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ABSTRACT

Essentially, this work was designed to provide eaclunderstanding of mergers and acquisitions as an
instrument for corporate survival and growth usisgme companies as case studies. It investigated the
importance of mergers and acquisitions in compariisshenefits as well as opportunities there fréialso
drew attention on the environment where business®e carried out especially in developing countiiks
Nigeria where business environment is not friendbypled with so many risks while operating in swarh
environment. Existing works done by other authamd acholars through text, journals, etc were cdadul
Primary data was also used through questionnaudesnistered, which helped in sampling the opiniarfis
experts in these areas. It was finally concluded thergers and acquisitions could be describegidiar” to
company survival and a “saver” from distress ifdlits principles are fully applied to meet up lwthe present
trend of globalization.

INTRODUCTION
The last per decades have witnessed the emergérsteong and solid or mega firms through mergerd an
acquisitions and Nigeria economy has also expesrtbis global changes. Mergers and acquisitiong ha
received increasing attention in the Nigeria ecopamwer the past few years. Most analysts agreedithsa
always the wishes and aspiration of most business@ter to grow their enterprises to a mega letzdH,
2005). A lot of companies have generated intereshérger and acquisition because of the benefieffmient
allocation of resources, diversification or riskluetion economics of scales increase in revenuegigy) taxes,
etc.
An evolution towards an integrated global marked away from individual's domestic market is takipigce.
The rapid changes that are taking place in oumiessi environment have led to need for mergers ejuisition
of business as these are often one of the fastags wf achieving growth. Thus, during J68anker's
Committee meeting the Central Banks of Nigeria (§BMvised banks to secretary consider mergers and
acquisition as a way of excelling in the globalidethncial market (Financial Standard Dec, 2003) aiso
during the fourth annual monetary policy conferenekich was held concerning the consolidation aje¥ia’s
Banking Industry. Mr Muyiwa Osho Senior Partner,itkla Williams Decoitte Lagos advised the operator
take a holistic view of the mergers and acquisitvategy and a cost and integration procedure (R@@4).
Merger and Acquisition are seen or view as a medresonomy development and part of adjustment [mce
This is very important to the economy becauselgheompanies that could not meet the required ddrfram
going down the pit but survived. Taking a closeklab the recapitalization of banking sector in NMigeso many
banks that could not on their own meet the requitetiand of the Central Banks of Nigeria (CBN) oft@lfon
Naira €N25, 000, 000, 000) would have gone dowhni@rger and acquisition help them to meet theelstrg
mega and larger banks were created through MeagatsAcquisition as a tool for expanding their cogte
operation which aimed increasing their long terrofipability. This leads to growth and increase siders
wealth. Mergers and acquisitions have also helpespeople to retain their employment and create more
employment or jobs opportunities through expansafrfgms.
However, let us defined mergers and acquisitian aften use interchangeable but the truth is they are
slightly difference from each other. Merger carnsh& coming together of tow or more existing firmoperate
under one umbrella. While Acquisition is a businessmbination approach where the ownership and
management of a separate independent operatirty sntirought under the control of another manageraad
ownership. To achieve a successful mergers andsitigus. There is need to follow a clearly definamcess
that can substantially increase the gains and eeth&cpains associated with mergers and acquisitioh as:

- A thorough diagnostic review before commenting witbrger in order to established a business case

and aligns it with clear financial cases and deieesistrengths in core business.
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- Establish an acquisition strategy that focuses lmn gources of value include a strategic fit, an
operational fit and chemistry fit.

- Determine the maximum cost to achieve that wouldphiel before commencing with the mergers
giving adequate consideration to due diligenceawlirate valuation.

OBJECTIVES OF THE STUDY
The basic aims of mergers and acquisition is taenthat business continue in operation and doareptly
well that is, to ensure that the business do nok ppa. The research objectives are as follows:
1. To ascertain whether mergers and acquisition iisershareholders’ wealth,
2. To ascertain whether mergers and acquisition hatribated to the development and growth of the

