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Chapter 1: Introduction

1.1 Background

25 years ago, July 1997, the Asia Financial Crisis was occurred
and significantly affect the economics of Asia. One of triggers
was the Bank of Thailand announced freely floating currency
rate of THB. Many economists considered that detonation point
of this crisis was fired by Thailand terrible reserve situation of
foreign currency during that period, however nowadays when
we looked back, people realized it was not that easy, the
consequence was occurred by a long term accumulated financial
systemically problem. Such as furious speculate in real estate
and stock market, weak risk management in banking system,
extremely high of bad debt level, foreign funds can highly
liberalization played in Thai financial industry, etc.

This crisis not only cost Thailand long time and huge wealth to
recover, but also educated Thailand essential lessons. One of
those lessons was how to build a solid and health banking
system. The relevant policies after the crisis were moved into
the area of how to enhance the risk management skill of

domestic banks, how to encourage the merger transactions



within domestic banking group, how to limit the influence of
foreign funds and tight the entry of foreign financial power into
Thailand, etc. Therefore, in a long period, we cannot see many
cases of foreign banks acquired majority shares of Thai local
banks or obtained the local license to set up subsidiary in
Thailand. However, the thing always owned two faces, with the
time pass, the Bank of Thailand and other relevant authorities
found that the existing foreign bank still achieved better
performance in term of faster growth, fatter profitability, lower
non-performing loan than local banks. Thus, the regulator
started to discuss internally, how to encourage foreign financial
group to invest Thailand, help the local banks to form a healthy
competition within Thai banking industry.

Later, in year 2003, Thailand eased restriction regarding to
foreign ownership on financial entities from not more than 25%
to not more than 49%, meanwhile allow foreign commercial
bank operated maximum 5 sub-branches in Thailand. In year
2011, the regulations revised the polices more easing. Bank of
Thailand stated that existing foreign commercial banks

(Thailand branches) can be upgraded to subsidiaries in Thailand.



Furthermore, they will be permitted to open maximum 20 sub-
branches and installed maximum 20 ATM machines in Thailand
after they successfully upgraded to subsidiaries. In fact, after
year 2012 Thai regulators including Bank of Thailand and
Ministry of Finance no more granted license to any application
of establishing foreign bank branch in Thailand. They only
encourage existing foreign bank branches upgraded and/or
incorporate subsidiary directly (register capital not less than
THB 20 billion), or engaged financial business in Thailand via
merger, acquisition of local entities. In the end of year 2013, a
surprising news was revealed in social media, Bank of Ayudhya
accepted the investment from Mitsubishi UFJ Financial Group,
becoming its oversea subsidiary. It was the biggest banking
merger & acquisition deal in last decades. Including the
investors, stakeholders, customers, regulators, etc all strongly
wanted to see how this famous long history local bank will be
developed after the acquisition deal. Meanwhile this deal
definitely will be a benchmark for future consideration,

especially for its competitors to learn. If they receive foreign
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investment in the future, they will consider this deal as an

example, it will surely determine their judgement and decision.

1.2 Brief background of Bank of Ayudhya

Bank of Ayudhya Public Company Limited (In year 2014, the
bank re-branded name as “Krungsri”’) was incorporated on April
1, 1945 and successfully listed on the Stock Exchange of
Thailand on September 26, 1977. Currently Bank of Ayudhya is
Thailand’s fifth largest bank in term of total assets, total loans
outstanding amount and total deposit. Krungsri can provided full
financial service such as banking, international trading finance,
consumer finance, investment, wealth and asset management,
leasing, insurance, etc. As at September 30, 2021, Krungstri
Bank owned 653 branches totally (within that, 652 were
domestic branches and 1 was oversea branch “Vientiane, Lao
PDR”), with total 14,177 staffs (number will be 33,469 if
excluded staff who worked at subsidiaries of Krungsri Group).
As at end of third quarter year 2021, market share of Krungsri in
business of personal loan, credit card, automobile hire

purchasing was 28% (market rank number 1), 15% (market rank
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number 1), 29% (market rank number 1) respectively.
Meanwhile market share of Krungsri in SME loan market and
corporate loan market was 9% (market rank number 5), 9%
(market rank number 5) respectively.

