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ABSTRACT

Mergers and acquisitions are not limited to ecomoetiterprises or businesses but they
also occur in other areas such as political, s@salvell as in religious sectors. Despite
managerial over-optimism, research by both acadeamc consulting firms consistently
shows that 50-75 percent of M&As fail to live updrpectations. Mergers are one of the
possible routes to high growth bieither theory nor empirical work provides any €ast
iron arguments in favour of a presumption thatrtlogierations are generally efficient”.
This study focused on the application of mergerd awcquisitions as market entry
strategies. This academic research aims to arnthweguestion: how effectively has the
application of mergers and acquisitions served @ppdy International in the
microfinance industry in Kenya? This study inteddo unearth certain factors critical in
creating successful M&A'’s as well as affirming agating the value creation theory that
goes with M&As. The study aimed to deepen theewustdanding of importance of
communication and efficient human resource managenmethe pre and post merger
phases and relate the findings to pre-identifielalb®r patterns of senior managers
during M&A implementation. This research was cartdd through a case study. An
interview guide with open-ended questions was ugeambllect in-depth information from
the Executive Management Committee which comprigedie Chief Executive Officer,
Chief Operations Officer, Chief Financial Office€hief Internal Auditor, Human
Resource Manager and the two regional relationstapagers who represented the Chief
Relationship Officer who is the researcher in @isdemic project. The data collected
was mainly qualitative in nature and thus was aedyusing conceptual content analysis.
The study found out that in Kenya the main lawsegning business combinations are:
Restrictive Trade Practices, Monopolies and Prioet®I| Act which an Act of parliament
that encourages competition in the economy by pithg restrictive trade practices,

controlling monopolies, concentration of economiowpr and prices and connected
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purposes. The merger between the two organizahiappened within the same industry
for the purpose of restructuring. Despite the sascoof life-transforming microfinance
services, the World Bank says that the industryoisclose to meeting the demand. In an
environment characterized by widespread povertyemsed presence of suitable merger
targets, need to diversify geographically, deswegtow the asset base and achieve
financial and operational sustainability, Opportyrinternational felt compelled to enter
into M&As as a means of market penetration, shatimg costs of innovation and
accessing new technological assets to augmemtnts/atory capabilities. It is this drive
that led the management of Opportunity Internaliot@ acquiring of two local
microfinance institutions in Kenya, namely WEDCGQI&UNLINK. Since the mergers
were horizontal, economies of scale were generamedstrategic benefits resulted from
the opportunities that came from entering the Kenyarket. The competitive advantage
provided by Opportunity International generally sgdrom the existence of firm-specific
intangible assets such as extensive micro finan@rpgertise and skills, marketing
capabilities and superior brand names and gread@agement capabilities. Marketing
gains arose from more effective advertising, ecaaseraf distribution, and a better mix of
products. There may be circumstances under whiehaoo the other of the firms would
have become insolvent, but the combined firm wawtd These efficiency gains came by
virtue of the size of the combined company; asovpd to be cheaper to offer services on
a larger scale. WEDCO and SUNLINK both had somaknesses in raising capital for
growth whereas Opportunity International had somgeifscant strength in capital base
and resource mobilization. Merging the human resesiand intellectual capital of the
two organizations was seen to contribute to inneeathinking and development within
the company. Because of the mergers and acquisffipportunity International was in a
better position to acquire and develop the marlkatiez served by WEDCO and

SUNLINK and therefore this contributed to growth ithe market. Differences in

Vi



managerial styles and accounting practices alsaribated to tension during the
integration process. According to Human Resourcemdder there was observable
resentment and resistance from the different mesndrich sometimes resulted in a loss
of potential synergies during the initial stages tbé merger. The differences in
organizational culture were observed and the génemang of the mergers and
acquisitions may have had negative external infleenn the successful take off of the
organization. For M&As to be successful, this gtadncludes that companies must seize
the opportunity by involving employees and custamerthe integration process, retaining
critical staff, generating momentum by quickly wimg key accounts, solidifying the new
organizational culture and formulating the rightat#gy for continuing with the business

straight away.
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CHAPTER ONE: INTRODUCTION

1.1Background of the Study

Business strategy is not a finished artifact; iaisvork in progress. Even if its main
purpose is profit, another one is growth (Cartwrighd Cooper, 2000). Growth, as a
strategic choice, can be reached by organic grolythstrategic alliances or by mergers
and acquisitions. Those that do not grow tendtagrete, lose customers and market
share, and destroy shareholders value (PapadaB@f).2 Mergers and acquisitions
(M&ASs) are a vital part of any healthy economy andhajor way applied by companies to
provide returns to owners and investors. This tachbined with the potential for large
returns; make acquisitions a highly attractive way entrepreneurs and owners to
capitalize on the value created in a company (Huhk2001). All over the world, it is
estimated that M&A activities account for high fir@al transaction value and involve

various organizations.

The liberalization of national financial and capitaarkets, coupled with the rapid
advancements in information technology and the elasing integration of national
economies have spurred the growth of cross-boréggens and acquisitions (CBM&AS)
activities over the past two decades. This isreggaihe backdrop that, the results of
existing studies in finance and business strategppat the view that wealth effects of
shareholders of the acquiring firms are mixed. iGadt al. (1996) and Kiymaz (2003)
have reported positive abnormal returns for theredt@ders of acquiring firms while
Corhay and Rad, (2000) and Aw and Chatterjee (2084¢ reported negative returns for

the acquiring firm shareholders.



As markets become crowded and competition intessiimany companies are naturally
seeking the best ways by which they can strengthem position; thus making M&A

activity a popular policy. However, some compameay systematically engage in a
series of M&As as a long-term strategy. Wheth@rsimedium or long term, the benefits
of the strategy will only be achieved if the tractgan succeeds during integration to
derive synergistic benefits, improving industry itiosing, leveraging on financial

muscle, improving market share, lowering productod operational costs and ultimately

increasing shareholder wealth.

1.1.1 Concept of Strategy

Mergers and acquisitions refer to the aspect gbamaite strategy, corporate finance and
management that deals with the buying, selling @mdbining of different companies to
aid, finance, or help a growing company in a giwedustry to grow rapidly without
having to create another business entity (Wikipediergers and acquisitions are not
limited to economic enterprises or businesses ey &lso occur in other areas such as
political, social as well as in religious sectord81&As are becoming an increasingly
popular strategy converged around themes such asthgr diversification, obtaining a
global presence and achieving economies of scalmtwW@ght and Cooper, 1993).
Achieving synergy is easier said than done and itat automatically realized once two
companies merge or when an acquisition takes placéheory, mergers create synergies
and economies of scale, expanding operations attichgwosts but practically, synergies
may exist only in the minds of the corporate leaderd the deal makers who try to create
an image of enhanced value. Once the market esaliis anomaly, it eventually assigns
the company a discounted share price. One sung ikithat M&A deliver enhanced

market power.



Historical trends show that roughly two thirds o mergers will disappoint on their own
terms, which means that they will lose value on sheck market. Most mergers and
acquisitions fail during integration for known a®llvas for unforeseen reasons. The
motivations that drive mergers can be flawed artieficies from economies of scale
may prove elusive. In many cases, the problemsceaged with trying to make merged
companies work are all too concrete. The theafamergers and acquisitions (M&AS)
have laid some support for the proposition that vhkie of the merging firms may
increase after M&As. Bradlest al, (1983) and Dennis and McConnel (1986) attribhée t

sources of increased value to the possibility oksgy.

Prior literature identifies three main types of esgies, Trautwein, (1990): financial
synergy; operational synergy; and managerial synergotential merger or acquisition
partners are typically identified pursuant to sotyyge of strategic fit. Strategic fit is
broadly described as similar or complementary degdional strategies setting the stage
for potential strategic synergy. While it seemsiitive to conclude that strategic fit plays
an important role in the financial success of ageeror acquisition it is held that the
success of mergers depends on how realistic thentldeers are and how well they can

integrate two companies while maintaining day-tg-dperations.

All M&As have one common goal: to create synerggttimakes the value of the

combined companies greater than the sum of thepants. The success of a merger or
acquisition depends on whether this synergy iseagli. Synergy takes the form of

revenue enhancement, cost savings, a leaner st@ffm@anagement team, economies of
scale, acquiring new technology, and improved etaskare and industry visibility due to

improved company's standing in the investment comtyu
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1.1.2 Mergers

In the pure sense of the term, a merger happens e firms, often of about the same
size, agree to go forward as a single new compather than remain separately owned
and operated. This kind of action is more pregiseferred to as a "merger of equals.”
Both companies' stocks are surrendered and new amgmsgtock is issued in its place
(Wikipedia). Mergers are often as a result of asohidation of two or more companies
and the common types of mergers include horizomelgers, vertical mergers and
conglomerate mergers. The advent of mergers camabed back to The Great Merger
Movement that took place in the United States fd@85 to 1905 and accounted for 20%
of the GDP in which similar small firms with littlenarket share consolidated to form
large, powerful institutions that dominated theiarkets (Wikipedia). Similarly mergers

have been traced to be occurring in waves in resptm economic conditions especially

during depression.

1.1.3 Acquisitions

An acquisition, also known as a takeover, is th@rmof one company (the ‘target’) by
another. An acquisition can be friendly or hostilln the former case, the companies
cooperate in negotiations; in the latter casetakeover target is unwilling to be bought.
Acquisition usually refers to a purchase of a semalirm by a larger one. When one
company takes over another and clearly establigkelf as the new owner, the purchase
is called an acquisition. From a legal point adwj the target company ceases to exist, the
buyer "swallows" the business and the buyer's stocitinues to be traded. The common

types of acquisitions are an asset purchase, a phathase and a reverser purchase.



There are several reasons for acquisitions whicludle; strategic reasons, gap filling,
organizational capabilities and wider market acceSsategic reasons for example
positioning to take advantage of future opportesitihat can be exploited when the two
companies are combined. Gap filling for example ieh@ne company may have a major
weakness (such as poor distribution) whereas ther atompany has some significant
strength. Organizational Capabilities for examptgusition of human resources and
intellectual capital can help improve innovativenking and development within the

company. Wider market access for example acquomsif a foreign company could give

a company quick access to emerging global markilsigedia)

1.1.4 Microfinance Industry in Kenya

The World Bank defines Microfinance Institutions M) as institutions that engage in
relatively small financial transactions using vasomethodologies to serve low income
households, micro enterprises, small scale farmansl others who lack access to
traditional banking services. It involves the pdig of loans and banking services to the
low income; small and micro entrepreneurs to hie§mt engage in productive activities, to
better organize their financial lives as well apand their businesses. Despite the success
of life-transforming microfinance services, the WoBank says that the industry is not
close to meeting the demand. It is estimateddhat five hundred million people living
in poverty could benefit from a small business l@ard only one-third of the world’s
population has access to any kind of bank accodrite lack of access is particularly
severe in sub-Saharan Africa where the World Basttimates that microfinance is

reaching only a small percentage of the econonyiealiive target population.



Poverty may be described as a condition in whigier@on or community is deprived of,
and or lacks the essentials for a minimum standaveell-being and life. These essentials
may be material resources such as food, safe dgnkater, and shelter, or they may be
social resources such as access to informationcaéida, health care, social status,
political power, or the opportunity to develop miegful connections with other people in
society (Wikipedia). The World Bank defines exteepoverty as living on less than US$
1 per day, and moderate poverty as less than $2ya &tudies by the World Bank
indicated that in 2001, 1.1 billion people had eonption levels below $1 a day and 2.7

billion lived on less than $2 a day.

