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Abstract
In today’s globalize economy, Mergers and Acquisitions (M&A) are 
being increasingly used world over for improving competitiveness 
of companies through gaining greater market share, broadening 
the portfolio to reduce business risk, for entering new markets 
and geographies, and capitalizing on economies of scale among 
other. The main objective of this study was to establish whether M 
& As have any impact on the performance of commercial banks 
in Kenya broken down into the following specific objectives: to 
determine the profitability of merged institutions pre and post 
merger/acquisitions; to determine whether mergers/acquisitions 
have impact on shareholders’ value and to determine the effect of 
mergers/acquisitions on management efficiency. The population of 
interest in this study comprised of all the 20 banks that have merged 
or have been acquired in Kenya. The banks considered in this study 
were those that either merged or were acquired during the study 
period of 1997 to 2010. The study used secondary sources of data 
from published audited annual reports of accounts for the population 
of interest, C.B.K., N.S.E., C.M.A., and bank supervision annual 
reports from C.B.K. Financial data from Balance Sheets, Profit 
and Loss Accounts, and Cash Flow Statements of the 20 banks 
for the 13 years in calculating and analysing accounting ratios, 
also known as performance indicators.
The study used accounting ratios to analyse the financial 
performance of the 21 banks under study. For the pre-merger/
acquisition period, ratios for both the acquirers and the targets 
were examined in getting an indication of the relative performance 
of the acquirer and the target.
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I. Introduction 
In today’s globalize economy, mergers and acquisitions (M&A) are 
being increasingly used world over for improving competitiveness 
of companies through gaining greater market share, broadening 
the portfolio to reduce business risk, for entering new markets 
and geographies, and capitalizing on economies of scale among 
other (Kemal, 2011). The reasoning behind any corporate merger 
is that two companies are better than one because they increase 
shareholder value over and above that of the two separate firms 
(Sharma, 2009). The motives behind mergers and acquisitions 
are economies of scale, increase in market share and revenues, 
taxation, synergy, geographical and other diversification. 
A merger is the combination of two or more companies, generally 
by offering the stockholders of one company securities in the 
acquiring company in exchange for the surrender of their stock 
where one company or both loose entity. According to Halpern 
(1983), mergers occur when an acquiring firm and a target firm(s) 
agree to combine under legal procedures established in the states 
in which the merger participants are incorporated. Manne (1965) 
argued that in a merger, the acquiring concern will be a corporation 
and not an individual, and the medium of exchange used to buy 
control will typically be shares of the acquiring company rather 
than cash. A merger requires the explicit approval of those already 

in control of the corporation. And most statutes require more than 
a simple majority vote by shareholders to effectuate a merger. 
The term “acquisition” is used to refer to any takeover by one 
company of the share capital of another in exchange of cash, 
ordinary shares, or loan stock (Halpern, 1983). M & As have 
been popular methods of increasing the size and value of firms in 
modern times. Compared to the older system of increasing value 
through organic growth, M & As are faster and in most cases 
cheaper. The terms M & As have been used interchangeably in 
this study.
Firth (1979) suggests that benefits from mergers were unique 
and could only have been achieved by those two particular firms 
combining. If, for example, the acquired firm was obviously 
undervalued in the stock market then we would expect all the gains 
to go to the acquired firm’s shareholders as the various potential 
acquiring firms would compete amongst themselves (with rival 
bids) until all the profit potential disappeared. 
Kenya features a commercial banking system. CBK (2011) notes 
that, as at March 2011, there are 43 licensed commercial banks 
and 1 mortgage finance company. Out of the 44 institutions, 
31 are locally owned and 13 are foreign owned. The locally 
owned financial institutions comprise 3 banks with significant 
shareholding by the Government and State Corporations, 27 
commercial banks and 1 mortgage finance institution. 10 of the 
major banks are listed on the NSE. 17 mergers and 3 acquisitions 
have taken place in the banking sector in Kenya. The first wave 
of bank mergers in Kenya occurred in 1997 while the second in 
1998 and continues to the present day. Some mergers have been 
occasioned by the need to meet the increasing minimum core 
capital requirements and to enhance the institutions’ market share 
in the local banking environment. 

II. Purpose of the Study
Studies in this area in Kenya are in their nascent stages and the 
findings are inconclusive. Little has been done to clearly assess 
the success of bank restructuring tools used in Kenya. Following 
banking crisis experienced as a result of the collapse of Akiba 
Bank, the challenge for the authorities has been to try and contain 
crisis situation after realising that a sound banking system is critical 
for both economic growth and for economic stability
Chesang (2002) studied implications of merger restructuring 
on performance of commercial banks in Kenya and using 
ratio analysis she concluded that although there was improved 
performance in some cases, the extent of the contribution was 
not significant. Ayadi & Pujals (2005) studied banking M & As in 
Europe in the 1990s and results from ratio analysis suggest little 
improvement in profit efficiency in both domestic & cross-border 
mergers. Korir (2006) studied merger effects of companies listed 
in the NSE and concluded that mergers improve performance 
of companies listed at the NSE. Ochieng (2006) showed results 
that indicated a decline in earnings and lower ratios when CBA 
merged with FABK. Marangu (2007) studied effects of mergers 
on financial performance of non-listed banks in Kenya from 
1994-2001 and results of ratio analysis concluded that there was 
significant improvement in performance for the non-listed banks 
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which merged compared to the non-listed banks that did not merge 
within the same period. Kemal (2011) conducted a study to find 
the profitability of the Royal Bank of Scotland after merger deal 
with ABN AMRO Bank from 2006-2009 where he calculated 20 
ratios and concluded that the merger failed to pull up profitability 
thus proved to be a failure. 
Despite the findings of previous research M & As continues in 
Kenya. Could the impact of M and As in Kenya have changed 
or are managers suffering from self-delusion? Are managers 
lying, telling the shareholders that they are creating value but 
merely expanding their own power base and compensation? 
There are limited studies focusing on the impact of M & As on 
profitability of commercial banks in Kenya especially after raising 
the capital requirements for banks. This study therefore sought 
to fill this knowledge gap by establishing the impact of M & As 
on profitability of commercial banks in Kenya.
The main objective of this study was to establish whether M & 
As had a role in the performance of commercial banks in Kenya. 
The main objective was translated into the following specific 
objectives (SO):
SO1: To determine the profitability of merged institutions pre and 
post merger/acquisitions.
SO2: To determine whether mergers/acquisitions have impact on 
shareholders’ value.
SO3: To determine the effect of mergers/acquisitions on firm’s 
efficiency.

