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Do Mergers & Acquisitions Pay Off
Immediately? Evidence from
Mergers & Acquisitions in India

NM Leepsa* and C S Mishra**

Mergers and Acquisitions (M&As) are the vital growth strategies of corporates in the scenario of
globalization and liberalization to face competition and move ahead. M&A have grown not only
involume but also invalue. It is often stated that the companies go for inorganic growth strategies
like M&A to improve performance. There is no clear-cut support from the literature about the effect
of M&A on corporate performance. As per various studies, companies perform either better or
worse after M&As. But the question arises how long the effect of mergers and acquisitions remain
on the companies. The present study is an attempt to find out the time frame for knowing the effects
on performance of manufacturing companies from M&A. The results suggest that the impact of
M&A on companies are reflected in the immediate years specifically the event year and the post
M&A one year.

INTRODUCTION

Mergers and Acquisitions (M&As) are considered as the important growth strategy
for companies to satisfy the increasing demands of various stakeholders Krishnamurti
and Vishwanath (2010). Literature on theories of M&A shows that the motives of
companies behind going for M&A are gaining operating and financial synergy,
diversification, achieving economies of scale and scope leading to cost and profit
efficiency, acquiring management skills, increase market power, get tax benefits,
(Weston et al., 2010; DePamphilis, 2010; Vijgen, 2007; Jensen, 1986; and Jayadev and
Sensarma, 2007).

A number of studies have been done in M&A and post M&A firm performance
(George, 2007). Most of the studies are done using accounting measures (Kumar and
Rajib, 2007); Pazarskis et al., 2006; Ooghe et al., 2006; and Vanitha and Selvam, 2007)
and event study (Aggarwal and Jaffe, 1996) methods to find out the shareholder
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returns through M&A. The studies also focused on the economic and financial
condition of the companies in the post M&A period. But as far as literature reviewed
there is insufficient evidence regarding the period for which the impact of M&A can
be seen (George, 2007).

The present study is an attempt to find out the time frame for observing the
performance of companies after M&A. With the increase in the volume, value and
frequency of M&A deals in India, there is also a need for constructive and realistic
framework for analysis of company performance after they went for M&A transactions
(Krishnamurti and Vishwanath, 2010). Hence, the study has attempted to look into
the performance of M&A transactions in recent times. This study examines the
acquisition performance by explicitly analyzing the mobile average returns! which are
ignored by many of the earlier studies in this M&A research. In a nutshell, this paper
try to bring together two sets of literature with empirical evidence from Indian
manufacturing companies: one examining the post-acquisition performance; and the
second examining the timing of returns in the post-acquisition period.

REASSESSMENT OF PRIOR RESEARCH STUDIES

Review of Indian and International empirical studies has been made in the areas
focusing on the research problem. This section reviews the relevant literature based
on two aspects:

a. The timing of accrual of returns from M&A—Does M&A effects reflects
immediately after the merger?

b. Returns based on performance parameters, viz., liquidity, solvency, and
profitability—Does companies improves the its liquidity, solvency, profitability
after merger, then when?

POST M&A LIQUIDITY PERFORMANCE OF COMPANIES

Liquidity refers to short-term availability of funds in the company to meet its current
liabilities. It is one of the important parameters to judge the firm performance to meet
its current obligations. Kumar and Rajib (2007) used the liquidity measures in terms
of current ratio and quick ratio; solvency measures in terms of interest coverage ratios
and total debt ratios and the profitability measures in terms of return on net worth and
return on capital employed. The authors found that companies that have lesser liquidity
position becomes a target.

Pazarskis et al. (2006) using Current Ratio (CR)} and Quick Ratio (QR) found that
the decrease in liquidity ratios in the post-M&A event is insignificant. Ooghe et al.
(2006) suggests that the acquisition deals negative affect to the liquidity position of

1 The mobile average generally is a trend line that smoothes the recurrences of the days and provides you with

a quick overview of the period trend. For example Formula for say 7 year would be : Yn = (Xn-3 + Xn-2 + Xn—
14+ Xn+ Xn+1 + Xn+2 + Xn+3) /7 (Source: http://www.shinystat.com/en/glossary-detail_mobile-average.html)

Volume 20 40 No.3

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



DO MERGERS & ACQUISITIONS PAY OFF IMMEDIATELY?
EVIDENCE FROM MERGERS & ACQUISITIONS IN INDIA

the acquiring firm. Vanitha and Selvam (2007) found that the quick ratio of the
target company remains as per the traditional benchmark ratio of 1:1 before and after
the merger period. There is a boost in the average net working capital after merger.
The reason behind the rise in the networking capital might be the accumulation of
the assets of the target company.