In Kenya, it is estimated that 58% of Kenyans armg below 2 dollars a day. More
than half of the country’s 31.3 million people (3)@re poor, and 7.5 million of the poor
live in extreme poverty. Kenya is ranked 148thoam 177 countries in the UNDP’s
human development index, which measures a countlgiglopment in terms of life
expectancy, educational attainment and standalidiiog. Kenya’s population has tripled
over the past 30 years, leading to increasing pressn natural resources, a widening
income gap and rising poverty levels that erodegai education, health, food security,
employment and incomes. In response, Microfinamstitutions have committed to
building scalable, sustainable and accessible b#wksighout the developing world to
provide loans, training, savings and insurance getsdtailored to the specific needs of
each region. The 1999 MSE base line survey fowndtlmat micro-financing, a core
source of funding for micro and small enterprisestibutes about 18% of the county's

GDP and employs 2.3 million people.



In Kenya, formal MFIs are broadly registered undiéierent Acts of Parliament ranging
from banking, deposit taking institutions, non-georaental organizations, cooperatives,
companies, building societies and others. Informgls on the other hand are registered
under relevant government ministries and have Wegd status such as community based
organizations and self help groups. The MicrofseaAct, 2006, regulates deposit taking
institutions while the rest of industry players mmunregulated. The Association of
Microfinance Institutions of Kenya (AMFI) which wésrmed in 1999 under the Societies
Act is a member institution and has been in the foont in lobbying for microfinance

issues in Kenya.

1.1.5 Opportunity International

Opportunity International was founded in 1971 byotwisionary leaders who were
inspired to take action by their experiences widogile living in extreme poverty. Al
Whittaker, former president of Bristol Myers Intational Corporation in America, and
Australian entrepreneur David Bussau sought a isoluhat would transform people’s
lives without creating dependency. The Opportuhitgrnational Network is the largest a
global coalition of microfinance organizations whicprovide transformational
microfinance services. The organization providealsbusiness loans, savings, insurance
and training to people living in poverty in the é&ping world. Clients in over 28
countries use these financial services to starexgand a business, develop a steady
income, provide for their families and create jdbs their neighbors. Opportunity
International operates on a triple bottom-line misgocusing on scale, sustainability and
transformation as the three core pillars for delivg microfinance solutions to the poor

around the world.



For over 35 years, Opportunity International hasvigled small business loans, savings,
insurance and training to more than two million peoworking their way out of poverty
in the developing world. In order to meet the aiag needs of the modern development
world and to have an even greater, lasting impadhe entrepreneurial poor, Opportunity
International adjusted its strategy in the year@f0m the development of NGOs to the
development of national-scale, transformational,rmf@ financial institutions.
Opportunity International requires no traditionallateral for its products, unlike many of
her competitors. Borrowers are only required teesa minimum amount during the six-
week training period to ensure they have the ghititrepay their loan. Opportunity gives
mostly group loans with the objective of strengihgnrcommunities among the poor and

reducing the need for cash collateral.

In the Kenya, Opportunity International penetrated microfinance industry in 2006
through mergers and acquisitions targeting to aecati least 51% of the MFI ownership
and as such becoming the majority shareholdersinfheence the strategic direction of
the microfinance operations. The first target K&A activity was a local company
operating under the trade name, WEDCO, and wasqoeaigtred in Kisumu with 31
outlets spread across Nyanza, Western and Rifeyaélgions of Kenya. CARE Canada
being the main shareholders had appointed a l@rahgr called WEDCO Company Inc.
to manage the microfinance business for them. ulre 2006 Opportunity International
(Ol) purchased 51% of the shares of WEDCO, formallyolly owned by CARE
International. The organization’s name was changedOpportunity International
WEDCO to reflect the new ownership and a new mamage team which was
predominantly hired by Ol was put in place. Thesibass was affected by the post
election skirmishes of 2008 having been primaribgated in the areas which were

adversely affected. This together with weak irsérgontrols threatened to push
8



Opportunity International Wedco out of business anteed to improve business survival
and achieve a better geographical spread saw ta neanagement move with speed to
acquire Microenterprise Development Services Lithif@DSL) trading as Sunlink.
Sunlink was a 5-branch profitable MFI, headquadexad operating in Nairobi. It was
wholly owned by a Dutch nongovernmental organizaknown as CORDAID which was
in the process of identifying a social investor whould buy out the business. This was
necessitated by the global changes in Cordaid’sndie focus and the increasing
profitability which was not in line with the mairhareholders NGO structure. In June
2008, Ol and CARE Canada purchased 100% of MDSLthrsdnew acquisition was
merged with Opportunity International Wedco to faamew entity known as Opportunity
Kenya Limited (OKL). The acquisition was structdiran such a way that OKL. was
jointly owned by Ol (51%) and CARE (49%). Furth&ranges in shareholding have
continued to take place leaving Opportunity Intéoral with over 84% of OKL.
Opportunity Kenya is currently serving over 8,40@8rbwing clients in her 11 branch

network and has close to 100 employees.

1.2 Research Problem

The strategy of M&As to obtain high growth has Idmgen employed by many firms to
sustain a defendable position within their industrigether for offensive or defensive
reasons Yook and McCabe, (1996). There is comffictevidence regarding the
effectiveness of mergers. There are proponensenfers who argue that merger activity
is essential for the development of strong gloloahjeetitors with benefits realized by all
parties concerned and the economy as a whole Ggintwvand Cooper, (1993). Research
by both academic and consulting firms consistesitigwed that 50-75 percent of M&As

fail to live up to expectations Papadakis, (200Bpssible reasons for failure, include poor
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communication, inadequate due diligence, -culturdashees, changing external
environmental conditions, integration difficultiegability to achieve synergy, poor
planning, talent loss or mismanagement among atheBespite managerial over-
optimism, mergers are one of the possible routdsgb growth but'neither theory nor
empirical work provides any cast-iron argumentdanour of a presumption that their

operations are generally efficiériiubbard, (2001).

Mergers and acquisitions had been pre-identifiednasket penetration strategies by
Opportunity International’s for entry into the noéinance sector of different countries
around the world. There were mixed results withhhsuccess rates being recorded in
some countries such as in Rwanda where Urwego CaoitynBank was acquired, in
Uganda where Faulu Uganda was acquired and in Ghdreae Sinapia Bank was
acquired by Opportunity International. The acdiosi of Faulu Tanzania was however a
negative experience and it is continues to be sdate. For Opportunity Kenya, the
merger with WEDCO was equally challenging but witie acquisition of SUNLINK,

some level of stability was achieved.

Having achieved varying results from the mergerd aoquisitions across Africa, and
noting the perpetual legacy issues that followesirttat the post event stage, Opportunity
International reviewed the entry strategy and depeace for green field was adopted
particularly for Africa. The M&As in Kenya weredHast such strategies that Opportunity
International deployed for market entry having te@roff microfinance operations in
Congo in 2009 as a green field. The silent argurf@anterminating the M&As strategy
was that the relative complexity of the microfinanndustry around the world as well as

unending legacy issues post implementation of t8B&AMin Africa.
10



This study focused on the gains achieved, as wathallenges experienced and sought to
identify how future M&As can be undertaken for thémnbe successful. The debate on
whether mergers are an effective strategy for dgnduyt Opportunity International or any
other organization would appear to be far from ovEne main reason for this is the lack
of empirical studies on this subject matter. Reédgerature on mergers has tended to
focus on the theoretical Griffith, (2000) and dttial aspects Bryson, (2003). While the
theoretical and statistical aspects are criticalg®gess, there is a notable absence of studies
into the actual reasons given by companies for gingan mergers. The success rate of
the M&A activity is better understood from the pgm¥stive of the driving forces of the

merger or acquisition in comparison to the endltegqost the M&A activity.

Locally, various researchers have researched orfiglte of mergers and acquisitions:
Kiplagat (2006) researched on the effects of mergaem financial performance of
companies listed at the NSE, Mukele (2006) condl@esurvey of the factors that
determine the choice of mergers & acquisition pagnn Kenya, Nyagah (2007) studied a
doctor’'s perception of mergers & acquisitions ie fpharmaceutical industry in Kenya,
Njoroge (2007) did a survey of mergers & acquisgi@xperiences by commercial banks
in Kenya while Muthiani (2008) researched on crogsiural perspective of mergers and
acquisitions: the case of Glaxosmithkline Kenya PLThe cultural changes proposal of
Bohin et al. (2000) analysis have not been related to the rimenoce industry and would
however benefit this industry if these studiesexplored. Since none of these local and
international studies focused on reasons behindppécation of mergers and acquisitions
strategies, this research project attempted to entve question: how effectively did the
application of mergers and acquisitions serve Oppdy International in the

microfinance industry in Kenya?
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1.3 Research Objectives

The study was guided by the following objectives:-

i. To determine how effectively the application of gemns and acquisitions had

served Opportunity International in the Kenyan miicrance market.

ii.  To establish the challenges faced by Opportuntigrivational in the application of

mergers and acquisitions strategies in Kenya.

1.4 Value of the study

This research aimed at adding substantial valutheoexisting framework of concept,
theory and model of mergers and acquisitions. ¥Kég principle behind buying a
company is to create shareholder value over andealioat of the sum of the two
companies thus the one plus one makes three Heentyppical equation associated with a
merger or an acquisition. This study intendedreaunth certain factors critical in creating
successful M&As as well as affirming or negating tralue creation theory that goes with

M&As.

The study further distinguished cross border margerd acquisitions as market entry
strategies where the company’s key shareholderdoaeggn. It presented a case for
improving foreign direct investments through tanggtexisting firms whose capacity, in
terms of capital, management capacity and techkicalvhow is weak. If a firm does not
hold sufficient intangible assets to be competjtivenay seek them in the asset bundle of

an existing local firm through acquisition as a mad market entry.
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While not forgetting the growth agenda that is bdhinost M&As, this study created a
firm basis for determining whether the growth catually be attributed to the M&A itself
or any other strategic issues that had been pplaice. While not much of the financing
of the M&A was studied in this academic researdhaided in understanding the
background checks, due diligence and the valuatiodel used and how all these three
contributed towards making the M&A better or wonsehe eyes of the respondents. The
study aimed at deepening the understanding of nigoitance of communication and
efficient human resource management in the prepastl merger phases and relates the
findings to pre-identified behavior patterns of isen managers during M&A

implementation.
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CHAPTER TWO: LITERATURE REVIEW

2.1 Introduction

This chapter summarizes the information from ottesearchers and scholars who have
carried out their research in the study of mergard acquisitions. The specific areas
covered here include the concept, the differenesypf mergers and acquisitions, the

motives as well as the challenges of merger andisitign activities.

2.2 Concept of Mergers

A merger is the combining of two or more companigenerally by offering the
stockholders of one company’s securities in theugitgy company in exchange for the
surrender of their stock. In the pure sense oteéh@, a merger happens when two firms,
often of about the same size, agree to go forward gingle new company rather than
remain separately owned and operated. Both compastocks are surrendered and new
company stock is issued in its place. The comlmnatf two companies results into one
larger company usually bearing names of the botfarorations, Marks and Mirvis,

(1992). There are different types of mergerdessribed below: -

Horizontal mergers take place between firms that aotually or potential competitors
occupying similar positions in the chain of prodoct thus reducing the number of
competitors and the relevant markets Lien, (200B)such a merger, the acquisition of a
competitor could increase market concentration iantease the likelihood of collusion.
The elimination of head-to-head competition betwéea leading firms may result in
unilateral anticompetitive effects. Another exaen@ the CFC bank and Stanbic bank

merger in Kenya to create the larger and more ctitiygeCFC Stanbic Bank.
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Vertical mergeroccur between firms at different levels in the ohaf production which
have a buyer-seller relationship, Mussati, (1999hese occur when two firms, each
working at different stages in the production oé ttame good, combine. A vertical
merger can harm competition by making it diffictdt competitors to gain access to an
important component product or to an important dedrof distribution resulting to the
“vertical foreclosure” or “bottleneck” problem. &be mergers can be based on the market
or the product. For example if a bank combine$ witsecurity firm like Barclays Bank

with G4S Ltd.

