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ABSTRACT

The objective of this study was to establish thetdis influencing the performance of
mergers and acquisitions of international compamé&enya in the case of CFC Stanbic
Holdings limited. The specific objectives of thimidy were; to determine the extent to
which CFC Stanbic Holdings Ltd has adopted merged acquisitions as a strategic
approach and to determine the factors that haveeinfed the adoption of such a
strategic approach. The study was a case studye ghme unit of analysis was one
organization. The population from which the primalgta was collected was the top
managers and functional heads. The primary datecelsected using an interview guide.
The data obtained from the interview guide was yar®al using content analysis. This
study concludes that top management commitment sabort is key towards the
performance of mergers and acquisitions like CF@nldt holdings as the results
explained. The results depict a conclusion that tite duty of the top management to
motivate employees with the necessary level of ciment, engagement, confidence
and comfort to work through difficult transitionsich that the top managers inspire a
sense of purpose. The study concludes that CFiStanldings has adopted various
communication channels which ranged from emalil, tmge, notice board, internal
memos, phone calls, communication, text messag#ésesd, reports and submission of
proposals. The study concludes that the variouscsf financial management in the
CFC Stanbic merger are but not limited to the allmn of assets and liabilities over time
under conditions of certainty and uncertainty, tdgimg sources of funds for the
organization, ensuring there is adequate returnshi@reholders, meeting regulation
requirements, ensuring safety on investment ananpig sound capital structure for the
organization (merger). This study concludes thatdmployees in the organization have
embraced culture to a great extent. The study adesl that the culture at CFC Stanbic
Holdings had a deep impact on the performance @l@yaes. The study concludes that
there are various risks that influence the perforceaand the growth of CFC Stanbic
holdings. It was due to good culture managemerituhay was created, openness was
achieved and that opportunities were created adogegs interact altogether at CFC
Stanbic Holdings. The study recommends the adoptioa transformational type of
leadership for it is the most effective in casegmhtwo or more organizations merge to
achieve a goal. There is need for the managerbdanotganization to ensure that the
communication systems were monitored, right infdramareach the right people hence
avoiding creating confusion and conflict. This studcommends that the management
adopt even more new financial management aspeaispearscesses that are key in
promoting the growth and performance of CFC Stafiaildings. The sole role of the
management is to ensure that there is a harmonidade.
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CHAPTER ONE: INTRODUCTION

1.1 Background of the Study

The developments in the global banking industryha last two years have also been
dominated by the sub-prime crisis and the liquigitgblems that have followed from it.
These problems have made financial institutiondieas about voluntary mergers and
acquisitions; this year's focus is more likely ®rore on minimising the impact of the
sub-prime crisis on existing operations, as eviddruy the large write-downs announced
by most of the world's major banks. Notable exaei have been the mergers and
acquisitions brought about as a result of finandisiress such as the acquisition of Bear
Sterns by JPMorgan in the USA, and that of SachBebl Landesbank Baden-
Wirttemberg (LBBW) in Germany. Informed commentatare suggesting, however,
that further consolidation leading to increasedesds likely to be the best long-term
solution to problems such as those caused by thse crisis, so the trend is probably
likely to continue as soon as the immediate probldrave been overcomes (Boston

Consulting Group, 2008).

Most of the decline in the number of organisatiar@s due to mergers and acquisitions
(Jones and Critchfield, 2005). In the USA, mergansl acquisitions were the single
largest contributor to the net decline in bankirgamisations in every year but one
between 1984 and 2003. During the entire perioti238,individual bank and thrift

organisations disappeared through mergers and ngpoldompany purchases. A large

majority of these were domestic (86 percent), sagiproximately half-and-half between



horizontal (same product category-banks acquiritigerobanks) and diversifying (into

new product areas such as insurance or stock-lgp{@erger et al., 1999).

Factors such as globalization, liberalization anfbrimation technology developments
have contributed to the need for a more competitresilient and robust financial
systems in the world. According to the United NasioConference on Trade and
Development (UNCTAD, 2008) the competitive finamdiadustry requires that each

organizations to reorganize its strategies in otdeurvive the circumstances.

1.1.1 Mergers and acquisitions

Mergers and acquisitions, nowadays, play significales for helping companies achieve
certain objectives and financial strategies (Hopk& Chaganti, 1999). According to
(Chiplin & Wright, 1987) both the terms “merger” dafiacquisition” mean a corporate
combination of two separate companies to form amapany and they are often used
synonymously in practice but there are slightlyed#nt meanings between them. Several
decades ago, mergers and acquisitions have seldonmated the headlines as much as
at present whereas, the pace and scale are rerf@nkdbe world (Junnonen, 1998). For
instance, academic research has shown substamtigers and acquisitions activities in a
wide range of sectors, such as banking, insurgstta;maceuticals, electricity, oil, gas,
automobile, steel etc. In the US, corporations speore than $1.7 trillion on mergers
and acquisitions in 2000 (Brealey. et al., 2006)th%® beginning of 2005, mergers and
acquisitions market showed a strength return inynsactors (Kreitl, et.al, 2002). There
is no more suspense, the merges and acquisiti@werT reigns on the large world

companies and became a phenomenon of the busires thvat cannot be ignored.



Mergers and acquisitions occur by waves and itaidiqularly the case of the banking
sector, undergoing currently many changes. The energn the recent past have
experienced challenges towards their aim in achgtneir objectives. Various factors
like leadership, culture, management support, aoehnecunication and organization
structure influence the performance of mergers. meeger of CfC Stanbic Holdings

Limited cannot therefore be overlooked.

1.1.2 Financial Sector in Kenya

The financial sector in Kenya comprises of the lragland non-banking industry. The
Banking industry in Kenya for examples, governedthiyy Companies Act, the Banking
Act, the Central Bank of Kenya Act and the varigusdential guidelines issued by the
Central Bank of Kenya (CBK). The banking sector \Wasralized in 1995 and exchange
controls lifted. The CBK, which falls under the NAiter for Finance docket, is
responsible for formulating and implementing monet@olicy and fostering the
liquidity, solvency and proper functioning of thedncial system. As at December 2008
there were forty six banking and non bank institasi, fifteen micro finance institutions
and one hundred and nine foreign exchange burd@des.banks have come together
under the Kenya Bankers Association (KBA), whiclves as a lobby for the banking
sector’s interest’s .The KBA serves a forum to addrissues affecting members. Over
the last few years, the Banking sector in Kenya t@stinued to growth in assets,
deposits, profitability and products offering. Tgeowth has been mainly underpinned
by; an industry wide branch network expansion sgwtboth in Kenya and in the East

African community region. Automation of a large ren of services and a move



towards emphasis on the complex customer needsrrttan traditional ‘off-the-shelf’
banking products.

Players in this sector have experienced increasepetition over the last few years
resulting from increased innovations among thegspand new entrants into the market

(www.centralbank.go.Re This has so far forced unwanted mergers andisitiqns by

financial institutions to avoid down falls or protecsynergy. The main challenges facing
the Banking sector today include; New regulatidfsy; instance, the Finance Act 2008,
which took effect on 1 January 2009 required baakd mortgage firms to build a
minimum core capital of KShs 1 billion by DecemBR&12. This requirement, its hoped,
will help transform small banks into more stablgaorisations. The implementation of
this requirement poses a challenge to some ofxis¢éireg banks and they may be forced
to merge in order to comply. Global financial igxperienced in late 2008 affected the
banking industry in Kenya especially in regard &palsits mobilization, reduction in
trade volumes and the performance of assets. Othdtgled declining interest margins

(www.centralbank.go.ke).

1.1.3 CFC Stanbic Holdings Limited

CfC Stanbic Holdings Limited is a Kenya-based hwjdicompany, engaged in the
provision of banking, insurance, financial and tedaproducts and services. It provides
through its subsidiaries life assurance, genemalramce, fund management, investment
banking and stock broking services. Formerly, CR&nBic Bank Limited merged with
the Kenyan American insurance company limited atayan-based bank, engaged in
the provision of banking, insurance, financial aelhted services. The Bank is now both

an operating, as well as holding company, providihgpugh its subsidiaries; life
4



assurance, general insurance, fund managemenstmneet banking and stock broking
services. The Bank operates in two segments: bgn&imd related services, which
includes taking deposits, lending to customers @mdision of financial, advisory and
stock broking services, and insurance, which inetuthsuring risks for all classes of
insurance business. The Bank&rsquo;s subsidianekide CFC Financial Services
Limited, CFC Holdings Limited, CFC Investments Lied, Equity Stock Brokers
Limited, The Heritage All Insurance Company Limitédali Limited, The Heritage All

Insurance Company (T) Limited and CFC Life AssumncLimited

(www.cfcstanbicbank.co.ke).

