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The present study provides suggestions to shareholders about acquirer company from investors point of view. It is
based on primary data, collected from 513 equity investors in Chennai and Puducherry through administering a well-
structured interview schedule. Primary data has been analyzed by using statistical tools such as arithmetic mean,
cluster analysis, discriminant analysis, chi-square test, correspondence analysis, ANOVA, post-hoc analysis and
canonical correlation. Results indicate that investors are of the view point that merger deal of acquirer company with
profit making target company will result in maximization of shareholders wealth. It is also observed that gender and
number of family members are strongly influencing investors’ suggestions to shareholders about investing in acquirer
company.
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INTRODUCTION
Many stakeholders are involved in the process of Mergers & Acquisition (M&A). These

stakeholders may be broadly classified under the two major heads of internal and external. These
stakeholders play a significant role in each merger or acquisition deal and each of them have varied
expectations out of such a deal. Hence, any M&A deal will have a lasting impact on stakeholders and
conversely, such deals when executed will exert an important impact on the stakeholders. Employees and
board of directors constitute the internal stakeholders, while external stakeholders consist of customers,
shareholders, industry analyst, press and general public. Employees, customers and shareholders exert
strong impact on M&A decisions while general public, industry analyst and press will exert a lesser level of
influence (Ray, 2010).

Consequent to merger deals, performance of target company influences performance of acquirer
company which in turn influences shareholders value of the acquirer company. Hence, shareholders should
consider various factors about investing in shares of the acquirer company. Our study provides suggestions
to shareholders about acquirer company from investors point of view.

REVIEW OF LITERATURE
Fowler and Schmidt (1989) studied the link between acquisition factors and financial performance

of 42 firms engaged in tender offer during 1975-1979. The study used the variables of return on common
equity (ROCE), return to shareholders (RSH), relative size (RELSIZE), dummy variable “1-contested; 0-
uncontested;” (HOSTILE), acquisition experience (ACQEXP), organizational age (AGE), percentage
acquired (PERCENT) and dummy “1-same industry; 0-different industry;”(INDCOM). The study revealed
that financial performance of the company increases for the firm which has acquisition experience, higher
percent of acquisition and more age.

Palia (1993) analyzed the determinants of US merger premium by studying the characteristics and
regulatory environment of both acquirer and target firms. The study covered 137 pairs of acquirer and target
banks which were involved in merger deals during 1984 to 1987.

Urban and Pratt (2000) studied the correlation between consumer perception about service quality
and banks which were involved in merger deals. Based on telephonic survey of 801 consumers, the study
found a significant link between consumer perception about service quality and banks engaged in merger
deals. Further, the study revealed that such perception differ based on demographic characteristics of the
consumers.
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Nguyen and Kleiner (2003) examined the negative impact of organizational factors, arrived at on
the basis of existing literature, cases and empirical findings, on M&A deals. It was found that success of
integration depends on leadership style, staff involvement, customer focus and communication with the
workforce.

Adjei et al., 2007 analysed the factors driving companies using reverse merger (RM) rather than
IPO for going public. The study analysed 2860 IPO and 286 RM deals struck during 1990-2002, using the
variables of dummy “1-RM; 0-IPO;” (Y), total assets (TA), age of the firm (T), return on assets (ROA) and
hot market dummy (DH). It was observed that smaller and younger companies prefer RM techniques to IPO.

Phillips et al., 2007 studied the differences in customs and practices, including legal consideration,
related to M&A deals prevalent among UK and US firms. The study revealed that there is an increase in
Trans-Atlantic M&A transactions.

Vasilaki and O’Regan (2008) addressed the relationship between the top management team
effectiveness and organizational performance during the post-acquisition period. It concluded that post-
acquisition performance has been influenced by the effectiveness of top management team.

Shukla and Gekara (2010) studied the effect of multinational M&A deals on shareholders wealth
and corporate performance by considering the acquisition deal of Tata steel with Corus steel. The study
estimated that the M&A deals have led to an increase in EPS by 17.83 percent while the shareholders have
also benefited significantly.

