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Dissertation Abstract

The Objective of the study is to (a) determine whether mergers and acquisitions foster growth
among sclected businesses in Nigeria, (b) discuss the major considerations in mergers and
acquisitions transactions and the conditions necessary for application of the strategy and (¢)

highlight the advantages associated with the strategy.

0
The study has the Significance of determining the growth effect of practical application of
The mergers and acquisitions strategy among selected companies in Nigeria. Another

Significance is that the study contributes to knowledge especially in the area of Corporate

Finance. S

Three (3) successful mergers and acquisitions transactions were selected viz. Intra Motors
Nigeria Limited Vs West Coast Fisheries Limited, Seven-Up Nigeria Limited Vs John Holt
Nigeria Limited (Beverage Franchise), and Lever Brothers Nigeria Limited Vs Cheseborough

Products Industries Limited as sample for the study.

The research is a blend of descriptive survey and computations aimed at discovering fact
using available information. The basic Data used for the study is derived from published
annual accounts and reports of the selected companies supplemented with other financial
information. The sample selected satisfies the following conditions that are considered

necessary for the validity of the research conclusion:
1. That relevant information is obtained on the merger or acquisition exercise; and

ii. That in each case, neither the acquiring nor the acquired company combined with
any othér company in the pre-event or post-event reference period. This condition
means that changes in growth is more readily attributable to a single exercise during the

reference period.



Xii

The study concludes that mergers and acquisitions foster growth among business in Nigeria .
The study further reveals that the practice of mergers and acquisitions in Nigeria, generally,
conforms to internationally accepted standard in terms of legal, financing, and accounting

considerations.

The conclusion of this study makes it apt to recommend that businesses in Nigeria should
continue to employ the mergers and acquisitions strategy for growth purposes. In particular,
the financial sub-sector of the economy should cither use the strategy to remain in business
especially in the wake of distress syndrome in the system, or employ it to dominate the

market and brighten their future.



CHAPTER ONE

INTRODUCTION

1.1 Preaunble

W ’ |
Nigeria's ceconomic cavironment has wiltihessed a number of changes in the last three

" ’ ) i
decades after independence.  First it was the cra of booms, then recession and, later

depression.  During cach of these cras various institutions operating within (he
cconomy have tried to contend with the prevailing cnvliromncnlal condition: boom
Cra co 11;05 with buoyancy, improved slzlndatid of living and merriment while recession
and depression cras arc fraught with gloom, low standard of living and gcncruliy‘

social |discome nt.

Since business strategics follow the trends of the cconomy at any prevailing situation,
i e A |
f oo :
these changes (boom to recession and then depression) supgest that enterprises
. |-
operating within the economy should undergo some adjusiments in linc with the

LU - - . . - . - . -
dictates of the cconomic conditions. This is in linc with the fact that, contingencics

are allernative views towards an organisational design and management action must be

appropriate Tor specific situations. ‘ !

Basicilly, there arc two lypes of cnvironment within which businesses operaie,
namely, cxternal cnvironment and internal cnvironment.  Extcrnal cavironment is
complex and dynamic, It offers management opportunitics, challenges and

constraints.

| . +
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It is the.responsibility of management to take full advantage of the opportunitics and

|
transform  the chalicnges and constraints into positive rlpcnings or at lcast minimisc

o .
their negative impact on the business.

The xﬂosl important task of management operating in a recessionary and depressionary

cconomy like Nigeria's is to adopt a strategy for survival. Once this is achicved, the
B ' [ ‘

need o strengthen its position for growth and expansion ensucs.

Mergers and acquisitions is onc of the strategics for business survival in-a depressed

| |
economy like Nigeria's. The global application of the strategy to salvage businesses

at thej verge of collapse is on the increase. For instance, Steiner (1975) reports that
- ||
the agsel acquisition which had held slcady at just over one per cent per angum from

1961 to 1966 in the United States of Amu ica (USA), doubled in 1967 and tripled in

_ — —y
1968 o . . K.ASH”M '“”’ff"““ SV

: i i .
- . ‘

The &palc of mergers and acquisitions activitics can be traced to the period around

188571905 n the USA. However, the first merger cxereise in Nigeria was witnesscd

||
in 19L2 when United Nigeria Company Limited, unsuccessfully made a bid for United

Nigeria Life Assurance Company Limited. The relative economic and political
stability in the country between late 1950s and carly 1960s (partly) and the oil boom

of the 70s (largely) sceimed (o have beclouded the need for mergers and acquisiions

activitics at an carlicr date. |

)
i-.



According to Synge (1989), the history of mergers and acquisitions activitics in
: - _ b oo

Niger a cannot be separated from the oil II)(J()m cra.  The oil boom did have some

bencficial effccts on the country’s social and cconomic slructure, but it crealed

widcs;n'c;ld imbalances and distortions in (he cconomy as a whole. Instead of making

the economy sclf-reliant, the oil-boom madce the country more susceptible to cxternal

control.  Many public investments of doubtful f{easibility were miade.  The

manufacturing scctor of thc cconomy failed o provide local value added.
Agricultural exports suffered sharp decline.  Over valuation of the Naira in the fale

1970s made export of non-oil products uncompetitive while local production could not

I
compele with imports. i r——
o | | KASHIM IB%:

The situation was worsencd by balance of paymcat difficultics between 1982 and

1985. Torcign debt was rising out of propostion and oil revenue was falling sharply.

This cconomic crisis prompled scrious corrective action. Consequently, the Federal
Government introduced the Structural Adjustment Programme (SAP) in 1986 as a
4]

_ _ | |l '
strategy .to halt the deterioration of the national cconomy and achicve a ‘turnaround’ in

n

it fortune. ) . _ I

This marked a turning point in tie management of the countiy's cconomy. With the
introduction of SAP, however, 4 number of businesses aie quite unexpectedly, lacing
a whirl-wind of declinc both in cfficiency and growth. A number of businesses are
thrown into a statc of financial distress as a rcsult of operating below installed
capacitics and decline in profits. Hence the need to restructure and realign many



i | -
public and private organisations became glaring.  Public organisations arc being
commeicialised or privatised to make them cfficient while private organisations are
evaluating their busincsses with a view to formulating new strategics for survival

within the cconomic order,

Gencerally, a company may opt o rescue itsclf from possible collapse by employing
|
|
internal strategics or external stralegics.  Rchiance on internal development as the
prel’circ:il strategy to corporate growth has been a rule for many companics around ihe

worlj. Recently, however, companics weigh the costs and risk of  internal

development programmes against rencwed opportunitics of exiernal stralcgics such as
i
mergers and acquisitions. It is argued that external strategics could provide more

rapid and predictable results for corporate growth. Appendix I indicates some of the
cxternal, {inancial and cconomic conditions that influcnce corporaic management

attitudes towaids the choice between cxternal and internal strategics.
The dim of mergers and acquisittons is basically, to achicve cost clficiency through

cconamy of scale and to diversity and cxpand the range of business activitics.  The
strategy could also serve the ultimate corporate objective of incrcasing the market

valuc!per share and growth of a business. o

On this account, the cconomic situation in Nigeria, provides rationale [or (he
application of mergers and acquisitions towards the survival and growlh of ailing

busincss concerns heading for coltapse. _ |




1.2 e ch Proble

Theoretically it is argued that the growth of a company could be achieved through
the application of mergers and acquisitions strategy. For instance, where excess
capacity exists in an industry, output might be concentrated in existing least cost
plants. Or the reduction in market uncertainty on the merger of two former rivals
might act as stimulus to investment in new lower cost equipment. Or, again, the
concentration of output in the hand of a single producer might enable him realise
the potential economics of scaled. Or, finally, a merger or acquisition might lead
to the better management of existing assets.

However, there are opposite views that leave the growth conclusion in doubt. For
instance, some economists, upholding the general case of liasser-faire, argue that
mergers or acquisitions weaken the competitive pressures within the economy,
which if fully effective, should preserve the growth both of individual units and of
markets and ensure the harmony of private and social interests. They maintain
that since most companies are controlled by salaried managers with little or no
ownership interest in the companies, they (managers) may not wholly engage
themselves in the pursuit of income for the owners. Hence the competitive
pressures on a company (in product and/or market factors) are not sufficiently
strong to constrain managers to maximise profits (which in this study, is taken to
be the main indicator of growth). A version of such views stresses that rigorous
cost minimisation and relentless pursuit of profit are likely to be uncomfortable

for managers. Leibenstein (1964) contends that:



firms and cconomics do not operate on an outerbound production possibility
surfacc consistent with their resources.  Rather they actually work on a
production surface that is well within that outer-bound. This mcans that for a
varicty of reasons people and organisations normally work neither as hard nor as
cifectively as they could. In situations where competitive pressure is light,
many people will trade disutility of greater cffort, of scarch, and the control of
other peoples’ activities for the utility of feeling less pressure and of better
interpersonal rclations. '

On this account, a merger or acquisitions which offers prospect for growth, cither
through improved trading terms or lower average costs for the combine, might prompt
only a relaxation of effort on the part of management.

It is further argued that imperfect markets create a permissive environment in which
achicvements can depend on aspirations, which themselves display considerable
incrtia.  This *behavioural” theory sces management's aspirations as relatively stable in
the short term. If this is so, then change in company's cnvironment which has
potcmiulgof yiclding lligilcr revenue or reducing costs may not be accompaniced by any
significant improvement in profit; cither thc company may fail o realise potential

benefits at all or elsc it will absorb these benefits in less efficient production or

administration.

Mceks (1977) nurtures a different opinion. According to him, “scveral factors suggest
that the pursuit of growth might loom large in manager’s calculations. Not only thosc
greater size typically bring the management of a company greater power and prestige,
but, oll‘lcr things being cqual, it also bring more stabic performance”. However, (his
stand is countered by other cconmvnic theorists. To them, the main effect ol a merger
or acquisition is not to be found in its participants’ subscquent performance, but in its

rolc as a control mechanism upon incfficient management. They further contend that

so long as bidders threaten managements producing poor results, the cconomy would

O



probably gain [rom the gencral spur to efliciency cven through the aken-over assets

themgelves were operated with the most appalling incompetence.

It follows from the above variant vicws that pullinﬁ aside the (ext book rationale for

mergers and acquisitions, there s no consensus among cconomic theorists on the

cffect of the strategy on growth. i
!

The [first problem this study aucmpts to resolve thercfore is to find out which
thcoretical position is supporled by cvidence (underscored for cmphasis) of past
mergers and acquisitions in Nigeria, While mergers and acquisitions activitics can be

traced to the period around 1895 - 1905 in some part of the world, the phenomenon in
Nigeria is still in the learning process of its tules and conduct. Thus the patiern and

modus operastdi of the stralegy cspecially as iclated o three (3) major considerations

viz, legal, finance and accounting arc only being fashioned out.

.t

The second problem of this study is to compare (by way of discussion) the adcquacics

or ol‘hcrwis’e of the threc (3) major considerations in the light of what obtains in the
devejoped cconomics where defined patiein and modus operandi abound.
g

1.3 ¢ Objective Of The Study

The | objective of any cndeavour is a goal or guide to action with accompanying

criteiria for evaluating plans or accomplishments. It is thercfore, the objective of this
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study to:

(a) Determine whether mergers and acquisitions foster growth among businesses
in Nigeria;

(b) Discuss the major considerations in mergers and acquisitions transactions and
the conditions nccessary for successful application; and

(¢) Highlight the advantages associated with mergers and acquisitions application
$0 as (o stimulate the desire for increased utilisation of the strategy among

businesscs in Nigeria as appropriale,

1.4 Significance .OI' The Study

Onc of the fecatures of mergers and acquisitions plans in Nigeria is that they are
invariably made by companics with foreign alfiliations, which cmploy the strategy (0
consolidate themsclves further and edge out more, the indigenous companics.  This
study has the signilicance of providing clucs into the perspectives and options in
mergers and acquisitions opened to Nigerian indigenous companics as they embark on

a (ransition towards attaining growth. =S

While the parties to merger and acquisition bids in the USA and UK have an armoury
of reference works to call upon, their Nigerian counterparts remain curiously starved
of such suitable reference malerials.  Such text books as arc available concern

themselves genuinely with legal and financial theory and bear litde relation o the

practical application of the strategy in the country.



