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ABSTRACT

Mergers and acquisitions (M&A) are being increalingsed world over for improving
competitiveness of companies through gaining greatarket share, broadening the
portfolio to reduce business risk, for entering nevarkets and geographies, and
capitalizing on economies of scale not forgettirtgategic positioning. The main
objective of this study was be to establish whethi&A’s have any effect on the
profitability of commercial banks in Kenya. The ltaking aspects were the specific
objectives of the study; to examine the effectagital base on profitability of mergers of
commercial banks in Kenya, to determine how efficke because of mergers and
acquisition affects profitability of commercial bden in Kenya, to determine the
relationship between competitiveness mergers arglisidtons and profitability of
commercial banks in Kenya and to investigate tliecefof expertise on profitability of
mergers of commercial banks in Kenya. The studytatba descriptive research design
and the population of interest will comprised of the 24 banks that merged or were
acquired in Kenya during the study period of 200@®10. The study used both primary
and secondary sources of data from published adileduannual reports of accounts for
the population of interest, C.B.K., N.S.E., C.M.And bank supervision annual reports
from C.B.K. Primary data was obtained from the redrgommercial banks through
guestionnaires. The data was analyzed using SP&%amputation of financial ratios
from the financial statements like the balance sheash flows, and profit and loss
accounts and hence the interpretation of the stuiyel. The results of the analysis were
presented in tables, percentages, graphs and chauitgple regression analysis between
variables was also done which showed that the Masaunder study were significant in
explaining the relationship between the mergers aguisitions on the profitability of
commercial banks. the study recommends that itistitsi having weak capital base
consolidate to create synergies so as to enjoyoeai@s of scale as this will improve
their profitability instead of going public by liegy on the Nairobi Stock Exchange as this
may be an expensive venture listing and that thoses facing constraints on the market
should consolidate their energies by resorting éogar/acquisition so as to expand their
performance not just for the best interest of tlemagers but also shareholders as it leads
to an increase in shareholders’ wealth as oppas@ddh financial institution operating
separately on its own.



CHAPTER ONE
INTRODUCTION

1.1 Background of the study

The reasoning behind mergers and acquisitions (M&Athat two companies together
are more valuable than two separate companie@Paredey, 2001). There are various
types of mergers as discussed hereafter: horizomager, which results when two or
more firms in the same line of business are merigediing to the expansion of a firm’s
operations and elimination of a competitor. Thamdte result is an increase in the
performance of the two now combined firms; vertioaérger which occurs between
different stages in the production/distribution gess within the same line of business or
industry, leading to increased control; co-generarger which is achieved by acquiring
a firm in the same general industry but neithethm same line of business nor a supplier
or customer and conglomerate merger involving thiekdnation of firms in unrelated
businesses (Hillier, Ross, Westerfield, Jaffe, &dan, 2004). Ultimately, the concept is
that firms’ performance improves when they comeetbgr riding on each other’'s
strengths while eliminating weaknesses throughegerhegative correlation which is

achieved through strategic mergers.

The key principle is to create shareholder valuer and above that of the sum of the
two companies. The Resource Based View (RBV) afma $chool of thought recognizes
that each firm has a bundle of valuable resourcatit applies to give it a competitive
advantage over its competitors. These resourcediagese in nature and require that a
firm networks with other firms to develop complexigions Wernerfelt, (1984, p172);
Rumelt, (1984, p557-558; Penrose, 1959). Companiikact to buy other companies not
only to create a more competitive and cost-efficimmpany but also with the hope of

gaining a greater market share and enhanced penfmen



The Dynamic capabilities theory examines how finmggrate, build, and reconfigure
their internal and external firm-specific competiesdnto new competencies that match
their turbulent environment (Teece, Pisano, &Shu#897). The theory seeks to
understand how firms use these capabilities tater@ad sustain a competitive advantage

by responding to and creating environmental chafibesce, 2007).

CBK and shareholders of banking institutions in ¥@rhave a positive inclination to
M&A'’s. However, Kenya has witnessed a mix of dismpalformance by some merged
banking institutions and very positive performatgeothers. This has left stakeholders

in the banking industry wondering whether M&A'’s sittbbe encouraged in the industry.

M&As and their significance to commercial bankKienya can be evaluated in terms of
the ability to exploit scale and scope of economgan market control, economize

transaction costs, diversify risks, provide acdesgxisting expertise, leveraging loans
and deposit interest rates. Mergers and Acquisititave become a prominent feature in
Kenya's banking industry.

1.1.1Concept of Strategy

Morris (2004) accentuate that the M&A’s phenomertbat started out in the U.S.
mushroomed throughout the world becoming one ofntlest important corporate level
strategies in the new millennium. They noted thHast tled to the development of
strategies where two or more organizations wousdeshesources and activities to pursue
a strategy. These strategic operations have threrecome the way businesses adapt to

the ever-changing environment in an effort to stavi

The Great Merger Movement was a predominantly U$siness phenomenon that
happened from 1895 to 1905. During this, small $irwith little market share
consolidated with similar firms to form large, paf institutions that dominated their
markets. The mergers were not for large efficiegains but that was the trend at the
time. Wood (2005) adds that, development by merg@rds to go in waves and tends to

be selective in terms of industry and sector.



Shimizu & Pisano (2004) argue that, the number sind of M&A’s continue to grow

exponentially. They found that throughout the 2desttury, mergers went through five
waves suffice to say that M&A’'s were a dominanatgy for the 21st century. The
waves were merging for monopolies, merging for apiglies, conglomerate mergers,

merging for skills and lastly merging for expansion

1.1.2 Merger and Acquisition Strategies

While the definition of success may vary, any attivthat fails to maximize
shareholders’ wealth, interests and ultimately ealcannot be termed to as a
success(Hildebrandt, 2005). A long-term declineshareholders’ wealth after an M&A
can term the combination process to be a failushida, 2011). The success of any
mergers is defined by the core competences geda@tFeate value or enhance value. It
is measured using the parameters such as markattianess, competitive positioning
because of cost leadership and product differeomia® his results in the long-term profit
sustainability and the creation of shareholderdtivéBlildebrandt, 2005)

Olusola & Olusola (2012) stated that the classipressed rationale for mergers have
been to increase profits and shareholder valuethénseries of studies carried out
elsewhere, researchers had been unable to dententfied merger active firms were
more profitable, or had higher stock prices follogvithe merger activity. Kaviraj,
Peirani, Khochfar, Silk, & Kay (2009) indicated thhe financial performance of the
company can be expressed in terms of income gederfabm its operation, after
offsetting expenses when the performance of the f& arrived at. Olusola & Olusola
(2012), concluded that performance of some bankkenya improved, while that of
others deteriorated. Another conclusion made instinely was that small and medium
sized banking system institutions were forced togador survival since they are prone
to liquidity problems due to their weak capital dasmprudent lending policies and
inefficient management (CBK, 2011). The study aiged some strategies used by the
bigger banks, such as Barclay’s Bank merging wigincBays Merchant Finance Limited,
due to dwindling business and its increase in aapdéise. Habib A.G. Zurich and Habib

Africa Bank Limited merged resulting in an increaseapital base.



1.1.3 Organizational Performance

Organizational performance comprises the actuallteesf an organization as measured
against its intended outputs (or goals and objesjivit involves the recurring activities
to establish, monitor progress towards, and malesadents to achieve organizational
goals more effectively (Carter McNamara, MBA, Pi#{thenticity Consulting, LLC.)

According to Richard et al. (2009) organizatiormdrformance encompasses three
specific areas of firm outcomes: financial perfonte (profits, return on assets, return on
investment, etc.); product market performance ¢saf@arket share, etc.); and shareholder
return (total shareholder return, economic valudedd etc.) Most organizations utilize
mergers as one of the most frequently selectedumsints for growth. A report by
Botchway (2010) indicated that M&A is a critical hiele in facilitating corporate
growth, productivity and absolute organizationatf@enance. Specialists in many fields
are concerned with organizational performance tholy strategic planners, operations,

finance, legal, and organizational development.

Organizations normally use key performance indisa(&Pl) to evaluate success, or to
evaluate the success of a particular activity inctvliihey are engaged. These KPI must
reflect an organization’s goals and must be quabté#. Sometimes success is defined in
terms of making progress toward strategic goalspfian success is simply the repeated,
periodic achievement of some level of operatiomell ge.g. zero defects, 10/10 customer
satisfaction, etc.). Accordingly, choosing the tigl®ls relies upon a good understanding
of what is important to the organization. 'Whatinsportant' often depends on the
department measuring the performance - e.g. thes KiIBéful to finance will be quite
different from the KPIs assigned to sales. Sineeethis a need to understand well what is
important (to an organization), various techniquesassess the present state of the
business, and its key activities, are associatetth whe selection of performance
indicators. These assessments often lead to tin¢ifidation of potential improvements,
so performance indicators are routinely associatéth 'performance improvement'

initiatives.



In recent years, many organizations have attempgtdmanage organizational
performance using the balanced scorecard methoglolbgre performance is tracked
and measured in multiple dimensions such as: fiabhperformance (e.g. shareholder
return), customer service, social responsibilityg(ecorporate citizenship, community
outreach), employee stewardship among others. §anaations such as commercial
banks, performance indicators include leverag®sation-performing assets, acid ratio,
capital adequacy, operating efficiency as capturgdcost to income ratio and major
performance indicators, i.e., return on assets (RoW return on equity (RoE).

1.1.4 Commercial Banksin Kenya

Kenya has a reasonably sophisticated banking systemmmercial banks account for

much of the total deposit in the country. Someheflbanks that dominate the commercial
banking system in Kenya include; Barclays Bank einia, Kenya Commercial Bank

and the Standard Chartered Bank. The National BdnKenya Ltd and Cooperative

Bank of Kenya have also opened many branches ih aneas of the country. The private
banking sector too contributes much of the totglodés in commercial banks. These
banks engage in the general banking system altheogte smaller banks tend to be
rather specialized in domestic trade and othergniport and export finance facilities

offered by commercial banks in Kenya.

