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Abstract

Corporate restructuring consists of any significant change in a firm's fiscal 
structure, or ownership, or control, or corporate portfolio that is planned to 
increase the value of the firm.  There are instances where the mergers and 
acquisitions (M&As) impact the profitability (P). Hence, the present paper is 
to analyse the impact of M&As on P of manufacturing firms in India.  For this 
purpose, 39 manufacturing firms are selected based on the adequacy of data in 
the data source for a period of 10 years on year to year basis from 2001–2002 to 
2011–2012 considering the firms, which had gone into the M&As process 
during the financial year 2006–07. Paired samples t-test is applied to study the 
mean difference in the P of the firms in the pre-and post-merger periods.  The 
study proves that the M&As has significant effect on P for 38 out of 39 
manufacturing firms in India in the post-merger period and therefore it reveals 
that the acquiring manufacturing firms in India have utilized their combined 
resources well in accelerating profit and enhancing shareholders' wealth after 
merger
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Introduction

A variety of forces like global competition, technological innovations, 
managerial innovations, regulatory changes, transformation of formerly 
centrally planned socialistic and communistic economies, and growth of 
international trade have operated the M&As process.  Corporate 
restructuring (CR) has been a dominant global corporate theme from the mid-
seventies.  By and large, CR has been a resounding success, which has led to 
remarkable improvement in corporate performance.  Observers of CR believe 
that the gains are attributable to synergetic benefits, sharper forces, better 
corporate governance, enhancement in managerial incentives and 
motivation, greater disciplining power of debt, and elimination of cross 
subsidies. 

That CR leads to improved performance is a debatable issue.  Many studies 
have covered short-run as well as long-run profitability (P) of the acquiring 
firms after mergers and acquisitions (M&As).  When post-merger P was 
compared with that of the pre-merger, no significant improvement in P was 

  found (Pawaskar, 2001; Surjitkaur, 2002; and Coontz, 2004).  However, 
there is a significant positive impact of M&As on the short-run post-merger P 
of acquiring firms in India (Gurusamy and Radhakirishnan, 2010; 
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Azhagaiah and Sathishkumar, 2011; and Indhumathi et al. 
2011).  The above literature provides an overview of the P of firms 
after the process of M&As.  Hence, an attempt has been made in 
the present paper to analyse the impact of M&As considering the 
models used in the previous studies.  

Review of Literature

Ikeda and Do (1983) tested the operating performance (OP) on 
parameters such as profitability, efficiency, growth, and research 
and development, and found that the financial performance in 
respect of P was higher in the post-merger period.  Scherer (1988) 
found that most of the firms did not show significant improvement 
in long-term P after acquisition.  Franks and Harris (1989) 
showed that the target firms' shareholders benefit and the bidding 
firms' shareholders lose.  Pawaskar (2001) found that the 
acquiring firms performed better than that of the industry average 
in terms of P.  Martynova et al. (2007) concluded that the 
acquiring and target firms significantly outperformed the median 
peers in their industry prior to the takeovers, but the P of the 
combined firm after the merger decreased significantly following 
the takeover.  

Mantravadi and Reddy (2008) found that the M&As seem to have 
had a slightly positive impact on the P of the acquiring firms in 
banking and financial service industry, the pharmaceuticals, 
textiles, and electrical equipment sectors.  Mishra and Chandra 
(2010) found that the acquiring firms did not have any significant 
impact on P in the long-run.  Further, in-house research and 
development and foreign technology purchase also did not have 
any significant impact on P of the acquiring firms.  Ravichandran 
et al. (2010) inferred that the total advances-to-deposits and P are 
the two main parameters which are to be considered, since they are 
very much affected by M&As.  Also, the P of the acquiring firms is 
significantly affected showing a negative impact on the returns.  

Azhagaiah and Sathishkumar (2011a) found that the M&As 
process has significant impact on the P of acquiring firms in India 
after merger.  Azhagaiah and Sathishkumar (2011b) also found 
that there was an increase in operating profit, gross profit, and net 
profit; there is a significant positive impact of M&As on the short-
run post-merger P of acquiring firms of chemical industry in India.  
Venkatesha and Manjunatha (2013) found that M&As have 
positively affected the banks' financial performance. Despite the 
positive results by the M&As, banks have to prove consistent 
performance in general, and should give more importance on 
liquidation in particular.

