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Introduction
Since June 2008, Lehman Brothers Holding Inc.—a parent company of Lehman Brothers Inc. or “Lehman”—had raised the capital of $4 billion in common equity and $2 billion in convertible stock to safeguard itself from any possible hard-hitting waves that could come after serious precipitation of the most recent global financial crisis.
 Nevertheless, the extra amount of bad debt of approximately $11.4 billion of mortgage and asset-backed securities and $5.3 billion in US subprime residential mortgage-related assets that piled up in Lehman's balance sheet caused the firm to file for Chapter 11 bankruptcy protection in New York on September 15, 2008, in order to seek the best possible deal from an interested buyer.
 Under Chapter 11, Lehman was able to operate and make business decisions normally but within the bankruptcy court’s discretion; thus, Lehman could still seek the best possible buyer.
 Even though a negotiation between Barclays and Lehman did not succeed in the first attempt; the deal was struck swiftly by Barclays’ few days later.
 Thus, the merger between Barclays Capital and Lehman Brothers Inc. has marked a worthwhile acquisition on the Barclays side—approximately $1.75 billion.
 This report examines various aspects of the deal which includes impact on share prices, strategies of the acquiring firm, key managerial issues, IT integration, and the emerging financial structure after the deal.

Barclays (ticker symbol: BARC.L)
Barclays Capital offers financial services in the areas of managing foreign exchange, interest rate, equity and commodity risks. There are three core areas of activities that Barclays Capital specializes in—rates for fixed income, foreign exchange, commodities, emerging markets, money markets, prime services and equity products; credit including loans and investment grade and high-yield bonds; and private equity that involves opportunities to buy privately transacted equities of private companies around the globe. The South African subsidiary, Absa, handles the investment banking tasks in addition to those of Barclays. More details of Barclays’ history can be seen in exhibit 1 in the appendix.

Lehman Brothers (ticker symbol: LEH)
Lehman operated as a global investment bank that served corporations, governments and municipalities, institutional clients, and wealthy individuals. Lehman engaged fully in the sales of equity and fixed income, research, investment banking services and management, and advisory services. Lehman structured transactions for clients, performed investment and advisory services tailored to clients’ needs, acted as a market maker in the global marketplace, originated loans to clients in the securitization or principals market, and underwrote for clients. Lehman operated in three business segments—capital markets (institutional clients), investment banking, and investment management.
 Before the company went bankrupt, the existing product lines were, for instance, U.S., Europe, and Asian equities, government and municipal securities, foreign exchanges, convertibles and preferred stocks, bank loans, various types of options, derivatives, Exchange Trade Funds, and opportunities to invest in private companies. More details of Lehman’s history can be seen in exhibit 1 in the appendix. Below is the financial ratios comparison between Barclays and Lehman.
Table 1: 2007 Head-to-Head Comparison ($ in millions): Barclays vs. Lehman  

	
	Barclays Capital
 (US$)

	Lehman Brothers Inc.
 (US$)

	Total Assets
	$1,666,657
	$372,352

	Total Liabilities
	$1,610,789
	$367,906

	Total Equities
	$55,867
	$4,446

	Total Revenue
	$14,130
	$2,016

	Net Income
	$3,398
	$1,801

	Current Ratio
	1.035
	1.012

	Operating Profit Margin
	88.12%
	77.28%

	Net Profit Margin
	32.80%
	89.34%

	Return on Assets
	0.28%
	0.48%

	Return on Equity
	0.006%
	40.51%

	Debt to Equity Ratio
	28.83x
	82.75x

	Total # of Employees
	16,300
	7,300


Sources: Barclays’ 2007 annual report and Lehman’s 10-k report. 
According to the above comparable ratios, Barclays had a slightly better current ratio, which was calculated by dividing current assets by current liabilities, of 1.035 compared to 1.012 of Lehman. In other words, Barclays was able to maintain a higher portion of current assets such as cash and marketable securities to current liabilities such as short term debt than Lehman. In addition, Barclays enjoyed higher operating profit margin, which is operating profit (before interest and taxes), divided by total revenue, by a margin of 10.84 percent. In terms of debt to equity ratio, Barclays astonishingly possessed a much lower debt than Lehman by 53.92 times. 


On the other hand, Lehman was superior to Barclays in terms of net profit margin, which was higher by approximately 57 percent due to benefits received through income taxes.
 Lehman was also better off than Barclays in terms of the return on assets as well as the return on equity. See exhibit 2 in the appendix for the ratio calculations.

