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CHAPTER ONE 

1.1 Back roun I • du cud 

md qut ill n ha e been very common incidents since the turn of the 20°' 

ccntur . Th ·e are used as tools for business expansion and restructuring. Through 

merge the acquiring company gets an expanded client base and the acquired company 

gets additional lifeline in the form of capital invested by the purchasing company (James, 

2002). 

In today's global environment where business is becoming more and more complex, 

companies may have to grow to survive; and one of the best ways to grow is by merging 

with another company or acquiring other companies (Banetjee, 2007). 

Thus, there ts needed to look at the after effects of mergers and acquisitions by 

comparing their financtal performance before mergmg Wtth their post merger penods to 

e aluate \~nether their merger mottve s have been met. 

1.1.1 . n pt of 1e nd cqui iti n 

cqui iti n ar e pi m d m de o li hm ' tnt r- r' ntl ti nat 

lm p rt o r ntr ltin' int r t in n thcr mp ll/ 

tnl 

lllt 



buyer assumes control (Brouthers et a\., 1 

to the transfer of control of a firm 

). An acquisition is a takeover which refers 

r up of shareholders to another (James, 

2002). 

From thcorr • · tnd i uul• n 1 ut 

c n b 

rd by various authors, mergers and acquisitions 

growth through two ways; firstly, developing the 

stt nlth · that r .mr u n current! posses and secondly, acquiring the strong points or 

c mp titi' edge enjo ·ed b another organization. This notion is supported by Salleo 

(-0 -). "mergers & acquisitions are a means of reinforcing existing capabilities and for 

acce ing a new set of valuable capabilities, which are difficult to imitate not widely 

a ailable and integrated in an indivisible part of another firm" . This view on mergers and 

acquisitions' is similar to that put forward by Kang and Johansson (2000), as the two 

authors refer to strategy as a process that enables the organization achieve its goals is 

much shorter time once it harnesses the strengthens of the firm with which it engages in 

the strategtc partnershtp. Therefore, for the entire mergers and acqmsrttons proce s to be 

a ucces , there must be a transfer of the capabilities and knowledge for co t effecttve 

nergies to become a reality. 

pc ific at that were rt through merge and acqui iti n includ : hi m , 

nerllte economt f cale, c a m d produc · and rati nali1 ti n of 

dt tn utt n ann w r rtam nd r on 

Ul 

m m ll n 



diversification, particularly where the tw ompan1es had different income streams, 

Increasing the company's market mp ttt1 t.:n ; thu , being in a position to stave off 

competition, the trateg ' , ,us i . ~ a m an f avoiding taxation, as a means of 

ach1eving th 

cntc11n •, 111 11 ·w muk ·t . t u m 

by expanding their existing markets or by 

s w1th ,ood potential were poorly managed and the 

n:s ·t · und •tuttli d. hu r ulting in a low return being achieved as a result such a 

bu ·m • · · ,.,. 1 lik I • t attract a takeover bid from a more successful company. 

ucce ful mergers depended very much on the swift implementation of a carefully 

thought out post-merger policy, often only after a careful period of courtship (Very and 

Schweiger 2001. 

1.1.2 Concept of Performance 

Performance is the ability to sustain income, stability and growth. Fmancial performance 

ts one of many different mathematical measures used to evaluate how well a company IS 

using its resources to make profit This measures the overall financtal health o era g1ven 

penod of time and can be used to compare Similar firm aero the arne indu try or 

compare indu tries. 

n us mea urc f financial health of a c m an . I inanci I rfi m1anc mu 

untin ratt n u 

n u n n t mn n m Uf1 n r 



profitability, efficiency, capital adequa and I verage ratios. Measures of financial 

performance are not exhau ttve, nd m n h n t been included in this study. 

M rg r: 11 • un t 111k n 1 1t ' cd two or more companies which are merging will 

, th m urn f i parts pecific motives for mergers are strategic and 

n \ hich ma mclude; Tax advantages; increased liquidity for owners; 

funds if the acquired company has high financial leverage and with no 

acce or ha ·e limited additional external financing sources; for growth of the company; 

for di ersification due to increased competition; synergistic benefits derived from the 

larger merged company resulting to economies of scale and cross sell in g. 

Mergers, acquisitions and take-over's are undoubtedly a sign of out times . The airwaves 

are flooded with talk about mergers, take-overs and acquisitions . It has become a game of 

the hunters and the hunted Mega-groups are sprouting up tentacles engulfing everythmg 

in sight. ThiS Jungle warfare has not spared the velvet-ltned halts of the luxury brand 

Dtamler-Benz or the WJSS watch manufactures. 

Iobal m rgers and acqui ition acti it ' h been ra idl mer mg 

ro\ 1h or ari d trategic r th gl b I 

u btlli n In · rtt II · 

>m 

II m Ut Ill n n r 



Mergers and acquisitions have rai ed imp rt nt is ues both for business decisions and for 

public policy formulation ui itions can be critical to the healthy 

expansion of busine. firm throu h successive stages of growth and 

developm nt Su 1nt n pt duct market and new geographical markets by 

afitmmt qui ltJons at some stage of the firm's development. 

Sue·· · ·f'ul · mp t1t1 n m mternal markets may depend on capabilities obtained m a 

tim l uH.i dlktent manner through mergers and acquisitions. 

c mpetJ.tton intensdjes in the local and international markets there will be 

opportunities for leading organisations to undertake rapid growth and create more 

defensible strategic positions through mergers and acquisitions rather than organic 

growth. There is an increasing need for consolidation within many industries for example 

the banking industry in the East African region is filled with many players forcing banks 

to merge or acquire other banks in order to survive. For example, Investment and 

Mortgages Bank's recent acqmsttton of Btashara Bank or tnternattonally, tttbank' 

acqut ttton of B Amro Other international acqutstttons havmg an effect m the regton 

include Briti h men can Tobacco's acquisition of Rothman and I M tlte' 

acqui iti n b · iro 

l11e f I of mer er and ui iti n h d lv I [! r m ni . In th 

ptdl ch n tn nd m th 111\C 

nd cqut tt1 n 



1.1.4 Mergers in Kenyan Conte t 

The Restrictive Trade Pra ti ontrol Act (Cap 504 of Laws of 

Kenya) i. th I gi tt tt\ 1 HH<.: 1 '· 1 • 1 ul t • mer crs and acquisitions in Kenya. The 

r m r md pendent business concerns dealing in the same 

m mm to form one business concern. Mergers and takeovers 

• n ummated with the prior approval of the Minister. The criteria for 

d t nnming 'itether merger and takeovers are prejudicial to the public interest or not 

are ·et out m ectiOn 30 (a), (b) and (c) of the Act. Criteria used include productivity, 

competitiveness and employment creation potential and /or the enhancement of capital 

intensi e as opposed to labour intensive technology (Republic of Kenya, 1990) 

As at 31st December 2011, the banking sector comprised of the Central Bank of Kenya, 

as the regulatory authority, 44 banking institutions (43 commercial banks and 1 mortgage 

finance company), 4 representative offices of foreign banks, 6 Depostt-Taking 

Mtcrofinance Institutions , 118 Forex Bureaus and 2 redtt Reference Bureaus or the 

purpo es of this study, we will focus on the commerctal banking institutton in Ken a 

erger activiti ha e not be n very prominent in the Ken an ·cene. H w ver there are a 

number o mer ers of comm rcial bank dating b ck in 19 9 wh r 

10 titutt n mer to eth r t rm nk fK n td 

R lln tll n n B n b ' mm r 1 

10 - 'ht h bl mm n n tn th 



corporate customers held by Fir t Am ri an Bank and gain an interest in United Bank of 

Tanzania Limited, a commer i 1 b nk p r tin in Tanzania . 

Other recent m rg 
• 
unl• Bonk merger in 2008, East African Building 

Soctcly and F( K II\ I quat nal ommcrcial Bank and Southern Credit Bank 
in _()I 0 111d 'i tv l•mm H nk td and Jamti Bora Kenya Ltd to the form Jamii Bora 

In _oo . the then Finance Mmister Mr. Amos Kimunya proposed to raise the minimum 
core capttal for banks to l billion shillings from 250 million shillings, giving 2012 as the 
deadline for all banks to comply. Two lenders, Equatorial Commercial Bank and 

outhem Credit Bank have already completed a merger recently, citing the need to 

nl rg th ir branch network and balance sheet. 

