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                            EXECUTIVE SUMMARY  
 
 
        Purpose/Scope of Research: 
  

●   To Study About INDIAN Mergers and Acquisitions  
●   To Study valuation of Mergers and Acquisitions 
●   To Study whether Synergy creates value 
●   To conduct an event Study  and how to calculate abnormal returns 
● To Study whether value is created for shareholders empirically in Mergers and             

acquisition  
 

            Technique used for Research: 
  

●  Hypothesis Testing Using T-Test 
●  Expected Return for each Company per day  
●  Calculation of Abnormal Returns for the sample companies 
●  Calculation of Cumulative Abnormal Return(CAR) 
●  Calculation of Cumulative Average Abnormal Return(CAAR) 
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                         Chapter 1: Introduction 
 

In the previous years mergers and acquisitions have become a very notable subject with a ton                
of consideration for it. For example, this subject was featured in diary papers, on television,               
web and other media, yet in addition hypothetical and exact research on mergers and              
acquisitions expanded essentially.  

 

Notable mergers and acquisitions of INDIA that have gotten a ton of consideration in the               
media are the merger among Vodafone and Thought into Vodafone in the year 2017, the               
obtaining of Telenor INDIA via Airtel in 2017 and the merger between UltraTech Concrete              
and Jaypee Concrete in 2017. The feeling about the mergers and acquisitions in the media is                
that the estimation of the consolidated firm expanded contrasted with the whole of the              
individual firms. Reasons from the expansion in esteem were the assessed profits by             
cooperative energy and expanding market power. 

 

Mergers and acquisitions have a great range of sub elements. To name a few, what are the                 
motives, the value creation but also the social consequences of mergers and acquisitions? In              
this thesis one sub element concerning mergers and acquisitions will be investigated both             
theoretically as well as empirically, namely the value creation of mergers and acquisitions.             
The main question that will be answered is therefore: 

 

What is the value creation by mergers and acquisitions for          
the shareholder? 

To answer this question we will initially take a look at the valuation of mergers and                
acquisitions, the impact of the payment strategy on mergers and acquisitions, value from             
synergies by mergers and acquisitions and the incentive for the investor of the securing firm               
and the objective firm. 

The first part of the research will deal with a literature review on mergers and acquisitions in                 
general. In the second part of the thesis there is an empirical research about the value creation                 
of mergers and acquisitions. The last part contains a short summary and will also cover the                
limitations of the research, the main conclusions and some recommendations. 
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                       Chapter 2: Literature Review 
 

This chapter will deal with a literature review on mergers and acquisitions in general.              
Different valuation models for valuing a merger or acquisition will be discussed in subsection              
2.1 whereas the influence of the payment method will be discussed in subsection 2.2. The               
research will cover the differences in value created by the different methods of financing an               
acquisition. This will be followed by section 2.3 on the synergies created from an merger or                
acquisition. In subsection 2.4 there will be a study of how the created value will be divided                 
between the shareholders of the acquiring firm and the target company. 

 

 2.1 How to value mergers and acquisitions? 

As indicated by Bruner (2003) there is one explicit result of measuring performance, to be               
specific the necessary return by investors. Contrasted with this benchmark there are three             
potential results, value conservation, value creation and value destroying. 

With value conservation the return on investment becomes equal to the required return. This              
way the net present value is zero. The investor should be contented, because the return               
required is realised. With value creation the investment return exceeds the required return and              
will have a positive net present value. The investor should be very satisfied by this result,                
because this exceeds the expectations and it is tough to realise into the market. With               
destroying value the returns on investment are not enough to equal the returns required. In the                
following case the investor is disappointed, because he could have better invested in other              
opportunities. 

According to Chaplinsky, Schill, and Doherty (2000) one of the methods to value a merger or                
acquisition is the discounted free cash flow method is. The present value of cash flows over                
the life of the company has to be computed to determine the value of a new firm from a                   
merger or acquisition. The time period to use in the calculation is endless, because of that the                 
calculation has to be divided in two parts: forecast period and terminal value. 

The forecast period should be equal to the period that the firm enjoys competitive advantages               
from the transaction. In most cases there is a forecast period used between five to ten years.                 
In the period of forecast, there needs to be a forecast of free cash flows that shall comprise the                   
economic costs and benefits from the transactions. The terminal value is the summation of all               
of the free cash flows(FCF) following the forecast period. This method assumes that there              
shall be no opportunities of abnormal growth and that expected returns equal the returns              
requested. 
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The formula for free cash flow is given below: 

Free cash flow = Net operating profits after taxes (Earnings before interest – marginal              
corporate tax rate) + Depreciation – Capital expenditures for fixed assets - ∆ Net work               
capital. 

To calculate the free cash flow forecast the firm should be punctual by estimating the               
industry forecast and the company forecast. For the company forecast the firm should             
calculate the macro economic trends, industry trends, competitive pressure and the firm            
strategy. The forecast period is usually that period that the firm will estimate whether that               
merger or acquisition shall create value. To calculate whether there shall be value creation,              
the formula is: (Return on net assets – weighted average cost of capital).  

The total of the formula should be greater than zero for the effect of wealth of the merger or                   
acquisition to occur.. 

To roughly calculate the terminal value, the firm needs to estimate very punctually,the             
present value of all the future cash flows. In terminal value are all future cash flows contained                 
as a part after the forecast period, because of which it can be a big part of the overall value of                     
the company. The calculation is especially important with an aggressive investment policy of             
the firm, because the cash flows over the forecast period can be close to zero. The formula to                  
calculate the terminal value: 

Future cash flow at steady state / (Weighted average cost of capital – expected constant               
annual growth rate). 

After the estimations of the incomes the weighted normal expense of capital will be utilized               
to decide the net present worth. With a positive net present worth the merger or securing will                 
make esteem when the evaluated free incomes are assessed effectively. 

Instead of using the discounted free cash flow method Hackbarth and Morellec (2006)             
developed a model to analyze the behavior of stock returns in mergers and acquisitions.              
Timing and the terms of the takeover are the most important factors of a takeover and result                 
in value maximization. For the empirical research they used a sample of 1.086 US companies               
in the time period from 1985 up to 2002. In the model control transactions, exploit synergies                
or improve efficiency, will create value. The model generates a prediction based on the              
firm-level betas for the time period of the control transactions. The conclusion of the model is                
that the beta of the firms don’t have a lot of impact on the result of the takeover. 
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2.2 What is the influence of the methods of payment on the            
value? 

Relative Size 

A lot of theories that talk of the payment method for a merger or acquisition. The theory                 
evolved by Maljuf and Myers (1984) says that, when the acquiring firm is overvalued the               
acquisition is paid by shares and when the company is undervalued by a cash payment. The                
reason behind this is , the acquiring firm acts in the interest of its shareholders. 

