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An evaluation of bank acquisition using an accounting based measure:
a case of Amalgamated Bank of South Africa and Barclays Bank Plc

Abstract

In 2005, Barclays Bank Plc acquired 56.4 percent stake of Amalgamated Bank of South Africa (ABSA). The performance of
this acquisition has never been evaluated. Therefore, the purpose of this article is to evaluate the performance of the acquired
ABSA through an accounting based measure. The primary source of data was the 2004-2015 ABSA audited financial state-
ments. The audited financial statements are publicly available. The period 2004-2015 includes a period before, during and
after the acquisition. In this article, a financial statement analysis method through an accounting based measure was the pre-
ferred research method. The financial statement analysis method was preferred because of its strength and ability to assess
viability, stability and profitability by using formulae, ratios and calculations. Therefore, this article used financial formulae
and ratios as acceptable accounting based measures to evaluate the performance of the acquired ABSA. The major finding is
that the acquired ABSA is doing better than at the pre-acquisition stage and the share price of the acquired ABSA has been

increasing since 2005 to 2015.
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Introduction

This article seeks to evaluate the performance of
the South African banking institution that was
acquired by Barclays Plc. The accounting based
measure will be used as an evaluation tool. There
has been a plethora of studies conducted on the
topic of mergers, and acquisitions in various sec-
tors, including the banking sector (Uremadu et al.,
2016; Sabri et al., 2015; Lin et al., 2013; Hitt et
al., 2012; Alexandridis et al., 2010). However, the
banking industry is still experiencing an unprece-
dented level of mergers and acquisitions (Pilloff,
1996). The reason for mergers and acquisitions is
based on a belief that gains can accrue through
expense reduction, increased market power, re-
duced eamings volatility, and scale and scope
economies (Pilloff, 1996). Therefore, in this ar-
ticle, I intend to use the unit enterprise called
Amalgamated Bank of South Africa (ABSA) to
investigate the profitability of an acquisition of a
South African financial institution by an offshore
investor through an accounting based measure.

The ABSA Barclays merger represented a case of
the acquisition masked in a form of merger. In
May 2005, Barclays Bank of the United Kingdom
purchased 56.4% stake in ABSA as part of its
drive to expand its global product and internation-
al retail and commercial banking businesses to
untapped markets outside the UK (ABSA Annual
Report, 2015).
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A merger can be defined as the combination of two or
more companies into one new entity, whilst the ac-
quisition is buying more than 51% of stock or assets
of another entity. The main difference between a
merger and an acquisition lies in the way in which the
combination of the two companies is brought about.
For example, assume that companies A and B are
existing financial institutions. Company A is a high
street bank with a large commercial customer base.
Company B is a building society or similar organiza-
tion specializing in providing home loans for the do-
mestic market. Both companies may consider that a
merger would produce benefits, as it would make the
commercial and domestic customer bases available to
the combined company. There will obviously be
some complications and difficulties involved, but
there are some obvious potential synergies available.
Therefore, in this article, I intend to contribute in the
field of knowledge by evaluating a South African
bank acquisition using an accounting based measure.

Problem statement. Most scholars (Pahuja and
Aggarwal, 2016; Irfan Shakoor et al., 2014; Arvanitis
and Stucki, 2015; Uhlenbruck et al., 2016; Yadav,
2016; Ahmed and Nadeem, 2015) have argued that
acquisition stimulates performance, because the ac-
quiring firm might have a larger market power and
other qualitative and quantitative factors. However, the
acquisition of the Amalgamated Bank of South Africa
by Barclays Plc has never been evaluated. Even
though, before Barclays Plc acquired ABSA, there
were speculations that the acquisition would be profit-
able and benefit the South African economy. When the
acquisition occurred, there was a huge cash injection
into the South African economy and that might have
boosted the Gross Domestic Product (GDP). Subse-
quently, the share price immediately increased. How-
ever, not much effort has been made to follow up on
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the performance of the acquisition. This article seeks to
evaluate the performance of the acquisition, through
the accounting based measure, with more emphasis on
the profitability of the acquisition.

Aim. This article aims to evaluate the perfor-
mance of the acquisition of ABSA by Barclays
Plc. during the period of 2006-2015 using the
accountingbased measure.

Objectives

¢ To investigate the performance of the acquisi-
tion of ABSA by Barclays Bank Plc. during
2006-2015 period.

¢ To determine whether the acquisition of ABSA
by Barclays was profitable by comparing 2004,
2005 & 2006 period.

¢ To examine the debt equity ratio of ABSA after
the acquisition by Barclays Plc in 2004, 2005 &
2006 period.

