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ABSTRACT
Mergers and acquisitions as evidenced by their increased activity seem to be very popular to the corporate players involved. However, they appear to provide at best, a mixed performance to the broad range of stakeholders involved. Numerous studies from around the world have failed to agree on whether mergers and acquisitions improve the acquiring firm’s financial performance. It is against this that this study was undertaken. The purpose of this study therefore was to examine the effect of mergers and acquisition on financial performance of selected insurance companies in Kenya. It was specific to the effect of cost efficiency, risk diversification, operating synergy as well as growth and expansion on financial performance of selected insurance companies in Kenya. Given the nature of the study descriptive research design was adopted. It was guided by theory of efficiency, empire building theory, and agency theory. The target population for the study was all 141 employees working in 5 merged insurance companies in Kenya. The insurance companies considered in the study were those that had merged during the period of 2014 to 2018. It adopted a census of the entire population. Questionnaires were used to collect data. To determine the validity and reliability of research instruments, a pilot study was conducted before the actual data collection and further split half method carried out to calculate Cronbach alpha. A value of above 0.7 confirmed the reliability of the research instruments. The data was analyzed using both inferential (multiple regression and correlation) and descriptive statistics (frequencies, percentages, mean and standard deviation) and was presented by use of tables and charts. The study findings indicated that, cost efficiency (β = 0.314; p = 0.000), risk diversification, (β = .274; p=0.000), operating synergy, (β = .310; p =0.000) and growth and expansion (β = .136; p=0.036) were significant factors that influence financial performance of insurance firms. The study recommends that firms facing constraints on the market should consolidate their energies by resorting to merger/acquisition so as to expand their profitability as well regulators should further deploy non-market-based assessment tools that will help in assessing past performance of companies intending to merge. 
OPERATIONAL DEFINITIONS

Cost Efficiency  
refers to the value-maximizing motive in mergers due to gains that can be realized through cost savings from removal of overlapping operations, streamlining of back office functions, labour reductions, and so on (Frei & Harker, 2012).
Financial Performance
refers to the measure of the change in financial state of an organization or the financial outcomes that result from management decisions and the execution of those decisions by members of the organization; it is measured by profitability, returns on equity and earnings per share (Abdou & Annis, 2011).

Merger: 
refers to the combination of two or more companies, usually by offering the stockholders of one company securities in the acquiring company in exchange for the surrender of their stocks (Kitisya, 2017).

Risk Diversification
refers to a firm’s entry into a new market. It means the increase by a firm in the kinds of businesses which it operates, being that diversity either related to products, geographical markets or knowledge (Wernerfelt, 2012).

Synergy
refers to the positive incremental net gain associated with the combination of two firms through a merger or acquisition (Junge, 2014).
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CHAPTER ONE: INTRODUCTION AND BACKGROUND OF STUDY
1.1 Introduction
This chapter discusses the background of the study; it presents the statement of the problem which brings out how and why the study was undertaken. The objectives of the study, both general and specific as well as research questions that support the study are clearly outlined. Further, significance, scope, limitations and delimitation of the study are discussed and the conceptual framework.

1.2 Background of the Study
Majority of local organizations today, are finding it difficult to survive the competition posed by multi-national companies. As such, organizations are coming up with strategies that will enable them remain competitive as well as tackle the competition posed by the multi-national companies. One of such strategy being applied by organizations is through mergers and acquisition (Agrawal, Jaffe & Mandelker, 2012). This is whereby, a larger organization buys-out a smaller company so that the two organizations are consolidated to become one larger company (Chowdhury, 2012).  This consolidation  brings about synergy in form of increased paid up and working capital, increased human  capital and expertise, increased assets, variety of products and services, increased market  share, tax benefits, proper management of risks, among others. 

Mergers and Acquisition (M&A) is believed to have a financial implication on an organization. To evaluate financial performance of an organization, several indicators which are measurable are evaluated. Some of these indicators that are measurable are profits, assets, market share, goods and services, return on equity, cash flow of the organization among others (Olayungbo & Akinlo, 2016). In an effort to ensure that organizations remain competitive, insurance companies have also not been left out. Several insurance companies have materialized the concept of merger and acquisition in the last decade. 

Increasing competition from the rapidly changing world market has made it increasingly difficult for companies to remain competitive (Kitisya, 2017). More than ever, many skills, capacities and resources essential to the prosperity of a company today and for the future lie outside existing borders and outside direct supervision of management. (Junge, 2014). Managers therefore have to think outside these limits to ensure that their companies remain competitive and have tangible and intangible benefits in their relationships. New opportunities and threats for companies have been generated through changing environments and new forms of competition. Many of them were forced to take many forms of restructuring. That is why it has been a common phenomenon for firms to come together in pursuit of a common strategy which avails gains to both firms (Gupta, 2012). 
Mergers and acquisitions are one of the routes that firms are using to achieve required capacities and resources in an effort to increase their earning capacity. According to Chowdhury (2012) mergers and acquisitions lead to operational efficiencies that can result from economies of scale, production economies of scale, economies of scale consumption, improved resource allocation like moving to an alternatively less costly production technology, improved use of information and expertise, a more effective combination of assets and improvements in the use of brand name capital. Mergers and acquisitions produce corporate synergies that can lead to better management, enhanced manufacturing technology and increased market power utilization. When it is high, prospective of sales gains above normal or when they know their company cannot live alone, the destination company shareholders are willing to sell their stock (Koller, Goedhart & Wessels, 2010). The acquiring shareholders would be willing to pay a price even if they expect such a purchase to be profitable in the long run if they acquire a target company. Nevertheless, several studies by different researchers did not agree who actually benefits from acquisitions.
Maditinos, Theriou and Demtriades (2008) suggest that the win-win situation for the target shareholders and acquiring businesses cannot ever be at least in the short term. They assert that if the shareholders of the target company gain, then, this can only be at the expense of the acquiring company shareholders. Recent corporate merger and acquisition activity witnessed in the Kenyan economy is a sign that companies are increasingly accepting this takeover option as a means towards developing their corporate strategies either in the country or in the industry (Nyambura, 2014). Further, the progress to regional inclusion triggered a regional expansion, which saw different companies use cross-listed companies not only in different markets to increase regional presence, but also as a way of increasing regional buy-outs and acquisitions (Ullah, Farooq, Ullah & Ahmad, 2010). 
Globally, mergers and acquisitions continue to play a major role in shaping business activities (Ndung’u, 2011). Mergers are now occurring in countries all over the world (Vander, 2011). Since the recession of Bull Run in the 1980-1981 recession, the deregulation of the financial services sector and development of new financial and market instruments labeling the first European merger wave has broken through with relative inactivity, both on the domestic and across national borders (Kiarie, 2014). On the other hand it is possible to attribute the first true increase in mergers activities in the UK to the 1920's, when the development of mass production techniques led to an increase in vertical integration by production scale, while in the 1960's the Second merger wave led to the internalization of the world economy (Mishra & Chandra, 2010). There was a need for M&A to create larger firms that would be capable of being effective in international competition especially from countries like the US and Japan (Kithitu, Cheluget, Keraro & Mokamba, 2012).
In developing countries, especially African countries, the primary purpose of merger activity is to elevate the profitability growth of the company. However, during implementation, this growth strategy addresses certain issues such as miscommunications and employee turnover (Mwaniki 2015). Furthermore, failure to do business could lead the firm to chaos in order to align its objectives and to lose its good performance. As merger activities have recently grown worldwide, companies involved in mergers could be exposed. The non-interest expenses of the company are increasing through merger activities rather than helping the company to save costs (Saboo & Gopi, 2009). 

In Kenya, the best thing that can be seen is merger or acquisition in the context of competition law, as set out in the Restrictive Practices, Monopolies and Price Control Act (Kenya's Cap 504 Laws). This is the law that governs all fusions in Kenya. This law was enacted to promote economic competition by prohibiting restrictive business practices, monopolies, concentration of economic power and prices and the Monopolies and Price Commission (MPC) for associated purposes (The East African, 2013). Article 22(1) of the Cap 504 on merger, stresses that after not more than minimal consultation with other persons, whether directors or other company officials, the ability to make significant decisions with regard to the conduct of the affairs of the company. Section 27(1)(a) provides that the Minister of Finance will cause authorisation of all merger and collection arrangements between two or more (Kithitu, Cheluget, Keraro & Mokamba, 2012).
According to Kithitu, Cheluget, Keraro and Mokamba (2012) Corporations in Kenya, including insurance firms are undertaking various strategies in efforts to improve financial performance. Financial performance is paramount to the success of any organization as it reflects the financial health of companies in the market and the performance as compared to other players in the industry. In efforts to improve organizational performance due to the benefits they are supposed to bring, mergers and acquisitions have been made. The management strategy is primarily considered to improve financial performance through mergers and acquisitions. Management takes into account merger to reduce costs, to maximize the value of shareholders (Abdou &Annis, 2011).
Insurance is an important growing part of the financial sector in virtually all the developed and developing countries (Mwaniki, 2015). A resilient, well-regulated insurance industry can contribute significantly to economic growth and the efficient allocation of resources through risk transfer and saving mobilization. It can also improve the efficiency of the financial system by reducing transaction costs, generating liquidity and facilitating investment economies of scale (Abdou & Annis, 2011). It seems that the insurance sector has well met the 2011 challenges. Despite the loss due to an extraordinary series of natural disasters in the Asia-Pacific region, the majority of their capital appear to have been recovered over the years by non-life insurers and reinsurers (Kiarie, 2014). At the same time, falling interest rates and a large recovery in equity markets benefited from the year-end valuation of life and non-life insurers ' financial assets (Abdou & Annis, 2011).
Kenya represents East Africa’s best developed insurance market and the regions financial focal point. It is the market leader in the region with about 3% insurance penetration and a highly competitive market (Akeng & Olang, 2017). At the end of 2018 there were 53 insurance companies, 16 businesses only written life insurance whereas 8 were writing life and non-life (composite). There were 4 reinsurance companies, 191 licensed insurance brokers, 10 reinsurance brokers, 24 Medical insurance providers, 6,483 insurance agents, 107 insurance investigators, 99 insurance motor assessors, 29 insurance loss adjusters, 10 insurance risk managers, 4 insurance claim settling agents and 30 insurance surveyors were other licensed players (IRA, 2018).
1.1.1 Insurance Companies in Kenya

The main players in the Kenyan Insurance Industry are: insurance companies, reinsurance companies, insurance brokers, insurance agents, motor assessors, loss adjusters, risk surveyors and risk managers (Ireri, 2011). The statute regulating the industry is the insurance Act; Laws of Kenya, Chapter 487. In order to strengthen the government regulations under the Minister of Finance, the Office of the Insurance Commissioner was set up under its provisions. The Association of Kenyan Insurers (AKI) also provides for self-regulation. Kenya Insurance Institute (IIK) is the professional body of industry which deals mainly with professional training. Recently, Insurance Regulatory Authority (IRA) was established to supervise and regulate the insurance industry players in place of the commissioner of insurance (Ndura, 2010).
The number and structure of the insurance underwriters in the market has significantly changed in the last five years with new global giants entering the market for example, The Prudential Group, Allianz Insurance Group and the Barclays Group (Ireri, 2011). Other restructuring activities within the industry have been M&A in addition to portfolio transfers amongst existing players which have greatly impacted the insurance landscape in Kenya (IRA Annual reports, 2015). The various insurance M&A in the Kenyan insurance industry within the last 5 years is outlined in Appendix 1.
1.3 Statement of the Problem
Mergers and acquisitions as evidenced by their increased activity seem to be very popular to the corporate players involved (Gupta, 2012).However, they appear to provide at best, a mixed performance to the broad range of stakeholders involved. Numerous studies from around the world have failed to agree on whether mergers and acquisitions improve the acquiring firm’s financial performance. Ireri (2011), Kithinji (2007) and Korir (2016) postulate that there is improved post merger and acquisition financial performance for acquiring firms. However, Selcuk and Yilmaz (2011) postulates that acquisitions and mergers have no financial advantages for acquiring companies. Investors in biding firms, although share price failure in the months after the purchase is generally positive, with negligible or no overall wealth gains for portfolio holders (Kinyua, 2011). As a result of reduced profits, the shareholders of the acquisition firm can also receive higher profits per share. Muya (2013) emphasized that the financial performance of insurance companies in Kenya is influenced by profits; liquidity and competition. Kamwaro (2015) goes further and stresses the combined synergistic efficiencies, development of the market and cost reduction in strategic mergers. From these studies it is seen that, there is no clear indicator of the effects of mergers and acquisitions. This study therefore sought to fill the existing research gap by examining the effect of mergers and acquisition on financial performance of insurance companies in Kenya.
1.4 Purpose of the Study
The study sought to examine the effect of mergers and acquisition on financial performance of selected insurance companies in Kenya.
1.5 Objectives of the Study
The study was guided by the following specific objectives
i. To determine the effect of cost efficiency on financial performance of selected insurance companies in Kenya.
ii. To examine the influence of risk diversification on financial performance of selected insurance companies in Kenya.
iii. To assess the impact of operating synergy on financial performance of selected insurance companies in Kenya.
iv. To explore the effect of growth and expansion on financial performance of selected insurance companies in Kenya.
1.6 Research Questions
i. What are the effects of cost efficiency on financial performance of selected insurance companies in Kenya?
ii. How does the effect of risk diversification affect financial performance of selected insurance companies in Kenya?
iii. Is there an effect of operating synergy on financial performance of selected insurance companies in Kenya?
iv. What is the effect of growth and expansion on financial performance of selected insurance companies in Kenya?
1.7 Significance of the study
To the academic researchers it will make a significant contribution in the field of mergers and acquisition. The findings may be used as a source of reference for other researchers. In addition, academic researchers might need the study findings to stimulate further research in these areas of insurance distribution channels especially through mergers and acquisitions and as such, it will form a basis of good background for further research.
To the insurance models available, it will provide a viable business strategy for enhancing the performance, thus, influence decision making. It will make the insurance companies management make informed decisions on whether or not to adopt merger or acquisitions as a business strategy for enhancing the performance. To the government agencies in policy making regarding financial market liberalization and other regulatory requirements of the financial sector (Insurance Regulatory Authority (IRA) and Central Bank of Kenya (CBK).
Finally, to the insurance business in Kenya it can use the information obtained in the study to explore alternative channels so as to increase the level of penetration within the market, and also expand their capital base.
1.8 Scope of the Study
The study sought to examine the effect of mergers and acquisition on financial performance of insurance companies in Kenya. It looked at specific performance indicators such as: return on assets, return on equity and share prices. The study was to insurance companies that merged or were acquired between 2014 and 2018. Headquarters of selected insurance firms were chosen and response obtained was representative besides eliminating unnecessary data redundancies, given that each insurance company adopts same policies. The study was conducted from the month of January to August 2019. The study variables included cost efficiency, risk diversification, operating synergy and growth and expansion on financial performance.
1.9 Delimitations of the Study

