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ABSTRACT

This study addressed International Mergers and &aons (IM&A) as a competitive strategy
adapted by CfC Stanbic Bank Limited. Internatiolf@rgers and Acquisitions (IM&A) are two
broad types of restructuring through which today@nagers seek economies of scale, enhanced
market visibility and other efficiencies. MergensdaAcquisitions (M&As) are mechanisms to
access critical resources, to increase firms’ pawkative to other organizations, and to reduce

competitive uncertainty created by resource depsrds among firms.

The researcher used both Primary data collectetd wie aid of an interview guide and

Secondary data was collected through review ottments of various relevant publications and
reports at the bank. The major findings of the gtwere based on the rational for Merger and
Acquisition by CfC Stanbic Bank Limited. These umbéd; the merger was to provide CfC Bank
with an investor recognized as a banking group &igubstantial presence in Africa and other
emerging markets, headquartered in Africa and wkiolld have a major interest in securing
the future of the various businesses of new entige corporate and institutional deals would
be enabled through the improved technical suppuatithe global market distribution capabilities

of Standard Bank Group.

In conclusion, Mergers and Acquisitions are congideas corporate events which help an
organization to create synergy and provide sudté&neompetitive advantage. This study was
mainly concerned with a merger and an acquisitiggirating in a mature African bank. In

contrast, it is clear that the biggest challengeb® future will come when acquiring firms come

from emerging markets and the acquisition in matoaekets providing room for further study.
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CHAPTER ONE

INTRODUCTION
1.1 Background of the Study

Today, business is acknowledged to be internatiandlthere is a general expectation that this
will continue for the foreseeable future. Succdssfiernational businesses or global businesses
seem to become free of their own national boundatteey simply become very competent at
navigating through the whole world market. Inteiorél Mergers and Acquisitions (IM&A) are
two broad types of restructuring through which nggra seek economies of scale, enhanced
market visibility and other efficiencies. Interratal business grew over the last half of the
twentieth century partly because of liberalizatioh both trade and investment, and partly
because doing business internationally had becasiere In an ever changing global economy,
Johnson and Sholes (2003), notes that organizatuss find ways of operating by developing
new competences as the old advantages and comgetgaitied is quickly eroded owing to the
environmental changes. Firms globally are competiran ever changing, dynamic environment
and it is therefore important that in order to sugvand sustain competitive advantage, various

competitive strategic options must be embraced.

A merger is the process by which two companieseuhiéir businesses, often in order to perform
at multinational level. A merger occurs when tweonpanies decide to combine their assets and
liabilities into one entity, or when one companyghases another. The term is often used to
describe a merger of equals, such as that of DeiBdaz and Chrysler, which was renamed

DaimlerChrysler. More commonly, the idea of mergerused by companies with similar
1



businesses. However, a merger can be made betweetotally different businesses. This is
also known as a conglomeration. In general, mergerproposed by large companies that want
to expand their business and become transnatiosaklly, the two companies will form a new
company where their businesses will be transferféé. stockholders of the merged companies

will swap their current stockholding for stock retnewly formed company.

Acquisition simply refers to one company’s purchaganother, as when a smaller target firm is
bought and absorbed into a larger acquiring filncdmmercial language, an acquisition means
either the process of acquiring a business or shara company. By buying the whole of the
shares in a company, a buyer will become the owhéne company including its business. By
acquiring some reasonable large percentage, sayob18é shares in a company, the buyer will
become the major shareholder of a company witltdpability of making important decisions as
to the running of the business and future stratddile company. In certain cases the acquisition
of shares of a company may not be attractive amalyar will only be interested in acquiring the
business of a company. This will involve the actjwis of certain interesting assets of the
company but not its liabilities. In each case, #deguisition will be made by signing an
acquisition agreement which will stipulate in detae conditions of the purchase. The parties
will negotiate the purchase price based on the etasklue of the shares or assets and the vendor

will be required to give certain warranties in resfpof the business.

This study looked at the Merger and Acquisition,&A) between CfC Bank Ltd and Stanbic
Bank Ltd, a member of the Standard Bank of SoutitAfLimited to form the current name CfC
Stanbic Bank Limited as approved by Central Bankefiya on June®12008. Companies are

always trying to expand its business by enteringifm markets. Sobek (2000) claims that
2



during the second half of the 1990s, the most eagwords used in reports on banking were
"merger” and "acquisition”. This implies that Mergeand Acquisitions are still considered as
international competitive strategic option appliealtoday and is therefore worth further

exploration.

1.1.1 International Mergers and Acquisitions

International Mergers and Acquisitions are growdtay by day. These mergers and acquisitions
refer to those mergers and acquisitions that &iedglace beyond the boundaries of a particular
country. International mergers and acquisitions aleo termed as global mergers and
acquisitions or cross-border mergers and acquisiti@lobalization and worldwide financial
reforms have collectively contributed towards thevelopment of international mergers and
acquisitions to a substantial extent. Mergers amigitions have been a very popular strategic
movement for global businesses, attaining growiverdification, or profitability (Fowler and
Schmidt, 1988). In fact, the process of cross hokdiergers and Acquisitions that started in the
1980s continued throughout the 1990s until thenfore crisis and is still vigorous (Houghton et
al., 2003). Cross-border merger and acquisitioiviachas continued to increase at a torrid pace
during the past decade and a half, to the pointitihas become a major strategic tool for growth
of multinational corporations Cartwright and Coqpgr993). During the phase of 1980s the

number of cross border acquisitions occurring dlgbieas almost tripled.

International mergers and acquisitions are takiagepin different forms, for example horizontal

mergers, vertical mergers, conglomerate mergers;estric mergers, reverse mergers, dilutive

3



mergers, accretive mergers and others. Internatraeegers and acquisitions are performed for
the purpose of obtaining some strategic benefitbénmarkets of a particular country. Research
evidence indicate that Mergers and Acquisitionsstexi as early as 1890 when some of the
earliest antitrust cases involved acquisitions aadsolidations, according to Hale and Hale
(1962), early researchers on the subject. Withh&ip of international mergers and acquisitions,
multinational corporations can enjoy a number ofaadages, which include economies of scale
and market dominance. International mergers andisitigns play an important role behind the

growth of a company. These deals or transactiofs ddéarge number of companies penetrate
into new markets fast and attain economies of scaéley also stimulate foreign direct

investment (FDI).

The opening up of the European countries to intemnal mergers and acquisitions and the
economic reforms in developing countries providegiamboost to international mergers and
acquisitions since the 1990s. Foreign investmets gajor impetus from international mergers
and acquisitions. The adoption of economic refoimmany countries in the last two decades of
the 20th century opened up opportunities of inteonal mergers and acquisitions. With

different countries opening up their economiesdeifyn investors, international mergers and
acquisitions has received a major boost. For exantpe European economy opened up to
foreign mergers and acquisitions in the 1990s, whésulted in merger and acquisition activities
of large volumes taking place across Europe. WH8A has always been the pioneer in merger
and acquisition activities, UK too has registereghhlevels of mergers and acquisitions; for

example, on May 6, 1998, in London, Daimler-BenzG#rmany signed a merger agreement

4



with Chrysler Corporation of the United States dond DaimlerChrysler; GlaxoSmithKline plc

(GSK), PricewaterhouseCoopers (PwC) amongst others.

There are various benefits that accrue to firms thwadertake international mergers and

acquisitions. Cross border mergers and acquisitameseffective in boosting Foreign Direct

Investment (FDI). For international investors, st @éasier to invest through a merger or an
acquisition. International mergers and acquisitipreide access to infrastructure and customer
base in a country which is quite difficult to bufidbm the scratch. Moreover an existing brand
name in a country provides strong business edgeedscto local markets of different countries is
possible through international mergers and acqoinst With the developing countries adopting

liberal economic policies, the incentives of firmsthe developed nations to indulge in mergers
and acquisitions in these countries are huge. ratemal mergers and acquisitions provide a
way to tap the markets of these countries. On therdhand, for these developing countries
international mergers and acquisitions provide tlaaress to improved technologies and more

productive operative mechanisms.

One would observe that both Mergers and Acquisstitypically involve the managers of one
organization exerting strategic influence overdheer, Johnson, Scholes & Whittington, (2010).
Leung, Poullet and Shaves (1993), state that forb@sng merger booms are constantly
evolving, have intensified and will hit with a vexance. Leung et al, add that with mergers only
the boldest players will seize this brief windowogiportunity and become the new leaders. They
observe that especially for Banks, Mergers and Atiipns activity is surging as they need

capital and they must turn to outside investorfgnid it.