1. Literature review

Mergers and acquisitions are increasing day by day in
a globalized era. Merger takes place when two or more
companies with their joint consensus agree to do busi-
ness with the same name or with another name. Acqui-
sition is something totally different from merger. In
acquisition, the acquiring company uses its own name.
The fundamental question is why organizations do
mergers and acquisitions? Many reasons exist behind
mergers and acquisitions such as increasing market
share, achieving economy of scale and economy of
scope, increasing profits, synergy and diversifing the
risk, actually, the emergence of mergers and acquisi-
tions changed the overall financial industry (Muham-
mad, Muhammad, Muhammad, & Waseem, 2014).
However, a number of studies have been conducted
over the years on the topic of mergers and acquisitions
(Uremadu et al., 2016; Sabri et al., 2015; Lin et al.,
2013; Hitt et al., 2012; Alexandridis et al., 2010), pre-
cisely measuring profitability, leverage impacts, share-
holder’s wealth and efficiency of mergers and acquisi-
tions. Mergers and acquisitions are considered as a
strategy to gain profitability, avoid insolvency, im-
prove asset quality and maximize return on assets and
equity (Akhtar and Igbal, 2014). Weinberg (2007)
asserted that after mergers, many merged organizations
product prices fluctuates positively for short time pe-
riod. Acquiring corporation’s operations performance
flourishes due to the impact of mergers. It also has
been viewed by Mantravidi and Reddy (2008), as cited
in Irfan Shakoor et al. (2014) that merger has a minor
positive impact on the profitability of the organization.
This view is affirmed by Alexandridis et al. (2010) that
the fundamental aim of mergers and acquisitions is the
generation of synergies that can, in turn, foster corpo-
rate growth, increase market power, boost profitability,
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and improve shareholders’ wealth. A merger or an
acquisition in a company can be defined as the combi-
nation of two or more companies into one new compa-
ny or corporation. The main difference between a mer-
ger and an acquisition lies in the way in which the
combination of the two companies is brought about
(Roberts et al., 2010). In a merger, there is usually a
process of negotiation involved between the two com-
panies prior to the combination taking place. Collett
(2015) argued that the merging company is expected to
conduct extensive due diligence and request extensive
representations and warranties from the target compa-
ny and the shareholders in the merger agreement. After
preliminary due diligence has been performed, the
acquirer narrows their list of potential targets and signs
a confidentiality agreement with targets they want to
pursue further. This view by collections is well articu-
lated in Chen et al.’s (2016) study that the in-depth due
diligence starts immediately after the confidentiality
agreement is signed. At this stage, acquirers have
access to private information from the target, but ac-
quirers’ access to private information is limited for a
number of reasons (Chen et al., 2016). First, the offer
price is not set. Therefore, targets have an incentive to
put their best foot forward and the information they
provide is likely optimistic. Despite the fact that the
acquirer has access to more private information, pub-
licly available information still plays an important role,
because it enables the acquirer to compare and contrast
the information provided by the target to independent
sources, including peer firm financial statements. This
comparison is seen as vital in obtaining an unbiased
view of the target firm.

However, it is presumed that foreign banks add
value to domestic competition, increase access to
financial services, enhance financial and economic
performance of their borrowers, and bring greater
financial stability (Claessens and Horen, 2014). This
notion of merger value is defined by Linde and
Siebert (2016) as the difference between post and
pre-merger profits. To explore this relationship, we
take our fitted merger values and use them to predict
merger performance. Linde and Siebert (2016) de-
fine merger performance as the difference between
the acquiring firm’s stock market price relative to
the performance of the general market, which we
proxy using the performance.

Therefore, this study evaluated the performance of
the acquisition of ABSA Barclays through an ac-
counting based measure.

2. The research methodology

To evaluate the performance of this acquisition, time
series analysis or trend analysis were used (Sekaran
and Bougie, 2016). The profitability ratios were used
as an accounting based measure to evaluate perfor-



mance (Wanke et al., 2016). Mayo (2016) indicated
that the analysis of financial statements through ratios
could be a very good tool to ascertain how the firm is
performing over time and relative to its competition.
The ratios indicates trends, such as a deterioration in
the firm’s profitability and time series analysis of fi-
nancial statements may indicate future difficulties,
while there is still time to take remedial action.
These banks were chosen based on data publicly
available for rational analysis and decision-making.
Different financial ratios such as profitability ratios,
Return on Assets, Return on Investment, Return on
Equity and Debt Equity Ratio have been chosen to
make analysis of these banks profitability. Financial
ratios play an important role in analyzing business
performance by measuring their improvement in the
direction of their goals.