Conglomerate Mergers occur between firms that arthér competitors nor potential or
actual customers or suppliers of each other whanty ¥n types and attributes and they
may be pure or mixed in form whereby pure mergergehno economic relationships
between the acquiring firm and the acquired firantéd, (1999). This is a combination
of firms engaged in unrelated lines of busineswitgtfor examples merging of different

businesses like manufacturing of cement produetsi|izers products, electronic products

and advertising agencies. An example is a bankjimgkvith a hotel.

Mergers and acquisitions are generally expectedreéate value as a result of certain
factors, namely increased market power Ghosh, (2@@duation difference between the
target and bidding firm management (Jaaiehl, 1988), tax benefits, diversification and
improvement of the marketability of securities Malker, (1974). A number of studies
have also suggested that mergers motivated by enpilding Shleifer and Vishney,
(1989) or managerialism Sett al, (2000) may reduce the value of the firm or mayeha
a neutral effect on the value of the combined fam the event represent merely the

transfer of wealth from acquirers to target firnagholders.
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The literature on mergers is extensive with focasnoany aspects. Billingslegt al.
(1988) empirically investigated the motive for mardyy developing a logit model which
explains, estimates and predicts the probabiligt & financially troubled firm will be
acquired rather than end up bankrupt. The leagestile development and maintenance
of trust and distrust in an organization undergomgnerger Searle and Ball, (2004),
communication changes and stress are important gearent and organizational factors

that have been strongly related to merger activity.

2.3 Concept of Acquisitions

According to Kippenberger, (1998) acquisition refdo the strategy of taking over
ownership of another organization. Like mergecsjussitions are actions through which
companies seek economies of scale, efficiencieseahdnced market visibility. Unlike
all mergers, all acquisitions involve one firm puasing another - there is no exchange of
stock or consolidation as a new company. Acqoissiare often congenial, and all parties
feel satisfied with the deal. Other times, acqiaosg are more hostile. There are various

types of acquisitions as described below: -

Share Purchase is where the buyer buys the stardstherefore control, of the target
company being purchased. Ownership of the compamyrn conveys effective control
over the assets of the company, but since the coynEaacquired intact as a going
business, this form of transaction carries withalit of the liabilities accrued by that
business over its past and all of the risks thahpany faces in its commercial

environment.
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Asset Purchase is when a buyer buys the assdis tdriget company. The cash the target
receives from the sell-off is paid back to its sfiders by dividend or through
liquidation. This type of transaction leaves thegéa company as an empty shell, if the
buyer buys out the entire assets. A buyer oftemcttres the transaction as an asset
purchase to select the assets that it wants and tad the assets and liabilities that it does
not. This can be particularly important where feesble liabilities may include future,
unquantified damage awards such as those that eosiel from litigation over defective

products, employee benefits or terminations, oirenmental damage Caciki, (1996).

Reverse Purchase is used as a way of going pulihowt the expense and time required
by an initial public offer. A private company bugsublicly-listed and private company
reverse merges into the public company, and togethey become an entirely new
public corporation with tradable shares, Fedyal. (1984). The reverse purchase is not a
very popular type of acquisition thus making theeagpurchase and share purchase more

appealing to investors,

Acquisition has been the subject of many researahieish include Kippenberger, (1998)
that shows possible growth and high turnover of ganies through non-synergistic
acquisitions and further sets out acquisitions qauphy, ability to acquire, integration
process and the initial steps. Fretyal (1984)notes acquisition trends, reviews the basic
strategic logic and explores some ways that acggiidgompanies can improve their

chances of success.
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2.4 Motives Behind Mergers and Acquisitions

Early literatures on mergers suggest synergistitive® as the main rationale behind
merger activity. A study conducted by Jong (19&Xamined 39 companies which had
undertaken large and or persistent mergers in éneg 1954-1965. He concluded that
the most that can be said there is no evidence fnensample that merger intensive firms
have higher profitability than the average industifouhm (1986) observes that acquiring
firms tended to be faster growing than firms initmespective industries. This being the
case a merger of these two firms is expected thteamproved performance. One of the
most common motives for mergers is growth. Theeet&o broad ways a firm can grow.
The first is through internal growth. This candlew and ineffective if a firm is seeking
to take advantage of a window of opportunity in evhit has a short-term advantage over
competitors. The faster alternative is to mergd aoquire the necessary resources to

achieve competitive goals.

Growth is essential for sustaining the viabilityndmism and value-enhancing capability
of a company. Baker (1999) looks at the similasitiwithin and across industries
regarding merger motives. His empirical mater@igists of primary and secondary data
collected from two mergers in three industries eetipely; manufacturing, banking and
information technology. Their analysis makes u§dhoee different perspectives, the
reason for this being to create understanding artldrmore illuminate the complexity of
the problem. The results clearly demonstrate anitiés in merger motives within the

industries, but also give some support for sintiesiacross the industries.
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The driving forces underlying the trend of MAs atemplex and vary by sector.
Technological change facilitates the internatioempansion of firms. Firms are also
seeking to capture new market opportunities in-¢asinging technologies and to pool
research and development (R&D) costs. Moreoveregonent policies related to
investment liberalization, privatization and redatg reform are increasing the number
of, and access to, industrial targets for M&As.olenged economic growth in countries
such as the UK and the USA also increases theatapiilable for industrial purchases
abroad. Other forces are market drivers, industgl drivers and firm-level drivers.

These driving forces are briefly discussed in th&uéng sections.

2.4.1 Macro-level Drivers

The economic growth of the host and home countsp alfluences M&As (Kang and
Johansson, 2000). Economic expansion in home gesinhcreases earnings and equity
prices and hence, the pool of capital availablarfeestment overseas. Correspondingly,
an economic boom in a host country enhances thg-&im profitability of potential
target firms for an acquisition. The prolonged remaic expansion in major countries
such as the UK and the USA has played a vitalirotee continued and rapid increase of
both inward and outward MAs in the 1990s and e200s. In contrast, slower economic
growth tends to work against the trend. As theadape economy continued to experience
recession, M&As rapidly slowed in the 1990s. Ildliidn, outward acquisitions by Asian
countries also sharply decreased in 1998. Thetemg, broad-based economic growth in
Africa has led to increase incomes and helpeddhérent reach its potential to become a

significant trade and investment partner in theldveconomy.
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Although Africa has historically had the slowestgth of any region, its performance is
improving substantially, lending hope for the fi@gurAfrican economies have continued to
sustain the growth momentum of the 1990s, recordmgverall real GDP growth rate of
5.8 percent in 2008 (USAID, 2009). Due to thisremaic stability, Africa is a possible

destination for M&A as a source for new marketscsimost people have purchasing
power. Appropriate trade policies present in tbatiment offer opportunities for other

countries to invest in the free markets and in@efaseign investments that promote
economic growth. In addition, better performantagriculture and other resources and
the improved political situation in many countriean also attract investors in the region

(USAID, 2009).

2.4.2 Industry-level Drivers

Although M&As are occurring in almost all indussijerecent large-scale M&As have
tended to be concentrated in a few major sectothiding petroleum, automobiles,
finance and telecommunications Kang and Johan$2000). These are the sectors which
are experiencing intensified global competition amwhrket pressures from hiking
commodity prices (petroleum), excess capacity ynrkarkets (automobiles), deregulation
and rapid technological change (banks and telecamuations). Unlike the M&A deals
of the 1980s, which were often about capturing meavkets or supposedly undervalued
and unrelated businesses, many of the cross-borega-mergers of the 1990s and 2000s
have taken place within the same industry for thgpse of restructuring. This kind of
union typically involves consolidation and scragpiof capacities on a global scale to
improve international efficiency, competitivenesgl a&oncentrate on their core business

activities UNCTAD, (1998).
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2.4.3 Technology Drivers

One of the most significant driving forces behinde tacceleration of M&As is

technological change. In an environment charamdrby rapid technological change and
increasing expenditures for risky R&D projects, maompanies feel compelled to enter
into M&As as a means of sharing the costs of intiomaand accessing new technological
assets to augment their innovatory capabilites QUKND, 2000). Reduced

communication and transportation costs have fawbuceoss-border expansion of
companies seeking to exploit competitive advantagesparticular, recent developments
in information technology tend to expand the raagd span of corporate control, making
the optimum size of firms larger than was previgysbssible. Companies can expand
their size and achieve more dominant market pestithrough acquisitions beyond
national borders, while maintaining efficiency dtekibility in their management through

new information and communications technologiesn@Kand Johansson, 2000). In
addition, the soaring costs of R&D have forced cam@s to cooperate with others in

global markets in order to finance research experes for new products

Technological change can also alter the competitwginess environment. Changes of
this type tend to shorten product life cycles amonpte new entrants with innovative
technology, which alters competitive conditions amarket structure Childt al, (2001).
This is evident in the case of the telecommunicatiand steel industries. Moreover,
technological change creates new businesses arigtsiasuch as in telecommunications
and information-related industries. The recengsuwf acquisitions of this type in the
telecommunications, media and information industneflects the efforts of firms to
capture the new markets created by new technologi@gicularly the growth of the

internet, and to offer more integrated global ssrsi(Kang and Johansson, 2000).
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2.4.4 Market Drivers

Market drivers include the growth of common custonmeeds, the emergence of
worldwide customers, the development of internaiachannels of distribution, and of
marketing approaches that are transferable acnassral and geographical boundaries
Child et al., (2001). Levitt, (1983) anticipated the convergent markets because of the
development of economic and socio-cultural inteeshgj@ncies across countries. He
argued that the new communication technologies e key to the growing
homogenization of markets, reducing social, ecoooanid cultural differences. This
process has forced companies to respond to growimgarities between consumer
preferences. He also argued that a company cae ma&keaper better product; cultural
barriers will not prevent it from becoming accepgalvorldwide. The international
success of the Japanese consumer electronics mpdygbears to support this claim.
M&As provide many prospects for achieving econonaéscope from global marketing
strategies Child et al., (2001). Branding providesseful illustration of this potential
where an increasing number of multinationals asmddrdizing their brands in order to
send a consistent worldwide message and take gradwantage of media opportunities

by promoting one brand, one packaging and one imifibsitioning across the market.

2.4.5 Firm-level Drivers

According to Dunning (1977), a firm needs to havera-specific competitive advantage
(ownership advantage) in foreign markets in ordeuridertake foreign direct investment
(FDI) successfully. This competitive advantage egalty arises from the existence of
firm-specific intangible assets such as productlorowledge and skills, marketing

capabilities and brand names or superior managewegbilities. The more a firm
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accumulates intangible assets, the stronger tlemiive a firm has to exploit them through
geographical diversification or other modes of rinédization Morck and Yeung, (1999).
Empirical research identifies several firm-levetttas that influence the choice of entry
modes in making foreign direct investment (FDI)rsE it has been observed that M&As
are more advantageous the greater the organizhindananagerial skills of a firm, while
greenfield operations are more preferable the grehe technological skills of the firm
Andersson and Svensson, (1994). Firms with annat@mnal experience tend to favour
mergers and acquisitions due to a firm’s orgarnzreti and managerial skills competence.
A firm's previous presence in a host country alsgraases the attractiveness of

acquisitions.

