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ABSTRACT

Recent economic reforms in Kenya have significantiproved its macroeconomic
indicators and financial sector. Banks have witadssignificant merger and
acquisition activity as a result of these reformsitempts to privatize and strengthen
the banking sector. This study measures the pedoce implications of Kenyan
banks that have undergone mergers or acquisitionsgithe period 2000-2010. This
is done by calculating their return on equity, Reton Asset, Debt to Equity and
Capital Adequacy Ratio, ratios in order to detemrtime degree of success of banking
reforms in strengthening and consolidating the Kelpgnking sector. Secondary data
from audited annual reports of accounts of the faifmn of interest and CBK bank
supervision annual reports were used. The analgkishe financial institutions
performance for pre and post-merger was colleabed!tfyears pre and post-merger.
The research findings indicate that banks that han@ergone deals of mergers or
acquisitions have shown significant improvementsperformance and return on
equity and Return on Asset when compared to theifopnance before the deals.
CAR significantly improved signifying that mergeasd acquisitions internal strength
to withstand losses in case of emergency improbetht to equity ratio increase clear
indication that leverage increased. It was coreduthat mergers and acquisitions
have had clear positive performance implicatiomefrgers and acquisition of banks
in the Kenyan banking sector. These findings dopsetipthe process of financial
consolidation and banking reforms observed in Kergad provide evidence to
support their constructive role in improved bankofgpability and economic

restructure.
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CHAPTER ONE: INTRODUCTION

1.1 Background of the study

In today’s globalize economy, mergers and acqorssti (M&A) are being

increasingly used world over for improving compeéihess of companies through
gaining greater market share, broadening the pirtfo reduce business risk, for
entering new markets and geographies, and cajiglon economies of scale among
other (Kemal, 2011). The reasoning behind any aateo merger is that two

companies are better than one because they incgkaseholder value over and above
that of the two separate firms (Sharma, 2009). Wiatives behind mergers and
acquisitions are economies of scale, increase mkehahare and revenues, taxation,

synergy, geographical and other diversification.

The main corporate objectives are to gain greatarket power, gain access to
innovative capabilities, thus reducing the risksoasated with the development of a
new product or service, maximize efficiency throwgfonomies of scale and scope
and finally in some cases, reshape a firm’'s cortipetiscope (Hitt, Ireland, and
2007). According to Gaughan (2007), operationalesgy appears in the form of
revenue enhancements and cost reductions. Finayiargy is achieved when the
cost of capital may be reduced through the comiginatf two companies. Second,
Hitt (2001) presents three components of synergyerational, financial, and
managerial synergies. Operational synergy is aekiewhen the cash flow from
operations is improved whereas financial synerggcisieved by interest tax shields,

the change in structure, and financing.



The study will be based The theory of efficiencyiahh suggests, in fact, that mergers
will only occur when they are expected to generxteugh realizable synergies to
make the deal beneficial to both parties; it is siyenmetric expectations of gains
which results in a friendly merger being proposed accepted. If the gain in value to
the target was not positive, it is suggested, @nget firm’s owners would not sell or
submit to the acquisition, and if the gains wergatize to the bidders’ owners, the
bidder would not complete the deal. Hence, if weesbe a merger deal, efficiency
theory predicts value creation with positive retuta both the acquirer and the target.
Klein (2001) evidences this suggestion. And magater theory; firms with greater
market power charge higher prices and earn grezegins through the appropriation
of consumer surplus. Indeed, a number of studigsificreased profits and decreased
sales after many mergers (Sapienza, 2002) - anfinethich has been interpreted by
many as evidence of increasing market power andative synergy gains (see e.g.,
Gugler et al., 2003). From a dynamic point of vi@w®, market power is said to allow
for the deterrence of potential future entrants f®o02004; Bosanko, 2006), which
can again afford the firm a significant premiumd ao offer another long-term source

of gain.

In 2008, the then Finance proposed to raise thénmim core capital for banks to 1
billion shillings from 250 million shillings, givia 2012 as the deadline for all banks
to comply (Kenyan banks consolidation, 2010). Sgheetly, Kenyan banks are set

for consolidation to meet the deadline to boostimim core capital.



1.1.1 Cor porate Performance

The process of performance involves identifying keyformance indicators. Once
organization has analyzed its mission, identifildta stakeholders, and defined its
long term and short term goals, it needs a wayedasure progress toward those goals
(Heinrich, 2002,). Key performance indicators dmancial and non-financial
parameters used to help an organization define raedsure progress towards

organizational goals.

Corporate performances are the end results orteffgfcmergers and acquisition,
corporates performances are likes goals and obgs;tithere are different results
experienced in the market. In corporate organipatithere are three primary
outcomes analyzed: Financial performances, Markgbpmances and shareholders’
value performancePerformance can be measured on basis of long amanshort

term time period; long term performance can be kb@®n the basis of profitability
of the firm. Fundamental analysis of the companthwhe help of ratio analysis,
Comparative statement analysis is there to sepdtential and capitalized synergy in

Cases of M&As(Heinrich, 2002,).

The objectives of mergers and acquisition are teerdify risk which is achieved
when returns of merging company are likely to bgatieely correlated, to gain
competitive edge in the market by broader marketese e.g. acquiring foreign
company to gain access to emerging global marketgyiring human resource and
intellectual capital to enhance innovative thinkiagpd development within the
company. Positioning where company’'s merge to taklvantages of future

opportunities that can be exploited after the merfgem emerging trends in the
3



market place, Asset backing, Empire building, thieee short term growth and

profitability.

Other goals are to achieve operating synergy whalid results from reduction in
procurement costs, bargaining problem with supgliecoordination logistics
problems and increase in guarantee in supply ofmeaterials after vertical merger,
reduction in production due to economies of scklaancial synergy which is the
benefits associated with financing decision suc¢hlag savings, Reduction of capital
due to increase in borrowing power and access pidatanarkets after mergers and

acquisition and stability of cash flows resultimgrh diversification.

1.1.2 Mergersand acquisitions

A merger is the combination of two or more compsanigenerally by offering the
stockholders of one company securities in the acgucompany in exchange for the
surrender of their stock where one company or bmike entity. According to Pike
and Neale (2002), merger strategies are assoaatiedhe pooling of the interests of
two companies into a new enterprise requiring tigee@ment by both sets of
shareholders. Firms will thus seek that strategisitipn that will provide them with
the maximum impact on the external environment,ermdl resources and
competencies, and the expectations and influencetafeholders (Johnson and

Scholes, 2002).

Acquisition Or takeover ,on the other hand is whene firm called predator will
acquire another called the target where after a@gpn the target loses its identity

since its absorbed by predator. According to &l Jones (2001), takeover is when
4



the acquiring company gains control of another eaththe co-operation of its

existing management.

1.1.3 Banking Industry in Kenya

The Banking industry in Kenya is governed by thenpanies Act, the Banking Act,
the Central Bank of Kenya Act and the various pntidé guidelines issued by the
Central Bank of Kenya (CBK). The banking sector Wiaeralized in 1995 and

exchange controls lifted.

The CBK, which falls under the Minister for Finandecket, is responsible for
formulating and implementing monetary policy andtésing the liquidity, solvency
and proper functioning of the financial system.adecember 2008 there were forty
six banking and non-bank institutions, fifteen midinance institutions and one

hundred and nine foreign exchange bureaus.

The banks have come together under the Kenya Baufi&sociation (KBA), which
serves as a lobby for the banking sector’s intere3ihe KBA serves a forum to
address issues affecting members. Over the lastyiaws, the Banking sector in
Kenya has continued to growth in assets, depgsibditability and products offering.
The growth has been mainly underpinned by; an imguside branch network
expansion strategy both in Kenya and in the Easic&fi community region.
Automation of a large number of services and a mimweards emphasis on the
complex customer needs rather than traditional tb# shelf’ banking products.

Players in this sector have experienced increasatpetition over the last few years



resulting from increased innovations among the grgyand new entrants into the

market, (Central Bank of Kenya, 2013).

1.1.4 Commercial Banksin Kenya

Kenya features a commercial banking system. CBKLI2(otes that, as at March
2011, there are 43 licensed commercial banks amdrigage finance company. Out
of the 44 institutions, 31 are locally owned and&ak8 foreign owned. The locally
owned financial institutions comprise 3 banks wsignificant shareholding by the
Government and State Corporations, 27 commerciakdoand 1 mortgage finance
institution. 10 of the major banks are listed o@ NSE. 33 mergers and 3 acquisitions

have taken place in the banking sector in Kenya.

According to Central Bank of Kenya(2013), Due toamtfjes in the operating
environment, several licensed institutions, maiotynmercial banks, have had to
merge (combine their operations in mutually agresrdis) or one institution takes
over another’s operations (acquisitions). Soménefreasons put forward for mergers
and acquisitions are: to meet the increased |lefedhare capital; expand distribution

network and market share; and to benefit from gkedial practices among others.

Some mergers have been occasioned by the needdbtheeincreasing minimum
core capital requirements and to enhance the utistits’ market share in the local

banking environment.

In 2008, the then Finance proposed to raise thémmim core capital for banks to 1

billion shillings from 250 million shillings, givig 2012 as the deadline for all banks
6



to comply (Kenyan banks consolidation, 2010). Sgbsetly, Kenyan banks have

undergone consolidation to meet the deadline tstmnimum core capital.

1.2 Research Problem

Firms go for Mergers and Acquisition with high extsion and there is conflicting
evidence, both for and against, the impact of Mergend acquisition on firm
performance. In Globalized economy mergers and isitigm deals have become
more apparent as organization geared up for mar¢hcoat competition as well as
exploiting of new opportunities. A number of comanfound it imperative to merge
with related units and subsidiaries to accompliskt effectiveness and increased
production. With increasing competition and the remay heading towards
globalization mergers and acquisition are expeetediuch larger scale and have
played a major role in achieving competitive edgkich can be achieved by having
broader such as acquiring foreign company to giveompany quick access to
mergers to emerging global markets , organizatiompetence such as acquiring
Human resources and intellectual capital to enhatgannovative thinking and
development with the company, where after mergenspanies fills in strategic Gaps
that are essential for long term survival. Kemd1(®) conducted a study to find the
profitability of the Royal Bank of Scotland afteenger deal with ABN AMRO Bank
from 2006-2009 where he calculated 20 ratios amdlcded that the merger failed to
pull up profitability thus proved to be a failurdyadi & Pujals (2005) studied
banking M & As in Europe in the 1990s and resuitsf ratio analysis suggest little

improvement in profit efficiency in both domesticc&oss-border mergers.



Mergers and Acquisitions (M&A) are the most populareans of corporate
restructuring or business combination. Followinghkbag crisis experienced as a
result of the collapse of Akiba Bank, the challefgethe authorities has been to try
and contain crisis situation after realizing thagoaind banking system is critical for

both economic growth and for economic stability.