Further, this preferred methodology took a discur-
sive approach review, because it evolved on
analyzing already available data, in this case, the
financial statements of ABSA before, during and
after the acquisition (Creswell, 2013). This article
adopted a discursive design. This is when the re-
search approach is based on existing literature, ra-
ther than new experimental data. This approach is
discursive, because it is based on information that is
already available. The financial statements analyzed
are already available to the public at the organiza-
tion’s website or previous publications such as
newspapers. Further, this approach is a very purpo-
sive approach, because it looks at only 2004-2015
financial years of ABSA in order to evaluate the set
hypothesis. In this article, different kinds of relevant
formulae were used to analyze the information from
ABSA financial statements. The information in the
financial statements was considered as raw data for
this article, hence, the need to use formulae to
breakdown the data into information was used to aid
the purposes of this study.

3. Data collection and analysis

There are several techniques being used to ana-
lyze a company’s financial performance. An im-
portant one in analyzing the figures taken from a
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company’s financial statement is the use of ratio
analysis (Minnis and Sutherland, 2016). Indeed,
financial statement analysis is vital, since past
performance is usually a good indicator of future
performance, and the current position is the plat-
form upon which future performance will be built
(Tayeh et al., 2015). Therefore, in this article, the
researcher preferred to use the financial ratio
analysis. Financial ratio analysis is the process of
calculating financial ratios, which are mathemati-
cal indicators calculated by comparing key finan-
cial information appearing in financial statements
of a business, and analyzing the financial statements
to establish the rationale behind the business’s cur-
rent financial position and financial performance,
and further projects its future outlook (Tayeh et al.,
2015). Since, the study sought to evaluate the perfor-
mance of ABSA Barclays Bank through an accounting
based measure. The analysis focused on profitability
ratios, such as Return on Assets (RoA), Return on
Equity (RoE), Return on Investment (Rol), consisting
of an advantage ratio Debt to Equity Ratio (DER).
The data used in this study were gathered from the
audited consolidated financial statements of ABSA
Barclays South Africa for the period 2004-2015.
The data are currently published and are available
for public consumption in annual reports and audited
financial statements of ABSA Barclays Africa. The
sources provided a higher quality data, given that it
was a permanent source of information, which
enabled this article to relatively cross check the data
easily, hence, taken to be reliable. Thus, the assess-
ment of the financial performance of the company
through the financial ratio analysis assessed what
has been achieved in the pre- and post-acquisition of
ABSA by Barclays Plc. Thus, to measure the com-
pany’s financial performance, earnings growth were
used, because profit was a fundamental tool to measure
the performance of the acquired financial institution.
According to the financial statements of AB-
SA/Barclays bank 2003-2015, the profit after tax for
ABSA before the acquisition, in the year of the acqui-
sition and the year after the acquisition was as pre-
sented in Table 1.

Table 1. Summary of financial results for ABSA/Barclays Plc

2004 2005 | 2006 | 2007 | 2008 2009 2010 2011 2012 2013 2014 | 2015
Profit for the year (million) 3282 4844 | 8266 | 10025 | 11317 7502 8589 10184 10746 12874 | 14144 | 15404
Basic earnings
Basic eamings per share (cents) 1216 | 1428 | 1578 986 1133.3 1349 1180 1414 1560 | 1692
Diluted earnings per share 1154 | 1348 | 1519 962 1126 1343 1178 1412 1559 | 1691

Source: audited consolidated and separate financial statements of ABSA/Barclays South Africa. www.barclaysafrica.com.

These data were carefully analyzed and the
limitations of these data were taken into consider-
ation. Especially, the basic earnings and diluted
earnings per share of 2004 and 2005 fi-

nancial periods were not available from the
audited financial statements. The following fi-
nancial performance of the acquired bank
was analyzed.
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Fig. 1. The financial performance of the acquired Amalgamated Bank of South Africa for the period 2006-2015

Source: audited consolidated and separate financial statements of ABSA/Barclays South Africa. www.barclaysafrica.com.

The audited financial statements of ABSA (2005),
the figures for the year 2005 are for a period of nine
months ended on 31 December 2005. According to
the profit realized for 2005 proportionally, for the
twelve months’ period, it might approximately be:

12months o ¢ 266 million = R 11 021 million.
29 months

The above assumption was based on the hypothesis
that ABSA makes the same revenues every month to
contribute to the profits equally at the year-end. The
increase in profit by ABSA is an evidence so far that
the acquisition is benefitting the South African econo-
my. To evaluate the performance of this acquired bank,
the following accounting measures were used.