1.2 Statement of the Problem 

Mergers and acqutstttons became a strategy of chotce for organizations attemptmg to 
maintain a competitive advantage Wullaerts , 2002) I forthist crea·m I p pHh\f 
trateg · con" r) around them includin 1rowth 

nomte o 'al . num r f eh lar argued that merger and a ut ttton f 
rnp uc \ re c mm n d im rtant res n e to gl alizati n and th ch n )in, 

nm nt (Z II • 2 

m 

ull impl m nt i 

r m m tl 1 

7 



increase their market share and revenu . Mergers and acquisitions served as one way of 

deposing inefficient manag m nt ill nd J n , 200 I). 

Rhoades (199 ) talk d b u! th 1m1. 1 f m r cr in banking industry on efficiency and 

profitability ·o11 i I 1111 • I th th d m tic and cross border mergers. This article 

dtscu· .· · i th · · 1 ·t md I' tit ffi 1cncy analysis of 33 bank-to-bank merger which shows 

thnt th m 1 ·t f th d m tic mergers improves the cost efficiency and little improvement 

f pr ht em ienc here as httle improvement in the profit efficiency and no 

improvement in the cost of efficiency in the cross border mergers. 

De pite the increasing popularity of mergers and acquisitions, it was reported that, more 

than two-thirds of large merger deals failed to create value for shareholders in the 

medium term. They mainly resulted in value destruction as indicated by Weston et al , 

(2004). 

In summary, the post merger performance is also somehow controversial Dodd (1980) 

and Asquith (1983) reported negative bidder returns from the day of takeover 

announcement to the outcome announcement, whtle Malatesta (198 ) tdenttfied a 

negati\e return of 13 .7% of the combined firm in the 12 m nth after the completi n of 

th merger. Kaplan and ei bach ( 1992) found that 44% of targ t 

• ntuall di\i · ted nd the · cl 

n th 

ut n third t 

1 ) 

u nd ml 

ut lh n 

mpani d 

ofth di titur 

t I ( 1 2 und 

tt ibut n -

-t 



market "glamour" firms. There is Ia k of on i tency in many studies hence more room 

to carry out research in the area ' t ' 111 bt: dr wn from larger time frame which is not 

taken care of in prevtou tu i " 

As cvtd n ·db th I'll pa .u raph., I he impact of mergers and acquisitions on the 

p rfor tn \II ' • )f lh quinn firm remains, at best, "inconclusive" and, at worst, 

·tcm 111 • lly d trimentar· ickerson et al., 1 997). Mergers fail to create value, it is 

·ugg t xi - , 1th orne rhere between 60 and 80% classified as ' failures' (Puranam and 

ingh 1 99) - and a number of value destroying theories have been put forward in 

e planation. 

Locally, arious researchers have researched on the field of mergers and acquisitions; 

Kiplagat (2006), yagah (2007), Wangui (2007), Muthiani (2008), Ndura (201 O) and 

Owuor (2011) have all not been able to establish whether merger activity improve the 

profitability of firms in Kenya. To the best of the researcher's knowledge, no study has 

conclusi ely established the impact that mergers and acqUtsittons have on the financial 

performance of the commercial banks in Kenya dungu,(2011) researched on the effects 

of merger and acqutstt!Ons on the financial performance of commerctal bank in 

Hi ample con i ted of 16 commercial banks that had merged betw en th pen d 1 9 _ 

'") H u d meth d to t tth h thei b anal zing c ... 

• and profitabil i rati H th t th r d 

rm r, in hi tud_. h did n t unt 

nk of th If 

11 lu t th ut an mn 



to commercial banks in Kenya in an attempt t fill the e isting gap that has been left by 

the previous studies. It is seen that, m t th w rk have been done on trends, policies 

& their framework, hum n t , \ ht h i. n dcd to be investigated, whereas 

profitability and fin m ·• I f th m r r have not been given due importance. 

Th l •m ti 'at the detail of Merger and Acquisitions with 

gr t t fl) ·u..; m U1 K m n anking sector in post liberalization regime. The study also 

discus· d Uu~ 1 and the po t merger performance of banks. An attempt is made to 

predict th future of the ongoing Merger and Acquisitions on the basis of financial 

performance and focusing on Kenya banking sector. Thus, the study focused on 

ansv ering the question "Do mergers have any positive effect on the performance of 

acquiring firms?" 

1.3 Objectives of the Study 

The objective of this study was to evaluate the post merger performance of acqutring 

firms Wlth reference to commercial banks in Kenya. 

1.4 ignificance of the tudy 

hi tudy i important in informing th takeh ld rs f c mm rctal bank well 

oth r m tituti n who n"ider meP a rat r tru turin t 

II und tu ' ' ill r 

uu n rom th th t nd tnt F r m th 

m It II ntnbut d h \ 

Ul It II 



detailed examinations on how commer ial bank that have undergone through mergers 

and acquisitions affects in their pr fitabilt 

. 
The study will help t •n1r. I l an :ls a r gu lator and the Government of Kenya 

find thts study u · ·lui m i Hif m the vanous advances in mergers and acquisitions used 

in the m ·tttutt n· m K n a and the effects on profitability. 

Polic makers , tll benefit from the issues and insights raised in the study that are 

important in developing the frameworks where formation of such organizations will 

enhance to influence their profitability. 

Capital Markets authority, as the body mandated to promote, regulate and facilitate the 

development of Capital Markets in Kenya would find this study quite helpful. 

Development of the capital markets in the country would most certainly be affected by 

restructuring decisiOns by commercial banks and other firms in other mdustnes The 

findings from thts study can therefore be used by the capttal markets authonty to etther 

promote or dt courage mergers, as the case may be. 

The tud • ' ill add to the e i ting body of knowledge n the c ncep f merger· nd 

CQUI ition and on firm performanc to benefit a demician and aid further r rch n 

th con pt It form a undam nul b e u n \ hi h urth r r rch int th fi ld b d 

It b th r; din nd nd ur m t ri I in u h 

II 



CHAP ERTWO 

I \ ·l JR ~: REVIEW 

2.1 Introduction 

Thi' chupt 1 ·wm mnze the information from other researchers who had carried out their 

re eurch in the rune field of study. The specific areas covered here were mergers and 

acqui ition theoretical revtew, empirical revtew, conceptualization and 

operationalization. 

2.2 Theoretical Review 

Trautwein (1990) provides a critical revtew of the predominant theories of 

takeover/merger motives within financial economics and strategic management, with the 

purpose of providing a practical guide to merger prescription. Trautwein identifies seven 

theories of merger motive: efficiency theory, monopoly theory, valuation theory, empire­

building theory, process theory, raider theory and disturbance theory Trautwem argue 

that the maJor d1Stmct10n, at a general level, between the various theone IS whether the 

merger i iev.ed as a rational cho1ce ba ed on expected fa ourable con equ 

oppo ed to b ing an outcome of a cognitive d i ion pr c 

th n th t m I m r ' r urth r 

t rgu th t th ru 

th b h tan m I 11 



According to Trautwein, the differen 

shareholder as the main benefi 1 

n the theories that consider bidder 

aused by different views as to the 

source of that wealth . Th m 1 '' t i h . ' 1 t d th ory, efficiency theory, proposes that 

.ut t indir tl target shareholders and management who 

benefit fr tn th • w ·1Ith ·r H :d · the cneratton of synergies from the two firms . 

2.2.1 'ffici ncy Th Q 

Thi · concept held that acquisitions were executed to achieve synergies . Three types of 

nergie are tdentified. First, financial synergy aimed achieving a lower cost of capital 

through lowering the systematic risk of the acquirer. Second, operational synergy 

targeted achieving operational excellence from a combined firm's operations. Third, 

managerial synergy was used to enhance a target's competitive position by transferring 

management expertise from the bidder to the target firm. The view of financial synergy 

has been attacked by saying that there IS no evtdence for a lower systematic risk or an 

advantage of internal capital market It was determtned that operational and managena\ 

ynergies are rarely motivations for acquisitions. Trautwein (1990) concluded that the 

efficiency theory performance 1s unfa orable. 