1.2 Research Problem

Mergers in commercial banking industry operate merde segments and environment;
they also formulate and implement strategy in a \@mpetitive business world. The
more popular the company’s shares, the higher @sket value and vice versa. These
companies are now under pressure from the staketsotd delivery superior year on
year performance and return good dividends. Mergeesperformed in the hopes of
realizing an economic gain. For such a transad¢tdoe justified, the two firms involved

must be worth more together than they were aparaB, 2007). In principle, the

decision to merge with or acquire another firm isagital budgeting decision much like
any other. But mergers differ from ordinary investrhdecisions in at least five ways.
First, the value of a merger may depend on suclyshas strategic fits that are difficult to
measure. Second, the accounting, tax, and lega&ctspf a merger can be complex.

Third, mergers often involve issues of corporatatc®d and are a means of replacing
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existing management. Fourth, mergers obviouslycaffiee value of the firm, but they
also affect the relative value of the stocks anadso Finally, mergers are often
"unfriendly” (Straub, 2007).

Locally, various researchers have researched ofiefldeof mergers and acquisitions. For
example, Kiplagat (2006) researched on the effeictsergers on financial performance
of companies listed at the NSE, Mukele (2006) cotetll a survey of the factors that
determine the choice of mergers & acquisition padnn Kenya, Nyagah (2007) studied
doctor’'s perception of mergers & acquisitions ie fpharmaceutical industry in Kenya,
Njoroge (2007) did a survey of mergers & acquissgi@xperiences by commercial banks
in Kenya while Muthiani (2008) researched on cragsural perspective of mergers and
acquisitions: the case of GlaxoSmithKline Kenya PLU{one of these local and
international studies focused on the factors imftuleg the performance of mergers and
acquisitions of local international organizationkel for the CFC Stanbic Holdings
limited. This study sought to fill the research dgpestablishing the factors influencing
the performance of mergers and acquisitions ofmatéonal companies in Kenya in the
case of CFC Stanbic Holdings limited. The studyeminio address the questions: what
are the factors influencing the performance of meygnd acquisitions at CFC Stanbic
holdings and to what extent do the factors infleeperformance of s and acquisitions at

CFC Stanbic holdings?



1.3 Research Objectives
The objectives of the study were:-
i.  To determine the extent to which CFC Stanbic Hadihtd has adopted mergers
and acquisitions as a strategic approach.
ii. To determine the factors that have influenced tih@ption of such a strategic

approach.

1.4 Value of the Study
The study will help the management in the CFC Stahbldings limited understand the
issues surrounding mergers and acquisitions i trganization set up. This may help

them come up with new strategies towards effecha@agement of their merger.

The study findings will contribute to the broademif the knowledge base on the topical
issue of the stockholder analysis. This will heliden the knowledge of the stakeholders

when making decisions on mergers and acquisitions.

The study will therefore add to the body of knovgedo both future and past studies
since most of the ones that have been done aretfrerwest (King, et al., 2004; Galpin
and Herndon, 2000) and cannot be generalized tolaite situation since business

environment is completely different.



CHAPTER TWO: LITERATURE REVIEW
2.1 Introduction
This chapter presented the literature reviewed oergers and acquisitions in
organization from books and journals from varioughars and academicians. The main
areas presented in this chapter were; mergersaquisgtions concept, review of theories
and models on mergers and acquisitions, effect efgers and acquisition, conceptual

framework and critique of the reviewed literature.

2.2 Mergers and Acquisitions

Hax and Majluf (1996) defined mergers and acquisgias a means of establishing the
organizational purpose in terms of its long-termeotives, action programs and resource
allocation. A major obstacle faced by organizatisesking to merge or acquire others
has been that of identifying the business areahithwa firm should participate in order
to maximize its long-term profitability (Hill & Jas, 2001).

David (1997) explained a merger as a process thaire when two organizations of
about equal size unite to form one enterprise. Thuergers involve friendly
restructuring of the assets and resources for ¢dingpanies involved in the combination
(David (1997). Majority of mergers are friendly aack recommended by the directors
and shareholders of both companies (Hill & Joné8,12.

The important factors that influence corporatetsgw is the environment in which a
company is operating. It is, in the search of fl&aesponses to that environment, that
an organization realizes that it neither has thengths needed, nor the time required to

develop such strengths as the opportunity mightlgst that it seeks and identifies



another firm with which to merge or to acquire,tthas appropriate capabilities and
competences (Hubert and Edward, 2006).

According to Pike and Neale (2002) merger strategie associated with the pooling of
the interests of two companies into a new entexpeguiring the agreement by both sets
of shareholders. Firms will thus seek that stratggisition that will provide them with
the maximum impact on the external environmengrimdl resources and competencies,
and the expectations and influence of stakehold@@tsnson and Scholes, 2002). Mergers
and acquisitions strategies are used by firmsrategjic positioning.

A takeover or an acquisition, on the other handdefned as an acquisition by one
company of the share capital of another in exchémigeash, ordinary shares, loan stock,
or some mixture of the two: this directly resultsthe identity of the acquired being
absorbed into that of the acquirer (Pike and N&#82). Hill and Jones (2001) posit that
a takeover is when the acquiring company gainsrobmf another without the co-
operation of its existing management. The acquets control of majority of the stock
and ousts the existing management. The acquiringpaay usually joins forces with the
key shareholders, or purchase stock on open maokety soliciting proxies.
Consequently, as highlighted by Pike and NealeZp@tany takeovers are hotly resisted
by shareholders and the management of the entities.

Acquisitions and mergers of other companies arestment decisions that should be
evaluated on essentially the same criteria as wigsm assets such as machinery and
equipment are purchased. Indeed, the 'make ordegision process can be conceptually
applied to the acquisition process (Pike and Nea(®)2). Competitive advantage,

according to Porter (1980), results from a firnbdity to perform the required activities

9



either at lower costs than their rivals or diffdrating products that create buyers value
so as they command a premium price. A company sgédki merge or takeover another
firm will evaluate all options so as to acquireghegeneric strategies. Gain may also
emerge from a particular way of combining resourddgest mergers and acquisitions,
therefore, will be pooled to the attractivenesshaf target in areas like product design,
manufacturer's technology, good management tigtantial discipline and the market
share (Hill and Jones, 2001).

Other instances refers takeover as acquisition. ©perational definition in the
researchers view prefers the merger definition efined above but use takeover and
acquisition interchangeably. If a merger or an &itjon is proposed in a market that is
already dominated by a few firms or the merger e®es the number of firms in an
expanding market, or a merger or an acquisition asagntry of other firms quite
difficult, regulators may challenge such a mergesiroacquisition (Hill and Jones, 2001).
A number of scholars argue that mergers and at¢guisiof companies are a common
and important response to globalization and thenging market environment (Boateng
and Bjartuft, 2003). Despite the increasing poptarf mergers and acquisitions, it has
been reported that, more than two-thirds of larggger deals fail to create value for
shareholders in the medium term (Reshcke and AR2@)). Reshcke and Aldag (2000)
found that the profitability of target companies, average declines after an acquisition.
However, the effect of M&A on innovation performanchas been discussed
controversially. While mergers have been regardeeféective instrument for reaping
benefits of both scale and scope, this is ofterrafor granted without any further

specifications.
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2.3 Types of mergers and acquisitions

According to Gaugham (2005) there are four mairegaties of M & A: horizontal,
vertical, conglomerate and cross-border. Horizomas. A describes that one company
merge with or acquires another one from the sansnbss field. For example, the
Vodafone Group (UK) acquired the German telecomeations giant-Mannesmann AG
in 2000. Horizontal M & A may arise from the podsikide effects on competition in the
same industry, in that after horizontal M & A, coamges may occupy a monopoly
position by decreasing the number of firms in tlene field (Weston et al., 2004).
Vertical M & A refer to the vertical integration @fvo firms, which operate in the same
production line. Specifically speaking, there ave major categories of vertical M & A,
which are forward integration (i.e. the acquirerpaxds forward of the ultimate
consumer) and backward integration (the buyer edpdackward to suppliers of raw
materials) (Brealey et al., 2006). The primary osasfor companies to be vertically
integrated are “technological economies such as aweidance of reheating and
transportation costs in the case of an integratedand steel producer” and the reduction
of transaction cost (i.e. “the cost of searchinggdoces, contracting, payment collecting,
and advertising and also might reduce the costsoaimunicating and coordinating
production”) (Weston et al., 2004). Conglomerate&M\ refer to a combination of two
firms which do business in diverse fields. Thisckiof M & A is the least popular
nowadays (Brealey et al., 2006). There are thréegoaes of conglomerate M & A:
product extension mergers, geographic market extensnergers and the other
conglomerate mergers (Weston et al., 2004; Sudansa@003). Cross-border M & A

refer to M & A across national boundaries and imraj substantial cash flow into other

11



countries (Sudarsanam, 1995). The typical exangplkee biggest cross-border M & A at
the beginning of 21st century -Vodafone (UK) acgdiMannesmann AG (Germany) and

it has a record of worth $203 billion (www.investolia.con).

