital structure, always have the same and equal 

value. The theory failed to address the bankruptcy cost, the taxes and other costs of agent and on the other side of it failed to 

distinguish between natural and legal persons when referring to lending process (Cheng, 2011). 

 

The theory was relevant to this study in that it addresses the issue of leverage in the capital structure of accompany. The theory 

records that the value of the company with leverage cannot be higher than the value of a company with no leverage on the other 

hand the value of a company with no leverage cannot be higher than the value of a company with leverage. Therefore, the 

leverage in the capital structure has no importance in a perfect capital market.  

 

4.2 Empirical Literature Review 
 

A number of researches have been conducted on the topic of most favorable capital structure.In this reference capital structure 

is the means through which firms do fund their business which can be through debt or equity capital or a combination of both. 

This study examined the influence of the following four variables that were selected from previous literature on capital structure.  

 

In attempt to examine and determine the effect of company size on capital structure of Banking Companies listed in 

Indonesian Stock Exchange, a study was conducted on the effect of company size on capital structure of banking companies listed 

in Indonesia stock exchange. The sampling method used in this study was purposive sampling method. Data from 21 banks were 

analyzed using descriptive statistic and panel data regression with fixed effect model to test the hypotheses. The result of this 

research reveal that company size, has any effect to the capital structure.  

 

Some studied carried out on company size and capital structure decisions of Turkish lodging companies revealed that company 

size has a significant impact on capital structure. Company size seems to affect lodging companies in using incentives issuing 

common stock, using personal debt and determining target debt ratio. It recommended that arrangement to be made in capital 

markets for facilitating companies by issuing long term securities to relieve the problem of depending highly on retained and bank 

credits.  

 

5. Research Methodology 

 

The study was carried out using a descriptive research design, employing quantitative data variables. According to Mugenda 

and Mugenda (2003), descriptive design is a procedure of describing the situation the way it is with the objective of gathering data 

which is used to answer research question or test research hypothesis concerning current status of the subjects in the study. A 

descriptive study determines and reports the way things are. Descriptive design will be appropriate to assess the determinants of 

capital structure. It involves analyzing data regarding a certain phenomenon which is observed directly. It was advantageous in 

that it allows the collection of data from the standard sources. 

 

The study covered construction companies listed in NSE; Kenya in the period of 2012 to 2016 with focus on capital structure 

determinants. In the referred period the five companies found to be listed were: Athi River Mining, Bamburi Cement Ltd, Crawn 

Paints Kenya PLC, East Africa Portland Cement ltd and East Africa Cables Ltd. 

 

A population is the total collection of element about which inferences are made and refers to all possible cases which are of 

interest for a study (Nyaata, 2009). For purposes of this study the target population covered construction companies listed in NSE; 

Kenya.The target population was 5 construction companies which were listed in the NSE for the period of 2012 to 2016 financial 

years. This period was considered because of availability of the data and the period was reasonable considering the data analysis 

in case where the period is long. 

 

Data for this study was analyzed using descriptive statistics like, means and percentages to describe the distribution of scores. 

In order to make inferences a correlation analysis was conducted to determine the relationship between study variables.  Multiple 

regression analysis was used to determine whether the independent variable predicts the dependent variable. A t-test with the 

significance level of .05 was used to test the hypothesis. 
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6. Results and Discussion  

 

6.1 Descriptive Statistics 
 

The descriptive analysis was conducted on the data collected from 2012 to 2016 (5 years). For measurements of the 

independent variable (firm size, asset tangibility, profitability and interest tax shield) and dependent variable being capital 

structure (retained earnings, equity and debt). The study sought to assess the levels of usage or proportions of each determinant in 

the mix and the descriptive results were as follows. 

 

6.1.1 The Effect of Firm Size on Capital Structure 
 

The study sought to establish the effect of firm size on the capital structure of construction companies listed in the NSE, Kenya 

through short term debts and total assets. 

 

6.2.1.1 Effect of Short-term Debts on Capital Structure 
 

Table1 shows descriptive statistics on the effect of short term debts to the capital structure of construction companies listed in 

the NSE. 

 

Table 1 Effect of Short-term Debts on Capital Structure 

 N Minimum Maximum Mean Std. Deviation 

Athi River Mining 5 760968 91301746 23798878.20 37992190.78 

Bamburi Cement Ltd  5 3388000 43428000 13208200.00 16967470.707 

E.A Portland Cement 5 2399178 4962120 3591686.80 923408.540 

Crawn Paints Ltd 5 1023755 3093384 2179419.40 887023.843 

East Africa Cables 5 662623 2854289 1732203.20 957563.666 

Valid N (listwise) 5     
 

The descriptive statistics indicated that short term debts of Athi River Mining had a mean of 23,798,878.20 with a standard 

deviation of 37,992,190.78 and a minimum of 760,968 with a maximum value of 91,301,746. Bamburi cement Ltd a mean of 

13,208,200.00 a standard deviation of 16,967,470.70 and a minimum of 3,388,000 with a maximum value of 43,428,000 .E.A 

Portland Cement Ltd had a mean of 3,591,686.80 with a standard deviation of 923,408.540 and a minimum of 2,399,178 with a 

maximum value of 4,962,120. Crawn Paints Ltd had a mean of 2,179,419.40 with a standard deviation of 887,023.843 and a 

minimum of 1,023,755 with a maximum value of 3,093,384.  East Africa cables Ltd had a mean of 1,732,203.20 with a standard 

deviation of 957,563.666 and a minimum of 662,623 with a maximum value of 2,854,289. These results indicated that Athi River 

Mining had the highest mean while East Africa cables Ltd had the lowest mean. 

