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ABSTRACT

top two private sector banks.

The study has been aimed at examining the Merger activity in banking sector in India after 1992 and
analyses of operating performance of acquiring firm. Another objective is to study the impact of merger
on share-price of selected units. The study is to analyse the pre and post effect of merger of selected
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&A activity presents a different set of challenge for the
human resource managers in both acquiring and
acquired organizations. The M&A activity are found to
have serious impact on the performance of the employees

during the period of transition. The M&A leads to stress on the
employee, which is caused by -

e differencesin human resource practices,

e uncertainty in the environment,

e  cultural differences,

e differences in organizational structure and changes in
the managerial styles.

The exposure to a new culture during the M&A leads to a
psychological state called culture shock. In an ideal merger,
the newly created entity pools the best features of the two
merging organizations. A well planned process built on the
foundations of an open, honest and consistent
communication strategy can pave the way.

Phases of merger and acquisiton:

The human resource issues in the mergers and acquisitions
(M&A) can be classified in two phases -

1) Pre-merger phase and

2) Postmerger phase.

—?
@ PRE-MERGER

[ ACQUISITION PHASE

[ INTEGRATION PHASE ] — POST-MERGER

Pre-Merger:  Starting in the pre-merger planning phase,
visioning and scenario planning will give both decision-
making teams a clearer picture of the synergies, they can
expect and what will be required to achieve them.

Merger Phase: Actual integration occurs between two
companies or units. The new company which will start may be
continue with one of the old name or with new name, having
same plans and policies or with change plan and policies and
enterinto the market.

Post Merger: The post merger integration phase covers the
operational part of the merger project. Often this phase
decides if the merger becomes successful or failure. Many of
the critical issues occurs during this phase which includes

Critical Issues & Solutions

1) Differing perspective among the workforce on the
proposed consolidation exercise:

Issues: Since the consolidation process need necessarily
involve mergers and acquisition, in the pre amalgamation
stage itself, the people working in the organization will posses
deferring perspectives on the proposed merger on the fear of
unknown in terms of brand equity of the proposed take over
bank, culture fit, job security, career progress, maintaining the
market value of their skill etc., Solutions: One of the key roles
of HR managers in the implementation stage is co-ordination
and frank and timely communication to staff and establishing
cordial relationship with the employees and their
representatives are the hallmarks to minimize the expressed
resistance to such amalgamation exercise.

2) Cross-culture integration:

T g

Issues: Another critical area of HR involved in the
consolidation effort through the root mergers and acquisitions
is the assessment of the potential compatibility of cultures.
This could involve reviewing the set of cultures like leadership
style, decision making pasterns, team building, performance
management system, reward & punishment systems,
organizational capabilities and customer care etc.

Solutions: As organizational culture is the part of employee's
identity, if the culture issues are not effectively addressed, it
may perhaps lead to loss of commitment among employees
resulting in lost opportunities to retain qualified personnel and
motivate individual also. Hence, these cultures are to be
integrated so as to gain a 'blended culture' with an aim to
create a new and better set of ethical values.
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3) Technology relatedissues:

Issues: In the post-merger scenario, integration of technology
initiative in a cost effective manner especially in the wake
varied business of strategies is quite challenging. Another
issue which is closely connected to the issue of technology is
the reorientation of their technical skills which is relatively cost
intensive.

Solutions: The objective of consolidation is to make the
industry stronger and internationally competitive. Against this
background, if the merger is attempted in a way that the strong
with relatively weak, then it may be possible that poor
fundamentals of weak may pull down the performance of
strong.

4) Seniority , relocation ,compensation and fringe benefits
of employees:

Issues: Inconformity with the provisions, in all the cases of
mergers will have to formulate a suitable scheme in regards to
continuation and other service conditions. The basic
compensation pattern are almost uniform, there appears
certain variance in the fringe benefits to the employees.
Hence, rationalization of such benefits may lead to higher
wage bill.

Solutions: Hence, the past experiences due attention
must be given in integration of seniority, placement of
employees and their promotions. The Maslow Theory on
'need hierarchy' says that various needs of individuals can be
arrange in a order of physiological, safety, social,
psychological, self-actualization. Once the lower need gets
fulfilled, the next higher need would assume importance. At
the same time protection of compensation and benefits,
people look forward to a respectful, challenging roles and
responsibilities, meaningful leadership and friendly work
atmosphere.

5) Organizational restructuring and rationalization of
manpower:

Issues: Traditionally it is characterized with the tall and multi-
layered organizational structures co-existing with narrow
span of control, the concept of which is found to be out- lived
its utility especially in the context of large scale technology
absorption and with emergence of new breed customers and
their ever increasing expectation and preferences.

Solutions: The initiative of organizational restructuring in the
post amalgamation period has a direct bearing on people
system as it would have adverse effect on career
development. Hence, this aspect which is very sensitive is
solving through employee friendly policies.

