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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 ez al.
2011). The above literature provides an overview ofthe 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
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after M&As, say Scherer, 1988; Pawaskar, 2001; Surjitkaur,
2002; Coontz, 2004; and Mishra and Chandra, 2010 ectc.,
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 20062007

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:

H,/'= “There is no significant mean difference between the
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 200607 (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 20112012 considering the year 200607 as
the year of M&As deal.
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Sampling Design
Table 1: Number of Mergers and acquisitions of Manufacturing Firms during 2001-2002 —
2011-2012 in India

| M&As Deal
Year Number of W& 45 Deal Announcement
| Cempleted
1 138
133 14
UL 110
W [y
AL 176
200607 | -After elimimation of subsequent meeger (M (75) < § (63)) 140

-Data availatality for [M (391 = 8'(24))

-Final sample {mannfacturing firms) for the study

| 200708 W17
200800 B s
200910 W 147
| 201011 170 | 100
201112 073 | 0

Source Compiled Data from PROWESS Databaze Previded by CMIE
M-Mamyfacturing industry, §-Service industry

Sampling Procedure and Technique followed are shown in figure—A. The number of M&As held in the
Multi-stage sampling technique is used and the different stages in]e;iluzfacturlng industry in India during 2006-2007 is shown in
able 2.
Flgure - A - Sampling Procedure
. Total of 228 Grms in the manufacturing and service industries had gone
I'Smu"- | i the MEAs deal during the financial year 1006-2007, '

i 1

5 Out of 278 firme, 17 firms only have compleisd M&As deal durmg the |
’;5‘ Faticiil yeie 2006-2007. |

Ot of 179 firmz, 39 firms were shminatsd becauss they did subssquent
Stage fuerger-with mnother targes firm in the same financial vear, fesulting i to
u the ausiber of firms to 140 for further sage.

Cut-of 136 firms. 75 firms fall under the mamfzchirmg gectar and 635
Stage firms Bl under the service sector, hence 75 fioms of manufarttiring
W sector-oniy are tken info-sceount for fiirther stages.

Y . Cuof 75 foms fuli-Dedeed dats were avatlabie cxly for 39 firms of
J | SugeV smammfactring sector.

| étago. ‘| Henge, the final sample comprisss 38 manufacturme firms oaly m India
Vi N

Table 2 Sector-wivw Namber of MdAs held in the Mannfacroring Indourry m India doving 206-2007

s : No. of mergers | N of firms weat | No. of mergers T Full-fladged data |

5 Sectar | (before eliminarion of | for wiheeqgu (afrer i of  availahle in the
No. | cubsequent Mg4s) | V&ds subsequent M&4s) | data saurce
1. Foodand Beverage i T i E I 1 = W

1| Machinery i 18 i ] i i i 08
"3 | Now-metallic Mmers) Products | I i ] i = i 05

4 Chemicale | bY 08 | 1# 12

6 Texiles | 10 I o1 (0] 05

7o | Metats snd Metal Produces | 05 01 a7 01

8§ Tramsper Equipment | a5 i a3 | (%] a1

9,  Miscellaneous Mamufacturmg | 05 | o 4 i

Tatal Number of Firms | LS i 20 i =

Sowres Compiled Dutta from PROWESS Databawe Provided by CMIE
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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
tables4to 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.
following formula:

— a4+

t=
- S

~ g dt

r‘\III_

where, d=3d /nandd=x—yory—x

s=VE

(d—ay

n-1

Various Measures (Rares)

Table 3; Description of Profitability Ratios Used to Study the Financial Performance of Acquiring Manufacturing Firms in India

