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Efficiency of Mergers of Mechanical Engineering
Companies in the Czech Republic
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Maria Reziiakova, Jan Péta’

Abstract: This paper presents the research results in the field of the efficiency of mer-
gers and acquisitions in the mechanical engineering industry of the Czech Republic. The
aim of this paper is to determine whether mergers taking place in mechanical engineer-
ing are successful, or possibly to identify factors which may be deemed as synergies
sources. In our research, the success rate of mergers is identified on the basis of the
increasing revenues and operating profit. It has been established that out of mergers
completed in 2004 — 2011, success has been achieved in approximately half of them.
For this reason, we have focused on identifying the factors which may serve as the rea-
sons for such a difference. The selected indicators of the cost-to-revenue ratio and utili-
zation of fixed assets, investments, and net working capital we analysed before and after
the mergers in both groups of successful and unsuccessful mergers. The Mann-Whitney
U test was used to test the results. The research results have demonstrated that synergies
are not achieved due to the change in the market power of the merged companied but
owing to operational efficiency which is reflected in a drop in labour costs and deprecia-
tion to revenues ratios and increasing asset utilization.

Key words: Cost efficiency, Investment in fixed assets and net working capital, Mann-
Whitney U test, Mergers in mechanical engineering, Operating synergies.
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Introduction

The persistent interest in M&A research is based on the ambiguity of the results of pre-
vious research focusing on investigating the efficiency of corporate mergers. Globally,
there has been an increase in the number and value of completed M&A transactions,
with a similar development taking place in the Czech Republic. Last year, in terms of
mergers and acquisitions, the world saw the best year in history. According to the EY
consultancy company, the total volume of transactions across the globe reached 5 tril-
lion USD. This amount even exceeded the figures recorded in pre-crisis 2007, when the
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value of transactions reached 4.6 trillion (EY, 2016). The outlook for this year is similar
as well.

M&A transactions are considered as one of the means of business growth or possibly
reorganization, being reflected in increasing the profitability of the invested capital and
business value. Mergers result in the concentration of property and economic power into
an even smaller number of companies. For this reason, in particular, mergers of compa-
nies with a relatively high market share are supervised by authorities for the protection
of competition (the so-called anti-monopoly authorities). The completed foreign re-
search indicates that only a part of M&A transactions will reach positive results in terms
of standard efficiency measures (see for instance Waldman and Javidan, 2009; Lovallo
and Kahneman, 2003; Pfeffer and Sutton, 2006; Bekie, Bogardus and Oldham, 2001 in
Kislingerova, 2007; Sedlacek et al., 2013).

Operating synergies and their measurement

Research into M&A focuses on three areas, namely research into trends in the M&A
area (how to forecast the M&A development), reasons for M&A, and measuring M&A
synergies. This paper presents the results of the ongoing research into the effects of
mergers in the manufacturing industry of the Czech Republic. The research focuses on
mergers in one sector, carried out between the companies whose shares are not publicly
traded. This increases the difficulty in measuring the synergy effect. As the research
deals with transactions between companies which are not publicly traded, it is impossi-
ble to use an approach based on the change in the share price, but it is necessary to seek
other approaches which may lead to the change in the company’s value. Furthermore,
this procedure may identify the reasons leading to the change in the share price or return
on invested capital.

Reasons for business mergers

According to Mukherjee et al. (2004), the basic reasons for merging companies may be
divided into three groups: synergy, diversification, and restructuring. This division is
based on a questionnaire survey among managers of companies where a merger took
place in 1990 — 2001. In the above-mentioned survey, 90 % of managers identified the
operating synergies as the reason for the M&A transaction; the remaining 10 % repre-
sented financial synergies and increasing market power. For the first group, Devos et al.
(2009) states that mergers may generate productive efficiencies that result in higher
operating profits and/or reduced capital expenses (so-called operating synergies). Ac-
cording to Chatterjee (1986), operating synergies represent a group of limited resources
leading to manufacturing and/or administrative efficiency, which may result in econo-
mies of scale especially typical for horizontal M&As. On the other hand, Chatterjee
concluded that the financial synergy affects the relative company size: if the company
fully uses the possibilities of financial synergies, M&A profits may exceed those pri-
marily resulting from operating synergies. Financial synergies enable reducing costs of
capital (see Chatterjee, 1986).