economy.
LITERATURE REVIEW
In Nigeria, mergers and acquisitions become prooedrin the 1980s, when the economy was witnessing a
downward move. This move exposed many of the indigs firms who were dependent on foreign inputiand
resulted in downsizing and austerity measure palfayovernment. The companies that could not coitie this
trend closed down their businesses. For thosedhabse to remain, it was row capacity utilizatiarstcof
borrowing was high for them and resultant inflatadded to weaken the purchasing power of the makese
circumstances forced the weak companies to consimegers with stronger ones. For stronger compaities
was an opportunity to have a large share of th&ketadiversification and thereby increasing prdifilidy.
Since its inception in 1973, the Securities andharxge Commission has handled 47 mergers and acopssi
proposed with the exception of the recent constitidan the banking sector. The first attempt orrgee was in
1982, which was between United Nigeria Insurancengamy Limited and mergers proposal failed. The next
was in 1983 which was between AG Leventis (Nig) itéh and Leventis Stores and Lipton Nigeria Ltdkitioe
stage. In 1985 saw John Holt Limited coming togettiéh Bauchi Bottling Company Limited.
Although merger and acquisition are often uttenedhe same breath and used synonymously, they mean
different things. When one company takes over aro#md clearly established itself as the new owtler,
purchase is called acquisition. From the legal poinhview, the target company ceases to exist, kiger
“swallow” the business and the buyer’s stock cargmto be traded. According to Eleh (2005) in theesense
of the term, a merger happen when two firms ofteabmut the same size to go forward a single nempamy
rather than remain separately owned and operates Kind of action is more precisely referred td'Msrger of
Equals”.
In practice, according to Eitemen (2004) actualgees of equals do not happen very often usuallycomepany
will buy another and as part of the deals term.fnallow the acquired firm to proclaim that actisra merger
of equal even it is technically an acquisition. ie@ebought out often carries negative connotatitrerefore by
describing the deal as a merger, deal makers gnohémagers try to make the acquisition more pdtab
Furthermore, a purposeful deal will also be callesherger when the chief executive officers of thepanies
agree that joining together is in the best inteofshem. But when the deal is an acquisition. €fae, whether
a purchase is considered a merger or an acquiséglly depends on whether the purchase is frieadlyostile
and how it is announced. The real difference lieBow the purchases is communicated to and recdiydate
target company’s board of directors, employees stmafeholders. Merger reflects better in the bodlen t
outright acquisition. The following should be notsiregards merger.
STATUTORY PROCEDURES FOR MERGERS AND ACQUISITION
According to Eleh (2005) the Companies and Alliedttdrs Act 1990 (ISA) provide the primary legal yision
for affecting mergers and acquisition in NigeripeS8ifically, section 100 of the Investment and 3#ies Act
1990 (ISA) stipulates that any merger and acquisitarrangement reconstruction involving two or more
companies which should result in the transfer bbaksome of the undertaking via a scheme. Whemptbposed
combination is likely to result in a change in tights or liabilities of all or some of the sharé&ders debenture
holders or creditors of the company, the schemaildhbe undertaken in compliance with section 539 of
Companies and Allied Matter Act 1990 herein afefer to as CAMA, 1990 and Securities and Exchandgsr
and regulation on merger and acquisition, sect®h & Securities and Exchange Commission providasthe
consenting companies in the companies on the niedakgreed to, for the merger and acquisition ildeta
below. File with the Securities and Exchange Cossion (SEC) a pre merger notice.

a. Letter of intent to merge signed by the merging panies

b. A detailed description of the proposed transactimfuding all the background studies relating to

the merger, acquisition the justification for it.
c. Detailed information about the product lines orragpiens of the companies.
d. A list of the major competitors in that product ketr and the market share of each of the
companies in the proposed merger.
e. The structure and organization of each of the caoneza
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f.  Revenue information about the operations of thepamies.

g- An analysis of the effect of the merger on the vateé market including the post merger market
position of the surviving company.

h. The proposed amendment to the Memorandum and @rt€l Association of the surviving
company.

i. The Memorandum and Articles of Association of thenpanies merging certifies by the Corporate
Affairs Commission.

j-  The latest financial report of the merging compani®hen the Securities and Exchange
Commission reviews the pre-merger notice and finat the proposed merger or acquisition
satisfies all statutory provisions, it will gramopisional approval called approval-in-principle.

RECENT MERGER AND ACQUISITION IN THE BANKING SECTOR

All over the world given the globalize financialcamdustrial system, size has be done an impoitanéedient
for the survival player in various industries. Tdke example, the banking industry; the creationhaf world’s
banking system through mergers and acquisitionofting to Professor Charles Soludo, Governor oft@én
Bank of Nigeria. “This trends of cost saving dueetwonomies of scale enhanced efficiently in reseairc
allocation and risk reduction arising from improvgatment” (Business Day, January 23, 2005).