This research study was delimited to selected insurance companies in Kenya. The study was delimited to insurance companies that merged or were acquired between 2014 and 2018. The research objectives were delimited to the effect of cost efficiency, risk diversification, operating synergy growth and expansion on financial performance of selected insurance companies. The study was also delimited to the use of questionnaires and document analysis guide in collection of data relevant to the study. The use of questionnaire was done because it was less costly and less time consuming as compared to other methods. Close ended questionnaires were used for this study. On the other hand, documentary analysis generally provides data source, which is available and permanent in a way that can be examined by others (Glenn, 2009).
1.10 Limitation of the study
Due to the small and unique sample available for the study there were limitations. There were concerns from potential respondents on the use of the data which the researcher mitigated through issuance of a consent statement that explained the use of the collected information. Since the respondents were employees of the insurance companies, there were numerous disruptions in the filling of the questions as they had to attend to their duties. To overcome this, the researcher adopted drop-and-pick method with a view of providing more time for the respondents.
1.11 Assumptions of the Study

The study assumed that the data provided by the respondents in the insurance companies in Kenya is authentic and up-to date. In addition, the study assumed that the data provided covers all the insurance companies in Kenya so as to ensure generalizability of the findings from the study. Finally, the study assumed that cost efficiency, risk diversification, growth and expansion as well as operating synergy all influence financial performance of selected insurance companies in Kenya
1.12 Theoretical Review

The theoretical review of the study present the theory informing the study variables (cost efficiency, risk diversification, operating synergy and growth and expansion) are discussed below in detail. Looking into the theories is fundamental as it gives an understanding on the ideas as far as their tendency and how they work when they are in an exact relationship.

2.12.1 Theory of Efficiency

The theory of efficiency was preceded by Malkiel and Burton in 1987. The theory suggests that mergers only occurred when sufficient synergies are expected to be generated to benefit both sides. It is the symmetrical expectations of gains that are proposed and accepted in a friendly fusion. If the benefit was not positive, the target firm's owners would not sell or submit the purchase, or the bidder would not complete the deal if the profit was negative for the bidders (Olayungbo & Akinlo, 2016)
The theory of efficient mergers and markets for corporate control suggest that M&A are done for various reasons like personal motives of managers, mistakes done during restructuring, and to prevent any takeovers, deals are also being done (Kwoka & Pollitt, 2007). When a firm observes that its competitor makes bid for a particular target and would make gain out of the deal by saving cost or increasing efficiencies, the firm would prevent the deal by making the bid for the target. In this process, the firm prevents the competitor to be successful in making the deal and thereby avert itself from having reduced profit and preventing the competitor to enjoy M&A benefits like reduced cost of production. But in trying to prevent the deal, the firm overpays for the target firm compared with the amount of gain it would earn and thus, merger creates no value (Molnar, 2002)

Most recent literature has found that the most significant source of income is operative synergies (Mantravadi & Reddy, 2008), although the theory of market power remains a valid motive for fusion. The company is said to offer significant, positive private benefits through increased allocation synergies (Malkiel, Gordon & Ellis, 2010).Because ceteris paribus companies with higher market power charge higher prices and earn greater margins by securing consumer surpluses. In fact, several studies have found that profits increased and sales decreased after many mergers (Mantravadi & Reddy, 2008) and many interpreted this finding as evidence of increased market power and increased synergies (Gugler, 2003). Also from a dynamic point of view, market power is said to allow potential future entrants to be dissuaded (Chepkemoi, 2013), which can again afford a substantial premium to the firm and thus provide another long-term source of profit.

The theory of efficiency in an efficient combined market gives third justification for why mergers must create value, beyond simply synergistic gains. It suggests that an underperforming firm or management team is always willing to acquire a manager who has failed to exploit the possibilities of creating synergies and thus enhance the performance of his assets. (Mishra & Chandra, 2010). Managers that give the highest value to the owners suggest that they assume the right to administer the company until they are replaced by an even more value-added team for their assets (Chepkemoi, 2013).
The theory is relevant to this study because, the market will be provided by inefficient managers and managers who do not maximize profits will not survive, even if competitive forces on their product and input markets fail to eliminate them. Hostile takeover activities should thus be observed between underperforming companies, and between those who cannot discipline their managers through internal corporate governance mechanisms. Once again the empirical evidence again seems to support this conclusion (Chepkemoi, 2013).
This theory has been criticized because of the financial market imperfections combined with cognitive prejudices, like over experience, overreaction, representative distortions, information bias, and a variety of other predictable human mistakes of reasoning and information processing (Mantravadi & Reddy, 2008). These errors of thinking lead most investors to avoid inventories and purchase growth stocks at expensive prices, allowing those who are right to profit from neglected value stock trading and overreacted sales of growth inventories.

2.12.2 Empire-Building Theory

This approach has its roots in the original study on the separation of ownership and control in the corporation by Berle and Means in 1933. According to this theory, mergers planned and implemented by managers who maximize use instead of the value of their shareholders. Mboroto (2014) postulates that, the main justification of managerial motives is the principal-agent theory which seeks to explain that a firm’s management that is, the agent, may pursue personal objectives which are different from those of the shareholder that is, the, principal. Personal objectives may be the desire to enhance personal reputation, to increase financial compensation and to accomplish a lasting legacy also known as empire building. He further states that, goals are often linked to with the size of the firm, managers may resort to mergers to grow the company as a means of realizing their personal objectives. 

An empire-building argument is not necessarily confined to the motive of growth maximization. This is shown by Agrawal and Mandelker (2012) on analysis of the merger wave of the 1960s. Rhoades (2009) juxtaposes the profit motive and the power motive as possible explanations of business behavior. Comparing the evidence on the merger waves around the turn of the century and in the 1960s he concludes that in the meantime the power motive has replaced the profit motive as the moving force behind large companies' conduct.

This theory is relevant to the study because, to the agent, in the form of reward represents cost to the principal while agent's effort brings benefits to the principal, with an assumption that higher effort is directly related to better results, and at the same time cost to the agent. Eisenhardt (1989) as cited in Ndura (2010).The empire building theory was criticized by argument that the relationship between the agency develops in a situation where the main delegates work for a agent. The mission of Agent is to achieve the main interests in the best possible way. The agent opts to do a business that leads to some effects In the pursuit of the mission, the principal risks eventually failing, but also adopts the effects of the agent's mission performance reduced to the agent's agreed payment. Level of reward to the agent usually depends on principal's interest in realization of the assigned mission (Agrawal & Mandelker, 2012)
2.12.3 Agency Theory

Agency theory emerged with theorists Jensen, Michael and William Meckling in 1976. Agency theory has been widely used in literature to investigate the information asymmetry between principals (shareholders) and agent (management) (Kariri, 2013). This theory assumes that self-interest motivates the principal as well as the agent. This assumption of self-interest dooms theory of inherent conflicts is inevitable. Thus, when motivated by self-interest, the agents may pursue self-interested aims that deviate from and even contradict the principal's goals. However, agents must act in their principal's sole interest.
Some of the critiques put forward towards the agency theory include those of Shapiro (2005), Heracleous and Lan (2010), who disputed the assumption of a reduction into individual dyads of complex organizational structures and networks. They say that agents can serve multiple purposes for various managers, and can themselves serve leaders within and outside the organization in a long chain of main agent relationships, secondly, on self-interest and profit-maximization objectives for the operators themselves. Heracleouset al. (2010) introduces a new perspective on the theory and recommend the adoption of ways in which to cope with current ideas of corporate social responsibility and team production. Despite the critiques, the benefit of this theory is that it is applicable in different areas of research. One such area is M&As, in which it is in generally assumed that resistance to takeover bids is not in the interest stockholders, but that of managers because of the managers’ fear that they may lose their jobs during a takeover (Eisenhardt, 1989; Shapiro, 2005; Heracleouset al.,2010). 

Ogada, Achoki, and Njuguna (2016) support this theory stating that, it is used in the description of the market for corporate control; thus if companies are managed by ineffective agents, this will definitely be reflected in the company’s share price as this will be lower as compared to a company that is managed by effective managers. These ineffectively managed companies are often targets of takeovers, because of the expected possible gains for the acquirer. Therefore, acquisitions can be seen to be value enhancing when they are used to discipline ineffective managers (Ismail, Abdou & Annis, 2010). 

The theory of the agency may also be approached from a cash-free perspective; thus, agents with plenty of free cash are usually expected to act opportunistic rather than invest in projects that benefit their managers. Hence a reduction of such free cash flow reduces such behavior, which can be achieved by decreasing the amount of available cash by paying out dividends to the shareholders or and paying interest for a debt (Aggarwal et al., 2012). 
This theory is relevant for this study since it explains the relationship between directors and officers and the tools to align them. The theory is used as part of M&A to explain changes in a company's financial performance. M&A leads to improved performance if ineffective managers are used to discipline (Carpenter et al., 2009). It is also possible that M&As are misused by managers to satisfy their own self-interest, if the principals’ interests are not aligned with the agents’ interests by instruments like monitoring, management ownership and compensation (Ismail, Abdou & Annis, 2010).

1.13 Conceptual Framework
The conceptual framework demonstrates a connection between the independent and dependent variable. The conceptual framework is a fundamental structure consisting of certain abstract blocks representing the observational, experimental and analytical / synthetic aspects of a process or a system that is designed (Bogdan and Biklen, 2003). An independent variable is the variable that you measure in the experiment, which is presumed to affect or determine a dependent variable on the other hand, and which is affected during the experiment (Creswell, Klassen, Plano & Smith, 2011). The dependent variable responds to the independent. The study adopted the following conceptual framework derived from the objectives of study. 
Independent Variable                                                                Dependent Variable 
(Mergers and acquisitions)
 (Financial Performance) 








Figure 1.1 Conceptual Framework
Source: Researcher (2019)
For improved organizational financial performance, organizations need to have proper strategies. These strategies can also be influenced by other factors within the organization. Figure 1.1 shows the relationship between the construct of independent variables and the dependent variable of the study. As shown in the figure, the four constructs comprise of cost efficiency, risk diversification, operating synergy and growth and expansion are the independent variable in this study while Financial Performance indicated by return on investment, return on equity and earnings Per Share represent the dependent variable. 
Efficiency is a motive for maximizing value in mergers due to the gains that can be achieved by saving cost by eliminating overlapping operations, simplifying back office operations, cutting workforce. Diversification seeks to minimize credit and other risks and to reduce volatility in profits. It is achieved by merger through geographically expanding and using newly acquired capacity to take on different products or develop new markets.
In addition, mergers and acquisitions aims to generate synergies that in turn, can foster businesses growth, enhance market power, improve production efficiency, boost profitability and improve shareholders wealth. Lastly, the basic goal of an association charmed by a merger or acquisition is to secure an open entryway that will either achieve the objective of improvement or give a zone of expansion that will add to the advantage line in a market that is starting at now not served by the association.

CHAPTER TWO: LITERATURE REVIEW
2.1 Introduction
This chapter contains various theoretical and literature reviewed in regard to the effect of mergers and acquisition on financial performance of selected insurance companies in Kenya. The materials were considered important to this study as they form the basis of observation which was made during the study in line with the study objectives.
2.2 Review of the Literature
The study will be reviewing empirical studies in relation to the study objectives. This will include; the effects of cost efficiency, risk diversification, operating synergy and growth and expansion on financial performance of selected insurance companies. 
2.2.1 Effect of Cost Efficiency on the Financial Performance
Efficiency is a motive for maximizing value in mergers due to the gains that can be achieved by saving cost by eliminating overlapping operations, simplifying back office operations, cutting workforce, etc. (Frei & Harker, 2012). In view of possible benefits derived from economies of scale and scope, reduction of risk by product and geographical diversification and taxation, efficiency is a high motif for optimization in the mergers of financial institutions (Vander, 2011). In domestic and cross-border mergers, where the bidder and target are of the same size, efficiency gains can be achieved. Based on the fact that merger financial institutions gain access to cost-saving techniques or spread their fixed costs on a larger basis, this may lead to cost efficiency gains, reducing the average cost (Frei & Harker, 2012), which depend on the type of merger and acquisition, the motivation behind it and the manner in which the management implement its plans. 
In his study of Kenya's effect of the merger restructuring and using the ratio analysis, Chesang (2002) concluded that the extent of the contribution was not significant although the performance was improved in certain instances. Korir (2006) from the Nairobi Securities Exchange (NSE) stated that merger improve the performance of NSE-listed companies. 

