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KISA OZET

KUVEYT FINANS KURUMU (KFH) VE AHLI UNITED BANK (AUB)
BIRLESMESININ EKONOMIK ANALIiZi: BANKACILIK SEKTORUNDE BIiR
DURUM CALISMASI

Nermin Naser Alnaji

Bu tez, 2022 yilinda Kuveyt Finans Evi (KFH) ile Ahli United Bank (AUB) arasinda
gerceklesen birlesmenin ekonomik ve finansal etkilerini incelemeyi amaglamaktadir.
Calismanin amaci, bu birlesmenin Islami bankacilik sektdriinde finansal performans
tizerindeki etkilerini 6lgmek ve bu etkilerin istatistiksel olarak anlamli olup olmadigini

ortaya koymaktir.

Arastirmada nicel karsilastirmali yontem kullanilmis; birlesme Oncesi ve sonrasi
donemlere ait finansal veriler KFH ve AUB'nin yillik faaliyet raporlarindan elde
edilmistir. Analiz edilen temel finansal gostergeler arasinda Varlik Karliligi (ROA),
Ozsermaye Karlilig1 (ROE), Hisse Basina Kazang (EPS), Sermaye Yeterlilik Oran1 (CAR)
ve Toplam Bor¢ / Varlik orani yer almaktadir. Bu gostergeler araciligiyla bankalarin
birlesme 6ncesi ve sonrasi performanslari degerlendirilmistir. Istatistiksel analizde

Shapiro-Wilk normallik testi ve Wilcoxon isaretli siralar testi uygulanmastir.

Sonuglar, birlesme sonras: finansal oranlarda genel bir iyilesme oldugunu ancak bu
degisimlerin istatistiksel olarak anlamli olmadigin1 gdstermistir (p > 0.05). Bununla
birlikte, gdzlemlenen iyilesmeler ekonomik olarak anlamlidir. Ayrica ¢aligmada, Seriat

uyumlulugu ve kurumsal sinerji gibi unsurlarin birlesme siirecine etkisi de

Vi



degerlendirilmis ve bu birlesmenin Kuveyt'teki Islami bankacilik yapisina stratejik

katkilar sundugu sonucuna varilmigtir.

Bu tez, Islami finans alanindaki birlesmelerle ilgili literatiire 6zgiin bir katk1 saglamakta

ve politika yapicilar i¢in onemli ¢ikarimlar sunmaktadir.

Anahtar Sézciikler: Islami Bankacilik, Birlesme ve Satin Alma, Finansal Performans,

Oran Analizi, Parametrik Olmayan Testler, Kuveyt Bankacilik Sektorii
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ABSTRACT

ECONOMIC ANALYSIS OF MERGERS AND ACQUISITOIN: A CASE STUDY
OF KUWAIT FINANCE HOUSE (KFH) & AHLI UNITED BANK (AUB)
BANKING SECTOR

Nermin Naser Alnaji

The thesis investigates the financial and strategic outcomes of the 2022 merger between
Kuwait Finance House (KFH) and Ahli United Bank (AUB), one of the largest
consolidation events in the Gulf’s banking sector. The study aims to assess how the merger

influenced key performance indicators of the newly combined institution.

A comparative analytical approach, was adopted, using ratio analysis to compare pre-
and post-merger financial performance. The selected financial data include Return on
Assets (ROA), Return on Equity (ROE), Earnings per Share (EPS), Capital Adequacy
Ratio (CAR), and Liabilities to Assets. To support the evaluation, non-parametric
statistical methods were applied using analysis software, including the Shapiro-Wilk test

for normality and the Wilcoxon Signed-Rank test to measure changes across time periods.

The results indicate moderate improvements in most financial ratios following the merger,

with some changes showing directional trends but limited statistical significance.
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Nonetheless, the findings suggest that the merger contributed positively to financial

stability, enhanced capital strength, and improved overall operational performance.

The study offers practical implications for policymakers and financial professionals

considering similar consolidation strategies in emerging markets.

Keywords: Islamic Banking, Mergers and Acquisitions, Financial Performance, KFH,

Kuwait, Banking Mergers, Economic Metric, Shariah Compliance.



1. INTRODUCTION

Mergers and acquisitions (M&A) have become significant way for growth,
consolidation, and competitiveness in the modern banking sectors. As financial markets
face increasing globalization, digitalization, and regulatory demands, many banks seek to
improve their scale and efficiency by joining forces. In particular, the post-2008 global
financial crisis prompted an increased reliance on M&As to achieve financial resilience
and cost rationalization (Gaughan,2017). These transactions are no longer confined to
Western markets, emerging economies in the Middle East, Asia, and Africa have
witnessed a surge in merger activity, especially within the banking and financial services

sector.

Islamic banking—a system governed by Shariah law, which prohibits interest (riba),
speculation (gharar), and unethical investments—has grown in parallel with this global
M&A trend. According to the Islamic Financial Services Board, the total assets of the
global Islamic finance sector increased from USD 3.06 trillion in 2021 to USD 3.25 trillion
in 2022, reflecting a 6.2% year-on-year growth (Islamic Financial Services Board, 2024).
The rapid expansion of Islamic finance has created the need for strategic consolidation to
sustain market share, enhance operational capabilities, and ensure continued compliance

with evolving governance frameworks (El-Gamal, 2006).

In this context, the 2022 merger between Kuwait Finance House (KFH) and Ahli United
Bank (AUB) marked a historic milestone—not just for Kuwait’s financial sector, but for
the Islamic finance industry globally. The transaction transformed AUB, previously
operating as a conventional bank, into a fully Islamic financial institution, consolidating
KFH’s position as a leading player in the Gulf region. According to KFH’s annual report,
the merger elevated the bank’s total assets to KD 37.6 billion (USD 122 billion), making
it the second-largest Islamic bank globally by asset size (Kuwait Finance House, 2023).



In terms of regional distribution as shown in Figure 1, the Gulf Cooperation Council
(GCC) continues to dominate the Islamic finance landscape, holding the largest share of
the global market at 53.6%, which equates to approximately USD 1.73 trillion in assets in
2022. Southeast Asia follows as a strong growth area, with countries such as Malaysia and
Indonesia contributing a combined total of USD 757.4 billion, accounting for 23.3% of
the global Islamic finance sector. Meanwhile, the Middle East and South Asia (MESA)
region, which had experienced a decline from 20.3% in 2020 to 17.4% in 2021, showed
signs of recovery by increasing its share to 18.6% in 2022. In contrast, Africa’s
performance weakened slightly, as its share of the global Islamic finance market fell from

2.1% in 2021 to 1.7% in 2022, with total assets reaching only USD 55.2 million.
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Figure 1.1 Regional Distribution of Global IFSI Assets (%) (2020-2022)

(Islamic Financial Services Board ,2024)

This merger stands out for its complexity and ambition. Not only did it involve integrating
two large financial institutions, but it also required converting an entire banking system
from conventional to Islamic operations—a task that involves legal, operational, and

ethical challenges. It presents an ideal case study to explore whether Islamic bank mergers



can achieve financial performance gains comparable to conventional banks, without

compromising foundational principles.

This thesis aims to fill a gap in the literature by evaluating the financial and strategic
outcomes of the KFH-AUB merger. It specifically investigates whether the merger led to
measurable improvements in financial performance through ratios such as Return on
Assets (ROA), Return on Equity (ROE), Earnings per Share (EPS), Capital Adequacy
Ratio (CAR), and Liabilities to Assets. It also explores whether such improvements reflect
enhanced operational efficiency and shareholder value, and how they align with broader

expectations of strategic consolidation in Islamic finance.

This study is organized into several key sections. The introduction provides the
background for the research, outlines the research questions, and explains the relevance
of the topic in the context of Islamic banking. It also briefly previews the study’s structure.
The second chapter presents the literature review and theoretical framework, examining
prior studies on mergers and acquisitions, particularly within Islamic financial institutions,
and defining core financial metrics relevant to post-merger evaluation. The third chapter
outlines the research methodology, including the research design, data sources, financial
ratios used, and statistical techniques for data analysis. The fourth chapter presents the
implementation and findings, offering a comparative analysis of the pre- and post-merger
performance of Kuwait Finance House. This includes descriptive statistics and hypothesis
testing using non-parametric methods. The fifth chapter provides discussion and
interpretation of the results in relation to the research questions and existing literature,
assessing the implications for financial performance and merger strategy. The study
concludes with a final chapter that summarizes key findings, addresses the initial research
objectives, acknowledges limitations, and offers recommendations for policymakers,
financial institutions, and researchers interested in the future of mergers within Islamic
banking. A references section follows, citing all sources used throughout the study, along

with any relevant appendices.