III. Background

A. Concepts of Mergers and Acquisitions
Hax and Majluf (1996) define mergers and acquisitions as a means 
of establishing the organizational purpose in terms of its long-
term objectives, action programs and resource allocation. A major 
obstacle faced by organizations seeking to merge or acquire others 
has been that of identifying the business area in which a firm 
should participate in order to maximize its long-term profitability 
(Hill and Jones 2001). 
David (1997) explains a merger as a process that occurs when 
two organizations of about equal size unite to form one enterprise. 
Thus, mergers involve friendly restructuring of the assets and 
resources for the companies involved in the combination (David 
(1997). Majority of mergers are friendly and are recommended 
by the directors and shareholders of both companies (Hill and 
Jones 2001).
Many directors and senior managers will today recommend 
to their board that merging or acquiring another company will 
assist the organization access to new or penetrate further into 
existing markets, acquire new products, technology, resources or 
management of talent (Jemison and Sitkin, 1986). The important 
factors that influence corporate strategy is the environment in 
which a company is operating. It is, in the search of suitable 
responses to that environment, that an organization realizes that it 
neither has the strengths needed, nor the time required to develop 
such strengths as the opportunity might get lost, that it seeks 
and identifies another firm with which to merge or to acquire, 
that has appropriate capabilities and competences (Hubert and 
Edward, 2006). 
According to Pike and Neale (2002), merger strategies are 
associated with the pooling of the interests of two companies 
into a new enterprise requiring the agreement by both sets of 
shareholders. Firms will thus seek that strategic position that 
will provide them with the maximum impact on the external 

environment, internal resources and competencies, and the 
expectations and influence of stakeholders (Johnson and Scholes, 
2002). Mergers and acquisitions strategies are used by firms in 
strategic positioning. 
A takeover or an acquisition, on the other hand, is defined as an 
acquisition by one company of the share capital of another in 
exchange for cash, ordinary shares, loan stock, or some mixture 
of the two: this directly results in the identity of the acquired being 
absorbed into that of the acquirer. Hill and Jones (2001) posit that 
a takeover is when the acquiring company gains control of another 
without the co-operation of its existing management. 
A number of scholars argue that mergers and acquisitions of 
companies are a common and important response to globalisation 
and the changing market environment (Boateng and Bjørtuft, 2003). 
Despite the increasing popularity of mergers and acquisitions, 
it has been reported that, more than two-thirds of large merger 
deals fail to create value for shareholders in the medium term 
(Reshcke and Aldag, 2000). Reshcke and Aldag (2000) found 
that the profitability of target companies, on average declines 
after an acquisition. However, the effect of M&A on innovation 
performance has been discussed controversially. While mergers 
have been regarded an effective instrument for reaping benefits 
of both scale and scope, this is often taken for granted without 
any further specifications. 

B. Mergers and Acquisitions in the Kenyan Context
In 2008, the then Finance Minister Amos Kimunya proposed to 
raise the minimum core capital for banks to 1 billion shillings from 
250 million shillings, giving 2012 as the deadline for all banks 
to comply (Kenyan banks consolidation, 2010). Subsequently, 
Kenyan banks are set for consolidation to meet the deadline to 
boost minimum core capital. Two lenders, Equatorial Commercial 
Bank and Southern Credit Bank have already completed a merger 
this year, citing the need to enlarge their branch network and 
balance sheet. The local implications on banks of enhanced capital 
rules abroad following the 2008 global financial crisis may also 
encourage mergers and acquisitions in the sector. Increased 
competition and capital adequacy requirements under Basel III 
are likely to be the key drivers behind sector consolidation.
Among the recent mergers are CFC/Stanbic Bank mergers, EABS-
Akiba Bank merger, EABS/ECOBANK. The 2003 merger of two 
local companies Apollo Insurance and Panafric Insurance to form 
APA Insurance Company is a clear case of locally owned firms 
merging to create more synergies and remain competitive in a fast 
growing insurance industry, highly dominated by multinationals. 
Below is a table highlighting the different consolidations that 
have been witnessed in the Kenyan financial sector; Mergers & 
Acquisitions Witnessed in Kenya
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Table 1:
No. Institution Merged with Acquired by Name after Merger Date approved

1 Universal Bank Ltd. Paramount Bank Ltd. Paramount Universal 
Bank 11.01.2000

2 National Bank of Kenya 
Ltd.

Kenya National Capital 
Corp.

National Bank of 
Kenya Ltd. 24.05.2000

3 Citibank NA ABN Amro Bank Ltd. Citibank NA 16.10.2001

4 Bullion Bank Ltd. Southern Credit Banking 
Corp. Ltd.

Southern Credit 
Banking Corp. Ltd. 07.12.2001

5 Co-operative Merchant 
Bank ltd Co-operative Bank ltd Co-operative Bank of 

Kenya ltd 28.05.2002

6 Biashara Bank Ltd. Investment & Mortgage 
Bank Ltd.

Investment & 
Mortgage Bank Ltd. 01.12.2002

7 Credit Agricole Indosuez 
(K) Ltd. 

Bank of Africa 
Kenya Ltd. 

