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Abstract  

In the present era of globalized economy the buzzwords for corporate around the world have become 

competitive advantage and competencies. Companies are striving for entering new markets, asset growth, 

garnering greater market share/additional manufacturing capacities, and gaining complementary 

competencies and strengths, and to gain more competitiveness in the market place. One of the most useful 

tools for this purpose seems to be Mergers & Acquisitions. 

M&A has become a significantly popular topic in India after the Indian economy has undergone a major 

transformation and structural change following the economic reforms commenced and introduced by the 

Government of India in 1991, where India entered into the Liberalization, Privatization and Globalization 

(LPG). Since then, the M&A movement in India have picked up momentum. In today’s liberalized, 

economic and business environment, ‘competence and magnitude’ have become the focal points of every 

business organizations in India, and as a result companies have realized the need to grow and expand in 

business that they understand well to face the following competition. Indian corporate has under taken 

restructuring exercise to sell off non-core business and to create stronger presence in their core areas of 

business interest. M&A has emerged as one of the most effective tools and methods for such corporate 

restructuring and have, therefore become an integral part of the long-term business strategy of corporate 

in India. An attempt has been made in this paper to analyse if corporate restructuring has an impact on 

performance. T-test and dilution analysis has been used analyse the data.  
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Introduction  

Prelude  

Mergers and Acquisitions are methods of corporate restructuring combining different entities. It is 

abbreviated as M&A and is an area of corporate finance, management and strategic dealing.A merger is 

the combination of two or more companies into one, wherein merging entities lose their identities. There 

is exchange of shares that takes place between the entities involves in such process which generally 

involves no fresh investment. Usually, the company that survives is the buyer, which retains its identity, 

and the seller company is dissolved.  There is either stock swap or cash payment being made to the target 

company.  

An acquisition, on the other hand, is an act aimed at gaining a controlling interest in the share capital of 

the acquired company. It can be done through enforcing an agreement with the persons holding majority 

interest in the company’s management or through the purchase of shares in the open market or by making 

a takeover offer to the general body of shareholders. 

Thus, Mergers & Acquisitions is one of the effective tool for expanding of operations. This can be done 

through absorption and through consolidation. 

The banking industry in India has been at present conversion and union since the time that 1961. The 

Banking Regulation Act, 1949 enables the controller with the endorsement of the legislature to 

amalgamate frail manages an account with stronger ones. Greater part of the mergers in India has been 

created to salvage frail banks to shield contributors' premium and to ensure the fiscal framework. The 

report submitted by the Second Narasimham Committee -1998 on Banking Sector Reforms, in any case, 

debilitated this practice. It proposed a multi-level keeping money framework with existing banks to union 

into 3-4 global banks at the highest level, 8-10 national banks occupied with widespread managing an 

account at the following level and neighborhood and country banks bound to particular areas. 

Prior to 1999, the amalgamation of banks was primarily focused only on the weak financials of the bank 

being merged, whereas in post-1999 period, there have also been mergers between various healthy banks 

to create a healthier bank that was driven by commercial and business considerations. Thus, a line of new 

generation mergers, officially proposed by the Narasimham Committee, characterizes the recent 



 
 
 

3 Rajani, Jyothi 

 

International Journal of Engineering Technology Science and Research 
IJETSR 

www.ijetsr.com 
ISSN 2394 – 3386 
Volume 2 Issue 1 

January 2015       

phenomenon in the country. 

Objective behind the M&A Transaction Responses 

To improve revenues and profitability 33 

For faster growth in scale and quicker time to market 28 

To acquire new technology or competence 22 

To eliminate competition and increase market share 11 

Tax shields and investment savings 3 

Any other reason 3 

Source: Grant Thornton (India), The M&A and Private Equity Scenario, 2006 

 

Demand for banking services is increasing rapidly and gaining significance with growing time,although 

India is a country where more than half of households don’t yet have a bank account. It is in the retail 

sector that the boost in demand is most prominent.  

Literature Review 

Several studies have taken place relating to mergers and acquisitions in banking sector, which have 

examined the effect of mergers in the efficiency and performance of the banks involved. 

