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Introduction:

This is a detailed report on the M&A activities of Merrill Lynch – Bank Of America and Barclays – Lehman Brothers. This report includes the strategic analysis of the various factors that created synergies between these companies making these companies the perfect ingredients for a possible merger. This report also throws light on the various aspects of M&A and the styles of Mergers and Merger integration process. This report explains Merger as a process which is well thought-out for the betterment of both the firms involved in it. 
"Acquiring one of the premier wealth management, capital markets, and advisory companies is a great opportunity for our shareholders,” Bank of America Chairman and Chief Executive Officer Ken Lewis said. “Together, our companies are more valuable because of the synergies in our businesses.”

"Merrill Lynch is a great global franchise and I look forward to working with Ken Lewis and our senior management teams to create what will be the leading financial institution in the world with the combination of these two firms," said John Thain, chairman and CEO of Merrill Lynch.

Bank of America (BAC):

Bank of America is one of the world's largest financial institutions, serving individual consumers, small and middle market businesses and large corporations with a full range of banking, investing, asset management and other financial and risk-management products and services. The company provides unmatched convenience in the United States, serving more than 59 million consumer and small business relationships with more than 6,000 retail banking offices, more than 18,000 ATMs and award-winning online banking with nearly 24 million active users. 
Bank of America is the No. 1 overall Small Business Administration (SBA) lender in the United States and the No.1 SBA lender to minority-owned small businesses. The company serves clients in 175 countries and has relationships with 99 percent of the U.S. Fortune 500 companies and 80 percent of the Fortune Global 500. The total stockholder’s equity is valued at around $161.039 billion by the end of 3Q08.  Bank of America Corporation stock (BAC) is listed on the New York Stock Exchange.

Merrill Lynch & Co. (MER):

Merrill Lynch is one of the world's leading wealth management, capital markets and advisory companies, with offices in 40 countries and territories and total client assets of approximately $1.5 trillion.

Merrill Lynch offers a broad range of services to private clients, small businesses, and institutions and corporations, organizing its activities into two interrelated business segments - Global Markets & Investment Banking and Global Wealth Management, which is comprised of Global Private Client and Global Investment Management.  

Merrill Lynch employs around 60,900 employees and holds a total client asset of around $1.5T. The total stockholder’s equity is valued at around $38.8 billion by the end of 3Q08. Merrill Lynch & Co. stock (MER) was listed on the New York Stock Exchange until Dec. 21, 2008. 
As of quarter-end, 3Q08, as an investment bank, it is a leading global trader and underwriter of securities and derivatives across a broad range of asset classes and serves as a strategic advisor to corporations, governments, institutions and individuals worldwide. Merrill Lynch owns approximately half of BlackRock, one of the world's largest publicly traded investment management companies, with more than $1 trillion in assets under management.

Announcement (September 15, 2008) -- Bank of America Corporation announced to acquire Merrill Lynch & Co., Inc. in a $50 billion all-stock transaction that creates a company unrivalled in its breadth of financial services and global reach.

Under terms of the transaction, Bank of America would exchange .8595 shares of Bank of America common stock for each Merrill Lynch common share. The price is 1.8 times stated tangible book value.

Bank of America expects to achieve $7 billion in pre-tax expense savings, fully realized by 2012. The acquisition is expected to be accretive to earnings by 2010. The transaction is expected to close in the first quarter of 2009. It has been approved by directors of both companies and is subject to shareholder votes at both companies and standard regulatory approvals.

Under the agreement, three directors of Merrill Lynch will join the Bank of America Board of Directors. The combined company would have leadership positions in retail brokerage and wealth management. By adding Merrill Lynch’s more than 16,000 financial advisers, Bank of America would have the largest brokerage in the world with more than 20,000 advisers and $2.5 trillion in client assets.

The combination brings global scale synergies in investment management, including an approximately 50 percent ownership in BlackRock, which has $1.4 trillion in assets under management. Bank of America has $589 billion in assets under management.

Adding Merrill Lynch both enhances current strengths at Bank of America and creates new ones, particularly outside of the United States. Merrill Lynch adds strengths in global debt underwriting, global equities and global merger and acquisition advice.
After the acquisition, Bank of America would be the number one underwriter of global high yield debt, the third largest underwriter of global equity and the ninth largest adviser on global mergers and acquisitions based on pro forma of 2Q08 results.

Merger Integration process: The traditional approach of applying the post merger integration phase after the deal is consummated results in delays and friction that nullify the benefits from the transaction. A more efficient approach for a successful merger and acquisition would result from applying the integration process early on and to carry it out in a highly disciplined way.
 Bank Of America (BAC) has been extremely consistent with its recent major acquisitions, completing the Countrywide, MBNA, and FleetBoston deals in four to six months as originally anticipated. The merger transaction with Merrill Lynch & Co. (MER) promises to follow the same path.
 Here is a basic chart that explains the stock price movements for BAC and MER before and after the merger.
Chart 1: Share Prices of Bank of America versus Merrill Lynch from February’08 to February’09
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Source: Compiled by Badal N. Bharatia as per the chart made by Panitan Sigkhabhand.