The sccond significance ol the study is that it will provide insights into the practical

application of the strategy in Nigeria.

Finally it has been said that the state of our knowledge reveals the frontier of our
ignorance.  Hence another significance of the study is (o provide contributive
suggestions for future rescarch that will improve the present state of knowledge on the
0

subject matter.

1.5 Rescarch Questions

There arc a number of questions in relation (o merger and acquisition bids that require
answers.  The principal question this study will atiempt to answer and which form the

basis of the rescarch conclusion is: Do mergers and acquisitions foster growth?

The second question that would be answered through intensive and extensive literature
review is: To what extent do legal, finance and accounting considerations in
mergers and acquisitions arrangement in Nigeria conform with what obtain in other

parts of the world?

These questions are restated for investigation as follows:
1. What is the cffect of mergers and acquisitions on the growth ol sclected

companics in Nigeria?

[ ]

How clfective is the legal framework governing mergers and acquisitions

arrangements in Nigeria?



3. In what ways are mergers and acquisitions transactions financed in Nigeria.

4. How is mergers and acquisitions transactions accounted for in Nigeria.

It is pertinenf to consider the importance of these questions. In the last eight (8) years the
spate of mergers and acquisition activities is on the increase in Nigeria. The motive for
embarking on these exercises seems to be the desire to attain growth through synergy
that is expected to ensure therefrom. Akamiokhor (1989) supports this observation. He
presents the characteristics of mergers and acquisitions plans handled by the Securities
and Exchange Commission (SEC) as including:

» The reasons for the exercises are usually the common text books reasons; and

» There is indiscriminate reliance on synergy.

These characteristics prompt the need for inquiry to confirm whether mergers and

acquisitions foster growth by solving the research problem in focus.

The importance of the last three(3) questions cannot be over-emphasised. Mergers and
acquisitions are a new phenomenon in Nigeria. The business community in the country
would like to have an insight into the major considerations in mergers and acquisitions

transactions. e

The consequent answers to these research questions may assist in re-shaping future

mergers and acquisitions plans in Nigeria.

(4]

It is note worthy that the study opts for the use of research questions rather than the



formulation of hypothesis because both approaches provide opportunity for
generalization upon which reasonable conclusion might be reached. Thus the research
question approach is considered convenient here especially that only one (1) out of the
four (4) relevant questions may be tested using statistical or mathematical formulac.
The remaining three (3) questions are answered  through  literature review  and

findings. The formulation of null hypothesis is therefore avoided.

1.6  Scope Of The Study

The Nigerian Securilics and Exchange Commission (SEC), the body responsible for
handling applications for mergers and acquisitions in Nigeria, received only a total
number of fifteen applications between 1982 and 1988 (see- Appendix 1I). The
outcome of all the applications but one I“;crc determined as at the end of 1988. Of

the fourteen applications the outcome of which were determined at the end of 1988,

twelve were successful while the remaining two were unsuccessful.

In three (3) out of the twelve successful bids both the “acquiring company” and the
“target company” were private companies. Statutorily, private companies are not
obliged to publish audited annual accounts and reports for public consumption. Hence
the collection and subsequent analysis of effect of the merger and acquisition exercise
Q

between these companies was frustrated by the non availability of relevant

information.  This is because management treat such information as highly




confidential and for internal usc only.

It is noteworthy here that among the population considered for this study are
companics that were involved in morc than orie merger or acquisition arrangements
within a period of five years. However, the study intends to analyse the result of cach
merger or acquisition arrangement for an clfective period of five ycars without over-
lap 50 as to be able to attribute changes in growth of the affected companics to a
single excreise during the reference period.  This means that companics that were
involved in more than onc merger or acquisition are necessarily excluded from the
study sample. The scope of this study is thercfore delimited to the analysis of 'lhc
, successful merger and acquisition bids involving:-

¢ Intra Motors Nigeria Limited Vs West Coast Fisheries Limited
¢ Scven-Up Nigeria Limited Vs Beverage Division ol John Holt Nigcriu Limited

¢ Lever Brothers Nigeria Limited Vs Cliescborough Products Industries Limited

This scope delimitation is (aken (o be adequate as to provide the nccessary data upon
which a rcasonable conclusion on the application of mergers and acquisitions in

Nigerian cnvironment may be drawn.

1.7 Definition Of Terms

The following terms assume the definitions given wherever they occur in this study.

Absorption: Merging by transfer of all or part of thec amounts in an account or



Acquisition:

Anualgamation:

Combination:

Conglomerate:

Consolidation:

Diversilication:

Growth:

Holding

Company:

IHorizontal

group of accounts with another account in such a manner as to
cause the identity of the first o be lost.

The purchase by one company ol the controlling nterest(s) in one
Or MOre companics.

A contimuation under a single head of all or a portion of the assets
and labilitics of (wo or more business units by merger or
combination.

An agreement between (wo or more business organisations, often
constituting a trade group, for the purpose ol mutual benelit such as
price or other wrade practice agreement.

Generally, a corporation that has grown by acquiring or merging
with other firms in different kinds ol businesscs.

The cqmbinu{ion of two or more caterprises, accomplished by the
transfer of their net assets to a corporation organised for that
purposc.

A process of investing in asscts ol dilferent risks and maturitics in
order to reducce variations in the returns that might be experienced.
Lfficicney leading to a reduction in the resources actually used (o

produce a given output.

A controlling company having subsidiarics and confining its

activitics to their management.



Merger:

Leverage:

Liquidation:

Merger:

Strategy:

Synergy:

Take-Over:

Vertical Merger:

A business combination of companics with similar functions in
production or sale of comparable products.

Relers to the tendency of net income to vary disproportionately with
sales or of residual net income (0 vary disproportionately with net
mcome.

The sale of assets and scttlement of debts in the winding up of a
busincss cslate or other cconomic unit.

The combination of h\;o or more companics (o form a single
company

A plan uscd (o govern or guide other plans

The value of combining (wo companics that the result s greater
than the sum of the total of the individual parts.

The acquisition of a going business by another through out-right
purchase, exchange ol: capital stock or other device.

A business combination invo ving companics with supplicr-

customer relationship.



1.8 Sequence of Presentation

Chapter Two of this study discusses (he conceptual framework of mergers and
acquisitions in general. Comparative presentation of mergers and acquisitions in other
parts of the world particularly the USA and UK vis-i-vis Nigeria environment was

made. "

In Chapters Three and Four, the methodology cmployed in undertaking the study and
the analysis ol data collected with the results are discussed respectively.  The
presentations and discussion in Chapters One (0 Four form the basis of summary,

conclusions, obscrved limitations and recommendations in the final Chapter Five.
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CHAPTER TWO

CONCEPTUAL FRAMEWORK

2:1 Mergers And Acquisitions As A Stralepy

The main tendency of successful business organisation is o expand. When a business
has been built up (o a particular point, it is difficult or impossible for it (o maintain a
constant turnover or profit at that point for any length of time, for if it docs not
continue to go forward, it will almost inevitably begin to decline.

For this rcason alone, the trader who has achicved any success will seck to extend his

£

operations and enlarge his business.  But the sole trader may find it difficult to obtain

cmployces or managers (o act for him and will always be embarrassed in regard (o the
carrying on of business during absence or illness, and will probably find advantages in
taking in a partner or partners. Somctimes such partner(s) will alrcady be established
and be able o bring in their own business(es) and asscts to the common stock, so

cnlarging the business as well as cnsuring better continuity ol management and

control.

But the partnership cannot be considered a permancnt organisation, and i order to
cnsure continuity of existence and possibly to further cnlarge its capital and
operations, the partners may decide to convert the business into a limited company, an

entity existing apart from themselves.

17



The company may be small in the first place and be public or private. It may
continuc to develop, colarging its capital [rom time to time by the retention of profits,
but as it _expands further, it may lind that competition with other similar businesses
becomes keener and that turnover can only be maintained at increased cost and/or

lower profits.

Al thus pomnt, the possibility of combination of some form with other firm(s) may
present itsell. The combination may be of various businesses in the same state of the
trade c.g. the manufacturing of particular goods, or a manufacturing business may
cater into combination with the suppliers of its major raw materials, or in the other
direction with those marketing its products. The combination is not nccessarily of

organisation of cqual size and strength.

Q
In fact, onc business may have become weak for various rcasons, and to save itscll

may agree to acquisition by a larger or stronger organisation, which itself is willing to
undertake the operation by reason ol the increased size and h(-JWCl‘ it may thus attain.

This background presents mergers and acquisitions as strategy for busincss growth.

The word strategy bears dilferent meanings o diflerent people depending on the point
of focus. Glueck and Jauch (1984) dcfines strategy as “a unificd, comprehensive and
integrated plan relating the strategic advantages ol the firm (o the challenges ol the
environment. It is designed (o ensurc that the basic objectives of the enterprise are

achicved”



However, Anoa (1979) sees strategy as a scheme, method, manocuvre, which
management hopes (o develop in order o move the organisation [rom its present
position to arrive at ils target goal by the end of a specilied period, recognising that
during the mtervening period a host of changes would take place in the environment.
Thus stratcgy is a pattern of decisions in a company that:

e Shapes and reveals its objectives, purposc or goal.

e Produces the principal policies and plans for achicving these goals; and
p 2 g

e Delines the Kind of business and the kind of cconomic and human organisation it

mtends to be.

It follows that a strategy is concerned with the dircction of an organisation. In
csscm:c.. a stralegy is a chosen course of aclim} for pursuing an objective through the
future. Osaze (1991) identifics the following lactors as being responsible for shaping
a strategy: |

~» Opportunitics identified in the environment;

= Organisational competence and resource capabilities;

=> Thrceals to opportunitics in the cnvironment;

=> Social obligations and cthical value; and

—» Organisation culture and valuc system-whether pioneering, innovative, complacent

or burcaucratic.

There are various strategics that an organisation might adopt in its desire 10 survive

and grow. An organisation might decide to grow (hrough internal cxpansion, in



which case it will nced to retain a substantial portion of its annual profit. The
organisation will also nced to identify high yiclding investment to convince its

sharcholders to retain profits for the expansion than receive dividends.

Growth through internal strategics would cntail penctrating the market with low
priced, better quality and more clficient products than the competitor, backed up by
cllective advertising campaign.  Similarly, internal growth can be achicved through

new product development.

KASILIIM IDD A
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The alternative option for growth is by external strategy. This involves scarching for
other organisation o0 acquire or to merge with in order o diversily and stabilise

fluctuating income or (o gain bigger share of the market.

Unlike internal strategies however, mergers and acquisitions as a form of external
strategy is regulated by cxternal and restrictive Jactors such that some advocates of
laissez-faire view the restrictions as being contradictory to the policy of liberalism in

a4l opcn cconomy.

On one hand the very idea of restricting mergers and acquisitions is considered
detestable. Lord Robbins (1973) takes this positicn:

Speaking as onc who is persuaded by the main principles of cconomic liberalism
o - to put it mildly, my feeling about policy relating to mergers and take-overs is

that there is a certain presumplion against preventing people from buying or
selling such property as scems to them (o be desirable.
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But on the other hand, mergers and acquisitions typically entail a further departure
from those conditions ol perfect competition in which the laisse-faire idcals would be
fulfilled. Whercas Lord Robbins lends his weight to those arguing for few (i any)
restrictions upon mergers and acquisitions, There is wide support for an outright ban
on a major class of mergers and acquisitions in order to saleguard the conditions

under which laisse-faire can operate clfectively.
Inspite of the restrictive policy and varied views being cxpressed about mergers and
acquisitions, the strategy has continued to gain ground and application in many parts

of the world including Nigeria.