Bank of Africa Bank 
Ltd. 30.04.2004

8 First American Bank ltd Commercial Bank of 
Africa ltd 

Commercial Bank of 
Africa ltd 01.07.2005

9 East African Building 
Society Akiba Bank ltd EABS Bank ltd 31.10.2005

10 CFC Bank Ltd. Stanbic Bank Ltd. CFC Stanbic Bank 
Ltd. 01.06.2008

11 EABS Bank Ltd. Ecobank 
Kenya Ltd. Ecobank Bank Ltd. 16.06.2008

12 Savings and Loan (K) 
Limited 

Kenya Commercial Bank 
Limited 

Kenya Commercial 
Bank Limited 01.02.2010

13 City Finance Bank Ltd. Jamii Bora Kenya Ltd. Jamii Bora Bank Ltd. 11.02.2010

14 Equatorial Commercial 
Bank Ltd

Southern Credit Banking 
Corporation Ltd

Equatorial 
Commercial Bank 
Ltd

01.06.2010

Source: Central Bank of Kenya (2011)

C. The Role of Mergers and Acquisitions on Firms’ 
Performance

1. The Role of Mergers and Acquisitions on Firms’ 
Profitability
The definition of success may vary, but any activity that fails 
to enhance shareholders interest and value cannot be deemed 
as a success (Straub, 2007). A long-term decline in shareholder 
wealth after an M&A can term the combination process to be a 
failure (Pike and Neale, 2002). The success of any mergers was 
measured by the core competences generated to create value or 
enhance value. It was measured using the parameters such as 
market attractiveness and competitive positioning as a result of 
cost leadership and product differentiation. This resulted in the 
long term profit sustainability and the creation of shareholders 
wealth (Grundy, 1995).
Ansoff and McDonnell (1990) described environmental turbulence 
as ‘a combined measure of the changeability and predictability of 
the firm’s environment’. Each firm needs to conduct a scenario 
planning to diagnose its pattern of future challenges, threats and 
opportunities, and their design and implement its unique response 
to these challenges. The success of mergers and acquisitions was 
measured quantitatively in terms of increased profitability and 
share price, by comparing pre and post-acquisition performance. 
Mintzberg and Quinn (1991) stated that the classic expressed 
rationale for mergers have been to increase profits and shareholder 
value. 
In the series of studies that had been carried out elsewhere since 

1921, researchers had been unable to demonstrate that merger 
active firms were more profitable, or had higher stock prices, 
following the merger activity. Lucey (2000) indicated that the 
financial performance of the company can be expressed in terms 
of income generated from its operation, after offsetting expenses 
when the profitability of the firm is arrived at.
In a study carried out on bank mergers, Chesang (2000), concluded 
that financial performance of some banks in Kenya improved, 
while that of others deteriorated. Another conclusion made in the 
study was that small and medium sized banking system institutions 
have been forced into mergers and acquisitions essentially for 
survival. Smaller Banks have especially been prone to liquidity 
problems due to their weak capital base, imprudent lending 
policies, and inefficient management. The study also cited some 
strategies, which have been used by the bigger banks, such as 
Barclay’s Bank Corporate Restructuring merging with Barclays 
Merchant Finance Limited, due to dwindling business and its 
increase in capital base. Habib A.G. Zurich and Habib Africa 
Bank Limited merged resulting in an increase to capital base of 
Kshs. 290 million.
There were companies that had sound acquisition records. Their 
targets were carefully selected and they rarely got involved in 
competitive auctions. What these companies had in common 
was a strategic approach to acquisition (Pike and Neale, 2002). 
Successful acquisitions were part of a long term strategic process 
designed to contribute towards overall corporate development.
Jensen and Ruback (1983) suggested that financial reasons could 
motivate mergers. Firms were attracted by the opportunity to 
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fully utilize tax shields, increase leverage, and exploit other tax 
advantages. Hayn (1989) examined a sample of 640 acquisitions 
during 1970–1985 and finds that the improved financial returns 
reported post-merger are positively associated with the tax attributes 
of the target firm such as net operating loss carry-forwards, unused 
tax credits, and higher depreciation due to the step-up in the basis 
of the acquired assets. 

2. The Role of Mergers and Acquisitions on Firms’ 
Efficiency
It is the expectation of all the stakeholders involved in the process 
of M&A that the organization to emerge from the combination 
operates in a more efficient manner than the two organizations did 
separately. The reason behind this assumption is due to the fact 
that the new firm benefits from economies of scale and synergies 
drawn from the combination should reduce operating costs and/
or capital investments, thus improving cash flow. 
Measures that have been used by various authors to establish 
whether the aforementioned benefits have been harnessed 
following the business combination process include; evaluating 
the new entities financial performance and overall productivity 
(Devos, Kadapakkam, & Krishnmurthy, 2008). Surveys done on 
firms that have undergone an M&A process, reveal that there is 
little indication of the improvement on operations post-merger 
or acquisition (Ghosh, 2001). Similar results were recorded in 
the finding done to establish operating improvement for targeted 
company using business data from the Federal Trade Commission 
(United States of America) (Ravenscraft and Scherer 1987).
Research conducted in 1992 and 2002 on post M&A companies 
revealed that financial performance after a combination does indeed 
improve (Heron and Lie (2002). According to Heron and Lie (2002), 
comparatively the new companies surveyed had improved assets 
turnover and experienced a reduction in capital expenditures. The 
research findings however; differed from a survey conducted on 
41 large banks that had completed a merger process in the United 
States of America; the survey reports and average improved of 
13% on cost savings rather than an improvement or increase in 
income (Houston, James, and Ryngaert, 2001).