Chesang (2002) studied implications of merger westiring on performance of
commercial banks in Kenya were she concluded thhowgh there was improved
performance in some cases, the extent of the btaomith was not significant.
Marangu (2007) studied effects of mergers on fir@ngerformance of non-listed
banks in Kenya from 1994-2001 and results of ratialysis concluded that there was
significant improvement in performance for the nisted banks. Which merged
compared to the non-listed banks that did not mesgf@n the same period. Maranga
(2010) studied the effects of mergers and acqoiston cost and scale efficiency and
results indicated that firms which engage in talee@f subsidiary had no significant
changes in levels of their cost efficiency aftergees. Kithinji (2007) carried out a
study on the effects of mergers on financial penfmmce of non-listed banks in Kenya
by focusing on the profitability of banks that medgbetween 1994 and 2001. The
results showed significant improvements in perforagaof non-listed that had not

merged within the same period

Despite findings in previous research M&A, There ap conclusive evidence on the
financial implications of M&A on banking industryriKenya, could the Impact of
M&A have change with time?. According to knowledgé researcher there are

limited studies focusing on performance Implicatiasf Mergers & Acquisitions in
8



the banking industry in Kenya. This study therefsoeight to fill this knowledge gap
by establishing performance implications of mergamsl acquisitions in banking
industry in Kenya, what are the performance impice of Mergers and Acquisition

in the banking industry in Kenya?

1.3 Resear ch Objectives

The research objective of this study was to esthbfierformance implications of

Mergers and Acquisitions in banking industry in Kan

1.4 Value of the study

The research would be used by researcher who warte further research on this
topic. The researcher would benefits from reseatady by gaining knowledge on
how mergers and acquisition could generate synargyKenya context as a
competitive tool in globalized and liberalized Eoary. To establish control

information that enable managers make decisiongtatnproving their performance.

The study would assist in establishing whether ersrgnd acquisitions results in net

gains through synergies as advocated by effici¢megry.

The government would benefits from the findingstiaé research in making policy
decisions on whether mergers and Acquisitions inyi&e Banking industry should be

encouraged or not.



This study would contribute to management practlmgsequipping managers with
tested findings on performance implications of mneesgand acquisition in Kenyan

banking industry and therefore make better informecision.
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CHAPTER TWO: LITERATURE REVIEW

2.1 Introduction

This chapter will review both theoretical and engail review. The researcher intends
to review the following; cost reduction, revenuda@ncement, tax gains and reduced

working capital requirements.

2.2 Theoretical Under pinning of the Study

The main theory of this study would be theory dfcéncy and others theories are,
Market power theory, theory of corporate Controhe®ry of Managerial Hubris,
Theory of managerial discretion, Theory of ManagjeEintrenchment, and Theory of

Empire buildings.

The theory of efficiency suggests, in fact, thargees will only occur when they are
expected to generate enough realizable synergigsmke the deal beneficial to both
parties; it is the symmetric expectations of gaiméch results in a ‘friendly’ merger
being proposed and accepted. If the gain in valuiae target was not positive, it is
suggested, the target firm’s owners would not @eBubmit to the acquisition, and if
the gains were negative to the bidders’ owners,bidder would not complete the
deal. Hence, if we observe a merger deal, effigigheory predicts value creation
with positive returns to both the acquirer andtdmget. Klein (2001) evidences this

suggestion.

Market power theory; firms with greater market powkarge higher prices and earn

greater margins through the appropriation of coreusurplus. Indeed, a number of

11



studies find increased profits and decreased afflesmany mergers (Sapienza, 2002;
Cefis et al., 2008) - a finding which has beenrpteted by many as evidence of
increasing market power and allocative synergy géee e.g., Gugler et al., 2003).
From a dynamic point of view too, market poweragigo allow for the deterrence of
potential future entrants (Motta, 2004; Bosankd@&GUGugler et al., 2003), which can
again afford the firm a significant premium, andaddfer another long-term source of

gain.

Theory of corporate control; in an efficient mergearket the theory of corporate
control provides a third justification, beyond simpsynergistic gains, for why
mergers must create value. It suggests that therelways another firm or
management team willing to acquire an underperfogmirm, to remove those
managers who have failed to capitalize on the dppires to create synergies, and
thus to improve the performance of its assets (@vest al., 2004). Managers who
offer the highest value to the owners, it suggesits,take over the right to manage
the firm until they themselves are replaced by lamoteam that discovers an even

higher value for its assets.

From the bidder’s perspective, the theory of caamrcontrol is partially based on
efficiency theory, although there are two importaiifferences. First, it does not
assume, per se, the existence of synergies betivearorporate assets of both firms,
but rather between the bidder's managerial capigsiland the targets assets. Hence,
corporate control predicts managerial efficiendiesn the re-allocation of under-

utilized assets. Second, it implies that the tasgeanagement team is likely to resist

12



takeover attempts, as the team itself and its memaginefficiency is the main

obstacle to an improved utilization of assets.

The theory of managerial hubri®oll, 1986) suggests that managers may have good
intentions in increasing their firm’s value but,irfge over-confident; they over-
estimate their abilities to create synergies. Qyamfidence increases the probability
of overpaying (Malmendier and Tate, 2008), and heaye the winning bidder in the
situation of a winner's-curse, which dramaticalhcreases the chances of failure
(Dong et al., 2006). Malmendier and Tate (2005)wstthat overly optimistic
managers, who voluntarily retain in-the-money stopkons in their own firms, more

frequently engage in less profitable diversifyingrgers.

Theory of managerial discretion; Jensen’s (198@&omh of managerial discretion
claims that it is not over-confidence that drivegproductive acquisitions, but rather
the presence of excess liquidity, or free cash B®F). Firms whose internal funds
are in excess of the investments required to fursitipe net present value projects, it
is suggested, are more likely to make quick stratégcisions, and are more likely to
engage in large-scale strategic actions with legsyais than their cash-strapped
peers. High levels of liquidity increase managediacretion, making it increasingly
possible for managers to choose poor acquisitiomsnwhey run out of good ones

(Martynova and Renneboog, 2008).

The theory of managerial entrenchment; (Shleifed ®shny, 1989), for example,
claims that unsuccessful mergers occur becausegaenprimarily make investments

that minimize the risk of replacement. It suggéiséd managers pursue projects not in
13



an effort to maximize enterprise value, but in &ore to entrench themselves by
increasing their individual value to the firm. Egriching managers will, accordingly
make manager-specific investments that make it noogly for shareholders to
replace them, and value will be reduced because fesources are invested in

manager-specific assets rather than in a sharahatlee-maximizing alternative.

The theory of empire-building and other related|l\ested theories provide both the
motivations and evidence behind these objectivésci® 1989). According to empire
theory, managers are explicitly motivated to investthe growth of their firm’s

revenues (sales) or asset base, subject to a mimnafit requirement.

2.3 Mergersand acquisitions

A firm refers to absorption of one firm by anoth&he acquiring firm retains its name
and identity, and it acquires all of the Assets Baldilities of acquiring firm, After a
merger, the acquired firm ceases to exists as ara&p business entity(Ross,
Westfield, jaffe and kakani, 2010). A merger isombination of two or more entities
which are equally large so that after the combamati completely new entity formed

and none of the merging firms dominate the other.

David (1997) explains a merger as a process thaireavhen two organizations of
about equal size unite to form one enterprise. Thuergers involve friendly
restructuring of the assets and resources for theapanies involved in the
combination. Majority of mergers are friendly aneé a&commended by the directors
and shareholders of both companies (Hill and J@0€4). The important factors that

influence corporate strategy are the environmenthich a company is operating. It
14



is, in the search of suitable responses to thatr@mwment, that an organization

realizes that it neither has the strengths neeu®mdthe time required to develop such
strengths as the opportunity might get lost, thateeks and identifies another firm
with which to merge or to acquire, that has appatercapabilities and competences

(Hubert and Edward, 2006).

Acquisition firm called predator is acquire anotfiem called the target where after
the acquisition the target losses it identity siitcés absorbed/ swallowed by the
predator. The predator retains its own identitytakeover or an acquisition, on the
other hand, is defined as an acquisition by onepamy of the share capital of another
in exchange for cash, ordinary shares, loan stoclsome mixture of the two: this
directly results in the identity of the acquiredrigeabsorbed into that of the acquirer.
Hill and Jones (2001) posit that a takeover is wh@n acquiring company gains

control of another without the co-operation ofdissting management.

2.4 Organization Performance

Corporate performance can be measured by use aridial ratios which depict the
company’s profitability and ability to generate eomic value and improve its
operations. Profit is the ultimate goal of commalrbanks. All the strategies designed
and activities performed thereof are meant to zedtlhis grand objective. However,
this does not mean that commercial banks have ner @oals. Commercial banks
could also have additional social and economic gddbwever, the intention of this
study is related to the first objective, profitélyil To measure the profitability of
commercial banks there are variety of ratios udedtoch Return on Asset, Return

on Equity (Murthy and Sree, 2003;Alexandru et2008).
15



Return on Equity (ROE); ROE is a financial rati@atthefers to how much profit a
company earned compared to the total amount oékbéter equity invested or found
on the balance sheet. ROE is what the sharehdtuigtsn return for their investment.
A business that has a high return on equity is riikedy to be one that is capable of
generating cash internally. Thus, the higher theER@e better the company is in
terms of Profit generation. ROE reflects how effagdy a bank management is using
shareholders’ funds. Thus, it can be deduced flrabove statement that the better

the ROE the more effective the management in intgithe shareholders capital.

It measures the rate of return on the ownershigrést (that is shareholders’ equity)
of the common stock owners. It measures a firmfgiehcy at generating profits
from every shilling of net assets, and shows how sseompany uses owners’ funds
to generate earning growth. But not all high-retom net worth companies make
good investments. Some industries have high retarequity simply because they
require no assets, such as consulting firms. Tileer® benchmark for all industries

for return on net worth.

Return on Asset (ROA) ROA is also another majapritat indicates the profitability

of a bank. It is a ratio of Income to its total és@Khrawish, 2011). It measures the
ability of the bank management to generate incomeitbizing company assets at
their disposal. In other words, it shows how eéfitiy the resources of the company
are used to generate the income. It further indgcéte efficiency of the management
of acompany in generating net income from all tesources of the institution

(Khrawish, 2011). Wen (2010), state that a high€&ARshows that the company is

more efficient in using its resources.

16



More operating profits straight way give an indarato all stakeholders that the firm
is healthy and doing well operating profit is cdétad by deducting all operating
expenditures from net sales. In this case non-tipgraxpenditures like interest on
debt, abnormal losses, etc. are not deducted fetrsales. These are straight way the

profits of the business.

To see the overall efficiency profit before taxceculated which is also referred as
earnings before tax. There is high correlation leetwoperating profits and profits
before tax since profit before tax is calculated Ogducting non-operating
expenditures from operating profits. Profit beftae exists because tax expense is
constantly changing and taking it out help an itbwes good idea of changes in a
company’s profits or earnings from year to year.iAtrease in profit before tax is a
clear cut indicator of increase in the efficiendytlee firm and straight way assures its

various stakeholders that the firms efficiency afréng profits are improving.

Earnings per share. It is the portion of a compangtofit allocated to each
outstanding share of common stock earnings perestanves as an indicator of a
company’s profitability earning per share straigiywaffects the market sentiments.
There is close relationship between earning pereslaad return on net worth.
Generally a high positive correlation is traced ubetween earning per share and

return on net worth.

