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ABSTRACT
Mergers and Acquisitions have been happening inKibeyan insurance industry for
many years now, ICEA LION GROUP was incorporated?@12 after Lion of Kenya
Insurance Company Limited and the Insurance Compdiryast Africa Limited (both
Kenyan) merged their operations to form an EasicAfr regional insurance company.
Saham Group acquired Mercantile Insurance in Affil4, Union Insurance of Mauritius
acquired Phoenix of East Africa Co. Ltd in May 20ddd in April 2015 Barclays Plc
acquired First Assurance Company Ltd. It would berportance to study the financial
performance of these amongst others after the margkacquisition. The study sought
to determine the effects of mergers and acquistion the financial performance of
Insurance companies in Kenya. The study took aataasearch design. Causal research
design is consistent with the study objective. Phacess of data collection involved the
use of audited accounts used to estimate the age&dtip between pre and post-merger
and acquisition. Normality tests were conductedlferdata and the data was found to be
normal hence parametric tests were performed. Tidy Sound out that the mean for
ROE reduced from 2.538 to 0.883 also the Standavthtion also reduced from 3.756 to
1.373 implying the return on equity decreased &eddvel of risk also reduced the mean
for ROI increased from 2.568 to 3.176 at the same the Standard deviation increased
from 2.242 to 2.766. The return on Investmentseased implying that the companies
performed better after the merger and acquisitibme mean size of the insurance
companies increased from 16.457 to 17.926, thisexaected because of the synergies
obtained through mergers and acquisitions. The ¢fizesurance companies is expected
to grow after mergers and acquisition. The studedato accept the null hypothesis and
thereby concluding that mergers and acquisitioecdsf the performance of insurance
companies. The study recommends similar studieseta@one in other industries and
across the region.



CHAPTER ONE

INTRODUCTION

1.1 Background of the Study

Mergers and Acquisitions (M&A) are dealings in wihiccompany ownership,
supplementary business organizations or their d¢ipgraunits are transferred or
combined. According to Boateng and Bjgrtuft (2008)merger is the combination of
businesses which occurs when two companies, molkessron equal footing, decide to
join forces. Acquisitions are business combinatitsch occur when one company
takes over another company. For the entire M&A ps3do be a success, there must be a
transfer of the capabilities and knowledge for @&tctive synergies to become a reality

(Rani, Yadav & Jain, 2013).

The study will be anchored on the following thesriEfficiency theory, Empire building
theory, Hubris theory, Corporate control theory,rké power theory and Free cash flow
theory. Efficiency theory suggests that merger$ avily occur when they are expected to
generate enough realizable synergies thus makiagd#al beneficial to both parties.
Empire building theory on the other hand statesiiergers are planned and executed by
managers who thereby maximize their own utilitytéasl of their shareholders’ value.
The Hubris hypothesis suggests that managers maydaod intentions in increasing the
firm’s value, but being overconfident, they ovetiraste their abilities to create synergies
(Roll, 1986). Corporate control theory (Jensen,8)@8gues that takeover is an efficient

means to scuttle the reliance of inefficient mams@é target companies. The target firm



may underperform either because its managers pthisueown interest at the expense of
owner’s interest or because they lack the knowlemige skills to maximize firm value.
Market power theory following the argument of Chamd Weiss (2005), states that
M&A’s can also create value if they increase firnarket power, allowing the post-
merger entity to earn higher economic rents. Thiushe stock market can identify
production-efficient firms, it should reward sudhnfs with higher market-value gains
from acquisitions relative to the gains (or lossafsinefficient acquirers (Hattori, 2004).
Last but not least, the free cash-flow theory (8and986) suggests that firms whose
internal funds are in excess of the investmentsired to fund positive NPV projects, are
more likely to engage in large scale actions withmudent analysis unlike their cash-

strapped peers.

Mergers and Acquisitions have been happening inKibeyan insurance industry for
many years now, ICEA LION GROUP was incorporatec®@12 after Lion of Kenya
Insurance Company Limited and the Insurance Compdiryast Africa Limited (both

Kenyan) merged their operations to form an EastAir regional insurance company.

1.1.1 Mergers and Acquisitions

Gaughan (2007) defines merger as ‘a combinatiawofor more corporations in which
only one corporation survives'. He further stateatt the acquiring company assumes the
assets and liabilities of the merged firm. Okonki2004) writes that, a merger may be
achieved through an acquisition, in this case,sti@reholders of the acquired company
are paid off and the acquirer becomes the ownell of a substantial part of the assets of

the acquired company.



Sudarsanam (2003) described a merger as the predesseby corporations come
together to combine and share their resources h@ae common objectives with the
shareholders of the merged firms still retainingt paf their ownership. This may
sometimes lead into a new entity being formed whiquisition resembles more of an
arm’s-length deal, with one firm purchasing theetssor shares of the other and the
shareholders of the acquired firm ceasing to beessvof the new firm. The views of
Sudarsanam conforms with those of Okonkwo (2004) waintained that the major
difference between a merger and acquisition isntisdly what the fate of shareholders
becomes: ‘shareholders of acquired firms are pHithdhe case of acquisition; there is
no disinvestment of the shareholders of the amadgyagn companies in the case of

merger’.

The reasoning behind M&A is that two companies thgeare more valuable than two

separate companies. The key principle behind bugiogmpany is to create shareholder
value over and above that of the sum of the twopzaoies. This rationale is particularly

alluring to companies when times are tough. Stroogpanies will act to buy other

companies to create a more competitive, cost-efficcompany. The companies will

come together hoping to gain a greater market sbarachieve greater efficiency.

Because of these potential benefits, target corepawill often agree to be purchased
when they know they cannot survive alone (Brighd®86; Cybo-Ottone & Murgia,

2000; Brealey & Myers, 2003).

1.1.2Financial Performance
Financial performance is a measure of how wellrm tan use assets from its primary

mode of business and generate revenues. Finaner&brmance metrics provide a

3



relative basis for comparing a company with iteslér time or with competitors within
its industry. Financial performance analysis musb anclude consideration of strategic
and economic developments for the firm’s long-runcess. Financial managers as well
as senior managers are demanding evaluative stEndgr which they can rapidly
measure the firm’s performance and chart an apjatepcourse (Prassad & Maher,
2012) In our case, pre and post-merger financial perfoceaof various insurance
companies operating in Kenya in particular those titave merged will be gauged by

way of performing investigative analyses.

Profitability ratios and insurance ratios are usedtudying the financial performance of
insurance companies. These Insurance ratios méydeicLoss Ratio, Expense Ratio,
Combined Ratio, Ratio of Net Written Premiums tolid3tolders Surplus. The
profitability ratios that will be used are; Retwon Revenues, Return on Assets, Return on

Equity and Investment Yield.