IV. Methodology 

A. The Design and Sample Characteristics
Research design refers to the method used to carry out a research. 
This was a causal study that relies on control factors. Causal 
studies are concerned with learning why, that is, how one variable 
produces changes in another (Cooper & Schindler, 2003). This 
study seeks to establish the relationships among variables, for 
instance, how the profitability of banks changes before or after M 
& A activity relate. The population of interest in this comprised 
of all 26 banks that merged or been acquired in Kenya. The banks 
considered in this study are those that either merged or were 
acquired during the study period of 2000 to 2010. The period was 
selected so as to provide insightful information on the performance 
of mergers and acquisition in Kenyan Banking industry thereby 
the effects on the profitability, shareholders’ value creation and 
management efficiency.

B. Sampling Frame and Sample Size
A representative sample of 6 banks mergers was selected for this 
study owing to the homogeneity of the banks that merged or 
were acquired during the study period. Non-probability/purposive 
sampling method has been used in selecting the sample for the 

period 2000 to 2010. However, the analysis was subjected to 
the data available. The sampling frame was the period in which 
the merger took place. The study covered a 10 year period from 
2000 to 2010. 

C. Type of Data
The study used secondary sources of data from published audited 
annual reports of accounts for the population of interest, C.B.K., 
N.S.E., C.M.A., and bank supervision annual reports from C.B.K. 
Financial data from Balance Sheets, Profit and Loss Accounts, 
and Cash Flow Statements of the 26 banks for 10 years was used 
in calculating and analysing the accounting ratios, also known as 
performance indicators. 

D. Data Analysis
According to Mugenda & Mugenda (2003), data analysis is the 
process of bringing order, structure and meaning to the mass of 
information collected. Data analysis methods employed involved 
quantitative and qualitative procedures. The study used accounting 
ratios to analyse the financial performance of the 6 banks mergers 
under study. For the pre-merger/acquisition period, ratios for 
both the acquirers and the targets were examined so as to get 
an indication of the relative performance of the acquirer and the 
target. For the post merger period, the focus of the analysis was on 
the combined institution. Pre-merger average data was compared 
with the post-merger average data in determining the changes 
occurred in performance following the merger or acquisition. 
3 profitability performance indicators: EPS, ROA & ROE was 
used. 

V. Results and Discussion
Both Kenya Commercial Bank and Kenya Commercial Finance 
Company had positive ROA before the merger. Kenya Commercial 
Finance Company had ROA of 1.14, 1.18, 0.98, 1.25 and 1.39 for 
the years 1996 to the year 2000 respectively. Kenya Commercial 
Bank on the other hand had a positive ROA of 1.32, 0.98, 1.16, 
1.24 and 1.1 for the period 1996 to 2000 respectively. The average 
ROA for the two banks before the merger was 1.23, 1.08, 1.069, 
1.245 and 1.245 respectively for the period 1996 to 2000. After 
the merger, ROA of the new institution posted mixed signals. In 
the year of the merger, ROA was a positive at 0.19. In the second 
year after the merger ROA dropped further to -3.5 before picking 
an upward momentum to 0.93, 1.32, and 1.83 for the period 2003 
to 2005. 
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Table 1: Kenya Commercial Bank Limited ROA

Institution \ Year

19
96

19
97

19
98

19
99

20
00

20
01

20
02

20
03

20
04

20
05

Kenya Commercial Finance 
Co. 1.14 1.18 0.978 1.25 1.39      

Kenya Commercial Bank 1.32 0.98 1.16 1.24 1.1      
Average 1.23 1.08 1.069 1.245 1.245      
Kenya Commercial Bank Ltd.      0.19 -3.5  0.93 1.32 1.83

Source: Research Data (2012)

Kenya Commercial Finance Company had a positive ROE of 5.58, 12.54, 9.68, 4.29 and 3.21 for the years 1996 to 2000. Kenya 
Commercial Bank on the other hand had negative ROE of 21.37, -5.29, 2.9, 2.67 and 3.21 for the years 1996 to the year 2000. After 
the merger, ROE of the new institution dropped compared to the average of the two institutions just before the merger. In the second 
year after the merger, ROE dropped further to -74.1 before picking ground in the third year after the merger to stand at 10.6. In the 
year 2004, the ROE increased further to 13.5 and 19.2 in the year 2005.

Table 2: Kenya Commercial Bank Limited ROE 

 Institution\ Year

19
96

19
97

19
98

19
99

20
00

20
01

20
02

20
03

20
04

20
05

Kenya Commercial Finance Co. 5.58 12.54 9.68 4.29 5.98      
Kenya Commercial Bank -21.37 -5.29 2.9 2.67 3.21      
Average -7.95 3.625 6.3 3.48 4.6      
Kenya Commercial Bank Ltd.      2.65 -74.1  10.6 13.5 19.2

Source: Research Data (2012)

The average EPS for the two institutions over the five years before the merger was weakly positive. The average EPS was 0.54, 
1.14, 1.38, 1.34 and 1.28 for the period 1996 to 2000 respectively. In the year of the merger, the new institution registered a slightly 
improved EPS of 1.32 compared to the average of the year before the merger of 1.28. In the second year after the merger, EPS dropped 
drastically to -20.06 before picking a positive trend of 3.57, 3.21, and f6.73 for the period 2002 to 2005 respectively.

