BUSINESS COMBINATION AND FINANCIAL PERFORMANCE OF BANKS IN NIGERIA BANKING INDUSTRY

ABSTRACT

In this research work titled “Business combinations and financial performance of banks in Nigeria banking industry” the researcher examined the relationship between total asset of Nigerian banks on the return on asset of the bank. The relationship between volume of shares of banks on the return on asset of the banks. The association between earning per share and return on asset of Nigerian banks. And also the relationship between total deposit and return on asset of the banks. The researcher made use of only secondary data from six years annual report and accounts of the two quoted bank (Access bank Plc and Zenith bank Plc) listed on the Nigeria stock exchange were collected and regression analysis was utilized in the data analysis. The researcher found out thatthere is significant relationship between total asset of Nigerian banks on the return on asset of the bank. there is significant relationship between volume of shares of banks on the return on asset of the banks. It was also discovered by the researcher that there is a significant relationship between earning per share and return on asset of Nigerian banks. This research work equally shows that there is relationship between total deposit and return on asset of the banks. Based on the findings the study affirms that for a bank to survive in the current dispensation it needs to maximize its comparative advantage (strength) by promoting its uniqueness in the areas where it performs best. The decisive factors for competition and profitability in the new era would be the optimization of resources by the emerging mega banks.

CHAPTER ONE

INTRODUCTION

1.1 Background of the Study  
Firstly, the study of Business combination and financial performance of banks in Nigeria banking industry is introduce as the main thing which business  merger and acquisition rely on a skill or knowledge brought together by the merger to accomplish business. However, Business are beginning to tell the full impact of the recession. To bring out development in companies joining together of merger and acquisition of the study. Furthermore, techniques and growth is necessary to determine the performance and continual existence of any business organization without growth, a business  hardly attract good management to itself. Hence the use of merger and acquisition as a techniques for growth and survival strategy in a depressed economy like it appears to be on the increase in recent time. This is not surprising nor considering large number of business failures and flop as a recent result or advise of micro and macro economic climate. It indicates that in a large or small scale, that merger and acquisition are necessary.

In the face of such hostile business climate, actually, some business organization that belongs to the ``wise group’’ started, thinking of how to pull their resource together by the way of the impact of business merger and acquisition as a techniques for growth survival strategy  in a depressed economy. Meanwhile, Business merger and acquisition has played  an important role in the growth and survival of many firms in Europe, United  State of America, and Nigeria. But before venturing into such a gargantuan adventure, financial managers should view it as organization or employers.

1.2 Statement of the Problem

In the high of the confusion and tumults of the modern business environment globally, some firms have flooded up while other only managed to keep a float. It is but interesting to observe that in the midst of such unfavorable business environment, Some enterprises do not merely survive but post super profit. The logical question is what could account for the divergent fortunes  of some firm of identical size and status in the some industry operating in the same economy. Hence not pretending to have all the answers. I make bold to state, that business merger and acquisition has become one of the fashionable surviving strategy for many companies.

It is therefore, the intension of the study to investigate the effect merger and acquisition on the performance of some selected companies in Nigeria.

1.3 Objective of the study
This research work titled “Business combination and financial performance of banks in Nigeria banking industry” is aimed at:

1. To examine the relationship between total asset of Nigerian banks on the return on asset of the bank.

2. To investigate the relationship between volume of shares of banks on the return on asset of the banks.

3. To ascertain the association between earning per share and return on asset of Nigerian banks.

4. To Examine the relationship between total deposit and return on asset of the banks.

1.4 Research Questions

Based on the above research objectives, the researcher developed the following research questions

1. What is the extent of relationship between total asset of Nigerian banks on the return on asset of the bank?

2. To what extent do volume of shares of banks relate with the return on asset of the banks?

3. What is the extent of the relationship between earning per share and return on asset of Nigerian banks?

4. To what extent does total deposit relate with return on asset of the banks?

1.5 Research Hypotheses
The following research hypotheses were developed by the researcher;

hypothesis 1

Ho: Total asset of Nigerian banks does not have any significant relationship with the return on asset of the banks.

H1: Total asset of Nigerian banks has significant effect on the return on asset of the banks.

hypothesis 2

Ho: Volume of shares of banks does not have any impact on the return on asset of the banks.

H1: Volume of shares of banks has so many impacts on the return on asset of the banks.

hypothesis 3

Ho: There is no relationship between earning per share and return on asset of Nigerian banks.

H1: There is significant relationship between earning per share and return on asset of Nigerian banks.

hypothesis 4

Ho: There is no relationship between bank deposit and return on asset of the banks.

H1: There is significant relationship between bank deposit and return on asset of the banks.

1.6 Significance of the Study
The study shall provide to both researchers and non- researchers such as investors, customers and the entire public on the implication of the effect of business combination as a strategic option available to improve organizational performance in banking industry in Nigeria.

It will also serve as a source of reference for researchers and students of management science on the top- ic as it relates to business combination in recent years.

1.7 Scope of the Study
The study covers between 2011 to 2018 for two quoted bank (Access bank Plc and Zenith bank Plc) listed on the Nigeria stock exchange rep resenting four years pre-merger period and another four years representing post-mergers since the business combination took place in December, 2015. This period covers the time financial report were pre- pared using fair value accounting based on the implementation of International Financial Reporting Standards. The proxies for this study are Return on Capital Employed, Return on Investment, Return on Assets and Earnings Per Share.

