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Abstract

The purpose of this paper is to analyze the deals occurred during the period from 1999 to 2007 in
Greece. The sample includes the six largest transactions and it is examined in terms of abnormal
returns that were generated and of financial and accounting performance. The strategic purposes
are also discussed which drove the merging activity. The theoretical background for mergers and
acquisitions is presented. Finally, the subprime market implications and hypothesis about a

potential second merger wave are included in the analysis.
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Summary (in Greek)

O Paoikdg okomdg avTNG TG £PEVVOS vt 1 avAALGT OA®Y TOV GLVOALAY®OV TNV TEPi0do 1999-
2007 otov eMnvikod tpamelicd kK ado. To delypa amoteleitor and T1g 6 PHEYOADTEPEG GLYYWVEVGELS
kot g€ethleTon 0 OpPOVG  AVTIKAVOVIKOV amoddcemv  ( abnormal returns) xkobmdg Ko
YPNHATOOIKOVOUIKDOV-AOYIGTIKOV armodocewv. Emiong, avapépovtol kot ot 6Tpotnyikoi 6Komol Tov

00NYNOV GE L GLYXDOVEVOT 1| e&0yOpd.

H épevva yopileton o 6 Paocukd pépn:

1. yivetoun o avoapopd o taioidtepn PipAloypapio Yo TIG CLYYWOVEVLGELS Ko TIG EE0YOPES TV
Tpamel®V,

2. mopatifeton 10 BepnTikd VIOPAOPO TOV CLYY®VEVCEMVY Kol EE0yOPDV,

3. axoAovBei ) gumelpikn avdAvon TV 0eS0UEVOV TOV delyoToC,

4. m avdloon 6€ OPOVG AVTIKAVOVIK®V ATod0GE®mV PE dEova TNV NUEPOUNVIN avaKoivwong g
ocvvaArayng ( event study),

5. M avdAivon g LakpoypOVIaS omdS00NG TOV GUYYMVELUEVMV ETAUPLADV,

6. KOl TEAOG M0 OVAPOPA GTNV TTPOCPOTN TOYKOGUL OIKOVOUIKY Kpion kol T avty Oa
UTOPOVGE VO, ATOTEAECEL KIVITPO Yol £VOL VEO KUUO CLYYWOVELGEMY GTOV EAMNVIKO Tpamelikd

KAGOO.

1. Biphoypaoia

H avaeopd oce molootepn Piprloypoapio apopd oe mapdbeon epevvdv mov €yovv yivel o6To
mopeABoOv yio ocvyyovevoel oe OA0 Tov KOopo kot otnv EAAGoa. H PipAoypoeio tov
OoLYYOVELGEMV Kol e€ayopdv oTov Tpamelikd Topén ivar moAd peydAn, yi avtd 1o Adyo £xovv
nopatedel KAMOlEG amO OVTEC TIG EPEVVEG, Ol OMOIEC OvAPEPOVIOL Kotd kOplo Adyo oTnv
ATOTEAECUATIKOTNTO TOV cvyywvevoewv. BéPata a&iler va onueiwbel 0TL ta amoteléouarto
TOIKIAOVV GTO KOTE TOCO 01 GLYXWVEVGELS TOV TPOTEC®V UTopovV vo avéfcovy v a&io Toug apov
01 £PEVVEC OVOPEPOVTOL OE OLUPOPETIKEG YDPES, OLUPOPETIKES OIKOVOUIES KOl OLOPOPETIKT YPOVIKY

nepiodo.



2. OcpnTIKO VIOPaOPO TOV GUYYOVEVGE®Y
H évvoia ¢ ouyymvevong pe v eayopd dapépel 6to eENg:
=  E&ayopd &xovpe 0tav pia etonpio ayopalet po AN eTotpio Kot 1 £T0Pio-6TdY0G TAVEL VO
veiotatal, EVO 1 HeToyn TS eToupiag - ayopaotn cuveyilet va dSampayLateveToL.
= Avtifeta, ocvyydvevon elvar 0 cuVOLOGUOC dVO ETaPlOV TOL 1010V pEYEBovg o
HEYOADTEPT.
Ta €lon tov cvyywvevcewmv Kot e&ayopmv eivarl ta eENg: opiloviies, Kabeteg kot 1 kowvompasio
EMYEPNOEDV JAPOP®V KAAS®MV dpaGTNPLOTNTOC.
Ta Baocwd Prjpoto pog ovyyovevons sivor mévte: avAmTLEN KOWNG GTPATNYIKNG, ETIAOYT
OTPOTNYIKNG OO TOV OyOPOoTH], GLYKPOTNON TNG GUVOAANYNG KOl OUTPOYUATEVCT], EVOOUATMOO
LETE TN GLYXDVELGT TOV ETAUPLDV KOL TOV SLOPOPETIKMOV GUGTNUATMV TOVG, KOt TEAOG 0 EAEYYOG Yo

TO OV TAV EMTLYNG 1 GUVOALOYT, 1] ATOTIUNGT TOV AAODV €6V OV NTOV EMLTLYNS.

Oocov apopd o KivnTpa TOV CLYYOVELGEMV Kot €€ayOpdV OVOADOVIOL GE TEVIE OLPOPETIKEG
Bewpleg: owkovopkég Bempiec, Ol0knTIKEG Oewpieg, ypnuatootkovopkés Bewpieg, oTpaTnyIKég
Bewpieg Kol opyoveTKEG Kot Bempieg cuUTEPLPOPAS. TNV GuVEXELD TapoTifevTal HETPA OTOPVYNG
pG ovyyovevong 1 e€ayopds amd v peptd tng etaipio otdéyo KaBDS Kot HETPA TOL TOAPVEL

aeov &xet yivel 1 e&ayopd.

3. Epmeipuki) Avaivon
Ye oo to onpeio, e€etdalovpe TNV AEITOLPYIKY ATOS0GN TOV TPATEL®V TOL deiynaTog pog 2 ypovia

TPV TNV OVOKOIVOGoN NG cvyyovevons. To deiypa pog eivor to €ENG:

Huepounvia avakoivwong Etaipia- Ayopaoctig ETtaipia- otéx0g

29/3/1999 Alpha Bank loniki Bank
9/6/1999 Eurobank Ergobank
20/12/1999 Piraeus Bank Macedonia & Thrace Bank
20/12/1999 Piraeus Bank Chios Bank
9/6/1999 Eurobank Telesis Investment Bank
23/03/2006 Marfin Investment Egnatia Bank

Group

2T0 GCLYKEKPEVO oMpeio TG avAALGNG YPNOLLOTOOVVTOL YPNUOTOOIKOVOUIKOL OgikTeC OmmC:
capital-assets ratio, loans-total assets ratio, diversity earnings ratio, other expenses in services &

technology ratio, ROA, ROE, Net Profit Margin ratio, capital coverage ratio and relative size ratio.



Yroloyilovtag to HEGO OpO TOV TOPATAVE OEIKTMV Y10, TOV OyOPAOoTN KOl TNV £Taipio 6To)0
ovumepaiverar 6t ot dgiktec ROE ot ROA givar vymAdtepot yio Tig €Toupieg-ayopaotés , VA 0O
deiktng loans-total assets givor VYNAOTEPOS Y1 TIG €TAPIEG-GTOYO, TPAyLO TOL oNUAivEL OTL £YOVV

VYNAGTEPO OAVEICUO TPV TNV GLYYDVEVOT).

4. Av@Aoon OVTIKOVOVIK®V 0T000GEMV

Mo Tov VTOAOYIGHO TOV OVTIIKAVOVIKMOV OTOdOCEMY YPNOLULOTOOVVTOL Ol TIHES KAEIGINOTOG TV
LETOYMV TMOV OYOPASTMOV KOl TOV ETOPIOV-CTOY®V ALYeG HEPES TPV Kol UETO TNV muepounvio
aVOKOIVOOoNG TV oLYYOVELGE®MY KaBMG Kol m T KAewsipatog tov  ['evikoh Agiktn Tov
EMnvikod Xpnuotiomnpiov ya tig idtec nuépec. Ta amotedéopata eival dloitepa evolapipovTa,
a@ov M o mETVYNUEVN Svuyxdvevon Ntav ¢ Alpha Bank pe v loviknq Tpdnelo pe cumulative
abnormal return Oetikéc ota 28% kot 9,39%. Emiong, mapatnpeiton 6TL ot groupieg-ayopaotég
ONUEIDVOVV UEYUAVTEPES OMOOOCES AMO TIG ETAIPIEG- OTOYOVLS €KTOG OMO TNV MEPIMTOON TNG

Eurobank pe v Ergobank mov cupfaivet to avtifeto.

5. Avaivon pokpoypoviag amrooocng

2V avaAvon HaKpoypoviag amdd0oons VIToAoYi{ovtal ol 0modO0ELS TV TPATELMV-0YOPUCSTAOV LE
Baon Ttic Tég KAewoipotog 66 pépeg ko 126 pépeg petd v muepopnvia avaxoivwong g
OLYYMDVELOTG. XTN CLVEYEWL GLYKPIvOvTOol pe TNV mopeia Tov Oeiktn ekeiv) TV mEPiodo Kol Ta
ouumePAoHATO TOL amoppEovy givar ta e&ng: n Alpha Bank &iye v vymiotepn amddoon kot otig 2
vromeplddovg ovpPadilovtag pe v amoddoon tov dgiktn. H Eurobank siye vro-anddoon o€ oyéon
HE TOV OEIKTN OmOdEIKVOOVTOS OTL 1] CLYYMVELSON aVTY dNUovPYNce apefatdotnta oty ayopd. H
Tpanela Ilepoudg copPdadice pe tov deiktn por mepiodo 6émov 10 EAAnvikd Xpnuotiotiplo

nePVOVoE o 1oyvpn kpior, evd n Marfin napovcioce vrép-anddoon.

6. Ava@opd oty TPOGPATI| OIKOVOULIKI] Kpion

210 televtoio HEPOC OLTNG TNG €peuvag YiveTowl o avo@opd oTnV TPOCEATI TOYKOCLLO
OIKOVOUIKY] Kpiom mov €xel TANEEL TNV TOYKOCULO. OIKOVOUID ONUIOVPYDVTAS £TGL KOl TPOPANHOTOL
oT1g eMnvikég tpdmelec. Evad oty Evponn kot Apepiki) moAlol yp1UOTOTIGTOTIKOL OpYaVIGHOL
dev Pynkav Vikntég amd ot TV KpioT Kot 1 TTOYELSOV 1) cuyywveLTnKay, ot EAAnvicég Tpameleg
UTOpeESAV UEXPL KO TOPO Kot dtotnpndnkov yopig peydrec ammieies. BéBara, erjueg BELovv 6t0
OUVTOUO HEALOV VO TTPOYLOTOTOIOVVTIOL GUYYMVEVGELS TV TPAmeElDV Ue oKOTO TNV emPiwon Tovg

KOL KAT’ €XEKTOON TNV S1EDPLVON TOLG KOl EKTOC TOV EAANVIKOV GLUVOPM®V.



