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Abstract: Banks play a critical role in the economic developmentof any country.For developing 

countries it works as blood circular in the economy. Since the financial market of Nepal(as a 

developing country) is characterized by numerous glitches, the Nepal Rastra Bank issued the 

merger guidelines (“Merger-by-Laws-2011”) in order to bring stability in the financial sector 

and to regulate the banking sector. This study finds the impact of mergers on financial 

performance of banks in Nepal.The findings depict a positive impact towards mergers and 

provide bank stakeholders with insights upon which they can base their decisions concerning 

mergers.
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INTRODUCTION 

Bank mergers are claimed to be the sources of efficiency gains from the realization of economies 

of scale and economies of scope, the removal of overlapping services and the increasing awareness 

of innovative banking tools; however, one needs to read over the assertions with caution. It is due 

to the fact that much of the prior research has focused on the market driven merger or the 

voluntary merger. At the one hand, the voluntary bank merger refers to the process by which two 

or more banks merged and become one new entity. The merger takes place without any objection 

from the shareholders and the board of both banks. The purchase is considered done once the 

acquirer purchased the shares of the target bank. On the other hand, involuntary merger refers to 

the merger of a firm that is insolvent or in danger of insolvency and it is initiated by the 

government or the authority of bank regulation. The concept of merger and acquisition (M&A) 
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was an entirely new thing to the Banking and Financial Institutions (BFIs) of Nepal when the 

Nepal Rastra Bank (The Central Bank of Nepal), supervisory and regulatory body of all the BFIs 

has issued merger by-laws in May 2011 (Shrestha, 2012; Gyanwali, 2013). 

A merger is a combination of two companies to form a new company, while an acquisition is the 

purchase of one company by another with no new company being formed (Cartwright and 

Schoenberg, 2006). A merger happens when one firm takes over all the assets and all the liabilities 

of another. The joint firm retains its identity, while the acquired firm lapses. For a merger to 

happen approval by majority vote of shareholders is ordinarily required. There are other varied 

ways that one company can acquire another among them purchasing some or all of the company's 

assets or buying up its outstanding shares of stock (DePamphilis, 2008; Sharma, 2009; Kemal, 

2011). 

This study is based on the analysis of the variables that have already occurs by the events of 

merger with the previous situation of merger, so this types of research also called casual 

comparative research or ex post facto research. The study sought to determine the effect of 

mergers and acquisitions on financial performance of banks taking a survey of banking industry in 

Nepal. 

 

SURVEY OF LITERATURE 

With the concepts of globalization, liberalization, improvements in technology, and competitive 

business environment, mergers and acquisitions are becoming more important throughout the 

modern world (Leepsa and Mishra, 2014). 

The terms merger and acquisition are often used interchangeably. The primary purpose of a merger 

is to expand their business operations. A merger refers to the combination of two or more 

organizations into one larger organization (Mylonakis, 2006). Such actions are commonly result in 

combining the names of the original organizations to form the new name. An acquisition is 

purchasing one organization by another. Such actions can be hostile or friendly and the acquirer 

maintains control over the acquired firm.  

Mergers and acquisitions differ from a consolidation, which is a business combination where two 

or more companies join to form an entirely new company (Mueller, 1969). But, according to 

(Piloff and Santomero, 1998), Bank merger could be considered as a process when previously 

distinct banks are consolidated into single institution. 

In General, merger is the process of diluting one or more companies together to form a new 

company in a strong way making more competitive. In finance, Merger is an act or process of 

purchasing equity shares (ownership shares) of one or more companies by a single existing 

company.  
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(Sudarsanam, 2003) stated that, an acquisition can be done either by purchasing the stock and/or 

assets of the target company. A takeover is another form of acquisition which can be used 

interchangeably. According to (Copeland, et al., 2005) the underlying principle of merger and 

acquisition is to maximize the shareholders profit by maximizing the profit of business 

corporations. However, each term carries a slightly different meaning under business situations.  

Usually, a merger takes place on friendly terms and the newly created company shares equal profit 

among the stakeholders. In an acquisition, a deal can be done without the mutual consent of the 

target company. Usually, the bigger, stronger and larger companies shallow the operation of a 

weak company. In case of a merger, the deal between merging companies is friendly where both 

the parties share the same percentage of ownership and profit.  