1.1.3Effects of Mergers and Acquisitions on Finanal Performance

Pandey (2011) on his book entitled financial manag#, asserts that a combination of
two or more firms may result into cost reductionedio operating economies. A
combined firm may avoid or reduce overlapping fiord and facilities. It can
consolidate its management functions such as magkeesearch and development and
reduce operating costs. In practice, it has beenddhat the management of a number of
acquiring companies paid an excessive price fouiaitpn to satisfy their urge for high
growth and large size of their companies (Luyp&968). The definition of success may
vary, but any activity that fails to enhance shaleérs interest and value cannot be

deemed as a success (Straub, 2007).



A long term decline in shareholder wealth of a reergnd acquisition can term the
combination process to be a failure (Pike & Ned06). Financial performance of the
company can be expressed in terms of income gecefabm its operations, after
offsetting expenses when the profitability of tlwenfis arrived at, Lucey (2000). There
were companies that had sound acquisition recdfusir targets were carefully selected
and they rarely got involved in competitive auctioiWhat these companies had in
common was a strategic approach to acquisitione(F8k Neale, 2002). Successful
acquisitions were part of a long term strategiccpss designed to contribute towards
overall corporate development. Firms were attrabiethe opportunity to fully utilize tax

shields, increase leverage, and exploit other dzartages.

1.1.4 Insurance Industry in Kenya

According to the 2015 AKI insurance report the magice industry had 49 licensed
companies at the end of 2015. 24 companies wratdifeoinsurance business only 10
wrote life insurance business only and 15 insuracw®panies were composite(wrote
non-life and life business). The penetration rdtesurance in Kenya is estimated to be
3% (AKI 2015). Kenya’s insurance industry leadshimitthe East Africa Community and

is a key player in the COMESA region (Rand, 2004).

Various mergers and acquisitions occurred in Kemyahe recent past.UAP and Old
Mutual agreed on a merger ahead of listing. Thimecafter Old Mutual raised its
shareholding to 60% from 23% after buying 37% fronvate equity (PE) firms Aureos,
Africinvest and Swedfund for around Kshs 14 billigdld Mutual opted not to buy out
the other 1,000 minority shareholders (who aref ahigents).Old Mutual first bought
into UAP in January by acquiring a 23.3% stake fr@entum Investments and

5



businessman. Centum sold its stake to get fundewgled for its massive real estate,
financial services and power projects.KCB Groupdgl to be considering a takeover of
Madison Insurance. Pan Africa Insurance shareh®ldpproved the acquisition of at
least 51% percent of Gateway Insurance. Throughadtguisition, the company was
poised to enter into general insurance businessy&s competition authority approved
the acquisition of 61.2% of Resolution Health Eafica by Leapfrog Il Holdings (AKI,

2014).

1.2 Research Problem

According to Straub (2007), mergers and other tyjexcquisitions are performed in the

hopes of realizing an economic gain. Some of therg@l advantages of mergers and
acquisitions include achieving economies of scabebining complementary resources,
garnering tax advantages, and eliminating inefficies. Achin (2015) reviewed latest

trends in the study of mergers and acquisitionedam the most recently published

papers and suggested that potential authors tb eggproaching other sectors than the
banking one. This is because each sector has isspecificities that may be extremely

different, but also extremely important. Hence, hoergers influence firms performance

lacks experiential backing as the few studies tieate been conducted on the same

provide mixed results.

As compared to developed markets the number of energnd acquisition in Kenya is
low, sixty one companies are listed in the NSE,cwhs the only securities exchange
market in the country. Currently there are 49 regesl insurance Companies but so far
only six have listed with the bourse namely; Jubiloldings Ltd, Pan Africa Insurance
Holding Ltd, Kenya Re- Insurance Corporation Ltdherty Kenya Holdings Ltd, British
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American Investments Company (Kenya) Ltd, and Rh&IC Insurance Group Ltd.

Some companies have merged but they are not [[Stekwo, 2014).

Ireri (2011) conducted a survey on effects of mexgend acquisitions on financial
performance of oil companies in Kenya and from tesearcher’s finding, financial
performance was positively correlated with finahparformance after the merger. Thus,
according to the researcher’s context, the oil diperformed better financially after the
resulting merger and/or acquisition. Lole (2012phaacted a study on the effects of
mergers and acquisitions on the financial perforeaof APA insurance in Kenya and
found out that there was a strong relationship betw mergers and financial
performance. This study therefore seeks to fil tieisearch gap by broadening the scope
of mergers and acquisitions to include more instgacompanies in the industry thus
answering the research question: what are theteftdanergers and acquisitions on the

financial performance of the Insurance companidsainya?

1.3 Research Objective
To determine the effects of mergers and acquistion the financial performance of

Insurance companies in Kenya.

1.4 Value of the Study

To the supervisory body, Insurance Regulatory AdthqIRA), to understand how
better to alleviate the risks that enthralls tr®inance industry in Kenya. Mergers can be
used as a strategy to thwart laws on demergerdvingopcomposite insurers. IRA is
mandated to ensure that mergers and acquisitioimnwthe insurance industry enhance

economic efficiency and provide better or highdugdor consumers as a result of these



mergers. The inability to do so will raise efficignquestions on the part of the regulatory
body as it's mandated to protect consumers witha sgame industry from incurring

unwarranted losses.

To the shareholders, the study will help to widbeirt knowledge when faced with
decision on mergers and acquisition and how a mevijeboost their overall wealth and
eventually the value of the firms. This study welhable shareholders understand the
impact a merger or acquisition has on the valuéso$hares, assets and liabilities and
even the value of the new formed business thugtgeliing them on whether they would
prefer such a business or not depending on itsteffie the above mentioned variables
which affects their investment value in one way amother whether positively or

negatively.

For corporate managers, this study will enable tluatermine whether mergers and
acquisitions are value creating or not. If they, #nen it would be considerable for them
to invest more time and resources to facilitateddme. If they are not, then it would be
much better for the managers to put more effontniproving efficiency and productivity
in order to improve the financial performance @& tompany. This study can also enable
managers come up with new strategies to competengmwve the general performance

of the company.

To the scholar, this study will be as source of ieicgd evidence and literature review. It
will provide a basis of further research. It wilcilitate a researcher to identify research

gaps in the area and carry out further research@same.



CHAPTER TWO

LITERATURE REVIEW

2.1 Introduction
This chapter covers the theoretical review, deteamis of financial performance,

empirical studies and summary of literature review.

2.2 Theoretical Review

Mergers and acquisitions are important strategikpt@d by corporate organizations in
order to be competitive and remain relevant witthieir respective industries. Various
theories have been developed to explain this canmemergers and acquisitions. The
major theories in this category involve “value nmaiing theories” and” managerial

theories.

The hubris hypothesis suggests that managers may dr@od intentions in increasing
their firm’s value, but being overconfident, theyeo estimate their abilities to create
synergies (Roll, 1986). Empire building theory (Msy 1963), states that mergers are
planned and executed by managers who thereby nsitheir own utility instead of

their shareholder’s value.