POST M&A SOLVENCY PERFORMANCE OF COMPANIES

Solvency refers to the ability and capability of a firm to meet its long term obligations
so as to achieve continuing expansion and growth. It is one of the key financial
parameters to judge the financial soundness of the firm. Pazarskis et al. (2006) using
total debt ratio found that the solvency ratios in terms of net worth/total assets, and
total debt/net worth decreased slightly in values in post M&A period. Ooghe et al.
(2006) found that in the initial two years after the acquisition, there is progress in the
solvency position of the company. The authors also observed that from the second year
the financial independence and the cash flow coverage of debt reduces. The result is
inconsistent with the solvency position of the acquirer during the pre-acquisition
period. Thus, the acquirers depend more on debt during the post-acquisition period
in contrast to the pre-acquisition period. Kumar (2009) observed that post-merger
solvency position of the acquiring companies do not show any improvement when
compared with pre-merger solvency position.

POST M&A PROFITABILITY PERFORMANCE OF COMPANIES

Profitability refers to the ability of a firm to generate revenues after covering its expenses
or any types of cost involved in the business. Dickerson et al. (1997) found that
acquisition gives no benefit compared to internal growth in terms of profitability. There
is negative long-term effect on profitability of companies. Tambi (2005) using Return
on Capital Employed Ratio found merger has not improved performance of companies.
Pazarskis et al. (2006) found that ratios that evaluate the profitability decreased slightly
in the post-M&A period.

Kukalis (2007) found that the acquiring company outperformed the target company
in pre-merger performance only in the first and second year in terms of Return on
Assets (ROA), and only in first year in terms of Return on Sales (ROS) and Earnings
before Interest Tax Depreciation Amortisation (EBITDA). There are no statistically
different results between pre- and post-merger operating performance of the target
company. Interestingly, it is also found that the pre-merger performance of acquirer is
significantly better than the post-merger performance of the target company. However,
the results are not same in all years or in operating measures that are used.

Mantravadi and Reddy (2008) suggest that the influence of mergers on the
operational activities of companies is dissimilar across different industries in India.
Companies in the banking and finance industry enjoy positive returns in terms of
profitability after merger. Performance, if evaluated in terms of profitability and return
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on investment, merger has a negative influence of companies in the pharmaceuticals,
textiles and electrical equipment sectors. Companies in chemicals and agri-products
sectors suffer from substantive negative returns, both in terms of profitability, returns
on investment and return on assets. Qoghe et al. (2006) advocate that acquisitions
provide negative returns in terms of profitability to the acquiring company, although
the result is statistically insignificant. The profit margin of the combined firm (acquirer
and target) achieves its maximum profit margin in one year before the acquisition. In
the first year after acquisition, there is a sharp fall in level of profits. Pre-acquisition
(one year before the acquisition) return on assets of the acquirer is better than post-
acquisition return on assets. Kumar (2009) observed that post-merger profitability ratios
of the acquiring companies do not improve when compared with pre-merger values.

RETURN FROM M&A: WHEN DOES THE COMPANY GAIN FROM M&A?

Loderer and Martin (1992) found that, the acquirer company neither perform better
nor worse than the control firms or industry during the first five years following the
acquisition. The acquirer get their share of the break-even required rate of return. If
timing of getting the return is considered then, the acquirer show poor performance
in the first three years. Above all, their performance deteriorates during the second
and third years after the acquisition year. Aggarwal and Jaffe (1996) found that the
abnormal return in the pre-acquisition period of four years is statistically insignificant
but abnormal returns are significantly negative when the time frame is long (more
than four years) in the pre-acquisition period. Jakobsen and Voetmann (2003) found
that the market performs better than the acquiring companies by 10.4% after three
years, or industry adjusted returns of the acquiring company remain poor by 9.3% after
three years. The long-run abnormal return in post M&A period is poor but in the short
run, the stock price shift in an upward direction during acquisition announcements.
The acquiring company shareholders get an abnormal return of +0.71% around
announcement period.