1.8 Definition of Terms
To ensure a proper and comprehensive understanding of this research work, the under listed terms are defined thus:

1. Merger: is a corporate restructuring activity which involves the combination of two or more companies in such a way that only one survives while the others are dissolved.

2. Acquisition: refers to the situation where one firm acquires another and the latter ceases to exist. In the case of acquisition, the target company is usually a firm that is not doing well in terms of financial and management activity.

3. Amalgamation: is the combination of two or more companies in such a way that all the former entities are collapsed giving way for a new and separate entity to be form.

4. Take-0ver: In contrast to what happens in acquisition, a weak firm voluntarily surrenders to a strong firm in a form of acquisition. The acquiring firm strategically purchases shares from the market without the knowledge of the management of the weak company to acquire controlling interest.

5. Corporate restructuring: Corporate restructuring can also be termed business combination and it includes merger and acquisition (M&A), amalgamation, takeover, leveraged buyouts, capital reorganization, sale of business units and assets etc. 

6. Return on equity: The return on equity is net profit after tax divided by share holders‟ equity which is given by net worth. This is the net income of an organization expressed as a percentage of its equity capital, i.e. it indicates how well the firm has used the resource for owners (shareholders). 

7. Shareholders’ fund:  This refers to the amount of equity in a company, which belongs to the shareholders. The amount of shareholders’ funds yields an approximation of theoretically how much the shareholders would receive if a business were to liquidate. It is calculated by subtracting the total amount of liabilities on a company’s balance sheet from the total amount of assets.

8. Total Volume of Deposit: This represent the total volume of deposits received by the commercial banks. They are also referred to as deposit liabilities. It consists of demand deposit, time deposit and fixed deposit.

9. Total assets: This is the final amount of all gross investments, cash and equivalents, receivables, and other assets as they are presented on the statement of financial position.

CHAPTER TWO

REVIEW OF RELATED LITERATURE
Conceptual Review

Business Combination
The first merger occurred after the depression of 1883. In Nigeria, the first merger occurred in 1982. Merger waves tend to be caused by a combination of economic, regulatory and technological shocks. There have been different waves of merger and acquisition which has been occasioned by different eco- nomic crisis over the decades which made business organizations to restructure their businesses. In Ni- geria, Business combinations are governed by laws like Companies and Allied Matters Act 2004 and Investment and Securities Act 2007, and other laws may apply depending on the industry in which the merging and acquiring companies operate (Osayaba, 2010). The banks, insurance, oil and gas, telecom- munication as well as other industries all have industry-specific legislation and applicable regulatory authorities in terms of merger and acquisition. Legal consideration is one of the factors during business combination. The Nigerian Economic Society in April 2005 stated that only legal modes of consolida- tion allowed are mergers and acquisition. Organisational culture of the two companies that want to merge should be considered. Igbinose (2005) defines organizational culture as a total system of shared values and beliefs that produces neoms of behavior and establishes an organizational way of life. Akinsulire (2002) gives certain factors to be considered in business combination. Among the factors are consideration of valuation, attitude of the target company’s shareholders, taxation implication, age of assets and new dividend policy after merger. In this study, we look at the merger activities of Zenith Bank and Access bank in 2014.

According to International Financial Reporting Standard (IFRS 3) business combinations is a transac- tion or other event in which an acquirer obtains control of one or more businesses. Transactions some- times referred to as true mergers or mergers of equals are also business combinations. It provides addi- tional guidance on determining whether a transaction meets the definition of a business combination, and so accounted for in accordance with its requirements. This guidance includes various ways in which business combination can occur such as by transferring cash, incurring liabilities, issuing equity instru- ments (or any combination thereof), or by not issuing consideration at all.Owomoyela (2012)in wrote about three categories of merger namely horizontal mergers, vertical mergers and conglomerate mergers. Horizontal Mergers:involve firms that directly compete for sales of similar products or services.Vertical Mergersoccur when firms that had been operating at different stages in the production and distribution of a product combine to form a single firm.Conglomerate Mergers involve the coming together of firms producing unrelated products. Akinsulire (2002) identifies two methods of acquisition namely holding and total absorption. A holding company is formed with the aim of controlling shares in acquired com- pany while total absorption sees a predator company become the holding company while the target company becomes the subsidiary.

Financial Performance
Financial Performance refers to the measure on how companies carry out their activities to achieve the set financial goals. Financial performance measures on how well companies do in terms of financial re- turns. This is done by using various evaluation methods and the financial indicators (Weston, 2001). Paul (2001) carried out a study on evidence on mergers and acquisitions and asserts that a second ap- proach to measuring merger effects is by evaluating the data from financial statements. This is done be- fore and after the merger or acquisition in order to know what happened after the merger or acquisition. Financial performance is a measure of the change in financial state of an organization or the financial outcomes that results from management decisions and the execution of those decisions by members of the organization (Woolridge & Gray, 2006).Financial performance is commonly measured by ratios such as return on equity, return on assets, return on capital, return on sales and operating margin (Gilchris, 2013).However in this study, financial performance of Nigeria Breweries Plc will be measured by ROE.

Return on Equity (ROE)
Return on Equity shows how the management effectively handles the shareholders’ funds to generate profits. There is a preference to a high return on equity for it shows the management is efficient in man- aging the shareholders’ funds to generate revenues.

Return on Capital Employed (ROCE)
It is a financial ratio that determines a company’s profitability and the efficiency of the applied capital. A higher ROCE implies a more economical use of capital. ROCE should be higher than the capital cost. If not, the company is less productive and inadequately building shareholder value.