Classificanion
of Financial Variables Description Inference
Ratios
Theratomeasures businsss's fimancial heaith. A high gross profit
Profitability | 1 Gross profit o muargm indicates that the firm can make a reascnable profit as
Ao Grossprofit’ Net sales long 2511 kesps the overhead cost under control A low margn
midicates that the busmess 1s unable to centrol its pro duction cost
A Tugher NPK shows that @ fmn 15 morte Si0cNT M CORVETmg |
2 Met rofit - zales mto actual profit and a low NPR indicates 2 low margin of
ate g Netprofit Net sales zafety: higher mI; wath 3 decline m sales will zrase pmfn; =nd
result in 2 net loss
The ratw indicates the operating efficiency of the firm - how well
3 Operatmg Operatmgprofit - Net the firm can conven its sales imto profits A high ratio is better
profit ratio sales because it indicates that the finm can keep its costs under contral
iwith loveer fixed cost)
Theranois the best measure of profitabiity m order 1o assess the
4 Eetum  on Operatinggrofit overall performance of the firms  As the ponmary objective of a
mvestmsnt Capital :;npln\'ed fiom 5 to eam profit, kighst the retum on capital emploved, the
rano P . maore efficient the firm 16 m wung tz-funds and will enable betrer

pavmesnts to workers and to other factors of production.

: N t (2fterk
5. Retromenmet. | et profit (afterinterest

The ratio mzaswes the overall efficiency of 2 finm. It is ven
maportant from the owner's pomt of view azit helps the i to
Enow whethsr the fimm has samed enough retums to repay its
sharchalders or not

The ratic measur2s how much profit the firm generates with the
fimd mvested by common stock owners. The hisher the ratio, the
grzater effictent the firm is n utilizng its 2quaty baze and the
better retum is fo MVestors

The ROAR gves invesions anidea asio how 2iTectivery the fmmis
converting the fund ot has 1o wwvest wito net income. - The hisher
thea ratio is, greater 15 the Tetum on assets

7 _ &tax) Sharsheldars
worth ratio Amnd
. Retcizion: Met profit (after interest
S , | taxzsandprefarence
CWIEL S equily dividend)/ Equty
rato
capital
Retum on Natprofit (3 ftertax=s
total assets andinterestt’ Total
ratio assets - fichhous assets
& 'f.el:um “on Opemtmgprofit (EEIT)
f?;% xauum Long-temm funds

The ratio shows both the estimnated long-termyetum and estimated
cument retum. The higher the ratio i, the more efficient the
tanagarrend 1§ in utilzing s squity capital and the beties retum i
to investors in the long-temm

Costofgoodszoldot

9. fales ta Tolsl zales ' Total assets

F3EEI TADO

The rane 15 important 1o both the owners and the mvestors, asit
ndicateshow effectvely the fim's 3 ssets are being managed In
general. 3 fim with 2 hugh sales-tototal asssty tatio = sronger
than a finn with 2 low salss-te-tozal assers ratio

Netprofit{aftertax and
praference dividend
No.of equity shares

10 Eamingz per
share ratio

The :atic measures the retum per share recetvable by equity
shareholders. It reflects upon the capacty of the fizm to pay
dividend to its equity shureholders.

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
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the final result of a business operation.

The paired samples t- test has been used by use of the

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).

www.pbr.co.in



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. Ahigh 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 0of 39 acquiring manufacturing firms.
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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 alow 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

Lnble 4
Lt el 1 Ls v Profila Lifity of Momodactucing Firmes i Lodia o tbe posl-peerser Porisd
T GPR | NeR | oPm | ROIR | RONWR |
:L Name nf the flrms m_m value | pevalie | - pevalus | tvalue | p- | tevalus | pevalue
value vuloe
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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
periodis 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
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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 0of 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

www.pbr.co.in

wliteed dvia fromm the faraicial s

i ol .\:'.z"f‘(‘\c'.-‘e:.a'_.f.:r.-ﬁ < fisied :Ej.i'nﬁ-;j..'\’rh = lrx.lc:".'q'.{e'.

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:

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

The result of the t—test reveals that the HO' “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, itis 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 200607 in the recent past decade, and also for want
ofanalyzing the long-run effect of M&As on P.

The result of the t—test reveals that the HO1 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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Appendix A List of Manufacturing Firms in India Selected for the Study

Aequiring Firms Name

AL Ll

| ADF Fouds Ll

Ambuja Clements Lud
Arghies Led,

Arvind Ted,

| Aurobindo Pharma [,

| Batiboi Ltd,

| Bilpower Ltd.

| Blue Star Led

| BSL Led.

[ Caplin Point Laboratories Ltd.

