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Abstract

This paper examines corporate restructuring in fageith emphasis ¢ mergers and acquisition. It started

reviewing the history of mergers and acquisitiond avent further to theoretically assess the imfitices of
mergers and acquisitions for economic growth. Theayf into history revealed very few mergers .
acquigtions in the years prior to bank consolidation- 2005). The unprecedented numbers of merger:
acquisitions during bank consolidation prompteddteption of this period in the assessment of tfygact of
mergers and acquisitions on banks’ perlance. To achieve this, the study compared the pre and

consolidated performance of banks using seven yeeficre (199-2003) and seven years after (2-2010)

bank consolidation in Nigeria in the analysis. Bhigdy concludes that Nigerian banks prmed slightly better
after consolidation.
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1. Introduction

Mergers and acquisitions are known to be populamsef corporate restructuring. They play importaie in
growth of many leding companies in the world and national econon@esthe part of the firms, they serve
mechanisms for maximization of the firms’ sharghef market to enhance profitability and ultimatelgrease
the market value of the firm’s shares. Also, thegvide economic and financial benefits, such as, egoes of
scale, risk diversification, ability to compete &tly and internationally. To the national econommgrgers an
acquisitions as means of corporate restructurimggbabout structural adjustm«which enables vast econon
resources to move more quickly to their highestgdluse. In the process, substantial benefits angbetitive
environment have been created.

In addition, both developed and developing econemiequire new technologies foiconomic growth.
Corporate restructuring through mergers and adarisi could also lead to the speedy adoption artcdosfer
of new technologies. Technological change is ameagic good and is the driving force of lc-term economic
growth. Since merge and acquisitions are instrumental to technoldgahange, they serve as engines
growth in both developed and developing econoti

In Nigeria, there were no successful mergers awnglisitions in the real sector of the economy uhéiB3—
1996. Eva then, the impact was not felt. Only few foreigmm& in Nigeria merged in this period. Betwe
2004 and 2005, the wave of mergers and acquisiticass high though mainly in the banking sector (Ac
2006). This process of corporate restructuring seio have remained a strategy for structural adjustrte
achieve growth, particularly in the banking sectdiis has raised the concern to investigate treceéif merge
and acquisition on the performance of banks in Négerhe specific objectives che study are: to examit
mergers and acquisitions in Nigeria and to assessffect of mergers and acquisitions on the asddtanks ir
Nigeria.

2. Theoretical Framework

Summary of ideas and theories influencing the stady presented this section. The relevant concept
issues, theoretical literature and explanationghef relationship between merger, acquisition anchemic
growth are discussed. These include the conceptseafers and acquisition; the theories of growtbrgar,,
acquisition and economic growth; the trend of mesgad acquisitions in Nigeri

2.1 The Concepts of Merger and Acquisit

Mergers and acquisitions are the most common waysdertaking corporate restructuring. The restrmiog
involves ownership, Usiness and assets. Through mergers and acqusitnership of the company m
change; business may be reorganized in terms @$ amid divisions, diversification into new venturasd
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change of management; assets restructuring mayvansales of aets, sale and lease back of assets,
securitization. The ultimate purpose of the restnig is to enhance the shareholder va

(&) Merger

Merger occurs when two or more companies combie one. Akamiokhor (1995); defines merger
combination ordision of two or more formerly independent busingss into one organization with a comm
ownership and management. Pandey (2010) explaingema terms of amalgamation. According to Pan
“laws in India use amalgamation for merger”. SattR(1A) ¢ the Income Tax Act, 1961 in India defin
amalgamation as the merger of one or more compaifies companies merged are the amalgam:
companies and the new company formed is the amalgahtompany. Section 590 of the Nigerian Compsz
and Allied Maters Act 1990 defines merger as “any amalgamatioth@ undertakings or any part of t
undertakings of one or more companies and one oe bmdies corporate

Merger could also occur through the process of rghism. Absorption is a combination of t separate
business entities in which the business of onehefmerging companies is transferred to anothertha
transferred company is voluntarily wound up (Kal@95). For example, in Nigeria, Standard Trust Bhlidk

Plc. merged with United Bank fokfrica (UBA) in 2005 and Standard Trust Bank lotst identity to UBA.
Another way merger could occur is through consdilicha This is combination of two or more compariigs a
new company. In this form of merger, all companies legally dissolved d new entity is created. A
companies involved transfer their assets, liabgitand shares to the new company. A typical exaofpiais is
the merger of nine banks to form Unity bank (sd#et2) which was a completely new identity as nohéhe

merged banks went by that name.