2.2.2 lonopol) heor 

hi th wt:d that ui iti n w rc e uted t hi m rk t pO\ r. 'T h 

r th 

m 



theory supported the idea of a collusive yn rg (Trautwein 1990) concluded that the 

monopoly theory's overall perform n than that of the efficiency theory. 

2.2.3 Valuation h o•· 

This phdo:oph v• '\\ 

in[! nnat1 n th n th 

Th a· ·umptt n h r 

n a. ing executed by managers who have superior 

k market about the1r exact target's unrealized potential value. 

that the acquirer possesses valuable and unique information to 

enhance the alue of a combrned firm through purchasing an undervalued target or 

deri ing benefits fromcombining the target's business with its own . The leveraged buyout 

can be categorized into this theory. (Trautwein 1990) mentioned that one of the most 

common criticisms about this valuation theory is that it is impossible to acquire accurate 

and tangible information about the acquisition results, and further stated that "the concept 

of private information as a basis for mergers warrants further consideration, since it 

shows why the problematic assumption of capital market efficiency can be avoided" 

2.2.4 mpire-Building Theory 

Thi theory holds that managers max1m1ze their personal g al rather than th 1r 

t 

hareholders ' value rna imization through acqui ition . hi th m fr m ( rle 

193 ) rl tud on th relati n hip bctw n wn r hip nd 

rautw in (I 

iito th th n 

nclud th t th mp1r ·buildin th 

up I thi 1 mt" 

• h 



2.2.5 Process Theory 

• 
governed by bounded lti n·\1 th n Rc II (I< 86) found that the managers' behavior was 

ovcroptimt. ttc m th t ·qut tit n i. i n pro css Jemison & Sitkin (1986) proposed a 

Y t matte 1 ·qui ·iti m 11 p ctive. Gaddis ( l 987) found that political and 

tructUtul mullet· at1e t the acquiSition process and outcome, whereas Sales & Mirvis 

(19 4) argued that cultural distances between two companies have enormous impacts on 

acquisition and the post-acquisition integration process. 

2.2.6 Raider· Theory 

Holderness & Sheehan (1985) portrayed the term, "raider," as meaning a person who 

causes wealth transfers from the shareholders of a target firm. Wealth transfer refers to 

the huge compensation after a successful acquisition transactton. Thts theory therefore 

suggests that the acquirer sets off to make huge benefits at the expense of the target firm . 

The primary problem with thts assertion is tts tllogtcal hypothests of wealth tran fer 

Against this background, the empmcal evidence how that the pr nee of a w 11 known 

raider in a takeover bid resul mgreater benefi to b th target and acquiring harchold rs 

than bid b non - raider ( Holdemes & heehan 1985, a dd and Jan 19 7) 

2.2. 7 Di turbanc h o 

lu ppr h h thtth mtn 0 Ul Ill " ult 

d1 tu m md1 



Increase the general degree of uncertainty. Thu , they alter the array of individual 

expectations. Trautwein (1990) comm nt th I this th ry is no longer examined. 

2.3 Profitability nd I< irn . ~ utur ttlue 

Profitnblllly wlu ·h h 

'tnt f b lllR pr frta 

II rn a th capacity to make a profit or as a quality or 

th matter at hand. Profitability is one of the most important 

indicut r- f r m · unng the success of a business. Maintained profitability leads to 

continued trengtherung of the net worth and value to shareholders/owners of the 

organisation. 

2.3.1 Capital Size 

The capital size of a commercial bank can be seen in two ways. Narrowly, it can be seen 

as the amount contributed by the owners of the institution (paid-up share capital) that 

gives them the right to enjoy all the future earning<> of the bank More comprehensively, 

rt can be seen as the amount of owners' funds available to support a bank' s busm 

(Athanasoglou et a/. , 2005) The later definition mclude reserve , and i al o termed 

total shareholders' funds (Anyanwaokoro, 1996 Thu , the capital ize i wide! u ed to 

anal ze the tatus of its financial trength ( obako a, 200 ). 

ccord in entral Bank of Ken a (200S) pital dcqu m urcd b th r ti 

o to 1 ho th m unt o pit I th 

1 tJtuta n h ld lati t ili ri k pr fil 



Positive correlation between returns and apit I ha been demonstrated by Furlong and 

Keeley (1989), Keeley and Furl ng 

(2003) and Kwan and •t nb 

banks ' p rfl rm nc durin th 

), B rgcr (1994), Berger (1995), Naceur 

In . ti ating the determinants of Tunisian 

0 199 , Naceur and Goaied (2001) indicated 

that th t '·t pet r llllllil nk .. r tho who have struggled to improve labour and 

cnptUll (H du ·hvttY nd 1 e who have been able to reinforce their equity. Bourke 

( 19 ) and Nuceur (- agree that well-capitalized banks face lower need to external 

funding and lm: er bankruptc and funding costs; and this advantage translates into 

better profitability. Therefore, researchers widely posit that the more capital a financial 

institution has the more resistant it will be to failure (Uche, 1998: 30). 

2.3.2 Size of Deposit Liabilities 

Empirical evidence from aceur and Goaied (2001) indicate that the best performing 

financial institutions are those who have maintained a high level of deposit accounts 

relattve to their assets . Increasing the ratio of total depostts to total as e mean 

tncreasmg the funds available to use by the mstttutton m dtfferent profitable way uch 

as inve tments and lending actt ities. In tum, thi should mcrease the bank ' return on 

a et deri\· paribus ( lien and Rat , 1996 and Holden and !-Bannan , 2 ). 

2 .3 lZ nd ompo iti n of •· dit Por~ li 
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to imply improved profitability. However, m substandard credits are a source of 

heavy financial losses to a bank tu. 1l b n held responsible for numerous 

bank failures (Oiajide, 20 ). it fi II ' . th. t a lar redit portfolio could also result in 

reduced bank profit'lbtltt tf it muinl mpn. s subs tandard assets. Therefore, it is right 

f bank' crcdtt portfolio affects its profitability either 

po itivcly r n 'Lmtiv ly. de nding on its composition of loans . 

2.4 Empirical Re\-ie 

In a essing the overall effects of a merger and acquisition, it is also useful to examine 

the impact of such transactions on an acquirer's existing establishments (or the 

establishments it owned before it purchased additional plants), which can be thought of 

as "incumbent" plants . 

In contrast to plants that were acquired, existing plants of the acquiring firm experienced 

a slight increase in productivity in the years before the acqursition, nsing to 1 7% above 

the norm for comparable plants m the year of acqutsttton Howe er, there are 

tatt ttcally insignrficant changes m the productivity of " mcumbent" tabli hmen , tn 

the aftermath of a merger or acquisition. Thus, the merger or acqui iti n d e not 

app r to reduce or enhance the producti i of incumb nt plan en th u ,h acquir d 

pi n c p ncn tgnificant pr du tivit · 'am roll win, the c n cnti n in th 

In tur< 1 William nd ie el, 2000), th 

I 1m1 empl '111 nt), n 

m nt m tm nt 
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From the studies reviewed, a lot of re ear h ' ork had been carried out in regard to 

mergers and acquisition, both l 11 , nd tnt mati nally. 

Agrawal , Jaffe, and M nd lk r .·1ud1 d 1 t merger performance. They developed 

a larger , amp I )f ) l nd 227 tender offers. Their samp le included firms 

smaller th HI th )' H ''l h et.al (I 992), which focused on the 50 largest mergers. 

The U' d duta .mah"t method of htstoncal data. They adjusted for size effect and for 

beta-weighted market returns. They found that shareholders of acquiring firms 

experienced a wealth loss of about 10% over the five years following the merger 

completion. 