Press Releases from Barclays Capital and Lehman Brothers
 & 

On September 16th, 2008, the announcement from Lehman consisted of the acquisition of Lehman’s North American investment banking, fixed income and equities sales, and trading and research by Barclays Capital. In addition, Barclays Capital would purchase Lehman’s headquarter building in New York and two data centers in New Jersey, which would cost roughly $1.45 billion. The agreement also came with financial support of $500 million in debtor-in-possession (DIP) to guarantee Lehman’s ongoing operations. In addition, Lehman would receive $250 million in cash. Barclays Capital would automatically embrace roughly 10,000 ex-Lehman employees under this agreement. Apart from acquiring Lehman Brothers’ operations in the US, Barclays Capital expressed interests in other Lehman Brothers’ overseas offices. In terms of technology transfer, Barclays Capital would provide information technology and other support services to continue Lehman Brothers Inc.’s businesses. 

As per Barclays’ news release through its website on September 17th, 2008, the firm would acquire trading assets and liabilities with an approximate value of $72 billion and $68 billion with an intent to settle $250 million by cash as stated in the Lehman Brothers’. For Barclays’ shareholders, the transaction would lead to an increase of $1 billion in the total shareholders’ equity value, which would result in improved the debt to equity ratio. Apart from positive financial aspects of the deal, the Barclays management was highly upbeat towards the possibility to achieve both financially and strategically. Especially, Barclays would enjoy a higher stream of income from the US. The successful integration of people and system of both firms would enhance the overall capabilities of Barclays. 
Rationale behind Lehman filing for Chapter 11


According to the US Securities and Exchange Commission (SEC), a company would take advantage of Chapter 11 to reorganize its business and seek to become profitable again in the future through a rehabilitation plan. One of the benefits of Chapter 11 is that the management of the company, in this case Lehman Brothers, could still take control on daily business activities. However, any important business decisions shall need approval from a bankruptcy court. In the case Lehman, it filed for Chapter 11 to the US Bankruptcy Court for the Southern District of New York and being handled by Judge James M. Peck. Moreover, stocks and bonds of that company can still be traded in exchange markets under Chapter 11—the company still needs to file reports to the SEC. Despite the control and the ability to trade stocks on an exchange, the firm shall be governed by the US Trustee, a division of the Justice Department that deals directly with bankruptcy issues, in terms of any major decisions made. In this case, one or more assigned agents, usually appointed personnel from the US Trustee would, represent that company’s creditors and shareholders. In addition, the bankruptcy court has the supreme authority to approve or reject a restructuring plan of that company. The following steps illustrate the development of the plan:

· The debtor company develops a plan with committees.

· Company prepares a disclosure statement and reorganization plan and files it with the court.

· SEC reviews that disclosure statement to be sure it’s complete.

· Creditors such as financial institutions that lent to Lehman (and sometimes the stockholders) vote on the plan.

· Court confirms the plan, and

· Company carries out the plan by distributing the securities or payments called for by the plan.
According to the New York Times, Lehman had petitioned the bankruptcy court to extend the deadline, which was January 13th, 2009, by six months due to the complexity and the tremendous amount of data (2,000 terabytes) that Lehman is facing. In addition, Lehman is facing 76 foreign insolvency cases in 15 countries since the firm filed for bankruptcy.

As an option to Chapter 11, a firm could file for Chapter 7, which is much more critical in terms of action plans. Under Chapter 7, that firm wishes to “liquidate” itself immediately by having its assets sold by an appointed trustee. Creditors and shareholders shall receive compensation hierarchically.  
The Impact of the Acquisition on the Share Prices


Barclays’ acquisition of Lehman Brothers was initiated in mid-September amid the ongoing financial crisis in the US. The following chart on the next page displays the share prices movements of both Barclays and Lehman Brothers before, during, and after the deal. 

Chart 1: Share Prices of Barclays versus Lehman from February ’08 to February ‘09
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 Source: Compiled by Panitan Sigkhabhand. 

As seen in the chart, the prices per share of both Barclays and Lehman patterned similarly before the talks began (refer to the above chart). Regarding event 1, according to Fortune on March 17, 2008, Lehman’s share price fell sharply due to a short-period halt in trading of Lehman’s shares commenced by DBS Holdings of Singapore despite assurance Lehman gave to investors.
 A few months after the plunge in its share price, according event 2, Lehman announced that it will lay off employees without revealing the exact number of employees.
 Event 3 shows how Lehman’s share price started to dip downward due to negative remarks from the firm’s chief executive and rumors of write-downs.
 Event 4 displays Lehman’s share price when it declared bankrupt and filed for Chapter 11. Shortly thereafter, Barclays agreed to buy Lehman, but the impact on the latter’s share price was none as seen in event 5. On Barclays’ side as seen in event 6, the firm faced a sharp fall in its share price during mid January as it planned to lay off 2,100 employees in investment banking and investment management unit.
 