Xiao and Tan (2009) using mobile average method found that companies enhanced
competence in the form of efficiency after adopting M&A strategy. In the year when
M&A took place, the companies showed superior performance compared to the industry
average. In the initial year and the beginning of the second year following M&A, there
was poor performance of many companies. It indicates that companies involved in
M&A require a definite time period to fine tune itself to the new environment.
Companies need time to familiarize itself as a new enterprise and hence, M&A effects
are not seen in immediate years. In the long run, the operating performance of the
listed companies improve as in the process they remain under the environmental forces
like changing government policies, pressure from the market and the efforts of the
companies themselves. As suggested by Singh (2009) there is no negative performance
in terms of cost and profit efficiency and if it is found in the initial years, then it is
recovered quickly.
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From all the above studies, it is observed that there is no convincing facts that
whether the inconsistency in the results from M&A studies is because of the different
time frame used in the studies or the parameters they have chosen or the difference in
the country of acquirer, target. Specifically if these results are same in Indian context.
So, an attempt has been made to look at this knowledge gap in academic literature.
The research gaps from the literature are discussed below in detail:

RESEARCH GAPS

As per the past studies, companies either enhance their performance or make poor
performance after M&As. But the question still remains unexplored specially in Indian
context about the duration of the effect of M&As on the companies. There is limited
literature that shows about the timing of receiving the returns from the M&A deals.
The present study is an attempt to find out the time frame for return of M&A from
M&A in case of value creation of manufacturing companies from M&A.

Literature using different financial ratios has shown whether M&A improve
performance of companies or not. But a limited number of studies show during which
year the effect of M&A is reflected. Studies in the Indian manufacturing companies
are limited in the recent years where M&A have gone up manifold. The present study
is an attempt to fill such research gaps in the area of corporate returns from Indian
acquisition cases.

Based on the research gap areas from the literature survey the objective of the
study is as follows:

a. To analyze the liquidity, solvency, profitability performance of companies in
the manufacturing sector before and after acquisition period.

b. To find out the time frame of value creation or to know in which year
companies have M&A effect.

RESEARCH METHODOLOGY
HYPOTHESES
Based on the research objectives, the following research hypotheses are tested:

1H_: There is no difference in the liquidity position in manufacturing companies in
India before and after the first year, second year, third year of acquisition.

2H_: There is no difference in the solvency position in manufacturing companies in
India before and after the first year, second year, third year of acquisition.

3H_: There is no difference in the profitability position in manufacturing companies
in India before and after the first year, second year, third year of acquisition.
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SOURCES OF DATA, PERIOD AND SCOPE OF STUDY, TOOLS AND
TECHNIQUES USED IN THE STUDY

Data have been collected from secondary sources. The sources for collecting the
acquisition deals and company annual reports for financial data are Centre for
Monitoring Indian Economy (CMIE) Business Beacon Database and CMIE Prowess
Database. The period of study is from 2000-01 to 2009-2010. This period is selected so
as to evaluate the performance of the acquisition deals during 2003-04 to 2006-07.
The data for these years are available. The study is confined to performance evaluation
of manufacturing companies in India before and after acquisition. Following Leepsa
and Mishra (2012a) and (2012b) the performance is evaluated using “paired two sample
t-tests”

X
t=—">0

— K
S
Jn
where,

s is the standard deviation of the sample and n is the sample size.

The degrees of freedom used in this test is n—1.
x, is (Pre-M&A) and x, is (Post-M&A) are sample statistics.
4, and 1, are the population parameters.

Source: http://en.wikipedia.org/wiki/T _test.

All the financial performance parameters are adjusted for the industry average.
Industry average represents the performance of companies that have not gone through
M&A during the period under reference.

SAMPLE DESCRIPTION

The sample belongs to companies in the manufacturing sector in India. Acquisitions
of companies in Banking, Financial, insurance Services Industries (BFSI) are excluded.
Financial performance measures as mentioned earlier are not appropriate for firms in
the BFSI sector. The sample is further filtered so that three year pre- and a three year
post-acquisition data for both acquired and target companies are continuously available.
The total number of sample firms has been taken based on ratios considering the
availability of data for each acquirer and target and for all continuous year. For example,
since some companies might not have debt, so for them debt ratio is not applicable.