According to Brealey et al. (2008), merged companies may consolidate management,
accounting, financial audit, or development, i.e. savings may occur especially in the
area of indirect costs. Similarly, Mellen and Evans (2010) consider, as the main source
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of savings, the consolidation of functions, positions and fixed assets, leading to a de-
crease in overhead costs.

In the event of vertical mergers, it is also possible to achieve operating savings in the
case that the company gains control over the manufacturing process (i.e. merging with
the supplier) or obtain distribution channels for the sales of its products (i.e. merging
with the customer). This results in the possibility to control the quality of supplied raw
materials, as well as increasing profit margins, due to the elimination of at least one
level of profit margin existing before the merger.

In addition to operating and financial synergies, Chatterjee (1986) mentions the third
category of synergies, i.e. contractual synergies, leading to an increase in the market
share. Trautwein (1990) also mentions the third category, labelling it as managerial
synergies occurring when the bidder’s managers have better planning and monitoring
skills. Synergies may in fact be also attained through the transfer of knowledge. Vyas et
al. (2012) perceives the managerial synergies as the skills to follow and achieve the plan
defined as the goal.

Possibilities of measuring synergies

A number of realised research projects were based on data of listed companies. In this
case, the effect of the merger (synergy) is measured through the change in the share
price. Other approaches need to be used in the case of companies whose shares are not
publicly traded. The merger effect is usually measured through increasing sales (reve-
nues) or possibly increasing profitability (Griffin and Mahon, 1997, Brouthers et al.,
1998) or even net assets (Sedlacek et al., 2013).

For the purposes of examining the merger efficiency, Sorensen (2000) and Shim (2011)
used financial analysis indicators. They compared the indicator values in companies
which completed an M&A transaction with companies which did not realise any mer-
gers or acquisition. Shim (2011) found out that M&A had a negative impact on the
return on assets and return on equity (ROA, ROE). In the case of ROA, the average
drop reached almost 3 %, while there was a decline of more than 7 % in the case of the
ROE index.

Sedlacek et al. (2013) examined the effect of mergers on total assets, accounting value
of equity, retained earnings from past years, earnings after taxes, added accounting
value, personnel costs, and EBIT. According to their results, the positive effect of mer-
gers to net assets and retained earnings was established only in small and medium-sized
companies, being negative in large companies. Conversely, there was an increase in
personnel expenses. In the examined period (2001 — 2009), there was a decline in the
indicator of earnings after tax.

In his research, Harford (2005) focused on the factors of synergies arising from operat-
ing improvements. Among them, he included the CF ratio to sales, assets turnover,
expenses on research and development, capital expenses, ROA, sales growth, and in-
crease in the staff numbers. He found out that the all the indicators were abnormally
increased before the wave of M&A transaction in the industry.
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According to Devos et al. (2009), operating synergies may be measured through the
savings in fixed costs and capital expenditures. Financial synergies may be measured
through the savings in income tax (most frequently in the form of an interest tax shield).

Methodology and data

Our research focused on examining the factors affecting the success of mergers. For this
purpose, it was above all necessary to divide the completed mergers into two groups of
mergers, the successful and unsuccessful ones. As already mentioned, in the case of
companies whose shares are not publicly traded, the merger effect may be measured
through a change in sales, profits or possible net assets (Griffin and Mahon, 1997;
Brouthers et al., 1998; Sedlacek et al., 2013). Subsequently, the comparison included
selected indicators of companies in both groups. Due to the fact that operating synergies
are the most frequently mentioned reason for mergers, the analysis focused on the indi-
cators measuring the operating efficiency.

Research hypothesis and its verification

For the purposes of the research, the following research hypothesis was determined:
Successful mergers achieve operating synergies reflected in the decline in cost in-
tensity.