The cited literature provides an overview of impact of M&As on P 
in the post-merger period.  The previous studies, by and large, 
attempted to study the short-run impact say three years prior to 
merger and three years after the merger period.  With these 
evidences and background an attempt has been made in the present 
paper, to study the impact of M&As on the P of Indian 
manufacturing firms in the long-run i.e., five years prior to merger 
year and five years after the merger year.  

Statement of the Problem and Significance of the Study

When a firm is merged with another or is acquired by the profit-
making firm, it benefits both the firms; hence, it is the order of the 
day that all firms are interested in resorting to CR in the name of 
M&As.  However, the question that often arises is whether all the 
firms those are merged / acquired end up with increase in P?  
Because, in some firms, there has been a negative performance 

after M&As, say Scherer, 1988; Pawaskar, 2001; Surjitkaur, 
 2002; Coontz, 2004; and Mishra and Chandra, 2010 etc., 

therefore, the present paper is an attempt to seek answers to the 
stated question by analysing the impact of M&As on P by studying 
39 selected manufacturing firms in India, which are listed in one of 
the leading Indian stock exchanges in India viz the Bombay Stock 
Exchange, and which have undergone M&As in the same (related 
merger) industry during the financial year 2006–2007 

Objectives and Hypotheses Developed for the Study 

The paper is primarily designed to study the impact of M&As on P 
of manufacturing firms in India.  The motives behind the M&As, in 
general, are shareholders' wealth maximization, profit 
maximization, and financial and operating risk minimisation.  
More specifically, the present paper proposes

 To study the effect of M&As on profitability in respect of 
gross profit ratio, net profit ratio, operating profit ratio, 
return on investment ratio, return on net-worth ratio, 
return on equity ratio, return on assets ratio, return on 
long term fund ratio, sales to total assets ratio, and 
earnings per share ratio of manufacturing firms in India 
after merger. 

The present paper is aimed at to estimate the profitability of 
manufacturing firms in India in the post-merger period.  Based on 
the objective, the following hypothesis is developed: 

1  H = “There is no significant mean difference between the 0

profitability of manufacturing firms in India before and after the 
M&As process”.

Methodology of The Study

Data Source and Period of the Study

The study used secondary sources of data, which were collected 
from the capital market database called Centre for Monitoring 
Indian Economy Private Limited (Prowess CMIE).  Data on P for 
a period of five years prior to the merger year (2006–07) and five 
years after the merger year for each manufacturing firm were 
collected.  The number of manufacturing firms went for M&As is 
highest during 2006–07 (vide table 1) in terms of M&As deal 
announcement (228) as well as M&As deal completed (179).  
Hence, the sample units (firms) are based on the list of firms that 
ventured into the M&As process during 2006–07 only and are 
considered for the study for want of analysing the long-run impact 
of M&As on P.  The study period is restricted to 10 years ranging 
from 2001–2002 to 2011–2012 considering the year 2006–07 as 
the year of M&As deal. 
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Sampling Procedure and Technique

Multi-stage sampling technique is used and the different stages 

followed are shown in figure–A.  The number of M&As held in the 
manufacturing industry in India during 2006–2007 is shown in 
table 2.
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Impact of M&As on Profitability of Manufacturing Firms - 
Analysis

The main object of any business firm is to maximize profit, and 
therefore it should earn profits to survive and to grow over a long-
run period.  The operating efficiency (OE) of a firm is ultimately 
adjudged by the profits earned by it.  Profitability (P) should be 
distinguished from profit.  Profits refer to the absolute quantum of 
profit, whereas P refers to the ability of a firm to earn profits.  In 
other words, an ability to earn maximum profit from maximum use 
of available resources by the firm is known as P.  Hence, P reflects 

the final result of a business operation. 

 P ratios are employed by the firms in order to assess how 
efficiently they carry on the business operations.  P is the 
foundation for liquidity (L) as well as solvency.  Creditors, banks, 
and financial institutions are interested in P ratios since they 
indicate L or capacity of the business to meet interest obligations 
and regular improved profits enhance the long-term solvency 
position of the business.  Therefore, the shareholders are interested 
in maximizing the P as they focus growth (G) of a firm and also the 
rate of return on the investment (ROI).  

