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Abstract

The main objective of the study was to investigadst merger implementation strategy on
the merged banks.

The study focussed on all the 8 mergers and atgmisithat had been witnessed in Kenya
from 1995. The staff in the banking sector inclugedior managers lower level managers
and other subordinate staff currently working &t lank mergers found in Kenya.

The study made use of questionnaires and intergies in order to collect all relevant
information on post merger implementation strategg the merged banks. The
guestionnaires were used to collect informatiommfithe senior employees including senior

managers and departmental heads.

A content analysis and descriptive analysis werpleyed. The content analysis were used
to analyze the respondents’ views about the posgenamplementation strategy in the

Kenyan banking sector.

The study concludes that most of the banks empfoyeere aware of the government
policies that affected mergers and acquisitionthéorganization. The study also concludes
that restructuring strategy was the main reasonpittanpted the banks to merge and also to

increase asset/liquidity.

The study also concludes that most banks did no$wdbtheir staff during a merger and or
acquisition as data from the study indicated. Iditwh, the study found that most of the
banks had been faced with communication and firdmnesources as barriers to the merger.
The study recommends that institutions need towdbssaff and employees before merger.
An institution that has employees who may be affgédiy a proposed merger is required to
provide information to an employee body or commatacthe information in form of
meetings — which may be a trade union or, in defafithat, employee representatives.

Where both exist the employer must consult withrdegnised trade union(s).



The study also recommends that for institutionsettuce barriers to mergers, they need to
innovate new products and services with combinegesise, to create more wealth, to

increase capacity and scale among many other reésothe combination.
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CHAPTER ONE
INTRODUCTION

1.1 Background

1.1.1 Definition of Merger
The term merger refers to the combining of two arenentities into one, through a purchase

acquisition or a pooling of interest. It can alsused to refer to the voluntary amalgamation
of two firms on roughly equal terms into one newdkeentity. Mergers are effected by
exchange of the pre-merger stock (shares) fortthek ®f the new firm. Owners of each pre-
merger firm continue as owners, and the resourtéseamerging entities are pooled for the
benefit of the new entity. If the merged entitiesere&v competitors, the merger is called
horizontal integration, if they were supplier orstamer of one another, it is called vertical
integration. Merger is a tool used by companiesterpurpose of expanding their operations

often aiming at an increase of their long term pability.

Usually, mergers occur in a friendly setting wheseecutives from respective companies
participate in a due diligence process to ensuseic@essful combination of all parts. On
other occasions, acquisitions can happen throudiosdile takeover by purchasing the

majority of outstanding shares of a company indpen market.

Managers of firms undertaking mergers and acqarsstioften anticipate an improvement in
production efficiency. However, such gains to thergmg firms do not usually benefit all
the stakeholders. For instance, merged firms caaslily collude with rival firms and
increase prices at the expense of customers. Méirgesi may also increase their bargaining
power over suppliers by pooling their prices anctiftg suppliers to compete to sell to the
combined firm. Higher prices to customers and lopsces charged on supplies imply that

the merging firms are able to make higher profits.

As a result, many mergers are often successfububiness or economics, a merger is a
(commonly voluntary) combination of two companiggoi one larger company. This
involves stock swap or cash payment to the tagfeck swap allows the shareholders of the

two companies to share the risk involved in thd.d&anerger can resemble a takeover but

1



result in a new company name (often combining thmes of the original companies) and
new branding. In some cases, terming the combmaitmerger” rather than an acquisition
is done purely for political or marketing reasoBgamples include the merger of Universal
Bank with Paramount Bank and that of the Heritagesutance Company with Africa

International Insurance Company.

1.1.2 Post Merger I mplementation Strategy

Mergers and acquisitions produce synergy, henceerbase of complementary resources
leading to geographical or other diversificatiomisTsmoothens the earning of a company,
which over the long term smoothens its stock prgiging conservative investors more

confidence in investing in the company.

Some motives however don’'t add shareholder valugleMiversification, for example, may
hedge a company against a downturn in an indivishehlstry, it fails to deliver values, since
it is possible for individual shareholders to awkighe same hedge by diversifying their

portfolios at a much lower cost than those assediatith a merger.

Overextension tends to make the organization fuamg unmanageable. Managers’
overconfidence about expected synergies from M&Aar{agers’ hubris) may result in over
payment for the target company. In the past, gegaecutive management teams had their
payout based on the total amount of profit of thenpany, instead of the profit per share,
which would give the team a perverse incentiveup tompanies to increase the local profit
while decreasing the profit per share hence mamagempensation maybe a setback.
Another setback is empire building that involvesnagers having larger companies to

manage and hence more power.



1.1.3 Mergersand Acquisitionsin Kenya

Businesses may combine through mergers wherebygbkets of two or more companies
become vested in or under the control of one comipis is found under section 27(1) (a)
of the Restrictive Trade Practices, Monopolies &nde Control Act. Further, businesses
may combine through a takeover of one or more png&s by another enterprise; this is
found under section 27(1) (b) of the Restrictivead&@ Practices, Monopolies and Price
Control Act.

Differences in management styles, threats of |ayafiitial inequities in compensation
programs, authority superimposed on the target, fama an increase in size of the acquiring
firm are administrative factors that may hurt theti@pated benefits of acquisitions
(Lubatkin, 1983). Smith & Hershman (1997) investigghthree factors, including acquisition
price, strategic intent, and post-acquisition managnt that might affect shareholder value,
through examining more than 340 large acquisiti@mdactions between 1986 and 1996.
They concluded that “only post merger managemerarofacquisition has really made a

difference in determining the odds of value-creatiothe major deals of the last decade.

The primary purpose of merging and acquiring nenngi is usually to improve overall
performance (Lubatkin, 1983) by achieving syneayythe more commonly described as the
72 + 2 = 5" effect (Cartwright and Cooper, 19%#tween two business units that will

increase competitive advantage (Porter, 1985; WaI996).

Kenya's financial sector witnessed failure of mémayks in the eighties and the nineties.
After this period, banks as a reactive or proactivasure embarked on restructuring and
among the approaches they used is merging andraxgghiorizontally. Among the recent
mergers are CFC/Stanbic Bank merger, EABS-Akiba kBarerger, EABS/ECOBANK
merger and the yet to be finalized Equity/Ugandarafinance merger. The mergers have
been aimed at strengthening the financial baseh@frésulting firm hence increasing its

competitiveness.



1.2 Problem Statement

Given the environment of competition in the comnarbanking industry, there is likely to
be a diverse approach by each bank in its stragaats and tactics. Success is likely for
firms who are able to exploit each others potesitidhe lack of systematic and thorough
attention paid to potential problems of post-acgois integration appears to reflect the
difficulty of recognizing the process itself as tpaf the problem, Jemison & Sitkin (1986).
Therefore, the post-acquisition integration strateshould be planned from the very
beginning stage of the overall acquisition managenmeocess, and should be managed
incrementally. Post-acquisition integration mayaiwe a complex and interactive mutual
adjustment process between the two firms, but ah@glmost always one-sided, occurring
primarily with the target firm (Buono & Bowditch989; Datta, 1991; Hambrick & Cannella,
1993; Shanley, 1987; Shanley & Correa, 1992).

The authors considered post acquisition managenasntthe single most important
determinant of a successful acquisition. Smith &dHenan further stated that the price of the
transaction may be right. The strategy may be Hidmt plan to enhance the company’s
product or service offerings or to expand into nearkets. But we have found that if an
acquiring company does not move swiftly and deeilsivo integrate the two companies into
a smoothly running firm after the deal is donentlitemay be allowing value to slip right
through its fingers. Much of the research has coinaged mainly on the private sector and
only few researchers have investigated what implaet intellectual capital management
might have in public sector service organisatidtabersam and Piper, 2003).

Even fewer have given attention to the role andievaf intellectual capital in the financial
institutions (Van Beveren, 2003). A study, conddcte Italy and Austria, revealed that
intangible resources are highly relevant in finah@rganisations (Habersam and Piper,
2003), however because of its specific charactesisit was thought that a new set of tools
and techniques might be needed for managing inteeggieffectively (Van Beveren, 2003).
Further, the influence of intangible resources o performance of organisations has been
proven (Carmeli and Tishler, 2004). Consequentlyis iargued that current performance

measurement systems need to be adjusted or radtemded in order to capture the
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contribution of intangible resources to the perfante of the organisation (Usoff et al.,
2002). Due to the range of intangible resourcesuch organisations, Roos et al. (2005)
suggest that managers should focus on the keynpexgfer implementation strategies, those
that have a strong impact on performance.