According to (Focarelli and Panetta, 2003) a merger takes place when one bank loses its identity 

and becomes a part of an existing bank with one headquarter and a unified branch network, and 

come under the management control of existing bank. 

One of the objectives of firms to go on mergers and acquisitions is, to increase their market share, 

diversification, efficiency (both production and cost efficiency), achieve internationalization, and 

to get operation, financial, and managerial synergies (Moeller and Brady, 2007). 

One another objective behind the mergers and acquisition in the banking industry is to achieve 

economies of scale and scope. It is because as the size increases the efficiency of the system also 

increases. Mergers also help in the diversifications of the products, which help to reduce the risk as 

well (Kaur and Kaur, 2010). 

Numerous research works to find the impact of mergers of banks on financial performance have 

been done for past decade. (Oloye and Osuma, 2015) reported in their research work examined the 

impact of mergers and acquisition of commercial bank’s performance in Nigeria as their main 

objective. The research used shareholders fund and profit after tax of the selected banks as proxies 

to measure the financial efficiency of the banks in both pre and post consolidation eras in Nigeria. 

A pre and post analysis study of firms has been done by (Turchynska, 2011) and concluded that it 

had positive effect as their profitability, in most of the cases deteriorated liquidity. After the period 

of few years of Merger and Acquisitions(M&As) it came to the point that companies may have 

been able to leverage the synergies arising out of the merger and Acquisition that have not been 

able to manage their liquidity. 

Further, several studies have found that merger events have a positive effect on the financial 

position of a firm specifically profitability, leverage, and liquidity. For example, (Pandit and 

Srivastava, 2016) explained that valuation of merger deal is essential aspect while comparing the 

performance of mergers. 

(Goyal& Joshi, 2011) have given an overview on Indian banking industry and highlighted the 
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changes occurred in the banking sector after post liberalization. The conclusion said that, only 

private sector banks are in favor of the voluntary merger wave in the Indian Banking Sector and 

public sector Bank are reluctant toward their type of restructuring. 

(Tambi, 2005) has found the impact of Merger and Acquisition on the performance of firms. 

Performance of the organizations was calculated by three factors which are: Profit after Tax, 

Return on capital employee and Profit before Interest Tax Depreciation and Amortization. Results 

of the study showed that Merger and Acquisition had been unsuccessful. 

(Hijzen, et al., 2006) studied the impact of cross border Merger and Acquisitions and analyzed the 

role of trade cost, and explained the increased in the number of cross border Merger and 

Acquisitions (and used industry data of 23 countries over a period of 1990 -2001). The result 

suggested that aggregate trade cost affects cross border merger activity negatively, its impact differ 

importantly across horizontal and non-horizontal mergers.There is also empirical proof that merger 

and acquisition deals do not significantly influence the profitability and financial performance of 

organizations (Al-Hroot, 2016). 

 

RESEARCH ISSUE 

This research study on the merger practice of BFIs in Nepal will provide the detail insight about 

the current burning issues presented in Nepalese financial market. This study will provide the 

answer for the necessity of the merger of existing BFIs in Nepal. The study will cover the analysis 

of the events of merger on financial performance of BFIs in Nepal. This study may significance to 

the Nepalese BFIs to understand the exact impact off merger on their financial performance. It is 

new concept in Nepalese BFIs and there is a lot of confusion about the merger and their impacts on 

the long term growth and profitability of the BFIs. Hence this research work can be fruitful for the 

analysis and understand the impacts of merger. It will be source of good reference for the future 

research study on the topic merger and acquisitions. 

 

RESEARCH HYPOTHESIS 

In order to test the relationship between the variables, the following null hypotheses (Ho: p=0) are 

formulated: 

 There is no significant difference in the ROE ratios between pre and post-merger of 

BFIs 

 There is no significant difference in the ROA ratios between pre and post-merger of 

BFIs 

 There is no significant difference in the NPL ratios between pre and post-merger of 

BFIs 
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 There is no significant difference in the CAR ratios between pre and post-merger of 

BFIs 

 There is no significant difference in the CD ratios between pre and post-merger of 

BFIs 

 There is no significant difference between the ratios of pre-merger commercial 

bank to development bank. 

 There is no significant difference between the ratios of post-merger commercial 

bank to development bank. 