2.2.1The Efficiency Theory
Banerjee and Eckard(1998) promotes this theory hvhigggests that, mergers will only

occur when they are expected to generate enoudjnatela energies to make the deal



beneficial to both parties. In general, three typkesynergies can be distinguished. First,
financial synergies result in lower costs of cdpi@ne way to achieve this is by lowering
the systematic risk of a company's investment plotfby investing in unrelated

businesses. Another way is increasing the compaimgeés which may give it access to
cheaper capital. A third way is establishing aerinél capital market. An internal market

may operate on superior information and therefboeate capital more efficiently.

Secondly, Operational synergies can stem from coimgpioperations of hitherto separate
units (for example a joint sales force) or from wexdge transfers (Porter, 1985). Both
kinds of operational synergies may lower the cdghe involved business units or may
enable the company to offer unique products andices. These potential advantages

have to be weighed against the cost of combinirtganisferring assets.

Last but not least, managerial synergies are exhlizhen the bidder's managers possess
superior planning and monitoring abilities that é&knthe target's performance. A
sideline to this argument are the positive motosateffects ascribed to LBOs (Jensen &
Murphy, 1988). The idea of financial synergies hexeived sharp theoretical criticism.
The main argument is that financial synergies of &imd cannot be achieved in an
efficient capital market. Research has shown tind¢ed there is no evidence for a lower
systematic risk or a superior internal capital reariRumelt, 1986; Montgomery &
Singh, 1984). Size advantages, however, seem $b iexthe capital market (Scherer et
al., 1975). The efficient theory will help deterraiwhat kind of synergy the mergers and

acquisition processes in the study adhered to.
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2.2.2 Empire Building Theory

According to this theory, mergers are planned axet@ted by managers who thereby
maximize their own utility instead of their sharéders' value. This approach has its
roots in the original study on the separation oherghip and control in the corporation
(Berle& Means, 1933). The common thread of the rgaral theories of the firm is the
maximization of managers' goals subject to condsaput upon them by the capital
market. In Baumol's model managers maximize reversudject to a minimum profit
requirement. Marris' model overcomes this staticspective and instead postulates the
financially sustainable growth rate of assets asggthal pursued by managers. Williamson
introduced the concept of managers' expense preferewhich he modeled as a
compound variable containing factors such as comgans, excess staff or prestigious
investments. Mueller built on Marris' work and dieyed a growth maximization model
of mergers. Interestingly, Marris excluded merdeossn his model because he regarded
them as a financially unsustainable strategy. AmotkRcent development in this field is
Black's (1989) overpayment hypothesis. Black pas#sl that managers overpay for
targets because they are overly optimistic andusscéheir interests diverge from those

of their stockholders.

In an efficient capital market, the overpaymentwtaesult in a drop in the bidder's
stock price. Black argues that this does not odmerause investors anticipate the
overpayment (or other means of cash waste). Withititeresting argument Black can
reconcile the assumption of information efficienmith the theory of managerialism.
Again, it is not too surprising to find no instascehere managerial goals are cited to

justify a merger. But the empire-building theoryosis a popularity in the business press
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that seems to grow proportional with the size afhexger. In the case of Philip Morris'
bid for Kraft, observers seemed to be divided betwmanagement's synergy explanation
and a competing one that involved management'sedési growth and new fields of
activity, fueled by excess cash (Dunkin, 1988; diman and Gibson, 1988; Rothman,
1988; Smith and Sandler, 1988). In the case ofL#B® proposed by RJR Nabisco's
management, the reactions were almost entirelyaworf of an explanation in terms of
managerial abuse (Bartlett, 1988; Dobrzynski, 1988arhis theory will enable the
researcher establish whether the merger or adguisivas for the benefit of the

management or the shareholders.

2.2.3 Hubris Theory

The hubris hypothesis formulated by Roll (1986)tplages that managers systematically
commit error of optimism in evaluating merger ogpaities due to their excessive self-
confidence. The higher valuation of the biddersnpared to the true value of the target,
would not have been made by rational bidders. Thasagerial motives are important
determinants for the outcome of the mergers andisitigns as managers may act to
maximize their own utility and engage in ‘empiral@ing’ (Trautwein: 1990, Zalewski:
2001) instead of their shareholders’ value. Jer{$686, 1988) explains that managers
may invest the free cash flow in projects such@gisitions with negative NPV if that
would lead to increased personal utility rathemtin@aaximize shareholder value. These
free cash flows. Which are generally found in tegerves, should rather be paid out as to
shareholders in the form of dividends if the firmito be effective and to maximize the

stock price. (Jensen: 1986)
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Black (1989) argue that managers in conglomerateggeng face an ‘employment risk’
because their future employment and earnings patemie highly correlated with the
firm’'s risk. As a result risk averse managers maylamtake M&A to reduce their
employment risk, rather than benefit shareholddmscause such risk cannot be

diversified in their own portfolio.

Mueller (1969) developed a growth maximization mode mergers and acquisitions
based on the argument that manager’'s bonuses] statias, salary, and promotions are
related to size of the firm. He argues that becafigkis relationship, managers are more
likely to accept a return on the investment thdbwger than shareholders requirements.
Therefore managerial hubris can be viewed as ancggproblem that arises due to
separation of ownership and control and resultimgrdence between the interest and

motives of managers and shareholders.

Whether managers act to maximize their own utiityshareholder's wealth has been
tested empirically in a small number of studiesweken and Rosenfield (1985) studied
the stock returns of 191 acquiring firms during pegiod 1963 -1981 and concluded that
there exists positive significant relationship betw abnormal stock returns from M&A
and the percentage of management ownership in ¢heirang firm. He found that,
managers with large personal ownership in the fiere less likely to engage in
M&Athat would reduce the acquirer’s shareholder&aith. Similarly, Firth (1991) tested
the relationship between executive reward and M&®A dound that, if shareholder
values is increased then so are the executive dsw@ontrary, when shareholder wealth
is destroyed then executive still seem to gain fM&A. This theory establishes how the

merger or acquisition affects the share value effitims.
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2.2.4 Corporate Control Theory

This theory was first proposed by Manne (1965). Theory states that a firm is
undervalued due to inefficient management and dhgtbidder can detect this, acquire
that firm and replace the management. Thus, suchaeket operates efficiently in
eliminating managers who either pursue goals tlmaidt go into the shareholder’s
interests or are simply incompetent. If the bidalao obtains the target replaces the pre-

merger management with better ones, the targetrnveilease its value.

Therefore, inefficient managers will supply the nket for corporate control’ (Manne,
1965), and managers that do not maximize profilsnet survive even if the competitive
forces on their product and input market fails tmmate them.’” Hostile’ takeovers
should, as a result, be observed amongst poorfipnp@ng firms, and amongst those
whose internal corporate governance mechanisms HaWMed to discipline their

managers. This theory enables the researcherdbliebt how the merger or acquisition

took place.

2.2.5 Market Power Theory

Feinberg (1985) came up with the market power thednich suggests that increased
allocative synergies, offers the firm positive asidnificant private benefits because
holding all other factors constant, firms with gexamarket power charge higher prices

and earn greater margins through the appropriati@onsumer surplus.