Locally, studies on mergers and acquisition havenbeonducted. C. Muya (2006) did a
survey of experiences of mergers. Edwin Kiplagdl0@) carried a survey on effects of
mergers on financial performance of companiesdistethe NSE. Mukele (2006) carried a
survey of the factors that determine the choicenefgers & acquisition partners in Kenya.
Felistus W.N. (2007) did a survey of mergers & asjons experiences by commercial
banks in Kenya. Marangu K. (2007) did a researcheffacts of mergers on financial

performance of non listed banks in Kenya. Whileya8a (2008) did a research on the
effectof mergers and acquisitions announcementshaine prices-evidence on the Nairobi

Stock Exchange.

No known study has been conducted on post mergaementation strategy in the Kenyan
banking sector. This study therefore seeks tdtfél existing gap by carrying out a survey on
post merger analysis to find out how banks thathacently merged have dealt with the

foresaid issues to have a synergistic effect.

1.3 Objective of the study

The main objective of the study was to investigadst merger implementation strategy on

the merged banks.

1.4 Resear ch Questions

The research will be guided by the following resbajuestions

1. What are the effects of the merger or acquisitio the new entity formed?
2. What are the sources of gains after a mergacquisition?

3. To what extent is a merger or acquisition effecas a restructuring tool?

4. What are the challenges involved before, duaimg) after the merger or acquisition?



1.5 Importance of the study

1.5.1 Tolnvestors

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

when making decisions on mergers and acquisitions.

1.5.2 To Scholars and Researchers

The study will provide a basis for further reseaclthe scholars.

1.5.3 Tocustomers

This can be used by customers as evidence wheitrasttiauthorities are investigating on
proposed mergers and their effects on customerareeBuch as a merger that can create a

monopoly.

1.5.4 To the Gover nment

This will help the anti-trust authorities in contiiog the activities of mergers.



CHAPTER TWO
LITERATURE REVIEW

2.1 Introduction

This chapter summarizes the information from otlesearchers who have carried out their
research in the same field of study. The specias covered here are theories of mergers
and acquisitions, mergers and acquisition impleatemt approach, horizontal mergers,
vertical mergers, conglomerate merger, benefita@fgers and acquisitions, post merger and
acquisition implementations, effects of post mesgerd acquisitions on customers, effects of
post mergers and acquisitions on suppliers, effeCfsost mergers and acquisitions on the
rival firms, post mergers and acquisitions androestiring, mergers as a bank restructuring
approach, post merger and measures of financidbrpsgince, profitability analysis, long
term solvency, earnings and profit performance easjsh capital adequacy ratios, earnings
and profit performance emphasis, major challengethé merger and acquisition, culture
incompatibilities, lagging mergers and acquisitidmsman factor, ambiguity, salary structure

and salary administration and communication.

2.1.1 Theories of Mergersand Acquisitions

Economists have promoted several competing theofidd&As. Among them are empire-
building (Baumol, 1967), furthering anti-competéiactivities, such as monopoly power
(Mueller, 1993), management-entrenchment (Shleigerd Vishny, 1989), and an
overestimation of a manager’'s ability to improve therformance of a target he or she
perceives to be underperforming (Roll, 1986). Ttieeotheory is of is that inefficient plants
and firms are taken over and efficient firms sueviiManne, 1965). Theories of M&As are
not mutually exclusive. A firm could, for exampleeek to gain market power and at the
same time be building an empire and believe thedntmore efficiently manage the business

of a firm or plant it has targeted as a potentigjuasition.

Various reasons for why firms merge have been megoThe list includes efficiency-
related gains, disciplining target management, a&aprng new technology, and changes in

industry structure. While there is an ongoing delzdtout the merits and deficiencies of each



of the proposed explanations of mergers, there sd¢erbe a consensus on some important
aspects of merger activity: mergers happen in waweks within each wave; they tend to
cluster by industry. Yet, why this is the case regman open question. Brealey, Myers and
Allen (2006) go so far as to suggest that why nrergaves occur is one of ten most
important unresolved questions in corporate finaBeeral theories have been put forward
to explain merger waves. Lambrecht (2004) exammesgers motivated by operational
synergies and predicts pro-cyclical mergers. Inrhadel, mergers are likely to happen in

periods of economic expansion.

Maksimovic and Phillips (2001) show that mergerd asset sales are more likely following
positive demand shocks, causing pro-cyclical meyst acquisition waves in perfectly
competitive industries. In their paper, higher gydirms buy lower quality ones when the
marginal returns from adding capacity are greatughato outweigh decreasing returns to
managerial skill. In Lambrecht and Myers (2006ketavers serve as a mechanism to force
disinvestment in declining industries. Their argutse lead to takeover transactions
occurring mostly in industries that have experiehgegative economic shocks. Some recent
papers link takeover activity to stock market migasion. In Shleifer and Vishny (2003),
rational managers exploit the misvaluation of lsi-rational investors. Rhodes-Kropf,
Robinson and Viswanathan (2006) show theoretically empirically that merger activity is
correlated with high market valuations, causingreakied bidders to make stock bids that

are more likely to be accepted by targets

2.1.2 Mergersand Acquisitions I mplementation Approach

Mergers and acquisitions are commonly characterigethe clash of cultures (Barros et al.,
2003; Evans et al., 2002). Managerialism usualfuages two approaches to implementing
the change process. The first is the logic of gtismm that implies the intent of making the

acquired company like the purchaser. It is suppggsadcomplished by reproducing its

values and practices. The second is the logic t#gmation, where the emphasis is on
“capturing hidden synergies by swapping and leviagpgapabilities” (Evans et al., 2002, p.

263).



The implementation approach determines the levethange in the organizations (and
impact on individuals) involved in the process (Baret al., 2003; Evans et al., 2002; Marks
and Mirvis, 1998). Absorption implies the dissentioi of the acquirer's values, practices,
and artifacts throughout the acquired organizatibaims at a high level of change for the
acquired organization and little or no change Far @acquirer. Integration, on the other hand,

implies change for both organizations involved, afsb for their employees.

This paper analyzes discourse practices of thrgeereenced executives during a post-
acquisition process determined by the logic of gitsan, by using discourse analysis (Grant
et al., 2001, 2004; Hardy, 2001; Phillips and Ha2302; Spink, 2004). Our main objective
is to better understand how experienced executisearratives and storytelling to frame —

and reframe — their own role and to “strategicaplgsition themselves in the change process.

Merger refers to the combination of two or moren; in which the resulting firm maintains

the identity of one of the firms, usually the largdEorizontal merger is an acquisition of a
firm in the same industry as the acquiring firm,endthe firms compete with each other in
their product. Horizontal merger is when two conmipancompeting in the same market
merge or join together. This type of merger cahezihave a very large effect or little to no
effect on the market. When two extremely small cam@s combine, or horizontally merge,
the results of the merger are less noticeable. el'ls@saller horizontal mergers are very
common. If a small local drug store were to hortatip merge with another local drugstore,
the effect of this merger on the drugstore marketllds be minimal. In a large horizontal

merger, however, the resulting ripple effects canfddt throughout the market sector and

sometimes throughout the whole economy.

Mergers challenged by antitrust authorities do hestd to improvements in operating
performance perhaps consistent with the concesgjiarged to antitrust authorities to win
approval of the mergers mitigating the gains todeal (Fee and Thomas, 2003).

A merger increases the size of the institution Whicay have cost or revenue efficiency
effects. Revenue scale economies may occur besaunse customers may need or prefer the
services of larger institutions, to the extent tlager portfolios result in improved risk
diversification (Berger, 1997).



Acquiring firms during the announcement period gateepositive returns while bidder firms

generate negative returns. Also, the relative bieeveen the acquiring firms could be a
contributing factor to the level of gains from theerger and acquisition activity. A larger

target firm requires more effort in combining theecations of the two companies and would
create a financial strain for the acquirer (Bowraad Wong, 2007).