As seen in the chart, the prices per share of both Bank of America and Merrill Lynch are patterned similarly before the talks began (refer to the above chart). Regarding event 1, even after the announcement of the second-quarter profit of 72 cents a share at the Charlotte headquartered bank, the share prices dropped by 41% from a year ago. Bank of America still had to keep its credit loss reserves high, at $5.83 billion. This was more than triple its reserves from the year-ago quarter and reflects concern about its home-equity, small-business and home-builder loan portfolios
. A few months after the plunge in its share price, according event 2, the stocks of Merrill Lynch were falling due to its inability to continue its business and at the same time Bank of America announced that it was acquiring Merrill Lynch. The Bank of America stock was off around 15 percent that morning
.  Event 3 shows Merrill Lynch’s stock price taking a dip as the company lost $5.2 billion, or $5.58 per share, during the third quarter, compared with a loss of $2.2 billion, or $2.82 per share, a year earlier. Analysts polled by Thomson Reuters, on average, forecast a loss of $5.22 per share
. As per the event 4, Bank of America planned to eliminate roughly 35,000 Merrill Lynch positions over the next three years as it works to integrate its acquisition of Merrill Lynch
. 
The BAC & MER merger is a Type-C merger where a commercial bank (in our case BAC) whose core business as a credit institution is taking deposits and making commercial loans, forms the parent of subsidiaries (MER in our case) engaged in providing broad range of services to private clients, small businesses, and institutions and corporations, organizing its activities into two interrelated business segments - Global Markets & Investment Banking and Global Wealth Management, which is comprised of Global Private Client and Global Investment Management.  The chart below describes the typical Type-C merger:
Chart 2: BAC Type-C Merger
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Source: Compiled by Badal N. Bharatia. Format based on Ingo Walter – Mergers and Acquisitions in Banking and Finance. ‘What works, what fails, and why.’ Chapter 4, figure 4-1 on page 101.
Note: Most firms in the U.S. do not involve in a Type-C merger but this is a typical example where Type-C merger is preferred over Type-D merger to gain competitive advantage and get the best out of both the firms to achieve economies of scale. 
A Type-C Merger structure is driven by:
· Regulatory issues – Regulatory issues include terms of merger, covenants and agreements, legal matter, tax consequences, accounting treatment, etc. 
· Characteristics of services involved – Bank of America is one of the world’s largest financial institutions and Merrill Lynch is one of the world’s leading capital markets company. The merger structure depends primarily on the product mix offered by the two companies.

· Demand-side issues – Demand-side issues basically relate to market structure and client preferences.

If these issues are favorable then the two companies analyze and define the typology of merger and the integration process.

Typology of Mergers and acquisitions integration:
The four strands to the conceptual basis for integrating mergers and acquisition that seem to apply to the financial service sector which bear on the problems of integration are as follows:

1. Strategic fit - M&A transactions in related sectors or markets appear to demonstrate a strategic fit should perform better than unrelated situations due to the possible benefits of economies of scale, scope and market power that can be achieved. Bank Of America serves individual consumers, small and middle market businesses and large corporations with a full range of banking, investing, asset management and other financial and risk-management products and services. While Merrill Lynch is one of the world’s leading capital markets, advisory and wealth management companies. As an investment bank, it is a leading global trader and underwriter of securities and derivatives across a broad range of asset classes, and it serves as a strategic advisor to corporations, governments, institutions and individuals worldwide. These characteristic of the services involved acts as a perfect strategic fit for these two companies. “Now Bank of America has one of the best and largest retail brokerages in the country, one of the top investment banks in the world, and a large stake in one of the best investment managers in the world” - said James Ellman from hedge fund Seacliff Capital.

2. Organizational fit – The post acquisition performance can be severely dented by the differences in human and organizational factors. The deal should not be considered as one-off but should act as a means for carrying out corporate renewal. Bank Of America will be successful in achieving economies of scale only if it applies its existing capabilities to the new adjacent business. Thus the justification of the merger of BAC and MER would be the transfer of strategic capabilities that provide a sustainable competitive advantage for the combined firms. This sequence can be divided into a two step process:
· Decision making process.

· Integration process.
This two step process is affected by a variety of factors which include the differences in the location of the headquarters of the two companies and the difference in the leadership style of the leaders of the companies. BAC headquarter is based in Charlotte, NC and MER headquarter is in New York, NY. There is a very high probability that the distance between these two places might slow up the decision making process. As far as the leadership aspect is considered John Thain, MER CEO is recognized as a highly skilled communicator with a strong integrative leadership style that delivers focused-driven results through people development, teamwork, and collective accountability
. His counterpart Kenneth D. Lewis is believed to be a direct, passionate, candid and follows a hard-nose approach. It will be very interesting to see how these men work together.