2.1.1 Historical Perspective

Although mergers and acquisitions have continually been a part of the corporate
scene, major surges of activity are identificd at three different periods. Each period
ol heightened activity has been followed or terminated by depression or recession.

And the rcgulatory framework has changed and matured cither during or after cach
period of activity, thus affecting the type and pattern of other ucq‘uisilinns. The first
major spurt of mergers and acquisitions ‘UL‘I..ZlII'l‘CLl around 1895 - 1905 and primarily
involved horizontal mergers. In this period, a number of major and (at that timc)
single industry firms were cvolved. Examples include U.S. Steel, Dupont, and

others.



The purposc in most cascs was the stifling of competition and in many cascs they
succeeded in doing so. The consequence however, was the arousal of adverse public
opinion and finally the cnactment of the Sherman Anti-Trust Act, which made it
illegal for concerns engaged in interstate commerce (o combine in restraint of trade.

In the 1920s a sccond burst ol mergers :lndl acquisitions activity occurred. The focus
here was on vertical integration of industrial firm and the formation of utility holding
companics. The main purposes wcre cither the climination or reduction of
competition, or the accomplishment of production cconomics through large scale
operations. In many cascs cxisting combinations were themselves combined.  This
period was described as period of bigger and better ‘trust’ and ‘pyramiding’.  The
number of mergers and acquisitions was then sharply reduced a‘s a result of depression
of 1929 and many of the combinations fni!cd to justify the hopes of their promolers.
Four reasons were advanced for the failure-of mergers and acquisitions in this period.

[. Their [ailure to suppress competitions completely;

II. Their failure to reap supcr-normal profit from large scale opcrations;

I1. The eventual cffectivencess of the Sherman Anti-Trust Act; and

V. The shift in investors interests from industrial to public utility enterpriscs where

(=

competition was not commonly a factor.

The third period occurred after World War II particularly between 1960 although
aclivity began to pick up in the 1950s. In 1969, the all-time peak occurred in terms

of numbers - morce than 6,000 transactions.

.l

—i



Whereas carlicr period were characterised by horizontal and vertical mergers and
acquisitions, the 1950s and 1960s were unique in that the emphasis was diversifying
acquisitions and the growth of conglomerates.  Examples of latter include LTV

Corporation; Fuqua Industrics Inc; and Textron Inc.

Following the reeession ol 1973 -1983, a new round of mergers and acquisitions
began, cach differentiated itsell from that of the past period by a distinct st of
conditions, characteristics, and “players”.  Mcembers of this group, although not
necessarily highly diversificd companics, for the most part no longer represent
business or single markct companics. This is in kecping with current slr;il-cgic
planning philosophy, including product and market portfolio concepts and the
balancing of activities between units with both different maturities and different
financial characteristics. Concurrcnllyl there has evolved more of a usclul, coherent

cconomic basis for considering, carrying out, and managing mergers and acquisitions.

e - ——
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Angecar and Dewhurst (1987) succinctly reveal the amount expended on mergers and
acquisitions activity in the UK between 1987 and 1988, thus:

The annual cxpenditure on take-overs continues to spiral over upwards. In
1987, total spending in the United Kingdom rcached a staggering £27.7 billion
Pounds involving 1,937 scparate transactions, an increasc in valuc on 1986 of
just over 10 per cent. This investment wave continued unabated throughout
1988 in spite of the stock market crash in October 1987. Total spending in the
UK increased to £37.6 billion Pounds representing 2,241  completed
(ransactions.
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The practice of business combination by way of merger or acquisition became cvident
in the Nigerian environment first in 1982. However, there is evidence of merger and
acquisition activity (not handled by SEC) prior to this datc in Nigeria. For example
Ahmed (1989) revealed the acquisjlion cxercise in the first half of the *70s involving
Paterson Zochonis Nigeria Limited (now PZ Nigeria Ple) and Amalgamated Industrics
Limited.  Although fiftcenth (15) applications were handled by the SEC to date
(Appendix 11), no official pronouncement has been made or document released on the

amount involved in the successful transactions made under the auspices of the SEC.

Q
The highest number of merger applications was recorded in 1985 and in 1988. Therc

were live applications in 1985 and four applications in 1988.

There were two cases cach in 1984 and 1987 while the years 1983 and 1986 recorded
one casc cach. The first successful merger handled by SEC was that between A.G.
Leventis and Company (Nigeria) Limited and Leventis Stores Limited.  The merger

was consumnutted in 1983.

The SEC approved of both 60K per SOK share for A.G. Leventis and Company
(Nigeria) Limited and a par price ol 50K cach for the shares of Leventis Stores
Limited. This resulted in an exchange ratio of 83% or 100 ordinary shares of

Leventis Stores in exchange of 83 ordinary shares of A.G. Leventis and Company

capital and issucd 11,718,750 ordinary shares in exchange for 14,062,500 ordinary



shares of Leventis Stores.  Subsequent mergers and acquisitions arrangement in the

country-involved cxchange of sharcs, debt finance, and outright cash purchasc.

In Nigeria, however, there arc no anti-trust Iegislation as in the UK and USA. IHence
the only form of rcgulations for mergers and acquisitions are indirectly derived from
the provisions ol the Nigerian Enterprises Promotion Act, 1977, the SEC Act, 1979,
the Listing Requirements of the Nigerian Stock Exchange and the regulations of
Federal Board of Inland Revenue. It is therefore evident that mergers and acquisitions
activity is still in its infancy in Nigeria as compared to indusli‘iully advanced countries

notably the UK and the USA.

2.1.2 Conditions For Application —

KASUIM IRDAIIM 1 IBRARY |

Mcergers and acquisitions stratcgy may be applied successfully only when certain
condilim%s arc in placc. The first and most important condition is (hat the stratcgy
should be integrated within the overall corporate objective of llu; company concerned.
According to Korn and Bradley (1981) rational mergers and acquisitions objectives in
creating value for the stockholders’ over and above management desire for expansion
olten include:

(a) A higher level of income from the combination of business entitics that can be
achicved separately as a result of opcrating financial and or market cconomics
that 1s, syncrgy.

(b) Less cyclicality of income. This for example, might be achicved by means of

a highly cyclical company combining with onc of low or opposite cyclicality.



(©) The achicvement of greater market recognition by entrance into a “favoured”
ficld: a risky and often costly stratcgy, but one that sometimes might prove
ncecessary and successful for firms in ageing industrics.

() The spreading ol risk by participating, in several rather than a single business
or geographic arca: the application of portfolio theory to corporate activitics.
This can also apply to reducing political or geographical risk.

() The development of a more balanced enterprise in terms of cash flow and

stages ol maturity.

Sccund,_whcn a company‘dccidcs to expand through the application of the external
stratcgy rather than by continuous internal growth, it is faced with the task of
identifying suitable target. Finding a suitable target could be a oncrous task.

IHowever, this condition is indispensable if the application of the strategy is to
succeed.” Where the target is not suitable, cither the proposal will fail to take place,
or if it takes place disastrous results will lead to an cventual corporate divorce. A

completely unsuitable combination may lead to the demisc of both companics.

Earl and Fisher (1986) writing an the process ol identifying a suitable merger and
acquisition partner emphasisc this condition:

The long-term industrial logic which determines the sclection of a take-
over candidate is as critical as the immediate lnancial or stock markel
effects of the move itsell. Only il a company scts itsclf a specific scl
of guidelines to which it firmly adhercs will it be in a position to
actively carry out the rescarch which will identify the right target.

The process of identifying a target therefore includes deciding on corporaic objective,
0

setting criteria, scarching and screening possible candidates.
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Third, the target company should be thoroughly evaluated for feasibility and viability.
A company may subjcct mergers and acquisitions (whether of quoted or unquoted
companics) (o0 the same (ests as it would apply to any other major capital expenditure
project. For instance, since a company would normally have a required rate of return
on capital employed for a project, mergers and acquisitions can be evaluated by the
same criterion.  In this case, the capital employed consisting of the purchasc
consideration and any [unds to be invested by the company on consummation of the

combination.

Similarly, a company can reduce its major capital expenditure projects to a discounted

Q - . - . . -~ -
cash flow analysis using cither of the two main variant of the technique:

(a) The net present value (NPV) approach, which cstablishes what the value of the
project would be if the anticipated cash flows arising from it is discounted to
the present date at a predetermined rate of interest.  The more positive the

NPV, the more attractive the project; or

(b) The internal rate of return (IRR) approach, which asks, in cffect, at what rate
of interest funds could be borrowed such that the net present valuc of the
project would be zero. The higher the solution rate the more attractive the

profit.

Both approaches provide a ranking mechanism and by establishing an appropriate
‘hurdle’ rate, they can provide a guide as to whether a project should be undertaken or

not.



According to Begg (1986) mergers and acquisitions can be subjected to the same
cvaluation. In his words, “the purchase consideration is cquivalent to the capital
expenditure on a project and the net cash (lows [or cach year can be calculated by
appreciating the cash expected from operations with the forecast working capital and

capital expenditure requirements ol the business”.

However, such calculations should be subjected to various sensitivity factors, which
take into account tic possibility of substantial shifts in the underlying assumptions
affecting returns from the combination, for cxample, interest rates, exchange rates, or

price and demand for the company's projects.

Having satisfied the above three conditions, a company cmploying mergers and
acquisitions strategy should then establish dependable means of gelting  uscful
inl'nrm.ulion about the target company [rom both primary and sccondary sources in
order to consolidale and validate its strategic objective:  Here, the services of
professionals such as accountants, lawyers, bankers, stockbrokers and so on muy' be

cmployed.
In essence, a high degree of carc and skill coupled with defined and articulated

corporale objective to merge with or to acquirc suitable target are necessary

conditions lor application of the stratcgy.
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2.1.3 Criteria For Selecting A Target

Mergers and acquisitions made on random or speculative basis will hardly be
successful. Once a company intends to grow by the external strategy, a list of precise
criteria may be drawn up (o judge wi1c1[;c1' potential target is suitable or not. Idcally.
the criteria should be succinet and specific enough to rule out all unsuitable
candidates.

Angear and Dewhurst (1987)  opine that the process of sclecting a target should

. | KASHIM I1BRALIM 1

contain the following elements:

2R ADw

# A review of the competitive positioning and market environment of the base
business, combined with some insight on how these will evolve;

*  An asscssment of the likelihood of achieving a sustainable advantage position for
the business over some future period under various organic development options,
and analysis of the financial conscquences and resource requirement of cach of the
lcading options;

#  The identification of alternative acquisition routes which could meet these resource
requircments, and a comparative evaluation of acquisitive and Icading options;

+ A clear statement of the value creation logic ulldcrpimiihg the acquisition, cither
by improving the targets performance or by identilying and exploiting synergics;

+  An analysis of the likely financial implications of acquisition with particular focus
upon future profitability, gearing and the impact upon carnings per share;

* An initial review ol the risks involved, ideally with relerence o representative
take-over largets; and

* A statement of the key acquisition criteria to be used in scarching for and
scrccr‘ling candidate  companics, and the target  tmctable  and  project

responsibilities.
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Obviously, the depth with which these elements should be addressed depends upon the

specific complexitics of each individual situation. Equally, the focus and priorities of
" :

the analysis will vary from onc company to the next, depending upon whether the

merger and acquisition rationale is being driven by the need to strengthen the core

business or by the diversification considerations.