Mergers have been demonstrated to create econatie.vlhe intuitive reason underlying

this value creation stems either from an abilityréduce costs of the combined entity, an
ability to charge higher prices, or both.

Large horizontal mergers are often perceived ag@npetitive. If one company holding
twenty percent of the market share combines withtteer company also holding twenty
percent of the market share, their combined shaldirtg will then increase to forty percent.
This large horizontal merger has now given the mwempany an unfair market advantage
over its competitors. All companies are subjecEéaleral laws that prohibit certain actions
from taking place during a horizontal merger. Whemorizontal merger takes place, the loss
of a competitor in the market creates benefitstiie@ companies that merged; while at the

same time serves to drive prices up for the consuReeleral laws protect the consumer.

2.1.3Horizontal Mergers

A horizontal merger brings together firms that progl the same product within the same
market. Horizontal mergers can be either benefioratletrimental overall. By definition,
horizontal mergers reduce the number of actual etitmps in the market. Horizontal
mergers may also produce cost savings and othesfitenf these benefits outweigh any
reduction in competition, then the merger shoulddtlewed to proceed. Examples of
horizontal mergers are: Daimler —Benz and Chrysiich merged to form Daimler
Chrysler. Exxon and Mobil, which merged to form BrxMobil. Volkswagen and Rolls
Royce and Lamborghini, Ford and Volvo, Disney aidamax, Bell Atlantic and GTE
corporation to from Verizon, Shell-BP, PricewatarseCoopers GlaxoSmithKline Plc, Aon

Minet ,Kenya Oil Co. Ltd and Crown Berger.
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2.1.4 Vertical Mergers

A vertical merger brings together firms in potehttastomer-supplier relationships, such as
that between a firm that provides wholesale orrmgsliate products to a firm that produces
retail or final products. Vertical mergers are gaflg considered beneficial. Vertical

mergers can: reduce transaction costs by strearglthie process of acquiring and converting
inputs into outputs, improve efficiency through mantegrated production, and eliminate the
potential for a “double markup”, which can occures there is market power at both the

wholesale and retail stage of the market.

Vertical mergers may raise competition concernlsmiited sets of circumstances. A vertical
merger may “foreclose” the market by preventing -imdegrated retail competitors from
staying and competing in the market. Foreclosuneegdly requires pre-existing market
power at one or more levels in the new verticallggrated firm. For example suppose that a
firm controlling an essential facility at the whe#de level merges with a retailer. The merged
firm may withhold supply of the essential facility its retail competitors, preventing them
from competing. Alternatively, a vertical merger yrlae motivated by the goal of raising
rivals’ costs. For example, suppose a retail firrarges with the supplier of a wholesale
input. By removing a source of supply from the vasalle stage of the market, the retailer is

able to increase the price of the input to its cetitgrs (but not itself).

2.1.5 Conglomerate Merger

A conglomerate merger is whereby two companiesrgarmizations merge, which have no
common interest and nor competitors or have orcchalve the same supplier or customers.
To modern business analysts, the best argumegbf@lomerate organizational form is that
it may allow capital to be allocated in a more @ént way. The main question associated

with this strategy is why this improves upon a neaiased allocation of capital.

2.1.6 Benefitsof Mergersand Acquisitions

Mergers lead to a reduction in production and ifistron costs arising from greater
realization of economies of scale and the elimoratf overlapping facilities. This will
eventually have an increase in the firm’s upstream/or downstream market power (Ekbo,
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1983). He further looks at the collusion hypothelsis notes that gains to merging firms may
come at the expense of their downstream custorherggh increased output market prices.
With increased size comes the increased buying paweinduce greater upstream

competition and reduced input prices. The gainthéomerging firms are at the expense of

their up-stream suppliers.

Revenue enhancement is one important reason fauisitoons in that combined firm
generates greater revenue than two separate fimoseased revenues may come from
marketing gains, strategic benefits and market pgRess et al., 1990).

Reductions in post-merger cash flows for supplieigly an increase in cash flows of the

merging firms (Fee, 2003).

Although the overall market reaction to merger amuements are generally recognized,
proper understanding of the association betweemtagnitude of the abnormal return to
each merger event and specific sources is stiitdon VVarious theoretical sources of gains to
takeovers have been suggested. They include (Brgigs such as potential reductions in
production or distribution costs; (2) financial leéis, including the use of tax shields,
avoidance of bankruptcy costs and other types wf ddvantages; (3) elimination of
managerial inefficiency; (4) anticompetitive motiwams; and (5) wealth distribution. They
also reviewed most of the redistribution theoriesw the sources of merger gains. They
found that none of those hypotheses was suppoytéldebempirical evidence and concluded
that the merger gains primarily reflected econoitjdaeneficial reshufflings of productive

assets and management (Wu and Ray, 2005).

Cost reduction is another benefit due to efficieramquired by the combined firm in
operations. One of the ways in which cost reduct®achieved is through economies of
scale. Economies of scale occur when the averagfeo€@roduction falls while the level of

production increases (Ross et al., 1990).

The stockholders of merging firms earn positiveabral returns from merger activity.
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A standard interpretation of this evidence is tbamtrol over the target firm’s resources
enables the successful bidder to initiate a revaneof its own (as well as the target’s)
shares by implementing a higher-valued operatirgfesyy. Therefore the stockholder gains
reflect an increase in the expected spread betweemerging firms’ future revenues and
costs (Eckbo, 1982).

Tax considerations are a key motive for merging #x benefit stems from the fact that one
of the firms has a tax “loss carry forward”. A coamy with a tax loss could acquire a
profitable one to utilize the tax Loss. The acawgrfirm would boost the combinations after
earnings by reducing the taxable income of the iaeduirm (Gitman, 2006). There is near
unanimous agreement that target stockholders lteftefn merger, as evidenced by the
premium they receive for selling their shares. Bbeck price studies of takeovers also
indicate that bidder generally break-even and timalined equity value of the bidding and
target firm increases as a result of takeoverssélecreases in equity values are attributed
to some unmeasured source of real economic gatts &t synergy. But the equity value
gains could also be due to capital market inefficies (Healy, 1992). A profusion of event
studies has demonstrated that mergers seem tee bateholder value, with most gains
accruing to the target company (Gregory, 2001). iflceease in the stock-market value of
the merging firms may represent either value opeair wealth transfers from other
stakeholders of the firm. Value creation may arfisem economies of scale or scope,
increases in managerial efficiency; improvements pioduction techniques or other
synergistic gains (Kim, 1993). Various theoreticstudies have suggested expected
elimination of the agency cost, adoption of moréceint production or organization
technology and the realization of scale economgepassible reasons for abnormal returns

associated with merger announcements (Wu and Rap)2

There are insignificant stock price changes foruhguccessful takeovers for the target firms.
These empirical studies do not restrict themseaivd®rizontal mergers between firms in the
same industry. They generally examine mergers layyaimg the data from a several-week
time “window” around a merger announcement. He alsaamined that when the time frame

was extended to one to three years after the maergemt, acquiring firms are found to
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experience negative abnormal returns. However g-tan study often confounds the effects
of various events that occur over the longer timmezon with the effect of the merger event
itself. As a result, the variance is usually higid dhe negative abnormal returns often turn
out to be insignificant (Scherer, 1988).

2.2 Post Mergersand Acquisitions I mplementations

As noted earlier, successful mergers depend verghnam the swift implementation of a
carefully thought out post-merger policy, oftenyoafter a careful period of courtship (Testa
and Morosini (2001). After a pre-merger phase gheimonths in which Renault's vice-
president, Carlos Ghosn, led the negotiating temmagreement was reached. Under the
terms of the accord Renault acquired the followeqgity participations: 38.8 per cent of the
capital of the Nissan Motor Company; 22.5 per adrthe capital of Nissan Diesel and 100
per cent of Nissan's European sales and financibgidiaries. The total sum paid amounted

to Y643billion or FF32.7illion (Schweitzer, 1999). This allowed Renaule thption of

ultimately increasing its share in Nissan to 44 qaart, with Nissan being able to take a share
in Renault when the time was opportune. Almost idiaely, Ghosn, who had joined
Renault in 1996, was charged with turning Nissamdb Reaction to the deal in Japan was
somewhat muted. There was a resentment that agf@eihad been placed in charge of
rescuing a famous Japanese company, but this wgseted by the fact that all seven of
Nissan's own internal rescue plans had failed hadit is management's credibility was at an
all-time low (Hunston, 1999a).

