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IMPACT OF M&A ON PROFITABILITY AND COST
EFFICIENCY: EVIDENCES FROM CORPORATE
ACQUIRER FIRMS IN INDIA

Anshu Agrawali, PK. Jain® and Sushil’

The paper explores the financial implications of M&A in long run, with particular focus
on profitability and cost aspects of acquirers firms. The study uses a sample of 268
acquirer firms (undergone M&A in Indian auto-ancillary, IT, and pharmaceutical
sectors) during M&A wave (2002-2008). Findings show that M&A are not financial
viable/ successful ventures for acquirer firms, in long-run. Acquirer firms do not gain
any significant cost-synergies, improvement in profit margins and rates of returns after
M&A; no magnifying effects on sales turnover, as was expected due to pooled
resources/larger assets base, have been observed. Decline in assets turnover ratio and
rates of returns after M&A, prima-facie, indicates inefficient utilization of pooled
resources of acquisition by acquirer firms. Surprisingly, M&A impact has been averse
for auto-ancillary sector (emerging sector in M&A market) than IT and pharmaceutical
sector. Findings are suggestive of the need of improved integration measures that could
be developed over a period, to make M&A into value-enhancing prepositions / ventures.
Findings corroborate the pro-cyclic occurrence of M&A wave, economic environment
has been observed as predictor factor for post-M&A performance.

Key words: M&A Performance; Long-Term,; Profitability; Cost-Efficiency; Acquirer
Firms; Ratio Analysis; Yearly Concept.

1. INTRODUCTION

Mergers and acquisitions (M&A)* constitute significant corporate investment decisions.
Along with involving huge stake of finds, these decisions are practically irreversible.
M&A, conventionally, are expected to enhance the value of the acquirer firms in terms of
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synergistic benefits of consolidated large-scale operations, enhanced customers' base,
large assefé-base, access to complementary resources, knowledge, skills, etc. The
financial aspect of M&A decisions has gained traction of financial analysts, researchers,
and decision-makers. Enriched with the valuable contribution of researchers, from
financial as well as strategic disciplines, the performance aspect of M&A constitutes one
of the extensive bodies of literature.

The genesis of M&A, though, relates with the western economies of America and
Europe; however, the wave of globalization and openness has made M&A a global
phenomenon, with major inclination towards the developing Asian-Pacific nations.
Mé&A panorama has undergone major paradigm shift over different phases (waves); for
instance, the initial M&A waves were characterized with horizontal or vertical deals and
hostile takeovers by large acqliirers. With the eve of liberalization and globalization,
M&A market has witnessed widespread participation of developing nations. In post-
nineties, inorganic growth via M&A has been observed as a preferred route/ option for
the corporate firms in India, striving for growth and survival with the challenging
environment of opportunities and threats (internal as well as external). Last decade
(commencing from 2002 onwards) has proved to be a decade of M&A mania, with wide-
spurt observed in M&A activity in terms of value as well as volume; in 2007, the
investment in M&A activities in India were recorded all times high, valuing USD 70
billion.

The pattern of M&A observed during the recent wave in India was different in many
aspects; the wave was much vibrant; deal size had entered billion category; all major
sectors, ranging from manufacturing to ancillary, have been observed as the active
participants. Additionally, the corporate landscape in terms of competition level,
entrepreneur ability, risk perception, experience, way of thinking, corporate visions' and
objectives, etc. has also undergone fundamental changes; the environment was more
dynamic; opportunities as well as threats level was high. This then constitutes rationale
for having separate assessment of M&A observed during the period. The paper is a
modest attempt to assess the impact of M&A on the financial performance of corporate
acquirer firms in India in long-run. The study focuses on M&A taken place during
financial yearsm 2002 to 2008, bearing in mind the wide uprising observed in M&A in
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India during recent M&A wave (2002-2008). M&A activities, in present environment
are no more sector-specific; in fact, by and large, all the sectors ranging from
manufacturing to auxiliary have shown active participation in M&A activities during
last few years. Present study covers three major segments of Indian industry, namely,
pharmaceutical, IT, and auto-ancillary sectors.

The study contributes to the unresolved puzzle of M&A performance; it explores the
M&A impact in context of Indian acquirer firms, seemingly an inadequately attended
and inconclusive aspect of literature. The study focuses on the profitability and cost-
efficiency aspects of acquirer firms; in other words, all major parameters, likely to be
influenced by M&A decision, have been examined. The multi-sectoral framework of the
study would be helpful in getting insight of M&A significance across sectors.
Additionally, elongated sample frame covering entire M&A wave would facilitate the
insight of M&A performance during different economic scenarios (boom- up to 2008;
recession- 2008 onwards). Equally important methodological contribution of the study
is that M&A impact has been analyzed using yearly concept; pre-acquisition-year
performance has been compared with the performance of post-acquisition years: 1, 2
and 3; the proposed methodology is expected to do away the possibility of distortion,
that could result from averaging concept. It is worth emphasizing here that there is built-
in bias to show distorted picture of better/ poor performance (over the years), in average
concept. Assume firm's post-merger rates of return (ROR) on total capital employed are
12 %, 14 % and 22 % in years 1-3 respectively; the three years average concept would
indicate 16 % ROR vis-a-vis an impressive increasing trend registering speculator ROR
of 22 % in year 3. In reverse situation, assume these RORs as 16%, 14%, and 9% in
respective years, the average concept indicates 13 % reasonably satisfactory ROR; in
contrast the fact is that performance has registered significant decline over the years in as
much as 9 % in year-3 indicates unsatisfactory performance. Further, the years-wise
analysis, would likely to bestow a more clear view of the most effective year(s), in which
substantial impact of M&A has (have) been experienced by the acquirer firms.

e

2. THEORETICAL FRAMEWORK AND PRIOR RESEARCH

Performance impact of M&A (particularly financial perspective) constitutes one of the
widely explored aspects in literature. Financial performance studies on M&A are
composed of event studies, accounting studies, or a blend of the two. These studies have
attempted to assess the actual economic gains to the merging entities and the long-term
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stability of M&A using financial fundamentals such as profitability, liquidity, solvency,
growth prospect, cash flows, etc. In spite of ample number of studies attempted by
scholars using different parameters, relating to different time-horizon, different regions,
deals with varied attributes (stock-financed, cash financed, domestic, cross-border),
different industries, and so on, performance impact of M&A is largely inconclusive.
Some studies empirically support that M&A lead to improved performance (Healy et al.
1992; Grabowski et al. 1995; Switzer 1996); on the contrary, few studies suggest, M&A
to be value-deteriorating strategy (Mueller 1985; Revenscraft and Scherer 1987; Datta,
etal. 1992; Ghosh 2001; Cartwright and Schoenberg 2006). Some studies even indicate
no significant impact of M&A on the performance of corporate firms (Mishra and
Chandra 2010).

Revenscraft and Scherer (1989) in a study of US manufacturing sector have observed
deterioration in the firms' value with no positive synergies and substantial reduction of
13.34 per cent in the post-acquisition profitability. Switzer's (1996) study based on the
operating performance of a sample of 327 mergers has observed positive improvement.
Parrino and Harris (1999) have observed similar facts; their study suggests significant
improvement in the operating performance and significant cash flow return for the
acquirer firms subsequent to M&A. In the study of M&A among Malaysian companies
during 1988 to 1992, Rahman and Limmack (2004) have identified improvement in the
operating performance.

On the contrary, the study by Ghosh (2001) suggests no significant improvement in the
operating performance of the acquirers firms after M&A. Sharma and Ho (2002) in the
Australian study of 36 manufacturing firms undergone M&A in Australia during 1986 to
1991 have noted no notable improvement in the operating performance. Gugler et al.
(2003) have examined the 15 years M&A taken place across the globe; findings suggest
positive impact on profitability and negative impact on sales. Pazarskis et al. (2009) on
examining the impact of M&A on the economic performance of Greek firms have
observed no significant betterment in the post-acquisition performance of the firms.

Albeit the tremendous rise observed in M&A activities in India, M&A studies pertaining
to Indian industry (Pandey 2001; Anand and Singh 2008; Pawaskar 2001; Beena 2006;
Kumar 2004; Mantravadi 2007; Kumar and Rajib 2007; Vanitha and Selvam 2007;
Ramakrishnan 2008) constitute a negligible proportion vis-a-vis western developed

economies, particularly US and UK. Moreover, the findings reported from these studies
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largely, reflect similar pattern of non-convergence as evidenced from other financial
studies.

Pawaskar (2001) in the study of 36 M&A deals among Indian corporate firms (during
1992 to 1995) has observed no significant change in the operating performance in post-
M&A period. Ramakrishnan (2008) in a study of 86 mergers among Indian companies
(during 1996 to 2002) has suggested positive improvement in the operating performance
of the merging entities during post-merger period. Study by Chakrabarti (2008) has
reported the negative impact of M&A on the performance of corporate firms, in the long-
run. Study by Mittal, et al. (2012) has observed no significant impact of M&A on the
performance of corporate firms from Indian pharmaceutical sector. Study by Rani, et al.
(2013) has suggested favorable impact of M&A on financial performance of the acquirer
firms. Barai and Mohanty (2014) have examined the impact of industry relatedness on
the performance of acquirer firms, considering mergers and acquisitions as separate
events; findings are suggestive of value-creation in related as well as unrelated mergers;
however, unrelated acquisitions have been observed as value deteriorating.

M&A are stratégic—cum investment decisions; the massive investment in these decisions
is supposed to set foundation for the series of future cash-inflows. The performance
outcome of M&A seems to be largely inconclusive with no convergence on whether
M&A are value-enhancing or deteriorating strategies, albeit constituting a prime focus
of researchers from financial field, for a long-time. M&A performance, particularly
from the perspective of acquirer firms, seems to be largely discouraging, indicating
M&A performance to be a break-even situation or failure (Agrawal and Jaffee 2000;
Kingetal. 2004).

In view of wide surge witnessed in M&A investment in India in recent years, positive
aspirations for more vibrant activities in the coming years, and given the research gaps,
comprehensive analysis of M&A performance in Indian context would be quite useful.

M&A have significant implications for firms' performancg_ﬂ(Laamanen and Keil 2008).

These decisions are expected to improve the financial performance of the merging

entities, irrespective of the underlying intents (Mishra and Chandra 2010). These are
practically irreversible decisions (Capron and Pistre 2002); this lays an additional
emphasis that M&A, at least, should not deteriorate the wealth of the shareholders.

Majority of studies suggest high failure rate in M&A (Scherer 1988; Agrawal efal. 1992;
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Hubbard 1999; Bruner 2004, Cartwright and Schoenberg 2006). In the present
dichotom§ of increasing trend of M&A followed by an outsized failure rate, a very first
issue that strikes the mind is as to what inspires the corporate management for M&A
decisions. Literature presents manifold reasons and theories supporting M&A motives
(Lubatkin 1987; Trautwein 1990; Brouther et al. 1998; Nguyen et al. 2012). Value-
maximization hypothesis emphasizes on M&A as value-creating strategies. It
corroborates the corporate goal of wealth-maximization, in that M&A should enhance
the performance of the acquirer firms. Therefore, shareholders of acquirer firms are
generally expected to gain sound abnormal returns (in short-term). If seen from
resource-based perspective, M&A by providing access to pooled resources/ assets base,
knowledge base, customers' base, infrastructure, better managerial ability, open avenues
for value-enhancement for the acquirer firms. Therefore, M&A, to be successful, are
supposed to have positive impact on the financial health of the merging entities.