Eckbo and Wier (1985) states that horizontal mergare a central aspect when

considering the relationship between takeovers mrwmleased market power. The
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argumentation is as follows: The incentive for eliint businesses to adjust their
production levels to match one another depends tip@mmonitoring costs of collusive
agreements from the industry’s perspective. Hotalomergers reduce the number of
independent suppliers in the market place. Whererfesuppliers are active in a market,
the actions of the individual market actors areenosible and the probability that a non-
conform increase in production levels (“cheatinig’Yliscovered, is higher. The lower the
monitoring costs (i.e. the greater the likelihobdtt“cheating” is discovered), the better
the stability, profitability and therefore the atttiveness of cartel agreements (Edwards,

1955).

If agreements are not explicitly agreed, one speékkacit collusion”. Likewise, for this
form of agreement the easier it is to predict thiguence of a few market players on
product prices and profits, the stronger the aitsado lower production levels. Whether
explicit or implicit, such collusion promises mormdbglike returns for all suppliers as a
result of higher market prices across the board(RB01). In a production-cost-oriented
price regulated market, the attraction of buildiqgmarket power is much reduced: even
underpricing agreements with competitors, thetigdiare not in a position to increase
their prices autonomously without first obtainingrmission from the regulation
authorities, who base their recommendations on dbst of provision(EIA, 2002)
According to this argumentation, mergers betweem ¢ampetitors will have a positive
effect on all other suppliers in the relevant markes the probability of stable price
agreements being reached rises. Whether the r¢lewarket is regional, national or

international is often the subject of intensive atelduring cartel discussions. This theory
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helps the researcher establish whether horizontagi@ns took place as it mainly majors

on horizontal mergers and not vertical.

2.2.7 Free Cash-flow Theory

Jensen (1986) is credited with coming up with tree fcash-flow theory. This theory

suggests that, firms whose internal funds are aeex of the investments required to fund
positive NPV projects, are more likely to make fustrategic decisions and are more
likely to engage in large scale strategic actioith Wess analysis than their cash-strapped

peers.

Like the hubris theory, the theory of free cashwflsuggest that otherwise well
intentioned managers make bad decisions not ouhalice, but simply because the
quality of their decisions are less challenged tt@y would be in the absence of excess
Liquidity.

Jensen (1986) suggests that in the presence & feeg cash flow, the agency conflicts
between managers and shareholders become moree q¢ivar is, the free cash flow
hypothesis). This is because retaining excess fltashreduces the ongoing need for
raising finance from the capital markets, therelying managers the freedom from
capital providers’ monitoring. From the sharehoddgroint of view, they would prefer
this cash to be distributed back to them througiddnds or share repurchase programs
if firms have limited growth potential and the casbuld not be better invested

elsewhere.

Khan et al. (2012) find that firm leverage playsimportant role in reducing the agency

costs of free cash flow. Based on a sample of W8sfiover the period 1950-1994,
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Harford (1999) finds evidence supporting the freeshc flow hypothesis. Cash rich
acquirers have negative share-market returns atatteover announcement period and
the combined firms have poor operating performasahwetzler and Reimund (2004)
who examine the cash holdings of German firms &twb evidence consistent with the
free cash flow hypothesis. They find that compaieed sample of firms matched on
industry and firm size, firms with persistent exxesrporate cash holdings over a three-
year period have significantly lower operating periance, proxy by the operating cash
flow. This theory enables the researcher to knovetivr the mergers or acquisitions

were catapulted by the desire to enjoy free cash &fter the mergers or acquisitions.

2.3 Determinants of Financial Performance

Financial performance refers to the measure on ¢tmwpanies carry out their activities
to achieve the set financial goals. Financial pemBmce measures on how well
companies do in terms of financial returns. Thisd@e through various evaluation
methods and financial indicators (Weston, 2001)nBurance, performance is normally
expressed in net premiums earned, profitabilitynfrenderwriting activities and annual
turnover. Profit performance includes the profitsasured in monetary terms namely the
difference between revenues and expenses. Revemdieexpenditure are in turn
influenced by firm specific characteristics, indystfeatures and macroeconomic

variables.

2.3.1 Leverage

Leverage is the proportion of debt to equity in tlgital structure of a firm (debt/equity
ratio). This ratio shows the degree to which a ess is utilizing borrowed money. It
reflects insurance companies’ ability to managér tteonomic exposure to unexpected
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losses. It represents the potential impact on &baitd surplus of deficiencies in reserves
due to financial claims (Adams and Buckle, 2000)e Tinancial or leverage decision is a
significant managerial decision because it infleenthe shareholder’s return and risk and

the market value of the firm.

2.3.2 Liquidity

Liquidity refers to the degree to which debt obligas coming due in the next 12 months
can be paid from cash or assets that will be tumtedcash. It is usually measured by the
current assets to current liabilities (currentatLiargovas and Skandalis (2008), argues
that firm can use liquid assets to finance itsvéats and investments when external
finance are not available. On the other hand, higigeidity can allow a firm to deal with

unexpected contingencies and to cope with its abbgs during periods of low earnings.

2.3.3 Company size

The size of the firm affects its financial perfomga in many ways. Large firms can
exploit economies of scale and scope and thus beiorg efficient compared to small

firms. In addition, small firms may have less powen large firms, hence they may find
it difficult to compete with the large firms pari@rly in highly competitive markets. On

the other hand, as firms become larger, they nsgffer from inefficiencies, leading to

inferior financial performance. Theory, therefageequivocal on the precise relationship

between size and performance (Majumdar, 1997).

2.3.4 Companies’ age
Age is another determinant of firm performance.edlirms are more experienced, have

enjoyed the benefits of learning, are not pronehm liabilities of newness, and can
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therefore enjoy superior performance. Older firmaynalso benefit from reputation
effects, which allows them to earn a higher ma@insales. On the other hand, older
firms are prone to inertia, and the bureaucratgification that goes along with age; they
might have developed routines, which are out ofclhiowith changes in market
conditions, in which case an inverse relationskdpveen age and profitability or growth

could be observed (Liargovas & Skandalis, 2008).

2.3.5 External Factors

This factors include inflation, Gross domestic pretl interest rate and political stability.
A high GDP means a country is performing well fic@Hy thus economically stable.

The higher the GDP of a country the higher the regsifrom its population as most
people tend to do well financially. Interest rate dlso another important economic
variable thus it influences on how a company penfoin terms of borrowing from the

public and saving for its shareholders. Politisgbility is also very important in

ensuring that businesses thrive and companies tdinancially.