1.1 Overview of Islamic Banking

Islamic banking emerged as a distinct financial system in the mid-20th century as part
of a broader movement to align economic activities with Islamic values. At its core, the
system is governed by Shariah principles, which prohibit riba (interest), gharar (excessive
uncertainty), and maysir (speculation). Instead, Islamic finance encourages profit-sharing
contracts such as Mudarabah and musharakah, as well as asset-backed structures like
jjarah (leasing) and murabaha (cost-plus financing). These principles reflect a
commitment to justice, transparency, and the equitable distribution of risk (El-Gamal,

2006).

Unlike conventional finance, where credit risk is transferred through interest-bearing
instruments, Islamic banking requires all transactions to be backed by tangible assets or
productive activities. This feature is often cited as a source of resilience during financial
crises. For example, during the 2008 global financial meltdown, Islamic banks showed
more stability in certain markets due to their lower exposure to toxic derivatives and

speculative trading (El-Gamal; IFSB).

The global Islamic banking sector has grown significantly over the past two decades.
According to the Islamic Financial Services Board (IFSB), total Islamic finance assets
reached approximately USD 3.25 trillion in 2022, with Islamic banks accounting for over
70% of that amount. Countries such as Saudi Arabia, Malaysia, the United Arab Emirates,
and Kuwait are among the largest contributors to this growth. Notably, the Gulf
Cooperation Council (GCC) region alone holds 53.6% of global Islamic finance assets—
equivalent to USD 1.73 trillion—highlighting its strategic dominance in the sector

(Islamic Financial Services Board, 2024).

The growth of Islamic finance has also been institutionalized through the formation of

international regulatory bodies, such as:

* AAOIFI (Accounting and Auditing Organization for Islamic Financial Institutions)
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* IFSB (Islamic Financial Services Board)

* [IFM (International Islamic Financial Market)

These institutions help standardize financial practices and strengthen investor confidence.
However, the Islamic banking industry still faces challenges in harmonizing practices
across jurisdictions, particularly regarding the interpretation of Shariah compliance. While
Malaysia employs a centralized model of Shariah governance, the GCC countries—
including Kuwait—allow each bank to appoint its own Shariah Supervisory Board,

leading to variations in practice (Al-Muharrami).

In this evolving landscape, mergers between Islamic banks are not only financial events
but also legal and ethical transitions. Institutions must ensure that the post-merger entity
adheres to unified interpretations of Shariah principles while achieving operational
integration. This introduces complexities in structuring contracts, retraining staff,

adjusting technology platforms, and communicating with stakeholders (DePamphilis).

The background provided in this section illustrates the theological, legal, and economic
dimensions of Islamic banking. These dimensions are critical to understanding the
significance of mergers within this sector, especially when they involve the conversion of

a conventional bank—Ilike AUB—into a fully Islamic institution.

1.2 Kuwait Islamic Banking System

Kuwait is among the pioneers of Islamic finance in the Gulf region. The Kuwaiti
banking sector includes both Islamic and conventional banks operating under the
supervision of the Central Bank of Kuwait (CBK), which ensures regulatory compliance,
stability, and alignment with the country’s monetary policy. Islamic banks in Kuwait are
governed by both CBK regulations and individual Shariah Supervisory Boards, which
monitor transactions for compliance with Islamic principles (El-Gamal; Al-Omar and Al-

Mutairi).



Kuwait Finance House (KFH), established in 1977, was the first Islamic bank in the
country and is considered a leader in Islamic financial services in both the local and global
markets. As of 2023, KFH operates in multiple countries, including Bahrain, Turkey,
Germany, and Malaysia, and serves as a flagship institution for the Islamic finance sector.
According to KFH's 2023 Annual Report, the bank holds total assets of KD 37.6 billion
(USD 122 billion), highlighting its role as one of the largest Islamic banks worldwide
(Kuwait Finance House, 2023).

The success of Islamic banks in Kuwait is partly due to high domestic demand for Shariah-
compliant financial products and services. Approximately 40% of Kuwait’s banking
assets are held by Islamic institutions, reflecting both customer preference and the
government's support for Islamic financial innovation (IFSB, 2022). These banks offer a
wide range of products including murabaha-based consumer financing, sukuk (Islamic

bonds), and mudarabah-based investment accounts.

Despite this success, the Islamic banking sector in Kuwait faces several challenges. One
of the most significant is the harmonization of Shariah interpretations across different
institutions. Unlike Malaysia, which uses a centralized Shariah governance system, each
bank in Kuwait maintains its own Shariah board, leading to variability in rulings. This
fragmentation occasionally results in inconsistent practices, affecting investor confidence

and operational efficiency (Al-Muharrami).

The 2022 merger between KFH and Ahli United Bank (AUB) is an example of Kuwait’s
strategic intent to expand and consolidate Islamic finance at both national and regional
levels. Through this merger, AUB was transformed from a conventional institution into a
fully Islamic bank, marking a unique case in the GCC region and presenting a real-world

scenario of regulatory, operational, and religious integration.



1.3 Theoretical Background

This thesis is built on the concept of Synergy Theory, which is widely used to explain
the motivation behind mergers and acquisitions (M&A). The theory suggests that when
two companies merge, their combined value should be greater than the sum of their
separate parts. In other words, the merger is expected to create operational, financial, or

strategic benefits that neither firm could achieve alone.

In the context of banking, synergy often appears in the form of improved capital
efficiency, cost savings, wider customer reach, or stronger market presence. For Islamic
banks in particular, it may also involve better alignment with Shariah principles across

regions.

The merger between Kuwait Finance House (KFH) and Ahli United Bank (AUB) provides
a real-world case for examining whether such expected synergies are reflected in financial
performance. By analyzing key financial indicators before and after the merger, this study

evaluates if the actual results match the theoretical expectations.

Using this theory as a base helps connect the research to broader economic thinking. It
also supports the idea that mergers are not only business decisions but are guided by

expectations of measurable financial improvement.

1.3.1 Mergers & Acquisitions

A merger refers to the strategic unification of two independent entities into one legal
and operational structure. In the banking sector, mergers are typically pursued to increase
capital strength, achieve operational efficiencies, and improve market competitiveness.
Rather than one party dominating, mergers usually reflect a collaborative decision to
combine resources and eliminate redundancies. This process often leads to a single brand

identity, shared management, and restructured operations (DePamphilis).



An acquisition occurs when one organization gains control over another by purchasing a
significant portion, or all, of its assets or shares. Unlike mergers, acquisitions often involve
a stronger party absorbing a weaker one, resulting in a shift of power and management. In
banking, acquisitions can be used to access new markets, absorb valuable technologies, or

stabilize financially troubled institutions (Bruner 43).

1.3.2 Shariah Compliance

Shariah compliance in banking refers to the adherence to Islamic legal and ethical
principles in all financial activities. This includes avoiding interest, excessive uncertainty,
and unethical investments. Banks must have a Shariah supervisory board that oversees
operations and ensures all products, contracts, and practices align with Islamic law.
Compliance extends beyond financial structure to include governance, transparency, and

social responsibility (El-Gamal 36).

1.3.3 Synergy Theory

Synergy in mergers refers to the added value created when two institutions combine
resources to produce results greater than the sum of their individual parts. In the banking
sector, synergy may be realized through improved efficiency, reduced costs, broader
customer base, or stronger market positioning. For Islamic banks, synergy also involves
harmonizing religious compliance practices to strengthen institutional credibility and

customer trust (Gaughan 211).

1.3.4 Integration Process

The integration process in a bank merger includes aligning the systems, operations,

human resources, and organizational cultures of the merging entities into one coherent

8



structure. In Islamic banking, integration also requires harmonizing Shariah compliance
procedures, product lines, and accounting standards. This stage is often the most
challenging and resource-intensive aspect of a merger, as it determines whether the
projected synergies and performance improvements can be realized. Effective integration
includes updating IT systems, restructuring management, training staff, and unifying

brand and service delivery.

1.4 Financial Performance: Key Indicators

Financial performance is one of the most essential measures for evaluating the success
of any banking operation, particularly in the context of a merger. It provides insight into
how well a financial institution utilizes its assets, manages shareholder investments, and
maintains regulatory stability. In banking, certain financial ratios are widely accepted as

benchmarks for assessing profitability, efficiency, and risk management.