On the basis of the results achieved after the merger, the examined transactions were
divided into successful and unsuccessful ones, i.e. producing or failing to produce syn-
ergies. When dividing transactions, the authors proceeded from the idea of synergy
valuation, when the value of synergy consists of an increase in the value of merged
companies (see Mafik, 2011). One of the preconditions for increasing the company’s
value is the growth of revenues and profit margins which Matik (2011) ranks among the
so-called “value drivers”. For this reason, the items of sales and operating profit were
used for the purposes of determining the success or failure of the merger. This approach
is consistent with previous research into M&As (see Griffin and Mahon, 1997; Brouth-
ers et al., 1998). The assets value was not used to measure the synergy, as after the mer-
ger, the assets consolidation may include the sale of redundant assets.

The successful mergers were deemed those resulting in a higher increase in sales than
could be achieved by separate companies while maintaining the same growth rate as
before the merger (the so-called stand-alone principle), as well as the mergers resulting
in a higher growth of the operating profit while meeting the same criteria. For this pur-
pose, it was necessary to determine the sales forecast for each company for four years
(the year of the merger + 3 years) on the basis of the average annual sales growth rate
achieved before the merger. These values were used to calculate the theoretical value of
sales for the merged company (R*), i.e. the sum of forecasted revenues for the acquired
and acquiring company in the merger year and following three years. Theoretical reve-
nues (R*) were compared with actual revenues (R). The following rule was used for the
purposes of dividing the merges into successful and unsuccessful groups:

R* < R => positive effect of the merger, i.e. the merger was successful;

R* > R => negative effect of the merger, i.e. the merge was unsuccessful.
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The calculation of the operating profit followed a similar procedure.
The cost intensity was measured through the following indicators:

- The ratio of cost of sales to revenues: this indicator measures whether there is a
change in the purchased inputs (costs of materials, energies, and services) to reve-
nues ratios. In the event of a decline, the company would achieve savings due to the
increasing market power, i.e. the bargaining power in relation to its trading partners
(see Devos et al., 2009; Ficbauer and Reznakova, 2014);

- The ratio of labour costs to revenues: merged companies may consolidate certain
functions. As stated by Brealey et al. (2008), it is possible to merge managements,
accounting, financial audit, or development;

- Depreciation to revenues ratio: the merged company should consolidate the assets
and sell the redundant assets (see Mellen and Evans, 2010). Similarly, it should re-
sult in better use of fixed assets and a decline in costs, related to its use, to revenues
ratio. However, if the company’s assets became obsolete (particularly machinery
and equipment), the company would have to invest, which would result in increas-
ing depreciation. For this reason, the assets depreciation rate was also examined.

Due to the fact that according to Devos et al. (2009), operating synergies are also re-
flected in savings in investments, the analysis examined the indicators of assets turnover,
the ratio of net working capital (NWC) to revenues, investment in fixed assets and
NWC.

The non-parametric Mann-Whitney U test was used to test the hypothesis. It is an alter-
native t-test option used in cases of failure to comply with the assumption of standard
data distribution (Davies, 2007).

The test calculation is based on the serial numbers of individual variations. When apply-
ing it, Bedanova (2011) recommends the following steps: the first step is to create a file
in which all transactions are arranged in the ascending order regardless of which group
they come from. The second step is to assign a rank to individual values in the mixed
selection. The lowest value is assigned a serial number one, while the highest value is
assigned the highest serial number. This encoding will contribute to eliminating extreme
values which negatively affect research results. The sample is then used to calculate the
sum of ranks within each examined group (labelled Ry and Ry). Consequently, it is
necessary to calculate the test statistics using the following calculations:

ny * (ny + 1)
Uy = ny=*ny +%_ u
ny*(ny+1
Uy = nu*nﬁ%_m
Where: Uy Test statistics of successful transactions
Un Test statistics of unsuccessful transactions
Ny Number of transactions ranked in the successful group
Ny Number of transactions ranked in the unsuccessful group
Ru Sum of rankings belonging to the values of successful mergers
Ry Sum of rankings belonging to the values of unsuccessful mergers
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The lower of the test statistics, i.e. U = min (Uy, Uy) is then used as a test criterion
compared with the critical value of the Mann-Whitney test (Bedanova, 2011). The Sta-
tistica software was used for the testing.