2.4 Review of theories on mergers and acquisitions

Porter's Generic strategies can be successfulkedinto organizational performance
through the use of key strategic practices. Per{@®85) generic strategies of low cost,
differentiation, focus and combination strategies generally accepted as a strategic
typology for organizations. Porter’s, (Porter, 198w that low cost and differentiation
are discrete ends of a continuum that may neveadseciated with one another has
sparked much conceptual debate and empirical @sedhis debate may have been
encouraged in part because of the absence of cuatdqilding blocks supporting his
value system theory. Scholars have since develtipeory to counter Porter’'s view,
suggesting that low cost and differentiation matpalty be independent dimensions that
should be vigorously pursued simultaneously (Matt#00). Although many firms
pursuing cost and differentiation simultaneouslyriacome stuck in the middle, there is
clear evidence to suggest that at least some firave been successful in achieving
superior economic performance by pursuing both rtdeges (Rockar, 2004).

This will provide senior management with a mechanier assessing the organization’s
strategic position (Lackman et al., 2000), and &heunsure that market driven strategies
are formulated and implemented in order to delfgeiperior customer value” (Cravens,

1998).
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Pike and Neale (2002) have highlighted the fact thi@anizations have not only
embraced competitive intelligence but that senianagement has gone a step further
and implemented counterintelligence measures. Ehggest that corporate intelligence
staffs need to remain open minded and critical tltle appropriateness of existing
organizational intelligence systems, and liaiseselyp with marketing staff to devise

industry specific intelligence systems.

Different kinds of social processes, patterns arattires together determine the social
capital of a social unit. Many investigators havemdnstrated that social capital at
various levels from individual to group, organipati and national level foster the
knowledge sharing, learning, reduced time and &etien costs, reduced redundancy,
reduced probability of opportunism and cost of nammg (David, 1997), encourage
cooperative behavior, thereby facilitating the depment of new forms of association
and competitive organization (Ghosh, 2001).

Jo-Vnovic and Rousseau’s (2002) Q-theory consinenger s as vehicles for technology
transfer and capital reallocation, addressing taeket valuations-merger waves link and
incorporating a synergies. In this case they shmat tmergers and acquisitions (M&A)
are a way of completing such transfers quickly affér evidence that technological
shocks underlie most of the merger waves experienteghe economy over the 20th
century.

A key implication is that firms with high values ®bbin's Q (defined as the ratio of a
firm’s market value to the replacement cost ofagsets), and therefore greater potential

to raise the value of target assets, will use atguns more intensely than purchases of
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more costly new capital. Indeed, using exchandedidJ.S. firms from Standard and
Poor's Compustat database for 1970 to 2000, Jovaaon Rousseau (2002) found that
M&A investments are more sensitive by a factor @ ® Tobin’s Q than are direct
investments. Since transactions costs (brokeragml,|etc.) associated with M&A are
considerable, however, firms must weigh these cagtsnst the advantages of M&A

over direct capital investment.

2.5 Factors influencing the performance of mergerand acquisitions
The following section presents the literature resd on factors influencing the

performance of mergers and acquisitions.

2.5.1 Top management commitment

Inability of managers to adapt to the changes tirte present in the organizations
external environment called for the replacementhef poor management; subsequently,
being a potential source of gain from acquisitibhir¢is and Marks, 1997). Changes in

the environment that included; dynamism in innawatand technology and the ever

changing competitor’s strategies lead to a needdguorate restructuring.

2.5.2 Communication as a factor

There was need to ensure there was adequate cooationion the entire process and
that the information was disseminated on regulaisbt all the employees (Messmer,
2006). Communication influenced the employees’ itgbilo adopt a new corporate
culture, successfully go through the change proaedseffectively dealt with the stresses

and strains involved in the combination process p@paum, 2000). According to
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Messmer (2006), organizations that pursed an M&®&cess may apply the following

strategies that to address the anxiety that atsmgl the combination process amongst
employees: early communication and staff involvem&arly communication included

timely, honest and direct information and a reiglisissessment of future opportunities
and obstacles. Staff involvement ascertained thieegorocess had the employees’ ‘buy
in’, support and cooperation. On the other handif shvolvement involved ensuring

there was staff involvement and in the process #malr concerns, proposals and
feedbacks are collected and addressed. On a stlyucted on the perception by
employees affected or involved in a cross borderAVi&ocess the results indicated that
on most occasions’ management failed to keep erapkynformed about negotiations
and changes that affected their jobs (Lazaridi®320According to Lazaridis 2003, as far
as communication was involved, it is important thately and adequate information is

provided on a regular basis.

2.5.3 Financial Management

As the organisation moves through the pre-dealgtiae due diligence becomes a
particularly important task and must be considérech two perspectives. The first is
financial, where "deal breakers" are most likelyatise. The financial perspective
includes such matters as the funding of pensiomsplalan structures, and risks and
liabilities that may be associated with workers pemsation, collective agreement
provisions and employment-related litigation. Tlaeiations in legal, accounting and
reporting practices that exist from country to doymave increased the complexity of

conducting thorough financial due diligence. Inaete estimates of financial liabilities
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for pensions or retiree medical benefits can pa#ykliminate any financial gain from

the transaction (Applebaum, 2000).

2.5.4 Culture as a factor

According to Chatterjee (1992) emphasized need® tiaid on that ensuring there exists
a cultural fit amongst the organizations intendingcombine in order to avert post
merger challenges and conflict. In the event tl# tombining organizations have
similar cultures and core values, they may, witimsoendeavor, be successfully
coalesced; but, no amount of underhand measurésasudishonesty and coercion can be
successfully applied to achieve a cultural fit. tGréd and people issues have been cited as
the most common factors for M&A failure in six magtudies. The research has shown
that 70% of mergers and acquisitions fail to achitheir anticipated synergies, and 50%
suffer an overall drop-off in productivity in therdt four to eight months. "People
problems” were cited as the top integration faili&etor in a sample of 45 CFOs from
Fortune 500 companies that had recently mergecquiied. Brealey, Myers & Allen
(2006) reported that cultural differences can beoarce of confusion, hostility and
distrust between the members of merging organiaatend a major contributor to the
high failure rates reported in M&A literature foreta-analyses of post acquisition
performance research). In a survey of more than @U6f executives of European
companies conducted by Booz, Allen and Hamiltospoadents ranked the ability to
integrate culturally as more important to the sascef acquisitions than financial and

strategic factors.
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2.5.5 Risk Management

Senior management should continually assess amelwrelie issues around each of these
risk factors. The advantage of using enterpriseevindegration as an approach to M&A

is that the actions designed to mitigate risk carnncorporated into project planning and

monitored on a company-wide basis throughout ttegiation process (Dyeret.al, 2004).

2.5.6 Technology as a factor

Managers in mergers and acquisition may face dectg# in that they are often required
to develop and implement strategies to produceneveand growth (Battey, 2000).
Literature published between 1986 and 2011 is exeahto identify the growing role of
IT in the merger and acquisition process as a meadscreasing risk and project costs,
and increasing corporate synergies and projectesscclechnology leaders must also
assess the entire company through the IT lensetermine how they can and must
support the integration of business units and aateo functions—finance, HR,
operations, administration—along with any ratiopaion of product lines and/or
services in those functions. This involves workia¢pngside business teams to
understand their technology needs during and after merger. As part of this
understanding, CIOs must define how best to provideupport for the company’s long-
term growth strategy, including hardware and soféwBor new product and service
initiatives, customer retention and acquisitiong @mtry or expansion into new markets.
A common pitfall in merger integration planningiasplace too much emphasis on the IT
department itself specifically short-term cost sgsgi from integrating IT resources—and
not enough on the IT requirements or new businepalilities needed to bring the

company’s other functions together or to suppotur growth. This occurs when
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executives from IT and the main business are notlignment during the strategic
framework, analysis, and design stages. GivenlThegsources are likely to be stretched
thin during merger integration, technology leademsst take a systematic approach to
ensure that these resources get deployed in the effestive way. When IT is looped
into the process of integration planning earlyibonan work in conjunction with business

teams to decide how best to prioritize projects.