 There is no significant difference between the regression coefficients and intercept 

from pre- merger to post merger 

RESEARCH METHODOLOGY 

Data Collection Procedure: 

The financial and accounting data of six Commercial bank and four Development banks of before 

three years and after three years of Merger is collected from banks annual reports to examine the 

impact of merger on financial performance of the banks. Different books, journals official 

statistics, reports, articles, publications and other documents, and electronic data were also used. 

Mainly data are collected considering Return on Equity (ROE), Return on Assets (ROA), Non-

Performing Loan to total Loan (NPL), Capital Adequacy Ratio (CAR). 

 

Analysis Plan 

The MS Excel and Statistical Package for Social Science (SPSS) Software were used to do various 

analyses so those proper conclusions were drawn from the findings. After collecting and cleaning 

the data it was entered in a computer using SPSS. Various statistical tests were run to analyze the 

data. These include the frequency and percentage analysis, cross tabulation, independent sample t-

test, paired-test, ANOVA test, multiple regression analysis and correlation analysis.  

 

Model I 

The 3 year pre and post-merger data points were taken for 5 parameters across the 10cases. For 

pre-merger series, a simple average of the parametersvalue for three years of both the target and 

the acquirer company is taken. For post-merger series, the average of the parameters value for only 

the acquirer company is taken. At 1%, 5% and 10% level of significance the result is derived.Both 

the Pre and post-merger Data Series were tested for normality.The paired t-test is used for the 

analysis of two samples means as a pre and post-merger significance of variables. 

 

Model II 
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For the overall significance of the variables and their impact on dependent variables, Model II is 

used as a multiple regression Model calculated using the MS Office Excel. The following models 

have been estimated for the Pre and post-merger data. 

𝑅𝑂𝐸𝑏𝑚 = 𝛼 + 𝑅𝑂𝐴. 𝑏1 + 𝑁𝑃𝐿. 𝑏2 + 𝐶𝐴𝑅. 𝑏3 + 𝐶 𝐷 . 𝑏4 + 𝑒 

𝑅𝑂𝐸𝑎𝑚 = 𝛼 + 𝑅𝑂𝐴. 𝑏1 + 𝑁𝑃𝐿. 𝑏2 + 𝐶𝐴𝑅. 𝑏3 + 𝐶 𝐷 . 𝑏4 + 𝑒 

Where, 

𝑅𝑂𝐸𝑏𝑚 = Return on Equity before Merger 

𝑅𝑂𝐸𝑎𝑚 = Return on Equity after Merger 

𝛼 = Constant alpha 

𝑏1, 𝑏2, 𝑏3 =  parameter 

𝑒 = random Flactuation or error term 

𝑁𝑃𝐿 = Non performing Loan 

𝐶𝐴𝑅 = Capital Adquacy Ratio 

𝐶 𝐷 = Total Credit / Total Deposit Ratio. 

Above Model (regression) was estimated for the parameters using Multiple Regression significant 

parameters and their relationship with the dependent variable were determined. The data has been 

collected from different secondary sources in raw forms, which were verified, simplified, 

classified and tabulated form for the purpose of analysis. 

Using SPSS tools we analysis the regression model intercept and coefficients of variables. After 

obtaining the intercept and coefficients of the variables, paired t-test is used to test the relation 

between the before and after merger model intercept and coefficients. The test is done at 1%, 5% 

and 10% level of significance. 

 

ANALYSIS 

Every BFI should maintain the adequate capital adequacy ratio prescribed by the central bank. 

Every BFI with large amount of capital can invest in large profitable scale projects which could 

not be assessed by the low capital based BFIs. Each and every BFI seeks for more and more 

capital because more capital gives more opportunity and strength in terms of resource availability.  

 

Descriptive Analysis 

Analysis of CD of BFIs 

The following tables indicate the analysis of 𝐶 𝐷  ratio of before and after the mergers of the 

selected banks. 

It is highlighted in Table 1 that, after the merger in fiscal year (FY) 2011/12, the C/D ratio became 

72.41% reducing by 22.58%and that falls under the Nepal Rastra Bank (NRB) standard. But in the 
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FY 2012/13 and FY 2013/14, the C/D ratio increases to 79%. 