Debt to equity ratio is used to check the finanamgnposition of any firm. Debt to
equity ratio is a financial ratio indicating theatve proportion of equity and debt

used to finance a company’s assets. This ratidiftenthe leverage used in the firm.
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Usage of more debt in successive years increasesfitiancial risk of the

shareholders. But if the return on capital emploigechore than the fixed cost of the
debt then leverage benefits can be attained byeasaong the debt usage in total
financing. In the present study, an increase int-dghity ratio is interpreted as
increase in financial risk to equity shareholdensl @onsidered bad for financial

health.

Capital is one of the bank specific factors thflience the level of bank profitability.
Capital is the amount of own fund available to supghe bank's business and act as a
buffer in case of adverse situation (Athanasogl®aphocles and Matthaios, 2005).
Banks capital creates liquidity for the bank duethie fact that deposits are most
fragile and prone to bank runs. Moreover, greatatkbcapital reduces the chance of
distress (Diamond, 2000). However, it is not withdmawbacks that it induce weak
demand for liability, the cheapest sources of f@apital adequacy is the level of
capital required by the banks to enable them watigsthe risks such as credit, market
and operational risks they are exposed to in orolexbsorb the potential loses and
protect the bank's debtors. According to Dang (201He adequacy of capital is
judged on the basis of capital adequacy ratio (CARIpital adequacy ratio shows the
internal strength of the bank to withstand lossasng crisis. Capital adequacy ratio
is directly proportional to the resilience of thenlk to crisis situations. It has also a
direct effect on the profitability of banks by detening its expansion to risky but

profitable ventures or areas (Sangmiand Nazir, 2010
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2.5 Performances Implications of M ergersand acquisitions

The definition of success may vary, but any agtithiat fails to enhance shareholders
interest and value cannot be deemed as a sucdesmst(S2007). A long-term decline
in shareholder wealth after an M&A can term the boration process to be a failure
(Pike and Neale, 2002). Lucey (2000) indicated thatfinancial performance of the
company can be expressed in terms of income genefadm its operation, after

offsetting expenses when the profitability of tivenfis arrived at.

In a study carried out on bank mergers, Chesanf0j2@oncluded that financial
performance of some banks in Kenya improved, wtiikgt of others deteriorated.
Another conclusion made in the study was that sraatl medium sized banking
system institutions have been forced into mergeid acquisitions essentially for
survival. Smaller Banks have especially been ptoriguidity problems due to their
weak capital base, imprudent lending policies, iaedficient management. The study
also cited some strategies, which have been usethdybigger banks, such as
Barclay’s Bank Corporate Restructuring merging witarclays Merchant Finance
Limited, due to dwindling business and its increiaseapital base. Habib A.G. Zurich
and Habib Africa Bank Limited merged resulting in screase to capital base of

Kshs. 290 million.

Mergers and Acquisitions (M&As) are important grovdtrategies dealing with the
buying, selling, and combining of different firmbat can aid , finance, or help
growing company in a given industry expand rapiaithout creating another
business entity. M&As play key role in externalgtb of leading global firms. These

are the fastest way to grow because target firrh W& value chains already exists
19



(Luypaert, 2008).Pandey (2008) and Litpon (2006spnt the chronological
occurrence of six waves of mergers starting ab88041904 in United States to the
most recent during 2002-2006 with significant impan global economy. Mergers
are distinguished by the relationship between twanore firms that are merging.
Horizontal mergers occur between two or more fitimet are in direct competition
and share the same product lines and market. ¥eriergers occur where a firm
merges with its customer or supplier. ConglomeratEsir where two or more firms
that have no common business area merge (Pande§). 28nother study identified

Improvement in the operational efficiency of thergesl firms with a significant

value. It found a reduction of 0.5 percent (percentotal assets) in the operating

expenses of the left out entity after M&A deal (M, 2005).

It is the expectation of all the stakeholders inedl in the process of M&A that the
organization to emerge from the combination operate more efficient manner than
the two organizations did separately. The reasdnbethis assumption is due to the
fact that the new firm benefits from economiesaile and synergies drawn from the
combination should reduce operating costs and/ apital investments, thus

improving cash flow. Measures that have been usedabious authors to establish
whether the aforementioned benefits have been ssedefollowing the business
combination process include; evaluating the nevitiestfinancial performance and
overall productivity (Devos, Kadapakkam, & Krishnrtiy, 2008). Surveys done on
firms that have undergone an M&A process, reved tiere is little indication of the

improvement on operations post-merger or acquisitiGhosh, 2001. Research
conducted in 1992 and 2002 on post M&A companiegatked that financial

performance after a combination does indeed impr@¥eron and Lie (2002).
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According to Heron and Lie (2002), comparativelg tiew companies surveyed had
improved assets turnover and experienced a reduaticapital expenditures. The
research findings however; differed from a survepducted on 41 large banks that
had completed a merger process in the United Stdt@snerica; the survey reports
and average improved of 13% on cost savings ratiagr an improvement or increase

in income (Houston, James, and Ryngaert, 2001).

Measuring merger performance has been one of tisé difticult problems in front of
Researchers, Different tools and techniques iddimas of ratio analysis etc. are used
by scholars to identify the effects of M&A and irgstingly different results are there
in the market. Performance can be measured onatie bf long-term and short-term
Time period; long-term performance can be checkedhe basis of profitability of
the Firm. Fundamental analysis of the company Wl help of ratio analysis,
Comparative statement analysis is there to sepdtential and capitalized synergy in
Cases of M&As in long run. Just as most of us belithat we would be happier if
only we were a little richer, so every manager seémbelieve that his or her firm
would be more competitive if only it was a littiégher. (Brealey, Myers, Allen &
Mohanty, 2007). The primary motivation for most gers is to increase the value of
combined enterprise. If company A and B merge tsmfoompany C, and if C value
exceeds that of A & B separately, then synergyaid $0 exist. (Brigham, Ehrhardt.

2005)

Combined firm may operate more efficiently than tseparate firms. When Bank of
America agreed to acquire security pacific, lowestowas cited as primary reason.

(Ross, et al...2009) Economies of sc@lehieving economies of scale is natural goal
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of horizontal mergers, but such economies have hbdaimed in conglomerate
mergers too. The architects of these mergers hawveeg to the economies of scale
that come from sharing central services such dsesffsuch as office management
and accounting, financial control, Executive Depat@nt and top level management.
(Brealey, et al...2009). Economies of scale hage &keen an important motive for
mergers in oil industry e.g. BP and Amoco plannedgdve $2 billion annually by
consolidating operations... optimistic financial mager can see potential economies
scale in almost any industry. But it is easier tig Bnother business than to integrate
with yours afterwards. Some companies that haveéegotogether in pursuit of
economies of scale still functions as collectiorseparate and sometimes competing
operations with different production facilitiessearch efforts and marketing forces.
(Brealey, et al...2009). Vertical mergers seek enuas in vertical integration, some
companies try to gain control over the productioocpss by expanding back towards
the output of the raw materials and forward to dftenate consumer. (Brealey, et

al...2009).

Lipton (2006) investigated external factors affegtimergers and merger waves by
analyzing global M&As from the year 1985 to 2006hs@rved that during 1990s
merger-waves, as stock prices and earnings ratioeedsed, mergers volumes
increased dramatically from $339 billion in 1991 %8.3 trillion in 2000 globally,
hence positive relationship between stock pricereimge and M&A activity,
Concluded that receptive equity and debt marketewaitical factors in M&A

activity.
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Firms undertake mergers and acquisition so as tbeoefits from complementary
resources, Braeley and Myers (2000) observed tlaatrfirms are acquired by large
ones that can provide the missing ingredients sacgdor small firm’s success. The
small firms may have unique products but lack thgireeering and sales organization
required to produce and market it on large scate. firm could develop engineering
and sales talent from scratch but it may be quicket cheaper to merge with firm
that has already talent. The two firms have complaary resources- each has what
the other needs and so it may make sense for thenetge. The two firms are worth
together than apart because each acquires sométhiogs not have and get cheaper
than it would by acting on its own, Also the mergaay open opportunities that
neither firm would pursue otherwise. (Brealey, let2009) some firms acquire other
to improve usage of existing resources. A ski emeipt store merging with tennis
equipment store will smooth sales over both theeviand summer seasons, thereby
making better use of capacity. (Ross, et al...2&Hhetimes firm May potential tax

shields but not have the profits to take advantdghem (Brealey, et al...2009)

Technology transfer is another reason for mergaraéomobile manufacturer might
well acquire an aircraft company if aerospace tetdgy can improve automotive
guality. This technology transfer was the motivatiehind merger of general motors

and Hughes Aircraft. . (Ross et al., 2009)

Elimination of inefficient managemera change in management can often increase
firm value. Some managers overspend on perquiaitdspet projects, making them
ripe for takeover. For example, the leverage buyfuRJR Nabisco was institute

primarily to halt the profligate behavior of CEO $80Johnson. Alternatively,
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Incumbent managers may not understand changing emar&nditions or new
technology making it difficult for them to abandolu strategies. Although the board
of directors should replace these managers, thedb@a often unable to act
independently. Thus, merger may be needed to ma¢essary replacements. . (Ross
et al) Cash is not the only asset that can be wdstepoor management. There are
always firms with unexploited opportunities to cotst and increase sales and earning
such firms are natural candidates for acquisition diher firms, with better
management, may simply means that determinatiéorte painful cuts or realign the
company operation. (Brealey, et al...2009). Meigenot the only way to improve
management, but sometimes it is the only simple puagdtical way managers are
naturally a reluctant to fire or demote themselaes stockholders of large public
firms do not usually have much direct influence lww they run or who runs it.

(Brealey, et al...2009).

Combined firm may generate greater revenues thanswparate firms. Increased
revenues can come from marketing gains, stratemiefits, and market power.

Marketing gains; due to improved marketing, mergand acquisition can increase
operating revenues. Improvements can be made irdotlmving areas: Previously
ineffective media programming advertising efforts,weak existing Distribution

network, and an unbalanced product mix.

Strategic BenefitsSome acquisitions promise a strategic benefit, wiscmore like
an option than a standard investment opportunity.example, imagine that Sewing
Machine Company acquires a computer company. Theuill be well positioned if

technological advances allow computer driven sewiraghines in future. Michael
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porter has used beached to denote the strategafitlrom entering a new industry.
He uses the example of proctor and gamble’s adoprisof Charmin paper company
as beachhead that allow proctor and Gamble to dp\gehighly interrelated cluster of
paper products-disposable diapers, paper towelsiniee hinge products, and

bathroom tissue.( Ross et al., 2009).

Market or monopoly poweOne firm may acquire another to reduce competitibn.
S0, prices can be increased, generating monopolitgpr. (Ross et al., 2009). Tax
reduction may be powerful incentive for some adtjois This reduction can come
from the use of tax losses, the use of unused agizcity, the use of surplus funds.
Net operating losses; firm with profitable division and un profitable® will have a
low tax bill because the loss in one division offde income in the other. However,
if two divisions are actually separate companies,grofitable firm will not be able to
use the losses of unprofitable one to offset ik®me. Thus, in right circumstances, a
merger can lower taxes. (Ross et al., 2009). DalpiaCity; There at least two cases
were mergers allow for increased debt and a lai@ershield. In the first case, the
target has too little debt, and acquirer can infingetarget with the missing debt. In
the second case, both the target and acquirerdiiraal debt levels. A merger leads

to risk reduction, generating greater debt capaity larger tax shield.