Types of Merger

e Horizontal Merger

This is the joining of two or more firms in the sararea of business. Firms classified under thisgoay
perform similar functions in the production or safecomparable products. Tlpeculiar feature in this type
merger is that the amalgamating companies were etitogs prior to the amalgamation. However, hortab
mergers may still be subdivided into either mamketension or product extension mergers. Marketresiboa
merger my not lessen competition. In this type of mergéerapt is made to extend the market geographic
On the other hand, product extension horizontalgarers one in which the amalgamated firm enjoys
advantage of extended product lir

» Vertical Merger
This is combination of two or more firms involvaddifferent stages of production or distributionr, instance
merging the business of a Rubber Plantation Compadya Tire Producing Company. Vertical merger takg
the form of backward and foaxd integration.

« Conglomerate Merger
Conglomerate merger is the form of merger whemadiengaged in different types of business actgvitiave
come together. In financial context, conglomeraesger tends to imply a union of business unit$ Viftle or
no product or market similarities. The productstlod combining firms are unrelated and thereforendt
compete for buyers or for raw materials prior te #malgamatior

(a) Acquisition
An acquisition is the purchase of one organizakigranothe. It could be through friendly bid or hostile bid.
is friendly, when the management of the acquiriingn fand the target firm work out suitable termstthee
agreed to by both firms. The company that makesdiy tak-over offer to the target compe is referred to as
“yellow knight”. On the other hand, it is hostilehen the bid is such that the target firm resistsre the
company that makes a hostile takeover offer omgetaompany is known as a black knig

Jenson and Fama (1994) definequisition as an act of acquiring effective contgkr assets or managem
of a company by another company without any conilminaof businesses or companies. In acquisitio, &n
more companies may remain independent separaté datjies but theremay be change in control of tl
companies. An acquirer may be a company or persagsting to hold substantial quantity of sharesating
rights of the Target Company or gaining controlrae target company

2.2 Assessment of Value Creation throiMergers and Acquisition

It makes economic sense to the merging firm or iiegu firm if the shareholder’'s benefit increas
Economically advantageous value is created throngtgers and acquisitions when the combined presdue
of the merging firm o acquiring firm is greater than the sum of theidividual present values as sepal
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entities. Presented mathematically, if firm X andmérge or X is acquiring Y; their respective woete
expressed as Wx and Wy, while the worth of the mergr acquring firm would be Wxy. The econom
advantage will occur if;

Wxy > (Wx + Wy). This implies the

EA = Wxy —(Wx + Wy)
Where:

EA = Economic Advantage
Wx = Worth of Firm »

Wy = Worth of Firmy

Since merger or acquisition involves costs, thesgenhmic advantage is determined as be

NEA = [Wxy - (Wx +Wy)] - (C - Wy)
Where:

NEA = Net Economic Advantag

C = Cost of merging or acquisitic

Another method of assessing value creation in meage acquisition is the Discounted Cash Flow (D
approach. Merger and acquisition is investment withegtation of future stream of incomes. It will thfore
be beneficial if the present value of the targetgeeor acquired firm over a period is greater tt@ncost o
merger or acquisition. To deteima this, discounted cash flow technique becomesitable and the analy
must consider estimation of cash flows over a perstimation of the value of cash flow beyondpkeod anc
the discount rate.

According to Rappaport (1979), the followingps are involved in the valuation of merger and &itjon;

» ldentification of growth and profitability assummtis

» Estimation of cash flow and terminal val

» Estimation of the cost of capit

» Computation of present value of cash flc

» Decision if theacquisition is attractive on the bases of the priegalue

» Decision if the acquisition should be financed tigb cash or exchange of sha

» Evaluation of the impact of the merger on earniagghare and pri-earnings ratio.
This aspect of assessména often handled by experts, usually financiablgsts. However to calculate t
minimum amount acceptable and maximum amount peytaldhareholders, the procedures incl

0] Computation of the value of the company being tadear prior to the takeov.
(i) Computation of the value of the company takingdtier over prior to take ove
(iii) Computation of the pc-acquisition value of the enlarged company afteugsitipn.

The minimum sum to pay the shareholders of the @myeing taken over is the valcomputed in (i) above
while the maximum amount to pay to shareholdehefcompany being taken over is value computedii)n
less value computed in (ii) above.