Table 3: Kenya Commercial Bank Limited EPS

 Institution\ Year

19
96

19
97

19
98

19
99

20
00

20
01

20
02

20
03

20
04

20
05

Kenya Commercial Finance Co. 1.57 1.3 1.45 1.52 1.36      
Kenya Commercial Bank -0.5 0.98 1.3 1.15 1.2      
Average 0.54 1.14 1.38 1.34 1.28      
Kenya Commercial Bank Ltd.      1.31 -20.06 3.57 3.21 6.73

Source: Research Data (2012)

Both banks (National Bank of Kenya and Kenya National Capital Corp) had negative ROA before the merger/acquisition National 
Bank of Kenya had ROA of -1.6, -1.98, -2.6, -2.5 and -2.4 for the years 1994 to the year 1998 respectively. Kenya National Capital 
Corp on the other hand had a positive ROA of 0.17, 1.12, 1.5, 1.4 and 1.3 the period 1994 to 1998 respectively. The average ROA 
for the two banks before the merger was -0.715, -0.43, -0.55, and 0.55 respectively for the period 1994 to 1998. After the merger, 
ROA of the new institution posted mixed signals. In the year of the merger, ROA was a positive at 0.12. In the second year after the 
merger ROA dropped further to 0.19 before dropping to 0.3, 1.2, and 1.83 for the period 1999 to 1.2.

Table 4: National Bank of Kenya ROA

Institution \ Year

19
94

19
95

19
96

19
97

19
98

19
99

20
00

20
01

20
02

20
03

National Bank of Kenya -1.6 -1.98 -2.6 -2.5 -2.4      
Kenya National Capital Corp 0.17 1.12 1.5 1.4 1.3      
Average -0.715 -0.43 -0.55 -0.55 -0.55      
National Bank of Kenya      0.12 0.19 -3.5  0.3 1.2

Source: Research Data (2012)
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The study also sought to establish the ROE of the two banks before and after the merger. National Bank of Kenya limited had a negative 
ROE of -10.54, -39.1, -8.5, -18.5 and -12.3 for the years 1994 to 1998. Kenya National Capital on the other hand had positive ROE 
of 3.26, 2.36, 4.12, 3.78, and 3.27 for the years 1994 to 1998. After the merger, ROE of the new institution dropped compared to the 
average of the two institutions just before the merger to -6.27. In the second year after the merger, ROE dropped further to -8.13 and 
kept the trend in the year 2001 to stand at -14.5. In the year 2002, the ROE improved slightly to -12.3 and -9.21 in 2003. 

Table 5: National Bank of Kenya ROE

 Institution\ Year

19
94

19
95

19
96

19
97

19
98

19
99

20
00

20
01

20
02

20
03

National Bank of Kenya -10.54 -39.1 -8.5 -18.5 -12.3      
Kenya National Capital Corp 3.26 2.36 3.78 4.12 3.27      
Average -3.64 -18.32 -2.36 -7.19 -4.515      
National Bank of Kenya      -6.27 -8.13 -14.56 -12.34 -9.21

Source: Research Data (2012)

The average EPS for the two institutions over the five years before the merger was weakly positive. The average EPS was -1.975, 
-1.24, -1.325, -0.615 and -0.72 for the period 1994 to 1998 respectively. In the year of the merger, the EPS was -2.16, -2.79, -3.2, 
-4.2 and -3.78 for the years 1999 to 2000 respectively. 

Table 6: National Bank of Kenya EPS

 Institution\ Year

19
94

19
95

19
96

19
97

19
98

19
99

20
00

20
01

20
02

20
03

National Bank of Kenya -5.21 -4.27 -4.19 -3.12 -2.89      
Kenya National Capital Corp 1.26 1.79 1.54 1.89 1.45      
Average -1.975 -1.24 -1.325 -0.615 -0.72      
National Bank of Kenya      -2.16 -2.79 -3.2 -4.2 -3.78

Source: Research Data (2012)

First American Bank and Commercial Bank of Africa before the acquisition to form Commercial Bank of Africa Kenya Limited 
in 2005. Both institutions had positive ROAs. First American Bank had an ROA of 1.62, 2.71, 2.3, 2.23 and 2.23 for the five year 
period starting 2000 to 2004 respectively. Commercial Bank of Africa’s ROA was 2.55, 2.34, 1.8, 1.8 and 1.94 for the five year period 
starting from the year 2000 to 2004 respectively. 
After the acquisition, the new firm was Commercial Bank of Africa Limited. The ROA of the new bank in 2005 to 2009 was: 1.68, 
2.9, 3.5 and 3.3 respectively. The ROA grew at a stable rate since the formation of the new company. An analysis of the average 
ROA over the five year period gives 2.015 as the lowest before the acquisition. However, on acquisition, the ROA reduced to 1.68 
in the year of the merger and then picked an upwards trend from 2006 to 2007 stand at 2.9, 3.5 respectively before reducing slightly 
to 3.3 in 2008. In 2009, it stood at 3.4.

Table 7: First American/CBA ROA

 Institution\ Year

20
00

20
01

20
02

20
03

20
04

20
05

20
06

20
07

20
08

20
09

First American 1.62 2.71 2.3 2.23 2.23     
Commercial Bank of Africa 2.55 2.34 1.8 1.8 1.94     
Average 2.085 2.525 2.05 2.015 2.085     

Commercial Bank of Africa Limited      1.68 2.9 3.5 3.3 3.4

Source: Research Data (2012)

The ROE of First American Bank were 19.87, 15.9, and 16.18 from 2001 to 2004 respectively. After the acquisition, ROE for the 
new institution was 26.3, 36.1, 31.03 and 34.2 from 2005 to 2008 respectively. These findings are well illustrated in table 4.6. An 
analysis of the average ROE suggests an improvement in firm performance after the merger. Before the merger, the ROE was 23.95, 
19.2, 19.1 and 19.57 from 2001 to 2004 respectively. After the merger, ROE shot up to stand at 26.3, 36.1, 31.03, 34.2 and 35.6 
respectively for the period from 2005 and 2009.
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Table 8: First American/CBA ROE

 Institution\ Year

20
01

20
02

20
03

20
04

20
05

20
06

20
07

20
08

20
09

First American 19.87 15.9 15.6 16.18      
Commercial Bank of Africa 28.02 22.4 22.6 22.95      
Averages 23.95 19.2 19.1 19.57      
Commercial Bank of Africa Limited     2.38 9.17 9.15 5.9 6.25

Source: Research Data (2012)

From the data findings, all banks had a positive EPS. The average EPS for the two institutions before the acquisition was 4.41, 5.66, 
4.76 and 6.58 for the period 2001 to 2004 respectively. In the year of the acquisition, the EPS of the new institution dropped steadily 
to 2.38 before gaining momentum in the second year of the merger to 9.17, 9.15 5.9 and 6.25 for the years (2005- 2007). 