Peng and Isa (2012) examined the long-term performance of Malaysian companies by analyzing the
effects of target status, mode of payments, size of acquirer, deal value and book-to-market ratio on long-run
performance. The study was conducted on all non-financial acquiring companies in the Malaysian stock
exchange, striking acquisition deal during 1st January 2000 to 31st December 2004. The study revealed that
negative abnormal returns persist in the long-run. Factors such as acquirer size, target status and deal value
influence the long-term performance while book-to-market ratio of acquirer and the mode of payments does
not exert any such influence.

Akinbuli and Kelilume (2013) found that corporate restructuring strategy is boosting the
profitability and growth of Nigerian banks.

Stunda (2014) examined the effects of M&A on the acquiring firms. The study compared the
acquiring firms to firms which are not engaged in M&A. Significant difference was found between
acquiring firms and non-M&A firms. It was also observed that industries of oil & gas and banking &
services have significant impact on share prices.

OBJECTIVES OF THE STUDY
The present study has been conducted to fulfill the following objectives:

 To provide suggestions to shareholders about acquirer company from the investors point of view.
 To analyze the relationship between profile of investors and their suggestions to shareholders about

acquirer.
 To assess the influence of profile of investors on suggestions to shareholders about acquirer

company.

RESEARCH METHODOLOGY
This study is based on primary data. Primary data has been collected from 513 equity investors by

administering a well-structured interview schedule. Equity investors in Puducherry and Chennai have been
considered as the population. The interview schedule consists of questions on profile of the respondents and
their suggestions to shareholders about acquirer company. Profile of the investors includes personal profile
and investment-related variables. Suggestions to shareholders about acquirer company includes six
variables. The statistical tools of simple mean, cluster analysis, discriminant analysis, chi-square test,
correspondence analysis, ANOVA, post-hoc analysis and canonical correlation have been adopted to
analyze the collected data.
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RESULTS AND DISCUSSION
Investors Suggestions to Shareholders about Acquirer Company

Investors suggestions to such shareholders has been obtained in a Likert’s five-point scale and
Table 1 displays the results.

Table 1. Mean Analysis and Rank Scores
S. No. Suggestions to Shareholders Mean Rank

1. Investors should purchase the shares of the company which merges with cash rich
company (Cash rich target)

2.99 5

2. Investors should purchase the shares of the company which merges with profit making
company (Profit making target)

3.28 1

3. Investors should purchase the shares of the company which merges with asset rich
company (Asset rich target)

3.08 3

4. Investors should purchase the shares of the company which merges with new venture
company (New venture target)

2.85 6

5. Investors should purchase the shares of the company which merges with solvency rich
company (Solvency rich target)

3.02 4

6. Investors should purchase the shares only when there is synergy (Synergetic effect) 3.11 2
Source: Author’s calculations based on primary data

Table 1 reveals that mean in respect of profit making target is the highest (3.28), followed by
synergetic effect (3.11), asset rich target (3.08), solvency rich target (3.02), cash rich target (2.99) and new
venture target (2.85). The above results also suggest that investors are of the opinion that shareholders
should not invest in acquirer companies striking merger deals with new venture target company.
Segmentation of Investors

K-means cluster analysis is performed to segment investors based on their suggestions. Table 2
shows results of cluster analysis.

Table 2. Final Cluster Centers and ANOVA
Final Cluster Centers ANOVA
1 2 3 F Sig.

Cash rich target 4 3 2 343.661 0.000
Profit making target 4 2 3 152.578 0.000
Asset rich target 3 2 4 176.950 0.000
New venture target 4 2 2 63.459 0.000
Solvency rich target 4 2 3 78.147 0.000
Synergetic effect 4 2 3 76.172 0.000

Cases 203 141 169
Source: Author’s calculations based on primary data

Table 2 displays the mean scores, sample size of the three groups and results of ANOVA. The first
group has been branded as “High influence of target performance” because the mean in respect of majority
of items for this group hover around the four mark. This group comprises of 203 investors who suggest
shareholders to invest in shares of acquirer company based on performance of target company. The second
group has been designated as “No influence of target performance” because the mean in respect of majority
of variables for this group hover around the two mark. This group encompasses 141 investors who suggest
shareholders not to consider performance of target company while investing in acquirer company. The third
group has been labeled as “Asset rich target” because the mean in respect of asset rich target for this group
is at the high level of four. This group consists of 169 investors who suggest shareholders to invest in shares
of acquirer which strikes merger deal with asset rich target company.
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The F value in respect of cash rich target is the highest (343.661), followed by asset rich target
(176.950), profit making target (152.578), solvency rich target (78.147), synergetic effect (76.172) and new
venture target (63.459). All the values are significant at one percent level, suggesting that all the variables
significantly contribute to the process of segmentation. However, the variable of cash rich target makes the
maximum contribution.
Reliability of Segmentation