Kiplagat (2006) researched on the effects of mergers on financial performance of 

COmpanies listed at the NSE. The population used in this study was 48 companies listed 

on the airobi Stock Exchange and a sample of 20 listed companies was contacted. It 

COnsisted of 10 companies that merged and 10 that never merged and were continuously 

•n operatton for the period counterparts were merged. Ktplagat concluded that concluded 

that mergers improved the performance of companies I is ted at the 

yagah (2007) studted doctor's perception of merger & acqui iti n m th 

Pharmaceuti al industry in Kenya The populati n f int re-t in thi tud c mpri d f 

medi I d tor in airobi and a mple tz irl 

and r pre ntati e. In hi findin re pond nt mer d 

Ph nn ut1 1 c mp 01 in K n •a w r pr fit nd m. r ·et or· nt 



that the companies were domineering and arrogant .However, they disagreed with the fact 

that merged pharmaceutical comp nt ring p ttncrs. 

Maranga (201 0) tudt d th fl I. <fll\ acquisitions on cost and scale 

efficiency of th · t11hin :d 111111 r •al bank 111 Kenya. His population of interest 

comprised of _ 111 m ., i 1 ank that had merged between the period January 1 994 to 

June 200 . lit · ·en at1 1 · centered on a five year period before and 5 years period after 

merger. He used T -te t to test changes in efficiency scores between pre merger and post 

merger periods. His findings were that firms which engaged in take over of subsidiaries 

had no significant changes in level of their cost efficiency after mergers. He also 

observed that some merged firms demonstrated significant declines in their cost 

efficiency that would most likely be attributed to factors such as overstaffing due to 

COmbined workforce, long learning curve of management on how to best use technology 

to reduce costs and increased operational cost occasioned by the intergartion of 

Operations of two independent institutions. More over, cost effictency doe not 

necessarily translate to profit efficiency as staff may not be able to generate revenue to 

off set the1r expenses that are fixed in nature After merger and acqui ition, me 

commercial banks contmued to realize profit a ain t d clinin co t effi rcn and 

relati ely low profit efficienc becau e the wer ke_ pia er in I nding t 

throu h lo\ ri b nd and bill r m \ hi h th reali:t d • r turn 11 

COnclud that th i u of human c pit I i v • eruct I in tr t t f m r r nd 

Und n n m nt pi nnin i r uired for n r 



Ndura (201 0) researched on the effects of m rg rs on financial performance of insurance 

companies in Kenya. Secondary d t " u d from publications from the Association of 

Insurers of Kenya He tuJi J the tlnln taft tformance of six insurance companies by 

studying four y ar of f(}ur • fll( 1111 und thr cars of two companies before and after 

mcrg r bctw · ·n th · p ·r i t 2 . The study concluded that mergers had no 

PO itive efr ·t n th pt fitabih of msurance companies in Kenya as profitability either 

remained th ·ame as before merger or deteriorated in first four years after merger. He 

al o added that mergers had no effect on the level of capital adequacy and long term 

solvency of merged insurance companied. However, one of the limitations of his study is 

that he did not take into consideration the external factors to the insurance industry such 

as the economic environment, cultural differences among others that may affect the 

activities of merged companies in general. 

M:ukele (2006) conducted a survey of the factors that determined the choice of mergers & 

acquisition partners in Kenya, Wangui (2007) did a survey of mergers & acquiSitions 

expenences by commercial banks in Kenya while Muthiani (2008) re earched on cro 

cultural perspect1ve of mergers and acquisitions: the case of laxo mithkline Ken a 

PL To the best of the re earcher's knowledge, the pre • u tudi ha n t 

COncJu ively determined the effect of merger and acqui iti n 

Performance of the mmerc•al b nk in Ken · 

n th fin n 1 



2.5 Summary 

Tn summary, mergers and . , n inot )anic mode of growth took any of the 

following type of bu m ' mbtn: tt n. ( h11nizu et al. , 2004); Vertical Integration -

ombinatton f tw hu ·in in h' ame mdustry but at different levels in the process 

f pr du ' Ill ' rut · fling pr duct. Secondly, horizontal Integration - This is a 

combination f tw r more firms in similar type of production, distribution or area of 

bu ine . E ·ample \! ere combination of two book publishers or two luggage 

manufacturing companies to gain dominant market share. Finally, conglomerate mergers 

or take-over's combination of businesses in unrelated or indirectly related industry e.g. an 

insurance company taking over food processing company. 



H PT R THREE 

TIIODOLOGY 

3.1 Introduction 

This section de cribe the methodology that was used; discusses the research design, the target 

POpulation data collection and data analysis procedure that was used in conducting the study. 

3.2 Research Design 

This was an event study. An event study is designed to investigate the effect of an event on a 

specific dependant variable. It is therefore appropriate in carrying out a statistical assessment of 

the impact of a merger on the value of the firm (Dimson & Marsh, 1986). The event as well as 

the pre and post-event windows have to be identified before the methodology can be employed. 

Th1s involved a review of the firm's performance during the premerger period and companng 

this with the performance after the merger. This study collected data on the firms' profitabtlity 

for a three year period before the merger and compare th1s with the profitabtl1t of the arne 

firm for a period of three ear after the merger. 

3.3 T rget Popul ti n and mpl IZ 

P pul tl< n 1 fined corn pi indi idu I , r b" t '.'.ith m mm n 

t { pul 11 n r thi tud tll 



be the four medium commercial banks that wer m ol ed in merger and acquisition in the period 

between 2002 and 2011 (see Appendt 1). hi p pulation is considered as it provided 

purposeful information on yn rgt tt m 

li 

f m r d corhmercial banks to penetrate new 

f firm and to speed up growth of firms and how 

these have impacted n th ·it tn.tn tal performance. Sampling was through stratified and 

purposeful ampling l ·luuqu . 

Sufian (2004) talked about the efficiency effect of mergers and acquisitions of banks in 

Malaysia. For this purpose, Malaysian commercial banks were taken .to analyze the technical 

efficiencies during the merger year, pre-and post merger period. Results suggested that during 

the sample period, Malaysian banks had exhibited a commendable overall efficiency level of 

95 .9% suggesting minimal input waste of 4.1 %. The study also found that scale inefficiencies 

dominate pure technical efficiency in Malaysian banking post merger. It was also observed that 

the post merger program was successful and results suggest that the small size Malaysian banks 

have benefited the most from merger program but large Malaysian banks are still facing scale 

Inefficiency problem from merger program. Following this observation, the three large peer 

banks in the target population were excluded from the study as they may not give ubstantial 

re ults that can be generalized in the mdustry. The entral Bank of Kenya has cia tfied all 

COmmercial bank into three categones namely, large peer group compn mg ban with market 

har ab e % medium pe r group with market hare abo e I% but below S0,o and mall p r 

roup with m rket har b low 1% hi cl ificati n w u ed to identi th mpl , hr 

I r p r b · ·nth pul ti n wcr n tin lu din th tud . 



3.4 Data Collection 

According to Ngechu, (2004) there, r m n m th< d.' f data collection. The choice of a tool and 

instrument depends mamly on th Htribut 

objective , de. ign. p 

f th ubjects, research topic, problem question, 

Th1 1 because each tool and instrument collects 

specific data. Th1 · ·tud ' · r ilitat db the use of secondary data from the published financial 

statements of targ t ·ample and pubhcat10ns from the Central Bank of Kenya to give insight to 

the profitability and performance of the merged banks. 

3.5 Data Analysis and Presentation 

Profitability is a bank's first line of defense against unexpected losses. Although banking 

institutions have become increasingly complex, the key drivers of their performance remain 

earnings, efficiency, risk taking and leverage. These performance indicators have been chosen 

since they simplify the comprehension of the financial statements. They are a good indicator of 

changes in the financial condition of the business. Ratios provide data for inter-firm comparison. 

Thts study captured performance of firms for three years before merger period and three years 

after merger penod of merged banks between years 2002 and 2011 . Performance was measured 

by analyzing the ample bank ' total liabiht1es to total as et, hareholder's funds to total 

and total income to total as et ratio for three years before merger penod and three ears after 

rn rg r period. hi period i cho na pre IOU tudie ha fi cu ed n peri d r 

200 nd in dditi n many tudi ha r mm tudi Ill utur 

r t n r p riod . tati ti I rithm ti m n nd 
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Both qualitative and quantitative analysis was combined to compile a report for this study. Bank 

performance was analysed in terms of its capacity to generate sustainable profitability. 