One interesting fact was that the share price of Lehman Brothers fell sharply due to the filing for bankruptcy by the firm to seek a potential buyer. Normally, the share price of the target firm would rise when the acquisition talks are in place, and the share price of the acquiring firm would usually fall during the same period.
 However, with Lehman filed for bankruptcy, Lehman’s common share price did not rise. For Barclays, its share price fluctuated minimally throughout the deal phase, and surprisingly, remained within those ranges even after the deal was inked. 

Strategic Aspects of Barclays and Lehman Brothers Integration
According to Barclays’ statement in its press release on September 17, 2008, it mentioned that the acquisition would result in “a premier integrated global bulge bracket investment banking company
”. Having Lehman as a targeted firm, the integration would strategically strengthen Barclays’ business across the global financial market and the existing product lines of Lehman (see background section) would complement those of Barclays’ in equity and debt capital markets, mergers and acquisitions, commodities trading and foreign exchange. As mentioned in the timeline of Lehman, these specific areas were the firm’s flagship products and services especially debt capital market and commodities trading. 

As stated in the same Barclays’ press release, John Varley, Barclays Group Chief Executive portrayed the acquisition as the diversification of the firm’s geography and business. Essentially, Barclays’ revenue would increase substantially through Lehman’s North America operations. Mr. Varley also mentioned “This transaction delivers the strategic benefits of a combination with Lehman Brothers core franchise
”. In sum, Barclays has outlined benefits that it would receive from the integration with Lehman as seen on the next page
:

· Confirm Barclays Capital as a leading debt capital markets house globally;

· Hold a top 3 position in the US capital markets, the largest in the world;

· Extend Barclays Capital’s range of investment banking products, with the addition of Lehman Brothers strong US M&A and equity capital markets franchises; and

· Strengthen Barclays Capital’s hedge fund franchise through the addition of prime brokerage and cash equity capabilities.

From the above benefits and advantages that Barclays can accumulate from Lehman, it seems that Barclays could potentially increase both the scale and the scope in the same time. The inclusion of Lehman’s franchises, product lines, and market specialties would add tremendous value to the existing ones that Barclays enjoys. In addition, the market power of Barclays is expected to increase through higher barriers to entry into the investment banking businesses, expanded client base by including Lehman’s, and possession of unique resources to compete—Lehman’s expertise in the US market. 

Nevertheless, the integration could bring about challenges in terms of conflicts and possible redundancy. Barclays has to deal with difficult decisions such as layoff, employee retention, and promotion of both former Lehman and current Barclays’ employees respectively. Possible redundancy includes certain product lines that Barclays Capital already offers such as fixed income and equity sales. On top of that, according to an article in the Wall Street Journal, Fitch Ratings Agency has assigned a negative outlook to Lehman as its profitability in the fixed income is deemed unpredictable due to volatility.

The timeliness of Barclays’ decision was impressive. After the first talk produced the dim outlook for the deal, Barclays returned with an agreement to acquire Lehman two days afterwards on September 16, 2008.
 This quickness in making a decision on the Barclays side could emphasize the importance of this deal to Barclays. 

Organization Structure of Barclays after Acquiring Lehman


The structure of the organization of Barclays previous to the merger was type-C as the parent of Barclays Capital engages fully in commercial banking with core business as a credit institution—the bank takes deposit and offer loans to customers.
 Nevertheless, the parent company has created subsidiaries to handle various businesses and to expand existing operations. One of those subsidiaries is Barclays Capital whose main functions are in investment banking. On the contrary, Lehman was a pure investment-banking firm without any exposure to commercial banking functions. Once combined, Barclays Capital would take over Lehman’s business in the US. Consequently, the merger would still be considered type-C as Lehman would become a complimentary part of Barclays Capital, but operate in a different geographical market. Generally, most European firms prefer type-C to others.
 Barclays’ type-C organizational structure is displayed on the next page:

Chart 2: Barclays’ Type-C Organizational Structure

       Barclays PLC










The merger of Barclays and Lehman would not fit in the type-A, which is a universal banking structure, because Barclays Capital was introduced as a separate investment-banking unit that falls under the umbrella of Barclays PLC, and would not fit the universal banking structure. In addition, the structure of Barclays after integration, which includes Lehman, would not fit type-B, which is a partial-integration banking structure with the same unit conducting both commercial and investment banking activities but having separate insurance unit, as Barclays Capital does not conduct commercial or insurance businesses, but only investment banking services. The type-D, which is a holding-company banking formation, of organization structure originally belonged to Lehman Brothers Holding Inc. as the structure was created to govern affiliates such as Lehman Brothers Inc., which was acquired by Barclays Capital, as oppose to Barclays PLC who establishes a parent of subsidiaries like Barclays Capital to handle a specific task. Hence, type-D form of organization would not match that of Barclays’.