Table 9: Commercial Bank of Africa EPS 

 Institution\ Year

20
01

20
02

20
03

20
04

20
05

20
06

20
07

20
08

20
09

First American 3.56 4.25 4.51 5.23
Commercial Bank of Africa 5.26 7.06 5 7.93
Averages 4.41 5.66 4.76 6.58
Commercial Bank of Africa Limited 2.38 9.17 9.15 5.9 6.25

Source: Research Data (2012)

Co-operative Merchant Bank Limited and Co-operative Bank Limited merged in the year 2002 to form Co-operative Bank of Kenya 
Limited. The ROA of the two institutions before the merger were both negative. Co-operative Merchant Bank’s ROA for the year 
1997-2000 was -10.4, -13.7, -6.34-3.58 and -8.63. Co-operative Bank Limited’s ROA was -9.58, -7.35, -5.19, -5.08, and -1.43 for 
the same period 1997 to 2001 respectively. After the merger, ROA improved to stand at positive 0.2 in the year of merger, 2002. The 
ROA increased steadily thereafter. In 2004, ROA stood at 0.57. It further increased to 0.99 and 1.6 for 2005 and 2006 respectively. 
A comparison of the ROA with the average ROA of the two institutions before the merger indicates tremendous growth. From the 
year of the merger, the ROA grew continuously from 0.2 in 2002 to stand at 1.6 in the year 2006.

Table 10: Cooperative Bank of Kenya Limited ROA

 Institution\ Year

19
97

19
98

19
99

20
00

20
01

20
02

20
03

20
04

20
05

20
06

Co-operative Merchant Bank Ltd -10.4 -13.7 -6.34 -3.58 -8.63      
Co-operative Bank Ltd -9.58 -7.35 -5.19 -5.08 -1.43      
Average -9.98 -10.5 -5.77 -4.33 -5.03      
Co-operative Bank of Kenya Ltd      0.2 0.36 0.57 0.99 1.6

Source: Research Data (2012)

Before the merger, Co-operative merchant Bank Ltd ROE was 5.3, -3.85, -4.86, -3.58 and -5.08 for the years 1997 to 2001 respectively. 
Co-operative Bank Limited had a positive ROE of 95.5, 143.98, 189.8, 202.2 and -22.05 in the year 1997 to 2001 respectively. After 
the merger, the ROE grew steadily to stand at 5.7 in 2002, 8.94 10.72, 17.39 and 25.64 from 2003 to 2006 respectively.

Table 11: Cooperative Bank of Kenya Limited ROE

 Institution\ Year

19
97

19
98

19
99

20
00

20
01

20
02

20
03

20
04

20
05

20
06

Co-operative Merchant Bank Ltd 5.3 -3.85 -4.86 -3.58 -5.08      
Co-operative Bank Ltd 95.5 143.98 189.8 202.2 -22.1      
Average 50.4 70.1 92.5 99.3 -13.6      
Co-operative Bank of Kenya Ltd      5.7 8.94 10.72 17.39 25.64

Source: Research Data (2012)
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Co-operative Merchant Bank Ltd had the following EPS 9.5, 4.2, 1.4, -3.64 and -4.5 for the period 1997 to 2001 respectively while 
Co-operative Bank Ltd had a positive EPS of 3.8, 8.5, 5.6, 6.75 and -4.75 for the period 1997 to 2001 respectively. The EPS of the 
new institution formed after the merger showed a positive trend. It grew steadily after the merger from 6.38, 7.58, 9.72, 9.12, and 
8.95 for the years 2002 to 2006 respectively.

Table 12: Co-operative Bank of Kenya EPS

 Institution\ Year

19
97

19
98

19
99

20
00

20
01

20
02

20
03

20
04

20
05

20
06

Co-operative Merchant Bank Ltd 9.5 4.2 1.4 -3.64 -4.5      

Co-operative Bank Ltd 3.8 8.5 5.6 6.75 -4.75      
Average 6.65 6.35 3.5 1.555 -4.625      
Co-operative Bank of Kenya Ltd      6.38 7.58 9.72 9.12 8.95

Source: Research Data (2012)

The ROA of Bullion Bank Ltd and Southern Credit banking Corporation before the acquisition. The acquisition took place in the 
year 2001. Before the acquisition, both institutions had negative ROAs. Bullion Bank’s ROA was 7.2, 4.27, -11.7, -12.3 and -15 and 
Southern Credit Banking Corp. was 1.57, 1.25, 1.42, 0.65 and -0.7. After the acquisition, the ROA of the new organization was 1.63, 
0.4, 1.37 and 0.62 from 2001 to 2005 respectively. The average ROA was established by the researcher. In the year 2000, average 
ROE stood at -7.85. From the negative average ROA, the ROA of the new institution grew steadily to 1.63 in the year of the merger 
after which the ROA dropped to 0.4 in 2002, 0.92 in 2003, and 1.37 in 2004 and 0.62 in 2005.