Efficiency/ synergy hypothesis, based on the premise of large size, scale expansion
contributed by M&A, emphasizes on synergistic benefits contributed by M&A;
operating synergies/ cost-efficiencies due to large scale operation, bulk buying, access
to specialized and scare resources, etc. (Chatterjee 1986; Bradley, ez al. 1983, 1988; Katz
and Ordover 1990); financial synergies in form of reduced cost of capital, efficient
capital structure, overcoming the financial market constraints, and tax-advantage
(Brouthers and Brouthers 2000); collusive synergies in terms of enhanced market
power, improved product portfolios, ability to charge high prices, high bargaining
power, entering new market, etc. (Mueller 1985; Walter ef al. 2002; Schweiger and Very
2003; Kumar and Bansal 2008). Of late, knowledge-acquisition is emerging as one of
the essential factors for value-creation in M&A; acquisition of knowledge, developing
new capabilities (Hamel 1991; Chakrabarti, et al. 1994; Berkema and Vermeulen 1998),
technology up-gradation, quick and economic access to new technology, tapping
external knowledge (Jensen and Ruback 1983; Katz and Ordover 1990), etc. are various
motivations that persuade corporate firms for M&A decisions. Various studies suggest
managerial economies in terms of restructuring the inefficient managed companies via
effective management from M&A (Bradley, ef al. 1983, 1988; Chatterjee and Lubatkin
1990); market discipline hypothesis states M&A as a measure for replacing the
inefficient management (Jensen and Ruback 1983). The resource-based view (Barney
1986) supports M&A as strategies to access the critical resources (Bradley, et al. 1983,
1988; Teece, et al. 1997; Gammelgaard 2004), acquiring complementary indispensable
resources, fill in the competence gap (Metzenthin 2004), gaining access to new
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technologies, power, resources to compete in global arena (Yadav and Kumar, 2005),
etc.

In view of the above, it has been hypothesized that financial performance of the
corporate acquirer firms for the post-acquisition years would be significantly better
compared to the performance of pre-acquisition year.

To what extent M&A contributes in the realization of expected benefits/ synergies (in
term of improved profit margins due to cost-efficiency). Profitability has been examined
based on profit margins as well as rates of return earned on assets employed, capital
employed and shareholders' funds. Cost-efficiency analysis has been attempted to
assess the cost benefits in terms of cost of goods sold, purchases of raw material, labor
costs, operating costs, administrative expenses, selling and distribution expenses,
advertisement costs, R&D expenditure, expected from M&A.

Market power/ monopoly theory suggests enhanced market power to be the intent for
M&A; the rationale for the same seems to be leveraging effect of large asset base/ pooled
resources on magnifying sales turnover; to view this aspect, the assets turnover ratio has
been assessed. Operating and investment activities are reckoned as imperative sources
of value creation; the framework attempts to analyze both the aspects.

3. METHODOLOGY
3.1. Sample and data

The study is confined to M&A carried-out in IT, pharmaceutical and auto-ancillary
sector during the financial years 2002 to 2008 in India. M&A information has been
collected from CMIE  database PROWESS. For the financial information of the
acquirer firms, study uses PROWESS, Capitaline, and website of concerned companies.
For the purpose of analysis, the acquirer firms whose financial information was
available for the period of analysis (i.e. one year prior to M&A year or zero year and

three years after) form the sample of the study.

Detailed sample description has been depicted in Table 1. Out of total 348 M&A
announcements, 265 form the part of study, constituting 76 per cent of the universe. As
far as sector-wise distribution is concerned, 73 per cent firms from IT sector, 80 per cent

o
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from pharmaceutical, and 78 per cent from auto-ancillary constitute the sample for the
study: Given such wide coverage of the universe, the sample can be reckoned as
adequate representative of the universe, in totality as well as from sectors-wise
perspective, thus, lending support to the credibility of the results of our study.

Table 1: Sample description

Years M&A announcements Sample firms analyzed
: ) IT Pharmaceutical Auto-ancillary IT Pharmaceutical Auto-ancillary
2002-03 24 22 7 14 17 6
2003-04 24 18 11 15 13 7
2004-05 21 11 9 19 9 7
2005-06 31 14 6 22 11 5
2006-07 41 18 8 27 22 8
2007-08 49 25 9 42 15 6
Total 190 108 50 139 87 39

3.2. Evaluation model

To assess the impact of M&A on the financial performance of the acquirer firms, the
study uses pre-post performance comparison model. Ratio analysis, a widely accepted
approach of financial analysis, has been used for the purpose. The study compares pre-
acquisition year performance of the corporate acquirer sample firms with post-
acquisitions performance of consecutive three years: 1,2 and 3.

M&A year has been excluded from the analysis; merging year is usually expected to
involve large complexities (integration issues-operations, human resources, culture,
regulations, management; compatibility issues; disinvestment and other crucial
decisions); further, it involves change in the financial reporting due to adjustment in
accounting. The possible effects of the above circumstances on the performance of the
merging entities could cause distortion. The period of one year seems sufficient for
integration measures; to survive with the flow of environment, the merging entities are
generally expected to sort-out their integration and other related issues at earliest, so
that, operations could be streamlined for the successful attainment of the pre-determined
objectives. In view of dynamic business environment, the period of three years
subsequent to M&A year has been considered adequate to judge the long-term impact of
M&A.

3.3. Validation model

The study uses paired sample t-test to examine the statistical significance of the findings;
significance of findings have been tested at 95 per cent (1.96< 2.58) and 99 percent
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(>2.58) confidence level interval for the acceptance or rejection of the hypotheses.

3.4. Measures

To have an all-inclusive view of the M&A impact on the profitability of the acquirer
firms, study attempts to assess profitability in relation to sales, rates of returns in terms of
assets used, capital employed and shareholders' funds. Further, the cost-efficiency has
been examined in terms of all possible cost-parameters (cost of goods sold, purchases,
raw-material, labor costs, operating costs, administrative, selling & distribution,
advertisement expenses and research and development expenditure). Above all, the
efficiency in relation to assets backup/ pooled resources has been assessed to examine as
to what extent M&A justify the pooled resources of acquisition, one of the imperative
source of enhancing firm's performance/ value.

3.4.1. Profitability analysis

Profitability is a conventional test of operating and economic efficiency. It is a
significant indicator of financial soundness. Adequate profits are perquisite for long-run
success and survival. According to Grant Thornton Survey (2006), profitability is
among the main objectives for M&A in India. M&A, in general, are expected to have
positive impact on the profitability of the merging entities. To assess this aspect,
profitability analysis in terms of rates of return earned has been attempted; the analysis
covers operational as well as investment aspects.

Profitability from operations: Gross-profit, operating profit, and net profit margins are
the key constituent of operational profitability. Gross-profit is the excess of net sales
over cost of goods sold (COGS); it indicates a safety cushion available to a business
concern to meet cost of goods sold. Gross profit margin signifies the dimension of gross
profitinrelation to sales.

Gross profit margin (GPM) = Sales-Cost of goods sold (COGS) y 19
Net Sales

Operating profit indicates the earnings of a firm from its core business operations; it

signifies earnings (excluding non-operating incomes) before interest and taxes.
Operating profit margin signifies the magnitude of operating profit vis-a-vis sales.
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Operating profit = Earning before interest and taxes-non operating income x 100 .(2)
margin (OPM) Net Sales
Net—proﬁt margin (NPM) reflects the magnitude of profit after taxes related to net sales;

it is residual left from sum of operating profit and non-operating incomes, after meeting
financial costs and provision of taxes. .-

Net profit margin (NPM) = Earning after taxes (EAT) X 100D .......commmmamsmensspmsenssnss (3)
Net Sales

Profit margins, namely, GPM, OPM, and NPM reflect the operating efficiency; adequate

profit margins indicate firms' ability to meet its expenses successfully and earn
satisfactory returns on investments. M&A, in general, are expected to improve firms'
profitability due to positive synergies, in terms of purchase economies, production
economies, technical economies, managerial economies, marketing economies,
financial economies and so on. The GPM, OPM, and NPM aspects have been analyzed
to assess the operating synergies from M&A.

Profitability on investments: M&A pool the resources of merging entities; integration
and efficient utilization of the pooled resources are considered among critical success
factors for M&A. Along with/ apart from, earning satisfactory profit margins from
operations, equally important aspect is to have adequate/satisfactory returns on
investment made in the business on its total assets, capital employed and equity
shareholders funds. To assess as to whether, M&A justify the return on pooled resources,
the profitability in relation to total assets, effective capital employed and funds of equity
shareholders has been attempted.

Return on total assets (ROTA): Return on total assets (ROTA) signifies return in terms of
total assets employed in business. The ratio would be helpful in providing an insight of
the firms' profitability in relation to pooled assets; in operational terms, it would also
shed light on the effectiveness of assets integration measures of acquirer firms.

Return on total assets (ROTA) = BBITG . ccmmomsosmmsornee 4
Average total assets

Total assets, here, represent total assets excluding non-earning/fictitious assets.

“ To circumvent with the influence of variable tax-rate and the heterogeneous capital structure the impact of
taxes and interest rate has been precluded in computing ROTA and ROCE and EBIT, instead of EAT+
interest (1-tax), has been taken as numerator.
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Return on effective capital employed (ROCE): Return on effective capital employed
(ROCE) indicates the returns earned on capital employed, i.e. the profitability in relation
to funds supplied by the lenders as well as the owners. To have credence of ROCE, the
capital employed, in present context, represents the capital actually employed in the
business, i.e. it excludes investment made outside the business.

Return on effective capital employed (ROCE)

_ EBIT@ - Interest and dividend income earned on investments made outside the business (5)
Average capital employed in business

For the purpose, EBIT (earnings before interest and taxes) excluding the interest and
dividend income earned on investments made outside the business has been considered
as numerator.

Return on equity shareholders' funds (ROE). Returns on equity funds measure returns in
relation to funds of the equity/ordinary shareholders. Equity shareholders are the real
owners and bearer of the risk of the business. They are entitled for the residual profits
after the outsiders' claims including the provision/payment of preference share dividend.
ROE measures magnitude of residual earnings after taxes and preference shares
dividend in relation to net-worth (equity share capital plus reserves and surplus).

Return on equity shareholders’ fund (ROE) =

Earning after tax (EAT) - Preference shares dividlend(Dp) (6)
Average net worth

3.4.2. Cost efficiency analysis

In present competitive environment, cost-efficiency has become a necessity for
corporate success and survival. Attaining/facilitating cost-efficiency is often considered
as one of the significant motives of M&A. Profitability, particularly in horizontal M&A,
is positively related to cost-efficiency (Gugler, et al. 2003; Christos, ef al. 2008). The
extent to which M&A have succeeded in this endeavor has also been assessed in this

paper.

In operational terms, cost-efficiency gains from M&A signify synergistic benefits of
consolidation. M&A are rationalized by the claim of economies of scale and scope in
production, marketing, R&D, etc. M&A lead to the consolidation of assets, operations,
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administrative functions, marketing activities, business contracts (suppliers'
collaboration); large size, prima-facie, should lead to decrease in buying cost of raw
materials, administrative expenses, advertisement costs, R&D expenditure, etc. For
instance, production economies due to scale expansion and rationalization; purchase
economies in terms of extra diseceunt on bulk purchases of raw materials; increased
product efficiency, quality of product offering due to technical economies (better
technical know-how) are likely to accrue from M&A. Other expected sources of cost-
synergies are reduction in redundant operations; for instance, M&A could facilitate
economies in administrative expenses, selling and distribution costs, advertisement
costs, etc., as after M&A the expenses incurred under single head could cover the
. activities of both the entities. Therefore, it was useful to ascertain whether,

(i)  Therehave been economies in the purchase cost (raw material and finished goods)
as a part of total cost of goods manufactured.

(i) There have been economies in the raw material consumed as a part of total
production cost. '

(iif) There have been economies in the labor cost as a part of total production cost.

(iv) There have been economies in the purchase cost as a part of total cost of goods
manufactured.

(v)  Therehas beenreduction in operating costs incurred in relation to net sales.

(vi) There has been a decrease in administrative expenses as a part of total operating
costs.

(vii) There has been a decrease in personnel expenses (salaries) as a part of total

operating costs.

(viii) There has been a decrease in selling and distribution expenses vis-d-vis sales or
operating costs.

(ix) There has been any decrease in.advertisement expenses as a part of total selling
and distribution expenses, or inrelation to net sales.

(x) There has been a decrease in research and development (R&D) expenditure in
relation to operating profit, net sales, and earnings after tax (EAT).