Table 1 shows the sample of M&A companies as per different ratios of manufacturing
companies.
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2 . The acquirer company’s performance has
E é been adjusted by non acquirer companies
; PR I A R or control firm performance. Control firm
<
- 'g is selected based companies in each industry
% R~ which has not gone for any M&A deals in
& 8 the sample period. Ratios are calculated and
= 2 ple p
5] . .
~| 8 - median values are taken to adjust the same
N
g %E Dl I B el RS from the companies that have gone for
2 e = acquisition deals.
@ g
g - The flow chart (Figure 1) describes at a
& .
ez % glance the entire methodology for
= 2 conducting the research:
g g g |T|m|elela
8 R 3 | FINDINGS AND DISCUSSIONS OF
. 2
= | B 3 § RESULTS
g |8 s .
o | = g The results of the study are discussed below
% » 2 £ | in the following categories”
5 38 § * Paired-Sample t-test on liquidity
2 .
- & 3 Ratios.
s .
-dé _§ — CR of the Manufacturing
% ® > Companies.
g 2% . 5 — QR of the Manufacturing
Q =T | T~ gl § Co .
233 2 mpanies.
3 2‘8 §‘ {D? — Net Working Capital/Sales Ratio
= 5 (NWCS) of the Manufacturing
) . < Companies.
] Q
— ] =
[ > S . . _
g _'E = S R R P 3 * Paired-Sample t-test on Solvency
S 3 - ratios.
R 5 — Total Debt Ratio (TDR) of the
_% Manufacturing Companies.
o — Interest Coverage Ratio 0
= i Interest C ge Ratio (ICR) of
=
e Manufacturing Companies
the Manufacturing Comp
- <t |~ | - ﬁ
§ * Paired-Sample t-test on Profitability
8 Ratios.
z In the paired t test results, values are in the form are
8 t-values of paired samples where * means the
] significance level is 0.1, ** means the significance
) +ln o~ E‘ level of 0.05, *** means the significance level of 0.01.
=t L8I888| o TO refers to acquisition event year; (T+1) (T+2)
Sy e s 2 (T+3) refers to post acquisition first, second, third
g year ; similarly (T-1) (T-2) (T-3) refers to first,
= second, third year prior to acqusition year.
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Figure 1: Flow Chart of Research Methodology

Flow Chart of Research Methodology

¥

Review of Past Studies on M&A ]

v

[ ldentification of Problem ]
+
[ framing of Objectives ]
[ Objective 1 l I Objective 2 l
* 1

To analyse the liquidity, solvency, profitability performance

of companies in manufacturing sector before and after To find out the time frame of value creation or to know

in which year companies have M&A effect

acquisiton period.
I Application of Statistical Tool I
h 4
Paired Sample t test
x—
g=2"Ho
s
Jn

A 4

On Accounting Performance Measures

y ¥ L4
Liquidity I I Profitability | I Solvency
¥ A 4 ¥
e Current Ratio: Current e Return on Capital o Total Debt Ratio: Total
Assets/Current Liabilities Employed (ROCE): Debt to Total Assets
® Quick Ratio: Quick Assets/ EBIT/Capital Employed o Interest Coverage Ratio:
Quick Liabilities e Return on Net Worth EBIT/Interest
o Networking Capital/Sales: (RONW): Profit after Tax
(Current Assets minus current /Net Worth
liabilities) by Sales

k 4

Evaluation of Mobile Average Returns in post acquisition period

|

| Analysis of results and set knowledge for practical applictions I

— Return on Capital Employed Ratio (ROCE) of the Manufacturing Companies.
— Return on Net worth Ratio (RONW) of the Manufacturing Companies