Martin (1996) says, the form of mergers and acquisitions can be divided into payments: cash               
payments and stock payments. Cash payment shall include cash, not-contingent liabilities and            
newly issued notes. Stock payments include those payments that are made with shares,no             
matter with or without voting right. Martin concludes in this research that the method of               
payment in mergers and acquisitions is not influenced by the relative size of the target               
company. Ruland and Ghosh (1998) got the same outcome from their empirical research as              
Martin.But Jones, Wang and Zhang(2003) came to different results. In contrast to the results              
of Martin (1996) and Ruland and Ghosh (1998) , Jones, Wang and Zhang(2003) conclude              
that there is an impact on the choice of the payment method because of the relative size of the                   
target firm. The conclusion from this empirical research is that when the target size is               
relatively higher compared to the bidding company the payments are more likely to be share               
payments. For this research Jones, Wang and Zhang(2003) took a sample of 103 deals in the                
United Kingdom for the period of 1990-1999. 

Faccio and Masulis (2005) find out in their empirical research that the deal and target               
characteristics have significant impact on the method of payment choice. They made the             
conclusion that a larger relative size of the target will increase the choice for stock payments.                
They used a sample of 3.667 mergers and acquisitions in Europe in the time period 1997 up                 
to 2000. 

In contrast to these earlier results Di Giuli (2008) concludes with his empirical research that               
the target firm size and the choice of payment by stock have a negative correlation. In his                 
empirical research he used a sample of 2.602 deals of target and bidding firms in the United                 
States in the time period from 1984 to 2005. 

According to Espen (2009) contingent payments include earn outs, swapping stocks,           
clawbacks and collars. This type of payments say that the target and bidding shares bear the                
risk that their shares could be overvalued. 

In an empirical research done by Betton, Thorburn, and Eckbo (2008) in which they              
conducted a research for about 13.003 initial merger bids and 2.428 initial tender offers over               
the period from 1980 to 2005. It was thus found that 37percent of the takeovers is paid by                  
stock, 37percent paid by both stock and cash and the remaining 26 percent of the takeover is                 
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paid by cash only. The initial merger bids and initial tender offers differ in payment methods,                
because the tender offers use cash or a combination of both cash and stocks. The payment                
method with merger bids uses mostly a stock offer. 

Taxation hypothesis 

The taxation hypothesis is another well known theory about the payment method. This theory              
says that the target shareholders demand a higher takeover premium with a cash offer against               
takeover with shares. Based upon this hypothesis Ryngaert and Brown (1991) created a             
model. 

Undervalued companies use stock payment for a takeover according to their model. The             
reason for this is to avoid premium payment, because of their self low value. Overvalued               
companies make cash offers, because they avoid to pay with undervalued stocks. They             
proved their model with an empirical research based on US exchange in the time period 1981                
to 1986. 

 Growth and investment opportunities 

The other theories about the method of payment are growth and investment opportunities and              
market misvaluation. The growth and investment theory has an impact on the method of              
payment. Cash payments could influence the cash availability and reduce the possibility to             
invest in recently developed profitable projects. The recently developed firm has to finance             
profitable projects with debt which shall influence the profit of the project. Martin (1996)              
analyzed the investment effect opportunities on the payment method chosen by mergers and             
acquisitions. For this research Martin (1996) used Tobin’s q (proxy) and concluded that if              
the investment opportunities of the bidder are higher the choice for stock payments increases              
or has a greater chance. This is because financing with shares gives the firm more               
possibilities to invest in profitable projects and does not affect the cash position.  

Also Jones, Wang and Zhang(2003) have tested the use of share payments theory investment              
with more opportunities for a firm. They found out that an increase in the ratio of the bidders                  
market value compared to the book value of the company will make firms choose more for                
stock or mixed payments as a payment method. 

Also Di Giuli (2008) tested in empirical research, use of share payments with more              
investment opportunities. In this research he used the capital expenditures levels following            
the merger took place. The study found that there is a positive correlation between capital               
expenditures and the use of shares as payment methods for mergers and acquisitions. Di Giuli               
(2008) expected that a ten percent increase in the capital expenditures ,the percentage of              
shares as payment will increase by five percent. The reason behind this estimation is, the               
bidder with a lot of investment opportunities needs to use lesser cash and more cash is                
available to invest in new investment possibilities. 
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Market misvaluation 
The method of payment in mergers and acquisitions is impacted by market misvaluation. The              
theory says, the firm can use these shares to finance an acquisition or merger when the shares                 
of the firm are overvalued. Because the market value of the shares has a bigger amount as                 
compared to the estimated value that the company paid lesser for the merger or acquisition. 
Vishny and Shleifer (2001) formed a model based on this theory. In their model they created                
the possibility to make profitable short term gains out of an acquisition or merger. They think                
that the only reason for long-term gains is shares of the target firm being undervalued. 

Rhodes- Viswanathan and Kropf (2004) constructed a model where the method of payment             
includes a bigger percentage of stock deals in overvalued markets then in undervalued             
markets. Rhodes- Viswanathan and Kropf (2004) have the opinion that managers can make             
faults, because decisions can be correct ex ante but are incorrect ex post. In this model the                 
price of the target is decreased when the market is overvalued and that shall correct the value                 
of the bid. In an overvalued market there is a greater chance that the share offer will be                  
overvalued by the target company and thus there is a bigger possibilty to accept the offer.Due                
to this reason it is more likely that mergers find place in overvalued markets. 

  

2.3        Does synergy create value? 

Synergy is the extra value created by combining two firms, creating opportunities that              
would not have been possible if these firms were operating independently. In other words,              
synergy occurs if the value of the companies together is more than the sum of the individual                 
firms. 

As indicated by Damodaran(2005) synergy can be partitioned into operating and financial            
synergies. Operating synergies impact the tasks of the joined organization and incorporate the             
upsides of the economies of scale, expanding estimating power and higher development            
potential. As a rule this appears in higher expected future money flows.Financial synergies             
then again, appear if the consolidated estimation of the advantages of the individual firms has               
a greater worth than the estimation of the securities exchange attributed to the benefits.              
(Goergen and Renneboog, 2003).Chatterjee (1986) imagines that there is another sort of            
cooperative energy to specific tricky collaboration, other than the working and money related             
cooperative energy. Conniving collaboration can be begun by cost related assets. The            
deceitful collaboration has on normal the most elevated an incentive from the various kinds              
of cooperative energies though money related collaboration will make more an incentive than             
working cooperative energy.As indicated by Damodaran(2005) cooperative energy can be          
partitioned into working and budgetary collaborations. Working collaborations impact the          
tasks of the joined organization and incorporate the upsides of the economies of scale,              
expanding estimating power and higher development potential. As a rule this appears in             
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higher expected future money flows.Financial cooperative energies then again, appear if the            
consolidated estimation of the advantages of the individual firms has a greater worth than the               
estimation of the securities exchange attributed to the benefits. (Goergen and Renneboog,            
2003).Chatterjee (1986) imagines that there is another sort of cooperative energy to specific             
tricky collaboration, other than the working and money related cooperative energy.           
Conniving collaboration can be begun by cost related assets. The deceitful collaboration has             
on normal the most elevated an incentive from the various kinds of cooperative energies              
though money related collaboration will make more an incentive than working cooperative            
energy. 