According to Testa and Morosini (2001), the sucegss mergers can be impeded by the
failure to enact it under a credible leader, abledéal with diverse national or company
cultures as well as being capable of decisive actimportant as this may be, there is also a
requirement for putting into place both managedatl communications structures. The

choice of Ghosn as Chief Executive was astute.niigagement record with his previous
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employers, Goodyear Uniroyal and Michelin, was sbukt Renault, he was credited with
the successful restructuring of the firm in theeld©90s, getting costs under control and
revitalising the firm. Well aware of the social andltural differences between the two
societies and firms, Ghosn's approach to his task sensitive. Among the differences were
those of language, decision-making, communicatisgstems and labour regulations.
Decision-making at Nissan was by consensus in ashtio Renault's European style of
decision-making by senior management. At Renautesst was laid on individual
responsibility, accountability and rewards, wher@adNissan these were group oriented
(Hughes et al., 2001). There were, however, siitidgarbetween the two entities. Both were
large, enjoyed a long history, had a sense of qiesnn and were bureaucratic with strong
hierarchical structures with a high proportion @nh®r management being former civil
servants with little formal business education (f¢at et al., 2001).

In dealing with such cultural problems and undeddyresentments, Ghosn knew that cultural
sensitivity would have to be complemented by swition if Nissan were to be rescued

quickly. It was made clear that Renault's approaal not one of cultural imperialism but

one of mutual respect in which the participatingtipa would treat each other as equals (Le
Monde, 1999). Moreover, there was no cull amongekecutives who had failed Nissan.

Instead they were reallocated to other duties wéosn's reforms were implemented

(Hunston, 1999a)

2.2.1 Effects of Post Mergersand Acquisitionson Customers

When customers read about imminent mergers andsaibops, they have lots of questions
on the impact it will have on them. Their concerasge from improved customer service in
the form of: More efficient deliveries, Broad rangé products to choose, Lower costs
because of economies of scale, Better credit téortee negative of: Less concern about
smaller customer, Longer delivery times, Incregsextiuct cost due to increased operating
cost, Less customer interaction due to reduceesdalrce, Poor service delivery during
uncertain period including the integration peridigiamergers and acquisitions, the customer
base is increased (Samuels, 2005). Products cothga@nrbut the ability to acquire, retain

and grow highly profitable customers never losepdwer.
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Any change in how a firm does business can haveffatt on the firm's customers. A
merger can have a substantial one. Smaller compaldenot have huge customer bases.
They are likely to have a smaller number of cust@nand that makes them more dependent.
To the smaller firm, each customer represents grieaiter percentage of his or her income
(Selden, 2005). Mergers and acquisition may impreffeeiency, allowing economies of
scale, synergies and better management of assetsth® other hand, if the merging
companies have significant local market overlap #redr market power is dominant, the
deals will result in higher prices. Any efficienggins from the merger would not be passed

on to consumers in the form of lower prices (Foltiemad Panetta, 2003).

Efficiency gains are realized and passed on toworss only in the long run. The merging
firms passed cost savings resulting from the meogeto consumers in the form of lower
prices (Weinberg, 2007). The merger between Aiméeaand KLM did not just led to

synergies and increased profitability; it is alseryw beneficial for the customers of both
airlines. There are many new customer benefitsagt network linking Europe to the rest of
the world, with many frequencies and the possibiit combining fares, A shuttle service
between Paris and Amsterdam which considerablyeas®s connecting opportunities all
over the world via the hubs of Paris-CDG and SablipA joint frequent flyer program

«Flying Blue», the biggest in Europe. Horizontalrgegs also provide opportunities to
customers, in which they can reduce costs andléaah times, but the firms have to have the
right products for the market at any given time.riggs place one face in front of the
customers because they will now deal with one sepritive instead of different ones from

different companies.

A merger also provides an enhanced capital basehvemables them to meet the customer,
demands in terms of the product as well as researdhdevelopment. This has the effect of
better quality and reduced prices to customers. é¥ewthere is no evidence that corporate
customers are affected by upstream mergers (Fe#8).2@ is the role of customers in
informing competition authorities and courts abitét likely effects of proposed mergers. He
noted that customers stand to benefit from mergjgas are anticompetitive, or may be

harmed by mergers that are welfare-enhancing (Hey@7). As a result of managerial
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skills employed, the customers benefit by gettiongliy products. The benefit of the large
size after the merger enables continuous reseaaclinig to improvements of products. There
is an observation on quality products and notetlabaesult of managerial skills employed,
the customers benefit by getting quality produ@tss is mainly because the merging firms
can embark on continuous research leading to agous improvement of products. This will
be due to the benefit of its large size after trergar. Also, customers do benefit from the
merger. This is due to reduced costs of produdiemce a reduced price. He noted however
that the possibility of collusion means the customeuld not benefit (Gitman, 2006)

2.2.2 Effects of Post Mergersand Acquisitionson Suppliers

Suppliers on average experience significant deglime cash flow margins immediately

subsequent to downstream mergers. This was foubd tmnsistent with their buying power.

He also noted that the net effect of a merger aréicular supplier was dependent on the
supplier’'s ability to retain its product marketagbnship with the merged entity. This was
because firms that were terminated as suppliersesuent to the merger experienced
negative and significant abnormal returns at anoement of the merger and a significant
deterioration in cash flows post-merger. Suppliese in that they could be pitted against
one another in a price competition to remain s@pplpost-merger. Suppliers retained may
sell a higher quantity but at a lower price. On oitieer hand, suppliers that lose the bidding

competition do suffer.

Suppliers who are relatively more reliant on thegmey firms and who will face potentially
higher switching costs, experience significantlygéa reductions in cash flow margins
subsequent to the merger. Suppliers that operate rimore concentrated environment are
likely to be affected negatively. Great concentnasi are associated with larger reductions in
cash flow margins for suppliers (Fee, 2003).
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2.2.3 Effects of Post Mergersand Acquisitionson the Rival Firms

Horizontal mergers may result in fewer industrynfi.. This may make cartelization more
likely and easier to sustain (Stigler, 1964). Untlee collusion hypothesis, rivals were
expected to benefit, since this implied increaseistry output prices.

However, there is a caution on the collusion hypsihh A positive reaction by rivals to
merger announcements itself is not enough evidenaecept the collusion hypothesis.

Such a positive reaction may also arise from thedypctive efficiency hypothesis if the
market believes that the rivals can also realiesdlefficiency gains through future takeovers
(Stillman, 1983 and Eckbo, 1983).

Positive and significant stock price reactions@served in challenged mergers, mergers in
concentrated industries and mergers resulting figel&hanges in industry concentration.
These positive returns to rivals may reflect eitlygpected gains to anticompetitive collusion
or efficiency. However, there are no negative agerabnormal returns to rivals on challenge
dates for the sample of all blocked deals (FeeTdmumas, 2003). A horizontal merger can
reduce the monitoring costs by reducing the numdfeindependent producers in the
industry. The fewer the members of the industrg thore ‘visible’ are each producer’s
actions and the higher is the probability of detectmembers who try to cheat on the cartel
by increasing output. The higher this probabilibe lower the expected gains from cheating,

and the more stable (and profitable) is the cantéte short run (Eckbo, 1982).

Rivals of initial acquisition targets earn abnormetlrns because of the increased probability
that they will be targets themselves. On averagal firms earn positive abnormal returns
regardless of the form and outcome of acquisitidrese returns increase significantly with
the magnitude of surprise about the initial acdwisi Moreover, the cross-sectional
variation of rival’s abnormal returns in the annoement period is systematically related to
variables associated with the probability of aciis. In addition, rivals that subsequently
become targets earn significantly higher abnormairns in the announcement period (Song,
Moon and Ralph, 2000). If a merger were to resulhigher prices and thus a transfer of
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surplus away from consumers and towards firmsetiwevuld be an increase in the equity
value of the merging parties and their rivalshi antitrust authorities announced an attempt
to block such a merger, there would be negativeombal returns for rival firms and
obviously, the merging parties.