Apart from the organization structure of Barclays, the motivation of this merger was based on three factors—strategic fit, organizational fit, and resource-based. Generally, deals that are done in relation to sectors or markets that display potential should outperform those that are not fundamentally related. As mentioned previously by Mr. Varley—Barclays’ chief executive—that Lehman would add significant value to Barclays’ investment operations in the US, thus, this could be considered a strategic fit aspect of the deal. Additionally, the organization fit was proper—Lehman was a fully engaged investment bank and Barclays Capital is an investment-banking subsidiary of Barclays PLC. Therefore, technically, the integration of these two companies would create synergies. On a resource based view, Barclays could capitalize on these aspects such as human resources and the level of expertise that Lehman had built before it filed for bankruptcy. 

Key Managerial Issues

After examining the strategic viewpoints of the deal and identifying the type of organizational structure, this section focuses on three aspects of mergers and acquisitions namely the approach to integration, the level of required integration, and the issue of personnel retention. Clarification of these issues would shed light on important factors and challenges that determine the level of success of the acquiring firm after the integration.

Approach to Integration

For Barclays, the approach to its recent deal with Lehman could be categorized as the absorption approach compared to Merrill Lynch and Bank of America which falls into the symbiotic approach. According to Walter, this approach is utilized when a deal takes place within the same financial services sector—Barclays Capital and Lehman Brothers Inc. As previously said, the main concentration point of this integration approach is on the economies of scale provided by the target company.
 In addition to a larger scale, market strengthening is also taken into consideration. For example, the addition of Lehman’s client base into Barclays would expand the latter party’s geographic outreach and cross border market share. Apart from increasing the scale and market share, the absorption approach could be used when a gap of both firms’ organizational culture is not wide as it can be connected within a short period of time. As stated in an article distributed by the New York Times, the deal needed to move fast so that Lehman’s reputation would not deteriorate further, and to retain a number of talented employees as many as possible.
 

According to Haspeslagh and Jemison (1991), challenges when a firm adopts the absorption approach are the lesser flexibility required due to programmed nature of approach, and the conditions created by senior management of the acquired firm for their staff to transfer allegiances to the new firm.

Contrary to the absorption approach of integration are the symbiotic and the preservation approaches. These two types of integration methods would not support the characteristics of the Barclays and Lehman deal because they are applied to “cross-sector” transaction, i.e. between commercial banking and investment banking, and which the cultural gap is considerably wide.
 A preservation approach may not suit Barclays as it already operates in investment banking, and the cultural gap is not wide between itself and Lehman as there is no cross-sector difference. 

Level of Required Integration

Walter stated that the key issues in mergers and integration are speed and communication. For Barclays and Lehman deal, any decisions and actions must be communicated quickly to internal and external stakeholders. Thus, management often has to prioritize the following areas when considering a necessary level of integration such as physical facilities, human resources, and technology. For Barclays and Lehman, the absorption approach requires the overall high level of integration and the speed with which the processes take place. 

According to the news releases in Barclays’ website on January 22nd, 2009, Mr. Bob Diamond, Barclays’ Chief Executive Officer, articulated the completion of Barclays Capital and Lehman Brothers Inc. as follows “The completion of the integration is a significant milestone for our clients, shareholders and employees, four months after announcing the acquisition. Our clients now have the benefit of a fully integrated investment bank able to offer the full array of risk management, financing and advisory products. We are now operating as one firm using our business principles to manage risk, manage costs and stay close to our clients. As we said, we targeted breakeven for the acquired businesses in 2008, and in fact they are already contributing to the bottom line.”
 Evidently, Mr. Diamond’s statement implies a deep level of integration between both Barclays and Lehman in terms of products and services, operations, information technology, and personnel. 

Personnel Retention
According to Walter, the integration approach is the determining factor of personnel retention as it points out the level of redundancy between both firms. In addition, an acquiring firm—Barclays—would want as minimal employee disruption as possible during the integration phase. Barclays has to be sensitive in not to implement any aggressive layoffs of Lehman’s employees as that could lead to a deteriorated post-acquisition performance. Specifically, Barclays has to retain key talents of Lehman. To take on the personnel retention approach, Walter suggests the acquiring firm to take the following steps:
 
The key individuals in the acquired firm should be quickly identified for retention. According to the Wall Street Journal, “Barclays appeared to recognize that Lehman Brothers was only as good as the employees who make up the firm. If 30 percent or more of Lehman’s United States and Canadian work force quits before the deal closes, it has the right to walk away from the deal.” “Barclays has also identified 200 employees that have been designated as key to the success of the business, according to the filing, along with eight employees designated as ‘critical’ to the firm. Barclays requires a ‘substantial majority’ of those 200 key employees and all eight of the critical employees to stay on or, again, the deal won’t close.”
 A number of Lehman’s bankers were hired by Barclays to be in command of the newly integrated entity, for example, samples of retained Lehman employees are the former chairman and head of communications M&A; managing director to consumer products companies; managing director and global co-head of financial institutions; head of industrial M&A; head of natural resources M&A; head of real estate; and head of technology M&A.
 