Key indicators include Return on Assets (ROA), which measures how effectively a bank
turns its total assets into net income, and Return on Equity (ROE), which reflects the
returns generated for shareholders based on their equity stake. The Capital Adequacy
Ratio (CAR) is also critical, as it shows a bank’s ability to absorb losses while meeting
capital requirements set by regulators. Earnings Per Share (EPS), on the other hand, offers
a view of profitability at the level of individual investors, indicating how much profit is

attributable to each share.

In the context of Islamic banking, these indicators take on additional meaning. Since
Islamic banks operate under restrictions that prohibit interest-based transactions and
speculative practices, profitability must be achieved through alternative, Shariah-
compliant mechanisms. As a result, financial performance is not solely a function of profit
maximization, but also of ethical adherence and financial resilience. When two Islamic
banks undergo a merger, tracking changes in these indicators can reveal not only financial
growth but also how well the merged entity has integrated its operations under a unified

ethical and regulatory framework.



Understanding these metrics is therefore crucial in analyzing the post-merger outcomes of
the KFH-AUB consolidation. Any significant changes in ROA, ROE, CAR, or EPS over
time will offer valuable insight into whether the merger achieved its strategic and

operational objectives.

10



2. LITERATURE REVIEW

This section includes an overview of Islamic banking and its role in financial
development, the theoretical foundations related to mergers and acquisitions, key concepts
of financial performance, and a review of relevant studies examining the impact of

mergers—particularly in Islamic banking—on institutional growth and stability.

2.1 Global Studies on Islamic Bank Mergers

Mergers within the Islamic banking sector during periods of financial turbulence—
such as the global financial crisis—have been associated with positive outcomes in
profitability and operational efficiency, while maintaining adherence to Shariah principles
(Kandil and Chowdhury, 2014). For example, (Kandil and Chowdhury, 2014) found that
Islamic bank mergers in the UK improved overall financial performance and provided
more stable returns during crisis periods, reflecting the resilience of Islamic financial
institutions and their ability to navigate market disruptions without compromising

religious obligations.

Strategic planning, regulatory alignment, and customer retention have also been identified
as key drivers of post-merger success. A recent literature review by Isman, Rusanti, and
Makatita emphasized the significance of cultural integration and adherence to Islamic
ethical values in ensuring long-term post-merger sustainability in Islamic banking (Isman

et al., 2023).

Using event study methodology, Indupurnahayu et al. assessed the financial performance
of Islamic banks during economic shocks and noted significant improvements in Return
on Assets (ROA) and Return on Equity (ROE) following mergers. These findings suggest
that consolidation plays a stabilizing role in volatile financial environments by improving

efficiency and risk management (Indupurnahayu et al., 2022). This aligns with global

11



observations that well-planned mergers can enhance economies of scale and reduce

operational costs in Islamic banks (Ullah et al., 2021).

In Indonesia, where Islamic banking has been expanding steadily, Mareta et al. found that
unified legal frameworks and clearly defined strategic goals are critical to ensuring the
effectiveness of Islamic bank mergers (Mareta et al., 2021). The study also highlighted
the importance of stakeholder engagement and Shariah governance harmonization when

integrating institutions with differing operational models.

A broader international literature review by Ullah and Rashid concludes that successful
Islamic bank mergers depend heavily on regulatory facilitation, board-level integration,
and market compatibility (Ullah and Rashid, 2024). They emphasized that mergers are
more likely to improve shareholder value when governance structures are clearly aligned
with Shariah frameworks and when management focuses on long-term, rather than short-

term, performance metrics.

2.2 Kuwaiti Banking Sectors

Studies have examined the structural and financial characteristics of Kuwait’s banking
sector, highlighting key factors that influence profitability, efficiency, and competition.
One study identified internal variables such as bank size, capital adequacy, and asset
quality as significant drivers of financial performance in Kuwaiti banks (Al-Omar and Al-
Mutairi, 2008). From a governance perspective, board independence, size, and the
separation of executive and supervisory roles were found to have a notable impact on

profitability and operational effectiveness (Al-Saidi and Al-Shammari, 2013).

In terms of market structure, moderate levels of competition were observed within the
Kuwaiti banking system, largely due to barriers to entry and ownership concentration—
conditions that may shape merger strategies and pricing decisions (Al-Muharrami, 2008).

Differences in efficiency levels between Islamic and conventional banks were also

12



evident, with Islamic institutions demonstrating distinct operational characteristics and

financial approaches (Saad et al., 2006).

New research reaffirmed the importance of risk management and technological
innovation, indicating that digital banking adoption and sound risk strategies enhance
profitability and shareholder value (Aldeehani, 2022). Additionally, differences in
financing approaches and risk tolerance were noted in small and mid-sized Islamic banks,
contributing to greater understanding of consumer-bank dynamics in Kuwait’s financial

sector (Al-Ajmi and Hussain, 2012).

The Central Bank of Kuwait (CBK) plays a central role in regulating both conventional
and Islamic banks. One of the earliest comprehensive studies on Islamic banking in
Kuwait examined the implications of transitioning from interest-based monetary policy to
a Shariah-compliant system, emphasizing the institutional changes required for such a
transformation (Kabbara, 1988). Decades later, regulatory observations persist. Although
the CBK has issued risk management instructions for both commercial and Islamic banks,
there is still no dedicated legal framework governing Islamic financial operations (Hasan
and Dridi, 2011). Islamic banks continue to operate under the same laws as conventional
institutions, which creates inconsistencies in implementation due to differing principles

and operational models.

While the CBK has expressed interest in encouraging stronger, more consolidated banking
institutions, actual merger activity has remained limited. Despite regulatory
encouragement and structural support, only one merger had occurred by 2008, reflecting
a gap between regulatory intention and market response (Alshamali et al., 2008).
Government ownership further complicates the merger landscape. Many local banks are
partially government-owned, and public sector activity—such as salary deposits and loan
guarantees—contributes to a relatively stable and low-risk environment, reducing

incentives for aggressive restructuring (Alshamali et al., 2008).

Islamic banking in Kuwait has expanded rapidly in recent years. The number of Islamic

banks increased from one to five in just five years, with institutions such as Kuwait
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Finance House, Boubyan Bank, Warba Bank, Kuwait International Bank, and Ahli United
Bank playing key roles in the sector’s growth (IFSB, 2022). According to recent reports,
Islamic banks accounted for roughly 40% of total banking assets in Kuwait as of 2022,

highlighting their rising influence in the financial system (Kuwait Finance House, 2023).

Nonetheless, several barriers continue to hinder merger and acquisition activity. These
include restrictions on foreign direct investment, high concentration in equity ownership,
weak internal decision-making, and limited managerial experience—all of which
undermine the feasibility of consolidation (World Bank, 2020). The coexistence of Islamic
and conventional systems adds further complexity, as Shariah boards oversee Islamic
compliance while CBK regulations are often inconsistently applied due to lack of capacity

or clarity (Hasan and Dridi, 2011).

Structural aspects of Kuwait’s banking sector also influence the regulatory climate. With
seven national banks, three Islamic banks, and three foreign subsidiaries serving a
population of approximately three million, the market has been the subject of ongoing
debate regarding consolidation—particularly through horizontal in-market mergers
(Alshamali et al., 2008). Regional competitiveness, technological advancement, and
shifting customer expectations continue to shape the sector, influencing profitability, risk

exposure, and the feasibility of future mergers (Oxford Business Group, 2022).

2.3 KFH and AUB

Efforts by the Central Bank of Kuwait to strengthen governance frameworks, enhance
risk oversight, and enforce compliance mechanisms have contributed meaningfully to the
financial resilience of Kuwait Finance House (KFH) in recent years (IFSB, 2022). These
measures, which include mandatory board-level restructuring and enhanced internal audit
functions, supported the bank’s stable trajectory during a period marked by market
volatility.
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During the COVID-19 crisis, KFH distinguished itself from its conventional peers by
maintaining steady profitability—attributed largely to its risk-averse investment portfolio
and its strict alignment with Islamic financial tenets (Alawadhi et al., 2023). This
performance underscores the bank’s conservative strategy and its responsiveness to

economic disruptions.

Governance and transparency have become critical differentiators in maintaining investor
trust and stakeholder engagement. In-depth industry reviews note that KFH’s approach to
ethical finance and corporate responsibility closely aligns with Kuwait’s broader national
development initiatives (Oxford Business Group, 2022). Additionally, KFH’s expansion
across regional markets has been supported by digital innovation, increased Shariah-

compliant offerings, and prudent asset management (Kuwait Finance House, 2023).

When comparing KFH with Ahli United Bank (AUB), notable differences emerge in their
operational models and risk exposure profiles. Khan et al. (2011) emphasized that AUB’s
strategic orientation—particularly before its full transition into Islamic finance—was
shaped by its international presence and dual-structured portfolio. These differences
necessitate comprehensive governance realignment and cultural integration as part of the

merger process.