The resource that creates the synergy will determine the type of synergy. Well known              
synergies are production equipment and management skills with operating synergy,          
customers with collusive synergy and overhead costs with financial synergies. 

 

 2.3.1              Operating synergies 

Operating synergies gives a company the chance to generate more operating income from the              
existing assets and the synergy can thus lead to growth (Damodaran, 2005). Operating             
synergies are divided into four types. 

The first type is economies of scale, with this type of synergy the combined company can be                 
more cost efficiently. For example to lower the average cost price. Synergy by economies of               
scale would mostly be seen in the same business, because there are more advantages in the                
operating process. (Damodaran, 2005) 

The second type of operating synergies is increased market power for the firm. The combined               
firm has a higher market resulting in less competition. Because of a merger or acquisition               
with an important rival this will be more beneficial if there are very few firms which are                 
active in the market. 

The third type of synergy is the combination of functional strengths in the new company.               
Companies can fill up each other with the strong points of each company.  

The fourth and last synergy is the increasing growth in the markets. The new company will                
have the possibility to reach a bigger consuming market and can use this market to increase                
the sales. 

According to Damodoran (2005) there are two different opinions about valuing operating            
synergies. The first opinion is that it is barely possible to estimate the value of . To estimate                  
the value they have to make a lot of assumptions, that the estimated value doesn’t have any                 
utility. The other opinion is that the value from synergies has to be estimated to estimate the                 
price to acquire a firm. The value can’t be calculated exactly, but with some estimations that                
it is possible to make a reasonable calculation. 
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Most important with the valuation is estimation of the form of the synergy and the               

moment that the synergy will have influence on the financial results. He separates the              

procedure of valuing in three stages, in particular ascertaining the independent value of             

the included firms, the joined value of the new firm without synergy and as last advance                

the consolidated estimation of the new firm with synergy included.  

2.3.2  Financial synergies 

With financial synergies the benefits can come from increasing cash flows or a decrease in               
the cost of capital. Also in financial synergies there are different types of synergies, of which                
the first financial synergy is an increase in debt capacity. The combined firm can have more                
stable and better predictable cash flows and that will give the company the opportunity to               
borrow more money than the individual companies could borrow together. The bigger            
amount they can borrow creates a tax benefit, because they can get more tax back and this                 
will usually lower the cost of capital of the firm. 

The second type of financial synergy is the combination of a firm with an overflow of cash                 
and a firm that has projects with high returns. The combined firm has then the possibility to                 
take on projects with the overflow of cash that in the old situation the individual firm could                 
not take due to a lack of cash flow availability. This type of financial synergy is mostly seen                  
when a large firm acquires a small firm or with the acquisition of private businesses. 

The last form of financial synergy indicated by Damodaran (2005) is diversification. Private             
businesses or firms with a closed structure can have potential benefits from diversification.             
Firms that are publicity traded don’t have these potential benefits, because investors already             

can simply diversify their portfolio at lower costs. 

  

Valuing synergies 

Diversification should have no value with a takeover, because it has no effect on the new                
company’s combined value. But it is a misunderstanding to say that such takeovers have no               
value, because the acquiring firm pays a premium up to the market price and this transaction                
will transfer value from the company that is acquiring to the target company. Another option               
is that there will be negative synergy with diversification, because the acquiring firm has less               
expertise in the branch and that can result in less efficient processes. (Damodaran, 2005). 

Travlos and Holmen, Doukas (2001) confirm the negative synergy and report that with             
announcements of diversifying acquisitions the market reacts negatively to it. Lang and Stulz             
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(1994) present proof in their exploration that organizations that are exchanged various            
organizations can exchange with a markdown somewhere in the range of 5 and 10 percent on                
singular firm qualities and assign this on a broadening account. 

The absence of added value seems weird, because the logical expectation is that two firms               
from unrelated businesses would create benefits from diversification. If there is not a high              
correlation between the companies the variance in earnings by the combined firm will be              
lower than the individual firms. But less variance in earnings will not have any influence on                
the value, because it is a firm specific risk and these kinds of risks have no effect on expected                   
returns. (Damodaran, 2005). 

Companies can reject profitable investments because they have not enough cash available for             
two reasons. The first reason is that it is difficult to attract cash because the limited access to                  
capital markets. The other reason is that managers know more about future projects than              
investors do according to Myers and Majluf (1984). Companies have to issue new stocks              
below the true value and that will destroy profitable investment opportunities. 

The value created by a takeover is the value of projects that can be taken by the combined                  
firm that the firm with a cash slack would have rejected as an individual firm. This may                 
explain why strategies focusing on the takeover of smaller, private firms have worked well in               
practice (Damodaran, 2005) 

 

2.4 What is the value for the shareholders of the target           
company and the buying company ?  

Morellec and Zhdanov (2004) created a model of takeovers based on the stock market              
valuation of merging firms. Conclusion of the model is that the returns to target shareholders               
should be higher than the returns to the shareholders of the acquirer. The returns can be                
negative when there is a lot of competition between firms for the acquisition of the target                
company. Last conclusion of the model is that competition between companies from different             
branches affects the returns of the takeover and will speed up the takeover process. 

The results of other empirical researches gave the same positive result for the returns of the                
target shareholders. According to Goergen and Renneboog (2003) there was a positive result             
of mergers and acquisitions in Europe. They found out that the cumulative abnormal return,              
including the price run-up, over the period of two months to the announcement period rises               
up to 23 percent. In their research the share price of the acquiring firm had only an average                  
positive increase of 0,7 percent. The empirical research uses a sample of 187 merger and               
acquisition deals, the deals are divided into 56 mergers, 41 friendly acquisitions, 61 hostile              
acquisitions and 29 divestments, with a minimum value of hundred million American dollars. 

According to Bruner (2003) the 25 last empirical researches from 1978 to 2003 about the               
returns to the shareholders of the target give all positive returns for the shareholder. The               
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results from the researches about the returns of the shareholders of the acquiring firms give               
contradicting results, twenty-two studies have negative results while thirty-two studies have a            
positive result. 

Research about the result of the shareholders of the combined firm are almost all positive.               
From twenty-four studies there is only one negative result and the rest of the results positive,                
most of them are significantly positive. One of the empirical researches is done by Boone and                
Mulherin (2000), in the research he investigated 1.305 deals from 59 industries in the time               
period from 1990 up to 1999. The conclusion was that there is wealth creation by mergers                
and acquisitions with an average return of the combined shareholders of 3,5 percent. 
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                    Chapter 3: Research Methodology 

 

This chapter will deal with an event study on mergers and acquisitions. In subsection 3.1 the                
sample selection and the data sources will be discussed. In subsection 3.2 the used              
methodology for the research will be discussed and in subsection 3.3 the results of the               
empirical research will be presented. 