Table 1: C/D of MBL (Amount in ‘000’) 

BFIs Total Credit Total Deposit C/D Ratio Average 

Machhapuchhre Bank (MB) 14,408,748.68 16,409,968.01 87.80% 
94.99% 

Standard Finance Limited (SFL) 2,838,980.73 2,778,440.37 102.18% 

Machhapuchhre Bank Limited - MBL (after merger) 

 
2011-12 15,602,700.84 21,546,396.53 72.41% 

 
2012-13 21,652,400.00 27,136,700.00 79.79% 

 
2013-14 29,541,400.00 37,132,100.00 79.55% 

Source: Annual Report of MBL 2010 to 2014 

The stats showed in Table 2 explain the analysis of the merger between NIC Bank and BOA. After 

the merger in FY 2011/12, C/D ratio became 81.23% increasing by more than 2%, but in the FY 

2012/13 C/D ratio rises to 82.93%. 

  

Table 2: C/D of NIC Asia (Amount in ‘000’) 

BFIs Total Credit Total Deposit C/D Ratio Average 

NIC Bank 17,523,000 22,244,000 78.77% 
79.01% 

Bank of Asia (BOA) 12,165921 15,351,206 79.25% 

NIC Asia (after merger) 

 
2011-12 - - 81.23% 

 
2012-13 32,416,000 40,113,000 82.93% 

Source: Annual Report of NIC ASIA 2010- 2013 

TheTable 3 is showing the pre and post stats of merged PBL. The average C/D ratio of four BFIs is 

77.66% whereas newly merged entity has C/D ratio of 88.165 % which increased by 9.78 %. But 

in FY 2013/14 C/D ratio has declines to 80.57%. 

 

Table 3: C/D of PBL before/ after merger (Amount in ‘000’) 

BFIs Total Credit Total Deposit C/D Ratio Average 

Kist Bank Limited (KBL) 13,732,575 19,835,166 69.235% 

77.66% 

Prabhu Bikas Bank Limited (PBBL) 7,526,268 10,313,942 72.97% 

Gaurishankar Development Bank 

Limited (GDBL) 
1,112,178 1,385,397 80.28% 

Zenith Finance Limited (ZFL) 874,696 992,135 88.165% 

Prabhu Bank Limited - PBL (after merger) 

 
2013/14 14,791,604 21,093,025 80.57% 

Source: Annual Report of PBL 2012 to 2014 

 

The Table 4 showing the pre and post stats of merged GIBL explains the average C/D ratio of four 
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BFIs is 76.84% whereas newly merged entity has C/D ratio of 77.09% which increased by 0.25%. 

But in FY 2012/13 C/D ratio rises to 79.12%  

 

Table 4: C/D of Global IME (Amount in ‘000’) 

BFIs Total Credit Total Deposit C/D Ratio Average 

Global Bank Limited (GBL) 20,765,200 26,913,800 77.15% 

76.84% IME Finance Company (IMEFC) 37,114,000 59,607,000 66.26% 

Lord Buddha Finance (LBF) 39,830,000 45,720,000 87.11% 

Global IME Bank Limited - GIBL (after merger) 

 
2011-12 20,764,480 26,933,770 77.09% 

 
2012-13 26,992,000 34,112,000 79.12% 

Source: Annual Report of Global IME 2011 to 2013 

 

Analysis of NPL of BFIs 

Non-Performing Loan to total loan ratio is also a very crucial factor for profitability of the bank. 

NPL is also change with the event of merger.In aggregate, the ratio of NPL Before and after the 

one, two and three period of Merger is shown in Table 5. In all three cases it decline from the 

precious respective periods. 

Table 5: Average NPL of selected BFIs 

 

 

Analysis of ROE of BFIs 

Return on Equity (ROE) is the ratio that measures the profitability of the bank. On the other hand 

It is also theper unit return of equity. The ROE of ten selected bank has averaged and presented the 

Table 6. We are highlighted that, the average ROE is rises from 4.80 % to 12.239%, from before 

merger to after merger. 