But in all cases, the merger and acquisition stratcgy must meet the requirements of
identifying the ‘value-creation’ logic and providing a clear guide for subscquent
action. It is the responsibility of the company to decide the priority it wishes (o give
cach individual requirement and the amount of detail it wishes to include.

As soon as the criteria have been specificd, however, the company's management
advisers can begin the scarch process that would Icad (o an eventual short-list of

prospective candidates.

It is also important to asscmble the various screening criteria in some form ol rank
order thus:
Q

(a) Primary Criteria: Strategic Contribution

I Size, nature of business location
. Competitive positioning and prospects
il. Specific resource requirements (such as tcchnology base, manufacturing

assets, sales force configuration and head office structure)
(b) Sccondary Criteria:  Financial Acceplability
i Profitability and cashflow requircments

ii. Balance Sheet requirements
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ii. Price carning ratio
v. Sharcholder profilc
(c) Tertiary Criteria:  Other Considerations
1. Management capabilitics
1. City profile
ii. Financial enginecring potential (such as sale/lease back

opportunitics, or unrcalised assets).

In the first instance, these criteria should form the basis of the scarch activity to
identify a shortlist of targets which appear to fit the required profile. Thereafter, the
same criteria are used to establish the framework for analysing the shortlisted

companics, and discriminating across them.

The process of mergers and acquisitions strategy definition does not stop with the
establishment of screening criteria. - A number of important practical dimensions (0
the strategy may only be addressed in the context of evaluating specific targets, and it

is of vital importance that these issucs arc kept in the forefront as the proposal

advances. The following questions may be asked:

1. Can a hostile bid be entertained? Is management willing to subject themsclves
to the intensc public scrutiny that accompanics a hostile approach? What are
the risks and costs of lailure?

11. How rcalistic are the syncrgy opportunitics for cach target? Over what time
frame arc they realisable, and with what management implications?

III. From a cultural and system perspective how well do the two companies fit?
What is the proposed organisational model post - acquisition? How dependent
is success upon the continued commitment of the targets management and what

nceds (0 be done to ensure this?
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IV. " What will be the impact of acquisition on the balance sheet carnings? What
constraints regarding funding docs this impose?  What are the timing

implications for the transactions?

.

The further the scrc'cning process progresses, the more the issue becomes tactical
addressing the specifics of the transaction.  And the more management becomes
cmbroiled in the tactics and day to day negotiations, the casicr it is to losc sight of the
ulldcrlyi}lg strategic requirements. A thorough and well documented merger and
acquisitions stralegy scrves as a central foundation for the subscquent implementation
process, and minimises the risk that management will cither enter an inappropriate

transaction or accede to an unrealistic price.

2.14 Rationale For Mergers and Acquisitions e

The spate of mergers and acquisitions activities is on the increase both in Europe and
the USA. In Nigeria also, the last few ycars have witnessed an upsurge ol both
successliul and unsuccesslul proposals.  This development hﬁnupls a question:  What
is the rationale for mergers and acquisitions? Despite the risk and the difficulties
associated with employing the strategy, its unique attractions tend to justily the

CXCICISe.

Prior to the exercise, it is normal to weigh the cost against the expected benefits. The
main problem here is that the cost and pains of the exercise arc immediate whilst the

benefits and gains comes later, and would in many cases, only be realised if the



integration that follows the cxercisc is done with commitment, decisivencss, and

cfficiency.

The rationale for mergers and acquisitions are diverse and varies depending on the
motives of the parties involved. However, the main known rationale is to increase the
market value of the combined company. This is fundamentally, the objective of cvery

husiness enternrises

The market price per share of a company is given thus:
Po = Duke
Where: P, market price per sharc of a company at time zcro.

Dt

Dividend expected at the end of time t.

ke = Required rate of return of investors in the stock involved.

Afler a merger or acquisition, it is expectled that the value of the company would be
higher than before because future dividend per share is-dxpéctcd to risc as in the
numerator above. On the other hand, (he required rate of return is expected to fall as
a result of reduced risk to investors.

A recent study on mergers, acquisitions in the context of the indigenisation policy in
Nigeria, reveals that increase in the market value of the company through expansion
of production is the main rationale for merger end acquisitions as that would take the
interest of all groups affected by the excrcise namely shareholders, top management in

target company, employee, government and the society.
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Apart from the general motive for increase in the market value of the merging or
acquiring business, other factors influence positively, the decision to undertake a

merger or acquisition cxercise.

One of such factors is the usual motive for combining the strength of different
Organisations in order (o climinate their unique weaknesses and exploit opportunitics
o meel ihcir individua_l needs. For instance, if company A has financial muscle with
a cash-rich balance sheet and good cash gencrating business, but suffering declining
future prospects and limited room for expansion, and company B has good product
portfolio with numerous business opportunities for expansion of it’s existing business,
but is short of cash; an integration of the two companics may produce a good balance,
which in the new conﬁguralion, provides both the required cash and investment

opportunitics for expansion and profitable growth.

Similarly, companies in the same market with identical organisation culture, human
resources and reward systems may find merger and acquisilidn an appropriate vchicle
to pool resources and achieve ecconomics of scale and improve profitability. In many
cases increased profits can be generated when onc company acquires another dealing
with complimentary goods or scrvices.  For example if a cement manufacturer adds
paints to ils product line (as West African Portland Cement Company Limited did),
there would be sales and management syncrgy. In the on-going cconomic scenario,
reduction in capacity utilisation and inflation is the order of the day. Companics in

distress could combine with others in order (o survive.
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While discussing the rationale for mergers and acquisitions, Giwa (1989), opines that
businesscs arc sct to create wealth and produce adequate return to the sharcholders. A
uompm;y that is unable to sustain the™fabric of its business is hardly meeting its
obligations. Such a company may consider the option of merging with a stronger

company (o bail it out.
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Osaze (1991) quotes Haner's proposal on the motivation for mergers and acquisition

as presented in table 2.1.

Table 2.1 Mergers and Acquisitions Motivation
1. SURVIVAL 1. PROJECTION  IIL. DIVERSIFI- GAIN IN
REQUIRLMENT AGAINST CATION
Capilal structure Markct mlnngcmcm Counter cyclical Market position
Deterioration o=
Technological Lowcr cosl posmon ot. Counlcr scasonal Technological edge
obsolescence . | competitor | fh oo
Loss of raw malcrials Product mnovatlon by Imcrnatioml Financial strength
# others operations
Market loss to superior An unwanted take- Multiple strategic + Management talent
over T
Source: Nigerian Corporate Policy & Strategic Management - Text &

Cases, 2" Edition, CAMD, Nigeria, P.57
Edition p. 57.

It can be adduced from the foregoing that, the rationale for adopting mergers and
acquisitions is situation specific. There is, however, the general flair for growth and

positive impact to the bottom line.
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2.2  Legal Considerations

2.2.1 General

All cou;llrics which have enacted laws (o govern the operations of companics inside
their territories have at some time passed legislation o control corporate mergers and
acquisitions.  In some countrics such as the UK and Hong Kong, a number of the
lake-over practices arc monitored and controlled by informal bodics whose non-legal
but nevertheless building procedures are administered by professional advisers
experienced in the routine business of cffecting mergers and acquisitions.  Other
countrics such as the US, have a rigid system of laws cnforced by officers of the co;m
or government departments. A mcrgcrlor acquisition may be disapproved by the
i .

government at any time for no specific rcason if it appears to be contrary to public
interest.  As a result, a company considering merger or acquisilioll usually gocs a
great length to obtain relevant approvals Ic;ng before completing the transaction, and

makes its offer conditional upon the requisite consents being granted.

Regulatory approvals fall into two distinct categories: [formal consents or clearances
which must be obtained before the completion of the proposal, and informal approvals

which is sought cither during the mechanical stages or negotiation or cven alterwards,

Included in the sccond category arc the hazy quasi-regulatory approvals from trade
unions, trade federations, and industry ministry. In some countrics such as West

Germany workers' participation on the board of dircctors of their domestic companics

36



is required. In most cases of mergers and acquisitions, workers’ representatives on a
board will receive same treatment as other executive dircctors. And union reaction

has in the past been used as an effective defensive tool to frighten away unwelcome

acquirers.

It is apt 1o look at the regulatory [ramework on mergers and acquisitions activitics in

®the UK and USA so as to appreciate the general practice:

The United Kingdom (UK)

In the UK, corporatc mergers and acquisitions arc rcgulated primarily by the
Monopolies and Mergers Commission - a statutory body and the Council for

Sccuritics Industry (CSI) - a sclf-regulatory non-statutory body.

KASHIM IB®AHIM LIBRAR

The Monopolies and Mergers Commission (MMC) is an off-shoot of the Monopolics
Commission which was cstablished by the Monopolics -Zilld Restrictive Practices
(Inquiry and Control) Act of 1948. The Monopolies Commission was by virtue of
this Act empowered (o obtain any information needed to investigate monopolics
brought to it by the Board of Trade. A monopoly was broadly defined to include
firms controlling over one-third of the industry's market. In 1965, the Commission’s
powers V;ICI'C expanded by the cnactment of the Monopolies and Mergers Act.  In
accordance with this Act, firms in monopoly situation or involved in the acquisition of

assets exceeding 5 million Pounds could be referred to the Commission by the Board
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of Trade (later Department of Trade and Industry) for investigation. By 1973,
however, the two Acts, that is, the Monopolies and Restrictive Practices Act 1948 and
the Monopolics and Mergers Act of 1965 were found to be inadequate and replaced

by more comprehensive Act, the Fair Trading Act of 1973.

The new Act empowered the MMC 1o regulate and scrutinise monopolics, mergers
and anti-trust practices with intent to protect public interest. - The Dircctor General of
the Office for Fair Trading and the Secretary of State for Trade and Industry were
authorised (o refer cases ‘of monopolies (o the Commission for proper investigation
and recommendations vital to the public's interest. The Secretary of State for 'I;I'il(ll:
and Industry was also given the added responsibility to take necessary preventive or
remedial action agaiﬁst monopoly or the adverse cffects if identified by the
Commission. Monopoly as currently defined is a situation where at least a quarter of

a particular commodity or service is supplied by or to a single person, or by two or

more people acting in a way to distort competition.

The Commission investigates all proposals (when referred by the Sceretary ol State)
which may lead to a monopolisl'ic situation or where the total asscts being taken over
is in cxcess of 15 million Pounds. Where the merger is thought to be of adverse
effect to the public, the Secretary of State can on the recommendation of the
Commission prevent the merger from being effected or it could, on the alternative

request for an undertaking from the merging partics that the adverse cffect identificd

by the Commission would be remedied.



The second body which regulates mergers in the UK, is the CSI. As carlier
mentioned it is a sell regulatory non-statutory body composcd of professional bodics
mvolved in the sccuritics business. The Council scts codes of conduct which govern
all ucli\;ilics in the industry. Most importantly, the Council has established rules and
regulations in respect of all mergers and acquisitions transactions involving public
companics both quoted and unquoted. Private companies arc exempted. These ruics
are cmbodied in “The City Code on Take-Overs and Mergers” published by the
Council. Thesc rules and regulations are enforced and administered by the Panel on

Take-Overs and Mergers which is more or less the ‘Judicial arm of the Council'.

Under the rules, all mergers and acqui:;ili()ns, which bring the total holding of a
a
sharcholder in an affected sccurity to between 15 and 30 per cent are subject to
regulation. It is also obligatory for all companics involved in a mcl.‘gcr arrangement
to disclose to their sharcholders all pcrtincnl. information, fact and option which would
aid them in weighing the costs and benefits of the merger offer, and reach a decision.
In addition, sufficient time must be provided to cnable them take a meaningful stand.
The Council also prohibits the creation of a false market in the cquitics of both
companics by all parts involved in the merger/acquisition.  In essence, insider dealing

is discouraged.
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The United States of America (USA)

Mergers and acquisitions in the USA arc regulated by Anti-Trust Laws. The Sherman
Act was passed by congress in 1980 following public outcry over the growth of
mergers and trusts, which restrict production and raisc prices. The Act was therefore,
designed basically to discourage monopoly and to preserve and cncourage competition
as could be adduced from the following two sections of the Act:

Section 1 “Every contract, combination in the form of trust or otherwise, or
conspiracy, in restraint of trade or commerce among the several states or with
foreign nations, is hereby declared illegal. Any person who shall make or
engage in any combination or conspiracy, shall be deemed guilty or a
misdemcanour”.