Commercial Banks and Mortgage Finance Institutames licensed and regulated
pursuant to the provisions of the Banking Act ahe Regulations and Prudential
Guidelines issued there under. They are the dorhipkyers in the Kenyan Banking

system and closer attention is paid to them whib@dacting off-site and on-site

surveillance to ensure that they are in compliamitie the laws and regulations.

Currently there are there are 43 licensed comniebaiaks and 1 mortgage finance
company. Out of the 44 institutions, 31 are locallyned and 13 are foreign owned. The
locally owned financial institutions comprise 3 karwith significant shareholding by the
Government and State Corporations, 27 commerciakdand 1 mortgage finance
institution CBK (2011).



Due to changes in the operating environment, sed@m@nsed institutions, mainly

commercial banks, have had to merge and/or conbeieoperations in mutually agreed
terms where one institution takes over another'srajons (Brito, Pereira, Da

Concorréncia, & Ribeiro, 2008). Some of the reaspus forward for mergers and

acquisitions are to meet the increasing market dednand competition, diversify to

international markets, employ the emerging new exjgensive modern technologies, or
to meet the new thresh hold capital required byrdgulators such as in the banking
sector(Kithinji &Waweru, 2007) .

Facilities offered by Kenya Commercial Banks indudnoney telegraphic transfer by

mail, standing order payments, and Foreign excharagesactions services. They also

offer financial advice to their customers. Theyiadvheir customers on the best business
practices to engage in when asking for a loan #ot & business, operation of safe

deposits, operation of trust departments, dealinth wonfidential share purchases,

offering business advisory services, acceptans@bus deposits like fixed and regular

deposits, provision of loans and advances Sashpol(2012, Kenyaplex.com).

1.2 Resear ch Problem
Mergers and acquisitions represent the ultimatehange for a business. No other event
is more difficult, challenging, or chaotic as a g@rand acquisition. It is imperative that

everyone involved in the process has a clear utadetisg of how the process works.

Mergers and acquisitions are now a normal way fef within the business world. In
today's global, competitive environment, mergeessametimes the only means for long-
term survival. In other cases, such as Cisco Systemrgers are a strategic component
for generating long-term growth. Additionally, mamntrepreneurs no longer build
companies for the long-term; they build companaastiie short-term, hoping to sell the
company for huge profits. A merger refers to tbmbining of two companies where one
new company will continue to exist. The term "asifion” refers to the acquisition of
assets by one company from another company. Incquisition, both companies may

continue to exist.



Commercial banks everywhere and more so in Kengafamed with many challenges
ranging from uncertain government policies and k&gns which may change anytime.
The result of such challenges is commercial barlgtieg in an environment where they
have to be both smart in strategy execution, eggiland creative in terms of survival
tactics. These strategies and tactics include nikielving of professional management
consultants, business portfolio diversification rnatigate on risk and mergers and
acquisitions. Many empirical studies have been donethe area of mergers and
acquisitions regarding their effect on performabaé have not been conclusive on the

nature of the relationship.

However some studies have shown that not all mergex profitable or performance
enhancing due to poor management of the post-mehgdienges and hence the question
whether mergers improve performance or not? Somthede post merger challenges
experienced in Kenya were issues of size, overogtic expectations of benefits and
underestimation of post- integration difficultiéike lack of market or technology
relatedness and business culture clashes(Eps@$4).2Still, various study findings have
showed that there was general increase in therpaaftce of commercial banks in Kenya
after mergers and also increase in solvency andat@ulequacy. However, others have
also showed no significant improvement in perforoganf commercial banks in Kenya
after the said mergers. The Kenyan corporationzeitimergers as one of the most
frequently selected instruments for growth (Ecormiiergers in Kenya have been on
the increase, by multinational companies eitheruaicgy local firms or local firms

merging across industries).

As mentioned earlier herein, many empirical stucdhase been done on the area of
mergers and acquisitions regarding their effect penformance but have not been
conclusive on the nature of the relationship. ®asis and Kosmidou (2007) found a
positive relationship between the size and theoperdnce of a bank. Other researchers,
such asSufian(2010) found no correlation betwaernr¢lative bank size and the Return
on assets for banks, the coefficient is alwaystpesbut never statistically significant.



Javaid, Anwar, Zaman, and Gafoor (2011), who exathihank mergers in Portugal,
Spain, France and Germany, found that the loarss$ets ratio, as a proxy for risk, has a
positive impact on the performance of banks cownttar (Athanasoglou, Brissimis, &
Delis, 2008) among others who, find a negative sigdificant relationship between the

level of risk and performance.

Kithinji and Waweru (2007) found that some of tleasons put forward for mergers and
acquisitions are to meet the increasing market denand competition, diversify to

international markets, employ the emerging new exjgensive modern technologies, or
to meet the new thresh hold capital required byrdgulators such as in the banking

sector. However, not all the aspirations are addedue to post-integration difficulties.

Ndung’u, Boniface Muita conducted a study to find the effect M&A's on performance

of commercial banks in Kenya. From his findingse thiypothesis that there was no
improvement in financial performance after bank geemwas therefore rejected. Thus the
study found that there was improvement in finanpi@tformance after banks merger.
The study also found that there was general inergahe performance of the banks after

merger and also increase in solvency and capitajwzaty.

In his study Marembo, (2012) established that feiltg the merger or the acquisition,
the Returns on Assets and Returns on equity bgbinowed as the assets of the company
improved. Adequate capitals requirements help feise chance that banks will become
insolvent if sudden shocks occur therefore ensurimancial sector stability. With higher
the risk-weighted capital adequacy ratios (CARBg mew financial institution formed
after the merger is more financially sound as iitiea with it lower is the probability that
banks will be exposed to the risk of insolvencys Btiudy recommended that commercial
banks with a weak and unstable capital base sealornieolidate their establishments
through mergers and acquisitions and that comniebaaks need to deepen their
services as statistics only indicate that less %@¥% of the population have access to

financial services.



The above evidence, to some extent succeeds anfhileto undoubtedly show the
relationship between capital base, efficiency, cetitipn, expertise and the performance
of commercial banks as a result of mergers and isitigns. Therefore, since the
importance of mergers and acquisitions cannot lB¥-emnphasized, this prompted the
researcher’s interest to establish the relationsbtpreen bank mergers with performance
on the commercial banks in Kenya.

The research problem would then prompt one to askelf; what is the effect of merger
and acquisition strategies on the performance wingercial bank in Kenya?

1.3 Resear ch objectives
The study was carried out to determine the efféat@rger and acquisition strategies and
performance of commercial banks in Kenya and whidiheks adopt these strategies and

if they do, to what extent?

1.4 Value of the Study

In the networked business environment of today,agars need to understand, anticipate
and manage the business dynamics inherent in ‘@ariailiances. Mergers and
acquisitions have been empirically proven to bgrefat value in some instances. Others
have shown contrary results but regardless of thest,study will be helpful to managers
in predicting and managing these to ensure sustamesiness performance and in
understanding at what point a firm considers engagn a merger or acquisition and

consequently at what point in the alliance relagiop a firm considers exit.

Since investment decisions are made upon suffigrdotmation about the companies
concerned, this study will provide useful infornaattito the investors on when to buy or
sell stocks of companies that are in an allianaadiRgs of this study shall make helpful
contributions to governments and policy law makergirafting monopoly and unfair

competition laws to ensure a level playing field lbosinesses.



Scholars who are interested in advancing the thieatestudies discussed herein and
engaging in further research in this field will &#ele to investigate any gaps in this study
not researched or under researched in the courpeoweiding the evidences supporting
the research topic and research problems. Othdmfia herein shall also make great

contributions to the already existing study themeéher in critique or complement.

Great results already achieved show that indeedvidrgers and Acquisitions theories
which are already in existence are of great relewaand positive results are inherent
when the doctrines of the theories of M&As are ipth practice and followed as per the
book. However, the relevance of these theories digaas on heavy caution which must
be exercised by managers, ranging from cropped tembito prevent unrealistic

expectations and ability to handle post merger lehges. Unless such caution is
exercised, then the relevance of these theoriddbwitelative and tethered on individual
management behavior. All in all, the value brouggrtein and the potential held by these
theories cannot go unnoticed or unmentioned and télevance is seen in our everyday
life through successful M&As executed in the cogterarena and also in failed Mergers
and Acquisitions as a result of failure to pay mtiten to the guidelines outlined in the

said theories.

10



CHAPTER TWO
LITERATURE REVIEW

2.1 Introduction

This Chapter outlines the various theories andiopspropagated by various writers,
authors and literally scholars of Strategic Manageimand Corporate Finance. It also
outlines the various studies done in the disciptihmergers and acquisitions by different

scholars or researchers leading to the conceptuakfvork of the study.

2.2 Theoretical Foundation

Earlier, we mentioned the Resource Based View (RBWa firm school of thought
which recognizes that each firm has a bundle afalgke resources that it applies to give
it a competitive advantage over its competitorse Tasource-based view (RBV) as a
basis for a competitive advantage of a firm ligsngrily in the application of the bundle
of valuable interchangeable and intangible tangitdsources at the firm's disposal
(Mwailu& Mercer, 1983 pl42, Wernerfelt, 1984, pl7Rumelt, 1984, p557-558;
Penrose, 1959[1]). To transform a short-run contipetiadvantage into a sustained
competitive advantage requires that these resoareeheterogeneous in nature and not
perfectly mobile (:[2] p105-106; Peteraf, 1993, PL8Effectively, this translates into
valuable resources that are neither perfectly ihgtaor substitutable without great effort
(Barney, 1991;:[2] p117). These bundles of valuabt®urces that a firm applies to give
it a competitive advantage over are diverse inneatind require a firm networks with
other firm to develop complex solutions (Wernerf@é®84, p172; Rumelt, 1984, p557-
558).