Clhromatic India Lid.
Coromandel Internutional Lid,
Dalmia Bharat Sugir & Inds, [1d,

EID-Purry [India) [ud

| Emami Lid,
| Indin Cements Litd.

| Indian Oil Corpn. Lrd,

Indo Rama Svarhetics (India) Lid,
Inducto Steel Ltd.

Jan Irrigation Systems Lid.
| JD Chemicals & Pharmaceuticals Lid.
| KLRILid.

Murlsans Pharma Lid

Ruredi Nastaraly il
Muthersom Sumi Systems Ll
NCL Industries, Lt

Nuvopan Industrics Lud.

| Permuanent Mugmets T.ad i
| Pfizer [.1d,

| Reliance Industries Ltd,
| Sangam (India) Lid,

| Spentex Industries Lid,

Sterlite Technologies Led.

Thermas Lid

| Uflex Lid.

Limmiled Breweries Lid.

Uimited Spirits L.

Visitka Industrics |,

Target Firms Name
Tarmnac {Indiu) Pyl Lid
Lustre Investment Pyl Lad.

I Nippon Speciul Coments Lid.

| Archies Online,Com 14,

|Arvind Fashions T1d.

APLT.ife Sciences T 1.

| Batliboi SPM Pyt. Led,

| Sun Transtamp Pvr. Ltd.

| Mohan T Advani Tinanee Pre. Lid,
| BSL Wulfing Led,

May (India) Labovatories Pyt Led,

| Blue Rack Dyes & Chemicals Lid

Rasilah lvestments Lid
Malmia Sugars | 1.
Parry M itracauticals Lid
JB Marketing Pt |d,

Wisala Cemant Industry 1.

Bongaigaon Retinery & Petrochemicals Lid,

Indo Rama Petrochemicals Lid,
Iariyana Industrial Gases Pvt, Ltd,
Eunsko Apra Ltd.

Lekar Ilealthcare Lid.

TCllex Super Castings Lid,

Wark Romedics Lid

AP Manastment Systemy Pel Lud,

Matherson Advance Polymoers Lud

I NEE Fnengy Lud.

Nowolumiture Py, 1id.

i Tzi1_‘|:1|'|:r. \u"Iaj_,[_neTiCs.P\"t. Tt

| Thuichem Laboratories [td.

| Lndian Petrochemicals Corpn. Lid,
| SPBL Lid.

Inde Rama Textiles Ltd.

| Sterlite Telelink Lrd,

| Wintnan Gas L1d

Flex Engineering Lid.

Kummutaka Breweries & Distlleries Pyl Lid.

Medowell International Brands 1.1,

Shaleti Rootimgs Pyt | fd,

Sowce: Uenire for Manitoving badiar Beonony Privare Limfred (Prowess CUIE)L
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Date ol Deal
Completed
05112006

12/20/2006
(2/23:2007

17

L1 72006
01/24:2007
03{29:2007
03/182006

1172006
04122006

101952006

01152007

IR 26:2006
(34052007
(12/28:2007
11:29/2006
11724216
17262006
12:29:2006
01206:2007
(27222007
07015:2006
K192 006°

057242006
077252006
(67212006
06/13:2006
04/24:2006
0372007
094082006
06302008
11/02:20006
01A2:2007
044152008
024152007
0773172006
(5172006
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Induostiry

Nom-mielal e Mmeral Produet

Food und Beverage

Non-melallie Mineral Produc)

Whiscellaneous Manufacturing
Texriles

Chemical

: Xlzu:lﬁnery

Machinery

| Machinery

| Textiles

Chemical
Chemical

Chemical

Food and Beverage

Foud unel Beverage

Chemical

| Non-metallic Mineral Product

Chemical
Textiles
Metals and Metal Product

Chemuical

Chemical

| Toud and Deverage

Chemical
Foud und Boveriae

Transporl Hquipment

Nem-melallic Mineral Produel

Miseellaneous Munulacturing

i \-1§Lch.ine1'y
| Chemical
| Chemical

| Textiles

Textiles
Machinery
\4'3chincry

Chemical

| Foud and Hewerage

Food and Beverage

Non-metallic Mineral Produst

101



Pacific Business Review International

102

Appendis B ()