1. Literature review

In the attempt to consider the results of potential bank mergers in Greece, it is essential to take into
consideration the relevant literature. This involves the effects of mergers in different countries as
well as the different perspective from which researchers have reached to their conclusions regarding
whether eventually bank mergers and acquisitions create value and increase performance in the
post-merger period. Also, taking into account the recent financial crisis, we will expand the research
as to whether mergers could be helpful in preventing severe liquidity risks. In that purpose, we also

examine the relevant literature.

Peristiani (1996) analyzed the post-merger performance of US acquiring banks during the period
1980-1990. He investigated the effect of mergers on the efficiency of mergers survivors. More
particularly, the study was focused on X-efficiency and scale efficiency. He came to the conclusion
that surviving banks presented a small decline in X-efficiency two to four years after the merger.
The acquiring banks achieve improvement in scale efficiency and profitability. However, the
success of the merger depends on the ability of the surviving banks to avoid any unnecessary
increases in non-performing loans and on their ability to re-organize the acquired bank. Finally,

banks can achieve the same outcome through internal cutbacks and re-organization.

Akhavein, Berger & Humphrey (1997) examined the efficiency and price effects of mergers using
as sample the banking megamergers of the 1980s’. They found that merged banks experienced a
16% average increase in profit efficiency relative to other large banks. Generally, merging banks
shift their portfolio mix from securities towards loans as it has been proved that loans’ issuance
creates more value than securities’ purchase. The writers use three hypothesis: under the
Diversification Hypothesis, the aforementioned change in mix may be realized because merging
banks have improved diversification of risks that allow higher loan/ asset ratio. Under the Relative
Efficiency Hypothesis, the acquiring bank tends to push the target bank towards its own level of
efficiency enhancing in that way the post-merger efficiency gains. Under the Low Efficiency
Hypothesis, the post-merger improvement in efficiency is higher if either or both of the merging
banks have low pre-merger efficiency. This happens because the merger event itself may have the
effect of giving incentive to management or be used as an excuse for the implementation of
important restructuring or other changes which will lead to improved efficiency. They also
examined the effects of bank megamergers from the scope of the adjusted returns on assets and

equity.



Shih (2000) examined the effects of bank mergers in the aftermath of the Asian financial crisis. The
governments heavily encouraged bank mergers so that bank failures could be avoided. However, it
is proved that even if one healthy bank merges with a weak bank the risk of bankruptcy is not

reduced but increased. The writer concludes that mergers should be conducted on a wholesale basis.

Resti (2000) conducted an analysis using a sample of bank acquisitions in Italy. More specifically,
he compared market-based and accounting-based performance indicators. Accounting data are
represented mainly by the financial ratios as those are derived by the bank balance sheets, i.e.
profitability ratios (net profit/ total equity, net profit/ total assets net operating income/ total equity,
net operating income/ total assets), productivity ratios ( cost-income ratio, total deposits per
employee, total assets per employee), asset quality ratios ( loan loss provisions/ total loans, bad
loans/ total loans) and capital adequacy ratios ( equity/ total assets, free capital/ total assets). The
conclusion was that there were positive results concerning financial and operating performance as
reflected by accounting data. The market reaction seemed to be stronger for the bidders. However,

this reaction does not improve when the acquirer is more efficient than its target.

Wang (2003) researched a new measure of the value added of bank services to estimate the impact
of mergers on bank costs and productivity. She found that the use of the book value of financial
assets leads to the strange conclusion that bank mergers cause increases in profit but no cost savings
or increases in market power. It was also proved that mergers do not create real savings exclusively

through the better diversification from the combination of banks’ assets.

Carletti, Hartmann and Spagnolo (2003) examined bank mergers from the scope of heterogeneity
in banks’ sizes and its relation to liquidity risk. They conclude that mergers in general do not lead to
a more asymmetric banking system which would deteriorate aggregate liquidity. However, a
potential financial consolidation is bound to cause higher liquidity risk if mergers demand a

reduction of banks’ reserve holdings.

On the other hand, Athanassoglou and Brissimis (2004) examined the effect of M&A’s in greek

banking on the cost and profit efficiency and on the economies of scale.

Altunbas and Ibanez (2004) studied the recent financial consolidation in the European Union and
they analyzed the strategic similarities between bidders and targets on post-merger financial

performance, in terms of return on capital. They made the assumption that the allocation of
9



resources as being showed in the balance sheets reflects the strategic focus of banks. More
specifically they examined domestic mergers and they found that similarities in the efficiency and
deposits strategies of merging banks lead to enhanced performance during post-merger period. In
that purpose they used a variety of financial indicators such as measures of financial performance,
asset and liability composition, capital structure, liquidity, risk exposure, financial innovation and
efficiency (see table for details). They concluded also that bidders are most cost-efficient than
targets while targets have larger loan and non-interest income to total assets ratios. Moreover, it is
proved that inconsistencies in earnings, loan and deposit strategies deteriorate the potential post-
merger performance. In overall, the writers found that strategic and organizational similarities are

significant so that the post-merger financial performance could be improved.

Table 1
Definition Symbaol Formula
Performance change AROE Return on equity (post-merger) — weighted return on assets (pre-
merger)
Liquidity Lig Liquid asset/Total deposit
Cost-income ratio COSTVING Total cost/Total revenues
Capital-assets ratio CATA Capital/Total assets
Loans-total assets LOANTA Net loans/Total assets
Credit risk BADLANT INC Loan loss provision/Net inferest revenues
Diversity earnings OO0R/TA Other operational revenue/Total assets
Off-balance sheet OBS/TA Off-balance-sheet items/Total assets
Loans to deposits LOANS/DEP Customer loans/Customer deposits
Other expenses in services  TECH Other expenses/Total assets
and technology
Bidder performance PREROE B Return on equity of the bidder (pre-merger)
Relative size RSIZE Total asset of target/Total asset of bidder
Time dummies T _DUM Yearly time dummies

Source: Altunbas and Ibanez (2004), Mergers and Acquisitions and Bank performance in Europe-
The role of strategic similarities

Mylonidis and Kelnikola (2005) examined the financial and operating performance of five merger
deals in greek banking sector. Their research was based on analyzing the operating performance
during pre and post-merger period using accounting data i.e. ratios such as: profitability ratios (
ROA, ROE, Net Profit Margin, Equity Multiplier), operating efficiency ratios ( Total Operating
Efficiency, Personnel & Management Expenses/ Total Revenues, Personnel & Management
Expenses/ Total Expenses), labour productivity ratios ( Total Assets/ No of Employees, Net profits
No of Employees, No of Employees/ No of Subsidiaries), liquidity ratios ( Loans/ Deposits, Cash+

Reserves+ Securities/ Total Assets, Cash+ Reserves+ Securities/ Total Deposits, Credit Risk and
10



Solvency Ratios ( Amount due from customers/ Total Assets, Capital Coverage and Owner’s
Equity/ Amount due from customers). They also conducted event studies allowing in that way an
assessment of the impact of merging activity on value creation for shareholders. The conclusions
showed that profit operating efficiency and labour productivity ratios of the bidding do not improve
after merger. Liquidity measures are worse in the post merger period. The event study methodology

revealed that m&a transactions are on average successful and the create value on a net basis.

Table 2

The following table lists and defines the alternative proxies employed in the analysis.

Performance Proxies Preferred
Indicators Direction
Profitability Return on Assets (ROA)=
Net income/Total assets Increasing
Return on Equity (ROE)=
Net imncome/Total equity Increasing
Net Profit Margin (INPM)=
Net income/Total Revenues Increasing
Equity Multiplier (EM)=
Total assets/Total equity Depends®
Operating Total Operating Efficiency (TOE)=
Eftficiency Operating expenses/Operating Revenues  Decreasing
Personnel and Management Expenses/
Total Revenues Decreasing
Personnel and Management Expenses/
Total Expenses Decreasing
Labour Total Assets/No. of employees Increasing
Productivity Net income /No. of employees Increasing
No of employees/No. of subsidiaries Decreasing
Liquidity Loans/Deposits Decreasing
Cash+Reserves+Securities/
Total assets Increasing
Cash+Reserves+Securities/
Total deposits Increasing
Credit Risk Amount due from customers/
Total assets Decreasing
Solvency Capital Coverage (CC)=
Owner’s equty/Total assets Increasing
Owner’s equity/Amount due from
customers Increasing

accounting perspective

Source: Mylonidis and Kelnikola (2005), Merging Activity in the Greek Banking System: a financial

11



Koetter, Bos, Heid, Kool, Kolari and Porath (2006) found that the size of the financial institutions is
a very important factor which determines the role that a merging bank assumes in a merger i.e.
whether it will be the bidder or the target. They examined both distressed and non-distressed
merging banks (the term distressed refers to banks that are closed to failure) and they concluded that
the aforementioned types of banks have lower capital reserve ratios than non-merging banks, lower
exposure to securities business, higher credit risk and below average efficiency. Additionally, they
observed that merger events are bound to happen between banks that demonstrate relatively bad
financial profiles. In that framework, it can be proven that a significant proportion of the merger’s
sample serve the objective to prevent banks from failure. It should be mentioned that the sample
refers to the recent consolidation in German banking and it showed that this merger wave was

associated with underperforming target and acquirer institutions.

Lausberg and Stahl (2006) researched the non-economic reasons for bank mergers. More precisely,
they examined the motives of the decision makers — bank managers based on the theory that
managers act as agents for the bank and they want to maximize their own interests as well.
Furthermore, they used as criteria of mergers decisions four selected motives: power motive,
achievement motive, sensation seeking and prestige motive. The result showed that the
aforementioned motives play a significant role in a potential bank merger. Especially even if a
merger is likely to have negative economic effects, the managers based on their own interests may

disregard them and proceed with a potential merger.

Ashton & Pham (2007) studied 61 UK retail bank mergers with regard to the realized efficiency
gains and whether these gains can be transformed into interest rate reductions. The results showed
that even though retail bank mergers improved the efficiency of the financial institution during post-

merger period, these gains did not lead to reduction in retail interest rates.

Fritsch (2007) studied the long-term effects on target banks of 84 bank acquisitions in 17 countries
in Central and Eastern Europe and he compared the post-merger effects on targets being acquired
by western banks to those being acquired by banks whose origin is from the developing countries of
the aforementioned region. More precisely, the long-term effects refer to profitability, cost
efficiency and the advancement of loan portfolios during the 3-year post-merger period. Bidders
tend to acquire larger banks, which operate at low cost efficiency level. The researcher concludes

that the country from which the acquirer comes affects the post-merger performance. This papers
12



leads to the result that the target banks that have been acquired by western banks have been

benefited more than their domestic competitors.