He also argued that the high variance of stockrmetwf large rival firms that receive a
relatively small proportion of their profits fronté market affected by the merger makes
event study tests for uncompetitive mergers ofelifower (Weinberg, 2007). Most of the
rival firms demonstrated no abnormal returns ondates of events that would impact the
probability of those mergers being consummatedilif&n, 1983). Abnormal returns of
rivals of firms undertaking horizontal mergers thare challenged can be examined. At the
time of merger announcements, rivals earn posdlwegormal return on average; at the time
of antitrust complaints, the rivals earn normalires. The evidence suggests that the mergers
may have created efficiencies, but the patternbmioamal returns is not inconsistent with

mergers that may also have resulted in higher mtgalices (Schumann, 1993).

Kim and Singal (1993) examined 14 airline mergeonf 1985 to 1988 and estimate the
effect of a merger on fares. Over the entire peribdy find that fares increased by 9.44%
whereas the rival firms actually increased theiesaby 12.17%.They also find increases in
fares during the announcement period that werecbfiy fare decreases, arguably due to
efficiency gains, during the completion period. 8meals experience positive abnormal
returns while large rivals experience insignificabnormal returns (Fee and Thomas, 2003;
Schuman, 1993).

2.2.4 Post Mergersand Acquisitions and Restructuring

Systemic bank restructuring aims at improving baekformance; restore solvency and
profitability, improve the banking systems capacity provide financial intermediation
between savers and borrowers and restore publididemge. Governments began to
restructure their public sectors mainly to createemabling market environment and to
rebuild investor confidence (Claessens, J. 1998%tdring financial institutions to viability

means stopping accrual of unpaid interest, elirmgaborrowers and refinancing on non-
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performing loans and making provisions for bad gebt so doing, institutions that have no
capital must be recapitalized, merged with healtisfitutions, or closed if they have no

further role to play in the financial system(Lomdg, 1991)

Banks fail because of liquidity, insolvency, misragament, sudden shock to the economic
system; such as violent fluctuations in interesegeor outright frauds. He observes that
reasons for failure can be at Micro or Macroecomolavels. Depending on the severity of
the problem of the failing banks, the remedial meas open to Central bank vary.
Furthermore the method used depends on a cousptsfic situation and the strength of the
financial system. Claessens(1998), identifies type$ of bank restructuring approaches;
financial and operational restructuring. He argtined these approaches focus on policy and
legislative clarity; competitive framework; inteladonship with capital markets,
development of regulatory and supervisory strustiaed capacities and benchmarking of
Global standards and practices at macro-level Rasting refers to several related
processes i.e. recognizing financial losses; restrung financial claims and operational

restructuring of banks.

The main elements of sustainable corporate restiagt are broadly four fold; Improving
the enabling environment, developing the institudilo and legal framel4 work for
restructuring; enhancing capacity for restructungl @ greater role for capital markets.
Despite the positive encouraging developments strueturing of financial systems; the
stock market development and banking developmenAfiica are grossly incomplete
(Nadeen et al., 1998). Severe informational prokldrave compounded this matter. The
success of a country’s resolution prograifixing the roof while the sun shines” entails
resolution or control of financial crisis using appriate measures. It depends on the
government’s ability to clean up losses of disedsdanks and restructure (that is

recapitalize, merge, liquidate etc) insolvent banks

2.25 MergersasaBank Restructuring Approach
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Any form of restructuring should aim at making tegstem sound, transparent and more
efficient. The process of adopting the best prasticontinues especially after the Asian
Crises. Mergers from a legal standpoint and forppses of this study means: “any
transaction that forms one economic unit from two more previous” (Weston,
F.J.,Copeland, T., 2000). According to Pandy, nrergesaid to occur when two or more
companies combine into one company (Pandy, 1.MQ9190ne or two companies may
merge to form a new company. It may take two formlsorption and consolidation.
Absorption is a combination of two or more companieto an existing company. All
companies except one lose their identity. Mergesubh consolidation on the other hand is a
combination of two or more companies into a new gany. In this form of merger all
companies are legally dissolved and a new entitgrémted. Ross, Westerfield and Jaffe
define a merger as the absorption of one firm lnttzar.

These techniques have been prevalent particulaltyfing crisis (Ross, A., et al., 1999)
Restructuring using merger technique has been jgm@ven Kenya. The technique has been
undertaken to strengthen the financial systemsabthey achieve efficiency, productivity
and profitability. It tends to be a long-term me&sWergers and acquisitions still seem to be
the most prudent way forward for the small mediured banks to remain profitable and
compete effectively. The Central bank of Kenya ¢t@stinued to encourage and sensitize the
banking industry on the need for mergers. In thar i®99 for example, the merger for six
institutions was approved. Further the amendmenseation 9 of the Banking Act now
comprehensively covers the interests of instititiowhich undertake merger as a
restructuring option. Many previous legal hurdlesthe transfer of assets and liabilities
between the merging institutions have been remtwédsten the merger process and reduce
costs. Merger is an important feature of structarenges. The first wave of Bank Mergers

in Kenya occurred in 1998 and continues to thegreday.

At the global scene overall efficiency has probaielyarded over the years. The small banks
were too dependent on narrow business bases amdl fibudifficult to prosper due to
competition. This contributed to bank failures B80's. Many countries in South - East Asia

have then encouraged mergers of finance compangsother financial institutions. The
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global trends appear to be towards the consolidatather than the proliferation of banking
institutions. Governments are paying increasingeraitbn to avoid failure of financial
institutions, as the repercussions are costly difidudt in underdeveloped financial markets
(Jayamaha, 1998). The importance of bank restringturas been reiterated in establishing
financial system soundness. Merger technique has lmne of the tools applied by
authorities to achieve effective mobilization affiiceent allocation of resources in the recent

past.

Apart from recapitalization of state owned banksnmonwealth countries have encouraged
mergers to restore stability in their financial teyss by removing obstacles to mergers of
finance companies and hence banks. Increasingteff@ve also been made in Kenya,
Ghana, Malaysia and Sri Lanka to attract foreigmestments and technology to their
financial sector. The aim is to restore solvenogrease profitability and rebuild confidence.
The Korean government proposes to classify troulfledncial institutions into three
categories to separate the healthy ones from tthaseshould be closed or merged and those
needing capital increases. To encourage bank nserter Capital for a Deposit Insurance
Agency in Korea will be increased to 17 to provideney to compensate healthy banks
taking over ailing ones. The recently formed Finah8ervices Authority (FSA) in the UK
has expressed its concern over the merger of ba&ikance institutions and Accounting
Companies arguing that there is a high degreemfarttration; hence less competition.

Little has been done to clearly assess the suocddsmnks restructuring tools used in Kenya.
Following bank crisis however, the major challerigethe authorities has been to try and
contain the crisis situation after realizing thas@und banking system is critical for both
economic growth and stability. Kenya has experidniteee financial crises since 1980s;
1989, 1993 and 1998, which led to tightening of tbgulatory framework by introducing
changes in the Banking Act aimed at enhancing iefficoperations of the industry in
conformity with the primary objectives of the Intational Basle committee on banking

supervision.

Banking crisis contributes to a substantial weakgrof the Macro-economic performance

with major re-adjustment policies. It leads to gese in share of non-performing loans,
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increase in losses (due to foreign exchange exppsoterest rate mismatch, contingent
liabilities) and decrease in value of investmenistiag solvency problems in the financial
system. It is expected that viable restructuredkbawill have improved performance.
Measures available in crisis situation depend encbuntry's legislative framework. Long-
term measures include; liquidation, mergers, retiring of activities, recapitalization,
while short term emergency measures include, lemdelast resort and Central Bank
intervention in management of ailing institutiondowever, measures undertaken should

positively influence the performance of affectestitutions (Detragiache and Kunt, 1997)
2.3 Post Merger and Measures of Financial Performance

Performance is the ability to generate and sustaome, stability and growth. It is a
measure of relative investment of relative investimand can be relative to one of the
following factors: Assets, capital adequacy, liguidliabilities, number of employees and
other size measures. According to Pandy and BrealdyMyers, the following are the most

common measures the financial performance

2.3.1 Profitability Analysis

This is the most common measure of financial perforce. The measures are used to assess
how well management is investing the firms' tot@bital and raising funds. Profitability is
generally the most important to the firm’s totahs#holders. Profits serve as cushion against
adverse conditions such as losses on loans, oedoszused by unexpected changes in
interest rates. Consequently, creditors and regglatoncerned about failure also look to
profits to protect their interests although the sueas ignore firm's risk. Profits depend on
three primary structural aspects of financial tasibns: Financial leverage, Net interest
margin and non-portfolio income sources. ReturnEguity, (ROE) and Return on Assets
(ROA) are the most commonly applied profitabilitatios used to assess financial

performance.