Raiyani J. R. (2010) uses CAMEL rating to investigate the effect of merger on efficiency and 

productivity of Indian banks. The financial data for five years before the merger and five years after the 

merger of 6 banks has been analyzed. The study used t-statistic also to measure the changes in financial 

performance pre and post merger period. The research concluded that the private sector merged banks 

were in advantage compared to public sector merged banks in terms of profitability and liquidity, but the 

case was opposite in terms of capital adequacy and NPAs.Nalwaya N. &Vyas R. (2010) in their paper, 

have tried to evaluate the impact of mergers and acquisitions on financial performance and value creation 
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of Indian companies by taking example of ICICI and Erstwhile Bank of Rajasthan Ltd. The financial 

results of both the banks during pre and post merger period are compared. The analytical study was done 

with help of financial ratios and their mean, which concluded that the profitability had improved after the 

merger resulting in value addition to shareholders. Khan A. A. (2011) analyzed the various aspects of 

banking industry’s Mergers and Acquisitions in India post liberalization period. The financial 

performance before and after of merged banks have been compared on the basis of various financial 

parameters. The financial and accounting ratio like Gross Profit Margin, Net Profit Margin, Operating 

Profit Margin, Return on Equity, Return on Capital Employed and Debt-Equity Ratio is calculated for last 

three financial years before the merger for both the target and bidder bank and the same for the bidder 

bank for the next three years after the merger. After that, the mean value and the standard deviation 

between the pre-merger and post-merger ratios of merged banks and acquiring bank is compared. This 

study examines the impact on mergers and acquisitions on acquiring banks and independent t-test is used 

for significance. The result shows that Merger and Acquisitions is useful for growth and expansion and 

helps in obtaining efficiency and also benefits the equity shareholders.Sinha P. & Gupta S. (2011) 

examined around eighty cases of mergers and acquisitions in the Indian Financial Services Sector with the 

help of a set of ten financial parameters. They have use three models. The first model a simple average of 

the parameters for both pre and post merger period is taken. The second model estimated return on 

shareholder’s fund before and after merger. The third model measured the change in systematic risk. The 

result shows that Profitability is positively affected after the merger but the liquidity deteriorates 

represented by a decrease in current ratio. The firms haven’t been able to manage their capital structure 

well post merger to improve the liquidity position. In addition both the systematic and unsystematic risk 

decreases post merger as the effect of diversification.Divya P. B. (2012) conducted this study to find out 

whether mergers and acquisitions have a positive impact in the profits and the growth in total assets. With 

the help of mean and t-test, selected merged banks are analyzed. The results showed that banks have 

upward growth in total assets after the merger. The average profit earned by the merged banks after post-

merger period was also higher than the profit earned during pre-merger period thereby stating more 

efficiency. 

Objectives of the study 

1. To study the impact of Mergers & Acquisitions on the performance of ICICI  bank. 
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2. To examine the accretion/dilution of share capital and Earning Per Share of ICICI bank  in the 

post-merger period. 

3. To make a comparative analysis between expected and actual values based on Earnings Per Share 

and Deal Value. 

Hypotheses 

 H1: There would be no significant difference in financial performance of the acquiring bank after 

the merger. 

 H2: There would be no significant difference in the Earnings per share of the acquiring bank post-

merger. 

 H3: There would be no significant difference in the liquidity position of the acquiring bank post-

merger. 

Scope of the study 

There is a wave of Mergers & Acquisition deals happening in the Indian banking industry. One of the 

most question arising is whether the performance of the acquiring bank improves after the integration 

making the whole transaction successful. The study mainly focuses from the perspective of the acquiring 

bank as the target bank ceases to exist post-merger. An attempt has been made to study the impact of 

mergers and acquisitions on the acquiring company’s performance. 

Data Methodology 

The data was collected from various secondary sources like research journals, company websites, articles, 

money control, etc. for selected units for a period of three years before the merger and three years after 

the merger taking the merger year as base year. In the pre-merger years, the data consisted of the target 

and acquiring firm independently whereas post-merger data is that of the merged entity or the bidder 

company. Using t-test (paired two samples for means), the pre-merger and post-merger performance was 

tested. The accretion/dilution analysis is done to calculate the change in the share capital resulting from 

the merger and a comparative analysis is done on the basis of Earnings Per Share, Market Capitalization 

and Deal Value. 
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Data analysis and interpretation 

Table 1.2 Ratios of the ICICI Bank (Bidder Bank) Post-Merger 

 

Table 1.1Ratios of ICICI Bank (Bidder Bank) and Bank of Rajasthan (Target Bank)  

