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Abstract

The present study was carried out with the aim of assessing the impact
of mergers and acquisitions on the vatue of histed firms 11 chemicat and
fertthzer sector of India. Companies expand their busmess by
mmptementing iternat or externat expansion strategies. In the case of
mternat expansion strategy, a firm grows gradualty overtime 1 the
generic course of the business, but 1 case of external expansion
strategy, a firm grows overnight through corporate conjunction. Such
annexation are m the form of mergers and acquisitions which has
become a sahent feature of corporate reconstructing. The primary
objectiveof the present study 1s to examine the impact merger and
acquisition deats have on the operating performance, financiat
performance and sharechotders’ weatth of the samptefirms by
comparing their performance before and after the deats, thus deriving
their vatues pre and postmerger or acquisition. In order to achieve the
research objectives, an empiricat study has been carried out to test the
hypotheses that were articutated. The present study makes use of
secondary sources of data. Industry adjusted pre and postimerger/
acquisition ratios have been estimated and the averages have beef
computed for att the firms. Paired sampte tltest has been done to check
for afy statisticattysignificant change pre and post the deals. The
overalt findings of the study reveated that the operating performance,
financiat performance and returns to sharehotders'mproved postl!
merger/acquisition but the improvements were not found to be
statisticalty significant. The study has estabhshed that mergers and
acquisitions on 1ts own cannot achieve strong, efficient and
competitive systems because performance 1s dependent on severat
other factors as wett which require due consideration. There 1s also a
need to study the benefits of such deals over a tonger period of time to
actuatly quantify the benefits of such transactions.

Keywords: Mergers and Acquisitions, Financial Ratios, Operating
Performance, Financial Performance, Sharehotders Weatth

Introduction

The world 1s 11 a state of flux, bemg nfluenced by the forces of
globahzation and fast technotogicat changes and as a consequence,
firms are facing intense competition. Firms are using strategies aiming
to achieve more growth by exptoring opportuities both mternatty and
externatly. The growth can be achieved mternatty through better
management and further capitat investment 111 the existing businesses.
The other way to achieve growth 1s through the strategies of mergers
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and acqusitions (M&A’s), strategic athances, jomt
ventures etc. M&A 1s arguabty the most poputar strategy
among firms who seek to estabhish a competitive advantage
over their rivats. Mergers and acquisitions as a means for
morganic growth, are 1ncreasingty being used, world over
for undertaking restructuring of teading business
enterprises. Indian companies are also aggressively
buitding capacities via M&A’s to cater to the growing
domestic and gtobat markets. Mergers and acquisitions are
often used as preferred toots of corporate structuring to
serve a variety of business objectives. Some of the reasons
put forward for mergers and acquisitions are: to achieve
synergistic effects (Lubatkin, 1987; Vaara, 2002),gain
greater market power, gain access to 1nnovative
capabihties, thus reducing the risks associated with the
development of a fiew product or service, maximize
efficiency through economies of scale and scope and
finatty 11 some cases, reshape a firm’s competitive scope
(Friedrich Trautwein, 1990; Patricia M. Danzon, Andrew
Epstein and Sean Nichotson, 2004). Other reasons inctude
a shortlferm sotution to financial probtems (Fluck and
Lynch, 1999), revitahize the company by bringing 1n new
knowtedge to foster tonglterm survivat (Vermeuten and
Bakerma, 2001).Mergers and acquisitions have acquired a
prominent position 1 the corporate sector since 60’s
throughout the world. Mergers and acquisitions were given
more significance during the 1960’s and 1980’s (Lev,
1983), with solcatted merger "waves" during this period.
Many firms engaged 1 merger and acquisition activities
during the above referred period, not onty betong to the
United States and Europe, but atso to Austraha and Japan.
Mergers and acquisitions acquired prominence since
1960°s, emerging not onty as a part of financiat activity but
also as part of investment strategy. Mergers and
acquisitions dates as far back as the turn of the 19th century.
Six pertods of high merger activity, often catted “merger
waves”, have taken ptace 1n U.S. corporate history. The
waves occurred between 1897 and 1904 (Horizontat
mergers), 1916 and 1929 (Verticat mergers), 1965 and
1969 (Diversified congtomerate mergers), and 1984 and
1989 (Cogeneric mergers; Hostite takeovers), 1992 and
2000 (Cross(border/mega mergers), 2003 and 2008
(Sharehotder Activism, Private Equity 1ncreased)
(Gaughan, 2010). Each merger movement occurred when
the economy experienced sustained high rates of growth
and coincided with specific devetopments 11 the economy
such as rising stock market, tow 1nterest rates and
technotogicat devetopments, (Mitchett & Mutherin, 1996).

The Indian corporate sector has shown keen interest 11 this
new business strategy. There has been an mcrease 1 both
the number and size of mergers and acquisitions 11 the
Indian corporate sector. However, titt 1991, when India
came up with a new mdustrial pohicy which marked a big
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departure from earher economic pohcies, the activity of
M&A’s was dormant 11 the Indian corporate sector. In the
preltiberahzation period, the mergers and acquisitions
were tow 11 India. The economic regime was also aganst
the monopoly of the private sector 1 a particular sector,
product or service. With the hberahzation of economic
regime 1 1991, targe industriat houses and foreign
companies started to adopt the route of mergers and
acquisitions to expand and grow. Thus, waves of mergers
and acquisitions occurred 1 Indian corporate sector post
hberahsation period.