2.3Mergers, Acquisitions and Economic Grov

Corporate restructuring through merger ancuisition is a global issue but common in indusizied countries
They have played important role in the world-a-vis their respective economies. They are recogrédieaver
the world as mechanisms for maximization of comfmmsphare of the market tenhance profitability an
ultimately increase the market value of companiars. In addition, they provide financial and fisgains
such as economies of scale, risk diversificatiaration, improvement of equity base, increase miegs pel
shareaccess to rare management talent and employmeattopiies.

Mergers and acquisitions help economies to adjustdjor competitive changes among alternative mamagt
teams and organizational structures for controtafporate assets. This enable:st economic resources
move more quickly to their highest valued use himword of Jenson (198

Economic analysis and evidence indicates that mmergad
acquisition play important role in economic growdnd has mad
substantial benefits for the steholders. Overall gains to selling fir
shareholders from mergers, acquisitions and otharperate
restructuring in the 12 year period from 1977 thgbul 988 total ove
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$500 billion. | estimate gains to buying firm shiaméders to be &
least $50 billionfor the same period. These gains equal 53 perde
the total cash dividends (valued in 1988 dollarajdpto investors b
the entire. Mergers and acquisitions are a resportee new
technologies or market conditions that requireratstgic change in .
company’s direction or use of resources. Pp- 48

He further claimed that publicly held corporaticesioutlived its usefulness in many sectors of ectoe® ovel
the world. New organizations through merging andjus&ition and other goir-private transction are
manifestation of this change. A central source a$t in the public corporation is the conflict beén owner:
and managers over free cash flow. This conflictpdeéxplain the prominent role of debt in the r
organizations. The new organizatis resolution of the conflict explains how thegncmotivate people ar
manage resources more effectively than public catpms (Jenson, 198

In line with Jenson’s views, Badit al (2004) sees combinations of firms in the form ofgees and acqtitions
as strategic alliances aimed at achieving fasterkebaentry and ste-up; gain access to new produc
technologies and markets; and share costs, resoanckrisks. In his worc

Swedish ASEA and Swiss Brown Bovari both energerggon and
transmission specialists merged to form an $18 billemmpany. Th
reason according to CEO of the new firm was that tiwo firms
individually were too small to compete with US alapanese rivals &
Wasting House, General Electric, Hitachi and ToshiBanwoz, a Swis
pharmaceutical manufacturer acquired Gerber for&Billion in order to
double the size of its food products division. Twars later, Sandoz ar
Ciba Geigy, another Swiss drug company, mergedrta Novartis, whict
would then become the :ond largest pharmaceutical firm in the world F
90-91.

Mergers and acquisitions are not recent developnétive periods of high merger activity known asrgee
waves have occurred in USA. The periods are; — 1904, 1916 — 1929, 19651969, 198+ 1989 and 1993 —
2000 (Alao, 2010). Till today merger and acquisitis still a strategy for corporate restructurigaichieve
internal growth of companies and the economic gnc

In India, about 1180 proposals for amalgamatiortarfporate bodies involng about 2,400 companies wt
filed with the high courts during 197 1986. In 2003 2004, 834 mergers and acquisition deals took p
aimed at growth of the amalgamating companies amemtire economy (Bhattacharyya, 19

The experience of mergand acquisition became popular in Nigeria, paréidy) in the banking sector durii
consolidation process in 2004 and 2005. Nigeriankbsadopted several strategies to achieve thelatiul
minimum capital base 6£26 billion. Merger and acquisitionsere the most widespread corporate strate
used by many banks to form mega banks and aff@drimimum capital base (Akintoye and Somoye, 2C
These actions were propelled by the need to detfpefinancial sector and reposition the sectordiawtt.
Merger and acquisition enabled the banks to peteeirdo new markets, gain technical and manage
expertise and knowledge as well as efficient atiooaof resources. The mega banks are penetraéagly the
Nigerian Stock Exchange thereby impag on the Nigerian economy.