3. Resource-based view - Resource-based view attributes performance variances between firms to the difference in the way firm managers build, maintain, and defend their resources. Understandably these issues are currently being discussed behind closed doors.  BAC and MER should find the right combination of their resource based views and use it to the fullest for enhanced growth and shareholder value creation. 
4. Knowledge-based view - This considers that human resources dominate the material resources of the firm. There is a strong link between the knowledge of employees and the benefits to be extracted from the available material and financial resources. A primary source of competitive advantage is the uniqueness of employee knowledge. Bank Of America certainly realize the need to retain key Merrill Lynch personnel. Bank Of America has clearly mentioned the same in the ‘Proxy Statement’ issued by Merrill Lynch as one of the reasons for Bank Of America to acquire Merrill Lynch.
 CEO of Merrill Lynch, John Thain informed that thousands of the company's employees will lose their jobs as part of the deal to be acquired by Bank of America.
 Some industry experts say the lay-off figure could be close to 30,000 employees more from the Investment banking industry which has dried out after the credit crisis. But the huge job cuts signal that Bank of America is planning to integrate a good chunk of Merrill's operations, and that a post-merger Merrill Lynch will look very different from the company that has been built over the past 90-plus years.

Synergies created by BAC-MER merger:

· Bank of America is one of the largest financial institutions in the world, with significant scale and strength in the commercial and consumer banking arena that uniquely compliments Merrill Lynch’s global wealth management and global markets and investment banking businesses.

· The breadth and diversity of Bank of America’s businesses and operations, as well as its strong capital position, funding capabilities and liquidity positions Bank of America (and the combined company) optimally within the current and evolving financial services landscape.

· The combined company’s diverse business and geographic mix will have leading global positions in commercial and consumer banking, retail brokerage and wealth management, sales and trading and investment management.

· The potential expense saving opportunities, as a result of overlapping business and infrastructure, corporate staff functions, occupancy and other cost savings from miscellaneous items, currently estimated by Bank of America’s management to be approximately $7 billion per year on a pre-tax basis when fully realized, as well as potential incremental revenue opportunities.
· By adding Merrill Lynch’s more than 16,000 financial advisers, Bank of America would have the largest brokerage in the world with more than 20,000 advisers and $2.5 trillion in client assets.

· Merrill Lynch adds strengths in global debt underwriting, global equities and global merger and acquisition advice.

· After the acquisition, Bank of America would be the number one underwriter of global high yield debt, the largest underwriter of global equity bumping off JPMorgan from the top spot
, the ninth largest adviser on global mergers and acquisitions based on pro forma first half of 2008 results
 as JP Morgan Chase & Co leads the market.

Conclusion:

All in all this merger is beneficial for both MER and BAC as they will be able to make the optimal use of their resources which will help them to create economies of scale and gain a competitive advantage against the competitors. This merger will also help them create core competencies in the wealth management sector.
Barclays Capital:
Barclays Capital is the Investment Banking division of Barclays Bank PLC. Barclays Capital provides large corporate, government and institutional clients with a comprehensive set of solutions to their strategic advisory, financing and risk management needs including:

 Bonds, Commodities, Convertible Bonds,  Credit Products,  Electronic Trading, Emerging Markets, Equity Cash, Equity Derivatives, Equity Origination, Foreign Exchange,  Fund-Linked Derivatives, Fund Solutions, Index Products, Inflation-Linked Products, Interest Rate Products,  Leveraged Finance, Loans, Mergers & Acquisitions, Multi-Asset Program Trading, Municipal Finance, Prime Services, Private Equity, Research, Restructuring, Securitization, Structured Investment Products.

Barclays Capital has offices around the world, employs over 20,000 people and has the global reach, advisory services and distribution power to meet the needs of clients worldwide. Barclays Capital forms part of Barclays Investment Banking and Investment Management (IBIM) business, alongside Barclays Global Investors and Barclays Wealth.

Barclays Global Investors is one of the world's largest asset managers and a leading global provider of investment management products and services with more than 3,000 institutional clients and approximately US$ 2.0 trillion of assets under management, at 30 June 2008. BGI transformed the investment industry by creating the first index strategy in 1971 and the first quantitative active strategy in 1979. BGI is the global product leader in exchange traded funds (iShares® exchange traded funds) with over 330 funds for institutions and individuals globally.

Barclays Wealth, the UK's leading wealth manager by client assets, has £133 billion client assets globally, at 30 June 2008. It serves affluent, high net worth and intermediary clients worldwide, providing international and private banking, fiduciary services, investment management and brokerage. It was voted Global Investor’s Wealth Manager of the Year for 2007.