1.1.2 The Banking Sector in Kenya

The Banking Industry in Kenya is governed by thenpanies Act, the Banking Act, the Central
Bank of Kenya Act and the various prudential guites issued by the Central Bank of Kenya
(CBK). The banking sector was liberalized in 199%] axchange controls lifted. The CBK,
which falls under the Minister for Finance dockes, responsible for formulating and
implementing monetary policy and fostering the idtty, solvency and proper functioning of the
financial system. As at September 2012, Kenya by three (43) banks and one (1) mortgage
finance institution, Housing Finance. The Finangattor expanded by 4.6 percent in 2009

compared to 2.7 percent in 2008. This was mainhged by increased profitability by banks.

The banks have come together under the Kenya Ba#issociation (KBA), which serves as a
lobby for the banking sector’s interests. The KB&wes a forum to address issues affecting
members. Over the last few years, the Banking séttdenya has continued to grow in assets,
deposits, profitability and products offering. Tgewth has been mainly underpinned by; an
industry wide branch network expansion strategyhbiot Kenya and in the East African
Community Region, automation of a large numberesfises and a move towards emphasis on
the complex customer needs rather than traditimiithe-shelf’ banking products. Players in
this sector have experienced increased competiir the last few years resulting from

increased innovations among the players and nenargntinto the market.

The Government has reformed banking to make itrnateonally competitive. In 2007, the
Ministry of Finance proposed to raise bank cagitah Ksh. 250 Million ($3.1million) to Ksh. 1

billion ($12.5 million) by 2010. This deadline hoves, has since been pushed to 2012.
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Due to changes in the operating environment, selieemsed institutions, mainly commercial

banks, have had to merge (combine their operatronsutually agreed terms) or one institution
takes over another’s operations (acquisitions).ofdiog to Douglas D. Ross (2005), Mergers
and Acquisitions lead to incremental growth optionsluding introducing new products or

services, enhancing existing services to grow to@-tevenue, and entering into new markets.
The significant Kenyan Mergers and Acquisitionsist of 2006 to 2008 has given way to a
quieter period due in part to the effects of thenmational credit crisis and partly to the poétic

uncertainties following the establishment of a tmad government after the disputed 2007
national elections. The government has begun a piege in its privatization programme to
include the banking, sugar, hotels, manufacturing agri-business sectors, which is likely to

stimulate Mergers and Acquisitions activity as stees take up these opportunities.

Amid significant global, regulatory reform, banksdasecurities firms are faced with numerous
challenges and sweeping changes. How should bapkgating models evolve? Where are the
greatest opportunities for growth? What is the neffctive way to raise and manage capital?
These are some of the questions banks are wrestiithigas they seek to comply with new
regulations while meeting the reasonable expectsitiof customers and shareholders.
Competition in the banking industry has intensifiedhe recent past, with some players losing
their market share. The banking sector in Kenyaoigxemption, the industry is currently very
volatile such that gaining and retaining market fioms and remaining profitable, are very

unpredicatable.

Mergers and Acquisitions are among the most powaerid flexible growth tool employed by

companies of all sizes and in all industries. Wasrthere is great potential for M&A, Makau,
7



(2008), says that the pace has been slow in Kenglanat only in Kenya but in Africa as a
whole. Makau observes that in the recent pastshiiing focus to new markets has brought
investors knocking on doors of Africa. The resouasten continent which is slowly emerging
from decades of widespread instability and econadeidine is now becoming the new playing
field for the world’s financial and industrial heaweights. It is widely recognized that a well-
timed purchase or a well-planned merger can bamtsthe immediate financial position and the
long-term outlook for an organization. Exampleso€cessful firms and financial institutions as
a result of Merger and Acquisition with their prese in Kenya include: - GlaxoSmithKline plc
(GSK), PricewaterhouseCoopers (PwC), CfC Stanbic BankCtinmercial Bank of Africa Ltd,
Standard Chartered Bank (K) Ltd amongst others. fHsearcher selected to do a study on
International Mergers and Acquisitions by CfC Staribank Ltd because this is the most current

international banking merger.

1.1.3 CfC Stanbic Bank Limited

CfC Stanbic Bank Limited is a corporate and rdbathk licensed by the Central Bank of Kenya
to provide banking services in the Kenyan econoifhe bank is part of the Standard Bank
Group a leading African financial services orgati@a which was founded more than 150 years
ago and today has operations in 18 African couniaied across the globat the core of CfC
Stanbic Bank’s values is a commitment to offervate and first class financial services within
both the corporate and retail banking segments. &#hbic Bank has over the years built a
formidable reputation in the corporate and investinimanking space and has structured some of

the East Africa Region’s largest and most imporfenancial transactions.



On January 28 2007, Standard Bank Group limited from South @drannounced that it had
entered into negotiations with CfC Bank and certaih its major shareholders. These
negotiations were to evaluate a possible mergearsaction between Stanbic Bank Kenya
(Standard Bank’s subsidiary in Kenya) and CfC BaRkllowing this announcement, CfC
announced on June 22007 that they had entered into a conditionabagrent with Stanbic
Africa Holdings and Gambit holdings to complete therger of Stanbic Kenya and CfC Bank
Limited. The Standard Bank of British South Afrieeas established in 1862. Operations
commenced immediately in London and by January 1863bank’s agents in Port Elizabeth
were discounting bills. “British” was dropped frothe name in 1883. In 1962 a subsidiary
company was formed to carry on business in Southic#Afand South West Africa (now
Namibia). The name Standard Bank Limited was adbfie the holding company in England
(subsequently to become Standard Chartered BankAPhwolding company in South Africa was
established in 1969 as Standard Bank Investmenpdfation (now Standard Bank Group
Limited); the holding company of The Standard BahlSouth Africa Limited, and listed on the
Johannesburg Stock Exchange (JSE) in 1970. Std3dn& is a division of Standard Bank, a

member of the Standard Bank Group based in JohbarggsSouth Africa.

Leveraging its regional, continental and globalwwek, CfC Stanbic Bank is the premier service
provider of international corporate and investnigamking services and takes pride in providing
innovative financial solutions for Kenya'’s growingtail banking population. CfC Stanbic Bank
is listed on the Nairobi Stock Exchange (NSE) andently has a market capitalization of
Sh11.7 billion (USD 129 Million) at November 28tQT1, (Website, the Standard Bank of South

Africa Limited, 2012).



1.2 Research Problem

In the recent past, the banking sector has witdesgense competitive rivarly that has led to
some players loosing their market share. This laasserious implications on their profitability
and competitiveness. In response to the fierce etitign in business globally, companies have
had to come up with new strategies to remain (@l and competitive. International Mergers
and Acquisitions are two broad types of restruomithrough which managers seek economies

of scale, enhanced market visibility and othercedficies.

International mergers and acquisitions are grovdag by day. Research evidence indicate that
Mergers and Acquisitions existed as early as 188@rmnwsome of the earliest antitrust cases
involved acquisitions and consolidations, accordimgdale and Hale (1962), early researchers
on the subject. Makau, (2008), states that Afriay rstill lag behind in the global M&A map,

but with the world’s appetite for key commoditidsowing no signs of abating, the need to
control the sources of raw materials and the rapigetration of financial services is set to spur

mergers and acquisitions activities in the continen

With the increasing number of market players, fitimst fail to reinvent themselves in the fast
dynamic banking market are threatened by eminefiapse and only those that remain
conscious of market dynamics and position themsell will tighten their grip in the market,

(The Standard Newspaper Supplement — Friday, Augu005). This is because globalization
has not spared the remotest village in the worlth wiany firms entering the market both locally
and internationally, meaning only innovative comparwill survive. Kariuki Thande, the Head
of Corporate Finance at CBA (Personal Communicatidpril 28" 2008 - investors come

knocking on Africa’s doors), feels that firms tHail to consider Mergers and Acquisitions as a
10



catalyst for growth may find their competitivenatsclining especially with the entry of firms

from South and Western Africa. M&A therefore rensamchallenging yet an exciting notion for
growth. This study sought to determine the howahy factors that make International Mergers
and Acquisitions a better strategic option to de#h competition at CfC Stanbic Bank Ltd as

approved by Central Bank of Kenya on Juif€Q08.