3. TheTrend of Mergersand Acquisitionsin Nigeria

The first successful merger in Nigeria was thatMeen A. G. Leventis and Company Limited and Lew
Stores Ltd in 1983, but the most celebrated mewnges that betwen Lever Brothers Nigeria Lt— a quoted
company and Lipton Nigeria Lt— a private company in 1984 (Akinsulire, 2008:5¢http://wwwglobal
businessinsights.com/content/rbfs0063m.g

Other successful mergers and acquisition e real sector of the Nigerian economy are includeeble 1

Insert table 1

The wave of merger and acquisition from 1& 1996 was not significant, and had little impacttba real
sector of the economy. It is noted that only 1fnfirwere merged aracquired for a period of 13 years. This \
quite unlike mergers and acquisitions in the bagldgactor between 2004 and 2005. Within the shaibge
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many banks merged or were acquired, causing aneoegented wave of business combinations
restructuing. The component members of merged or acquiasttdare listed in table

Insert table 2

3.1The Effect of Mergers and Acquisition on Bank Remfince in Nigerie

In assessing the effect of merger and acquisitiohank performance in Nigeria, asset anks is used as proxy
for bank performance. Comparative analysis is tkéhod used for the examination. The asset of bpriés to
adoption of merger and acquisition is comparedsgetof banks in the post era of adoption of meaget
acquisition. Tine series data on bank assets from 1- 2003 (prior to adoption of merger and acquisitianjl
2004 —-2010 (post era of adoption of merger and acquigitave used for the comparative analysis. Tablek
simple percentages are the tools of economicysis applied.

Insert table 3A & 3B

In table 3A (total asset of banks prior to adoptidmmerger and acquisition) the average growth cétotal
assets of banks is 29% while that of 3B (total mssEbanks after adoption of merger and acquisjtie 1%.
Average growth rate of assets in post era of adoptif merger and acquisition is only 2% higher thia@
average growth rate of assets before adoption efeneand acquisition in the banking sector. Thotiyh
difference is very insignificant, it clear that in 2006, the growth rate of bank assets as high as 59%. Tt
was as a result of the concentration in mergeraamaglisition in 2005. Throughout the period underew, the
growth rate of total bank assets prior to adoptibmerger and quisition was insignificant. In the pemerger
and acquisition period, the growth rate was 5992006 and 53% in 2007. it is believed that, if thaves of
mergers and acquisitions had continued as exp&teimc2004 and 2005, the positive s-over effect would
also continue in the sector.

4, Conclusion and Recommendations
4.1 Conclusion

This work is divided into four (4) sections, seatiane is the introductory part which provides thekyground tc
the study, the main objective of the study andsitecific objectives. It is clear in the introductitmat the work
seeks to investigate the impact of merger and aitijui on economic growth. Attention is on expecenn
Nigeria, particularly, in the banking sector. Thexthsection (section two) deeawith the theoretical framewol
and conceptual issues. Theories and concepts imgememnd acquisition, and the trend of mergers
acquisitions in Nigeria have been discus

Section three makes comparative analysis to sheveffiect of mergers and adsitions on bank performant
using total bank assets as proxy. The analysist@firmed the theoretical a priori expectation thmergers an
acquisitions impact positively on economic grov

It is deduced from the analysis in section thréetl{at gowth rate of total bank assets used as proxy fak

performance was lower in the -merger and acquisition era as compared to the @ast However, th

difference of 2% in average growth rate for theigubreviewed was insignificant. This could beributed to
short period of active merger and acquisition & $lkctor. Mergers and acquisitions were mainlyagti 2005

A significant impact was noticeable in 2006 at ¢inewth rate of 59 percent. This was a -over effect of the
high wave in 2005Such experience of significant impact never oaalin the pre era of adoption of men
and acquisition in the banking sect

4.2 Recommendations
Based on the findings, the following recommendagibave been mac

i. It is recommended that merger . acquisition should be encouraged and adopte
government through the ministry of commerce andistiy as a strategic plan to achie
both internal growth within industries and the Niga economy at large. The study |
shown low wave of merger andquisition in the real sector of the Nigerian ecogp
except in 2005 in the banking sector. Many indab#ed economies had long embra
the concepts as process of structural adjustmehbhave achieved much economica

ii. Many investors are ignoranf benefits of merger and acquisition. It is recomoed tha
Ministry of Commerce and Industry should flag ehtenment campaign in the re
sector of the Nigerian economy to educate, pagitplinvestors on gains of merger
acquisition of firms

iii. Also it is noticeable that after the high wave of gees and acquisition in the banki
sector in 2005, there still exist many weak bamk$ligeria. It is recommended that t
process should be a continuous exercise to elimitie weak banks and formonger
ones until at most 5 mega banks come to st
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iv. As small and medium scale enterprises are welcaméte Nigerian Stock Exchange,

is recommended that regulators of the stock exahahguld make it a condition the-
10 small and medium scalwsinesses should integrate horizontally, verticallyform
conglomerate to enable them register in the mai
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TABLE 1: Trend of Mergers and Acquisition Real Seaif the Nigerian Econom

S/IN Year The Companie

1 1983 A. V. Leventis and Co. Ltd. anceventis Stores Ltd.