Table 6: Average ROE of BFIs 

Periods 
ROE Average of 10 samples 

Before Merger After  merger 

1 3.33 5.241 

2 2.26 14.117 

3 8.96 17.361 

Average 4.85 12.239 

Periods 
NPL Average of 10 banks 

Before Merger After Merger 

1 8.23 5.65 

2 5.82 5.26 

3 5.66 4.229 

Average 6.56 5.05 
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Analysis of ROA of BFIs 

The Return on Assets (ROA) is used to analyze a company's ability to generate profits from its 

assets. When assessing a business's financial fitness, it is important to know how successful it is at 

turning what it already has into additional profits for owners and shareholders. The aggregated 

ROA average of samples banks of before merger and after merger is presented in Table 7, and we 

found that it is rises from 0.978 % to 1.804 %, from before merger to after merger. 

 

Table 7: Average ROA of BFIs 

Periods 
ROA Average of 10 samples 

Before Merger After Merger 

1 0.938 2.136 

2 0.917 1.562 

3 1.084 1.714 

Average 0.978 1.804 

 

Analysis of CAR of BFIs 

The Capital Adequacy Ratio (CAR) is a measure of a bank's capital. It is expressed as a percentage 

of a bank's risk weighted credit exposures. Here, the average CAR of before merger and after 

merger of aggregate of samples banks is presented in Table 8. In all cases CAR decline from the 

previous period of merger. 

 

Table 8: Average CAR of BFIs 

Years 
CAR  Average Ratio of 10 Banks 

Before Merger After Merger 

1 16.53 15.72 

2 16.5 14.1 

3 16.95 13.83 

Average 16.66 14.55 

 

Inferential Analysis of Variables 

Model I Paired T-test 

Hypotheses of the study have been tested using t-test to check the significant difference for each 

ratio and paired sample t-Test used to analyze the statistical significant difference for overall Pre 

and Post M&A financial performance. 

T-Test: Paired Two Sample for Means: Taking average of pre and post M&A performance t-Test 

measure the significant difference at 5% significant level between pre and post M&A of each ratio 



32 ©  
 

collectively for all the banks which are taken as a sample for the study. For each pre and post 

M&A financial ratio P-value (two-tail) is the significant impact. Below in the fourth column of 

table 4 P-value is shown for each ratio. If the P-value is less than 0.05, it means there is a 

significant difference in the financial ratios between pre and post M&A. In other case if the P-

value is greater than 0.05, there will be insignificant difference between the financial ratios for pre 

and post M&A. The mean results are also discussed for each ratio. 

In the Table 9, the merger of the ten sample bank, the comparison between pre and post-

performance that the Mean value of ROEhas increased from 4.85% to 12.25% with t-value -2.129 

which shows significant improvement in the ROE after the merger.Similarly, the Mean value of 

ROA has increased from 0.90% to 1.84% with t-value -1.246 which shows significant 

improvement in the ROA after the merger. NPL to total loan ratio has decreased from 6.57% vs. 

5.05% with t-value 0.77805. CAR has decreased from 16.65% to 14.55 % with t-value 0.55, and 

Non C/D ratio has significantly decreased from 84.30% to 77.35% with t-value 3.0324. 

 

Table 9: Result of Paired t-test of variables 

Ratio Mean Variance t- value p-value 

ROE 
Pre 4.85 130.34 

2.129*** 0.06*** 
Post 12.25 29.91 

ROA 
Pre 0.90 2.17 

1.246 0.24 
Post 1.84 7.88 

NPL 
Pre 6.57 90.16 

0.778 0.45 
Post 5.05 16.26 

CAR 
Pre 16.65 212.67 

0.557 0.59 
Post 14.553 14.87 

C/D 
Pre 84.30 225.54 

3.032** 0.040** 
Post 77.35 87.10 

(**Significance at 5% level of significance, ***Significance at 10% level of significance) 

 

The above calculation shows that there significance difference between the ratios of ROE at 10% 

level of significance, null hypothesis is rejected and alternate hypothesis is accepted. This means 

there is significant differences between ROE in before and after merger. For the CD ratio also 

significance at 5% level of significance, so null is rejected and alternate hypothesis is accepted, 

this means there is significant differences between CD in before and after merger. Hence there is 

significant impact of merger on ROE and CD.  

But other three variables are not significant, so null is accepted and alternate hypothesis is rejected 

that there is not a significant changes in ROA. Similarly for NPL, null hypothesis is accepted and 

alternate hypothesis is rejected that there is not a significant changes in NPL by merger of BFIs. 
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And, for CAR also null hypothesis is accepted and alternate hypothesis is rejected that there is not 

a significant changes in CAR by merger of BFIs.  