 

 3.1        Sample selection and data sources 

This empirical research focuses on mergers and acquisitions that took place in the INDIA. .               
The sample includes 15 acquisitions of mergers from large multinational INDIAN companies            
in the time period 2011 up to 2020. All the firms have a listing on the stock exchange of the                    
located country and are thus public firms. 

The data are collected from the databases of the website http://india.finance.yahoo.com/,           
websites of the firms involved in the merger or acquisition. Also websites are used for extra                
information about announcement dates. 

The 15 Mergers and Acquisitions taken as sample for research are 

Acquiring/Merged Company Acquired/Merging Company 

Vodafone 
 Idea 

Reliance communication  Aircel 

IDFC Bank Gram Vidiyal Bank 

Reliance communication MTS 

Unilever  Blue air 

Wipro  Health Plan Services 

Tata Steel Bhushan steel 

Sun pharma  Ranbaxy 

Bank of Baroda Vijaya and Dena bank 

17 

http://uk.finance.yahoo.com/
http://india/
http://uk.finance.yahoo.com/


Hindalco Aleris 

Axis bank  Freecharge 

Tech mahindra  CJS solution 

SBI merger SBI associates 

Bharti airtel  Telenor 

Asian paints  ESSESS bathroom products 

 
For comparing the share price performance of the chosen firms involved in the mergers and               

acquisitions there is chosen for the index NIFTY 50 in the time period 2011 up to 2020. The                  

NIFTY 50 is a market weighted list of 50 INDIAN firms that are supersector pioneers into                

INDIA. The NIFTY 50 is a decent benchmark for this observational research, in light of the                

fact that the outcomes from the mergers and acquisitions are contrasted with the equivalent              

topographical district, same period and the aftereffects of the supersector pioneers into            

INDIA. 

 

3.2        Methodology 

Hypothesis Testing 

There will be 41 hypothesis testing for each day i.e 20 days prior to the announcement date                 
and 20 days after the date of announcement and one for the date of announcement. 

 

DAY HYPOTHESIS TESTING 

1 HO: There is no significant value creation(Abnormal Return) by M&A 
H1 : There is significant value creation(Abnormal Return) by M&A 

2 HO: There is no significant value creation(Abnormal Return) by M&A 
H1 : There is significant value creation(Abnormal Return) by M&A 

3 HO: There is no significant value creation(Abnormal Return) by M&A 
H1 : There is significant value creation(Abnormal Return) by M&A 

4 HO: There is no significant value creation(Abnormal Return) by M&A 
H1 : There is significant value creation(Abnormal Return) by M&A 
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5 HO: There is no significant value creation(Abnormal Return) by M&A 
H1 : There is significant value creation(Abnormal Return) by M&A 

6 HO: There is no significant value creation(Abnormal Return) by M&A 
H1 : There is significant value creation(Abnormal Return) by M&A 

7 HO: There is no significant value creation(Abnormal Return) by M&A 
H1 : There is significant value creation(Abnormal Return) by M&A 

8 HO: There is no significant value creation(Abnormal Return) by M&A 
H1 : There is significant value creation(Abnormal Return) by M&A 

9 HO: There is no significant value creation(Abnormal Return) by M&A 
H1 : There is significant value creation(Abnormal Return) by M&A 

10 HO: There is no significant value creation(Abnormal Return) by M&A 
H1 : There is significant value creation(Abnormal Return) by M&A 

11 HO: There is no significant value creation(Abnormal Return) by M&A 
H1 : There is significant value creation(Abnormal Return) by M&A 

12 HO: There is no significant value creation(Abnormal Return) by M&A 
H1 : There is significant value creation(Abnormal Return) by M&A 

13 HO: There is no significant value creation(Abnormal Return) by M&A 
H1 : There is significant value creation(Abnormal Return) by M&A 

14 HO: There is no significant value creation(Abnormal Return) by M&A 
H1 : There is significant value creation(Abnormal Return) by M&A 

15 HO: There is no significant value creation(Abnormal Return) by M&A 
H1 : There is significant value creation(Abnormal Return) by M&A 

16 HO: There is no significant value creation(Abnormal Return) by M&A 
H1 : There is significant value creation(Abnormal Return) by M&A 

17 HO: There is no significant value creation(Abnormal Return) by M&A 
H1 : There is significant value creation(Abnormal Return) by M&A 

18 HO: There is no significant value creation(Abnormal Return) by M&A 
H1 : There is significant value creation(Abnormal Return) by M&A 

19 HO: There is no significant value creation(Abnormal Return) by M&A 
H1 : There is significant value creation(Abnormal Return) by M&A 

20 HO: There is no significant value creation(Abnormal Return) by M&A 
H1 : There is significant value creation(Abnormal Return) by M&A 

21 HO: There is no significant value creation(Abnormal Return) by M&A 
H1 : There is significant value creation(Abnormal Return) by M&A 

22 HO: There is no significant value creation(Abnormal Return) by M&A 
H1 : There is significant value creation(Abnormal Return) by M&A 
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23 HO: There is no significant value creation(Abnormal Return) by M&A 
H1 : There is significant value creation(Abnormal Return) by M&A 

24 HO: There is no significant value creation(Abnormal Return) by M&A 
H1 : There is significant value creation(Abnormal Return) by M&A 

25 HO: There is no significant value creation(Abnormal Return) by M&A 
H1 : There is significant value creation(Abnormal Return) by M&A 

26 HO: There is no significant value creation(Abnormal Return) by M&A 
H1 : There is significant value creation(Abnormal Return) by M&A 

27 HO: There is no significant value creation(Abnormal Return) by M&A 
H1 : There is significant value creation(Abnormal Return) by M&A 

28 HO: There is no significant value creation(Abnormal Return) by M&A 
H1 : There is significant value creation(Abnormal Return) by M&A 

29 HO: There is no significant value creation(Abnormal Return) by M&A 
H1 : There is significant value creation(Abnormal Return) by M&A 

30 HO: There is no significant value creation(Abnormal Return) by M&A 
H1 : There is significant value creation(Abnormal Return) by M&A 

31 HO: There is no significant value creation(Abnormal Return) by M&A 
H1 : There is significant value creation(Abnormal Return) by M&A 

32 HO: There is no significant value creation(Abnormal Return) by M&A 
H1 : There is significant value creation(Abnormal Return) by M&A 

33 HO: There is no significant value creation(Abnormal Return) by M&A 
H1 : There is significant value creation(Abnormal Return) by M&A 

34 HO: There is no significant value creation(Abnormal Return) by M&A 
H1 : There is significant value creation(Abnormal Return) by M&A 

35 HO: There is no significant value creation(Abnormal Return) by M&A 
H1 : There is significant value creation(Abnormal Return) by M&A 