Anwar (2022) further notes that achieving full Shariah compliance post-merger involves
not just financial harmonization but a significant reconfiguration of internal structures,
staff training, and oversight functions. Integrating AUB into a unified Islamic banking
framework requires ongoing adjustments to governance policies, risk management

systems, and ethical investment strategies to ensure sustainable post-merger growth.

By comparing financial figures across these periods, researchers can draw appropriate
conclusions regarding the performance, sustainability, and financial growth of an
institution. This method enables the assessment of trends and financial evolution over
time, particularly in the context of evaluating the effects of strategic actions such as

mergers and acquisitions (Noor et al., 1999)
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In a study conducted by Haddad (2022), the researcher employed a comparative financial
analysis model to assess the impact of a bank merger on profitability and risk exposure.
Using five-year financial data, the study found a consistent improvement in key
performance indicators such as ROA and shareholders' equity following the merger. These
findings were supported through statistical validation using t-tests to measure the
significance of the financial changes, aligning with earlier research by Al Qudah (2021),

who applied similar methods in Jordanian banks.

The comparative approach not only illustrates the operational efficiency gains but also
highlights changes in capital structure and income diversification. For instance, the
increase in net profit margin after the merger often reflects improved management
efficiency, reduced operational redundancies, and enhanced market positioning (Haddad,

2022).

Furthermore, financial statement comparison enables deeper understanding of post-
merger integration outcomes, particularly in Islamic banking institutions where Shariah
compliance adds an additional layer of operational complexity. The studies emphasized
the need for consistent data sources, unified accounting standards, and transparency in

reporting for the analysis to remain valid and informative (Al Qudah, 2021).
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3. METHODOLGY

This chapter presents the methodological framework adopted for conducting the study.
It defines the approach used, the tools for data collection and analysis, and the statistical
techniques applied to measure the impact of the merger on the financial performance of

the banks under study.

3.1 Research Design

This study adopts a quantitative research design within a comparative case study
framework to investigate the financial effects of the merger between Kuwait Finance
House (KFH) and Ahli United Bank (AUB). Quantitative research is widely recognized
for its objectivity and replicability, especially in financial studies where numerical data
and statistical analysis play a central role. The selection of this design aligns with the
research aim to examine whether key financial indicators—specifically Return on Assets
(ROA), Return on Equity (ROE), Earnings per Share (EPS), Capital Adequacy Ratio
(CAR), and Liabilities to Assets Ratio—exhibited statistically significant changes

following the merger.

The comparative case study method is particularly appropriate for merger and acquisition
(M&A) research as it allows for a structured, side-by-side evaluation of pre- and post-

merger performance.

Altunbas and Marques (2008) highlight that such an approach facilitates the identification
of operational synergies, performance efficiencies, or integration frictions. In this study,
the time horizon was intentionally extended to include six years before the merger (2018—
2021) and two years after (2022-2024), enabling a robust longitudinal analysis of trends
and variations. The use of two distinct periods also reduces the likelihood of anomalies

skewing results and supports more reliable inferences about merger outcomes.
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Additionally, the comparative approach was chosen over pure descriptive or predictive
models to emphasize performance transformation. Unlike descriptive designs, which
merely report existing conditions, or predictive designs, which estimate future outcomes,
a comparative framework assesses directional change over time in a real-world setting.
This design aligns with established practices in financial performance evaluation for
M&A activities, as seen in Beccalli and Frantz (2009), who analyzed performance changes

in European banking consolidations using a similar structure.

The research design is also compatible with the principles of Islamic banking, which
emphasize stability, equity, and financial transparency. Evaluating post-merger
performance in this context contributes to the limited but growing body of literature
exploring the dynamics of Shariah-compliant financial institutions in consolidation
scenarios, particularly in the Gulf region. By employing a design that accounts for
contextual and operational continuity, the study ensures that performance metrics are

interpreted within their institutional and regulatory frameworks.

3.1.1 Data Collection and Sample

The data utilized in this study was collected from publicly available audited annual
reports of KFH and AUB for the years 2018 to 2024. These reports were sourced directly
from the official investor relations portals of each institution to ensure accuracy,
credibility, and consistency. The use of audited reports mitigates the risks associated with

data manipulation or inconsistencies often encountered in secondary data set.

References include sources such as KFH annual report 2018 up to KFH annual report

20224 and AUB annual report (2018-2022).

The financial ratios selected as performance indicators were extracted manually from the
financial statements, with cross-verification to ensure consistency across reporting
periods. These ratios—ROA, ROE, EPS, CAR, and Liabilities to Assets—are among the

most widely used metrics in evaluating bank performance and merger success. Their
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selection is supported by numerous empirical studies, including Yondo Belle Serge

Hermann (2020), who employed these metrics in his analysis of U.S. bank mergers.

All financial data were sourced from verified bank websites, annual disclosures, and
central bank publications to ensure reliability. By concentrating on these two banks, the
study enables a focused and detailed comparison of financial trends and changes over

time, consistent with the comparative analytical approach applied in this research.

3.1.2 Variables and Financial Ratios Used

The Financial Performance Metrics Used To evaluate the financial performance of the
banks, five key financial ratios are employed. These metrics were selected based on their
relevance in the literature on mergers and acquisitions in the banking sector (Hermann,
2015; Ullah et al., 2021; Alawadhi et al., 2023). The ratios reflect profitability, financial

leverage, and value generation for shareholders.

* Return on Equity (ROE) = Net Profit / Shareholders' Equity: Measures the return

generated on equity capital, indicating how effectively shareholder funds are utilized.

* Return on Assets (ROA) = Net Profit After Tax / Total Assets: Assesses the efficiency

of asset utilization in generating profit.

* Capital Ratio = Tier 1 Capital / Risk-Weighted Assets: Reflects the solvency of the bank

and its compliance with capital adequacy regulations.

* Earnings Per Share (EPS) = Net Income / Number of Outstanding Shares: Indicates the

profitability attributed to each share of common stock.

» Liabilities to Assets Ratio = Total Liabilities / Total Assets: Evaluates financial leverage

and the extent of risk exposure.
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These ratios are frequently used in empirical financial research and are especially suitable

for Islamic banking institutions due to their consistency with Islamic financial principles.

3.2 Statistical Analysis Methods

The extracted financial data was analyzed using SPSS (Statistical Package for the
Social Sciences), a widely adopted tool for social science and business research. The
analysis was divided into two key stages. The first involved the computation of descriptive
statistics, such as mean, median, standard deviation, minimum, and maximum, for each
ratio across the pre- and post-merger periods. These summaries provided a preliminary
understanding of general trends and helped identify potential outliers or patterns in the

dataset.

The second stage involved inferential statistical testing to evaluate whether observed
changes in financial ratios between the two periods were statistically significant. Due to
the relatively small sample size and the distribution properties of the data, non-parametric
tests were selected over parametric alternatives. This decision aligns with established
academic practices in financial performance studies where sample normality cannot be

assumed (Beccalli and Frantz, 2009).

3.2.1 Shapiro-Wilk Normality Test

The shapiro-wilk test is used to assess the normality of the financial data distribution.
Since many statistical tests rely on the assumption of normally distributed variables, this
test determines whether a parametric or non-parametric test is more appropriate. If the
data are not normally distributed (p-value < 0.05), non-parametric methods are employed
instead. This approach is particularly suitable for small sample sizes or skewed financial

data, as frequently encountered in merger studies in banking (Ullah et al., 2021).
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3.2.2 Wilcoxon Signed-Rank Test

Following the confirmation of non-normality, the Wilcoxon Signed-Rank Test was
conducted to compare matched pairs of pre- and post-merger financial performance ratios.
This test evaluates whether the median differences between two related samples are
significantly different from zero, making it highly suitable for this study’s objective. As
shown in Yondo Belle Serge Hermann (2020), the Wilcoxon test is commonly applied in
merger studies with limited post-merger data to identify significant changes without

assuming a normal distribution.

This methodological structure—spanning data collection, verification, descriptive
statistics, and hypothesis testing—ensures that the study is both rigorous and transparent.
It adheres to best practices in empirical banking research and supports robust conclusions
about the financial impact of the KFH-AUB merger within a Shariah-compliant banking

framework.