Return on Investment (ROI)
This ratio is calculated as net profit after tax divided by total paid in capital. The ratio measures the firm’s efficiency in utilizing the invested capital. It expresses company’s ability to generate the required return (expected return) based in using and managing the invested resources by the shareholders

Return on Assets (ROA)
Return on Assets (ROA) is an indicator of the profitability of a company based on its total assets used to create income. Thus giving an assessment of the management of a given firm and how they generate

earnings. It is a measure of efficiency. A high level of ROA means that the firm is capable of transform- ing assets into profits.

Earnings per Share (EPS)
Earnings per share is an indicator that shows how much a firm makes for each share of its stock. Earn- ings per share is a firm’s profit divided by the number of common stock shares it has outstanding. A higher EPS indicates more value because investors will pay more for a company with higher profits.

Empirical Review
Nduka, Okah and Ugwuegbu (2018) investigated the effect of acquisition on operating performance of indigenous oil and gas firms in Nigeria. Their objectives are to determine the effect of Return on Equity, Return on Assets, Gross Earnings, Asset Utilization and financial leverage on operating performance using secondary source of data. Two (2) firms were randomly chosen and paired sample T-Test was used to analyse their data. The result shows that pre-acquisition financial positions were better off than the post-acquisition era. They recommended that since oil price cannot be predicted, both firms should diversify some of their operations in activities that are stable, profitable and competitive.

Olowoniyi and Ojenike (2012) analysed the effect of mergers and acquisitions on performance of firms in Nigeria. The variables for this study are Sales/turnover, Net profit, Earnings per Share, Return on Capital Employed and Market Adjusted Returns of Securities. Secondary data was collated on four (4) sample companies for the period of fifteen years (1990-2005). Conglomerates companies were selected for this study. T-test was used to analyse the data for pre=merger and post-merger performance of sam- pled companies. The result show that the realization of mergers and acquisitions aid the optimization of resources, removal of duplication of operating cost and well-coordinated management could be achieved

Amos (2016) investigated the effect of synergy on financial performance of merger institutions in the financial services sector in Kenya. The study used both primary and secondary data and 40 (forty) finan- cial institutions. Liquidity ratios and operating synergy were the variables and regression analysis was used to determine their relationship. The result show that there is a positive relationship between per- formance, operating and financial synergy. The study recommends that institutions should evaluate the overall business and operating compactibility and focus on long-term financial synergies.

Kyriaki and Constantin (2008) evaluated the performance and efficiency of commercial and cooperative banks in Greece for the period 2003-2004. Secondary data was used and T-test was used. The variables are profitability ratios, liquidity ratios and Efficiency ratios. The findings show that commercial banks

increased their accounts to attract more customers based on their financial indices while the cooperative banks in Greece are not uniform.

Umoren and Olokoyo (2007),studied analysis of performance pre and post consolidation in merger and acquisition in Nigeria. He examined 13 banks and their performance of four years before and after con- solidation performance and considers their profitability, liquidity and solvency. A descriptive analysis of performance ratio was carried out and secondary source of data was used. Correlation analysis was used to test the impact of the consolidation result into improved performance. The findings show that on average bank consolidation result into improved performance. He recommended that management should embrace broad products strategies which will help in generating more income for the banks. They should embrace diversification and financial innovation in order to produce new products and services.

Pachulia (2018) examined the impact of mergers and acquisition on corporate performance in a Geor- gian company in the United States using data from their financial reports. Descriptive research was used and the variables were Return on Equity, Return on Assets and Return on Sales and secondary da- ta was usedThe findings show how JSC Silkne’s merger and acquisition strategy workedas a result of product diversification as one of the strategies used to broaden business portfolio with the use of T-test. The findings indicated that financial performance is based on Return on equity, Return on Assets, Re- turn on Sales. The result show if the financial performance changed positively to the company’s favour while the company was merging and acquiring new firms.

Fatima and Shehzad (2014) investigated the impact of Mergers and Acquisitions of financial perfor- mance of banks in Pakistan. Secondary source of data used. Six financial ratios are used for analysis and they include Profit After Tax, Return on Assets, Return on Equity, Debt to Equity, Deposit to Equi- ty ratio and Earnings Per Share. Ten banks which where merged from 2007 to 2010. 3 years pre-merger and 3 years post merger were used and their average compared using t-test. The findings show Return on Equity is affected by the merger and acquisition and other ratios have no impact from this strategy.

Momodou, Massirah and Abdul (2017) evaluated the effects of mergers and acquisition on financial performance of firms in the United Kingdom. Secondary source of data was used and 40 companies listed in the London Stock Exchange that went through consolidation in 2011. Comparism were made between 5 years pre-merger and 5 years post-merger using financial ratios. The proxies used are merger and acquisition, Return on Assets, Return on Equity, Earnings Per Share and Net Profit Margin. The study employed Descriptive statistics and t-test. The findings show that the variables are positively cor-

related to mergers and acquisition while merger and acquisition is found to have a significant impact on Return on Assets, Return on Equity and Earnings Per Share. The study recommended that the Net Prof- it Margin is not affected by business combination while Return on Assets, Return on Equity and Earn- ings per Share is affected by business combination.