Section 2 “Every person who shall monopolise, or attempt to monopolise or
combine or conspire with any other person or persons (o monopolise any part of
the trade or commence among the several states or with foreign nations shall be
deemed guilty of a misdemcanour™.

--—......q
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However, the real meaning of ‘restraint of trade’ or ‘Monopoly’ dcbcndcd on the
interpretation of the court. A casc in point was when the American Sugar Refining
Company attempted to control the sugar refining business by a series of horizontal
mergers raising the company’s market control from 65% to 98% in the late 19th
Century. The Supreme Court of America in 1890 ruled in favour of the merger on
the grm_mds of commerce. As a result of this decision, there arose a proliferation of
mergers in the production scctor ol the cconomy. By 1903, 20 companics had
controlled 80% of the business in their respective industries.  This period 1887 - 1904
also witnessed the formation of such giant corporations as the ULS, Steel (formed in

1901 from a combination of about 785 plants), Standard Oil and General Electric.
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The Sherman Act was practiced for aboat two decades after which it was found o be
inadequate.  The consequences were the enactment of two additional laws, the
Clayton Act and the Federal Trade Commission Act. The Clayton Act basically tried
to identify and forbade certain practices. Specifically Section 7 of the Act as amended
by the Celler Kelauver Act of 1950 states that: "No corporation shall acquire directly
or indirectly the whole or any part ol the asscts of another corporation where in any
linc of commerce, in any scction of the country, the cffect of such acquisition may be

substantially to lessen competition, or (o tend to create a monopoly”.

Prior to the :un::ndnicnt of this scction, asscts acquisitions were excluded and it was
not very clear whether or not law applicd only to horizontal mergers. As ol today,
scction 7 of the Clayton Act is the principal statute governing mergers in the United
States. Within ten years of the amendment, over 800 merger moves were queried by

the Federal Authoritics.

Anti-trust Jaws have not always been casy to administer cspecially since their intent
has been interpreted differently by the courts from time to time. During the later part
of the 19th Century to the carly part of the 20th Century, the auitude of the courts
was based on the circumstances with pri'mary concern directed towards the behaviour
or intent of the concentrated industrics. By the middle of the Century, however, the
main [ocus was on the market structure or ‘market power’, An example was the casc

of Aluniinium Corporation of Amecrica (ALCOA) which was dccided in 1945 by the
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US Court. The court ruled ﬂ1ut sincc ALCOA has achieved its 90% hold of the
industry’s output through monopolistic practices, such as Kkeeping price low to
discourage entry, it has violated the anti-trust law. The Court thus used market
structure rather than market conduct as a test. It was decided that unjust
monopolising was illegal. In recent years more and more guidclii}}:s on anti-trust
policy have been developed by the government to prevent too much scller

concentration.

Under the Hard-Scott-Radiono Anti-Trust Improvement Act of 1976, the Federal
Trade Commission and the Anti-trust Division of the Justice Department must be
notified of substantial acquisitions moves.  Substantial, specifically refcers (o
“acquisition by firms with net sale or total assets of companies with net sale or total
assets of at least $10 million, if at least 15% or $15 million or more of the stock or
assets of the acquired firm is being sought”. Joint ventures are not excluded from this

Act as they are regarded as acquired companics.

It follows then that a $10 million (or more investment in a company within a year is
subject to the requlations of the Act). Contained in the notification document are

various information about the companics and the intended merger.

After the notification, a waiting period of 30 days (15 days for cash tender) is
required before the deal can be affected. However, this could be extended by 20 days

through a court order if need be. And in the event of unsatisfactory information,



hearing of a preliminary injunction motion would be held.

In the USA also, an acquisition of a 5% or more intcrest of the equity shares of a
company must be disclosed to the Securitics and Exchange Commission. Owing to
the growing incidence of mergers and acquisitions and erratic price movements which
have preceded such mergers and acquisttions, suggesting insider dealings, the New
York Stock Exchange is presently creating a specialised surveillance unit under its

regulatory services to check such practices which are detrimental to the market.

It can be seen from the above anglysis that adaptation and changes have characterised
the regulation procedures adopted. Each new regulatory action or system is limited to
current problems as they are currently understood. As new evidences cmerge

restrictions are imposed to plug the loopholes.

—————
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2.2.2  The Nigerian Environment KA R

. —

One major difference between the now repealed Companies Act, 1968 and the
Companies and Allied Matters Decrec (CAMD) No. 1, 1990 is the amount of
attention given in the new Decree to mergers and acquisitions. Whilst the former
legislation devoted only 4 sections to the topic, in the new Decree, 22 scctions

(sections 594 through 613) deal with the subject.
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Under the guide of the relevant sections of CAMD 1990 and the provision of other

regulatory bodies, the procedures being followed as regards mergers and acquisitions

can be stated thus:

(a)

(b)

©

(d)

(e)

When, for example, an intention is established for ABC Limited to merge with
or be acquired by XYZ Limited, the directors of both companies commence

discussions with a view to achieving this objective.

If subsequent to (a) above, progress 1s made, a “package” is prepared showing
the advantages of a merger or acquisition to both parties. Subsequently, this

package is scrutinised with the assistance of their respective financial and other

advisers.

The bid package as agreed between the parties is then referred to the SEC,. the
NEPB and FBIR for their approvals and for confirmation of the legality,
reasonableness, and propriety of the terms of the bid.

Upon the approvals of SEC, NSE, NEPB and FGBIR being obtained, scparate
meetings ordered by the Federal High Court are held during which the whole
bid is considered by the shareholders of the two companies. The outcome of
these meetings are subsequently reported to the Court for endorsement. Thus,
if a majority of the members of ABC Limited present and voting in person or
by proxy at a court meeting summoned for the purpose and controlling 75% or
more of the shares represcnted approve the scheme, the Court then examines it
further for approval.

Upon court approval, the scheme becomes binding on all share-holders
including minorities’who may not support the scheme that becomes cffective
on the day after an office copy of the Court Order is filed with the Corporate
Affairs Commission. The approval process and consideration by the rclevant

regulatory bodies 1s as follows:
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1: Securities and Exchange Commission (SEC)

Section B of the SEC decree of 1988 states that “every merger, acquisition or
combination between or among companies shall be subject to the prior review and
approval of the Commission”. The Commission will only approve if ‘1511011 acquisition
is not likely to cause substantial restraint of competition or tend to create monopoly in
any line of business enterprise” (Section 8(2)a. Hence a horizontal merger (i.e. where
a company acquires a competitor) may never be approved by the SEC as the result
would dt-:ﬁnilcly be a restraint of competition. A situation has not yet arisen where
the words “substantial restraint of competition” or “monopoly” has come up for
interpretation. The guidelines on mergers and acquisitions published by the SEC list
those factors which the Commission considers before granting approval. They are as

follows:-

i) The Geographic and product Marlket

In determining whether competition might be restrained or a monopoly crcated
as a result of the proposed business re-organisation the SEC will identify the

company’s products(s) and the area where it is manufactured or sold.

The next point is to decide if a firm with 2 monopoly in that product within the
area defined can raisc prices profitably without being defeated by its customers
purchasing other similar products or by the production of substitute products
by competitors. If this cannot happen then these products compete in the same

market.
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1ii)

Market Shares

After identifying the product and geographic market, SEC then identifics other
participants and measures their shares of the market. Market shares are
measured by relating the annual sales of each company to the relevant product
in its geographic market. Production capacity is also used as a measure where
necessary. The market shares of the merging partics ‘will determine whether

the effect of the combination will be anti-competitive or lead to a monopoly.

Calculation of Concentration Ratio

Once a market is established, the commission then goes to the calculation.of
the market concentration ratio, the general principle being that the more
concentrated the market, the greater likelihood that even a small increase in
c-onccntralion is mecasurcd by combining the market shares of the major

companies in the market. When the top two firms occupy 50% of the market,

this is called a market in which the two firm concentration ratio is 50% and so

forth.

A “highly concentrated” market generally, is where the top four firms account
for 75% or more of the market and is “unconcentrated” where an cight-firm

concentration ratio is less than 50%.

The SEC obtains its power to issue guidelines from Section 542(1)(d) of the

CAMD 1990, and Section 23 of the SEC Degree 1988.
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2 The Federal High Court

As alrcady indicated, the Federal High Court also has power to regulate Schemes of
Arrangements under Section 591 CAMD. In departure from the old Companies
Decree 591(2) directs that a scheme approved by members of the companies to be
affected at the Court ordered meetings summoned in line with Section 591 should
thereafter be referred to the SEC for approval. Upon approval of the Scheme by the
SEC, the company goes back to court for sanction of the scheme and when so
sanctioned, the scheme becomes binding on both the acquiring and target companics.

Section 591 of the CAMD states that the court may order separate meetings of both
companies upon an application by any of the companies upon an application by ;my. of
the companies to be affected. This is to be compared with section 197 of the old
decree which spoke of a compromise or arrangement between the company and its

creditors or members and an application by the company, a member or a creditor.

IRRAR
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Although the old law S.197 (5)(a) defined “company” in Section 197 and 198 to mean
the company liable to be would up (which is usually the target company) the courts

have held that both the acquiring and the target company must both apply to hold

court ordered meetings.

In the Lever Brothers Nigeria Limited vs Lipton Nigeria Limited Scheme of

Arrangement, the Federal High Court said:

the transferor company may be transferring asset or liability and the shareholders of the
transferce company should know and accept what they are receiving. Each of the
companies giving and each of the companies receiving is making an “arrangement” under
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section 197(1) and each of the two companics sharcholders should be consulted in a
manner laid down in sections 197 and 198 of the Act.

This opinion was further stressed by the same Judge (M.B. Belgore now C.J.) in the

-

John Holt Limited vs John Holt Investment Limited Scheme of Arrangement when the

Judge said:

For avoidance of doubt, I might restate that when two companies want to amalgamate,
both steps to comply with the provisions of Section 197 and 198 of the Companies Act
until they are finally united by an order of the Court. Each company owes its
sharcholders of whatever class obligation. to let them know what is going and (o give
them opportunity to have a say in approving or rejecting a scheme of arrangement that is
being approved. The meetings would be that of individual companies, not a joint one of
the two or several companies sharcholders; for the companies are still courting cach
other making proposal (o be considered by cach family before a union.

This judicial legislation has been enacted into Section 591 (thc present law) by the
scction talking of separate meetings of the company to be summoned. However,
since that section refers to any of the companies to be affected, the impression created

is that either the acquiring company or the target company but not both may apply for

court ordered meeting.

Whereas, Schedule 1 enterprises are reserved exclusively for Nigerians, alicns are
permitted to participate and own shares in Schedules II and III Companies up to 40%
and 60% respectively. However, due to a curious and perhaps unintended provision
in the NEPB Act, any enterprises with an alien interest (even 1%) is considercd to be

an alien company. Consequently, all Schedules II and III companics operating in

Nigeria are alien companies.
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As a conscquence of the above, it is at present not legally possible in Nigeria for a
Schedule II or III company to “takeover” or “acquire” a 100% subsidiary which is
itself a Schedule II or III company. The argument often advanced is that a for'_th
category or Schedule of Company would be created were “take-overs”. of Schedule 11
or III companies of other Schedule II or II companies may be allowed. In view of
this, the SEC has taken a stand to the effect that when a company which has alien
interest is acquiring another, the one being acquired must be voluntarily would up in
order not to contravene the provisions of the NEFPB Act. The contention is that if the
acquired company is allowed to retain its status, it automatically becomes 100%

foreign-owned thus Creating a company which has no classification under the NEPB

Act of 1977. The NEPB has on some occasions taken a different view.