Objective of the study:

The study has been aimed at examining the Merger activity in
banking sector in India after 1992 and analyses of operating
performance of acquiring firm. Another objective is to study
the impact of merger on share-price of selected units.

Data description:

The sample consists of 2 firms engaged in a merger during
2000-2001 which are

1. Times Bank merged with HDFC Bank on 26th February
2000.

2.Bank of Madura merged with ICICI Bankin 2001.
Case 1: Times Bank Merged With HDFC Bank

The Housing Development Finance Corporation Limited
(HDFC) was amongst the first to receive an 'in principle'
approval from the Reserve Bank of India (RBI) to set up a bank
in the private sector. The bank was incorporated in August
1994 in the name of '"HDFC Bank Limited', with its registered
office in Mumbai, India and commenced operations as a
Scheduled Commercial Bank in January 1995.

In a milestone transaction in the Indian banking industry,
Times Bank Limited (another new private sector bank
promoted by Bennett, Coleman & Co. / Times Group) was
merged with HDFC Bank Ltd., effective February 26, 2000.
This was the first merger of two private banks in the New
Generation Private Sector Banks. As per the scheme of

amalgamation approved by the shareholders of both banks
and the Reserve Bank of India, shareholders of Times Bank
received 1 share of HDFC Bank for every 5.75 shares of Times
Bank.

Merger Of HDFC Bank

(Rs.InCores)

Particulars Pre-Merger Post-Merger
1999-00[ 2000-01| 2001-02| 2002-03| 2003-04]
Gross Fixed Assets 340 448 601 854 1061
Net Profit after tax 120 210 297 387 509
Market Value per share| 257.20 | 228.35| 236 | 234.55| 378.75

Statement Showing Trend Analysis Of HDFC Bank
Particulars _[1999-00]2000-01]2001-02[2002-03[2003-04
FixedAssets[ 100 | 132 [ 177 | 252 | 312
Investment 100 124 208 232 200

Deposits 100 138 210 266 360
Cash & Bank| 100 189 239 214 230
Income 100 200 269 289 393

For the year ended 31st march, 2000 HDFC Bank Limited
increased its interestincome by 70% as compared to previous
year. In the year of merger, the interest income of HDFC bank
becomes almost double and increasing every year.

The deposits of HDFC Bank for the year ended 31st march
2001 was increased by 50%over the previous year due to
merger with Times bank. Further there was an increase in
Term Deposits, Saving Deposits and Demand Deposits every
year which has given rise to reach deposits of 30409 crores for
the year ended 31st march 2004. Gross Fixed Assets are
almost doubled due to the merger of Times Bank. Quality
credit, quality deposits and quality earnings are the motto of
HDFC Bank.

Case 2: Bank Of Madura Merged With ICICI Bank In 2001
Bank of Madura has a number of branches in upcoming semi-
urban and rural areas and has developed micro-credit system
which creates strong brand image. Bank of Madura is a
profitable and well-capitalised private sector bank, in
operation for 57 years with a national network of 263 branches
including presence in each of the top 30 banking centre in the
country.

ICICI bank is one the leading technology oriented private
sector bank. The total assets of the bank in the year 2000 were
120.63 billion and deposits of Rs. 97.28 billion. ICICI bank has
cover total 106 area across the country. ICICI is one the
highest provider in ATM services with 366. ICICI bank, the
second bank in the ET500 list, is the second largest private
bankin the country.

Merger Of ICICI Bank

(Rs.InCores)

Particulars Pre-Merger Post-Merger
1999-2000] 2000-2001| 2001-02] 2002-03) 2003-04
Gross Fixed Assets 315 590 4494 | 4813 | 5090
Net Profit after tax 105 161 258 1212 1640
Market Value per share| 211 198 112 135 317

Statement Showing Trend Analysis Of ICICI Bank

Particulars | 1999-2000(2000-2001{2001-02[2002-03(2003-04
Fixed Assets 100 187 1426 | 1528 | 1615
Investment 100 185 812 803 968
Deposits 100 166 325 488 690
Cash & Bank 100 171 246 677 749
Income 100 140 260 1118 1104

The profit after tax is increasing at a faster rate and increased
by 60% in the year 2001-02 due to increase in the deposits
and in business with the merger of Bank of Madura. The profit
of the bank in the year 2003-04 stood at 1640 crores which
were increased by approximately 35% as compared to
previous year. Though the share price of the bank decreased
slightly after merger but at the same time there were
tremendous increase in the deposits, interest income and
profit.
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Findings:
1. The share price of the both the companies increase after
merger which shows positive trend.

2. There is growth in gross profit margin of merged
companies.

3. The gross fixed asset of all the companies shows
tremendous increase because of merger.

4. The current ratios of both the companies are under the
normof2:1.

5. Merger increase the share holders value in both the
cases. Means high dividend, market value and high
earning per share.

Conclusion

Consolidation through mergers and acquisitions may be
requirement of future. In contrast to the objectives to protect
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