Discriminant analysis has been employed to verify the consistency of segmentation. The items of
cash rich target, profit making target, asset rich target, new venture target, solvency rich target and
synergetic effect are taken as independent variables while the cluster membership score of investors’
suggestions to shareholders about acquirer company is taken as grouping variable.

Table 3. Eigen Value and Wilks’ Lambda
Function Eigenvalue Canonical

Correlation
Wilks'

Lambda
Chi-square Sig.

1 2.285 0.834 0.130 1033.631 0.000
2 1.334 0.756 0.429 430.053 0.000

Source: Author’s calculations based on primary data

Table 3 shows that the first function has the highest Eigen value of 2.285, followed by the second
function. Canonical correlation of function one is 0.834 while that of the second function is 0.756,
establishing the prevalence of strong correlation between the functions and items related to investors
suggestions to shareholders about acquirer company. Wilks’ lambda value of function one is 0.130 and that
of second function is 0.429 suggesting the presence of good distance between the functions. All the values
are significant at one percent, confirming good consistency of the segmentation process.

Table 4. Structure Matrix
Function

1 2
Cash rich company 0.694* -0.431
Profit making company 0.463* 0.284
Solvency rich company 0.353* 0.130
New venture company 0.329* -0.041
Asset rich company 0.171 0.686*

Synergetic effect 0.264 0.324*

Source: Author’s calculations based on primary data

Table 4 displays standardized beta scores, which shows characteristics of population. The Two
functions are
Z1 = 0.694 * Cash rich company + 0.463 * Profit making company + 0.353 * Solvency rich company +
0.329 * New venture company
Z2 = 0.686 * Asset rich company + 0.324 * Synergetic effect

Figure 1. Group Centroids
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Source: Author’s calculations based on primary data
Figure 1 shows group centroids of the three clusters. There is fair distance between the group

centroids. This confirms proper alignment of the investors.

Table 5. Extent of Correct Classification

Suggestions to Shareholders

Predicted Group Membership

TotalHigh influence
of target

performance

No influence
of target

performance

Asset
rich

target

Count
High influence of target performance 199 2 2 203
No influence of target performance 0 136 5 141
Asset rich target 2 10 157 169

%
High influence of target performance 98.0 1.0 1.0 100.0
No influence of target performance 0.0 96.5 3.5 100.0
Asset rich target 1.2 5.9 92.9 100.0

Source: Author’s calculations based on primary data

Table 5 shows 98 percent of investors are correctly grouped in high influence of target performance,
followed by no influence of target performance (96.5 percent) and asset rich target (92.9 percent). Hence, it
can be conclusively stated that investors have been accurately grouped.
Relationship between Profile of Investors and Suggestions to Shareholders about Acquirer

Relationship between profile of investors and their suggestions to shareholders about acquirer
company has been tested using chi-square test and ANOVA. Table 6 displays results of chi-square analysis.

Table 6. Association between Personal Profile and Suggestions to Shareholders about Acquirer
Suggestions to Shareholders

Value Sig.
Gender 8.133 0.017
Age 8.807 0.185
Educational qualification 5.670 0.684
Occupation 18.716 0.176
Monthly income 8.897 0.351
Family members 27.321 0.001
Dependents 24.796 0.006
Income earning members 21.678 0.001
Family members in share market 7.044 0.317
Savings 15.153 0.056

Source: Author’s calculations based on primary data

Table 6 highlights that only four of the ten profile variables have significance value of less than
0.05, suggesting that there is no significant association between majority of profile variables and investors
suggestions to shareholders about acquirer company.
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Figure 2. Association between Personal Profile and Suggestions to Shareholders about Acquirer
Figure 2 (a). Family Members & Suggestions to

Shareholders about Acquirer
Figure 2 (b). Dependents & Suggestions to

Shareholders about Acquirer

Figure 2 (c). Income Earning Members & Suggestions to Shareholders about Acquirer

Source: Author’s calculations based on primary data

Figure 2 portrays that investors with four family members and no dependents suggest shareholders
not to verify performance of target company while investing in shares of acquirer company. Investors with
more than five family members and those with three dependents suggest shareholders to invest in shares of
acquirer company which strikes merger deal with asset rich target company. Investors with one income
earning member suggest shareholders to consider performance of target company before deciding to invest
in shares of acquirer company.