Complementing the RBV is the monopoly-market potheory which held the view that
mergers execution was to achieve market powerimpécation of this type of merger is
that conglomerates use it to cross subsidize ptedtm limit competition in more than
one market simultaneously and to deter the poleatik|ance of competitors into its
market. These three advantages of the monopolyyisepported the idea of a collusive
synergy (Trautwein, 2006) or competitor Interredaships (Barros, 1998).

11



The dynamic-capabilities theory, introduced by ida¥. Teece as an extension of the
resource-based view of the theory of the firm obserthat in changing environmental
conditions, like for example a technological digrop, companies will have to adapt
their portfolio of resources. David J. Teece, GRisano, and Amy Shuen define dynamic
capability as "the firm’s ability to integrate, kdii and reconfigure internal and external
competences to address rapidly changing envirorsndrgece’s concept of dynamic
capabilities essentially says that what matters Hosiness is corporate agility: “the

capacity to sense and shape opportunities andtshrea seize opportunities, and to
maintain competitiveness through enhancing, compiniprotecting, and, when

necessary, reconfiguring the business enterpristiagible and tangible assets.

According to the value increasing school also daBgnergies theory, mergers occur,
broadly, because they generate ‘synergies’ betweeacquirer and the target which , in
turn, increases the value of the firm(Malatestag3iBubatkin, 1987). The efficiency
theory suggests, in fact, that mergers will onlguwwcwhen they are expected to generate
enough realisable synergies to make the deal mgaletfo both parties; it is the symmetric
expectations of gains which results in a ‘friendtyérger being proposed and accepted.
If the gain in value to the target was rpmsitive, it is suggested that the target
firm’s owners would not sell or submit to the aggion, and if the gains were negative
to the bidders’ owners, the bidder would not congtbe deal. Hence, if we observe a
merger deal, efficiency theory predicts value c¢omatvith positive returns to both the

acquirer and the target.

The impact of mergers and acquisitions oa performance of the acquiring firm
remains, however, at best, “inconclusive” andtf worst, “systematic[ally]
detrimental” (Haynes & Thompson, 1999). Mergerail fto create value, it is
suggested with somewhere between 60 and 8@¥sified and a number of value

destroying theories have been put forward in exgiian(Ghauri& Buckley, 2003).
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Value-destroying theories assume that managershanay good intentions in increasing
their firm’s value but, being over-confident, theyer-estimate their abilities to create
synergies. Over-confidence increases the probabilitoverpaying , and may leave the
winning bidder in the situation of a winisecurse (Bollaert & Petit, 2009) , which
dramatically increases the chances of lufai (Athanasoglou, Georgiou, &
Staikouras, 2009).

Jensen’s (1986) theory of managerial discneticlaims that it is not

overconfidence that drives unproductive ugsitions, but rather the presence of
excess liquidity or free cash flow (FCF). Firms wwhanternal funds are in excess of the
investments required to fund positive net presealue projects, it is suggested, are
more likely to make quick strategic decisiam&l are more likely to engage in
large-scale strategic actions with less analils# their cash-strapped peers. High
levels of liquidity increase managerial disavati making it increasingly possible
for managers to choose poor acquisitions whkay run out of good ones
(Martynova and Renneboog, 2008).

2.3 Mergersand Acquisitions Linkage

When one company takes over another and clearipledted itself as the new owner,

the purchase is called an acquisition. In an adopns one business buys a second and
generally smaller company which may be absorbealthe parent organization or run as

a subsidiary.

A merger happens when two firms, often of aboutsérme size, agree to go forward as a
single new company rather than remain separatelyedvand operated.in amerger, two
organizations join forces to become a new busingssally with a new name. Because
the companies involved are typically of similaresiand stature, the term “merger of
equals” is sometimes used. A company under coradidarby another organization for a

merger or acquisition is sometimes referred tdaddrget.

13



Mergers and Acquisitions in the corporate and nsaréhe banking world are achieving
increasing importance and attention, especially whie advent of intense globalization.
This is evident from the magnitude and growth ddld@lues and resultant mega-mergers

transacted in recent times.

This research work attempts to assess the impitcatf merger and acquisition of

commercial banks on their performance, performaaro® other associated measures of
performance. It is evident that there is significaglationship between pre and post
merger/acquisition capital base of commercial baakd level of performance, there is
significant difference between pre and post-mergequisition earnings per shares.
Merger/acquisition have also, increased the capabn of commercial banks with

evidences of changes in company’s share ownerstugease in the cost of services and
changes in bank lending rates. Based on variowsares findings, it can be concluded
that the merger and acquisition strategy has ingatde overall performance of banks
significantly and also has contributed immenselythe growth of the real sector for

sustainable development.

2.4 Empirical Review

In this chapter, we reviewed the information arebtires currently available concerning
the concept of Mergers and Acquisitions Strategytae historical background of the
topic. In doing so, we also reviewed the informatémd theories currently available
concerning the topic of Mergers and Acquisitiomatsigy and the historical background

of the Mergers and Acquisitions.

Capital represents the accumulated wealth of anbasj represented by its assets less
liabilities and indicates the financial strengthadirm i.e.
A=L+OE Thus; OE=A-L
Where; A=Assets
L=Liabilities
OE=0Owner’s Equity
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When two or more firms come together, their cadi@se in terms of assets, cash and
securities increases and hence a competitive aalyanThis increased investment when
well managed results in great profit. Pasiouras &tmlou(2007) indicate that the best
performing banks are those who maintain a highllevequity relative to their assets.
Highly capitalized banks are safer and remain fable even during economically
difficult times. Furthermore, a lower risk increasebank’s creditworthiness and reduces
its funding cost. In addition, banks with high daguo assets ratios will normally have a
lower need of external funding, which has a posi#¥fect on their performance. From

this point of view, a higher capital ratio has aipige effect on performance.

A study by Olalekan (2012) on implication of mer and acquisition of commercial
banks in Nigeria on their performance and othep@ated measures of performance
revealed that there is significant relatiopsh between pre and post-
merger/acquisition capital base of commerdmnks and level of performance.
Merger/acquisition have also increased theitalgation of commercial banks with
evidences of changes in company's share @hier increase in the cost of
services and changes in bank lending rates. Basdlese findings, he then concluded
that the merger and acquisition programme imagroved the overall performances
of banks significantly and also has contiouimmensely to the growth of the real

sector for sustainable development.

(Javaid et al., 2011) observed that capital streofiia bank is of paramount importance
in affecting its performance. A well-capitalisednkas perceived to be of lower risk and
such advantage is converted to performance. He thddsa well-capitalised bank faces
lower expected costs of financial distress and samvantage is translated into high
performance. Merged firms have access to finamglkets that were not available to
one or both of the smaller firms. The cost of capialls below premerger levels. For
example, the combined firm may have a lower prdiglmf bankruptcy than the two
separate firms if the cash flows of the two firmee anot perfectly positively
correlated(Bruckner, 2005).
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Beck et al., 2010) in his study on the impact ofgees on bank performance observed
that mergers and acquisitions of commercial bamkkdonsequently increased the capital
base of banks and that increase in capital baseowimercial banks does not only
enhance revenue generation but acts as a hedgestafg#ure losses, economic slow-

down and to secure the capital of shareholders.

It is the expectation of all the stakeholders imedl in the process of M&A that the
organization to emerge from the combination opseratea more efficient manner than
the two organizations did separately. The reastimdehis assumption is due to the fact
that the new firm benefits from economies of scalel synergies drawn from the
combination should reduce operating costs and/pitatainvestments, thus improving
cash flow (Gakure, Keraro, Okari, & Kiambati, 201The cost-to-income ratio is the
operating costs (such as the administrative casgtdf salaries and property costs,
excluding losses due to bad and nonperforming Joawer total generated revenues. It is
used to measure the effect of efficiency on banmkop@mance. Mergers or acquisition is a
corporate strategy for growth and survival of firvergers are expected to reduce these

costs hence when incomes are higher than costgp#r@rmance is expected to be high.

The dynamic merger analysis indicates that the effstiency of merging banks is
positively affected by the merger, while the relatdegree of profit efficiency improves
only marginally(Christopoulos, Lolos, & Tsionas, (08).According to Devos,
Kadapakkam, & Krishnamurthy (2009)comparatively tteav companies surveyed had
improved assets turnover and experienced a reduaticcapital expenditures. There
search findings however; differed from a surveydiaried on4l large banks that had
completed a merger process in the United State&nodrica; the survey reports and
average improved of 13% on cost savings rather Hrammprovement or increase in
income ((Altunba\cs & Marqués, 2008).
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Odeck (2008) found that merged banks have increaf@iency in the years after the
merger; this is especially true when the deal ceclibetween two banks operating on the
same local markets, and when the size of the néity evas not too big. These sounds
intuitively correct, as it is easier to implemenstsavings when the institutions involved
are not located too far from each other, and when dverall size of the new bank

remains manageable.

Cloodt, Hagedoorn, & Van Kranenburg (2006) foundt tnergers between two equally-
sized banks generated better efficiency gains tlsegreat potential for efficiency and
productivity improvements in the bus industry; mesgoutperformed non-mergers as far
as scale efficiency was concerned; and the mepgecess led to productivity
improvements in the post-merger periods for thearsa that merged companies utilized
their scale economies to improve efficiencies wttike non-mergers significantly became

more technically innovative in order to be compedit

Cloodt, Hagedoorn, & Van Kranenburg (2006) in aeotbtudy to determine whether
banks involved in horizontal mergers achieve egficly improvements relative to other
firms indicate that during 1981-1986, horizontahlbanergers did not yield efficiency
gains. Notably, the findings are based on the nisrgelieved to be most likely to result
in efficiency gains, i.e., they are horizontal nmexgy the firms exhibit considerable

deposit overlap, and the acquiring firms are, ograge, more efficient than the acquired.

Behr & Heid (2011) their results on hospital mesgehowed no significant effect on
technical efficiency and a significant negativeeeff of 2—-2.8% on cost efficiency.