Used data
The following criteria were defined to determine the research sample:

- The merger was completed by companies with the head office in the Czech Repub-
lic in 2004 — 2011;

- It was the only merger in the period of 7 years (three years before and three years
after the merger);

- The financial statements of the acquired (target) and acquiring companies are pub-
licly available.

In order to eliminate the different development in various sectors, the authors focused
on examining the efficiency of mergers in one sector, i.e. mechanical engineering (CZ-
NACE 25 and 28). In the specified sectors, 59 mergers met the defined criteria, yet the
financial statements were available only for 50 transactions involving 102 companies in
total. Half of the mergers took place in the form of the horizontal integration, i.e. merg-
ing the entities operating in the same sector, and the other half in the form of the vertical
integration, i.e. merging the suppliers and customers.

Results and Discussion

Diving the mergers into the groups was based on the information on the development of
revenues and profits for 2004 — 2014 so that each merger is provided with the data for 7
consecutive periods (three years before the merger, three years after the merger and the
merger year). The annual trend in the revenues of merged companies was compared
both with the situation before the merger (one year before the merger) and with the
development in the whole sector in order to ascertain whether the merger’s success was
influenced by external factors. This comparison was carried out for each merged com-
pany covering four years, i.e. the year in which the merger took place and three follow-
ing years. The trends in profits were analysed in a similar manner, being compared with
the situation before the merger. Out of the total number of 50 mergers, 24 transactions
(mergers) may be deemed successful and 26 unsuccessful on the basis of the selected
criteria.

Compared to the average growth in the sector in the same period, the group of compa-
nies included in the successful mergers showed a faster growth of revenues, increasing
by 18.8 % in three years. By contrast, the group of companies included in the unsuc-
cessful mergers showed a slower average decline than the decline in the sector in the
same period: on average, revenues dropped by 8.1 %. From this perspective, even these
mergers may be considered relatively successful, but for research purposes, i.e. the
identification of operational synergies, they should be regarded as unsuccessful.

On average, the group of successful mergers showed a faster growth of revenues than
the revenue growth in the whole sector 2.25 times in four years; in the group of unsuc-
cessful mergers it was 1.58 times on average. In thirteen merged companies, the reve-
nues increased faster every year than the revenues in the whole sector; eight of them
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took place in 2008, i.e. the year marked by the beginning of the significant decline in
demand due to the global financial crisis.

In the group of successful mergers, the operating profit grew by 165 % in three years
compared to the year before the transaction; on the contrary, in the group of unsuccess-
ful transactions, the operating profit fell by 47 %. For this reason, it is believed that the
synergies achieved as a result of merges have the character or operating synergies, at-
tained through cost savings.

Achieving operating synergies through cost savings

In order to verify whether operating synergies occur as a result of cost savings, the anal-
ysis focused on the development of the expense-to-revenues ratios for individual com-
panies before and after the merger was carried out. Table 1 shows the basic statistical
values.

Table 1. Statistical values of the expense-to-revenue ratio before and after the merger

Successful mergers
Period -3 2 -1 0 1 2 3

Mean 0.7307 0.6872 0.6865 0.7092 0.7046 0.6364 0.7148

Costofsales \1ion 06663 06900 06893 06886 06883 0.6246 06247
to Revenues

Std.dev.  0.2691  0.2004 0.1989 0.2047 0.2006 0.1990  0.2248

Mean 0.0985 01102 0.1175 0.1188 0.1190 0.1100 0.1153

Labourcosts v\ iion 04177 04151 04279 04433 04427 01342  0.1283
to Revenues

Std. dev. 0.0901 0.1081 0.1338 0.0905 0.0945 0.0986 0.0968

Mean 0.0439 0.0502 0.0515 0.0442 0.0416 0.0329 0.0285
Depreciation .