2.6 Effect of mergers and acquisition in the bankig industry

One of the major motives is on shareholders gaihglwrefer to the increase in the
market value of the firm due to the merger. A fimay increase its market value by
increasing its profits. Increasing profits, in tuis possible by decreasing costs, operating
more efficiently, implementing optimal incentives managers or enhancing market
power. Through mergers and acquisitions, a firm rrayease its market value by
increasing its profits. Increasing profits, in tuis possible by decreasing costs, operating
more efficiently, implementing optimal incentives managers or enhancing market
power. Farrell and Shapiro (1990 and 2001) disistged efficiency gains in technical
efficiencies and synergies. They defined techneféitiencies as those that could be
obtained by other means than merging, in particidgrinternal growth, joint ventures,
specialization agreements, licensing, etc.

A firm is said to have economies of scale wherawsrage cost decreases as total output
increases. More strictly, economies of scale amiten the higher the production, the
lower the marginal cost. In the short run, whengitel capital is held fixed economies

of scale make production less expensive. In thg lam, they may result from the
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coordination of the merging firms’ investments imypical capital. So, short-run
economies of scale may result from mergers begausag two firms allows getting rid
of double fixed costs, i.e., costs that involve adstrative tasks, customer service,
billing, etc.

Economies of scope are economies of scale gereatatizmulti-product firms or to firms
related by a chain of supply normally reached & #werage cost of producing two
products separately falls when the products arelymed jointly. More technically,
economies of scope exist when the higher the ptaguof say, A the lower the marginal
cost of B, provided A and B are related in one wayanother within the same firm
(Motta, 2004).

Economies of vertical integration are revealed wtiem sum of the cost of separately
owned stages of production falls when a single fiperforms the two stages of
production. These cost savings can be localizatartechnical relationship between the
two stages of production or in the market transasticosts (distribution costs). For
instance, acquisitions of technical support, praompttraining, equipment and financing
are often seen as factors generating efficiencysgiom vertical integration. Vertical
integration can also be seen as an instrumentewept opportunistic behavior among
firms that have common investment contracts (omen fabandoning the investment
project before it ends) that would be possible wtige (if firms remain separated). In
this context, positive effects on specific investitsethat manufacturers and retailers may
have together are also presented as an argumefitoaéncy gains in vertical mergers.
Synergies are generally associated with a shifthen production possibilities of the

merging parties that go beyond technical efficieagassociated with changes within the
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joint production capabilities of the merging pastiée., economies of scale or scope).
The diffusion of know-how, in turn, can be achieweden the merging firms exchange
different R&D activities, patents, human skills,daarganizational culture. Since these
assets are in general non-tradable, firms can hdrah their combination uniquely by
merging.

If the merging firms have different technologicabhpabilities, human capital,
organizational cultures, patents, or simply knowrhand it turns out that they are
complementary to each other; then, by putting thegether, they will most probably
achieve a technological progress. Such a techradbgirogress can take the form of
product or process innovation (Roller, Stennek#aroven, 2006).

R&D is a very powerful non-tradable asset that ciormt in better ways (by merging
with a complement) may allow for a technologicadgress and an increase in the firms’
joint production possibilities. According to RolleBtennek and Verboven (2006), an
acquiring firm may see a high R&D target as a fastean of investment on R&D than
internally expending on it. Indeed, often mergimgng claim that by integrating their
R&Ds they will faster introduce new or better gtalproducts and innovate in cost
reducing processes.

Cost savings is a very general concept that magttaeed in many distinct ways. Fixed
costs are those that do not vary with productiontbat are necessary to produce. They
include for instance administrative support, pubdilationships, maintenance of property
plant and equipment, salaries, advertising, eteerAge costs vary with production, by

definition they are total costs divided by totabguction. More often employed in the
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economic literature is the concept of marginal €edgtich stands for the increase in costs
with one extra unit of production.

Financial costs refer to those costs that onlycaftee distribution of costs within the
firm’s administration but not the cost of producticAccording to Roller, Stennek and
Verboven (2006) financial costs savings do not gaeereal cost savings (savings in
productions costs); instead, they involve redistiiilie cost savings. That is, financial
costs do not necessarily imply a value increagbermerging entity; they only reflect a

redistribution of wealth from shareholders to deblders.

21



CHAPTER THREE: RESEARCH METHODOLOGY

3.1 Introduction

This chapter set out various stages and phaseswilhdie followed in completing the
study. It involved a blueprint for the collectiomeasurement and analysis of data. This
section was an overall scheme, plan or structurecaived to aid the researcher in
answering the raised research question. In thigestmost decisions was about how
research was executed and how respondents wereaappd, as well as when, where
and how the research was completed. Thereforesrséttion the research identified the
procedures and techniques that were used in thectioh, processing and analysis of
data; the research design, target population, sagf@chnique, data collection and data

analysis and presentation.

3.2 Research Design

The study was a case study since the unit of aisalyags one organization which is the
CFC Stanbic holdings Kenya limited. A case studyarnsin-depth investigation of an
individual, institution or phenomenon (Mugenda addgenda, 2003). The primary
purpose of a case study is to determine factonshidnge resulted in the behavior under
study. It enables a researcher to get an in-deptbstigation that considers underlying
issues. Since this study sought to gather in-depfibrmation regarding the factors
influencing the performance of mergers and acdaisst of at CFC Stanbic holdings
limited. This is because the case study desigretbier deemed the best approach to

fulfill the objectives of the study.
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3.3 Data Collection

The population from which the primary data was exitd was the top managers and
functional heads in charge of finance, risk managgminformation technology and
operations, human resources, marketing and resefwvdion, and public affairs and
communication division. In this case, only the C&@nbic bank staffs in Nairobi CBDA
were targeted. The primary data was collected uamgnterview guide. An interview
guide is a set of questions that the interviewds aghen interviewing (Mugenda and
Mugenda, 2003). It made it possible to obtain detmired to meet specific objectives of
the study. The researcher will get an authorizakstter from the university explaining

the reasons of undertaking the study.

3.4 Data Analysis

The data obtained from the interview guide wasyaeal using content analysis. Content
analysis is a method for summarizing any form afteat by counting various aspects of
the content. Content analysis is the systematiditgtige description of the composition

of the objects or materials of the study (Mugendd &ugenda, 2003). The themes
(variables) that are to be used in the analysieevieoadly classified into the factors
influencing the performance of mergers and acqaistat CFC Stanbic holdings and to
establish the extent to which the factors influermerformance of mergers and

acquisitions at CFC Stanbic holdings.
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CHAPTER FOUR: DATA ANALYSIS, RESULTS AND DISCUSSION

4.1 Introduction

This chapter presents the data analysis and pegsenbn the adoption of mergers and
acquisitions at CFC Stanbic holdings limited. Thetadanalysis has been based on
various aspects on mergers and acquisitions armdrelative to the research questions
that were attached to them. The primary data usethe analysis was exclusively

collected from top managers and functional headharge of finance, risk management,
information technology and operations, human resesjr marketing and research

division, and public affairs and communication dign.

4.2 General Information of the Respondents

4.2.1 Highest level of education and duration serdein the organization

The study required the respondents to indicate thghest level of education. According
to the data findings, most of the respondents atdit that they had a bachelor’'s degree
certificate, master's degree certificates, higheplomna certificates and diploma
certificates respectively. On the duration the oesfents had worked in their current
position at CFC Stanbic bank Kenya limited, thedgtestablished that most of the
respondents had served in their current positionsl@irations of 5 years, 2 year, 1 year
and 3 years respectively. A few of the respondalss indicated that they had served in
their current positions for periods of one yearleZBome also said that they had served in

their current positions for a period of between 1B6-years. This is an implication that
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majority of the respondents targeted by the studyevexperienced and understood well

on the issues related to the adoption of mergetsaaquisition in the organization.

4.2.2 Position and role of respondents have in tlegganization

The study required the respondents to indicatér ghesitions in the organization.
According to the data responses from the field, shely established that most of the
respondents at CFC Stanbic held various positionghwranged from risk managers,
operations staff, branch managers, assistant memageblic relations managers,
marketing officers from marketing departments anditaor accounting managers and
staff as well.

The study required the respondents to also indite# roles in the various positions
held in the organization. According to the respsnsktained from the field, the study
found out that most of the respondents sampledhbystudy had various roles which
ranged from marketing activities, budgeting, stafhtnagement or human resources
alignment, driving of sales, risk management basetivities and other operational

activities.