However, positive effects on both cost and techmtfeciency were found in one merger
where more hospitals were involved, and where adtnation and acute services were
centralized and thus cost efficiency is resultprifit efficiency. Through firms merging

or acquiring each other, the employees with differeompetencies and skills come
together and a new team is formed of the best paéis and this eliminates inefficient

employees and management increasing efficiency.
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Merriam-Webster defines competition in businesstls effort of two or more parties
acting independently to secure the business ofira tharty by offering the most
favourable terms in effort to gain profits. Prafita function of revenues and costs, when
revenues are higher than costs then profits asnatt. A combined firm generates

greater revenues than two separate firms(Hillied.e2010).

Villalonga & McGahan (2005) affirms that when firmembine operations they become
more competitive than an individual firm does. Amngompetitive firm is able to amass
more profits through the following ways: marketiggins, when firms combine their
marketing efforts and strategies there will be iowement in advertising efforts,
strengthening of weak existing distribution netwodnd a balanced product mix hence
increased operating revenues at lower costs regudtieater profits.

Hillier et al., 2010 argues that strategic benddits realised in terms of technological
integration. This is one of the key reasons forgaes of employing unique, new and
expensive technologies, which can meet the unigeesof customers at lower costs and
also gain increased market share which is convéotpérformance. They add that a firm
with weak technological structures merging with thieo which has good technological
framework and these combinations may provide arodppity to take advantage of the

competitive environment if certain situations metkze and hence increased revenues.

Marketing power is also achieved through competisirength of a firm, depending on
the market power of the bank in input and outputkeis respectively, it may be able to
increase output prices or decrease input pricesik Baanagement can select the
combination of inputs and outputs at which proéite maximized, monopoly prices are

higher generating monopoly profits (Hillier et &Q10).
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Competitiveness is also achieved through costelship, differentiation, product mix
and focus(Libra, Borchert, & Banit, 2003).Merging &@irms leads to reduced
competition hence price leadership as a result ofiapoly pricing and economies of
scale. Well-differentiated product to meet the oosdr needs and a well-balanced
product mix to meet the customers unique needsuBsecaf the synergies are strategies

for effective competition.

Sathye, 2005 adds that technological integratiorough merging has enhanced
competitiveness of commercial banks through innowatlike internet banking, online

bank transactions and convenient money transatttnogigh the mobile technology. This
has increased attractiveness of bank services ragaigts and hence winning the market,

which has led to increased revenues at reduced, desice profits.

Expertise is the ability to execute a function atiaty effectively by employing
productive skills and experiences and competentiben banks come together there is
increased pool of expertise as different employw#h great experiences, skills and
competencies come together and share ideas. THeopqwofessionals bring about
creativity and innovation which is converted toteeproducts and services for customers
at reduced costs hence performance(Panagiotakap@0i®).He adds that productivity
and performance improvements and innovation caadhmeved only if firms employ

high-skilled workers.

Coleman’s, 2011examined the relationship betweenamiand financial capital and firm
performance for women- and men-owned small firmshm service and retail sectors.
Results indicated that human capital variableduting education and experience, had a
positive impact on the performance of women-owngthd, whereas measures of
financial capital had a greater impact of the penfance of men-owned firms. The ability
to secure financial capital also had a positiveaotpn the growth rate of men-owned
firms, but did not appear to affect the growth ratevomen-owned firms. These findings
suggest that the growth aspiration for women-owfirets is by factors other than human

capital or the ability to secure external capital.
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Dwyer, Richard and Chadwick (2012)found that manazgy@ decisions, especially
regarding loan portfolio concentration, were an am@nt contributing factor in bank
performance. Researchers frequently attribute gbadk performance to quality
management. Management quality is assessed in tdreenior officers “awareness and
control of the bank’s policies and performancee#sence, mergers and acquisitions lead
to a complete blend of skills and competencies @eatulity to provide competitive
services. Performance measurement enables stakehold hold organizations
accountable and to introduce consequences forrpeaftce (Ross, Westerfield, Jafee, &
Jordan, 2008). It helps citizens, customers jutigevalue that company creates for them,

and it provides managers with the data they ne@upoove performance.

Mergers and acquisitions has emerged as a stragggomach to achieving higher
efficiency, control of operations and reductioncoét leading to higher productivity and
performance due to synergies. Several financiafopeance measures have been
adopted between the financial statements analysts lang term planning (Ross,
Westerfield, Jafee, & Jordan, 2008). In this stgdyeral financial ratios have been
adopted Return on Equity (ROA), a measure of barkopmance that, which divides the
net income of the bank by the amount of its assR@®A measures how well a bank
manager is doing the job because it indicates heW avbank’s assets are being used to
generate profits.

Kosmidou, Pasiouras, & Tsaklanganos (2007) points the ROA has emerged as key
ratio for the evaluation of bank performance ans lcome the most common measure
of bank performance in the literature.

ROA = Net income

Total assets

ROA provides useful information about bank perfonece however the bank’s owners
(equity holders) care more about how much the banlearning on their equity
investment, an amount that is measured by therretnrequity (ROE), the net income

per dollar of equity capital.
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ROE= Net Income
Capital

Willie and Hopkins (1997) indicated that the ulttmaneasure of the strength of any
financial institution is not its asset size, thenter of branches, or the pervasiveness of
its electronics rather the true measure is itsrmetun shareholder equity (ROE). Hence
ROE is the preferred method of measuring bankopeence.

Thus, on review of the financial performance measwf banks, ROA and ROE will be
considered as a general measure of banks' perfoeman

Other ratios to be used in the study to indicafieiehcy and capitalization are as shown

below;

Return on Capital Employed = Operating Profit x 200
Capital Employed

Debt Equity Ratio = Total Debts
Shareholders Fund

Cost Income Ratio = Operating Ratio
Revenues

From the studies conducted, there is mixed evidexmaut the effect of mergers and
acquisitions on the performance of commercial barkss therefore, important for
bankers, bank regulators, supervisors, investod r@searchers to understand how
mergers and acquisitions affect the performanceaoks. Hence, the researchers’ main
purpose in this proposal will be to fill this sifnant gap by providing systematic
analysis of the effect of mergers and acquisitiongerformance of commercial banks.
To achieve this goal, the researcher will anatyeefinancial statements of the selected
commercial bank mergers and acquisitions and anmsug@lervision reports from

regulators like central bank, Nairobi securitiesfenge and capital market authority.
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Few researches have been conducted on the areargéms and acquisitions especially
on performance of commercial banks in Kenya andtijmbave failed to show that there
is a relationship between capital base and theopadnce of commercial banks as a
result of mergers and acquisitions and thus thssrhativated the researcher to fill this

gap in the literature.

2.4.1 Capital base and profitability

Capital represents the accumulated wealth of anbasj represented by its assets less
liabilities and indicates the financial strength of a firm. &vhitwo or more firms come
together their capital base in terms of assetd) easl securities increases and hence a
competitive advantage. This increased investmergnwhiell managed results in great
profit. Pasiouras &Kosmidou(2007) indicate that test performing banks are those
who maintain a high level of equity relative to ith@ssets. Highly capitalized banks are
safer and remain profitable even during economycdifficult times. Furthermore, a
lower risk increases a bank’s creditworthiness @attlices its funding cost. In addition,
banks with higher equity to assets ratios willmally have a lower need of external
funding, which has a positive effect on their piadfility. From this point of view, a

higher capital ratio has a positive effect on padility.

A study by Olalekan (2012) on implication of mer and acquisition of commercial
banks in Nigeria on their profitability and othessaciated measures of performance
revealed that there is significant relatiopsh between pre and post-
merger/acquisition capital base of commerdmnks and level of profitability.
Merger/acquisition have also increased theitaligation of commercial banks with
evidences of changes in company’s share @higr increase in the cost of
services and changes in bank lending rates. Basdlese findings, he then concluded
that the merger and acquisition programme imagroved the overall performances
of banks significantly and also has contiouimmensely to the growth of the real

sector for sustainable development.
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(Javaid et al., 2011) observed that capital streonfiia bank is of paramount importance
in affecting its profitability .A well-capitalisetlank is perceived to be of lower risk and
such advantage is converted to profitability. Helsathat a well-capitalised bank faces
lower expected costs of financial distress and samvantage is translated into high
profitability. Merged firms have access to finaherarkets that were not available to one
or both of the smaller firms. The cost of capitall§ below premerger levels. For
example, the combined firm may have a lower prdiglmf bankruptcy than the two
separate firms if the cash flows of the two firmee anot perfectly positively
correlated(Bruckner, 2005).

Beck et al., 2010) in his study on the impact ofgees on bank performance observed
that mergers and acquisitions of commercial baksdonsequently increased the capital
base of banks and that increase in capital baseowimercial banks does not only
enhance revenue generation but acts as a hedgesiag#ure losses, economic slow-

down and to secure the capital of shareholders.

2.4.2Efficiency and profitability

It is the expectation of all the stakeholders imedl in the process of M&A that the
organization to emerge from the combination opseratea more efficient manner than
the two organizations did separately. The reastimdehis assumption is due to the fact
that the new firm benefits from economies of scalel synergies drawn from the
combination should reduce operating costs and/pitatainvestments, thus improving
cash flow (Gakure, Keraro, Okari, & Kiambati, 201The cost-to-income ratio is the
operating costs (such as the administrative castedf salaries and property costs,
excluding losses due to bad and nonperforming Joawer total generated revenues. It is
used to measure the effect of efficiency on bamfitability. Mergers or acquisition is a
corporate strategy for growth and survival of firtvergers are expected to reduce these
costs hence when incomes are higher than costptbétability is expected to be high.

23



The dynamic merger analysis indicates that the effstiency of merging banks is
positively affected by the merger, while the relatdegree of profit efficiency improves
only marginally(Christopoulos, Lolos, & Tsionas, 0&).According to Devos,
Kadapakkam, & Krishnamurthy (2009)comparatively treav companies surveyed had
improved assets turnover and experienced a reduaticcapital expenditures. There
search findings however; differed from a surveydaied on4l large banks that had
completed a merger process in the United StateAnodrica; the survey reports and
average improved of 13% on cost savings rather Hrammprovement or increase in
income ((Altunba\cs & Marqués, 2008).