Table 3

Variable Description Definition

t ROE Target return on equity Target return on equity in the year of the transaction (%)

a ROE Acquirer return on equity Acquirer return on equity, average values over the period from
the transaction until three years after the transaction (%)

t CIR Target cost to income ratio Target cost to income ratio in the year of the transaction (%)

a CIR Acquirer return on equity Acquirer cost to income ratio, average values over the period
from the transaction until three years after the transaction (%)

t LOANS Target loans Size of loan portfolio of the target in the year of the
transaction (Mill. Euro)

RELSIZE Relative size acquirer to target ~ Log of total assets of the acquirer divided by log of total assets
of the target in the year of the transaction

WEST Westen acquirer Binary dummy variable: 1 for acquirers from developed
western countries: 0 otherwise

CROSS Cross counfry transaction Binary dummy variable: 1 for cross country transactions; 0 for
domestic transactions

INCOMETAX  Corporate income tax De jure corporate income tax in target nation (%)

GDPCAP Relative GDP per capita GDP per capita acquirer nation divided by GDP per capita

acquirer nation to target nation  target nation. average values over the period from the
transaction until three years after the transaction (%)

GDPGROWTH  Relative GDP growth acquirer ~ GDP growth acquirer nation divided by GDP growth target

nation to target nation nation, average values over the period from the fransaction
until three years after the transaction (%)

t HERF Herfindahl index target country ~ Herfindahl index in target country: sum of squares of the total
assets divided by the square of the sum of total assets of all
banks: average values over the period from the transaction
until three years after the transaction, own calculations based
on data from BankScone

a_HERF Herfindahl index acquirer Herfindahl index in acquirer country; sum of squares of the

country

total assets divided by the square of the sum of total assets of
all banks; average values over the period from the transaction
until three years after the transaction, own calculations based
on data from BankScope

Source: Fritsch (2007), Long Term effects of effects of Bank Acquisitions in Central and Eastern

Europe
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Table 4

Characteristics Acquirer Targets Ratio Targets/Bidders
Total assets in Euro, millions
Mean 188.006.0 1.731.4 0.92%
Standard deviation 213.760.3 32,0235
Min. 128.4 10.5
Max. 969,596.1 14,4441

Total equity in Euro. mullions

Mean T.885.6 162.8 2.06%
Standard deviation 10.583.5 2518

Mvlin. 17.0 -8.8

Max. 71.150.9 1.274.5

Return on Equity

Mean 14.6% 1.8% 12.17%
Standard deviation 19.5% 46.4%

Mvlin. -64 8% -199 4%

Max. 146.6% 141.7%

Cost-to-income ratio (CIE)

Mean 62 4% 82.7% 132.53%
Standard deviation 22.8% 54.3%
Mvlin. -90.7% 10.8%
Max. 110.0% 296.3%

Source: Fritsch (2007), Long Term effects of effects of Bank Acquisitions in Central and Eastern
Europe

Anthony Rezitis (2007) studied the efficiency and productivity effects of bank mergers in the greek
banking industry. The purpose of this paper was to examine the effect of mergers on the technical
efficiency and total productivity during the period 1993-2004 in comparison with the non-merged
banks and the post-merging period. The results of this analysis were negative since merged banks

experienced a decline in technical efficiency and productivity.

14



Merger activity exammned in the present study

Table 5

Year Acquirer bank Target bank

19497 EFG Eurobank Interbank

19497 Piraens Bank Chase Manhattan ®

1945 National Bank of Greece Mational BEstate Bank
1940H Pirgeus Bank Credit Lvonnais Greece
1909 Bank of Athens " Eurchank

1940 Piraeus Bank Mat, Westminster Bank®
194949 Bank of Central Gieece © Egnantia Bank

1949 EFG Eurobank Bank of Crete

2000 Alfa Bank Ionian Bank

2000 Piragus Bank Macedonia & Thrace Bank
2000 Piragus Bank Chios Bank

20000 EFG Eurcbank Erpasias Bank

2001 EFG Eurobank-Engasias Teless Investment Bank

2002

National Bank of Greece

ETEBA

Motes: The vear column refers to the vear of merger deal completion,
* The bank branch located in Greece.
" Eurobank is absorbed by the Bank of Athens and the new bank is named EFG Burchank.
© Egnatia Bank is absorbed by the Bank of Central Greece and the new bank is named Egnatia Bank.

Source: Anthony Rezitis (2007),Efficiency and Productivity Effects of Bank mergers. evidence from
the Greek banking industry

Bloch (2008) researched the financials of 457 regional saving banks in Germany, which have been
involved in 212 mergers between 1994-2006. He examined how bank mergers affect bank revenues.
He found that the negative impact of a merger on net operating revenues reaches 3% of pro-forma
consolidated banks’ results for up to four years post-merger. This is due to organizational
diseconomies, the loss of customers and the temporary distraction of management so as to realize
the merger. This practically means that the increasingly organizational complexity makes it more
difficult for senior management to effectively manage and control day-to-day operations. He also
found that negative merger related effects affect bank profitability because mergers don’t seem to
produce sufficient cost synergies to offset the negative impact on net operating revenues. Finally, he
examined whether banks’ experience from repeated involvement in mergers have positive results
and he found that there are learning effects that help banks to reduce negative outcomes on net

operating revenues in future deals but these cannot be completely offset.

Hernando, Nieto & Wall (2008) examined the determinants of bank acquisitions in the European
Union during 1997-2004. The purpose of this paper was identify the differences between the banks
that were targets against those that were not in the EU during the examined period. They examined
both in-country and cross-border deals. The factors they used in their model were target operating
performance, capitalization, prospects for future growth, banks’ size, banking industry
concentration, management incentives, and other target characteristics such as asset quality. Thus,

they estimated the probability of being acquired by another bank. The main conclusions were that
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larger banks are bound to be acquired by other banks in the same country, underperforming targets
are more likely to lead to efficiency gains in a merger, domestic takeovers are less likely to occur in
more concentrated markets while cross-border takeovers are possible to happen in such markets.

Finally, in cross-border acquisitions inefficient and less profitable banks are not likely to be targets.

It can be identified that the recent literature review does not give unanimous results regarding both
the reasons for and the effects of bank mergers and acquisitions. It is worth to be mentioned that the
review is based on different countries and different economies. In this paper will be presented an
analysis of the causes and the outcomes of past mergers and acquisitions between Greek banks and
will be investigated whether a potential merger activity will take place during and after the financial

crisis and whether this movement will be beneficial.

2. Theoretical background

2.1 Definitions

Merger: It is a combination of two companies into one larger company. In the pure sense of the
term, a merger happens when two firms, often of about the same size, agree to go forward as a
single new company rather than remain separately owned and operated. This kind of action is more
precisely referred to as a "merger of equals." Both companies' stocks are surrendered and new
company stock is issued in its place. In practice, however, actual mergers of equals don't happen
very often. Usually, one company will buy another and, as part of the deal's terms, simply allow the
acquired firm to proclaim that the action is a merger of equals. A purchase deal will also be called a
merger when both CEOs agree that joining together is in the best interest of both of their

companies.
Acquisition: When one company takes over another and clearly established itself as the new owner,
the purchase is called an acquisition. From a legal point of view, the target company ceases to exist,

and the buyer's stock continues to be traded.

Rationale of a proposed merger

The basis hypothesis of a potential merger is that 2 or more companies combined in one should be
more efficient that they are on a standalone basis. A merger should be realized when there is the
expectation that the present value of cash flows of the combined firm will be higher or at least equal
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to the corresponding present value of cash flows of each firm plus the present value of the potential

synergies.

2.2 Types of mergers

Horizontal: Two companies that are in direct competition and share similar product lines and
markets.

Vertical: A customer and company or a supplier and company.

Conglomeration:  Two  companies that have no  common  business  areas.

According to extensive empirical evidence with regards to the merger waves and the efficiency of
the deal, it was observed that target stockholders experience an abnormal return between 20% and
43%. On the other hand the acquirer’s stockholders either see their returns to be reduced or to be
relatively stable. This fact essentially means that they are indications of wealth transfer from the
acquirer to the target firm, while the cumulative result of the combined firm is insignificantly
positive. However, mergers and acquisitions can indeed create value and can help to successful
restructuring of firm, as long as certain conditions are met and the economic environment is

favourable.

The key of success is found not only in the characteristics of deal structure and the strategy that is
followed during the bid, but also in the consideration that a bid is not a simple transaction but a
complete strategic process which should be realized in conjunction with the corporate strategy

aiming at creating competitive advantage.

2.3 Deal steps

1. Corporate strategy development: This stage includes the selection of the suitable corporate
strategy which has to be in harmony with the strategies of other sectors of the firm.

2. Selection of acquisition strategy: This stage refers to the way, in which the selected strategy will
be in effect, that is through the acquisition of another firm. The assessment of the acquired firm
should be based on the target strategic fit, so that synergies could be realized and on the value
creation produced by the deal.

3. Deal structuring and negotiation: This stage is associated with technical issues concerning the
selection of the financial advisors, due diligence of the target firm by the appropriate internal and

external auditors, the valuation of the target firm and the determination of bid price range, the
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negotiations about the placement of the executives of the target after the creation of the combined
firm and finally the development of bid tactics and defense strategies.

4. Post-acquisition integration: It relates to the management of actual problems that arise with the
acquisition of the new firm and to the integration of the different organization and information
systems.

5. Post-acquisition audit and learning: It refers to the evaluation of what went wrong or right and if
eventually the deal is successful or not. This is a very important step and it should not be

disregarded.

2.4 Mergers & acquisition’s incentives

- Economic Theories

Under these theories it is believed that the incentives of M&As are mainly economic.

1. Profit-maximisation and shareholder’s value maximisation: This hypothesis is based on the
classical economic approach according to which, firms in order to survive in a competitive
environment aim at profit maximization. Therefore, management considers that acquisitions are an
investment plan which has to be judged according to its Net Present Value. If this is positive the
shareholder’s wealth is maximized. This maximization can be produced by efficiency gains or

increase in market power of the combined firm which leads to the creation of monopoly profits.

The increased efficiency can be achieved through the creation of synergies:

- Operational synergies: They can be derived from economies of scale, economies of scope and
economies of learning. Economies of can usually be realized in horizontal mergers, while
economies of scope / learning can be found in vertical or conglomerate mergers.

- Managerial synergies: These result from more effective exploitation of management capabilities of
both firms or from the replacement of an inefficient management team of the target firm.

- Financial synergies: They can come from the increased debt capacity which derives from
differences in debt ratios of the firm involved in the deal or from the low correlation of the cash
flows which in turn decreased the bankruptcy risk. Moreover, they are favored by the existence of
excess cash flow for bidder’s side and the existence of investment / growth opportunities for the
target side. Finally, such synergies can be produced by the potential tax savings that can be realized

either from tax incentives or from loss transfer which will provoke effective tax rate reduction.
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2. Information Asymmetries Hypothesis: Mergers are caused due to different valuations of the
targets which are a consequence of information asymmetry among the market participants. Thus,
the fact that can be used as an incentive for an acquirer to make a bid is its belief that, according to
inside information, the target may be undervalued and therefore, by proceeding to the deal can
exploit the target’s capabilities. The fact that a bidder’s valuation is higher than the market signals
to the market that the fair value of the target is higher and hence there is a higher profit margin. This

partially explains why the target stock price continues to increase even if the bid is not successful.

3. Economic Disturbance Theory / Market Overreaction Hypothesis: It explains the phenomenon of
merger waves. According to this theory, markets tend to overreact to the announcements concerning

bad or favorable information on a micro — macro economic basis.

4. Games Theory: It concerns the analysis of the optimal decision making when all the decision
makers act rationally each of them tries to guess the decisions of the other. Therefore, it is described
how firms react to possible movements of competitors and in that way can be explained the waves

of horizontal mergers, such those that occurred in the Greek banking sector.

- Managerial Theories:

These theories are based on the situation that dominates in markets which perfect competition does
not exist. This leads to the reality where management intends to increase the firm’s size rather than
maximize firm’s profits.