Those profile variables lacking association with investors suggestions to shareholders about
deciding on investing in acquirer companies have been tested for presence of significant relationship with
the same using ANOVA and the results have been displayed in Table 7.

Table 7 displays that the two items of age and savings have significance value of greater than 0.05,
implying that age of investor influences their suggestion to shareholders about solvency rich target and
synergetic effect while savings influences their suggestion to shareholders about asset rich target and
synergetic effect.
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Table 7. Relationship between Personal Profile and Suggestions to Shareholders about Acquirer

Profile Variables
Cash Rich

Target
F (Sig.)

Profit Making
Target
F (Sig.)

Asset Rich
Target
F (Sig.)

New Venture
Target
F (Sig.)

Solvency
Rich Target

F (Sig.)

Synergetic
Effect

F (Sig.)
Age 0.871 (0.456) 1.801 (0.146) 1.607 (0.187) 0.867 (0.458) 2.752 (0.042) 2.819 (0.038)
Educational
qualification 2.285 (0.059) 0.584 (0.674) 0.959 (0.43) 0.443 (0.778) 1.289 (0.273) 0.963 (0.427)

Occupation 0.718 (0.657) 1.144 (0.334) 1.484 (0.171) 1.686 (0.11) 1.706 (0.105) 1.276 (0.26)
Monthly income 1.576 (0.179) 2.257 (0.062) 0.702 (0.591) 0.731 (0.571) 1.842 (0.12) 0.697 (0.595)
Family members
in share market 0.686 (0.561) 1.115 (0.342) 1.27 (0.284) 0.322 (0.809) 1.397 (0.243) 1.574 (0.195)

Savings 1.009 (0.402) 1.874 (0.114) 3.865 (0.004) 0.229 (0.922) 1.779 (0.132) 2.431 (0.047)
Source: Author’s calculations based on primary data

Table 8. Post Hoc Analysis

Age Synergetic Effect Savings Asset Rich Target Synergetic Effect
1 2 1 2 3 1 2

30-50 3.03 10-15 2.80 2.95
<30 3.17 >25 2.94 2.94 2.98
51-70 3.23 <10 3.09 3.09 3.09 3.09
>70 4.50 16-20 3.30 3.30 3.32 3.32

21-25 3.62 3.49
Source: Author’s calculations based on primary data

Table 8 shows that investors aged more than 70 years suggest shareholders to invest in shares of
acquirer company when the merger deal results in synergetic effect. Investors with savings of 21-25 percent
suggest shareholders to invest in shares of acquirer striking merger deal with asset rich target company.

Table 9. Association between Investment-Related Factors and Suggestions to Shareholders about Acquirer
Investor Related Factors Suggestions to Shareholders

Value Sig.
Investment avenues 16.490 0.002
Period of investments 9.713 0.137
Equity investment avenues 12.236 0.141
Money in equity 11.503 0.175

Source: Author’s calculations based on primary data

Table 9 displays that one of the four items has significance value of less than 0.05, suggesting that
there is no association between investment-related factors and investors’ suggestions to shareholders about
acquirer.
Figure 3. Association between Investment-Related Factors and Suggestions to Shareholders about Acquirer
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Source: Author’s calculations based on primary data
Figure 3 portrays that investors with low level of financial maturity suggest shareholders to

consider performance of target company before deciding to invest in shares of acquirer company.

Table 10. Relationship between Investment-Related Factors and Suggestions to Shareholders about Acquirer
Investor Related
Factors

Cash Rich
Target
F (Sig.)

Profit Making
Target
F (Sig.)

Asset Rich
Target
F (Sig.)

New Venture
Target
F (Sig.)

Solvency
Rich Target

F (Sig.)