RATIOS 31-03-2011 31-03-2012 31-03-2013 Average 

NET PROFIT 

MARGIN 

15.79 15.75 17.19 16.24 

DEBT TO 

OWNERS 

FUND 

7.45 9.50 5.27 7.41 

CAPITAL 

ADEQUACY 

RATIO 

19.54 18.52 18.74 18.93 

CURRENT 

RATIO 

0.96 1.00 0.98 0.98 

RETURN ON 

NET WORTH 

9.35 10.70 12.48 10.84 

EARNINGS 

PER SHARE 

44.73 56.09 72.17 57.66 

DIVIDEND 

PER SHARE 

14.00 16.50 20.00 16.83 

 

 

 

RATIOS 

 

 

ICICI BANK (Bidder Bank) 

 

 

 

BANK OF RAJASTHAN (Target Bank) 
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The Net profit Margin has increased in the post-merger period. This increment states improvement in 

profitability. This implies the bank’s control over its cost has increased thereby increasing the net income. 

 31-03-

2007 

31-03-

2008 

31-03- 

2009 

Mean 

 

31-03-

2007 

31-03-

2008 

31-03- 

2009 

Mean 

NET PROFIT 

MARGIN 

10.81 10.51 9.74 10.35 12.36 9.75 7.81 9.97 

DEBT TO 

OWNERS 

FUND 

9.50 5.27 8.55 7.77 25.37 26.15 23.60 25.04 

CAPITAL 

ADEQUACY 

RATIO 

11.69 13.97 15.53 13.73 11.32 11.87 11.50 11.56 

CURRENT 

RATIO 

0.09 0.11 0.13 0.11 0.01 0.01 0.01 0.01 

RETURN ON 

NET WORTH 

13.17 8.94 7.58 9.89 28.83 21.75 18.29 22.96 

EARNINGS 

PER SHARE 

 

34.59 37.37 33.76 35.24 10.28 8.57 7.30 8.717 

DIVIDEND 

PER SHARE 

 

10.00 11.00 11.00 10.67 2.00 0.50 0.20 0.9 
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The Debt to Owners Fund has decreased after the merger. This means there is decrease in proportion of 

capital invested by the owners to the funds provided by external lenders. 

The Capital Adequacy Ratio, which is a measure of bank’s capital, has increased after the merger.This 

increase in CAR ensures that the bank can absorb reasonable amount of loss. It shows the ratio of bank’s 

capital over its assets has increased and this has lead to ICICI being top bank with highest CAR post 

merger. The Earnings Per Share has increased significantly after the merger making the merger an 

accretive merger. The portion of Profit per outstanding share of the bank has increased substantially 

stating increase of profits. 

The dividend per share has increased post-merger.This means increase in the amount of dividend each 

stockholder will get. This also states the accretive nature of the merger. 

Table 1.3 Accretion/Dilution Analysis 

NB Number of shares of Bidder Bank (in Crore) 111.55 

NT Number of shares of Target Bank (in Crore) 16.14 

SER Share Exchange Ratio 1:4.72 

NA Number of additional bidder bank shares to be issued 

(16.14/4.72) 

4.42 

NB+NA Total number of shares post merger 114.97 

We have already seen above the Earnings Per Share and Dividend Per Share increases post merger, which 

implies the merger is accretive. 

Accretion of share capital   =   NAx100 

                                                (NB+NA) 

=3.42/114.97*100 

=2.97% 
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Comparative Analysis 

Based on EPS 

Expected EPS =   Total Net Income=  4670.29+117 

                                          Total No. of Shares          114.97 

=  Rs 41.64 

 Actual EPS = Rs 44.57 

The EPS expected was Rs 41.64 after the merger depending on the total net income and total number of 

shares combined. The actual EPS post-merger is more than the expected value stating that the Total Net 

Income was more. 

Based on Market Capitalization and Deal Value 

Market Capitalization = No. of Outstanding shares * Price Per Share 

                                    = 16.14 * 99.45 

=  Rs 1605.12 crore 

Deal Value = Rs 3032 crore 

Premium Paid = 3032-1605.12 X 100 = 88.89% 

                              1605.12 

 

Indicative Price =3032= Rs 187.91 

 16.14 

 

The theoretical value of the firm denoted by Market Capitalization is Rs 1605.12 crore which is much 
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lower to the actual deal value of Rs 3032 as the company has paid a premium of 88.89%, paying around 

Rs 187.91 per share. 