Median 0.0251 0.0314 0.0378 0.0312 0.0392 0.0323  0.0289
to Revenues

Std. dev. 0.0299 0.0506 0.0906 0.0363 0.0332 0.0305 0.0378

Unsuccessful mergers
Period -3 -2 -1 0 1 2 3

Mean 0.5792 0.6361 0.6229 06146 06118 0.6287 0.6225
Cost of sales .

Median 0.5972 05628 0.6066 0.5898 0.6076 0.6302 0.5686
to Revenues

Std. dev. 0.2898 0.2308 0.2109 0.2009 0.1951 0.1872  0.2159

Mean 0.1073 0.1043 0.1078 0.1205 0.1275 0.1217  0.1294
Labourcosts o ian 01203 01283 04342 01418 01683 0.1564  0.1576
to Revenues

Std. dev. 0.1294 0.1191 0.1032 0.0865 0.0859 0.0922 0.1026

Mean 0.0382 0.0349 0.0338 0.0315 0.0336 0.0295 0.0324
Depreciation .

Median 0.0288 0.0305 0.0299 0.0400 0.0389 0.0368 0.0352
to Revenues

Std. dev. 0.0441 0.0420 0.0397 0.0419 0.0418 0.0499  0.0501

Source: own research.
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Comparing the average values of the examined indicators in the third year after the
merger to the values of the year prior to the merger (t-1) may bring different results in
the group of successful and unsuccessful mergers. In the case of successful mergers,
there were no savings in the consumption of materials, energy and services; the indica-
tor of the cost of sales to revenues increased by 4.12 %, mainly due to an increase in
material costs by 20 %. This may imply that the completed merger did not result in a
change in market power of the merged company, which would be reflected in a decline
in input prices. In the case of unsuccessful mergers, the value of this share is approxi-
mately the same as before the merger.

Both groups of companies showed an increase in total labour costs of 16.6 % in the case
of successful mergers and 10.3 % in the case of unsuccessful mergers. However, the
labour costs to sales ratio already show a different trend. In the case of successful mer-
gers, there was a decline in this indicator of 1.87 %, i.e. there were relative savings in
labour costs. In the group of companies ranked as unsuccessful mergers, there was an
increase in the labour costs to revenues ratio by 20 %. The main reason consisted in a
decline in sales. The share of depreciation to revenues in both groups declined. Yet both
groups show a significant difference: in the group of successful mergers, indicator’s
value dropped by 44.66 %, while in the group of unsuccessful mergers, the indicator’s
value fell by only 4.14 %. It may be concluded that the companies ranked among suc-
cessful mergers consolidated fixed assets, disposing of unnecessary assets.

With the exception of the cost of sales to revenues ratio, the examined indicators sup-
port the formulated hypothesis, i.e. there has been a decline in the operating costs to
revenues ratios. On the basis of median values of the examined indicators, it may be
stated that with the growing number of years following the merger, there is an increase
in the difference of the values of expenses-to-revenues ratios in both groups of compa-
nies — see Figure 1.

Figure 1. Difference in the medians of indicators of successful and unsuccessful mergers

0,5
= == (Cost of sales to

04 / Revenues
0,3

=== [abour costs to

0,2 - S

D - - Revenues
0,1 -
S e~ - Depreciation to
0,0 Revenues
0 1 p 3

Years after mergers

Source: own research
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The chart shows that the difference in the cost of sales to revenues ratios between suc-
cessful and unsuccessful mergers is insignificant, i.e. it confirms the assumption that
there was no change in the market structure and the market power of any of the busi-
nesses. The strongest increase in differences was found in the case of the depreciation to
revenues ratios. This indicator is higher in the group of unsuccessful mergers. Although
differences are obvious, the results were further tested in order to verify the defined
research hypothesis. For this purpose, the Mann-Whitney U test was used, determining
the precision of the variances of successful and unsuccessful mergers. The results are
shown in Table 2 for one year and the summary for all the years is included in Table 3.