1. Agency Problem: This problem occurs due to the fact that the agents (managers) and the
stockholders are not the same. Thus, it is likely that the aforementioned teams have different
purposes and conflicting interests. Consequently, stockholders need to spend funds in monitoring
costs to effectively control managers. This problem gets worse when managers do not possess
stocks of the firm and thus, they tend to increase the size of the firm so that they could increase their
salaries, bonuses and impact on the firm. Additionally, the existence of Free Cash Flows in
managers’ hands means that managers may proceed to acquisitions instead of distributing high
dividends and they may reduce the firm value. This is the reason why sometimes bid

announcement lead to decline to bidder’s stock price.

2. Hubris Hypothesis.: This theory developed with the purpose to explain the negative returns that

are observed in bidder’s stock during the acquisition period. It is believed that bidder’s managers
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tend to overpay for acquisitions due to their excessive optimism and over-confidence on their

abilities.

- Finance Theories:

The promotion of the profit maximization under the constraints that are placed by the management
hubris is undertaken by the market itself.

1. Market for Corporate Control: There is a corporate control mechanism that dominates in a
competitive market. This theory implies that when managers take decisions that are against the
stockholders and thus the stock price declines, then the market itself through the acquisition process
replaces the ineffective management team or gives them the chance of improving their performance

if they manage to stay in the new firm.

2. Real Options Theory: The implementation of an acquisition is similar to the purchase of a call
option on the assets of the firm while on the other hand the divestment is similar to a put option on

the same assets.

- Strategic Management Theories:
The decision regarding an acquisition is the outcome of the selection of the optimal corporate
strategy in accordance with the overall strategic purposes of the firm. Thus, the acquisition process

participates in the creation of the competitive advantage of a company.

- Organizational & Behavioral Theories:

They state that management’s decisions are not absolutely rational which are subject to several
psychological pressures as in an company different people with different expectations, judgments
and priorities with regards to an acquisition. Nevertheless, takeovers lead to radical changes and

create fear and resistance from personnel and management perspective.
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2.5 Factors that affect the M&A’s performance

These factors can be distinguished into long-term and short-term. Long-term factors involve the
decision for a merger as the part of a whole corporate strategy which aims at the creation of
competitive advantage or the enhancement of an existing. These are:

- The correlation of the activities of the companies that are involved in the merger, i.e. whether the
merger is horizontal, vertical or conglomeration. Many academics support the view that profits are
higher in the case of related activities mainly due to the existence of operational synergies and
operational efficiency. However, another team of academics consider that conglomerations create
significant value due to either managerial synergies or financial synergies which are created by the
low correlation of the cash flows. Moreover, in many mergers where the activities seemed to be
unrelated, there were significant gains from the managers’ experience, the technological know-how
and efficient marketing.

- The economic cycle of the sector, i.e. whether the sector is growing, matured or declining.

The short-term factors are related to the conditions under which the bid will take place, several
bidder and target tactics and the way the deal will be structured. These are:

- Mood of the bid: Whether the bid is friendly or hostile. Hostile bids are related to higher returns
for the target’s stockholders.

- Type of bid: The bid can be realized through a tender offer (direct bid to the stockholders) or a
merger (arrangements between the management teams). Studies have shown that tender offer
dominate in M&A practice.

- Type of payment: It may be cash, equity or combination of both. Bids that are settled by cash offer

higher returns to the stockholders.

Moreover, if bidder has already acquired a stake of target’s stocks, then the target returns decreases
while bidder’s return increases. If institutional investors have acquired block of stocks in the target
during the bid period, then target’s shareholders’ gains are declined due to the effective control that
is exercised by the institutional investors. Furthermore, the existence of more than one bidder
increases the potential returns of target’s shareholders. Finally, important role plays the size of the
bidder in comparison with the target’s size. The market reacts positive when the target’s size is

relatively smaller than that of bidder.
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2.6 Management entrenchment hypothesis versus stockholder interests

hypothesis

The management entrenchment hypothesis proposes that nonparticipating stockholders experience
reduced wealth when management takes action to deter attempts to take control of the corporation.
This theory asserts that managers of a corporation seek to maintain their positions through the use
of active and preventative corporate defenses. According to that, stockholder wealth declines in

response to a reevaluation of firm’s stock by the market.

The shareholder interest hypothesis implies that stockholder wealth rises when management takes
actions to prevent changes in control. The fact that management does not need too devote resources
to preventing takeover attempts is considered a cost savings. Such cost savings might come in the
form of management time efficiencies savings, reduced expenditures in proxy fights, and a smaller
investor relations department. The shareholder interests hypothesis can also be extended to show
that antitakeover defenses can be used to maximize shareholder value through the bidding process.
Management can assert that it will not withdraw the defenses unless it receives an offer that is in

shareholders’ interests.

2.7 Preventative antitakeover measures

Companies have considered and developed a plan of defense in the event that the company becomes
the target of a hostile bid. Some of these plans are directed at reducing the value that the bidder can
find in the firm. The value-enhancing characteristics of a target include features such as high and
steady cash flows, low debt levels and low stock price relative to the value of the firm’s assets. The
presence of these factors may make a firm vulnerable to a takeover. Therefore, some preventative
measures are designed to alter these characteristics of the firm in advance, or upon completion of a
hostile takeover, so that the financial incentive a raider might have to acquire the target is

significantly reduced.

22



Types of Preventative Antitakeover Measures

Poison Pills: these are securities issued by a potential target to make the firm less valuable
in the eyes of a hostile bidder. There are two general types of poison pills: flip- over and

flip- in.

Flip-over poison pills have the drawback that they are effective only if the bidder acquire 100%

of the target. They are not effective in preventing the acquisition of a controlling but less than

100% interest in the target. Flip-in poison pills were an innovation designed to deal with the

problem of a bidder who was not trying to purchase 100% of the target.

Flip-in provisions allow holders of rights to acquire stock in the target, as opposed flip-over

rights, which allow holders to acquire stock in the acquirer. The flip-in rights were designed to

dilute the target company regardless of whether the bidder merged the target into his company.

They can be effective in dealing with raiders who seek to acquire a controlling influence in a

target while not even acquiring majority control. The presence of flip-in rights makes such

controlling acquisitions very expensive.

Poison Puts: they involve an issuance of bonds that contain a put option exercisable only in
the event that an unfriendly takeover occurs. A put option allows the holder to sell a
particular security to another individual or firm during a certain time period and for a
specific price. The issuing firm hopes that the holders’ cashing of the bonds, which creates
large cash demands for the merged firm will make the takeover prospect most unattractive.
If the acquiring firm can convince bondholders, however, not to redeem their bonds, these
bond sales may be avoided. In addition, if the bonds are offered at higher than prevailing

interest rates, the likelihood of redemption will not be as high.

Corporate Charter Amendments: changes in the corporate charter are common antitakeover

devices. Corporate charter changes generally require shareholder approval. Only in extreme
cases of poor management performance stockholders actively resist antitakeover
amendments. This is partly because management is generally much more organized in its

lobbying efforts than those shareholders who may oppose the proposed charter changes.
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Some of the more common antitakeover corporate charter changes are:

v

v
v
v

Staggered terms of the bond of directors
Supermajority provisions
Fair price provisions

Dual capitalizations

Staggered Board Amendments: the staggered board defense varies the terms of the board of

directors so that only a few, such as one-third, of the directors may be elected during any
given year. This may be important in a takeover battle because the incumbent board may be
made up of members who are sympathetic to current management. Indeed, boards may also
contain members of management. When a bidder has already bought majority control, the
staggered board may prevent him from electing managers who will pursue the bidder’s goals
for the corporation, such as the sale of assets to pay down the debt incurred in the
acquisition process. Staggered boards require shareholder approval before they can be

implemented.

Dual Capitalization: dual capitalization is a restructuring of equity into two classes of stock

with different voting rights. This equity restructuring can take place only with shareholder
approval. From an antitakeover perspective, however, the purpose of dual capitalization is to
give greater voting power to a group of stockholders who might be sympathetic to
management’s view. Management often increases its voting power directly in a dual
capitalization by acquiring stock with greater voting rights. A typical dual capitalization
involves the issuance of another class of stock that has superior voting rights to the current
outstanding stock. The stock with the superior voting rights might have 10 or 100 votes for
each share of stock. This stock is usually distributed by the issuance of superior voting
rights stock to all stockholders. Stockholders are then given the right to exchange this stock
for ordinary stock. Most stockholders choose to exchange the supervoting rights stock for

ordinary stock because the super stock usually lacks marketability or pays low dividends.

Golden Shares: with the privatization of many state-owned companies, some governments
are reluctant to totally embrace the free market ownership of these enterprises. Some
governments resorted to golden shares, which are shares that are owned by the government

that give the government certain control, such as in the form of significant voting rights,
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over the companies once they are privatized. Governments have claimed that this is
necessary, particularly when they see there are strategic interests at stake and they fear those
interests would be compromised if some outside shareholders gained control of the

businesses.

e Golden Parachutes: golden parachutes are special compensation agreements that the

company provides to upper management. The word golden is used because of the lucrative
compensation that executives covered by these agreements receive. They may be used in
advance of a hostile bid to make the target less desirable, but they may also be used in the
midst of a takeover battle. It should be kept in mind, particularly for large takeovers, that the
golden parachute payments are a small percentage of the total purchase price. This implies
that the antitakeover effects of these benefits may be relatively small. A typical golden
parachute agreement provides for lump-sum payments to certain senior management on
either voluntary or involuntary termination of their employment. This agreement is usually
effective if termination occurs within one year after the change in control. The agreements
between the employee and the corporation may have a fixed term or may be an evergreen
agreement, in which the term is one year but is automatically extended foe an additional

year if there is not a change in control during a given year.

2.8 Active antitakeover defenses

o Greenmail: the term greemmail refers to the payment of a substantial premium for a
significant shareholder’s stock in return for the stockholder’s agreement that he or she will
not initiate a bid for control of the company. Greenmail is a form of targeted share

repurchases.

o Standstill Agreements: a standstill agreement occurs when the target corporation reaches a

contractual agreement with a potential acquirer whereby the would-be acquirer agrees not to

increase its holdings in the target during a particular time period. Such an agreement takes
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place when the acquiring firm has established sufficient stockholdings to be able to pose a
threat to mount a takeover battle for the target. Many standstill agreements are accompanied
by the target’s agreement to give the acquirer the right of first refusal in the event that the

acquirer decides to sell the shares it currently owns.

White Knights: when a corporation is the target of an unwanted bid or the threat of a bid
from a potent acquirer, it may seek the aid of a white knight- that is, another company that
would be a more acceptable suitor for the target. The white knight will then make an offer to
buy all or part of the target company on more favorable terms than those of the origin
bidder. These favorable terms may be a higher price, but management may also look for a
white knight that will promise not to disassemble the target or lay off management or other
employees. The incumbent managers of the target maintain control by reaching an
agreement with the white knight to allow them to retain their current positions. They may
also do so by selling the white knight certain assets and keeping control of the remainder of
the target. A target company may find a white knight through its own industry contracts or

through the assistance of an investment banker who will survey potential suitors.