Research Methods For Analysis

In this paper, to what extent the P of the manufacturing firms was 
affected due to the M&As activities has been analyzed by 
comparing the mean P between the pre-merger and post-merger 
periods.  The P measures considered for the analysis are Gross 
Profit Ratio (GPR), Net Profit Ratio (NPR), Operating Profit Ratio 
(OPR), Return on Investment Ratio (ROIR), Return on Net- worth 
Ratio (RONWR), Return on Equity Ratio (ROER), Return on 
Assets Ratio (ROAR), Return on Long Term Fund Ratio 
(ROLTFR), Sales to Total Assets Ratio (S_TAR), and Earnings per 

Share Ratio (EPSR).  The results of the analysis are shown from 
tables 4 to 5.

Paired Samples t-test

Paired samples t-test is used to study whether there is a significant 
difference between the mean values of the same measure (P) used 
in two different conditions.  The measure is used on each unit, and 
the test is based on the paired differences between the two values.  
The null hypothesis is that the difference in the two mean values is 
zero.  The paired samples t- test has been used by use of the 
following formula:
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Therefore, the study attempts to analyze the P in terms of sales, 
assets, and profits in the post-merger period.  The P measures 
considered for the analysis are GPR, NPR, OPR, ROIR, RONWR, 
ROER, ROAR, ROLTFR, S_TAR, and EPSR.

Gross Profit Ratio (GPR) shows how efficiently a firm is using its 
various resources in the production process.  A high GPR indicates 
that the firm makes a reasonable profit, as long as it keeps the 
overhead cost under control, while a low margin indicates that the 
firm is unable to control its production cost.  It is inferred (vide 
table 4) that the mean P in terms of GPR of ADF Foods Ltd, 
Ambuja Cements Ltd, Archies Ltd, Arvind Ltd, Chromatic India 
Ltd, Indian Oil Corpn. Ltd, Indo Rama Synthetics, Jain Irrigation 
Systems Ltd, JB Chemicals & Pharma, Motherson Sumi Systems, 
Novopan Industries Ltd, Reliance Industries Ltd, Sangam (India) 
Ltd, and United Spirits Ltd (t= -6.95, P<0.01; 2.86, P<0.05; 5.58, 
P<0.01; 4.63, P<0.05; 2.97, P<0.05; 4.87, P<0.01; 4.68, P<0.01; -
6.31, P<0.01; 4.02, P<0.05; 8.50, P<0.01; 3.19, P<0.05; 4.57, 
P<0.05; 3.34, P<0.05; and -8.15, P<0.01) is significant at 1% and 
5% level respectively after the M&As process, implying that the  
mean GPR in the post-merger period is increased for 15 out of 39 
manufacturing firms.  

Net Profit Ratio (NPR) expresses the relationship between net 
profits after taxes to the net sales of a firm.  A high NPR means that 
a firm is more efficient in converting sales into profit while a low 
NPR indicates a low margin of safety.  It is inferred (vide table 4) 
that the mean P in terms of NPR of ADF Foods Ltd, Archies Ltd, 
Emami Ltd, NCL Industries Ltd, and United Spirits Ltd (t -6.80, 
P<0.01; 6.80, P<0.01; -4.65, P<0.05; -2.91, P<0.05; and -5.25, 
P<0.01) is significant at 1% and 5% level respectively after the 
M&As process, implying that the mean NPR in the post-merger 
period is increased for 23 out of 39 acquiring manufacturing firms.  

Operating Profit Ratio (OPR) measures the operating profit in 
relation to the net sales.  A high OPR is preferred because it 
indicates that the firm can keep its costs under control (with lower 
fixed cost), while a low OPR indicates managerial inefficiency and 
excessive selling and distribution expenses.  It is inferred (vide 
table 4) that the mean P in terms of OPR of ADF Foods Ltd, Archies 
Ltd, Arvind Ltd, Emami Ltd, Indian Oil Corpn. Ltd, Indo Rama 
Synthetics, Jain Irrigation Systems Ltd, Motherson Sumi Systems, 
Reliance Industries Ltd, and United Spirits Ltd (t= -7.51, P<0.01; 
3.63, P<0.05; 7.10, P<0.01; -3.15, P<0.05; 3.22, P<0.05; 2.80, 
P<0.05; -6.44, P<0.01; 5.29, P<0.01; 3.24, P<0.05; and -4.61, 
P<0.05) is significant at 1% and 5% level respectively after the 
M&As process, which implies that the mean OPR in the post-
merger period is increased for 18 out of 39 acquiring 
manufacturing firms. 