In a take-over bid involving quoted public companies application has to be made to
the NSE to admit any new shares that may be created and to de-list any shares that
may have to be cancelled. The NSE also like the SEC, has the opportunity to vet

merger and acquisition circulars of Listed Companies.

KASHIM ,B;\AIJ'N‘I 1 IDRAR{ ]
3. The Nigerian Enterprises Promotion Board o 1°

Where two wholly indigenous quoted companies decide to merge the NEPB would
appear to have little or no function. However, in a merger or acquisition arrangement
involving companies which have 1% alien intercst, the parties are obliged to scek

NEPB ruling and directives on the bid.
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4. The Federal Board of Inland Revenue (FBIR)

The incidence of taxation on mergers and acquisitions is of considerable importance.

As Gower (1979) puts it, tax considerations have occasionally provided the motive for
mergers and acquisitions. The FBIR may, if satisfied that certain C_Ol?dili()l‘ls are met,
grant a “roll-over relief” pursuant to Section 24 (9) of Companies Income Tax Act
(CITA) No.28 of 1979. Thus the commencement and cessation provisions of CITA
would not apply to the business transferred in consequence of a merger. However,
for the purpose of Schedule 2 of CITA, each of the transferred assets shall be deemed
to have been sold for an amount equal to the residue of the qualifying cxpcndil’ure
thereon on the day following such sale or transfer, and the acquiring company shall
not be entitled to any initial allowance with respect to the transferred assets under the
said schedule and any allowance deemed to have been received by the vendor

company.

In granting the relief, the FBIR may require that the transferce company given
satisfactory guarantee or security for payment in full or all tax due or to become due
by the transferor company. The FBIR may also impose such other conditions as it

deems fit on either or both the transferor and transferce companies.

In the casc of a take-over, the transferor company would only become a subsidiary
and would, therefore, continue to enjoy all tax advantages it had before the take-over,

which advantages would henceforth affect the consolidated accounts of the two
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companies or of the group. However, the tax acvantages so ensuring may well be
offset by the fact that the acquiring company is still lumbered with a full-fledged
company, albeit taken over as a subsidiary thus losing the bencfits of economy of

scale, onc of the attractions of a business integration.

Another_incidence of taxation on mergers is in the area of ca.pital gains. By virtue of
“sections 1 and 3 of the Capital Gains Tax Act (CGTA), tax is imposed on capital
gains accruing to any person on a disposal of assets. The tax is payable by the person
| making the gain. It follows that, if a merger is effected by the transfer of assets,
whereby the transferor company ceases 1o exist, and becomes a division of Ilhc
transferee, the shareholders of the transferor company would be liable to pay a capital
gains tax on the disposal of their shares in the transferor company if a chargeable gain
accrues to them. In other words, if the value of the shares or cash reccived by the
shareholders is greater than the value of the shares given up, capital gains tax 20%

would be payable on the gain made.

This anomalous incidence of capital gains tax, which fails to recognise the continuity
of the sharcholders holding even though they are increased in value and under a new
corporate setting, occurs only in theory. This is because the FBIR has, in its ruling
on the tax implications of concluded mergers in the past recognised the fact that the
share exchange ratios usually approved by the SEC for mergers should not attract tax.
This is in keeping with the accepted principle that enhancement in the value of shares

is not taxable until the shareholder sells off his intcrest therein.



Where, however, sharcholders elect to reccive cash in lieu of shares in a mereer

exercise, they would have to ‘pay capital gains tax on the difference between the
amount so realised and the price at which they originally acquired the shares of the

transfcror company.

5. The Federal Ministry Of Finance

If foreign sharcholders are involved, the federal ministry of finance would have to
give dispensation for the foreign shareholders regarding approved status for the
shares held in the acquiring company in exchange for the shares in the target

company.

The legal framework regulating mergers and acquisition in Nigeria Iis still in its
evolutionary state. The adequacy c;f the laws and procedure in place can only be
obvious in the light of future experiencé: As for now the logical conclusion that
might be reached is that the few mergers and acquisitions consummated in the last few

years appear to have been conducted by all concerned adhering to the highest cthical

standards.

2.3 Finance Considerations

2.3.1 General
Financing a merger or an acquisition upon a successful bid is one of the major factlors

to be considered in mergers and acquisitions proposals. Before determining the form



of financing however, the question of ‘fair price’ for the bid is usually tackled first.
Every party to the bid would like to make ‘a good deal’ even to avoid situation that

could result in sclling too cheaply or buying to dear,

Thus every merger or acquisition transaction has a natural cycle which.begins with an
assessment of whether the deal is fair or not. Next there is the examination of what
actually is on offer and whether hidden liabilities, as well as assets, lie bencath the
corporate scene. This examination leads to an evaluation of the company for sale and

the suggested structure the transaction should take.

KASHIM IBRAMIM r-ag_.,:,iﬂ

“Price 1s an imp;)rtam matter”, write Earl and Fisher “but its negotiation should not
crowd out other considerations which are equally fundamental to a deal”. The
importance attached to discussion on price is anchored by the fact that it (price) is the
sin.glc clement which subsumes and, of course, quantifies all other tangible and
-inLangiblc aspects of a merger or acquisition transaction.

Amplifying this position, Earl and Fisher write further that;

Price is often the most important bargaining point for a scller. As long as the issue of
price is still outstanding, the purchaser has yet to make a deal. Alternatively, once this
key is resolved, most buyers will attempt to climb into the driver’s seat and dictate terms
for the remainder of the ncgotiation. Rightly or wrongly, the cash buyer frequently

asserts the maxim of the golden rule: he who has the gold makes the rules.

Whatever happens fair price determination is normally procceded by valuation of the
company’s worth indeed the aspect of valuation in mergers and acquisitions gencrates

different thought and opinion. According to Earl and Fisher, this is probably becausc
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cvery onc wants to buy or sell at the right price. Moreover, it is one area amenable to
sophisticated mathematical analysis. Hence there are a number of highly complex so-
called pricing models. Set against those sophisticated approaches arc ecqually
numerous rules of thumbs which are justified by their proponents as though they were

articles of religious faith.

The consideration for a merger or acquisition can be paid in cash, shares, loan stock

(convertible or otherwise) or some combination of these, cither together or in the

alternative.

The importance of each financing method fluctuates with market conditions and, to
some extent, with fashion. The strength (or otherwise) of the purchaser’s share price,
his existing and prospective gearing structure, his cash resources and tax position are
important determinants of the form of consideration used. Equally the tax position of
the vendor will frequently have an important bearing on the final choice. Normally,
an important part of the skill required from any merchant bank or other financial
adviser appointed by the acquiri_ng company is to devise an appropriate consideration
“package”. ldeally this should meet the financial and tax requirements of both the

acquiring company and the vendor sharcholders. The most important considerations

governing cach financing method are sct out below

i Cash

It is the simplest form of finance consideration. The seller has greatest
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sccurity and the legal documentation can be reduced to a minimum. There
may be rcasons, however, why both buyer and the seller prefer another form
of payment. For instance, the payment of cash may endanger a buyer's
liquidity and force upon him a type of accounting treatment for a merger he
may wish to avoid. Cash sales by the scller may, equally, give rise to adverse
tax consequences. It is at this point that imagination is needed to devise a
compensation formula which optimises benefits for both parties to the
transaction.

The fact that cash transactions are simple, quick and certain does not of course
imply that the complexities associated with share issues can necessarily Bc
avoided. Begg (1986).wri£es that on a really large transaction the purchaser
may have had to carry out a substantial and complex fund raising exercise in
advance (e.g. a rights 1ssuc or a Eurodollar fund-issued) to ensure that the cash

resources are in place to do the deal.

Similarly, the amount that the acquiring company can borrow, and for how
long, will depend on its financial condition, the levels and maturities of its
existing borrowings, the security it can offer, and the existing (or intended)

relationship between its debt and equity capital.

ii Equity
With equity financing, a major veritable in determining the valucs of the

merging companies are their relative price/earning ratios. A company with a

e — —
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Company A in the post merger books.

Equity consideration (i.e. exchanging shares in the buyer company for shares
in the seller company) in mergers and acquisitions tends to be popular when
the value of shares rise in the Stock Exchange Market, wherecas cash
consideration tends to be used when the market is at a low ebb..- Quoting Begg
again:

The unprecedented surge of takeover activity which gathered momentum in 1983
(with bids for household names like Thomas Tilling, UDS and P & O and which
has continued unabated in 1985 (with bids for Dunlop, House of Fraser, Bells,
Distillers, Plesey, Imperial Group, and remarkable pace of the full market for
cquities. Many share prices have been running at very high levels in the wake
of two conservative election victories and as certain sectors of the industry have
appeared to be emerging from the worst of the recession. The shares of certain
other companies damaged by the recession have remained depressed and the
temptation has been for companies enjoying a high market rating to use their
shares to acquire assets at a discount to their potential worth.

According to Earl and Fisher, the use of equity is also cncouraged because it
defers the tax bill of the seller (by preserving his original cost basis) and
allows the buyer to use ‘pooling accounting’.  However, thesc are
disadvantages too. Ordinary shares arc mere paper. If the buyers’ share price
falls, the seller may find that he has sold his business for next to nothing. This
possibility is exacerbated by the fact that shares issued in the course of a

merger or acquisition may have limited marketability.

iii  Debt Instruments

Debt instruments have the advantage of paying interest which is tax deductible.
The question always arises, however, of how secure is the obligation which

the seller has accepted on the negotiability of these instruments and it may
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Company A in the post merger books.

Equity consideration (i.c. exchanging shares in the buyer company for shares
in the seller company) in mergers and acquisitions tends to be popular when
the value of shares rise in the Stock Exchange Market, whercas cash
consideration tends to l;c used when the market is at a low cbb.:- Quoting Begg
again:

The unprecedented surge of takcover activity which gathered momentum in 1983
(with bids for household names like Thomas Tilling, UDS and P & O and which
has continued unabated in 1985 (with bids for Dunlop, House of Fraser, Bells,
Distillers, Plesey, Imperial Group, and remarkable pace of the full market for
equities. Many share prices have been running at very high levels in the wake
of two conservative election victories and as certain sectors of the industry have
appeared to be emerging from the worst of the recession. The shares of cerfain
other companies damaged by the recession have remained depressed and the
temptation has been for companies enjoying a high market rating to usc their
shares to acquire assets at a discount 1o their potential worth.