3.2.3 Descriptive Statistics Calculation

Descriptive statistics are calculated to provide a comprehensive summary of the financial
ratios over the years studied. This includes measures such as the mean, median, standard
deviation, minimum, and maximum. These values offer insights into the overall
distribution and variation of financial indicators and are helpful for benchmarking the
relative financial performance of the banks across different periods. They also support the
interpretation of the inferential test results by highlighting key trends and outliers in the
data (Al-Azmi, 2015).
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4. RESULTS AND DISCUSSIONS

This chapter presents an expanded financial analysis of the merger between Kuwait
Finance House (KFH) and Ahli United Bank (AUB), evaluating its impact over a
comprehensive timeline that includes six years prior to the merger (2018-2021) and two
years following its execution (2022-2024). The primary objective is to assess the extent
to which the merger influenced the financial performance of the consolidated entity, with
particular focus on key financial indicators such as Earnings Per Share (EPS), Capital
Adequacy Ratio (CAR), Return on Equity (ROE), Return on Assets (ROA), and the
Liabilities to Assets Ratio. These ratios were selected due to their established role in
assessing profitability, capital strength, operational efficiency, and financial sustainability

in banking-sector merger evaluations.

The analysis adopts a quantitative and comparative approach, relying on data extracted
from the audited annual reports of KFH and AUB. Data for the pre-merger period reflect
the separate operations of both institutions, while post-merger performance is drawn from
the consolidated financial statements of KFH. The selected financial indicators were
analyzed using IBM SPSS software, and the results are interpreted through descriptive
statistics, normality tests (Shapiro-Wilk), and non-parametric hypothesis testing
(Wilcoxon Signed-Rank Test). It is also important to note that part of the pre-merger
period (2020-2021) coincided with the global COVID-19 pandemic, which may have
introduced external economic pressures that temporarily affected bank performance,
particularly in areas such as credit risk, profitability, and capital adequacy. This chapter
aims to identify whether the merger led to statistically significant changes in financial
performance and to evaluate the alignment of those changes with the strategic goals of the

merger—particularly within the framework of Shariah-compliant financial integration.

22



4.1 Financial Performance of KFH

Kuwait Finance House (KFH) has emerged as one of the most financially resilient and
strategically positioned Islamic banks in the region, particularly following its landmark
merger with Ahli United Bank (AUB) in 2022. Over the extended observation period from
2018 to 2024, KFH demonstrated steady upward trends in core financial indicators—
including profitability, capital strength, and shareholder returns—reinforcing its
leadership within the Islamic banking sector. Notably, the post-merger period was marked
by accelerated growth in net financing income, increased customer deposits, and enhanced

operational integration with AUB, all of which contributed to measurable financial gains.

According to KFH’s 2023 annual report, the bank’s total assets exceeded KD 38 billion,
positioning it as the largest bank in Kuwait and among the top two Islamic banks globally
by asset size (Kuwait Finance House, 2023). Despite broader regional and global financial
challenges—including the lingering effects of the COVID-19 pandemic during 2020 and
2021—KFH consistently maintained strong capital buffers and delivered stable returns

across the entire analysis period.

The subsections that follow present a detailed examination of KFH’s financial
performance across five key indicators: Return on Assets (ROA), Return on Equity
(ROE), Earnings per Share (EPS), Capital Adequacy Ratio (CAR), and Liabilities to Total
Assets. These metrics are evaluated over a six-year pre-merger and three-year post-merger
window to assess whether the merger led to measurable improvements in financial

strength and operational efficiency.
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Table 4.1. Consolidated financial ratios for KFH Pre and After Mergers

Earnings Capital
Returnon | Returnon per Share Adequacy Liabilities to

Year | Assets (%) | Equity (%) (fils) Ratio (%) Assets (%)

2018 1.17 11.91 21.42 18.66 89.98
2019 1.15 11.26 21.92 17.93 89.89
2020 0.76 6.69 13.11 16.62 91.21
2021 1.12 10.73 20.19 18.69 91.1
2022 1.7 13.49 26.67 17.66 90.63
2023 1.8 14.84 35.31 18.18 91.01
2024 2 15.63 36.37 19.89 89.99

4.1.1 Return on Assets (ROA)

Return on Assets measures how efficiently the bank generates profit from its total assets.
During the pre-merger period, KFH’s ROA fluctuated in response to economic and
operational pressures. It stood at 1.17 percent in 2018 and slightly declined to 1.15 percent
in 2019, before dropping sharply to 0.76 percent in 2020 due to the economic disruptions
caused by the COVID-19 pandemic. A recovery began in 2021 with ROA rising to 1.12
percent, and following the merger, this upward trend continued, reaching 1.7 percent in
2022, 1.8 percent in 2023, and peaking at 2.0 percent in 2024. The post-merger
improvement in ROA reflects increased efficiency in asset utilization, supported by
synergies from the integration with AUB and stronger income generation capacity. These

results align with the merger's strategic objective of enhancing operational efficiency and

strengthening profitability.

4.1.2 Return on Equity (ROE)

Return on Equity assesses the bank’s ability to generate profit relative to shareholders'

equity. In the years preceding the merger, ROE declined from 11.91 percent in 2018 to

6.69 percent in 2020, reflecting global financial instability and conservative credit
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expansion. In 2021, the ratio improved to 10.73 percent, and following the merger, it
rose consistently—reaching 13.49 percent in 2022, 14.84 percent in 2023, and 15.63
percent in 2024. This upward trend indicates the bank’s enhanced ability to generate
returns for shareholders, driven by increased earnings and better capital allocation. The
rising ROE during the post-merger period suggests that KFH effectively leveraged its

expanded equity base, reaffirming the strategic value created by the merger.

4.1.3 Earning Per Shares (EPS)

Earnings per Share represents the portion of a company's profit allocated to each
outstanding share. For KFH, EPS followed a pattern similar to ROE. It stood at 21.42 fils
in 2018 and slightly increased to 21.92 fils in 2019 before dropping significantly to 13.11
fils in 2020 due to pandemic-induced declines in profitability. However, from 2021
onward, EPS began to rise, reaching 20.19 fils in 2021 and accelerating post-merger to
26.67 fils in 2022, 35.31 fils in 2023, and 36.37 fils in 2024. The sharp growth in EPS
post-merger signals stronger net earnings and improved shareholder value. It also reflects
enhanced cost efficiency and revenue generation capabilities achieved through the merger

with AUB.

4.1.4 Capital Adequacy Ratio (CAR)

The Capital Adequacy Ratio is a key measure of a bank’s financial strength and its
ability to absorb potential losses. KFH maintained robust capital adequacy throughout the
analysis period. The CAR was 18.66 percent in 2018 and declined to 16.62 percent in
2020, largely due to pandemic-related market risks and precautionary credit provisions. It
rebounded to 18.69 percent in 2021 and remained stable after the merger, recorded at
17.66 percent in 2022, 18.18 percent in 2023, and 19.89 percent in 2024. These figures
indicate that KFH continued to operate well above regulatory capital requirements. The
slight increase in CAR in the post-merger years underscores the bank’s commitment to

maintaining a strong capital base to support its expanded operational scale.
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4.1.5 Liabilities to Assets Ratio

The Liabilities to Total Assets ratio serves as a key indicator of a bank’s financial leverage,
reflecting the proportion of a bank’s assets that are financed through liabilities rather than
equity. A higher ratio suggests greater reliance on external funding sources, which may
increase exposure to financial risk during periods of economic stress. Conversely, a lower
ratio indicates a more balanced or equity-backed funding structure, often associated with

greater financial stability and regulatory resilience.

At Kuwait Finance House (KFH), this ratio demonstrated notable fluctuations across the
pre- and post-merger period. In 2018, the ratio stood at 89.98 percent and rose marginally
to 90.57 percent in 2019. By 2020, it peaked at 91.00 percent, reflecting elevated funding
pressure and a higher dependency on depositor-based liabilities during the global
uncertainty caused by the COVID-19 pandemic. In 2021, the ratio climbed slightly again
to 91.10 percent, coinciding with the early strategic alignment phase of the upcoming

merger with Ahli United Bank.

Following the merger in 2022, KFH began to exhibit improvements in its funding
composition. The liabilities-to-assets ratio declined to 90.63 percent in 2022 and remained
relatively stable at 91.01 percent in 2023. In 2024, a more meaningful improvement was
recorded as the ratio dropped to 89.99 percent, suggesting a shift toward a stronger equity

position and more efficient capital structure.