4.3 General perception and influence of the top magers towards the merger in the
organization

The study required the sampled respondents to dtelithe top managers’ general
perception towards the merger and acquisition @irtbrganization. On this question,
most of the respondents termed the top managersepgon towards the merger and

acquisition in the organization as positive or vemsitive respectively. Some of the
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respondents were also of the view that only timeiuldidell on the top management’s
perception towards the merger and acquisition & Stnbic holdings Kenya limited.
The research study requested the respondents tcat@dgeneral influences of top
management support and commitment towards the meagd acquisition in the
organization. On this question, most of the respatsl had this to say; that the top
managers have the sole role of conducting dueetitig and drawing up agreements for
the merger, top management is always there to aliganizational cultures that may be
very different between the merging organizationd #rat the top management sets the
right priorities and create positive business maomanand discipline. Respondents also
indicated in their responses that it's the dutytloé top management to motivate
employees with the necessary level of commitmermdagement, confidence and comfort
to work through difficult transitions. Most of thesaid that the top managers inspire a
sense of purpose, coherence, community and tradgt aliows employees to remain
focused and highly engaged on the job.

The study responses also indicated that the sucdedb® merger was measured by the
core competences generated to create value or emlvafue. Towards this respondents
added that the influence of the top managemententie towards the merger of CFC
Stanbic holdings was measured using the paramstiets as market attractiveness and
competitive positioning as a result of cost leadigrand product differentiation which
finally resulted in the long term profit sustaindli and the creation of shareholders
wealth.

Most of the respondents added that good top maragemfluence was behind the

reasons that the new firm benefits from economiescale and synergies drawn from the
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combinations which have led to reduced operatirgjscand/or capital investments, thus
improving cash flow.

The study required the respondents to indicate whatienges were faced by the top
management towards the merger in the organizaf@spondents in this question
indicated that most of the challenges faced weeef#liiure to bring transformational
change, the experience of management leakages \ahicimegative and other related
challenges emanating from managing employees apgnaith different cultures. Other
challenges by top managers in the merger as iriday the respondents were unusual
manager’s compensation which influences growtteffirm, poor leadership styles and

a suspected struggle for power between member iazegams.

4.4 Effect of communication on towards the mergemi the organization

The researcher required the respondents to staile camment on the types of

communication that were normally used in the orgaiion. According to the results

obtained from the interviewees, several types @hroonication channels were used at
CFC Stanbic holdings which ranged from email, nmggtj notice board, internal memaos,
phone calls, communication, text messages, lettepsrts and submission of proposals.

On the question of the influence has each typeoaingsunication process towards the
merger in the organization, respondents indicatbdt tthe presence of good

communication in the organization was essentialato® the successful merger and
acquisitions at CFC Stanbic holdings. Respondaists added that its due to effective
communications channels used such as meetings whathas open field type

communication where issues are well addressed. dbfdsie respondents also noted that
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notice board is where open information is put fbtaasee, and those concerned can take
action, internal memos are mostly used in and leydbrporate section, phone calls or
short messaging services were used when theretimmado post emails or meeting.

The researcher required the interviewees to inglisditether communication system is so
effective towards the merger in CFC Stanbic. On thiestion, it was commented by the
interviewees that effective employee communicatsotie first or second most important
issue in the merger and acquisition at CFC Stanbidings Kenya limited however they
suggested for that some more forms of communicai@nbe adopted.

Most of the respondents said that the communicaticghe merger at CFC Stanbic was
effective in that it helps the employees to acdbpt changes and be informed about
impacts on their jobs and their future with the pamy. They also noted that its through
effective communication that even before a formarger or acquisition is underway,
employees often become aware from indirect infoionabr by chance that something is
in the air. It is human nature to want to know wisatappening. If they feel management
is keeping information from them, quite understdotgathey start to feel anxious.
Managers need to inform employees or the staffliaace.

The study requested the interviewees to indicaecttimmunication related challenges in
the merger of CFC Stanbic. According to the findingespondents said that
communication system in the organization need tonmnitored even though its
effective, right information to reach the right pé® to avoid confusion and conflict,
managers to use the right communication channelsffective communication, the staff
to avoid misusing communication tools to avoid exges and that sometimes the quality

of the communication with employees was poor.
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4.5 Influence of financial management on the mergean the organization

The study required the interviewees to indicate gle@eral aspects of the financial
management in their organization. On this quessome respondents initiated by saying
that the financial management aspects are welhe@éfby its process as a method by
which costs (or expenses) incurred on the progdbimally identified, approved and
paid. Respondents indicated various aspects natetinto the allocation of assets and
liabilities over time under conditions of certairagd uncertainty, identifying sources of
funds for the organization, ensuring there is adegueturns to shareholders, meeting
regulation requirements, ensuring safety on investmand planning sound capital
structure for the organization (merger). Other aspendicated by the interviewees were
sales driving and activities related to tax anchpiag and budgeting.

On the same question, respondents were requestite lsyudy to give comments on any
new financial management process at CFC Stanbatirigd merger and acquisition. On
this question, respondents comfortably indicatedt tthe financial process in the
organization was effective enough and have sorfaured economies of scale, achieved
synergy, better reporting and effective taxatiotivéites. Respondents also indicated that
effective financial management process in the megfeCFC Stanbic holdings has
enabled increase market capital, leverage, highdity and asset returns which effect on
the firms’ profitability, have enabled an efficieassessment of the current resource
position, linking resources to service, planningl an the determination of budget.
According to the study findings, respondents alsalicated that the financial
management process in the merger has helped groupggographically; have enabled

integration of similar units, enabled the settifgtargets for revenue and expenditure,
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setting targets for efficiency and equity, allongtiresources across district services,
ensuring that funds are spent and revenue colleatedrding to the financial plan and

according to the norms and standards set by thestirg, making sure that there are good
internal control measures and monitoring that thesse applied. Due to the financial

process effectiveness, linking expenditures toisergutputs and analyzing with respect
to equity, sustainability, drawing up an annualoré@nd identifying key strategic issues
for the next fiscal year has been well enhancetierorganization.

Most of the respondents indicated that the infleeat the new financial management
process towards the merger and acquisition in tigandzation have led to improved

financial performance of the group and the diveraifon in terms of geography and

shareholders.

4.6 General Aspects and influence of Culture in th®rganization

The study sought the respondent’s views on thergeéaspects and influence of culture
in the organization. On this question the studyp agught the respondents views on the
extent the employees in the organization have etelreculture towards effective
running of the organization. According to the resgEs gathered, respondents indicated
that the five general aspects of culture which wexed, language, art, customs, and
religion and can vary a lot from culture to culture

According to the results on the responses from fiblel, most of the respondents
indicated that the organization culture has enabledinderstanding even though every
person or employee in the organization has owrewifft values and beliefs that he/she

works with. The organization culture as indicatgdrbost of the respondents a deep

30



impact on the performance of employees that usuzdlyse them to improve in the
productivity and enhance the organizational pertoroe and that it brings the
employee’s commitment and group efficiency. Somgpoadents also said that the
organizational culture experienced plays a vergiatuole to adopt the value and beliefs
of the organization in enhancing the performancthefmerger of CFC Stanbic holdings
limited. Most of the interviewees added that evamwividual in the organization has
different culture and he/she first try to adjusmhwith the norms and values of the
organization.

The role of the management in ensuring there igrenbnized culture in the organization
has been to unite employees and other senior statfyate employees on the main goal,
mission and vision of the organization keeping safiérests away. At the same time,
disciplining those on the wrong in terms of not mpating or rewarding them was
indicated by the respondents as one of the keycaspemaintaining a culture full of

harmony. Some respondents indicated that it wastagmod culture management that
unity was created, openness was achieved and h@drtanities were created as

employees interact altogether.

4.7 Influence and types of risk management in therganization

The interviewees in the organization were requi@dndicate the types of risks the
organization have faced since the merger/acquisiteccording to the study findings,

majority of the respondents, the main risks expeere in the organization and listed
were operational risks, staff management risksiestodders risks, financial management

risks and technological risks.
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Respondents were required by the study to explesim view regarding the risks relating
to the following with regard to their organizatio®n this question, majority of the
respondents were of the view that the effect dfsrizften experienced and that mitigation
measures upon each risk type has been put up bygahagement. Respondents said that
some of the risks that went unrealized contributedosses either in terms of assets,
interest or expected outputs in every fiscal yewt eould sometimes lead to retrenching

of the staff to compensate for the experiencecekss

4.8 Types and effect of technologies and their infénce in the organization
Interviewees were also requested to mention whetieee any new technologies adopted
since the merger/acquisition at CFC Stanbic hoklilugited. According to the study
findings, most of the respondents indicated that ibw technologies currently in use
were; innovative financial solutions technologiggernet banking technologies, mobile
banking technologies, customer management techiesloghew risk management
technologies and cash management technologies lassworld-class risk and capital
management systems technologies.