2.3.2 Capital Adequacy Ratios

They relate to the firms overall use of financaldrage. Generally firms with high financial

leverage will experience more volatile earningsawedr. It indicates the extent to which an
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institution's capital base covers the risks inhergn its operations. Important capital
adequacy ratios include:

(i) Shareholders equity to Total assets

(i) Shareholders equity to Total loans

(iif) Shareholders equity to Total customer deofiearing ratio).

2.3.3Long Term Solvency

Solvency refers to the ability of an enterprisestiovive over a long period of time. It is the
same concept as liquidity except that it is forgderm rather than short term. Ratios to
assess long-term solvency are measures of comsknyesss. There is no absolute ratio that
has been put forward theoretically as the best ureasf a good level of solvency. Total
liabilities to Total assets and Shareholders' futtdg otal Assets have been used in this

study.

2.3.4 Earningsand Profit Performance Emphasis

The banking sector management have shifted theirsfto profitability because of the recent
developments in the sector which include: the nieedadditional capital adequacy funds
implying profits should be boosted as a main squreeased needs for provisioning of bad
and doubtful debts, need for funds for expansiord anodernization/technological

advancement to serve customers better and attampetdive advantage. This requires
efficiency and intensive capital investment, higblatility of interest rates and exchange
rates and intensive competition following liberalibn of the sector are the factors
considered Weston and Copeland concluded thattabdiiy ratios are the most critical

factors in a firm’s ability to avoid failure (WestpF.J. and Copeland, T., 2000)
24 Magjor Challengesin the Merger and Acquisition

2.4.1 Culture Incompatibilities

Several studies have showed that the culturalnmpatibility is consistently rated as the
greatest barrier to successful integration. Fotaimse, a 1992 Coopers and Lybrand study
reported that in one hundred failed or troubledgees, 85 per cent of executives who were
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surveyed said that the major problem was differencenanagement style and practices. A
1996 British Institute of Management survey algmoréed underestimation of the difficulties
involved in merging two cultures to be a major ¢ach failure (Galpin and Herndon, 2000).
Culture difference is the major obstacle to the gaerIn Quaker Oats’s acquisition of
Snapple, Quaker Oats lost $5000 million of markafue with the announcement of the
Snapple acquisition, long before anyone attemptéefration. Quaker Oats Co. has agreed

to bite the bullet and sell Snapple Beverage Qorfiriarc Cos. for $300 million.

This move came only 27 months after Quaker spem Billion to acquire the maker of the
trendy drinks. Quaker lost $1.6 million for eachydaowned Snapple (Harvard Business
Review, 1999). In the early 1990s, AT&T was tocelat noticing its significant cultural
differences with NCR. Unionized employees objediedvorking in the same building as
NCR’s non-union staff. Executive turnover among @R staff was so severe that by 1997
only four of the top thirty NCR managers stayed.eaWT&T finally sold NCR, the failure
of the acquisition had cost AT&T more than $3 bitlj and NCR lost almost half its market
value (Galpin and Herndon, 2000). When the AOL &imde Warner merger was announced,

it was positioned as the greatest merger of theucgn

That so-called greatest merger has turned into wwest merger of the century.
AOL/TimeWarner reported a loss of 54 billion do#ian the first quarter of 2002. This is the
highest one-quarter loss reported by any compankistory (Harvard Business Review,
1999).Southwest Airline’s acquisition of Morris AifAccording to Lublin and O’Brien,
Southwest spent two months exploring its culturampatibility before finalizing the
acquisition in 1993. Known for its can do attitudad friendly esprit, Southwest was
committed to finding a partner with a similar ori@ion. As a result, the integration was
completed successfully in only 11 months, ratheantithree years as was originally
estimated” (Galpin and Herndon, 2000).

2.4.2 Lagging Mergers and Acquisitions

Speed makes a difference. People used to sayhthattegration process must move slowly,
carefully and minimize mistakes. It all soundedi@gical. Unfortunately, the thinking was
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wrong. In a technology-driven and globally compegitworld, companies have to act and
respond quickly. A timely merger and acquisition @mong the most important
developmental response to market-based changeeyfare not implemented quickly, their
opportunities will dissolve before they can extrdw rewards. Feldman (1999), has said,
“Companies that win are those that learn fastdargaicker and adapt sooner.” A prolonged
transition adds cost, destroys profit, and decseaash flow. When asked, “If you had to do
it over again, what would you do differently”? Ningut of ten participants in the
Pricewaterhouse- Coopers survey said they wouldores and move faster during the post

deal transition (Domis, 1999).

President of Wells Fargo and Company commentechercompany’s troubled takeover of
First Interstate Bankcorp said, “If | had to dooiter again, | would have done it faster”
(Domis, 1999). In fact, surveys have shown thatleyges feel uncertainty when integration
moves slowly. Slow integration process approach pebblems fester and it fails to take
advantage of the energy stirred up by mergers aqgdisition even (Clarkson, Pritchett, and
Robinson, 1997). Those companies will compress bsnenaking informed decisions about
economic value creation, and focused resourceditot They will use these decisions to
take early firm stands on management deploymeggnization structure and culture. These
actions will increasingly help them to sustain ldegn and economic value creation
(Feldman, 1999:21).

2.4.4 Human Factor

Human issues must be considered when deciding whetmbining two businesses makes
sense. Human factors play a critical role in mesgerd acquisitions. However, human factor
issues tend to take second place to commercialfiandcial considerations. Indeed, the

human factor is often neglected (Rankine, 1998).

2.4.5 Ambiguity

The immediate post mergers and acquisitions pesodritical due to the expectations,
guestions, and reservations among the personnemandgers of both companies. Because
mergers and acquisitions create immense changegaaeat issues, managers must meet

and respond quickly. The first topic to become dtenaf great concern among people at all
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levels of the organization is the personal issumpleyees commonly get blindsided,
emotionally jolted by the news that their corporamily is being reshaped and given a new
authority structure. Before people become curiobsua combined market share, they
consider the personal impacts.

Will 1 lose my job? Will my pay be affected? Will have to move? These questions
underscore the real issues in the minds of managetsemployees. Everyone is suffering
from the unknown. “No area in corporate life is ma@ensitive than employee relations”
(Yunker, 1983:21). Having a company perceived agoad environment to work by
employees, as reasonable in relations with labaions, are critical attributes in attracting
good workers. Yet, managers tend to ignore thisisea area frequently during mergers or
acquisitions (Yunker, 1983). For instance, it isajfs true that there is a conflict between the
newly acquired company and the parent corporafitve changes in existing policies and
procedures must be handled carefully and explaioethe employees before they are
implemented. Sufficient time must then be allowedd reaction and feedback. In order to
minimise the worries about changes in the existialicies and procedures, managers must
discuss fully the reasons behind the corporatipoigcies and procedures. It is not necessary
that all of the newly acquired employees agree withpolicies, but they should understand

what they are (Clarkson et.al., 1997).

2.4.6 Salary Structure and Salary Administration

In mergers and acquisitions, complications arseabse the two corporations do not match.
Should an employee get some increase every yedh2 K0-year-old employee with a wife
and two children going to be paid exactly the sas¢he 30-year-old with no family who is
doing the same job? All these debatable issuesl|dhbe addressed quickly. Salary
administration people should begin to review arstuls these matters (Yunker, 1983).