Table 13: Southern Credit Banking Corporation ROA
 Institution\ Year

19
96

19
97

19
98

19
99

20
00

20
01

20
02

20
03

20
04

20
05

Bullion Bank Ltd 7.2 4.27 -11.7 -12.3 -15      
Southern Credit Banking Corp 1.57 1.25 1.42 0.65 -0.7      
Average 4.385 2.76 -5.14 -5.825 -7.85      
Southern Credit Banking Corporation      1.63 0.4 0.92 1.37 0.62

Source: Research Data (2012)

Both institutions had negative ROE before the acquisition. Bullion had an ROE of -14.67 while Southern Credit Corp has ROE of 
-0.7. However after the acquisition, the ROE of the new institution deteriorated further to -5.79 in the year of acquisition (2001). 
However, thereafter, the ROE improved tremendously to stand at 3.2% in 2002, 12.07 in 2004 and 5.98 in 2005.
The average ROE was 4.55, 6.2, 6.91,-4.8, and -7.69 from the year 1996 to 2000 respectively. From the negative ROE, the performance 
of the new institution improved slightly to -5.79 in the year of the merger in 2001. Thereafter, the ROE grew steadily to 3.2, 7.25, 
and 12.07 for the period 2002 to 2004 respectively before reducing to 5.98 in 2005.

Table 14: Southern Credit Banking Corporation ROE

 Institution\ Year

19
96

19
97

19
98

19
99

20
00

20
01

20
02

20
03

20
04

20
05

Bullion Bank Ltd 5.9 10.8 12.4 -11.2 -14.7      
Southern Credit Banking Corp 3.2 1.6 1.42 1.6 -0.7      
Average 4.55 6.2 6.91 -4.8 -7.7      
Southern Credit Banking Corporatin      -5.79 3.2 7.25 12.07 5.98

Source: Research Data (2012)

Both banks had negative EPS. Bullion Bank Ltd had -4.56, while Southern Credit Banking Corp had 1.6, 1.4,-2.4, -5.2 and -5.36 
from the year 1996 to 2000 respectively. The average EPS for the two banks was 1.4, -0.6, -2.8, -6.05 and -4.96 for the financial years 
1996 to 2000. After the merger, the EPS dropped further in the year of the merger to -4.25 before picking up points to stand at 2.45 
in the year 2002. Thereafter, EPS of the new institution grew steadily to 4.36, 5.32 and 6.7 in the years 2003 to 2005.
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Table 15: Southern Credit Banking Corporation EPS
 Institution\ Year

19
96

19
97

19
98

19
99

20
00

20
01

20
02

20
03

20
04

20
05

Bullion Bank Ltd 1.6 1.4 -2.4 -5.2 -4.56      
Southern Credit Banking Corp 1.2 -2.6 -3.2 -6.9 -5.36      
Average 1.4 -0.6 -2.8 -6.05 -4.96      
Southern Credit Banking Corporation      -4.25 2.45 4.36 5.32 6.7

Source: Research Data (2012)

Both institutions (Biashara Bank Limited and Investments and Mortgages) had positive ROAs before they came together to form a new 
institution. Biashara Bank Ltd had ROA of 2.4, 1.98, 2.59, 2.49 and 2.57 for the years 1997 to 2001 respectively while Investments 
and Mortgage has ROA of 1.2, 1.7, 1.3, 1.59 and 1.14 for the same period of 1997 to 2001 respectively.
The average ROA was 1.8, 1.84, 1.94, 2.04 and 1.86 in the year 1997 to 2000 respectively. In the year of the merger, the ROA dropped 
compared to the average before the merger to 1.2 in 2002. Thereafter, the ROA grew to 1.84 and 2.37 for the years 2003 and 2004 
respectively before dropping to 2 in 2005 and picking up an upward trend in 2006 to stand at 3.1%.

Table 16: Investment & Mortgage Bank Ltd

 Institution\ Year

19
97

19
98

19
99

20
00

20
01

20
02

20
03

20
04

20
05

20
06

Biashara Bank Ltd 2.4 1.98 2.59 2.49 2.57      
Investments & Mortgage 1.2 1.7 1.3 1.59 1.14      
Average 1.8 1.84 1.945 2.04 1.855      
Investment & Mortgage Bank Ltd      1.2 1.84 2.37 2 3.1

Source: Research Data (2012)

Both banks had positive ROEs. Biashara Bank’s ROE was 9.2, 12.4, 8.65, 4.6, and 16.21 in the year 2000 and 18.83 in 2001. 
Investments and mortgages had ROE of 6.25, 3.84, 4.57, 3.58, and 12.88 in the year 1997 to 2000 respectively. After the Merger/
Acquisition, ROE stood at 113.45, 17.53, 20.62, 25.53, and 35.15 for the years 2002 to 2006 respectively. The study sought to 
establish the average ROE for the two institutions before the merger. The ROE in 2000 was 2.04 and improved to 14.1 in the year 
2001 just before the merger. After the merger, ROE dropped slightly to 10 in year of the merger. Thereafter, ROE grew steadily to 
16.59, 21.61, 23.79 and 33.5 for the period 2003 to 2006 respectively.

Table 17: Investment & Mortgage Bank Ltd ROE

 Institution\ Year

 1
99

7

19
98

 1
99

9

20
00

20
01

20
02

20
03

20
04

20
05

20
06

Biashara Bank Ltd 9.2 12.4 8.65 4.6 16.21      
Investments & Mortgage 6.25 3.84 4.57 3.58 12.88      
Average 7.71 8.1 6.6 4.09 14.55      
Investment & Mortgage Bank Ltd      13.5 17.5 20.6 25.5 35.1

Source: Research Data (2012)

EPS before the merger was positive for both banks. The average EPS for the two banks was 7.725, 8.12, 6.61, 4.09 and 14.545 for 
the years 1997 to 2001 respectively. After the merger, the EPS grew steadily to 13.45, 17.53, 20.62, 25.53 and 35.15 for the years 
2002 to 2006 respectively.