Locally, scholars have discussed extensively camogrthe background, strategic responses,
motives and effects of bank mergers and acquisitiderek (2010), conducted a study on
strategic responses used by Equity Bank to Competiee Kenyan Banking Industry; Oyuke
(2009), conducted a study on Mergers and Acquisstias a Competitive Strategic option within
the Banking Industry: a case of CfC Stanbic Banétumd, (2008), did a study on the effects of
mergers on financial performance of insurance caongsain Kenya; and they came up with
many striking thoughts. However, given the existingal research results, there is still no
known studies conducted on International Mergeds Arquisitions as a competitive strategy in
the banking sector and this study sought to fél ¢fap by addressing the question; how has CfC
Stanbic Bank Limited used International Merger &aduisition as a competitive strategy in the

banking Sector?

1.3 Research Objectives

The objective of this study was:-

To determine whether the International Merger amdusition by CfC Stanbic Bank Limited

was competitive strategy.

11



1.4 Value of the Study

Today, business is acknowledged to be internatiandlthere is a general expectation that this
will continue for the foreseeable future. The réesil the study was intended to benefit CfC
Stanbic Bank Limited, and the banking industry asheole in identfying strategic options in
response to market competition and internationasinass strategies. Globalization and
worldwide financial reforms have collectively cabtrted towards the development of
international mergers and acquisitions to a sulislaextent. The study is a source of

information to organisations whose interests amoing business across the global network.

The results of the study is also of importanceh® government and other policy makers of
various organisations in handling strategic optitmdeal with competition; it is also of value to

managers who on a daily basis have to deal withes®of strategic response to threats and
opportunities in the external environment and maémweaknesses and strengths. The findings
from the study would also be of use to researchads academicians as it forms a basis for

further research.

1.5 Scope of the Study

The study was limited to the CfC Stanbic Bank He&affice, Kenyan Branch in Nairobi's
Chiromo Road. As Mergers and Acquisitions is a majmategic management decision, the
study targeted the various heads of departmentpldnoa major role in such strategic decision

making.
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CHAPTER TWO

LITERATURE REVIEW

2.1 Introduction

This chapter summarizes the information from osiedolars who have carried out their research
in the same field of study which are closely redati® the theme and the objectives of the study.
The specific areas covered here are the concephevfiers and acquisitions, mergers and
acquisitions in the banking sector, internation&rgers and acquisitions, competitive strategy,

integration planning and cultural factors in intgional mergers and acquisitions.

2.2 The Concept of Mergers and Acquisitions

Research evidence indicate that Mergers and Adoprisiexisted as early as 1890 when some of
the earliest antitrust cases involved acquisit@ms consolidations — according to Hale and Hale,
(1962), early researchers on the subject. The Gleeger Movement was a predominantly U.S.
business phenomenon that happened from 1895 ta D&0mg this time, small firms with little
market share consolidated with similar firms tonfidarge, powerful institutions that dominated
their markets. It is estimated that, more than Q @0these firms disappeared into consolidations,

many of which acquired substantial shares of the&kets in which they operated.

Firms globally are competing in an ever changingpasnic environment and it is therefore
important that in order to survive and sustain cetitipe advantage, various competitive
strategic options must be embraced. Mergers andiigitigns is one of the fastest strategic
options that companies choose to face the globaipetitive market. Kay, (1993), define

Mergers and Acquisitions as the most common cortigeetstrategy providing the means of
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entry into new markets and that it plays a centoé¢ in all discussions and formulation off
corporate strategy, mergers among banking insiitatand merging of bands considered strong
raise curiosity and lead to building of long termrtperships. According to Douglas D. Ross,
(2005) Mergers and Acquisitions lead to incremegtalwth options including introducing new
products or services, enhancing existing serviceggdw top-line revenue, and entering into new
markets. There are different motives for develoghr@ugh an acquisition or a merger. A major
reason can be the need to keep up with a changmwgoement, (Johnson, Scholes &
Whittington, 2010). Patrick A. Gaughan (2007), s&g major motivations dominate the activity
of merger or acquisition: the growth through takiadvantage of the acquired company’s

resources and the synergy respecting the finan@#h equation that shows that “2 + 2 = 5”

Leung, Poullet and Shaves, (1993), state that $odmving merger booms are constantly
evolving, have intensified and will hit with a vexance. Leung et al, add that with mergers only
the boldest players will seize this brief windowogiportunity and become the new leaders. They
observe that especially for Banks, Mergers and Atiipns activity is surging as they need
capital and the must turn to outside investorsno it. Akhavein, Berger, and Humphrey, (1997)
analyze changes in profitability experienced in saee set of large mergers. They find that

banking organizations significantly improved thaiofit efficiency ranking after mergers.

Sergio & Olalla (2008) finds that financial deregfitn and technological progress has an
important role in the process of mergers and adans in the banking sector during the period
1995-2001. They used Multinomial Logit analysisctmclude the characteristics of continental

European financial institutions and observed tha¢ $s an important factor in mergers and
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acquisitions. Calipha, Tarba & Brock (2011), haeeiewed Merger and Acquisition motives
and success factors in their article such as emgterinew market, gaining new scarce resources,
achieving synergies and other managerial and azgaonal factors that are associated with

Mergers and Acquisitions.

2.3 Mergers and Acquisitions in the Banking Sector

Mergers and Acquisitions in the banking sector haweome familiar in the majority of all the
countries in the world. A large number of internaal and domestic banks all over the world are
engaged in merger and acquisition activities. Onthe principal objectives behind the mergers
and acquisitions in the banking sector is to réapbienefits of economies of scale. With the help
of mergers and acquisitions in the banking sed¢tmr,banks can achieve significant growth in

their operations and minimize their expenses torsiderable extent.

Pillof and Santomero (1996) argue that mergers arqglisition activities can significantly
reduce operating costs from the fact that largedican be more efficient if redundant facilities
are eliminated. On the other hand, DeYoung et24l09) argues that mergers and acquisitions
can increase firm size. Firms with large size aardase market power n determining higher
prices or generating profits. Another important aeage behind this kind of merger is that in
this process, competition is reduced because meilgamates competitors from the banking
industry. Mergers and acquisitions in banking seate forms of horizontal merger because the
merging entities are involved in the same kind wdibess or commercial activities. Sometimes,
non-banking financial institutions are also mergeth other banks if they provide similar type
of services. In the context of mergers and acgomstin the banking sector, it can be reckoned

that size does matter and growth in size can bewaath through mergers and acquisitions quite
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easily. Both government banks and private sectakdare adopting policies for mergers and

acquisitions.

In many countries, global or multinational banks extending their operations through mergers
and acquisitions with the regional banks in thosentries. These mergers and acquisitions are
named as cross-border mergers and acquisitionseibanking sector or international mergers
and acquisitions in the banking sector. By doinig,tglobal banking corporations are able to
place themselves into a dominant position in thekivey sector, achieve economies of scale, as
well as garner market share. Mergers and acquisitio the banking sector have the capacity to
ensure efficiency, profitability and synergy. Thalgo help to form and grow shareholder value
in some cases, financially distressed banks are saigject to takeovers or mergers in

the banking sector and this kind of merger mayltésunonopoly and job cuts.

Deregulation in the financial market, market lidization, economic reforms, and a number of
other factors have played an important functionitekhe growth of mergers and acquisitions in
the banking sector. Nevertheless, there are maaljeciges that are still to be overcome through
appropriate measures. Mergers and acquisitionsiikibg sector are controlled or regulated by
the apex financial authority of a particular coyntfor example, the mergers and acquisitions in
the banking sector of Kenya is overseen by Cepfr&lenya (CBK); in India it is overseen by

the Reserve Bank of India (RBI). Mergers help bamnkdh added money power, extended

geographical reach with diversified branch netwamkproved product mix, and economies of

scale of operations. Mergers also help banks tacedheir borrowing cost and to spread total
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risk associated with the individual banks over toenbined entity. Revenues of the combined

entity are likely to shoot up due to more effec@hecation of bank funds.

In the last 2-3 years, there have been a coupteadignments in the financial service sector in
Kenya through mergers and acquisitions. These diecCfC Bank and Stanbic Bank to form CfC
Stanbic Bank; Standard Chartered Bank acquirecbdystervices of Barclays bank in Africa;
(Ganesh 2010); a couple of acquisitions of otherkban the region are the acquisition of

Uganda Microfinance Bank by Equity bank in 2008 {EgBank, 2006).