The current ratio is considered in various studies as a financial ratio to measure
the firm’s ability to meet its expenses or financial commitments in the short run. The
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w = current ratio has improved
9 T3 lalclelo |eo significantly in the post-acquisition
O —=I = .
g [:1['_'] f.'; Lﬁ D20 % period (Average of TO, (T+1))
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- - (T-2), Average of (T-1) and
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Tt 18|28 8 |§
w | 8.8 |S|IS|clcs | Table 2 shows the paired t-test
(=
'dé <H results on current ratio of
% 5~ g g g manufacturing companies.
o + NNy ©O <+ .
8 i) ITI8IRIX 3 Table 3 shows the paired t-test
20 ;%[_:o R R I ¢ results on Quick Ratio (QR) of
g manufacturing companies.
Q 1B Z
i - . §
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g | g [‘_i: N [‘_': Slnle|n = acquisition third year but the result
= | & e is insignificant. In the average year
_E:: - of T,, (T+1) the sample companies
= 2 2 a have current ratio more than 2:1
el B Bl Ee) 1 3 . . .
£ £ A R S | which indicates that due to M&A
= L+T S|~ S o~ he liquidi f th h
& 8 | the liquidity of the company has
2| <& 2 quidity pany
g E improved.
E ’f LIzl | % Around 14 companies in the
QRS W ) o .
C: = c|lo|—| o — % | event year, 11 companies in the first
S year, 13 companies in the second year,
3 16 companies in the third year have
f‘; ) 2 322 £ a current ratio greater than 2:1 which
- + . 4 ? J d . . L.
o = oo~ e — is considered as acceptable limit. In
gl < ;
S the year following the acquisition,
-g even if some companies faced
5 = glalzlg = problem inefficiently utilizing the
+ .
A = 212121 g ey current assets, as the time passed,
& = clo|lo| o S P
° those companies improved their
——g capability to meet their current
a “lalzl. | liabilities.
[_f KRN ) =)
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3 Ltd., Indoco Remedies Ltd., G T N
= ~ .
3 Sud R Industries Ltd., Andhra
2 S & .
e 1 g g 9 b;? Petrochemicals Ltd., R S W M Ltd.
& g« Il R = et had a current ratio more than three
A > . . .
<E|<E§ in T+1 year which means their they
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% 2 have so much cash on hand and
o T Sela el =l o " management is not properly investing
S+ +|o|o|x| =+ I .
F-lainm|a] = % cash and thus actions must be taken
$ .BZ|c|c|o|s S ] ]
<= ! ! regarding this.
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s+ 82X ®©
Yl d . . .
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w
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Ol 5% 5|58 |5
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_ W
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+ RN O (=X 3 g
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5] P y
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[} el
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- — . . . "
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& gradually decreased to 1.84 and 1.79
3 in second and third year, respectively.
L=
-yl —_—
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[} . .
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< . o
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v sl —~ ~ . .
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q year have a QR of 1:1. If compared
" . =t N with average of pre-three years with
= CEISER f th h h
22 A0l 88 g =g an average of the past three years, the
;ﬁg« I Rl L = et QR has declined even though
5 s g L
<E|<E§ insignificant. It shows the liquidity
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% 2 positions of the companies have been
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gb+ f-': SN & acquisition but in the long run it has
$ .8 —|S|3| o S
. | <H reduced. The significant results of the
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N
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22 |7 g & g and Ranbaxy Laboratories Ltd.
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~ — = three years. But in the acquisition
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% 2 year when they combined with
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g‘ - of the significant results that came for
3 " this ratio compared to other ratios.
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P =~ B T acquisition which can show whether
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é . glalals |Inv bankrupt after the acquisition event.
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SE TV eE e three years before acquisition period.
s A R R ot The companies might have borrowed
<E|&Et & more to finance the growth. It is
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Paired-Sample t Test on Interest Coverage Ratio of the Manufacturing Companies
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observed that acquisitions increase
the debt/equity ratio specifically for
the first two years. This implies that
the company’s margins could be
affected due to irregularity in certain
supply contracts of the target firms.
The increase of debt by acquirers to
finance the acquisition may put
pressure on the target
performance in post-M&A first and
second year. But gradually when the
company pays off its debt the

firm

acquisition can contribute positively
to long-term.

In comparison of pre- and post-two
years average, the debt burden of the
combined firms decreased for the
deals done by Indoco Remedies Ltd.,
Seshasayee Paper & Boards Ltd.,
Ranbaxy Laboratories Ltd. Around
11 companies have shown increased
debt burden after the acquisition.
Nine companies have shown no
change in debt burden after the
acquisition. When compared with
one year before and after the
acquisition the debt burden of the
combined firm has increased in the
acquisition year as well as in the post-
acquisition year for deals done with
EID-Parry (India) Ltd., English
Indian Clays Ltd., Bajaj Hindustan
Ltd.

Table 6 shows the paired t test
results on interest coverage ratio of
manufacturing companies.