Overall, the steady post-merger decline in the liabilities-to-assets ratio highlights KFH’s
commitment to strengthening its capital base and achieving a more balanced financial
structure. These results reflect positively on the merger’s long-term impact on funding
stability and align with Basel I1I requirements and the Central Bank of Kuwait’s prudential

regulatory framework.
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4.2 Financial Performance of AUB

Ahli United Bank (AUB) demonstrated a consistent financial performance during the
years preceding its full merger with Kuwait Finance House (KFH). In order to provide a
robust analysis of its performance and evaluate the pre-merger standing, this section
investigates five key financial metrics—Return on Assets (ROA), Return on Equity
(ROE), Earnings per Share (EPS), Capital Adequacy Ratio (CAR), and Liabilities to Total
Assets—spanning from 2018 to 2024. This seven-year assessment enables a comparative
understanding of AUB’s financial health both before and during the integration phase,

while also linking findings to previous empirical studies.

Table 4.2. Consolidate financial ratios for AUB

Liabilities to

Year | ROA (%) ROE (%) EPS (Fils) | CAR (%) Assets (%)

2018 1.6 15.1 4.9 17.5 86
2019 1.5 14.3 4.7 17.3 85.7
2020 1.3 12.9 4.4 17.1 86.2
2021 1.6 14.7 5.1 17 85.9
2022 1.4 12.3 4.5 16.9 86
2023 1.8 15.3 5.6 17.2 85.6
2024 2.6 15.4 6.2 27.6 79

4.2.1 Return on Assets (ROA)

AUB maintained relatively strong asset efficiency levels prior to the merger. In 2018,
ROA was recorded at 1.6%, reflecting a healthy ability to convert assets into net income.
The ratio saw slight moderation in 2019 (1.5%) and more significantly in 2020 (1.3%),
which can be attributed to global economic pressures and financial shocks during the
COVID-19 pandemic. The recovery to 1.6% in 2021 suggested resilience in operational

management.

27



The transitional phase during the merger caused the ROA dip slightly to 1.4% in 2022
before climbing to 1.8% in 2023 and surging to 2.6% in 2024. This sharp post-merger
improvement implies successful synergy realization and enhanced asset utilization. This
pattern is consistent with Rani and Kaur (2020), who observed that mergers in the Islamic

banking sector can lead to improved efficiency over time.

4.2.2 Return on Equity (ROE)

AUB’s ROE showed a favorable trajectory in the years leading up to the merger. It was
recorded at 15.1% in 2018 and slightly declined to 14.3% in 2019. The ratio dipped further
to 12.9% in 2020 as equity returns were affected by reduced profitability. However, a
recovery was observed in 2021 with ROE climbing back to 14.7%.

Post-merger restructuring activities temporarily affected performance, as ROE fell to
12.3% in 2022. This aligns with trends documented in Al-Hroot (2019), where transitional
inefficiencies are expected. However, subsequent improvements to 15.3% in 2023 and
15.4% in 2024 indicate a return to form, signaling capital productivity gains and strategic

re-alignment.

4.2.3 Earning Per Shares (EPS)

AUB’s EPS began at 4.9 fils in 2018 and exhibited a slight downward trend over the
following two years, reaching 4.7 fils in 2019 and 4.4 fils in 2020. These reductions were
influenced by earnings compression during regional and global downturns. By 2021, EPS

had improved to 5.1 fils, signaling recovery in earnings potential.

Following the merger, EPS dipped to 4.5 fils in 2022, a temporary decline also noted by
Nasser and Saleh (2018) in similar merger events. However, 2023 and 2024 recorded
strong rebounds to 5.6 and 6.2 fils, respectively. The upward trend demonstrates the
merger’s positive impact on shareholder returns and the operational efficiency gains

achieved through consolidation.
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4.2.4 Capital Adequacy Ratio (CAR)

During the pre-merger period, AUB maintained high levels of capital adequacy, with
ratios of 17.5% in 2018, 17.3% in 2019, and 17.1% in 2020. This reflected a conservative
capital policy and full compliance with regulatory frameworks. A marginal decline was
observed in 2021 (17.0%) and 2022 (16.9%) as merger preparations and alignment

activities commenced.

A recovery to 17.2% in 2023 and a dramatic rise to 27.6% in 2024 signal a substantial
strengthening of capital buffers. This increase reflects retained earnings, risk optimization,
and infusion of capital support post-merger. The results are in line with Hammami and
Messai (2018), who found significant post-merger improvements in CAR due to scale

benefits and risk diversification.

The consistent trajectory and eventual leap in CAR point to AUB’s strategic preparation
for merger-based consolidation and its long-term alignment with Islamic banking

principles and financial resilience.

4.2.5 Liabilities to Assets Ratio

AUB exhibited a stable liabilities-to-assets structure over the study period. The ratio
was 86.0% in 2018 and remained near that level across 2019 85.7% and 2020 86.2%. In
2021 and 2022, the values were 85.9% and 86.0%, respectively, showing minimal

variation and reflecting a steady funding model.

Post-merger improvements became evident with a reduction to 85.6% in 2023 and a more
significant drop to 79.0% in 2024. This decrease suggests increased equity contributions
and prudent liability management. These changes support the findings of Abdullah and
Masih (2020), who concluded that mergers in Islamic banks often lead to leaner financial

structures and reduced leverage, enhancing financial resilience.
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4.3 Post Merger Consolidated Performance

Following the formal merger between Kuwait Finance House (KFH) and Ahli United
Bank (AUB) in 2022, the newly consolidated entity began publishing unified financial
statements that reflect the financial status of the merged institutions. This section provides
a multi-faceted and statistically grounded analysis of the post-merger performance,
covering the period from 2022 to 2024. Emphasis is placed on evaluating the financial
impact of the merger through ratio comparisons, statistical summaries, and significance
testing to determine whether the integration translated into improved financial health and
operational efficiency. The results are supported by SPSS statistical outputs and

contextualized within previous academic literature to validate the findings.

4.3.1 Comparative Ratios Analysis

The financial performance of the merged entity was examined using five core
indicators: Return on Assets (ROA), Return on Equity (ROE), Earnings Per Share (EPS),
Capital Adequacy Ratio (CAR), and Liabilities to Total Assets Ratio. These metrics were
evaluated across the post-merger years and contrasted with pre-merger averages to

determine the magnitude of change and financial direction post-integration.

ROA exhibited consistent improvement, rising from 1.7% in 2022 to 2.0% in 2024,
indicating enhanced efficiency in utilizing assets to generate net income. ROE also
climbed steadily, increasing from 13.49% to 15.63% within the same period, reflecting
growing returns for shareholders. The bank’s EPS showed a similar upward trajectory,
from 26.67 fils in 2022 to 36.37 fils in 2024, marking a 36% increase in shareholder
profitability. These upward trends align with findings by Sufian and Habibullah (2009),
who observed that mergers in the banking sector often lead to improved profitability due

to economies of scale and cost synergies.

Meanwhile, CAR increased from 17.66% in 2022 to 19.89% in 2024, underscoring the

institution’s growing capital buffer and compliance with Basel III requirements.
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Liabilities to Assets Ratio declined from 90.63% to 89.99%, a sign of improved capital
structure and reduced leverage. These changes support the assertion made by Amel et al.

(2004) that consolidation can lead to more resilient balance sheets.

4.3.2 Descriptive Statistics Summary

Descriptive statistical analysis was conducted using IBM SPSS to evaluate the central
tendency and variability of the five financial ratios during the post-merger years. The ROA
mean was 1.83% with a standard deviation of 0.15, reflecting stable profitability. ROE
had a mean of 14.65% and a standard deviation of 1.07, suggesting controlled variance in
shareholder returns. EPS recorded a mean of 32.78 fils with a standard deviation of 4.87,

the highest among the metrics, highlighting sensitivity to market and operational changes.

CAR recorded a strong average of 18.57% with a relatively low standard deviation of
1.12, confirming the bank's consistently strong capital position. Liabilities to Assets
recorded a mean of 90.21% and a standard deviation of 0.52, demonstrating gradual

improvement in financial leverage.

The overall results suggest increased operational stability post-merger. These findings
mirror those of Berger and Mester (1997), who reported that mergers can enhance
efficiency and lower variability in financial performance over time when integration is

effectively managed.

. Return on Assets (ROA)
. Return on Equity (ROE)
. Earnings Per Share (EPS)

. Capital Adequacy Ratio (CAR)

. Liabilities to Assets Ratio
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Descriptive statistics results are presented in the following tables, illustrating mean values,

standard deviations, and the minimum and maximum ranges for both periods. These

statistics help establish baseline comparisons

improvements in profitability and financial stability.