Other mergers in the banking industry include: u&qrial Commercial Bank and Southern
Credit Bank have already completed a merger to fEquatorial Commercial Bank Ltd this
year, citing the need to enlarge their branch netvemd balance sheet, Savings and Loan (K)
Limited Kenya Commercial Bank Limited to form Kenammercial Bank Limited; CFC Bank
Ltd and Stanbic Bank Ltd to form CfC Stanbic Bantd;LFirst American Bank Ltd and
Commercial Bank of Africa Ltd to form Commercial idaof Africa Ltd; Standard Chartered
Bank (K) Ltd and Standard Chartered Financial $ewito form Standard Chartered Bank (K)
Ltd; and CBA Financial Services and Commercial BahRfrica Ltd to form Commercial Bank
of Africa Ltd; the merger of Chase Manhattan Cogpon with J.P. Morgan & Company, new

company formed as a result of the merger is J.RgMoChase & Company.

2.4 International Mergers and Acquisitions

Today, business is acknowledged to be internatiandlthere is a general expectation that this
will continue for the foreseeable future. Succdssfiernational businesses or global businesses

seem to become free of their own national boundgatteey simply become very competent at
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navigating through the whole world market. Inteioral business grew over the last half of the
twentieth century partly because of liberalizatioh both trade and investment, and partly
because doing business internationally had becamsere Richard A. Farmer and Bary M.
Richman (1996), International Business is genefalisiness operations of any sort by one firm
which take place within or between two or more peledent countries. Arpan (1993),
International business consists of transactionsviaes that occur between people or

organizations from different countries, which tafegious forms.

Globalization and worldwide financial reforms haeellectively contributed towards the

development of international mergers and acquisstico a substantial extent. International
mergers and acquisitions are taking place in diffeforms, for example horizontal mergers,
vertical mergers, conglomerate mergers, concentdwgers, reverse mergers, dilutive mergers,
accretive mergers and others. International merges acquisitions are performed for the

purpose of obtaining some strategic benefits imtlekets of a particular country.

2.5 Competitive Strategy

Johnson G. Scholes, K., and Whittington R., (200@éxcribe competitive strategy as the basis
which business units might attain competitive adage in its markets. Porter (1985) on the
other hand describes competitive strategy as taeclsdor a favourable competitive position in
the industry and aims at establishing a profitedotel sustainable position against forces that
determine industry competition. Firms globally a@mpeting in an ever changing, dynamic
environment and it is therefore important that mles to survive and sustain competitive
advantage, various competitive strategic optionstrbe embraced today to respond to the ever

changing global business environment.
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According to Jean Paul Depris (Director TQM), alleo the world competition in business is
getting fierce as globalization, regionalizatiord @tonomic integration eliminate protectism and
open up closed markets, hence firms have to bea@miably competitive in order to achieve
leadership position and remain profitable businésdustry analsyst have warned that unless
companies devise new strategies to respond toutrent prevailing industry competition and
governments interventions, they may not survive.réisponse to the fierce competition,

companies have had to come up with new strategie=ntain profitable and competitive.

Thompson (1997), points out that old competitivategies of inventions and mass production
can no longer work in an increasingly turbulentibess environment. Competitive strategy
according to Thompson, Strickland and Gamble (2087Jealing exclusively with the specifics

of management’s game plan for competing succegsfitdl specifics to please customers and
initiate responses that strengthen its market ijposénd its approach to securing a competitive
advantage. According Thompson et al (2007), a compachieves competitive advantage
whenever it has some type of edge over rivals tma@ing consumers and coping with

competitive forces.

2.6 Integration Planning

A joint integration planning exercise ensures pgétion by all stakeholders and affected
business units. The main objective is to examihe@nomic, social and environmental costs
and benefits in order to determine the most apptgoption and plan a suitable course of
action. For Mergers and Acquisitions, a successhusition and integration plan is key to
success. Companies embarking on M&A should recegthat poor integration planning can
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lead to harsh results, from weak decision making kast focus on everyday operations. Charles

Knight and Ryan Brain (2011) offer four best prees for a profitable integration: -

It is essential for management to clearly define thsion for the integrated organization.
Companies must identify each expected source offlienincluding accurate integration
forecasts across a specified period of time. Thgeeted synergies resulting from a merger or
acquisition must be clearly identified and commated if the company expects subsequent
financial benefits once the deal is complete. dbdielps to select strong sponsors and managers

capable of achieving specific milestones set ouleitailed integration work plans.

A smooth integration depends on identifying, ptiamg and measuring synergies long before
the deal goes through; this requires the managetoedévelop an effective integration plan.

Companies that succeed in maximizing long-term evadhequently plan for integration and

synergy capture at the due diligence stage. Ttag4séart allows them to plan for not only short-
term issues, such as keeping the business runmundor long-term issues as well, such as how
to transform the newly created entity. To ensuia the integration program does not divert
attention from managing day-to-day operations, etrees should allocate specific resources to
managing the integration. By appointing a projecdnager and securing strong executive
support, businesses are much better placed tolguadkle risks and ensure a smooth transition
following the merger. It may even be useful to pdevkey team members with incentives

throughout the integration or until results ardiredal.

Companies should not overlook the effect that agerecan have on employees. Businesses that
fail to quickly implement a new organizational sture risk increasing uncertainty, ambiguity
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and fear among staff members. It is essential épgre the human resources team to recognize
and resolve potential cultural differences as easlypossible. In addition to communicating the
impact of the merger at every level of the orgatmza executives must be prepared to stay in
front of management issues and provide quick arsweequestions regarding people's ongoing
roles and responsibilities. By starting early atrdcuring an effective integration plan, merging
organizations can position themselves to maximegeholder value and realize the anticipated

synergies.

2.7 Cultural Factors in International Mergers and Acquisitions

Over the past two decades, cross-border or inierr@tmergers and acquisitions (IM&As) have
become the preferred method of foreign direct itmest (FDI).The trend shows that IM&AS go
both ways: toward developing countries and fromntheeshaping the world’s economic
boundaries (Chapman, 2003). Trends notwithstandiegearchers suggest that, overall, the
expected financial benefits of M&As are often nealized (Auster & Sirower, 2002). Bijlsma-
Frankema (2001), says the high rate of failuresbe@s associated mainly to the fact that M&As
are still designed with business and financiahgitprimary conditions, leaving psychological and
cultural issues as secondary concerns. While ascoemtries enter the free-market economy,

paying attention to cultural factors in IM&As isdmming crucial (Rondinelli & Black, 2000).

The wider cultural gap and the current trend of IM&between developed and developing
countries increases the urgency of understandiegeffects of culture on the dynamics of
IM&As and on issues such as corporate governanddamal adaptation strategy. It is therefore
important to examine the effects of culture ondbécome of IM&As and the variation of these
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effects during the different phases of an IM&Aislimportant to note that, there is no single way
of managing across borders. People’s perceptiodsrdarpretations of their environmeand
therefore their rationality, are affected by cudlurfactors. Different perceptions and
interpretationgesult in different decisions and behaviors. Caaltdifferences affect our view of
business and managememd consequently, the outcome of IM&AAhen complementary to
the objectives of an IM&Agultural differences may be an asset. When in @inthey will be a
liability and a risk factor. Eitheway, national cultural differences should be actedfor and

planned for so as to reduce the riskailure and increase the chances of success.
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CHAPTER THREE

RESEARCH METHODOLOGY

3.1 Introduction

This chapter outlines the methodology that was usethe researcher to realize the research
objectives. It includes a description of the reskeatesign; data collection method as well as how

data was analyzed to aid in drawing conclusionsracdmmendations.

3.2 Research Design

The researcher adopted a case study design. Arcbsdesign is the overall plan or strategy for
conducting the research, Nachamias and Nachami@36). The individual in-depth interviews
were done on a one-on-one basis by the researehslh This was to help enhance the internal

validity associated with the instrumentation.

Yin (1994), notes that the term case refers towvamte an entity, an individual or even a unit of
analysis. Yin (2003), a case study design shouldoosidered when; the focus of the study is to
answer “how” and “why” questions; you cannot maihpel the behavior of those involved in the
study; you want to cover contextual conditions lbseayou believe they are relevant to the
phenomenon under study; or the boundaries are Ieat between the phenomenon and the
context. It is an empirical inquiry that investigata temporal phenomenon within its real life

context using multiple sources of evidence.
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3.3 Data Collection

This study made use of both primary and secondaty. dPrimary data was collected through an
in-depth interview with the aid of an interview daiin the Appendix Il. Secondary data was
collected through review of the contents of varioelevant publications and reports at the bank;
these included; the bank’s Strategic Plans, FirmrRReports and other relevant materials. The
interview guide developed helped to answer thearebequestions informing the study on use of

Mergers and Acquisitions as competitive strategCHy Stanbic Bank Ltd.