For a better insight of bperating cost synergies from M&A, the impact of M&A on all
possible expected sources of cost-economies have been assessed. The cost component
analysis is supposed to be helpful in crystallizing the probable sources of operating

S
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synergies. For instance, if M&A lead to economies in terms of raw-material cost and
there has been an increase in any other component (s), the combined effect of both the
events will eventually neutralize, showing no effect on the cost of goods. Evidently, it is
distorted result; to have a more credible result, therefore, the cost component analysis
has been attempted. Its redeeming feature is that it presents the impact of M&A for each
cost parameter separately. This point should be borne in mind while interpreting the

results.

‘The cost-efficiency analysis is appropriate for horizontal M&A. It is a matter of
satisfaction to note that studies indicate that large proportion of M&A deal observed
world around, during last three decades (1980 onwards) were horizontal (Gugler, et al.
2003). In Indian context also, studies have similar observation in that there has been a
predominance of horizontal M&A transaction in India (Beena 1998; Roy 1999; Basant
2000; Agarwal and Bhattacharjea 2006). The sample covered by present study consists
of M&A, by and large, between the firms belonging to related Industry/ business line; in
operational terms, there is a preponderance of horizontal M&A in our sample. Being so,
the results obtained through cost-efficiency analysis are likely to be credible.

Cost parameters analyzed include:

Cost of goods sold ratio (COGSR): Cost of goods sold (COGS) is a prime constituent
indicating the operating effectiveness of the manufacturing firms; the decrease in the
COGS, in general, is a positive indicator for cost synergy leading to improved profit
margins. As the cost of goods sold ratio (COGSR) represents the magnitude of
production cost of goods sold; therefore, the decrease in the COGSR after the M&A

clearly signifies the production cost efficiency.

Cost of goods sold ratio (COGSR) = Cost of goods sold 150 ... N (7
Net Sales

Purchase to production cost ratio (PPCR): Purchase to production cost ratio has been

computed to assess the purchase economies, if any, contributed by M&A to the acquirer
firms.

Purchase to production cost ratio (PPCR)

= Purchase of finished geods+ Raw materials o 100
Production’Cost

Raw material consumption cost ratio (RMCR): Raw-material consumption to
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production cost ratio (RMPCR) has been analyzed to measure the economy in purchases
~ of raw materials from the market. It is expected that the ratio should show a decline as
higher quantity of material purchases are likely to be cheaper, albeit its amount.

RMCR = Raw material COHSPmed 0 s S 9)
Production Cost

Labor cost to production cost ratio (LCR): Further, economies related to labor cost in
terms of optimum utilization of resources, resources sharing (particularly, expertise) are
also expected from M&A. Labor cost ratio has been examined to ascertain the pecuniary
economies from M&A gained by acquirers firms, in terms of paying less for the labor
factor input. :

Labor cost ratio = Labour expenses 4 100
Production Cost

Operating cost ratio '(OCR): Operating cost is an important constituent determining
operating efficiency; decrease in operating cost implies better operating profit margin,
in addition, it yields better net-profit margin, healthier cushion to meet the cost of debt-
funds and better returns to shareholders. Operating cost ratio signifies magnitude of
operating costs incurred per rupee of sale.

Operating cost ratio (OCR) = Operatingcosts y 199 . 1)
Net sales

Administrative expenses ratio (ADMR): Administrative expenses ratio has been
measured to assess the economies, if any, gained by acquirer firms from M&A, in terms
of sharing of administrative expenses or reduction in the cost of redundant operations.

Administrative expenses ratio = Administrative expenses | 100 -
Net sales

Personnel expenses ratio (PER): Human resource is another important parameter likely
to be influenced by M&A; study attempts to measure the impact of M&A on personnel
costs of the acquirer firms quantitatively using personnel expenses (salaries) ratio.

Personnel expenses ratio = Personnel expenses 199 (13)
Net sales

“Market synergies: Marketing synergies constitute yet another equally important intent
for M&A. To examine the market synergies from M&A, the impact on selling &
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distribution expenses and advertisement cost has been assessed.

Selling and distribution expenses (SDE): The selling and distribution expenses are
measured in relation to sales (SDE,) as well as operating costs (SDE,,.).

Selling and distribution expenses to net sales (SDE;)

= Selling and distribution expenses + 1 ' (14)
Net sales

Selling and distribution expenses to operating costs (SDE,)

= Selling and distribution expenses 100
Operating cost

Advertisement expenses (ADV)

Among selling and distribution expenses, advertisement cost is generally considered as
prominent source of market synergies. M&A are expected to provide the benefit of
reduced advertisement costs to the acquirer firms; M&A by merging two or more
separate business entities into single would obviate separate advertisement cost for the
merging entities. The advertisement expenses has been examined both in relation to net
sales (ADV ) and selling and distribution costs (ADV ).

Advertisement expenses to net sales ratio (ADV )

Advertisement expenses K L0 oveerrnrssrssmmmernnssessmmesnssassesissssmsssnensssssnnss iaEEEHa7: (16)
Net sales

Advertisement expenses to selling and distribution costs (ADV ;)

_ _ Advertisement eXpenses y (0 ... (17)
Selling and distribution expenes ‘

Research and development expenditure (RDE): In the present era, where innovation and
technological advancement are perquisite for success and survival, acquisition of
knowledge has emerged as important corporate intent for M&A. To gain an insight of
M&A impact on knowledge-perspective of acquirer firms, research and development
(R&D) expenditure has been assessed in relation to operating profit, net sales, and
earnings after tax.
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RDE,,, = Research and development expenses ; 100 «eorreerereeresriomrrrnrserennne. (18)
Operating profit
RDE, = Research and development eXpenses 4 100 ...oevverevrrsreererrsreeennnn, (19)
' Net sales
RDE,, = Research and development expenses , 19 (20)

Earning after taxes

4. EMPIRICAL FINDINGS

Impact on operational profitability: M&A are conventionally required to
improve/enhance the profitability of the acquirer firms. The empirical findings do no
corroborate the same; contrary to the expectation of positive synergies, the profit
margins of the acquirer firms analyzed have declined after M&A (Tables 2, 3 and 4).

For the auto-ancillary sector, significant decline has been noted in profit margins for
most of the years. For instance, out of the six years (M&A 2002-08), the GPM pertaining
to three years (M&A- 2002-03, 2003-04, and 2007-08) has declined significantly;
similar facts have been observed for operating and net profit margins; for years 2005 to
2008 there has been a consistent decline in OPM and NPM. Likewise, no significant
improvement has been noted in the profit margins of the firms affiliated to
pharmaceutical sector, with sole exception of single year 2002-03, in which GPM has
improved appreciably from 5 per cent to 9 per cent. Similar conclusions follow from
OPM and NPM; in fact, OPM for the M&A-2007-08 has manifested a significant

decline.

The GPM, cost of goods sold (COGS) and direct cost components (raw-material, wages,
manufacturing expenses, etc.) are crucial parameters for manufacturing firms, but they
have less relevance for service sector firms; therefore, there has been a constraint to have
gross-profit margin, COGS, and direct cost component analysis only for auto-ancillary
and pharmaceutical sector. The findings pertaining to profit margins of the IT firms also
seem to be largely unfavorable; except for a significant improvement in the NPM for
Mé&A-2004-05, for the remaining years no worth-noting improvement has been
observed; instead, OPM for the M& A 2002-04 has significantly declined.

From the preceding empirical facts, it is reasonable to conclude that M&A have not
contributed, by and large, towards better profit margins of the acquirer firms. In other
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‘words, the acquirer firms have gained no significant operating synergies in terms of
improved profits margins; contrary to the normal expectations of increase, the profit
margins, in fact, have shown a marginal decline in most of the post-acquisition years.

Table 2: Impact on gross-profit margin of the acquirer firms involved in M&A
during 2002-2008, sector-wise: (auto-ancillary and pharmaceutical sector)

M&A years years analyzed Auto-ancillary sector Pharmaceutical sector
Mean % change T-statistic Mean % change T-statistic

2002-03 2001-02 38.72 42.55

2003-04 33.28 (14.05) (1.29) 44.90 3.52 0.86

2004-05 35.82 (7.49) (2.25)* 46.74 9.85 2.52*

2005-06 29.71 (23.27) (2.08)* 46.46 9.19 2.31*
2003-04 2002-03 39.57 51.28

2004-05 35.87 (9.35) (3.04) ** 53.35 4.04 0.42

2005-06 3533 (10.72) (2.70)** 51.49 0.41 0.04

2006-07 34.13 (13.75) (2.56)* 52.72 2.81 0.40
2004-05 2003-04 39.77 42.88 )

2005-06 36.82 (7.42) 0.71) 42.73 (0.36) (0.04)

2006-07 37.28 (6.26) (0.53) 42.49 (0.91) (0.09)

2007-08 28.59 (28.11) (1.25) 44.04 271 ) 0.25
2005-06 2004-05 36.23 39.20

2006-07 34.27 (5.41) (0.66) 37.90 (3.32) (0.74)

2007-08 33.18 (8.42) (0.92) 39.19 (0.03) (0.01)

2008-09 33.30 (8.09) (1.07) 40.03 212 0.43
2006-07 2005-06 3313 45.65

2007-08 32.50 (1.90) (0.54) 45.11 (1.18) (0.45)

2008-09 31.99 (3.44) (1.10) 46.13 1.05 0.36

2009-10 32:23 (2.72) (0.93) 46.17 1.14 0.39
2007-08 2006-07 30.40 36.66

2008-09 27.86 (8.36) (3.31)%* 36.66 - 0.00 -

2009-10 28.14 (7.43) (2.78)%* 38.40 4.75 1.22

2010-11 28.21 (7.20) (5.00)** 37.70 2.84 0.91

*#* Significant at 99%; *significant at 95% confidence level; @ GPM has been computed for manufacturing sectors only

Table 3: Impact on the operating profitability margin of the acquirer firms
involved in M&A during 2002-2008, sector-wise (Auto-ancillary,
pharmaceutical, and IT sector)

M&A years Auto-ancillary sector Pharmaceutical sector IT sector
years analyzed  “nfean o T- Mean Y 7- Mean % change T-
change isti change isti statistic
2002-03 2001-02 14.48 19.70 18.95
2003-04 123 (50.07)  (1.00) 21515 7.36 0.47 13.92 (26.54) (2.25) *
2004-05 1248 (13.81) (0.79) 2031 3.10 0.32 13.77 (27.34) (1.76)
2005-06 1223 (15.54) (0.83) 21.62 9.75 0.80 10.82 (42.90) (1.75)
2003-04 2002-03 19.84 20.84 27.94 3
2004-05 17.84 (10.08) (1.48) 28.64 3743 1.04 22.45 (19.65) (2.05)*
2005-06 © 1664 (16.13) (1.33) 28.05 3460 078 2610 (6.59) (0.55)
2006-07 1640 (17.34) (1.64) 30.63 46.98 1.18 21.29 (23.80) (1.29)
2004-05  2003-04 16.39 18.40 ) 26.75
2004-05 1481 (9.64)  (0.30) 1679 (875  (0.39) 2573 G817
200506 1579 (3.66)  (0.12) 1443 (2157)  (118) 2610 (243) (011
2006-07 1191 (27.33)  (0.83) 1493 (1886)  (0.70) . 21.04 (2135 (1.00)
2005-06  2004-05 17.93 14.54 2221
2006-07 1653 (7.81)  (0.50) 1271 (1259)  (0.90)  28.61 28.82 1.56
2007-08 1442  (19.58)  (1.48) 1184 (1857 (0.90) 2834 27.60 1.50

2008-09 1036 (42.22) (2.32)* 12.46 (14.31) (0.78) 2447 10.18 ~ 1.32
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2006-07 2005-06 14.60 . 15:55 : 24.25
200708 1398 (425)  (0.44) 1486 (444)  (0.53) 236l (264)  (0.34)
2008-09 1232 (15.62) (2.50)* 1451 (6.69)  (0.75) 2297 (528)  (0.46)
2009-10 1363 (6.64)  (1.20) 15.78 1.48 0.15 17.82 2652 (1.02)
2007-08  2006-07 18.43 ] 17.86 20.50
2008-09 1571 (1476) (3I7)** 1510 (1545 (2.00)* 1687 (1771 (0.89)
2009-10 1582 (14.16) (21D)* 1691 (532)  (0.71) 20,68 0.88 0.04
2010-11 1597  (13.35)  (4.56)** 15.68 (12.21) - (1.42) 20.76 1.27 0.06