Interviewees had to comment on the influences @f technology adoption since the
merger of CFC Stanbic. Most of the respondentscatdd that new technologies have led
to creation of more services to the clients, hadtb easy serving of customers, and
have led to the provision of various banking optidor clients to choose from and have
increased international and local investments. Adiog to the sampled respondents, the

new technologies adoption have also led to speedingansactions, driving of sales
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through customized technologies and improved oostocare services which have
definitely led to high profits and shareholder \esuespectively.

Respondents also noted that there were challeagesd in the adoption or improvement
of the technologies at CFC Stanbic holdings limitdthong the challenges listed were
that; personnel skills were not always in balandt wew technologies, managers are
sometimes not able to monitor and report on the te®lnologies, capacity in terms of
space required is not enough and that most of ébkenblogical equipments are very
costly while others are not easy to use. Some resgus also indicated that there is poor
handling of the technological equipments leadinglamages and this can lead to poor
outcomes in profits and share values.

Finally, the interviewees were required to comn@nthe general trend on performance
of the organization in terms of profitability, caster base and other determinants. On
this question, majority of the respondents indidatbat the general trend of the
performance of the CFC Stanbic merger was a pesiiive in the recent years since
profits have moved up, no of customers have ineasemendously, many more bank
branches have been created, new products havariesfuced so far, new management
trends based on new technologies have been ado@edyrocesses have been achieved
and that it has become very easy for the manager®hitor the growth of the merger in
terms of the capital structure of the organizatibimese the respondents maintained when
interviewed that these remain the general effetthie® merger and acquisition of CFC

Stanbic Holdings limited.
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CHAPTER FIVE: SUMMARY, CONCLUSIONS AND RECOMMENDATI ONS

5.1 Introduction

From the analysis and data collected, the followiigcussions, conclusion and
recommendations were made. The responses were basi@ objective of the study.

The research study sought to establish on the mthopf mergers and acquisition as a

strategic approach by CFC Stanbic holdings in Kenya

5.2 Summary

5.2.1 Top Management and Merger & Acquisition in tke organization

The study revealed that most of the respondenisetdrthe top managers’ perception
towards the merger and acquisition in the orgammats positive. The study also
established that that the top managers have tleerslel of conducting due diligence and
drawing up agreements for the merger, top managensemlways there to align
organizational cultures that may be very differieetween the merging organizations and
that the top management sets the right priorities @eate positive business momentum
and discipline. It was also established from thi&a dieom the responses that it's the duty
of the top management to motivate employees wighniacessary level of commitment,
engagement, confidence and comfort to work thralifffcult transitions and that the top
managers inspire a sense of purpose, coherencenwoity and trust that allows

employees to remain focused and highly engagetiejob.

The study found out that the influence of the tagnagement towards the merger of CFC

Stanbic holdings was measured using the paramstets as market attractiveness and
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competitive positioning as a result of cost leakdigrsand product differentiation which
finally resulted in the long term profit sustaindli and the creation of shareholders
wealth. The results also showed that the avaitgbitif the influence of the top
management influence towards the merger of CFCb&tdmldings was measured using
the parameters such as market attractiveness angetitive positioning as a result of
cost leadership and product differentiation whictalfy resulted in the long term profit

sustainability and the creation of shareholderdtvea

It was also revealed from the study that most ef¢hallenges faced were the failure to
bring transformational change, the experience ohagament leakages which are
negative and other related challenges emanating franaging employees operating
with different cultures. Other challenges by topnangers in the merger as established
from the findings were unusual manager's compeosatihich influences growth of the
firm, poor leadership styles and a suspected deufy power between member

organizations.

5.2.2 Communication and M&A in the organization

It was revealed from the study that several chanoélcommunication channels were
used at CFC Stanbic holdings which ranged from kemmgetings, notice board, internal
memos, phone calls, communication, text messagésyd, reports and submission of

proposals.

The study found out that respondents indicatedttiepresence of good communication
in the organization was essential towards the ssfgkemerger and acquisitions at CFC

Stanbic holdings and that its due to effective camitations channels used such as
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meetings which act as open field type communicatibere issues were well addressed.
It was also revealed from the study that noticerdboeas where open information is put

for all to see, and those concerned can take agtimrnal memos are mostly used in and
by the corporate section, phone calls or text seewsed when there is no time to post
emails or meeting.

The study established that the communication imikeger of CFC Stanbic was effective

in that it helps the employees to accept the chaagel be informed about impacts on
their jobs and their futures with the company. Théso noted that its through effective

communication that even before a formal mergercgussition is underway, employees

often become aware from indirect information orchgnce that something is in the air. It
is human nature to want to know what is happenindpey feel management is keeping

information from them, quite understandably theyrtsto feel anxious and that managers

need to inform employees or the staff in advance.

The results from the study also showed that comaation related challenges in the
organization were that the communication systenrgwet monitored, right information

did not reach the right people hence creating afuand conflict, sometimes managers
use the wrong communication channels for effeatm@munication, the staff misuse the
communication tools to leading to unnecessary esgeiand that sometimes the quality

of the communication with employees was poor.

5.2.3 Financial Management and M&A in the organizaibn
The study established that the various aspectdnahdial management in the CFC

Stanbic merger are but not limited to the allocatad assets and liabilities over time

36



under conditions of certainty and uncertainty, tdgimg sources of funds for the

organization, ensuring there is adequate returnshireholders, meeting regulation
requirements, ensuring safety on investment ananpig sound capital structure for the
organization (merger). It was also revealed thla¢ofinancial aspects in the organization

under study were aspects sales drive, tax and ipiguand budgeting.

The results from the analysis also showed thafittaencial process in the organization
was effective enough and have so far ensured edesoof scale, achieved synergy,
better reporting and effective taxation activitidhe study revealed that the effective
financial management process at CFC Stanbic Haddimgs enabled increase market
capital, leverage, high liquidity and asset retustisch effect on the firms’ profitability,
have enabled an efficient assessment of the cueeatirce position, linking resources to
service, planning and in the determination of budgee results revealed that the
financial management process in the merger hagtgpup grow geographically; have
enabled integration of similar units, enabled; #dedting of targets for revenue and
expenditure, setting targets for efficiency andiggullocating resources across district
services, ensuring that funds are spent and reveollected according to the financial
plan and according to the norms and standardsyséeblreasury, making sure that there
are good internal control measures and monitohag these are applied. The results also
found out that the influence of the new financiamagement process towards the merger
and acquisition in the organization have was impdovinancial performance of the

group and the diversification in terms of geography shareholders.
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5.2.4 Aspects of Culture and effect on the M&A oftte organization

The study revealed that the employees in the orgtion have embraced culture to a
great extent and that five general aspects of mlivere food, language, art, customs,
and religion and which vary a lot dependent on whame come from. The study also
found out that most of the respondents indicatatlttie organization culture has enabled
an understanding even though every person or em@lay the organization has own

different values and beliefs that he/she works withwas revealed from the results

analyzed that the culture at CFC Stanbic Holdireys & deep impact on the performance
of employees that usually cause them to improvéhé productivity and enhance the

organizational performance and that it brings thgleyee’'s commitment and group

efficiency. Some respondents also said that tharazgtional culture experienced plays a
very crucial role to adopt the value and beliefstied organization in enhancing the

performance of the merger of CFC Stanbic Holdinggédd.

The study established that the role of the managenseto ensure that there is a
harmonized culture in the organization which hasfaounited employees and other
senior staff, motivate employees on the main go&sion and vision of the organization
keeping self interests away. The research findiegealed that disciplining those on the
wrong in terms of not promoting or rewarding themswndicated by the respondents as
one of the key aspect in maintaining a culture @ilharmony. It was also established
from the findings that it was due to good culturan@gement that unity was created,
openness was achieved and that opportunities wezated as employees interact

altogether at CFC Stanbic Holdings limited.
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5.2.5 Influence and types of risk management in therganization

The study found out that risk management was inapbttb a great extent on the merger
of CFC Stanbic holdings and that the main riskseepnced in the organization and
listed were operational risks, staff managemenksrisshareholders risks, financial

management risks and technological risks. The stedgaled that some of the risks that
went unrealized contributed to losses either iimgerof assets, interest or expected
outputs in every fiscal year and could sometimesl leo retrenching of the staff to

compensate for the experienced losses.