2.4 Empirical Studies

There has been an empirical proof of worse posgareperformance of Indian firms.
The research was carried out for the time perio@8214995 using data retrieved from
Capitoline- Ole database. Regression results iteticdbetter performance of non-
merging firms than merging firms over the defindtha period. Moreover, the

characteristics of all thirty six mergers showedtthiquidity, leverage, profitability

growth and tax savings did not show any remarkalgaificant change after mergers

(Pawaskar, 2001).
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Ramaswamy and Waegelein (2003) tested the longm—teost-merger financial
performance of merged companies in Hong Kong terdehe relationship between post-
merger performance firm size, compensation plarthateof payment, and the industry
type. The sample consist of a sample of 162 merfiingg from 1975 to 1990 and the
analysis covers the five years pre- and post-mdrgsing operating cash flow returns on
market value of assets as a measure of performande® results have concluded that
there is a positive significant improvement in fhast- merger performance. There is a
significant association between post-merger perémee and differences in relative sizes
of the combining firms. Firms acquiring relativéérger firms have a more difficult time
digesting those firms and in effectively assimngtithem into company’s operation.
Firms with long term compensation plans have marsitive post- merger financial
performance. Firms in dissimilar industries ‘Congkrate mergers’ experience better
post -merger financial performance than firms mikr industries. Mergers during the
years 1983 to 1990 experience poor post- mergdorpgnce in comparison to those
before 1983. It can be noted that the study is>x@ensive one that not only determines
the effects on mergers on long-term performance gtpoints factors behind such
performance. It employed a financial performanceasnee that is considered as an

effective measure in evaluating the long —termrfaial performance.

In the study ‘Economic Impact of Corporate Mergamnsl Acquisitions on acquiring firm

shareholder’ Coontz (2004) stated that the comgdnaited to perform well after mergers
and acquisitions in all parameters under the stutlye performance was different from
different industry, and performance of company deiseon the type of industry in which

merger and acquisitions takes place.
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In 2008, Mantravadi and Reddy tested whether tHative size of the target and
acquiring firms has an impact on the post-mergearafng performance in India. The
sample consists of all the acquiring transactitias occurred in the period from 1991 to
2003. The financial ratios employed cover a penbthree years pre- mergers and five
years post- merger are; operating profit margimsgrprofit margin ratio, net worth ,
return on capital employed, and debt equity rafiee analysis of pre and post —merger
operating performance ratios for acquiring smalédirms has indicated that the relative
size does not make the difference to post mergdonpeance. For firms whose relative
medium size, there were a decline in net profit gimratio and return on capital
employed along with an increase in financial perfance. For firms whose relative size
of the target firms was greater than that of acggifirms, there was a significant decline

in returns of net worth and capital employed andgmnal increase in financial leverage.

Kumar (2009) examined the post- merger operatinjopeance of a sample of 30
acquiring companies involved in merger activitiesinlg the period from 1999 to 2002 in
India. The study attempts to identify synergiésny, resulting from mergers. The study
uses accounting data to examine merger related gaithe acquiring firms. It was found
that the post- merger profitability, assets turmoasd solvency of the acquiring

companies, on average show no improvement when a@adpvith pre — merger values.

Ismail, Abdou and Annis (2010) examined operatirgfgrmance of a sample of
Egyptian companies involved in Merger and Acquisii (M&A) in the period from

1996 to 2003 in the construction and technologyosec Empirical results reveal that
some measures of corporate performance such astapiiy suggest statistical

significant gains in the years following M&A espaity in the construction sector. Other
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performance measures as efficiency, liquidity, eoby and cash flow position do not
show significant improvements after mergers in ghert run in both sectors. They
concluded that the analysis revel different resihiéen those of a sector level, where total
sample analysis indicated in M&A did not affect tbperating performance of the
Egyptian merged companies. With respect to seet@l | the finding suggest that M& A
in the construction sector has contributed in inaprg firm’s profitability but failed to
improve efficiency, liquidity, solvency and casbwl position. In the technology sector,

no improvement was evidenced.

Vanitha and Selvam (2010) argued that the liqujdiéyerage and productivity ratios
have an impact on company’s financial performanceaddition, the higher liquidity

shows that the company is in good condition, wttike higher leverage is a warning sign
that the company is at risk. However the rule afmb is that the higher the risk, the
higher the expected return. Moreover, they alseedjthe higher profitability means that
the company is highly efficient. Leepsa and Misf2812) found that merged firm’'s
show significant improvements in operating perfanc®& They view that, to a large
extend, firms engage in M&A to achieve economiessoéle, reduced expenses,

increased market share, consolidation of operaiodssynergies.

Angela and Maina (2007) examined the effects ofgeerestructuring on the financial
performance of twenty (20) Kenyan banks that hadyewbetween 1993 and 2000. This
study investigated the effects of merger restrimtuon the financial performance of
commercial banks in Kenya. That is how Market Poweeory would be explained in
Kenyan banking industry in analysis of mergers. Téwmearch compared the pre-merger

and post-merger financial performance of twenty y&mbanks that had merged between
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1993 and 2000. The results indicated that, thentirzh performance ratios that have legal
implications (capital adequacy and solvency ratiogjroved after the merger. However
profitability ratios indicated that, the majority the merged banks reported a decline in

financial performance.

To determine the relationship between merger retstring and financial performance of
commercial banks in Kenya and using ratio analySisesang ( 2002) concluded that,
even though there was improved performance in saames, the extent of the

contribution was not significant.

Korir (2006) carried out a study on Effects of Merg on Financial Performance of
Companies listed at the Nairobi Stock Exchange. gdpulation used in this study was
48 companies listed on the Nairobi Stock Excharigevas concluded that mergers

improve financial performance of companies listetha Nairobi Securities Exchange.

On his conclusion on research carried out to detertie effect of mergers on financial
performance of firms listed at the NSE, Kiarie (2PIobserved that mergers have
significant positive effect on DPS, where mergirigisied companies lead to increase in
DPS. The rise in DPS would be due to the need @aterinvestor's confidence and
synergy related to mergers. The study also conslubat mergers have positive but
significant effect on EPS which leads to positivg msignificant effect on return on

equity.

Kariri (2013) studied on the effect of mergers audjuisitions on shareholders wealth

and found out that there was no significant effectthe valuation of shares in the
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secondary market after the announcement of meigetee market. In addition, the

announcements have no significant effect on tred toimulative return for shareholders.

2.6 Summary of Literature Review

From the literature review discussed it is evidéat mergers and acquisitions affect the
financial performance of firms. Studies have shdiat most companies perform well

after mergers and acquisitions, and this performasmasually positive and significant.

Kumar (2009) examined the post- merger operatinjopeance of a sample of 30
acquiring companies involved in merger activitiesinlg the period from 1999 to 2002 in
India. The study found that the post- merger pawbflity, assets turnover and solvency of
the acquiring companies, on average showed no weprtent when compared with pre —
merger values. Leepsa and Mishra (2012) found riexiged firm’s shows significant
improvements in operating performance. Locally, &lagand Maina (2007) examined
the effects of merger restructuring on the finahperformance of twenty (20) Kenyan
banks that had merged between 1993 and 2000. Budtsrendicate that the financial
performance ratios that have legal implication9ited adequacy and solvency ratios)
improved after the merger. Kariri (2013) on theeeffof mergers and acquisitions on
shareholders wealth, found out that there was goifgiant effect on the valuation of

shares in the secondary market after the annoumteshenergers in the market.