Odeck (2008) found that merged banks have increafamkency in the years after the
merger; this is especially true when the deal aeclbetween two banks operating on the
same local markets, and when the size of the neity evas not too big. These sounds
intuitively correct, as it is easier to implemenstsavings when the institutions involved
are not located too far from each other, and when dverall size of the new bank

remains manageable.

Cloodt, Hagedoorn, & Van Kranenburg (2006) foundt tnergers between two equally-
sized banks generated better efficiency gains tlsegreat potential for efficiency and
productivity improvements in the bus industry; me¥sgoutperformed non-mergers as far
as scale efficiency was concerned; and the mepgecess led to productivity
improvements in the post-merger periods for theara that merged companies utilized
their scale economies to improve efficiencies wthke non-mergers significantly became

more technically innovative in order to be competit

Cloodt, Hagedoorn, & Van Kranenburg (2006) in aeotktudy to determine whether
banks involved in horizontal mergers achieve efficly improvements relative to other
firms indicate that during 1981-1986, horizontahkanergers did not yield efficiency
gains. Notably, the findings are based on the mergelieved to be most likely to result
in efficiency gains, i.e., they are horizontal mesgy the firms exhibit considerable

deposit overlap, and the acquiring firms are, ograge, more efficient than the acquired.
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Behr & Heid (2011) their results on hospital mesgshowed no significant effect on
technical efficiency and a significant negativeeeff of 2-2.8% on cost efficiency.

However, positive effects on both cost and techmatfeciency were found in one merger
where more hospitals were involved, and where adtnation and acute services were
centralized and thus cost efficiency is resultprfit efficiency. Through firms merging

or acquiring each other, the employees with differeompetencies and skills come
together and a new team is formed of the best paéis and this eliminates inefficient

employees and management increasing efficiency.

2.4.3 Competition and profitability

Merriam-Webster defines competition in businessths effort of two or more parties
acting independently to secure the business ofira tharty by offering the most
favourable terms in effort to gain profits. Prafita function of revenues and costs, when
revenues are higher than costs then profits asnatt. A combined firm generates

greater revenues than two separate firms(Hillied.e2010).

Villalonga & McGahan (2005) affirms that when firmembine operations they become
more competitive than an individual firm does. Amnoompetitive firm is able to amass
more profits through the following ways: marketiggins, when firms combine their
marketing efforts and strategies there will be iowement in advertising efforts,
strengthening of weak existing distribution netwodnd a balanced product mix hence

increased operating revenues at lower costs regudtieater profits.

Hillier et al., 2010 argues that strategic benddite realised in terms of technological
integration. This is one of the key reasons forgees of employing unique, new and
expensive technologies, which can meet the unigeesof customers at lower costs and
also gain increased market share which is conveat@dofitability. They add that a firm
with weak technological structures merging with tiieo which has good technological
framework and these combinations may provide arodppity to take advantage of the

competitive environment if certain situations metkze and hence increased revenues.
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Marketing power is also achieved through competisirength of a firm, depending on
the market power of the bank in input and outputkeiz respectively, it may be able to
increase output prices or decrease input pricesk Baanagement can select the
combination of inputs and outputs at which proéite maximized, monopoly prices are

higher generating monopoly profits (Hillier et &Q10).

Competitiveness is also achieved through costekship, differentiation, product mix
and focus(Libra, Borchert, & Banit, 2003).Merging &érms leads to reduced
competition hence price leadership as a result ofopoly pricing and economies of
scale. Well-differentiated product to meet the oosr needs and a well-balanced
product mix to meet the customers unique needsuBecaf the synergies are strategies
for effective competition.

Sathye, 2005 adds that technological integratiorouh merging has enhanced
competitiveness of commercial banks through innowuatlike internet banking, online

bank transactions and convenient money transatttnogigh the mobile technology. This
has increased attractiveness of bank services raadaigts and hence winning the market,

which has led to increased revenues at reduced, dusice profits.

2.4.4 Expertise and profitability

Expertise is the ability to execute a function atiaty effectively by employing
productive skills and experiences and competentidsgen banks come together there is
increased pool of expertise as different employw#h great experiences, skills and
competencies come together and share ideas. ThHeopqwofessionals bring about
creativity and innovation which is converted toteeproducts and services for customers
at reduced costs hence profitability(Panagiotaktgm012).He adds that productivity
and profitability improvements and innovation da@ achieved only if firms employ
high-skilled workers.
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Coleman’s, 2011examined the relationship betweenamuand financial capital and firm
performance for women- and men-owned small firmshim service and retail sectors.
Results indicated that human capital variableduding education and experience, had a
positive impact on the profitability of women-ownddms, whereas measures of
financial capital had a greater impact of the padsility of men-owned firms. The ability
to secure financial capital also had a positivedotpn the growth rate of men-owned
firms, but did not appear to affect the growth ratevomen-owned firms. These findings
suggest that the growth aspiration for women-owfirets is by factors other than human

capital or the ability to secure external capital.

Dwyer, Richard and Chadwick (2012)found that manzs@ decisions, especially
regarding loan portfolio concentration, were an am@nt contributing factor in bank
performance. Researchers frequently attribute gbadk performance to quality
management. Management quality is assessed in tdreenior officers “awareness and
control of the bank’s policies and performancees#sence, mergers and acquisitions lead
to a complete blend of skills and competencies @ealality to provide competitive

services.

2.4.5 Efficiency and profitability

It is the expectation of all the stakeholders imedl in the process of M&A that the
organization to emerge from the combination operatea more efficient manner than
the two organizations did separately. The reastimdehis assumption is due to the fact
that the new firm benefits from economies of scatel synergies drawn from the
combination should reduce operating costs and/pitatainvestments, thus improving
cash flow (Gakure, Keraro, Okari, & Kiambati, 201The cost-to-income ratio is the
operating costs (such as the administrative cagtdf salaries and property costs,
excluding losses due to bad and nonperforming Joawer total generated revenues. It is
used to measure the effect of efficiency on barmkitability. Mergers or acquisition is a
corporate strategy for growth and survival of firivergers are expected to reduce these

costs hence when incomes are higher than costptbétability is expected to be high.
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The dynamic merger analysis indicates that the effstiency of merging banks is
positively affected by the merger, while the relatdegree of profit efficiency improves
only marginally(Christopoulos, Lolos, & Tsionas, 0&).According to Devos,
Kadapakkam, & Krishnamurthy (2009)comparatively treav companies surveyed had
improved assets turnover and experienced a reduaticcapital expenditures. There
search findings however; differed from a surveydaied on4l large banks that had
completed a merger process in the United StateAnodrica; the survey reports and
average improved of 13% on cost savings rather Hrammprovement or increase in
income ((Altunba\cs & Marqués, 2008).

Odeck (2008) found that merged banks have increafamkency in the years after the
merger; this is especially true when the deal aeclbetween two banks operating on the
same local markets, and when the size of the neity evas not too big. These sounds
intuitively correct, as it is easier to implemenstsavings when the institutions involved
are not located too far from each other, and when dverall size of the new bank

remains manageable.

Cloodt, Hagedoorn, & Van Kranenburg (2006) foundt tnergers between two equally-
sized banks generated better efficiency gains tlsegreat potential for efficiency and
productivity improvements in the bus industry; me¥sgoutperformed non-mergers as far
as scale efficiency was concerned; and the mepgecess led to productivity
improvements in the post-merger periods for theara that merged companies utilized
their scale economies to improve efficiencies wthke non-mergers significantly became

more technically innovative in order to be competit

Cloodt, Hagedoorn, & Van Kranenburg (2006) in aeotktudy to determine whether
banks involved in horizontal mergers achieve efficly improvements relative to other
firms indicate that during 1981-1986, horizontahkanergers did not yield efficiency
gains. Notably, the findings are based on the mergelieved to be most likely to result
in efficiency gains, i.e., they are horizontal mesgy the firms exhibit considerable

deposit overlap, and the acquiring firms are, ograge, more efficient than the acquired.
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Behr & Heid (2011) their results on hospital mesgshowed no significant effect on
technical efficiency and a significant negativeeeff of 2-2.8% on cost efficiency.

However, positive effects on both cost and techmatfeciency were found in one merger
where more hospitals were involved, and where adtnation and acute services were
centralized and thus cost efficiency is resultprfit efficiency. Through firms merging

or acquiring each other, the employees with differeompetencies and skills come
together and a new team is formed of the best paéis and this eliminates inefficient

employees and management increasing efficiency.

2.4.6 Research Gaps

From the studies conducted, there is mixed evidexmait the effect of mergers and
acquisitions on the profitability of commercial lian It is therefore, important for
bankers, bank regulators, supervisors, investos r@searchers to understand how
mergers and acquisitions affect the profitabilifypanks. Hence, the researchers’ main
purpose in this proposal will be to fill this sifnant gap by providing systematic
analysis of the effect of mergers and acquisitmmgrofitability of commercial banks.

To achieve this goal, the researcher will analymefinancial statements of the selected
commercial bank mergers and acquisitions and anmsug@lervision reports from
regulators like central bank, Nairobi securitiexteange and capital market authority.
Few researches have been conducted on the areargéms and acquisitions especially
on profitability of commercial banks in Kenya anastly have failed to show that there
is a relationship between capital base, efficiermympetition and expertise and the
profitability of commercial banks as a result ofrgers and acquisitions and thus this has

motivated the researcher to fill this gap in ther&ture.
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CHAPTER THREE
METHODOLOGY

3.1 Introduction

This chapter describes the procedure used to conthec empirical research. This
includes how the data was collected, the determoimaif the sample used and how the
data was analysed, interpreted and presented.