Firm strategies vis-a-vis competitors may furthBea the modes of market entry. If a
firm does not hold sufficient intangible assetd&competitive, it may seek them in the
asset bundle of an existing local firm through asigjon. On the other hand, if a firm has
technological and competitive advantages that ghes to retain control over, it may
prefer Greenfield investment to M&A Yamawaki, (19941t has been observed that
Japanese multinationals when entering Europe hawdinced to rely on greenfield
investments in industries where they have supeoarpetitiveness, whereas their reliance
on M&A in an industry tends to be stronger the leigthe relative competitiveness of the
European industry. Furthermore, the former investsi@ave tended to be undertaken in
European countries with relatively low competitiesa in these sectors, whereas the latter
have been undertaken in the countries that are owrgpetitive, for example, greenfield
investment in semiconductors and transport, targeparticularly the UK, compared to
M&As in chemicals focusing on Germany and the Ne#mels (Kang and Johansson,

2000).
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A study in the late 1990s concentrating on M&Aswexn the USA and four European
countries (Vasconcellos and Kish, 1998) outlines fdctors, which might motivate the
process at the level of the firm. One impetusisk spreading: in order to reduce risk,
firms acquire companies in other economies on #dwmshthat the covariance of industry
returns across economies is likely to be smallan tivithin one economy. In reality,
differences in cyclical conditions at a specifidrgdn time can also favour acquisitions.
For example, a relatively strong stock market iases the means available to companies
for purchases and renders foreign targets chedflewever, this may only be true when
the economies in question are not highly integrat&dmpanies that are unable to develop
technology in-house due to time or resource coingsraan choose M&As as a means for

acquiring technological and human resources.

2.4.6 Mergers and Acquisitions as Strategic Options

Thomas and Weston (1992), found that business fireng used a wide range of activities
in seeking to exploit potential opportunities. Timajor objective of mergers, tenders
offers and joint ventures is to achieve expansimh growth. Merger is any transaction
that forms economic unit from two or more previgeparate business units. Tender offer
is a method of making a takeover via a direct oftetarget firms’ shareholders to buy
their shares, while a joint venture is a combimanb subsets of assets contributed by two
(or more) business entities for a specific busipespose and for a limited duration. Each
of the venture partners continues to exist as aragpfirm, and the joint venture represent
a new business enterprises. Mergers have becomaapdbecause of the enhanced
competition, breaking of trade barriers, free fla capital across countries and
globalization of business as a number of economiedeing deregulated and integrated

with other economies.
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Most mergers actually benefit consumers by allowings to operate more efficiently.
But some are likely to lessen competition. Thaturn, can lead to higher prices, reduced
availability of goods or services, lower quality pfoducts, and less innovation. Indeed,
some mergers create a concentrated market whikrso#tnable a single firm to raise
resources, Berger (1999). Internal growth and erergare not mutually exclusive
activities. Indeed, they are mutually supportivel aeinforcing. Successful firms use
many forms of M&A and restructuring based on oppoittes and limitations. The
characteristics and competitive structure of anustgy will influence the strategy
employed. The factors favoring M&A in part relate industry characteristics. Some
other advantages of M&A or external growth may ateonoted, Thomas and Weston

(1992).

Strategic decisions are based on building on etdting an organization’s resources and
competencies to create new opportunities or capabilbased on these resources.
Strategy therefore, may in some cases require magmurces which are beyond firm’s

existing capability. In such a situation, a mergeran acquisition may be the only

available option. It may, therefore, for instanbe, an appropriate phenomenon for an
organization to merge with or acquire a supplieitefraw material so as to guarantee
availability and quality of such raw material orthwvia competitor so as to expand its
market share or with another firm in order to coynpith changes in legislation. Many

managers will today regard buying a company foeas¢o markets, products, technology,
resources or management talent as less risky asdisgp than gaining the same objectives

through internal efforts or organic growth, Jemisoid Sitkin (1986).
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Joint ventures represent a flexible method of expdonew areas with partners whose
capabilities are complementary. Joint venture lsarused to have the seller transmit
knowledge about the operation and the buyer toleare about what is being acquired.
Mergers & Acquisitions can be seen as instrumesési by companies externally acquire
capabilities developed by their partners. As ghely can have a positive economic effect
on companies that are active in the M&A market. wideer, overview of studies on the

economic effects of M&A performed during the laftids and sixties reveals that there is
substantial ex post evidence that mergers and sitiqns have positive effects on the

performance of firms. Hoskisson and Hilt (1994)ggest that related acquisitions can
have a positive effect on company performance es¢hacquisitions support innovative

activities of firms.

To better understand the importance of M&As in campperformance, Patrick (1994),
surveyed the executives responsible for corporatidn&A strategy. Most of those
surveyed listed synergy as leading motivation for both domestic and cross-bord
mergers. Diversification was also identified agoad reason to engage in a merger. They
also cited operating economics as an important enegygal. They cited mergers as being
important in increasing a company's focus and eltimg poorly performing units thus
increasing managerial efficiency while creatingagtigular organizational structure at the
same time. Mergers assist companies to increade, ¢aking advantage of market
conditions, seek tax advantages, restructure ¢aith resolve antitrust concerns taking
advantage of market conditions, seek tax advantagssructure capital and resolve

antitrust concerns.
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2.5 Challenges of Mergers and Acquisitions

According to Grundy (1995), it is very hard everthwihe best of intentions, to maintain
objectivity and complete clarity about the ratianaind value of an acquisition once the
process gets under way. As Hill and Jones (20@ie remphasized, a merger or an
acquisition signals change and because of unceesimnxiety builds up in many people
whose jobs might be affected. Rumors substitutefdots and spread rapidly. It is
therefore important to manage pre-acquisition @gtivespecially in the area of
communication with employees. Value does not caasgly through acquisitions and
mergers because of these challenges of the preasteéhcquisitions process the screening
process, firms often have little or no access telligence about their targets beyond
published financial and market data. There is rofieadequate or unavailable of

information.

The due diligence examination will be able to dssind this is essentially a "search for
skeletons in the cupboard”. Firms often acquirkeotfirms without adequate and
thorough analysis only to discover after acquisgi@re completed, that instead of a well
run business, and they merged with or acquiredoabted organization. This can
ultimately destroy value of even the stronger parttike and Neale, (2002). A merger or
an acquisition decision is thus a complex one thablves significant uncertainties,
except when such mergers and acquisitions areypiameassets stripping and not business
growth and health. The greater the scale of aitouisactivity, the greater the resulting
financing burden placed on the firm and the gre#iterimpact of diverting managerial

capability into solving integration problems.
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Firms usually experience a financing gap and amantially incapable of managing
acquisitions and mergers. Acquisitions also requubstantial funding and very few
companies can finance acquisitions out of their cash balances (Pike and Neale, 2002).
When companies are merging, some of the managédstim firms will not support it,
particularly if the future does not look good fbetn. This is where there is proposed lay
off of staff due to the implicit duplication of jeb If an acquisition is managerially
generated, the managers may be prepared to expamedtinan necessary amounts to gain
ownership of target companies, simply to securdsdeaich promote managerial well-
being but at the expense of shareholders valuee (Rilkd Neale, 2002). This therefore
results in empire building and managers entrenchirgnselves in the mergers and
acquisitions deal purely for selfish interests arativations. Hill and Jones (2002) argued
further that problems of the post acquisition iné@n period will pose a great challenge

to the emerging new management.

Integration can entail the adoption of common manant and financial control systems,
joint operations and establishment of linkage tarshinformation and employees.
Differences stem from the two corporate culturdzilure to plan and the integration
execute properly, frequently neglecting the orgatmmal and internal cultural factors,
becomes a challenge to the merged firm. This audint about by inadequacy in the
knowledge of the other's business and which shbeldorrected in the process of due
diligence Pike and Neale (2002). Johnson and $sh@002) have defined a culture as
co-ordination between various activities that oscoaturally because people know their
part in the wider picture, or it is simply takenr fgranted that activities are done in

particular ways.
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There is usually high management turnover, as eygpbmay not like the way things are
being done by the merged firm, or the acquirerer&hs a tendency of over-estimating the
potential for creating value, and the strategic amtidges. Managers typically over
estimate their ability to create value from an asitjon, primarily because the CEQO's
have given themselves an exaggerated sense of dimeircapabilities. This is what
happened to Coca Cola, in 1975, when it embarketh@mcquisition of several medium
sized wine- making companies. Coca Cola was takidgantage of their marketing
competences. Little did they know that soft drisk&l wine are very different products,
with different kinds of appeal, pricing systems afidtribution networks. Eventually

Coca Cola sold these companies at a loss.

Acquisitions are frequently mismanaged becausbebtildup of untested commitments,
over enthusiasm, and the 'thrill of the chase" @wi§1995). There are also elements of
exaggerating the price, especially where therenawee companies that want to expand
their market share during the time of mergers argligitions boom. In any case, the
capabilities of both firms may not be the same lasukl become apparent during the
negotiations which take place before a merger cacguisition is concluded. Therefore,

the firm may have paid too much for their targessaaresult of a flawed evaluation

process, which over estimated the likely benefitasa result of getting caught up in the
mechanism of a competitive bidding situation, whéoewithdraw from bidding is

regarded as a sign of corporate weakness Pike aalé N2002).
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2.5.1 Task Challenges

An important factor creating challenges in inteigigthe operations of two separate firms
is the compatibility of the respective businesgeys. Further, organizational members
often experience difficulties trying to adjust tevnprocedures and performance standards.
Differences in managerial styles and accountingtpr@s can also contribute to tension in
the integration process (Cartwright and Cooper3)99 hese difficulties have a real and
measurable impact on organizational performanceebét (1996) suggests that the
anticipated benefits or gains associated with agereor acquisition are often unrealized
because of productivity losses and the traumafecebf mergers and acquisitions on a
firm’s human resources. Problems such as podeatibn of technology, weak human
resource systems and low employee morale are oftensified as a result of mergers,

Walker (1998).

2.5.2 Demographic Challenges

Geographic dispersion can create major communitagod resource distribution

challenges. In addition, geographically diversen§ must contend with the myriad local
rules and regulations. These challenges are funtibensified when organizations pursue
international merger or acquisition strategiesgdbization size would also play a role in
influencing the cultural challenges associated wité integration process. Barker and
Duhaime (1997) reinforce this contention by hightigg research suggesting that larger
organizations typically exhibit more complex intekrsystems. As a result, it can be

argued that power structures and organizationalgahares are more difficult to change.
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2.5.3 Political Challenges

The way power is exercised during the integratibmerged or acquired firms can play an
important role in shaping the perceptions of orgambnal members and can also
influence the ultimate success of the integratiborie Power exercised to the extent that
new rules, procedures or expectations are forcealtbe staff members will likely be met
with resentment and resistance from these membessyting in a loss of potential
synergies Marks and Mirvis, (1992). Carleton (1)9@inforces this possibility through a
discussion of a 1992 study by Coopers and LybrdriD0 failed mergers or acquisitions
indicating that over 80 per cent of the executaelsnowledged that different management
practices and styles were a primary contributantegration difficulties. A merger may
often have more to do with glory-seeking than besenstrategy. The executive ego,
which is boosted by buying the competition, is ganéorce in M&A. Most CEOs get to
where they are because they want to be the biggesthe best, and many top executives

get a big bonus for merger deals, no matter whapdras to the share price later.

Consistent with the theme of power, new coworkeesy bosses, and new power bases are
cited by Marks and Mirvis (1992) as important fastompacting on the integration
process. The impact of these new power bases igemseand acquisitions is particularly
salient at the executive management level. A stoidy#30 executives indicated that
executives who are not granted post merger staeusnare likely to leave as a result of
inferiority feelings than executives who maintagme semblance of status, thus retaining
some sense of superiority. Hambrick and Canngll293) concur that power is, indeed,
an integral element of status and a sense of abmsse creates a higher level of

management commitment towards making the M&AS sgfoé
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2.5.4 Cultural Challenges (at the post-event stage)

Cartwright and Cooper (1993) argue that succegs@tmerger performance supported by
a strong organizational culture does not guarathigethe culture can easily be transferred
to another organization. They reinforce this bggasting that cultures are not meant to
change, especially if they are strong cultureshe®tesearchers agree about the difficulty
associated with changing core attributes of stroofjures, Cultures can change and
evolve. But those bedrock tenets that form the diation of an organization are much

tougher to budge. If merging organizations havmilar core values, they may, with

effort, be blended. But no amount of wheeling dedling can bring them together if they

are too far apart Fralicx and Bolster, (1997).