Measures of Performance 

Financial ratios are the useful indicator ofthe firm's performance and fmancial health. The study 

compared total liabilities/ total assets, shareholders' funds/total assets and total income/ total 

assets of merged banks. The study analyzed financial performance three years before and three 

years after the merger. The ratios were computed from published audited balance sheets and 

from the entral Bank ofKenya Handbooks. 

Total Liabilities/ Total A set 

The ratio of a bank's totalllabtltties to total assets provtdes an its liquidtt It gtv an tndt at• n 

of what portton of the banks liabthttes ts covered by its assets 

has a solvency threshold 

hareholder ' Fund ffotal A et 

low ratto hows that th bank 

n iruh u I h II dct 

prot t d in th vent o th nk wmdm • up tu h ht hI 

' I ot I In m 1'1 otal 

ur th I 111 r I tt 
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CHAPTER FOUR 

DATA ANALYSIS AND RESULTS 

4.1 Introduction 

This section presents results of the performance for merged Kenyan commercial banks from the 

year 2002 to 2011 . The data was obtained from the financial statements four Medium 

commercial banks that were involved in merger and acquisition in the period between 2002 and 

2011 and was used to compute the ratios used as proxies to measure performance. The study 

analyzed financial performance two to three year before the merger and tw t thr c yc aft r 

the merger Below are the study findmgs 

4.2 ta ti tical Analy i 

4.2.1 Prime Bank merger 

To evaluate the post merger performance of acquiring firm with r 

in Kenya, this study begun by looking at b th th pr and th po t m r •cr 

Bank for the peri b tw n th y rs 2005 nd 2 1 

' h m r• r urr d in th r 2 

th tlu 

mm r t l b nk 

Prim 



Table 4. 1: Descriptive Statistics for Pr·ime Bank for the period between the years 2005-

2010 

Years before Merger Years after· merger 

2005 2006 2007 2008 2009 2010 

Total income!fotal 10.01 9.27 9.27 10.17 10.17 9.72 

assets 

r-
Total liabilities/ total 89.91 87.39 86.11 84.58 87.07 87.99 

as ets 

25 00 - - 2600 -
2700 - - 27 40 -hareho ldcr ' 25 50 25 50 

fund ffotal Asset 

From the de cnptive staustics m table 4.1 above, the average total mcome to a ets rnuo thr 

years pnor to the merger for Pnme Bank was 9.5167. However after the merger, th a erng 

total mcome to assets rat1o for the years 2008-2010 increased ignificantl nd \ 1 0.02. Th 

study therefore found out that Prime Banks' merger po iti el th 

incom to a .. et<> ratio of the bank . is c uld ttri f 

th b n cu lm inatin • from th m r • 

tl h n 

hnn nd 

7 I I 1hU 



the merger. This implies that the merger had a ignifi cant negative influence on the banks 

liabilities. The mean of the shareholde ' fu n /t t I a et of the firm showed a considerable 

increase over the years whtch infl t nd t inc rease the bank 's profitability as 

shown in fi gure 4 1 b I w 

Desct·iptive • tntisfic , t ,. ,-.,·im an fi r th period between the yeat·s 2005-2010 

100 

90 • • • • 
80 

70 __.,. 
Tota l income/Total 60 
assets 

so 
-Totalliabll1t1es/ total 

40 assets 

30 • ... Shareholders' 

20 funds/Total A ssets 

10 r • • • • • • 
0 

2004 2006 2008 2010 2012 

Figm·e 4. 1: Descriptive Statistics for Prime Bank for the period between the yeat-s 2005-

2010 

From the figure above, the shareholders funds/total assets ratto showed a small mcrease during 

the year of the merger. Thi means that the merger had a po itive influence on the hareholde 

fund ft tal ets ratio. 

cordin to 'J utw in (1 th har h lder i th mam ta fr m m r r. Th i i s 

r uh th ffi b th ti n 

tu up pr VI tud i 



4.2.2 Jamii Bo•·a Bank merger 

To establish the post merger performan f qumn finns with reference to Jamii Bora and 

City Finance Bank, the re ear h 1 b r\ th t tnt income/total assets ratio, total liabilities/ 

Table 4. 2: Descriptive tuf ti for Jamii Bora for periods before and after the me•·ge1• 

Years before Merger After 
Me•·ger 

2005 2006 2007 2008 2009 2010 

- 1- --- - -11.37 7.88 5.87 18.30 15.18 11 .15 
Total incomeffotal 

assets 

Total liabilities/ total 27.40 32.93 56.17 40.04 35 .82 40.80 

assets 

Shareholders' 72.60 67.07 43 .83 59.96 64.18 59.20 

funds/Total Assets 

The bank merged in the year 2010 Below are the summary of their financial performance for the 

six ·ears period . rom table 4.2 above, 1t can be establt hed that the total mcome/total a et 

ratio wa reducing igntficantly prior to the merger 



Descdptive Statistics for· Jamii Bora for th period b tween the yeat·s 2005-2010 
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Figure 4. 2: Descriptive Statistics for Jamii Bora for the period between the years 2005-

2010 

The figure above shows the financial performance of Jamii Bora Bank for the period 2005-2010. 

The total liabilities to total assets ratio decreased after the year 2007. This was also followed by 

posittve change m shareholders' funds to total assets ratio. However this can only be explained 

by other factors outstde the study as data for three years after Jamii Bora merger wa not 

available. 

4.2.3 omm r·c i I 8 nk of fr ic merger 

Thi b nk m r ed m th r 2005. elow are the ummary of their financial per m1an [! r 

ar ft r the m r 'Cr. 



Table 4. 3: Descriptive Statistics for Commercial Bank of Africa for per·iods befor·e and 

after· the merger 

-Year_ befor t ··~ .. Years after· mer·ger· 
-2002 '200.\ 2004 2005 2006 2007 

"TOtal incomcn'otal - )()"'y)-- -9.66 7 43 8.40 9.00 9.92 
assets 

-Totalliabilitic·/ t ttl lJ7 89 35 90.28 92.26 90.07 88.87 
asset 

Shareholder ' 10.25 10.65 9.72 7.74 9.93 11 .23 
funds/Total Assets 

From the descriptive statistics in table 4.3 above, the average total income to total assets ratio 

three years prior to the merger for Commercial Bank of Africa was 9.326666667. However after 

the merger, the average total income to assets ratio for the years 2005-2007 dropped slightly to 

9.106666667. The study therefore found out that Commercial Bank of Africa' merger had a 

negative influence on the growth of the total income to assets ratio. This could be attributed by 

increased sharing of the assets portfolio by the large staff of the bank culminating from the 

merger. The merger was however found to increase the total liabilities/ total assets ratio of the 

bank. The average total liabihttes/ total assets ratio of the bank prior to the merger was 89 79 

which increased to 90.4 as a result of the merger 



Descr·iptive Statistics for Commer ial Bank of Afr·ica for· the period between the years 

2005-2010 
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Figur·e 4. 3: Descriptive Statistics for Commercial Bank of Africa for the period between 

the years 2005-2010 

The merger therefore had a positive influence on the banks liabilities. The mean of the 

shareholders' funds/total assets of the firm showed a slight decrease immediately after the 

merger whtch mfers that the Commercial Bank of Africa merger impacted negattvely to the 

bank's profitability as hown in figure 4.3 above. 

Thi upports tudies b 0 dd (1980) and quith (1983) who reported negative bidder return 

from the da of takeover announcem nt to the outcome ann uncement. 