White Squire Defense: in the white squire defense, however, the targets company seeks to

implement a strategy that will preserve the target company’s independence. A white squire
is a firm that consents to purchase a large block of the target company’s stock. The stock
selected often is convertible preferred stock. The convertible preferred shares may be
already approved through a blank check preferred stock amendment of the company’s
charter. The white squire is typically not interested in acquiring control of the target. From
the target’s viewpoint, the appeal is that a large amount of the voting stock in the target will

be placed in the hands of the company or investor who will not sell out to a hostile bidder.

Lockup Transactions: a lockup transaction is similar to a white squire defense. The target is

selling assets to another party instead of stock. In a lockup transaction, the target company
sells assets to a third party and thus tries to make the target less attractive to the bidder. The
target often sells those assets it judges the acquirer wants most. This may also come in the
form of lockup options, which are options to buy certain assets or stock in the event of a

change in control.

No-Shop Provisions: No-Shop provisions are the agreements that may be part of an overall

acquisition agreement or letter of intent in which the seller agrees not to solicit or enter into
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negotiations to sell to other buyers. Targets may try to reach such an agreement with a white
knight and use the existence of the no-shop provision as the reason they cannot negotiate

with a hostile bidder.

o Capital Structure Changes: a target corporation may initiate various changes in its capital

structure in an attempt to ward off a hostile bidder. These defensive capital structure
changes are used in four main ways:
v’ Recapitalize
v Assume more debt: a) bonds, b) bank loan
v' TIssue more shares: a) general issue, b) white squire, ¢) employee stock option plan
(ESOP)
v' Buy back shares: a) self-tender, b) open market purchases, c) targeted share

repurchases

e Pac-man Defense: it occurs when the target makes an offer to buy the raider in response to

the raider’s bid for the target. Because of its extreme nature, this defense is considered a

“doomsday machine”.
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3. Empirical analysis

In this part two methods of analysis will be presented: the operating performance of the merged banks in
the pre-merger period and the market reaction in the announcement of the merger event. The sample of

the research includes the most significant mergers in the Greek Banking Sector over the last ten years.

Table 6
Announcement Date Acquirer Target
29/3/1999 Alpha Bank loniki Bank
9/6/1999 Eurobank Ergobank
20/12/1999 Piraeus Bank Macedonia & Thrace Bank
20/12/1999 Piraeus Bank Chios Bank
9/6/1999 Eurobank Telesis Investment Bank
23/03/2006 Marfin Investment Egnatia Bank

Group

Date source: ThomsonOne Database

The operating performance of the merged banks in the pre-merger period

The general methodology of the operating performance studies is to compute some performance ratios
composed of variables indicating bank profitability, operating efficiency, employee productivity, liquidity,
credit risk and capital adequacy. The sample includes ratios calculated for the two-year period prior to the
merging activity (announcement date) for each bank, based on data provided by the financial statements,

as well as the mean, the median and the standard deviation for this period.

More specifically, profitability ratios (ROE, ROA, net profit margin and diversity earnings) are the most
important since they illustrate the ability of a bank to generate profits from either its assets or the equity.
Operational efficiency ratio (other expenses in services and technology ratio) accounts for the potential
reductions in operating expenses. Liquidity ratio (loans / total assets ratio) points out the ability of a bank
to meet its short-term liabilities. Finally, capital adequacy ratios (capital / assets ratio, capital coverage)
picture banks’ viability in the long run and define their solvency. A detailed description of the ratios is

stated below:

28



4 Capital — assets ratio: A bank's capital-to-asset ratio is a measure for determining how much
capital it needs as a safety cushion against credit risks:

Capital
TotalAssets

4 Loans — total assets ratio: The loans to assets ratio determines the total loans outstanding as a
percentage of total assets. The higher this ratio indicates a bank is loaned up and its liquidity is low. The

higher the ratio, the more risky a bank may be to higher defaults:

NetlLoans
TotalAssets

4 Diversity earnings: They refer to the ability of management to generate earnings which are

created by secondary activities of the bank, cost reduction and efficient management:

OtherOperational Re venues
TotalAssets

4 Other expenses in services & technology: These expenses include the costs that are related to
technology and innovation i.e. total costs excluding interest, staff and other payments. This ratio is

calculated as a proportion of total assets and shows the intensity of investment in new technology and

systems.
OtherExpenses
TotalAssets
4 Return on total assets ( ROA): The return on total assets measures the overall effectiveness of

management in generating profits with its available assets. The higher this ratio is , the better:

Netlncome
TotalAssets

v Return on equity (ROE): This ratio measures the return earned on the shareholder’s investment in the

bank. Generally, the higher this return, the higher the potential gains for the shareholders:
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Netlncome
TotalEquity

Net profit margin (NPM): The net profit margin refers to the net income as a percentage of total
revenues:

Netlncome

Total Revenues

Capital Coverage: this ratio shows how many times owner’s equity covers total assets. It is preferable

that this ratio moves upward:

Owner' sEquity
TotalAssets

Relative size: This ratio demonstrates the proportion of sizes between bidder and target:

TotalAssetOfT arget
TotalAssetOfBidder
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#+ Alpha Bank- Ioniki Bank

According to the Table 6, the announcement date for this merger was 29/03/1999, so the data used refer to

year ended 1997, 1998.

Table 7

1997 1998
Ratios Alpha | loniki Alpha loniki
capital- assets ratio 0,080 | 0,043 0,087 0,037
loans -total assets ratio 0,419 | 0,445 0,446 0,378
diversity earnings 0,010 | 0,007 0,009 | 0,010
other expenses in services and technology 0,009 | 0,008 0,008 0,010
ROA 0,017 | 0,002 0,017 | -0,014
ROE 0,217 | 0,039 0,194 | -0,373
net profit margin 0,158 | 0,017 0,166 -0,107
capital coverage 0,066 | 0,043 0,069 0,036
relative size 0,635 0,418

Data source: Datastream
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4+ Eurobank - Ergobank

The announcement date for this merger was 09/06/1999, so the data used refer to year ended 1998, 1999.

Table 8

1998 1999
Ratios Eurobank | Ergobank | Eurobank | Ergobank
capital- assets ratio 0,124 0,089 0,132 0,138
loans -total assets ratio 0,480 0,430 0,556 0,690
diversity earnings na 0,004 0,006 0,019
other expenses in services and
technology na 0,006 0,013 0,009
ROA 0,006 0,024 0,014 0,033
ROE 0,047 0,275 0,106 0,238
net profit margin 0,042 0,209 0,100 0,244
capital coverage 0,122 0,073 0,115 0,121
relative size 1,184 0,779

Data source: Datastream
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4+ Piraecus Bank — Macedonia & Thrace Bank

The announcement date for this merger was 20/12/1999, so the data used refer to year ended 1998, 1999.

Table 9

1998 1999
Ratios Piraeus | Macedonia | Piraeus | Macedonia
capital- assets ratio 0,074 0,084 0,141 0,209
loans -total assets ratio 0,554 0,602 0,581 0,556
diversity earnings 0,001 0,001 0,000 0,001
other expenses in services and technology | 0,014 0,011 0,017 0,010
ROA 0,011 0,001 0,018 0,007
ROE 0,151 0,010 0,125 0,034
net profit margin 0,087 0,007 0,131 0,065
capital coverage 0,043 0,084 0,078 0,209
relative size 0,495 0,302

4+ Piraeus Bank — Chios Bank

Data source: Datastream

The announcement date for this merger was 20/12/1999, so the data used refer to year ended 1998, 1999.

Table 10

1998 1999
Ratios Piraeus | Chiosbank | Piraeus | Chiosbank
capital- assets ratio 0,074 0,057 0,141 0,124
loans -total assets ratio 0,554 0,704 0,581 0,570
diversity earnings 0,001 na 0,000 na
other expenses in services and technology | 0,014 na 0,017 na
ROA 0,011 0,010 0,018 0,017
ROE 0,151 0,177 0,125 0,138
net profit margin 0,087 0,086 0,131 0,139
capital coverage 0,043 0,055 0,078 0,117
relative size 0,396 0,253

Data source: Datastream
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4+ FEurobank — Telesis Investment Bank

The announcement date for this merger was 20/12/1999, so the data used refer to year ended 1998, 1999.

Table 11

1999 2000
Ratios Eurobank | Telesis | Eurobank | Telesis
capital- assets ratio 0,132 0,258 | 0,137 0,254
loans -total assets ratio 0,556 0,770 | 0,605 0,636
diversity earnings 0,006 0,026 | 0,001 0,007
other expenses in services and technology | 0,013 0,025 | 0,012 0,014
ROA 0,014 0,057 | 0,012 0,021
ROE 0,106 0,220 | 0,087 0,081
net profit margin 0,100 0,400 | 0,103 0,224
capital coverage 0,115 0,256 | 0,112 0,228
relative size 0,109 0,062

Data source: Datastream

% Marfin investment group — Egnatia Bank

The announcement date for this merger was 23/03/2006, so the data used refer to year ended 2004, 2005.

Table 12

2004 2005
Ratios MIG Egnatia MIG Egnatia
capital- assets ratio 0,376 | 0,119 0,407 0,179
loans -total assets ratio 0,391 0,869 0,512 0,873
diversity earnings 0,004 | 0,001 0,001 0,002
other expenses in services and technology | 0,062 0,011 0,040 0,008
ROA 0,017 | 0,005 0,018 0,005
ROE 0,044 | 0,039 0,044 0,030
net profit margin 0,206 | 0,066 0,273 0,081
capital coverage 0,248 | 0,097 0,129 0,087
relative size 3,032 2,078

Data source: Datastream
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Furthermore, the effect of mergers on a broader base should be examined. In that scope, the mean and the

median of the aforementioned ratios for all the mergers are calculated.

For a data set, the mean is the sum of the observations divided by the number of observations. The mean
of a set of numbers xi, xy, ..., x,, is typically denoted by T, pronounced "x bar" and describes the central
location of the data. In statistics a median is described as the number separating the higher half of a
sample, a population, or a probability distribution, from the lower half. It can be found by arranging all the
observations from lowest value to highest value and picking the middle one. If there is an even number of

observations, the median is not unique, so one often takes the mean of the two middle values.

Table 13 — Two years before merger

Ratios Mean Median

Aquirers | Targets | Aquirers | Targets
capital- assets ratio 0,1572 0,1084 | 0,124 0,0865
loans -total assets ratio 0,48 0,6367 | 0,48 0,653
diversity earnings 0,00525 | 0,015 0,005 0,007
other expenses in services
and technology 0,0245 0,0122 | 0,0135 0,011
ROA 0,0238 0,0165 | 0,017 0,0075
ROE 0,113 0,1267 | 1,106 0,108
net profit margin 0,1186 0,13 0,1 0,076
capital coverage 0,1188 0,1658 | 0,115 0,0905

Table 14- One year before merger

Ratios Mean Median

Aquirers | Targets | Aquirers | Targets
capital- assets ratio 0,1808 0,1568 | 0,137 0,1585
loans -total assets ratio 0,54 0,617 0,556 0,603
diversity earnings 0,0034 0,0078 | 0,001 0,007
other expenses in services
and technology 0,018 0,0102 | 0,013 0,01
ROA 0,0158 0,0115 | 0,017 0,012
ROE 0,1112 0,0246 | 0,106 0,0575
net profit margin 0,1546 0,10767 | 0,131 0,11
capital coverage 0,1006 0,133 0,112 0,119
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In spite of the fact that clear and robust results cannot be derived from the tables above, certain ratios
could be used for comparison of acquirers and targets during the pre-merger period. It can be observed
that ROE of targets is higher that the ROE of acquirers, fact may partially explain the incentive for the
forthcoming deals. On the other hand, acquirers demonstrate a higher ROA which implies that they make
more effective use of their assets possibly due to experienced management and better placement in the
market. It is worth to be mentioned that the loan to total assets ratio of targets is significantly higher which

means that the targets showed higher leverage than the acquirers.