Schein (1985b) further suggests that a merger quisition reveals important aspects of
culture differences that promote measurement andratipnalization during the

integration process. In fact, unrealized produistigxpectations are often precipitated by
the fact that some mergers bring out the worshenrespective organizations’ cultures,
making it difficult to marshal their strengths im &ffectual manner Walker, (1998).
Weber, (1996) reinforces this by suggesting thatrtfagnitude of cultural differences can
effectively impede a successful integration dunmgrgers and acquisitions, resulting in
poor financial performance. The strength of aipaldr culture is also an important
consideration Jackscet al, (1994). Strength is a significant factor becamsambodies

the degree to which particular values are sharédda®m members of an organization.
Gilmore et al. (1997) examined organizations undergoing culttremdisformations. This

examination, culminating in six years of observatio a wide array of organizations,
identified four major side effects: behavioral imsien; disappointment and blame;

polarized images; and ambivalent authority.
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CHAPTER THREE: RESEARCH METHODOLOGY

3.1 Introduction

This chapter is a blueprint of the methodology thais used to find answers to the
research question, how effectively the applicatadhmergers and acquisitions served
Opportunity International in Kenya. In this chapthe research methodology will be
presented in the following order, research dediigiia collection method, instruments of

data collection and finally the data analysis.

3.2 Research Design

Dooley (2007) defines a research design as themsgheutline or plan that is used to
generate answers to research problems. This obseas conducted through a case study
since it is a research on one organization. Sinisestudy was seeking to investigate the
application of mergers and acquisitions by Oppadtyuinternational in the Kenyan
microfinance market, a case study design was dedhwdest design to fulfill both
objectives of the study. The importance of a cigdy is emphasized by Kothari (2000)
who acknowledges that a case study is a powerfuh fof qualitative analysis that
involves a careful and complete observation of @asanit, irrespective of what type of

unit is under study.

3.3 Data collection

For the purpose of this study, the researcher psethry data. An interview guide with
open-ended questions was used to collect in-depkbrnnation from the Executive
Management Committee comprising of the Chief ExgeuOfficer, Chief Operations

Officer, Chief Financial Officer, Chief Internal Aitor, Human Resource Manager and
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the two regional relationship managers who repitesethe Chief Relationship Officer,
who is the researcher in this academic projectie dral administration of the interview
guide in a face-to-face encounter encouraged ithddscussions and probing of the
responses in order to get detailed information @opgmd Schindler, (1998). This allowed
for a respondent’s response to give further insightto the feelings, background, hidden
motivation, interests and decisions and give ashmuaformation as possible without

holding back.

3.4 Data Analysis

The data collected was mainly qualitative in natamed thus was analyzed using
conceptual content analysis. Content analysis eneld by Creswell, (2003) as a
technique for making inferences by systematicalig abjectively identifying specific

characteristic of messages and using the same agtpto relate trends. According to
Mugenda and Mugenda (2003), the main purpose ofenbranalysis is to study the
existing information in order to determine factdhsat explain a specific phenomenon.
Content analysis uses a set of categorization fakimy valid and replicable inferences
from data to their context thus in line with thgemltives of this study, the qualitative data
was analyzed for frequencies of dominant respoasdscoded into categories in order to

make inferences and generalizations.
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CHAPTER FOUR: DATA ANALYSIS AND INTERPRETATION OF

RESULTS

4.1 Introduction

This chapter presents analysis and findings of shely as set out in the research
methodology. The study findings are presentedtalbdish the application of mergers and
acquisitions by Opportunity International with aewi of establishing the various
government policies that affect mergers and acipis in Kenya, the benefits that
resulted from both mergers and acquisitions of WBD&hd Sunlink. The study further
analyzed the key challenges and recommendationghenway forward for future

successful mergers and acquisitions. The datagatisered from top management of
Opportunity Kenya using face to face in depth wiaw which was facilitated by an

interview guide with open-ended questions as tlsearech instrument. The interview

guide was designed in line with the objectiveshef study.

4.2 Response Rate

In-depth information was gathered from all the ¢eg members of the Executive
Management Committee comprising of Chief Execu®¥tcer, Chief Operations Officer,
Chief Financial Officer, Chief Internal Auditor, Fhan Resource Manager and the two
regional relationship managers who representedCtiief Relationship Officer. As per
their gender, all the interviewees were male wite e€xception of one female regional
relationship manager. Their ages ranged between@PRyears and have worked with

Opportunity, for a period of between one and fieang.
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4.3 Government Policies That Regulate Mergers and@uisitions

The study wanted to establish the government malidhat affect the merger and
acquisition transactions in Kenya. The study found that in Kenya the main laws

governing business combinations are: Restrictivad@rPractices, Monopolies and Price
Control Act which an Act of parliament that encagga competition in the economy by
prohibiting restrictive trade practices, contrajjimonopolies, concentration of economic
power and prices and connected purposes. Capdagte¥l Authority Act which regulates

Take-overs and Mergers, the 2002 regulations tiabst rules governing takeovers and
mergers in Kenya and finally Central Bank of Keryet that governs and regulates the

banking sector and is applicable to mergers anebtzdes involving financial companies.

The Human Resource Manager and the Regional Retaijp Officer cited the labour
laws of Kenya as applicable especially concernimg employment contracting during
M&A transactions. The employment contracts cregtest the mergers and acquisitions
should be in compliance with the labour laws anrel gleneral observation was that the
Kenyan labour laws are particularly pro-employdeother regulation cited by the Chief
Executive Officer was the limitation of percentagfeforeign shareholding which can be
done by in a local company as well as the limitatim the type of business activities that

the acquirer is involved in.

4.4 Driving Forces Behind Mergers And Acquisitiondn Kenya

The study also sought to investigate the drivingde that have led to the increase in
mergers and acquisitions in Kenya. Given the wasbhber of mergers and acquisitions
that have already taken place, the study was abéstablish the following factors as the
key drivers behind mergers and acquisitions: -
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4.4.1 Regulatory Requirements

The merger between the two organizations operatiitigin the same industry for the
purpose of consolidating in order to meet regulat@quirements was cited by most
respondents as a key driver of M&A activity in KenyAccording to the Chief Finance
Officer of Opportunity Kenya, this kind of unionvolves consolidation and scrapping of
capacities to improve efficiency and competitivenesile at the same time raising capital
and structural requirements in order to meet tigeletory requirements that are imposed
during the lifetime of the organization. This cée a strategic decision by the
management of an organization and a preferred shbrto complying with the capital
intensive of complying with the regulation. Theaexle cited was Consolidate Bank of
Kenya which was formed as a result of mergers dli@mbanks in order to meet the
minimum capital requirements as required by thet@érBank of Kenya. Another
example cited was the acquisition of City FinancanlB by a Kenyan microfinance
organization known as Jamii Bora. This move cannberpreted to be an attempt by
Jamii Bora to save on the costs of transforming dieposit taking microfinance institution
as required by the Microfinance Act 2006 and indgtesoving directly into full fledged

banking.

4.4.2 Technological Advancement

According to the Chief Operations Officer, one bé tmost significant driving forces
behind most mergers and acquisitions was techrmdbgihange. In an environment
characterized by rapid technological changes aockasing expenditures for risky R&D
projects, organizations feel compelled to entey M&As as a means of sharing the costs

of innovation and accessing new technological ass$et augment their innovatory
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capabilities. In particular, recent developmentenformation technology tend to expand
the range and span of corporate control, makinggtenum size of firms larger than was
previously possible. Organizations’ managementngeaften feel that through the
mergers and acquisitions, they would expand in aim achieve more dominant market
positions while maintaining efficiency and flexibyl in their management through new
information and communications technologies. Omzgtions with superior information

technology may target or be targeted for mergetisaaquisitions.

4.4.3 Increased Market Share

Both Regional Managers and the Chief Executive c®fficited market share as yet
another compelling reason for companies to undemaérgers and acquisitions. With the
growth of common customer needs and marketing agpes that are transferable across
markets it is often preferable to move into nevexisting segments of the market through
M&As. This can be cited as a driving force for therger between Smithkline and Glaxo
to form Glaxosmithkline whose market share is caedl above the former single entities

combined market share.

With raising competition, the market share is sesip affected making market leadership
ever so elusive for the organizations. Other eglassues are brand loyalty and visibility
both which contribute immensely to the firm’'s alyilto compete in the market place.
Stronger brands are easy to associate with andaivigger chance for growth to take
place. The Chief Internal Auditor mentioned thafproved market reach and industry
visibility as a result of reaching new markets @mndwing revenues and earnings was a
key driver. A merger may expand two companiesketarg and distribution, giving them

new sales opportunities.
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4.4.4 Market Penetration Strategy

According the Chief Executive Officer of Opportynikenya, some organizations have
identified M&As as their strategy for foreign matkentry. This corporate strategy is
defined by the need to increase the much needegaetdive advantage (ownership
advantage) in the new market. This competitiveaathge generally arises from the
existence of firm-specific intangible assets sushpeoduction knowledge and skills,
marketing capabilities and brand names or superaragement capabilities as the more a
firm accumulates intangible assets, the strongerirtbentive a firm has to exploit them
through geographical diversification. A merger edsb improve a company's standing in
the investment community: bigger firms often haveeasier time raising capital than
smaller ones. Another organization that has us&h3$1as a market entry strategy is
Ecobank — a large West African bank which came theoKenyan market and acquired

the East African Building Society in Kenya.

4.4.5 Strategic Partnership

Organizations during their course of doing busimaay identify a strategic partner who is
in need of introducing additional and like-mindedestors. This can take the form of a
divesture or when a business is winding up for af@nal and financial reasons as
observed by the Chief Finance Officer. The M&A kkbbe used as a way of improving a
company's standing in the investment community thustronger financial position

through a capital injection into the business iditn to increased knowledge and skills,
marketing capabilities and or superior managemaptlailities post the M&A activity.

Another strategic reason would be purely for swavipurposes where the business

continuity is threatened by negative equity, insne@ losses and customer desertion.
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4.5 Driving Forces Behind Mergers And AcquisitionsBy Opportunity
International

Just like most organizations that go through merged acquisitions in Kenya, the study
established that the mergers and acquisitions bat@pportunity International, WEDCO and
SUNLINK were driven by strategic as well as othesibess reasons. Some of the reasons

given by the respondents were: -

4.5.1 Market Entry and Strategic Positioning

One key driver cited by the Chief Executive Offigesis the market penetration in 2006 by
Opportunity International. Kenya being an alreadsll established market and a central
business hub in the continent the organization ewdd position itself in order to take
advantage of the growing market potential. It isher important in 2008 to acquire
SUNLINK for strategic positioning due to the gequrie catchment provided by Nairobi
which is the capital city of Kenya.  Accordingttee Chief Operating Officer, spreading the
related risks of foreign market entry was considgoeudent instead of starting off as a
greenfield investment. By identifying local MFIstivan existing distribution network, the

growth potential was to be achieved in a muchifastd effective manner.

4.5.2 Gap Filling

WEDCO and Sunlink had both significant weaknesseasising capital for achieving their
growth plans and potential whereas the Opportulmtgrnational had some significant
strength in resource mobilization and asset baBg. combining these companies, each
company filled strategic gaps that were seen tesbential for long-term survival. Other gap

areas identified by the Chief Operations Officeraveesearch and development as well as
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technological innovations in a rapidly changing noficance industry. Opportunity
International on the other hand was well endowddl this gap given its global presence and
experience. SUNLINK, was in dire need of new itmes having been solely owned by
CORDAID which, was eager to exit from the microfioa industry due to global changes in
thematic focus areas. Opportunity Internationaldédeon the other hand had an excess
investment capacity and was eagerly searchingrwiMlairobi in order to spread geographical

risks associated with the poor business turnatieivestern part of Kenya.