(I 2) found th t 4% of tar • t c mp ni purcha cd r ev ntuall di t d and th if 

ful 



4.2.4 Investment & M011gage Bank td met er 

This bank merged in th , r 00-. l I " r th ·ummary of their financial performance for 

tWO yearS before and fOUl 'II ' fl 'I th m r Cr 

Table 4. 4: Oe niptiv tatisti f, r In tment & Mortgage Bank Ltd for periods befo•·e 

and after the me• r 

Years before Merger Years after merger 

2000 2001 2002 2003 2004 2005 

Total income/Total 
10.8300 7.7250 11.5775 10.1475 8.6800 8.6975 

assets 

Totalliabilitiesffotal 
86.0825 84.4150 85.7200 86.8200 87.9450 89.0625 

assets 

Shareholders' 
49.4825 46.93 50.1050 43 .5150 45.4725 48.0150 

fundsffotal assets 

ccording to the findings, the average total income/total assets ratio two years before the merger 

wa 6.185 After the merger, the average total mcome/total assets ratto mcreased to 9 77 62 

Thi mearts that the merger had a signtficant po itive relationship with growth in the total mcom 

of the b nk Fi •ure . below h 'WS th trend line for growth in the t tal inc m t tal a 

ratt f the b nk 



Descriptive Statistics for Tnvestm nt 
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Figm·e 4. 4: Descriptive Statistics for Investment & Mortgage Bank Ltd for· the per·iod 

between the years 2000-2005 

From the available statistics, the average total liabilities/ total assets ratio for the bank two years 

before the merger was 85.24875, while the average shareholders ' funds/total assets ratio was 

49 4825 After the merger in 2002, the average total liabilltte I total assets ratto for the bank 

increa ed to 87. 86875 whtle the a erage hareholders ' fund / total as ets ratio decreased to 

46.776 7 

h stud • findm contra t tudi b raut\.\- m 19 

ben m r th n t~ -th ird l rt 

lu ld 1n th m ium t rm 



The sharp decline in shareholders' funds/total a ets ratio for Investment & Mortgage Bank Ltd 

is therefore acceptable since merger are n t, h ful in the medium term. 

4.3 Discussion Of Find in , 

After the merger w will · '· that in arr financral parameter of the bank performance have 

improved in b th - · · w1d · m parameter have shown no change but it may be possible that 

improved perfonnance f merged Bank wtll show in later years the profit are not visible because 

we compared onl si ears financial ratios, it may be possible that profit will be seen in future. 

There are various moti es, which attract the bank for merger but it is not necessary to achieved 

all objectives after merger, the size of the bank will increase but no guarantee to increase net 

profitability after merger. The success of merger is dependent upon synergy gains created after 

the merger and overall performance of bank, the financial performance of the Banks have been 

improved after the merger and was affected positively, the reaction comes out in terms of total 

liabilities/ total assets, shareholders' funds/total assets and total income/ total assets of merged 

banks. But in the case of the Commercial Bank of Africa, the financial ratios were not positively 

affected by merger and show no relatiOn between pre and post merger performance and may 

required due time for showmg profitabthty. Finally the Kenyan Banking ector has used merger 

and acquisitions as a tool to expand and global recognition tck bank urvtved after merger, 

enhanced branch network, rural reach , mcrease market hare and im rove infra tructure 11 

chi ved thr u h m r er and a ui iti n . r th level of high c m titi n thi 

nn m urvi I in th pr ent m rket 



H PT R Fl E 

SUMMARY, ' A 0 RE OMMENDATIONS 

5.1 Introduction 

From the anal '1, and data collected, the following discussions, conclusions and 

recommendation were made. The responses were based on the objectives of the study. 

5.2 Summary 

The main objective of the study was to evaluate the post merger performance of acquiring firms 

with reference to commercial banks in Kenya. The study was conducted in three stages namely: 

Collection of the data required, calculation and tabulation of the variables under the study, 

analysis and interpretation. 

The study focused on findmg the relationship existing between the dependent variable, 

performance and the mdependent vanable, merger The data was collected through venficatton 

of the financial statements on the bank and the merger informatton available m BK Handb ok 

The data ~ere interpreted u ing financtal ratio whtch are total ltabthti 1 total 

hareholder ' fund t tal ets and total mcom t tal as ts rati of merged ank . F r 

mm rei I B nk of frica, Jamii Bora an\..: and Prime an the financial rat 1 " ere 

ffiJ red nd thr 

fort 

7 
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5.3 Conclusions 

It is helpful for survival of weak bank b mer:rm int tor-r r bank. This study shows the impact 

of mergers and aquisitions m th K n n banktn : ' I rand researcher took four cases for the 

study as sample to e am in wh th 1 m r 1 I d t a profitable situation or not. For this a 

compari on betwc n p1 • tnd l ) ·t m 1 r performance in terms of total liabilities/ total assets, 

shareholders ' fund · t tal · · · and total mcome/ total assets ratios, the general result was 

improved perfonnance fthe acquiring bank. 

This study was undertaken to test whether the industry type has an impact on the outcome of 

merger for the merging ftrm, in terms of impact on operating performance. The results from the 

analysis of pre- and post-merger operating performance ratios for the acquiring firms in the 

sample showed that there was a differential impact of mergers . The study concludes that there 

was a general increase in performance after the merger. Some indicator such as total income to 

total assets showed a general increase in three banks and slight decrease in one bank. The total 

liabilities/ total assets showed a decrease over the years in two banks and increase in the other 

two banks while shareholders ' funds to total asset ratio indicated an increase in two banks and 

sltght decrease m two banks The study concludes that an mcrease m mergmg generally leads to 

pos1t1ve performance of acquiring firm . 

5.4 Recommendation 

Du t t1m con t m , th tud rna hav n t c ptur th tru p1 tur f p t m r l r 

nd th for further r r h in th ar for I n r p ri d r 



20 year period to capture the true performance of mer ed banks. Also the study was limited to 

one industry and the findings may not be gene ltz d in th r industries in Kenya. 

In conclusion, highly indebt d fitm m. \ n t n . ani be having a low value. Consequently, 

firms with low d bt may n )! 11 til b h· mg a low value. Therefore firms with low debt 

and tho c with l11 gh d ·bt mav 

merged. 

ub1e ted to bankruptcy which the case is different when 

5.5 Limitations of the tud 

The data was intended to use data for merged commercial for a longer period. However, this was 

not achieved due to limited information. The data available was only for four banks. 

Accessibility of information for more companies could have resulted in better results being 

obtained. 

The period covered is only three years before and three years after merger. A longer period could 

possibly have yielded better and more reliable results . 

Interpreting the financtal statements was problematic In uffic1ent deta1ls are g1ven concern mg 

what banks long term debt. There was ambiguity as to whether preference share hould be 

treated as debt or equity. 

he tud nl ' (! u ed n n indu t and re ult rna n t b th r indu tri tn 

K n du to t.h ir i rene m operati n and indu tri I 



The study has ignored the impact of possible differen s in the accounting methods adopted by 

different companies in the sample. 

The study has also not us d any ni I •r up ~ t mparison (industry average or firms with 

similar charactcristi s) 

The mall ·amp! ''" "' · · d t anal e post merger performance of commercial banks in 

Kenya. Thi ma n t beag d repre entative of merged bank. 

5.6 Suggestions for Further Research 

To improve on this study, it is suggested that a similar study should be carried out over a long 

period of time so as to obtain more reliable fmdings. If possible more banks should be included 

in the sample so as to increase reliability on the results . Merger and Acquisition is the useful tool 

for growth and expansion in the Indian banking sector. 

Researcher suggests, for future research in this area could be the study of impact of merger only 

on acquiring banks by comparing pre and post merger performance and take more banks to a 

larger sample concerning a longer ttme penod for the study whtch would have g1ven better 

re ult. 



R FER 

Angwin, D. (2001 ). Mergers and a qm ttl n . s :.ur: p an borders: national perspectives on 

pre-acquisition du wd th u f pr fessional advisers", Journal of World 

Business, 36 I 2 7 

Asquith , P. (19 ) M•r• r Ri 1 r et ncertamty and Stokeholder Returns . Journal of 

Finan ·ial EcoiiOflll · · 11 . 

Berg, W., & 11, IV1 D . (19 9). Educational research: An introduction. (5th Ed.). New York: 

Longman. 

Berger, A.N., Demsetz, RS ., Strahan, P.E. (1999). The consolidation of the financial services 

industry: causes, consequences and implications for the future. Journal of Banking & 

Finance, 23 , 2/4, 135-194. 

Berggren, C. (2003). Mergers, MNEs and Innovation - the Need for New Research Approaches. 

candinavian Journal ofManagement 19: 173-191. 