In this chapter, we entail the chronological evemntsdertaken herein, durations,
processes, procedures and any other undertaking ¢mmough in the process of
collecting, analyzing and preparing data. We alsmiedata analysis techniques used to

arrive to logical discussions, summary and conolughereafter.

3.2 Resear ch Design

Research design is the ultimate blue print fordbléection, measurement and analysis of
data (Kothari, Ramanna, & Skinner, 2010). The stusld Cross-sectional survey. This
design was opted since the study sought to inwegstigssociations between risk factors
and the outcome of interest in mergers and acansitto performance of commercial

banks.

Cross-sectional survey involves observation ofoéll population, or a representative
subset, at one specific point in time. Since cs¥sgional survey uses randomly collected
data, the use of routinely collected data allowgdacross-sectional studies to be made at
little or no expense. This is a major advantage otteer forms of epidemiological study.

It differs from case-control studies in that cresstional surveys aim to provide data on
the entire population under study, whereas casealostudies typically include only
individuals with a specific characteristic, witrsample, often a tiny minority of the rest
of the population. Cross-sectional studies arergese studies (neither longitudinal nor
experimental). Unlike case-control studies, they ba used to describe, not only the
Odds ratio, but also absolute risks and relatisksrifrom prevalence (sometimes called

prevalence risk ratio, or PRR).
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In some cases, it is useful for other researcleasiapt or replicate your methodology, so
often sufficient information is given to allow otiseto use the work. This is particularly
the case when a new method had been developed,ion@vative adaptation used. That
was also another factor that necessitated the ftise @oss-sectional survey as our
research design as the research findings restitargof are meant to benefit not just the

researcher but also other scholars and variecesitparties.

Longitudinal studies differ from both in making eries of observations more than once
on members of the study population over a periotinoé. Secondary historical unbiased
data available to the public was retrieved fromfthancial statements of the commercial
banks and the central bank while primary data waleaed through administering of
guestionnaires to the banks’ employees.

3.3 Population of the Study

Mbwesa (2006) defines population as an entire grumdividuals, events or objects
having common observable characteristics. The pojpual of interest in this study
comprised of 10 banks that merged or were acquime&enya and the regulatory
authority the central Bank of Kenya. The banks mmred in this study are those that
either merged or acquired during the study perib@3®0 to 2010 (Appendix 2). The
period selected provided insightful and relevarfonmation on the performance of

mergers and acquisition in Kenyan Banking industry.

The size of the target population was dictateddgulation and licensing by the Central
Bank of Kenya (CBK), a factor which limited the sinf the target population to only

those officially licensed by the Central Authoritfurther, our target population

measurement was also more bracketed by the faocbihaa certain number out of those
licensed by the Central Bank have actually undezgather a merger or an acquisition or
pursued such strategy.
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3.4 Data collection

The researcher used self-administered questiorsnfireprimary data through drop and
pick method to top management team which includes lranch manager, human
resource manager, operation manager, marketing geanand the head of the IT
department. The study also used secondary soufrckegeofrom published audited annual
reports of accounts for the population of interespitral bank of Kenya(CBK), Nairobi
securities exchange(NSE), Capital market autles(@MA) and the selected bank
Mergers. The method of data collection opted aretl userein allows the scholar to be
able to keenly undertake a systematic review ofdidi@ collected as well as derivatives
of already advanced Mergers and Acquisitions tlesofivhich is a comprehensive survey
of a topic that takes great care to find all rete\s&tudies of the highest level of evidence,
published and unpublished, assess each study,esynghthe findings from individual
studies in an unbiased, explicit and reproducibley vand present a balanced and
impartial summary of the findings with due consatam of any flaws in the evidence).
In this way it can be used for the evaluation othbexisting or new theories and
practices.

In using self administered questionnaires for prindata in tandem with cross-sectional
survey and secondary data from existing publicatimme of the problems anticipated
was that routinely collected data does not normadlgcribe which variable is the cause
and which the effect. Cross-sectional studies usiatp originally collected for other

purposes are often unable to include data on cowiog factors other variables that

affect the relationship between the putative caarse effect. Most case-control studies
collect specifically designed data on all particitsa including data fields designed to
allow the hypothesis of interest to be tested. Herein issues where strong personal
feelings may be involved, specific questions mawls®urce of bias. This was mitigated
by way of designing the research questions in anerathat did not invite bias or the
indulgence of deep personal feelings.

32



3.5 Data analysis

The study used both qualitative and quantitativea.d®ualitative data was analyzed
using interpretive approach which includes sortargl coding raw data and use of
Statistical Package for Social Sciences (SPSS).

Quantitative data was analyzed using regressiomntqgue as shown in the regression
model below. A linear regression model will be usedhdicate the extent to which each
independent variable affected performance of corn@dnanks in Kenya.

The model is as below

Y = Bo + PaX1 + BaX2 +B3X3 +B4X4 1€

Where Y presented performance the depended varfibie a constant term, Capital
base, %-Efficiency, Xs-Competitiveness andsXexpertise are the independent variables

and ¢ is the disturbance term.

The above model can be used to test the viabilitgny merger or acquisition with
absolute results. The data collected and discussesin can be used to test the validity of
this model as it indeed is the core generator offimgings, through the statistical data

analysis tool SPSS.
A commercial bank willing to undertake a mergeudd or can consider testing its data

here and using the findings or results thereforgaimge whether in its current state, the

intended merger or acquisition would be a viahiatsgy to pursue or abandon.
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CHAPTER FOUR
DATA ANALYSIS, INTERPRETATION AND DISCUSSION

4.1Introduction

This chapter entails analysis and findings of th&lyg as set in the research objectives
and methodology. The study findings are presentedth® effect of mergers and
acquisitions strategy on performance of commefaaks in Kenya.

4.2 Demographic I nformation

Demographics are the quantifiable statistics avargpopulation. Demographics are also
used to identify the study of quantifiable subsefthin a given population which
characterize that population at a specific pointinme. Demographic trends describe the
historical changes in demographics in a populatiear time (for example, the average
age of a population may increase or decrease wej.tBoth distributions and trends of

values within a demographic variable are of interes

4.2.1Gender of therespondents

The study sought to establish the gender distobubf respondents. From the findings in
figure 4.2.1 below (33.33%) of the respondents mase while (66.67%) were female.
This was because most of the respondents were hregsaarce managers and operations

managers who in most organizations were women.
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Figure 4.1Gender of therespondents

Gender of respodents
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4.2.2 Level of education

The study had further sought to determine the med@ot’s level of education. According
to the findings, 50% of the respondents had unddrgate degrees, 33.33% had masters’
degrees and 16.67% had PHD’s as shown in figur& #&low.
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Figure4.2 level of education
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4.2.3 Yearsof experience

From the findings, 16.67% had 1-5years experieb@®had 6-10 years, 16.67% had 11-
15 years and lastly 16.67% had 16-21lyears of espeei Thus majority of the
respondents had 6-10 years which is an averagse f@aa competent worker.
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Figure4.3: Yearsof experience
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4.2.4 Thetype of merger the banks has undergone
On the type of merger or acquisition that each cencral bank had undergone, the study

established that 50% of the commercial banks haéngone a horizontal type of merger,
35% had undergone vertical merger and the remaibfi¥%gwas other types of mergers

including the conglomerates and co-generic as shovigure 4.3 below.
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Figure 4.4 Type of Merger Undergone by the Bank.
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To understand the effect of merger or acquisitivatsgy on capital base of the different
commercial banks, the respondents were to indit&textent to which they agreed with
the various statements. The findings accordindnéoréspondents agreed that the capital
base of the bank increased after the merger ongttiqn as shown by a mean of 4.667
and standard deviation of 0.5164; the capital imenet helped the bank in expansion
evident in a mean of 4.1667 and a standard dewiatib 0.75277; the merger or
acquisition afforded more assets seeing growthpemtbrmance as indicated by a mean
of 4 and standard deviation of 0.63246 and lathy testified that commercial banks
met the core capital requirement by the centrakl@EnKenya(CBK) as shown in table
4.3 below with a mean of 4.3333 and a standaréhtden of 0.5164.
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Table4.1: Aspectsof capital base

Aspects of capital structure Mean Std.
Deviation

The capital base of the bank increased after aitigni@ 4.6667 51640

The capital increment from acquisition helped in 4.1667 15277

expansion?

The merger or acquisition has afforded more agsethke  4.0000 .63246

company seeing its growth and performance?

The bank met core capital requirement by CBK? 4.3333 .51640
4.4 Efficiency

Efficiency was another independent variable in ghedy to determine whether the
merger or acquisition strategy had an effect oriop@ance of commercial banks. The
findings showed the different extents to which tieepondents agreed with different
statements about the efficiency of the merger quisttion. The respondents agreed that
the merger or acquisition reduced the commerciakfaunning costs as shown by a
mean of 4.5 and a standard deviation of 0.547# s#rvice costs reduced as indicated
by a mean of 4 with no standard deviation; markgetinosts reduced also at a mean of
4.3333 and a standard deviation of 0.5164; salamesoperating costs reduced also as
shown in the table at a mean of 4.5 and a standawv@ation of 0.54772; Improved
technology which was a core result of the M&As t&tgy increased innovation and
invention enhancing probability of meeting custoshenique needs as shown by a mean
of 4 and a standard deviation of 0.63246; lastlyriomed technology has reduced
customer service time and related costs as shovamvbeith a mean of 4.8333 and a
standard deviation of 0.40825.
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Table 4.2: Aspectsof efficiency

Aspects of efficiency Mean Std.
Deviation
The merger or acquisition reduced running costs? 4.5000 54772
Service costs have reduced? 4.0000 .00000
Marketing costs have reduced? 4.3333 51640
Salaries and operating costs have reduced? 4.5000 54772
Improved technology has increased innovation amention 4.0000 .63246

enhancing probability of meeting customer’s unigeeds?
Improved technology has reduced customer service dnd 4.8333 40825
related costs?