Deseriptive Statistics of Profitability of Manufacturing Tirms in Tndia in Tre-and Post-Merger Periods

GPR NPR QPR

:L Name of the firms Pre-Merger Pos-Rerger Pre-Merper Post-Merger Pre-Merger Post-Merger
Mean | SD Mean SD Mean  SD | Mean 8D Mean SD Mein sp

I [ ACC Tr, 1545 | 782 2000 | 557 | 895 | TA9 | 1533 | 275 | 1741 | 6.8 | 2330 | 508
3. | ATOF Fonds Ltd. GO T W - R . Y T W R - S P A E W R R
3. | Ambuju Cements Lid. 2083 | 406 | I078 | 200 | 1676 | 458 | 1652 | 358 | 3022 | 3139 | 2555 | 241
4, | Archivs Lul, P TN  E  V  2=  T  CE I1 T 314 | 1133 | Lel
5. | arvind Ltd, 1723 | 280 | R0 | 287 | 677 | 230 | 368 | 526 | 2431 | 275 | 12.5% | 203
6. | Aurabindn Pharma Lid, 1205 | 341 | 1566 | 468 | GRS | Za7 | 927 | 723 | 1450 | 303 | 187§ | 449
7. | Batlihoi Ltd. 005 | 1270 | 1228 | 656 | 086 | 980 | 000 | 494 | 061 | 973 | 281 | 632
8| Bilpower L, 621 | 351 | S8 | 388 | ald 30z | 200l | 455 | 40 | 338 | 6l7 | Ge2
9, | Blue Star L, 7300 [ 032 | 681 | 432 | 471 086 | 505 | 479 | 677 | 051 | 783 | 47l
10 | BST Lud. 903 [ 134 | al2 | 239 | 054 | 047 | o009 | 226 | 1230 | Ze0 | 1123 224
I1. | Caplin Point Laboratorics | -7.500 | 4219 | 576 | 581 | -IL7 4100 | 530 | 277 | -6.04 | 1297 | 0.8 | 043
12 | Chrowilic India Lid. 036 | §51 | ols [ 032 ] 062 | 74 | 03 | 328 | 7as | 54z | 705 | 089
13, | Coromandel Iniermational gsn [ 272 1056 | 173 | am o4 | 675 | L4 | 106 | 347 | 1141 | 176
14, | Dalmia Bharat Snaar L3R | 264 [ 1453 | 1079 | 788 | 373 [ 773 | 939 | 1548 | 298 | 2025 | 1060
15, | FID-Parry {India) Ltd. 05 [ 515 | 012 [ 887 | 756 | 543 | 2039 [ 3100 | 1108 | 335 | 585 | 867
16 | Ermunm Lid. 13.73 | 518 | 1557 | 207 | 1161 | 303 | 1590 | 255 | 1457 | 114 | 2036 | 297
17, | Inddin Cornents Lid, 3,68 | 1227 | 17.28 | 1051 | 573 | 1048 | 1026 | 696 | 1260 | 513 | 2322 | 949
1%, | Tadian Ol Corpn, T4d, 695 | 208 | 3A7 |01 [ 4d1 sz |2 | 682 | 200 | 451 | 067
19, | Tnda Rama Synthctics 1266 | 469 | 252 | 331 | 522 13311 049 | 307 1506 [ 531 820 399
20, | Indueto Stee Lid. 956 [ 13061 05 [odh | SAE 1302 | Tale [ 2434 [ 583|301 [ SE3 | 1659
21, | Juin Lrrigalion Systens 348 | 531 | 1702 | 482 | aMw | 265 | 736 | LS2 | 1140 | 237 | 1929 | 097
22, | 113 Chemicals & Pharnia, 262 | 213 | 1437 | 574 | 16l | 007 | 285 | Ks8| 2nE0 | 272 | 1vaw | sss
23 | KLRF Ltl 525 | 192 | 435 | 223 | LI6 | 165 | 005 | 211 558 179 | 734 | 204
Marksans Phuma Lid. TOT | K6l <540 4103 | 020 AR | 406 | 7A5 | 1506 | 621 | w653 | 3907

| Modi Nuturals Lid. 142 | 029 | 162 | 075 | 03% | 043 | 075 | LM 194 | D31 | 248 | D63