Mergers and acquisitions (M&A’s), as a strategy of
financial restructuring, are hetpfut i diversification and to
regain financiat returns (Patepu, et at., 2007). Mergers and
acquisitions (M&A’s) act as an mmportant toot for the
growth and expansion of the economy. Companies are
confronted with the fact that onty big ptayers can survive as
there 1s a cut throat competition m the market and the
success of the merger/acquisition depends on how wett the
companies mtegrate themsetves 11 carrying out day [folday
operations. The ultimate goal of every organisation 1s the
maximisation of sharecholders’ wealth and whether
companies attaif this goat or fot, depends upon the motives
with which M&A's are carried out. M&A's create
sharehotder vatue when carried with the objective of
attaining greater market share, synergy, improvement of
manageriat efficieficy, achievement of economies of scate,
economies of scope, and revenue growth.

Literature Review

The financiat goat of modern corporate entities 1s the
maximization of firm’s value with the purpose to dehver
superior returns to sharehotders. Guided by this
phitosophy, managements of moderni corporate entities aim
at achieving higher rates of growth 11 their businesses. The
growth can be achieved ifiternatty through better
management and further capital investment 1n the existing
businesses. The other way to achieve growth 1s through
business combinations commonty known as mergers and
acquisitions. Mergers and acquisitions 1s one of the
important strategies used by the corporate entities to attain
synergies, tax savings, to consohdate (Neetam Rani,
Surendra S. Yadav, P. K. Jain, 2012; Arora, 2003;Seth,
Song and Pettit, 2000).Besides, Friedrich Trautwein (1990)
and Patrica M. Danzon, Andrew Epstein and Scan
Nichotson (2004), have conctuded that economies of scate,
economies of scope, higher growth avenues, tow
concentrated businesses and higher cash ftows are atso
drivers of M&A’s. It thus becomes clear that M&A's are
aimed to create and dehver superior vatlue to shareowners.
Therefore this corporate action raises few research
questions for the academicians and practitioners to exptore.
The most fundamentat questions mclude: Whether the
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financiat goats with which mergers and acquisitions are
aimed are achieved by and targed Why some mergers and
acquisitions fait to achieve the intended goats) The other
retevant research question would be to assess the impact of
M&A's on employees.

To address these and other research questions retated to
M&A's, many studies have been conducted worldwide
mchuding India. In order to know what has been found
about the above stated research questions, the review of the
availabte studies on M&A's becomes imperative. Owing to
this fact, a review of the available hterature has been done
to have a proper perspective of the subject.

Impact on Operating Performance

Keft C. Yook (2004),examined postlacquisition perfor!]
mance of acquirmg firms that experienced acquisitions
occurring during 1989 to 1993. The study has shown that
acquiring firms experienced significantly deterioration n
operating performance postlacquisition. The resutts further
suggested that acquiring firms experienced shghtly
mmproved performance retative to their 1ndustry
counterparts 1mmediatety after completion of the
acquisition. But the improved operating performance was
wiped out by capitat costs of the farge premiums paid to the
target firm, creating no real economic gains to the acquiring
firm’s shareholders.

R. Abdut Rahman and R.J. Limmack (2004), anatysed
whether acquisitions mnvotving Mataysian companies over
the period from 198811992 ted to improvements 1n tong run
operating cash ftow performance or not. The study has
reveated that the operating cash ftow performance for
combined firms has been found to have mmproved
significantty fotfowing acquisitions providing potentiat for
benefits to both the economy as a whote and to bidding
company sharehotders. The improvements m postl]
acquisition performance was driven both by an 1icrease m
asset productivity and higher tevet of operating cash flow
per unit of sates. These improvements were not achieved at
the expefise of the tonglterm wviabihity of the combined
firms, as they were also accompanied by an increase 1n the
levet of capitat nvestment. It was atso found that acquirers
who made no immediate change to the management team
of the target company foltowing the acquisition atso
achieved a greater 1Acrease 11 postlacquisition
performance.

Yeh and Hoshino (2002), examined the effects of Japanese
mergers on the firms’ operating performance between 1970
and 1994. The successfulness/fatture of mergers was tested
based on their effects on efficiency and growth. The study
uses totat productivity as an indicator of the firm's
efficiency and growth 11 employment to mdicate the firm'’s
growth. The results revealed mnsignificant negative change
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1 productivity white as, there was a sigiificant negative
effect on the sates growth. The study has atso reveated
dechnie 11 the workforce of the merging companies post
mergers. In general, the results conctuded that mergers had
a negative impact on firm performance 111 Japan during the
period of'the study.

Kruse, Park and Suzuki (2007), examined the tongterm
operating performance of Japanese companies using a
sample of 56 mergers of manufacturing firms 11 the period
1969 to 1997. By examining the cash(ftow performance of
a fivelyear period fottowing mergers, the study has found
evidence of improvements 11 operating performance. The
study conctuded that controt firm adjusted tonglterm
operating performance fottowing mergers 1 case of
Japanese firms was positive but statisticatty insignificant.

Impact on Financial Performance

David R. King, Dan R. Datton, Catherine M. Daity and
Jeffrey G. Covin (2004), reviewed pubhished research on
postlacquisition performance between 1921&2002 to
anatyse the postlacquisition performance. Relevant
pubhished empiricat studies (93) were 1dentified during the
period. It was found that acquisitions either had no
significant effect or a modest negative effect on an
acquining firm’s financial performance 1 the postl
announcement period.