Table 2. P-value Mann-Whitney U test of the expense-to-revenues ratios for the third year
after the merger

Variable Rank sum Rank sum U-stat. Z-stat. p-value
successful unsuccessful
Cost of sales 582.0000 693.0000 282.0000 057284  0.56675
to Revenues
Labour costs 453.0000 822.0000 1530000  -3.07781  0.00209
to Revenues
Depreciation 487.0000 788.0000 187.0000  -2.41759  0.01562

to Revenues

Source: own research.

Table 3. P-value Mann-Whitney U test of the expense-to-revenues ratios
-3 2 -1 0 1 2 3

Cost of sales

0.3364 0.0725 04316 03316 0.5668 0.9149  0.5668
to Revenues

Labour costs

0.9923 0.8842 0.8082 0.0249 0.0368 0.0057 0.0021
to Revenues

Depreciation

0.6622 05472  0.2440 0.0080 0.0558 0.0822 0.0156
to Revenues

Source: own research.

On the basis of the values of the test characteristics, it may be stated that in the case of
the cost of sales to revenues ratios, there is no statistically significant difference be-
tween the groups. The values of the indicator of labour costs to revenues differ signifi-
cantly in all examined years after the mergers. The difference between the two groups
increases over time. There was a statistically significant difference in the depreciation to
revenues ratio in the first and third year after completing the merger. Although the dif-
ference in median values of the indicators in the second year after the merger is not
statistically significant, the p-value is not high (0.0822). The results also show that none
of the examined indicators before the merger acquires a statistically significant differ-
ence. Therefore, the change in the values of these indicators after the merger may actu-
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ally be considered as the effect of the merger, i.e. a manifestation of operating synergies
achieved through economies of scale.

Achieving operating synergies through reductions in investments

Reductions in investments (see Devos et al., 2009) represent one of the sources of creat-
ing operating synergies. For this reason, we focused on the analysis of the development
of the fixed assets and investments in the net working capital.

As already stated, the depreciation to revenues ratios dropped in both groups, yet the
development was different. One of the reasons could consist in the fact that companies
in the group of successful mergers consolidated fixed assets, disposing of unnecessary
assets. The second reason could consist in higher investment in fixed assets in the group
of unsuccessful mergers. These assumptions were further analysed — see Table 4.

Table 4. Selected characteristics of fixed assets and asset utilisation
Successful mergers

Period -3 -2 -1 0 1 2 3

Net book value of sold fixed assets

(FA) in millions CZK 378 1016 1257 1424 322 91 19.4

ihtj‘]f:gt”t‘f;:fsglxg'z?:;?‘o’/'o‘; FA" 037 103 131 15 036 010 022
Investment rate in fixed assets (%) X 753 798 553 593 962 497
Depreciation rate of fixed assets (%)  33.93 3222 3916 41.82 4503 46.15 48.20
Assets turnover 1136 1.087 0947 0971 0974 1.036 1.058
Unsuccessful mergers
Period -3 -2 -1 0 1 2 3

Net book value of sold fixed assets
(FA) in millions CZK

Share of net book value of sold FA
in the net book value of FA (%)

214 39.0 527 167 210 642 306

0.67 110 145 060 076 1.93 081

Investment rate in fixed assets (%) X 2450 1522 -1310 11.97 3524 2579
Depreciation rate of fixed assets (%)  42.07 4245 4331 4960 5250 50.91 46.99
Assets turnover 1169 1255 1.307 1432 1388 1.302 1.263

Source: own research.

The average value of the assets turnover increased by 11.75 % in the case of successful
mergers, while decreasing by 3.4 % in the group of unsuccessful mergers. This could
be due to different trends in revenues (growing by 19 % in the group of successful mer-
gers and declining by 8 % in the group of unsuccessful transactions) or possibly due to
higher investment in the group of unsuccessful mergers owing to the worse age struc-
ture of fixed assets. For this reason, the further analysis included the indicators of the
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depreciation rate of fixed assets, characterising the sale of fixed assets, which affects the
depreciation rate as well. In the year of the merger, the share of depreciation of fixed
assets reached 41.8 % for the successful transactions and 49.6 % for the unsuccessful
mergers, i.e. the fixed assets were more depreciated. The ratios reversed at the end of
the examined period. Similarly, the values of the indicator of the investment rate in
fixed assets, representing the investment in a given year to the initial value of fixed
assets, are higher in the group of unsuccessful mergers. This implies that companies
engaged in the unsuccessful merger actually invested in fixed assets. However, part of
the fixed assets was also sold, i.e. they probably needed cash or investments were not
chosen appropriately. The value of sales of fixed assets was higher in this group than in
the group of successful mergers.