M, | Maotherson Sumi Systens TRAE | 1A | 17006 | 095 931 IR 272 R 1A% Lah | 15738 | 032
27, | NCT. Tndustries T . N34 | 193 | 1990 | a6b | 297 | 087 | 843 | 450 | 1906 | 21R% | 25Td | 632
28 | Novopan Industres Lid. 381 | 082 | 970 | 600 | 572 | 1@ (2070 26 | 1243 | 18 | S5 | 1638
29, | Permanent Magnels Lid. 476 | 126 | 277 | &30 | 032 198 | 001 | 297 | #2% | 206 | 460 | 674
30, | Pliwer Lid, 1844 | 552 | AL77 | 1822 | 956 | 263 | 2581 | 1335 | 1907 | A3 | 2294 | 047
31, | Reliance Industries Ted. 1441 | 188 | 1063 | 270 | 970 | 157 | 930 | 322 | U858 | 063 | 1497 | 274
32 | Sangam {Indin) Ctd 229 | 243 | 686 | 243 | 450 090 | L3z | 237 | 1433 | 19 | 3a9 | 3
33, | Spentex Industrics Lid. 156 | 629 | 053 | 683 | 751 1206 | 705 | 913 | 736 | 216 | 49 | 6oy
34, | Sterdite Techuologies Lid, | 956 | 3267 | 922 | 323 | -1258 3323 | 552 | 304 | 399 | 2789 | 1143 | G0
35, | Thermax Lid. 1236 | 216 | 1029 0 217 | 741 Ly | 753 | LE2 | 578 | 244 | 1226 | 218
36 | Uflex Lid. 1320 | 363 | 939 | G2 439 | o7 | adl | 307 | 1395 | 4E0 | 435 | 556
37. | Uniled Breweries Lid. 3EL | 603 | 763 | 079 | 032 300 | 421 | 062 | 775 | 405 | 1201 | 085
38, | United Spitis Lid, 465 | 077 [ 1503 | 23 | LE | 038 [ Fo0 | Lw | e | 222 | 1saw | 2z
39, | Visaka Indusiries | d. 1387 | 64 | 1102 | Aa0 | 652 | 626 | 554 | N8R | 1690 | 139 | 1407 | 348

Sowrver Compized vesults baved ar the compiled & edited data fiom rhe financial statemenrs of sefected fiems livted-CAE-mawess pockage.
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Appendix B (ii)
TDescriptive Statistics of Proficability of ¥anufacturing Firms in Tndia in Pre-and Post-Merger Perinds
ROIR RONWR ROER
Niupe ol the irms Pre-Merger Post-Merger Pro-Merger Tost-Merger | Pre-Merger | Post-Merger
Ao | 5D Moean Shr Aean s Mean | SD Mean 5D Mecan | STy
ACC L. [17.35 [ 12013 | 3275 | 1482 2002 1191 | 2109 | 425 | 2002 | [ 1928 | 683
ADL Loods Lid. [0 232" | 1645 | 354 | sx2 | zi7 || 205 | 284 | E 120 | 254
| Ambuja Cements Ll F1e0 | ok | 2604 | 496 | 2028 %26 | 391 | 2130 | L1676 | 614
| Arcliies LUl 179 sa0 | 1498 227 | 13 [ 781 S| 1EE | |7 s
[ Arvind .. [ 781 [ 295 | 775 | amr | RIS [ 637 | 973 | 823 [ 602 | oes
| Auribinds Phurma Lid 12w’ sz | 1407 | 337 1A CledR | 1209 | 1343 [164R 1209
| Batliboi L. [ 449 | 1616 | 638 | %43 | 453 [ 330 [ 1203 | 357
| Bilpawer T1d. 1531 322 [ 1067 | 467 1630 432 | IRS% | 1678

| Bluc Star Lid. 287 | 289 | 4056 | 3091 | 2622 | 146 | 3333 | 3236 | 2621 | 146

BSL L, | e87 | 241 | 832 LG 188 | AN 084 LN | LT

| Caplin Paint Lahoratories 1o0 | 2230 | 2218 256 96T | 163 | 08T | 250 | 95%

| Chroratic Tndia Ltd. [-1.03 | 937 | -83& | 1200/| 051 @ K22 | 039 | 376 | 052 | K20