A purposive sampling was used. Patton (1990) arthedsthe purpose of purposive sampling is
to choose a set of people o objects (artifacts) my not be the most representative of the
overall population but will be the best or most yppiate to provide the data needed for the
study. CfC Stanbic Bank Ltd has a total populatagdnabout seven hundred and four (704)
employees; the respondents of the study comprised() managers drawn from the bank’s
business units as guided by their extent of involeet either in decision making or execution of

the bank’s strategic plans.

The information provided by the managers was belieto be of help in assisting to obtain data
required to meet the objectives of the study. Aecdetter accompanying the interview guide
introducing the researcher and explaining the paepand significance of study and

confidentiality assurance of the respondents waslad Appendix IIl.
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3.4 Data Analysis

Content analysis was adopted as the main toolrfalyaing collected data. It is the technique
for making inferences by systematically and obyetyi identifying specific characteristic of
messages and using the same to relate to establigmels. Nachamias and Nachamias (1996),
define content analysis as any technique used tke niaferences through systematic and
objective identification of specified charactegstiof messages. Kothari (2004) explains content
analysis as the analysis of the contents of doctangmand verbal material and describe it as
qualitative analysis concerning the general impdrtnessages of the existing documents and
measure pervasiveness. Qualitative data analygkss® make general statements on how

categories or themes of data are related.

Content analysis of the responses collected isepedf given the required information is
gualitative in nature and requires in depth anedytunderstanding in ascertaining whether at all
Mergers and Acquisitions strategy adopted by Cf@GnBit Bank Ltd has influenced
competitiveness in the volatile banking industrydamany challenges encountered in

implementing such strategies.

25



CHAPTER FOUR

DATA ANALYSIS, RESULTS AND DISCUSSION

4.1 Introduction

This chapter discusses the findings establishedewimdertaking the study conducted through
in-depth interviews. The managers selected reptede¢he bank’s key business units including
Human Resources, Corporate and Retail Sales, Magketnd Communication, Customer
Experience and Finance and Accounts. All the fiv@nagers selected were interviewed. The
study established that majority of the staff at Ganbic Bank were relatively young with most
aged just under the age of forty five (45) yeamsother finding revealed was that CfC Stanbic
Bank is an equal opportunity employer as memberstaff in the management positions
comprised both genders. Most managers interviewaedskrved from as recent as three years to
more than Ten years but the average number of péaexvice of most of the managers was six
years and above and this information was useful esnfirmed that the findings would be as
objective as possible since they would give feekllimsed on experiences before and after the

merger.

4.2 Rationale for Selecting IM&A as a Competitive 8ategic Option by CfC Stanbic Bank

The study established that the term Mergers anduiaitogpns was used interchangeably but the
process was more of an acquisition and what mewgexe the cultures to ensure that the

members of staff from both banks worked well togettStanbic Bank Limited has its whose
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Headquarters is in Johannesburg, South Africa hagpmplans to expand its market share in

order to compete with their main competitor, thengtard Chartered Bank.

The study established that, Craig Bond; the Hea8tambic Africa, is recorded to have said that
“they got lucky in Kenya as the first bank theyntéed turned out to be the right partner
offering great synergies. It begun by carrying dué diligence to seek a strategic partner who
would assist with its expansion plans in cross e@nd the target was a bank already operating

as a full financial institution hence the selectadrCfC Bank Limited as best partner”.

The study also established that CfC Stanbic Bamkited is now engaged in the provision of
banking, insurance, financial and related serviddse Bank is both an operating as well as
holding company, providing through its subsidigrife assurance, general insurance, fund
management, investment banking and stock brokingices. The Bank operates in two
segments: banking (merger) and related servicepuigtion), which includes taking deposits,
lending to customers and provision of financialyviadry and stock broking services and
insurance. The insurance segment includes insuiskg for all classes of insurance business.
The Bank’s subsidiaries include CfC Financial SessiLimited, CfC Holdings Limited, CFC

Investments Limited, Equity Stock Brokers Limitethe Heritage All Insurance Company
Limited, Azali Limited, The Heritage All InsurancEompany (T) Limited and CfC Life

Assurance Limited.

The study also established that the acquisition deee in line with the strategy of the Stanbic
Bank Group, which is “To build a leading emergingrkets financial services organization
using our competitive advantages to the full. Weu® on delivering superior sustainable
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shareholder value by serving the needs of our m&t® and where appropriate connecting them

globally. The key differentiator in achieving ouragegy is our people”.

4.3 Key Success Factors Considered by CfC Stanbi@aik During M & A Process

4.3.1 Strategic Planning

Four out of the five interviewees mentioned that tinst step was to develop a cogent
business strategy to engage in a merger or adquisit another entity with a clear value-
creating plan aligned to the company’'s businesgeatives as opposed to launching a
merger or acquiring a business when an opportuaityes without having a clear
strategy. The Human Resources Manager said thag thest be a purpose behind every
business strategy with clear and achievable delbles. The manager further said that
Mergers and Acquisitions exercises that are unkientanerely to fulfill management’s
self-serving desire to build an empire or on herdtincts are doomed to fail. The
managers were all in agreement that even if an M&rategy exists, the underlying
business objectives and the interests of the sbhltets must prevail. The interviewees
also said that it was imperative that having laamvd the business strategy the key
criteria for the selection of the target shouldde¢ermined. The managers all agreed that

selection of the suitable target is a critical essthen considering the integration process.

4.3.2 Due Diligence

The study established that Standard Bank groupngadentified a target partner, they
conducted a thorough due diligence exercise otahget, that was CfC Bank in Kenya
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covering its financial statements, strategies, iess plans, resources and operations to
ensure the compatibility of the target bank an@dssessment of any risks associated with
the deal. It was mentioned that the intended aequalso assessed the business
connections of the principles and any politicaksisn making the acquisition especially

since it was a cross-border acquisitions in an gimgreconomy.

The study also found out that the due diligencer@se included the financial
dimensions of the merger, the human related isgagget company culture, leadership
models, organization structure, compensation plpagpormance management systems
and career development approaches in both bankgePrstrategic planning was

therefore necessary to deal with the issues anddess the real integration costs.

4.3.3 Integration Planning

The study found out that having done the deal,itibegration process needed to run
smoothly for the merger to take place and to ré&pbienefits from the synergy. Thus
prior planning was made even before the complatiothe merger with clear timelines
and milestones to ensure the successful implementaf the deal. This plan was
spearheaded by senior management with the repagisest from both entities sitting
together to thrash out the strategic issues whicluded;- finalizing a common strategy
for the new organization; consolidating duplicatservices such as human resources,
finance, legal; consolidating compensation plawesparate policies and other operating
procedures; deciding on who was to govern the neyarozation and what authority
people would have; preventing the flight of keygmemel; retention of customers and to
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ensure there was no disruption is service provisaolopting the best practices from the
merged entities and developing or adopting a commork culture for the resultant

entity.

4.3.4 Implementing Mergers and Acquisitions

This involved the implementation of the developddnp The study found out that
decisions had to be made fast to speed the integratocess and for the momentum to
be maintained to prevent any distraction within therkforce in implementing the
integration. The interviewees mentioned that a igpgoject management team was
formed to monitor the progress of the implementagtan with sufficient authority to

make decisions to address arising problems fronmigrger.

The study also noted that one of the areas whisharded special mention in international
Merger and Acquisition exercise was to exercise @ardealing with the people issues
and aligning the employees and the leadership thiémew culture. Therefore there was
need for communication strategy to be developedddress the rumors and questions
that were likely to arise within the post mergetegration. Proper communication was
needed to go to the group who were likely goindbéomost affected by the exercise
which included the shareholders, staff, custormaand, competitors. It was also found out
that resistance was likely to arise and this nee¢ddx® lowered and detractors persuaded
to buy-in to the merger. This could only be ach@éeweth open, consistent and constant

communication with feedback encouraged.
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4.3.5 Evaluation of Mergers and Acquisitions

The study found out that it was necessary to revtenwperformance of the new bank to
ensure that a successful integration had been etedplnd that the objectives of the
merger and acquisition were being achieved. Thislired assessing the performance of
the new bank against the original objectives deteeth in strategic planning stage.
Targets used in assessing the success of the maohetded; growth in market share;
enhanced brand strength or reputation; reducedatipgrcosts; gain in market share;
access to new technologies and product expansibichwall seemed to be showing

greater improvement.

