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Abstract

Proponents of trade off theory argued that firms should strike balance when employing alternative forms of financing. This should be anchored on costs, collateral securities and possibilities of being involved in financial distress. This study sought to evaluate the influence of firm financial characteristics on leverage of listed energy and petroleum companies listed in Nairobi securities exchanges. Expo facto design was adopted and secondary data gathered from annual financial statements. Operating cashflows had significant moderating effect on the influence of firm financial characteristics on leverage of energy and petroleum companies listed in Nairobi securities exchange. 
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Introduction

According to trade off theory proposed by Myers and Majluf (1984), there is need to evaluate the balancing point between debt and equity financing as such to benefit from tax shield benefits and eliminate possibilities of bankruptcy and financial distress costs. Indeed, they reported an inverse relationship between debt financing and bankruptcy costs. According to Graham (1996) there is a positive and significant relationship between leverage and marginal tax rate. In a subsequent study by Graham (2003) it was pointed that the motivation behind debt financing is the anticipated benefits to be drawn from interest tax shield.  

A study by Githira and Nasieku (2013) reported positive relationship between tax shield benefits and debt financing. Indeed, an increase in asset base increases collateral security which enables an organization to use more debt. Moreover, the study purported that product diversification minimizes the possibilities of debt financing since there are possibilities of increased sales revenue which may signal increased profitability. Brierley and Bunn (2005) refuted this claim and argued that gearing ratio is dependent on anticipated tax shield benefits and the positive relationship between gearing and size can be explained by ability of large firms to generate superior revenues which minimizes earnings volatility. 

Empirical proponents of trade off model such as Nengjiu, Robert, Allen and Michael (2005) argue that the theory is appropriate in determining a firm’s capital structure. They posit that beside tax rate, underlying firm exposure, debt life cycle, debt covenants and type and possibilities of bankruptcy all have to be included when considering the mode of financing. 

The major shortcoming of this theory is inability of developing economies capital markets to clearly categorize distressed and non-distressed companies due to limited information access. The theory is appropriate for the study since there is need for clear understanding of listed company’s asset value since this would minimize possibilities of under or over valuation and ultimately optimize organization capacity to borrow. Hence, the study seeks to examine the influence of firm financial characteristics on leverage of listed energy and petroleum companies in Nairobi securities exchange. 

The applicability of the existing findings in developing economies is limited owing to the fact most of them have been carried in developed economies where legal and technological development may have a role in firm characteristics and demand for leverage. Furthermore, there are possibilities of results drawn from small and medium enterprises differing from listed companies results owing to different regulatory requirements on levels of transparency (Mwangi & Birundu, 2015; Mwangi, 2016; Abdullah, et al., 2015). Hence, an empirical examination to examine the influence of firm financial characteristics on leverage of listed energy and petroleum companies listed in Nairobi securities exchange. Specifically, the study was guided by the following objectives; 

i. To determine the influence of tangibility of assets on leverage of energy and petroleum firms listed at Nairobi Securities Exchange. 

ii. To find out the influence of growth opportunities on leverage of energy and petroleum listed firms at Nairobi Securities Exchange. 

iii. To establish the influence of firm size on leverage of energy and petroleum firms listed at Nairobi Securities Exchange. 

iv. To examine the influence of profitability on leverage of energy and petroleum firms listed at Nairobi Securities Exchange. 

v. To evaluate the moderating effect of operating cash flows on the influence of financial characteristics on leverage of energy and petroleum firms listed at Nairobi Securities Exchange. 

Literature Review

A Nigerian study investigating the relationship between asset structure and capital structure was carried out by Olakunle and Oni (2014). Purposive sampling technique was used to select 20 companies which were listed from 1997 to 2007. Regression analysis showed positive and significant relationship between asset structure and capital structure. Although the results in different economic set up as compared to Kenya they negate agency theory and trade off theory, the current study was in support of both theories. 

Baloch, Ihslan, Kakakhel and Sethi (2013) investigated the impact of firm size, asset tangibility and retained earnings on financial leverage on listed companies in Pakistan. Purposive sampling was used to select 22 companies which were listed in the auto sector. Multiple regression analysis revealed a positive effect of firm size and asset tangibility on financial leverage while retained earnings had inverse effect on financial leverage. These results were in support of both agency theory and pecking order theory. 