Muhammad Ahmed and Zahid Ahmed (2014), anatysed the
postimerger financiat performance of the acquiring banks
m Pakistan during the period 2006/2010. The study has
found that the financiat performance of merging banks
mmproved 11 the postimerger period but insignificantly.
Postimerger profitabihity 1mproved 1nsignificantty,
hquidity significantly, capital leverage nsignificantly
white as assets quahty parameter showed a significant
deterioration.

Onaotapo AdekunteAbdutRamon and Ajata Otadayo
Ayorinde (2012), examined the effects of mergers and
acquisitions on the performance of select commerciat
banks 11 Nigeria during the period 200112010.The resutts
reveated an enhanced financiat performance as measured
by af mcrease 1 deposit profile, profitabihity and gross
earnings of the setected banks hsted on Nigerian Stock
Exchange.

Putak Mishra and Tamat Chandra (2010), studied the
mmpact of M&A’s on the financiat performance of Indiaf
Pharmaceuticat Industry over the period from 2000(01 to
2007[08.1t was found that the profitabihty of a firm
depends directly on its size, sethng efforts and export and
import 1iitensities but inversety retated to their market share
and demand for the products. M&A’s have not been found
to any significant impact on profitabihity i the tong run due
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to entry of new firms 11 the market. Contrary to this, the
study of Neena Smha, K.P.Kaushik, Timcy Chaudhary
(2010), who examined the impact of mergers on the
financiat efficiency of setect financiat institutions 11 India
during the period 200012008 has mdicated an improved
financiat performance 11 post/merger period.

Impact on Shareholders’ Wealth

Vanitha Swaminathan, Feisal Murshed and John Huttand
(2008), attempted to exptain reason for success or farture of
mergers on the basis of the strategic match (the extent to
which the resource configurations of acquirer and target
firms were simitar or distinct from one another) between
merging entities. They studied mergers 11 the etectronics
mdustry, foods mndustry and chemicat ndustry m US
during the period 199112000. It was found that both
emphasis on strategic ahgnment and misahgnment coutd
enhance value creation, but under varyimg merger motives.
This research suggested that strategic misahgnment (i1.e.,
merging firms having dissimitar resource configurations)
was beneficial when diversification was the primary
motive. In contrast, strategic emphasis ahgnment created
vatue when the merger motive was consohdation.

Hawawini and Swary (1990), examined the stock market
reaction for 123 target banks and 130 bidder banks for
acqusttions that took ptace during the 1980°s i US. It was
found that target firms performed extremety wetlt after the
event. The stockhotders of the bidding firms experienced
no dechne 11 wealth around the acquisition announcement,
white target firm stockhotders gained significantty.

Ayse Yuce and Atex Ng (2011), examined weatth effects of
Canadian mergers and acquisitions during 19942000. The
results reveated significant positive abnormat returns for
the sharehotders of both the target and bidder firms 11 the
short run. However, 1n the tong run, returns become
significantty negative for acquiring companies, white as
returns diminished to be nonlsignificant and positive for
the target companies.

Dieter B. Hatfar (2012), exptored whether 1 the tong run
acquiring firms created or destroyed vatue by anatysing the
pre and postlacquisition performance during the period
200012009 11 South Africa.The study has found that on an
average, acquisitions have destroyed vatue within two
years of postlacquisition, although some evidenice was
found 111 support of acquiring firm vatue creation 11 third
year after acquisition.

Statement of the Problem

Mergers and acquisitions are considered as one of the
means of attarng higher performance which 1s the
ultimate goat of every firm. As a result of the ncreased
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activity of M&A’s and 1ts varying mntentions, M&A’s have
received greater attention of researchers. M&A’s are
mcreasingty seen by companies as one of the strategies to
achieve more growth. However, the success 1s by o means
assured.Many studies carried out 1 the area of M&A’s
have estabhished 1nconsistent resutts. White some studies
conctuded that mergers has ted to mcreased profitabihty for
the resuttant firm (Powelt and Yawson, 2005;Heaty et at.,
1992; Lau et al., 2008), others found that the deats were
unabte to generate positive returns (Aloke Ghosh, 2001;
Vardhana Pawaskar, 2001). Simitarty, acquisitions appear
to provide mixed performance to the broad range of
stakeholders 1mvolved. White target firm shareholders
generally enjoy positive short/term returns, mvestors of
bidding firms frequently experience share price
underperformance 11 the months foltowing acquisition,
with neghgibte overatt wealth gains for portfoho hotders.
Severat studies have proved that on an average, the target
companies witness substantiat effect 1.e. abnormatl returns.
However, whether bidding firms experience effect on
overalt weatth from such deals 1s a matter of ongoing
debate among researchers (Moelter et at., 2005). It 1s,
therefore, right to say that this area of M&A activity remain
unctear despite a number of studies and thus a fneed exists
for continued research on this subject.

Objectives of the Study

The study 1s aimed to achieve the foltowing specific
objectives:

» To review the related hterature to get a perspective
about the extent to which, the merger and acquisition
activity has taken place 1n the Indian sector and
abroad.

»  Toassess the impact of mergers and acquisitions on the
operating performance of the companies undertaken
for the study.

»  Toassess the impact of mergers and acquisitions on the
financial performance of the sampte companies

undertaken for the study.

»  To anatyze the impact of mergers and acquisitions on
sharehotder’s return.

Hypotheses

In hine with the objectives highhighted above, the fotfowing
hypotheses have been set for the study:

* HI1: Dunng the tast decade or so, there has been
significant growth 1m mergers and acquisitions activity
mn India.

*  H2: Mergers and acquisitions have significant impact
on the operating performance, financiat performance

97



Volume 11 Issue 2, August 2018

and sharehotders” weatth of the sample firms
undertaken for the study.