4.4 Merger and Acquisition Process

The respondents all agreed that Merger and Acgungirocess is the most challenging and most
critical one when it comes to corporate restruomriOne wrong decision or one wrong move
can actually reverse the effects in an unimaginatdaner. It is therefore necessary that the
process be followed in a way that a company can geaiximum benefits with the deal. Some of
the most important steps in the M&A process memtibrby the interviewees included: -
Business valuation or assessment as the first ggoockEmerger and acquisition; this step they
said includes examination and evaluation of bo#h phesent and future market value of the
target company. A thorough research is done onhii@ry of the company with regards to
capital gains, organizational structure, marketreshaistribution outlets, corporate culture,

specific business strengths, and credibility inrtregket.
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The other aspects mentioned for consideration wansure that the proposed company is right
or not for a successful merger; this was done loyglisg a non-binding offer document for a

merger and acquisition with complete details ofdkal including the strategies, amount, and the
commitments. Also considered was the company’sait. The management had to make firm
decision as to when and how to make the exit imrganized, gradual and profitable manner
through evaluating all financial and other businiesses like decision of full sale or partial sale

and also evaluating on various options of reinvesiis

The study also established that after finalizing terger and the exit plans, the new entity had
to take initiatives for marketing and create inrtoxea strategies to enhance business and its
credibility in order to compete well in a globalizenarket. This was then followed by the
integration stage, which included both firms comiagether with their own parameters; which
included the entire process of preparing the docdjrsgning the agreement, and negotiating
the deal which the study has found out was not gemgoth with much opposition from share

holders.

The respondents said that after signing the agneewrmed entering into the venture, it was
equally important to operate the venture. This apen they said was attributed to meet the said
and pre-defined expectations of both banks invoivethe process. The transactions after the
deal included all the essential measures and aetivihat were to work towards fulfilling the

requirements and desires of both banks involved.
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4.5 Motives for Mergers and Acquisition

The study established that there were differenivastfor developing through an acquisition and
merger by the bank. A major reason was the neéedp up with a changing environment. The
managers arguments for the merger and acquisivas, the belief that the existing synergy
would allow the two banks to work more efficientbgether than either would separately. Such
synergies would result from the banks' combineditgbto exploit economies of scale,
decreasing competition, eliminate duplicated fuordj share managerial expertise, and raise
larger amounts of capital. For CfC Stanbic Banks tiwent well with the Central Bank
requirement that all banks trading in Kenya mustaase their collateral to Kshs. 5hillion by the
year 2015. In the case of economy of scale, thaystgtablished that the fact that the combined
bank would reduce its fixed costs by removing digié departments or operations, lowering the

costs of the company relative to the same revetmaars, thus increasing profit margins.

The other finding was that CfC Stanbic Bank pursoesifgers and acquisitions as part of a
deliberate strategy of diversification, allowingetbank to exploit new markets and spread its
risks. In the case of CfC Bank, the merger witmBia Bank and affiliation with Standard Bank
Group gave the bank an advantage to reach widendsssnetwork globally. The study also
established that through the acquisition and calltarerger, CfC Stanbic Bank has acquired a

stronger brand with wider coverage across bordeatswwould compete effectively.

In addition to the expansion, the study also foontthat the highest motivating factor for the
acquisition was to increase shareholders worth. démsion was arrived at very high profile

meetings with the shareholders who felt that it Midoe better to expand through acquisition
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rather than expanding organically by opening meemthes worldwide. It was also established
through the study that other motives for Mergerd Anquisitions beneficial included, entry into
a new market; in the case of CfC Stanbic Bank tfeged a financial edge to enter markets like

Tanzania, as well as for the Standard Bank grotgriag Kenya and East African Markets.

Secondly, the major findings of the study were Hase the rational for Merger and Acquisition
by CfC Stanbic Bank Limited. These included; thergee was to provide CfC Bank with an
investor recognized as a banking group with a sulistt presence in Africa and other emerging
markets, headquartered in Africa and which wouldeha major interest in securing the future of
the various businesses of new entity; large cotpoaad institutional deals would be enabled
through the improved technical support and the alammarket distribution capabilities of
Standard Bank Group, which would be sustained leyl#inger balance sheet of the merged
businesses; the merged banks would benefit fromauies of scale and synergies resulting in
improved returns and a lower risk profile througtirengs diversity and capital deployment; the
merged banks would have enhanced earnings cagacftynd further capital expenditure and
growth; and that the combined businesses of CFCkBard SBK would provide a sound
platform for rapid organic growth which was to ldadnore employment opportunities in Kenya

and elsewhere. Last but not least, was CfC Stasbiténtion to gain higher competitiveness.

4.6 Benefits of Mergers & Acquisition to CfC Stanbt Bank and Its Shareholders

While carrying out the study, it was establishedt thlerger and Acquisition by CfC Stanbic

Bank had benefited the bank in the following ways:-
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4.6.1 Building a Strong Brand

According to Head of Operations, the study esthblisthat through the acquisition and
cultural merger, CfC Stanbic Bank has acquiredrenger brand with wider coverage
across borders that would compete effectively. Wrenager said that Ego can drive
brand choice just as well as rational factors saglbrand value and costs involved with
changing brands. From the case study of CfC Stavdo, they chose to continue with

its entire brand configuration.

4.6.2 Market Expansion

Rooted in Africa and with strategic representatiokey Sub-Saharan markets, Standard
Bank is a regional banking force with a global reakhe study established that the group
operates in a range of banking and related finans&avices and has a wide
representation which spans nineteen (19) Africamtrtes and twenty one (21) countries
outside of Africa, with an emerging market focus.was established that improved
market reach and industry visibility has contrilalite the bank’s expansion to reach new
markets giving them new sales opportunities thugmee growth and earnings. The
respondents also revealed that the merger hasmjsoved the bank's standing in the
investment community; CfC Stanbic Bank is a membkthe Standard Bank Group

which is Africa’s largest banking group by markapitalization and assets.

The bank is now placed as the fifth largest banlfiica as a result of the expansion
through the acquisition. The bank’s most currentketaexpansion is into Southern

Sudan which the respondents say is in line witlr $teategic plan to diversify into other
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markets in the region and proof of their leaderspgsition as the largest financial

services organization in Africa.

In addition to the expansion, the study also foootlthat the highest motivating factor
for the acquisition was to increase shareholderthw@he decision was arrived at very
high profile meetings with the shareholders wha fieat it would be better to expand
through acquisition rather than expanding orgahjicély opening more branches

worldwide.

4.6.3 Increased Customer Base

The study established that Corporate & Investmemtkiig at CfC Stanbic Bank Kenya
provides financial services to local and multinaéibbusinesses and organizations. The
Head of TPS and Corporate Banking revealed thabané&'s Kenyan team combine their
deep understanding of local market conditions amdeds with Standard Bank’s
experience in emerging markets globally to develogient-focused solutions enabling
the bank to provide a comprehensive range of doosder solutions customized to each
client's unique requirements. The study also fownd that as a result of the banks
synergy, the consolidation of existing productsd antroduction of new ones and
rebranding of other products had contributed towagdhanced product offering from
what was to be Kenya’'s most integrated financialises group. Thus serving and
meeting their clients’ needs and giving the banledge to staying ahead of competition.
The study revealed that the bank literally offersne stop shop for the client’'s needs

because of its wide range of services offered.
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4.6.4 Acquisition of New Technology

The study further found out that the IM&A enablé@ bank to acquire new technology.
The interviewees said that, CfC Stanbic Bank oftesside range of services including
transactional banking, wealth management and Igndiid the bank is now one of the
seventeen Kenyan financial institutions currentlgnming Temenos software. The study
also established that prior to the merger; CfC BKekya ran different systems with

Stanbic Bank using Bankmaster. The respondentsalevehat it was recognised that
running separate systems with fragmented processed create challenges a cross
service delivery, transactional integrity, finari@ansolidation, costs and operational risk
and thus impact on the success of the new busiiressldition, it was also established
that in order to stay competitive, the bank neettedstay on top of technological

development and their business applications.

The study also noted that the bank’s ambitious grovbjectives were a strong driver
behind its decision to implement T24 Model Bank,ichhprovides a functionally rich,
state of the art (SOA) architecture to deliver tlexibility and scalability required to
progress the business on a single, cost efficidéatfopm. The decision was made to
partner with a team of Temenos professional sesviff to consolidate the two
businesses onto the T24 Model Bank platform, whighs on IBM servers with an

Oracle database. This development has given thedaompetitive edge.
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The other outcome of the study is that CfC StarBBank resorted to M&A to take in
considerable growth and expansion objectives. hashelped them become accustomed to the

rapidly changing conditions in the industry bottemmally and externally.