On December 18, 2013, Krungsri reached key milestone that
became a subsidiary of MUFG Bank, Ltd. which is the wholly-
owned subsidiary of Mitsubishi UFJ Financial Group (MUFG),
Japan’s largest banking group and one of the world’s largest
financial groups.

Table 1: Top 8 shareholders of Bank of Ayudhya as at end of

September 2021

Name of Shareholders Percentage Holding

1 | MUFG Bank Ltd 76.88%

2 | Stronghold Assets Company Limited 2.26%

3 | The Great Luck Equity Company 2.26%
Limited

4 | GL Asset Company Limited 2.26%

5 | BBTV Statelvison Company 2.26%
Limited

6 | BBTV Asset Management Company 2.22%
Limited

7 | Bangkok Broadcasting & TV Co., 2.19%
Ltd

8 | Mahakij Holdings Co., Ltd 2.16%

Source: Bank of Ayudhya official website/investor/factsheet
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1.3 Objectives and Contributions

Merger and acquisition were rapidly becoming a popular
method in many industries for corporate developing, especially
in term of reinforcing the financial performance. Therefore, the
objectives of my study were to observe how the impact on
financial performance after a Thai local bank be acquired by a
foreign bank. However, there was big voice that the merger was
not a good way for bank to fast grow up, Delong (2003)
observed that on average bank mergers do not create value.
Moreover, merger and acquisition were not that common in
ASEAN banking industry, especially in Thailand. Levine, Barth
and Caprio (2006) found that the tough regulation restrictions on
bank activates and barriers to foreign investor adversely affect
banking sector performance. Due to the willing and relevant
policies of regulator, for a long time, we did not see much case
regarding to Thai local banks be acquired by foreign banks.
Thus, I select Bank of Ayudhya as example which can certainly

answer abovementioned questions and objectives.
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Chapter 2: Literature Review

Several studies were conducted regarding to how merger &
acquisition affect the target bank, meanwhile those studies also
perform the analysis to find the answer whether those
acquisition made target bank better or not in financial filed. The
conclusion was quite varied depend on many different factors
such as size of the bank, geographic location, period of
economic cycle, risk management level of both bidder and target
bank, operating efficient level, policy of local regulator, local
financial system and competition, organizational and local
culture, integration effort, etc. Based on that research, | found
that the acquisitions may enable banks to benefit from new
business opportunities that have been created by changes in
several aspects. For instance, Berger et al. (1999) pointed the
consequences of acquisitions, which will made changes in
business efficiency, market power, economy of scale, business
scope, availability of SME services, efficiency of cross border
payment systems. The blow part was the 5 main reasons which
made a positive effect on financial performance for a target

bank:
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1) Bigger economy of scale. Economies of scale are due to the fact
that within a certain output range, fixed costs do not change much,
and more fixed costs can be shared with new output, thereby
reducing the total costs. This concept was considered also can be
applied in banking industry. Fukuiyama (1993) found that
different organization size of banks performed differently, after
banks be consolidated into one, their scale efficiency was found
to be positively changed. Hannan (1998) found that banks
mergers have resulted in higher banks concentration, which in
turn leads to economy of scale.

2) Stronger market power. From the perspective of firm, having
stronger market power, means it can achieve more profitable
business result. This idea also be overserved by many studies,
such as Hunter and Wall (1989) found that after acquisition, the
target company’s performance can be enhanced by increasing
market power. Hughes (1990), Meon and Weill (2005) stated that
the cross-border acquisition made target bank more risk and
portfolio diversification which led an increased market power of
target bank.

3) Better performance in stock market. It is not easy to completely
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realize whether acquisition boost bright look of performance in
stock market. If the acquisition bank took advantage of superior
information, even the stock price rose afterwards (normally
during the transaction period, the stock will be temporary stop
trading), the caused may not due to better operating business but
caused by inefficiency market. Sushka and Bendeck (1988) stated
that acquiring target bank can be reap the benefit of those
potential advantages (superior information), which boost the
trend of stock price sharply upward in short period. Resti and
Siciliano’s (2001) case study regarding to analysis of Italian bank
mergers between 1992 to 1997 found that there are clearly
positive shareholder wealth effects.