Akinbuli and Kelilume (2013) examined the effect of mergers and acquisitions on corporate growth and profitability in Nigeria especially in the post consolidation in the Nigerian banking environment. Sec- ondary data was used and random sampling was used to select ten (10) incorporated banks. The results shows that merger and acquisition are not the universal solution to financial distress in corporate organ- isations especially when mergers are regulatory imposed than when it is business driven. The study fur- ther revealed that while mergers and acquisition can drive growth and profitability in some organisa- tions, operating efficiency suffers in the short term in the post consolidation. The findings also show that mergers and acquisitions provide a temporary solution to financial distress and no solution at all to operating indiscipline. He recommended that banks should not be made to merger compulsorily.

Anyanwo and Agwor (2015) examined the impact of mergers and acquisition on the performance of manufacturing firms in Nigeria. 35 companies formed the population and questionnaire was used. Data was analysed using simple percentages. The findings show that merger and acquisition affect the per- formance of manufacturing companies in terms of profitability, capital is increased, increased manpow- er and sales. They recommended that there should be adequate supervision of personnel in their various assignments in order to achieve the objectives of business combination and staff should be trained and retrained on regular bases so as to reduce waste and increase productivity.

Anderibom and Obute (2015) examined the effects of mergers and acquisition on the performance of commercial banks in Nigeria. The study used secondary data obtained from the financial report of United Bank of Africa (UBA) from 2000 to 2010. The proxies used are return on assets, profit before tax, investment deposit ratio and ratio of performing loans to total loans. The work evaluated the per- formance of the bank before and after mergers and acquisitions using paired sample T-Test. The result showed that mergers and acquisition had positive, significant effects on the performance of commercial banks in Nigeria. They recommended that the Central Bank of Nigeria should set and enforce capital adequacy standards for commercial banks in Nigeria. They also recommended that UBA Plc and other commercial banks in Nigeria should embark on more training and re-training programs for their man- agement to improve management competency.

Paul(2013), examined the effect of merger and acquisition on the financial performance of oil compa- nies in Kenya. The research design adopted was casual research design. Secondary data was used and the population used was that of oil companies merged.A comparism was made between three years pre- mergers and acquisitions and three years post-mergers and acquisitions period using the financial ratios. Regression analysis was used to establish the relationship between financial performance and the inde- pendence variables that is the liquidity, solvency, debt to equity, profitability and efficiency of the merged/acquired oil companies in Kenya. The findings show that variation in financial performance is explained by changes in liquidity, solvency, profitability and efficiency. The study recommended that management should not only undertake mergers and acquisitions in order to improve operation and sus- tain failing businesses but also improve their competitiveness and financial standing.

Omoye and Aniefor (2016) examined mergers and acquisition in Nigerian business environment. Their objectives are to determine the implication of mergers and acquisitions on profitability, leverage buy- out and shareholders wealth. Secondary data was used for collection of data and McNemar test was used to analyse the data. Three (3) years pre-merger and three (3) years post- merger data was gathered. The findings show that mergers and acquisitions can stimulate economic growth and development of a nation. They recommended that mergers and acquisitions should strategically employed by firms to im- prove profitability, shareholders wealth and offset accumulated leverage.

Adegboyega (2012) ascertain the impact of mergers and acquisitions on bank performance in Nigeria. The 2004 banking reform saw the then existing 89 banks merged with eachother. Secondary data was used T-test was used to analyse the data. Pre-merger and post-merger financial statement of two consol- idated banks were obtained, adjusted, analysed and compared. The result revealed that all the two groups product in addition to operational and rational synergy, financial gains far more than the 2+2=5 synergistic effects. Ratio technique and inferential statistical tools were used to highlight synergistic ef- fects on the merging banks.

Achua and Ola (2013) investigated mergers and recapitalization strategy and bank financial volatility in Nigeria using eight financial ratios and data from 2001-2009 for both pre and post mergers and acquisi- tions. They used t-test tool for the study and it revealed that there is no significant improvement in the financial performance of post mergers and acquisition banks in all areas of profitability, liquidity, lev- erage and earnings volatility after the mergers and acquisition deals.

Ajayi and Obisesan (2016) evaluated the effects of mergers and acquisitions on the performance of selected Deposit Money Banks in Nigeria. The profit after tax was used as the explained variable that served as a function of shareholders’ fund, total assets, loan and advances and the total deposit that are explanatory variables. The research made used of secondary data obtained from banks’ annual reports and statements of accounts spanning from 2001-2014, the study employed Ordinary Least Square Cointegration Techniques. The co-integration result reveals that there is a dynamic long-run association between the variables. The over-parameterized error correction model result shows that the variables have short run association which can actually be felt in the long run. However, the result further shows that the short-run inconsistencies have been corrected; giving the correctly signed and statistically significant ECM coefficient of about 80.40%. From the co-integration equation, it is evident that TD has a significant influence on the level of development in Nigerian Banks. On the short run, PAT and SHF variables are negatively insignificant with bank performance, TA and TD have positively significant relationship with bank performance while the LA posit a positive but insignificant relationship with the Profit after tax of selected banks. However, in the long run LA and TD portrayed a negative relationship with the earlier formulated apriori expectation of the study. 

Hence, the study showed that merger and acquisition has not significantly impact banks’ performance. The study is in consonant with the works of Owolabi and Ogunlalu, (2013), Odetayo et al. (2013), DeLong and DeYoung (2007) that merger  acquisition has no gain effect on the performance of selected banks.