Obaid (2010) stated that potential gains across business efficiency provide additional production-based M&As rationale. This study examines the impact of mergers on the financial performance of Pakistan's financial institutions. For four years before and after the mergers, the operating performance, capital sufficiency and solvency measures were compared from the sample companies ' financial statements. The financial performance of Faysal Bank Limited improves marginally as far as profitability is concerned, while its measure of solvency shows considerable deterioration in the years after merger.
A study on the cost efficiency and profitability of merged companies in the Kenyan Financial Services Industry, carried out by Ogada, Achoki and Njuguna (2016) aimed at determining the cost effectiveness ratios of merging companies in the financial services sector in Kenya and determining the profitability effect of these ratios (inferred from asset and equity return rates). The research design was mixed. The research collected secondary data from 41 companies in the financial services sector in Kenya, whose merger processes were closed until 31 December 2013. The study showed that after merger cost efficiency improved as a result of a rise in asset and equity returns, due to efficiency in the use of labor, financial resources and management effort.
From this section, it is clear that most studies done on cost efficiency has been done in other countries, which are not applicable to the Kenyan setting, therefore leaving a gap which the current study seeks to assess the effect of cost efficiency on financial performance of selected insurance companies in Kenya.
2.2.2 Effect of Risk Diversification on Financial Performance
Diversification refers to a firm’s entry into a new market. It means the increase by a firm in the kinds of businesses which it operates, being that diversity either related to products, geographical markets or knowledge (Chandler, 2010). Diversification seeks to minimize credit and other risks and to reduce volatility in profits. It is achieved by merger by geographically expanding and using newly acquired capacity to take on different products or develop new. The main driver of cross-sector conglomerates and cross-border mergers is often diversification (Obaid, 2010).
Companies diversify in order to broaden their activities by increasing services, markets and products. Thus the aim of diversifying is to enable firms enter other business units that are different from their core activities; however diversification strategy in itself does not exist in a single form (Wernerfelt, 2012). Most literature conducted on diversification are in agreement that diversification is a form of growth strategy.
Diversification has been suggested as one of the ways to improve the performance of insurance firms. A report by Nyambura (2014) identified diversification as a key factor that aided the performance of health insurance penetration in Nigeria. The study revealed that diversification played a leading and pivotal role in the evolution of Health Insurance and the drive to give competitive advantages to the insurance industry. Locally, a report by AKI (2018) championed the remodeling of insurance products in Kenya as a way to improve the performance of insurance firms in Kenya.
Diversification also results in income volatility and risk minimization given that the profit streams from different enterprises are not perfectly correlated. According to Cummins and Danzon (1997) and Liebenberg and Sommer (2008), the risk reduction must raise the prices that risk-sensitive clients are willing to pay. Moreover, based on some scholars, diversification increases a company’s willingness to cooperate rather than cheat. Precisely, close correspondence in market structures increases the chances of collusion between companies by enabling them to avoid the full rigors of competition by practicing mutual forbearance (Li & Royston, 2004). Resultantly, firms minimize the intensity of competition and adjust the market price to maximize profits.
Benito‐Osorio, Colino and Zúñiga‐Vicente (2015) in their analysis of the influence on the performance of Spanish manufacturing companies by the panel data model of the effect of product diversification. The results of the study showed that the bigger the company, the greater the optimal diversification level. Further, the findings revealed that that manufacturing firms in Spain opting for some diversification attain higher profitability rates than those with no diversification or extensive diversification. This study was carried out among the manufacturing industry and not the insurance industry.
Ogada, Achoki and Njuguna (2016) examined the impact diversification on the financial performance of merged institutions. The study adopted a mixed research design. All 51 financial institutions in Kenya were combined into the study population. Sampling has been used purposively. Primary data were obtained from the questionnaires and a secondary template was used to collect data. In the analysis of the data, the investigator used quantitative techniques. The use of means, frequencies and percentages included a descriptive analysis of the study. There have also been used inferential statistics such as analysis of correlation. Data analyzes from the panel were also used. An analysis was also used before and after mergers. The results of the study indicated that diversification had no significant financial impact on merged institutions ' financial performance.
From this review it is clear that, product-diversified firms are outperformed by more focused insurers which imply that the costs of diversification outweigh the benefits. However gaps have been left since most of them have been done in other countries and the findings might not be generalized to insurance companies in Kenya.
2.2.3 Effect of Operating Synergy on the Financial Performance
The main goal of M&A is to generate synergies that, in turn, can foster businesses ' growth, enhance market power, improve production efficiency, boost profitability and improve shareholding. Synergy refers to the positive increase in Net Income associated with a combination of two firms by merger (Kithithitu, Cheluget and Keraro and Mokamba 2012). 
The effect of synergy on financial performance of Merged Financial Institutions in Kenya has been studied by Ogada, Achoki and Njuguna (2016). The study adopted a mixed research design, pre-and post-merger secondary data from 40 institutions in the financial services sector in Kenya which were concluded by 31 December 2013. While the liquidity ratio was used to measure operating synergy, sales growth was used to support financial synergy. Primary data were used to explain the secondary data results. Panel data analyze was used to determine the changes in study variables and trends during the period 2009 to 2013, event window (for pre-and post-mergers) analysis was used to test all significant performance differences before or after merger as a result of the synergy. The results show that performance, operating synergy, and financial synergy have a positive relationship, with significant performance improvement following merger. From these conclusions, the study recommends that the institutions evaluate critically and focus their attention on the long-term financial synergies as this has a positive effect on performance in the overall business and operations of merging institutions.
Misigah (2013) examined the effect of mergers and acquisitions in achieving synergy for commercial banks in Kenya. The study population comprises 15 business banks which completed their merger and acquisition transactions successfully between 2000 and 2010. The effect of mergers on asset growth, profitability and shareholder value during the pre-mergers and post-mergers period was compared and analyzed by the ratios. Used to measure the significant growth change before and following the merger activity, the Wilcoxon Signed Range Test. Results showed that growth in shareholder value and increase in profitability was the main reason for a merger between the banks. Results have shown that profitability and synergy have increased significantly because of the merger.
Junge (2014) evaluated operating performance changes by different synergy types after the merger. The sample of the study consisted of 420 fusions between 1988 and 2008. Operating performance during the post-merger period improved significantly. The fusions which sought efficiency synergy had strong improvements in performance, while those which sought synergy from additional resources or market power had low performance improvements. The results improved mainly due to the increase of cash flow rates and lower post-merger investments. The revaluation of the company's assets around the announcement of the merger and the change in operating performance were positive. This is the relationship between improvements in performance following the merger and value creation for shareholders. It is concluded, therefore, that improvements to the performance after merger confirm the existence of a synergy resulting from merger. These synergistic gains are especially important in efficiency synergies, whereas synergies are significantly smaller from complementary resources, and almost no evidence of the presence of market power synergies can be found.
Operating Synergy has a significant positive effect on performance. Companies trying to have their financial performance achieved goals have to consider operating Synergy. Most of the existing research literature on operating synergy tends to be more biased toward the arm of other industries other the insurance industry, more so most of these studies have been done on the western countries.  In addition, the findings obtained from these studies have been inconclusive therefore leaving gaps. This study thus sought to fill this pertinent gap by assessing the impact of operating synergy on financial performance of selected insurance companies in Kenya.

2.2.4 Effect of Growth and Expansion on Financial Performance
Mergers and acquisitions have turned into a well-known business procedure for organizations hoping to venture into new markets or domains, pick up an aggressive edge, or get new advancements and ranges of abilities. Mergers and Acquisitions (M&A) are an awesome path for authoritative development and extension without waiting a long time for advertising and deals methodology to pay off (Ullah, Farooq, Ullah, & Ahmad, 2010). The basic goal of an association charmed by a merger or acquisition is to secure an open entryway that will either achieve the objective of improvement or give a zone of expansion that will add to the thing/advantage line in a market that is starting at now not served by the association.
Chowdhury (2012), stipulated that a champion among the most surely understood procedures for internal improvement is to make the organization's picture, which outfits the firm with various positive conditions. Once a brand is developed, less elevating is required to dispatch new things. Inward improvement routinely gives a for the most part safe differentiating choice to joining, regardless of the way that the results are as often as possible move back to arrive. The second course to achieve advancement is to arrange with various firms. Firms organize through mergers, where there is a typical comprehension, or through acquisitions, where one firm purchases shares in another firm, with or without assertion. As showed by Kariri, (2013) there are a couple of sorts of blend, including: Vertical coordination happens when firms join at different periods of age. There are two sorts of vertical joining, backward and progresses. In turn around vertical joining happens when a firm focalizes with another firm which is nearer to the wellspring of the thing, for instance, a car creator buying a steel maker. Advances vertical joining happens when a firm merges to move nearer to the client, for instance, an automobile producer obtaining a chain of auto showrooms. Indeed, even coordination happens when firms join at a comparable period of age, for instance, a merger between two car producers, or two auto showrooms.

In respect of augmentation in the dealing with a record territory push that regardless of the way that it offers various points of interest to the associations working in this part, there are in like manner various personality boggling issues related with overall advancement. Some of these issues have been perceived by Mantravadi and Reddy (2008), who highlights the going with most noteworthy: firm ought to deal with various political, fiscal, authentic, social and social circumstances and furthermore unique rates of advance inside each one of them. Among national and outside circumstances are astounding an immediate consequence of national influence issues and for the most part differentiating monetary and social conditions. Segment, social and national differentiations, and assortments in business practices each one of the tend to make correspondence among headquarters and abroad branches troublesome Of present and future competition may be all the more difficult to grasp in different countries because of differences in current structure and business sharpens. Level of tremendous monetary, publicizing and other information required for orchestrating varies an exceptional game plan among countries in openness, significance and steadfast quality.

As per Mboroto (2014), these complexities are particularly essential in the managing an account industry where changing natural conditions can largely affect banks returns. To beat these complexities, they propose a choice measure for transnational inn development. These from their perspective are normally controlled by advertising openings in an outside nation by method for a four-advance process: of the general condition; showcase potential; deals; and weighting imminent productivity versus dangers. They additionally underscore that examination of the business condition goes up against a substantially more huge measurement in plotting universal development. Such an examination incorporates contemplating political, monetary and social parts of the objective nation.

Kariri (2013) conducted a study to identify the growth strategies of Safaricom Limited and to establish how the growth strategies influence performance of Safaricom Limited. The study concludes that Safaricom Limited has adopted various growth strategies to enhance the Safaricom performance. In addition, the study concludes that Safaricom considers competition as an impetus toward enhancing products and services and improving performance design. Under growth strategy the dominant firms in the industry tend to use economies of scale to intimidate small firms in order to expand. There are three ways in which a firm could use it to establish itself to grow.
Abdou and Annis (2011) in a study on exploring corporate strategy among American firms, the modes of expansions include; franchising, licensing, acquisition and mergers expressed that organizations develop so as to accomplish their destinations, counting extending bargains, enhancing benefits or growing bit of the general business. Firms create in two courses; by internal augmentation and through blend. To grow normally, a firm should hold satisfactory advantages to enable it to purchase new assets, including new development. After some time, the total estimation of an affiliation's advantages will rise, which offers security to enable it to obtain to help propel augmentation. 
Mutuma (2017) did a study on investigate the effects of adopted expansion strategies on the performance at Commercial Banks in Kenya. A sample of staff drawn from the population of 232 management staff working in Commercial Banks in Kenya of the top, middle and low level management ranks was used. Stratified proportionate random sampling technique was used to select the sample. From each stratum, simple random sampling was used to select 70 respondents. Primary data was collected using a questionnaire while secondary data was obtained from annual reports of the companies. Data collected was purely quantitative and it was analyzed by descriptive analysis. In addition the study used Karl Pearson’s product moment correlation analysis to assess the relationship between the variables. From the findings, the study concluded that product development has the highest effect on performance of commercial banks, followed by market penetration, then diversification while market development having the lowest effect on the performance of commercial banks. The study therefore recommends that the management to increase the advertising expenditures and market share of distribution through more intensive distribution.

Kariuki (2012) conducted a study to determine the effect of product development on the financial performance of commercial banks in Kenya. This study categorized determinants of commercial banks financial performance into two categories, namely internal and external factors where, internal determinants of profitability, which are within the control of bank management and external factors are those factors that are considered to be beyond the control of the management of a bank. The study found out that new product development impacted positively on financial performance of commercial banks in Kenya.

From the above reviewed literature, there is obscurity in regard to how the Kenyan insurance industry reacts to growth and expansion. This is a significant literature gap given that Kenya is an emerging market and the fact that the economies of the world are becoming more and more globally integrated. Most of the studies were related to other sectors and developed nations. This is even more critical given that growth and expansion are expected to have a direct consequence on expected returns to investors in companies (Heubischl, 2006). This study therefore sought to bridge this gap by finding out the effect of growth and expansion on financial performance of selected insurance companies in Kenya.