 

Theoretical Deal Value Based on Exchange Ratio 

Exchange Ratio = Size of the target Bank 

                              Size of the bidder Bank  

                          =   16.14 

                              111.55 

                         = 0.14 

Acquisition Price = Exchange Ratio * Market Value of the Bidder Bank 

                              = 0.14*901 

                               =Rs 126.14 

Deal Value = Acquisition Price*No. of shares of the target bank   

                  =126.14*16.14 

                  =Rs 2035.89 crore 

The Theoretical Deal Value also values the deal to be around Rs 2035.89 crore compared to the actual 

deal value of Rs 3032 crore. 

To test the significant difference in financial performance of the acquiring bank after the merger. 
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Paired Samples Statistics 

 Mean N Std. Deviation Std. Error Mean 

Pair 1 

Pre 10.3533 3 .55194 .31866 

Post 16.2433 3 .82008 .47347 

 

 

 

 

 

 

Since, the p-value is lesser than 0.05. Hence, we reject the Null Hypothesis and accept the alternative 

hypotheses. This is a clear indication that when a merger or acquisition occurs there will be an impact on 

the financial performance of the company provided the company could make use of the financial synergy 

so created by the acquisition. Nevertheless the correlation between pre and post merger performance is 

negatively correlated which means that the performance of the bank post merger has been better than the 

pre merger performance. 

To test if H2: There would be no significant difference in the Earnings per share of the acquiring 

bank post merger. 

Paired Samples Correlations 

 N Correlation Sig. 

Pair 1 Pre & Post 3 -.955 .191 
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Paired Samples Correlations 

 N Correlation Sig. 

Pair 1 Pre & Post 3 -.315 .796 

 

 

Since, the p-value is greater than 0.05. Hence, we accept the Null Hypothesis. 

Hence, there is no significant difference in the Earnings per share of the acquiring bank post merger. The 

test clearly indicates that there is a change in the EPS post merger which means that the acquiring bank 

was able to increase its profits with the merger. It also indicates that the merger gave positive vibes to the 

profit levels and thus by increasing the EPS investors are also contented with the merger. 

To test if: 

 H3: There would be no significant difference in the liquidity position of the acquiring bank post 

merger. 

Paired Samples Statistics 

 Mean N Std. Deviation Std. Error Mean 

Pair 1 

Pre 35.2400 3 1.89074 1.09162 

Post 57.6633 3 13.78749 7.96021 
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Paired Samples Correlations 

 N Correlation Sig. 

Pair 1 Pre & Post 3 .500 .667 

 

Since, the p-value is lesser than 0.05. Hence, we reject the Null Hypothesis. The analysis reveal that there 

is a difference in the liquidity position post merger reason can be that the cash balance was used to pay 

the target company the deal price. But the correlation is positive that means that there is an impact of the 

merger on the cash position of the bank. 

FIDINGS AND CONCLUSION 

Various Mergers and Acquisition is the evidence of the major financial transformation in Indian banking 

Industry. The study shows that there is improvement in financial performance post merger but at the same 

time the significance of the difference depends on individual cases, which shows unique nature of each 

M&A deal. The merger announcement has a positive impact on the stock price of the target bank as it 

gives confidence among the investors, as it will be combined with a stronger firm but at the same time has 

Paired Samples Statistics 

 Mean N Std. Deviation Std. Error Mean 

Pair 1 

Pre .1100 3 .02000 .01155 

Post .9800 3 .02000 .01155 
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an adverse effect on the stock price of the bidder bank. This downfall in share price of ICICI and HDFC 

Bank in the given case may be because of the deal value, which is at premium and the concern of the 

shareholders for the same. Although the merger is accretive in nature as there is increase in Earnings Per 

Share of the merged bank, the banks will take some time to take full advantage of the deal. These deals 

have more long-term benefit over mere short-term gains. Thus, it can be concluded that Mergers & 

Acquisition affects the banks involved in a positive way depending upon the nature of merger and 

efficient M&A process. In addition, M&A helps in long-term growth and sustainability, which may not 

seem profitable in the short-run because of the costs incurred during the transaction. Thus, both the banks 

have achieved their objective of geographical expansion increasing their customer base and wider 

network. Both the banks are competitors and hence to survive in this competitive market, M&A can be 

quite an effective tool. 
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