2. 1984 Lever Brothers Nig Ltd and Lipton Nigeria Lt

3. 1988 Lever Brother of Nig Ltd And Chesebrough Produdat.|

4, 1989 Smithkline and Beecham (Smthkline Beechi

5. 1995 Glaxo and Welcome (Glaxowelcon

6. 1995 Unilever Nig. Ltd and Lever Brothers Nig Ltd.

7. 1995 Cibe-Geigy and Sandos (Norvatis)

8. 1995 Sona Breweries Nig. Plc and International Beer Begerages Industries
Nigeria Ltd.

9. 1996 Nigerian Bottling Company Plc and Sapanda Indusiriel.

10. 1996 PZ Industries Plc and Thermocool Nig L

11. 1996 Smithline Beecham Plc and Sterling Products

12. 1996 Nestle Foods Nig Plc and Nestle Nigeria L

Compiled from Sources: Akinsulire, 2008:!
www.Norvatis.com/aboutorvatis/compar-history/index.shtml-cachesimilar.
www.nndbcom/company/667/0001193-cached
http://www.globalbusinessinsights.com/content/rb&8m.pd
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TABLE 2: Component Members of Consolidated B:

SIN NAME MEMBER OF THE GROUP

1 ACCESS BANK PL( Marina bank, Capital Bank Iil, Access Bank

2. AFRIBANK PLC Afribank Plc, Afribank International Ltd (Mercha
Bankers)

3. DIAMOND BANK PLC Diamond Bank, Lion Bank, African International Ba
(AIB)

ETB PLC Equatorial Trust Bank (ETB) Devco
FCMB PLC FCMB, Cooperative Deelopment Bank, Nigeri

African Bank, Midas Bank

6. FIDELITY BANK PLC Fidelity Bank, FBS, Manny Bai

7. FIRST BANK PLC FBN Plc, FBN Merchant Bank ME

8. FIRST INLAND BANK PLC IMB, Inland Bank, First Atlantic Bank NUI

9. IBTC —CHARTERED BANK PLC Regent, Chartered IBTC

10. INTERCONTINENTAL BANK PLC | Global, Equity, Gateway, Intercontinen

11. OCEANIC BANK PLC Oceanic Bank Int’l Trust Ban

12. PLATINUM -HABIB BANK PLC Platinum Bank, Habib Bank

13. SKYE BANK PLC Prudent Bank, Bond Bank, Coop nk, Reliance Bank
ETB

14. SPRING BANK PLC Guardian Express Bank, Citizen Bank, Fountain T
Bank, Omega Bank, Trarnsternational Bank, ACE

15. STERLING BANK PLC Magnum Trust Bank, NBM Bank, NAL Bank, INMI
Trust Bank of Africa

16. UBAPLC STB, UBA, CTB

17. UNION BANK PLC Union Bank, Union Merchant Bank, Universal Tr
Bank, Broad Bank

18. UNITY BANK PLC New Africa Bank, Tropical Commercial Bank, Cent—
Point Bank, Bank of the North, NNB, First Interst
Bank, Intercity Bank, Societe Bcaire, Pacific Bank

19. WEMA BANK PLC Wema Bank, National Bank

Source: Union Digest Vol. 9 Nos. 3 and 4, Decen2@85 p.44/ Acha (200¢

TABLE 3A: Total Asset of Banks Prior to Adoption bferger and Acquisition in the Banking Se:

Year Total Asseiof Banks &N Million) Growth Rat
(%)
1997 694,925.4 -
1998 821,233.6 18
1999 1,195,924.1 46
2000 1,707,103.5 43
2001 2,247,039.9 32
2002 2,766,880.3 24
2003 3,047,856.3 11

Source: CBN Statistical Bulletin 201
Note: Merchant banks and Commaal banks figures were merged
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TABLE 3B: Total Asset of Banks after Adoption of kder and Acquisitiot

Year Total Asset of BanksN' Million) Growth Rat
(%)

2004 3,753,277.8 -
2005 4,515,117.6 20
2006 7,172,932.1 59
2007 10,981,693.6 53
2008 15,919,559.8 45
2009 17,522,858.2 10
2010 17,331,559.0 -1

Source: CBN Statistical Bulletin 201
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