How is this transition to be accomplished? Firsabf it should be recognized that it takes
time requiring integration. Moreover, salary adrsiration should make adjustments over
several years so as not to affect any employeesediately. Just as in the salary levels,

companies must also have competitive benefit progres (Yunker, 1983).
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2.4.7 Communication

Mergers and acquisitions make the communicatiomméls grow longer due to more people
being involved. Moreover, due to its larger sizans employees may unintentionally get left
out of the loop. Therefore, trying to maintain @oshan-usual contact is very important
(Clarkson et. al., 1997). After acquisition, foistance, many managers and employees in
acquiring companies begin to feel threatened bysdamingly more efficient processes and
high level of talent in the acquired company. Thelsanged dynamics create the need for
more communication. Top managers should have betterlprepared for these reactions in
the acquiring company’s workforce, and they shdwdde initiated action to address these
reactions through earlier, more frequent commuimnatwith the acquiring company’s
managers and employees. A merger and acquisitiamsdction is a setting for great
uncertainty, frequent rumours, and constant detssibat change the scene. Communication
has played one of the key roles of successful iatemn. Clear and constant communication
throughout the integration process can providesiezianswers and dispel rumours. Open
communication is essential. Open communicationsrifglaexpectations and reduce

ambiguity.
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CHAPTER THREE
RESEARCH METHODOLOGY

3.1 Resear ch Design

This is a descriptive survey study and it aimed establishing the post merger
implementation strategy adopted by the bankingosaot Kenya. It has been successfully
used in other studies on commercial banks. For plgn®tieno (2006) used survey design
in the investigation into internet banking techmplaadoption among Kenyan Commercial

Banks.
3.2 Population

The study focussed on all the 8 mergers and atguisithat had been witnessed in Kenya
from 1995. The staff in the banking sector includedior managers lower level managers
and other subordinate staff currently working a¢ ttank mergers found in Kenya. The
banking sector was selected largely because ialvaalys taken a lead role in implementing
strategic issues in management practices and vpasted to spend huge amounts on the
same.

3.3 Data Collection

This study mainly utilized primary data sourcese ®udy made use of questionnaires and
interview guides in order to collect all relevantarmation on post merger implementation
strategy on the merged banks. The questionnaires uged to collect information from the
senior employees including senior managers andrtiepatal heads. These questionnaires
were distributed to the respondents through diegtrhinistration to the staff. Structured
interviews were used to obtain more detailed infton from the senior managers and

highlight other key areas of concern and recommignua
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3.4 Data Analysis

Before processing the responses, the completediguesires were edited for completeness
and consistency. A content analysis and descriivaysis were employed. The content
analysis was used to analyze the respondents’ vabwst the post merger implementation
strategy in the Kenyan banking sector. The data eated using SPSS to enable the
responses to be grouped into various categories gUantitative data was analysed using T-
test and significance tests. Descriptive statistiese used to summarize the qualitative data.
This included percentages and frequencies. Tabhes adher graphical presentations as
appropriate were used to present the data colldotedase of understanding and analysis.
The findings were then presented using tables, ghiarts, and bar graphs for easier

interpretation.
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4.1 Introduction

CHAPTER FOUR
DATA ANALYSISAND INTERPRETATIONS

This chapter presents the data analysis and ietatpns of the findings. Data was analyzed

using SPSS and summarized using tables, chartpieneies and percentages. From the

study population of 8 questionnaires were filledrectly.

4.2 Social demographic information

4.2.1 Yearsworking in bank

This section aimed at indentifying the number ohrgethat the respondents’ had worked at

the banks. The findings in table 4.1 show the tssul

35

25

20

15

10

30 -

Less than 3 years

29

3-7 years

32

7-10years Over 10 years

Table4.1 Yearsworkingin bank

Majority of the interviewed respondents had workadless than 3 years and 7 to 10 years,

comprising 32 percent while 29 percent had workadaf period of 3 to 7 years. Only 7

percent had worked for a period of over 10 years.

31



4.2.2 Position in bank
This section was aimed at establishing the varpmsstions of the respondents in the banks.

The figure below shows the results.

Middle level
management
48%

Upper level
management
40%

Lower level

management
12%

Figure 4.2 Position in bank
Data presented in the figure above shows that rabshe respondents were in middle
management level comprising of 48 percent whilepdfcent where in upper management
level. 12 percent were in lower management level.
4.2.3 Highest level of education
This part of section sought to establish the higles®l of education of the respondents.

pd
Diploma d 11
0 1I0 ZI(} 310 410 510

Figure 4.3 Highest level of education
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On the level of the respondent’s education, thelystiound that most of the respondents
(49%) were undergraduates, 40% of the respondexttsalpostgraduate level of education,

while the respondents who had a diploma level otation consisted of 11 percent.

4.3 Awar e of any government policiesthat affect mergersand acquisitionsin the

organization.

In this area of study, the aim was to determinetindrethe respondents were aware of any

government policies that affected mergers and adgns in the organization.

Freq Percent
Agree 7 86
Disagree 1 14
Total 8 100

Table4.1 Aware of any government policiesthat affect mergersand acquisitionsin
the organization.
Data presented in the table shows that majorityhef respondents agreed that they were
aware of any government policies that affected ersrgnd acquisitions in the organization
(86 percent) while 14 percent disagreed.

4.4 Extent in which policies affected the way the merger or acquisition was managed

In this area of study, the aim of the study wasdtablish the extent in which the policies that

affected the way the merger or acquisition wereagad.

Low extent
524

Very great
extent
28%

Moderate
25%9%

Great extent
a42%%
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Figure 4.4 Extent in which policies affected the way the merger or acquisition was
managed
Data presented in the figure above shows that imyajof the respondents cited that the
extent in which the policies that affected the \itay merger or acquisition were managed as
being of great extent (42 percent) while 25 pero#iett as moderate and 28 percent as being

of very great extent.
4.5 Reason that prompted your bank to merge and/or acquire

This area of study was aimed at indentifying thesoms that prompted the banks to merge or

acquire. The figure below shows the results.

To enter the
market
20%

Restructuring
strategy
44%

To increase
asset/liquidity
36%

Figure 4.5 Reason that prompted your bank to merge and/or acquire

In the figure above, most of the respondents aigstructuring strategy as the reason that
prompted the banks to merge (44 percent) whiler8gm cited to increase asset/liquidity. 20
percent of the respondents cited to enter the rhaskéhe reason that prompted the banks to
merge.

4.5.2 Wereyou consulted during the merger and/or acquisition

This section of study was aimed at determiningtivrethe respondents had been consulted

during the merger and or acquisition.
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Figure 4.6 Wereyou consulted during the merger and/or acquisition
Data from the figure above shows that most of €spondents had not been consulted during
the merger and or acquisition comprising of 52 getevhile 48 percent had been consulted.

4.6 Factorsthat lead to the decision of the banksto merge.

In this area of study, the aim was to establisifalbtors that lead to the decision of the banks

to merge. This is as illustrated in the table below

No Low Moderate| Great

extent | extent | extent extent
Restructuring 0 1 24 75
To increase competitiveness 0 23 30 57
To enter the market 9 33 34 24
To increase liquidity/asset base 4 12 37 45
To expand geographically 44 32 21 3
To move out of trouble 71 23 4 2

Table 4.2 Factorsthat lead to the decision of the banksto merge.
Data illustrated in the table above shows that nitgjof the respondents agreed to a great
extent that restructuring was the factor that leathe decision of the banks to merge (75
percent) closely followed by 57 percent who citedricrease competitiveness. 71 percent
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however disagreed that moving out of trouble wasftittor that led to the decision of the

banks to merge.

4.7 Merger had any gains

This area of study aimed at establishing whetherntferger had gains. The figure below

shows the results.

Figure 4.7Merger had any gains
Majority of the respondents cited that the merdexrd gains (88 percent) while 12 percent
did not.

4.8 Rate the following sour ces of gainsin terms of importance

In this area, the study was aimed at establistiiagoburces of gains in terms of importance.

Mean Std Deviation
Customers 3.4574 0.47839
Tax 3.1233 0.99228
Suppliers 2.785 0.93884
Competitiveness 2.577 1.06217
Reduced costs 2.2234 0.90263

Table 4.3Rate the following sources of gains in terms of am@nce

Data on this section was analysed on a likert soalea ratio of 1= not important to 5
important. Response from the respondents showedntbat banks rated customers as the

important with a mean of 3.4574 closely followedtay which comprised of a mean of 3.12.
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The least important source of gain for the bankmaling to the respondents was reduced

costs with a mean of 2.223.