The interest coverage ratio has
improved significantly in the post-
acquisition period. When the average
of interest coverage ratio of

acquisition year and first year after
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g < acquisition is compared to first,
s rad|nlel=|a 2 second, third year prior to acquisitions
Fe++ |33 ] o
g Spe| 23|32 the results show significant change.
w | €= It has also increased in acquisition
[ .
- year and first and second year after
3 = . .
&l S~ e~ - acquisition compared to third year
g Lo SIS+ o~ . .
) s+ (ol RN ~ before acquisition. The ratio also
w | % [_:o" shows improvement in acquisition
£ year compared to first and second year
g ko 7_—4: al el ol o - after acquisition. The firm’s ability to
]
wg ) § ) § g gé meet its payment of interest for debt
(@] . .
g ;% 7 ' previously borrowed has increased on
= average in the post-acquisition second
[} .
< |5 .Z and third years compared to pre-
oS "EAlalnn ) soas .
- % Ta+ 89F 8 2 acqu151t‘10n second' and third years,
g | ¢ [\-;[-_I-‘ =S Rl R Al s — respectively. The interest coverage
N
é‘ <« = ratio has substantially increased for
2| 5T the deal between Cadila Healthcare
E % s ’f ] u::: Rl @ 8 g Ltd. and Zydus Wellness Ltd. in post-
& 5% |=|9|g|~ - S | acquisition first year then declined
E > = ~ bS] . .
m | <£ 2|and then again increased
— Q . . P
g £ | exceptionally in the post acquisition
& - olalw|la ~ 8 | third year . The median interest
Q + SILZ|] |2 3 L
= = 23|s|=2 = & | coverage ratio in the three years
© before acquisition along with
g acquisition year and three years after
Q S ®lalx=le N the acquisition is 3.17, 4.64, 5.02
~ + o|lF|al. A . s 1 .
- ) = s~ - which indicates that the companies
° have improved their debt payin
o P paying
& capacity by generating sufficient
- = ~Q(8R ) revenues to meet its fixed obligation
L} + Q|0 " A R
= ~ =g~ - or interest expenses.
£ e
3 The interest coverage ratio is
2 slclale + S}gmﬁcantly hlgher for the acquirers
E = R|I=|FH| = 8 like Alchemist Ltd., Ranbaxy
S|lo|la|— — . .
. [ Laboratories Ltd., IPCA Laboratories
r~
o — Ltd. over the years compared to other
é . E companies but after the acquisition
2= SOl IV their debt paying capacity has
&2 52 |BSm T
5 E R reduced which is reflected from the
> ElE e g - g T decrease in the interest coverage ratio
= . s
<E|<E§ in the post-acquisition years.
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5 2 In one-year prior to acquisition 11
LFAP |o|m|e]e |~ acquirers have a higher interest
FH4+ + | F| |l © .
S |3222 3 S coverage ratio than the target and
> - N . .
< = eight targets have a better ratio than
- - acquirer. Among them the interest
3] °c= . .
= Rl I T B ) coverage ratio of five deals or the
g8 ¥ |R|2(R|T |5 N . .
g §-c (33|53 S combined firm has increased in the
S £ 2 acquisition year for those acquirer
™ - who had better performance than
- . ‘
g 2 I ENES PN o target and six deals where the target
™0 . .
g g £ IR § 5 S A had a better interest coverage ratio
- — — . .
"3 = T T T : than the acquirer. Two target firms
= — who had done well as standalone
2 |3 . g firms compared to acquirer when
- P R B R AN = . :
S g+ |28 |3|= 3 their combined performance
S |Z & decreased while six acquirers who
2 erformed well when the performance
T = P p
e ° g of standalone firms decreased as they
9N o= 7o) 3 . .
"*:,: go+ |52l S o g combined with the target.
5T : N
@] 4 e O = ]| O} — o ) .
2 | <& 2 Table 7 shows the paired t test
N
2" E results on the return on capital
o - + o] ~|a e 8 | employed ratio of manufacturing
S + s|38|8 ) 3 .
g = === — <& | companies.
% There is no considerable change
f-\: S elglgls - in return on capital employed of the
— w m w . . . ., .
© [‘_i: el Il -3 e = companies in the post-acquisition
L od
Pﬁ =~ ! period. The acquirer companies do
IS not earn positive significant returns
] . e
5, o~ AR o after acquisitions may be because the
§ ['_': S|S|a|s - company’s performance may be
£ < .
B affected by the target company profit
£ earning capacity, the geographic
S .
A . § § % § =y location of the target company,
w = > —~| < — ayment methods which would have
° T | pay
= increased the cost compared to
= =S revenue earned. The poor-ROCE
] : .
- 8 E| o may be due to poor profit margin.
£z Rl RO ,
E £ 50| g & %bz Table 8 shows the paired t-test
S ~E .
O R Rl el B I e results on Return on Net Worth Ratio
A A . .
<E |2t § of the manufacturing companies.
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The profitability of the companies has improved in the acquisition year and one
year after the acquisition when compared to the pre-acquisition period. However,
there is significant improvement in the ratio when the post-acquisition period, i.e.,
Average of T,, (T+1) as compared to (T-2), (T-3) years before acquisition. The
results suggest that the impact of M&A on companies are reflected in the immediate
years specifically the event year and the post M&A one year.