4.5.3 Organizational Continuity

All respondents stated that the existence of OppibytInternational Wedco was threatened by
decreasing operational and financial sustainalaty result of the weak internal controls that
left the business at risk owing to frauds and ltwms as a result of the impact of the post
election violence. The organization’s philosophylending had been greatly hampered as
observed by the regional managers and the Chifnldt Auditor and the market perception

had continued to deteriorate due to misconductgdirozational members. This was further
aggravated by high staff turnover thus making defaanagement unworkable. The 2008
acquisitions of SUNLINK was required to urgentlystare the continuity of operations of

Opportunity International in Kenya.

Another related reason cited by the Chief Execubificer was the revenue enhancement
objective for Opportunity International given theviddling income levels from the western

parts of Kenya as a result of the business slung®@8. The revenue source being mainly
from the disbursement of loans required a stablea@mment where the ideal acquisition target

was already operationally viable and profitablewen out the business losses.
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4.5.4 Strategic Partnerships

CARE Canada, CORDAID and Opportunity Internatioadll being like-minded social
investors were quickly able to identify the potahsiynergy of the M&A activity and ensure
that there was no mission drift post the M&A adyivi Often the M&A deals turn sour once
the intentions and objectives are not harmonizeohgst the different investors. It has been
helpful that the three investors are committedammon social performance objectives of
poverty elimination, transformation and provisidmesponsible financial and related services.
These strategic partnerships have aided in stremigth the management and governance

structures of Opportunity in Kenya.

4.6 Existence of Management Consultation

As to whether all the members of the executive mament committee were consulted
during the mergers and acquisitions, the intervesnagreed that there were indications of
some level of involvement of senior executives. n§idering that most of respondents
were not working for Opportunity International chgi both or either of the M&A

activities, their responses are mostly speculative.

4.7 Gains From The Mergers and Acquisitions

On whether the merger and acquisition had any mgéuligains, all respondents from the
Executive Management Committee agreed that the emergnd acquisitions by
Opportunity International had resulted in some aerable gains. The gains identified

from the mergers and acquisitions are as follows: -
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4.7.1 Revenue Enhancement

According to Chief Internal Officer the M&As impred the revenue streams instantly by
the additional loan portfolio from the acquirednis. This was further enhanced by the
improved marketing campaigns that resulted to ecdthnmarket positioning and
geographical spread. Strategic benefits resultech fthe opportunities that came from
entering new lines of business. Additional revenuere realized from the increased
product offering as well as new sources of fee imesuch as loan insurance, passbook

fee and other such related fees.

4.7.2 Improved Business Model

Most respondents cited the synergies of accruedtalube hybrid business model and
methodology that helped enhance the credit fungtibgquidity management, risk
management and optimal use of resources. The dsssiprocesses were reviewed to
allow for synchronization of the separate operatiand this helped in eliminating cash
based transactions, introduction of refined loandpcts, centralization of liquidity
management in addition to the development of marstaner focused policies and
procedures. Marketing gains arose from more e¥fecadvertising, economies of

distribution, and a better mix of products.

4.7.3 Cost Reductions

According to the Chief Finance Officer there webservable cost reductions as a result of
the merger as the organization was able to openate efficiently than the two smaller

firms, thereby reducing costs. Since the merges n@izontal economies of scale were
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generated thus the average operational cost focahsolidated business fell drastically.
Additional cost reductions were achieved by throutite staff realignments and
relocations to allow for more productivity amongjsé¢ staff. Other areas that benefited
immensely was the cost of capital as the weighteerage cost of capital reduce
significantly with the availability of funds at lew costs. The combined firm generally
reduced variability in its cash flows with improvéduidity being a distinct advantage.
The cost of debt was also reduced as a result ® M&A therefore, eliminating
circumstances under which either of the firms wdwdae defaulted on its debt and ended

up being technically insolvent.

4.7.4 Business Survival

According to the Chief Executive Officer, the M&Agiaranteed the separate business
entities a new lease of life as their survival waseasingly threatened either by poor
performance and/or capital constraints. The meiigarwas able to compensate on both
ends with the loss making status being substittdedyradual profitability and ability to
fund raise through owners’ equity and debt finagcinThe financial and business

restructuring were definite advantages accruetiéarterged firm post the M&A activity.

4.7.5 Increased Footprint

The penetration to new geographic areas was sed¢hebZhief Executive Officer as a
major benefit of the M&A for purposes of risk spdésy, diversification and acquiring
national footprints in the high potential regiorik@&nya. It was further seen as a strategic
move for the head office to relocate to the camityl of Nairobi from Kisumu for future

growth to other underserved parts of the country.
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4.8 Impact on Opportunity Kenya’'s Performance

Both Regional Relationship Managers agreed thaiger had significant effects on the
organization performance as it was able deliverises more efficiently due to combined
efforts and facilities of the two organizationsheBe efficiency gains came by virtue of
the size of the combined company; as it provedetcheaper to offer services on a larger
scale. Also, the merger brought on board more rexpého had new skill and knowledge
as well as fushioning of diversity in products, hogtology and staff capacity. This
resulted to increased contact time with the custeraad reduced the travel time by loan
officers in the field as the new lending methodglbgcame effective in 2009. This was
achieved by having centralized meeting places tmtamers to transact and improved
internal controls which addressed the rising defendlnagement and increasing loan loss

state that was previously recorded.

In addition, the key operating ratio used to measuroductivity, namely the average
caseload per loan officer which is measured bydiig the number of borrowers by the
total staffing improved thus the standard caselwsas revised from 250 to 300 borrowers
per loan officer. The loan portfolio health wapaged to have improved drastically from
over 50% in 2007 to below 10% by mid 2010. Thidigator is often referred to as the
portfolio at risk rate and it measures the outstamdoans with past due payment
expressed as a percentage of the total outstahstimg. The financial performance was
greatly addressed by the 2008 acquisition of a mawétable institution. This improved

financial performance salvaged the company fromdimigp up as a result of increased
losses and negative equity. Additionally, with drewth in loan portfolio as a result of
the mergers and acquisitions, the company’s assst improved instantly and additional

restructuring of the balance sheet addressed teine equity position.
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4.9 Challenges Faced By Opportunity International h Kenya

Upon entering the Kenyan microfinance market in@@@d later the expansion vide the
second acquisition in 2008, Opportunity Internatsiorexperienced the following
challenges during the process of integrating thegere and acquisitions of Wedco and

Sunlink:-

4.9.1 Human Resources Challenges

According to the Human Resources Manager there oEervable resentment and
resistance from members of staff, which sometimesulted in a loss of potential
synergies during the initial stages of the M&A wait}i. During the 2006 acquisition, all
staff were involved in an exercise of applying foe jobs that they had previously held
thus raising the staff anxiety levels and resuliimghe departure of staff and managers.
The 2008 acquisition had its fair share of humasouece challenges particularly due to
the mystery surrounding the acquirer and the nombaization of human resource

policies.

Human resources policies and procedures manuals mar synchronized thus leaving
staff unsure of what policies to invoke and whéihis rendered the staff vulnerable and at
times puzzled by the differences in treatment affstAn example cited was the case for
pension where Opportunity Wedco staff were entitiednonthly pension contributions
and the same was not introduced immediately afier2008 acquisition thus leaving out
the staff former of SUNLINK. Another example w&® tmove from a fully paid medical
benefit to a co-pay option which was both costlg anpopular yet enforced to the staff

that were previously under an employer-providedin&dnsurance scheme.
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For a prolonged time, staff doing the same job wemmpensated differently and some
promises made during the M&A activity still remadatstanding as cited by the Human
Resources Manager. These unresolved issues ¢efitdlff feeling unfairly treated thus a
feeling of lack of closure of matters relating tagoyment terms and conditions is yet to
be fully attained. The new executives also felakyeof addressing historical and legacy
issues which they are not well versed with andvbich handing over were not well

documented.

4.9.2 Leadership Challenges

Differences in leadership styles and managemenogaphies were cited by the Chief
Executive Officer as a major challenge during titegration and post M&A activity. The
executive leadership was faulted for not offeringionary leadership and for not being
knowledgeable about the microfinance industry. i@afly, the top management’s
attention was thinly spread and additionally lackkd technical capacity to steer the
business in a dynamic industry in addition to thadk of tact to win the hearts and minds

of the acquired staff.

This further contributed to tension during the grgion process and the high turnover
rate at the top management caused a lot of spamukaid uncertainty amongst staff. An
interesting observation was that the challengeseafiership affected the higher level
governance structures through high rate of boardnipees turnover. This was

necessitated by the changing fortunes in as fah@shareholding was concerned. The
reduced shareholding meant reduced board repréisenéand reduced voting rights thus

the frequent exits and resignations by the minatitgreholders representatives.
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4.9.3 Market Challenges

With the merger and acquisition of both organizatend the rebranding to form one
organization registered as Opportunity Kenya Lichitéhe identity of the separate
organizations was dissolved. The requisite pulglitd reassure the general public,
existing customers and potential customers wagurgued strategically. The Regional
Relationship Manager said that the 2008 acquisitias considered weak in this element
as the customers were left to speculate and therglepublic was not notified in time.
Grapevine seemed to be preferred as opposed t@aff@mommunication and selling the
benefits of the switch over was not paramount. atigg institutional philosophy was
instead publicized with competitors often referrohgfaulters to the company so that they
can borrow and not pay back. This increased aingdie for the marketing and customer

service teams who were also not convinced abouVifa&.

4.9.4 Cultural Challenges

Despite the major shareholdings sharing the sarm@lsmission, the two organizations
had different organizational cultures and there wahallenge of blending the different
cultures into similar corporate culture. The GHxecutive Officer commented that
while one company was more commercially orientés, other was more of a non-
governmental orientation thus creating radical edléhces in operations. Addressing
cultural issues has been a long process where peristity was assumed and all staff
allowed to transition to the unique Opportunity Karculture. The initial challenge of
the acquirer trying to dominate the acquired shaffpresuming superiority, in terms of
organizational culture in 2008, was quickly repthdey the realities that the previous
organizational culture had contributed to the bessfailure owing to integrity issues and

as such the replication would have led to dismé&t@ues.
48



4.9.5 System and Procedures Challenges

An important factor that created challenges durthg integration of Opportunity
International, WEDCO and SUNLINK, was the compditipiof the respective business
systems. The two business models adopted by fiferafit organizations came with
differences in loan tracking systems, accountingtesys, payroll systems, lending
methodology and generally diverse procedures. 3$ysems continued to operate
independently with different loan tracking softwaiand branch accounting systems being
in use for the first two years. The failure to rhanize further created operational
differences where in one part of the organizatitre database was decentralized yet
centralized on the other part. Further, orgaroreti members experienced difficulties
trying to adjust to common procedures and systehishawere implemented long into the

post event stage.

The Regional Relationship Manager cited the loaoking systems as a source of anxiety
to both staff and customers with no conscious tffbeing made to have a common loan
tracking system. Additionally, elimination of sorpeocess and centralization of other
processes was perceived as beneficial in the lamdput the implementation was not well
sequenced. Due to idealism and having successiplyated microfinance operations in
different parts of the world, Opportunity’s tendgnto adopt global processes and
procedures without considering the local contexs fealted as part of the reasons for the
initial failures. There was minimal localizationf @lobal concepts surrounding
organizational policies and procedures and thusltreg in unending audit issues, non
compliance issues and higher risk ratings all whighe not reflective of the realities on

the ground.