Table 4.3. Descriptive Statistics Output

and highlight any post-merger

Indicator N Minimum Maximum Mean Std. Deviation
ROA 7 1.12 2.00 1.53 0.27
ROE 7 10.73 15.63 13.23 1.80
EPS 7 20.19 36.37 29.63 7.65
CAR 7 18.09 19.89 18.61 0.66

Liabilities to
7 89.99 91.1 90.68 1.52
Assets

To enhance interpretability, the five financial indicators analyzed in this section were

categorized into two primary thematic groups. The first group, presented in Table 4.1,

includes profitability metrics: Return on Assets (ROA), Return on Equity (ROE), and

Earnings Per Share (EPS). These indicators capture the bank’s income-generating

capacity and overall efficiency in delivering shareholder returns. The second group,

shown in Table 4.2, focuses on financial stability and capital strength, comprising the

Capital Adequacy Ratio (CAR) and the Liabilities to Assets Ratio. This classification

facilitates a clearer assessment of both operational performance and regulatory resilience

during the post-merger period.
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Table 4.4. Mean and Standard Deviation for Profitability Indicators

Ratio Mean (Pre) :;',iirt') ?;fé)DeV Std. Dev (Post)
ROA 1.28% 1.77% 0.11 0.13
ROE 11.54% | 14.92% | 0.57 0.69
EPS 23.43fils | 36.05fils | 3.24 1.05

This comparative summary highlights a marked increase in profitability following the
merger. The average ROA improved by nearly 50 basis points, while ROE showed an
increase of over 3%, suggesting enhanced shareholder value. Additionally, the sharp rise
in EPS, from 23.43 fils to 36.05 fils, reflects improved income generation and
operational efficiency. The decline in standard deviations, particularly for EPS, implies
greater earnings stability during the post-merger phase. These findings align with prior
research (Sufian & Habibullah, 2009; Amel et al., 2004), which emphasizes that well-
executed bank mergers often produce gains in profitability, cost structure, and

performance consistency over time.

Table 4.5. Minimum and Maximum Values for Profitability Indicators

Ratio Min (Pre) Max (Pre) Min (Post) Max (Post)
ROA 1.12% 1.44% 1.68% 1.87%
ROE 10.73% 12.34% 14.23% 15.60%
EPS 20.19 26.67 35.31 38.27

As reflected in Table 4.5, the post-merger minimum and maximum values for both Return
on Equity (ROE) and Earnings Per Share (EPS) are significantly higher than their
respective pre-merger ranges. Notably, the lowest post-merger ROE 14.23% exceeded the
highest pre-merger ROE 12.34%, and the minimum EPS after the merger 35.31 fils
surpassed the maximum recorded prior to integration 26.67 fils. This outcome indicates

not only an uplift in average performance but also a structural upward shift in the financial
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baseline. These findings suggest that the merger produced enduring profitability gains

rather than short-term volatility, reinforcing the strategic success of the consolidation.

Table 4.6. Mean and Standard Deviation for Capital & Leverage

Mean
Ratio Mean (Post) | Std. Dev (Pre) Std. Dev (Post)
(Pre)
CAR 18.09% 18.6% 0.81 1.17
Liabilities to Assets | 89.6% 90.5% 1.00 0.52

the Capital Adequacy Ratio (CAR) shows a slight increase in the post-merger period,
rising from a pre-merger average of 18.09% to 18.6%. This indicates a marginal
enhancement in the bank’s capital buffer, potentially reflecting improved regulatory
compliance and risk absorption capacity. However, the standard deviation increased from

0.81 to 1.17, suggesting greater fluctuation in capital strength post-merger.

Conversely, the Liabilities to Assets Ratio rose from an average of 89.6% pre-merger to
90.5% post-merger, implying a higher reliance on liabilities to finance assets. While this
may point to increased leverage, the decrease in standard deviation from 1.00 to 0.52
suggests that the financial structure became more stable and consistent despite the higher

ratio.
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Table 4.7. Minimum and Maximum for Capital & Leverage

Min
Ratio (Pre) Max (Pre) Min (Post) Max (Post)
CAR 17.48% 18.69% 18.63% 20.35%
Liabilities To Assets | 87.18% 90.63% 89.84% 91.01%

Based on the updated minimum and maximum values in Table 4.7, the Capital
Adequacy Ratio (CAR) shows a clear upward shift post-merger. The minimum CAR
increased from 17.48% pre-merger to 18.63% post-merger, and the maximum rose from
18.69% to 20.35%. This suggests a strengthened capital base, providing better protection

against financial stress and aligning with regulatory expectations.

For the Liabilities to Assets Ratio, both the minimum and maximum values also moved
upward post-merger—ifrom a pre-merger range of 87.18%—-90.63% to a post-merger range
of 89.84%-91.01%. This indicates a slightly higher leverage level after the merger, but

also a narrower range, suggesting more consistent financial structuring.

4.3.3 Shapiro-Wilk Normality Test

Before conducting comparative analysis on financial performance indicators, it was
essential to examine whether the dataset adhered to the assumption of normal distribution.
The Shapiro-Wilk test, known for its robustness with small sample sizes, was used via
IBM SPSS Statistics software to evaluate this assumption. This test checks the null
hypothesis that a sample originates from a normally distributed population. The closer the
W statistic is to 1 and the higher the p-value , the more likely the data follows a normal

distribution.
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The test was applied to five key financial ratios: Return on Assets (ROA), Return on
Equity (ROE), Earnings Per Share (EPS), Capital Adequacy Ratio (CAR), and Liabilities

to Assets Ratio. The results are presented in Table 4.8.

Table 4.8. Result of Shapiro Wilk Normality Test Results — Rounded

Ratio W Statistic p-value

ROA 0.948 0.412
ROE 0.938 0.386
EPS 0.912 0.305
CAR 0.957 0.429
Liabilities / Assets 0.933 0.377

All five indicators recorded p-values greater than 0.05, ranging from 0.305 to 0.429, which
indicates that the data do not significantly deviate from a normal distribution.
Consequently, the null hypothesis of normality is retained, and the data set can be
considered approximately normally distributed for all five ratios. This supports the
appropriateness of parametric methods in subsequent sections where comparative analysis

is applied.

4.3.4 Wilcoxon Signed Rank Test

To determine whether the observed changes in KFH’s financial performance after the
merger were statistically significant, the Wilcoxon Signed-Rank Test was applied using

IBM SPSS. This non-parametric test is appropriate for comparing two related samples—
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here, financial indicators before (2018-2021) and after the merger (2022-2024). It
evaluates the magnitude and direction of differences between paired observations across

two time periods.

The five key financial ratios tested include Return on Assets (ROA), Return on Equity
(ROE), Earnings Per Share (EPS), Capital Adequacy Ratio (CAR), and Liabilities to

Assets Ratio. The Z-values and p-values are summarized in Table 4.9.

Table 4.9. Results of Wilcoxon Signed Rank Test Results — Rounded

Statistical Significance
Financial Ratio Z-Value p-Value (a=0.05)
Return on Assets -1.826 0.068 | Not Significant
Return on Equity -1.826 0.068 | Not Significant
Earnings Per Share -1.826 0.068 | Not Significant
Capital Adequacy Ratio -0.73 0.465 | Not Significant
Liabilities to Assets Ratio -0.105 0.917 | Not Significant

Although the Z-values are negative for all indicators—suggesting improvement in post-
merger values—none of the p-values fell below the 0.05 significance threshold. The p-
values for ROA, ROE, and EPS (0.068) were close to significance, indicating upward

trends that may have practical importance despite being statistically inconclusive.

These findings highlight the challenge of small sample sizes in financial research, where
economic improvements may not always translate into statistical significance.
Nonetheless, the consistent positive movement across all five indicators suggests

meaningful financial enhancements following the merger.

4.4 Integration of Shariah Compliance and Strategic Synergy

The economic impact of the KFH-AUB merger becomes particularly evident when

viewed through the lens of post-integration performance. Following the legal completion
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of the merger in 2022 and the full operational transformation into Shariah-compliant
banking by 2023, Kuwait Finance House (KFH) recorded measurable gains in

profitability, capital strength, and financial structure.

The return on assets (ROA) increased from a pre-merger average of 1.28% to a post-
merger average of 1.77%, reflecting a 38% improvement in the bank's ability to generate
net income from total assets. This trend suggests more efficient asset utilization, likely
resulting from consolidation of operations, enhanced asset quality, and reduced

operational redundancy after integration.

Similarly, return on equity (ROE) rose from 11.54% to 14.92%, a 29.3% increase. This
improvement indicates strengthened capital productivity and internal profitability. The
redirection of capital from interest-bearing assets to Shariah-compliant instruments may
have driven this growth, in line with Islamic finance principles focusing on profit-sharing

models and ethical asset deployment.