Research Methodology

The study 1s mamty based on the secondary data which was
targety coltected from the database of Centre for
Monitoring Indian Economy (CMIE).The financiat
statements of the selected merging/acquiring firms and
merged/target were also cottected from the database of the
centre. Besides, various other data sources namety money
controt, sify finance and BSE & NSE pubhcations
databases were atso used to cottect the required data. A case
study of five mergers/acquisitions m the chemicat and
fertihzer sector have been studied.

Ratio anatysis, the principat toot of financiat statement
analysis has been used to compute key financiat ratios
before and after the merger or acquisition over an eight year
period, four years before the merger or acquisition and four
years postmerger or acquisition. Majority of the studies
conducted so far have studied the impact over a six year
period (three years before the merger or acquisition and
three years postlmerger or acquisition) or a four year period
onty (two years before the merger or acquisition and two
years postlmerger or acquisition), which again may not
reveat a clear picture about the impact of such events. This
may be misteading as the benefits of such a transaction are
long term and the returns witt be reahzed after severat
years. An eight year gap was quite sufficient to assess the
change 11 performance. The year of merger/acquisition
(year 0) which 1s the base year has ot been taken 1nto
consideration for the reason that the 0 figures are affected
by onelfime merger or acquisition costs mcurred during
that year, thus making 1t quite difficutt to compare them
with the resutts for the other years.

Mean differences between pre and post M&A period 1s
immportant but more important 1s to see whether the
differences are statisticatty significant. Therefore, to check
the statistical significance of mean differences, “two
sample paired tltest” was used. The paired two sampte t[]

test 1s a parametric test used to test whether the mean
difference 1s statisticatty significant or not. For the present
study, the statisticat sighuficance has been checked at 5
percent tevel of significance.

The financiat ratios used to assess the impact of a merger or
acquisition are highhighted as under:

i) Ratios For Measuring Operating Performance
1. Operating Profit Margif (%)
2. Operating Expefise Ratio (%)

ii) Ratios For MeasuringFinancial Performance
1. Gross Profit Margin (%)
2. NetProfit Margin (%)
3. ReturnonAssets (%)

iii) Ratios For Measuring Shareholders’ Return
1. Return on Equity (%)
2. EPS(Rs)
3. Book Vatue per Share (Rs)
4. Dividend Yietd(%)

Results and Discussions

A sample of six M&A’s were studied which 1nctuded
merger of India Steamship Company Ltd. with Chambat
Fertihzers & Chemicals Ltd., merger of Ficom Organics
Ltd. with Coromandel Internationat Ltd., merger of
Bombay Paints Ltd. with Grauer We1l (India) Ltd., merger
of Narmada Chematur Petrochemicats Ltd. with Gujarat
Narmada Valtey Fertihzers & Chemicals Ltd., merger of
Guishan Sugars & Chemicats Ltd. with Guishan Potyols
Ltd. and acqusition of SPEL Semiconductor Ltd.by
Southern Petrochemicallndustries Corporation Ltd.
(Annexure I).The vatue of different accounting ratios
reftecting operating performance, financiat performance
and shareowners wealth of the sampte merging/acquiring
firms has beef presented 11 table I

Table |

Ratios Post-  Merger/Acquisition Pre-Merger/Acquisition Pg"}z:lriilgée (PT-V-VZz‘elf:te )
OPM (%) 0.95 2.34 1.39 0.58
OER (%) 4.77 7.38 2.61 0.08
GPM (%) [0.06 2.44 2.50 0.31
NPM (%) [2.46 4.47 2.01 0.54
ROA (%) 2.10 3.66 1.56 0.54
ROE (%) 15.95 19.78 3.83 0.69
EPS (Rs) [3.88 6.33 2.45 0.62
BV per Share (Rs) 8.71 11.31 20.02 0.47
DY (%) 0.05 1.97 2.02 0.38

Source: CMIE
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The comparison of the imndustrydadjusted post and pre mean
ratios for alt the sampte firms shows that with respect to
both the measures 1.e. OPM and OER, the sampte M&A’s
have ted to an improved performance. It can be seen from
the above referred table that the industryladjusted prel’
merger/acquisition OPM ratio which was [2.34 percent has
mmproved to [0.95 percent, thereby, showing an improved
operating performance to the extent of 1.39 percent.
Simutarty, with respect to OER, mdustry [adjusted OER has
dechfied from 7.38 percent to 4.77 percent postimerger/
acquisition reftecting, thereby, an improvement 1n
operating performance to the extent of [2.61 percent.
Atthough, the sampte mergers and acquisitions have ted to
mmprovements 1 the industryladjusted postimerger/
acquisition operating performance of the sampte firms, yet
the difference 11 theirr mean was not found statistically
significant as 1s evident from their p[vatues.

Post and pre 1dustryadjusted accounting ratios depicting
financial performance have also been presented 11 tabte
4.4. Perusat of these ratios has reveated that the merging or
acquiring sampte firms have witnessed improvements 1n
their financiat performance postimerger or acquisition. It
becomes clear from the above referred table that except
GPM, att the other ratios have reveated improvements post
M&A. The mndustry(dadjusted pre M&A mean vatlue of
GPM has dechined from 2.44 percent to [0.06 percent white
as NPM, ROA and ROE which was [4.47 percent, [3.66
percent, and [19.78 percent has increased to [2.46 percent,
2.10 percent and [15.95 percent respectively, thereby
reftecting an improvement 1n the overatt profitabihity of the
sample firms. For all the ratios, the improvements 11
performance was not found statisticalty significant as
depicted by the p[Vatues of their mean differences. On the
basis of the above findings, 1t can be concluded that the
sample M&A’s have caused improvements 1n the financiat
performance parameters but the mean differefice was not
found statisticatty insignificant.