49



4.9.6 External Environment Challenges

While not much consideration was put into the tigniof the 2006 and 2008 M&A
activities, both periods were not considered thet lsmeasons due to other ongoing
occurrences. The 2006 passing of the Microfinahcewas a transitional period while
the 2008 post election impact was a tough timellavlicrofinance organizations as noted
by the Regional Relationship Manager. Consideringt Opportunity International
Wedco was operating in most of the worst affecteh® post the 2007 general election
and related 2008 post election skirmishes, the fGExecutive Officer affirmed that the
timing was not prime for another M&A activity. Thiwas in consideration of the
management focus on salvaging the business thaawesly under threat of extinction as

opposed to strategizing for the new acquisition.

4.9.7 Business Performance Challenges

The Chief Internal Auditor confirmed that the 20@&juisition was indeed successful and
impressive growth was achieved by Opportunity Imiéional Wedco in the short run.
However, most of the interviewees reckoned thatrt@l growth was not sustainable as
the fundamentals were all wrong. There was faseégarowth in client numbers and loan
portfolio as a result of a staff incentive schentecl was manipulated to increase income
earning abilities of loan officers. Additionalldue to weak internal controls, the staff
participated in fraudulent activities as a way @eging up with the staff incentives
scheme variables thus the trigger of the post ielectkirmishes catalyzing a dismal
performance. High portfolio at risk rates, highfSturnover and high loan loss rates all

contributed to a poor operational and financiafgrenance.
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As a result of the poor performance, drastic messto close branches and field offices
redeploy staff and relocate the head offices hatletonade. This further affected the
market's perception of Opportunity International askey player and introduced a
component of negative publicity due to the relateputational risks associated with the
historical performance of WEDCO. The high costrapiag structure was yet another
challenge with the hiring of costly expatriatesrtm a relatively small business and in
addition to inaccurate and unrealistic budgetinghe Regional Relationship Manager
observed that to date, the business growth is wedfto the previous areas of dominance

of both acquisitions thereby an inability to peastrnew regions being a core challenge.

4.9.8 Branding Challenges

The Regional Relationship Managers concurred thatding challenges had taken a toll
on the organization with the frequent name chamgsalting to unclear brand identity.
The brand changes were related to the changessindss names as well as the changes in
operating methodology. The branding continuesnprove over time with increased
brand awareness but there still exists strong &ssmts with the previous brand names
amongst staff and customers. Unfortunately, whegacy issues were mainly negative,
the brand association of Opportunity Internationdgth the malpractices and negative
images were not working well for the new entityreduent name changes also affected
service providers, licensing authorities and swgsplincluding banks, tax authorities and
competitors. Additional efforts to present unifibcand taglines and colours remained
elusive during the integration process and thistinoes to be addressed through

developing a strong brand image and personalipgdortunity International in Kenya.
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4.9.9 Communication Challenges

There was heightened need for formal communicatianing the pre and post event but
this was not handled optimally thus creating aofoloopholes and room for rumours and
grape vine. The Chief Finance Officer cited insemnsuch as the relocation of the head
office from Kisumu to Nairobi in 2009 as a periotdgoeat anxiety and tension amongst
staff as no formal communication was provided teuas the staff, customers or the
general public. Where formal communication was edgoarticularly on changes in
operating policies and procedures it was often daine fast pace that occasionally left
staff unsure of the prevailing policies. The Regil Managers observed that by the time
the first memo was circulated, it was shortly repth by another one giving conflicting

instructions thus comprehension by staff was notimaed.

4.10 How Opportunity International Addressed The Clallenges

Upon experiencing these challenges during the peocé mergers and acquisitions of
Wedco and Sunlink, Opportunity International’s mger@ent made conscious attempts to

address them as follows below:-

4.10.1 Change Management Teams

Creation of a cross functional team chaired by @heef Operations Officer which was
charged with the responsibility of reviewing thesimess model, marketing, credit policy
and procedures and proposing the way forward. t€am came up with comprehensive
recommendations some of which were adopted thugémeral feeling was that staff

opinions were highly valued by the management wagged.

52



4.10.2 Changes In Leadership

The departure of the immediate former Chief Exeeu@fficer together with a few of the
senior managers was considered a positive movedsy raspondents. The new executive
leadership was instantly able to bring closure lom tivo year long transition by giving
clear objectives for the business resumption tonabmode. The gradual changes in
senior management further cemented the visionaageleship of the Chief Executive
Officer by availing practical solutions to busingssblems in addition to setting pace for
business growth. This coupled with the change amagement philosophy helped in the
retention of employee focus and a general feelingeing highly valued and appreciated

started to set in.

4.10.3 Structural Changes

The newly formed entity, Opportunity Kenya adopstdictural changes to accommodate
the different new roles by creating a position tbe head of business, head of
transformation, head of risk and two others for thgional managers. Additionally,

centralization of data processing was embraced with data processing department
moving from the Operations to the Business Develpndepartment for synergies an
operationally effectiveness. The Human Resourceddar observed that there was a
commitment to retain most staff initially so thaetbest fit in terms of human resource
talent would be utilized optimally. The netsustures provided allowed for excessive
talent to be redeployed from the diminishing posis while at the same time keeping

most of the staff in the actual service deliverg amnimizing the support team.
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4.10.4 Closure and Relocation of Branches and Hed&ffice

In 2009, the Opportunity Kenya head office was cated from Kisumu to Nairobi for
strategic reasons and for centralized control eftittanch network. The relocation helped
in bringing the management closer to the newly aedlbusiness as well as closer to their
families. A cost saving was achieved with regacdeeduction in travel, accommodation
and related expenses formerly borne by the companyts senior managers during
official as well as personal visits to Nairobi. r&égically, the relocation improved the
participation in industry affairs including in mafinance exhibitions, summits,
conferences as well as in other such events. bddily, the Opportunity International
Wedco branch network was reduced from over 30 wutteonly 6 outlets through branch

and field offices closures and these exits weressary for business survival.

4.10.5 Integration Of Systems And Procedures

The review and synchronization of systems, poli@esl procedures was yet another
response to the initial challenges of the M&A aityiwhereby a review of the lending

program, finance policy, information technologydaprocedures and overall conduct of
business was done to improve efficiency and eliteinprocess bottlenecks. The
movement of accounting, loan tracking and payraticpssing activities to one common
information technology system was embraced as a afagonsolidating the reports in

addition to the centralization of the data entrgmpions. Opening of new bank accounts
as well as the phased closing of the others wasdse as a means of centralizing the
financial control. At the same time, Opportunitydrnational negotiated with the local

banks to provide custom made deposit slips for msehe customers thus easing the

transitioning process in the bank accounts operangsclosures.
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4.10.6 Business Re-engineering Process

The Regional Relationship Managers concurred that ldusiness reengineering was
helpful to have both business models evaluatechazaimmon hybrid model adopted. The
entire process involved product refinement, improget of official forms, process
mapping, procedures manual consolidation and staffiing. All these enabled the
business growth to take off while adopting new waysdoing tasks that resulted in
increased efficiency and use of technology to i@plaanual processes. Some of the new
changes included the elimination of the risky chahdling and replacement with other
electronic forms of loan disbursements and repaysnenThis helped focus the loan
officers to their core duty of marketing and custorservice as opposed to data entry and

cash handling. As a result, higher staff produtstiwas achieved across the organization.

4.10.7 Rebranding

A brand champion was nominated to standardize longratcross the organization. This
helped in eliminating the different branding asdhbl the previous organizations and
forged the adoption of a common tagline, brand wglmarketing materials and general
outlook. It was further extended to the brandedigtery, branded uniforms for staff and
the branded give away merchandize for customeusthé&r investment in creating similar
branch outlook, a new head office as well as brdna@rketing materials created the
image of one organization and the market continaesee the emergence of Opportunity

Kenya as a strong brand in the microfinance busines
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4.10.8 Training

With the changes having been experienced, therenerad for additional training and the
Human Resources Manager pointed out those traibinggets and schedules were
prepared for the different cadres of staff. Tinaning were initially focused on the new
roles and responsibilities and was extended tamousts during group leaders forums as a
means of creating further information and awaremdste newly formed organization.
Team building activities were embraced both as ans®f improving communication and
unity amongst all staff and alleviating staff arniyie Additionally, the team building
served as a cultural audit for understanding tlfferéinces in organizational cultures and

creating a way forward on the desired institutianature.
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CHAPTER FIVE: SUMMARY OF FINDINGS, CONCLUSIONS AND

RECOMMENDATIONS

5.1 Introduction

This chapter provides the summary of the findirrgenf chapter four, and also it gives the
conclusions and recommendations of the study basdte objectives of the study. The
objectives of this study were to establish the igppbn of mergers and acquisitions by
opportunity international Kenya with a view of ddtshing the Government policies that
affect mergers and acquisitions in the organizatibe benefits that resulted from the
merger with WEDCO and the acquisition of SUNLINKIsA the study will did an

analysis of key challenges encountered during taeyers and acquisitions.

5.2 Summary Of The Findings and Conclusions

The study concludes that mergers and acquisitioméiraie to be a dominant growth
strategy for companies worldwide. This is in pdue to pressure from key stakeholders
vigilant in their pursuit of increased shareholgalue. This study in particular intended
to investigate mergers and acquisition between @ppity International, WEDCO and

SUNLINK and its related issues.

The study started by exploring the government legguns that affected opportunity
international during the mergers and acquisitiond gound out that Restrictive Trade
Practices, Monopolies and Price Control Act which an Act of parliament that
encourages competition in the economy by prohipitiestrictive trade practices,
controlling monopolies, concentration of economiowpr and prices and connected

purposes. Capital Market Authority Act and the @alpMarkets which regulates Take-
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Overs and Mergers, the 2002 regulations that séetra@es governing takeovers and
mergers in Kenya and finally Central Bank of Keryet that governs and regulates the
banking sector and is applicable to mergers andotads involving financial companies
are some of the government operations that affdbeedctivity. The study also sought to
find out the motives behind mergers and acquisstibg Opportunity International and
found that one of the most common motives for merg@s growth, companies join
synergies in the market in order to exploit thé fitential of the industry, the study went
further to explore the drivers of mergers and asitjans and found four which are firm-

level drivers, technology drivers, market drivensl andustry-level drivers.

The study also sought to know the benefits thatd@ppity International achieved as a
result of mergers and acquisitions. The study foaot that the benefits or gains that
Opportunity International achieved from the mergecluded synergy, operating
economies of scale, increasing focus and elimigapoorly performing units thus
increasing managerial efficiency while creatingagtigular organizational structure at the
same time. Opportunity International was also ablencrease profit, take advantage of
market conditions, seeking tax advantages anduststing capital. Finally the study
investigated the challenges the companies encodateérg mergers and acquisitions and
identified the following challenges; cultural cleadbes, political challenges and task

related challenges.
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5.3 Recommendations

The following recommendations are offered to Oppaty International which it will

need to consider in effecting successful mergetlsaaquisitions in future: -

5.3.1Transition

The transition time is the period between the idieation of an M&A target and the
actual closing of the M&A deal. The charactersstiof this period are: prolonged
negotiations by the shareholders, widespread anxaetd heightened response to every
nuance, suspicion and pre-occupation with new app@nts. Employees seek to
interpret the signs of new appointments, allocatasnoffices, plans for closure and
relocation. Worst-case scenarios are rife as tetstring takes place and new networks
and alliances are forged. For many organizatiolosing the deal has absorbed most of
the company’s energy and, where the emphasis hgedyebeen legal and financial detail
yet the real work has to begin on the delivery obnpises. HR teams often find
themselves in the front line in meeting commitmehesy have not been party to making,

while also being uncertain about their own jobs.