4.5 Competitiveness

Competitiveness is the ability to outperform othansl win the minds of many. On the
differentiated products and services that the mergand acquisitions were able to
provide include SME loans, business loans, assatslocorporate banking, mortgage,
insurance, personal loans, online banking and entioney transfer services. In addition
the respondents were required to evaluate thereiffeaspects of competitiveness; the
findings indicated that the number of the produéd had increased over the years as
indicated by a mean of 3.6667 and standard dewiatid®.5164; the number of branches
also increased at a mean of 4.5 and a standarétmeviof 0.54772; the merger or
acquisition was able to capture a great numbeiffg#rent customer groups as shown by
a mean of 4.000 and standard deviation of 0.63Z#6; merger or acquisition afforded
the bank more loan products to the different ciesttown by a mean of 4.333 and a
standard deviation of 0.5164; The attractivenesshef bank merger has increased
customer deposits reducing the lending rates shpwa mean of 3.1667 and a standard
deviation of 0.40825.
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Table 4.3: Aspects of competitiveness

Aspects of competitiveness Mean Std.
Deviation

The number of product lines has increased oveyehes after  3.6667 51640

the merger

The merger or acquisition has increased the nuwiber 4.5000 54772

branches making the services accessible to theroess

The merger has been able to capture a great nushber 4.0000 .63246
customer groups

The merger or acquisition afforded the bank moas lo 4.3333 51640
products to the different clients

The attractiveness of the bank merger has increasgdmer 3.1667 40825

deposits reducing the lending rates

4.6 Expertise

Expertise refers to the acquired experience ants skuer time. It was used in the study
to test whether the mergers or acquisitions styabegl any effect on the performance of
commercial banks. The respondents observed thabdh&s attracted a rich pool of
skilled and efficient professionals as shown byeamof 4.6667 and a standard deviation
of 0.5164; Inefficient management was eliminatadulgh reviewing of job descriptions
and specifications as shown by a mean of 4.1667aasindard deviation of 0.40825;
specialization enhanced invention and innovatiomcheneeting the customers emerging
needs shown by a mean of 4.3333 and a standardtidevof .51640 ; the bank mergers
consequently improved work culture and ethics tghofrequent trainings, workshops
and seminars indicated by a mean of 4.0000 andcredatd deviation of 0.63246 as

shown in the table below.
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Table 4.4: Aspectsof Expertise

Aspectsindicating efficiency Mean Std.
Deviation

The bank has attracted a rich pool of skilled arfficient 4.6667 51640
professionals

Inefficient management has been eliminated thraeglrewing of job  4.1667 40825
descriptions and specifications

specialization has enhanced invention and innondtience meeting 4.3333 51640
the customers emerging needs

The bank has improved work culture and ethics tinofrequent 4.0000 .63246

trainings, workshops and seminars

4.7 Regression Analysis

The researcher conducted a multiple regressiorysisao as to test relationship among
variables. The research applied the statisticatgge for social sciences (SPSS) to code,
enter and compute the measurements of the mutaglessions for the study.

4.5. Model Summary

Model R R Square Adjusted R Squarg  Std. Error of the
Estimate
1 0.937 0.878 0.865 0.65244
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Coefficient of determination explains the extentiMoich changes in dependent variable
be explained by the change in the independenthlasar the percentage of the variatio
the dependentariable (performance of commercial banks) thaxglained by all the fo
independent variables (capital base, efficiencymetitiveness, and expertise)

The independent variables studied explain only 8®j. of the effects of mergers ¢
acquisitions on the performance of commercial bank€enya as represented by. R his
means that the other variables not studied in bsearch contributed (12.2%) and 1
further research should be conducted to investigfa¢se other effects of mergers

acquisitions on the performance of commercial bamk&enya.

Table 4.6: Coefficient of deter mination

Model Unstandardized Standardized t Sig.
Coefficients Coefficients
B Std. Error Beta
(Constant) .843 175 4.847 | .000
The capital basq .642 .082 .586 7.835 | .000
Expertise -.212 .083 -.246 -2.806 | .006
Efficiency 167 .063 223 2.583 | .011
Competitive 143 .082 132 1.739 | .034

As per the SPSS generated table above, the equatigia+ B1X1+ BoXo +B3Xst+ BaXy
+¢) becomes Y=0.843+ 0.642X0.232X% +0.167X%+ 0.143X%, This regression equation
shows that taking all the factors into account ehase, efficiency, expertise and
competitiveness at constant zero then performasc@.843. However taking all the
independent variables at zero, then a unit increéaseapital base will lead to 0.642
increase in performance, the same way a unit iser@a efficiency will lead to 0.167
increase in performance. Again a unit increaseieficy will decrease performance by
0.212 and finally a unit increase in competitivenedll lead to 0.143 increase in

performance respectively.
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This depicts that capital base continues to haeddhding effect on commercial banks
performance followed by efficiency then competitiess and expertise which shows a
negative relationship between merger or acquisistrategy and the performance of
commercial banks. At 5% level of significance ang?® level of confidence, then
efficiency, capital base and competitiveness ageifstant in explaining the relationship
between mergers and acquisitions strategy anddHermance of commercial banks in

Kenya since their levels of significance are be®@5 which is the significance level.

Indeed, evident from an earlier discussion in abapio of this project, When two or
more firms come together, their capital base imgerof assets, cash and securities
increases and hence a competitive advantage. Thigased investment when well
managed results in great profit. Pasiouras & Kosmni@2007) indicate that the best
performing banks are those who maintain a highllef’equity relative to their assets.
The dynamic merger analysis indicates that the effstiency of merging banks is
positively affected by merger while the relativegose of profit efficiency improves only
marginally ( christopoulos, Iolos & Tsionas,2008gHKy capitalized banks are safer and
remain profitable even during economically diffictimes. Furthermore, a lower risk
increases a bank’s creditworthiness and reducdariting cost. In addition, banks with
high equity to assets ratios will normally haveoaér need of external funding, which
has a positive effect on their performance. Froi ploint of view, a higher capital ratio
has a positive effect on performance .Javaid gR@ll1) observes that capital strength of

a bank is of paramount importance in affectingpgsformance.

Again on more scrutiny of the above data, unit ease efficiency will decrease
performance by 0.212 and finally a unit increaseampetitiveness will lead to a 0.143
increase in performance respectively. This deplas capital base continues to have the
leading effect on commercial banks performance ovodld by efficiency then
competitiveness and expertise which shows a negaéhationship between merger or
acquisition strategy and the performance of commkebanks. Competitiveness is also
achieved through cost leadership, differentiatmmoduct mix and focus( Libra, Borchert
& Banit, 2003).
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At 5% level of significance and 95% level of codite, then efficiency, capital base and
competitiveness are significant in explaining tredationship between mergers and
acquisitions strategy according to Back et al.,®01in his study on the impact of
commercial banks indicates that it increased thmtalabase of the banks and that this
increase does not only enhance revenue generaitaidm acts as a hedge against future
losses, economic slow down and to secure capitsthafeholders and the performance of
commercial banks in Kenya since their levels ohsigance are below 0.05 which is the
significance level. A study by Olalekan (2012) amplication of merger and acquisition
of commercial banks in Nigeria on their performaneeealed that there is a significant
relationship between pre and post merger acquisitapital base of commercial banks

and level of performance.
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CHAPTER FIVE
SUMMARY OF FINDINGS, CONCLUSION AND RECOMMENDATION

5.1 Introduction

This chapter discusses the overall findings wite #im of answering the research
guestions. The chapter also presents the conchisasod recommendations from the
current study based on the effect of mergers agdisitions strategy on the performance
of commercial banks in Kenya. The specific objezgiwere to determine the effect of
mergers and acquisitions strategy on performanceoofmercial banks in Kenya and

whether banks adopt these strategies and if thegpdehat extent?

5.2 Summary

The findings showed that, most of the commerciaklbeghad undergone a horizontal type
of merger as shown by 50% on the graph. The regmsadcad undergraduate degrees
followed by masters’ degrees then PHDs had the feasentage. However, most of the
respondents pertaining to the area of managemerdg t@anch, human resource and
operation managers and had 6-10 years of experwhosh is the average years for a

competent worker.

Regarding the capital base of the commercial batiies,respondents agreed that the
capital base of majority of the banks increasedraitquisition or merging and thus the
commercial banks were able to meet the core camtplirement by the central bank.

Statistics from central bank supervision reporse ahdicated that some commercial bank
mergers also remerged in efforts to meet this camtal requirement as per the bill in

2008, where the then Finance Minister Amos Kimupy@posed to raise the minimum

core capital for banks to 1 billion shillings fra?s0 million shillings, giving 2012 as the

deadline for all banks to comply (Beck et al., 2010
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Efficiency was also used to ascertain whether mierge acquisitions had any effect on
performance of commercial banks, the findings astlpe different aspects showed that
most of the respondents agreed that post mergeatape costs reduced as a result of

synergies and economies of scale.

Technology was also an aspect of efficiency anthfthe responses, one can construe
that it led to reduced customer service time arwlemsed inventions and innovations
through research and development. These findingsffamency are in line with(Gakure,
Keraro, Okari, & Kiambati, 2010) who argue that tiewv firm benefits from economies
of scale and synergies drawn from the combinatreducing operating costs and/or

capital investments, thus improving cash flow aedce performance.