2.2.5 Performance of Insurance Companies

Healy and Ruback (2013) define financial performance as the measure of how well a firm can use assets from its primary mode of business and generate revenues. In addition, financial performance is essentially a measure of an organizations financial health over a given period of time, used to compare similar firms across the same industry or to compare industries or sectors in aggregation. Lole (2011) states that the fundamental aim of M&A’s is the generation of synergies that can, in turn, foster corporate growth, increase market power, improve production efficiencies, boost profitability, and improve shareholders’ wealth.
There are many different ways to measure a company’s financial performance. For example, cash flow based measures, stock based measures and accounting based measures. Companies’ performance can be evaluated by way of performing analytical reviews. Ratio is the simple mathematical statement of the relationship between two items listed in financial statements (Abdou & Annis, 2011). Through ratios, it is possible to measure the power of the company’s liquidity, solvency and its profitability.
The focus of attention in analyzing organizational performance has largely been on financial measures but some scholars have proposed a broader construct of ‘business performance’ to incorporate non-financial measures such as market share, customer satisfaction and new products among others (Yanan, Hamza & Basit, 2016). Austin (2013) proposed four possible types of measurement for organizational performance namely: outcomes (turnover, absenteeism, job satisfaction); organizational outcomes (productivity, quality, service); financial accounting outcomes (return on assets, profitability) and capital market outcomes (stock price, growth, returns). Bennett, Lance and Woehr (2014) described organizational performance measurement as a process of assessing progress towards achieving pre-determined goals including information on the efficiency with which resources are transformed into goals and services, the quality of those outputs and outcomes, and the effectiveness of the organizational operations in terms of their specific contributions to organizational objectives.
2.3 Summary of Review of Literature and Research Gap

Efficiency theory suggests that mergers only occurred when sufficient synergies are expected to be generated to benefit both sides. It is the symmetrical expectations of gains that are proposed and accepted in a friendly fusion. If the benefit was not positive, the target firm's owners would not sell or submit the purchase, or the bidder would not complete the deal if the profit was negative for the bidders (Olayungbo & Akinlo, 2016). 
The theory of efficient mergers and markets for corporate control suggest that M&A are done for various reasons like personal motives of managers, mistakes done during restructuring, and to prevent any takeovers, deals are also being done. The theory is relevant to this study because, the market control will be provided by inefficient managers and managers who do not maximize profits will not survive, even if competitive forces on their product and input markets fail to eliminate them. Hostile takeover activities should thus be observed between underperforming companies, and between those who cannot discipline their managers through internal corporate governance mechanisms. Once again the empirical evidence again seems to support this conclusion (Chepkemoi, 2013).

Empire-Building Theory states that mergers planned and implemented by managers who maximize use instead of the value of their shareholders. An empire-building argument is not necessarily confined to the motive of growth maximization. This theory is relevant to the study because, to the agent, in the form of reward represents cost to the principal while agent's effort brings benefits to the principal, with an assumption that higher effort is directly related to better results, and at the same time cost to the agent

Agency theory has been widely used in literature to investigate the information asymmetry between principals (shareholders) and agent (management) (Kariri, 2013). The theory of the agency may also be approached from a cash-free perspective; thus, agents with plenty of free cash are usually expected to act opportunistic rather than invest in projects that benefit their managers. This theory is relevant for this study since it explains the relationship between directors and officers and the tools to align them. The theory is used as part of M&A to explain changes in a company's financial performance. M&A leads to improved performance if ineffective managers are used to discipline (Carpenter et al., 2009). It is also possible that M&As are misused by managers to satisfy their own self-interest, if the principals’ interests are not aligned with the agents’ interests by instruments like monitoring, management ownership and compensation (Ismail, Abdou & Annis, 2010). 

A good number of studies have been done on the effects of mergers and acquisitions on financial performance but these have left gaps that this study seeks to fill. For example, Nyambura (2014) did a study on the effect of mergers and acquisitions on shareholder wealth of listed petroleum companies in Kenya. Kiarie (2014) effect of mergers on financial performance of firms listed at the Nairobi Securities Exchange, Selcukand Yilmaz (2011) conducted a study on the impact of acquisitions on acquirer performance in Turkey using the stock market approach and the accounting method, Azhagaiahand Kumar (2011) did a study on the short-term post-acquisition performance of corporate firms in India. In Kenya's companies listed on the Nairobi Securities Exchange, Muia (2010) examined the determinants for growth of firms through M&A. The study on cost-effectiveness and profitability in the Kenyan financial services industry has been carried out by Ogada, Achoki and Njuguna (2016). The effect of mergers, acquisitions and synergies to trade banks in Kenya has been examined by Misigah (2013). The results reveal that mergers and acquisitions do add value to shareholders wealth. These studies nevertheless convey mixed reactions to the effect mergers and acquisitions on the profitability of business. There has been little about the effects on the performance of insurance companies in Kenya of fusions and acquisitions. These previous studies have produced conflicting results that do not conclude the effect of merger and acquisition. Therefore, the study sought to fill this gap by examining the effect of mergers and acquisition on financial performance of insurance companies in Kenya.
CHAPTER THREE: RESEARCH DESIGN AND METHODOLOGY
3.1 Introduction
This chapter sets out the research methodology that was followed in completing the study. It involved a blueprint for the collection, measurement and analysis of data. The chapter is structured into; research design, target population, sampling design, data collection instruments, data collection procedures and lastly data analysis. 
3.2 Research Design
The study adopted descriptive design to determine the effect of mergers and acquisition on financial performance of selected insurance companies in Kenya. The descriptive research attempts to describe, explain and interpret conditions of the present. A descriptive research focuses on existing conditions, practices, structures, differences and relationships, on current opinions and trends (Creswell, Klassen, Plano & Smith, 2011).The research design of the study provided conditions for data collection and analysis so that relevance for the research purpose is combined with economical operations. Mugenda and Mugenda (2008) describes descriptive study as a study concerned with finding out the what, where and how of a phenomenon and as such enabled the study achieve its objectives. 
3.3 Research Site 
Kombo and Tromp (2006) defined research site as an area of interest. The researcher carried out his research in the insurance industry in Kenya. Kenya represents East Africa’s best developed insurance market and the regions financial focal point(The East African, 2013). It is the region's market leader with an insurance penetration of approximately 3 percent and is a very competitive market. At the end of 2018, there were 53 insurance companies, 16 businesses only written life insurance whereas 8were writing life and non-life (composite). There were 4 reinsurance companies, 191 licensed insurance brokers, 10 reinsurance brokers, 24 Medical insurance providers,6,483 insurance agents, 107 insurance investigators, 99insurance motor assessors, 29 insurance loss adjusters, 10 insurance risk managers, 4 insurance claim settling agents and 30 insurance surveyors (IRA, 2018). The study was limited to the various mergers and acquisitions in the Kenyan insurance industry within the last 5 years. These are outlined in Appendix 1
3.4 Target Population
Population is the entire set of units or set of groups to which the statements of the study will refer and which has to be delimited, unambiguously beforehand with regard to the research questions(Creswell, Klassen, Plano & Smith, 2011). Mugenda and Mugenda (2003) define population as the entire group of people, events or objects having a common observable characteristic. On the other hand, the author further define target population as that population the study evaluates, and whose findings are used to generalize to the entire population. 
The target population for the study was all 141 employees working in 5 merged insurance companies in Kenya.This included 3 top level management from each of the insurance firm headquarters including (the CEO, The Deputy CEO, and the Finance officer). 21 middle level employees who were branch managers and HODs and 105 employees. The insurance companies considered in the study were those that merged during the period of 2014 to 2018 (Business Daily). The period was selected so as to provide insightful information on the performance of merged companies in Kenyan insurance industry, thereby bringing out the effects on financial performance. This is indicated in 3.1 below:-
Table 3.1 Target population
	Insurance Name
	Top level managers
	Middle level managers
	Employees
	Total

	Britam Insurance
	3
	4
	16
	23

	Pan-african Life
	3
	5
	17
	25

	UAP Ltd
	3
	5
	15
	23

	Metropolitan life
	3
	4
	30
	37

	First Assurance
	3
	3
	27
	33

	Total
	15
	21
	105
	141


Source: (HR Office, Selected Insurance Companies, 2019)
3.5 Study Sample
For the purpose of selecting the study population, the study employed census technique. Census refers to the research method whereby all the members of the population participate in a study (Kombo & Tromp, 2006). There were 141 respondents selected to participate in the study.
3.6 Data Collection 

3.6.1 Research Instruments
This study used questionnaires and document analysis guide to collect data relevant to the study. Primary data was collected using questionnaires. The study used structured questionnaires to assemble data from respondents. The questionnaires were well-situated for the assignment because they could be simply and expediently administered to the study sample. The use of questionnaire was done because it is less costly and less time consuming as compared to other methods. Close ended questionnaires were used for this study.
Documentary analysis schedule was used to collect secondary data with regard to financial performance of the insurance companies as shown in appendix III. According to Glenn (2009) document analysis refers to any technique for making references by systematically and objectively identifying specific messages for example financial performance of merged banks. It involves picking a section of a policy and research and analyzing it critically to allow for both quantitative and qualitative operations done well and therefore considered a relatively exact data instrument. Documentary analysis generally provides data source, which is available and permanent in a way that can be examined by others (Glenn, 2009). These records were used in assessing data on financial performance of insurance companies in Kenya. This study used secondary data from Insurance regulatory authority (IRA), Association of Kenya Insurers (AKI), Competition Authority of Kenya (CAK), Capital markets authority (CMA) as well as individual companies’ published audited financial statements on the newspapers. Data pertaining to the following ratios was collected in regard to the merged firms, EPS, ROI, DPS, ROA and ROE.
3.6.2 Piloting of Research Instruments
Before actual data collection, a pilot study was done to allow for pre-testing of the research instrument and make the researcher familiar with research and its administration procedure as well as identifying items that require modification. The result helped the researcher to correct inconsistencies arising from the instruments, which ensured that they measure what was intended. Polit and Beck (2003) describes a pilot study as a small scale version or trial run done in preparation for a major study. Cooper and Schilder (2011) agree that the respondents used in pilot test should constitute 10 percent of the sample used in data collection. Therefore, 14 questionnaires were administered in pilot testing to test the degree of accuracy of the instrument used. The pilot study was done in randomly selected insurance firms in Nairobi City not included in the study. 
3.6.3 Reliability of Research Instruments

Reliability is the consistency of measurement, or the extent to which an instrument measures the same method every time it is used under the same circumstance with the similar subject (Creswell, 2011). Before the actual study was conducted, a pilot study was done. The aim of the pilot study was to test the reliability and validity of the research instrument. A pilot study was undertaken on 10 percent of the study sample drawn from the insurance firms not included in the study to test the reliability. The rule of thumb is that at least 10% of the Sample should constitute a pilot test Creswell (2011). Cronbach's Alpha was used to test reliability of the instrument. The Alpha can take any value from zero (no internal consistency) to one (complete internal consistency). Cresswell (2011) suggested that as a rule of thumb, Cronbach's Alpha should not be lower than 0.7. Therefore this study used the recommended cut-off 0.7 to make inference of instrument reliability. The results of analysis are shown in Table 3.2.
Table 3.2 Reliability Test Results

	Variable
	Cronbach’s Alpha
	Test Items

	Cost efficiency
	.707
	5

	Risk diversification
	.872
	5

	Operating synergy
	.913
	5

	Growth and expansion
	.866
	5

	Financial Performance
	.840
	5


The results indicated that operating synergy had the highest Cronbach’s alpha coefficient (0.913), with 5 test items. Risk diversification had the second highest Cronbach’s alpha coefficient (0.872), with 5 test items. Growth and expansion had the third highest Cronbach’s alpha coefficient (0.866), with 5 test items, financial performance come fourth (0.840), with 5 test items. The study also showed that cost efficiency had the lowest Cronbach’s alpha coefficient (0.707), with 5 test items. This implies that the research questionnaire met the threshold since all the variables constructs had Cronbach’s alpha coefficients greater than 0.7. This was according to Zikmund, Babin, Carr and Griffin (2010), who stated that a cronbach’s alpha of 0.7 as a minimum level is acceptable.

3.6.4 Validity of Research Instruments
Validity is defined as the point to which an instrument measures what it is projected to evaluate (Mugenda, 2011). The validity of the data collection instrument for the study was tested by first administering it on conveniently selected respondents from insurance firms not included in the study. In addition, study research experts including the supervisor evaluated the instrument by assessing the concepts relevant to the study determined whether the sets of items indicated in the sets of questionnaires accurately represented the concepts under study. The comments and criticism of the experts were considered and incorporated in the final draft of the questionnaires so as to ensure its content validity. Creswell and Clark (2011), state that the usual procedure in assessing content validity of a measure is to use professionals or experts in a particular field.
3.6.5 Data Collection Procedures

Before data collection, the study obtained a data collection letter from Africa Nazarene University. This was followed by application for a research permit from the National Commission for Science, Technology and Innovation (NACOSTI). On acquisition of the permit, the researcher informed the management of the selected insurance companies in advance before the questionnaires were given to the respondents. The questionnaires were administered through drop and pick method. To get a favorable response rate, the respondents were given one week to fill-in the questionnaires owing to their busy work schedule and the need to obtain objective and unhurried response. In addition, the researcher made phone calls and personal visits where necessary to remind the respondents to fill-in and return the questionnaires. The respondents were also promised a copy of the findings.
3.7 Data Processing and Analysis
The data collected was cleaned, edited, coded and stored before being analyzed. Both descriptive and inferential statistics were used for data analysis.
Descriptive statistics method was applied to analyze numerical data gathered using closed-ended questions. Descriptive analyses provide the foundation upon which correlational studies emerge; they also provide clues regarding the issues that should be focused on leading to further studies (Mugenda & Mugenda, 2008). Descriptive statistics helped to compute measures of central tendencies and measures of variability in order to determine how independent variables affect the dependent variable, this included the use of frequencies, percentages, mean and standard deviation.
Inferential statistics was applied through correlation analysis and the use of multiple regression analysis. The correlation analysis was used to establish with statistical significance, the nature of the existing relationship between the dependent variable and the independent variables. The regression analysis was used to determine the statistical significance, the influence or effect that the independent variables had on the dependent variable. 
The following regression model was used; 
Y= α +β1X1+β2X2+β3X3 +β4X4 + 
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Where, 
Y= Financial performance, 
X1= Cost efficiency
X2= Risk diversification
X3= Operating synergy
X4= Growth and expansion
α=constant value
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 =error term
3.7.1 Assumptions of Multiple Regression
Prior to data analysis, a number of assumptions were tested. This will include normality, linearity, homoscedasticity, multicollinearity, independence of residuals assumptions among study variables. When these assumptions are violated, the study results are likely to give biased estimates of the parameters (Saunders, Lewis & Thornhill, 2007). 
Normality test was used to determine if the data set is normally distributed. Graphical or mathematical test can be performed to test for normality. Mathematically, Shapiro-Wilk test and Kolmogoro-Smirnov test are the commonly used test (Ghasemi & Zahediasl, 2012). Shapiro –Wilk (W) test was used to test normality of liquidity (Dependent Variable). Shapiro –Wilk (W) test for normality of liquidity was used because the size of respondents were small (38 respondents). Shapiro – Wilk (W) test is appropriate where the size is between 7 to 2000 respondents (Shapiro & Wilk, 1965). For large samples of between 2000 and 5000 respondents, Kolmogorov – Smirnov (D) test is appropriate. From the results if the significance value is less than 0.05, the data is normal, else if significance value is greater than 0.05, the data is not normally distributed (Garson, 2012).