Lehman Brothers

Lehman Brothers (ticker symbol: LEH), an innovator in global finance, serves the financial needs of corporations, governments and municipalities, institutional clients and high net worth individuals worldwide. Founded in 1850, Lehman Brothers maintains leadership positions in equity and fixed income sales, trading and research, investment banking, private investment management, asset management and private equity. The Firm is headquartered in New York, with regional headquarters in London and Tokyo, and operates in a network of offices around the world.
 Lehman Brother’s stockholders equity was valued at around $26 billion as on 31st May’08.
Announcement September 16, 2008 – Barclays Capital, the investment banking division of Barclays Bank PLC (LSE: BARC), has signed a definitive agreement to acquire substantially all of the North American businesses and operating assets of Lehman Brothers Inc., a wholly-owned subsidiary of Lehman Brothers Holdings Inc. (NYSE: LEH), and certain related assets of Lehman Brothers Holdings Inc. and its affiliates for consideration consisting of assumed liabilities, $250 million in cash and certain contingent considerations. Barclays also entered into a definitive agreement to acquire the headquarters of Lehman Brothers, located at 745 Seventh Avenue in New York City, as well as its two data centers located in New Jersey for an aggregate of approximately $1.45 billion. The final acquisition price of the headquarters and other real estate assets is subject to appraised value.

The businesses to be acquired will include Lehman Brothers’ Investment Banking, and Fixed Income and Equities Sales, Trading and Research operations, as well as certain supporting functions. These operations will be acquired by Barclays Capital, accelerating the growth of a formidable player in the global marketplace. Approximately 10,000 employees of Lehman Brothers Inc. and Lehman Brothers Holdings Inc. in North America and certain of its subsidiaries will join Barclays upon the closing of the transactions. In addition to the agreed transaction, Barclays Capital intends to immediately commence discussions with the relevant international regulatory authorities to acquire Lehman Brothers’ similar operations outside North America, although there can be no assurances such international operations will be acquired.

Barclays Capital also has agreed to provide debtor-in-possession (DIP) financing to Lehman Brothers Holdings Inc. of $500 million and a substantial interim credit facility to Lehman Brothers Inc. to fund Lehman Brothers Inc.’s ongoing operations. Barclays has also entered into an agreement to provide information technology, operational and other support services. These steps ensure Lehman Brothers’ continued operations and ability to meet client expectations. Lehman Brothers Holdings Inc.’s U.S. registered broker-dealers will continue their normal operations.

Separately, Lehman Brothers Holdings Inc. is engaged in advanced discussions to sell its Investment Management Division to a third party in an unrelated transaction.
 
Type-C v/s Type-D: American regulation of multiline firms incorporating a commercial banking function mandates a Type-D form of organization. British multifunctional financial firms have traditionally followed the Type-C model, with securities and insurance activities carried out via subsidiaries of the bank itself.
 
Alternative Approaches to Merger Integration:
Absorption Approach: The absorption approach usually applies to M&A transactions within the same financial services sector. One justification of this approach is the realization of economies of scale or operating efficiencies due to overlapping operations. Bank Of America-Merrill Lynch is a perfect example of this approach. Absorption approach is a very fast paced approach and thus the cultural gap has to be bridged very quickly. Further, this approach can also be used for market extension and market strengthening.  
Symbiotic Approach: Symbiotic approach usually applies to cross-sector transactions in which cultural differences and practices can be fairly wide and therefore may take time to bridge. E.g. acquisition of Lehman by Barclays. This approach can be used in market deals in which the cultural gap between the two organizations is too wide to bridge quickly.
Preservation Approach: Preservation approach involves as the main justification for a merger or acquisition, leveraging knowledge about the new business or industry area of the acquired firm and/or specific skills and business competencies that could be transferred back to the parent or to the parent’s other affiliates. In most cases the cultural gap between the two firms is wide due to cross-sector differences and is therefore kept separate from that of acquiring firm by granting a high level of autonomy. In financial services this approach can be used when the acquiring firm is interested in obtaining a platform in a new sector of the industry or in a new national market, but does not yet itself have those activities within which to integrate the acquired firm.
 
Final conclusions and further analysis: It will be very interesting when the details of the BAC-MER and BARC.L-LEH mergers are officially revealed in the SEC fillings by the companies. Financial analysis of the performance of these companies before and after the M&A will be a very strong indicator of the success/failure due to M&A. More work has to be done on synergies created by these companies and the advantages created by the M&A. Further it is very important that the merger is completed by the estimated time because the longer it takes, there will be more imbalance and the companies will not be able to benefit from the activity. It will be very important to see how these companies handle their most important resource ‘man-power’. MER has already announced huge lay-offs and the same is with LEH. Key personnel should be retained and used to get the best out of the situation.
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