Surplus Funds, The firm might make acquisition wéhkcess funds. Here, the
shareholders of acquiring firm avoid the taxes theyld have paid on a dividend.
And no taxes are paid on dividend remitted from #oguired firm. (Ross et al.,
2009). If a firm is generally a substantial amoahtcash, but it has few profitable

investments opportunities. Ideally such firms sHodistribute the surplus cash to
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shareholders by increasing its dividend paymemépurchasing stocks, unfortunately
managers are often reluctant to adopt a policyhahking their firm in this way. If
firm is not willing to purchase its own shares #&ncpurchase another companies
shares, firms with a surplus of cash and shortdggood investment opportunities
often turn to mergers financed by cash as a waedéploying their capital. Some
firms have excess cash and do not pay it out tcketiders or redeploy it by wise
acquisition; such firms often find themselves téedefor takeovers by other firms that

propose to redeploy cash for them. (Brealey, eR@D9).

When two firms, the managers will likely find dugdte facilities. For example, if
both firms had their own headquarters, all exeestivm merged firm could be moved
to one headquarters building, allowing the othexdogiarters to be sold. Some plants
might be redundant as well. Or two merging firm thee same industry might
consolidate their research and development, péngiigome R&D to be sold. The
same goes for working capital. The inventory- tales and cash-to-sales ratio often
decreases as firm size increases. A merger peth@te economies of scale to be

realized, allowing a reduction in working capit@oss et al., 2009).

M&A activities are taking place to generate synerBgsearch study attempted to
develop to provide a workable model for M&As bue tetudy revealed that only 17
percent of financial service firms those mergedhia past two years over globally
manage to create good returns (Mohan and Sug#fil). Research showed that
merger did not lead to improved performance. The @ignificant gains to the

acquired firm were through an increased leveradge Analysis further shows that

merger did not lead to excess profits for the awggifirm (Pawaskar, 2001). Poor
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corporate performance in post-merger period has betgributed to numerous
reasons— Manager’s desire for position and infleefmvy productivity, poor quality,
reduced Commitment, voluntary turnover, and reldtéttien costs and untapped

potential (Buono, 2003).

Rationale for M&A has been traced (Dunning, 200@) include: monopolizing
industry; reorganizing production systems to redumsst structures; gaining
synergies; decreasing capital costs; solving managéeproblems; and speculating in
stocks. Several authors (Luypaert, 2008; Wang, 2@@8vell & Yawson, 2005;
Andrade & Stafford, 2004; Shleifer & Vishny, 200Rgve investigated determinants

of M&A in various settings.
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CHAPTER THREE: RESEARCH METHODOLOGY

3.1 Introduction

The objective of the study was to examine the perémce implication of Mergers
and Acquisition in the banking industry in Kenyaumsing different accounting ratios.
This chapter outline research design, populatiothefstudy, Data collection method

and data analysis to be used in the research sha#y.

3.2 Research design
Research design refers to the method used to @atya research. This was a

longitudinal research design study. Longitudinatigts are repeated over an extended

period (Cooper & Schindler, 2006).

This study established performance implicationsneirgers and acquisition over a
period four years before merger and four years afierger, for instance to measures
profitability of banks changes over a period befarel after merger, necessitated

longitudinal study.

3.3 Population of the study

The population of the study was comprised of alba®ks that had merged or been
acquired in Kenya. The banks considered in thidystuere those that either merged

or were acquired during the study period of 2002Gd3.
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The period was selected so as to provide insightfokrmation on the performance
implication of mergers and acquisition in KenyannBiag industry thereby the

effects on the profitability, shareholders’ valueation and management efficiency.

Because the researcher was interested with meagdracquisition that took place in
the period under study period of 2000-2012, theassher used 16 banks for this

study that merged within the same period.

3.4 Data collection

The study used secondary sources of data from ghdai audited annual reports of
accounts for the population of interest, C.B.K banlpervision annual reports from
C.B.K. Financial data from Statements of Finanpiadition, Comprehensive Income
Statements, and Cash Flow Statements of the 16Ghailikbe used in calculating and

analyzing the accounting ratios, also known asgperénce indicators.

The financial data was collected for Eight yeamyrfyears pre-deal and four years
post-deal of M&As. financial performance is checkedparameters to see the overall

financial health of merging and acquiring companies

3.5 Data analysis

The data mainly collected by the researcher walyzeth by use of financial ratios.
Cases were selected on the basis of the requitathble financial data. Financial

performance was checked on four accounting raticeé the overall financial health
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of merging and acquiring companies. These ratiag Return on Equity, Return on

Asset, and Return on Equity and Debt to equitysati

For premerger ratio for both the acquirer and tawgere examined so as to get an
indication of relative performance of the acquiaed target for post-merger period,
the focus of the analysis was on combined institutPremerger average data was
compared with post-merger data in determining thenges occurred in performance

following merger.
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CHAPTER FOUR: DATA ANALYSISAND INTERPRETATION

4.1 Introduction

This chapter present analysis and findings of tlkelysas set out in the research
objective and research methodology. The study riggliare presented on whether
M&A led to an improved performance implications Kényan banks regulated by
Central Bank of Kenya. In order to examine thefgremance implication of mergers

and acquisitions, the merged firm’s financial datalude four years before the
merger is completed (year-4, year-3, year -2, yaat -1), and four years after the
acquisition (year+1, year+2 year+3and year+ 4). ¥é&a&r in which the merger was
consummated is not included in the data becausgngaaccounting practices may
bias the financial measurements in the year of aatation. Exclusion of data for

year zero can minimize the effect of such ‘nois€bmparing the post-merger
performance with pre-merger performance providemeasure of the change in

corporate performance.

4.2 Findings of the study

The table below shows the financial data for eastiogpmance indicator for each of

the four years immediately before and the four yémmediately after the merger.
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Table 4.1 Prime Bank Itd financial performance indicators

Pre-mer ger Post-mer ger

Ratio 2004 2005 2006| 2007 2009 2010 2011 2012
ROA 3.02 2.95 2.8 2.35 2.33 2.37 3.07 2.7
ROE 16.3 17.24 13.19 11.03 18.4 19.74 28.88 27.8
CAR 31.25 29.62 20.95 20.69 15.74 13.76 16.51 17
D/E 5.48 7.10 5.28 3.86 6.9 7.33 8.41 9.3

Source: Researcher, 2013

Prime capital and credit Itd merger with prime bamk008 to form prime bank Itd.
based on the findings in table 4.1 the average RO#e two institutions was 3.02,
2.95, 2.8, and 2.35 for the years 2004-2007 resadyet After the merger the new
firm’s ROA was 2.33, 2.37, 3.07, and 2.7 for thange2009 to 2012 respectively. The

ROA stabilized after the formation of the new compa

The average ROE before the merger was 16.3, 11249, and 11.03 for the years
2004-2007 respectively. After the merger the nem’8 ROE was 18.4, 19.74, 28.88,
and 27.8 respectively for the years 2009-2012. ysislof the ROE suggests an

improvement in Prime banks performance after thegere

Analysis of debt to equity ratio suggests incraaghe firms’ leverage used after the
merger. The premerger average D/E of the institutias 5.48, 7.10, 5.28 and 3.86
respectively for the years 2004 to 2007 respegtiaatl after the merger D/E was 6.9,

7.33, 8.41 and 9.3 respectively for the period 2@02012. The findings shows debt
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to equity ratio as increased, indicating finanangrease in risk to shareholders and

not good for financial health.

Average Capital Adequacy Ratio before the merges @425, 29.62, 20.95, and
20.69 for the years 2004 to 2007 respectively. rAive merger the CAR was 15.74,
13.76, 16.51, and 17 respectively for the years92@02012. Therefore the bank
ability to meet their liabilities and other obligat as and when they fall due

decreased.

Table 4.2 CFC Stanbic Bank Itd financial performance indicators

Pre-mer ger Post-mer ger

ratio 2004 2005 2006| 2007 2009 2010 2011 2012
ROA 1.6 2.02 2.5 3.25 1.35 1.96 3.58 3.5
ROE 14.74 18.5 28.09 31.58 16.37 20.96 30.04 26
CAR 17.85 18.40 1796 16.58 16.04 16.2 19.04 255
D/E 7.81 8.32 10.18 5.65 11.13 9.69 7.39 6.43

Source: Researcher, 2013

CFC bank Itd and Stanbic bank merged to form CRISt Bank Ltd in year 2008.
Based on the findings in table 4.2 the average R®te two institutions was 1.6,
2.02, 2.5, and 3.25 for the years 2004-2007 resdygt showing a positive trend.
After the merger the CFC Stanbic Bank ROA was 11386, 3.58, and 3.5 for the
years 2009 to 2012 respectively. The ROA stabiliaftdr the formation of the new
company. Analysis shows that the ROA dropped afterger and then picked an

upward trend. Therefore analysis suggests a shghtovement.
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The average pre-merger ROE of the two institutiores 14.74, 18.5, 28.09, and
31.58, for the years 2004-2007 respectively. Aftex merger CFC Stanbic Bank
posted of 16.37, 20.96, 30.04 and 26 for the y2a869 to 2012 respectively. ROE
show a sharp decline immediately after merger aedetafter an upward trend. The

findings suggest that there was a slight improveraéier merger.

Analysis of debt to Equity ratio suggests increimsthe firms’ leverage used by the
bank after the merger. The premerger average DABeofnstitution was 7.81, 8.32,
10.18 and 5.65 respectively from year 2004-200peetively and after merger the
D/E was 11.13, 9.69, 7.39 and 6.43 respectively thar period 2009-2012. The
findings shows debt to equity ratio increased after merger, indicating an increase

in risk to shareholders and not good for finanhidlth.

The average Capital Adequacy Ratio before the mduogethe two institutions was
17.85, 18.40, 17.96, and 16.58 for the period 2B0d7 respectively. After the
merger the CAR was 16.04, 16.2, 19.04, and 25.5peaively for the years 2009-
2012. Therefore the bank was able to meet thdiiliti@s and other obligation as and

when they fall due.

Table 4.3 Kenya Commercial Bank Itd financial performance indicators

Pre-merger Post-merger

ratio 2006 2007 2008| 2009 2011 2012
ROA 2.5 3.2 3.45 | 4.36 4.98 5.2
ROE 22.85 30.93 36.85 44.48 31.18 29.8
CAR 20.74 16.96 15.19 20.18 20.69 22.7
D/E 8.1 8.67 9.49 | 8.8 5.24 4.73

Source: Researcher, 2013
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Kenya Commercial Bank Itd merged with Savings avahs$ (K) Itd to form Kenya

Commercial Bank Itd in year 2010. The analysis dasa table 4.3, shows the
average ROA of the two institutions before the reesgas 2.5, 3.2, 3.45, and 4.36 for
the years 2006-2009 respectively. After the metger ROA was 4.98, 5.2 for the
years 2011 to 2012 respectively suggesting an ivgonent in firm performance after

the merger.

The average ROE of the two institutions was 2238693, 36.85, 44.48 for the period
2006-2009 respectively and 31.18 and 29.8 for #mtod 2011 to 2012 respectively

suggesting downwards trends after the merger.