Appah & John (2011) analysed the profit efficiency effects of Mergers and acquisition in the Nigerian Banking Industry. The Study used ex-post research design with data drawn the annual reports of sampled banks for the period 2003-2008 using ROE as proxy for profit efficiency while the sample size consist of 10 banks. The paired sample T-test statistics and descriptive analysis was used for analysis. Findings revealed that sampled banks performed better during the Pre-merger and acquisition period (2003-2005). The study concluded that there is no significant difference in ROE of all banks combined between the pre and post-merger period. This position was also confirmed by Taiwo & Musa (2014) who examined the impact of consolidation on the performance of listed deposit money banks in Nigeria covering a period of 12 years from 2000 to 2011(6yrs pre & post); using a sample of four banks. Paired sample T-test was used to test the hypothesis formulated with reference to the variables; Return on Asset, Return on Equity and Net profit margin. The study concluded that the consolidation reform in the Nigerian banking sector has impacted positively on Return on Assets, Net profit margin, but does not impact on Banks Return on equity.

However, Onikoyi & Awolusi (2014) differs from the earlier position on equity in their research; the effects of mergers and acquisitions on shareholders’ wealth in Nigerian banking industry. In a bid to establish relationship between; increase in capital base and shareholders wealth, merged and acquired banks market shared and shareholders wealth, increase in merged banks revenue and shareholders wealth, cost savings and shareholders wealth; exploratory and correlation research designs were used to analyse a sample of fifteen (15) merged banks. Five hundred and fifty seven (557) questionnaires were administered to the staff of the merged banks and a response rate of 58.3% was obtained. The instrument was validated and Cronbach’s Alpha coefficient result of 0.708 was obtained indicating the internal consistency of the instrument. The findings of study showed that there was a significant relationship between shareholders wealth and capital base (ρ-value of 0.000), market share (ρ-value of 0.000), bank revenue (ρ-value of 0.000) and cost savings (ρ-value of 0.000). The study concluded that mergers and acquisitions have positive effect on the shareholders wealth.

Onaolapo and Ajala (2013) used an econometric perspective to research the post-merger performance of selected Nigerian deposit money banks. Using judgmental sampling technique, 15 listed banks were selected as data (secondary) were extracted from the financial records of ten years (pre &post). The Pearson’s correlation was used to measure the degree of association between variables under consideration; Assets profile, capital structure, operating efficiency, liquidity risk and credit risk while the formulated hypotheses were tested with use of multiple regression analysis. The study concluded that there is an improved performance on the part of selected commercial banks. This is in terms of return on equity, return on asset and net profit margin. It revealed that there is a strong relationship between bank performance and merger.

Umoren & Olokoyo (2007) analysed the impact of consolidation on performance of banks with focus on their profitability, liquidity and solvency. The study analysed 7 mega banks covering a period of 3years (2yrs pre & 1 year post). Correlation analysis was used to test the impact of the performance ratios. Variables used to review the financial statement include; Asset profile, capital structure, credit risk, cost controlling, liquidity risk, Return on Asset, Return on Equity, and Size. Findings support the hypothesis that on average, strategically similar institution tend to improve performance to a greater extent than dissimilar institution. However, the results differ for individual banks. This position was further corroborated in the work of Ikpefan & kazeem (2013) who used panel data ordinary least square approach to carryout investigation of the effect of merger and acquisition on DMBs from the pre and post-merger for 10years (2000- 2009) using a sample of ten (10) banks to see whether or not there has been any significant effect on the Nigerian Banking Sector. Five (5) variables were used: ROA, Value of deposit, size of bank, deposit growth rate, loans to deposit ratio. The study accepted the alternative hypothesis that merger has a significant effect on bank performance. It noted that merger created synergy as indicated by the statistically significant increasing post-merger financial performances although banks should not jump at any merging opportunity that offers itself because the exercise is not an opportunistic one.

Olokoyo (2013) reviewed bank reforms if they have been able to achieve predetermined goals and set objectives in Nigeria. The study gathered data for analysis through the instrument of questionnaire. One hundred (100) copies were administered out of which eighty (80) copies were collated for the analysis. Analysis of Variance (ANOVA) method was used to test the hypothesis. The study shows that the recapitalization and consolidation process has had significant effect on the manufacturing sector of the economy and thus on the Nigerian economy at large. The study further reveals that despite the reforms, post consolidation challenges like challenges of increased return on investment still exist.

Okpanachi (2011) conducted comparative analysis on the impact of mergers and acquisitions on financial efficiency of banks in Nigeria. Three (3) banks were chosen as sample and secondary data were obtained from published annual reports and accounts covering the period of eight (8) years from 2002 to 2008 for the variables- Gross earnings, profit after tax and net assets. The collected data were analysed using t - test statistic at 5% level of significant. The results showed an enhanced financial performance leading to improved financial efficiency, but the t-test statistic result of the three selected banks depicted an increase in their combined means for gross earnings and net assets while profit after tax recorded a decline.

Odetayo & Olowe (2013) conducted an empirical analysis on the impact of post -merger on Nigerian Banks profitability. Multiple regression analysis and the estimation by OLS with the aid of STATA software was used to analyse date covering 2005-2012 for Net Assets and shareholders fund. The sample consists of 2 banks. The result showed that post-merger has not significantly impacted on bank's profitability.

Oghojafor (2012), in his study, evaluated Merger/Acquisition as an intervention strategy in the Nigerian banking sector. The objective was to identify whether this strategy has actually achieved the desired result for which it was intended, mostly in the 2005 merger in Nigeria. The study was carried out using both primary (questionnaire) and secondary (banks financial statements) data. 100 copies of questionnaire were administered to the management members of the selected banks. Out of the three tested hypotheses; hypothesis 1 result revealed the calculated t-statistics to be t = 6.591 P < 0.05, which implies that Merger and Acquisition had helped to curb the distress that would have occurred in the Nigeria banks during the period it was applied. On the other hand, Hypothesis two examines performances in pre and post merger.