A Chinese case to investigate the relationship between cash flow and financial performance of listed companies was carried out by Hong, Shuting and Meng (2012). Correlation research design was adopted; purposive sampling was used to select real estate companies listed from 2006 to 2010. Data was analyzed using regression analysis. Results of the study revealed inverse and significant relationship between free cash flow and firm performance. 

Further, Asghar, Vahid and Asghar (2015) investigated the effect of operating cash flows and capital structure among companies listed in Tehran Securities Exchange (TSE). A sample of 80 companies was considered over a period of 12 years. Both Estimated Generalized Least Squares (EGLS) and Generalized Methods Moments (GMM). Results of the study revealed positive and significant relationship between operating cash flows and capital structure. Moreover, this study found that domestic cash flows were used as a source of financing. 

From the foregoing literature review the following relationship was conceptualized. 


Methodology 

The study used panel data.  Panel data is a series of multidimensional data where behaviour of entities are observed over time (Wooldridge, 2002). The key advantage of panel data is the ability to allow the researcher to control for variables that are not observable or measurable like culture and management practices over time but not across entities (Wooldridge, 2002). It was obtained from the NSE hand books and from specific companies’ websites. As shown in the data collection sheet data on non-current assets, market prices, book value, turnover, total liabilities, profit after tax, operating cash flows was gathered. Secondary data was collected for period 2008-2016. Univariate and multivariate techniques were applied for data analysis. Influence was tested through use of regression analysis and moderation was examined through examination of marginal changes of slope coefficients due to introduction of operating cash flows. The general models were of the form: 

Lit=𝛽0 + 𝛽1Ti,t+ 𝛽2 Si,t+ 𝛽3 Gi,t+ 𝛽4Pi,t+ 𝓔j……………………………..……………………Model 1
The following regression model with the moderating variable was used for the analysis as proposed by Baron and Kenny (1986). 

Lit=𝛽0 + 𝛽1Ti,t+ 𝛽2 Si,t+ 𝛽3 Gi,t+ 𝛽4Pi,t + 𝛽5 CFi,t +  CFi,t(𝛽6Ti,t+ 𝛽7Si,t+ 𝛽8 Gi,t+ 𝛽9Pi,t)+  𝓔 j……….Model 2
Where

Lit -short term liabilities to total assets, long term liabilities to total assets, total liabilities/total assets for each firm i at time t

T= Tangibility of assets, G=Growth opportunities, S=Firm size, P= Profitability, CF=Operating cash flows, 𝛽i (i=0,1,2,…9) are the associated regression coefficients, 𝓔j is the associated error term.
Findings and Discussions 

4.1 Descriptive Statistics 

As shown in Table 1 average tangibility was 0.54 in energy and petroleum, the minimum tangibility was 0.13 and maximum was 0.94. There was minimal variation as indicated by standard deviation of 0.30 and tangibility was not more skewed. Average profitability was 3%, with minimum of -19% and maximum of 19%. Most companies were making losses and had negative skewness with skewness coefficient of -1.21. From the findings it can be implied that most companies quoted in energy and petroleum were loss making entities. This would maximize chances of borrowing funds due to firm’s inability to generate internally generated finances. These findings further confirm pecking order theory. 

Average growth opportunities recovered by listed energy and petroleum companies was 0.98, with a maximum of 4.82 and minimum of 0.04. Growth opportunities was skewed positively; this was cemented by wide variation as accounted for by standard deviation of 1.09. Average operating cash flows was -0.06, with a minimum of -7.94 and maximum of 2.35. This implies for every one shilling generated there was negative six cents of operating cash flow losses. This shows that most companies in energy and petroleum sector mostly financed their operating activities in accrual basis. This may halt their borrowing capacity and impact negatively in access to finance in case of short term or long-term financial need. 