As regards competitiveness, it is evident thatrtrergers and acquisitions are able to
offer differentiated products to their customer$ieTrespondents were neutral on the
number of product lines as indicated by a meariaet since most of the banks offered
similar product lines thus the increment was mindjnteowever, on the number of
branches it was a great achievement for mergersaagdisitions as result of increased
customer base and the deposits and different cestgroups led to expansion of

services to clients which converted to great psofit

Further findings indicated that the growth and ergi@n attracted qualified professionals
and elimination of inefficient management througiv jdescriptions and specification

reviews, trainings, seminars and workshops. Onopsidnce of commercial bank after

employment of the mergers and acquisitions strateggasured using return on assets
and return on equity, it was evident from the comuiaé bank reports that the rates

increased marginally and others had mixed indioatithus performance is observed to
have increased more proportionately as a resulieofnerger. ROE and ROA, increased
in the preceding years, but a slower rate as showppendix 5.
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5.3 Conclusion

From the findings conducted as described hereie, @ncludes that performance of
commercial banks’ as a result of mergers and aitiguis strategy is affected by the
capital base, efficiency, competitiveness and diqeeras indicated by the regression

equation;

[Y=0.843+ 0.642X%-0.232% +0.167>+ 0.143X%,

Showing that taking all the factors into accourdapital base, efficiency, expertise and
competitiveness at constant zero then performasce.843. However taking all the
independent variables at zero, then a unit increéaseapital base will lead to 0.642
increase in performance, the same way a unit iser@a efficiency will lead to 0.167
increase in performance, similarly, a unit increaspertise will decrease performance by
0.212 and finally a unit increase in competitivenegll lead to 0.143 increase in
performance respectively. This depicts that captede continues to have the leading
effect on commercial banks performance followeddffjciency then competitiveness
and expertise which shows a negative relationseifprden merger or acquisition and the
performance of commercial banks. The negative iogighip between expertise and
performance is an indication that the hiring of enqurofessionals calls for an extra
expense in the firm which negatively affects perfance according to value destroying
theories by (Ghauri & Buckley, 2003).At 5% level sifjnificance and 95% level of
confidence, then efficiency, capital base and cditipeness are significant in explaining
the relationship between mergers and acquisitionsthe performance of commercial
banks in Kenya since their levels of significance aelow 0.05 (which is the base

significance level).

As pertains performance which was measured using R@d ROA, the theory of
mergers that A+ B=AB+ SYNERGY is evident from Appen 5. Some banks
experienced negative ratios as a result of sonteriaevhich affect ROA and ROE like
leverage which affects a company's ROE for exaniptgerest rates, or the net cost of
borrowing, decreases, ROE will improve. If the ratwon the company's assets (net

income divided by total assets) goes down, the emywill have a worse ROE.
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Taking on more debt does not necessarily decre&3€, Rs leverage can work in a
company's favor and improve ROE if used wis8QE is more than a measure of profit;
it's a measure of efficiency. A rising ROE suggdbtst a company is increasing its
ability to generate profit without needing as muelpital. It also indicates how well a
company's management is deploying the shareholkggal. In other words, the higher
the ROE the better falling ROE is usually a problaccording to Willie and Hopkins
(21997).

Return on Assets (ROA) is an indicator of how geifie company's assets are in
generating profit. Return on Assets shows how ndotlars of earnings result from each
dollar of assets the company controls. Return osefssratio gives an idea of how
efficient management is at using its assets to rggmerofit. The only common rule is
that the higher return on assets is, the bettegus®e the company is earning more money
on its assets. A low return on assets compared thighindustry average indicates
inefficient use of company's assets. Return ontgdsaian important measure of the
performance of a company. Higher values are gdgefalorable meaning that the
company is efficient in generating income on newesiment. Investors should compare
the ROE of different companies and also check tieadt in ROE over time. In
conclusion, industries have high return on equigcause they require less capital
investment. Other industries require large infiagtire build before generating any
revenue. It is not a fair conclusion that the indas with a higher Return on Equity ratio
are better investment than the lower ones. Generthlé industries which are capital-
intensive and with a low return on equity havenaited competition. But, the industries
with high return on equity and small assets basese ha much higher competition

because it is a lot easier to start a businessnitiiose industries.
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5.4 Recommendation

Following the findings from the analysis of thees#éd ratios of the financial institutions
that have undergone mergers/acquisition in Kenyes study recommends that
institutions having weak capital base consolidateciteate synergies so as to enjoy
economies of scale as this will improve their perfance instead of going public by
listing on the Nairobi Stock Exchange as this mayah expensive venture as it requires

much funds for listing.

The study also recommends that those firms facmgstcaints on the market should
consolidate their energies by resorting to merggusition so as to expand their
performance as the merger/acquisition is not juistife best interest of the managers but
also shareholders as it leads to an increase irlsblders’ wealth as opposed to each

financial institution operating separately on g

Further, it is important to note that if the valoethe shareholders' equity goes down,
ROE goes up. Thus, write-downs and share buybaeks agtificially boost ROE.
Likewise, a high level of debt can artificially &ioROE; after all, the more debt a
company has, the less shareholders' equity itdea percentage of total assets), and the
higher its ROE is and thus the study recommendsiéh@ompanies to remain profitable

they must maintain lesser values of shareholdargyeq

5.5 Limitationsand Areasfor Further Research

The same study should be carried out in other finmdifferent industries to find out if

the same results would be obtained. This studyseduprimarily on the commercial
banking sector. There are many challenges faciegfdhmation of mergers and the
executions of acquisitions. A study should be earrto find out the challenges on
formation of mergers and why many firms have natmied or considered forming

mergers despite the advantages got from engagamém same. Further study should
also be done on other factors of mergers and atiqus strategy on that could affect

performance of commercial banks since the study coNered 87.8% of the factors.
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5.6 Implication on Theory, Policy and Practice

The evidence from event studies on the efficien€ymergers is so extensive and
consistent that a brief summary suffices. Acquossi always entail a large gain for the
target firm's shareholders over the market value tlod freestanding entity. The
proportional gain if anything has been rising otrere and amounts to a premium of 30
percent for the change in corporate control viaetaer, 20 percent via merger (Jensen

and Ruback1983). The average return to the bidtimgs shareholders is less clear.

Some studies have found small but statisticallyifigant gains, others small losses. It
seems safe to conclude that the bidder’s sharetsodgbgproximately breakeven. A bundle
for the target’s shareholders plus zero for thaléits still sums to a bundle, supporting
the conclusion that mergers create value and aicgbydare economically efficient and

with tangible results in practice.

These results evidently invite the conclusion tinargers are profit- able and therefore
socially desirable. If we accept the positive isfaege from event studies, the conclusion
that mergers are productive may require no morerétieal foundation than the widely
assumed disinclination of purposive individualslgave currency on the footpath. The
findings of this study in tandem with other corteth studies will be of major
implications to all aspects of the economy botlpatlicy, theory and practice. Among
those who are likely to feel these implications enmrclude; The Corporate Managers: In
the networked business environment of today, masageed to understand, anticipate

and manage the business dynamics inherent in \waitiances.

This study will be helpful to managers in predigtiand managing these to ensure
sustained business profitability and in understagdat what point in the alliance
relationship should a firm exit. The Government: drafting monopoly and unfair
competition laws to ensure a level playing fielad fwth small and large businesses.
Investors: Since investment decisions are made wodiicient information about the
companies concerned, this study will provide usefidrmation to the investors on when

to buy or sell stocks of companies that are inlkanae.
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APPENDICES

Appendix 1: Questionnaire
Instructions: Please tick where appropriate [/]

Section A: Demogr aphic information

*Gender

Male [ ] Female [ ]

*What type of a merger has the bank undergone

Horizontal [ ] Vertical[ ] Co generic[ ] Cgiomerate [ ]
*Highest level of qualification achieved

Diploma[ ] Degree]| ] Masters[ ] PhD[ ]

Others (Please specify)

*What is your area management in the organization?
Finance [ ] operations [ ] Information technology Human resource [ ]
Others (Please specify)

» For how long have you worked for the firm?
1-5years|[ ] 6-10years| ] 11-15years | | W6y2ars [ |
Others (please Specify)

Section B: Capital base
Rank the following statements with the followindpdds

5. Strongly agree 4. Agree 3. Neutral 2. Disagré.Strongly Disagree

6. The capital base of the bank has increased asilt

of merger or acquisition.

7. The capital increment resulting from merging |

helped in expansion?

8. The bank been able to meet the core ca

requirement as per the Central be
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requirement?

9. The M&A has afforded more assets for the comp

seeing its growth and performance?

Section C: Efficiency

Please Rank the following statements with the fihy labels
5. Strongly agree [ | 4. Agree[ ] 3. Neutrag[ 2. Disagree [ ] 1.Strongly
Disagree [ ]

.. The number of product lines has increa
over the years after the merger

acquisition?

.. The merger or acquisition has increased
number of branches all across t
country making services easi

accessible to the customers?

.. The merger has been able to capture a ¢

number of customer groups?

.. The merger or acquisition has been affor
the bank more loan products

different clients.

.. The attractiveness of the bank merger
increased customer deposits reduc

the lending rates?
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Appendix 2: List of mergersand acquisitions

No. [Institution Merged with Current Name Date approved
Paramount Universal
1 |Universal Bank Ltd. |Paramount Bank Ltd. 11.01.2000
Bank
Kenya Commercial | Kenya Commercial Kenya Commercial
2 21.03.2001
Bank Finance Co. Bank Ltd.
Co-operative Merchan _ Co-operative Bank of
3 Co-operative Bank Itd 28.05.2002
Bank Itd Kenya Itd
_ . Commercial Bank of |Commercial Bank of
4  |First American Bank It _ _ 01.07.2005
Africa Itd Africa Itd
Prime Capital &Credit, _
5 Lid Prime Bank Ltd. Prime Bank Ltd. 01.01.2008
. CFC Stanbic Bank
6 |CFC Bank Ltd. Stanbic Bank Ltd. Lid 01.06.2008
Savings and Loan (K) Kenya Commercial BarKenya Commercial
7 01.02.2010
Limited Limited Bank Limited
8 |City Finance Bank LtdJamii Bora Kenya Ltd. Jamii Bora Bank Ltd.11.02.2010
_ _ _ _ |Equatorial
Equatorial CommerciaSouthern Credit Bankin _
9 _ Commercial |01.06.2010
Bank Ltd Corporation Ltd
Bank Ltd
Acquisitions
N Institution Acquired by Current Name |Date approved
0.
10 |Mashreq Bank LtdDubai Kenya Ltd Dubai Bank Ltd|01.04.2000

Author: Source CBK (2011)
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