Analysis of Debt to Equity ratio suggests increas¢he firms’ leverage after the
merger. The premerger average D/E of the instiuti@s 8.1, 8.67, 9.49, and 8.8
respectively from year 2006-2009 respectively after ahe merger the D/E was 5.24
and 4.73 respectively for the period of 2011-20M2e finding shows debt to equity
ratio increased, indicating an increase in riskst@mreholders and not good for

financial health.

The average Capital Adequacy Ratio before the mdogethe two institutions was
20.74, 16.96, 15.19, and 20.18 for the years 2@W® 2espectively. After the merger
the CAR was 20.69 and 22.7 respectively for they@811-2012. Therefore based
on findings the banks improved its ability to m#edir liabilities and other obligation

as and when they fall due.
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Table 4.4 Jamii Bora Bank Ltd financial performanceindicators

Pre-mer ger Post-mer ger

ratio 2006 2007 2008| 2009 2011 2012
ROA -2.3 -3.1 -0.5 -1.26 -1.79 1.5
ROE -4.79 -8.74 -0.9 -2.2 -2.43 2.5
CAR 75.71 77.93 78.271 94.28 110.48 83.6
D/E 1.08 1.82 0.80 0.74 0.36 0.67

Source: Researcher, 2013

Jamii Bora Bank Itd merged with City finance bamd 1o form Kenya Jamii Bora

Bank Itd in year 2010. The analysis based on tdblethe average ROA of the two
institutions before merger was -2.3,-3.1,-0.5 atd26 for the years 2006-2009
respectively. After the merger the ROA was -1.48] 4.5 from year 2011 to 2012
respectively. The finding as per table 4.4 shoves #fthough the ROA was negative

before merger it improved after the merger to atpesROA of 1.5 in 2012.

The average ROE of the two institutions was -48/94,-0.9 and -2.2 for year 2006-
2009 respectively and -2.43 and 2.5 for the yed0$12to 2012 respectively

suggesting positive performance after the merger.

Analysis of Debt to Equity ratio suggests increasehe firms’ leverage after the
merger. The premerger average D/E of the institutias 1.08, 1.82, 0.80 and 0.74
respectively for the years 2006-2009 respectively after the merger the D/E was

0.36 and 0.67 for the period 2011-2012. The finglimglicate that, debt to equity ratio
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increased, indicating an increase in risk to shadsrs and not good for financial

health of the firm.

The average Capital Adequacy Ratio before the mduogethe two institutions was

75.71, 77.93, 78.27, and 94.28 for year 2006-2@89actively. After the merger the
CAR was 110.48 and 83.6 respectively for the y@arkl-2012. Therefore the bank
improved its ability to meet their liabilities aradher obligation as and when they

were due.

Table 4.5 Equatorial Commercial Bank Itd financial performance indicators

Pre-mer ger Post-mer ger

ratio 2006 2007 2008| 2009 2011 2012
ROA 1.45 1 -0.05| -6.51 0.55 -0.46
ROE 10.66 9.13 -0.05] 7305.28 591 -90.8
CAR 20.63 18.58 18.34 8.35 14.27 8.9
D/E 7.37 9.03 7.5 -494.28 9.7 18.74

Source: Researcher, 2013

Equatorial Commercial Bank Itd and southern Cr&gihking corporation Itd joined

to form Equatorial Commercial Bank in year 2010eTndings based on table 4.5
shows that the average ROA of the two institutibefore the merger was 1.45, 1,-
0.05 and -6.51 for the years 2006-2009 respectivier the merger the ROA was
0.55 and -0.46 for the years 2011 to 2012 respdgtivihe finding as per table 4.5

shows that there was decline in firm performanterdhe merger.
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The average ROE of the two institutions was 10%63,-0.05 and 7305.28 for the
years 2006-2009 respectively and after the merdgkr &nd -90.8 for the years 2011

to 2012 respectively suggesting negative performafier the merger.

Analysis of Debt to Equity ratio suggests increasehe firms’ leverage after the
merger. The premerger average D/E of the institutvas 7.37, 9.03, 7.5 and -494.28
for the years 2006-2009 respectively and after eretije D/E was 9.7 and 18.74
respectively for the period 2011-2012. The findirgfiow debt to equity ratio as

increased indicating increase in risk to sharehisldad not good for financial health.

The average Capital Adequacy Ratio before the mdogethe two institutions was
20.63, 18.58, 18.34, and 8.35 for the years 20@® 2@spectively. After the merger
CAR was 14.27 and 8.9 respectively for years 200122 Therefore the bank ability

to meet their liabilities and other obligation aslavhen they fall due declined.

Table 4.6 Kenya Commercial Bank financial performance indicators

005
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Pre-merger Post-merger

ratio 1997 1998 1999| 2000 2002 2003 2004
ROA 1.08 1.07 1.25 2.4 -3.5 1.17 1.32
ROE 3.63 6.29 3.48 -19.42 -74.1 18.28 13.49
D/E 1.61 5.2 1.79 9.7 20.17 14.62 9.22

A6

Source: Researcher, 2013

Kenya Commercial Bank Ltd merged with Kenya comnarcredit Finance

Company to for Kenya commercial bank of Kenya hdyear 2001. Based on the
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findings in table 4.6 the average ROA before thegeewas 1.08, 1.07, 1.25 and -2.4
for the years 1997-2000. After the merger ROA oiwv\Bank posted positive and
stable rates since acquisition for the years 205 2f -3.5, 1.17, 1.32 and 1.8 3

respectively.

The analysis of average ROE suggests an improveimédinin performance after the
merger. Before the merger the ROE was 3.63, 6.2, &and -19.42 for the years
1997-2000. After the merger the ROE dropped sigaifily to -74.1 before picking

ground, 18.28, 13.49, and 19.5 respectively forpeod 2002-2005.

Analysis of Debt to Equity ratio suggests increiasthe firms’ leverage after merger,
the premerger average D/E of the institution wa&i,15.2, 1.79 and 9.7 from year
1997-2000 respectively and after the merger thevizdg, 20.17, 14.62, 9.22, and 9.46
respectively for the period 2002-2005. The findingjsow debt to equity ratio
increased, indicating an increase in risk to shadsrs and not good for financial

health.

Table 4.7 Citi Bank NA financial performance indicators

Pre-merger Post-mer ger

ratio 1997 1998 1999 2000 2002 2003 2004 2005
ROA 5.05 3.07 3.72 2.86 3.2 2.39 1.37 3.47
ROE 7.55 6.97 6.25 24.14 285 19.81 10.14 28.99
D/E 0.71 1.43 0.64 7.56 7.91 7.29 6.4 5.91

Source: Researcher, 2013

39



Citi bank NA Merged with ABN Amro bank Ltd to fori@itibank NA in year 2001.
The analysis based table 4.7, the average ROA defarger was 5.05, 3.07, 3.72
and 2.86 for years 1997-2000. After the merger R&@ANew Bank posted positive
and stable rates since acquisition for the yea@2-2005 of 3.2, 2.39, 1.37 and 3.47

respectively. The findings indicate improvemenp@rformance based on ROA.

The analysis of average ROE suggests an improveimédinin performance after the
merger. Before the merger the ROE was 7.55, 6.25, @nd 24.14 for the year 1997-
2000 respectively. After the merger the ROE wass,289.81, 10.14 and 23.99
respectively for the period 2002-2005. The findinigglicate improvements in

performance after the merger.

Analysis Debt to Equity ratio suggests increasiénfirms’ leverage after the merger,
the pre-merger average D/E of the institution wadl 01.43, 0.64 and 7.56  from
year 1997-2000 respectively and after merger the Was 7.91, 7.29, 6.4 and 5.91
respectively for the period 2002-2005. The findirgjsows debt to equity ratio
increased after the merger, indicating an incré@asisk to shareholders and not good

for financial health of the firm.
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Table 4.8 Southern

Credit Banking Corp Bank Ltd financial performance

005

.02

98

indicators
Pre-mer ger Post-mer ger
ratio 1997 1998 1999| 2000 2002 2003 2004
ROA 2.76 -5.14 -5.83| -7.69 0.4 1.32 1.37
ROE 6.2 6.91 -4.8 -61.26 3.2 10.62 12.07
D/E 0.91 -1.025 0.69 6.23 7 7.05 7.81

Source: Researcher, 2013

Southern Credit Corp. Itd merged with bullion Balokl to form Southern Credit
Corp. Itd in year 2001. Based on the findings inld¢a4.8 the average ROA Before
merger was 2.76, -5.14, 5.83 and 7.69 for the yE283-2000. After the merger ROA
of New Bank posted positive and stable rates sancgiisition for year 2002-2005 of
0.40, 1.32, 1.37 and 0.62 respectively. The finglingdicate improvement in

performance based on ROA.

The analysis of average ROE suggests an improveiméinin performance after the
merger. Before the merger the ROE was 6.2, 6.%l,ahd -61.26 for the years 1997-
2000 respectively. After the merger the ROE was, 3@62, 12.07 and 5.98

respectively for the period 2002-2005. The findinigslicate improvements in

performance

Analysis of Debt to Equity ratio suggests increasehe firms’ leverage after the

merger. The average premerger D/E for two instingiwas 0.91, -1.025, 0.69 and
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6.23 from year 1997-2000 respectively and aftemtleeger the D/E was 7, 7.05, 7.81
and 8.65 respectively for the period 2002-2005. flidings show debt to equity ratio
increased, indicating an increase in risk to shadsrs and not good for financial

health.

Table 4.9 Cooperative Bank Itd financial performance indicators

Pre-merger Post-merger

ratio 1998 1999 2000| 2001 2003 2004 2005 2004
ROA -10.53 -5.78 -4.33| -5.03 04 0.57 0.99 1.6
ROE 70.07 92.47 -89.6490.06 8.61 10.72 17.39 25.64
D/E -10.66 -18.9 20.15 -5 20.53 17.81 16.57 15.01

Source: Researcher, 2013

Co-operative Bank Kenya Itd merged with Co-opertmerchant Itd to form Co-
operative Bank Kenya Itd in year 2002. Based orfitidings in table 4.9 the average
ROA before merger was -10.53, -5.78, -4.33 and3-500 the years 1998-2001. After
the merger ROA of New Bank posted positive andlstadtes since acquisition for
the years 2003-2006 was 0.4, 0.57, 0.99, and %geotively. The findings indicate

improvement in performance based on ROA.

The analysis of average ROE suggests an improveiméinin performance after the
merger. Before the merger the ROE was 70.07, 98¥G-and 90.06 for the years
1998-2001. After the merger the ROE was 8.61, 10L7235, and 25.64 respectively

for the period 2003-2006. The findings indicate ioyements in performance.
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Analysis of Debt to Equity ratio suggests an insee&n the firms’ use of leverage
after the merger. The average premerger D/E oftwieeinstitutions was —10.66, -
18.9, 20.15 and -5 from year 1998-2001 respelgtiand after the merger the D/E
was 20.53, 17.81, 16.57 and 15.03 respectivelyttie period 2003-2006. The
findings show debt to equity ratio as increasedlciating an increase in risk to

shareholders and not good for financial health.