4) Improved operating efficiency. The comparative relationship
between resource input (can be labour resource, capital resource,
etc) and output during the process of business operating. If the
operating efficiency improve, then the profitability and turnover
situation of the company will be better off (such as fatter margin
level, lower cost expense, higher profit, faster turnover cycle
spending, etc). Cornett, Mcnutt and Tehranian (2006) stated that

the operating performance of target banks improved, that larger
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bank merger produces bigger gains. Cornett (2006) found
evidence of revenue efficiency improvement for large merger.
This conclusion was also matched and found by De Guevara and
Maudos (2007), they stated that cost efficiency of Spanish bank
was improved between year 1986 to year 2002 during a period of
bank consolidation, mainly due to largely declines in marginal
cost.

5) Financial innovations. Target banks especially in emerging
market normally has lower adoption in innovations such as fin-
tech, financial derivatives products, block chain, new risk
management tools, new financial engineering model etc.
Therefore, they can reap benefit from financial innovation via
accepting foreign banks acquisition (especially the bank from
developed countries) which they do not owned much experience
on it. Frame and White (2004), DeYoung (2007) stated that those
new innovations can significantly change the competitive and
strategic conditions faced by financial enterprise. Almost always
to achieve above mentioned advantages via merger and

acquisition.
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Obviously, the merger and acquisition may not always lead to
success, it was high chance ended by an adverse effect in post-
acquisition period. There are several reasons and causes which
may affect the performance of target bank, such as cultural
conflict, communication difficulties, negative synergy effect,
unexpected integration process. Normally the main
determination why chooses merger and acquisition as expanding
method was synergy effect. As its’s definition, synergy effect
means two companies whose combined strength was greater
than the simply sum together of their separate strength, and new
value-added effect of new combining entity will larger than the
individual companies before. However, do not gather the
synergy effect the acquisition and target company’s expectation
was a main reason why the result of the deal finally failure.
Many studies were conducted and concluded similar opinion.
Furthermore, the failure may also cause by other factors,
Appelbaum and Lefrancois (2007) stated that the merger
integration success or failure depend on different factors such as
communication, leadership, culture and stress. Especially in the

case of foreign acquisition, both the target and biding company
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has their owned home country and organization culture. This
type of cross-border transaction may largely lead to an
unsuccessful result of acquisition, this idea was also mentioned
In many research studies. Buono et al. (1985), Nahavandi and
Malekzadeh (1988) stated that the barriers were mainly due to
culture clashes, Schweiger and DeNisi (1991) think the reason
was caused by communication failure, meanwhile Risberg
(2001) considered the reason was employee’s perceptions and
reactions. Berry (1980), Nahavandi and Malekzadeh (1988)
stated that culture not similar was recognized to be a main
source of culture conflict which led to unexpected result of an

acquisition.
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Chapter 3: Methodology and Data

3.1 Methodology

The measures | plan to use regarding to the topic of this study,
mainly via financial ratio analysis. In details, focusing on 5
different aspects in term of Growth, Profitability, Credit Quality,
Statutory Capital, and Stock Performance. The application of
financial ratio analysis will not only be used for analysing the
trend, change, average level before and after the transaction, but
also could help find the strength and weakness of Bank of
Ayudhya, and further providing the suggestion to potential
readers.

1) Growth:

- Asset Growth, total asset can be used when we would like to
know how big or how about the size of a company, and revenue
was generated from the item in asset, therefore it is always be
used to rank the bank, % = (Total Assetr+; - Total Assetr)/Total
Assetr

- Loan Growth, the loan was defined as book value of loans to
customers and accrued interest receivables minus allowance for

doubtful account, minus deferred revenue, and minus revaluation
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allowance for debt restructuring. Loan was a key asset for all
financial institution especially for bank to measure its operation
performance. % = (Loanr+; — Loanr)/ Loant

- Deposit Growth, deposit was one of the essential sources of fund
for a bank to perform its credit business, how to maintain and
attract low cost funding like deposit, is another key measure for a
bank’s operating performance, % = (Depositr+1 -
Depositr)/Depositr

- Net Profit Growth, for any companies, the net profit was always
and widely used to measure the business result, and be concerned
by investor who interested the performance of a company, % =
(Net Profitr+; — Net Profitr)/ Net Profitr

2) Profitability:

- Return on Equity (ROE), it is a quite comprehensive ratio which
can provide the view of many aspects, such as profitability (Net
profit/Total revenue), turnover efficiency (Total revenue/Total
assets) and level of leverage (Total assets/ Total equity), therefore
this ratio always and widely be used in large corporate for
business analysis, % = Profit After Tax / Total Equity

- Operating Cashflow Return on Assets (OCRA) which is derived
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from Healy, Palepu and Rubback (1991). OCRA = Operating
Cashflow / Total Asset

However, I revise slightly from original measures which defined
by Healy, Palepu and Rubback (1991). The operating cashflow
will be defined as EBITDA (earnings before tax, interest expense,
fixed asset deprecation, intangible asset amortisation). Asset will
be defined as book value of total asset.