In addition to investments in fixed assets, the analysis also focused on the investment in
NWC, also affecting the degree of asset utilisation. The group of companies engaged in
a successful merger showed an increase in the ratio of NWC to revenues of 14.6 %. The
increase was mainly due to investments in stocks with a considerable decline in the
maturity of short-term liabilities. This finding supports the conclusion that the merger
did not change the market power of the merged company. At the same time, it implies
that the merged companies have additional reserves for reductions in inventory man-
agement. On the other hand, the group of companies engaged in the unsuccessful mer-
gers saw a decline in the ratio of NWC to revenues of 35.2 %. These reductions were
achieved in the area of inventory management.

The observed differences were subject to the statistical significance test (see Table 5).

Table 5. P-value Mann-Whitney U test of investments and assets utilisation

-3 -2 -1 0 1 2 3

Investments in fixed assets X 0,0424 0.3666 0.1374 0.7487 0.7122 0.5029
Investments in NWC X 0.9768 0.3983 0.4785 0.4547 0.8536 0.4431
Assets turnover 0.8842 0.9923 0.4906 0.8689 0.2249 0.0275 0.0351

Source: own research.

In the case of the assets turnover indicator, the difference in median values is statistical-
ly significant only in the second and third year following the merger, i.e. the growing
distance from the merger increases the difference in the assets utilisation. On the other
hand, there is no statistically significant difference between the groups in the invest-
ments in fixed assets or in the net working capital. This implies that the difference in
assets utilisation stems from a difference in revenues development. On the other hand, a
statistically significant difference was identified two years before the merger in the case
of investments in fixed assets, which may be considered a crucial finding for the success
of the merger.
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Conclusions

Within the examined sample of 50 mergers of mechanical engineering companies in the
Czech Republic, which took place in 2004 — 2011, it was revealed that in three years
following the merger, 48 % of the transactions saw an increase in revenues and profits.
Within three years following the merger, the group of successful mergers saw an in-
crease in the revenues of 19 % compared to the year before the transaction. On the con-
trary, there was a decline in the revenues of more than 8 % in the group of unsuccessful
mergers. Within three years, operating profits of the group of successful mergers rose
by 165 % compared to the year before the transaction, whereas the group of unsuccess-
ful mergers saw a decline in operating profits of 47 %.

Most authors consider operating synergies the most important reasons for merges of
companies. For this reason, the analysis focused on the development of the cost-to-
revenue ratio, investments and asset utilisation. The results showed that the biggest
difference between the examined groups was found in profit development. On the one
hand, this growth was achieved through revenue growth, as well as savings in labour
costs and depreciation. The statistical significance test showed that there was a statisti-
cally significant difference in mean values of indicators of labour costs to revenues and
depreciation to revenues. Therefore, ten companies were able to save on investments in
renewal of assets. This finding was confirmed, yet the difference was not statistically
significant.

On the other hand, the analysis did not confirm the assumption that successful mergers
also achieve savings in the cost of materials, energies and services. This may imply that
the merger did not result in significant increase of market power of combined firms. It
is consistent with prior studies. They find little evidence of anticompetitive, collusive
behaviour.

It is impossible to identify the difference in the mean values of cost-to-revenue ratios
and turnover between the successful and unsuccessful transactions in the time before the
mergers. The achieved savings may thus unambiguously be considered as the positive
effect of the mergers. The assumption on achieving operating synergies of successful
mergers by improving resource utilization and cost savings from operating improve-
ments has thus been confirmed.

However, prior to the merger, there was a different development in investments in fixed
assets (already two years before the merger). It may thus be assumed that the companies
engaged in successful mergers prepared for a merger in advance.
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