36 HO: There is no significant value creation(Abnormal Return) by M&A 
H1 : There is significant value creation(Abnormal Return) by M&A 

37 HO: There is no significant value creation(Abnormal Return) by M&A 
H1 : There is significant value creation(Abnormal Return) by M&A 

38 HO: There is no significant value creation(Abnormal Return) by M&A 
H1 : There is significant value creation(Abnormal Return) by M&A 

39 HO: There is no significant value creation(Abnormal Return) by M&A 
H1 : There is significant value creation(Abnormal Return) by M&A 

40 HO: There is no significant value creation(Abnormal Return) by M&A 
H1 : There is significant value creation(Abnormal Return) by M&A 
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41 HO: There is no significant value creation(Abnormal Return) by M&A 
H1 : There is  significant value creation(Abnormal Return) by M&A 

 

 

 

In the empirical research the abnormal returns of the firms involved in mergers and              

acquisitions is calculated. Abnormal returns are defined as the return minus a benchmark             

or normal return. The formula of the abnormal return: 

 
  

ARit =Rit - NRit 

  

To calculate the abnormal returns there are three well known methods to use, with all of                

these methods can the normal return be calculated. The methods are the mean-adjusted             

returns, the market adjusted returns and the market model residuals. 

  

For the empirical research the market adjusted returns method is used. The market adjusted              

returns method compares the returns from every single firm with the returns from the              

benchmark, in this case the index NIFTY 50. The normal return in this empirical research               

is thus the RMit NIFTY 50. There is chosen for the market adjusted returns, because the                

results of the involved firms will be compared to benchmark with a well indication of the                

results in the time period. By using the mean-adjusted returns the results of the involved               

firms will be compared to the results of another time period of the own firm and that can                  

give a bad indication, because of the different market situation. The formula for calculating              

the abnormal returns with the market adjusted returns will be: 

  

ARit =Rit - RMit NIFTY 50. 
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To calculate the abnormal return a time period of 40 trading days is used. The time                

period is the abnormal return 20 days prior to the announcement date and the abnormal               

return 20 days after the announcement date. 

  

To calculate this, first the return of the firm has to be calculated for every single trading                 

day. After that the return of the index, in this case the NIFTY 50, has to be calculated for                   

every single trading day. With these data the abnormal results of every single trading day               

can be calculated with the return of the firm of that day minus the return of the index. By                   

summing up all the abnormal returns the cumulative abnormal return (CAR) for each of              

the 15 firms can be calculated. By the returns of the index and for the firms is used the                   

closing price of the trading day. In the empirical research are dividend payments and              

stock splitting not included in the closing price. 

 

  

With the CAR the performance of stocks can be analyzed over a longer interval period.               

Then the cumulative average abnormal return (CAAR) of the 15 CARs that will be              

computed using the following formula: 
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                            Chapter 4- Empirical results 

 
Cumulative abnormal returns is a metric utilized in an occasion study to assess theeffect of an   
arrangement on a company's stock during the event window. It exhibits the contrasts between      
the expected return and the genuine return of the company's stock coming about from the               
acquisition announcement. 

The empirical research is based on the sample of 15 companies which were involved in               
mergers and acquisitions. The market adjusted returns method is used to calculate the             
abnormal returns and the cumulative abnormal return. To test the significance t-test is used              
for the cumulative average abnormal returns. Table 4.1 and fig-16(final sheet) in annexure             
presents the CAAR (cumulative average abnormal returns) of the acquiring firms and the             
t-test conducted for each trading day. Fig-1to 15 in the annexure presents the abnormal return               
and cumulative abnormal return for individual mergers and acquisition. 

 

                                 Table 4.1: CAAR for the acquiring firms  

CAAR STD. 
Deviation 

STD. 
Error 

CV t-Test  
VALUE 

TABULATED  
VALUE(95%,1
4) 

RESULT 

0.0008 0.0165 0.0043 0.1941 2.145 Accept HO 

0.0019 0.0229 0.0059 0.3225 2.145 Accept HO 

0.0033 0.0288 0.0074 0.4383 2.145 Accept HO 

0.0078 0.0411 0.0106 0.7304 2.145 Accept HO 

0.0045 0.0539 0.0139 0.3252 2.145 Accept HO 

0.0022 0.0447 0.0115 0.1914 2.145 Accept HO 

-0.0004 0.0485 0.0125 -0.0308 2.145 Accept HO 

0.0017 0.0686 0.0177 0.0967 2.145 Accept HO 

0.0055 0.0707 0.0183 0.3018 2.145 Accept HO 

0.0090 0.0679 0.0175 0.5141 2.145 Accept HO 

0.0123 0.0746 0.0193 0.6404 2.145 Accept HO 

0.0126 0.0860 0.0222 0.5670 2.145 Accept HO 

0.0105 0.0813 0.0210 0.5004 2.145 Accept HO 
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0.0128 0.0914 0.0236 0.5447 2.145 Accept HO 

0.0178 0.0884 0.0228 0.7796 2.145 Accept HO 

0.0201 0.0920 0.0238 0.8473 2.145 Accept HO 

0.0230 0.1044 0.0269 0.8518 2.145 Accept HO 

0.0213 0.1075 0.0278 0.7676 2.145 Accept HO 

0.0283 0.1172 0.0303 0.9342 2.145 Accept HO 

0.0255 0.1224 0.0316 0.8070 2.145 Accept HO 

0.0249 0.1278 0.0330 0.7541 2.145 Accept HO 

0.0273 0.1378 0.0356 0.7682 2.145 Accept HO 

0.0361 0.1475 0.0381 0.9468 2.145 Accept HO 

0.0428 0.1434 0.0370 1.1562 2.145 Accept HO 

0.0382 0.1392 0.0359 1.0623 2.145 Accept HO 

0.0374 0.1443 0.0373 1.0029 2.145 Accept HO 

0.0442 0.1534 0.0396 1.1151 2.145 Accept HO 

0.0524 0.1401 0.0362 1.4499 2.145 Accept HO 

0.0539 0.1420 0.0367 1.4698 2.145 Accept HO 

0.0587 0.1308 0.0338 1.7375 2.145 Accept HO 

0.0541 0.1202 0.0310 1.7447 2.145 Accept HO 

0.0560 0.1161 0.0300 1.8668 2.145 Accept HO 

0.0512 0.1134 0.0293 1.7488 2.145 Accept HO 

0.0565 0.1165 0.0301 1.8781 2.145 Accept HO 

0.0639 0.1292 0.0334 1.9168 2.145 Accept HO 

0.0680 0.1372 0.0354 1.9184 2.145 Accept HO 

0.0812 0.1389 0.0359 2.2647 2.145 Reject H0 

0.0831 0.1400 0.0361 2.2999 2.145 Reject H0 

0.0867 0.1518 0.0392 2.2110 2.145 Reject H0 

 

The table shows that we fail to reject null hypothesis for the first 37 days and we fail to                   

accept null hypothesis for the last 3 days for the cumulative average abnormal return. The               
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tabulated value is 2.145 (14, 0.95) and this fact indicates that acquiring firm’s shareholders              

gain significantly when engaging in a merger or acquisition. Furthermore We will test             

whether the CAAR significantly differs from 0. 