Table 18: Investment and Mortgage Bank Limited EPS

 Institution\ Year

 1
99

7

19
98

 1
99

9

20
00

20
01

20
02

20
03

20
04

20
05

20
06

Biashara Bank Ltd 9.2 12.4 8.65 4.6 16.21      
Investments & Mortgage 6.25 3.84 4.57 3.58 12.88      
Average 7.725 8.12 6.61 4.09 14.545      
Investment & Mortgage Bank Ltd      13.45 17.53 20.62 25.53 35.15

Source: Research data (2012)
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VI. Conclusions and Implications
Analyses of the ROA on the banks that merged or were acquired 
communicate mixed signals. ROA of the new institution improved 
after the acquisition or the merger. However, ROA of the new 
institution at times dropped slightly compared to the average of 
the two institutions before the coming together transaction was 
concluded. For example, using the case of Commercial Bank of 
Africa saw its ROA drop in the year of the acquisition but improved 
steadily thereafter to exceed the average of the two institutions 
before the acquisition. The ROA moved from the highest average 
of 2.085 just before the acquisition dropped to 1.68 in the year 
of the acquisition after which it picked a positive trend to 2.9 in 
one year after the merger and maintained an average of above 
3.3 thereafter. Further, a look at cooperative bank revealed the 
same trend. Before the merger, the average ROA was -5.03 which 
improved on merging to positive 0.2 in the year of the merger 
and continuously increased to 1.6 by the end of five years after 
the merger. The same trend is observed across all the institutions 
that underwent merger or acquisition between the year 2000 and 
2010. 
An analysis of ROE reveals a similar trend to that revealed by ROA. 
ROE improved gradually from the year of merger/acquisition. 
Commercial Bank of Kenya Limited average ROE of the two 
institutions before the acquisition improved from 19.57 just before 
the acquisition to 26.3 in the year of the acquisition and 36.1 one 
year after the acquisition. Thereafter, the ROE dropped to 31.03 
after which it picked an upward trend to stand at 34.2 and 35.6. 
Further looks at other mergers reveal the same trend. Cooperative 
bank merger saw ROE improve from an average of -13.66 to 
positive figures of 5.7, 8.94, 10.72 17.39 and finally 25.64 in the 
fifth year after the merger. Just like ROA trend, a drop in the year 
of the merger was followed by an increase beyond the average 
ROE witnessed just before the merger. 
An analysis of EPS posted mixed reactions. In most cases, EPS of 
the new institution formed after the merger improved tremendously 
after the merger/acquisition. An analysis of the confidence and 
significant levels showed that the three ratios were significant in 
explaining the changes in the performance of organizations before 
and after the merger. The t critical at 5% level of significance at k 
= 4 degrees of freedom is 2.245. Since all t calculated values were 
above 2.245 it then follows that all the ratios were significant in 
explaining the behavior of ratios in explaining the performance 
of organization before and after the merger/acquisition. 
Analysis of ROE reveals similar trend before the merger or 
acquisition. The same banks that had negative ROA also had 
negative ROE. The rest of the institutions had positive ROE. 
However, the average ROEs were slightly lower than the ROE 
of the new institution after the merger.
EPS before the merger/acquisition indicate mixed results. Most 
of the institutions had both negative and positive EPS before the 
merger. However, if EPS was negative for the two institutions 
before the merger, the performance in the first years of the merger 
were low. The institutions however picked up as time passed to 
become more profitable.
The profitability of the new institution formed on the merger/
acquisition registered a higher profitability as depicted by an 
increase in the ROA and ROE on the merger/acquisition. Merging/
acquisition improved the profitability of the new institution 
compared to the two separate institutions separately. In some 
cases however, the improvement was not realized immediately 
after the merger/acquisition. The increase in profitability was 
more pronounced in the second and the third year than it was in 

the year of the merger. This was supported by the improvement 
in the ROAs and ROEs of the new institution after the merger/
acquisition. An analysis of EPS indicates that the profitability of 
the banks increased tremendously after merger/acquisitions.
The effects of the merger/acquisition in the financial institutions 
profitability were evident when looking at the average ROA and 
average ROE of the institutions before the merger/acquisition and 
the ROA and ROE of the new institution formed on the merger/
acquisition. In majority of the mergers/acquisitions, the merger 
improved the profitability of the new institution as the ROA and 
ROE kept on increasing immediately after the merger/acquisition. 
However, the profitability increased more in the second year after 
the merger/acquisition as compared to immediately after the 
merger/acquisition. EPS indicates the mergers and acquisitions 
improve the profitability of the financial institutions. 

VII. Recommendations
Following the findings from the analysis of the selected ratios of the 
financial institutions that have undergone mergers/acquisition in 
Kenya, the study recommends that institutions having weak capital 
base consolidate to create synergies so as to enjoy economies 
of scale as this will improve their profitability instead of going 
public by listing on the Nairobi Stock Exchange as this may be 
an expensive venture as it requires much funds for listing.
The study also recommends that those firms facing constraints 
on the market should consolidate their energies by resorting to 
merger/acquisition so as to expand their profitability as the merger/
acquisition is not just for the best interest of the managers but also 
shareholders as it leads to an increase in shareholders’ wealth as 
opposed to each financial institution operating separately on its 
own.

VIII. Limitations and Areas for Further Research
The same study should be carried out in other firms in different 
industries to find out if the same results would be obtained. 
This study focused primarily on the banking sector and used a 
representative sample of 6 banks mergers. 
There are many challenges facing the formation of mergers. A 
study should be carried to find out the challenges on formation 
of mergers and why many firms had not formed mergers despite 
the advantages got from formation of the mergers.
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