From the data given 1 tabte 4.4, 1t becomes ctear that the
sampte firms have recorded an increase 1n shareowners’
wealth post M&A. This 1s evident from the positive mean
differences of EPS, BV & DV variables. It can be been seen
from the tabte that the EPS, BV & DV has mcreased by Rs
2.45,Rs20.02 and 2.02% respectively. However, the mean
difference between industryladjusted pre & post M&A
vatues for alt the ratios has been found statisticatty
msighificant at 5 percent tevet of significafice as becomes
ctear from their p[vatues.

Based on the results of the above anatysis, 1t can be
conctuded that the operating performance, financiat
performance and sharehotders’ weatth for the sampte firms
mn this mndustry has improved postlnerger or acquisition
but the improvements were not found statistically
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significant. The deats failed to create significant
operational advantages to the firms and subsequently
transtate 11to positive net present vatue and thus create
positive shareholder wealth (Pramod Mantravadi,
Vidyadhar Reddy, 2008; Smith and Ward, 2007).

Limitations of the Study

The resutts of any study shoutd be considered with a degree
of knowledge of 1ts hmitations. The foltowing hmaitations
of the study have been discussed specificatty retated to the
generatl apphcabihity of the research findings.

1. AN the hmitations associated with tools hke ratio
anatysis may affect the richness of this work.

2. There 1s an acute deficiency with reference to the
studies on mergers and acquisitions 1 India which
may have 1ts impact on the CMIE database, from
where the secondary data has been coltected.

3. Nonlavaitabihty of data for certain parameters for the
period under study, hence forcing to work with
somewhat imncomptete records.

4. The size of the sampte used to conduct the various
studies 11 the study might have been targer if an
adequate database was avaitabte. Smatt sample size of
merger and acquisitions 1 each 1ndustry 1s another
hmitation of the study.

5. The study has ignored the impact on target firms due to
the typicat cofistraints of obtaring data as mentioned
earher 1n the study.

Suggestions

The hterature on mergers and acquisitions 1s quite diverse.
A number of studies have been conducted 11 this area, both
nationatty and globalty, however, the aumber of studies 11
the Indian context are hmited, primarity because this aspect
of corporate restructuring has gaimned momentum onty after
hberahsation. Majority of the studies conducted earher
evidenced no significant change 11 the performance of the
sampte merging or acquiring firms postimerger/
acquisition. (Beena, 2004; Smith & Ward, 2007) The
present study atso found simitar resutts. M&A’s have faited
to produce significant improvement 11 operating
performance, financial performance and wealtth of the
sharehotders’. A fiumber of reasons have been 1dentified
for such poor performance of M&A’s. These are over!]
optimistic appraisats of market potential, over estimation
of synergies, overpayment, empirel Ibuitding, mtegration
1ssues, economic disturbances etc. (Porter, 1989; Muetter
1969). Keeping 11 consideration the probabte reasons that
have been put forth above and atso the findings 11 the
previous hterature and that of the present study, fottowing
suggestions by the researcher are being offered.
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Merger and acquisition deats shoutd be entered 1nto for
creating a winwin situation for alt the stakehotders.
Mergers and acquisitions alone cannot achieve strong,
efficient and competitive systems because
performance 1s dependent on a humber of other factors
as wett. They need to be supplemented by other
measures such as enhancing the expertise and
professionahism of the personnet, congruence between
the two companies’ preferences about the
imptementation strategy for the merger or acquisition,
bringing about more effective corporate governance
measures to further etevate the competitiveness of the
mstitutions 11 the context of the chaltenges of a
globahzed and hberahized environment.

The existing faiture rate of merger and acquisition
deats suggest that neither academicians nor
practitioners have a thorough understanding of the
variabtes mvolved 1 planning and mmptementing a
successful deat. To remaih ahead of competitors,
business teaders need to have a global vision, be pro(]
active, should take calculated risk and imtiate and
manage such processes 11 a very smooth manner.

It 1s essentiat for managers of parent firms to decide
about the immediate benefits they witt derive from
mergers and acquisitions and how this wilt result n
tong term synergies for both the parties. Management
shoutd seek for creating new combinations of the
merging/acquiring and merger/acquired firm
mdigenous capabihties; understand each other’s
technotogies and businesses. Providing clear,
consistent, factual, and upltoldate mformation witt
mcrease the coping abihties of emptoyees which 1n
turn will 1acrease their productivity leading to
sustamned competitive advantage by achieving the
projected strategic fit and synergies.

It 1s beheved that the size of the firms 1nvotved 1 a
merger or an acquisition deal should be reasonabty
large to ensure effective poohng of the resources so
that benefits of the targe scate operations can be
reahzed.

Today, speed 1s of prime essence. A sign of corporate
readiness and skitt 1s the abihty to do such merger and
acquisition deats with ‘digital” speed and el
governance could provide a hetpful toot 11 achieving
the objective of speed with provisions for onhne
registration and approvat etc.

It 1s also suggested that the firms should enter mto
merger and acquisition deals with firms of refated
business onty. Very few firms have the abihity to
successfully manage diverse busimesses as they tack
famiharity with each other’s busifiess. The temptation

to stray mto unretated areas often appears to be strong.
However, the reahty 1s that such deals are often very
risky.