Table 4.10 I nvestment and M ortgage Bank Ltd financial performance indicators

006
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Pre-merger Post-merger

ratio 1998 1999 2000| 2001 2003 2004 2005
ROA 1.84 1.95 2.04 1.86 2.23 2.37 2
ROE 8.12 6.61 14.89 14.11 17.85 21.61 23.79
D/E 3.26 2.43 6.43 6.76 7 8.12 10.9

Source: Researcher, 2013

Investment and mortgage bank Itd merged with BieshBank Ltd to Form

Investment and mortgage bank Itd in year 2002. @asethe findings in table 4.10
the average ROA before the merger was 1.84, 1.08,dhd 1.86 for the period 1998-
2001. After the merger ROA of New Bank posted pesitand stable rates since
acquisition for the period 2003-2006 of 2.23, 2.27,and 3.1 respectively. The

findings indicate improvement in performance basedROA.

The analysis of average ROE suggests an improveimédinin performance after the
merger. Before the merger the ROE was 8.12, 6.6891and 14.11 for the 1998-

2001 respectively. After the merger the ROE was33,721.61, 23.79, and 33.5
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respectively for the period 2003-2006. The findinigslicate improvements in

performance.

Analysis of Debt to Equity ratio suggests increiasthe firms’ leverage after merger.
The premerger average D/E of the two institutioress v3.26, 2.43, 6.43 and 6.76
from year 1998-2001 respectively and after meriger/E was 7, 8.12, 10.9 and 9.8
respectively for the period 2003-2006. The findirgfiow debt to equity ratio as

increased, indicating an increase in risk to shadeis and not good for financial

health.

Table 4.11 Commercial bank of AfricaLtd financial performance indicators

Pre-mer ger Post-mer ger

ratio 2001 2002 2003| 2004 2006 2007 2008 2009
ROA 2.53 2.05 242 2.09 2.9 3.5 3.3 3
ROE 23.95 19.15 22.5% 19.57 36.1 31.03 34.2 2[7.96
CAR 31.8 26.85 2405 17.8 15.29 141 13.04 12.85
D/E 8.64 8.68 7.86 8.55 11.45 7.87 9.36 8.32

Source: Researcher, 2013

Commercial Bank of Africa Iltd merged with First Anean bank to form
Commercial Bank of Africa Itd in 2005. The findings4.11 shows that the average
ROA before the merger was 2.53, 2.05, 2.42 and fa0the years 2001-2004. After

the merger ROA of New Bank posted positive andlstadtes since acquisition for

the period 2006-2009 of 2.9, 3.5, 3.3, and 3 respy.
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The analysis of average ROE suggests an improveimdirm’s performance after
the merger. Before the merger the ROE was 23.935122.55, and 19.57 for the
years 2001-2004. After the merger the ROE stoo86at, 31.03, 34.2, and 27.96

respectively for the period 2006-2009.

The average Capital Adequacy Ratio was 31.8, 2@28%)5 and 17.8 for the years
2001-2004 and 15.29, 14.1, 13.02, 12.85 respeygtieelthe period 2006-2009. This
show’s that the bank ability to meet it shorts teybligations as and when they fall

due after merger decreased.

Analysis of Debt to Equity ratio suggests increas¢he firms’ leverage after the
merger. The premerger average D/E was 8.64, 8.88,ahd 8.55 respectively from
year 2001-2004 respectively and after the mergeit was 11.45, 7.87, 9.36 and
8.32 respectively for the period 2006-2009. Thelifigs shows debt to equity ratio
increased, indicating an increase in risk to shadsrs and not good for financial

health.

Table4.12 EABS Bank LTD financial performanceindicators

Pre-merger Post-merger

ratio 2001 2002 2003 2004 2006 2007
ROA 0.49 04 -7.89 -0.41 0.4 1
ROE 3.64 3 -50.89| -3.51 3.01 6.94
CAR 9.35 8 151 14.6 20.55 18.23
D/E 6.48 6.5 6.47 7.07 6.53 5.94

Source: Researcher, 2013
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East Africa Building society merged with Akiba Babtd to form EABS Bank Itd in

year 2005. However EABS Bank Itd was acquired i@ yiear 2008 by Eco bank
Kenya Ltd; hence post-merger period considered utide case is year 2006 and
2007. Based on the findings in table 4.12 avera@é Refore the merger was 0.49,
0.4, -7.89, -0.41 for the years 2001-2004. After terger ROA steadily increased to
stand at 0.4 and 1 through period 2006-2007 reisehct A comparison of average

ROA before and after the merger indicates tremesdoowth.

The average ROE for two institutions before thegaewas declining from 3.64, 3, -
50.89, and 3.51 respectively for the years 20042@0ter the merger EABS bank
had a positive ROE of stood at 3.01 and 6.94 resmée for the period 2006-2007

the growth was steady.

Average Capital Adequacy Ratio was 9.35, 8, 15d Bh6 for the years 2001-2004
respectively and 20.55 and 18.23 respectivelytfergeriod 2006 to 2007. This shows
that the bank is able to meet it short term obidayest as and when they fall due after

merger.

Analysis of Debt to Equity ratio suggests declinethe firms’ leverage after the
merger. The premerger average D/E was 6.48, 649, &d 7.07 from year 2001-
2004 respectively and after the merger D/E was @3 5.94 respectively for the
period 2006-2007. The findings shows debt to equétio decreased slightly,

therefore reduction in risk to shareholders whegood for financial health.
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Table 4.13 Bank of Africa Ltd financial performance indicators

Pre-acquisition Post-acquisition

ratio 2000 2001 2002| 2003 2005 2006 2007 2008
ROA 0.84 0.71 0.7 0.01 0.09 0.7 2 3.3
ROE 10.54 8.68 5.9 0.09 1.15 6.27 12.5 23.2
CAR 214 19.8 28.9 155 18.5 16.9 14.41 13.19
D/E 11.59 11.23 7.43 6 11.78 7.96 5.25 6.03

Source: Researcher, 2013

Bank of Africa Itd acquired Credit Agricola IndosuéK) Itd in 2004. Based on the
findings in table 4.13, the ROA of the Acquirer txef acquisition was 0.84, 0.71, 0.7,
and 0.01 for the period 2000-2003 respectivelyeAthe acquisition the ROA was
0.09, 0.7, 2, and 3.3 for the period 2005 to 208&ectively. The finding shows

improvement after merger.

The ROE of the Acquirer before acquisition was 40868, 5.9, 0.09 for the years
2000-2003 respectively and 1.15, 6.27, 12.5, 232 the years 2005 to 2008
respectively after the acquisition. The finding per the table 4.13 shows an

improvement after acquisition to a positive ROER8f2 in 2008.

Analysis of Debt to Equity ratio shows a slightclilee in the leverage after the
merger. The premerger D/E of the institution was5®1 11.23, 7.43 and 6
respectively from year 2000-2003 respectivelg¢ after merger the D/E was 11.78,

7.96, 5.25 and 6.03 respectively for the period52P008. The findings show debt to
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equity ratio as decreased, indicating risk to dmalcers declined and good for

financial health.

The Capital Adequacy Ratio before the acquisitionthe acquirer was 21.4, 19.8,
28.9 and 15.5 for the period 2000-2003 respectivifier the acquisition the CAR
was 18.5, 16.9, 14.41 and 13.19 respectively ferybars 2005-2008. This show’s
bank ability to meet it short term obligations aml avhen they fall due after merger

because CAR declined.

Table 4.14 ECO bank Itd. financial performance indicator s

Pre-acquisition Post-acquisition

ratio 2004 2005 2006| 2007 2009 2010 2011 2012
ROA 0.42 0.07 0.4 1 -7.13 0.7 0.45 -4.8
ROE 3.29 0.56 3.01| 6.94 -53.6 3.76 7.03 -76.7
CAR 10.7 16.97 20.55 18.23 15.67 19.33 25.58 32.5
D/E 6.83 7 6.53 | 5.94 6.52 4.37 14.62 14.98

Source: Researcher, 2013

ECO bank Kenya ltd acquired EABS Bank Itd and Nastitutions is known as ECO
bank Itd. Based on the findings in table 4.14 treeAcquisition ROA of the acquirer
was, 0.42, 0.07, and 0.4 and 1 for the years 2004-2espectively. Post-acquisition
ROA was -7.13, 0.7, 0.45,-4.48 for the years 2G92Q12 respectively. The post-
acquisition ROA showed a mixed reaction after thquasition with huge negative

ROA suggesting that acquisition did not improvef@anance.
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The pre-Acquisition ROE was 3.29, 0.56, 3.01, 6184 the years 2004-2007
respectively and post-acquisition ROE was -53.6,3.03,-76.7 for the years 2009 to

2012 respectively suggesting positive performarfiee acquisition.

Analysis of Debt to Equity ratio suggests increiasirms’ leverage after the merger.
The premerger D/E of the institution was 6.83, .536and 5.94 respectively  from
year 2004-2007 respectively and after Acquisitiom D/E was 6.52, 4.37, 14.62 and
14.98 respectively for the period 2009-2012. Theifigs show debt to equity ratio as
increased, indicating an increase in risk to sh@dshis and no good for financial

health.

Capital Adequacy Ratio before the acquisition foe tAcquirer was 10.7, 16.97,
20.55, and 18.23 for year 2004-2007 respectivefierAhe acquisition the CAR was

15.67, 19.33, 25.58, and 32.5 respectively forytrmas 2009-2012.

4.3 Summary

The findings of Return on asset and return on Kquiticate that there was
significant increase in profitability of the banks results of mergers. The Debt to
Equity ratio showed that there was significant éase in firms leverage. Results from
Capital adequacy showed general increase therafmeeger improved internal

strength of the bank to withstand losses duringjscri
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Table 4.15 ROA Summary

Avar ages
Relative
Banks Current Name Premerger | post-merger | Change | Change

Prime Bank Ltd 2.779 2.618| -0.161 -5.803
CFC Stanbic Bank Ltd 2.343 2.598 0.255| 10.886
Kenya Commercial Banks Itd 3.376 5.090 1.714] 50.759
Jamii Bora Bank Itd -1.790 -0.145 1.645| -91.899
Equatorial Commercial Bank Itd -1.026 -2.025| -0.999| 97.320
Kenya Commercial Banks LTD 0.250 0.205| -0.045| -17.918
CITI BANK NA 3.674 2.608| -1.066| -29.023
Southern Credit Banking Corp

LTD -3.973 0.928 4.900| -123.348
Cooperative Bank Of Kenya Itd -6.413 0.890 7.303| -113.879
Investment and mortgage Bank

Ltd 1.920 2.425 0.505| 26.302
Commercial Bank Of Africa 2.270 3.175 0.905| 39.868
EABS BANK LTD -1.853 0.700 2.553| -137.787
Bank of Africa Itd 0.565 1.523 0.958| 169.469
Eco Bank Kenya Ltd 0.478 -2.695| -3.168| -670.370

Source: Researcher, 2013
The Analysis based on table 4.15 of the four yeaesages before merger and after

merger indicates a general increase in average &@Amerger.
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Table 4.16 ROE Summary