** Significant at 99%; *significant at 95% confidence level

g

Table 4: Impact on the net pljoﬁt margin (NPM) of the acquirer firms involved
in M&A in India during 2002-2008, sector-wise (Auto-ancillary, pharmaceutical,

and IT sector)
M&A Years Auto-ancillary sector Pharmaceutical sector IT sector
Year analyzed ™ pfeap Y% T-statistic  Mean % T- Mean %o 7-
change change i change  szatistic
2002-03 2001-02 1.41 7.99 6.49
2003-04 (5.45)  (486.52) (0.85) 10.34 29.41 0.70 (3.63)  (155.93) (1.16)
2004-05 220 56.03 0.37 9.05 13.27 0.39 (4.54)  (169.95)  (1.26)
2005-06 4.00 . 183.69 0.75 10.71 34.04 0.82 (10.17)  (256.70) (1.05)
2003-04 2002-03 7.43 9.54 15.89
2004-05 7.85 5.65 0.32 17.86 87.21 0.60 13.79 (13.22) (0.64)
2005-06 6.78 (8.75) (0.32) 18.61 95.07 0.62 17.48 10.01 0.44
2006-07 645  (13.19) (0.57) 22.20 132,70 1.05 14.40 (9.38) (0.30)
2004-05 2003-04 5.70 7.41 14.96
2005-06 5.99 5.09 0.06 6.22 (16.06) (0.26) 16.25 8.62 0.36
2006-07 6.60 15.79 0.21 5.99 (19.18) (0.35) 16.32 9.09 0.36
2007-08 1.54 (72.98) (0.90) 5.06 (31.71) (0.42) 13.66 (8.69) (0.39)
2005-06 2004-05 8.83 6.00 11.42
2006-07 7.67 (13.14) (0.53) 4.38 (27.00) (0.74) 13.64 19.44 0.74
2007-08 4.99 (43.49) (2.09)%* 3.44 (42.67) (0.88) 13.28 16.29 0.61
2008-09 0.84 (90.49) (1.96) 1.67 (72.17) (1.48) 12.56 9.98 0.38
2006-07 2005-06 6.87 722 5.82
' 2007-08 5.05 (26.49) (1.26) 5.23 (27.56) (1.46) 13.45 131.10 0.66
2008-09 1.87 (72.78) (2.60)** 5.74 (20.50) (0.87) 13.20 126.80 0.62
2009-10 (11.61)  (269.00) (1.41 6.89 (4.57) (0.21) (0.57)  (109.79) (0.40)
- 2007-08 2006-07 8.24 9.46 8.91
2008-09 4.14 (49.76) (2.78)** 8.38 (11.42) (0.75) 0.65 (92.70) (1.63)
2009-10 2.93 (64.44) (1.99) 8.47 (10.47) (0.73) 8.91 0.00 0.00
2010-11 2.77 (66.38) (1.60) (9.92)  (204.86)  (1.17) 12.56 40.97 1.06

** Significant at 99%; *significant at 95% confidence level

Profitability from investments: Empirical findings are not consistent with the corporate
objective of wealth-maximization. Contrary to the expectation of improved rates of
returns, decline has been observed in the returns in relation to total assets, capital
employed as well shareholders' funds (Tables 5, 6, and 7).

Return on total assets (for all the sectors) has reduced after M&A; the ROTA for
pharmaceutical and auto-ancillary sectors has shown a considerable decline in four out
of six years of M&A analyzed; likewise, for the IT sector, the decline has been notable
for M&A during 2006 to 2008 (Table 5).

As far as returns on capital employed (ROCE) is concerned, sizeable fall in returns has
been apparent for most of the years in auto-ancillary and pharmaceutical sectors.
Similarly, for the IT sector, trends are largely unfavorable; with an exception to a
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considerable hike observed for M&A in 2004-05, ROCE pertaining to all the years has
declined (Table 6).

It is worth mentioning that the IT sector has witnessed boom during 2004-07; high
demand, low interest rate, and favorable regulatory environment perhaps could be the
reasons for significant improvement in the returns pertaining to M&A-2004-05. Sturdy
decline in returns during the years 2008 to 2010, when recessionary waves were in
vogue, prima-facie, suggests economic environment to be an important predictor of the
post-acquisition performance. '

From the perspective of returns on equity shareholders fund, the findings are in tune with
ROTA and ROCE. The auto-ancillary sector has revealed a notable decline in ROE
during the last three years (M&A 2005-08); for the IT sector also, there has been a
significant decline in ROE pertaining to M&A during 2006 to 2008; however, no major
changes have been observed in the ROE of pharmaceutical sector (Table 7).

In view of declining rates of returns observed in relation to varied sets of investments
(total assets, capitai employed and equity shareholders' funds), it is reasonable to
conclude that M& A have not contributed towards the better return on pooled resources;
perhaps, inadequate integration measures, as suggested by previous studies, might be
the reason.

Table 5: Impact on returns on total assets (ROTA) for the acquirer firms
involved in M&A during 2002-2008, sector-wise (Auto-ancillary,
pharmaceutical, and IT sector)

M&A Years Auto-ancillary sector Pharmaceutical sector IT sector
years analyzed Mean % T- Mean % T- Mean % T-
change statistic change statistic change statistic
2002-03 2001-02 16.05 2534 13.06
2003-04 18.77 2.72 0.49 24.71 (0.63) (0.23) 11.37 (1.69) (0.75)
2004-05 16.90 0.85 0.26 19.47 (5.87) (2.13)* 12.21 (0.85) (0.38)
2005-06 13.04 (3.01) (0.96) 19.19 (6.15) (1.68) 14.26 1.20 0.41
2003-04 2002-03 24.37 22.89 17.66
2004-05 23.93 (0.44) (0.17) 29.16 6.27 0.90 15.36 (2.30) (0.85)
2005-06 19.92 (4.45) (1.52) 28.00 5.11 0.70 19.13 1.47 0.41
2006-07 1856 (5.81) (2.34)* 2639 3.50 =480 14.93 (2.73) (0.65)
2004-05 2003-04 14.72 18.01 6.88
2004-05 15.66 0.94 0.19 15.08  (16.30) (0.59) 21.60 9.34 2.40 *
2005-06 14.78 0.06 0.01 13.44  (25.37) (1.11) 18.61 8.67 2.60 **
2006-07 9.33 (5.39) (1.06) 13.90 (22.83) (0.53) 14.06 5.47 1.92
2005-06 2004-05 23.94 14.87 23.91
2006-07 18.88 (5.06) (2.19)* 12.50 (2.37) (0.83) 17.27  (27.77) (1.11)
2007-08 14.16 (9.78) (2.46)* 10.26 (4.61) (1.46) 14.97  (37.38) (1.41)

2008-09 1071 (1323)  (256)** 1167 (3.20) (126) 1538 (3570)  (1.32)
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200607  2005-06 15.89 . 14.58 22.03
2007-08 1135  (454)  (25D* 1205  (2.53) (154 1941  (2.62) 117
2008-09 845  (744)  (468)** 1187 (271)  (2.05* 1904  (2.99) (1.06)
2009-10 970 (6.19)  (339* 1181 (277 (1.92) 1511 (692)  (2.34)*
2007-08  2006-07 15.65 ' 1549 1689
2008-09 998 (5.67)  (5.23)** 1141  (408)  (236)* 1282  (407) (.89
2009-10 1039 (5.26) (334 1151 (3.98)  (207)* 1159  (5.30)  (3.54)%*
2010-11 1131 (434) (238)* 928 (621)  (3.200** 971 (T.18) _ (450)**

** Significant at 99%; *significant at 95% confidence level
.

Table 6: Impact on returns on effective capital employed (ROCE) for the
acquirer firms involved in M&A in India during 2002-2008, sector-wise (auto
ancillary, pharmaceutical, and IT sector)

Auto-ancillary sector Pharmaceutical sector IT sector
M&A Years Mean %o T- Mean % T- Mean % T~
year analyzed change  statistic change  statistic change statistic
2002-03  2001-02 28.17 39.28 24.45

2003-04 2917 100 0.07)  41.00 1.72 (0.36)  26.52 2.07 (0.43)

2004-05 3146 329 (0.31) 3130 (7.98)  2.08* 3828  13.83 1.77)

200506 2634 (1.83) 026  (19.02)  (5830) . 1.06 5137 . 2692 (1.55)
2003-04  2002-03  40.52 35.83 34.07

2004-05 4377 325 (0.36) 70.63 97.10  (1.66)  41.56 7.49 (0.85)

2005-06 3686  (3.66) 0.50 63.31 7669  (1.57) 6849 3442 (1.87)

2006-07 3564 (4.88) 0.58 46.75 3047 (145) 4342 935 (0.73)
2004-05  2003-04  38.03 26.52 26.34

2004-05 2851  (9.52) 0.93 2340 (1177) 039 6438 3804  (2.46)*

2005-06 2670 - (11.33) 1.07 2315 (1271) 039 5066 2432 (23*

2006-07 1930 (1873)  L97% 2187 (1755 037 3415 7.8l (0.91)
200506 2004-05  38.13 23.05 4733

2006-07 3265  (5.48) 1.00 1876 (4.29) 112 3487  (2632) 0.99

2007-08 2728  (10.85) 1.53 1569  (7.36) 164 4076  (13.87) 0.44

2008-09 2074 (17.39)  2.26* 1730 (5.75) 177 3815 (19.39) 0.68
2006-07  2005-06 2549 2325 58.75

2007-08 1884  (6.65)  2.09% 2076  (2.49) 083 4454  (1421) 1.47
2008-09 1522 (10.27)  3.95%% 1925  (4.00) 1.80 4865  (10.10) 0.97
2009-10 1933 (6.16) 1.58 1988 (337 157 4481 (13.94) 1.23

2007-08  2006-07  28.12 24.52 35.60
2008-09 1615 (11.97)  2.83%* 1833 (6.19)  270% 3235  (3.25) 0.74
2009-10  19.74  (838)  358% 1935  (5.17) 182 3754 1.94 (0.39)
2010-11° 2312 (5.00) 1.09 16.33 (8.19)  2.58% 3064  (4.96) 0.85

** Significant at 99%; *significant at 95% confidence level

Table 7: Impact on return on equity (ROE) for the acquirer firms involved in-
M&A during 2002-2008, sector-wise (Auto-ancillary, pharmaceutical, and IT

sector)
Auto-ancillary sector Pharmaceutical sector IT sector
M&A Years Mean % T- Mean % T- Mean % T-
years analyzed change statistic change statistic change statistic
2002-03 2001-02 7.06 19.40 7.96
2003-04 (13.72) (20.78) (0.90) 21.24 1.84 0.26 223 (5.73) (0.87)
2004-05 54.45 47.39 1.08 1223 (7.17) (1.22) 6.32 (1.64) (0.48)
2005-06 9.00 1.94 0.29 7.92 (11.48) (1.08) 7.09 (0.87) (0.16)
2003-04 2002-03 21.54 22.49 11.56 )
2004-05 2517 3.63 1.01 3343 10.94 09 11.25 (0.31) (0.10)
2005-06 16.91 (4.63) (0.66) 31.81 9.32 0.85 1597 4.41 1.15
2006-07 13.31 (8.23) (1.09) 2676 4.27 0.64 12.83 1.27 0.31
2004-05 2003-04 11.45 10.60 3.09
2004-05 1343 1.98 0.30 8.13 (23.27) 0.42) 13.09 10.00 2.3
2005-06 13.68 223 0.30 9.81 (7.45) (0.11) 13.79 10.70 1.59%

2006-07 6.26 (5.19) 0.72) 8.74 (17.59) 0.18) 9.22 6.13 2.65%%.
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2005-06 200405 53.66 953 16.06
2006-07 1874 (3492)  (2.03)* 1291 3.38 044 1383  (13.88) (0.36)
2007-08 1200 (41.66) (1.89) 981 0.28 0.04 1125 (2997 (0.90)
2008-09 7.10  (46.56) (194) 712 (2.41) (0.32)  15.03 (642)  {0.18v
2006-07  2005-06 16.18 495 2121
2007-08 6.38 (9.80) 1.65) 1010 5.15 0.57 17.73 (3.48) (1.26)
2008-09 3.00 (13.18)  (3.56)** 1187 6.92 075 2150 0.29 0.07
2009-10 301 (13.07)  (3.38)** 1180 6.85 073 1186 (935)  (2.0D*
200708 2006-07 18.59 11.36 12.56
2008-09 (0.96)  (19.55) (1.67) 1401 2.65 085 431 (825)  (2.18)*
2009-10 483 (1376) (2.95)* 1258 1.22 044 679 (.77 (2.25)*
2010-11 8.73 (9.86)  (256)*  7.10 (4.26) (1.04) 200 (10.56)  (3.14)**

* Significant at 99%; *significant at 95% confidence level

Impact on cost-efficiency: Cost-efficiency is reckoned as an important source of value
creation in M&A. To view this aspect, all possible sources of cost efficiency/synergy
have been assessed. Findings are revealing in nature. It is surprising to note that, acquirer
firms have not shown any evidence of cost synergies/ economies gained contributed by
M&A, in respect of relevant cost ratios analyzed. Costs of goods sold (the major cost
constituent), purchase, raw material costs, operating costs, and other relevant cost
components, which have been expected to have reduced after M&A, due to large scale
benefits (in terms of real economies, pecuniary economies), benefits of resource
sharing, etc. have, onthe contrary, increased after M&A (Tables 8 to 13).