Adegbagu and Olokoyo (2008) used descriptive research design (Mean and Standard Deviation) and t-test and test of equality mean analytical techniques to study the effect of recapitalization on the banks’ performance on Nigerian banks. The study found out that the means of bank profitability ratios such as the Yield on Earning Asset (YEA), Return on Equity (ROE) and Return on Assets (ROA) were significant. This means that there is statistical indifference between the mean of the pre and post 2004 bank recapitalization. 

Somoye (2008) examined the performance of government induced banks consolidation and macro-economic performance in Nigeria in a post consolidation period. He found out that banks consolidation may not necessarily be a sufficient tool for financial system stability and sustainable development. The study posits that consolidation have not improved the overall performance of the banking industry significantly and contributed little to the growth of the real sector for sustainable development.

Olagunju and Obadami (2012) in their study of 10 DMBs found out that merger and acquisition have improved. They arrived that there exist a significant relationship between pre and post merger acquisition earnings per shares, and concludes that the overall performance of banks significantly and also contribute immensely to the growth of the real sector for sustainable development.

Ahmad (2011) evaluated the performance of banks after merger in terms of Gross Profit Margin, net profit margin, operating profit margin, return on capital employed, debt equity ratio and return on equity. Pre merger performance was compared with post merger performance of selected banks. The results of the study suggested that after the merger the efficiency and performance of banks has improved.

Badreldin and Kalhoefer (2009) in their study measured the performance of Egyptian banks, by calculating their return on equity using the basic ROE scheme that had undergone mergers and acquisitions during the period 2002-2007. The findings of the paper suggest that bank M&A in Egypt has not shown significant improvement in performance and ROE. Further it was concluded that M&A doesn’t have a clear effect on the profitability of banks in the Egyptian banking sector. Only minor positive effects on the credit risk position were found. Their findings further suggest that the process of financial consolidation and banking reforms in Egypt have not completely achieved their desired results in improving the bank’s profitability and economic restructure.

Devarajappa (2012) in her research explored various motives of merger in the Indian banking sector. It further compared pre and post merger financial performance of merged banks by using various financial parameters. Using independent t-test to analyze her result it showed that after the merger, the financial performance of the banks have increased and that there have been an improvement on the return on equity, debt and gross profit margin after the merger. The result suggested that post merger, the financial performance of the banks have improved, particularly, the return on equity, debt-equity ratio and Gross Profit margin have shown significant improvement after the merger. Also Gupta Himani (2013) analyzed the impact of mergers and acquisition on financial efficiency of banks in India by comparing selected pre and post merger indices. Gross earnings, profits after tax and net assets of the selected banks were taken as indices for comparison. Three mergers of Indian Banks were taken as sample for the study.

Viverita (2008) investigated the effects of mergers on banks’ performance in Indonesia during 1997 to 2006. The study employs the traditional financial ratios and non-parametric Data Envelopment Analysis (DEA) approach to investigate any efficiency gain both in the pre- and post-merger periods in order to determine efficiency gain of banks’ mergers. The evidence shows that mergers create synergy and significantly increase the post-merger financial performance.

In Rehana & Irum (2011) a research was carried out on effect of business combination on financial performance; evidence from Pakistan’s banking sector. It explored the effects of merger using 6 different financial ratio(Gross Profit Margin, Operating Profit Margin, Net Profit Margin, Return on Capital Employed, Return on Net Worth & Debt Equity Ratio) extracted from the annual report of 10 commercial banks that faced M&A during the period 1999 to 2010. Analysis was done using the paired T-Test and the result revealed that there was a decline in all 6 ratios; it concluded that there is a negative impact of M&A on bank's performance after M&A.

Yasuhiro and Hideaki (2006) carried out a comparative study which explored factors behind increased mergers and acquisition activity in Japan from the 1990s when there were an increased number of horizontal mergers. A sample size of 2276 companies listed at the Tokyo Stock Exchange between 1995 and 2004 was used. They presented two hypotheses as factors that contributed to a sharp increase in mergers and acquisition activity. The first hypothesis focused on industry – level shocks to growth opportunities and profitability and the second was the “market-driven” hypothesis with its major characteristic being its assumption of stock market mispricing. They found that mergers and acquisition activities in a specific industry were boosted as a result of some sort of shock that impacted the growth opportunities and/or profitability of the industry. Examining individual firm level, they concluded that the greater the relative size of growth opportunities the lower the debt-to-asset ratio and thus the greater the financing capacity the greater the likelihood for the company to participate in mergers and acquisition activities as an acquirer. They recommended a further research on the factors that had the greatest impact on the growth potential and profitability of such industries and companies that had been actively engaged in mergers and acquisition from the latter half of 1990s onward.

In an exploratory study Luypaert (2008) investigated the determinants of growth through mergers and acquisitions in a typical Continental European country, Belgium. He collected data on 378 Belgian bidders that engaged in 816 mergers and acquisition transactions during the period 1997–2005. Using logit and probit regression analysis he analyzed firm characteristics, industry variables and market variable. He was able to determine what motives are important in the decision to acquire. His results showed that intangible capital, profitability and firm size significantly positively affected mergers and acquisition decision whereas ownership concentration and bank loans had a negative impact. He concluded that mergers and acquisitions were significantly more likely in industries where incumbents are operating in a relatively low scale, which are less concentrated and were recently deregulated. He recommended that firm size, industry concentration and stock market performance should be particularly focused on when examining short and long-term operating and stock performance after mergers and acquisition especially in a Continental European setting. 