 

Model II Regression Model 

The study used a multiple regression model to determine the influence of independent variables on 

the dependent variable. The dependent variable was performance of the pre-merger banks in terms 

of ROE, ROA, NPL, CAR, CD ratio. 

 

Before Merger 

The R-value 0.8026 shown in Table10 indicates a high degree of correlation. This implies that 

there is a connection between the independent variables and the dependent variable making this 

study valid.  

 Regression Model Output 

The Table 10 depicts 1% change in ROA is caused 0.94% change in Return on Equity. 1% change 

in NPL is caused 1.680 % change in ROE. 1% change in CAR is caused 1.20 % change in ROE, 

and 1% change in C/D is caused 0.58 % change in ROE. However, there is another component of 

changes in ROE that is accounted for by other factors outside the four independent variables that 

are captured in this study. The multiple R is 0.80 means the variation on the ROE is explained by 

the four independent variables. 

 

Table 10: Regression Output of Before Merger 

 Intercept ROA (x1) NPL (x2) CAR (x3) C/D (x4) 

Coefficients -13.157 -0.949 -1.681 -1.205 0.5868 

t Stat -0.470 -0.324 -2.695 -2.512 1.5476 

P-value 0.657 0.758 0.0432 0.0539 0.1824- 

Multiple R 0.802 

R Square 0.644 

F 2.26 

 

By taking ROE as dependent variable and others as independent, the coefficient of the regression 

estimate for before merger is calculated as the output. The regression equation is estimated as 

follows. 

=  −13.1578 +  ROA(−0.94) +  NPL(−1.680) + CAR(−1.20) +  C/D 0.5868 + e 

Correlation coefficient between Independent variables 

The Table 11 specify the correlations between the independent variables, CD and NPL has positive 

-0.54, ROA and CD has positive 0.658, CAR and CD has -0.677, ROA and NPL has -0.219. CAR 
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and NPL has 0.854 and CAR and ROA has -0.263 coefficients of correlations. 

Table 11: Coefficient Correlations before merger 

  CD NPL ROA CAR 

Correlations 

CD 1.000 -0.540 0.658 -0.677 

NPL -0.540 1.000 -0.219 0.854 

ROA 0.658 -0.219 1.000 -0.263 

CAR -0.677 0.854 -0.263 1.000 

  CD NPL ROA CAR 

Correlations 

CD 1.000 -0.540 .658 -0.677 

NPL -0.540 1.000 -0.219 0.854 

ROA 0.658 -0.219 1.000 -0.263 

CAR -0.677 0.854 -0.263 1.000 

 

After Merger 

The R-value 0.737 shown in Table 12 indicates a high degree of correlation. This implies that there 

was connection between the independent variables and the dependent variable making this study 

valid. 

 Regression Output of after Merger Model 

Table 12: Regression output of After Merger 

 Intercept ROA (x1) NPL (x2) CAR (x3) C/D (x4) 

Coefficients 4.7880 0.5397 -0.803 -0.9076 0.30697 

t Stat 0.322 0.9095 -1.893 -1.6308 1.3664 

P-value 0.760 0.4043 0.116 0.1639 0.230 

Multiple R 0.737 

R Square 0.5438 

F 1.490 

 

The Table 12 depicts 1% change in ROA is caused 0.53% change in ROE. 1% change in NPL is 

caused 0.80 % change in ROE. 1% change in CAR is caused 0.90 % change in ROE, and 1% 

change in CD Ratio is caused 0.30 % change in ROE. However, there is another component of 

changes in return on equity that is accounted for by other factors outside the four independent 

variables that are captured in this study. The specific model is as given below: 

=  4.788 +  𝑅𝑂𝐴0.53 +  𝑁𝑃𝐿(−0.80) + 𝐶𝐴𝑅(−0.90) +  𝐶/𝐷 0.3069 + 𝑒 

The Multiple R of after merger model is 0.73, this means that 73 % variation on ROE is explained 

by the four independent variables. 

 Correlation coefficient between Independent variables 

The Coefficient of correlations shown in Table 13specify the correlations between the independent 
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variables, CD and NPL has positive 0.33, ROA and CD has positive 0.150, CAR and CD has -

0.609, ROA and NPL has -0.211. CAR and NPL has 0.242 and CAR and ROA has 0.063 

coefficients of correlations. 