Earnings Per Share (EPS): It is the net profit or the net loss of the
company that common shareholders can enjoy for each share they
hold. Earnings per share is usually used to reflect the operating
results of a company, measure the profit level and investment risk
of common stocks. EPS is the basis for investors and other
information users to evaluate profitability of a company, predict
the potential growth of a company, important ratio for them to
determine their following economic decisions. EPS = Profit After
Tax / Total Number of Outstanding Shares

Cost to Income Ratio: It reflected how much the bank needs to
pay for each unit of income. The lower ratio, the lower cost of
every unit income, and the stronger ability to achieve the income.

Ratio = Operating Expense/ Operating Revenue
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3) Credit Quality

- Non-performing Loan Ratio (NPL ratio): Non-performing loan is
a loan that the obligor is in default since they have not made the
scheduled payment for a specified period. This ratio was an
important measure that show the bank’s level of credit risk and
quality of outstanding loans. NPL ratio = Non-performing Loans
/ Total Loans.

- Coverage Ratio: The reserve for potential loan losses to the gross
amount of non-performing loans. It is an important indicator that
show bank's ability to mitigate credit loss risk. Normally this ratio
should not be less than 100%, Otherwise the reserve will not be
sufficient to cover potential credit loss. The higher ratio, the
stronger ability to mitigate risks. Ratio = (Normal Reserve+
Special Reserve)/ (Classification of Subprime Loan+
Classification of Suspicious Loan+ Classification of Loss Loan)

4) Statutory Capital

- Capital Adequacy Ratio (CAR): It is a measure of how much
capital a bank has available, it shows as below:

Tier 1 Capital 4 Tier 2 Capital

AR =
CAR Risk Weighted Assets
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Tier 1 capital or we could call core capital, it was normally
sum up by ordinary/common share, preferred share, paid in
capital, unappropriated profit, etc. To supplement or add
up more Tier-1 capital was considered that the most useful
and fundamental way for banks to improve their ability to
mitigate potential risks. Tier 2 capital is a bank's
subordinated capital, including general reserves, special
reserves, subordinated long term debt (including several
types of bonds) and mixed instruments (debt/equity
instruments) etc. As a bank's supplementary capital, it can
also play an important role in resisting potential risks, but
it will be considered later than tier 1 capital.

Risk-weighted assets, it refers to the classification of a
bank’s asset, the different coefficients of assets according
to the risk nature of that type of asset, will be allocated
vary proportion when calculated the risk weighted asset.
There are many items of asset with zero risk weight, at the
same time many items of asset with high-risk weight. This

depends on the configuration of each bank’s asset-liability
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structure. In general, the higher risk weight, also means
higher returns.
5) Stock Performance
- The movement of stock price is a comprehensive presentation of
a company’s financial and non-financial information. Normally
as a single and normal investor, we cannot obtain all necessary
information and the market was not that perfect effective.
Therefore, when the different investors have confidence on the
future of a company which base their own judgement, it will bring
a stronger purchasing power rather than selling power, as a result,
the stock price is likely to grow upwards, and vice versa. In the
analysing part, I will not only show the stock trend of Bank of
Ayudhya itself, but also its domestic competitor such as Bangkok
Bank, Siam Commercial Bank, Kasikorn Bank for 10 years
(cover year 2009 to year 2019). It will be very interest to see any
difference or worse or outstanding performance especially around
news announcing moment, and overall price trend after the

acquisition completion.
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3.2 Data:

The data was collected regarding to the relevant figure of Bank
of Ayudhya 5 years before and 5 years after acquisition (Data of
Year 2014 will be collected but will not be analysis as it is the
deal closing and consolidating period). The source of those data
was mainly collected from official website of Bank of Ayudhya,
public information which be disclosed in Stock Exchange of
Thailand, Securities and Exchange Commission, research report

which published by securities firm.
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Chapter 5 Conclusion
5.1 Summary of findings

The development of a bank usually takes many years, it can be
clearly seen that the deal of acquiring boost the speed of
development for Bank of Ayudhya. Thanks to the new executive
management team (mainly from Japan), relying on their advance
management skill especially in the field of credit business,
prudent risk appetite, the quality of credit assets has been greatly
improved. Since MUFG owned solid global networking and
large number of Japanese corporates based in Thailand, in terms
of growth of credit asset, growth of total asset, growth of
deposit, those ratios were also achieved a better result. The
findings were match what Hunter and Wall (1989) found.
Meanwhile the new management pay more attention on the cost
control, operating efficiency, and financial structure. As a result,
the relevant financial indicators such as EPS, ROE and cost to
income ratio have been largely improved. This conclusion was
also matched what De Guevara and Maudos (2007) stated. On
the other hand, after being acquired, the overall business has
truly entered a period of rapid development, but obviously the
banks have not kept up with the sufficiency funds in terms of
capital. Although the overall capital adequacy ratio meets the
minimum regulatory requirements, but it is below the average

level of the banking industry, even lower than the level before
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being acquired. Furthermore, the merger could bring a stronger
market power, Hunter and Wall (1989) found that after
acquisition, the target company’s profitability can be enhanced
by increasing market power. However, in my case study, the net
profit of bank was generated on a weaker result than the average
level of the overall banking industry, especially during the
period of macro economy was in sluggish time. Lastly the stock
performance, the existing shareholders truly obtained large
capital gain when the merger news disclosed. They hold big
confidence and hope on the bank’s future, the price of the share
sharply rose, further climbing and reaching its history high
price. This was same as what Sushka and Bendeck (1988)
stated. The acquiring target bank can be reaping the benefit of
those potential advantages (superior information), which boost
the trend of stock price sharply upward in short period.
However, the following trend of the stock price was mainly in
line with the whole market, it did not show an extremely
outstanding performance compared with other local banks,
which means that the integration and synergy effect of post-deal

did not bring shareholders more wealth.

5.2 Answer to the research question of my study

After the deal of acquisition, | find the financial performance of

Bank of Ayudhya has changed a lot, obviously result was robust
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in many fields but not comprehensively. Although not all
indicators are better than the figure before the merger, some key
indicators can still see the impact from new shareholders and
executive management. In addition, thanks to the huge number
of Japanese companies in Thailand, the Japanese culture play a
key role in business development. Japanese client prefers do
business with their friends and acquaintances who come from
the same place, so in this regard, Bank of Ayudhya have gained
more business opportunities from it which other local banks
cannot compete with them. In addition, in terms of SMEs loan
and retail finance such as credit card, auto hire purchasing. The
Bank of Ayudhya continued to maintain its position as the
industry leader, since Japanese brand car dominated in Thailand
auto market, the relationship between Bank of Ayudhya with
those brands such as Honda, Toyota, [suzu enhance the bank’s
market share in auto hire purchasing segment. After being
acquired, the bank has also made greater improvements in the
field of fin-tech, investment, wealth management, and
internationalization. As a world-renowned financial institution,
MUFG treat Bank of Ayudhya and will continued rely on it as
the main platform for its business development in other

Southeast Asia countries.
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5.3 Limitation of my study

This research report has some limitations. For example, the
report mainly based on the financial indicators or ratio which |
think can be used to represent financial performance of a bank,
however there is no way to show all financial indicators and
compare those ratios with the industry in all aspects (lack of
public information). In addition, some changes of those ratios, it
Is difficult to stated that fully caused by the impact of mergers
and acquisitions, perhaps those changes were affected by bank
own development or macro-market influence. Furthermore,
culture crash was one of the main factors that affect the
performance of a company, such as conflict between the
executive management with front line staff, or high turnover of
staff may affect the business development. The cultural
differences between Thais and Japanese, especially in aspects of
life, work and language are quite different. Therefore, this is one
of the limitations that my report cannot answer whether those
culture conflict adversely impact the Bank of Ayudhya’s

financial performance or not.