The average long-term debt was 0.24, with a maximum of 0.61 and minimum of 0.00. This implies that there was wide variation in dependence on long term debt financing amongst listed companies in energy and petroleum. Most companies had financed their needs using long term debt as accounted by skewness coefficient of 0.32. Moreover, the dependency on long term debt differed across firms as indicated by standard deviation of 0.22. Average long-term debt was 0.39 with a maximum of 0.78 and minimum of 0.05. An average standard deviation of 0.26 revealed use of short-term financing differed amongst firms. The average debt to total assets across firms was 0.63 with a maximum of 1.18 and minimum of 0.36. A coefficient of skewness of 1.25 revealed that most companies had financed their assets using debt capital. From the findings it can be inferred that quoted companies in energy and petroleum sector either relied on short term debt or long-term debt to acquire their assets. 

Table 1 Descriptive Statistics 

	 
	N
	Minimum
	Maximum
	Mean
	Std. Deviation
	Skewness

	T
	34
	0.13
	0.94
	0.54
	0.30
	0.09
	0.40

	P
	34
	-0.19
	0.19
	0.03
	0.05
	-1.21
	0.40

	S
	34
	16.21
	19.22
	17.85
	0.93
	-0.56
	0.40

	G
	34
	0.04
	4.82
	0.98
	1.09
	2.04
	0.40

	CF
	34
	-7.94
	2.35
	-0.06
	1.45
	-4.99
	0.40

	LTA
	34
	0.00
	0.61
	0.24
	0.22
	0.32
	0.40

	STA
	34
	0.05
	0.78
	0.39
	0.26
	-0.11
	0.40

	DTA
	34
	0.36
	1.18
	0.63
	0.15
	1.25
	0.40


4.2 Diagnostic Test Results
4.2.1 Autocorrelation Test for Energy and Petroleum Companies Listed in Nairobi Securities Exchange 

As shown in Table 2, models with LTA as the response variable had F statistics of 61.329, without cash flow moderation, and 37.72 with moderation. The p value for without moderation was less than 0.05 and with moderation was greater than 0.05. The test statistics were therefore significant for without moderation and non-significant for with moderation thus there was presence and absence of first order serial correlation respectively. The model without moderation where STA is the response variable had an F statistic of 3.199 with a p value of 0.1776 and model with moderation had an F statistic of 1.819 and p value of 0.2702 to indicate non-significance at 5% significant level. This implied absence of first order serial correlation. With the presence of first order serial correlation FGLS models were fitted. For the DTA response variable models, the F statistics were 1.783 and 5.493 with p values of 0.2739 and 0.1009 without and with moderation respectively. This therefore implies absence of serial correlation. 

Table 2 Woodridge Test for Energy and Petroleum Companies Listed in Nairobi Securities Exchange 
	Dependent variable
	Model
	F (1, 3)
	P value

	LTA
	Without moderator
	61.329
	0.0043

	
	With moderator
	37.72
	0.87

	STA
	Without moderator
	3.199
	0.1716

	
	With moderator
	1.819
	0.2702

	DTA
	Without moderator
	1.783
	0.2739

	
	With moderator
	5.493
	0.1009


4.2.2 Multicollinearity Test Statistics for Energy and Petroleum Listed Companies in Nairobi Securities Exchange 

Table 3 presents the VIFs for the various study variables. The results indicate that the VIFs were less than 5, which indicated non-collinearity amongst independent variables. 
Table 3 Multicollinearity Test Statistics for Energy and Petroleum Listed Companies in Nairobi Securities Exchange

	Variable
	VIF
	1/VIF

	S
	4.17
	0.239749

	T
	3.7
	0.270486

	G
	1.44
	0.69601

	CF
	1.1
	0.908413

	P
	1.09
	0.916155

	Mean VIF
	2.3
	


4.2.3 Heteroskedasticty Test Results for Energy and Petroleum Companies Listed in Nairobi Securities Exchange

Table 4 shows the likelihood ratio tests statistics for energy and petroleum companies listed in NSE. The null hypotheses of the tests were that the error variance was homoscedastic for each model. The likelihood-ratio tests produced chi-square values of 122.31, 81.12 and 22.16 with p-values of 0.0000. This implies that the test was significant at 5% level of significance hence the existence of heteroscedasticity in the study. To remedy the problem, FGLS estimation technique was used (Wooldridge, 2002). 
Table 4 Heteroskedasticty Test Results for Energy and Allied Companies Listed in Nairobi Securities Exchange 