Table 13: Coefficient Correlations 

  CD NPL ROA CAR 

Correlations 

CD 1.000 0.33 0.150 -0.609 

NPL - 1.000 -0.211 0.242 

ROA - - 1.000 0.063 

CAR - - - 1.000 

 

Independent T-test 

Independent t-test is used to analyze whether there is no differences between the variables of 

commercial banks and development bank in both cases before merger and after merger. For 

comparative analysis the four commercial and four development banks are taken for analysis. The 

average values of ROE, ROA, NPL, CAR and CD of both types of BFIs are compared for 

significance. And the t-test is run, or whether the variables commercial bank is significantly 

difference from the development banks. The level of 1%, 5%, and 10% level significance is 

used.The Null hypothesis is accepted for CD, it means that there is no significant difference of CD 

in commercial bank and development bank at before merger. 

 

Before Merger 

The independent t-test from the above analysis of the Table 14, the value of the all t-Stat is lower 

than tabulated value at 5% level of significance other than CAR. It means there is no significant 

difference between the post-merger variables of Commercial and Development bank except CAR 

ratio. The Null hypothesis is accepted for ROE, it means that there is no significant difference of 

ROE in commercial bank and development bank at before merger. The Null hypothesis is accepted 

for ROA, it means that there is no significant difference of ROA in commercial bank and 

development bank at before merger. The Null hypothesis is accepted for NPL, it means that there 

is no significant difference of NPL in commercial bank and development bank at before merger. 

The Null hypothesis is accepted for CD, it means that there is no significant difference of CD in 

commercial bank and development bank at before merger. 

Table 14: Independent T-test for variables of two categorized bank 

Ratio ROE ROA NPL CAR CD 

T-Stat 0.8085 0.5882 0.3616 -3.02** -0.56 

P-value 0.449 0.577 0.733 0.023** 0.589 

(**significance at 5%, ***significance at 10%) 

 



36 ©  
 

After Merger 

The ratios of variables are used in the three years average of BFIs after merger. In the Table 15 the 

significance is presented at 1%, 5% and   10% level of significance. 

 

Table 15: Independent T-test for variables of two categorized bank 

Ratio ROE ROA NPL CAR CD 

T-Stat 1.65 1.00 -0.53 2.30*** -0.57 

P-value 0.149 0.3517 0.610 0.06*** 0.58 

(**significance at 5%, ***significance at 10%) 

 

The independent t-test from the above analysis, the value of the all t-Stat is lower than tabulated 

value at 5% level of significance but in 10% Car is significance. It means there is no significant 

difference between the post-merger variables of Commercial and Development bank. Null 

hypothesis is accepted at 5% level of significance. The Null hypothesis is accepted for ROE, it 

means that there is no significant difference of ROE in commercial bank and development bank in 

after merger. The Null hypothesis is accepted for ROA, it means that there is no significant 

difference of ROA in commercial bank and development bank in after merger. The Null 

hypothesis is accepted for NPL, it means that there is no significant. 

 

Paired T-test of Regression Model Intercept and Coefficients 

For the analysis of the significance change in the Regression model independent variables 

coefficient we again test for significance. Here we used the coefficient of intercept, and others four 

variables. Paired t- test used of the intercept, the coefficient of ROE, ROA, NPL, CAR and CD 

that is derived by the previous multiple regression model. 

In the analysis of intercept of before merger and after merger, there we found high negative 

correlation between the intercept of before merger regression model and after merger regression 

Model. According to data shown in Table 16, the correlation coefficient is significance at 5%, it 

means null is rejected and alternate hypothesis is accepted, it means there is correlation between 

the coefficient of regression model of before and after merger of the bank. 

 

Table 16: Paired Samples Correlations 

  N Correlation Sig. 