5.4 Suggestion for the potential reader

There is no way for any M&A transactions to know all the

possible result in advance, especially impact on financial aspect.



61

Mergers and acquisitions in different industries may has
different impact on financial results. The integration after
mergers and acquisitions, especially the chemical reactions that
take place within the enterprise, are often unpredictable in
advance. My suggestion was provided to other local banks,
particular when they consider the possible bid from foreign
banks. They can clearly learn the impact of merger and
acquisition on financial performance from this report and clearly
realize the impact could not bring a perfect financial result in all
aspects. How reap the benefit from acquisition deal to enhance
the strength and supplement weakness, will be a key point.
Meanwhile with strictly access restrictions, present competition
among local banks, cannot make those bank become a regional
or even international financial group, especially not easy
develop overseas network via their own attempt. Therefore,
another suggestion was made for regulators. How to balance the
healthy development of the local banking industry with foreign
investment (merger & acquisition) to participate in the Thai

financial market when they formulate relevant policies.



REFERENCES



. Correa, R. (2009). Cross-border bank acquisitions: is there a
performance effect?. Journal of Financial Services Research, 36(2),
169-197.

. Hernando, I., Nieto, M. J., & Wall, L. D. (2009). Determinants of
domestic and cross-border bank acquisitions in the European
Union. Journal of Banking & Finance, 33(6), 1022-1032.

. Lensink, R., & Maslennikova, 1. (2008). Value performance of
European bank acquisitions. Applied Financial Economics, 18(3), 185-
198.

. Diaz, B. D., Olalla, M. G., & Azofra, S. S. (2004). Bank acquisitions
and performance: evidence from a panel of European credit
entities. Journal of Economics and Business, 56(5), 377-404.

. Madura, J., & Wiant, K. J. (1994). Long-term valuation effects of bank
acquisitions. Journal of Banking & Finance, 18(6), 1135-1154.

. Karolyi, G. A., & Taboada, A. G. (2015). Regulatory arbitrage and
cross-border bank acquisitions. The Journal of Finance, 70(6), 2395-
2450.

. Cornett, M. M., & Tehranian, H. (1992). Changes in corporate
performance associated with bank acquisitions. Journal of Financial
economics, 31(2), 211-234.

. DeYoung, R., Evanoff, D. D., & Molyneux, P. (2009). Mergers and



64

acquisitions of financial institutions: A review of the post-2000
literature. Journal of Financial services research, 36(2), 87-110.

9. Olie, R. (1990). Culture and integretion problems in international
mergers and acquitions. European Management Journal, 8(2), 206-215.

10. Sufian, F. (2004). The efficiency effects of bank mergers and
acquisitions in a developing economy: Evidence from
Malaysia. International Journal of Applied Econometrics and
Quantitative Studies, 1(4), 53-74.

11. Gammelgaard, J., Husted, K., & Michailova, S. (2004). Knowledge-
sharing behavior and post-acquisition integration failure. CKGWP, 6,

24-41.



VITA

NAME YANG LIU
DATE OF BIRTH 21 December 1989
PLACE OF BIRTH HangZhou, China

INSTITUTIONS  Faculty of Economics, Chulalongkorn
ATTENDED University
Department of Accounting, Martin De
Tours School of Management and
Economics, Assumption University
HOME ADDRESS Room 703, Unit 1, Building 4, Fu Li Xin
Cun, Mei Hua Bei, Shang Cheng District,
Hang Zhou, Zhe Jiang, China, 310009



	ABSTRACT (THAI)
	ABSTRACT (ENGLISH)
	ACKNOWLEDGEMENTS
	TABLE OF CONTENTS
	Chapter 1: Introduction
	1.1 Background
	1.2 Brief background of Bank of Ayudhya
	1.3 Objectives and Contributions

	Chapter 2: Literature Review
	Chapter 3: Methodology and Data
	3.1 Methodology
	3.2 Data:

	Chapter 4: Data Analysis
	4.1 Growth
	4.2 Profitability
	4.3 Credit Quality
	4.4 Statutory Capital
	4.5 Stock Performance

	Chapter 5 Conclusion
	5.1 Summary of findings
	5.2 Answer to the research question of my study
	5.3 Limitation of my study
	5.4 Suggestion for the potential reader

	REFERENCES
	VITA