	Response Variable’s models
	Chi Square
	Degree of freedom
	P value

	STA
	122.31
	5
	0.000

	LTA
	81.12
	5
	0.000

	DTA
	22.16
	5
	0.0005


4.2.4 Stationarity Test Results for Energy and Petroleum Companies Listed in Nairobi Securities Exchange

The unit root test statistics for companies listed in energy and petroleum sector in NSE are presented in Table 5. From the table, it is evident that all variables are stationary at level since the null hypothesis that all variables are not stationary at 5% significant level is rejected. This is further assurance on the robustness of the expected results. Further on, there was no need to difference the data.

Table 5 Stationarity Test Results for Energy and Petroleum Companies Listed in Nairobi Securities Exchange 
	Variable
	 
	Statistic
	Value
	p-value

	T
	Inverse chi-squared (84)
	P
	29.9785
	0.000

	 
	Inverse normal
	Z
	-2.7062
	0.000

	 
	Inverse logit t (199)
	L*
	-3.7228
	0.000

	 
	Modified inv. chi-squared
	Pm
	5.4946
	0.000

	P
	Inverse chi-squared (84)
	P
	25.4808
	0.000

	 
	Inverse normal
	Z
	-2.4136
	0.000

	 
	Inverse logit t (199)
	L*
	-3.1008
	0.000

	 
	Modified inv. chi-squared
	Pm
	4.3702
	0.000

	G
	Inverse chi-squared (84)
	P
	13.2399
	0.000

	 
	Inverse normal
	Z
	-1.2536
	0.000

	 
	Inverse logit t (194)
	L*
	-1.3045
	0.000

	 
	Modified inv. chi-squared
	Pm
	1.31
	0.000

	CF
	Inverse chi-squared (78)
	P
	7.723
	0.000

	 
	Inverse normal
	Z
	5.0029
	0.000

	 
	Inverse logit t (199)
	L*
	0.0056
	0.000

	 
	Modified inv. chi-squared
	Pm
	-0.0693
	0.000

	S
	Inverse chi-squared (78)
	P
	2.8265
	0.000

	 
	Inverse normal
	Z
	3.7524
	0.000

	 
	Inverse logit t (199)
	L*
	1.7942
	0.000

	 
	Modified inv. chi-squared
	Pm
	-1.2934
	0.000


4.2.5 Hausman Test Statistics for Energy and Allied Companies Listed in Nairobi Securities Exchange

As shown in Tables 6 for LTA, with moderation the nulls were rejected at 5% risk level since the p values were (less than 0.05) 0.0066.  This implies that the most appropriate model to fit was fixed effects. Moreover, there was no enough to warrant rejection of the null hypothesis at 5% since p value is greater than 0.05 for LTA without moderation, STA models and DTA models with and without moderation as accounted for by 0.1601, 0.1548, 0.5614, 0.6112 and 0.4704. Hence the most appropriate models for them were random effects. 
Table 6 Hausman Test Statistics for Energy and Allied Companies Listed in Nairobi Securities Exchange 
	Dependent variable
	Model
	Chi Square
	df
	P value

	LTA
	Without moderator
	5.17
	3
	0.1601

	 
	With moderator
	12.25
	3
	0.0066

	STA
	Without moderator
	5.24
	3
	0.1548

	 
	With moderator
	2.05
	3
	0.5614

	DTA
	Without moderator
	1.82
	3
	0.6112

	 
	With moderator
	2.9
	3
	0.4074


4.2.6 Normality Test Results for Energy and Petroleum Companies Listed in Nairobi Securities Exchange 

As shown in Table 7, the Shapiro Wilk results for all regression models (moderated or not) had a Z of 3.994 and a p value of 0.000. The null hypothesis that residuals are normally distributed was rejected at 5% level of significance. Thus, robust standard errors were adopted while fitting regression model.   
Table 7 Normality Test Results for Energy and Petroleum Companies Listed in Nairobi Securities Exchange 