Linearity means that the amount of change or rate of change between scores on two sets of variables is constant for the entire range of scores for the variables (Bai & Perron, 2008). Testing for linearity is deemed necessary since linearity is an assumption of regression which must be satisfied. The P-P plot was used to assess the degree of linear relationship. Pearson correlation may also be used to test linearity though it is limited in determining the degree of linearity given that it only captures the linear component of the relationship. For linearity assumption to be met, variables will be expected to produce plots in the normal P-P along the diagonal line, the distribution should not be skewed to either side. If the relationship between independent variables (IV) and the dependent variable (DV) is not linear, the results of the regression analysis will under-estimate the true relationship (Garson, 2012).
Multicollinearity is a statistical phenomenon in which two or more predictor variables in a multiple regression model are highly correlated (Porter & Gujarat, 2009). It arises when there is a linear relationship among two or more independent variables in a single equation model (Gujarat & Porter, 2009). Multicollinearity makes the coefficient estimates to change erratically in response to small changes in the model or the data. Multicollinearity increases the standard errors of the coefficients (Gujarat & Porter, 2009). It makes some variables statistically insignificant while they should be statistically significant. Detection Tolerance and Variance Inflation Factor (VIF) method was used to test for multicollinearity. Multicollinearity is reflected by lower tolerance values and higher VIF values (Hair et al., 2013). A VIF greater than 10 or tolerance below 0.10 implies serious multicollinearity problem.
Homoscedasticity assumes that the variances of error terms are similar across the values of the independent variables. Homoscedasticity can be tested using Durbin Watson statistics. The Durbin-Watson statistic should be between 1.5 and 2.5 (Frost, 2017).

3.8. Legal and Ethical Considerations.
The researcher sought informed consent from respondents by making them aware that the information to be collected was meant for academic purpose to avoid suspicion from the respondents. In addition, anonymity and confidentiality was maintained in all respects and this ensured reliability of the data to be collected. As an ethical measure, the researcher also treated the respondents with respect and courtesy, this ensured that the respondents gave candid responses to the questions. The researcher respected the participants’ rights to refusal to take part in the research and maintenance of objectivity during data collection, analysis and reporting stages. Before issuing questionnaires to the employees, the researcher acquired a research permit seeking permission to conduct research. This enabled the researcher to conduct the study legally within the organization so as to avoid interference from the concerned parties.
CHAPTER FOUR

DATA ANALYSIS AND PRESENTATION OF FINDINGS
4.1 Introduction

This chapter presents the data analysis of the administered questionnaires, the presentation of the analysis and the fall out of the results as well as discussions for the study. Descriptive statistics such as frequency, percentage and mean were used in the analysis while inferential statistics such as correlation analysis and regression analysis were adopted. 
The study selected 141 respondents in data collection with regard to the effect of mergers and acquisition on financial performance of selected insurance companies in Kenya. Therefore, the researcher administered 141 questionnaires. From the administered questionnaires, 105 respondents filled-in and returned the questionnaires. This gave a response rate of 74.5%. This response rate was achieved after the researcher made physical visits to ask the respondents to fill-in and return the questionnaires. The unreturned questionnaires were 36 representing 25.5% of the administered questionnaires. The main reason for the unreturned questionnaires was that the respondents misplaced the questionnaires, questionnaires were wrongly filled and in some cases the respondents ticked two answers. However, this response rate was deemed satisfactory as suggested by Fowler (2002) who stated that a response rate of between 70 to 85 percent is rated as good. This is further supported by Creswell (2003) who provides guidance that a 40% response rate is adequate.
Table 4.1: Response Rate

	Responses
	No
	Percentages

	Administered questionnaires
	141
	100

	Unreturned
	25
	25.5%

	Usable questionnaires
	105
	74.5


4.2 Characteristics of the Respondents
This section looks at the findings on the general socio-demographic characteristics of the respondents of the study. The socio demographic characteristics were: gender, age, years of experience in the insurance industry and educational background. These are discussed in the following subsequent themes: 

4.2.1 Distribution of Respondents by Gender

The researcher asked the respondents to indicate their gender on the questionnaire and the results are as presented in Table 4.2

Table 4.2 Gender Composition of the Respondents

	Gender of Respondent
	Frequency
	Percentage (%)

	Male
	58
	55.2

	Female
	47
	44.8

	Total
	105
	100.0


Table 4.2 indicates that out of a total of 105 respondents 58(55.2%) of the respondents who participated in the study were male while 47(44.8%) were female. Gender was an important variable in this study to investigate the representation of male and female respondents in the study. The results indicate that there were more male than female employees working in the Insurance companies.

4.2.2 Distribution of Respondents by Age

The respondents were asked to indicate their age bracket on the questionnaire to assess if the respondents were from diverse age groups and the results are as presented in Table 4.3

Table 4.3 Age of the Respondents

	Age of the Respondents
	Frequency
	Percent

	
	20-25 Years
	6
	5.7

	
	26- 30 Years      
	20
	17.1

	
	 31 – 35 Years      
	29
	27.6

	
	36 – 40 Year
	20
	17.1

	
	41-45 years
	17
	16.2

	
	Above 45 years
	13
	12.4

	Total
	105
	100.0


As indicated in Table 4.3, 6 (5.7%) were aged between 20-25 years, 20 (17.1%) were aged between 26-30 years, 29 (27.6%) were aged between 31-35 years, 20 (17.1%) were aged 36-40 years, 17 (16.2%) were aged between 41-45 years and 13 (12.4%) were above 45 years of age. This indicates that the respondents were composed of individuals from diverse age groups.
4.2.3 Distribution of Respondents by Years of Experience

Respondents were asked to indicate the number of years of experience they have had in the insurance company to assess their familiarity in the field and hence assure validity of their responses, the results are as indicated in Table 4.5.

Table 4.4 Respondents Years of experience

	No. of Years 
	Frequency
	Percentage %

	Less than one year
	19
	18.1

	Between 1-3 years
	23
	22.0

	Between 4-5 years
	20
	19.0

	Between 6-7 years
	14
	13.3

	Between 8-9 years
	12
	11.4

	Above 10 years
	17
	16.2

	Total
	105
	100.0


Table 4.4 shows the number of years respondents had served in the insurance firms. Out of the 105 respondents, 19 (18.1%) had served for less than one year, while the majority 23 (22.0%) had served for between 1-3 years, 20 (19.0%) had served for between 4-5 years. In addition 14 (13.3%) had served for between 6-7 years, 12 (11.4% had served for between 8-9 years while 17 (16.2%) had served for more than 10 years. The findings of this study indicate that the respondents had adequate experience to respond to the questions and are informed of the effects of mergers and acquisition on performance if insurance firms. This concurs with the study by Lussier (2008) who summarized that the individuals with higher experiences have greater chances of responding to the questionnaire statements compared to people with less experience.

4.2.4 Distribution of Respondents by Education Level

Respondents were asked to indicate their highest education level. This was to assess their level of skills and to establish whether they were in a position to answer the questionnaire accurately and the results were as indicated in Table 4.4.

Table 4.5 Level of Education of Respondents

	Level of Education
	Frequency
	Percentage %

	Certificate
	1
	1

	Diploma holder  
	19
	18.1

	Bachelors’ degree
	71
	67.6

	Master’s degree
	4
	3.8

	Others
	10
	9.5

	Total
	105
	100.0


As Indicated in Table 4.5, out of the 105 respondents, majority 71(67.6%) had bachelor’s degree, 19 (18.1%) were diploma holders, 10(9.5%) represented others who could be PHD, CFA or CPA holders, 4(3.8%) had a master’s degree while only 1(1.0%) of the respondents was a certificate holder. These findings indicate that the respondents were in a position to accurately answer the questionnaire. In addition, the findings also indicate that the selected insurance firms’ employees are equipped with the necessary knowledge and skills to ensure effectiveness of the firm’s ability to achieve its goals.
4.3 Presentation of Research Analysis, Findings, and Interpretation

This section includes a presentation of the results according to the objectives and the research questions. Tables and figures are clearly presented so that the data shows evidence to support claims per each objective.
4.3.1 Effect of Cost Efficiency on the Financial Performance

This study sought to determine the effect of cost efficiency on financial performance of selected insurance companies in Kenya. To achieve this objective mean, frequencies and percentages were used to interpret the data. This is presented in Table 4.6
Table 4.6Cost Efficiency and Financial Performance

	Cost Efficiency
	
	5
	4
	3
	2
	1
	M
	Std

	Promotes efficiency on organizations utilization of financial resources to realize synergistic gain.
	F
	40
	39
	5
	8
	13
	3.81


	1.35



	
	%
	38.1
	37.1
	4.8
	7.6
	12.4
	
	

	Enables organizations to exploit their comparative advantage hence improved earnings per share
	F
	39
	42
	8
	16
	0
	3.99
	1.03

	
	%
	37.1
	40.0
	7.6
	15.2
	0.0
	
	

	Increase organizational productivity through more efficient use of capital and labour
	F
	51
	31
	17
	3
	3
	4.18
	.998

	
	%
	48.6
	29.5
	16.2
	2.9
	2.9
	
	

	Ensures increased efficiency in response to economies of scale
	F
	51
	33
	6
	12
	3
	4.11
	1.12

	
	%
	48.6
	31.4
	5.7
	11.4
	2.9
	
	

	Enables organizations to increase market share
	F
	40
	39
	5
	8
	13
	3.78
	.978

	
	%
	38.1
	37. 1
	4.8
	7.6
	12.4
	
	


Key; Not at all – (1) Very little – (2) Moderately – (3) Quite a lot – (4) Extensively – (5)

According to the respondent as indicated in table 4.6, 38.1% extensively agreed that cost efficiency promotes efficiency on organizations utilization of financial resources to realize synergistic gain, 37.1% indicated quite a lot, 4.8% moderately agreed, 7.6% indicated very little while a 12.6% of the respondents indicated that it has no effect at all. Similarly, 37.1% extensively agreed that cost efficiency enables organizations to exploit their comparative advantage hence improved earnings per share, 40% indicated quite a lot , 7.6% moderately agreed, 15.2% indicated very little while none of the respondents disagreed. In addition, 48.6% extensively agreed that cost efficiency increase organizational productivity through more efficient use of capital and labour, 29.5% indicated quite a lot , 16.2% moderately agreed, 2.9% indicated very little while a small number of the respondents 2.9% indicated not all. The researcher further probed the respondents on whether cost efficiency ensures increased efficiency in response to economies of scale, 48.6% extensively agreed, 31.4% indicated quite a lot , 5.7% moderately agreed, 11.4% indicated very little while a 2.9 of the respondents indicated that it has no effect at all. 
Lastly, when asked on whether cost efficiency enables organizations to increase market share, 38.1% extensively agreed, 37.1% indicated quite a lot, 4.8% moderately agreed, 7.6% indicated disagreed on the statement. This implied that the respondents are in agreement that cost efficiency influence financial performance of selected insurance companies in Kenya since their responses were between mean scores of 3.90 and 4.8 on the continuous Likert scale. These findings are alike to that of Ogada, Achoki and Njuguna (2016) who indicated that after merger cost efficiency improved as a result of a rise in asset and equity returns, due to efficiency in the use of labor, financial resources and management effort. In addition, Obaid (2010) indicated that due to cost efficiency, the operating performance, capital sufficiency and solvency measures improves marginally as far as profitability is concerned. 