Return on Investment Ratio (ROIR) indicates how well the firm 
has used the investment made by owners and creditors into the 
firms; expresses the relationship between profit before interest and 
taxes divided by tangible capital employed.  It is inferred (vide 
table 4) that the mean P in terms of ROIR of ACC Ltd, Chromatic 
India Ltd, Jain Irrigation Systems Ltd, JB Chemicals & Pharma, 
and Pfizer Ltd (t= -3.54, P<0.05; 3.04, P<0.05; -4.78, P<0.01; 3.88, 
P<0.05; and 9.11, P<0.01) is significant at 1% and 5% level 
respectively after the M&As process, therefore the mean ROIR in 
the post-merger period is increased for 24 out of 39 acquiring 
manufacturing firms.   

Return on Net-worth Ratio (RONWR) measures the overall 
efficiency of a firm.  It expresses the relationship between net 
profit and shareholders' fund.  It is inferred (vide table 4) that the 
mean P in terms of RONWR of ADF Foods Ltd, Coromandel 
International, Emami  
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Ltd, and NCL Industries Ltd (t= -4.22, P<0.05; -3.70, P<0.05; 
4.13, P<0.05; and -3.53, P<0.05) is significant at 5% level after the 
M&As process, implying that the  mean RONWR in post-merger 
period is increased for 20 out of 39 acquiring manufacturing firms.  

Return on Equity Ratio (ROER) measures how much profit a firm 
generates with the money invested by common stock owners.  The 
higher the ratio, the more efficiently the firm is in utilizing its 
equity base and better will be the return to the investors.  It is 
inferred (vide table 5)  that the mean P in terms of ROER of ADF 
Foods Ltd, Coromandel International, Emami Ltd, and NCL 
Industries Ltd (t= -4.23, P<0.05; -3.71, P<0.05; -19.35, P<0.01; 
and -3.37, P<0.05)  is significant at 1% and 5% level respectively 
after the M&As process.  The mean ROER in the post-merger 
period is increased for 21 out of 39 acquiring manufacturing firms.  

Return on Assets Ratio (ROAR) expresses the relationship 
between net profit and assets.  It gives investors an idea as to how 
effectively the firm is converting the fund it has to invest into net 
income.  The higher the ratio, the greater is the return on assets.  It 
is inferred (vide table 5) that the mean P in terms of ROAR of ACC 
Ltd, ADF Foods Ltd, Ambuja Cements Ltd, Archies Ltd, Arvind 