	Variable
	Obs.
	W
	V
	Z
	Prob>z

	R
	34
	0.80527
	6.8
	3.994
	0.00003


4.2.7 Granger Causality Test Results for Energy and Petroleum Companies Listed in Nairobi Securities Exchange

As shown in Table 8, the p-values for all lagged financial characteristics (in isolation) values and DTA, run against DTA, are greater than 5% level of significance. This implies that the null hypotheses that individual financial characteristic does not granger causes leverage is not rejected for energy and petroleum listed companies in NSE.  When all lagged values of financial characteristics and DTA were run against DTA at the same time, the p value was zero. Being less than 5% level of significance, it means that the null hypothesis that financial characteristics does not granger causes leverage is rejected. It means that financial characteristics of a firm, as a combination but not in isolation, can explain its leverage.

When the lagged values of DTA and individual financial characteristic were run against individual financial characteristics values at the same time, the p value for T and G were greater than 5% level of significance. The p values for S and P were greater than the said significance level. This implies that all variables the null hypotheses that leverage does not granger cause each other are rejected at 5% significance level.
Table 8 Granger Causality Test Results for Energy and Allied Companies Listed in Nairobi Securities Exchange
	Dependent
	Independent (Lagged)
	F Statistic
	P value

	DTA
	S,DTA
	0.51
	0.6134

	 
	T,DTA
	0.45
	0.7693

	 
	P,DTA
	0.38
	0.8824

	 
	G,DTA
	0.32
	0.9436

	 
	S,T,P,G,DTA
	0.37
	0.941

	S
	DTA,S
	0.82
	0.4536

	T
	DTA,T
	1.74
	0.2017

	P
	DTA,P
	1.79
	0.1927

	G
	DTA,G
	0.26
	0.7738


4.3 FGLS Regression Results of STA as Dependent Variable with and without Moderator for Energy and Petroleum Listed Companies in Nairobi Securities Exchange 

As shown in Table 8, results on the effect of financial characteristics on short term debt financing for energy and petroleum listed companies in NSE while operating cash flow was incorporated in the model show that the coefficient of SCF was -0.340 hence firm size had a negative impact on short term debt financing when the operating cash flow was incorporated. The p value was 0.000 which is less than 5% level of significance. This shows that the moderating influence of operating cash flow on firm size was statistically significant on short term debt financing. The coefficient of TCF was 1.95 hence tangibility had a positive influence on short term debt as operating cash flow increased. The p value was 0.000 which is less than 5% level of significance. This indicates that the moderating influence of operating cash flow on tangibility was statistically significant on long-debt financing. 

The coefficients of PCF and GCF were -2.453 and 0.080 respectively. This indicates that profitability and growth opportunities had a positive influence on short debt respectively when operating cash flow was incorporated. The p values were 0.198 and 0.029 respectively to imply that the moderating influence of operating cash flow on profitability and growth opportunities were insignificant and significant respectively on short debt financing at 5% level of significance. 
To further confirm the influence of the moderator, the coefficients of the model without the moderator are compared with the average marginal effect or change of financial characteristics on short term debt financing. If the two are different then there is moderation else no moderation. The marginal change show how much short-term debt changes by with an increase in one unit of the relevant financial characteristic when the average moderator value is incorporated. This is achieved by differentiating model 2 in chapter three partially and incorporating the average moderating value as follows
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Comparison between moderated and non-moderated variables revealed difference, this indicated that operating cash flow has a moderating influence on the influence of firm financial characteristics on short term leverage of listed energy and petroleum companies listed in Nairobi securities exchange.  
Table 8 FGLS Regression Results of STA as Dependent Variable with and without Moderator for Energy and Petroleum Listed Companies in Nairobi Securities Exchange 

	 
	Without Moderation
	With Moderation

	Variable
	Coefficient
	Std. Error
	Z
	p>z
	Coefficient
	Std. Error
	Z
	p>z

	cons
	.822
	.526
	1.57
	.118
	.760
	.300
	2.53
	.011

	T
	-.772
	.073
	-10.63
	0.000
	-.922
	.043
	-21.29
	.000

	S
	0.0001
	.028
	.00
	.996
	.008
	.016
	.48
	.635

	P
	-.538
	.283
	-1.90
	.057
	-.250
	.141
	-1.78
	.075

	G
	-.002
	.011
	-.19
	.846
	.023
	.007
	3.16
	.002

	CF
	
	
	