The study found out that the M&A also benefitedffs@s a result of streamlining and
realignment of the bank’s structure. The changgsbrrealignments was seen when the South
African model was applied in restructuring terms reference and reporting lines for the

purposes of a successful partnership.

4.7 International Mergers and Acquisitions as a Corpetitive Strategy and its Effects

According to the findings of the study, the acdiosi of CfC in Kenya by Stanbic Bank, a
member of the Standard Bank Group in South Africabéed the bank to maintain its broad
strategy which was to continue building a portfaiogrowth options in the financial services in
developing economies, concentrating on retail bamkn Africa and other emerging markets.
Since the bank is rooted in Africa, the study foumd that this meant that it understood
commodity — driven economies in which access taarfoe was limited and therefore

development a priority.

The study also found out that because banking @=\are becoming globally competitive, the
IM&A was a better strategic option to give the banktrategic competitive edge and be able to
compete with banks from Tier | such as Standardrt€red bank Limited, Barclays Bank
Limited amongst others. The bank is now placededitth largest bank in Africa as a result of

the expansion through the acquisition.
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The findings also revealed that the bank’s optionM&A as a competitive strategy, has had
varied effects on management and staff of the bistalknagement has incurred both planned and
unplanned costs especially in having to take staffregular trainings both locally and across
borders particularly South Africa to equip the ktaith necessary skills for better service
delivery. The staff have had to make major adjustsi order to fit in and be able to work with

colleagues and also serve customers from différackgrounds and cultures.

The findings also showed that another major eftdcthe M&A was the standardization of
procedures and processes requiring additional statii the expertise, realignment and
reshuffling of staff to match their skills and knledge. This however was contrary to the belief

that there was going to be retrenchment.

4.8 Key Challenges Faced by CfC Stanbic Bank Ltdsaa Result of IM&A

The study established various challenges as exmperdeby the bank during the IM&A process.
All the five managers were in agreement that the Al ocess was not easy and very many
expectations were not met both at individual anghoizational level. The findings established
that the merger adversely affected policies, proces] tactical and operational plans, resource

allocation thus the need to realign the internatma@isms of the bank.

The second finding also identified external forsash as power and politics as having posed a
challenge to the implementation of the strategempllhe respondents revealed that although the
agreement was finally sealed, there were a numlberegulatory approvals and formal
authorizations from stakeholders. These includesl Khnistry of Finance, Central Bank of

Kenya, Capital Markets Authority and Monopolies Qoissioner.
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The study also established legal battles that altnpped up CfC-Stanbic union in 2008. This
involved a series of drawn out court battles thaedtened to scuttle the M&A process. The
respondents mentioned two major court cases thétfihancial implications and which had
negative publicity on the bank. This included tlese by Industrial Plant (EA), a company in
receivership which was demanding over Kshs. 2%ohilfrom Stanbic Bank, for what it claimed
to be losses incurred and assets sold at throw g@negs after the bank withdrew a funding
lifeline that it had promised the firm. The otheuc case was the suit filed by retirees of Stanbic
in year 2005, commonly known as the “Kavilu Casdieve fifteen (15) retirees wanted to have
the merger postponed until a case with the pensimtees was settled and Kshs. 1.1billion

deposited pending the hearing. This temporary €pe merger in May'82008.

The third key challenge experienced during the M@#cess was loss of customers due to
standardization of procedures and practices thatight about drastic changes in the bank’s
operations. For example, a new dividend policy tradpractice of paying bonuses to members
of staff was carried forward from Stanbic Bank Liieda but they also did away with the practice
of paying cheques even when there were no fundghénaccount based on the lending

parameters.

The bank was also faced with operational challesgebk as fragmented views of the customers,
inconsistent business process which customers dernesi very rigid and inconsistent though

beneficial to the bank over time. The findings bbshed that there was a general feeling
especially by former CfC Bank customers that Stald@nk was running a one-man’s show and

this drove many customers into the arms of compstitlternative banking.
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The fourth challenge from the findings was traositprocess related. Although there was no
retrenchment affecting the banks staff and managgntelerance for uncertainty in the

International Merger and Acquisition caused mangi@emanagers from CfC Bank either

deciding to walk out or feeling short changed. Thias cited as having been caused by
duplication of roles and responsibilities of senioranagers and key players on client
relationships. The various business units couly tel headed by one individual at a time, the
study revealed that a lot of negotiations had tordeched and this affected performance of

parties involved.

Another challenge was signing of performance cabtrdnich was new to CfC Bank staff. This
brought resistance as they felt they were beingetad for retrenchment and doubted the real
motive of the merger. The study established thatnianagement realized that a lot of rumours
had been passed to the staff which misconstruedviitée meaning of performance contract.
Thus there had to be constant communication to dghl by assuring and convincing the

members of staff that there was no hidden agendahaxt it was purely to enhance performance.

The study also revealed a fifth challenge that teefbe M&A, the two banks operated on
different banking platforms and different bankirygtems. The study established that prior to the
merger; CfC Bank ran different systems with Starlbank using Bankmaster. The respondents
revealed that it was recognized that running sépaygstems with fragmented processes would
create challenges a cross service delivery, tréiosat integrity, financial consolidation, costs
and operational risk and thus impact on the suaokef®e new business. There was therefore an

agreement to adopt T24 in totality and this walsda@one in phases. This change of systems was
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also identified as a major challenge as it slowegvrd processes and huge financial costs

incurred in training staff on the new system.

The final challenge mentioned by all the five rasents and which still remains a major
problem is that of cultural integration. As with yarmerger and acquisition, especially
international M&A, the respondents admitted tha tdomplexity of the M&A process can be
compounded by the difference in national cultuf@sople living and working in different
countries react to the same situations or eventgemy different ways. Due to this cultural
difference, it has taken longer than expectedytaird bring the two different groups of people
from different backgrounds together and this clalsbultures of partners has led to lack of trust
between the partners and control for dominanceinvitie new entity. Due to the slow cultural
integration, the study revealed that there wetkfsglings that there was no preparation process

and no proper consideration on the operating matiatsvere adopted.

The respondents said that despite the challengess tvere synergistic benefits seen in a step
change in the product offering and distribution sdrvices for customers and enhanced
opportunities for staff. From the M&A, the studwealed that wide gaps in salary scales, staff
welfare, retirement benefits, medical schemes amdam resource policies have since been
harmonized and improved significantly. The resposi@lso agreed that non monetary benefits
are now better than prior to the M&A. The studyoaestablished that the staff were equally
happy with the relocation of the prestigious Hedtic® from the congested Central Business

District (CBD) to the lush Chiromo Centre, ChirofRoad offices in Westland, Nairobi.
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CHAPTER FIVE

SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 Introduction

This chapter sets out a summary of the researdinfis, discussions, limitations of the study
and suggestions for further research. The respasadrthe study comprised five (5) managers
drawn from the bank’s business units as guidechbiy £xtent of involvement either in decision
making or execution of the bank’s strategic plaAd. the five selected managers were

interviewed thus achieving a response rate of 18068éptable for this study.

5.2 Discussion

The main objective of the study was to determinectivr the International Merger and
Acquisition by CfC Stanbic Bank Limited was a comniipe strategy. In the new knowledge
economy, the principles of business strategy airgglieansformed. Businesses increasingly need
to develop and manage complex partnerships ardwerdgelves so as to succeed. The selection
of who to partner with is now becoming a life oatteissue for most firms. Synergy is the power
behind business partnerships. In a business pshipertwo parties leverage their assets

(resources, capabilities, expertise, client basg fer mutual benefit of both.

The researcher’s first recommendation is thatniy iaternational merger and acquisition, the
executives should give serious considerations ¢oleéliel of experience that they bring to the

table in any deal that they consider. The studyrkasaled that many forms of experience are
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relevant in a cross-border merger; general M&A egoee, general global experience, industry
experience and firms involved. A serious assessuwoidiie relevant experience and capability of

the leadership teams on both sides of the deass@ntial to success.

A second recommendation concerns one of the kegcesmwf organizational and leadership
capability. There is need for capacity to deal wikels of multiple complexities. A keen
understanding that even the best rational busitegs in the world is filtered through the
sensibilities of a multitude of social identitiesfbre it motivates anyone to action or consensus

must guide the decision making process at evepyista cross-border merger.