According to Earl and Fisher, the usc of equity is also encouraged because it
defers the tax bill of the seller (by preserving his original cost basis) and
allows the buyer to use ‘pooling accounting’.  However, thesc are
disadvantages too. Ordinary shares arc mere paper. If the buycfs’ share price
falls, the. seller may find that he has sold his business for next to nothing. This
possibility is exacerbated by the fact that shares issued in the course of a

merger or acquisition may have limited marketability.
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iii  Debt Instruments

Debt instruments have the advantage of paying intercst which is tax deductible.
The question always arises, however, of how sccure is the obligation which

the seller has accepted on the negotiability of these instruments and it may
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conducted. In essence, the buyer can refuse to pay the scller what he is owed
to the extent that the target company was over-valued. This option can be
spelled out in explicit terms by providing a right of set-off. A deferral of
payment gives the buycr'time to run his new company to find out where
problems lie. Table 2.2 below indicates various forms of financing merger

and acquisition transactions with their rclative advantages and disadvantages:

Table 2.2:  Forms of finaricing mergers and acquisitions transaction.
S/NO - METHOD - ADVANTAGES ~ DISADVANTAGES
1. Share ; No cash required Dilution of control
Accounting Benefits possible Earnings per sharc Dilution
Dividend cost
2 - Excess Cash Little Cost s ~ Often inadequate for the lotal
S enE ot funding
Sestir: ', Impact on liquidity
3. Earn-out Frequently casicr to get than Keeps seller involved
third party debt

Lcss risky-keeps scller
committed

4, A S e iy kT
.+ Easy and convenient - Impact on liquidity
- Low transactions cost - Risk of bank line Reduction
A : - Debt-service burden on future
; AN | § AR ~cashflow
b) Obtain third Maiches asscts and liabilitics Inflexible
party funding Requires amortisation
Debt-serviee burden on future
cashllow
c) Asset-based - Highest leverage permitted May carry higher interest costs
package  Low cash investment security interest.
; ~ Cash inflexibility :
732 = e sty
KAS M IB2AHIM LIBRARY
Source: Adapted from Nigerian Corporate Policy &
Strategic Management - Text and Cases, 2nd Edition, CAMD, Nigeria,

p. 70.
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2.3.2 Nigerian Environment

In the case of six (6) out of the twelvé (12) successful mergers and acquisitions in
Nigeria, cash was used for settlement by the acquiring companies involved. The
companies are John Holt Limited Vs Bauchi Bottling Company Limited, Hanein
Spinning Mills Limited Vs International Textile Industry Limited, Intra Motors
(Nigeria) Limited Vs West Coast Fisheries Limited, SCOA :;\Iigeria Limited Vs Motor
Services Engineering I-_,imited' (MOSEL), 7-Up Bottling Company Limited Vs John
Holt Limited, and Nigeria‘Bottling Company Limited Vs Nigerian Soft Drinks

Limited.

Shares exchange consideration was used in the case of five (5) successful mergers.
The mergers involved are the ones betweeﬁ A.G. Leventis & Company (Nigeria)
Limited Vs Leventis Stores Limited, Lever Brothers Nigeria Limited Vs Lipton
Nigeria Limited, John Holt Limited Vs John Holt Investment Limited, Standard
Breweries Nigeria Vs United Beverages Limited, and Lever Brothers Nigeria Limited

Vs Cheseborough Products Industries Limited.

It was only in the case of the acquisition of United Match Nigeria Limited, Star

Match Limited and Safer Splints Limited by Niger Match Company Limited that debt

instrument financing was used.

By and large, 1t 1s seen that Nigeria has witnessed all the forms of financing mergers

and acquisitions transactions. Appendix II provides details on settlement options.



2.4 Accounting Considerations

2.4.1 General

One of the major considerations in a merger or acquisition transaction, is accounting.
Accounting is the language of business - the means by which economic realities of an
enterprise arc communicated to managers, investors,: customers, suppliers,
government regulators and tax collectors. - Given this significance, accounting is often

the focus of sharp scrutiny and heated debate.

One difficulty is that, rather like a language accounting consists of concepts and
symbols which, like words, communicate reality. There is no one scientific truth, just
different approaches to and versions of the truth. As a result, accounting standards

vary from country in the same way that language or cultures change. At times the

differences can be very wide.

For example, in Japan companics are not obliged to consolidate their subsidiaries for
cither financial or tax accounting purposes. By contrast, in USA it is generally
accepted that consolidated accounts give a more realistic picture of the operations of a

company. The effect of such diametrically opposcd policies is that similar enterprises

in both parts of the world can appear to be quite different.

The differences in accounting from one country to another have a marked impact on

merger and acquisition transactions. Some of the differences are so significant as to
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rule out buyers in particular country from considering certain types of acquisitions in
another. For example, in countries where goodwill (the amount by which purchase
price exceeds the net asset value of an acquisition) is required to be amortised over a
period of years, with a depressing effect on net income, companies arc discouraged
from making acquisitions where a premium might have to be paid for strategic market
position; undervalued or hidden assets or exceptional ‘carnings performance.

Allernatively, a German company, which is not required to consolidate its foreign
subsidiaries may be free to makc. its decisions on the basis of the investment's

economics alone.

One of the most constructive approaches to locating a trans-national merger partner is
first to identify countrics where accounting policies treat such a transaction in the

most favourable way.

-
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After a merger transaction is closed, the acquirinrg company will have to take some
final decisions about how to account for the transaction in its books. Usually, the
purchaser would have given this treatment careful consideration from the carly days
of negotiations. The intended accounting treatment may, in fact, have been one of the
motivations for doing the deal and certainly one of the key factors in deciding the

ultimate structure of the transaction.

There is a wide range of methods for accounting for mergers and acquisitions. These

are purchase or acquisition accounting and pooling or merger accounting.
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(a)

Purchase Accounting

Under the purchase accounting approach, the acquisition of a company is

treated in a similar fashion to the purchase of a picce of machinery.

The acquisition is recorded in the books of the acquirer at the fair value of the
asscts purchased. Any excess of purchase price over this fair value is termed
goodwill and either recorded in {hc purchaser’s books as an intangible asset or
treated as a reduction of shareholders’ funds. Earning from the acquired
co;l1pally are include in the profit and loss statement of the purchaser from the
date of lransactiol'l 1s closed. 2t rr IB-alM
The determination of the fair value df acquired assets can be a complicated task
and depends in part on the intention of the buyer. For example, if the buyer
plans to dispose of certain assets soon after the acquisition is completed, these
are valued at their expected realisable sales price. Alternatively, if the
equipment is to be retained within the business, its valuation is bascd on
replacement cost adjusted for depreciation (reflecting the age of the equipment
and its new cost basis). Liabilities are also revalued. Long-term debt, for

instance, is restated as the present value of the amounts of principal and interest

to be paid in the future, discounted at the appropriate current interest rate.

After the fair valuation is completed, the net worth of the acquired company is

determined as fair assets less fair liabilities. In purchase accounting, net worth
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(b)

is calculated in the valuation process and net carried over from the historical

accounts of the target company.

Purchase accounting takes into consideration not only the fair valuc of the
asscts/liabilities which are acquiréd but also the purchase  price paid.
Therefore, if the purchase priccl cxceeds net fair ;1ssct-valuc, the premium is
reflected in goodwill account. As mentioned carlier, this account is either
recorded as a intangible asset (and amortised against income over maximum of
40 years, as in USA) or t.rcatcd as a reduction of the net worth of the acquirer.
The net fair value of a company may be higher rather than lower than tﬁe
purchase price paid. This gives risf: to ‘negative’ goodwill and, in case where a
bargain purchase is considered to have occurred, this is typically reduced from
lht:. fixed assel value of the acquired company. If, however, the low price paid
reflects anticipated losses or reduced profits, then ‘negative’ goodwill is held as
deferred income and added to income as the new subsidiary’s losscs are realised.

Pooling or Merger Accounting

Partly to avoid goodwill and other assqciated difficulties, an alternative concept
called pooling or merger accounting has been introduced for the accounting
treatment Of mergers and acquisitions. This new approach, popularised in the
USA only after World War II and only recently in the UK, vicws business
combinations not as the purchasec of one company by another but rather as a

contribution of assets by two business entities (a pooling of resources) to carry



on their activities as a unified, merged company. Because the two businesses
arc viewed as surviving in the merged corporate form, therc are no major
alterations made to the historical accounts of cither company. Assets and
liabilities are not adjusted for their fair value and cost (depreciation) basis.

Equally,_ because no acquisition has taken place there can be .r;.o cXcess price

over net worth, hence no goodwill.

The concept of pooling accounting relies on the fact that there is a continuity of

interest (or ownership) from the two old companies into the newly merged

entity.

Conscquently, pooling accounting is generally reserved for those mergers
where there is an exchange of shares in one company for substantially all
(typically 95% or more) of the voting stock of another. In such circumstances,
the shareholders of the two companies are united and carry on as investors in
thé merged entity.

Because pooling accounting avoids goodwill (and a higher depreciation basis
for assets) which can réduce carnings, it is frequently preferred over purchase
accounting. An additional advantage is that carnings for the entire accounting
period are transferred in full to the merged profit and loss account or income
statement. under purchase accounting, carnings from the acquired company

can only be included from the date of closing the transaction.
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2.4.2 Nigeria Environment

In accounting for mergers and a"cquisitions in Nigeria, the International Accounting
Standard (IAS) No. 22 (given as Appendix V) applies. The standard describes the
two approaches discussed above giving conditions under which one.method should

apply instead of the other (sec Appendixes VI and VII).
In order to appreciate the differcnce between the two approaches appendix VIII is
given as illustration of the consequence of adopting the purchase (acquisition) and the

pooling of interest (merger) accounting methods.

2.5 Current Trend

——
EEY BN | "R.&D( ]

2.5.1 General . ' — — —

Beyond 1983, the trend in merger and acquisition activities take a new dimension:
Management buy-outs, demergers, acquisition by companies of their own shares, and
acquisitions from receivers came to dominate the scenc. We examine this trends in

sequence.

Management Buy-Outs

A management buy-out which results in the management or employees of a company

acquiring substantial equity stake in the company sprang up mid 1980s. This trend
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has been anchored on the need to curb growing disenchantment between owners and
managers of business by allowing cxnpi—oyccs participate more closcly in decision
making process. The trend also enables small scale industries play greater role in
regenerating economic activities, enhancing efficiency, and creating employment. A

management buy-out is seen as a noble alternative to closure and redundancy in the

wake of depression or when a company fails to turn-around.

Management buy-outs could be opted for not only in the context of potential closure

or receivership, but also where the business concerned is apparently healthy and

prosperous.

For example, fresh funding may be required to meet a rapid growth rate projected for
a subsidiary or division at a time when the parent group is unwilling or unable to find

additional cash. Begg (1986) exemplified another advantage of management buy-outs

thus:

A company may have acquired a substantial corporate group containing business which do
not fit with the aspirations of the acquiring company. In such circumstances a
management buy-out of the unwanted elements may well be perceived as a less anti-social
activity than a straight forward on sale to another independent party. For example
Hanson Trust, following its acquisition of the UDS group for 265M Pounds Sterling in
April 1983, promptly sold the Wiiliam Timpson shoe chain to its management for 40.4M
Pounds Sterling and then announced proposals to sell the John Collier and Richard shops

chains to their management for 104M Pounds Sterling.
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managc-rs of business by allowing cmployces participate more closely in decision
making process. The trend also enables small scale industrics play greater role in
regenerating economic activities, enhancing efficiency, and creating employment. A
management buy-out is seen as a noble alternative to closure and redundancy in the

wake of depression or when a company fails to turn-around.

Management buy-outs could be opted for not only in the context of potential closure

or rcceivership, but also where the business concerned is apparently healthy and

prosperous. .

For example, fresh funding may be required to meet a rapid growth rate projected for
a subsidiary or division at a time when the parent group is unwilling or unable to find

additional cash. Begg (1986) exemplified another advantage of management buy-outs

thus:

A company may have acquired a substantial corporate group containing business which do
not fit with the aspirations of the acquiring company. In such circumstances a
management buy-out of the unwanted elements may well be perceived as a less anti-social
activity than a straight forward on sale to another independent party. For example
Hanson Trust, following its acquisition of the UDS group for 265M Pounds Sterling in
April 1983, promptly sold the William Timpson shoe chain to its management for 40.4M
Pounds Sterling and then announced proposals to sell the John Collier and Richard shops

chains to their management for 104M Pounds Sterling.

This trend in mergers and acquisitions would likely generate many similar deals in



future years with peripheral or loss-making business being identificd as suitable for

spinning off to local management.