For the auto-ancillary sector, rise in COGS has been observed in three out of the six years
analyzed (M&A 2002-03, 2003-04, and 2007-08); there has been an increase in raw-
materials consumption cost ratio in these years; perhaps, this seems to be the factor that
has attributed to declined profit-margins in the  aforesaid years. Further, in the
pharmaceutical sector no considerable changes have been observed in COGS and sub-
cost components examined. ' E

Findings are not suggestive of any significant operating cost-synergies contributed by
M&A to acquirer firms pertaining to operating cost and fundamental cost-components,
namely, administrative and personnel costs. Administrative expenses (ADM,,)
pertaining to auto-ancillary and pharmaceutical sectors have increased after M&A;
further, for IT sector no significant changes have been noted (Table 12). Perhaps, the
acquirer firms have not gained cost-advantage in terms of sharing administrative
expenses, possibly of operating from single office and thereby, reducing the expenses of
electricity, rent, office staff, etc.; it appears both set of administrative complexes
continue to operate at separate places. In terms of personnel expenses also, no significant
cost-economies have been observed; in fact, personnel costs have shown arise for the all .
the sectors respectively (Table 13).
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Table 8: Impact on cost of goods sold ratio (COGSR) for the acquirer firms
involved in M&A during 2002-2008, sector-wise (Auto-ancillary, IT and
pharmaceutical sector)

M&A year years analyzed Auto-ancillary sector Pharmaceutical sector
Mean % change T-statistic Mean % change T-statistic

2002-03 2001-02 6128 57.45

2003-04 66.72 8.88 1.29 55.10 (4.09) (0.86)

2004-05 64.19 4.75 225* 53.26 (7.29) (2.52) *

2005-06 53.63 (12.48) (0.59) 53.54 (6.81) 230 *
2003-04 2002-03 60.43 48.72

2004-05 64.13 6.12 3.04 ** 46.65 (4.25) (0.42)

2005-06 64.67 7.02 2.70% 48.51 (0.43) (0.04)

2006-07 65.87 9.00 2.56* 47.28 (2.96) (0.40)
2004-05 2003-04 60.23 59.99

2005-06 63.18 4.90 0.71 5551 (7.47) (0.93

2006-07 62.72 4.13 0.53 59.97 (0.03) (0.00)

2007-08 57.13 (5.15) (0.42) 66.16 10.29 0.51
2005-06 2004-05 63.77 60.80

2006-07 65.73 3.07 0.66 62.10 2.14 0.74

2007-08 ! 66.82 4.78 0.92 60.81 0.02 0.01

2008-09 66.70 4.59 1.07 59.97 (1.37) (0.43)
2006-07 2005-06 66.87 54.35

2007-08 67.50 0.94 0.54 54.89 0.99 0.45

2008-09 68.02 1.72 1.10 53.87 (0.88) (0.36)

2009-10 67.77 1.35 0.93 53.83 (0.96) (0.39)
2007-08 2006-07 69.60 63.34

2008-09 72.14 3.65 JIIr* 63.34 0.00 -

2009-10 71.86 325 2.78 2% 61.60 (2.75) (1.22)

2010-11 71.79 3:15 5.00 ** 55.63 (12.17) (1.19)

** Significant at 99%; *significant at 95% confidence level

Table 9: Impact on purchases to production cost ratio (PPCR) for the acquirer
firms involved in M&A during 2002-2008, sector-wise (Auto-ancillary, IT and
pharmaceutical sector)

M&A year years Auto-ancillary sector Pharmaceutical sector

analyzed Mean % change T-statistic Mean % change T-statistic
2002-03 2001-02 86.94 85.72

2003-04 88.66 1.98 1.82 84.67 (1.22) (0.75)

2004-05 88.04 1.27 0.93 84.24 (1.73) (1.01)

2005-06 76.80 (11.66) (0.81) 84.27 (1.69) (0.91)
2003-04 2002-03 87.58 76.00

2004-05 90.82 3.70 2.02* 81.41 7.12 0.75

2005-06 90.56 3.40 1.49 82.52 8.58 0.85

2006-07 91.08 4.00 1.59 80.39 5.78 0.61
2004-05 2003-04 87.10 85.74

2005-06 88.62 1.75 0.98 83.39 (2.74) (0.43)

2006-07 88.35 1.44 0.52 78.95 (7.92) (0.68)

2007-08 76.48 (12.19) (0.93) 68.48 (20.13) (1.19)
2005-06 2004-05 84.73 87.02

2006-07 85.69 1.13 0.71 87.85 0.95 0.46

2007-08 86.11 1.63 0.83 87.49 0.54 0.22

2008-09 87.51 3.28 1.45 88.41 1.60 0.65
2006-07 2005-06 91.08 81.26

2007-08 92.40 1.45 1.49 81.36 0.12 0.06

2008-09 91.70 0.68 0.74 81.19 (0.09) (0.04)

2009-10 80.50 (11.62) 0.92 82.84 1.94 1.69
2007-08 2006-07 92.20 88.99

2008-09 93.39 1.29 1.81 89.56 0.64 1.16

2009-10 92.839 0.75 0.95 90.32 1.49 2.50 *

2010-11 92.28 0.09 0.13 85.15 (4.32) (0.58)

** gignificant at 99%; *significant at 95% confidence level
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Table 10: Impact on raw material to production cost ratio (RMPC) for the
acquirer firms involved in M&A during 2002-2008, sector-wise (Auto-ancillary,

IT and pharmaceutical sector)

M&A year Years analyzed Auto-ancillary sector Pharmaceutical sector
Mean % change T-statistic Mean % change T-statistic

2002-03 2001-02 79.26 60.99

2003-04 81.70 3.08 2.07* 59.04 (3.20) (1.01)

2004-05 82.61 423 1.77 58.69 (3.77) (0.95)

2005-06 69.66 (12.11) (0.79) 57.07 (6.43) (1.14)
2003-04 2002-03 87.46 52.69

2004-05 90.47 3.44 1.92 59.60 13.11 0.96

2005-06 90.51 3.49 1.53 60.57 14.96 1.02

2006-07 91.08 4.14 1.67 55.46 5.26 0.58
2004-05 2003-04 72.79 58.07

2005-06 84.75 16.43 1.24 39.69 (31.65) (1.84)

2006-07 84.11 15.55 1.30 46.72 (19.55) (0.92)

2007-08 71.31 (2.03) (0.11) 51.55 (11.23) (0.47)
2005-06 2004-05 80.61 59.19

2006-07 83.35 3.40 1.63 63.04 6.50 1.88

2007-08 83.70 3.83 1.84 62.70 593 1.95

2008-09 84.41 4.71 2.43* 62.22 5.12 1.52
2006-07 2005-06 88.75 62.70

2007-08 91.10 2.65 2.99%%* 63.48 1.24 0.26

2008-09 90.55 2.03 2.38% 63.31 0.97 0.18

2009-10 90.72 222 2.24* 66.59 6.20 1.26
2007-08 2006-07 92.20 64.03

2008-09 93.39 1.29 1.81 71.24 11.26 1.06

2009-10 92.89 0.75 0.95 70.86 10.67 0.96

2010-11 0228 0.09 0.13 65.17 1.78 0.12

** Sjgnificant at 99%; *significant at 95% confidence level

Table 11: Impact on the operating cost ratio (OC) for the acquirer firms

involved in M&A in India during 2002-2008, sector-wise (auto-ancillary, IT and

pharmaceutical sector)

M&A years Auto-ancillary sector Pharmaceutical sector IT sector
year analyzed Mean % T Mean % - Mean % 7-
change slatistic change statistic change statistic
2002-03 2001-02 85.52 83.49 81.05
2003-04 9277 8.48 1.00 8255 (1.13) (0.30) 86.09 622 2.25*
2004-05 8752 234 0.79 8447 117 0.4 86.23 6.39 1.76
2005-06 71.11  (16.85) (0.78) 82.82  (0.80) (0.29) 82.04 122 0.12
2003-04 2002-03 80.16 88.87 69.48
2004-05 82,16 250 1.48 80.87 (9.00) (1.12) . 79.04 1376 2.00%
2005-06 8336 399 1.33 B0.65 (9.25) (0.92) 90.18  29.79 1.09
2006-07 83.60 4.29 1.64 77.16 _ (13.18) (1.43) 67.15  (3.35) (0.26)
2004-05 2003-04 88.41 81.60 90.43
2005-06 87.44 (1.10) (0.19) 8321 1.97 0.38 7785  (13.91) (L1171
2006-07 86.15 (2.56) (0.56) 8557 487 1.18 78.61  (13.07) (1.12)
2007-08 7583  (14.23) (1.08) 8507 425 0.70 77.81  (13.96) (1.11)
2005-06 2004-05 §87.92 8578 99.92
2006-07 88.67 0.85 0.28 B756 2.08 0.88 7270 (27.24) (1.59)
2007-08 91.50 4.07 1.46 88.43 3.09 0.8 71.76  (28.18) (1.66)
2008-09 9590 9.08 2.19* 87.79. 234 0.75 7426 (25.68) (1.53)
2006-07 2005-06 85.49 84.45 75.75
2007-08 8551 0.02 0.02 8514 082 . 0.53 76.39  0.84 0.34
2008-09 8748 233 2.20* 8549 1.23 0.75 77.03 169 0.46
2009-10 7483 (12.47) (0.92) 84.22 (027 (0.15) 7477 (1.29) (0.14)
2007-08 2006-07 81.57 82.14 77.12
2008-09 8429 333 3I7** 8490 336 2.07* 83.13 7.79 1.39
2009-10 84.18 3.20 2.11* 8309 116 0.71 7932 285 0.39
2010-11 84.03  3.02 4.56%* 7766 (5.45) (0.64) 72.10  (6.51) (0.94)

*% Significant at 99%; *significant at 95% confidence level



44 BUSINESS ANALYST April - September 2015

~Table 12: Impact on the administrative expenses to net sales ratio (ADM,) for
the acquirer firms involved in M&A in India during 2002-2008, sector-wise
(auto-ancillary, IT and pharmaceutical sector)