Transition periods vary in length and intensity bus estimated that around 80% of all
changes occur in the first 3 months of a mergeercétved wisdom in many sectors,
particularly among the financial organizations witkthe working group is that ‘speed’ is
the most important factor in post-merger re-orgatiin. Prolonged negations during the
period preceding a Share Purchase Agreement cotgrib immense anxiety for the staff
of the acquiring and acquired organization andrteed to have focused negotiations is

highly recommended.
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5.3.2 Culture Audits

Cultural issues are frequently cited as the mostraon cause of merger failure. Best
practice shows that explicit programmes to manadgeiral integration reduce the risk of
failure. It is essential that merger managers havgood understanding of their own
organization’s culture(s) and that they are ablagsess the likely ‘hot spots’ between the
two organizations ways of doing things. This istpH a detailed risk assessment and
involves looking at issues such as: Managemetdsstymatrix, consensus, and hierarchy,
acceptance of accountability, employee motivatteamwork and impact of redundancy
in local cultures, decision-making styles and widless to change. This also means
identifying aspects of organizational culture whiale effective and should be kept.
While no culture may be perceived as superiog ddtrimental for the acquiring company
to take a stand that the culture of the majoritywdeed right. Striking a balance between
the different cultures in order to blend their dsity may prove more beneficial though
time consuming. Unfortunately, there exists no tmganizations that are similar in every
aspect organizational culture thus the complexigesrounding culture audits and

integration is more real to executives post the M&aivity.

5.3.3 Integrating and Retaining Talent During The Merger

Human resource leaders should play a key role Ipifge senior management identify,
involve, and assess the key executives and otlteratitalent who will be vital for the
success of the new business. The Human Resouraaaddr should define the future
roles of executives, define management capabiliiésntify individuals who will be
critical and any capability gaps that will needbi® filled, determine actions required to
retain key individuals through the merger and fynaistablish ways to share knowledge

and learn from each other since capable leadeishifal for the success of a merger.
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The selection process should be based on objertsessment of skills and competencies
while the process for appointments remains timf@iy,and rational. The human resource
leaders should lead the way for special compensaicangements, including retention
bonuses and special grants of stock options. Thewuld also emphasize involvement of
people and effective communications. Ultimatehe human resources manager should
have pre identified the new organizational struztheforehand so that staff get a clear
picture of the future opportunities for their carekevelopment within the organization.
Where layoffs are anticipated, the same should Xm@essly communicated to the

concerned employees and the entire company torgimspeculation and staff anxiety.

5.3.4 Enhanced Communication

While communications is critical in any businesarfpe, mergers require extraordinarily
effective communications and change managemene Human Resource Leaders can
play a proactive role in managing expectations esihoth the acquiring and acquired
organizations want to know how the merger will efféheir jobs, their pay, and their
careers. The management should help shape plangdolar, candid, and consistent
communications with employees regarding merger n@ssgand specific merger issues
without restricting information flow. Informatioshould be provided in multiple ways, in
the right forums for the organization, includingpgp meetings and one-on-one, memos
and it must be interactive. More broadly, empleygeovide genuine insights into
potential barriers and opportunities that may eobamerger integration. The leaders
must enthusiastically sell to the employees théomate of the merger, the benefits
anticipated, and the key milestones of merger mategn. Open, honest and candid

communication is far more powerful as a motivatidnal than most managers recognize.
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5.3.5 Aligning The Organizational Structures, Systas and Processes

Because much of the value of a merger lies in &ofgesynergies, it is vital to determine
the extent to which the organizations will be imgggd and how this integration will be
achieved. The Chief executive officer and his tedmould examine the infrastructure of
each organization, determine what is required enftiiure for the new organization, and
address the differences or gaps. To build a hggfepming organization, it is necessary
to align the organization structure, business m®eg people and culture with new
strategy. In acquisitions, many companies plapuball of their entities on the same
common information management systems, therebydagredundancies and costs. In
other situations, acquired organizations are eragmd to retain their identity and conduct
business in the manner appropriate to their maikedsfunctions. This approach simply
requires more investment of time and effort to g@egstaff and build a “new organization”

from the best of two.

Project teams should spend considerable time exagnihe quality of both sides systems
and processes. This approach implicitly focusedifiarences between the organizations
and encourages each side to argue the merits of cheent practices. Ultimately,
because neither side is likely to be world clas, fiarties may work to identify a “new
and better” approach by absorbing what is commamdysidered good practice by
selecting the best processes and practices ofdrgdnizations. The resultant synergies
are expected to further align the organizationisicstires, systems and policies to the
newly formulated corporate strategy. Training Ibfoaganizational members is important

both for orientation into the new organization aglas introduction of the new order.
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5.3.5 Quick and Effective Integration

It is far better to mesh the businesses quickly thed pursue refinements later because
the actions by management in the first hundred,dgigsatly influences the success of the
deal thereafter. This “honeymoon” period goes bigk]y, and unless plans are in place
or underway, this window of opportunity to establessound foundation and achieve early
results will be lost. A dedicated integration mgement team should be identified to co-
ordinate the integration by orienting employeeshnew organization and the vision of
the future quickly and directly, establishing a serof urgency to act, building an
enthusiasm for a successful merger completion,ingettlear objectives and hold
individuals and teams accountable for achievingntheCommunicate clearly, honestly,
and frequently; clearly explain decisions once thsy made, keep senior management on
both sides highly visible and involved and chanden® if conditions change or if

obstacles are insurmountable.

A period of six to nine months is ideal for implemiag a merger. It is not just the
organization’s eagerness to move ahead swiftlywéder, there is a tendency in many
situations for executives to be forceful and dikextin implementing changes, with
minimal involvement of lower-level managers or eaygles. This may be appropriate in
some situations but not in others since employedicgetion generates ideas for
improved integration and builds support for rapidegration. To develop effective
merger implementation plans and to ensure thatetiptsns are executed organizations
like opportunity international should utilize mergategration teams and assign merger
integration responsibility to specific executivekere again, lower level manager can help
the teams to work effectively and swiftly by fataling their work or by actually serving

on such cross functional teams.
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5.3.6 Due Diligence Checks By Both The Acquired anthe Acquirer

While not all reasons for M&A failure are easilyteeted during the due diligence
process, a number of the issues that result igriat®n challenges can be averted if the
due diligence was done by both the acquiring aedattquired firms. The average due
diligence exercise is statistical and involves otllg management team with results
thereof being confidentially delivered to the slmaiders. This in turn deprives the
management teams of both organizations the bepéfiearning from the available

literature as well as the insights on the areaspgfortunities and threats that the new
business should focus on addressing upon impletn@mtaf the M&A. It is evident that

both M&As by Opportunity International in Kenya veewanting in this aspect and the

resultant negative performance could have beerresudt of this initial oversight.

5.4 Recommendations for Further Research

The debate on whether mergers are an effectivetgretsategy would appear to be far
from over, the main reason for this being the latlempirical studies; as literature on
mergers has tended to focus on the theoreticalstaitstical aspects. There exists a
research gap on the benefits of mergers and atiqossialthough mergers are seen as one
of the possible routes to high growth theoreticalut the empirical work does not
provide any clear cut arguments in favor of a pmgsiion that their operations are
generally efficient. However, there is a notadddsence of studies into the actual reasons
given by companies for engaging in mergers thushhmmaore needs to be done on the
practical aspects of mergers and acquisitions. dgament of the post acquisition is an
area that can provide further research, as ittls bomoad and contains major challenges to

the success of any merger or an acquisition.
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5.5 Limitations of The Study

The main limitation in this research project wasklaf institutional memory for the 2006
and 2008 M&A activity as none of the respondentsewi@a employment during 2006
merger while in 2008, only two of the responderdkifexecutive management positions.
Additionally, there were no documented reports mary data to confirm most of the
findings and the information has been mainly gatidsy the executives in the course of
doing business. Another limitation is the facattlthe researcher is a member of the
executive management committee and as such thendspts may have withheld strong
personal opinions or the interpretation may hae&dd objectivity given the institutional

knowledge already held by the researcher.

5.6 Implications of The Study on Policy, Practicerd Theory

The implications of the findings of this study ¢ tpolicy, practice and theory of mergers
and acquisitions is that M&As despite being highuwnte in nature have their inherent
challenges which can be used by policy makers tidadevaluation and tax avoidance.
The case of SUNLINK which was previously profitabssnd paying taxes to the
government and become loss making immediately aftquisition would be an indication
of instances where value addition model is not deeapply but instead the government
losses the tax income into the far future owingh® loss making nature of the combined
organization. The adoption of M&As as market emtinategies can be further critiqued as
it would have been appear more straightforwardréavghrough a greenfield investment
as opposed to dealing with perpetual legacy isBoesthe acquired firms. While M&As
are considered a fast way to grow, all care shimeldaken and the acquired business
managed as if it were a new investment as oppastetassumptions on a going-concern
entity.
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APPENDICES:
APPENDIX I: INTERVIEW GUIDE

SECTION A: BACKGROUND INFORMATION

1. What is your name?
2. What is your gender?
3. What is your age?

4. For how long have you been working for Opportutiernational?

SECTION B: MERGERS AND ACQUISITIONS

5. Are you aware of any government policies that ragumergers and acquisitions

in Kenya? If yes, list them.

6. What are the key driving forces behind most mergeig acquisitions in Kenya?

Cite some examples.
7. What were the main reasons for the merger/acquisitin Opportunity Kenya?
8. Were you consulted during the merger and/or acipmél
9. In your own view, did the merger have any gains?
10.1If yes, describe briefly the gains brought abouth®ymergers and acquisitions.

11.What impact did the merger have on the operatiandlfinancial performance of

Opportunity Kenya?

12.What were the challenges faced by Opportunity fr@g@onal when penetrating the
Kenyan microfinance market through mergers andiaituns?

13.How did Opportunity International deal with thesgltenges cited above?

14.1f the merger and/or acquisition were done all oagain, what could you

recommend to be done differently?

Thank you for your cooperation.
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APPENDIX II: INTRODUCTION LETTER

lﬂlmsm OFNAIRR|

SCHOOL OF BUSINESS
MBA PROGRAMME

Telephone: 020-2059162 P.0. Box 30197
Telegrams: "Varsity”, Nairobi Nairobi, Kenya
Telex: 22095 Varsity

The bearer of this letter

Registration Noh@\{q'\%ﬁ%!’)ﬁm%

is a 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 @ management problem. We would like the students to do their projects on real
problems affecting firms in Kenya. 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.
r

Yo
SCHOOL oF & . NAIROB|
F BU
MBA \ OFF, oRNESS

X 3
NAIRQQIOW?

DR. W.N. IRAKI
CO-ORDINATOR, MBA PROGRAM
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APPENDIX IIl: ACCEPTANCE LETTER

Opportunity

| MICRO LOANS

9™ September 2011

To

Lydia Wambaire Njoroge,
c/o University of Nairobi,
School of Business,

MBA Programme,

P.O Box 30197,
NAIROBI.

Dear Lydia,

RE: APPROVAL TO COLLECT DATA

Further to your request to conduct an academic research project on™ mergers and
acquisitions as strategic options for Opportunity International’s entry in the
Kenyan microfinance industry”, this is to let you know that your request has been
accepted by Opportunity Kenya.

Pursuant to the pre-requisite course work of your Master of Business
Administration with a specialization in strategic management, you are allowed to
administer the questionnaire to all the member of the senior management team of
Opportunity Kenya Ltd.

You are hereby requested to share with us the information collected before it is
published, for our own proper records.

Wishing you all the very best in your future endeavors.

Yours faithfully,

Alexander Mbaye
Human Resources Manager

T

Ist Floor, Geomaps Centre, Matumbato Road, Upper Hill
P.O. Box 19497 - 00202 Nairobi Kenya
Tel: 2720159/69 Fax: (020) 2720173 Cell: 0722 205 171 / 0733 609 996

It
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