4.9 Rating of merger in terms of the following indicative factors

In this section of study, the aim was to estabtlsh rating of merger in terms of various

factors according to the respondents.

Very effective| Effective | Neutral| Ineffective

Profitability 50 27 23 0
Turnover 42 28 20

Efficiency 40 30 20 0

Public Image 35 54 9 2
Future Prospects 32 31 33 4
Resource Base 24 28 40 8
Share value/EPS 21 57 20 2
Customer relations 27 45 24 4

Table 4.4Rating of merger in terms of the following indicagifactors
Data portrayed in the table above shows that midstearespondents rated merger in terms of
profitability as very effective factor comprising 80 percent of the respondents and this was
closely followed by turnover which consisted ofg&cent.40 percent of the respondents
rated merger in terms of resource base to a nexxtaht while 4 percent rated merger in

terms of customer relations as being ineffective..

4.10 Extent to which the following factorswere barriersto the merger or acquisition.

In this section of study, the aim was to indentifg various factors that were barriers to the

merger or acquisition. This is as shown in theddddlow.

Mean Std deviation
Communication 3.4554 1.992278
Financial resources 3.4544 0.91492
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Human factor 3.4322 0.902531
Regulations 3.3223 0.94533
Incompatible ideas 3.1891 0.90343
Time frame 3.0112 0.952392
Ambiguity 2.9934 0.902631
Culture incompatibility 2.7545 0.902631

Table 4.5 Extent to which the following factorswerebarriersto the merger or
acquisition.
Data in this section of study was analyzed accgrthrthe likert scale on a ranking of 1= no
extent to 5= high extent. Most of the respondegteed to a high extent that communication
and financial resources as factors that were lyarteethe merger comprising of a mean of
3.46 and 3.45 respectively. Incompatible ideas etmsen to a moderate extent comprising
of a mean of 3.1, while culture incompatibility wihe least chosen factor that was

considered a barrier to the merger comprising afiean of 2.75.
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CHAPTER FIVE
SUMMARY OF THE FINDINGS, CONCLUSIONSAND RECOMMENDATIONS

5.1 Introduction

This chapter presents the summary of the finding® fchapter four, conclusions and
recommendations of the study based on the objectithe study.

5.2 Summary of the Findings

From the study, majority of the interviewed respemd had worked for less than 3 years and
7 to 10 years, comprising 32 percent while 29 pdarbad worked for a period of 3 to 7 years
In addition, most of the respondents were in middi@nagement level comprising of 48

percent while 40 percent where in upper managetaeak

On the level of education, the study established thost of the respondents (49%) were
undergraduates, 40% of the respondents had a pdatge level of education. On the issue
of government policies, the study found that m&oaf the respondents agreed that they
were aware of any government policies that affeateelgers and acquisitions in the

organization (86 percent) while 14 percent disagjree

In addition, the study asserted that majority @ tbspondents cited that the extent in which
the policies that affected the way the merger guasition were managed as being of great
extent (42 percent) while 25 percent cited as maideaind 28 percent as being of very great
extent.

On the matter of restructuring strategy, the stfolynd that most of the respondents cited
restructuring strategy as the reason that promiptecanks to merge (44 percent) while 3
percent cited to increase asset/liquidity. On wiethe respondents were consulted during

the merger process, the study established that @hdisé respondents had not been consulted
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during the merger and or acquisition comprisingb@fpercent while 48 percent had been
consulted.

On issues of factors leading to decision of thekbato merge, the study asserted that
majority of the respondents agreed to a great exban restructuring was the factor that lead
to the decision of the banks to merge (75 peradogely followed by 57 percent who cited

to increase competitiveness.

In addition, the study found that most banks ratestomers as the important source of gain
with a mean of 3.4574 closely followed by tax whadmprised of a mean of 3.12. The study
also established that most of the respondents ratxder in terms of profitability as very
effective factor comprising of 50 percent of thependents and this was closely followed by
turnover which consisted of 42 percent.

The study also asserted that most of the respomdagteed to a high extent that
communication and financial resources as fact@bwiere barriers to the merger comprising
of a mean of 3.46 and 3.45 respectively. Incompatdeas were chosen to a moderate extent
comprising of a mean of 3.1.

5.3 Conclusions

From the study, the study concludes that most efitinks employees were aware of the
government policies that affected mergers and adeuns in the organization. The study
also concludes that restructuring strategy wasnhen reason that prompted the banks to
merge and also to increase asset/liquidity.

The study also concludes that most banks did ne$wdbtheir staff during a merger and or

acquisition as data from the study indicated. Iditwh, the study found that most of the

banks had been faced with communication and fihmnesources as barriers to the merger.
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5.4 Recommendations

The study recommends that institutions need towbssaff and employees before merger.
An institution that has employees who may be affgédiy a proposed merger is required to
provide information to an employee body or commatdcthe information in form of
meetings — which may be a trade union or, in defafithat, employee representatives.

Where both exist the employer must consult withrde®gnised trade union(s).

The study also recommends that for institutionsettuce barriers to mergers, they need to
innovate new products and services with combinegegise, to create more wealth, to
increase capacity and scale among many other redsothe combination. This may reduce
financial risks involved. While making the mergezats, it is necessary not only to make
analysis of the financial aspects of the acquifing but also the cultural and people issues

of both the concerns for proper post-acquisitidegnation.

5.5 Areas of Further Research

From the study, the researcher suggests that furésearch should also be conducted in
other types of organizations such as pharmaceutidaktries and insurance companies that

have merged to establish the effect post mergelemmgntation strategy.
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APPENDICES
APPENDIX I: QUESTIONNAIRE

SECTION A: GENERAL INFORMATION (Kindly [V] tick as appropriate)
1. How long have you been working at this bank?

Less than 3 years [ ]
3-7 years [ ]
7-10 years [ ]
Over 10 years [ ]

2. What position do you hold in the bank?
Middle level management [ ]
Lower level management [ ]
Upper level management [ ]

3. What is your highest level of education?

Diploma [ ]
Undergraduate [ ]
Postgraduate [ ]

SECTION B: SPECIFIC INFORMATION ON MERGERS
4. Are you aware of any government policies that affeergers and acquisitions in the
organization?
Yes [ ]
No [ ]

5. If your response in 1 above is ‘Yes’, to what exi@id the policies affect the way the

merger or acquisition was managed?

Very great extent [ ]
Great extent [ ]
Moderate [ ]
Low extent [ ]



Very low extent [ ]

6. What prompted your bank to merge and/or acquire?
Restructuring strategy [ ]
To increase asset/liquidity [ ]

To enter the market [ ]
To move out of trouble [ ]
ANY OUNBT . e e e

7. Were you consulted during the merger and/or adipmnsi
Yes [ ]
No [ ]

8. To what extent did the following factors lead te ttecision of the banks to merge?

No extent
COW
extent
extent

WIModerate
~[Great

Restructuring

To increase competitiveness

To enter the market

To increase liquidity/asset base

To expand geographically

To move out of trouble

Any other. Please specify

11. In your own view, did the merger have any gains
Yes [ ]
No [ ]
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12. If your answer in (11) above is yes, how can yate the following sources of gains in
terms of importance?

2 | g
I S — £
e gt © o
> O (@] — = o
= o o > (@]
SE|E| & |ZE&
4 3 2 1
Customers
Tax
Suppliers
Competitiveness

Reduced costs

Any other. please specify
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13. How effective can you rate the merger in teofithe following indicative factors?

D)
=
£ 2 = 3
>, O [S] = =
o 45} > <&}
O = = Q £
> o ) c
1 2 3 4
Profitability
Share value/EPS
Turnover
Public Image

Resource Base

Efficiency

Future Prospects

Customer relations
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14.To what extent were the following factors barrigrshe merger or acquisition?

e
Q
c
g @
x €| © | ®g €
o |z | T O ¢ O
o =2 O | £ =
o X% = =
Z | 4 | =2 9|0 o
1 2 3 4

Culture incompatibility

Time frame

Human factor

Communication

Ambiguity

Financial resources

Regulations

Incompatible ideas

15. How did you deal with the barriers rated above?2.............cccoviiiiiiiiiiennnn.

16. If the merger and/or acquisition was done ediragain, what could you recommend to
be done differently?
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