4.3.2. Risk Diversification and Financial Performance

This study sought to examine the influence of risk diversification on financial performance of selected insurance companies in Kenya. To achieve this objective, mean frequencies and percentages were used to interpret the data. This is presented in Table 4.7.
Table 4.7 Risk Diversification and Financial Performance

	Risk Diversification
	
	5
	4
	3
	2
	1
	M
	Std

	Generating  finance from different sources such as buying shares  deposits, debt holders and equity holder enhances firms return on investment
	F
	40
	39
	5
	8
	13
	3.74


	1.35



	
	%
	39.1
	37.1
	3.8
	9.6
	10.4
	
	

	The higher the number of non-correlated asset classes in a portfolio reduces the firms risks hence improved return on investment
	F
	46
	36
	10
	11
	2
	4.08
	1.06



	
	%
	43.8
	34.3
	9.5
	10.5
	1.9
	
	

	Focusing on growing the size of the portfolio promotes firms earning per share
	F
	50
	32
	18
	2
	3
	4.18
	.978

	
	%
	47.6
	30.5
	17.1
	1.9
	2.9
	
	

	Spreading the firms portfolio among multiple investments vehicles such as cash, stocks, bonds affect firms performance
	F
	38
	53
	3
	9
	2
	4.10
	.950

	
	%
	36.2
	50.5
	2.9
	8.6
	1.9
	
	

	Varying the firms securities by industry affect firms return on equity
	F
	46
	36
	10
	11
	2
	3.92
	.997

	
	%
	43.8
	34.3
	9.5
	10.5
	1.8
	
	


Key; Not at all – (1) Very little – (2) Moderately – (3) Quite a lot – (4) Extensively – (5)

With regard to the influence of risk diversification on financial performance of selected insurance companies in Kenya as shown in table 4.6, 39.1% extensively agreed that generating finance from different sources such as buying shares deposits, debt holders and equity holder enhances firms return on investment, 37.1% indicated quite a lot, 3.8% moderately agreed, 9.6% indicated very little while a 11.6% of the respondents indicated that it has no effect at all. Similarly, 43.8% extensively agreed that the higher the number of non-correlated asset classes in a portfolio reduces the firms risks hence improved return on investment, 34.3% indicated quite a lot , 9.5% moderately agreed, 10.5% indicated very little while 1.9% of the respondents disagreed. 

In addition, 47.6% extensively agreed that focusing on growing the size of the portfolio promotes firms earning per share, 30.5% indicated quite a lot, 17.1% moderately agreed, 1.9% indicated very little while a small number of the respondents 2.9% indicated not all. The researcher further probed the respondents on whether spreading the firms portfolio among multiple investments vehicles such as cash, stocks, bonds affect firms performance, 36.2% extensively agreed, 50.5% indicated quite a lot , 2.9% moderately agreed, 8.6% indicated very little while a 1.9% of the respondents indicated that it has no effect at all. Lastly when asked on whether varying the firms securities by industry affect firms return on equity, 43.8% extensively agreed, 34.3% indicated quite a lot , 9.5% moderately agreed, 10.5% indicated quite a lot and 1.8% disagreed on the statement. This implied that the respondents are in agreement that risk diversification influences financial performance of selected insurance companies in Kenya since their responses were between mean scores of 3.90 and 4.8 on the continuous Likert scale. 
These findings are alike to that of Nyambura (2014) who revealed that risk diversification played a leading and pivotal role in the evolution of Health Insurance and the drive to give competitive advantages to the insurance industry. Locally, a report by AKI (2018) championed the remodeling of insurance products in Kenya as a way to improve the performance of insurance firms in Kenya. Liebenberg and Sommer (2008) indicated that risk reduction must raise the prices that risk-sensitive clients are willing to pay. Moreover, Shim (2011) stated that diversification increases a company’s willingness to cooperate rather than cheat. Precisely, close correspondence in market structures increases the chances of collusion between companies by enabling them to avoid the full rigors of competition by practicing mutual forbearance.
4.3.3 Operating Synergy and Financial Performance

This study sought to investigate the effect of operating synergy on financial performance of selected insurance companies in Kenya. To achieve this objective mean frequencies and percentages were used to interpret the data. This is presented in Table 4.8
Table 4.8 Operating Synergy and Financial Performance

	Operating Synergy
	
	5
	4
	3
	2
	1
	M
	Std

	Operating synergy  leads to the improvement of production and operational efficiency of organization
	F
	44
	36
	5
	7
	13
	3.87


	1.35

	
	%
	41.9
	34.3
	4.8
	6.7
	12.4
	
	

	Financial synergy leads to improved liquidity of the merged institutions
	F
	49
	34
	5
	12
	5
	4.05
	1.19

	
	%
	46.7
	32.4
	4.8
	11.4
	4.8
	
	

	Synergy leads to improved sales of the merged institutions
	F
	59
	30
	9
	3
	4
	4.30
	1.011

	
	%
	56.2
	28.6
	8.6
	2.9
	3.8
	
	

	synergy leads to improved production efficiencies in an organization
	F
	44
	46
	3
	10
	2
	4.14
	.994

	
	%
	41.9
	43.3
	2.9
	9.5
	1.9
	
	

	Operating synergy boosts firm profitability and improve shareholders’ wealth
	F
	61
	28
	11
	4
	1
	4.37
	.890

	
	%
	58.1
	26.7
	10.5
	3.8
	1.0
	
	


Key; Not at all – (1) Very little – (2) Moderately – (3) Quite a lot – (4) Extensively – (5)

From the descriptive statistics Table 4.8, most of the respondents 41.9% extensively agreed that operating synergy  leads to the improvement of production and operational efficiency of organization, 34.3% indicated quite a lot , 4.8% moderately agreed, 6.7% indicated very little while a 12.4% of the respondents indicated that it has no effect at all. Similarly, 46.7% extensively agreed that financial synergy leads to improved liquidity of the merged institutions, 32.4% indicated quite a lot , 4.8% moderately agreed, 11.4% indicated very little while 4.8% of the respondents disagreed. In addition, 56.2% extensively agreed that synergy leads to improved sales of the merged institutions, 28.6% indicated quite a lot, 8.6% moderately agreed, 2.9% indicated very little while a small number of the respondents 3.8% indicated not all. 
The researcher further probed the respondents on whether synergy leads to improved production efficiencies in an organization, 41.9% extensively agreed, 43.3% indicated quite a lot , 2.9% moderately agreed, 9.5% indicated very little while a 1.9% of the respondents indicated that it has no effect at all. Lastly when asked on whether operating synergy boosts firm profitability and improve shareholders’ wealth, 58.1% extensively agreed, 26.7% indicated quite a lot, 10.5% moderately agreed, 3.8% indicated quite a lot and 1.0% disagreed on the statement. This implied that the respondents are in agreement that operating synergy influence financial performance of selected insurance companies in Kenya since their responses were between mean scores of 3.90 and 4.8 on the continuous Likert scale. 

These findings are comparable to that of Kithitu, Cheluget, Keraro and Mokamba (2012) showed that performance, operating synergy, and financial synergy have a positive relationship, with significant performance improvement following merger. From these conclusions, the study recommends that the institutions evaluate critically and focus their attention on the long-term financial synergies as this has a positive effect on performance in the overall business and operations of merging institutions. In addition, Junge (2014) indicated that improvements to the performance after merger confirm the existence of a synergy resulting from merger. These synergistic gains are especially important in efficiency synergies, whereas synergies are significantly smaller from complementary resources, and almost no evidence of the presence of market power synergies can be found.

4.3.4 Growth and Expansion on Financial Performance
This study sought to explore the effect of growth and expansion on financial performance of selected insurance companies in Kenya. To achieve this objective mean frequencies and percentages were used to interpret the data. This is presented in table 4.9. 
Table 4.9 Growth and Expansion on Financial Performance
	Growth and Expansion
	
	5
	4
	3
	2
	1
	M
	Std

	Mergers and acquisitions leads to operating a company with a presence in multiple markets
	F
	34
	46
	6
	6
	13
	3.78


	1.03

	
	%
	32.4
	43.8
	5.7
	5.7
	12.4
	
	

	Mergers and acquisitions provide an area of expansion that will add to the product/service line in a market that is currently not served by the company
	F
	35
	46
	7
	12
	5
	3.90
	1.13

	
	%
	33.3
	43.8
	6.7
	11.4
	4.8
	
	

	Mergers and acquisitions will allow the organization to operate in new markets and offer new options to their existing market
	F
	54
	29
	16
	4
	2
	4.23
	.973

	
	%
	51.4
	27.6
	15.2
	3.8
	1.9
	
	

	Mergers and acquisitions provide a more complex product and services portfolio, and a high level of people and operational complexity
	F
	44
	46
	3
	10
	2
	4.14
	.994

	
	%
	41.9
	43.8
	2.9
	9.5
	1.9
	
	

	Mergers and acquisitions leads to operating a company with a larger and more diverse customer base
	F
	40
	49
	3
	10
	3
	4.06
	1.02

	
	%
	38.1
	46.7
	2.9
	9.5
	2.9
	
	


Key; Not at all – (1) Very little – (2) Moderately – (3) Quite a lot – (4) Extensively – (5)

On the effect of growth and expansion on financial performance of selected insurance companies in Kenya, the study findings indicated that 32.4% of the respondents extensively agreed that mergers and acquisitions leads to operating a company with a presence in multiple markets, 43.8% indicated quite a lot, 5.7% moderately agreed, 5.7% indicated very little while a 12.4% of the respondents indicated that it has no effect at all. Similarly, 33.3% extensively agreed that mergers and acquisitions provide an area of expansion that will add to the product/service line in a market that is currently not served by the company, 43.8% indicated quite a lot , 6.7% moderately agreed, 11.4% indicated very little while 4.8% of the respondents disagreed. 

In addition, 51.4 % extensively agreed that mergers and acquisitions will allow the organization to operate in new markets and offer new options to their existing market, 27.6% indicated quite a lot, 15.2% moderately agreed, 3.8% indicated very little while a small number of the respondents 19% indicated not all. The researcher further probed the respondents on whether mergers and acquisitions provide a more complex product and services portfolio, and a high level of people and operational complexity, 41.9% extensively agreed, 43.8% indicated quite a lot , 2.9% moderately agreed, 9.5% indicated very little while a 1.9% of the respondents indicated that it has no effect at all. 

Lastly when asked on whether mergers and acquisitions leads to operating a company with a larger and more diverse customer base, 38.1% extensively agreed, 46.7% indicated quite a lot, 2.9% moderately agreed, 9.5% indicated quite a lot and 2.9% disagreed on the statement. This implied that the respondents are in agreement that growth and expansion influence financial performance of selected insurance companies in Kenya since their responses were between mean scores of 3.90 and 4.8 on the continuous Likert scale. These findings are comparable to that of Ullah, Farooq, Ullah, & Ahmad, (2010). who stated that the basic goal of an association charmed by a merger or acquisition is to secure an open entryway that will either achieve the objective of improvement or give a zone of expansion that will add to the thing/advantage line in a market that is starting at now not served by the association. In addition, Kariri (2013) stated that the motivation driving mergers is the premium for growth and expansion which will empower the business to work in new markets and offer new decisions to their present market. 

4.3.5 Financial Performance

This study sought to examine the effect of mergers and acquisition on financial performance of selected insurance companies in Kenya. To achieve this objective mean, frequencies and percentages were used to interpret the data. This is presented in Table 4.10

Table 4.10 Financial Performance

	Financial Performance
	
	5
	4
	3
	2
	1
	M
	Std

	Enables firms to elevate the profitability growth of the company
	F
	40
	39
	5
	8
	13
	3.91


	1.35

	
	%
	38.1
	37.1
	4.8
	7.6
	12.4
	
	

	Promotes the company’s return on equity
	F
	46
	36
	10
	11
	2
	3.83
	1.06

	
	%
	43.8
	34.3
	9.5
	10.5
	1.9
	
	

	Enhances company’s return on investment
	F
	61
	28
	11
	4
	1
	4.37
	.891

	
	%
	58.1
	26.7
	10.5
	3.8
	1.0
	
	

	Increase the bargaining power to obtain loans at a subsidized rate of interest
	F
	44
	46
	3
	10
	2
	4.14
	.994

	
	%
	41.9
	43.8
	2.9
	9.5
	1.9
	
	

	Enhances the maximization of shareholders wealth hence improved earnings per share
	F
	51
	31
	17
	3
	3
	4.18
	.998

	
	%
	48.6
	29.5
	16.2
	2.9
	2.9
	
	


Key Strongly Agree (5) Agree (4) Undecided (3) Disagree (2) Strongly Disagree (1)

On the effect of mergers and acquisition on financial performance of selected insurance companies in Kenya, the study findings indicated that majority of the respondents 75.2% agreed that mergers enables firms to elevate the profitability growth of the company while 20.7% disagreed. Further 78.1% agreed that mergers promote the company’s return on equity while 12.4% disagreed. In addition, 84.8% of the respondent agreed that mergers enhances company’s return on investment 4.8% disagreed. When asked whether mergers increase the bargaining power to obtain loans at a subsidized rate of interest, 85.7% of the respondents agreed while 11.4% disagreed. .Lastly, 78.1% of the respondent agreed that mergers enhances the maximization of shareholders wealth hence improved earnings per sharewhile 5.8% disagreed, this had a mean of 4.18.This implies that majority of the respondents were satisfied with the financial performance of the selected insurance firms.

4.4 Correlations

This section outlines the relationship between the various independent variables on the dependent variable. It discusses the various Pearson product moment correlations and multiple regression analysis. The measures were constructed using added scales that were from the independent and dependent variables. The decision rule for correlation was in accordance to Saunders (2003) who postulated that that r=1 shows a Perfect linear correlation, 0.9 < r < 1 indicates Positive strong correlation, 0.7 <r < 0.9 Positive high correlation 0.5 < r < 0.7 Positive moderate correlation, 0< r < 0.5 Weak correlation r=0 No, relationship and -1 <r = < 0 Negative relationship

Table 4.11 Correlation analysis

	
	Cost Efficiency
	Risk diversification
	Operating Synergy
	Growth and expansion
	Financial performance

	Cost Efficiency
	Pearson Correlation
	1
	
	
	
	

	Risk diversification
	Pearson Correlation
	.855**
	1
	
	
	

	Operating Synergy
	Pearson Correlation
	.809**
	.758**
	1
	.
	