M&A years Auto-ancillary sector Pharmaceutical sector IT sector
years analyzed Mean % e T Mean % T- Mean % T-
change tisti chang: statistic change  statistic
2002-03 2001-02  20.45 19.86 38.19
2003-04 2221 8.61 0.53 20.31 227 0.39 36.70 (3.90) (0.33)
2004-05  19.70 (3.67) (0.39) 23.94 20.54 234 3584 (6.15) (0.48)
2005-06  14.02 (3L44)  (1.25) 22.07 11.13 2.02* 3341 (12.52)  (0.78)
2003-04 2002-03 1598 32.46 3531
2004-05  15.05 (5.82) (1.19) 2541 (21.72) 0.96) 3097 (1229  (0.72)
2005-06 1527 (4.44) (0.43) 23.94 (26.25) (1.01)  48.19 36.48 0.74
2006-07 _ 14.63 (8.45) (0.88) 22.06 (32.04) (1.18)  29.49 (16.48)  (0.92)
2004-05 2003-04  24.76 v 1S 41.81
2005-06  20.94 (15.43)  (1.10) 19.11 9.14 1.22 33.26 (20.45)  (1.23)
2006-07  19.99 (19.26)  (1.26) 20.62 17.76 1.45 32.06 (2332) (1.59)
2007-08 16.45 (33.56)  (L.51) 23.07 31.75 2.74** 3113 (25.54)  (1.68)
2005-06 2004-05  19.69 19.60 36.25
2006-07  19.08 © . (3.10) (0.65) 19.69 0.46 0.07 33.17 (8.50) (0.45)
2007-08 2099 6.60 1.11 21.49 9.64 0.78 33.01 (8.94) (0.45)
2008-09  25.26 28.29 1.61 21.16 7.96 0.85 34.73 (4.19) (0.21)
2006-07 2005-06  14.39 12320 3034
2007-08  14.68 2.02 0.70 23.89 297 0.85 32.83 821 0.82
2008-09  15.72 9.24 231" 2483 7.03 132 31,25 3.00 0.32
2009-10  13.12 (8.83) (0.59) 24.39 5.13 0.95 26.83 (11.57)  (0.84)
2007-08 2006-07  9.84 14.69 31.58
2008-09 1028 4.47 0.50 16.69 13.61 2.25* 3705 17:32 1.30
2009-10  10.64 8.13 2.21* 16.72 13.82 1.72 31.48 (0.32) (0.03)
2010-11  10.27 4.37 0.77 17.17 16.88 2.19% 2574 (18.49)  (1.48)

** gignificant at 99%; *significant at 95% confidence level

Table 13: Impact on the personnel costs for the acquirer firms involved in M&A
in India during 2002-2008, sector-wise (auto-ancillary, IT and pharmaceutical

sector)
M&A years Auto-ancillary sector Pharmaceutical sector IT sector
vear analyzed  Mean % 7- Mean % T- Mean % T
change  statistic change  stalistic change  statistic
2002-03 2001-02 1412 1186 33.04
2003-04 13.79 (2.34) (0.30) 12.78 7.76 1.87 - 3634 7.07 0.76
2004-05 13.10 (7.22) (0.65) 14.68 23.78 2.39* 37.07 922 0.92
2005-06 9.10 (35.55)  (1.39) 1331 1223 2.53* 37.83 11.46 0.88
2003-04 2002-03 11.83 16.04 2 43.09
2004-05 10.76 (9.04) (1.34) 14.08 (12.22)  (0.73) 4355 1.07 0.10
2005-06 1135 (4.06)  (0.45) 1554 (3.12) (017 40386 (5.18) (0.52)
2006-07 10.92 (7.69) (0.66) 1591 (0.81) (0.05) 3533 (18.01)  (1.05)
2004-05 2003-04 16.67 10.69 30.41
2005-06 14.82 (11.10) (1.45) 1427 33.49 1.52 47.39 20.25 1.82
2006-07 14.23 (14.64y  (1.46) 1517 4191 0.90 51.52 30.73 5
2007-08 11.36 (31.85) (1.42) 19.82 8541 1.53 48.37 2274 1.61
2005-06 2004-05 16.07 - 10.87 36.01
2006-07 15.63 (2.74) (0.40) 10.51 (3.31) 0.51) 37.93 5.33 0.47
2007-08 16.50 2.68 0.24 11.38 4.69 0.59 39.19 8.83 0.82
2008-09 19.56 21.72 1.31 11.87 9.20 1.46 39.18 8.80 0.78
2006-07  2005-06 10.00 10.94 36.98
2007-08 10.30 3.00 0.83 11.72 713 215* 41.48 1217 1.96
2008-09 11.28 12.80 2.36* 12.70 16.09 2.52* 40.89 10.57 1.61
2009-10 9.46 (5.40) (0.35) 12.94 18.28 4.19°* 41.17 11.33 1.05
2007-08  2006-07 8.29 8.34 42.10
2008-09 8.01 (3.38) 0.47) 9.02 8.15 2.38*% 42.59 1.le 0.15
2009-10 8.65 434 1.45 9.19 10.19 2.14* 47.43 12.66 1.38
2010-11 7.95 (4.10) (1.06) 9.90 18.71 3.02%%  46.20 9.74 0.93

** gjonificant at 99%; *significant at 95% confidence level
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Impact on market synergies: M&A are considered as significant source of market
synergies; acquirer firms are expected to gain by sharing in terms of spending less on
selling and distribution expenses and advertisement costs. Findings suggest realization
of the market-synergies by the acquirer firms from auto-ancillary and IT sectors in terms
of selling and distribution expenses as well as advertisement costs. Relevant data
(depicted in Tables 14 to 17) signifies marginal decline in the selling and distribution
expenses as well as advertisement cost for the auto-ancillary sector, in all the years. For
the IT sector, decline seems to be more significant; there has been a notable decline in
SDE, and SDE,,. in most all the years; and for M&A during 2004 to 2006, the decline is
statistically significant; similar trend has been exhibited in advertisement expenses also.

However, for the pharmaceutical sector, no significant decline in the SDE as well as
advertisement expenses has been observed; instead, the expenses have increased
marginally. Perhaps, the M&A in pharmaceutical sector were intended for the entry into
the new market, customer segment or new business or product line, which might have
enhanced the sales promotion requirements.

Table 14: Impact on the selling and distribution expenses to net sales (SDE,,) for
the acquirer firms involved in M&A in India during 2002-2008, sector-wise
(auto-ancillary, IT and pharmaceutical sector)

M&A years Auto-ancillary sector Pharmaceutical sector IT sector

Years analyzed Mean % change 7- Mean % change T- Mean % change T-
statistic statistic statistic

2002-03  2001-02 379 6.18 -4.14

2003-04  3.84 1.32 0.09 7.14 15.53 1.90 2.61 (36.96) (1.72)

2004-05  3.64 (3.96) (0.22) 7.28 17.80 2.16* 2.66 (35.75) (1.64)

2005-06  3.45 (8.97) (0.36) 7.20 16.50 2.24* 235 (45.65) (L)
2003-04 2002-03 375 7.70 1.19

2004-05 2.98 (20.53) (1.05) 8.82 14.55 1.61 372 212.61 1.50

2005-06 3.43 (8.53) (0.64) 8.19 6.36 0.40 2.87 141.18 1.47

2006-07 3.10 (17.33) (1.21) 7.81 1.43 0.09 2.51 110.92 1.18
2004-05 2003-04  3.41 6.27 4.16

2005-06 332 (2.64) (0.09) 7.96 26.95 0.89 2:32 (44.23) (1.56)

2006-07  3.44 0.88 0.02 17.83  184.37 1.04 1.54 (62.98) 235"

2007-08 225 (34.02) (0.76) 6.98 11.32 0.38 1.27 (69.47) (2.34) *
2005-06  2004-05 446 538 4.77

2006-07  3.85 (13.68) (1.26) 5.77 7.25 0.85 1.10 (76.94) (2.09)*

2007-08  3.68 (17.49) (1.30) 6.13 13.94 0.72 0.96 (79.87) @2.2n*

2008-09  3.94 (11.66) (2.04) * 6.67 23.98 156 0.73 (84.70) 2.30)*
2006-07 2005-06  4.17 6.90 2.89

2007-08  3.47 (16.79) (1.33) 6.36 (7.83) (1.29) 1.21 (58.13) (1.60)

2008-09  3.83 (8.15) (0.61) 6.79 (1.59) (0.22) 2.34 (19.03) (0.30)

2000-10 353 (1535) (1.38 599 (13.19) (1.41) 2.32 (19.72) 0.33)
2007-08  2006-07 2.13 4.11 1.60

2008-09 1.87 (12.21) (0.89) 487 18.49 1.75 221 3813 1.00

2009-10 1.68 (21.13) (1.36) 4.76 15.82 1.04 2.61 63.13 1.02

2010-11 1.96 (7.98) (0.45) 4.85 18.00 1.39 1.35 (15.63) 0.77)

** Sjonificant at 99%; *significant at 95% confidence level
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“Table 15: Impact on the selling and distribution expenses to operating costs
(SDE,,) for the acquirer firms involved in M&A in India during 2002-2008,
sector-wise (auto-ancillary, IT and pharmaceutical sector)

M&A years Auto-ancillary sector Pharmaceutical sector IT sector
year analyzed Mean % -~ I- Mean % T- Mean % 1-
change statistic change  stafistic change  statistic
2002-03  2001-02 4.49 7.46 5.00
2003-04 441 (1.78) (0.16) 8.60 15.28 2.04* 317 (36.60)  (1.62)
2004-05 4.39 (2.23) (0.14) 8.64 15.82 2.20* 315 (37.00)  (1.64)
2005-06 3.92 (12.69) 0.77) 8.73 17.02 2.17* 2.71 (45.80) (1.71)
2003-04 2002-03 4.78 9.70 1.63
2004-05 3.67 (23.22) (1.21) 11.07 1412 1.97 431 164.42 1.56
2005-06 4.09 (14.44) (1.08) 0.89 1.96 0.14 2.74 68.10 1.81
2006-07 3.66  (23.43) (1.66) 9.98 2.89 0.17 2.95 80.98 1.19
2004-05 2003-04 383 7.20 4.03
2005-06 3.86 0.78 0.03 7.08 (1.67) (0.22) 3.00 (25.56)  (0.93)
2006-07 4.01 4.70 0.14 813 12.92 0.93 2.02 (49.88) (1.72)
2007-08 2.54 (33.68) {0.78) 6.00 (16.67) _ (1.09) 1.64 (5931)  (1.98)
2005-06 2004-05 5.20 - 6.31 479
2006-07 4.32 (16.92) (1.76) 6.63 5.07 0.75 1.63 6597)  (1.83)
2007-08 4.09 (21.35) (1.69) 6.79 7.61 0.53 1.42 (70.35) (2ID*
2008-09 428 (1769  (2.3)* 7.44 1791 1.50 101 (7891)  (2.24)*
2006-07 2005-06 4.79 8.18 344
2007-08 3.85 (19.62) (1.56) 7.51 (8.19) (1.45) 1.49 (56.69)  (1.78
2008-09 4.24 (11.48) (0.82) 7.91 (3.30) (0.44) 2.92 (1512) (024
2009-10 397  (17.12) (1.42) 7.07 (13.57) (157 3.08 (1047) (016
2007-08 2006-07 2.49 5.06 2.03
2008-09 210 (15.60) (1.17) 5.87 16.01 1.53 2.52 24.14 0.77
2009-10 1.93 (22.49) (1.51) 592 17.00 1.01 2.65 30.54 0.83
2010-11 225 (9.64) (0.56) 5.79 14.43 1.31 1.76 (13.30)  (0.73)

** Significant at 99%; *significant at 95% confidence level

Table 16: Impact on the advertisement expenses/ net sales (ADVNS) for the
acquirer firms involved in M&A in India during 2002-2008, sector-wise (auto-
ancillary, IT and pharmaceutical sector)