Berkovitch, E., arayanan, M.P. (1993). Motives for takeovers : an empirical investigation. 

Journal ofFmancial and Quantitative Analys1s, 23 .3, 347-362. 

Btjlsma-Frankema, K (2001) On managing cultural integratiOn and cultural change proce m 

merger and acqui ition, Journal ofl~uropean Studle'i,25, 192-207. 

B ateng, ., Bj rtuft, . (2 0 ) Nrm chara teri.Hi J and mom• '.\' form rgers and a qumtiOn. 

m on• ay, wor ·ing paper, eed etropolitan ni er it eed , ' 

Bo 111 n R 1 nd \V n , L (2007 Rt turm o a quinn' . mm in horizont1/ 111 1 en and 

lJ Ill \111011 u I nd 



Bradley, R.M. and Sweazey, RD. (1983). Separation ofn uron types in the gustatory zone of the 

nucleus tractus so/Uarii based on intrm i ·.firinK prop •rti~s . J. Neurophysiol., 67, 1659-

1668. 

Brouthers, K., Van lla. tcnbut •, I , \11 i \' \n n n, J. (1998) . lfmost mergersfailwhyare they 

so popular'> I on, R 1n, Pl.mnin . I . , 47- 53 . 

Burt, ., and tJnmn ·k. R ( . The operatmg performance of companies invested in 

acquisitions m til · { l.K. retarling ector, 1977-1992. 

Capron, L. (1 ). The Long-Term Performance of Horizontal Acquisitions. Strategic 

Management Jouma/20(11) : 987-1018. 

Claessens, l, (1998). Systemic Bank and Corporate Restructuring: Experiences and Lessons for 

East Asia. The World Bank Washington D.C. 

Cooper, C., and Gregory, A. (n.d.), Advances in Mergers and Acquisitions, JAI Press, 

Amsterdam, 2 .147-176. 

Cooper, D.R., and Schindler, P.S. (2003). Business Research Methods (8th edn) McGraw-Hill : 

New York. 

Damel, T A , and Metcalf, G (2001 ). The Management of People in Mergers and Acqui ittons, 

Quorum Books, Westport, T 

De Pamphili , D. (200 1) Merg •r. , Acquisition , and Other Restm tzmni{ ctiwtte'i n 

Integr t d , and luti n cad mic Pr n 

Die o, 

Du t r - ) Re ul t I·r m nd cqu1 Ill 

lt I, 



Dodd, P. (1980). Merger Proposals Management Di retion and Stockholder Wealth, Journal of 

Financial Economics 8,105-138 

Dragun, D., and Howard, . (200 ), htc.: f c rporate consolidation m European 

retailing. ,\'trale$!.U; Man tgt'm ·nt.l 111 wl , 87-611 . 

arl, M.J . (2000). MIt\ 1 • 'Ill ·nl tt l i (; In(; rmatton Technology, Business Information. 

ckbo, B. . ( 19 1) 11 11 nt l m rge . collus1on and stockholder wealth, Journal of Financial 

l~conom ics 11.- l--7 

Erez-Rein, N ., rez 1. Iaital S., Pablo, L.M., and Javidan, M. (2004). Mergers and 

Acqui ilion , Creatmg Integrative Knowledge, Blackwell, Oxford. 

Fauzias, M.N., and A.R Ruzita (2003). Corportate restructuring and its wealth effect: The case 

ofMalay ian Resources Corporation," Unpulished, 1-46. 

Fee, C. and Thomas, S., (2003). Sources of gains in horizontal mergers: Evidence from 

customers, suppliers, and rival firms . Http://ssm.com. 

Fisher, G.J., Frederickson, J.R and Peffer, S.A. (2000). Budgeting: an experimental investigation 

of the effects of negotiation, The Accounting Review, 75,93-114. 

Flamholtz, E G (1993). Accountmg, budgeting and control .ry tems in their organizattonal 

context: theoretical and emptncal per pecttves, accounting, organtzattons and s ctety, 8, 

l 3-69. 

F carelli, 0 and Panetta . (2 ). r:• merger. hen 1 tal to Conwm r.\"? id nc fr m th 

rk t r b n · de merican c nomic R iew 9 . 

lpm, "I , n c nnpl 1 Kllld"' 10 m rg •r. nd ll(lJlll\itlmH n 

Jn , Pu 



Harrison, J. (2002). Probing a target in tough mergers and acquisitions market, Mergers and 

Acquisitions, 37,7-12. 

Haspeslagh, P.C. and Jemtson, 0 B (1 1) \ lm 1~111~ A ·quisitions, The Free Press, New York, 

NY. 

Healey, P.M, Pal 'pu. K • nd Ru a k. R (19 2) Does corporate Performance Improve after 

Mcrgct ·. Joumal <!/'1-'man wl E onomzcs, 31,135-176. 

Bensman , M., Van den B .. F. 1.. and Berda, H.W. (2001). "Clicks vs bricks in the emerging 

online .financial ervice industry", Long Range Planning, 34, 231-47. 

Heyner, K. (2007). Predicting the competitive effects of mergers by listening to customers, 

Antit111st Law Joumal, SSRN: http: ssrn.com. 

Hill, C. W.L and Jones, G.J., (2001). Strategic Management Theory, an Integrated Approach . 

Houghton Miffiin Company Boston, New York, USA. 

Hitt, M.A., Ireland, RD., and Hoskisson, RE. (2007). Strategic Management: Competitiveness 

and Globalisation Concepts, South-Western, London. 

Holderness, C G, and Sheehan, D.P . (1985) Raiders or saviors? 

Ingham, H , Kran, I. and Lo estam, A (1992) "Mergers and profitability: a managenal success 

tory?", Joumal of Management tud1es, 29,195-20 . 

James . and Van, H.(2002 . Financtal Management and Po he , 12th dttton 

Jemi on, 0 .8 . and itkin B. (19 6) orporate cqui iti n · Pr ce Pe pe ti e. h 

dem of 1an em nt Re i w, 11 ,1 -16 

, nd J 

andu tn I 

an p r 

(2 and cqui iti n · their r 1 tn 

for lndu t •, 



Kaplan, S.N. and Weisbech, M.S. (1992). Th 

Divestitures. 

u cess of Acquistions. Evidence from 

Kim, E. H. and Vijay S.,(199 ) M rg • n t t. rk t P wcr: Evidence from the airline industry, 

The American L~conomt · R \' " 

Kiplagat, E. (2006) Ff1'• ·t · f I·~~ 1 t1 Financial Performance Of Companies Listed At The 

niverstty of Nairobi . 

Kon tantino , P. V and p t to G. ., (2008). "The Effects of Acquisitions on the Market 

Value of the Banking ector: An Empirical Analysis from Greece" European Journal of 

cientific Research ,l 'N 1450-216X.24 410-419 EuroJournals Publishing, Inc. 

Kothari, C.R. (1990). Research Methodology. Vishwa Prakashan: New Delhi . 

Lev, B. (1983), "Managerial incentives in mergers and their effect on shareholder wealth", 

Midland Corporate Finance Journal, 1, 29-35 . 

Long, M., (1991). "Financial Systems and Development'', Economic Development Institute of 

the World Bank, (FDI) Working Papers, Washington D.C. 

Maranga, C (20 1 0). Effect of mergers and acquisitions on cost and scale efficiency of the 

combined commercial banks in Kenya. Unpublt hed MBA Project. University of airobt 

Maslow, . H. (1943) " Theory ofHuman Mottvatton,"Psychologtcal Revtew, 0(4) 70-96 

Mather, B. (2000) t•rging lntere.\1 , Baring Foundation, London. 

cO nald . J., ulthard . and ng, P. (2 "Planning for a ucc · ful merger: e 

fu 

rom an u tralian tud ," .loumal (~((1/oha/ H11\in •.n and 1e lmology. 

td 1u nd ( I 

tr r P 

R carch 

lu tion ir bi , K n 

nd uantit tiv 



Mugenda, O.M and Mugenda, A.G (2003) Re ear h Methods, Quantitative and Qualitative 

Approaches, Acts Press, Nairobt 

Mukele, W. (2006). A urv '1 hat I termine The Choice Of Mergers & 

Acqui ition Pattn r. In K n \ linl ul ltsh MBA Project. University of Nairobi. 