Ltd, Aurobindo Pharma Ltd, Batliboi Ltd, Bilpower Ltd, Blue Star 
Ltd, BSL Ltd, Chromatic India Ltd,  Coromandel International, 
Dalmia Bharat Sugar, EID-Parry (India) Ltd, Emami Ltd, India 
Cements Ltd, Indian Oil Corpn. Ltd, Indo Rama Synthetics, 
Inducto Steel Ltd, JB Chemicals & Pharma, KLRF Ltd, NCL 
Industries Ltd, Permanent Magnets Ltd, Pfizer Ltd, Reliance 
Industries Ltd, Sangam (India) Ltd, Sterlite Technologies Ltd, 
Thermax Ltd, Uflex Ltd, United Breweries Ltd, United Spirits Ltd, 
and Visaka Industries Ltd (t= -3.46, P<0.05; -16.19, P<0.01; -5.42, 
P<0.01; -3.46, P<0.05; -13.04, P<0.01; -3.98, P<0.05; -4.74, 
P<0.01; -7.01, P<0.01; -6.17, P<0.01; -47.93, P<0.01; -4.82, 
P<0.01; -8.39, P<0.01; -4.34, P<0.05; -5.32, P<0.01; -4.34, 
P<0.05; -38.33, P<0.01; -8.22, P<0.01; -12.04, P<0.01; -16.45, 
P<0.01; -5.91, P<0.01; -19.60, P<0.01; -9.71, P<0.01; -23.93, 
P<0.01; -8.63, P<0.01; -8.00, P<0.01; -5.72, P<0.01; -3.14, 
P<0.05; -7.47, P<0.01; -9.88, P<0.01; -7.98, P<0.01; -8.07, 
P<0.01; and -9.22, P<0.01) is significant at 1% and 5% level 
respectively after the M&As process.  Therefore, the mean ROAR 
in the post-merger period is increased for 38 out of 39 acquiring 
manufacturing firms.  
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Return on Long Term Fund Ratio (ROLTFR) expresses the 
relationship between net profit and long term funds.  It shows both 
the estimated long-term return and the estimated short-term return.  
The higher the ratio, the more efficiently the firm is utilizing its 
equity capital and better will be the return to the investors in the 
long-term.  It is inferred (vide table 5) that the mean P in terms of 
ROLTFR of ACC Ltd, Chromatic India Ltd, Coromandel 
International, Jain Irrigation Systems Ltd, JB Chemicals & 
Pharma, and Thermax Ltd (t= -2.89, P<0.05; 3.06, P<0.05; -3.79, 
P<0.05; -5.19, P<0.01; 3.97, P<0.05; and -2.81, P<0.05) is 
significant at 1% and 5% level respectively after the M&As 
process, implying that the mean ROLTFR in the post-merger 
period is increased for 22 out of 39 acquiring manufacturing firms.  

Sales to Total Assets Ratio (S_TAR) measures how efficiently the 
firm's assets are being used.  The higher the S_TAR, the more 
efficiently the firm is run.  It is inferred (vide table 3.B) that the 
mean P in terms of S_TAR of Arvind Ltd, EID-Parry (India) Ltd, 
Emami Ltd, India Cements Ltd, Indo Rama Synthetics, JB 
Chemicals & Pharma, Marksans Pharma Ltd, Modi Naturals Ltd, 
NCL Industries Ltd, Pfizer Ltd, Sterlite Technologies Ltd, 
Thermax Ltd, United Spirits Ltd, and Visaka Industries Ltd (t= -
3.59, P<0.05; 3.79, P<0.05; -4.50, P<0.05; -9.50, P<0.01; -6.08, 
P<0.01; 4.10, P<0.05; 3.08, P<0.05; 3.62, P<0.05; 3.68, P<0.05; 
16.10, P<0.01; -2.98, P<0.05; -2.88, P<0.05; 3.51, P<0.05; and -
4.34, P<0.05) is significant at 1% and 5% level respectively after 
the M&As process.  Therefore, the mean S_TAR in the post-
merger period is increased for 22 out of 39 acquiring 
manufacturing firms. 

Earnings per Share Ratio (EPSR) measures the return per share 
receivable by equity / ordinary shareholders.  It expresses the 
relationship between net profit and the number of equity shares.  It 
is inferred (vide table 3.B) that the mean P in terms of EPSR of 
ACC Ltd, ADF Foods Ltd, Caplin Point Laboratories, India 
Cements Ltd, Inducto Steel Ltd, JB Chemicals & Pharma, NCL 

Industries Ltd, Pfizer Ltd, Spentex Industries Ltd, and United 
Spirits Ltd (t= -3.94, P<0.05; -6.89, P<0.01; -3.37, P<0.05; -3.17, 
P<0.05; -7.72, P<0.01; 4.27, P<0.05; -4.97, P<0.01; -4.32, P<0.05; 
5.23, P<0.01; and -16.41, P<0.01) is significant at 1% and 5% level 
respectively after the M&As process.  Hence, the mean EPSR in 
the post-merger period is increased for 21 out of 39 acquiring 
manufacturing firms.   

Summary of Findings   

Test of Hypothesis - Profitability Parameter:  The impact of M&As 
on the P of the manufacturing firms is tested by use of paired 
samples t–test, and the hypothesis developed is as follows:

1Null hypothesis- Ho - “There is no significant mean difference 
between the profitability of manufacturing firms in India before 
and after the M&As process.”