	
	3.97
	.766
	5.18
	.000

	TCF
	
	
	
	
	1.95
	.403
	4.82
	.000

	SCF
	
	
	
	
	-.340
	.063
	-5.37
	0.000

	PCF
	
	
	
	
	-2.45
	1.907
	-1.29
	.198

	GCF
	
	
	
	
	.080
	.037
	2.19
	.029

	 
	Wald chi2 (4) =260.98
	R2 = 0.9255
	 
	P > Chi2   0.00
	Wald chi2 (9) =1940.23
	R2 = 0.9791
	 
	P > Chi2   .0000


4.3.1 FGLS Regression Results of LTA as Dependent Variable with and without Moderator in Energy and Petroleum Companies Listed in Nairobi Securities Exchange 

As shown in Table 9, results on the effect of financial characteristics on short term debt financing for energy and petroleum listed companies in NSE while operating cash flow was incorporated in the model show that the coefficient of SCF was 0.417 hence firm size had a negative influence on long term debt financing when the operating cash flow was incorporated. The p value was 0.00 which is less than 5% level of significance. This shows that the moderating influence of operating cash flow on firm size was statistically significant on long term debt financing. The coefficient of TCF was -2.178 hence tangibility had a negative influence on long term debt as operating cash flow increased. The p value was 0.00 which is less than 5% level of significance. This indicates that the moderating influence of operating cash flow on tangibility was statistically significant on long-debt financing. 

The coefficients of PCF and GCF were -6.945 and -0.154 respectively. This indicates that profitability and growth opportunities had a positive influence on long term debt respectively when operating cash flow was incorporated. The p values were 0.007 and 0.014 respectively to imply that the moderating influence of operating cash flow on profitability and growth opportunities were significant respectively on long debt financing at 5% level of significance. 
To further confirm the influence of the moderator, the coefficients of the model without the moderator are compared with the average marginal effect or change of financial characteristics on long term debt financing. If the two are different then there is moderation else no moderation. The marginal change show how much long-term debt changes by with an increase in one unit of the relevant financial characteristic when the average moderator value is incorporated. This is achieved by differentiating model 2 in chapter three partially and incorporating the average moderating value as follows
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Comparison between moderated and non-moderated variables with the operating cash flow revealed that it had a moderating influence on the influence of firm financial characteristics on long term leverage of energy and petroleum firms listed in Nairobi securities exchange.

Table 9 FGLS Regression Results of LTA as Dependent Variable with Moderator in Energy and Petroleum Firms Listed in Nairobi Securities Exchange 

	 
	Without Moderation
	With Moderation

	Variable
	Coefficient
	Std. Error
	Z
	p>z
	Coefficient
	Std. Error
	Z
	p>z

	cons
	-.162
	.429
	-.38
	.707
	-1.212
	.399
	-3.04
	.002

	T
	.696
	.068
	10.17
	.000
	.938
	.053
	17.68
	.000

	S
	.0008
	.023
	.04
	.972
	.051
	.021
	2.38
	.017

	P
	-.368
	.236
	-1.56
	.119
	-.467
	.164
	-2.84
	.005

	G
	.020
	.014
	1.45
	.148
	.013
	.011
	1.1
	.273

	CF
	
	
	
	
	-4.808
	1.013
	-4.74
	.000

	TCF
	
	
	
	
	-2.178
	.479
	-4.55
	.000

	SCF
	
	
	
	
	.417
	.080
	5.19
	.000

	PCF
	
	
	
	
	-.694
	2.562
	-2.45
	.014

	GCF
	
	
	
	
	.013
	.011
	1.1
	.273

	 
	Wald chi2 (4) =267.19
	R2 = 0.8862
	 
	P > Chi2   0.00
	Wald chi2(9) = 911.11
	R2 = 0.9678
	 
	p>Chi2   .0000


4.3.2 FGLS Regression Results of DTA as Dependent Variable with and without Moderator in Energy and Petroleum Companies Listed in Nairobi Securities Exchange 