Taking a historical run down on this, mergers anduisitions in the banking industry is now a glabed
phenomenon. The United States of America has oyd0@ case of mergers and acquisitions. Since 1980,
United Kingdom and other European countries arelefout in this trend especially between 1997998. A
merger in France resulted in a new bank havingpéatebase of $688 billion. For firms to be morergetitive
and resilient to shocks as well as reposition tlogierations to cope with the challenges of theeiasing
globalized business world, mergers and acquisititmge become prominent strategies. In Korea fomgka,
the banking system was left with only 8 commerdiahks with about 4, 500 branches after consolidatio
Looking at this trend the visualize Nigeria and therld economy in 2025 and 2050 that he sees thédwo
economy no more than 10 — 20 mega banks all oeewthld.

In the African continents, mergers and acquisitiarestaken place in other parts of the world lik@ai Europe
sod South America. For example in South African Agamated banks of South African (ABSA) has assetba
larger than all of Nigeria commercial banks putetibgr. In Malaysia, banks were required to raisér ttapital
base from $70 million to $526 million in a year.

RESEARCH METHODOLOGY

This work was carried out to examine mergers awgiaitions as instrument for corporate survival gnowth
with survey of two companies: United Nigeria TesgilPlc and Nichemtex Industries Plc, Unipetrol Nay@Ic
and Agip Nigeria Plc.

.POPULATION AND SAMPLE SIZE OF STUDY

The population of this study includes all firms @ndustries operating as a result of mergers agdisitions in
Nigeria A random sampling was used to select twocfimpanies from different industries out of theiren
firms operating under mergers and acquisitionsh@lgh all these firms operate as a result of merged
acquisitions, United Nigeria Textiles Plc and Oaritlo were selected due to their widespread aas/iéind
uniqueness of their product in the market.

METHOD OF DATA COLLECTION

The data used for this work is secondary data aeva wxtracted from the annual report of the congsannder
consideration and from the achieve of the Niget@ S Exchange that is from the financial statemeifitdnited
Nigeria Textiles Plc and Oando Plc.

METHOD OF DATA ANALYSIS AND PRESENTATION

The analysis of data in the study took the formhygiothesis testing. In testing this hypothesishef study, ratio
analyses were employed because it helps the részate know the relationship between variables. The
financial statement of United Nigeria Textiles Ried Oando Plc were processed by the use of finaratie.
These ratios were computed based on the five yrandial summaries of both companies and the detisi
criteria into consideration in knowing whether mengjacquisitions were good or bad for these congganas
that, if the ratios value was higher in the pregees analysis than the post merger analysis, thaosuld be that
the mergers and acquisitions has not help as mstntifor corporate survival and growth, but if tagios value
was higher in the post merger analysis than themeyer analysis, then it could be that mergeramtlisitions
has help as instrument for corporate survival amavth. This analysis was compared with similar rm the
industries to arrived at a conclusion as to whethergers and acquisitions was good or bad for driitigeria
Textiles Plc and Oando Plc. In the analysis of &thiNigeria Textile Plc, the focus was based orfitleeyear
pre-merger report (1996 — 2000) and five year pastger reports (2002 — 2006). For that of UnipelNigleria
Plc now Oando PlIc the report was based on theyfbass pre-merger (1996 — 2000) and five year pesger
report (2002 — 2006).

In the analysis of United Nigeria Textile Plc, foeus was based on the five year pre-merger report.
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DATA PRESENTATION AND ANALYSIS

It is an indisputable fact that presentation anallyasis in the most important and major aspect of @search
work. Hence, data presentation and analysis wareedaout according to the research question okthdy and
it relates to the research hypothesis.

Therefore, this chapter attempts to classify redpats’ attributes and responses to questionnairdaton. The
statistical techniques employed include tabulatisnsample percentage and chi-square to the purpbse
extracting relevant information. The questionnaiatains the background information about the redpots.