However, in Table 7 it can be noticed that the target (Ioniki Bank) has negative ROE, ROA and Net Profit
Margin. These figures are derived using the net income which in this particular case is negative, i.e. the
bank annual loss in its balance sheets. Nevertheless, Ioniki Bank was not rejected as a target. The reasons
can be attributed mainly to the extensive branch network of the target bank, the reputation of the bank

which were coinciding with the strategic objectives of the acquirer bank.

A detailed analysis of the theoretical background, the strategic issues and the factors that had driven the

aforementioned mergers and acquisitions will be presented in the next parts.
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4. Event Study Analysis (Abnormal Return Methodology)

This method is based on the estimation of the merger effect upon the shareholders’ wealth for both the
bidder and the target company. The abnormal return methodology involves the comparison of the actual
and expected stock returns of the engaged parties during the period of the bid announcement. The

difference between the actual and the expected return is defined as the Abnormal Return (AR):

AR_/‘z = Rjz - E(Rj[)
j : sample stocks
t: days before / after the announcement date

R;;= actual return

E(R;; )= expected return

Advantages of abnormal returns methodology

This method became popular because:

- Extensive sample can be used and results can be extracted for many variables.

- Varying accounting methods with regards to the firm profitability can be isolated.

- There is the possibility for the isolation for any significant event if the observation period is short, i.e. 2

— months.

Disadvantages of abnormal returns methodology

- It depends on the supposed market efficiency, a hypothesis that is crucial for the accurate stock price
estimation.

- It depends on Capital Asset Price Model which has been severely criticized for its ability to explain
market risk by using beta.

- It is subject to the selection of the right benchmark to which is related the stock price movement in the
past. Thus, this method cannot account for the size effect anomaly of small capitalization stocks.

- It is sensitive to the volatility of stock returns and risk.

- It is subject to thin trading problem of small capitalization stocks.

- It does not analyze in depth the firm size after the merger.

The exact date of the deal announcement is called the event day and it corresponds to # = 0. The time line

below shows the examined period:
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Figure 1 - Timeline
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The calculation of the actual returns is based on the closing stock prices. In this research, the

expected return E(Rj; ) is defined as the return of the Athens Exchange General Index for the

examined period. The results of the abnormal return methodology are stated below:

Table 15— Acquirer ( announcement date: 29/03/1999)

R(-15,0) |R{-10,0) |R(-3,0) |R{-2,0) |R{-1,0) [R(1,0) |R{2,0) [R{3,0) [R{10,0) [R{15,0)
Alpha bank 21.35% | 539%| 268%| 891%| 505%| 113%| -1.84%| -946%| 16,16%| 1.64%
IR{-15,0) |IR{-10,0) |IR{-3,0) |IR{-2,0) |IR{-1,0) [IR(1,0) [IR{2,0) [IR(3,0) [IR{10,0) [|IR(15,0)
6,00%| -254%| -6.12%| 0.24%| -1.64%| 062%| -361%| -1082%| 403%| -292%
AR=RIR 15.27%| T93%| G880%| 6867%| 689%| O051%| 177%| 136%| 1213%| 456%
CAR[-3,3] 28,00%
Data Source: Datastream
Table 16 — Target
R{-15,0) [R(-10,0) [R(-3,0) [R(-20) [R(1,0) [R{1,0) |R{2,0) [R{3,0) [R{10,0) |R{15,0)
loniki Bank 3095%| 1273%| 6,73%| 815%| 033%| -217%| -9,99%| -17.19%| -18.27%| -26,13%
IR(-15,0) [IR{-10,0) [IR{-3,0) [IR(-2,0) [IR(-1,0) [IR(1,0) |IR2,0) [IR{3,0] [IR{10,0) [IR{15,0)
6,068%| -254%)| -6,12%| 024%| -1.84%| 062%)| -361%| -1082%| 403%| -292%
AR=R-IR 2486%| 15.27%| 1485%| 791%| 218%| -279%| -6.38%| -6.37%| -2230%| -23.21%
CAR[-3,3] 9,39%

Data Source: Datastream
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Judging from the results that are showed in Tables 15, 16 it can be observed that both the acquirer and the
target bank created positive abnormal returns for the time period [-3,3]. Moreover, the same can be stated
for the time period 10 and 15 days prior and after the announcement of the deal. However, the abnormal
return of the acquirer is significantly higher than this of the target possibly due to the shareholder’s
expectations for the creation of significant synergies. Alpha Bank’s objective was the enhancement of its
market share in a continuously changing and competitive environment. Thus, the management decided to
take over loniki Bank (51%). Ioniki Bank’s branch network was extensive and thus Alpha Bank became
the second largest bank in Greece. Alpha gained access to the large client base of the target and in that
way the bank managed to increase its sales and consequently the market share. The improvement in the
operational and the financial figures made also Alpha Bank a potential strong player in the next wave of

mergers and strategic alliances.

It is worth to be mentioned that Ioniki’s revenues represented the 40% of Alpha’s revenues. Therefore,
there were significant opportunities for further improvement in the combined operational performance.
The realized synergies were mainly due to the adaptation of common policies with regards to loans. These
synergies involved the increase in revenues and the improvement in productivity as well as the cost
savings through the effective control of operational expenses and the improvement in efficiency ratios.
Last but not least, the Alpha — Ioniki deal contributed to the upgrade of the credit rating of the combined
bank.

Table 17 — Acquirer (announcement date: 20/12/1999)

RA50) [RA00) [RE30) [R20 R0 RO RO [REN R0 [Ri15.0)
1203%| 1.26% 5.82%| 074%| 012%] 018%] 244%| 0.79%| 163%] 530%
IR(15,0) [R(0,0) [IR(3,00 [IRI2.0) IR0 TR0 [IRR0O) RGO [IR10.0) [IR(5,0)
1360%| -884%| -740%| -3.03%| -369%| -1.08%| -062%| -489%| 11.67%| 6.36%
AR=RIR 150%]  158%] 5.58%| 3.77%| 357%| 1.47%| 507%| 4.10%] 465%| -1.04%
CAR[3,]] 19,50%

Piraeus Bank

Data Source: Datastream
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Table 18 — Target

RA50) [RA00) R0 R20 R RO R0 REN R0 [Ri15.0)
1305%| 404%] 5.70%| 043%| 044%| -268%| 1.31%| -3.34%| 26,18%| 55%%
IR(15,0) [R(A00) [IR(3,00 IR0 [IRA0) TR0 [RR0O)JIRE0)  [IR10.0) [IR(5,0)
1362%| 8.84%| 7.40%| 3.03%| 369%| -1.08%| 062%| -489%| 11.67%| 6.356%
AR=RIR 077%| 460%| 3.70%| 260%| 412%| -1.40%| -0.68%| 1.56%] 1451%| 0.76%
CAR[3.3] 9,89%

IMacedonia & Thrace Ban

Data Source: Datastream

Table 19 - Target

RA50) [R(0,0) R0 R0 [RA0 RO [R20) [RG0)  [R10,0) [R(15,0)

Chios Bank 1113%] 6.12%| 2.17%| 094%| 000%] -3.01%| -021%| 1.15%| 26.20%| 9.5%

IR[15,0) [IR10,0) [IR(3,0) [IR(20) [IRCA0 [R{A0) [R20) [IRE0) [IR(10,0) [IR{15,0)

1382%| -884%| -740%| -303%| -369%| -1.08%| -0.62%| -489%| 11.67%| 6.36%

AR=RIR 209%] 272% 5.23%| 397%| 3.69%| -1.72%| 041%| 3.79%| 13.53%| 3.16%
CAR[3,]] 15,32%

Data Source: Datastream

Tables 17, 18 and 19 demonstrate that all the involved parties enjoyed significant positive abnormal
returns. Similarly, the acquirer bank showed higher return than those of the target banks during the
examined period. This may be due to the fact that acquirer’s shareholders took into consideration potential
synergies and the increase in the growth rate of the new bank. It should be mentioned that the takeover
premium as well as the way that the deal was financed played significant role in the final market reaction.
Nevertheless, the targets’ abnormal returns were not trivial and obviously the merger created value for all

the players in the transaction.

The merger created a network of 160 branches which placed the Piraecus Bank among the biggest banks in
Greece. The installation of new IT system in combination with the operation of the bank’s network
enabled the more efficient, complete and integrated customer service. At the same time the new bank
could offer new products that were tailored to the customer needs. Upon the completion of the deal, the
combined bank’s shareholders’ equity amounted to 350 billion drachmas while the created economies of
scale enforced the productivity and the profitability. More specifically, the advantages of the deal could be
summarized into the significant reduction in the operating costs and investment expanses as well as into
the creation of administrative and operational synergies. Thus, the new bank was better placed in the

market so that it could withstand the increasing competition the following years.
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Table 20— Acquirer (announcement date: 09/06/1999)

R(-15,0) |R{-10,0) [R{-3,0) [R(-20) [|R(1,0) [R(1,0) |R2,0) |R{3,00 [R{10,0) [R{15,0)
Eurobank 020%| 396%| 470% 323%| -441%| -241%| -7.38%| -6,34%| -062%| -7.50%
IR{-15,0) |IR{-10,0) [IR(-3,0) [IR(-2,0) [|IR(-1,0) [IR{1,0) |IR{Z,0) |IR(3,0) [IR(10,0) [IR(15,0)
-134% 237%| -1.40%| -035%| -049%| -004%| -048%| -1.16%| -303%| 1.71%
AR=RIR 154% 159%| 6.10%| 3.58%| -392%| -237%| -690%| -517%| -559%| -021%
CAR[-3,3] -3,68%
Data Source: Datastream
Table 21-Target
R{-15,0) [R(-10,0) [R(-3,0) [R(-2,0) [R(1,0) [R{1,0) |R{2,0) |R(3,0) [R{10,0) |R(15,0)
Ergobank 901%| 1756%| 16.51%| 11.64%| 3.37%| -0.17%| -420%| -577%| -234%| 549%
IR{-15,0) [IR{-10,0) [IR{-3,0) [IR(-2,0) [IR(-1,0) [IR(1,0) |IR,0) [IR{3,0) [IR{10,0) [IR{15,0)
1.34%|  237%| -1.40%| -035%| -049%| -004%| -048%| -1.16%| -303%| 1.71%
AR=RIR 11,26%| 1518%| 17.97%| 1100%| J385%| -013%| -372%| -461%| O069%| 378%
CAR[-3,3] 25,20%

Data Source: Datastream

Table 22-Target

RA50) [R10.0) R(30 [R20) R0 [R1O) RO [RE0)  [R(00) [Ri15,0)
0.102041] 0,083%42] -0.03571] -0.00168] -0.00168] 0.022727] 0.021886] 0.043771] 0,092593] -0.01634
IR15.0) [IR(10,0) [IRI3.0) [IR(20) IR0 [RLO) [IRRD [IRE0) [IRM0,0) [IR(15,0)
134%|  237%| 140%| -035%| 049%| -004%| 048%| -116%| -303%| 171%
AR=RIR 1155%|  6.02%] 2.17%| 018%| 032%] 231%] 267%] 554%| 12.20%] -3.39%
CAR[3.3] 8,85%

Telesis Investment Bank

Data Source: Datastream

Tables 20, 21 and 22 shows what is commonly suggested for acquirers and targets. That is, in short-term
acquirer appears to have negative abnormal returns while the target enjoys high positive returns. In other
words, Eurobank had a negative short term abnormal return mainly due to the uncertainty of the investors
for the outcome of the bid as the bank encountered difficulties in convincing the interested parties from
the Ergobank side. As a consequence, Eurobank’s management devoted precious time to effectively end
the deal for the benefit of its shareholders. On the other hand, Ergobank was a lucrative target due to its

devoted client base, its branch network and its expertise to sectors such as trade finance. Therefore,
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Eurobank was willing to pay high takeover premium so as to proceed with deal, sending Ergobank’s

stock price in high levels.