Synergetic
Effect

F (Sig.)
Period of investments 1.997 (0.114) 0.153 (0.928) 1.616 (0.185) 0.93 (0.426) 1.107 (0.346) 0.25 (0.861)
Equity investment
avenues

1.16 (0.328) 0.377 (0.825) 1.623 (0.167) 2.874 (0.023) 0.79 (0.532) 1.58 (0.178)

Money in equity 2.36 (0.052) 1.52 (0.195) 0.431 (0.786) 0.649 (0.628) 1.884 (0.112) 0.47 (0.758)
Source: Author’s calculations based on primary data

It can be inferred from Table 10 that avenues of equity investment and proportion of money
invested in equity have significance value of less than 0.05, affirming that avenues of equity investment and
proportion of money invested in equity influence investors’ suggestion to shareholders about investing in
acquirer company striking merger deal.
Influence of Profile of Investors on Suggestions to Shareholders about Acquirer Company

Results of Chi-square test and ANOVA have affirmed the presence of significant relationship
between investors’ suggestions to shareholders about investing in acquirer company and nine profile
variables of gender, age, number of family members, number of dependents, number of income earning
members, savings, investment avenues, equity investment avenues and money in equity. Canonical
correlation has been employed to unearth the most influencing profile variable of these nine variables.
Canonical correlation measures relationship between two sets. Cluster score is taken as set one while the
nine profile variables have been taken as set two. Canonical correlation results have been displayed in Table
11.

Table 11. Canonical Correlation
Coefficient Standard Error t P>|t| [95% Confidence Interval]

Accs 1.176746 0.1893867 6.21 0 0.8046758 1.548817
Gender -1.5779870 0.7156344 -2.21 0.028 -2.9839280 -0.1720453
Age -0.3233589 0.2567172 -1.26 0.208 -0.8277076 0.1809898
Fm 0.5607331 0.1898375 2.95 0.003 0.1877768 0.9336894
Dep 0.1491006 0.1627626 0.92 0.36 -0.1706641 0.4688654
Incmem -0.1263603 0.2668087 -0.47 0.636 -0.6505349 0.3978143
Sav -0.1066264 0.1252193 -0.85 0.395 -0.3526332 0.1393805
Inav 0.3413966 0.2411469 1.42 0.157 -0.1323626 0.8151559
Equin 0.1263930 0.1240302 1.02 0.309 -0.1172776 0.3700637
Mone -0.2378357 0.2300240 -1.03 0.302 -0.6897427 0.2140713
Canonical Correlations: 0.2650 (Standard Errors Estimated Conditionally)

Tests of Significance of all Canonical Correlations
Statistics df1 df2 F Probability>F

Wilks' Lambda 0.9297550 9 503 4.2225 0.0000 e
Pillai's Trace 0.0702449 9 503 4.2225 0.0000 e
Lawley-Hotelling Trace 0.7555200 9 503 4.2225 0.0000 e
Roy's Largest Root 0.7555200 9 503 4.2225 0.0000 e
Source: Author’s calculations based on primary data
Notes: e=exact, a=approximate, u=upper bound on F
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Table 11 displays canonical correlation value of 27 percent which is significant at one percent level.
Hence, significant relationship between the two sets is affirmed. Since the significant values in respect of
gender and number of family members is less than 0.05, these two profile variables exert the most influence
on investors suggestions to shareholders about investing in acquirer company. It can further be observed
that investment profile is not influencing investors’ suggestions to shareholders about investing in acquirer
company.

CONCLUSION
Suggestions to shareholders with respect to selection of acquirer company varies among investors.

Investors feel that merger deal of acquirer company with profit making target company will result in
maximisation of shareholders wealth. Cluster analysis has grouped investors into three categories of high
influence of target performance, no influence of target performance and asset rich target. Existence of
relationship between investors suggestions to shareholders about acquirer company and their profile
characteristics of gender, age, number of family members, number of dependents, number of income
earning members, savings, investment avenues, equity investment avenues and money in equity has been
established. Gender and number of family members are strongly influencing investors’ suggestions to
shareholders about investing in acquirer company.

This study has enhanced the existing literature related to merger deals and the results may be useful
to the different stakeholders as well. In future, new researchers may conduct the study on investment
bankers’ suggestions to shareholders about acquirer company.
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