Muthiani, M N ( 008) Ct ) · · ·ultu• I ·p ttve of mergers and acquisitions: The Case Of 

Gla ·mithklm K nya PI . Un]ubli.~hed MBA Project. University ofNairobi . 

Nadeen ( t9 ). " l bal Finance risis: Implications for Africa", University of Maryland, The 

Robert mith chool ofBusiness, College Park. 

Nambisan, S. (2002) "Complementary product integration by high-technology new ventures: the 

role of initial technology strategy", Management Science, 48,382-98. 

Ndungu, B. M. (2011). Effects of mergers and acquisitions on the financial performance of 

commercial banks in Kenya. Unpublished MBA Project. University of Nairobi . 

Ndura, M. K. , (2010). Effects of mergers on financial performance of insurance companies in 

Kenya. Unpublished MBA Project. University of Nairobi. 

Ngechu M . (2004), Understanding the research process and methods. An introd uction to 

re earch methods Acts Press, atrobt 

yagah, B W., (2007) Doctor's Perceptton Of Merger & Acqmstttons In The Pharmaceutical 

Indu try In Kenya. npubli.\hed MBA Proje t. niverstty of atrobt 

land, . , a lor, .R Zou 2 1 ), " electing international m de of ent and 

etin lntetli' nc · Plannin ', 19,1 -61. 

on nd ' cqui iti n . \i hin rt n, . Bur u 

I 



Reshcke, W. and Aldag R. (2000). The Bu in 

Organization Effectivene s, In 

Ca for Culture Change, Center for 

Roll , R (1986), "The hubn h p th t. 

216. 

q rat take vcrs", Journal of Business, 59,197-

Ro s, A. , Wcstctficld. R W nd J It . . (l 9). Corporate Finance, McGraw-Hill, New York, 

19 . 

Ro s .. , W, terfield, R W and Jaffe J. (2008). Corporate Finance 8th edition. United states 

McGrawHill ompantes. 

Sales A.L. and Mirvis P .H. (1984), When Cultures Collide. Issues of Acquisition. 

Salleo, C. (2002), "Essays in banking and corporate finance (Italy, mergers and acquisitions)", 

PhD thesis, Harvard University,l-132. 

Samuels, R. M. (2005). An implementation Matrix for Mergers and Acquisitions . Dissertation, 

University of Johannesburg. 

Schraeder, M . and Self: D .R. (2003), "Enhancing the Succes of Mergers and Acquisitions: An 

Organisattonal Culture Perspective", Management I ec1sion. 41 , S 11-522. 

chumann, L. (1 993 ). Patterns of abnormal returns and the competitive effects of honzontal 

mergers, Re iew of indu tnal Organization . 

eth, A. (2000 " ources of Value reation in cqui 1tlons An mpincal In e tigation ." 

Strat>gi fan gem 111 .lou mal 1/ (2) : 99-115 . 

erz • 1.J • 'tamti \ for P ople in ,\'tati.Hi . 2nd edn ge pubhcat1 n. 

f P rticip ti ud ' tin , .. 

-7 

7 



Shimizu, K., Hitt, M., Vaidyanath, D. and Pisano . (2004). "Theoretical foundations of cross-

border mergers and acquisitton urr nt re earch and recommendations for 

the future" , Journal of Intern tion z/ \ f mI.~''"' 'Ill, . I 0,307-53. 

Song, M.H. and Ralph, A W ( < 

the 'acqUJ. 1tt n pt )babilit ' h 

\I n tmal R tum to rivals of acquisition targets: A test of 

th , .Journal of Financial Economics. 

Stigler, . J. (I Q 4) th • rv f li l , Journal of political Economy 72, 44-61 . 

Stillman, R., ( 1 ) · amining antitrust policy towards horizontal mergers, Journal of 

Financial Econorm 11, 224-240. 

Sudarsanam, P . . (1995). The Essence ofMergers and Acquisitions, Prentice-Hall , London. 

Sven-Olof F. (2005). Industry Concentration and Welfare: On the Use of Stock Market 

Evidence from Horizontal Mergers. 

Trautwein, F., (1990). Merger motives and merger prescription. Strategic Management. 

Vasconcellos, G.M., and Kish, RJ. (1998). "Cross-border mergers and acquisitions : the 

European-US experience", Journal of Multinational Financial Management, 8,431-50. 

Very, P., and chweiger, D.M. (2001). "The acquisition process as a learning process: evidence 

from a study of cnttcal problems and solutions in domesttc and cro s-border deal ", 

Journal ofWorld Bu me . . ,36 11-31. 

Vinten, G (2000 . " thical aspec of mergers and acquisttton m urope" , in Mahone , J., 

at lance, Bus in thic m ew ur pc Kluwer cademtc Publi h rs, 

rdr ht 11 - 7. 

\ It r, JB " 1 na m nt tn nd u1 tti n " 

m nt .l um rl, II , t 6. 



Wangui , F. N. (2007). A Survey Of Mergers & qui ition Experiences By Commercial Banks 

In Kenya. Unpublished MBA Proj t, nt it fNair bi . 

Weinberg, M . (2007). H nt nt. I M n r ; .Journal of competitive Strategies 

3, 129-31. 

Weston, F. Mitchell, M 111d ulh lin. H. (2004). Takeovers, Restructuring, and Corporate 

(lovemancc . pp 't addl Rt er, J Pearson/Prentice-Hall. 

Wullaert , . ( ... 00-) uc · ful lergers and Acquisitions, Garant Publishers, London. 

Zollo, M. (200 ), "Mergers and Acquisitions and corporate growth: introduction", European 

Management Journal, 21,176. 



Appendix 1: Li t of erg d ommercial Banks 

St·. no. N arne of bank Veal' ofrnel'ger 

I onsolidat d B nk lf K ·n ' l t 1989 

2 r dit A)"· I lnd ·u 10.11.1994 

3 Trru1 natt nal Ban Ltd. 28.11 .1994 

4 Bank of Baroda (K) Ltd. 02.12.1994 

5 First American Bank (K) Ltd. 05.09.1995 

6 Bank of India (Africa) Ltd. 15.11.1995 

7 Stanbic Bank Kenya Ltd. 05.01.1996 

8 Ambank Ltd. 15.01.1996 

9 Delphis Bank Ltd. 17.01. 1996 

10 ommerctal Bank of fnca ltd 26 01 1996 

II ru t Bank K td . 07.01.1997 

12 I B n · I..td 1 . 1 7 

I ( If ( mn I I I 1 · Ltd 24.11.1 

I 



14 Guardian Bank Ltd. 24.11 .1998 

15 Diamond Trust Bank (K) td 12.02.1999 

16 National Bank of K ny t I t • 24.05 .1999 

17 tandard 'hut •t d A· t td. 17.11.1999 

~ 

18 Barela Bank of Kenya Ltd. 22.11 .1999 

19 Habib Bank G. Zurich 30.11.1999 

20 Guardian Bank Ltd. 03 .12.1999 

21 Paramount Universal Bank 11.01.2000 

22 Kenya Commercial Bank Ltd. 21.03 .2001 

23 Citibank A 16.10.2001 

24 outhem Credit Banking Corp Ltd. 07 12.2001 

. 25 o-operative Bank of Kenya ltd 28 05 2002 

26 In tment · ortgage Bank td. 01.12.2002 

27 omm r ial nk f frica ltd 1.07.2 5 

2 I·AB B n It 31.10.200 



29 Prime Bank Ltd. 01 .01.2008 

30 CFC Stanbic Bank Ltd. 01 .06.2008 

31 Kenya C mtn r 't \I B \nk I imit xi 01.02.2010 

32 Jamti 13 m 13 nk td. 11.02.2010 

~ 

33 quat rial mmerctal Bank Ltd 01.06.2010 

Acquisitions 
k 

Dubai Bank Ltd. 01 .04.2000 

Bank of Africa Bank Ltd. 30.04.2004 

·-
Ecobank Bank Ltd. 16.06.2008 

ource. Banking upervision Report 2011 . 
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