Averages

Relative
Banks Current Name Premerger | post-merger | Change | change
Prime Bank Ltd 14.438 23.705 9.268 64.190
CFC Stanbic Bank Ltd 23.226 23.343 0.116 0.501
Kenya Commercial Banks Itd 33.776 30.490 -3.286| 729.
Jamii Bora Bank Itd -4.158 0.035 4.193 -100.842
Equitorial Commercial Bank Itd 1831.251 -42.445 873.700| -102.318
Kenya Commercial Banks LTD -1.506 -5.795 -4.289 .280
CITI BANK NA 11.225 20.610 9.385 83.608
Southern Credit Banking Corp.
LTD -13.236 7.968 21.204 -160.19%
Cooperative Bank Of Kenya Itd 40.738 15.590 -25.148-61.731
Investment and mortage Bank Ltd  10.931 24.188 B3.25| 121.269
Commercial Bank Of Africa 21.303 32.323 11.020 B1.7
EABS BANK LTD -11.939 4.975 16.914 -141.671
Bank of Africa Itd 6.303 10.780 4.478 71.043
Eco Bank Kenya Ltd 3.450 -29.878 -33.328 -966.014

Source: Researcher, 2013

An analysis based on the findings in table 4.16oaf years premerger averages and

four years post-merger average indicate an inereafeturn on Equity confirming

that banks were able to efficient to efficientlyilimé shareholder funds at their

disposal thereby encouraging them to invest indhpasticular banks.
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Table 4.17 Debt to Equity ratio Summary
Banks Current Name Averages Change | Relative
Premer ger post-mer ger Change
Prime Bank Ltd 5.428 7.985 2.558 47.121
CFC Stanbic Bank Ltd 7.986 8.660 0.674 8.436
Kenya Commercial Banks Itd 8.783 4.985 -3.798 -338.2
Jamii Bora Bank Itd 1.110 0.515 -0.59% -53.604
Equatorial Commercial Bank-117.596 14.245 131.841-112.113
Itd
Kenya Commercial Banks LTD 4.574 13.368 8.794 168R.2
CITI BANK NA 2.584 6.878 4.294 166.183
Southern Credit Banking Corpl1.698 7.628 5.930 349.204
LTD
Cooperative Bank Of Kenya Itd -3.601 17.485 21.086685.526
Investment and mortgage BanKk.724 8.955 4.231 89.574
Ltd
Commercial Bank Of Africa 8.429 9.250 0.821] 9.743
EABS BANK LTD 6.629 6.235 -0.394| -5.940
Bank of Africa Itd 9.063 7.755 -1.308] -14.428
Eco Bank Kenya Ltd 6.575 10.123 3.548 53.954

Source: Researcher, 2013

Analysis of average debt to equity ratio indicatesrease after merger thereby

indicating increase in the leverage of the firneafherger as per table 4.17.
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Table 4.18 CAR Summary

Aver ages
Relative
Banks Current Name Premerger | post-merger | Change | Change
Prime Bank Ltd 25.625 15.753| -9.873| -38.527
CFC Stanbic Bank Ltd 17.696 19.195 1.499 8.469
Kenya Commercial Banks Itd 18.265 21.695 3.430| 18.779
Jamii Bora Bank Itd 81.548 97.040| 15.493| 18.998
Equatorial Commercial Bank
Itd 16.473 11.585| -4.888| -29.671
Cooperative Bank of Kenya 3.681 19.610| 15.929| 432.699
Investment and mortgage Bank
Itd 25.500 15.050 -10.450| -40.980
Commercial Bank Of Africa
Itd 25.125 13.815| -11.310, -45.015
EABS BANK LTD 11.763 19.390 7.628| 64.846
Bank of Africa Bank Itd 21.400 15.750| -5.650| -26.402
Eco Bank Ltd 16.613 23.270 6.658| 40.075

Source: Researcher, 2013

As per table 4.18 Analysis of average debt to gqaitio indicate general increase in

capital adequacy ratio which indicates that firmesevable to meet their liabilities and

other obligation as and when they fall due
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CHAPTER FIVE: SUMMARY, CONCLUSION AND
RECOMMENDATION

5.1 Introduction

The chapter presents a summary of results of padioce implications based on
findings in chapter four. The study gives recomnatioths on to the managements of
the banking industry on what they should do to owpr performance following

mergers and acquisition. The recommendations &septed also based on objective

of the study after which recommendation for furtfeearch.

5.2 Summary of the findings

In this study, the performance implication of mesgand acquisitions in the banking
industry in Kenya has been examined. In investggtinese issues the pre-merger and
post-merger behaviour was examined using performaneasures based on the
secondary data of the banks that underwent megsgeisacquisition for the period
2000 to 2010 and CBK bank annual supervision anmepbrts. The four years
consecutive immediately before and the four yearsecutive immediately after the
merger were considered in the study as the preen@eyiod and post-merger period

respectively.

The objective of the study was to establish peréoroe of mergers and Acquisitions

in the banking industry in Kenya from the financa#atistic discussed in chapter four,

Performance measures examined were: ROA, ROE, CRIRDAE.
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An analysis on the performance implications of M&A ROA finds that the banks
that undergone M&A significant improvement in ptably of the institution, Where

64% of cases under study showed an improvemertiarfibancial performance in

post-acquisition period. For example CFC Stanb&nl8 The average premerger
ROA was 2.343 and post -merger average ROA was8xb8wing a net increase of
0.255. Kenya Commercial Bank Ltd Merger with Sasiagd Loans (K) Itd posted an
average increase in ROA from 3.376 to post incraasb.090. Jamii Bora Bank
merger with city finance a posted significant grovirom average premerger ROA of
-1.790 to -0.145. Investment and Mortgage bankegaba significant increase from
1.920 to 2.425. Cooperative bank of Itd mergehwitooperative merchant Bank
posted premerger average of -6.413 to post mer@éy & 0.890 and merger between
commercial bank of Africa posted an increase immaeger ROA from 2.270 to 3.175,
However ROA of some institutions dropped for examplime Bank Itd which

dropped from average of 2.779 to 2.618, Equatopaimercial Bank which dropped
from average of -1.026 to -2.025 and Eco bank whidpped from Average of 0.473
to -2.695.and also Average decline was witnesse@iinBank NA merger with

Bullion from average of 3.674 to 2.608 after mergéomparison made between
merging and acquiring firms on basis of increas®@MA, then more number have

increased their ROA.

An analysis of ROE indicate that 64% of cases urnither study showed an
improvement in the financial performance in positasition period, The findings
indicate that in comparison between merging firnaserfirms were able to efficiently
utilize shareholders funds at their disposal thgmicouraging investing more in the

banks.
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The findings indicate that Pre merger average RECFC Stanbic Bank is 23.226,
and post-merger average ROE is 23.343. The findimdjsate that Jamii Bora bank
average ROE increased from -4.158 to -0.035. GinlBNA average ROE increase
drastically from 11.225 to 20.610 after the merdaralysis showed also firms with
ROE reducing after merger for example Cooperatiaekbwhich average ROE
Reduced from 40.738 to 15.590 after merger. Theragee ROE for Eco bank
decreased from 3.450 to -29.878 and average ROEmk&nger between Kenya
Commercial Bank and Savings and Loans (K) Ltd deabfrom 33.776 to 30.490

after merger.

Analysis of debt to equity ratio showed an increaséhe ratio, with 71% of cases
under study increasing showing an increase in DHe findings for prime bank Itd

merger with prime capital and Credit posted angase in debt to equity ratio from
5.428 to 7.985 after the merger. An average D/EEfay bank Itd acquisition of EABS

Bank suggests an increase in debt to Equity rabenf6.575 to 10.123 after the
merger. The findings indicate marginal increase@&C Stanbic Bank increase in
D/E from 7.986 premerger to 8.660 after merger, asynificant increase in Debt to
Equity for Commercial Bank of Africa for from 8.428 9.250 after the merger. The
findings of East Africa Building society with Akibbhank Itd average D/E dropped
marginally from 6.629 to 6.235 after mergers. Therage D/E of Bank of Africa

reduced from 9.063 to 7.755 premerger and posteneggpectively. The Average
of D/E of Jamii Bora Bank reduced from 1.110 tol® pre-merger and post-merger

respectively.
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An analysis of CAR indicate an improvement this nefirms were able to meet their
obligation and other liabilities as and when they due, 63% of cases under study
showed an increase in CAR. Some banks posted asase in CAR others posted a
decrease. The findings indicate some firms thaé tsted positive increase in CAR
for example. The average CAR for CFC Stanbic baogtgd an increase from 17.696
to 19.195 after merger. The findings show thahy&e Commercial Bank merger
with savings and loans Kenya posted an increaSAR from 18.265 to 21.698. The
findings also find that Jamii Bora bank average UAgteased from 81.548 to 97.040
after merger. However some firms posted a decr@aseAR ratio for example
Equatorial Commercial bank which average CAR ratéxreased from 16.473 to
11.585 after the merger and Prime bank Itd whicstguba decrease in average CAR

from 25.625 to 15.753 after the merger.

5.3 Conclusion

The study attempted to determine performance imptio of mergers and acquisition
in the banking industry in Kenya, based on datasgmttion in chapter four and
summary of the findings above performance implaratf mergers and acquisition in
Kenyan banking industry improves with mergers anduésition. Measurement of
performance implication of mergers and acquisitltat have undergone mergers and
acquisition during the period 2000-2013 was achdelg calculating ROE, ROA,
CAR and D/E ratio. Through the analysis, sufficiemidence to conclude that M&A
have clear positive performance implication of neesgand acquisition in the banking

Industry in Kenya was found.
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The findings suggest that the process of financiahsolidation and banking reforms
in Kenyan banking industry have achieved desiradlte in improving performance
in the banking sector and therefore support thegption that M&A generate
synergy. In most banks the financial performance ingroved in post-merger time
period when comparing with premerger time periodh® same bank. Where’s in
cases of M&A under study ROA and ROE showed an avgmment in the financial
performance in post-acquisition period, at the saime the study establishes that
Debt to Equity ratio increased, a clear indicatibat Debt was used to finance the
merger, and an increase in debt to Equity ratice@se financial risk to equity
shareholders. The study indicate that banks CA&eased, thereby financial
performance improved since Capital adequacy ratidiiectly proportional to the
resilience of the bank to crisis situations and thasct effect on the profitability of
banks. The profitability of new institution formedn M&A registered high
profitability as indicated in the findings and thesnsistent with the theory of
efficiency which suggests, in fact, that mergerdl wnly occur when they are
expected to generate enough realizable synergiemke the deal beneficial to both

parties.

5.4 Limitation of the study

The findings in this study may not stand the tddbaing truly representative due to
the fact that this study focused on banking inguatrd may not be representative to
different industries. Data used was secondary dathered for other purposes and

data available was limited.
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The study is also limited due to the fact thattihee available for this study was too
short to do thorough work. Additionally, the resuttould be influenced by some
possible extraneous variables like sudden changethd socio-economic and or

business environment that the research did notrcove

5.5 Recommendation for Research

In further research, it could be interesting toedeiine if strategies undertaken by
those banks that showed profitability and were ived in M&A had a role in their

positive performance. Based on the findings of théper, it might suggest that
positive bank performance found can be attributeldatving similar strategies in asset

structure, diversity of loans or credit risk straés.

Similar studies can be carried out on the lages semergers and acquisition deals,
the profitability of bidder firms and target firnasd different kinds of strategies like
related mergers, tender offers, and differenceemulations for M&A in different

countries.

59



REFERENCES
Alexandru, C., Genu, G., Romanescu, M.L. (2008),Aksessment of Banking
Performances-Indicators of Performance in Bank AMd&RA Paper No.

11600.

Andrade and Stafford (2004), Investigating the ecoic role of mergerslournal
Of Corporate Finance, Vol.10, pp. 1-36.