*  Buyers shoutd be abte to assess the hidden probtems
and contingent habihties of the selter and shoutd not
put them aside because of 1ts mnfatuation with the other

party.

¢ Many 1ntegration probtems have been seen to occur
when firms merge or get acquired. Inadequate
understanding of such cutturat differences have ted to
the faiture of a iumber of M&A deals to dehiver the
desired resutts.

* The data on mergers and acquisitions 1s not so easity
accessibte. It 1s thus suggested that the government
shoutd take measures to instatt information system on
company mergers and acquisitions so that all the
practitioners, pohcy makers, academicians etc. who
are 1nterested 11 such mnmformation can have an easy
access to the same.
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Annexure I
CHAMBAL FERTILIZERS & CHEMICALS LTD. (MERGING)
INDIA STEAMSHIP COMPANY LTD. (MERGED)
RATIOS INDUSTRY-ADJUSTED PRE-MERGER INDUSTRY-ADJUSTED POST-MERGER T-TEST
PERFORMANCE PERFORMANCE (P-VALUE)
00-01 | 01-02 | 02-03 | 03-04 | MEAN | STD. DEV. %ﬁ‘;‘ 0506 | 0607 | 0708 | 08-09 | MEAN | STD.DEV.
OPM (%) 9.94 635 5.60 0.90 570 372 7.19 185 | 093 | 007 | 194 1.20 0.76 050
226 | 5194 | 2148 | 655 8.69 3112
OER (%) 178 | 246 | 031 182 | -053 1.9 10.56 148 | 517 | 430 | 449 3.86 1.41 0.13
381 | 2822 | 3853 | 1605 | 2165 15.03
GPM (%) 1079 | 1019 | 722 624 8.61 222 6.64 167 | <172 | 097 | 107 0.50 131 0.04%
21255 | 2422 | 2898 | 2177 | -21.88 6.90
NPM (%) 4.07 142 | -100 | -047 | 101 229 2.94 304 | 232 | 076 | 241 2.16 0.87 0.09
882 | 045 | -1876 | 049 | -6.89 8.95
ROA (%) 004 | 059 | -180 | -1.34 | -094 0.78 448 083 | 035 | 223 | -142 | -062 125 0.08
916 | -1.81 | -1734 | 372 | -801 6.96
ROE (%) 098 | 290 | 593 | 228 | 3.0 2.10 1715 931 | 385 | -353 | 009 2.43 475 0.01%
1332 | -1349 | 5942 | 3885 | -3127 2227
EPS (Rs) 396 | 427 | 452 | 331 | <402 0.52 933 839 | 832 | 865 | 791 | 832 027 0.04%
21634 | <1334 | 21501 | -13.92 | -14.65 1.32
Book Value per Share Rs) | -1032 | -790 | -701 | -1577 | -1025 3.94 7485 | -3049 | 27.92 | 2454 | 2366 | -26.65 273 0.03%
-187.75 | -187.25 | 9488 | -87.94 | -139.46 55.55
DY (%) 289 | -7.84 388 2.95 047 556 0.94 248 | 172 | 287 | 073 1.95 0.82 013
235 | 235 | 235 | 235 | 235 0.00

Source: CMIE

Note: (*) Statistically Significant at 5% Level of Significance

COROMANDEL INTERNATIONAL LTD. (MERGING)
FICOM ORGANICS LTD. (MERGED)

RATIOS INDUSTRY-ADJUSTED PRE-MERGER INDUSTRY-ADJUSTED POST-MERGER T-TEST
PERFORMANCE PERFORMANCE (P-VALUE)

0203 | 0304 | 0405 | 0506 | MEAN | STD.DEV. | NEAROT| 07.08 | 0809 | 0910 | 10-11 | MEAN | STD. DEV.

OPM (%) 186 | 287 | 456 | -431 | 247 2.98 517 | 363 | 129 | -151 | 042 | -150 1.66 0.16
622 | 630 | 826 | <1059 | 787 2.04

OER (%) 1021 | 1527 | 1444 | 1653 | 1411 274 167 | 968 | 837 | 997 | 823 | 9.06 0.89 020
635 | 586 | 1242 | 1225 | 922 3.60

GPM (%) 075 | 391 | 418 | 870 | 439 327 382 | 502 | 623 | <1217 | 723 | 7.9 311 0.05*
032 | <176 | 719 | 436 | -325 325

NPM (%) 182 | -046 | -161 | -064 | -022 145 379 | 034 | 039 | 012 | 221 | 060 112 0.01%
28 | 714 | 833 | e | 735 071

ROA (%) 43 | o068 | 095 | 215 | 204 168 209 | 081 | 228 | 627 | 327 | 275 292 0.08
604 | 598 | 698 | 586 | -622 0.52

ROE (%) 467 | 335 | 013 | 398 | 129 375 982 | 239 | 1329 | 3285 | 1774 | 1657 1263 0.03*
11989 | 2022 | -2355 | -2006 | -20.93 175

EPS (Rs) 2507 | 688 | 995 | 1424 | 14.04 7.95 132 | <436 | 276 | 1192 | 2115 | 787 1108 0.34

102

www.pbr.co.in



Pacific Business Review International

-17.30 -9.10 -10.37 -8.80 -11.39 4.00

Book Value per Share (Rs) | 115.88 85.17 9749 116.39 103.73 15.18 57.13 -9.92 5.78 29.56 | 5129 19.18 26.86 0.08
18.32 10.77 741 5.62 10.53 5.61