In literature, number of studies that have been conducted to assess the impact of mergers and acquisitions on the bank’s performance can be classified as ex-ante studies and ex-post studies. An Ex-ante study seeks to assess the effect of merger on bank’s performance by analyzing the reaction of stock market to merger announcement. Ex-ante studies are also called event studies. On the other hand, Ex-post study assesses the effect of mergers and acquisition on the performance of banks by comparing their pre and post merger financial performance. Although there is a plethora of literature on mergers and acquisition in developed economies but there is a dearth of literature in developing economies. 

The empirical reviews so far may be summed up that merger and acquisition has mixed outcomes in developing economies. Findings in the Nigerian situation have also given mixed signals of post-merger and acquisition financial performance of banks.

Theoretical Framework
The following theories are reviewed on the motive of business combination. Organisations believe that business combinations are the results of rational business decisions which benefit the shareholders of the company through synergies following the efficiency theory and gaining economic power (monopoly theory).

The Efficiency Theory
The aim of every business combination is to produce synergy. This synergy should be able to improve the overall efficiency which was not possible before the business combination. This synergies can be in terms of financial synergies, operating synergies and management synergies. Financial synergy theory argues that with asymmetric information in financial markets, a firm with insufficient liquid assets or financial slack may not undertake all valuable investment opportunities (Myers and Majluf, 1984).

The Monopoly Theory
Companies agree to horizontal mergers in order to achieve market strength, limit the competitor’s power and make access to the market more difficult for them. The positive effects of a monopolistic market position can be obtained by either cross-subsidisation of acquired business lines, restriction of competi- tion in markets where a company becomes a participant through acquisitions and implementation or augmentation of entry barriers in specific markets.

METHODOLOGY

3.1 Research Design

The study used ex facto research design which is a descriptive design. This design measures a subject before and after business combination has taken place. This design is effective when it studies collected descriptive data. It is used when describing the characteristics of a phenomenon in a particular situation (Kathari, 2008).

3.2 Population of the Study

The population of the study is 79 listed manufacturing firms listed in the Nigeria Stock Exchange.

3.3 Sample Size

The study utilized the stratified sampling technique to select the required sample. There are 27 commercial banks in the Nigerian stock exchange and they are divided into ten stratas. From this a simple random was used to select Zenith Bank and Access bank since they were the two (2) manufacturing firms that merged in 2014 out of the 24 business combinations that took place that year and the focus of the study is 2014.

3.4 Source of Data

The study used secondary data gathering information from financial report of the two (2) banks involved in merger and acquisition process ranging from the four years before the merger and acquisition to four years after the merger and acquisition process after which the accounts where the accounts of Zenith Bank and Access bank.

3.5 Description of Variables

The research variables are Return on Equity,Return on Capital Employed, Return on Investment, Return on Assets, and Earnings Per Share. The dependent variable is Return on Equity which is the proxy for Business Combination and while Return on Capital Employed, Return on Investment, Return on Asssets and Earnings per share are proxies for Financial Performance.

3.6 Model Specifications
Comparable data analysis was used to measure the impact of merger on the financial performance of Zenith Bank and Access bank. The study used profitability, efficiency and shareholder’s ratios such as Return on capital employed, Return on Assets, Return on Investment and Earnings Per Share to determine financial performance. T-test was used to test the mean performance indicators be- fore and after the merger and acquisition and the significant level is 0.05.

The formula for the paired sample t test is 𝑑√𝑛,which follows the t distribution with a degree of freedom of 𝑛 − 1. In this formula

CHAPTER FOUR

ANALYSIS AND INTERPRETATION OF RESULTS
Data Presentation and Result Analysis
This section examines the various ratios computed and the results of the analysis carried out on SPSS are presented below.

Table 1: Pre-Merger Performance Indicators (2011-2014) Access bank Plc and Zenith bank Plc

	Years
	ROE
	ROCE
	ROI
	ROA
	EPS

	2011
	72.51%
	39%
	48.92%
	16.14%
	503K

	2012
	59.52%
	33.35%
	40.71%
	15%
	503K

	2013
	54.79%
	40.82%
	38.34%
	17.04%
	570K

	2014
	35.74%
	26.13%
	24.73%
	12.18%
	562K


Source: Raw data Extracted and Computed from Financial Statement from 2011-2015

Table 1 above shows the performance indices of Nigeria Breweries before the merger in December 2014.

Return on Capital Employed declined in 2012 and 2014 which is an indication that the firm has not ade- quately applied shareholders fund appropriately. Return on Investment declined from 2011 to 2014 which is an indication that the company did not utilize the invested funds efficiently. Return on Assets declined in 2012 and 2014 which indicate that the firm is not capable of transforming its assets into prof- it and it increased in 2013. Earnings per Share increased in 2013 and slightly declined in 2014 which indicate the performance of the company.

Table 2: Post Merger Performance Indicators (2015-2018) Access bank Plc and Zenith bank Plc

	Years
	ROE
	ROCE
	ROI
	ROA
	EPS

	2015
	31.64%
	25.22%
	22.08%
	10.68%
	482K

	2016
	23.91%
	17.8%
	17.13%
	7.74%
	358K

	2017
	26.15%
	20.62%
	18.54%
	8.65%
	413K

	2018
	17.65%
	9.58%
	11.65%
	5%
	243K


Source: Raw Data Extracted and Computed From Financial Statement from 2015-2018.