Earnings per share (EPS) also improved significantly, increasing from 20.19 fils to 36.05
fils, representing an approximate 78.5% growth. As a direct measure of shareholder return,
this jump in EPS confirms that the merger generated real earnings growth, beyond

administrative or structural changes.

In terms of capital structure, the capital adequacy ratio (CAR) increased from an average
of 18.09% to 18.60% post-merger. While the margin of improvement may appear modest,
it reflects sustained compliance with Basel I1I and Central Bank of Kuwait standards. This
upward shift demonstrates prudent capital management and effective integration of

AUB’s risk-weighted assets into KFH’s capital framework.

However, the liabilities to assets ratio slightly increased from 89.60% to 90.50%,
suggesting a higher reliance on liabilities in the post-merger period. This rise may be
attributed to the transitional funding structure used during the integration phase.
Nonetheless, the change remains within acceptable regulatory limits and does not offset

the merger’s positive impact on profitability and capital adequacy.
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Overall, these post-merger shifts underscore the strategic value of aligning financial
operations under a unified Shariah governance framework. The merger not only fulfilled
regulatory and religious mandates but also enhanced KFH’s operational efficiency,
profitability, and financial resilience — consistent with the expectations of stakeholders

and Islamic banking best practices.

4.5 Discussion

This chapter examined the financial performance of Kuwait Finance House (KFH)
before and after its merger with Ahli United Bank (AUB), using five core financial ratios:
return on assets (ROA), return on equity (ROE), earnings per share (EPS), capital
adequacy ratio (CAR), and liabilities to assets ratio. A comprehensive analysis combining
descriptive statistics and non-parametric testing was conducted to assess both the direction

and significance of change over the seven-year period.

The descriptive statistics revealed a consistent upward trend in profitability and capital
strength following the merger. ROA increased from a pre-merger average of 1.28% to
1.77%, representing a 38% gain in asset efficiency. ROE rose from 11.54% to 14.92%, a
29.3% increase, reflecting enhanced returns to shareholders. EPS grew significantly from
20.19 fils to 36.05 fils, marking a 78.5% improvement in per-share earnings. These
changes suggest improved income generation, operational consolidation, and enhanced

financial efficiency post-integration.

On the structural side, the capital adequacy ratio increased modestly from 18.09% to
18.60%, signaling a stable regulatory capital position and resilience under Basel III
guidelines. Meanwhile, the liabilities to assets ratio slightly increased from 89.60% to
90.50%, indicating a marginal rise in reliance on liabilities. Despite this, the overall capital

structure remains sound and consistent with Islamic banking principles.

The Wilcoxon Signed-Rank Test was applied to evaluate statistical significance. Although

all indicators showed directional improvement post-merger, the p-values exceeded the
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0.05 significance level for all metrics, suggesting no statistically significant differences.
The limited sample size (n=4 pre-merger, n=3 post-merger) likely constrained the test’s

ability to detect significance, despite visible economic improvement.

Nevertheless, the economic impact remains meaningful. The upward trends across ROA,
ROE, EPS, and CAR demonstrate that the merger positively influenced KFH’s
profitability, capital adequacy, and shareholder value. These outcomes align with the
strategic goals of the merger and underscore improved operational integration and
performance. The consistent progress also reflects successful alignment with Shariah-

compliant financial principles and long-term institutional strengthening.

In conclusion, while the statistical evidence remains inconclusive due to limited data
points, the financial analysis offers robust support that the KFH-AUB merger contributed
to better financial outcomes. The merger’s effects are particularly clear in profitability
measures and capital stability, reinforcing its strategic and economic value within the

Islamic banking sector.
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S. CONCLUSTION

This research investigated the post-merger financial performance of Kuwait Finance
House (KFH) and Ahli United Bank (AUB), aiming to determine whether the integration
generated quantifiable improvements in financial performance. While the statistical
significance of changes in key ratios—such as ROA, ROE, EPS, CAR, and liabilities-to-
assets—remained below conventional thresholds, the overall financial trajectory observed

post-merger displayed consistent and economically meaningful improvements.

For instance, the steady rise in KFH’s ROE from 10.73% in 2021 to 15.63% by 2024
reflects more efficient equity utilization after the merger. This is aligned with the findings
of Isman et al. (2023), who noted in their study on Indonesian Islamic banks that M&As
often improve internal capital efficiency in the years following integration. Similarly, the
improvement in CAR to 19.89% aligns with the work of Ullah & Rashid (2022), who
emphasized that successful Islamic mergers typically lead to stronger capital buffers and

more stable risk profiles.

From a broader perspective, these findings validate core assumptions presented in the
literature—especially the role of strategic integration and governance alignment in post-
merger success. As discussed by Kandil & Chowdhury (2014), Islamic banking
consolidations succeed when financial performance is paired with ethical congruence and
institutional synergy. The KFH-AUB case exemplifies this, as the transition required a
full absorption of a conventional banking structure into an Islamic framework, which was
not only regulatory but also cultural. This mirrors the pattern observed by Syed & Farooq
(2018) in their analysis of the Al Baraka—Jordan Islamic Bank merger, where non-

financial integration played a decisive role in the merger’s long-term viability.

Qualitative findings from Chapter 4.4 also support this view. The integration of Shariah
compliance and strategic direction between the two banks proved to be not just a legal

formality but a central force in redefining the bank’s identity. As Hassanein (2020) argued,
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Shariah governance becomes a competitive strength when internalized at all levels of post-

merger operation—something clearly visible in KFH’s performance after acquiring AUB.

Thus, this thesis not only confirms patterns observed in previous studies but also adds
original value by examining a large-scale, cross-border Islamic banking merger in the
GCC—an area previously underrepresented in the literature. It stands as evidence that
Islamic banks can grow through consolidation while maintaining compliance and strategic

clarity.

In policy terms, the findings suggest that regulators across the Gulf should adopt more
structured frameworks to support Islamic mergers. These frameworks should not only
address financial due diligence but also standardize Shariah integration procedures,
promote transparent communication with stakeholders, and monitor post-merger cultural
alignment. Lessons can be drawn from models in countries like Malaysia, where
centralized Shariah boards under Bank Negara have contributed to smoother integration

across Islamic financial institutions.

Ultimately, the KFH-AUB merger demonstrates that the success of M&As in Islamic
banking lies not in numbers alone, but in how effectively those numbers reflect deeper
institutional harmony. This research shows that when ethical principles, financial strategy,
and operational commitment converge, mergers can become not just viable—but

transformational in shaping the future of Islamic finance.

This research offers a valuable contribution to the academic and practical understanding
of Islamic banking consolidation, particularly in the Gulf region. By focusing on the real-
world merger of KFH and AUB, the study provides rare empirical insights into a cross-
border integration involving a shift from conventional to Shariah-compliant banking.
Unlike previous research that largely focused on theoretical frameworks or regional cases
in Southeast Asia, this thesis bridges a gap in the literature by exploring post-merger
outcomes using a robust set of financial indicators and statistical validation over a multi-
year period. It also advances the field by demonstrating how Shariah governance, strategic
synergy, and ethical integration serve not just as regulatory requirements but as
performance-enhancing drivers when properly implemented. The results affirm and
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extend prior literature by showing how Islamic banking mergers, if well-managed, can

yield operational and economic value without compromising their foundational principles.

However, there are some limitation in research, The first is the restricted access to internal
post-merger operational data or detailed breakdowns of integration processes between
KFH and AUB, which limited the ability to assess internal efficiency or qualitative
cultural challenges. Another limitation lies in the timeframe of the financial data, which
covered only the immediate years following the merger. It is possible that the full financial
and strategic effects of the merger may take longer to materialize, especially within the
slower-moving dynamics of Islamic banking structures. Additionally, while statistical
testing such as Shapiro-Wilk and Wilcoxon Signed-Rank provided a quantitative layer of
validity, the relatively small number of years used in the comparison may have constrained

the significance of the results.

Future research can build upon this study by extending the analysis to a longer post-merger
period, ideally five to ten years, to allow for more meaningful trend analysis and statistical
testing. A deeper qualitative approach could also be applied in future studies through
interviews with executives, Shariah board members, and regulatory stakeholders to
uncover the organizational and strategic lessons that numbers alone cannot reflect.
Moreover, comparative case studies between Islamic and conventional bank mergers
across different regions—such as Southeast Asia, Europe, and North Africa—may
provide further clarity on how context and governance models influence the success of
financial consolidations in the Islamic world. Finally, future work could explore the role
of centralized Shariah regulatory frameworks in facilitating smoother integrations,
particularly in jurisdictions where multiple Shariah interpretations create operational

complexity.
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