EFG Eurobank Ergasias after the merger occupied 7500 employees, its network included 330 branches ,
its shareholder equity amounted to 600 billion drachmas, its total assets was 5 trillion drachmas while the
fund under management were 7.6 trillion drachmas. The completion of the merger took place in 2002.
The benefits from synergies and economies of scale were over 45 billion drachmas on an annual basis. In

2000 the new bank increased its market share by 2%.

Telesis investment bank achieved a moderate positive abnormal return, fact that makes sense due to the
nature of its activities. Telesis was involved in brokerage, investment banking and dealing. Thus,
Eurobank considered this bank as an ideal supplement to its already existing activities and the
management desired to be placed in the market before the growth begins again in the sector of stock
exchange and advisory finance. Moreover, Eurobank’s management aimed at offering to its clients
integrated services in both retail and wholesale banking. Furthermore, the incentive for the acquisition of

Telesis was the quality of human capital, which was characterized by their expertise.

Table 23— Acquirer (announcement date: 23/03/2006)

RA50) [RA00) [RE30) [R20 R0 RO RO [REN R0 [Ri15.0)
17.55%] 1414%] 131%| 093%] 169%| -018%| -250%| -481%| 166%| 203%
IR(15,0) [R(0,0) [IR(3,00 [IRI2.0) IR0 TR0 [IRR0O) RGO [IR10.0) [IR(5,0)
2.11%| 379%| -063%| -048%| 0.15%| 024%| -062%| -226%] 221%| 097%
AR=RIR 15.05%| 1035%] 194%| 141%] 150%] -0.42%| 1.77%| -2.55%| -0.60%] 1.06%
CAR[3,]] 0,15%

Marfin Investment Group

Data Source: Datastream

Table 24-Target

RA50) [RA00) R0 R20 R RO R0 REN R0 [Ri15.0)

Eqnatia Bank 26%%| 195%| 219%| 428%| -219%| 064%] 032%] 032%] 068%| 064%

IR(15,0) [R(A00) [IR(3,00 IR0 [IRA0) TR0 [RR0O)JIRE0)  [IR10.0) [IR(5,0)

211%| 379%| 063%| 048%| 015%| 024%] 082%| 226% 207%| 097%

AR=RIR 052%| 1,63%| -1.56%| -381%| -2.34%| 040%| 1.14%| 2.58%| -1.63%| -0.33%
CAR[3.3] -3,59%

Data Source: Datastream
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Egnatia Bank’s management decided to accept Marfin Investment Group as a strategic investor, so that the
first could gain a larger market share. In that way, the combined bank was able to afford the increasing
competition from the other large banks. Marfin Investment Group gradually acquired Egnatia’s stocks
reaching a majority percentage of 86,44%. This strategic alliance targeted at creating a medium sized
competitive bank, focused on client needs by operating branches in the main Greek cities. This attempt led
to a share increase in profits by 130% disregarding the fact that operating expanses advanced by 20% due

to the growth of branch network.

The nature of the merger did not create opportunities for significant abnormal returns as the event was
already known to the market participants and the acquisition of stocks by Marfin Investment Group was
spread during a long period of time. This was due to the fact Marfin Investment Group was already
participating in Egnatia Bank as a shareholder. Therefore, Marfin Investment Group presents insignificant
abnormal return of 0,15% while Egnatia Bank shows negative abnormal return possibly due to lack of
confidence from investors’ side. Moreover, it is bound that the acquisition price offered by the bid was not
meeting the investors’ valuation expectations. However, the strategic purpose for the merger cannot be

blamed for this negative abnormal return.
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5. Long run performance analysis

Table 25
long run | Alpha Piraeus Marfin Investment
performance Bank Eurobank | Bank Group
R(0,+66) 4,25% -25,35% 0,43% -2,40%
R(0,+126) 38,52% -9,31% -9,84% 18,85%
Table 26
Athens Exchange General Index returns during the 4 post-merger periods
R(0,+66) 14,65% 39,78% -5,01% -12,84%
R(0,+126) 71,49% 20,49% -13,46% -5,24%

Proceeding with the analysis of acquirers’ long run performance, it will be attempted to analyze and
evaluate the post-merger outcomes of the deals under examination. This analysis takes into consideration
the effects of realized synergies, the market reaction and the economic environment during this particular
post-merger period. To begin with, taking into account the results presented in Table 25, it can be
observed that Alpha-Ioniki merger was the most successful judging from the returns produced while
Eurobank’s returns show that the deal with Ergobank and Telesis did not create positive signaling to the

market.

More specifically, Alpha —loniki merger occurred in the most favourable period of stock market, as during
the four-month period after the merger the General Index’s return was 71,49%. This fact, does not, at any
case, cancel the positive effect of the merger; however it should be taken into consideration because the
economic and financial environment should be considered when judging the deals. To move forward, it
seems that the attempt of Alpha to create a large bank with strong financials and extensive network was
successful while the choice of Ioniki as the target company could be considered as the optimal one for the

reasons that were presented above.

With regards to Eurobank — Ergobank — Telesis deal the outcome does not favour the acquirer.
Nonetheless, the negative returns cannot be indicative of the success of the deal for a several reasons. To
begin with, the merger with Ergobank was not completed until 2002, while the strong opposition coming
from Ergobank employees created a strong sentiment of uncertainty to both the market participants and

Eurobank shareholders. The acquisition of Telesis Investment Bank did not drastically affect Eurobank’s
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performance as this firm was acquired to supplement a specific sector concerning the activities of the
bank. That is, the purpose of the deal was to better place the bank for the future growth in the sector of
capital markets and this fact was not appreciated by the investors during the first months of the post-

merger period.

The case of Piracus Bank with Chios and Macedonia & Thrace is a typical example of how the economic
environment, the market sentiment and the period of the timing of the merger affect the long-term
outcome. As it can be observed from Tables 25 and 26, Piraecus bank significantly outperformed the
General Index, in a period where the market downturn had started to be obvious. Thus, it is not safe to
reach to the conclusion that the merger destroyed the firm’s value, as the strategic purposes of this deal

were ideal and the management’s decision followed the merger wave in the Greek banking sector.

MIG — Egnatia deal occurred in different time period as it began in March 2006 and ended in August 2007
where market conditions were not so fierce and extreme as they were in 1999 — 2000. Marfin’s long-run
performance was better than this of General Index which possibly means that market appreciated this
strategic alliance and from the bank’s perspective the deal created synergies. These conclusions are further
enhanced from the fact that Marfin significantly outperformed the market during the four-month period by

24.19%.
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6. Implication from the recent subprime mortgage crisis

The second half of 2008 and the first of 2009 the subprime mortgage crisis hit in a very fierce way
the sector of financial institutions. A great number of banks went bankrupt around the world while
other banks were at the edge of failure. The lack of confidence among the participants in the
interbank market raised at record level the interbank interest rates, bringing financial institutions
down to their knees. In United States and Great Britain, several banks were acquired by other which
considered being healthier. Inevitably, the crisis affected the Greek banking sector because the
banks participated in the interbank market. The increasing borrowing costs put in pressure their
balance sheets and thus the rumours for future mergers among Greek banks were spread intensively.
During the aforementioned period large institutional investors liquefied their portfolios putting
additional pressure in bank’s stock prices. Thus, the rumours that in Greek banking sector there is

only room for 2 large banks were heard on a daily basis.

Currently, the banking sector can be described as matured, saturated with small growth potential
and restricted opportunities. The previous growth in sales are not going to be repeated while the big
four banks put their efforts to expand and support their activities in Eastern Europe. Therefore, one
cannot preclude the possibility of horizontal mergers with the main purpose of achieving economies
of scale and cost reductions as well as managerial synergies. Judging from the collaboration among
the banks, it can be derived that the bidder will approach the target with friendly intention and they

will not proceed on hostile takeovers.

At the same time, the new provisions of Basel II for increased capital adequacy may serve as an
additional incentive for potential friendly mergers among big and small banks. Moreover, the view
of the Head of Bank of Greece that banks should considered mergers as a step of their future
strategy put additional weight on these expectations. The latest news come from the International
Monetary Fund which approved and supports potential mergers among the Greek banks if this can
be considered as a solution to the current crisis. But how possible is Greek banks to proceed to
friendly mergers, especially when they survived the worst financial crisis and now they have started

to go into normal business again?

The answer in this question cannot be definite. It is unlikely that mergers will occur in short-term.

This is mainly because bank’s executives are currently concerned with the crisis management and
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the risk mitigation. Nevertheless, on a medium-to- long-term basis the likelihood of merging
activity is high. The merger wave of 1999 — 2000 was marked by the need of banks to get bigger
and expand their activities. A potential second merger wave may derive from need of banks to

secure their sound financial statements and establish their presence in Eastern Europe.