M&A years Auto-ancillary sector Pharmaceutical sector IT sector
year analyzed  Mean % T- Mean % change T- Mean % 1-
change statistic statistic change statistic
2002-03 2001-02 0.27 74 1.75
2003-04 0.57 11111 1.00 2.06 20.47 1.39 1.04 (40.57) (1.73)
2004-05 0.66 144.44 1.26 1.98 15.79 1.03 0.84 (52.00) (2.I5)8
2005-06 0.64 137.04 1.00 2.00 16.96 0.80 0.71 (59.43) (1.80)
2003-04 2002-03 0.78 2.81 0.26
2004-05 0.20 (74.36) (1.61) 287 2.14 0.63 0.27 385 0.15
2005-06 0.25 (67.95) {1.46) 291 3.56 1.03 1.46 461.54 1.08
2006-07 0.19 (75.64) (1.68) 273 (2.85) (0.36) 1.06 307.69 1.13
2004-05 2003-04 0.12 3.05 0.29
2005-06 0.17 41.67 0.48 2.82 (7.54) (0.63 0.29 0.00 0.01
2006-07 0.08 (33.33) (0.56 7.45 144.26 1.02 031 6.90 0.13
2007-08 0.06 (50.00) (0.76) 1.98 (35.08) (1.65) 0.40 37.93 0.58
2005-06 2004-05 1.10 0.69 1.62
2006-07 1.08 (1.82) (0.63) 0.79 14.49 0.42 0.55 (66.05) (0.69)
2007-08 1.05 (4.55) (0.69) 1.11 60.87 0.80 0.40 (75.31) 0.79)
2008-09 0.85 (22.73) (1.37) 1.34 94.20 0.89 031 (80.86) (0.85)
2006-07 2005-06 0.05 1.45 1.15
2007-08 0.07 40.00 0.74 1.37 (5.52) (0.80) 0.37. (67.83) (0.84)
2008-09 0.09 80.00 0.94 1.58 8.97 0.32) 0.26 (77.39) (0.96)
2009-10 0.06 20.00 0.56 1.35 (6.90) (0.29) 0.22 (80.87) (1.01)
2007-08 2006-07 0.00 0.66 0.56
2008-09 0.00 0.00 1.00 0.78 18.18 0.59 0.72 2857 1.20
2009-10 0.00 0.00 0.00 0.74 12.12 0.39 1.64 192.86 1.00
2010-11 0.00 0.00 0.41 0.94 42.42 0.79 0.57 1.79 0.08

** Significant at 99%; *significant at 95% confidence level
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Table 17: Impact on the advertisement expenses to selling and distribution
expenses (ADV,,) for the acquirer firms involved in M&A in India during
2002-2008, sector-wise (auto-ancillary, IT and pharmaceutical sector)

M&A years Auto-ancillary sector Pharmaceutical sector IT sector
Yyear analyzed Mean % T- Mean % T- Mean % T-
change statistic - change statisti change statistic
2002-03 2001-02 2.61 21.73 42.14
2003-04 4.55 74.33 1.04 21.55 (0.83) (0.06) 3887 (7.76) (0.40)
2004-05 7.20 175.86 1253 21.18 (2.53) (0.16) 3818  (9.40) (0.43)
2005-06 4.89 87.36 0.98 20.69  (4.79) (0.29) 3334 (20.88) (0.79)
2003-04 2002-03 16.63 11.05 3093
2004-05 1445 (1311 0.30) 11.25 181 027 2560 (17.23) (0.47)
2005-06 10.14° (39.03) 0.91) 1437 3005 0.96 3740 2092 0.53
2006-07 7.90 (52.50) 1.35) 1445 3077 0.95 26.02  (15.87) (0.46)
2004-05 2003-04 3.77 30.12 17.78
2005-06 6.63 75.86 0.86 24.56  (18.46) (0.70) 1837 332 0.16
2006-07 2.58 (31.56) (0.70) 26.19  (13.05) (0.59) 19.56 1001 0.38
2007-08 2.56 (32.10) (0.88) 2693 (10.59) (0.30) 24.44 3746 1.17
2005-06 2004-05 18.07 9.00 21.62
2006-07 16.63  (7.97) 0.76) 11.08 2311 0.68 3812  76.32 1.78
2007-08 1926 6.59 (0.56 1192 3244 0.89 40.82 8881 1.94
2008-09 13.90 (23.08) 1.71) 11.70  30.00 0.59 3547 64.06 1.26
2006-07 2005-06 1.05 17.99 27.61
2007-08 2.59 146.67 1.17 20.08 11.62 0.59 3316 2010 1.15
2008-09 222 111.43 1.43 19.14  6.39 0.27 23.61  (14.49) (0.71)
2009-10 1.57 49.52 1.22 19.08 6.06 0.27 22.20  (19.59) (0.78)
2007-08 2006-07 1.19 10.51 26.03
2008-09 0.63 (47.06) (0.89) 10.08  (4.09) (0.18) 2751 569 0.49
2009-10 0.63 (47.06) (0.50) 1043 (0.76) (0.04) 3238 2439 133
2010-11 0.18 (84.87) (0.89) 9.73 (7.42) (0.42) 2857 976 0.53

** Sjgnificant at 99%; *significant at 95% confidence level

Impact on R&D expenditure: Knowledge acquisition is often considered as one of the
driving intent for M&A, in present dynamic environment. Therefore, assessing the
impact of M&A on firms R&D perspective is considered useful. Relevant ratios
assessed, signify no significant changes in the R&D expenditure for the acquirer firms
affiliated to auto-ancillary and IT sectors in the post-M&A period; R&D expenditure
ratios computed in relation to net sales, operating profit as well EAT seem to be
uninfluenced by M&A. However, for the pharmaceutical sector, R&D expenditure in
relation to OPM, net sales as well as EAT has, by and large, exhibited rising trend.
RDE,,; ratio has shown a rise in most of the years; this increase has been notable.
Further, RDE,; has revealed a significant increase during M&A 2002-03, but for M&A
during 2006-08, decline in R&D,; has been observed. However, in subsequent years
(2008 to 2010), decline in R&D expenditure ratios has been noted when recessionary
waves were in vogue. It is worth mentioning that improvement in the knowledge-
perspective is a pertinent factor for the M&A in pharmaceutical sector. R&D
expenditure, which is among the crucial growth elements for pharmaceutical firms, has
been impacted positively by M&A. The growth pattern of R&D expenses in terms of
sales as well as profitability reveals that M&A has strengthened the R&D activity of the



48 BUSINESS ANALYST April - September 2015

acquirer firms. Further, R&D expenditure is a controllable factor that firms could
rhodify depending upon the need and circumstances. For instance, during M&A 2002-
2005, when economy was stable and firms' profitability was on rise, the R&D
expenditure has shown increasing trend; perhaps, with the advent of recession during
2008-2011, shrinking market demand and increased market instability might have
induced the firms to curtail their R&D spending.

Table 18: Impact on research and development expenses to operating profit
(R&D,,,,) for the acquirer firms involved in M&A in India during 2002-2008,
sector-wise (auto-ancillary, IT and pharmaceutical sector)

M&A years Auto-ancillary sector Pharmaceutical sector " _IT sector
year analyzed Mean % T- Mean % T- Mean % T-
change statistic change statistic change statistic
2002-03 2001-02 V) R.89 1.80
2003-04 282 3.68 0.05 12.56 41.28 1.83 1.67 (7.22) (0.10)
2004-05 321 18.01 0.24 1528 71.88 2.62%* 1.70 (5.56) (0.08)
2005-06 442 62.50 1.07 14.39 61.87 2.80*%* 0.96 (46.67) (0.96)
2003-04 2002-03 3.65 ) 1.59 15.78
2004-05 © 337 (7.67) (0.32) 2998 1785.53 138 1241 (21.36) (1.21)
2005-06 4.21 1534 027 2140 124591 1.87 7.84 (50.32) 2.13*
2006-07 3.86 5.75 0.14 16.46 935.22 1.81 0.03 (99.81) (1.93)
2004-05 2003-04 0.18 (27.71) 6.97
2005-06 0.18 0.00 0.16 21.64  (178.09) (1.60y 1227 76.04 0.62
2006-07 0.64 255.56 1.28 2285  (182.46) (1.68) 6.62 (5.02) (0.04)
2007-08 0.60 233.33 095 2248  (181.13) (1.56) 2.56 (63.27) (0.65)
2005-06 2004-05 1.81 2653 3.74
2006-07 133 (26.52) (1.59y (19.19)  (172.33) (1.07) 576 54.01 0.97
2007-08 1.41 (22.10) (0.99) 18.24 (31.25) (1.54) 2.19 (41.44) (L.10)
2008-09 3.15 74.03 127 2732 2.98 0.09 0.13 (96.52) (1.06)
2006-07 2005-06 i 7 G 47.54 21.41
2007-08 18.23 134.62 182 3366 (29.20) (097y 1855 (13.36) (0.49)
2008-09 10.82 39.25 106 (7.76) (116.32) (1.67) (8.62) (140.26) (1.70)
2009-10 5.61 (27.80) (1.30) R1.06 70.51 0.83 (1.28) (105.98) (1.61)
2007-08  2006-07 595 22.58 2.02
2008-09 18.54 211.60 1557 2351 4.12 0.19 (5.74) (384.16) (1.02)
2009-10 10.75 80.67 0.80 20.50 (9.21) (038) (0.49) (124.26) (0.86)
2010-11 9.48 59.33 0.74 24.63 9.08 026 (0.26) (112.87) (0.90)

** significant at 99%; *significant at 95% confidence level
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Table 19 Impact on research and development expenses/ net sales (R&D,,) for

the acquirer firms involved in M&A in India during 2002-2008, sector-wise

(auto-ancillary, IT and pharmaceutical sector)

M&A year Years Auto-ancillary sector Pharmaceutical sector IT sector
analyzed Mean % 7- Mean % T-statistic  Mean % T-
change  statistic change change _ statistic
2002-03 2001-02 0.74 1.94 027
2003-04 0.71 (4.05) (0.14) 245 26.29 1.61 016 (40.74) (0.81)
2004-05 0.79 6.76 0.48 3.06 57.73 2.21* 0.30 11.11 0.15
2005-06 0.67 (9.46) (0.72) 3.51 80.93 2.56*% 015  (44.449 1.01)
2003-04 2002-03 0.54 8.23 231
2004-05 034 (37.04) (0.82) 714 (1324) 0.17) 193 (16.45) (0.64)
2005-06 0.53 (1.85) (0.03) 590 (2831 (0.45) 156 (3247) (1.13)
2006-07 048 (11.1D) (0.19) 532 (3536) (0.53) 001  (99.57) 2.04) *
2004-05 2003-04 0.03 262 0.72
2005-06 0.03 0.00 1.55 3.74 4275 0.43 1.31 81.94 1.14
2006-07 0.07 133.33 1.08 3.20 2214 0.25 0.60 (16.67) (0.15)
2007-08 0.07 133.33 0.61 3735 132557 0.99 032 (55.56) (0.63)
2005-06 2004-05 0.35 3.79 0.55
2006-07 022 (37.149 (2.06)* 292 (2296) (1.51) 0.54 (1.82) (0.96)
2007-08 0.24  (31.43) (1.45) 234 (3826) (1.85) 030  (45.45) (1.06)
2008-09 0.37 5.71 0.47 2,19 (42.22) (1.98)* 0.04 (92.73) (1.13)
2006-07 2005-06 0.67 5.64 178
2007-08 1.30 94.03 1.03 362  (3582) (2.71)** 085 (52.25) (1.16)
2008-09 0.69 2.99 0.17 353 (3741) (2.93) ** 048  (73.03) (1.37)
2009-10 0.48  (28.36) (1.35) 331 (41.31)  (3.20) ** 0.52  (70.79) (1.31)
2007-08 2006-07 0.60 4.27 0.41
2008-09 1.22 103.33 1.19 383 (10.30) (0.61) 031 (2439 (1.16)
2009-10 1.06 76.67 0.76 349 (1827) (1.02) 0.53 2927 0.54
2010-11 0.82 36.67 0.50 2.88 (32.55) (1.75) 0.49 19.51 0.35

** Significant at 99%; *significant at 95% confidence level

Table 20: Impact on research and development expenses/ EAT (R&D,,,) for the

acquirer firms involved in M&A during 2002-2008, sector-wise (auto-ancillary,

IT and pharmaceutical sector)