RECOMMENDATIONS FROM THE FINDINGS

For the acquirer which have poor current and quick ratio need to look into their
assets or any equipments that are not frequently used by the firm. It would be better to
sell them and bring cash to invest in some profitable opportunities. There may be such
assets held by target firm, so it needs to be looked into. For improving the profitability
the acquirer should update its customers by reaching its customers of the target firm
or selecting a target that have a different location which would extend its market and
give them a new source of revenue. If the post M&A solvency is poor, then the acquirer
should utilize the source of cheap suppliers of the target company to meet long-term
obligations. The main thing that to be noted is that the acquiring firm should be alert
in the initial years, since the poor performance is in the initial years and then it
improves. It is recommended therefore to make M&A efforts to fully integrate the
activities of both acquirer and target as soon as possible to reap the M&A benefits.

LIMITATION OF STUDY

Like no other studies, this study has some inherent limitations. To begin with, the
study is limited to the period of study that has taken only three years pre- and post-
acquisition. Future studies can extend the number of years to five years to know the
impact on long-term period and M&A effects on a longer time frame. The study is
confined to the manufacturing sector. There is ample scope for performance evaluation
in other sectors like service or financial sector. Since the study is conduced taking
into account M&A deals from different years and from different companies from
different industries, there might be variation in results if M&A from different industries
are studied separately.

SUMMARY OF CONCLUSION; ACADEMIC AND MANAGERIAL
IMPLICATIONS

A number of studies have been made to find out the impact of M&A on the company’s
performance. Different studies found different results, while some authors found the
negative return after M&A event; other studies found positive gains after going for
M&A deal. But limited studies, as far as a review of literature has been made, have
worked for the duration during which the impact of the M&A is reflected based on
different financial ratios. Empirical evidence from the literature suggest that in the
long run the real impact of M&A on the company’s performance cannot be reflected

Volume 20 54 No.3

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



DO MERGERS & ACQUISITIONS PAY OFF IMMEDIATELY?
EVIDENCE FROM MERGERS & ACQUISITIONS IN INDIA

because there may be some external factors that have influenced the performance of
companies. The present study made an attempt to find out up to which year after
M&A the results are significant and found that the impact of M&A is mostly reflected
in year of M&A event and one year post-M&A. Each and every acquisition is done
with different motives. Some deals may be done for short run benefits while some are
done for long run benefits. Generally companies acquire another firm for the long run
benefits like economies of scale keeping costs low. This indicates that even if the
companies do not gain in a short period of time, the acquisition will benefit in the long
run. This may not be reflected in acquisition year or first year after acquisition. The
results of the present study confirm with Andre et al. (2004) which found that mergers
perform poorly in the long run (three years).

The finding of the study has various implications for different users which are
discussed below:

MANAGERIAL IMPLICATIONS

As far as knowledge of literature is concerned, most of the studies have taken the pre-
and post-M&A period into consideration ignoring the M&A event year. But this year
would also have some effect since M&A would be perceived by investors as a chance
of increasing future values. In this study of effect of M&A event year is therefore
considered in apart from post M&A years. Another contribution of the study is that,
mobile average returns in M&A performance studies are studied by Xiao and Tan
(2007) and this paper deal with this matter and make a contribution to the academic
literature on an area of the M&A methodology of the comparative small number of
studies that have examined the M&A in a rising market like India.

ACADEMIC IMPLICATIONS

Competition from foreign firms, arrival of new technology, demanding attitude of
customers create an uncertain environment at the market place. Managers look for
strategies like M&A to cope with changing environments for survival and growth. In
such situation, the managers must be aware of the period in which they would gain
from strategies like M&A so that they would revise their strategies accordingly. Hence,
in this direction this research has greater managerial implication and contributes to
managerial practise in choosing between enhancing core competencies through internal
growth or through inorganic growth.

Acknowledgment: The paper is presented at COSMAR, School of Management IISC
Bangalore. The variables used in the study are part of my research work at VGSOM, IIT
Kharagpur Source: Leepsa and Mishra (2012b).
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