5.2.6Types and effect of technologies and their inkence in the organization

The study found out that CFC Stanbic holdings hedepted new technologies and that
the new technologies currently in use were; inneeafinancial solutions technologies,
internet banking technologies, mobile banking tetbgies, customer management
technologies, new risk management technologiescasi management technologies as
well as world-class risk and capital managemenesys technologies. The data revealed
that the influence of new technology adoption sitheemerger of CFC Stanbic were the
creation of more services to the clients, havetéedasy serving of customers, and have
led to the provision of various banking options fiients to choose from and have
increased international and local investments. Adiog the findings, it was established
that the new technologies adoption have also lesp&eding of transactions, driving of
sales through customized technologies and improustbmer care services which have

definitely led to high profits and shareholder \eduespectively.
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The study established that there were challengesifan the adoption or improvement of
the technologies at CFC Stanbic holdings some a¢hlwivere that; personnel skills were
not always in balance with new technologies, marsagge sometimes not able to
monitor and report on the new technologies, capagiterms of space required is not
enough and that most of the technological equipsarg very costly while others are not
easy to use. Some respondents also indicated tieae tis poor handling of the
technological equipments leading to damages arsl dan lead to poor outcomes in

profits and share values.

Overall, the study established that the respondehtstook part in the study valued the
adoption of good management, communication, culturew technologies, risk

management practices which have so far influentedpérformance and hence the
growth. The study further found out that the geheemd of the performance of the CFC
Stanbic merger was positive in the recent yearsesprofits had moved up, no of
customers had increased tremendously, many mork f@mches have been created,
new products have been introduced so far, new nesmeagt trends based on new
technologies have been adopted, new processes demre achieved and that it has
become very easy for the managers to monitor tbethrof the merger in terms of the

capital structure of the organization.

5.3 Conclusions
This study concludes that top management commitmedtsupport is key towards the
performance of mergers and acquisitions like CF@nldt holdings as the results

explained. The study concludes that the top masaafe€CFC Stanbic holdings have the
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sole role of conducting due diligence and drawipgagreements for the merger, top
management is always there to align organizaticolilres that may be very different
between the merging organizations and that thartapagement sets the right priorities
and create positive business momentum and diseiplihe results depicts a conclusion
that it's the duty of the top management to moévamployees with the necessary level
of commitment, engagement, confidence and comfortwork through difficult
transitions and that the top managers inspire aesef purpose, coherence, community
and trust that allows employees to remain focused lghly engaged on the job.
Measuring the kind of leadership adopted by thegerem terms of useful parameters

resulted on the sustainability of the merger on G&&hbic holdings Kenya limited.

On the adopting of effective communication, thedgticoncludes that CFC Stanbic
holdings have adopted various communication chanmedre used at CFC Stanbic
holdings which ranged from email, meetings, noboard, internal memos, phone calls,
communication, text messages, letters, reportssabdission of proposals. The study
also concludes that the presence of good commuonciait the organization was essential
towards the successful merger and acquisitiong=& Stanbic holdings and that its due
to effective communications channels used sucheetings which act as open field type
communication where issues were well addressedartalso be concluded that there
were communication related challenges in the omgdion where communication

systems were not monitored, right information dimt meach the right people hence
creating confusion and conflict, sometimes manageses the wrong communication

channels for effective communication, the staff uses the communication tools to
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leading to unnecessary expenses and that sometiv@eguality of the communication

with employees was poor.

On financial management adoption, the study comduthat the various aspects of
financial management in the CFC Stanbic mergerbatenot limited to the allocation
of assets and liabilities over time under cond#ioof certainty and uncertainty,
identifying sources of funds for the organizatiemsuring there is adequate returns to
shareholders, meeting regulation requirements, remgsusafety on investment and
planning sound capital structure for the organara{imerger). The study also concludes
that the financial processes in the organizatios efiective enough and have so far
ensured economies of scale, achieved synergy,rhbeperting and effective taxation
activities. The effective financial management pgx at CFC Stanbic Holdings has
enabled increase market capital, leverage, highdity and asset returns which effect on
the firms’ profitability, have enabled an efficieassessment of the current resource
position, linking resources to service, planningl &am the determination of budget. The
study further concludes that the influence of thevrfinancial management process
towards the merger and acquisition in the orgamratwas improved financial
performance of the group and the diversificatioterms of geography and shareholders.
This study concludes that the employees in therozgion have embraced culture to a
great extent and that five general aspects of mulvere food, language, art, customs,
and religion and which vary a lot dependent on whmre come from. The results also
lead to a conclusion that culture has enabled aenstanding even though every person
or employee in the organization has own differeslugs and beliefs that he/she works

with. The study concludes that the culture at CE&hKic Holdings had a deep impact on
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the performance of employees that usually cauge tbeamprove in the productivity and
enhance the organizational performance and thatings the employee’s commitment

and group efficiency.

The study concludes that there are various risés itifluence the performance and the
growth of CFC Stanbic holdings. The study also aahes that various mitigation
measures have been put forth by the managemenbid aating into the organizations

performan Cce measures.

Further, the study concludes that it's the sole @i the management in to ensure that
there is a harmonized culture in the organizatidwctv has so far united employees and
other senior staff, motivate employees on the ngoal, mission and vision of the
organization keeping self interests away. It cao &le concluded from the findings that it
was due to good culture management that unity weeted, openness was achieved and

that opportunities were created as employees uttatimgether at CFC Stanbic Holdings.

5.4 Recommendations

This study recommends that the management contidopting good leadership styles
for they are important to the general performarfcda® merger of CFC Stanbic holdings
Kenya limited. The study recommends the adoptionaofransformational type of
leadership for it is the most effective in casegmhtwo or more organizations merge to
achieve a goal. The management should use paraniggmarket share, shareholders
status, staff turnovers and profitability to chemsk whether their commitment is enough

in the organization.
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This study recommends that the management embrbee use of effective
communication and the communication channels aséme time eliminate challenges
emanating from their use or damage. In this caseetls a need for the managers in the
organization to ensure that the communication syst@ere monitored, right information
reach the right people hence avoiding creatingusiah and conflict, the staff take good
care of the communication tools to avoid unnecgssgpenses and that the quality of the

communication with employees be good enough.

This study recommends that the management adoph ewere new financial

management aspects and processes that are kegmotprg the growth and performance
of CFC Stanbic holdings limited at all times. Tlian be done by engaging a high
learned team in R&D where those concerned will beai position to learn new
approaches essential in financial management. Epects learned will include good
auditing skills, accounting skills, management aslc skills, investment skills and many

more to enhance the profitability levels in the liff the merger.

This study recommends that the disciplining be anéd so as to get those on the wrong
in terms of not promoting or rewarding them wasdated by the respondents as one of
the key aspect in maintaining a culture full ofrhany. There is a need to streamline the
use of language, and approaches to managemensuceathat some form of one culture

is achieved from the merging companies’ employees.

This study recommends that effective risk managénpeactices based on current
technologies be adopted besides the old onestsdiigate on any occurrences that may

lead to the failure of the merger of CFC Stanbitdings. More risk areas need to be
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established besides the ones listed in this stadytlzeir mitigation approaches recorded

and followed to the latter.

Finally, innovation strategies in the adoption ars® of technologies at CFC Stanbic
need to be enhanced making sure that effectivetororg approaches are used so as to
avoid incurring losses or unwanted costs which eayl to the failure of the merger.
New technologies and many more upcoming ones nedx tadopted with caution to
avoid budget stress. The strategic approach towthedadoption means a critical analysis
before an action is taken, advantages and disaalyesitof a given technology type

addressed.

5.5 Recommendations for further studies

The same study should be carried out in other fiorfind out if the same results would
be obtained. This study was carried out in CFQil8taholdings Kenya, it would be

interesting to find out if the same results willdgtained by use of the same approach.

There are many challenges facing the formation @fgaers as established in this study. A
study should be carried to find out the extent toiclw the challenges influence on
formation of mergers and why many firms’ banks omenercial institutions have not

formed mergers despite the advantages got fromaitiom of the mergers.

In the Kenyan market a research comparing the tefawess strategic approaches in
mergers and acquisition within financial institutsowould also an interesting topic to be

undertaken on the different banks that have unklemtéhese strategies.

45



REFERENCES

Aaker, D. (1998)Strategic Market Managemer@hichester, Wiley. Voll 13 pp 14 - 26
Aluko, B. T., Amidu, A-R (2005). Corporate Busine¥aluation for Mergers and
Acquistions.International Journal of Strategic Property Managam 9(3)

Ansoff I.LH. and McDonald E.J., (1990)mplanting Strategic ManagemenSecond

Edition, Prentice Hall Europe
Ansoff, H. I. (1965)Corporate StrategyNew York: Mc Graw Hill.