IT sector

M&A Years Auto-ancillary sector Pharmaceutical sector
year analyzed Mean % 1- Mean % T- Mean % I-
change  statistic change statistic change statistic
2002-03 2001-02 29.08 20.01 , 3.43
2003-04 11.84 (59.28) 0.71 25.82 29.04 1.14 6.30 83.67 0.54
2004-05 7.98 (72.56) (0.90 30.22 51.02 2.20 3.67 7.00 0.10
2005-06 7.16 (75.38) (1.35 52.85 164.12 1.18 1.98 (42.27) (0.83)
2003-04 2002-03 22.03 9.81 (3.06)
2004-05 11.98 (45.62) (0.90 10.02 2.14 0.01 0.05 (101.63) (0.09)
2005-06 17.02 (22.74) (0.41 48.88 398.27 1.27  (50.26) 1542.48 0.93
2006-07 18.88 (14.30) {0.35 24.88 153.62 1.47 004 (101.31) 0.11)
2004-05 2003-04 0.48 38.88 (5.55)
2004-05 0.46 (4.17) (0.14 53.54 37.71 038 (191.27) 3346.31 1.24
2005-06 1.92 300.00 1.42 30.12 (22.53) (0.24) 4852  (974.23) (1.13)
2006-07 2.16 350.00 1.08 116.74 200.26  —0.61 5297  (1054.41) (1.12)
2005-06 2004-05 3:52 . 48.44 6.68
2006-07 363 313 0.16 (4.92)  (110.16) (1.41) 41.97 528.29 1.00
2007-08 4.02 14.20 0.60 127.43 163.07 (0.84 45.78 585.33 1.00
2008-09 29.47 737.22 1.07  (61.91)  (227.81) (0.88) 0.19 (97.16) (1.05)
2006-07 2005-06  (52.45) 25.45 ) 6.86
2007-08 1001 (119.08) (1.04 4.74 (81.38) 0.17) 40.46 489 80 0.17
2008-09 36.06 (168.75) (1.34 80.77 217.37 0.50 8.59 25.22 0.01
2009-10 1573 (129.99) (1.07 66.02 159.41 0.33 4.16 (39.36) (0.02)
2007-08 2006-07 1139 46.89 ' 4.77
2008-09 51.02 347.94 0.75 82.12 75.13 0.73 0.16 (96.65) (1.03)
2009-10 28.11 146.80 0.94 (488.71) (1142.25) (1.02) 1.51 (68.34) 0.77)
2010-11 28.11 146.80 094  144.09 207.29 0.79 1.06 (77.78) (0.88)

** Significant at 99%; *significant at 95% confidence level
gn
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In view of above findings, it is reasonable to infer that M& A have no favorable impact on
the cost-efficiency of the acquirer firms; on the contrary, the acquirer firms experience
marginal increase in operating costs during the post-acquisition years (may be
attributable to inflation prevailing in Indian economy). Acquirer firms seem to have
solely benefited in respect of market synergies in terms of reduced selling and
distribution expenses and advertisement cost. It appears that the acquirer firms expect
the benefits in some other ways, say better name, brand écquisitions, bigger size (as
suggested by hubris theory), etc. Sometimes companies prefer even after M&A to
operate under separate domain, with different production facilities, administrative set-
up, different marketing functions, R&D efforts, etc.; this perhaps seem to be one of the
reasons for not observing the anticipated economies. Further, late or ineffective
integration measures of acquirer firms may be conceived as the additional factor/hurdle
inrealizing the expected economic benefits.

M&A provide an opportunity to the acquirers firms to access the large assets base, which
perforce should augment/yield more sales; the findings, however, are not supporting the
realization of the desired benefits by the acquirer firms. Relevant data (Table 21)
exhibits no evidences of magnified sales over the pooled assets of acquisitions, as
decline has been noted in assets turnover ratio for all the sectors. Assets-turnover ratio of
auto-ancillary and pharmaceutical sectors has shown a decline in all the years; and in
four out six years, the decline has been statistically significant. IT sector also has
evidenced a significant decline in the assets utilization ratio for M&A 2005-07. Notable
decline observed in the assets turnover ratio in the most of the years for all the sectors
respectively, prima-facie, indicates that acquirer firms have not gained any significant
advantage of the pooled resources contributed by M&A. In other words, M&A have
failed to justify the pooled resources of acquisition. The declined efficiency in terms of
assets utilization may be attributed, perhaps to the insufficient integration of the
operations of the acquired firm with acquiring firms.
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Table 21: Impact on assts turnover ratio of the acquirer firms from auto-
ancillary sector involved in M&A during 2002-08, sector-wise (Auto-ancillary,
IT and pharmaceutical sector)

M&A Years Auto-ancillary sector Pharraceutical sector IT sector
years analyzed Mean % T- Mean % - Mean Yo I-
change statistic change statistic change statistic
2002-03 2001-02 1.06 1.15 0.71
2003-04 0.99 0.07) (0.30) 1.05 . (0.10) (1.25) 0.76 0.05 0.72
2004-05 1.04 (0.02) (0.07) 0.90 (0.25) 257" 0.76 0.05 0.65
2005-06 0.85 (0.21) (0.86) 0.87 {0.28) 222" 0.80 0.09 0.53
2003-04 2002-03 1.24 0.91 0.61
2004-05 1.25 0.01 0.17 0.88 (0.03) (0.33) 0.61 0.00 -
2005-06 1.20 (0.04) 0.34) 0.83 (0.08) (0.94) 0.72 0.11 1.10
2006-07 1.18 (0.06) (0.43) 0.76 (0.15) (1.38) 0.62 0.01 0.06
2004-05 2003-04 1.11 0.95 0.50
2004-05 0.83 (0.28) (1.78) 0.78 (1784)  (4I%H**  0.69 0.19 1.90
2005-06 0.82 0.29) (1.67) 0.76 (20.24) 2.57)* 0.72 0.22 2.22*
2006-07 0.60 (0.51) 2.340)* 0.68 (28.94) (5.57)**  0.66 0.16 1.68
2005-06 2004-05 1.34 0.85 0.77

2006-07 097 (037 (24t 078 (007 (104) 065  (0.12) (1.10)
2007-08 099 (035 (1.60) 068 (017  (235* 056  (021) (1.85)
2008-09 090 (0.44) (123 074 (011 . (130) 053 (024)  (2.25*
200607 2005-06 103 0.85 072
2007-08 092 (011 (87 071 (014  (238** 070 (0.02) (0.34)
2008-09 085  (0.18)  (2.65)** 076  (0.09) (09%) 067  (00% (0.89)
2009-10 0.79  (024) (235" 072 (0.13) (191) 054 (018)  (3I5**

2007-08 2006-07 0.99 0.80 (3.40)
2008-09 080 (0.19)  (2.80** 067 (013  (242)* 063 403 0.44
2009-10 085 (014) (Is7dH 068 (012)  (2.86)** 517 8.57 1.03

2010-11 0.95 (0.04) (0.52 0.53 (0.27) (2.79)** 095 (0.04) 0.52
** Significant at 99%; *significant at 95% confidence level

5. CONCLUDING OBSERVATIONS

M&A are considered as significant corporate strategies used by management for
attaining multiplicity of objectives (financial as well strategic). Involving huge
investments, these decisions are expected to have positive financial implications for the
acquirer firms. Additionally, large size, expanded scale of operations, access to
specialized resources, better managerial ability, etc. are expected sources of likely
synergistic benefits from M&A. The study attempts to explore the long-term financial
consequences of M&A for the acquirer firms, involved in M&A in Indian auto-ancillary,
IT and pharmaceutical sector during the years 2002-2008. Focusing on profitability
perspective, impact on profit margins, rates of returns, cost-efficiency/ synergies and
efficiency in terms of pooled resources/ assets has been assessed.

Findings are revealing in nature. M&A have not emerged as profitable and financially
successful business ventures/propositions (in long-run) as was expected of them. The
acquirer firms have shown no evidences of operating synergies, better profit margins, .7
rates of returns, or cost-efficiency contributed by M&A; on the contrary, the
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-performance in respect of thé parameters assessed has declined in the post-acquisition
period. Operational and investments activities are reckoned as imperative sources for
enhancing firms' performance; it implies that performance of a firm could be improved
either in terms of enhanced profit margins per rupee of sales or by enhancing sales per
rupee of investments/assets=-Cost-synergies expected from M&A (due to large-scale
operations, bulk buying, elimination of redundant operations, etc.) seem to be hardly
realized by the acquirer firms. It is surprising to note that acquirer firms have not shown
any magnified sales turnover, albeit the large asset base/ pooled resources, which
perforce should augment the firms performance. These findings are, prima-facie,
suggestive of acquirer firms' failure to justify / utilize the pooled resources of
acquisition. The findings are in conformity with the past studies (Lubatkin 1983;
Ravenscraft and Scherer 1989; Datta et al. 1992; King et al. 2004; Mantavaddi and
Reddi 2008; Kumar 2009; Mishra and Chandra 2010; Trivedi 2013; Sahni 2013).

In the present competitive environment, where firms are required to play on small
margins for survival, cost-efficiency seems to be a distant possibility. In fact,
maintaining cost-competitiveness, survival with the market dynamism, acquiring
brand-image, ease to market entry seem to be the more justified reasons for M&A by
corporate firms in India. M&A, in terms of providing access to pool of resources,
infrastructural, assets base, skill, expertise, market-base, and so on, open avenues for the
acquirer firms for enhancing their overall performance; there is an imperative need to
have better utilization of pooled resources. The declined assets turnover ratio has
indicated the poor-integration attempts of acquirer firms. Initially, the hundred percent
utilization of the additional capacity created with the pooled resources seems to be a
challenging task; but with pre-planned strategy, well-defined motive, and improved
streamlined integration measures, M&A have potentials to be cultivated into financially
successful ventures.

Although, the results pertaining to all sectors have been largely unfavorable, yet profit
margins of the IT and pharmaceutical sectors have been observed to be largely stable vis-
a-vis auto-ancillary sector (emerging sector in M&A); additionally, during the recession
years, decline noted in the profit margins of the auto-ancillary sector was much sturdier.
In view of these evidences, it seems reasonable to conclude that impact of M&A is more
adverse for the emerging sectors compared to established sectors as IT and
pharmaceuti-.al.
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Further, the acquirer firms from auto-ancillary and IT sectors have shown collusive
benefits in terms of selling and distribution expenses and advertisement costs;
additionally, R&D expenditure in the case of pharmaceutical sector has shown favorable
changes. The different behavior across the sectors signifies the difference in M&A
objective and nature among them.

Findings also support the pro-cyclic occurrence of M&A wave. For instance, the period
ranging from years 2008 to 2010, when the recessionary waves were in vogue, has been
observed to have caused dent in profitability of business enterprises; similarly,
extraordinary improvement has been noted in all major profitability parameters, namely,
profit margins, ROTA, ROCE, ROE, for IT sector during the years 2004 to the end of
2007, the IT boom period, characterized by inflated demand, cheaper credit, and
supportive regulatory environment. The findings are suggestive of economic
environment as important predictors of M&A performance; M&A taken during
economic prosperity could be beneficial for acquirer firms in enhancing their overall
performance. Perhaps this seems to be major factor for the emergence of M&A waves
during economic booms.

Poor performance of acquirer firms, although, has become a well stylized fact in
literature, however, the ever-increasing growth pattern of M&A market do not
substantiate the same. Additionally, with the existence of the mechanism of market of
corporate control where to be efficient is perquisite for survival and sustainable growth,
taking inefficient decisions seems to be rare possibility. Further, with efficient
information system, increasing investors' awareness, regulatory vigilance, taking
inefficient/ non-profitable/ value-deteriorating decisions by corporate firms are not
affordable. Perhaps, the financial improvement is not the motive of acquirer firms in
India; these decisions seem to be induced for reputation, brand acquisition, brand
strengthening, entry in new market, enhanced customers' base. Anticipation for declined
performance could also be the motive for M&A; perhaps there could be more substantial
decline in the profitability, if these decisions have not been taken. M&A affect various
aspects of a corporate firm. Post-acquisition performance 15 influenced by numerous
factors; therefore, assessment of M&A performance as a complete system,
incorporating all possible perspective likely to have bearing on firm performance, as
observed in Situation-Actors-Process-Performance framework proposed by Mittal and
Jain (2012) could be useful for precise insight of M&A performance and could facilitate
decision-making for performance enhancement.
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