Table 2 above shows the financial indices of the merger between Zenith Bank and Access bank starting from 2015 to 2018. Return on Capital Employed declined after merger in 2016 and 2018 which is an indication that the fund used was less productive and inadequate for building shareholders’ value and this in turn has a negative effect on the earnings per share. Return on Investment declined from 2015 to 2018 which is an indication that the business did not utilize shareholders’ funds appropriately. Return on Assets after the merger decreased in 2016 and 2018 respectively which is an indicator that the firm could not transform its assets into positive use. Earnings per Share

The results of the analysis carried out using t-test are presented below:

Table 3: Paired Samples Test

	
	Paired Differences
	t
	df
	Sig. (2-

tailed

)

	
	Mean
	Std. Devia- tion
	Std. Error Mean
	95% Confidence Interval of the Difference
	
	
	

	
	
	
	
	Lower
	Upper
	
	
	

	Pair 1
	PRE ROA - POST ROA
	7.06250
	1.19422
	.59711
	5.16223
	8.96277
	11.828
	3
	.001

	Pair 2
	PRE ROI - POST ROI
	20.82500
	5.91061
	2.95530
	11.41990
	30.23010
	7.047
	3
	.006

	Pair 3
	PRE ROCE - POST ROCE
	16.50750
	2.71359
	1.35679
	12.18958
	20.82542
	12.167
	3
	.001

	Pair 4
	PRE EPS - POST EPS
	203.25000
	154.11332
	77.05666
	-41.97869
	448.47869
	2.638
	3
	.078

	Pair 5
	PRE ROE - POST ROE
	33.59250
	7.87754
	3.93877
	21.05758
	46.12742
	8.529
	3
	.003


Source: Extract from SPSS output as fully presented in the appendix

From the result of the t-test in table 4, there is a significant difference in the pre and post Business Com- bination on Return on Assets and Return on Capital Employed in the merger between Zenith Bank and Access bank. This is because their P-value using the paired two-tailed t-test is less than the accepted significant level of 0.05%. Their values are0.001 and 0.001 respectively which is less than the accepted significant level.

However, there is no significant difference between pre and post-merger of Earnings per share and Return on Investment. This is because the p-value is 0.078 and 0.006 respectively which is higher than the significant level.

CHAPTER FIVE

SUMMARY OF FINDINGS, CONCLUSION AND RECOMMENDATIONS
5.1 Summary of Findings
The study aimed at determining the effect of Business Combination on the Financial Performance Of Banks In Nigeria Banking Industry as in the case of Zenith Bank and Access bank in 2014 December since Business Combination is considered a good tool to restructuring and growth of a firm.

On the relationship between Return on Capital Employed (ROCE) and Return on Equity (ROE), the study established ROCE was found to have no significant effect on ROE after the merger at 0.05% level of significance. The firm’s ROCE declined from 25.22% in 2015 to 17.8% in 2016 and rose to 20.62% in 2017 before declining in 2018.

On the relationship between Return on Investment (ROI) and ROE, the study established that ROI was found to have a significant effect on ROE after the merger at 0.05% level of significance. The firm’s ROI revealed that there was a fall from 22.08% in 2015 immediately after the merger to 17.13%. It rose to 18.54% in 2017 and declined to 11.65% in 2018.

The findings on Return on Assets (ROA) shows that the firm’s ROA declined from 10.68% in 2015 to 7.74% in 2016 after which it rose slightly to 8.65% in 2017 and declined to 5% in 2018. ROA has no significant effect on ROE since the level of significance is more than 0.05%.

The firm’s Earnings per Share (EPS) declined from 482k in 2015 to 358k in 2016 and rose again to 413k in 2017 and fell to 243k in 2018. The findings show that there is no significant difference between EPS and ROE since the level of significance is more than 0.05%

5.2 Conclusion

The study investigates the impact of business combination on financial performance Of Banks In Nigeria Banking Industry in 2014. Secondary data were collected and conclusions were drawn from the results as follows;

Based on inferences deducted from the specified model, it shows that each of the financial ratio compo- nents employed to measure the impact of business combination on financial performance of Nigerian Breweries Plc. There is a significant difference in the pre and post mergers on Return on Assets and Re- turn on capital employed in the merger between Zenith Bank and Access bank. However, there is no significant difference in the pre and post-mergers on earnings per share and Return on Investment.

Empirical results according Momodou, et.al (2017) shows the financial performance of firms listed in the United Kingdom making a comparism between 5 years pre and 5 years post-merger shows that some variables are positively related. Adegboye, (2012) results using financial ratios show that there is no sig- nificant improvement in the financial performance of post mergers.

5.3 Recommendations

Following our research findings, the following suggestions are recommended.

1. Return on Assetsafter the merger increased in 2016 which is an indication that the firm trans- formed its assets into positive use but it declined in 2017 and 2018 respectively which indicate that the firm did not transform its assets to profitable use. They should embrace diversification and financial innovation from producing new products and services.

2. The earnings per share increased in 2013 and declined slightly in 2014 and consistently went down which indicate the performance of the company. They should grow revenue, lower cost as a percentage of revenue and financial engineering

3. Return on Capital Employed declined after the merger which is an indication that the fund was less productive and inadequate for building shareholders’ value. The company put to productive useits fund and get more fund for expansion.

4. In term of Return on Investment, the company’s fund should be utilized appropriately and put in- to proper use.
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