	Growth and expansion
	Pearson Correlation
	.854**
	.847**
	.838**
	1
	

	Financial performance
	Pearson Correlation
	.915**
	.892**
	.886**
	.896**
	1

	
	Sig. (2-tailed)
	.000
	.000
	.000
	.000
	


	

	a. **. Correlation is significant at the 0.01 level (2-tailed).

b. Listwise N=105


From the study the results indicate that all the study variables had positive high correlation to financial performance of insurance firms, this was indicated by cost efficiency r=0.915 and the p-value is .000, risk diversification=0.892 and the p-value is .000, operating synergy r=0.886 and the p-value is .000 and growth and expansion r=0.896 and the p-value is .000. This implies that cost efficiency, risk diversification, operating synergy and growth and expansion positively and significantly influence financial performance of insurance firms.

From the study it should be noted, the above table was at 99% level of confidence (significant at the 0.01 level (2-tailed), since a unit change in cost efficiency leads to 0.915 unit change in financial performance, also a unit change in risk diversification leads to 0.892 unit change in financial performance, in addition a unit change in operating synergy leads to 0.886 unit change in financial performance and lastly a unit change in growth and expansion leads to 0.896 unit change in financial performance. 

4.5 Diagnostic Test
To provide unbiased estimates of the study parameters, various assumptions of regression were tested. These include normality assumption, linearity assumption and homoscedasticity assumption of the independent variables. 
4.5.1 Test of Normality assumption

Regression assumes that variables have normal distributions. Non-normally distributed variables can distort relationships and significance tests. Shapiro –Wilk (W) test was used to test normality. Shapiro –Wilk (W) Test for normality was used because the size of respondents is small (33 respondents). Shapiro – Wilk (W) test is appropriate where the size is between 7 to 2000 respondents (Shapiro & Wilk, 1965). For large samples of between 2000 and 5000 respondents, Kolmogorov – Smirnov (D) test is appropriate (Ghasemi & Zahediasl, 2012). From the results if the significance value is less than 0.05, the data is normal, else if significance value is greater than 0.05, the data is not normally distributed (Garson, 2012). The results are presented in Table 4.12

Table 4.12 Test of Normality assumption

	
	Shapiro-Wilk

	
	Statistic
	df
	Sig.

	Cost efficiency
	.890
	33
	.003

	Risk diversification
	.908
	33
	.019

	Operating synergy
	.800
	33
	.000

	Growth and expansion
	.915
	33
	.000

	Financial Performance
	.906
	33
	.004


The study tested the normality of the regression model to determine whether the assumption of normality of distribution was attained. From Table 4.12, Shapiro wilk test significance was less than 0.05 indicating that the distribution of the data was normal.

4.5.2 Test of Homoscedasticity assumption

Homoscedasticity assumes that the dependent variable show an equivalent level of variance across the range of predictor variable. Homoscedasticity is one of the assumptions required for multivariate analysis. This is presented in Table 4.13
Table 4.13 Test of Homoscedasticity assumption
	Test 
	Durbin-Watson

	Value
	1.965


The study used Durbin-Watson statistic to test the assumption of Homoscedasticity. The Durbin-Watson statistic should be between 1.5 and 2.5.The results in Table 4.15indicated that The Durbin-Watson statistic is 1.965 which is between 1.5 and 2.5 and therefore the data is not auto correlated.

4.5.3 Test of Multi-Collinearity
The assumption of multicollinearity implies that there is no correlation between independent variables. The standard issue in multicollinearity is that of the standard errors and thus the variances of the estimated coefficients are inflated when multicollinearity exists (Simon, 2004). Test for multicollinearity among study variables was conducted using Tolerance and Variance Inflation Factor (VIF). The results are presented in Table 4.14.
Table 4.14 Test of for Multi-collinearity

	Model
	Collinearity Statistics

	
	Tolerance
	VIF

	
	(Constant)
	
	

	
	Cost efficiency
	.192
	5.198

	
	Risk diversification
	.218
	4.581

	
	Operating synergy
	.265
	3.776

	
	Growth and expansion
	.177
	5.642


Variance Inflation Factor was checked for evidence of multicollinearity where their numerical values were all well below the cut-off value of 10 suggested by Neter, Kutner, Wasserman and Nachtsheim (1996). Gujarat and Porter (2010), view that as a rule of the thumb, if VIF of independent variables exceeds 10, that variable is collinear. Based on this rule of the thumb, there was no collinearity among the independent variables. From the results, inspection of the Variance Inflation Factors (VIFs) showed that multicollinearity was not a concern. No variable was observed to have VIF value above 10 and no tolerance statistic was below 0.100 as suggested by Hamilton (2006). This hence led to a conclusion that no predictor had a strong linear relationship with any of the predictor(s).

4.5.4 Linearity Test Results

Linearity is the assumption that a straight line relationship exists between two variables (Tabachnick & Fidell, 2013). Testing for linearity is deemed necessary since linearity is an assumption of regression which must be satisfied. The bivariate P-P plot was used to assess the degree of linear relationship. Linearity assumption accurately estimates the relationship between dependent and independent variables. This is presented in Figure 4.1
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Figure 4.1 Linearity Assumptions

Findings in Figure 4.1 showed that the plots in the normal P-P as presented clearly shows a normal distribution along the diagonal line, the distribution is not skewed to either side. Thus the assumption that the data was linear was attained.

4.6 Multiple Regression Analysis
The study sought to establish a combined effect of growth expansion, Operating synergy, Risk Diversification, cost Efficiency on financial performance of selected insurance firms in Kenya. The results of multiple regression analysis shown in Table 4.15

Table 4.15 Multiple Regression Model Summary
	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	1
	.963a
	.928
	.925
	.98974

	a. Predictors: (Constant), growth expansion, operating synergy, Risk Diversification, cost Efficiency
b. Dependent Variable: Financial Performance


From Table 4.15, R-Squared is used to evaluate the goodness of fit of a model. In regression, the R square coefficient of determination is a statistical measure of how well the regression line approximates the real data. It measures the proportion of the variation in dependent variable in this case financial performance, explained by independent variables. The adjusted R-squared is a modified version of R-squared that has been adjusted for the number of predictors in the model. The adjusted R-squared increases only if the new term improves the model more than would be expected by chance. It decreases when a predictor improves the model by less than expected by chance while the standard error of the estimate is a measure of the accuracy of predictions. 

From the results on model summary R= 0.963, R- square = 0.928, adjusted R- square= 0.925, and the SE= 0.98974. The coefficient of determination also called the R square is 0.928. This implies that the joint effect of the predictor variables (growth expansion, operating synergy, Risk Diversification, cost Efficiency) explains 92.8 percent of the variations of performance in the selected insurance firms in Kenya. This implies that one unit change in the predictor variables (growth &expansion, operating synergy, Risk Diversification, cost Efficiency) has a strong and a positive effect on financial performance of the selected insurance firms in Kenya. This study therefore assumes that the difference of 7.2 percent of the variations is as a result of other factors not included in this study. 

4.6.1 Assessing the Fit of the Multiple Regression Model

Multiple regression analysis was conducted to test the influence among predictor variables on financial performance of insurance firms. All the four null hypotheses were tested using F statistic. The test results are shown in Table 4.16. 

	Table 4.16 ANOVA Results

	Model
	Sum of Squares
	df
	Mean Square
	F
	Sig.

	1
	Regression
	46.302
	4
	11.576
	321.519
	.000b

	
	Residual
	3.600
	100
	.036
	
	

	
	Total
	49.902
	104
	
	
	

	a. Dependent Variable: Financial performance

	b. Predictors: (Constant), growth expansion, operating synergy, Risk Diversification, cost Efficiency


The findings showed that there was a statistically significant relationship between the independent variables and the dependent variable (F= 321.52; p<0.05). This therefore indicates that the multiple regression model was a good fit for the data. It also indicates that growth &expansion, operating synergy, Risk Diversification and cost Efficiency all influence financial performance of the selected insurance firms in Kenya.

4.6.2 Individual Regression Coefficients

The study employed multiple regression analysis to test the influence among the study variables growth &expansion, operating synergy, Risk Diversification and cost efficiency on financial performance of the selected insurance firms in Kenya. This was done with a significance level of 0.05, such that when the significance value is less than the 0.05 the null hypothesis is rejected and when it is above 0.05 it is accepted. These results were presented in Table 4.17

Table 4.17 Individual Regression Coefficients
	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	
	B
	Std. Error
	Beta
	
	

	(Constant)
	.224
	.119
	
	1.875
	.064

	Cost Efficiency
	.263
	.051
	.314
	5.130
	.000

	Risk Diversification
	.254
	.053
	.274
	4.758
	.000

	Operating synergy
	.315
	.053
	.310
	5.944
	.000

	Growth and expansion
	.128
	.060
	.136
	2.128
	.036


a. Dependent Variable: Financial Performance
From the study, the results showed that all the study predictor variables was positive and significant predictor of financial performance of selected insurance firms (cost Efficiency with (β = 0.263; p< 0.05), Risk Diversification (β = 0.254; p< 0.05), operating synergy (β = 0.315; p< 0.05) and growth expansion (β = 0.128; p< 0.05). The study hence concluded that there was a significant relationship between mergers and acquisition variables namely growth & expansion, operating synergy, risk diversification & cost efficiency and financial performance of selected insurance companies in Kenya.
Thus the regression equation becomes; 

Y= 0.224+ 0.263 X1 + 0.254X2 + 0.315X3+0.128X4
CHAPTER FIVE: SUMMARY OF FINDINGS, DISCUSSION, CONCLUSION AND RECOMMENDATIONS
5.1 Introduction

The chapter covers the summary of the findings, conclusion based on the findings, recommendations and areas requiring further research.

5.2 Summary of Major Findings

The findings of the study were summarized as shown below:

5.2.1 Cost Efficiency and Financial Performance
The first objective of the study sought to determine the effect of cost efficiency on financial performance of selected insurance companies in Kenya. The study indicated the respondents agreed that cost efficiency affects financial performance of selected insurance companies in Kenya. This study also indicated that cost efficiency positively and significantly influenced financial performance of selected insurance companies in Kenya. This implied that improving cost efficiency led to significant enhancement of financial performance of selected insurance companies in Kenya. 

5.2.2 Risk Diversification and Financial Performance
The second objective of the study sought to examine the influence of risk diversification on financial performance of selected insurance companies in Kenya. The study indicated the respondents agreed that risk diversification affects financial performance of selected insurance companies in Kenya. This study also indicated that risk diversification positively and significantly influences financial performance of selected insurance companies in Kenya. It was therefore clear that improving risk diversification led to significant improvement of financial performance of selected insurance companies in Kenya. 

5.2.3 Operating Synergy and Financial Performance
The third objective sought to investigate the impact of operating synergy on financial performance of selected insurance companies in Kenya. The study indicated the respondents agreed that operating synergy affect financial performance of selected insurance companies in Kenya. This study also indicated that operating synergy positively and significantly influences financial performance of selected insurance companies in Kenya. This implied that the operating synergy would significantly influence the financial performance of selected insurance companies in Kenya. It was also noted that improving operating synergy led to significant enhancement of financial performance of selected insurance companies in Kenya and vice versa. It also indicated that operating synergy was a factor that influenced financial performance of selected insurance companies in Kenya. 
5.2.4 Growth and Expansion and Financial Performance
The fourth objective sought to evaluate the effect of growth and expansion on financial performance of selected insurance companies in Kenya. The study indicated the respondents agreed that growth and expansion affect financial performance of selected insurance companies in Kenya. This study also indicated that growth and expansion positively and significantly influences financial performance of selected insurance companies in Kenya. This implied that growth and expansion would significantly influence the financial performance of selected insurance companies in Kenya. It was also noted that growth and expansion led to significant enhancement of financial performance of selected insurance companies in Kenya and vice versa. 