Pair 1 Before & After Intercept and coefficient 5 -0.923 0.026** 

(*significance at 1%, **significance at 5%) 

 

The result of the Paired t-test shown in Table 17 depicts that, there is no significant change in the 
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coefficients of the regression model of ROE = α+ ROA.b1 +NPL.b2+ CAR.b3+ C/D.b4 + ef 

before and after. The paired t-test t is less than the tabulated t, so Ho is accepted and H1 is 

rejected. There is not sufficient ev values is less than the tabulated values so the null hypothesis is 

accepted and alternate hpothesis is rejected at the 5% level of significan. It means  there is no 

significant change in regression cofficient and intercept from before merger to after merger. This 

model summarized the overall analysis of the data and statical tools that employed in the previous 

section. 

Table 17: Paired Samples Test of Regression coefficients 

(*significant at 1 %, **significant at 5%) 

 

FINDINGS OF THE STUDY 

Based on the data collection and analysis, the following are the findings of the study: 

 Merger of BFIs definitely helps in reduction of C/D ratio for BFIs. It is significantly 

changed by merger, H1 is accepted. 

 The comparison between pre and post-performance of mean value of Return on Equity 

(ROE) is 4.85% has been significantly increased to 12.25% with t-value 2.129 which 

shows significant improvement in the ROE after the merger. It means alternate hypothesis 

is accepted. 

 The Mean value of Return on Assets 0.90% has increased to 1.84% with t-value -1.246 

which shows improvement in the ROA after the merger. But t-value is not significant at 

10% level of significance. So null hypothesis is accepted.  

 The Average NPL of 10 banks 1 period before the merger is 5.66 % and after the merger it 

becomes 5.65%. Similarly, the NPL of 2 periods before the merger is 5.82% and after the 

merger it becomes the 5.26% and before the three periods of merger NPL is 5.66% and 

after three it becomes 4.29%, Hence NPL is slightly reducing after the merger. Not a 

significant improvement. 

 CAR ratio has decreased from 16.65% to 14.55 % with t-value 0.55, Capital Adequacy 

Ratio is also slightly changed but not a significantly. 

Before & 

after 

intercept and 

Coefficients 

Paired Differences 

t-test df 
Sig. 

(2-tailed) Mean 
Std. 

Deviation 

Std. Error 

Mean 

95% Confidence Interval of 

the Difference 

Lower Upper 

-4.06626 7.78680 3.48236 -13.73485 5.60233 1.168 4 0.308 
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 The before Merger Regression Model estimated the equation of ROE =-13.1578+ ROA(-

0.94)+ NPL(-1.680)+CAR(-1.20)+ C/D 0.5868+e, which is changed to the equation of 

ROE = 4.788+ ROA0.53 + NPL(-0.80)+CAR(-0.90)+ C/D 0.3069+e. 

 The independent T-test of Commercial bank and Development bank specify in before 

merger model, there is not a significant difference on variables, or there is no significant 

difference between the variables of Commercial bank and Development bank. But the CAR 

ratio is significantly different at 5% level of significance, from Commercial bank to 

Development bank. 

 The independent T-test of Commercial bank and Development bank specify in afer  merger 

model, there is not a significant difference on variables, or there is no significant difference 

between the variables of Commercial bank and Development bank. But the CAR ratio is 

significantly at 10% level of significance different from Commercial bank to Development 

bank. 

 The Paired T-test of intercept and independent variables coefficient specify that there is 

there is not sufficient evidence for significant change in regression cofficient and intercept  

from before merger to after merger. 

CONCLUSION 

In Nepal the merger and acquisition is the new concept. In many cases when BFIs faced the 

problematic situation they seek for merger in order to diversify the risk of failure.  The main 

motive of merger for banks and financial institutions is to increase the capital base. Most of the 

banks and financial institutions have operating with limited capital base. So, banks and financial 

institutions merged with other institutions for increasing the base of capital as NRB has direct the 

BFIs of Nepal. 

The impact of mergers in ROE has significant impact, that ROE is significantly changed with the 

events of merger. And It creates the for equity holders. The CD also significant with the merger. 

After Merger BFIs lower down their CDs significantly. But ROA is not significantly improved by 

the events of merger, NPL and CAR also not significantly changed. The degree of relationship is 

explained by the regression model that, ROE is determined by 80% variation is explain by ROA, 

NPL, CAR, CD that exists in before model  and after merger it changed to 72% of variation of 

ROE is explained by the independent variables. 

The studies found that there are similarities between commercial bank merger and development 

bank merger. Independent t-test, shows that there is no differences between the before and after 

merger performance of commercial development banks. 
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