 

For testing if the result of the CAAR is significant the following t-test is used: 

 t= CAAR−0
Std error  

  

To calculate the sample standard deviation the following formula is used: 

                    

 

 

  

  

At a significance level of 95% with 14 degree of freedom the null hypothesis H0 is                

accepted for all 20 days prior to the date of announcement of merger or acquisition and it                 

is also accepted on the date of announcement and for next 17 days after the announcement                

because the calculated value of t is less than the tabulated value of t i.e 2.145(for 95%                 

confidence and 14 degrees of freedom). But the null hypothesis is rejected on the 18,19               

and 20th day from the announcement date  because the t-value is higher than 2.145.  
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Day Hypothesis Testing Result 

1 HO: There is no significant value creation(Abnormal       
Return) by M&A 
H1 : There is significant value creation(Abnormal Return)        
by M&A 

Since CV<TV 
Null Hypothesis is accepted 

2 HO: There is no significant value creation(Abnormal       
Return) by M&A 
H1 : There is significant value creation(Abnormal Return)        
by M&A 

Since CV<TV 
Null Hypothesis is accepted  

3 HO: There is no significant value creation(Abnormal       
Return) by M&A 
H1 : There is significant value creation(Abnormal Return)        
by M&A 

Since CV<TV 
Null Hypothesis is accepted 

4 HO: There is no significant value creation(Abnormal       
Return) by M&A 
H1 : There is significant value creation(Abnormal Return)        
by M&A 

Since CV<TV 
Null Hypothesis is accepted 

5 HO: There is no significant value creation(Abnormal       
Return) by M&A 
H1 : There is significant value creation(Abnormal Return)        
by M&A 

Since CV<TV 
Null Hypothesis is accepted 

6 HO: There is no significant value creation(Abnormal       
Return) by M&A 
H1 : There is significant value creation(Abnormal Return)        
by M&A 

Since CV<TV 
Null Hypothesis is accepted 

7 HO: There is no significant value creation(Abnormal       
Return) by M&A 
H1 : There is significant value creation(Abnormal Return)        
by M&A 

Since CV<TV 
Null Hypothesis is accepted 

8 HO: There is no significant value creation(Abnormal       
Return) by M&A 
H1 : There is significant value creation(Abnormal Return)        
by M&A 

Since CV<TV 
Null Hypothesis is accepted 

9 HO: There is no significant value creation(Abnormal       
Return) by M&A 
H1 : There is significant value creation(Abnormal Return)        
by M&A 

Since CV<TV 
Null Hypothesis is accepted 

10 HO: There is no significant value creation(Abnormal       
Return) by M&A 

Since CV<TV 
Null Hypothesis is accepted 
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H1 : There is significant value creation(Abnormal Return)        
by M&A 

11 HO: There is no significant value creation(Abnormal       
Return) by M&A 
H1 : There is significant value creation(Abnormal Return)        
by M&A 

Since CV<TV 
Null Hypothesis is accepted 

12 HO: There is no significant value creation(Abnormal       
Return) by M&A 
H1 : There is significant value creation(Abnormal Return)        
by M&A 

Since CV<TV 
Null Hypothesis is accepted 

13 HO: There is no significant value creation(Abnormal       
Return) by M&A 
H1 : There is significant value creation(Abnormal Return)        
by M&A 

Since CV<TV 
Null Hypothesis is accepted 

14 HO: There is no significant value creation(Abnormal       
Return) by M&A 
H1 : There is significant value creation(Abnormal Return)        
by M&A 

Since CV<TV 
Null Hypothesis is accepted 

15 HO: There is no significant value creation(Abnormal       
Return) by M&A 
H1 : There is significant value creation(Abnormal Return)        
by M&A 

Since CV<TV 
Null Hypothesis is accepted 

16 HO: There is no significant value creation(Abnormal       
Return) by M&A 
H1 : There is significant value creation(Abnormal Return)        
by M&A 

Since CV<TV 
Null Hypothesis is accepted 

17 HO: There is no significant value creation(Abnormal       
Return) by M&A 
H1 : There is significant value creation(Abnormal Return)        
by M&A 

Since CV<TV 
Null Hypothesis is accepted 

18 HO: There is no significant value creation(Abnormal       
Return) by M&A 
H1 : There is significant value creation(Abnormal Return)        
by M&A 

Since CV<TV 
Null Hypothesis is accepted 

19 HO: There is no significant value creation(Abnormal       
Return) by M&A 
H1 : There is significant value creation(Abnormal Return)        
by M&A 

Since CV<TV 
Null Hypothesis is accepted 

20 HO: There is no significant value creation(Abnormal       
Return) by M&A 
H1 : There is significant value creation(Abnormal Return)        
by M&A 

Since CV<TV 
Null Hypothesis is accepted 
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21 HO: There is no significant value creation(Abnormal       
Return) by M&A 
H1 : There is significant value creation(Abnormal Return)        
by M&A 

Since CV<TV 
Null Hypothesis is accepted 

22 HO: There is no significant value creation(Abnormal       
Return) by M&A 
H1 : There is significant value creation(Abnormal Return)        
by M&A 

Since CV<TV 
Null Hypothesis is accepted 

23 HO: There is no significant value creation(Abnormal       
Return) by M&A 
H1 : There is significant value creation(Abnormal Return)        
by M&A 

Since CV<TV 
Null Hypothesis is accepted 

24 HO: There is no significant value creation(Abnormal       
Return) by M&A 
H1 : There is significant value creation(Abnormal Return)        
by M&A 

Since CV<TV 
Null Hypothesis is accepted 

25 HO: There is no significant value creation(Abnormal       
Return) by M&A 
H1 : There is significant value creation(Abnormal Return)        
by M&A 

Since CV<TV 
Null Hypothesis is accepted 

26 HO: There is no significant value creation(Abnormal       
Return) by M&A 
H1 : There is significant value creation(Abnormal Return)        
by M&A 

Since CV<TV 
Null Hypothesis is accepted 

27 HO: There is no significant value creation(Abnormal       
Return) by M&A 
H1 : There is significant value creation(Abnormal Return)        
by M&A 

Since CV<TV 
Null Hypothesis is accepted 

28 HO: There is no significant value creation(Abnormal       
Return) by M&A 
H1 : There is significant value creation(Abnormal Return)        
by M&A 

Since CV<TV 
Null Hypothesis is accepted 

29 HO: There is no significant value creation(Abnormal       
Return) by M&A 
H1 : There is significant value creation(Abnormal Return)        
by M&A 

Since CV<TV 
Null Hypothesis is accepted 

30 HO: There is no significant value creation(Abnormal       
Return) by M&A 
H1 : There is significant value creation(Abnormal Return)        
by M&A 