The selection process for redundancy, replacement, or retention should be fair and transparent. Ideally, the staff from both firms should be placed in the same evaluation pool for selection. According to CNN Money, Barclays expected to eliminate Lehman’s employees in areas where Lehman and Barclays Capital have a lot of overlap, such as fixed income, and in support functions like information technology.

Human Resources decisions should be done quickly, for example within the first 100 days after the M&A announcement, in order to avoid uncertainty, which would lead to employee morale erosion and the exit of key talent. This point is illustrated in the following paragraph. The managers of the acquired firm who were opposed to the merger or acquisition should be terminated.
In terms of execution, in December 2008, the Wall Street Journal reported that Lehman employees were appointed to numerous positions at Barclays.
 According to the New York Times on January 2009, it reported that the layoff occurred during the integration phase was without much difficulty and that the deal was done at a quick pace of approximately three months after Lehman announced that it went bankrupt.
 The rapid pace of the entire integration process could be linked to the absorption approach of mergers and acquisitions that was previously discussed in the approach to integration section. Evidently, Barclays’ integration with Lehman could be categorized to fit the notion that human resources decisions should be done quickly especially within the first hundred days after the deal. As a result, the newly combined investment banking unit between Barclays and Lehman has a somewhat larger executive committee (see exhibit 3 in the appendix). Within the same month of the report by the New York Times, Barclays announced a possible layoff of approximately 2,100 of its employees.
 Despite the layoff announcement, Barclays was quick in identifying key employees and acted with haste to retain those employees. 
Information Technology Integration

Wall Street and Technology states in its news report that the estimation of the global spending in information technology (IT) by financial services institutions will be $353.3 billion US dollar in 2009, which is approximately a one percent decline from the 2008 figure. The report further specifies that both European and American financial institutions spend 37.7 percent and 33.5 percent from the total respectively on IT.
 Specifically in 2008, Lehman’s IT spending accounted for 3.1 percent (around $3.5 billion US dollar), which covered hardware, software, and services.
 For Barclays, in 2008, the firm spent approximately over 1 billion British pounds (roughly $1.4 billion US dollar) in IT that includes software, infrastructure, and telecoms.
 

As mentioned, IT, in terms of budget and utility, has become an integral part of mergers and acquisitions among financial services firms. Especially, in the case of investment banking integration similar to the case of Barclays and Lehman, IT is considered to be important as both firms’ businesses depend heavily on online transaction and information exchange. In addition, if incorporating it properly, IT could add credibility to an M&A transaction according to Walter.
 This section will explore issues and challenges that might occur during IT integration.
Issues and Challenges in IT Integration
According to Walter, banks integration can consequently and significantly reduce IT expenditure; a product of synergies in a financial industry merger.
 To reflect on this argument, according to Wall Street and Technology, “Barclays will most likely undergo a U.S. data center consolidation and reap the cost savings of eliminating servers, systems and redundant backup facilities. Bob Iati at Tabb Group predicts that Lehman's 2008 IT spend[ing] of $2.5 billion will be reduced to approximately $1 billion in 2009.”
 The intention of Barclays to consolidate the data center of Barclays fall into the full IT integration or the absorption style where central data processing centers are combined and the flow of data come from the centralized data-processing center. In addition, according to Barclay’s press release, the firm has consolidated the e-mail system as a result.
 Despite the benefits that Barclays might derive from data center centralization such as the reduction in both time and complexity, there are risks such as the maintenance of redundant IT systems until the two are completely merged together and the risk that the combined platform—during its initial stage—may not be able to handle the increase data volumes.
 A table that displays the four IT integration strategies is on the next page.

Table 2: Schematic of Principal Drivers of IT Integration
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Source: Compiled by Panitan Sigkhabhand based on Walter, Ingo (2004) Framework.
On the other hand, aside from the benefit of cost cutting, there are various questions regarding integrating IT system that Barclays has to answer such as which IT system to be retained and which to be abandoned, and even the question of creating the entire new IT infrastructure to support the inclusion of Lehman. Another issue from implementing IT cost reduction could result in a lay-off IT staff as stated by an executive from Splunk—a software company whose business is serving many Wall Street firms—that the IT integration might result in the reduction in IT staff on the Lehman side.
 According to Walter, another challenge that financial companies such as Barclays might face is the misalignment in financial firms’ mergers and acquisitions in terms of IT and non-IT aspects which could result in the underachievement of the overall success of the integration, i.e., the anticipated level of synergies.
 A table that describes Barclays’ IT integration strategy after the merger with Lehman is on the next page. 