Coropandel International 60 | 418 | 1666 406 | 3375 | 686 | 1655 | 4409
| Dalmia Bharat Sugar & In; 50T 1345 64 | DIAF A0 979 | a68 072 1220
| EID-Parry (India) Led. 665 | 1573 849 | 2112 | 2944 | 1541 | 840 2100 | 2923
Lirmanai 0.t e 4717 .26 JLT0 0 3EA NG 347 ST 3RS
| Tndia C'emems T1d. 724 [ <1298 2088 [ 1171 863 | <1077 [ 2171 | 970 | fd6
| Indian il Corpn. Lid. 07 2342 T30 1284 6D | 2342 | 731 | 1242 e02
[ndo Rama Syiuthetics : 887 | 19.04 | 1139 | 212 1748 | 1420 | %58 | 228 | 1506
Theuczo Srecl Tad. 241576 1338 BO0R 448 1452 1230 395 | 450 1495 | 1230 306
Juin Irrigation Systams Lid. 612 | 429 | 1656 | 09% | 012 | 605 | L6d3 | 285 | 1782 | 657 | 1643 | 283
J Clemicals & Pharnia, 1268 | 423 | 1413 | £36 2136 080 | 2536 [236) | 2106 | 030 | 3526 | 2364
KLRF Led 1260 | 357 | 865 | 383 | 705 | 965 | 000 | 1687 | 704 | 965 | 033 | 1474
Murkserz Phanmy Lid. LIS 083 | 300 | B12 0 007 364 | 945 1678 045 | 3H4 | uEs 178
Muoli Naturals Lid. 734 307 T.56 374 404 4,34 il T.24 4,04 4.34 s 14 T.22
| Motherson Sumi Systems AR 15 TR | 2030 321 3051 743 2041 | 647 | 3007 | 743 2530 | 563
| NCL Industries Lid. 17.08 | 340 K19 | 330 | 2008 | 832 | S6T | 381 2004 | B30
Wovapan Industries [id, 871 | 417 060 | 031 | 040 | 1449 | 060 | 051 | 30| 544
| Permancnt Magmets Lul. NE YT 127 | 760 | 094 | 1069 | 163 | 1005 | 395 | 554
| Piizer Lul 6839 1431 25HL 507 17T 6H0 | 2657 | 1637 | 1789 | 691 | 26357 | 1637
| Reliance Industries [.1d. 11498 | 266 | 1235 | 186 | 1683 | 319 [ 1536 | 523 | 1542 | 301 | 1475 | 341
| Sangam {Indiu) Lid. [ose | 1S | 0210 723 1520 306 | 663 | 1177 1557 | 304 | 663 1176
| Spentex lndustries Lid. [ a03 | 665 | 128 | 1564 | 642 | 1847 | 271 | 1300 | 682 | I1S35 | 245 | 1330
Sterlite lechnologies | od. T8 1654 1634 | ART | T8 | 20020 | 1570 | B6R 1,230 | 20,22 22,57 | 10,34
| Thermax Led 12178 | 1246 | 4582 | 992 | 1457 | 689 | 2729 900 | (503 | 677 | 27.29 | 000
Ullex Ltdl, | Wa9 221 | 1308 | 672 1063 | 208 | 1421 | 577 | lbes | 214 | 1421 | 577
| United Rreweries 1.td. P00 520 | 1285 | 205 | -155 | 1540 | 1089 | 333 | 233 | 3044 1089 | 333
| Lronted Spinits Lud [T001 | 165 | 1275 3a2 6aT 0 186 | 926 | a7 | 659 | (02 | 935 | 372
| Visaka Industries Ltd, 11749 | Les | 1832 | 68 | 1773 | 303 | 1348 741 | 1794 | 310 | 154% | 740
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