From the literature review above there is no stullgt has directly analyzed the
relationship between financial performance of iasge companies in Kenya and
mergers and acquisitions. This study will therefeeek to ascertain whether mergers and

acquisitions have an effect on financial perforngant Insurance Companies in Kenya.
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The study will be conducted in the Kenyan Markeatsino such study has been done to

include all insurance companies in the industry.
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CHAPTER THREE

RESEARCH METHODOLOGY

3.1 Introduction

The chapter discusses the research design, tasgetation, data collection methods and

data analysis methods.

3.2 Research Design

The study adopteda descriptive survey design. @ibEgn serves best in studies that
collect descriptive data. The study shall largetydescriptive in nature and that's why
this design was preferred. The design is used vdeseribing the characteristics of a

phenomenon in a particular situation (Kothari, 2008

3.3 Population of the Study

The population were all mergers and acquisitiorst thok place in Kenya between
January 2014 and December 2015. According to tkarémce Regulatory Authority
Annual Report (2015) there were 9 mergers and Adiipms in the Insurance Industry in
Kenya between the said period. This period has bhaesen since it is the most relevant
period with the most up to date data that is reedrcbncerning mergers and acquisitions
in the insurance industry in Kenya. The mergershbpapened in the first quarter of 2016
were yet to be documented and were not includethig study since there was no
financial statement that could have been repofiée. Mergers and acquisitions are as

shown in Appendix I.
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3.4 Data Collection

The study used secondary data on net profits atadl agsets of the merged company
before and after the merger. The financial perforceawas compared before and after
the merger. Secondary data was obtained from gwednce Regulatory Authority annual
reports as well as from the financial statementsmsfirance companies available on the

insurance companies’ official websites.

3.5 Data Analysis

An event analysis was used to determine if the Breng acquisition had any significant
effect on the financial performance of the mergedacquired companies. This is a
statistical method that analyzes the impact of agereand acquisition announcement to
determine whether investors believe in its valusation or not. The secondary data of
the mentioned nine insurance companies was takem the annual audited reports from
2014 to 2015. Financial data was taken from théitprad loss statement, balance sheet
and cash flow statements which shall be used focé#hculation and analysis of financial

performance through test of differences.

Analysis of Variance (ANOVA) and T-test for equglibf means was used in the
analysis. The T-test was used to determine if tleama were significantly different
between mergers and acquisitions and firm perfoomaANOVA was used in order to
test the significant difference in means of levetdguidity, size, age and ROA, ROI,
ROE variables. For means that was significantlyfedént, the Scheffe multiple

comparison tests was further conducted in ordetetermine where the differences lie.
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The indicators of the effect of mergers and actjarsi(Independent variable) were

management efficiency, firm characteristics ankl m@nagement.

The t-test therefore tested the chance that, tlserebd association between the two
variables has occurred by probability, i.e. duesempling error. In this case the

hypothesis to be tested at 5% significance level wa

Ho: Financial performance is not affected by pre-raes@nd acquisitions

H,: Financial performance is affected by post-mergei acquisitions

The mean and standard deviation of each variablerdoeand after the merger was
computed and comparison made. T-value for eaclablarivas computed to determine if

the effect was significant or not.

28



CHAPTER FOUR

DATA ANALYSIS, RESULTS AND FINDINGS

4.1 Introduction

This chapter details the data analysis, findings iaterpretations of the research study.
The data was checked for normality. One way ANO\Zgrrelation, T-test and the
Scheffe Test; results and findings are respectid&dgussed. Data was obtained for all
Insurance firms that underwent a merger or acgoiisin Kenya between the year 2014

and 2015.

4.2 Check for Normality of Data
The data was subjected to various tests beforeatiadysis to check whether it was

normal so as to enable subsequent analyses.

4.2.1 Normality test for pre-merger and acquisitionvariables

Table 4.1 below shows the Shapiro-Wilk and Kolmeg&mirnov tests which were
conducted using the age of the insurance comp&eifese the merger and acquisitions
against the ratios ROE, ROI and ROA. Since thealsdes are € 2000 the Shapiro Wilk
test was used and the data was found to be noriatlyouted because the p-values for

all the dependent variables (ratios) were less th@h at 5% level of significance.

Table 4. 1Shapiro-Wilk Test for Normality

AGE Kolmogorov-Smirndv Shapiro-Wilk

Statistic

df

Sig.

Statistic

df

Sig.

ROE

1

276

8

.073

711

.003

ROI

1

231

8

.200

.850

.094

ROA

1

.258

8

124

.750

.008

Source: Researcher 2016
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“at 0.05level of significance

Subsequent test for normality were also done, with box-plot shown in figure 4.1
below revealing that the data was symmetrical fothe three variables. The symmetry

of data, is a confirmation of normality of data.

Figure4. 1 Box-Plots for pre-merger and acquisitiorratios
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Source: Researcher 2016
A look at the detrended normal Q-Q plot for the Rfddn the same analysis, shown in
figure 4.2 below discloses that all the variablesbetween the range of +1 to -1. This

again is a confirmation of the normality of data.
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Figure 4.2Detrended Normal Q-0 Plot for ROE
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4.2.2 Normality test for post-merger and acquisitia variables

Table 4.2 below shows the Shapiro-Wilk and Kolmagemirnov tests which were
conducted using the age of the insurance compaeise the merger and acquisitions
against the ratios ROE, ROI and ROA. Since thealdes are 8 2000 the Shapiro Wilk
test was used and the data was found to be norigtlyouted because the p-values for

all the dependent variables (ratios) were less h@h at 5% level of significance
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Table 4. 2 Shapiro-Wilk Test for Normality

AGE| Kolmogorov-Smirnbv Shapiro-Wilk
Statistic | df Sig. Statistic|  df Sig.
ROE 2 420 8 .000 .652 8 .001
ROI 2 217 8 200 .876 8 172
ROA 2 .263 8 .108 .804 8 .032

Source: Researcher 2016

Further test for normality was also conducted rikngdhat the data was symmetrical for
all the three variables. Hence a confirmation ofnmadity of the data. Data symmetry

serves as a confirmation of normality. The resalésindicated in the table below
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Figure 4. 3 Box Plot for post-merger and acquisitio ratios
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Observing the detrended normal Q-Q plot for the RGN the same analysis, shown in
figure 4.3 below discloses that all the variablesbletween the range of +1 to -1 also a

confirmation of the normality of data.
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Figure 4. 4 Detrended Normal O-O plot of ROI 2

Detrended Normal Q-Q Plot of ROI2
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After coding of the data in SPSS, it was necestacheck for normality of the data. The
data was found to be normal. This was done by usixgplots, detrended Q-Q plots and
Shapiro Wilk test for normality. All these testsnctuded the same thing. Having

established that the data is normal, parametris tesre then conducted.