Table 3: Examples of IT Integration Strategies in the Financial Sector
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Source: Compiled by Panitan Sigkhabhand based on Penzel. H.-G, Pietig, Ch. (2000) Framework.
According to the product-market matrix created by Penzel and Pietig, Barclays could be categorized in the same product and new market grid. The integration is considered to be horizontal or market focused.
 The reason is Barclays’s strategic acquisition of Lehman is to expand the operations of Barclays Capital into the US market without the difficulties of penetrating the market and building its client base by itself. In addition, Barclays Capital’s products and services are similar to those of Lehman as both of them are offering investment related products and services. Moreover, certain financial product lines such as fixed income and commodities of Lehman will reinforce those of Barclays as mentioned earlier in this report. 

Emerging Financial Structure after the Deal

The cause of Barclays and Lehman merger is rooted in the severity of the current financial crisis. As a result, both regulators and corporate executives have to find ways to regulate the lending and investing activities as well as to prevent the crisis from happening in the future. This section discusses the possible trends of future banking structure and the impact that those trends might have on banks and its operating efficiency and transparency. 

Restructuring of the Financial Services Industry
As reported by the New York Times, Goldman Sachs and Morgan Stanley have become bank holding companies which results in a stricter and more regulated operating environment controlled by more than one government agency (usually only the Securities and Exchange Commission). In addition, Goldman and Morgan will become more like commercial banks which subject to higher capital reserves and risk aversion. However, the apparent benefit from becoming bank holding firms is the greater ability to borrow money from the Federal Reserve. Additionally, the fact that these former investment banks have become bank holding companies stimulates doubts whether the Federal Reserve will also impose strict regulations on hedge funds.
 

According to a study by the World Bank, there are fundamentally two factors that can transform banking structure—namely those factors are “increasing instability” and “market forces [that] have been pushing banks to expand into various universal banking activities” which could lead to more risks in terms of the new banking activities being conducted.
 As stated in the above paragraph, investment banks were converted to bank holding companies as a result of the severity of the current financial and economic crisis which implies that there is an increasing instability at an alarming rate globally. Regarding the concepts presented by the World Bank, on the opposite spectrum of bank holding company structure, the study mentions about the universal banking concept, which includes commercial and investment banking activities within the same bank. Walter (2004) also includes the universal banking concept in his book—Mergers and Acquisitions in Banking and Finance. 

Conceptually, according to the study, bank holding company structure provides the following features to the parent bank: conducting risky financial activities in the holding company, the government may pass regulations or laws that separate the holding company from its parent. Therefore, protecting the parent bank from any financial problems caused by the holding company, and the holding company may not be regulated as the marketplace will play a major role in governing the behavior of the holding company. However, the third point must be addressed with the fact that bank holding company’s activities will be governed by responsible government authorities such as the Securities and Exchange Commission. On the universal banking side, the structure would equip the bank with the ability to go beyond any traditional banking activities. Such activities may include lending and investing, engaging in securities underwriting and dealing, and holding equities in private and public companies in places where the law permits.
 

On the advantages and disadvantages aspects of both the bank holding company and the universal banking structures, bank holding company would not be harmful to the parent if the holding company is legally and financially separated as well as the ability of the holding company to conduct risky banking activities for the parent bank.
 The drawbacks of bank holding company structure are the deteriorated image of the parent bank if its holding affiliates fail and this could also lead to issues with the bank’s creditors; in addition, holding affiliates’ executives might conduct “adverse transactions” with those of the parent bank if the holding bank is not doing well financially, and conflict of interests may occur if the same banking executives are managing both the parent and the affiliate.
 On the other hand, the universal banking concept can “promote economic growth by making available much needed long-term financing to commerce and industry”, increase the level of economies of scale and scope of traditional banks, and allow banks to compete beyond providing traditional banking services to customers.
 Despite its advantages, applying universal banking structure could hinder banks’ lending capacity as banks may need to allocate more capital to the newly formed non-traditional banking activities such as lending or investing, universal banking structure could “lead to a greater concentration of economic resources and political power”, and conflict of interests which is similar to one of the weakness of bank holding company.