The third recommendation is need for quality inédigin process which is a clear indication of
the likelihood of success. Quality integration urd#s the dynamics of the integration process,
cultural factors and adopting best practices feritiiegration process. IM&A can add value on
return on investment only if well managed hencerteed to select the right person to lead the

operation; someone who understands both the sicaibgectives of the IM&A.

Finally, International Mergers and Acquisition canprove operational efficiency enabling a
company to compete more effectively against thekdiap of increased globalization. The
success of IM&A requires open and regular commuimnawith all the stakeholders about the
integration activities and their effects on esplgcithe employees. It is also important to
preserve the IM&A’s standard global image, brandd amputation, but learn how to

communicate them to the local market.
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5.3 Summary

In today’s highly competitive business environmand the fierce struggle for customers, most
firms are becoming more creative and flexible iaittdealings. Major business objective is to
reach out to more clients and new business. Inh@/étms have found a way to deliver what

their customers want faster. This has seen massfincluding banks form partnerships around

themselves so as to succeed. Synergy is the pahardbusiness partnership.

The main aspect of Merger and Acquisition by Cf@nBic Bank was for considerable growth and
expansion objectives. This has helped the bankrbe@xcustomed to the rapidly changing conditions in

the industry both internally and externallie merger and acquisition has enabled CfC Stanbic
Bank to provide a wider bouquet of tailor made piid and services in a more efficient and
timely manner for all its customers across the #o@fC Stanbic Bank provides its clients with
an all-encompassing international banking serwiaeging from the facilitation of cross border
transactions and settlements, exchange controt@dnd cross border risk management to the
structuring and execution of foreign exchange hsglgolutions. This has given the bank a

competitive edge against its key competitors.

5.4 Conclusion

As per the above discussion, it can be said thatgéfe and Acquisitions are considered as
corporate events which help an organization to teresynergy and provide sustainable
competitive advantage, but at the same time ifvet managed can create problems for both the
individuals and the organizations involved in ispecially the International Mergers and

Acquisitions. Post merger integration process cara lifficult and complex task and requires
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the attention and support of all stakeholders. pitoezess comes with activities and tasks to be
fulfilled within a short time and partly with incgstete information such as formation of new
teams and departments. There are also many opfmsuto exploit and many decisions to

make.

The study established that the bank had investadlli¢o ensure that the process was a success.
This included extensive training especially on pcicknowledge and service delivery in order
to stay competitive. Findings revealed that Cf(hBia Bank limited was voted the top financial
brand in South Africa based on loyalty, awareness attraction thus giving the bank a

competitive edge.

M&A process come with many challenges and it isadatays easy and very many expectations
may not be met both at individual and organizatideeel. The findings established that the
merger by CfC Stanbic Bank adversely affected pdicprocedures, tactical and operational

plans, resource allocation thus the need to re#tignnternal mechanisms of the bank.

Some of the respondents interviewed said that M&Bcess can be frustrating and lengthy
before full benefits are realized. This requiresiggece and the support of all those who are

involved.

5.5 Limitations of the Study

The main limitation of this study was that only mall number of interviewees participated,
perfect interviewees would have been all those wieoe involved in the whole integration
process from the beginning. The other limitationswhe time factor; | had to schedule
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appointments with the interviewees at differentigués due to the fact that they were busy. The
interviewees were also very difficult on voluntegriinformation to the researcher given the
nature of confidentiality of the bank issues. Thealh sample of only the five top management
respondents may have affected the research outaserttes does not really represent the lower

cadre of staff's view on the effects of the strgtadopted by the bank.

The choice of a case study research design, winiaggan opportunity of an in-depth and
detailed analysis of the subject limits the unitstody to one entity. This means that there is no
opportunity for a comparative study on Internatiodargers and Acquisitions as a competitive

strategy and its effect on markets of other indestr

5.6 Recommendations for Further Study

This study was mainly concerned with a Merger andAaquisition originating in a mature
African Bank. In contrast, it is clear that the drgt challenges of the future will come when
acquiring firms come from emerging markets and abguisition in mature markets providing

room for further study.
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APPENDIX |

INTERVIEW GUIDE

This interview guide seeks to collect information mternational Mergers and Acquisitions
(IM&A) in the Banking Sector and how it has beerrdiis a Competitive Strategic option by
CfC Stanbic Bank Limited in Kenya. Completion iswatary and all responses will be treated
with utmost confidence and used only for acadenip@ses. Please provide the information

with accuracy and honesty.

SECTION A: RESPONDENT’S PROFILE

1. Name of respondent (OPtioNal) .........coviriit it e e e

2. Gender Male [ ] Female [1]

3. Current POSItION NEld ... e

4. Number of years worked in current POSItioN .............ooou i ceeie e,

SECTION B:

INFORMATION ON INTERNATIONAL MERGERS AND ACQUISITIO NS [IM&A] AS

A COMPETITIVE STRATEGY AT CFC STANBIC BANK LIMITED

1. List three motivational factors behind the Merged @cquisition with regards to global

competition in the banking industry?
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. What are two major international forces faced kg blank as a result of the Merger and

Acquisition?

. Name three external environmental factors that hahadlenged the bank’s ability to

implement the Merger and Acquisition process.

. How did your staff’s react towards the Merger aratj@sition plans by the two banks?

. How has your bank benefited from the Merger anduigition as a competitive strategic

option?

. Who are the bank’s main competitors?

. How has the Merger and Acquisition impacted onlibek’s performance compared to

previous performances before Merger and Acquisition

. Has the bank experienced an improved client bawe $she Merger and Acquisition, and

if yes to what extent?

. What are some of the implications experienced by yiank as a result of Merger and

Acquisition?

10.Which three areas in the banking process do yakthas been strengthened by Merger

and Acquisition if any?

11.How would you compare customer satisfaction le¥etsCfC Stanbic Bank Ltd before

and after the merger?
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12.Was there pre-training or any other preparatiomsyéur staff prior to the Merger and

Acquisition?

13.What was your experience during the transition?

14.Give at least three major challenges that you leaperienced during and after M&A

15.How has the decision making process changed dnecklérger and Acquisition?

16.What were your expectations as a result of M&A hade they been met?

17.What are the specific changes in terms of prodffet 6service delivery after the Merger

and Acquisition?

18.What benefits have you realized as a result oMasger and Acquisition?

19.Does the bank have a substantial presence in Afnchother emerging markets, if yes

which specific markets?

20.Give any other comment (s) on Merger and Acquisiabyour Bank.

END OF INTERVIEW: THANK YOU
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APPENDIX Il

UNivERSITY oF NAIRQR)
SCHOOL OF BUSINESS
MBA PROGRAMME

Telephone: 020-2059162 P.O. Box 30197
Telegrams: “Varsity”, Nairobi Mairobi, Kenya
Telex: 22095 Varsity

TO WHOM IT MAY CONCERN
The bearer of this ietter.‘._OA/‘A.,j.. AJ/j/ZA/'/ L
Registration No%é//g-;/?‘?/zﬂ/ﬂ T

is & bona fide continuing student in the Master of Business Administration (MBA) degree
program in this University. '

He/she is required to submit as part of his/her coursework assessment a research project
report on a management problem. We would like the students to do their projects on real
problems affecting firms in Kenva. We would, therefore, appreciate your assistance to

enable him/her collect data in your organization.

The results of the report will be used solely for academic purposes and a copy of the same
will be availed to the interviewed organizations on request.

MBA ADMINISTRATOR
MBA OFFICE, AMBANK HOUSE
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APPENDIX Il
August 7' 2012
Sarah Anyango Odidi
University of Nairobi
P.O. Box 15815, GPO - 00100, Nairobi

Cell: 0722 784249

Manager / Human Resources

CfC Stanbic Bank Limited

CFC Stanbic Centre, Chiromo Road
Nairobi

Dear Sir / Madam

RE: MBA RESEARCH PROJECT DATA COLLECTION

I am continuing student in the Master of Businessniistration (MBA) degree program at the
University of Nairobi, School of Business. My arefaspecialization is International Business
and | would like to conduct a research studylrternational Mergers and Acquisitions as a
Competitive Strategy: Case Study — CfC Stanbic Bankimited, Kenya.

This letter is therefore to request for your autiyoto allow me to conduct a one-on one
interview with five (5) managers or heads of busseinits as guided by their extent of
involvement in either decision making or executairthe bank’s strategic plans. A sample of
interview guide is as attached please.

| look forward to your positive response.

Yours faithfully,

Sarah Odidi Dr. John Yabs
Student/D61/63198/2010 Lecturer/University ofrdbi

57