 

4.2.1.2 The Effect of Total Assets on Capital Structure 
 

The study intended to establish the descriptive of total assets of the five construction companies listed in the NSE for five 

years and the result were as indicated in table 2. 

 

Table 2 Total Assets on Capital Structure 

 N Minimum Maximum Mean Std. Deviation 

East Africa Cables 5 2143409 13288431 8366114.80 5220167.755 

Crawn Paints 5 2538672 5715520 3577375.20 1231358.978 

Bamburi Cement 5 24222000 33446000 30177000.00 3765358.283 

Athi River Mining 5 21413958 40850495 30718395.80 8838497.718 

E.A Portland Cement 5 13976795 202709582 55275891.40 82601326.819 

 

Total asset for each construction company listed in the NSE was as follows. The total asset of Athi River Mining had a mean 

of 30,718,395.80 with a standard deviation of 8,838,497.718 and a minimum of 21,413,958 with a maximum value of 40,850,495. 

Bamburi cement Ltd a mean of 30,177,000.00 with a standard deviation of 3765358.283 and a minimum of 24,222,000 with a 

maximum value of 33,446,000. E.A Portland Cement Ltd had a mean of 55,275,891.40 with a standard deviation of 

82,601,326.819 and a minimum of 13976,795 with a maximum value of 202.709,582. Crawn Paints Ltd had a mean of 

3,577,375.20 with a standard deviation of 1,231,358.978 and a minimum of 2,538,672 with a maximum value of 5,715,520.  East 

Africa Cables Ltd had a mean of 8,366,114.80 with a standard deviation of 5,220,167.755 and a minimum of 2,143,409 with a 

maximum value of 13,288,431. These findings indicated that E.A Portland Cement Ltd had the highest mean while Crawn Paints 

Ltd had the lowest mean. 
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6.2 Correlation Analysis between Firm Size and Capital Structure 
 

The study sought to find out whether there existed a linear relationship between firm size and capital structure compositions 

under study and the results was as presented in table 3. 

 

Table 3 Correlation Analysis between Firm Size and Capital Structure 

 Payables Total Assets 

Retained 

Earnings Equity Debts 

Short-term debts 

 

Pearson 

Correlation 
1     

Sig. (1-tailed)      

N 25     

Total Assets Pearson 

Correlation 
.017 1    

Sig. (1-tailed) .469     

N 25 25    

Retained Earnings Pearson 

Correlation 
.089 .079 1   

Sig. (1-tailed) .335 .353    

N 25 25 25   

Equity Pearson 

Correlation 
-.022 .384

*
 -.053 1  

Sig. (1-tailed) .458 .029 .401   

N 25 25 25 25  

Debentures Pearson 

Correlation 
-.148 -.168 -.252 -.178 1 

Sig. (1-tailed) .241 .211 .112 .198  

N 25 25 25 25 25 

*. Correlation is significant at the 0.05 level (1-tailed). 

 

Short-term debts was found to have a weak positive correlation with retained earnings but the relationship was of no 

significant effect (r=.089; p ). Further the study indicated that short-term debts had a weak negative correlation with equity 

which was insignificant since p value was great than .05 (r=-.022; p ) and also short-term debts negatively correlated with 

debts ( ). 

 

The correlation between total assets and retained earnings was positive but weak and was not significant ). 

Fixed assets moderately correlated positively with equity and the relationships were significant ). There was a 

negative and insignificant correlation between total assets and debts ).  The study revealed that in terms of 

firm size capital structure was determined by use of total assets and this only affected the equity element. This indicated that firms 

with enough assets preferred to have equity as compared to the rest of composition of capital structure.  

 

The findings are similar to those of Martina hark (2010) who asserted that bigger the company in terms of scale the smaller 

amount of debt it has in its capital structure. Firms do have a propensity to employ much of long-term debts compared to short-

term debts. In order to achieve the objectives of this study the following hypothesis ware tested to find out the effect of each 

independent variable had in regards to the determination of the proportion of equity in the capital structure of the companies listed 

in the NSE; Kenya.  

 

At the confidence level of 95% and significance level of 5%, firm size had .a calculated t of -.708 which is less the t-critical 

.and significance level with (p˃.05) this enabled the researcher to accept the stated null hypothesis. The results which emerged 

from this study regarding firm size agreed which the findings of other studies carried out which indicated that company size 

seemed to have insignificant impact on the equity of lodging companies.  

 

7. Conclusions and Recommendations 
 

The study sought to establish the effect of firm size on capital structure of construction companies listed in the Nairobi stock 

exchange. The study concluded that; in terms of short-term debts Athi River Mining ltdwas the best while regarding to total 

assets East Africa Portland ltd was the best among the listed construction companies in the NSE.  This showed that the two 

companies were large firms. Correlation analysis concluded that total assets had a positive correlation with equity and the 

relationships were significant. This was because firms fund their assets by use of owner‟s equity. Regression analysis concluded 

that the relationship between firm size and debts was strong positive and significant thus the null hypothesis was rejected since 
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company size was of significant to debt in capital structure. This was because large firms had good reputation and asset based 

used as securities that enabled them to qualify for more debts. 
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