In sum, the overall financial services industry will become more regulated as banks regardless of types and characteristics have become more watchful in conducting any financial transactions such as lending to any individuals and businesses as well as investing in various types of assets. The previously mentioned bank holding and universal banking structures, if applied, must be carried out with great caution as each of those structures produces both positive and negative impact on the economy. On the other hand, banks could be assumed to attach to their current structures given the financial assistance provided to them by the government yet these banks need to tightly control their operations to prevent the same mistakes from happening. 

Lessons from the Deal and Recommendations
  Fundamentally, throughout this report, key drivers to success of bank mergers and integrations are experienced and determined leadership, significant net cost savings, swift decision-making and the cost of IT integration. In the case of Barclays and Lehman, the leadership on the Barclays is ambitious and goal-oriented as the firm wishes to penetrate the US financial market via the acquisition of Lehman. In addition, leadership ties to the topic of personnel retention because Barclays’ top executives decided which Lehman’s personnel to retain and which to let go. However, as seen in the stock price chart illustrated on page 5, four months after the merger took place, the stock price of Barclays declined significantly as a result of the lay-off announcement of approximately 2,000 employees who worked in the investment banking division. This could be a drawback on the human resource aspect of the integration as redundancy occurred from retaining some of Lehman’s investment banking staff. The end consequences could be as severe as the decline in Barclays’ employees’ morale and the ongoing concern that the retained employees might be experiencing. On the cost saving matter, Barclays accomplished this objective through the execution of its strategic IT execution—the purchase of the two data centers from Lehman and the consolidation of both Barclays and Lehman’s e-mail systems as mentioned on page 13. Regarding the swiftness of the decision making during the integration phase, Barclays completed its merger scheme within three months as illustrated on page 12. 

Taken all the above key drivers to merger success into account, Barclays seemed to do well in terms of strategies and implementation. However, on the personnel retention issue, Barclays should create a secondary business plan to support all the integrated functions in order to strengthen the investment banking division and to ensure that the merger is fail-proof. The merger of IT could be risky given different interfaces and systems. In addition, since investment banking relies heavily on customer management and quantitative software, Barclays should emphasize this point by expanding the capacity of the two data centers due to the expected increased of electronic data after the merger. The addition of capacity to the data storage center could reduce the risk of overloaded system which may lead to cost incursion. Apart from that, Barclays should take into account the possibility of the emerging financial structure given the current financial crisis and the more regulated and consolidated financial industry by adding flexibility to the organization structure after including Lehman. On the overall, Barclays performed well in terms of strategies and implementations. 

In conclusion, this report only touches upon the surface of the mergers and acquisitions concepts specifically the strategic characteristics of the deal. Future research should incorporate financial aspects such as free cash flows generated by the acquired firm (Lehman), technical analysis of the deal, for example, the determination of the purchase price by Barclays using the capital asset pricing model, and/or how the traders and investors take advantage of the deal through share price arbitrage. 

*-*-*-*-*

Appendix

Exhibit 1: Timelines of Barclays and Lehman Brothers
Barclays
,

1690 – John Freame and Thomas Gould started as Goldsmith bankers in London.

1728 – The sign of black eagle invented as the partners moved to a new location within London.

1736 – James Barclay, John Freame’s son-in-law, became a partner.

1896 – Barclay and Company Limited was formed under a joint-stock of 19 private banks. The integration resulted in 182 branches and a total deposit of £26 million.

1905-1925 – Barclay expanded by acquiring Bolithos Bank; the United Counties Bank; the London, Provincial, and South Western Bank; the Colonial Bank; the Anglo Egyptian Bank; and the National Bank of South Africa. The result of these mergers was the great expansion of Barclay into the UK itself, Africa, the Middle East and the West Indies. The integration of Barclay with these overseas banks gave rise to the Barclays Bank, which implies international operation of Barclays. 

1969 – Barclays acquired Martins Bank, which was the largest UK bank headquartered outside London. 

1981 – Barclays filed with the US Security and Exchange Commission to raise long-term capital on the New York market.

1985 – Barclays UK and International merged to form Barclays PLC

1986 – Common shares of Barclays have been listed in the Tokyo and the New York stock exchanges. In the same year, BZW Investment Management was created, which later evolved to be Barclays Capital.

1995 – BZW integrated with Wells Fargo Nikko Investment Advisers—a joint venture between Wells Fargo and the Japanese company Nikko Securities, which resulted in the creation of Barclays Global Investors.

2000-2006 – Barclays acquired the Woolwich, a leading mortgage bank founded in 1847; Banco Zaragozano, Spain’s largest private sector bank; and Absa Group Ltd, South Africa’s largest retail bank.

2008 – Barclays acquired Lehman Brothers Inc. for greater US market expansion.

Lehman Brothers
,

1844 – Henry Lehman immigrated to the US and opened a small shop in Alabama.

