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Merger Synergy

Introduction


The meger of Taishin Bank and Daan Bank was chosen because it was the first positive merger between Taiwanese banks, and because the work that was necessary to integrate the two institutions has been completed. A careful analysis and focus on the post-merger integration process, and on the problems and solutions arising from the merger, could serve as a useful reference for future bank mergers and integrations.

Background Information and Operating Strategies:


Taishin Bank was established in the early 1990’s as the Taiwanese government relaxed its policies to allow the establishment of private banks. Its first CEO, Thomas Wu, solicited support from prominent businesses, and its major shareholders included the Shin Kong Group (Shinkong Synthetic Fibers Corporation and Shinkong Spinning Corporation), WeiChuan Corporation, VeWong Corporation, TECO Electric & Machinery, SamShin Corporation, Tung Ho Steel, Ennead Inc, and TN Soong & Co. Taishin Bank was established on February 25th, 1992, and opened its doors on March 23rd of that year with an initial capital of 10 billion NTD. It has consistently increased its capital since 1998. That, plus the re-investment of its retained earnings, put its total capital at 28 billion NTD by the end of 2001.

Daan Bank had an initial capital of 10 billion NTD when it opened for business on January 1st, 1992. Its major shareholders included Walshin Lihwa, Imei Food, USI Corporation, YongfengYu Group, Pacific Group, Continental Engineering Corporation, Sampo, Kolin Group, and the Capital Group.


In general, the various operating strategies for Taishin and Daan Banks were as follows:

*Operating Strategy: Taishin Bank concentrated more on consumer banking, while Daan Bank concentrated more on business banking.

*Asset Quality: Taishin Bank had a lower rate of non-performing loans than Daan Bank, but they were both within a controllable range.

*Development Attributes: Taishin Bank had high brand awareness, a greater selection of consumer banking products, and higher profitability than Daan Bank. It was the second-largest credit card-issuing bank in Taiwan, and was a leader in the insurance sector as it maintained an excellent team of professional managing staffs. Daan Bank, on the other hand, had a solid business banking sector, good operations management, efficient cost control, high MIS performance, and a team of professional managing staffs.
Expected Synergy of the Merger

After the merger, Taishin Bank acquired Daan’s assets, employees and operating branches. This was expected to enhance the professional services provided by Daan Bank. The integration of resources and consumer databases allowed cross-selling, permitting Taishin Bank to expand its economies of scale, thereby increasing efficiency and decreasing costs.


By the end of September 2001, Taishin Bank had capital totaling 24.8 billion NTD, and Daan Bank had capital of 15.7 billion NTD. The total capital after the merger was 31.9 billion NTD, and it was estimated that their combined assets valued over 516.7 billion NTD by 2002. The total loan value at that time was 348.9 billion NTD, and the deposit value was 415.3 billion. Taishin Bank had 51 branches and Daan Bank 38, so the total number of branches after the merger was 89. It was hoped that the integration of the two banks’ sales and consumer resources would increase both market share and service quality.

【Discussion Questions】
*How could the company best communicate its beliefs and philosophy to employees on both sides after the merger?

*How could the acquirer best explain its beliefs and philosophy to the acquired bank?

*How could the company have dealt with small shareholders who were not satisfied with the acquisition?

【Analysis】

*Reactions from Business Banking Clients


When the merger was announced on October of 2002, the combined business-banking loans of the banks totaled 178,932 billion NTD. This decreased to 147,471 billion NTD after the official merger date at the end of February 2002; a decrease of 17.6% in value, which indicated that the merged bank had lost a lot of business.


Possible reasons for this loss included: 1) that the bank adjusted parts of its credit line amounts in order to reduce credit risk; 2) that some of Daan Bank’s existing business banking clients terminated their accounts because they believed that Taishin Bank charged a relatively higher interest rates; 3) that during the integration period, the future of the merged banks and how they would deal with their employees was uncertain, and many business banking A/Os from both Taishin and Daan Banks worried that their clients would be redistributed under the new system. As a result, they were being more conservative.
*Reactions from Consumer Banking Clients


At the time of the merger announcement, consumer gross loans amounted to NT$146,772 million. After the base day of merger, the gross loan was in the amount of NT$150,321 million, with a 2.4% growth rate, exhibiting a stable growth; and the explanation of such phenomenon is that consumers is Taishin’s major strength, therefore the bank is putting all effort in the sector although the extent of growth is limited.

The Impact on Merger Trends


Neither Taishin nor Daan Bank had experience in post-merger integration, and many problems arose as a result. It was also the first time foreign consultants had handled a Taiwanese post-merger bank integration. Because foreign consultants were unfamiliar with Taiwanese culture and merger & acquisition regulations, they were only helpful in such areas as integration structure; timing control, business integration planning and risk control skills, and were unable to effectively resolve employee disputes.

Future Prospects 


The merger & acquisition issue is still a popular one in Taiwan. Taiwanese businesses have learned over the years that, in order for a merger to be fast and successful, they must “plan beforehand, and integrate”, and that the length of time it takes employees from both sides to adapt will determine whether the merger is successful or not.