3.1. The Return on Assets (RoA). Return on assets
is the ratio of net income to total assets. Growth in
earnings yield suggests that net income is increasing
at a higher rate than the stock price, or due to factors
that are not driven by market variables (Abraham,
Harris & Auerbach, 2017). Such factors may be
intrinsic measures of operational efficiency
represented by the ability to generate income from
the firm’s investment in assets. One of the measures
of such operational efficiency is return on assets
(Abraham et al., 2017). Correira, Flynn, Uliana, and
Wormald (2014) confirmed that the return on assets
is when a company can grow at the return on its assets
if it does not pay any dividends and is not financed
from outside sources, that is, if it is entirely financed
by shareholders’ funds. An asset is something valuable
belonging to the organization that can be used for the
payment of debts. Return on assets measures the rate at
which the profit before tax can be able to cover the
assets of the organization. The return on assets on this
acquisition from 2004 to 2006 was found to be 1.53%,
1.74% and 2.31%, respectively.

3.2. Return on Equity (RoE). Ross, Westerfield,
Jordan, and Firer (2012) define the return on equity
as a measure of how the shareholders fared during
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the year. In other words, return on equity is to de-
termine the rate at which the profits are being made
by ABSA after tax can be able to cover the ordinary
shareholder’s equity (Ross et al., 2012). The Return
on Equity (RoE) of this acquisition is another mea-
surement of management performance. It tells how
well a bank has used the capital from its sharehold-
ers to generate profits, taking into account the net
income after taxes. It has indicated that the best rates
were attained, i.e., 19.92% in 2004, 18.63% in 2005
and 23.67% in 2006.

3.3. Return on Investment (RoI). The money that
was invested in this amalgamation can be recovered
at this rate of the return on investment. In this case,
the investments are the assets of ABSA. To calculate
the return on investment, the net profit after tax was
divided by the total assets of ABSA.

3.4. The Return on Equity (RoE). The results indi-
cated an increase in the return on equity from 2004
to 2005 from 1.15% to 1.2%. This is a small in-
crease, as compared to the increase from 1.2% in
2005 to 1.67% in 2006. With this, it is safe to as-
sume that the acquisition benefitted ABSA as an
organization, because analyzing the return on equity
is one of the ways in looking at the impact of the
acquisition on the organization itself.

3.5. The Debt to Equity Ratio (DER). The debt to
equity ratio provides an indication of a company’s
or a bank capital structure and whether it is more
reliant on depositors and shareholders’ capital (equi-
ty) to fund its activities. Although a higher ratio
indicates more risk, banks’ higher ratio points to
positive and negative indications; a positive indica-
tion for more clients’ deposits, and a negative for
other banks’ deposits, loans, and allowances. DE
ratio will be more meaningful when compared over
a period of time, and between banks. The DER
showed that before the acquisition, ABSA had a
high DER meaning that to finance its business acti-



vities, it used other people’s money. As soon as the
acquisition took place in 2005, the ABSA DER de-
creased significantly from 41.88% in 2004 to
24.93% in 2005, as well as, after a year into the
acquisition, the use of debt by ABSA decreased
from 24.93% in 2005 to 24.11% in 2006.

Findings and conclusion

The findings indicate an increase in profits from
year to year for 2006-2008 and 2010-2015 periods,
as reflected on the line chart in Figure 1. Therefore,
it can be concluded that the acquisition of ABSA by
Barclays Plc had a positive contribution to the South
African national output. The Return on Assets
(RoA) results shows that there is an effective man-
agement of company assets. The Return on Equity
(RoE), as one of the accounting measures, reflect-
ed that ABSA has a favorable rate of profits after
tax to cover the ordinary shareholders’ equity.
The Return on Investment (Rol) results are favorable.
This could affirm that all the resources invested by
Barclays in the acquisition of ABSA can be recov-
ered in a long run. The debt to equity ratio (DER)
of this acquisition revealed that before the merger,
ABSA had a high DER to finance its business ac-
tivities. However, after post-acquisition, the debt to
equity ratio improved. This is confirmed by the
findings that the ABSA DER decreased significant-
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ly from 41.88% in 2004 to 24.93% in 2005. Fur-
ther, within a year after the acquisition, the use of
debt by ABSA decreased from 24.93% in 2005 to
24.11% in 2006.

The completion of a merger does not ensure the
success of the resulting organization, because many
mergers in some industries result in an overall loss
of value due to unforeseen problems. Correcting
problems caused by incompatibility, whether of
technology, equipment, or corporate culture, diverts
resources away from new potential investments, and
this may be an immediate problem of most mergers,
though nothing of this nature has been reported on
ABSA Barclays merger. However, in mergers and
acquisitions, there may be problems, which may be
intensified by inadequate research or by conceal-
ment of losses or liabilities by one of the partners in
the merger. Therefore, for the merger or acquisition
not to be considered a failure, it must increase
shareholder value more than if the companies were
separate, or prevent the deterioration of shareholder
value more than if the companies were separate.
ABSA Barclays merger has, therefore, managed to
contain these problems, as the merged organization
has managed to increase share price value and the-
reby making the shareholders believe that the
merger was profitable.
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