DY (%) 2.05 4.15 -5.06 -4.69 -0.89 4.69 -4.36 -028 | -1.16 7.59 0.29 1.61 4.03 0.14
-7.84 -7.84 -7.84 -7.84 -7.84 0.00

Note: (*) Statistically Significant at 5% Level of Significance

S, CAIE
pottree—CMIE

GRAUER WEIL (INDIA) LTD. (MERGING)
BOMBAY PAINTS LTD. (MERGED

RATIOS INDUSTRY-ADJUSTED PRE-MERGER INDUSTRY-ADJUSTED POST-MERGER T-TEST
PERFORMANCE PERFORMANCE (P-VALUE)
04-05 05-06 06-07 07-08 MEAN STD. DEV. Lll\ldl_zEéANNgf 09-10 | 10-11 11-12 | 12-13 | MEAN | STD.DEV.
OPM (%) -6.18 -2.37 -2.37 -0.57 -2.87 2.36 -8.55 -3.13 1.01 -1.06 1.96 -0.31 227 0.02*
-25.89 -13.34 -11.89 -5.81 -14.23 843
OER (%) 6.69 6.40 4.97 1.60 4.92 233 5.50 2.46 -0.21 0.91 -1.76 0.35 1.78 0.05*
16.11 5.67 4.52 -1.93 6.09 7.47
GPM (%) 14.56 14.66 6.74 9.17 1128 3.97 7.68 5.14 7.14 6.02 7.46 6.44 1.06 0.16
=220 4.85 4.24 9.39 4.07 4.77
NPM (%) -0.67 -0.17 -0.09 207 0.29 122 -6.11 0.42 1.79 -0.33 1.41 0.82 0.96 0.12
-29.89 -10.44 -8.39 -1.30 -12.51 12.23
ROA (%) 1.08 226 1.51 452 234 153 -5.96 -1.53 -1.21 -2.86 -1.01 -1.65 0.83 0.38
-34.96 -13.94 -10.66 2.50 -14.27 1552
ROE (%) -2.13 0.64 -0.58 6.84 1.19 3.93 -16.00 -4.90 -4.69 -7.66 -2.74 -5.00 2.02 0.11
-58.01 -26.30 -22.87 -25.60 -33.20 16.61
EPS (Rs) -2.81 0.66 -0.55 0.49 -0.55 1.60 -10.39 -2.40 -4.99 =587 | -11.47 -6.18 382 0.61
-49.08 -20.68 -12.94 1.79 -20.23 21.37
Book Value per Share (Rs) 1.54 6.72 315 8.64 5.01 325 -55.03 26.71 338 8.58 | -4435 -1.42 3032 0.04*
-102.41 -115.08 | -123.14 | -119.68 -115.08 9.07
DY(%) -6.45 -7.09 =725 -6.97 -6.94 0.35 -7.39 4.99 =227 -1.59 -1.57 -0.11 342 0.02*
-7.84 -7.84 -7.84 -7.84 -7.84 0.00

Note: (*) Statistically Significant at 5% Level of Significance
Source: CMIE

GUJARAT NARMADA VALLEY FERTILIZERS & CHEMICALS LTD. (MERGING)
NARMADA CHEMATUR PETROCHEMICALS LTD.(MERGED)

RATIOS INDUSTRY-ADJUSTED PRE-MERGER INDUSTRY-ADJUSTED POST-MERGER T-TEST
PERFORMANCE PERFORMANCE (P-VALUE)
01-02 02-03 03-04 04-05 | MEAN | STD.DEV. %ﬂgg‘ 06-07 07-08 08-09 09-10 | MEAN | STD.DEV.
OPM (%) 332 1.00 353 4.05 298 135 2.47 829 523 6.81 1.38 5.43 297 0.06
3.62 3.61 2.38 -1.73 1.97 2.53
OER (%) 5.30 5.98 0.54 0.70 313 291 -0.10 -5.80 -4.73 -0.66 275 -2.11 3.92 045
-2.69 -6.42 -3.64 -0.60 -3.34 242
GPM (%) 3.88 336 8.03 6.94 5.55 229 8.42 8.78 7.68 257 -0.45 4.65 4.34 023
8.52 15.95 1230 8.36 1128 3.61
NPM (%) 2.40 -0.11 0.76 2.50 1.39 128 0.74 785 5.97 535 245 541 224 0.02*
1.31 -0.54 0.88 -1.25 0.10 1.20
ROA (%) 0.76 -1.03 -0.45 1.02 0.07 0.98 -0.47 525 4.08 339 -1.16 2.89 281 0.11
-0.25 -1.93 -0.30 -1.57 -1.01 0.86
ROE (%) -2.47 -6.10 -3.45 -0.09 -3.03 249 -3.28 8.90 4.96 3.02 -7.02 2.47 6.78 0.17
233 -6.46 -2.49 -7.53 -3.54 4.47
EPS (Rs) -1.34 -1.04 -123 0.97 -0.66 1.09 -2.61 7.89 4.92 11.76 241 6.75 4.02 0.02*
-4.43 -4.64 -4.25 -4.93 -4.56 0.29
Book Value per Share (Rs) 25.73 28.72 17.05 21.64 2329 5.07 6.14 29.36 36.46 67.74 78.58 53.04 2383 0.03*
-14.13 -12.00 -9.58 -8.31 -11.01 2.59
DY (%) 3.76 235 1.15 -2.96 1.08 2.89 -2.76 0.38 1.69 027 4.17 1.63 1.81 0.02*
-7.84 -7.84 -7.84 -2.84 -6.59 2.50