As shown in Table 10, results on the effect of financial characteristics on debt financing for construction and allied listed companies in NSE while operating cash flow was incorporated in the model show that the coefficient of SCF was 0.069 hence firm size had a negative influence on debt financing when the operating cash flow was incorporated. The p value was 0.479 which is less than 5% level of significance. This shows that the moderating influence of operating cash flow on firm size was statistically insignificant on debt financing. The coefficient of TCF was -0.147 hence tangibility had a positive influence on term debt as operating cash flow increased. The p value was 0.820 which is less than 5% level of significance. This indicates that the moderating influence of operating cash flow on tangibility was statistically insignificant on debt financing. 

The coefficients of PCF and GCF were -9.661 and -0.544 respectively. This indicates that profitability and growth opportunities had a negative influence on long term debt respectively when operating cash flow was incorporated. The p values were 0.008 and 0.328 respectively to imply that the moderating influence of operating cash flow on profitability and growth opportunities were significant and insignificant respectively on debt financing at 5% level of significance. 
To further confirm the influence of the moderator, the coefficients of the model without the moderator are compared with the average marginal effect or change of financial characteristics on debt financing. If the two are different then there is moderation else no moderation. The marginal change show how much debt changes by with an increase in one unit of the relevant financial characteristic when the average moderator value is incorporated. This is achieved by differentiating model 2 in chapter three partially and incorporating the average moderating value as follows
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Comparison between moderated and non-moderated variables with the operating cash flow revealed that it had a moderating influence on the relationship between financial characteristics and leverage.

Table 10 FGLS Regression Results of DTA as Dependent Variable with and without Moderator in Energy and Petroleum Companies Listed in Nairobi Securities Exchange 

	 
	Without Moderation
	With Moderation

	Variable
	Coefficient
	Std. Error
	Z
	p>z
	Coefficient
	Std. Error
	Z
	p>z

	cons
	-.826
	.695
	-1.19
	.234
	-.584
	.556
	-1.05
	.293

	T
	.052
	.092
	.56
	.573
	.032
	.071
	.45
	.651

	S
	.079
	.037
	2.16
	.031
	.066
	.030
	2.2
	.028

	P
	-.624
	.222
	-2.82
	.005
	-.729
	.200
	-3.65
	.000

	G
	.021
	.015
	1.39
	.164
	-.782
	1.201
	-.65
	.515

	CF
	
	
	
	
	-.783
	1.201
	-.65
	.515

	TCF
	
	
	
	
	-.147
	.644
	-.23
	.82

	SCF
	
	
	
	
	.069
	.098
	.71
	.479

	PCF
	
	
	
	
	-9.662
	3.628
	-2.66
	.008

	GCF
	
	
	
	
	-.079
	.081
	-.98
	.328

	 
	Wald chi2 (4) =25.68
	R2 = 0.1893
	 
	P > Chi2   0.00
	Wald chi2(9) = 221.8
	R2 = 0.96
	 
	p>Chi2   .0000


Conclusion and Recommendations 

There is need for listed energy and petroleum companies in NSE to be cautious on their financing decisions. There is need to minimize reliance of borrowed funds in both short and long run. Reliance on debt financing does not only demand regular interest payments but also have restrictive debt covenants which can easily trigger financial distress and jeopardize survival of listed non-financial companies in NSE. Adherence to pecking order while seeking financial of listed companies will not only protect asset tangibility of listed companies but also minimize boost investors’ confidence since they have more control on their investment. Management and professional bodies ought to develop manuals and financial simulation models which are geared towards educating and sensitizing management of listed companies on most viable financing alternative.  

Secondly, it is recommended that is firms are seeking short term or long-term debt financing then there is need to revalue their assets since asset tangibility is the most preferred firm characteristics while seeking debt financing. To this far there is need for capital market regulators to create more short-term financing debt instruments since it has high potential of enhancing profitability of listed companies. In addition, these short-term instruments should minimize borrowing cost but eliminate competition from alternative debt providers.
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