Appelbaum, S. (2000 On the discursive construction of success/failimr narratives of

post- merger integratio@rganizational Studies/ol. 23 No.2.

Berger, A.N., Demsetz, R.S., Strahan, P.E. (1998¢ consolidation of the financial
services industry: causes, consequences, and atiphes for the futurg Journal
of Banking and Finangé/ol. 23 No.2-4, pp.135-94.

Boateng, A., Bjgrtuft, V. (2003), "Firm charactéics and motives for mergers and
acquisitions in Norway'working paper, Leeds Metropolitan Universiteeds, .

Booz-Allen C, Hamilliton J., (2001)Systemic Bank and Corporate Restructuring:
Experiences and Lessons for East A$iae World Bank Washington D.C.,

Borys Bryan and David B. Jemison, (1989) “Hybrid@rgements as Strategic Alliances:
Theoretical Issues in Organizational CombinatioAsademy of Management
Reviewl14: p 234

Boston Consulting Group (2008). Managing shareholdtie in turbulent times”, March
31,Boston Consulting GroyBoston, MA, .

Brealey, RA, Myers, SC & Allen, F (2006orporate Finance8th edition, McGraw-

Hill Trwin.

46



Chatterje, S., Lubatkin, M.H., Schweiger, D.M., \WWebY. (1992), Cultural differences
and shareholder value in related mergers: linlkeggity and human capital,
Strategic Management Journal

Dyer, J.H., Kale, P., Singh, H. (2004), "When tty and when to acquire’Harvard
Business RevieW$SN 0017-8012, Vol. 82 No.7/8, pp.109-15.

Ghosh, A. (2001). Does Operating Performance Rdatigrove Following Corporate
Acquisitions?Journal of Corporate Financé

Hax A.C. and Majluf N.S., (1996)The Strategy Concepts and Process, A Pragmatic
Approach Second Edition, A Simon & Schuster Company, ReenHall Inc.
New Jersey, USA.

Hill C.W.L. (2003), International Business, Competing in the Global kédrPlace
Fourth  Edition, Tata McGraw - Hill Publishing @pany Ltd, New Delhi.
Hopkins, H.D., Chaganti, R. (1999). Cross-bordergass and acquisitions: global and
regional perspectivedournal of International Managementol. 5 No.3, pp.207-

39.

Hubert PJanicki and Edward S Prescott, (2006) “@hann the size distribution of U.S.
banks:1960 — 20Q5Economic Quarterly Federal Reserve Bank of Richmond,

Johnson G. and Scholes K., (20(2)ploring Corporate Strategy, Text and Casgxth
Edition, Prentice Hall of India Private Ltd., Neweli. Kisero J., 2005, Business
Week.

Jones, K.D., Critchfield, T. (2005). "Consolidatiom the US banking industry: is the
‘long, strange trip’ about to endZDIC Banking ReviewVol. 17 No.4, pp.31-

61.

47



Jovanovic, Boyan, and Peter Rousseau, 2002, “ThHeeQy of mergers,’/American
Economic Reviev@2, 198-204.

Junnonen, J.M. (1998), Strategy information in tamsion firms. Engineering,
Construction and Architectural Managemeyigl. 5 No.2, pp.107-14.

Kenyan banks consolidation, (2010) Kenyan banks fesetconsolidation by 2012.
Retrieved from http://www.peoplesdaily-online.com

Kiplagat E, (2006). Effects Of Mergers On Finand@rformance Of Companies Listed
At The NSE.Unpublished MBA ProjectUniversity of Nairobi

Kotler, L. A., Cohen, P., Davies, M (2001) ReseaMhthods for Business. A skill
building approachNew Delhi: John Wiley India Pvt Ltd.

KPMG, (2003). World Class Transactions Survey: dhts into creating shareholder
value through mergers and acquisitions.

Kreitl, G., Urschitz, G., Oberndorfer, W. (2002)or@orate growth of engineering
consulting firms: a European revie@onstruction Management and Economics
Vol. 20 pp.437-48

Lazaridis B. (2003), Synergy, managerialism or g An empirical examination of
motives for foreign acquisition of US firmsJournal of International

Business Studie¥ol. 31 No.3,

Mather, B (2000Merging Interests, Baring Foundatiobpndon

Messmer, M. (2006). Four keys to improved statmébn.Strategic Finance88 (4),

Mirvis D. and Marks H, (1997Ethical aspects of mergers and acquisitions in pern
Mahoney, J., Vallance, E. (Eds), Business EthitsNew Europe, Kluwer

Academic Publishers, Dordrecht,

48



Mugenda, O.M. and Mugenda A. G., (200Research Methods Qualitative and
Qualitative Approachedcts Press, Nairobi.

Muthiani Mwikali Nzioka (2008) Cross Cultural Peegpive of Mergers and
Acquisitions: The Case of Glaxosmithkline Kenya PLC

Ngechu M., (2004)Understandng the Research Process and Methdddntroduction
to Research Methodblairobi, Acts Press.

Njoroge, F, N (2007). A Survey Of Mergers & Acqtisns Experiences By Commercial
Banks In KenyaUnpublished MBA ProjectUniversity of Nairobi

Nyagah, B,N (2007). Doctor's Perception Of Merge$s Acquisitions In The
Pharmaceutical Industry In Kenyalnpublished MBA ProjectUniversity of
Nairobi

Pike R and Neale B; (2002}orporate Finance and Investment -Decision andt8gias,
Second Edition, Prentice Hall of India, Private .Liitew Delhi

Porter, M. (1985), Competitive Advantage: Creating and Sustaining 8ape
PerformanceThe Free Press, New York, NY. Pp 46 - 53

Reshcke, Wayne and Aldag Ray (200lhe Business Case for Culture ChanGenter
for Organization Effectiveness, Inc

Rockar, (2004). Information technology changes Way you compete. InHarvard
BusinessVol 3 pp 17

Straub, Thomas (2007Reasons for frequent failure in Mergers and Acdiiss: A
comprehensive analysisViesbaden: Deutscher Univesity ISBN 978-3-8350-

0644-1

49



Wangari June Rose (2008) Growth through Merger: &seCStudy of Glaxosmithkline
PLC.

Wesonga, M (2006). A Survey Of The Factors Thaebwrine The Choice Of Mergers &
Acquisition Partners In Keny&alnpublished MBA ProjectUniversity of Nairobi

Weston, JF, Mitchell, ML & Mulherin JH (2004)akeovers, restructuring and corporate
governance4™ edition, Pearson Education

Wright, S., Pickton, D.W., Callow, J. (2002), Cortipee intelligence in UK firms: a
typology, Marketing Intelligence & Planningvol. 20 No.6, pp.349-60.

www.cfcstanbicbank.co.ke/

50



APPENDICES

Appendix I: Interview Guide
| am an MBA student from the University of NairoBis a requirement, | am supposed to
undertake a research study on’ factors influendimg performance of mergers and
acquisitions of at CFC Stanbic holdings limited’hig is in partial fulfillment of
requirements for a degree in Master of Business iAgtnation, University of Nairobi.
The information given here will only be used forrposes of this study and will be
treated with utmost confidence.
PART A: GENERAL INFORMATION

1. What is your highest level of education?

2. How long have you worked in your current position?

3. Kindly indicate your position and the various rojeal have in the organization?

PART B: MAIN INFORMATION
1. What is the general perception of the top manatgvards the merger in your
organization?

2. What are the general influences of top managememtngtment towards the

merger in your organization?
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What challenges are faced by your organizatiorgards to top management support

towards the merger in your organization?

What influence has each type of communication medewards the merger in
the organization?

4. Do you think the communication system is so effectowards the merger in cfc
Stanbic? ...

5. If no, what are the reasons?

7. What are your comments on the new financial managéprocess at CFC

Stanbic holdings merger and acquisition



8. What has been the general influence of the newdiahmanagement process

towards the merger and acquisition in your orgdon@

12.What has the management done to ensure therenmohwgiin the merger at CFC

Stanbic holdings?

13.What are the general influences of culture towaetfective running in your
organization?

14.Kindly indicate the types of risks the organizatibvave faced since the

merger/acquisition?
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15.What is your view regarding the risks relatinghe following with regard to your
organization?
I.  Operational risks
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16.Are there any new technologies adopted since thegenacquisition at CFC

Stanbic holdings limited?

17.What are the influences of technology adoption towathe merger and
acquisition in your organization?

18.What challenges have been faced in the adoptiamgmovement of the

technologies at CFC Stanbic holdings?

19. Comment the general trend on performance of thanizgtion in terms of

profitability, customer base etc

What has been the general effect of the mergerrttsshe performance in your
organization?

THANKS FOR YOUR CONTRIBUTION

55