7. Conclusions

To conclude, the mergers among banks that occurred the last decade in Greece had been driven by
the need for growth and branch network expansion. The reason for these motives was the fact that
Greek banking sector was not matured and was offering great opportunities for increased
profitability. Therefore, the effects of the examined transactions were positive judging from the
generated returns during post-merger years. Nowadays, the banking sector has been completely
transformed offering new motives for mergers and acquisitions. The challenges that have been put
by the global crisis and the changes that will prevail in the regulatory environment will possibly lay

the ground for future deals.
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8. Appendices

Alpha bank-announcement date 29/03/1999

Date | Price |General Index|R(15,0) JR(10,0) JR(3,0) JR(20) [R(1,0) [R(10) IR0 |RE.0) JR(10,0) JR(150)
5311999 16.11 3445 52| 0,213532] 0,053908] 0,026786] 0.089136] 0,05051] 0.011253] -0,01841| -0,09463] 0.161637] 0.016368
12/31999]  18.65 3750 46
2331999 19.04 3893 44IR(15,0) [IR(-10,0) [IR(3.0) [IR(2,0) |IR(1.0) |IR(1,0) [IR20) [IRE0) [IR(10,0) [IR(15,0)
24/31999]  17.95 3646.35] 0,060827] -0.02543] -0.06122]  0,0024] -0.01844] 0.006194] -0.03611] -0,10822] 0.040311] 0.02925
26/31999] 18,61 3723.76
2931999 1955 3655.1
30/3/1999)  19.77] 3677.74
331999 19.19 352311
1/4/1999 177 3259 55
12/41999] 2271 3802.44
19/411999] 19,87 354819

loniki Bank-announcement date 29/03/1999

Date | Price |General Index|R(15,0) JR(10.0) [R(3,0) JR(20) JRI-L0) [R(,0) JRZ0) [R(3.0) [R(10,0) |R(15,0)
531999 18500 3445 52] 0.309459] 0,127268] 0.087298] 0.081473] 0,003313] -0,02167] -0.09994] -0.17193] -0.18266] -0.2613
1231999 271490 3750.46
2331999 22280 3893 44]IR(15,0) [IR[-10,0) [IR(3,0) |IR(2,0) |IR{1,0) [IR(1,0) |IRZ,0) [IRB,0) [IR(10,0) |IR(15,0)
24/3/1999] 22400 3646.35] 0.060827] -0.02543 -0.06122]  0.0024] -0.01844] 0.006194] -0.03611] -0.10822] 0.040311] -0.02925
26/3/1999] 24145 3723.76
29/31999] 24225 3655, 1
30/3/1993] 23700 3677.74
31/3/1993] 21804 352311
1/4/1999] 20060 3259.55
12/4/1999] 19800 3802.44
19/4/1999] 17895 354519

Piraeus Bank -announcement date 20/12/1999

Date | Price |General Index|R(-150) [R(10,0) JR(3.0) [R20) IR0 R0 [RZD) RGO R(10,0) |R(15,0)
2971111999 15.64 5021 64| -0.12232] -0,07256] -0.03821] 0.007389] -0.00122] 0.001834] 0.02445] -0,00795] 0,163203] 0.053176
5121998] 1764 5692.55
151211999 17.01 5603.69|IR(-15,0) [IR(10,0) |IR(3.0) [IR2.0) [IRCL,0) |IR(A0) [IRZ20) [IRG.0) |IR(0,0) [IR(15,0)
1611211999  16.24 535149] -0.13822] -0.0884] 0.07398] -0.0303] -0.03688] -0,01283] -0.00624] -0,04893] 0,116683] 0.0636
171211999 16.38 538603
201211999 16.36 518934
211211999 16.39 5122.75
2211211999 16.76 5156.97
231211999 16.23 493542
3120000 19.03 5794, 85
1012000 17.23 551933
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Macedonia & Thrace Bank-announcement date 20/12/1993
Date Price |General Index |R(-15,0) |R{-10,0) |R(-3,0) [R{-2,0) |R(-1,0) |R{1,0) R{2,0) R(3,0) R(10,0) |R{15,0)
291171999 7930 6021.64] -0,13052] -0.04036] -0,03701] -0,00433] 0.00437] -0,02683] -0.01305| -0,03336] 0.261784| 0 055838
6/12/1999 7185 5692 55
15/12/1999 7160 5603,89)IR(-15,0) [IR{-10,0) JIR(-3,0} |IR{-2,0) JIR(-1,0) |IR{1,0) JIR(2,0) [IR{3,0) [IR{10,0) [IR{15,0)
16/12/1999 6925 £351.49] -013822] -0.0884] -0,07398] -0,0303] -0.03688] -0,01283] -0.00624| -0,04893] 0,116683] 00636
17/12/1999 6065 £388,03
20/12/1999 6895 5189,34
21/12/1999 6710 512275
22/12/1999 6805 5156.97
2312/1999 6665 4935 42
3012000 8700 5794 85
10/1/2000 7280 551938
Chios Bank-announcement date 20/12/1999
Date Price |General INR(-15,0) [R{-10,0) |R{-3,0) |R{-2,0) [R{-1,0) [R{1.0) R{2,0) R{3,0) R{10,0) |R{15,0)
29/11/1999 78601 6021 64| -0.11132] -0,06116] -0.02171] 0009393 0] -0.03006] -0.00215) -0.01145] 0,251969| 0095204
6/12/1999 74401 5692 55
16/12/1999 7140 5603 89]IR{-15,0) |IR{-10,0) JIR{-3,0) [|IR{-2,0) [IR{-1,0) [|IR{1,0) [IR{2,0) [IR(3,0) |IR(10,0) |IR{15,0)
16/12/1999 69201 5351491 -013822] -0,0884] -0,07398] -0.0303| -0,03685| -0,01283] -0.00624] -0,04693] 0,116683] 0,0636
17/12/1999 6965 538803
20/12/1999 6955 518934
21/12/1999 6775 512275
2211201999 69701 519697
23/12/1999 6905 493542
31172000 87451 5794 85
10/1/2000 76501 551938
Eurobank - announcement date 10/06/1999
Date Price |General Index |R{-15,0) |R(-10,0) [R{-3,0) |R(-2,0) |R{-1,0) [R({1,0) R(2,0) R{3,0) R{10,0) |R(15,0)
20/6/1999 24 88 4309,61] 0.00201] 0.039616] 0.047039] 0032298 -0.0441] -0,02407] -0,07381] -0.06338] -0.08624| -0.07501
27/6/1999 23 98 415307
7/6/1999 2381 4311 95|1R(-15,0) |IR{-10,0) |IR{-3,0) |IR{-2,0) |IR{-1,0) [|IR(1,0) |IR{2,0) [IR(3,0) [|IR{10,0) |IR{15,0}
8/6/1999 24 15 4266,71] -0,01344] 0,023746] -0,01398] -0,00352 -0,00486] -0,00037] -0,00482] -0,01164] -0,03032| 0,017108]
9/6/1999 26,08 4272 44
10/6/1999 2493 4251 69
11/6/1999 24 33 4250 1
14/6/1999 23,09 423118
15/6/1999 2335 4202 2
24/6/1999 22 78 4122 79
1/7/1999 2306 4324 43
Ergobank-announcement date 10/06/1939
Date Price |General Index |R{-15,0) |R(-10,0) [R{-3,0) |R(-2,0) |R{-1,0) [R{1,0) R{2,0) R{3,0) R{10,0) |R(15,0)
20/6/1999] 9716 66 4309 61] 0.099142| 0.175A763] 0,165091] 0116376 0.033681] -0,00172| -0.04198] -0.06774| -0,02341] 0054932
27/5/1999 9085 415307
7/6/1999] 9166,66 4311,95/IR(-15,0) |IR{-10,0) |IR{-3,0) [|IR{-2,0) |IR{-1,0) [|IR(1,0) |IR{2,0) [IR{3,0) [|IR{10,0) [IR{15,0)
8/6/1999] 9REG 66 4266, 71) -0.01344] 0.023746] -0,01398] -0.00352| -0.00486] -0,00037] -0,00482] -0.01164] -0.03032| 0017108}
9/6/1999 10332 4272 44
10/6/1999] 10679,99 425169
11/6/1999] 10661 64 4250 1
14/6/1999] 10231,66 423118
16/6/1999] 10063,33 4202 2
24/6/1999 10430 4122 79
1/7/1999] 11266,66 4324 43
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Telesis Investment Bank-announcement date 10/06/1939

Date Price |General Inde|R(-15,0) [R{-10,0) |R{3,0} |R{-2,0) |R(-1,0) |R(1,0) [R{2,0) |R{3,0) |R{10,0) |R(15,0)
20/5/1999 10,78 4309 61] 0102041} 0,083942] -0,03571) -0,00168] -0,00168| 0,022727] 0,021886) 0,043771] 0,092593| -0,01684
27/5/1999 10,96 415307

7/6/1999 12 32 4311 95[IR(-15,0) |IR{-10,0) JIR(-3,0) |IR{-2,0) |IR{-1,0) |IR{1,0) [IR{2,0} |IR(3,0) |IR{10,0) |IR{15,0)
8/6/1999 11,9 4266,71| -0,01344] 0,023746] -0,01396] -0,00352] -0,00486| -0,00037] -0,00482] -0.01164] -0,03032| 0,017108
9/6/1999 11,9 4272 44

10/6/1399 11,88 425169

11/6/1999 1215 42501

14/6/1399 12,14 423118

15/6/1999 12 4 4202 2

24/6/1999 12,98 412279

1/7/1999 1168 4324 43

Marfin Investment Group-announcement date 23/03/2006

Date Price |General Index |R(-15,0) |R(-10,0) |R{-3,0} |R{-2,0) |R(-1,0) |[R(1,0) [R{2,0) |R{3,0) |R(10,0) |R{15,0)
2/3/2006 4,61 4062,67] 0.173536] 0,14135] 0,013109] 0,009328] 0,016917] -0.00185] -0,02588] -0,04806| 0.016636{ 0,020333
9/3/2006 4,74 3997,03
20/3/2006 5,34 4174 53(IR(-15,0) |IR{-10,0) JIR(-3,0) |IR{-2,0} [IR{-1,0) [IR(1,0}) JIR(2,0) |IR(3,0) [IR{10,0} [IR{15,0)
21/3/2006 5,36 4168 22| 0,021052| 0,037871] -0.00626] -0,00476| 0,001519] 0,00236] -0,0082] -0,02256| 0,022679] 0,009715
22/3/2006 5,32 4142 1
231312006 5 41 4148 4
24/3/2006 54 4158,19
27132006 5,27 4114, 37]
28/3/2006 5,15 40548

6/4/2006 55 4242 43

13/4/2006 5,52 4186,7

Egnatia Bank -announcement date 23/03/2006

Date Price |General Index |R(-15,0) |R(-10,0) |R{-3,0} |R{-2,0) |R(-1,0) |[R(1,0) [R{2,0) |R{3,0) |R(10,0) |R({15.0)
2312006 6,1 4062 87| 0,02623| 0,019544] -0.02188] -0,04261| -0,02188] 0,00639] 0,003195] 0,003195| 0,00639] 0,00639
9/3/2006 6,14 3997,03
20/3/2006 6.4 4174 53(IR(-15,0) |IR{-10,0) JIR(-3,0) |IR{-2,0} [IR{-1,0) [IR(1,0}) JIR(2,0) |IR(3,0) [IR{10,0} [IR{15,0)
21/3/2006 6,54 4168,22| 0.021052| 0,037871] -0.00626] -0,00476| 0,001519] 0.00236] -0,0082] -0,02256| 0.022679] 0,009715
221312006 6.4 4142 1
23/3/2006 6,26 4148 4
24/3/2006 6,3 4158,19
27132006 6,28 411437,
28/3/2006 6,28 40548

6/4/2006 6.3 4242 48

13/4/2006 6,3 4186,7
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Alpha Bank Eurobank| Piraeus Banl|Marfin Investment Group

p(0) 1955 2493 16,36 541
p(+66) 20,38 18,61 16,43 5,28
+126 27108 2261 14,75 6,43
General Index 29/3/1999] 10/6/1999]  20/12/1999] 231312006
p{0) 36551 425169 510934 4148 40
p(66) 4190,46] 59429 485317 3615,76
126 6268,15] 512275 4421,38 3931,05
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