1850 – Henry’s brothers—Emanuel and Mayer—joined him and renamed the business to Lehman Brothers.

1858 – Lehman’s New York office was opened.

1867 – Lehman was designated to help the Alabama government sell state’s bonds.

1870 – Lehman led the formation of the New York Cotton Exchange

1887 – Lehman became a member of the New York Stock Exchange, and evolved from a commodities trader into a merchant banking firm.

1906 – Philip Lehman—a younger generation to the founder—formed a partnership with Henry Goldman of later Goldman Sachs to help fund the emerging retail industry that included Sears, Roebuck & Co.; F.W. Woolworth Co.; May Department Stores; Gimbel Brothers, Inc.; and R.H. Macy & Co.

1930s – Lehman helped fund Radio-Keith-Orpheum (RKO), Paramount Pictures, 20th Century Fox, and the Radio Corporation of America (RCA). In addition, Lehman underwrote the first public offering of Allan B. Dumont Laboratories, a leading televised company. Apart from endorsing the entertaining businesses, Lehman also supported the oil industry. 

1950s – Lehman sought investment opportunities in electronic and computer technology, i.e., underwrote Digital Equipment Corporation’s first public offering.

1960s – Lehman was appointed as US Treasuries’ official dealer. 

1970s – Lehman expanded its global presence to Europe and Asia. In 1975, Lehman acquired Abraham and Co. In 1977, Lehman merged with Kuhn, Loeb & Co. to increase its investment banking capabilities. Apart from integration, Lehman invested in QUALCOMM to seek financial opportunity in the applied science and technology industry.

1980s – Lehman advised on several large US and cross-border transactions that included Bendix/ Allied, Chrysler/ American Motors, General Foods/ Philip Morris, and Genentech/ Hoffman LaRoche. Apart from the advising, Lehman supported both the high-tech, and biotech industries by supporting firms like Intel and Cetus. In 1984, American Express acquired Lehman Brothers.

1993 – Lehman broke off with American Express and returned to Lehman Brothers.

1999 – Lehman established an alliance with Bank of Tokyo-Mitsubishi.

2008 – Lehman was acquired by Barclays after it filed for chapter 11 bankruptcy protection.

Exhibit 2: Ratios Formulas and Calculation (figures in million)

Current Ratio = Current Assets/ Current Liabilities

Barclays: £839,662/£811,516 = 1.035 x

Lehman: $372,352/$367,906 = 1.01 x

Operating Profit Margin = Operating Income/ Total Revenue
Barclays: £6,273/£7,119 = 88.12 %

Lehman: $1,558/$2,016 = 77.28%

Net Profit Margin = Net Income/ Total Revenue 
Barclays: £2,335/£7,119 = 32.80%

Lehman: $1,801/$2,016 = 89.34%

Return on Assets = Net Income/ Total Assets
Barclays: £2,335/£839,662 = 0.28%

Lehman: $1,801/$372,352 = 0.48%

Return on Equity = Net Income/ Total Shareholders’ Equity

Barclays: £3,398,835/£55,867,407,702 = 0.61%


Lehman: $1,801/$4,446 = 40.51%

Debt to Equity Ratio = Total Liabilities/ Total Shareholders’ Equity


Barclays: £1,610,790/£55,867 = 28.83 x


Lehman: $367,906/$4,446 = 82.75 x

Exhibit 3: Combined Barclays and Lehman Executive Committee (new committees are marked with asterisk)

· Bob Diamond, President of Barclays PLC, CEO Investment Banking and Investment Management, Chief Executive Officer, Barclays Capital

· Jerry del Missier, President, Barclays Capital

· Rich Ricci, Chief Operating Officer, Investment Banking and Investment Management

· Iain Abrahams, Legal, Compliance, Credit and Market Risk*
· Eric Bommensath, Head of Fixed Income, DCRM, and Global Markets - Trading (Americas)*

· Patrick Clackson, Chief Financial Officer*

· Gerald Donini, Head of Equities*

· Roger Jenkins, Chairman, Investment Banking and Investment Management - Middle East, Head of Principal Investments, Private Equity and Structured Capital Markets

· Skip McGee, Head of Investment Banking*

· Robert Morrice, Chairman and Chief Executive, Asia Pacific

· Ivan Ritossa, Head of Foreign Exchange, Prime Services and Global Markets - Trading (Asia Pacific)*

· Guglielmo Sartori di Borgoricco, Head of Global Distribution*

· Benoit de Vitry, Head of Commodities, Emerging Markets, and Global Markets - Trading (Europe)*

· Archie Cox, Chairman, Barclays Americas (ex-officio)

· Hans-Joerg Rudloff, Chairman, Barclays Capital (ex-officio)
*-*-*-*-*
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