5.3 Discussion
5.3.1 Cost Efficiency and Financial Performance
On the effect of cost efficiency on financial performance of selected insurance companies in Kenya, the study indicated that the respondents are in agreement that cost efficiency influence financial performance of selected insurance companies in Kenya since their responses were between mean scores of 3.90 and 4.8 on the continuous Likert scale. This implies that that cost efficiency was significant for the enhancement of financial performance of selected insurance companies in Kenya. Therefore Based on the fact that merged financial institutions gain access to cost-saving techniques or spread their fixed costs on a larger basis, this was observed to lead to cost efficiency gains and subsequently reduction of average cost. These findings are alike to that of Ogada, Achoki and Njuguna (2016) who indicated that after merger cost efficiency improved as a result of a rise in asset and equity returns, due to efficiency in the use of labor, financial resources and management effort. In addition, Obaid (2010) indicated that due to cost efficiency, the operating performance, capital sufficiency and solvency measures improved marginally as far as profitability was concerned. It also agreed with efficiency theory preceded by Malkiel and Burton in 1987 which suggested that mergers only occurred when sufficient synergies were expected to be generated to benefit both sides. It was the symmetrical expectations of gains that were proposed and accepted in a friendly fusion.
5.3.2 Risk Diversification and Financial Performance
With regard to the influence of risk diversification on financial performance of selected insurance companies in Kenya, the study implied that the respondents are in agreement that risk diversification influences financial performance of selected insurance companies in Kenya since their responses were between mean scores of 3.90 and 4.8 on the continuous Likert scale. This clearly indicated that improving risk diversification led to significant improvement of financial performance of selected insurance companies in Kenya. Subsequently, risk diversification enabled firms to enter other business units that were different from their core activities, leading to pivotal role in firm evolution that yielded competitive advantage. These findings are comparable to that of Nyambura (2014) who revealed that risk diversification played a leading and pivotal role in the evolution of Health Insurance and the drive to give competitive advantages to the insurance industry. Locally, a report by AKI (2018) championed the remodeling of insurance products in Kenya as a way to improve the performance of insurance firms in Kenya. Liebenberg and Sommer (2008) indicated that risk reduction must raise the prices that risk-sensitive clients were willing to pay. Moreover, Shim (2011) stated that diversification increases a company’s willingness to cooperate rather than cheat. Precisely, close correspondence in market structures increased the chances of collusion between companies by enabling them to avoid the full rigors of competition, by practicing mutual forbearance.
5.3.3 Operating Synergy and Financial Performance
Further on the effect of operating synergy on financial performance of selected insurance companies in Kenya, the study indicated that the respondents are in agreement that operating synergy influence financial performance of selected insurance companies in Kenya since their responses were between mean scores of 3.90 and 4.8 on the continuous Likert scale. This implied that the operating synergy significantly influenced the financial performance of selected insurance companies in Kenya. Therefore, institutions need to critically evaluate and focus their attention on the long-term financial synergies, as this was found out to have a positive effects on performance, in the overall business and operations of merging institutions. These findings are alike to that of Kithitu, Cheluget, Keraro and Mokamba (2012) that showed that performance, operating synergy, and financial synergy have a positive relationship, with significant performance improvement following merger. From these conclusions, the study recommends that the institutions evaluate critically and focus their attention on the long-term financial synergies as this has a positive effect on performance in the overall business and operations of merging institutions. In addition, Junge (2014) indicated that improvements to the performance after merger confirm the existence of a synergy resulting from merger. These synergistic gains are especially important in efficiency synergies, whereas synergies are significantly smaller from complementary resources, and almost no evidence of the presence of market power synergies can be found. This agrees with the agency theory which may also be approached from a cash-free perspective; thus, agents with plenty of free cash are usually expected to act opportunistic rather than invest in projects that benefit their managers. Hence a reduction of such free cash flow reduces such behavior, which can be achieved by decreasing the amount of available cash by paying out dividends to the shareholders or and paying interest for a debt (Aggarwal et al., 2012). 

5.3.4 Growth and Expansion and Financial Performance
Lastly on the effect of growth and expansion on financial performance of selected insurance companies in Kenya, the study indicated that the respondents are in agreement that growth and expansion influence financial performance of selected insurance companies in Kenya since their responses were between mean scores of 3.90 and 4.8 on the continuous Likert scale. This implied that growth and expansion significantly influenced the financial performance of selected insurance companies in Kenya. This was an important aspect given that growth and expansion have a direct consequence on expected returns to investors in merged companies. These findings are comparable to that of Ullah, Farooq, Ullah, & Ahmad, (2010) who stated that the basic goal of merger or acquisition was to secure an open entryway for an organization that would either achieve the objective of improvement or give room for expansion that would add to the market served by the firm. In addition, Kariri (2013) stated that the motivation driving mergers this premium for growth and expansion ensuing mix of things, key people, and existing pipeline would empower the business to work in new markets and offer new decisions to their present market. Looking for after mergers and acquisitions does not come without challenges.

5.4 Conclusion
From the findings of the study on the effect of cost efficiency on financial performance, it was concluded that, cost efficiency promotes efficiency on organizations utilization of financial resources, enables organizations to exploit their comparative advantage hence improved earnings per share, increase organizational productivity through more efficient use of capital and labour, ensures increased efficiency in response to economies of scale and enables organizations to increase market share.
Similarly on the influence of risk diversification on financial performance, it was concluded that generating finance from different sources such as buying shares, deposits, debt holders and equity holder enhances firms return on investment. The higher the number of non-correlated asset classes in a portfolio reduces the firms risks hence improved return on investment. Focusing on growing the size of the portfolio promotes firms earning per share and spreading the firms’ portfolio among multiple investments vehicles such as cash, stocks, bonds, and affect firms’ performance.

In addition, it was concluded that operating synergy leads to the improvement of production and operational efficiency of organization, leads to improved liquidity of the merged institutions, leads to improved sales as well improve production efficiencies in an organization and boosts firm profitability and improve shareholders’ wealth.

Lastly, it was concluded that mergers and acquisitions leads to operating a company with a presence in multiple markets, provide an area of expansion that will add to the product/service line in a market that is currently not served by the company, allow the organization to operate in new markets and offer new options to their existing market, provide a more complex product and services portfolio, and a high level of people and operational complexity leading to operating a company with a larger and more diverse customer base.
5.5 Recommendations
Based on the results, findings and conclusions of the study, the following recommendations have been made:

Managers can enhance the financial performance of their entities through mergers and acquisitions. By identifying strategic targets, firms can benefit from synergies arising from economies of scale, increase efficiency as well as diversify their risks. Ultimately, firm value and shareholder wealth is enhanced.

In addition, 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.
Finally, the study recommends that regulators should further deploy non-market-based assessment tools that will help in assessing past performance of both companies intending to merge as a way of establishing possible reasons for market skepticism before and after the merger periods. 
5.6 Areas for Further Studies
From the regression output, it was revealed that the study variables explain 92.8 percent of the variations in performance of selected insurance companies. This study therefore assumes that the difference of 7.2 percent of the variations is as a result of other factors not included in this study. Further research is therefore advocated to focus on other factors that affect performance of insurance firms not included in the study. Secondly, some research needs to be carried out in other sectors since the current study was also limited to the insurance sector, therefore future studies should explore mergers and its influence on financial performance of merged companies on other sectors other than banking sector. 
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APPENDIX I: LETTER OF AUTHORIZATION
Johnson Muchemi Mugweru,

P O Box 48 - 00614,

Nairobi.

Dear Sir/Madam, 

RE: ACADEMIC RESEARCH DATA: “EFFECT OF MERGERS AND ACQUISITION ON FINANCIAL PERFORMANCE OF SELECTED INSURANCE COMPANIES IN KENYA”
I am a student of business School of Africa Nazarene University undertaking a master’s of business administration degree. I am required to undertake a research whose title is as indicated above as partial fulfillment for the award of the master’s degree. I am kindly requesting for your assistance in making my research a success by granting permission to collect relevant data of your organization. I would like to assure your office that all the data collected will be treated with utmost confidentiality and will be used exclusively for the purposes of this academic research. 
I am looking forward to your kind consideration and also wish your esteemed organization success, in all its future endeavors. 

Yours faithfully, 

Johnson Muchemi Mugweru

APPENDIX II: QUESTIONNAIRE

SECTION A: DEMOGRAPHIC INFORMATION

Instructions: Please answer the questions below by putting a tick in the appropriate statement.

1. What is your Gender?   

a) Male 

[    ]



b) Female 

[    ]

2.  What is your Age?

a) 20 – 25

[    ]

b)  26 – 30
[    ]

c)  31 – 35
[    ]

d) 36 – 40

[    ]

e) 41 – 45

[    ]

f) Above 45

3. How long have you worked with this company?

a. Less than one year 


[    ]

b. Between 1-3 years 


[    ]

c. Between 4-5 years 


[    ]

d. Between 6-7 years 


[    ]

e. Between 8-9 years 


[    ]

f. Above 10 years        

[    ]

4. What is your highest level of education?

a. Diploma



[    ]

b. Degree



[    ]

c. Masters



[    ]

d. PhD



[    ]

SECTION B: COST EFFICIENCY ON FINANCIAL PERFORMANCE
Do the following statements on cost efficiency have an influence on financial performance of selected insurance companies in Kenya? Indicate the level of your agreement/disagreement with the following statements by ticking the most appropriate box. Key: Not at all – (1) Very little – (2) Moderately – (3) Quite a lot – (4) Extensively –(5)

	SN
	Statements on Cost Efficiency
	1
	2
	3
	4
	5

	1
	Promotes efficiency on organizations utilization of financial resources to realize synergistic gain
	
	
	
	
	

	2
	Enables organizations to exploit their comparative advantage hence improved earnings per share
	
	
	
	
	

	3
	Increase organizational productivity through more efficient use of capital and labour
	
	
	
	
	

	4
	Ensures increased efficiency in response to economies of scale
	
	
	
	
	

	5
	Enables organizations to increase market share
	
	
	
	
	


SECTION C: RISK DIVERSIFICATION ON FINANCIAL PERFORMANCE
Do the following statements on risk diversification have an influence on financial performance of selected insurance companies in Kenya? Indicate the level of your agreement/disagreement with the following statements by ticking the most appropriate box. Key: Not at all – (1) Very little – (2) Moderately – (3) Quite a lot – (4) Extensively – (5)
	SN
	Statements on Risk Diversification
	1 
	2 
	3
	4
	5

	1
	Generating  finance from different sources such as buying shares  deposits, debt holders and equity holder enhances firms return on investment
	
	
	
	
	

	2
	The higher the number of non-correlated asset classes in a portfolio reduces the firms risks hence improved return on investment
	
	
	
	
	

	3
	Focusing on growing the size of the portfolio promotes firms earning per share
	
	
	
	
	

	4
	Spreading the firms portfolio among multiple investments vehicles such as cash, stocks, bonds affect firms performance
	
	
	
	
	

	5
	Varying the firms securities by industry affect firms return on equity
	
	
	
	
	


SECTION D: OPERATING SYNERGY ON FINANCIAL PERFORMANCE
Do the following statements on operating synergy have an influence on financial performance of selected insurance companies in Kenya? Indicate the level of your agreement/disagreement with the following statements by ticking the most appropriate box. Key: Not at all – (1) Very little – (2) Moderately – (3) Quite a lot – (4) Extensively – (5)
	SN
	Statements on Operating Synergy
	1 

SD
	2 

D
	3

U
	4 

A
	5 

SA

	1
	Operating synergy  leads to the improvement of production and operational efficiency of organization
	
	
	
	
	

	2
	Financial synergy leads to improved liquidity of the merged institutions.
	
	
	
	
	

	3
	Synergy leads to improved sales of the merged institutions.
	
	
	
	
	

	4
	Synergy leads to improved production efficiencies in an organization
	
	
	
	
	

	5
	Operating synergy boosts firm profitability and improve shareholders’ wealth
	
	
	
	
	


SECTION E: GROWTH AND EXPANSION ON FINANCIAL PERFORMANCE
Do the following statements on growth and expansion have an influence on financial performance of selected insurance companies in Kenya? Indicate the level of your agreement with the following statements by ticking the most appropriate box. Key: Not at all – (1) Very little – (2) Moderately – (3) Quite a lot – (4) Extensively – (5)

	SN
	Statements on growth and expansion
	1 
	2 
	3
	4 
	5 

	1
	Mergers and acquisitions leads to operating a company with a presence in multiple markets
	
	
	
	
	

	2
	Mergers and acquisitions provide an area of expansion that will add to the product/service line in a market that is currently not served by the company
	
	
	
	
	

	3
	Mergers and acquisitions will allow the organization to operate in new markets and offer new options to their existing market
	
	
	
	
	

	4
	Mergers and acquisitions provide a more complex product and services portfolio, and a high level of people and operational complexity
	
	
	
	
	

	5
	Mergers and acquisitions leads to operating a company with a larger and more diverse customer base
	
	
	
	
	


SECTION E: FINANCIAL PERFORMANCE

To what extent do you agree on the effects of mergers and acquisitions on financial performance of selected insurance firms in Kenya? Use a scale of 1 to 5 where; Strongly Agree (5) Agree (4) Undecided (3) Disagree (2) Strongly Disagree (1)

	SN
	Statements
	1
	2
	3
	4
	5

	1
	Enables firms to elevate the profitability growth of the company 
	
	
	
	
	

	2
	Promotes the company’s return on equity
	
	
	
	
	

	3
	Enhances company’s return on investment
	
	
	
	
	

	4
	Increase the bargaining power to obtain loans at a subsidized rate of interest
	
	
	
	
	

	5
	enhances the maximization of shareholders wealth hence improved earnings per share
	
	
	
	
	


APPENDIX III: DOCUMENT ANALYSIS

	Year
	Return on investment (ROI)
	Return on equity 

(ROE)
	Earnings per share (EPS)

	Financial year 2010
	
	
	

	Financial year 2011
	
	
	

	Financial year 2012
	
	
	

	Financial year 2013
	
	
	

	Financial year 2014
	
	
	

	Financial year 2015
	
	
	

	Financial year 2016
	
	
	

	Financial year 2017
	
	
	

	Financial year 2018
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APPENDIX V: RESEARCH AUTHORIZATION
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APPENDIX VI: LIST OF MERGERS &ACQUISITION
	Institution Name
	Merged with
	Current name
	Date of Merger or Acquisition

	Pioneer Assurance Ltd
	Fidelity Assurance Ltd
	Pioneer Assurance
	2002

	Pan Africa Insurance Company Limited
	Apollo Insurance Company Limited
	APA Insurance Company Limited
	2004

	ICEA Insurance Company Limited
	Lion of Kenya Company Limited
	ICEALION
	2012

	Saham Group
	Mercantile Life & General insurance
	Saham Insurance 
	2013

	UAP (K) Ltd
	Century insurance (TZ)
	UAP
	2013

	Britam Insurance Company Limited
	Real Insurance Company Limited
	Britam Holdings Limited
	2014

	UAP Insurance Ltd
	Old mutual Ltd
	UAPOLDMUTUAL
	2014

	Metropolitan Life

Insurance Kenya Limited
	Canon Assurance Company Limited
	Canon-Metropolitan insurance
	2015

	Gateway Insurance Company Limited
	Pan Africa Life Assurance Ltd
	Sanlam Kenya PLC
	2015

	First Assurance Company Limited
	Barclays Africa
	First Assurance
	2015


APPENDIX VII: MAP OF STUDY AREA
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