HYPOTHESES TESTING
The chi-square denoted by the Greek letter X2 léllused here in testing the hypotheses that watedsin
chapter one. A chi-square is a simple statistic$hie purpose of the research, it is computed s th

X? =2 0=¢)
e

Where:
> = Summation
O = Observed frequency
e = Expected frequency
X? = Chi-square
The expected frequency will be calculated as thus:
The significance of obtaining®can be evaluated by consulting a table of critiedilie of X. The critical value
indicates the value that obtained Must be equal or exceed to, the significant at@s levels, the critical
value of freedom. The degree of freedom of chi-sgjimeasily calculated as thus:
df=(R-1)(C-1)
Where: R = Number of row C = Number of column
If the computed X (chi-square) is greater that the table value HhéNull hypothesis) is rejected and it means
that H, (Alternative hypothesis) will be accepted.
Hypothesis |
Ho: Mergers and Acquisitions have not increase $twdgers’ wealth is the stock of

merged and acquired companies.
The chi-square (X test that at 95% confidence interval is emplotesd the hypothesis level of significance (0)
=(3-1) (2-1) = 2. Since the degree of freedomftise2critical value using chi-square table is 5.991
Decision Rule and Conclusion
Since the calculated value of 8.491 is greater tharcritical value of 5.991 we reject thg hull hypothesis)
and accept H(alternative hypothesis) and conclude that meageracquisition contributes to corporate survival
and growth.
Hypothesis 2
Ho: Merger and Acquisitions have not contributedh® growth and development of

the economy.
The chi-square tested at 95% confidence intervahiployed to test the hypothesis level of signifaa Degree
of freedom (df) = (8 — 1) (3—1) = 14. The crdizalue using chi-square is 23.6848 for expectdder
Decision Rule and Conclusion
Since the calculated value of 83.457 is greaten tirdical value of 23.6845, we reject thg (Hull hypothesis)
and accept Halternative hypothesis) and conclude that mergetazquisitions have contributed to the growth
and survival the economy.
SUMMARY OF FINDINGS
The global trends in corporate governance are met@ed acquisitions as growth and performanceesgfies
Eleh (2005). In a developing country like Nigenmhere doing business have a high degree of riskcamd
insurances companies are not viable enough to ¢ake of corporate risk, an option could be mergard
acquisitions. It was observed from the study thatratios after the merger of the companies undelies in the
individual years and the average profitability eatiand some of valuation ratio fall, except for soather
valuation ratios. Though the trend in the industngwed the same merger and acquisition could befioe if
all relevant issues are carefully analyses so asctease investors’ wealth, which are determinghwyratios
that has been analyzed.
CONCLUSIONS
The result of this research work shows that mergadsacquisition did not improve the financial piosi of the
companies that were studied, though it somehoweass the wealth of shareholders of some companiks a
decrease some others as well. These were the wighdsimilar firms that were used for comparisomough
some were better off while some were worst off. ideer, it should be noted that factors such as glzdimn,
privatization and liberalization of the domestimeromy could have affected the results obtainedaddition,
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incompatibility of the merged firm such as the pigs, culture of the different firm could also aff¢he growth

of the companies. Also, the financial statemenaiobhas been useful to demonstrate growth but hiaege not
been able to show items which are not financiah@ture such as government policies, actions of majo
shareholders. The human factors labour turnovditigad and economic future of the operating enmirent,
international environment which may affect the camps business.

RECOMMENDATION S
In order to ensure that the benefits of mergersaaoplisitions are reaped, we recommend that corapaaking
part in mergers and acquisitions should involveshlireholders in the proposed deal. A thoroughysshduld
be carried out so as to consider all factors reievta the success or failure of these corporatategies.
Furthermore, government should encourage decliomdistressed companies to engage in merger/atiquisi
by providing incentives such as tax holiday, loskef and capital allowance. Above all, governmshbuld
constantly provide the enabling and conducive emvirent for mergers and acquisitions to flourish.
Factors relevant to the success or failure of nisrged acquisitions (corporate strategies) include:
1. Do a thorough diagnostic review before commenciity) werger in order to establish a business case
and align it with clear financial case and detemrstrength in core businesses.
2. Establish an acquisition strategy that focuses hen sources of value, including a strategic fit, an
operational fit and a chemistry fit.
Determine the maximum ‘cost to achieve” that wohtl apid before commencing with the merger,
giving adequate consideration to due diligenceawlirate valuation.
4. Determine the degree of integration and addresgiiation issues, especially management and culture.
5. Clearly quantify all revenues, cost and operati@yakrgies:
i. Set targets
ii. Assign responsibility and ownership
iii. Maintain existing business momentum, operation iceind commitments
6. Focus on a quick integration process — iterativeedpmatters
i. Prioritize integration efforts on clearly definedwrs of value (quick hits)
7. Align organization roles and responsibilities:
Address retention issues
i Consider the importance of culture *humanize’ trerger process and
8. Clearly and frequently communicate to stakehold@nsernal and external) the implications and
progress of the mergers exercise.

w
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