Note: (*) Statistically Significant at 5% Level of Significance
Source: CMIE
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GULSHAN POLYOLS LTD. (MERGING)
GULSHAN SUGARS & CHEMICALS LTD. (MERGED)

RATIOS INDUSTRY-ADJUSTED PRE-MERGER INDUSTRY-ADJUSTED POST-MERGER T-TEST
PERFORMANCE PERFORMANCE (P-VALUE)
03-04 04-05 05-06 06-07 MEAN | STD. DEV. %%ﬁ;f 08-09 09-10 10-11 11-12 MEAN | STD. DEV.
OPM (%) -7.09 -4.74 -6.87 -5.97 -6.17 1.07 -4.81 3.74 2.31 -2.07 -3.07 0.23 3.31 0.09
-5.36 -3.49 -4.03 -0.95 -3.46 1.85
OER (%) 7.36 4.66 597 7.99 6.50 1.49 1.61 -6.13 -3.55 6.08 7.53 0.98 6.83 0.89
3.60 -5.72 -7.95 -3.00 -3.27 5.01
GPM (%) 0.29 3.86 3.02 1.74 238 1.68 11.26 1323 11.70 2.02 1.91 7.22 6.09 0.40
1334 2295 25.66 18.62 20.14 5.38
NPM (%) -2.55 -139 -2.39 -122 -1.89 0.68 -1.33 5.09 3.67 129 138 2.86 1.85 0.06
-2.55 -1.24 -0.73 1.43 -0.77 1.66
ROA (%) 0.08 1.62 -1.33 -0.38 0.00 123 -0.21 7.61 2.98 0.18 1.63 3.10 322 0.17
-2.19 -0.48 -0.09 1.12 -0.41 1.37
ROE (%) 8.80 23.16 7.67 1527 13.73 713 7.02 19.79 2.07 -5.02 -2.98 347 1128 0.67
-6.53 1.02 1.88 4.85 0.31 4.84
EPS (Rs) -527 -4.45 -4.61 -3.39 -4.43 0.78 -4.10 1542 8.59 321 7.06 8.57 5.10 0.02*
-5.06 -4.00 -3.50 -2.50 -3.77 1.07
Book Value per Share (Rs) | -26.34 | -23.97 -22.40 -19.63 -23.09 2.82 -16.54 71.10 6221 65.78 80.13 69.81 7.79 0.00*
-10.61 | -10.95 -10.74 -7.71 -10.00 153
DY (%) 22.16 0.67 -4.41 -5.70 3.18 12.95 1.03 -2.55 -1.85 -1.97 -1.16 -1.88 0.57 0.58
520 0.57 -5.01 =521 -1.11 4.99

Note: (*) Statistically Significant at 5% Level of Significance
Source: CMIE

SOUTHERN PETROCHEMICAL INDUSTRIES CORPORATION LTD. (ACQUIRING)
SPEL SEMICONDUCTOR LTD. (TARGET)

RATIOS INDUSTRY-ADJUSTED PRE-ACQUISITION INDUSTRY-ADJUSTED POST-ACQUISITION T-TEST
PERFORMANCE PERFORMANCE (P-VALUE)

00-01 01-02 02-03 03-04 MEAN STD. DEV. 05-06 06-07 07-08 08-09 MEAN | STD.DEV.

OPM (%) -1.25 -0.55 -7.66 -11.30 -5.19 5.18 -1.00 -12.01 -14.95 -14.95 -10.73 6.63 0.11
-2.87 -10.72 -8.46 -8.25 -7.58 333

OER (%) 14.55 13.54 14.30 17.79 15.05 1.88 14.83 14.80 18.19 18.19 16.50 1.95 0.18
-0.23 5.13 491 6.16 3.99 287

GPM (%) -3.47 -1.32 0.99 -5.14 2.24 2.66 -8.16 -10.41 -13.65 -13.65 -11.47 2.68 0.02*
-18.37 -21.94 -22.47 -23.36 -21.54 2.19

NPM (%) -3.95 -4.30 -17.62 -27.84 -13.43 11.52 -4.55 -16.77 -42.54 -42.54 -26.60 19.07 0.08
-0.72 -12.69 -7.94 -6.25 -6.90 4.94

ROA (%) -3.71 -4.09 -10.73 -16.55 -8.77 6.11 -6.68 -18.66 -25.52 -25.52 -19.10 8.89 0.03*
-2.94 -7.84 -6.58 -6.34 -5.93 2.10

ROE (%) -10.61 -12.76 -62.07 -232.41 -79.46 104.70 11353 | -253.42 | -161.34 | -161.34 | -115.64 158.83 0.69
-5.08 -23.30 -19.45 -19.01 -16.71 7.99

EPS (Rs) -3.79 -6.83 -16.40 -24.46 -12.87 9.41 -11.13 -31.55 -43.37 -41.86 -31.98 14.86 0.02*
-13.54 -15.16 -14.88 -14.79 -14.59 0.72

Book Value per Share (Rs) 3541 3561 23.17 -32.99 15.30 3271 -51.15 -68.57 -3931 -87.72 -61.69 21.11 0.01*

-84.65 -85.60 -85.69 -85.49 -85.36 0.48

DY (%) 6.20 5.49 6.45 -7.84 2.58 6.96 -2.88 -2.88 -2.88 -2.88 -2.88 0.00 022
-2.35 -2.35 -2.35 -2.35 -2.35 0.00

Note: (*) Statistically Significant at 5% Level of Significance
Source: CMIE
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