1The result of the t–test reveals that the H0  “there is no significant 
mean difference between the profitability of manufacturing firms 
in India before and after the M&As process” is rejected for most of 
the manufacturing firms in in India.  Overall, it is inferred from the 
comparison of P ratios between the pre-and post-merger periods, 
that there is a significant difference in the P (shift positively) of 38 
(ACC Ltd, ADF Foods Ltd, Ambuja Cements Ltd, Archies Ltd, 
Arvind Ltd, Aurobindo Pharma Ltd, Bilpower Ltd, Blue Star Ltd, 
BSL Ltd, Caplin Point Laboratories, Chromatic India Ltd, 
Coromandel International, Dalmia Bharat Sugar, EID-Parry 
(India) Ltd, Emami Ltd, India Cements Ltd, Indian Oil Corpn. Ltd, 
Indo Rama Synthetics, Inducto Steel Ltd, Jain Irrigation Systems, 
JB Chemicals & Pharma, KLRF Ltd, Marksans Pharma Ltd, Modi 
Naturals Ltd, Motherson Sumi Systems, NCL Industries Ltd, 
Novopan Industries Ltd, Permanent Magnets Ltd, Pfizer Ltd, 
Reliance Industries Ltd, Sangam (India) Ltd, Spentex Industries 
Ltd, Sterlite Technologies Ltd, Thermax Ltd, Uflex Ltd, United 
Breweries Ltd, United Spirits Ltd, and Visaka Industries Ltd) out 
of 39 manufacturing firms at 1% and 5% level respectively after 
the M&As process. 
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Concluding Remarks

The paper examined the impact of M&As on P of manufacturing 
firms in India, using paired samples 't' test to study if there is a 
significant difference in the P of manufacturing firms in the post-
merger period when compared to that of in the pre-merger period 
based on the annual financial data spanning the years from 
2001–2002 to 2011–2012, for a period of five years prior to the 
merger (2001–2002 to 2005–2006) and five years after the merger 
(2007–2008 to 2011–2012) for each of the manufacturing firms in 
India.  The study has been carried out with a sample of 39 
manufacturing firms, which had gone into the M&As process 
during the financial year 2006–2007, which are only considered 
for the study for the simple reason that the number of M&As was 
the highest in 2006–07 in the recent past decade, and also for want 
of analyzing the long-run effect of M&As on P. 

The result of the t–test reveals that the H01 is rejected for most of 
the manufacturing firms in India.  Overall, it is inferred from the 
comparison of P ratios between the pre-merger and post-merger 
periods, that there is a significant difference in the P (shift) of 38 
out of 39 manufacturing firms at the 1% and 5% level respectively 
after the M&As process.  Hence, the study concludes with 
supporting the findings of the existing research studies viz., Ikeda 
and Do, 1983; Pawaskar, 2001; Mantravadi and Reddy, 2008; and 
Venkatesha and Manjunatha, 2013 that most of the manufacturing 
firms in India are doing well in the post-merger period. In sum, the 
analysis reveals that there is a significant (shift) difference 
between the P of the manufacturing firms in India in periods before 
and after the M&As process. 

Limitations and Scope for Further Studies

 The study is mainly based on secondary data and is restricted 
to the acquiring manufacturing firms in India, that are 
categorized into food & beverage, machinery, non-metallic 
mineral product, chemical, textiles, metals & metal product,  
transport equipment, and miscellaneous categories.  

 The firms which originally went in for the M&As process in 
2006–07 and subsequently entered in to M&As process (re-
merger) with some other firms are ignored in the study for 
simple reason that it requires a further attempt to explore the 
impact of series of M&As on P.

 The present study has been made comparing the P of 
manufacturing firms in the pre-merger period with that of in 
the post-merger period with help of P ratios viz GPR, NPR, 
OPR, ROIR, RONWR, ROER, ROAR, ROLTFR, S_TAR, 
and EPSR.  

 Further studies can be undertaken to analyze the P of banking 
and financial service industry in the post-merger period with 
help of the above mentioned parameters. 

 To study the performance and efficiency of banking and 
financial service industry in the post-merger period with help 
of CRAMEL and CAMELS models of research methods.

 To study the impact of M&As on shareholders' wealth (SW) in 
the post-merger period with help of cumulative average 
abnormal return model (CAAR). 
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