4.3 Correlation Analysis

To identify whether there is a correlation betwdbe dependent and independent
variables a correlation analysis was conducted. diflmeof correlation was to determine

whether there is a relationship between variabtes tae direction of the relationship,
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namely: whether the relationship is positive, negatr zero. The pre-merger and
acquisition correlation and post -merger and adtijpriscorrelation were done separately

and analyzed.

4.3.1 Pre-merger and acquisition
Age as an independent variable was eliminatedderaio remain with symmetric matrix
of three dependent and three independent variablexble 4.3 below shows the pre-

merger and acquisition correlation matrix.

Table 4. 3Table 4.3 Correlation Matrix before Merge and Acquisition

ROE ROI ROA SIZE LEVERAGE LIQUIDITY
Pearson Correlatiof 1 435 .069 -.298 -.316 .201
ROE Sig. (2-tailed) .281 .870 473 446 .633
N 8 8 8 8 8 8
Pearson Correlatiof .435 1 -.333 -475 -.257 .080
ROI Sig. (2-tailed) .281 420 234 .539 .851
N 8 8 8 8 8 8
Pearson Correlatiof .069 -.333 1 .075 -.284 -.536
ROA Sig. (2-tailed) .870 420 .860 495 170
N 8 8 8 8 8 8
Pearson Correlatiol -.298 -.475 .075 1 728 -.310
SIZE Sig. (2-tailed) A73 234 .860 .040 455
N 8 8 8 8 8 8
Pearson Correlatiof -.316 -.257 -.284 728 1 71
LEVERAGE Sig. (2-tailed) 446 539 495 .040 686
N 8 8 8 8 8 8
Pearson Correlatiof .201 .080 -.536 -.310 71 1
LIQUIDITY Sig. (2-tailed) .633 .851 170 455 .686
N 8 8 8 8 8 8

Source: Researcher 2016
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All the values of the variables in the matrix extearson Correlation values below the
0.8 threshold. This shows that there is no mullikoearity between the variables and
thus the data was deemed fit to be subjected tinefurparametric tests. The same

correlation was done for the post-merger and adgnsvariables.

4.3.2 Post-merger and acquisition correlation
The ratios for the post -merger and acquisitionenfarther subjected to an analysis and

the results are indicated in Table 4.4 below

Table4. 4 Post Merger and acquisition correlation ratrix

ROE2 ROI2 ROA2 SIZE2 LEVER. 2 LIQUI. 2
Pearson Correlation 1 .059 531 -.052 -.333 -.163
ROE2 Sig. (2-tailed) .890 176 .903 420 .699
N 8 8 8 8 8 8
Pearson Correlation .059 1 -.201 .641 -122 -.064
ROI2 Sig. (2-tailed) .890 .632 .087 773 .880
N 8 8 8 8 8 8
Pearson Correlation 531 -.201 1 229 -.499 129
ROA2 Sig. (2-tailed) 176 .632 .585 .208 761
N 8 8 8 8 8 8
Pearson Correlation -.052 .641 .229 1 -.261 -.445
SIZE2 Sig. (2-tailed) .903 .087 .585 .533 .269
N 8 8 8 8 8 8
Pearson Correlation -.333 -122 -.499 -.261 1 -.027
LEVERAGE
Sig. (2-tailed) 420 773 208 533 .950
? N 8 8 8 8 8 8
Pearson Correlation -.163 -.064 129 -.445 -.027 1
LIQUIDITY
, Sig. (2-tailed) 699 .880 761 269 950
N 8 8 8 8 8 8

Source: Researcher 2016
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All the values of the variables in the matrix exhearson Correlation values below the
0.8 threshold. This shows that there is no mullikoearity between the variables and

thus the data was deemed fit to be subjected thduparametric tests.

The Mean and Standard Deviation for the Insurarmmpanies before and after the
merger and acquisitions were obtained and are iegolas below;

Table4. 5Mean and Standard Deviation Before and Afir Mergers and Acquisitions

BEFORE AFTER
Mean Standard Mean Standard
Deviation Deviation

ROE 2.5381981 3.75781794 .8831981 1.37348645
ROI 2.5675000 2.24232501 3.1762500 2.76616257
ROA 2517749 .32236753 5053821 .40813986
SIZE 16.4570551 5.13451550 17.9262415 1.49374238
LEVERAGE 6.9562500 3.09453406 7.6025000 2.89269894
LIQUIDITY 1.1187500 .50608970 1.2575000 .50717002

Source: Researcher 2016

The mean for ROE reduced from 2.538 to 0.883. Tiamd&ard deviation also reduced
from 3.756 to 1.373.The mean for ROI increased f&b568 to 3.176 at the same time
the Standard deviation increased from 2.242 to@A @urther look at the ROA the mean
increased from 0.252 to 0.505. Increase in thedatahdeviation from 0.322 to 0.408
was also observed. The mean size of the insuraomopanies increased from 16.457 to
17.926. This was expected because of the synemb&mned through mergers and
acquisitions, although the Standard deviation dedpjpom 5.135 to 1.494.A look at the

leverage of the insurance companies reveals amlbveean of 6.956 which increased to
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7.603 implying that companies were more leveragésl ghe merger and acquisitions
than before. The standard deviation reduced to32#8®m 3.095. This would have
happened as a result of asset diversification tiagulrom putting together the assets of
both the acquirer and the acquired. A risk reduciregger allows a firm to increase its
leverage thus taking advantage of tax shield pexvidy debt. Lastly on liquidity there
was a slight increase in the mean from 1.119 tceanmof 1.256, the standard deviation
also increased slightly from 0.506 to 0.507.

4.5 T-Test for Equality of Means

To determine whether there is a significant diffex® between the means of the various
variables in the study, T-test for equality of meamas conducted and the results
tabulated as shown in table 4.6 below. The compasisvere for the pre-merger and
acquisition and post-merger and acquisition me@nosdifferentiate the pre-merger and
post-merger ratios, arbitrarily, a 2 was assignedhe post-merger ratios while pre-
merger ratios were not assigned any. A good exarnspteat Return on Equity was

abbreviated as ROE2 while that of pre-merger waged@s ROE and so forth.
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Table4. 6 Equality of Means

Test Value =0
t df Sig. (2-tailed) Mean Difference | 95% Confidence Interval of the Differencq
Lower Upper

ROE 1.910 7 .098 2.53819810 -.6034163 5.6798125
ROE2 1.819 7 112 .88319810 -.2650653 2.0314615
ROI 3.239 7 .014 2.56750000 6928694 4.4421306
ROI2 3.248 7 .014 3.17625000 .8636802 5.4888198
ROA 2.209 7 .063 25177492 -.0177311 5212809
ROA2 3.502 7 .010 50538212 1641687 .8465956
SIZE 9.066 7 .000 16.45705508 12.1644927 | 20.7496175
SIZE2 33.944 7 .000 17.92624148 16.6774416 | 19.1750414
LEVERAGE 6.358 7 .000 6.95625000 4.3691548 9.5433452
LEVERAGE2 |7.434 7 .000 7.60250000 5.1841432 10.0208568
LIQUIDITY 6.252 7 .000 1.11875000 6956484 1.5418516
LIQUIDITY2 7.013 7 .000 1.25750000 .8334953 1.6815047

Source: Researcher 2016

From the table above, there is a significant déffele between the pre and post -merger
and acquisition ratios. However the difference @ERwas insignificant because the p-
values were greater than 0.05.Due to this it waessary to determine the difference
between the pre and post -merger and acquisitiompgrusing ANOVA.