Athanasoglou, P.P., Sophocles, N.B., Matthaios,. [2D05) Bank-specific, industry-
Specific and macroeconomic determinants of banKitphality. Working

paper, Bank of Greece. 1(1), 3-4.

Ayadi, R., Pujals, G. (2005). "Banking mergers anduisitions in the EU;
Overview, assessment and prospects”, The European
Money and finance forum, SUERF, Vienna

Brealey, R.A., Myers, S.C., Allen, F, & Mohanty(R007). Principles Corporate

Finance. New Delhi;: McGraw Hill.

Brigham. F.E., Ehrhardt. M.C, (2005). Financial Mgament, Text and Cases,

Buono, A.F. (2003). Seam-less post-merger integnairategies: a cause for

Concern, Journal of Organizational Change Managénwvai. 16 No. 1, pp.

90-8.

Central Bank of Kenya (2013) Bank Supervision ArriReport, Kenya.

60



Chesang, C. (2002). Merger restructuring and firperformance
Of commercial banks in Kenya, Unpublished MBA Pabje

University of Nairobi, 2002.

Cooper, D. R., Schindler, P. S. (2006). BusineseReh Methods,
New Delhi: Tata McGraw Hill.
Dang, Uyen. (2011) the CAMEL Rating System in BagkSupervision: a Case

Study of Arcada University of Applied Sciencesglmational Business.

Diamond, D.W., Raghuram, A. (2000) A Theory of BaBépital. The Journal of

Finance 52(6), 12-23.

Dunning (2007), Alliance, Capitalism and Global Biess

Gaughan, Patrick A. (2007Ylergers, Acquisitions, and Cor porate Restructurings

(4th Edition). New York: Wiley and Sons.

Gugler, K., D.C. Mueller, B.B. Yurtoglu, and C. 2hiner, (2003). The effects of

Mergers: an international comparison, Internaticgimairnal of Industrial

Organization 21, 625-653.

Hitt, M.A,, Ireland, R.D. and Hoskisson, R.E. (2D03trategic Management:

Competitiveness and Globalization Concepts, Souéstésn, London.

61



Houston, J. H., Ryngaert, M.,"The overall gainsiiriarge bank mergers”, journal of

Banking and Finance, 18 (6), pp.1155-1176, 1994.

Kemal, M. U.,"Post-Merger Profitability: A Case Bbyal Bank of Scotland (RBS),

International Journal of Business and Social S&aekol. 2, No. 5,

Kithinji, M. (2007) Effects of mergers on financirformance of none listed banks

In Kenya. Unpublished MBA Project, University of iNzbi.

Klein, P. G., (2001) were the acquisitive congloates inefficient? Rand

Journal of Economics, 32: 745-761

Khrawish, H.A. (2011) Determinants of CommerciahBs Performance: Evidence
From Jordan. International Research Journal ofrfé@and Economics. Zarga

University, 5(5), 19-45.

Wen, W. (2010) Ownership Structure and Bankingdarince: New Evidence in
China. Universitat Autonoma de Barcelona DepartmBieconomia de

L’'empresa, 2010.

Lipton (2006), Merger waves in the 19th, 20th addtZentury.

Luypaert (2008), Determinants of Growth through M&A&mpirical Results from

Belgum.

62



Malmendier, U., and G. Tate, (2008). Who makes @stttpns? CEO
Overconfidence and the market’s reaction. JourhBlrancial Economics,

89: 20-43.

Malmendier, U., and G. Tate, (2005). CEO Overcaniice and Corporate

Investment,Journal of Finance 60(6), 2661-2700.45-761

Maranga, C. (2010). Effects of Mergers and Acquisiton costs and scale of
efficiency
Of combined commercials banks in Kenya. UnpublisidBA Project,

University of Nairobi.

Martynova, M., and L. Renneboog, (2008) A CenturgZorporate Takeovers:
What Have We Learned and Where Do We Stand? JoofB#nking and

Finance 32(10), 2148-2177.

Mohan, S.M. and Suganthi, L. (2001), “B2B mergarthe new economy”, Indian

Management Magazine, Vol. 3, pp. 44-55.

Motta, M., (2004). Competition Policy Theory ancé&tice, Cambridge

University Press,

Murthy, Y., Sree, R. (2003) A Study on FinanciatiBsof major Commercial Banks.
Research Studies, College of Banking & Financialdists, Sultanate of

Oman.

63



Pandey (2008), Financial Management. Ninth Edit\dkas.

Pawaskar, V. (2001). Effects of mergers on corgopatrformance in India, Vikalpa,

Vol. 26No. 1, pp. 19-32.

Powell and Yawson (2005). Industry aspects ofda&es and divestitures: Evidence

From the UK, Journal of Banking & Finance, Vol.2®. 3015-3040.

Ross, S.A., Westerfield, R.W., Jaffe, J., & Kak&K. (Ed.) (2009). Corporate

Finance (8 Ed). New Delhi: McGraw Hill.

Sapienza, P. (2002). The effect of banking merger®an contractslournal of
Finance, Vol. LVII No. 1, and pp. 329-67.
Sharma, V., (2009). Do Bank Mergers create shadehafalue? An Event study

analysis, Macalester College.

Shleifer and Vishny (2003), Stock market drivenuasigions, Journal of Financial
Economics, Vol.70, pp. 295-311.
Wang (2008). The Macro - Determinants of M&A TimimgChina,Journal of

Finance and Management.

Weston, F.J., M.L. Mitchell and H.J. Mulherin, (200Takeovers, Restructuring
And Corporate Governance, Pearson Prentice Hpplle Saddle River, New

Jersey. Cambridge.

64



APPENDICES

APPENDIX I: List of Banks that have undergone Mergers and
acquisitions
Date
No.|I nstitution Merged with Current Name
approved
All 9 Financia
9 Financig Consolidated Ban
1 Institutions Merge 1989
Institutions of Kenya Ltd
together
Indosug Merchan Credit Agricolg
2 Banque Indosuez 10.11.1994
Finance Indosuez
Transnational Transnational Bar Transnational Bar
3 28.11.1994
Finance Ltd. Ltd. Ltd.
Ken Baroda Finan¢Bank of Baroda (KBank of Baroda (K
4 02.12.1994
Ltd. Ltd. Ltd.
First American|First American Ban|First American Ban
5 05.09.1995
Finance Ltd. Ltd. (K) Ltd.
Bank of India FinangBank of Indig
6 ||Bank of India 15.11.1995
Ltd. (Africa) Ltd.
Stanbic Bank (K|Stanbic Finance (KStanbic Bank Keny
7 05.01.1996
Ltd. Ltd. Ltd.
8 |Mercantile Finang/Ambank Ltd. Ambank Ltd. 15.01.1996
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Ltd.
9 ||Delphis Finance LtgDelphis Bank Ltd. Delphis Bank Ltd.|| 17.01.1996
CBA Financid/Commercial Bank ¢Commercial Bank (
10 26.01.1996
Services Africa Itd Africa Itd
11 || Trust Finance Ltd. | Trust Bank (K) Ltd. Trust BR4iK) Ltd. |07.01.1997
National IndustrigAfrican Mercantil¢
12 NIC Bank Ltd. 14.06.1997
Credit Bank Ltd. Banking Corp.
Giro Commercig
13 ||Giro Bank Ltd. Commerce Bank Ltd 24.11.1998
Bank Ltd.
First Natimal Financ
14 ||Guardian Bank Ltd Guardian Bank Ltd/| 24.11.1998
Bank Ltd.
Diamond Trust Ban|Premier Savings Diamond Trust Ban
15 12.02.1999
(K) Ltd. Finance Ltd. (K) Ltd.
National Bank q|Kenya National Capit{National Bank 0
16 24.05.1999
Kenya Ltd. Corp. Kenya Ltd.
Standard Charter¢Standard Charter¢Standard Charter
17 17.11.1999
Bank (K) Ltd. Financial Services Bank (K) Ltd.
Barclays Bank ¢Barclays MercharBarclays Bank ¢
18 22.11.1999
Kenya Ltd. Finance Ltd. Kenya Ltd.
Habib Bank A.G
19 ||Habib A.G. Zurich || Habib Africa Bank Ltd. 30.11.1999
Zurich
20 ||Guilders Inter. Ban|Guardian Bank Ltd. Guardian Bank Ltfl. 03.12.1999



Ltd.

Paramount Univers|

21 |Universal Bank Ltd}| Paramount Bank Ltd 11.01.2000
Bank
Kenya CommerciiKenya CommercigKenya Commercig
22 21.03.2001
Bank Finance Co. Bank Ltd.
23 ||Citibank NA ABN Amro Bank Ltd.|| Citibank NA 16.12001
Southern Cred|Southern Cred
24 | Bullion Bank Ltd. 07.12.2001
Banking Corp. Ltd.  |Banking Corp. Ltd.
Co-operative Co-operative Ban
25 Co-operative Bank Itd 28.05.2002
Merchant Bank Itd of Kenya Itd
Investment & Mortgag|investment &
26 ||Biashara Bank Ltd. 01.12.2002

Bank Ltd.

Mortgage Bank Ltd

First American Ban|Commercial Bank ¢Commercial Bank ¢
27 01.07.2005
Itd Africa Itd Africa Itd
East Africar
28 Akiba Bank Itd EABS Bank Itd 31.10.20056
Building Society
Prime Capital &
29 Prime Bank Ltd. Prime Bank Ltd. 01.01.20Q8
Credit Ltd.
CFC Stanbic Bar
30 || CFC Bank Ltd. Stanbic Bank Ltd. 01.06.2008
Ltd.
Savings and LogKenya CommercigKenya Commercig
31 01.02.2010
(K) Limited Bank Limited Bank Limited
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City Finance Ban Jamii Bora Ban

32 Jamii Bora Kenya Ltd 11.02.2010
Ltd. Ltd.
Equatorial Southern Cred|Equatorial

33 ||[Commercial Ban|Banking CorporatiogCommercial Ban|01.06.2010
Ltd Ltd Ltd
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Acquisitions

Date
No.|I nstitution Acquired by Current Name
approved
1 ||Mashreq Bank Ltd. Dubai Kenya Ltd|| Dubai Bank.Ltg01.04.2000
Credit Agricole IndosugBank of AfricgBank of Africg
2 30.04.2004
(K) Ltd. Kenya Ltd. Bank Ltd.
Ecobank KenyjEcobank Ban
3 ||[EABS Bank Ltd. 16.06.2008
Ltd. Ltd.

Source: www.centralbank.go.ke
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Appendix |I: DATA CAPTURE FORM

year -|year- |year- |year -

Institution/year | 4 3 2 1 year +1 | year+2 | year+3 | year+4

ROA Bank A

Bank B

Average

Combined Ban

year -|year- |year- |year -

Institution/year | 4 3 2 1 year +1 | year+2 | year+3 | year+4

ROE Bank A

Bank B

Average

Combined Ban

year -|year- |year- |year -

Institution/year | 4 3 2 1 year +1 | year+2 | year+3 | year+4

CAR Bank A

Bank B

Average

Combined Ban
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I nstitution/year

year -

year -

year -

year -

year +1 | year+2 | year+3 | year+4

D/E

Bank A

Bank B

Average

Combined Ban
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