Since CV<TV 
Null Hypothesis is accepted 

31 HO: There is no significant value creation(Abnormal       
Return) by M&A 
H1 : There is significant value creation(Abnormal Return)        

Since CV<TV 
Null Hypothesis is accepted 
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by M&A 

32 HO: There is no significant value creation(Abnormal       
Return) by M&A 
H1 : There is significant value creation(Abnormal Return)        
by M&A 

Since CV<TV 
Null Hypothesis is accepted 

33 HO: There is no significant value creation(Abnormal       
Return) by M&A 
H1 : There is significant value creation(Abnormal Return)        
by M&A 

Since CV<TV 
Null Hypothesis is accepted 

34 HO: There is no significant value creation(Abnormal       
Return) by M&A 
H1 : There is significant value creation(Abnormal Return)        
by M&A 

Since CV<TV 
Null Hypothesis is accepted 

35 HO: There is no significant value creation(Abnormal       
Return) by M&A 
H1 : There is significant value creation(Abnormal Return)        
by M&A 

Since CV<TV 
Null Hypothesis is accepted 

36 HO: There is no significant value creation(Abnormal       
Return) by M&A 
H1 : There is significant value creation(Abnormal Return)        
by M&A 

Since CV<TV 
Null Hypothesis is accepted 

37 HO: There is no significant value creation(Abnormal       
Return) by M&A 
H1 : There is significant value creation(Abnormal Return)        
by M&A 

Since CV<TV 
Null Hypothesis is accepted 

38 HO: There is no significant value creation(Abnormal       
Return) by M&A 
H1 : There is significant value creation(Abnormal Return)        
by M&A 

Since CV<TV 
Null Hypothesis is accepted 

39 HO: There is no significant value creation(Abnormal       
Return) by M&A 
H1 : There is significant value creation(Abnormal Return)        
by M&A 

Since CV>TV 
Null Hypothesis is rejected 

40 HO: There is no significant value creation(Abnormal       
Return) by M&A 
H1 : There is significant value creation(Abnormal Return)        
by M&A 

Since CV>TV 
Null Hypothesis is rejected 
 

41 HO: There is no significant value creation(Abnormal       
Return) by M&A 
H1 : There is significant value creation(Abnormal Return)        
by M&A 

Since CV>TV 
Null Hypothesis is rejected 
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The announcement of mergers and acquisitions in the INDIA has a relatively low impact on               
the wealth of the shareholders of the acquiring firm. In the period of 20 days for and 20 days                   
after the announcement date, the cumulative average abnormal returns are insignificant for            
first 38 days and are significant for last 3 days . The first 38 days will have no influence,                   
because the shareholders will not sell their shares for the very little drop in value and also                 
because this CAAR is not significantly different from zero but for the last three days we see                 
a significant result. 

  

Only last 3 days i.e 18,19 & 20th day from the date of announcement of the mergers and                  

acquisitions created value for the acquiring shareholders, the rest of the 38 days(from the              

period taken for study i.e. 20 days prior to announcement, the day of announcement and               

17 days after date of announcement) resulted in an insignificant result for the             

shareholders of the acquiring firm. But the total result is insignificant and that will say that                

mergers and acquisitions with an insignificant result did not create much value and impact              

on shareholders. 

 

 

Table 4.2 displays the cumulative abnormal returns for each company.  

Table 4.2 
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Table 4.2 shows 6 of the 15, or 40%, of acquisitions led to some level of  negative 
cumulative abnormal returns for the buying company. Negative cumulative  abnormal
returns demonstrate a negative stock market reaction, and could indicate  investor concerns 
about the “expected value resulting from future synergies or  wealth redistribution 
among stakeholders” (Campa and Hernando, 2004, 47). 

 Furthermore, Table 4.2 reports that 9, or 60%, of acquiring companies  realized positive
cumulative abnormal returns following the purchase of another company. This suggests a            
positive market reaction, and shareholders’ positive  expectations for the acquisition.  
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  Chapter 5-    Findings ,Summary, and Recommendations 

 

This chapter will deal with a findings of the research in subsection 5.1, the              

summary of the research in subsection 5.2 and recommendations for further           

research in subsection 5.3 

 

5.1   Findings 

Results are insignificant for the 20 days prior to the date of announcement of merger               
and till 17 days from that date but the results become significant for the next three                
days i.e. 18,19& 20th day from the announcement date which may indicate the             
following: 

1. Investors do not concern or bother about the mergers or acquisition taking            
place which thus lead  to showing  insignificant impact. 

2. The acquired company is a small company and thus it might not have much              
impact on the acquiring company’s shareholder’s wealth. 

3. Investors do not have much information prior to the merger due to which             
results were not significant but after the announcement investors would have           
information available with them and they may process that information and           
form a strategy whether to buy or sell or hold their stocks which might have               
led to significant results in the last 3 days of the period taken for the study.  

4. As shown in table 4.2 above 6 of the 15, or 40%, of acquisitions prompted  
some level of  negative cumulative abnormal returns for 
the acquiring company. Negative cumulative abnormal  
returns shows a negative stock market reaction, and could 
likewise indicate  investor's concerns about the "expected 
value resulting from future synergies or wealth  
redistribution among stakeholders" (Hernand and Campa, 2004) 

5. Furthermore, Table 4.2 above also reports that 9, or 60%,of  
acquiring companies have obtained positive cumulative abnormal 
returns after the purchase or acquisition of another company.  
This suggests a positive market reaction, and
shareholders’ positive  expectations for the merger or acquisition    
taking place. 
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Table 4.3 

Day Positive Negative 

-20 7 8 

-19 8 7 

-18 8 7 

-17 8 7 

-16 8 7 

-15 8 7 

-14 6 9 

-13 8 7 

-12 8 7 

-11 8 7 

-10 8 7 

-9 9 6 

-8 9 6 

-7 8 7 

-6 8 7 

-5 9 6 

-4 8 7 

-3 8 7 

-2 9 6 

-1 9 6 

0 8 7 

1 8 7 

2 8 7 

3 8 7 

4 8 7 

5 8 7 

6 8 7 

7 9 6 

8 9 6 

9 9 6 

10 10 5 
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11 9 6 

12 10 5 

13 10 5 

14 10 5 

15 9 6 

16 10 5 

17 10 5 

18 9 6 

19 9 6 

20 9 6 

 

6.The positive returns watched for declaration and during the pre-occasion window are in a              
state of harmony with the desire for the Indian Supervisors to realize synergy and synergy               
theories. Maybe, this might be because of the explanation that organizations get another             
organization for a strategic reason, for example, to abuse the economies of scale and              
extension, and influence accessible assets and abilities, consequently making more degree for            
value creation. Merger and acquisition give a chance to the obtaining organization to join and               
wisely use elusive assets of both the organizations on a more extensive scale. 