4.6 Analysis of Variance

Consequently from the T tests above We can aspevthether there is a difference
between the means of more than two groups. Thed@h9VA was conducted and the

results were tabulated in Table 4.6 as below;
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Table 4. 7 ANOVA

Model Sum of df Mean Square F Sig.
Squares

Regression 12.976 4 3.244 42.393 0.06°

Residual .230 3 .077

Total 13.205 7

Source: Researcher 2016

*at 0.05 level of significance

The table above clearly shows that the ratio ofr@ggjon to residuals is positive,
implying there was a significant relationship betwethe dependent and independent
variables used in the study. From the ANOVA abdwveas established that mergers and

acquisitions affect the performance of insurancaanies

Hypothesis Testing

At 5% significance level the following hypothesesre/ tested:

Ho: Financial performance is not affected by merge acquisitions

Hi: Financial performance is affected by mergersaoglisitions

The p-value (0.06>0.05) and therefore we rejectriié hypothesis. We conclude that

financial performance is indeed affected by mergaensl acquisitions. The model

summary below provides further analyses.
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Table 4.8 Model Summary

Model R R Square Adjusted R Std. Error of the
Square Estimate
1 .991°% .983 .959 .27662336

Source: Researcher 2016

The value of R-square implies that 98.3% of thalteariance of financial performance is

explained by the model. This means that only 1.7%he total variance of financial

performance values cannot be explained by the model

4.7 Coefficients of the regression model

The dependent variables were transformed into gninding their aggregate, to get

one

Variable financial performance this was regressgdrst the aggregates of ROE, ROI

and ROA. The resultant co-efficient are as tabdla&ow;

Table 4.9Coefficients of the regression model

Model Unstandardized Standardized Sig.
Coefficients Coefficients
B Std. Error | Beta
1 (Constant) 7.657 1.201 6.374 .003
ROEagg -.070 266 -.143 -.264 .805
ROlagg -.133 260 -.275 -511 636
ROAagg -.964 1.965 -.260 -.491 .649
a. Dependent Variable: Financial Performance

Source: Researcher 2016
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The regression equation fit with the coefficientstimes;
Y=7.657-0.070X 133%-0.964%

Where:

Y= Financial Performance

X1= Return on Equity

X2= Return on investment

X3= Return on assets

When the financial ratios are all zeros, this metoa financial performance of the
insurance companies is 7.657.When ROE increaseméyunit, financial performance
reduces by 0.070.When ROI increases by one umitfinlancial performance reduces by
0.133 and finally when ROA increases by one umarficial performance reduces by
0.964 units. The relationship between the dependedtindependent variables in the

study is negative although significant.
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CHAPTER FIVE

SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 Introduction
This chapter captures the summary of the findingaclusion and also recommendations
for further study. It is entirely derived from tHimdings and results of this study in

chapter four.

5.2 Summary

The idea to investigate the outcome of mergers /andacquisitions of the financial
performance of insurance companies in Kenya wasrmgd by their increasing number
in the insurance sector in Kenya. Up to 2013, dhfge insurance companies in Kenya

had undergone a merger.

The research design was a case study that reliadiljhveon secondary data from
published financial statements of insurance congsamata was analyzed on the basis of
descriptive statistics. The study sought to esthlilie association (significance) between
the means of the pre and post-merger and acquispierformances of insurance
companies in Kenya using a paired t-test statidtihe study used a five-year average
annual profitability of the insurance companie® @and post-merger. To compare the two
paired profit before tax values (such as in a lee#dter situation) where both

observations are taken from the same or matchgdcsba paired t-test was perform.

The mean for ROE reduced from 2.538 to 0.883 dlsdStandard deviation also reduced

from 3.756 to 1.373 implying the return on equigcreased and the level of risk also
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reduced the mean for ROI increased from 2.568 1@&3at the same time the Standard
deviation increased from 2.242 to 2.766. The retumnnvestments increased implying
that the companies performed better after the mexgeé acquisition. The mean size of
the insurance companies increased from 16.457 .&2@7this was expected because of
the synergies obtained through mergers and adguisit The size of insurance
companies is expected to grow after mergers andigitign. From the ANOVA it was
established that mergers and acquisitions affecpdrformance of insurance companies.

This performance is attributed by 98.3% R-square.

5.3 Conclusion
The study can attest to the fact that indeed merged acquisitions affect the financial
performance of insurance companies in Kenya. Tlis shown at 5% confidence level

the null hypothesis was rejected.

The study also concluded that the independent aperdient variables had significant
effect before and after mergers and acquisitioherd was no multi-collinearity between

the variables.

5.4 Limitations of the Study

Care must be taken to generalize the results sfdtidy as there were some limitations
involved. The study was limited because not masuriance companies have undergone
mergers and acquisitions within the insurance itrgjusnder the period of study in

Kenya, this made the sample size to be very small.
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The study period also limited the research sindeath@ompanies had published full year
results in their financial statements. The numbleyears (age) as a variable was also

affected by this.

5.5 Recommendation for Further Study

The current study focused on insurance companie&eanya. This excludes other
industries, and future studies should considerrateetors such as returns on unit trusts,
pension funds and other institutional investorsrti@r study can be done including
variables such as loss ratios, reinsurance ratmsmission ratios fiscal ratios, etc. Do
these variables influence the financial performamic@surance companies or these other

industries?

The research also investigated the financial pevdoice of insurance companies that
transacted in only general insurance class of kssithus excluding those that transacted
in life assurance class of business. A researchldhze done for those that transact in
life assurance and a comparison done to offer ibett®rmation to scholars and

stakeholders.

The research also recommends studies to be doossattre region and compare the
findings. It would be interesting to find out holetresults of the same study would be in

other economies.
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APPENDICES

Appendix I. Mergers and Acquisitions in the Insurance Industry in Kenya between

2014 and 2015

Acquiring Company Company Acquired Date

Saham Group Mercantile Insurance April 2014
Union Insurance of Mauritius Phoenix of East Africa Co. Ltd May 2014
Prudential Plc Shield Assurance Company Ltd Sepeerd14

Metropolitan Insurance Group

Cannon Assurance Ltd

November 2014.

Leap Frog Investments Resolution Insurance Comp&gvember 2014
Ltd

Britam Investment Group Real Insurance Company Dées 2014

Pan Africa Insurance Holdings Gateway Insurance Gaom Jan 2015

Barclay Plc First Assurance Company Ltd April 2015

Source: Insurance Regulatory Authority
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