7.Looking at Table 4.3, we can see that there are more Positive abnormal returns for the                
investors than Negative abnormal returns for the investors, which inferences that they are             
more into the positive side and hence would invest more in the newly formed company after                
merger or acquisition. 

8.This study says that although the final result is insignificant i.e there is no significant value                
creation for the shareholders but in table 4.3 we can see that there are more positive abnormal                 
returns for investors which means they will buy more of that stock with a view of getting                 
positive value creation . Although the two things seem contradictory, certain studies say that              
this may happen in the real world and thus it provides  scope for further research. 
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5.2 Summary 

 The main research question is: 

What is the value creation by mergers and acquisitions          
for the shareholder? 

To answer this question the thesis focuses on a theoretical literature study and an empirical                
research. The literature study focuses on the valuation of mergers and acquisitions, payment             
methods influence on mergers and acquisitions, the value from synergies by mergers and             
acquisitions and the value created for the shareholder of both the acquiring and the target               
firm. 

  

The discounted free cash flow method can be used to value a merger or acquisition               

according to Schill, Doherty and Chaplinski (2000). For this method the present value of              

the target company over the life has to be computed and that will be the value for the target                   

company. Hackbarth and Morellec (2006) developed a model to analyze the behaviour of             

stock returns, the most important factors for value maximizing are timing and the terms of               

the takeover. 

  

 Also the payment method has a lot of influence on the value  according to Myers and Maljuf 

(1984) the   acquisition will be paid with shares when the acquisition of an overvalued firm 

takes place. According to Martin (1996),Ruland and Ghosh  (1998) relative sizes of the target 

company have no influence on the payment method. But Jones, Zhang, and Wang (2003) 

found another outcome and concluded that the relative size of the target firm influences the 

payment method. 

 

There are also theories about the payment method, the most important theories are the              

taxation hypothesis, growth and investment opportunities and market misevaluation. The          

taxation hypothesis pretends that target shareholders instead of a takeover with shares            

demand a higher takeover premium with an offer made by cash. The growth and              

investment opportunities theory is about the influence of cash payments on the growth             

and investment opportunities for the company, because cash payments can influence the            
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availability of cash. The theory of market misevaluation pretends that the acquiring firm’s             

shares are overvalued if the firm uses these shares to finance an takeover. 

  

Not only the valuation of a takeover and the payment methods have influence on the               

value creation by a takeover. Also synergies can create extra value if the total value of                

the combined firm is more than the sum of the value of the individual firms. Synergies                

can be of two types: operating synergies and financial synergies according to            

Domodoran (2005) . Operating synergies impact the tasks of the consolidated firm and             

the worth is the upsides of the joined activities. Financial synergies exist if the              

consolidated estimation of the benefits of the individual firms has a greater worth than              

the estimation of the securities exchange attributed to it(Goergen and Renneboog, 2003). 

  

In the literature study the value for shareholders of both the target and the acquiring firm                

was also reviewed. Zhdanov and Morellec (2004) created a model based on the stock              

market valuation of merging firms and the finish of the model is that the profits to the                 

objective investors ought to be higher than to the getting investors.The returns can be              

negative if there are a lot of competitions between firms for acquiring the target company.               

Other results of empirical research gave the same positive result for the returns of the target                

shareholders, according to Goergen and Renneboog (2003) there was a positive result of             

mergers and acquisitions that took place in Europe. Bruner (2003) analysed 25 empirical             

researches in the period from 1978 to 2003 about the returns of the shareholders. All results                

of the researches about the returns to the target shareholders were positive, the results of               

the researches about the return of the acquiring shareholders were contradicting. 

  

In the empirical research the research was focussing on value creation for the shareholder of               

the acquiring firms using a sample of the 15 firms. The method of the market adjusted return                 

is chosen for the study, because the goal of the research was to compare the results of the                  

company with the results of the market. 

  

The empirical research gave an insignificant result for the shareholders of the acquiring             

firm i.e there is no significant value creation for the shareholders of the acquiring firm               

except for the last 3 days of the period of our study. Although there are more positive                 
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abnormal returns than negative abnormal returns ,we see that there is contradiction in             

between the two results.  

 

 

         5.3 Recommendations for further research 

 
The literature review and the empirical research didn’t solve the main research question             

without raising new questions. The limitations of the research have influence on the result              

of the empirical research, for example does the research have very different results with a               

bigger sample, including other companies into the sample or another time period? These             

are all very interesting questions for a new research. 

  

Another interesting subject is the value creation for the shareholder with adjusted stock             

prices, including dividend and share splitting results. Also an interesting topic is the             

influence of the payment method on the returns for the shareholder, in this thesis it is                

only mentioned in the literature review. It is also a very interesting topic to investigate               

the returns for the shareholder by the different payment methods available in the             

mergers and acquisitions. 
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              Chapter 6-Limitations of the research 

 

The empirical research knows some limitations with influence on the result.  

● The first reason is the sample of 15 firms, because there is a lot more variance than by                  
a sample of 2000 firms. 

 

● The next important limitations are the kind of companies and the time period. The              
choice for multinationals and a benchmark of the index NIFTY 50 does not give a               
complete picture of the value creation in mergers and acquisitions in all cases,             
because by small firms there, possibly, will be other results out of the research. The               
time period is also an important limitation, because the economic circumstances           
influence the number of mergers or acquisitions taking place and the value of them. 

 

● The next limitation is the payment method, excluding private firms, and the fact that              
the stock prices are not adjusted for dividends and splits. By excluding private firms              
the results of the empirical research will not give a valid conclusion for the results of                
all mergers and acquisitions. And the payment method influences the stock price and             
because of that it will influence the results of the empirical research that is based on                
the stock prices. And at last, because dividends and splitting shares can have big              
influences on the stock price and because of that the stock price can give a wrong                
signal. 
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                                   Conclusion 

 

No final conclusion can be drawn from the empirical research as the study shows              
contradictory results i.e the hypothesis testing shows that mergers and acquisitions do not             
have a significant impact on the value creation for the shareholders of the acquiring company               
and also the study shows positive abnormal returns for the investors during the time period of                
study . The conclusion that can possibly be drawn is that acquiring firms do not gain or lose                  
significantly when engaging in an merger or acquisition. 

The results of the value for shareholders of the target firms can be both negative and positive,                 
since the empirical research gave a mixed result. The results of the value creation for               
shareholders of the acquiring firms are contradicting, there are a lot of studies with positive               
results for the shareholder, but there are also a lot of studies with negative results for the                 
shareholders. The combined firm value after a merger or acquisition is also positive with              

average a positive abnormal return for the shareholder.   
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Fig-7 Tata and Bhushan steel 
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Fig-9 BOB, Vijaya and Dena bank 

 
 
 
Fig-10 Hindalco and aleris 
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Fig-12 Tech mahindra and CJS solution 
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Fig-13 SBI merger 

 
 
 
Fig-14 Bharti airtel and Telenor 
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