A direct purchase of the equity of the company concerned by a financing institution
and management is possible. However, the operation is normally carricd out by
forming a new company. The equity stake to be held in this new company the
managers/employees and the level of gearing are matters on which there are no fixed
rules. Obviously a great deal depends on the financial resources of the managers in
relation to the total finance required. However, a common feature of management
buy-outs is that the managers contribute a relatively small part of the total ﬁnanc‘ing

requirement while acquiring a relatively larger part of the equity

Demergers
A demerger is also a kind of ‘buy-out’, but in this case a buy-out by the cxisting

shareholders (or some of them) rather than by the existing management.

The most important merit of z{ demerger is the opportunity for shareholders to invest
directly in two separate parts of a business which may or may no longer be held
together by any natural affinity. Investors prefer to diversify on their own account
and a demerger may cnable them choose between fundamentally different businesses
which in reality werc only integrated by an accident of history. For the company
itself, a demerger may- provide the opportunity to reshape itsell in a way which

reflects the commercial and financial realitics of the way in which the business is run.
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Acquisition By Companies Of Their Own Shares

A radical innovation, introduced by the UK Companies Act, 1981 enables companics
to purchase their own shares and to issue redeemable equity shares. American and
Continental Companies have long been able to do this, but it was prohibited in the UK
on the basis that it would amount to a reduction in capital which is prohibited (except

in special circumstances) in order to protect outside creditors of a company.

Begg (1986) reports that since the Act became law, over 1,000 British companies
have repurchased shares in themselves. Begg further reports concerning the

acquisition of company of their own shares that:

KASH'M IBRAHIM LIRRARY

In the USA the right to repurchase shares had led to a number of notorious abuses
associated with takeover activities. One of these is the phenomenon which has come to be
known as "green mail”. This colourful term refers to the practice whereby a sharcholder

builds up a significant stake in a target company and threatens to amount to a full bid.

The management of the target company, anxious to protect their own jobs, thercupon
arranges for their company to buy back the share stake at a substantial premium. In this
way a single privileged shareholder obtains an unfair return which is denied to the
majority. To avoid abuses of this sort some substantial safeguards were built into UK

Legislation.

The financing of sharc repurchase is a matter of some complexity on which
professional advice is normally sought. Whereas a public company can only redeem
or purchase sharc out of distributable profits, or out of the proceeds of a fresh issue

made for the purpose, private companies can pay for their shares out of capital to the
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extent that such other sources are insufficient. The conditions on which a
“permissible capital payment” of this sort may be made arc very similar to those under
which a private company is authorised to give financial assistance for a purchase of its
own sharcs. The main stipulations are the nced for a statutory declaration by the
directors (reported on by the auditors) concerning the future solvency of the company,
rules for giving due publicity to the scheme and rules for dc.aling with objections by

members of creditors.

Even if all these conditions are satisfied, a sharcholder receiving payment out of
capital may have to repay it if the company goes into liquidation within onc year of

the payment and if the company’s assets arc insufficient to meet its debts.

Acquisition From Receiver

Where a company get into trouble its bankers usually appoint a Receiver to salvage
the bank’s funds out of the assets of the company. Theoretically, the Receiver is
supposed to be a sort of temporary carctaker who manages the business for short
period in the interest of his client before returning into the hands of its proper

managers. In practice, however, receivership tends to be the first step in the process

of liquidation. -

Receivers have choice between selling off various assets piecemeal to individual

buyers or selling the trade itself as a going concern. The later alternative secms to be
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preferred as this enable s the receiver to quicken the disposal thereby protecting the
goodwill and custom of the business on sale. The idea of taking (buying) a business

on reccivership is another version of mergers and acquisitions currently.

Management buy-outs, demergers, acquisition by companies of their own shares and
acquisition from receiver are the current trends in developed economies that record a
long history of mergers and acquisitions activitics.

2.5.2. Niaci‘ian Environment

Nigeria is not left out in one of the current trends assoclated with mergers ;md
acquisitions around the world. Recently the Shell Petroleum Development Company
Nigeria Limited work~f0rc;: (union) has acquired a subsidiary of the company slated
for divestment. This is Nigeria’s first management buy-outs experience. It could be
adduced from this cxpericnce that future management buy-outs cspecially involving
companies with foreign affiliation like the Shell Petroleum Development Company

Limited would take place.

A noteworthy trend of mergers and acdﬁsitions activities in Nigeria however, is that
the exercise involves manufacturing more than any other sectors of the economy. Out
of the fifteen (15) merger and acquisition applications handled by the SEC, nine (9)
involved manufacturing companics, four (4) involved trading and merchandising
companics, while service industry. and construction industry were invplvcd in only one

mnstance each.



The current rend in Nigeria underscores the relative under utilisation of the mergers

and acquisitions strategy in the country compared with advanced countries of the

world.

2.6  Chapter Summary

A conceptual framework highlighting the existing literature and concepts in this
rescarch area is very important. Mergers ;ind acquisitions strategy is discussed in the
light of history, conditions for applications and criteria for selecting a target. The
chapter highlights rationa.lc for growth through the strategy and discusses rclevant
legal, finance and accounting considerations associated with the strategy in gcﬁcral
and with specific reference to Nigerian environment. The chapter also discusses the

global current trends in mergers and acquisition activities.

On the whole, the chapter provides information about the present state of affairs in
~mergers and acquisitions arrangements in Nigeria vis-a-vis what obtains in the

developed world economies.
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CHAPTER THREE

RESEARCH METHODOLOGY

3.1 Overview

Research may bf: defined as fundamentally a careful enquiry or examination to
discover new information or relationships and to expand and verify knowledge.
According to encyclopedia of Social Science, research is “the manipulation of things,
concepts or symbols for the purpose of generalising and to extend, correct or verify
knowledge, whether that knowledge aids in the construction of a theory or in the
practice of an act”. On the other hand; methodology is said to be the way of doing
something to satisfy a purpose. In this regard, therefore, a research could be viewed
as a KIIC;IIOd of investigation, a systcmatic-approach to finding answers to questions
raised in one's desire to examine relationship between and among different variables
in a person’s environment. Thus, research may be defined as simply the process of
arriving at dependable solutions to problem through the planned and systematic

collection, analysis and interpretation of data.

The research in focus is dcscript-ivc survey which involves the collection data for the
purpose of describing and interpreting existing conditions, prevailing practices, on-
going process, etc. The main purpose of descriptive research is to discover fact using
available information. In descriptive research, attempt is usually made to know the

current status of an cvent or phenomenum, and the factors that lead to the
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development. An extensive review of conceptual frame-work on the subject matter of

the study has been presented in Chapter Two.

3.2 Research Design

Kerlinger (1973) defines research design as “the plan, structure and strategy of
investigation conceived to answer research questions as variably, objectively,
accurately and economically as possible”. Thus, research design sets up the

framework for "adequate’ test or relations among variables.

The importance of research design is underscored by the fact that it allows for: -

¢ The determination of the type of data required; 85

e The manner of collecting the data;

e The method of analysing and measuring the data;

* The identification of how to delimit the study under consideration; and

e The ecstablishment of the extent to which the result of the study may be

generalised.

In cognisance with the abave, the basic data used to determine the effect of mergers
and acquisitions on business growth in Nigeria is the published annual accounts and
reports of the companies selected supplemented with other financial information. It is
conceded that the quality of observations furnished by these accounting data is

adequate since the information content is usually carefully prepared for use by all
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interested parties. As well as often being the best information on company's activities
-available to shareholders, creditors and sometimes management too, the information
resulting from published annual accounts and reports serve as the ultimate source of

information on which company tax assessment and much of national income

accounting are based.

3.2.1 The Population

Population may be defined as the entire group whose characteristics are to be
estimated while a sample is referred to as a limited number of elements selected from

a population (group) which is a representatives of the group being studied.

In this connection, the research sample was drawn from a total population of fifteen

(15) merger and acquisition bids as described in chapter  one  under  Scope

~_Delimitation. The sample drawn from the (otal population is non-random. However,

the representativeness of the sample size is taken to be adequate. Moreover, the cases

selected satisfy the following conditions that are considered necessary for the

-

validity of the study conclusion. ' T IBYAHIM LIBRARY 1

T s e

» Thetrelevant information is obtained on the merger or acquisition exercise; and

» That in each case, neither the acquil'ing nor the target company acquired or
merged with any other company in the pre-merger or post-merger reference period
(see figure 4.1). This condition means that changes in growth is more readily

attributed to a single exercise during the reference period.
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3.2.2

The Data

Dataarz defined as fact and figures that would be processed in a pre-determined

manner to generate information. - 1t is thercfore imperative to collect and process

relevant data to find the clfeet of mergers and acquisitions on the growth of a

company. Data from two (2) major sources arc uscd for the study thus:

Published Annual Accounts and Reports

The Nigerian Stock Lxchange (NSE)  and Messrs. Agusto & Company ~ Industry

Analysts and Financial Consultants provided this sccondary data for the purpose of

the study. Some published accounts and reports were collected from the former ‘s

~_Kano ofTice while others were obtained [rom the fatler.

L

Typical annual accounts and reports contain the following:

i

vi.

T vil.

viil.

Balance Shcéi

Profit and Loss Account or IncofiieStatement

Source and Application of Fund Siz-ttcmc;nt’

Cash flow statement

Value Added Statement

Comments in the Chairman’s report and directors’ report

Auditors Report - .

Lxplanatory notcs to the accounts

Any other noticeable features of the accounts and reports, such as post balance

sheet events, contingent liabilities, a qualificd auditors’ reports, the company’s
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taxation position, current and futurc developments in the companics market,
recent marger acquisition or disposal of a subsidiary and so on.

X. Five year financial summary.

The annual accounts and reports presented on fundamental assumption regarding; Cost

principle, Going concern, Prudence, Accrual/Matching, Consistency, and Substance

over form.

These assumptions add credence and validity to the dominant sourcc of data relevant

to the study.

The ratio analysis approach émploycd to test for profitability and generate other
information on the selected sample derives data from the published annual accounts

and reports.

i S f -

Questionnaire

Questionnaire is a written list of questions to be answered by people to provide
information for a survey or report. In thi.s context, - an open-cnded questionnaire in
the form of a letter was administered to the entire population considered for the
purpose of this study with a view to facilitating the derivation of both quantitative and
qualitative data. (See appendix III). The open-ended questionnaire gives the
respondent an opportunity to reveal his motives or attitudes and to specify the
background or the provisional conditions upon which their answers are based. The
disadvantage of this form of questionnaire lies in the fact that when the respondent has

no clues to guide his thinking, he may unintentionally omit important information or
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fail to note sufficient details.

This questionnaire (i.e. primary data source) was administered by post and
supplemented with telephone call follow-ups. Mails were directly sent to the Chief

Executives of the companies concerned while telephone calls were made for follow -

ups and collation of responses.

The researcher’s workplace (bank) has aided the dispatch of mails via dedicated
courier services. The researcher was also able to reach out to relevant persons for
follow-up and response collation courtesy of his privileged position as a banker. In
addition, Nasir A. Muhammad of NICON Trustees Limited, a former colleague and a
close friend residing at Lagos assisted greatly in collecting written responses from the

Head Offices of sampled companies.

The result of the questionnaire administered was encouraging as relevant information
was obtained on six (6) out of nine (9) sampled cases involving public companies (see
details in Appendix II). This represents about 70 per cent response. Hence, there is

presumption that reliance could be placed on the result of the questionnaire

administered.

3.3 Selection of Growth Indicators

The measure of performance used to analyse the effect of mergers and acquisitions on
growth in this study is profitability. Indeed some measure of profitability is
conventionally used as a performance index for particular companies and other things
equal, an improvement in the growth of a company (defined in the context of this
study as efficiency leading to a reduction in the resource actually used to produce a
given output).  But, in a world of imperfect competition, an improvement in growth is
not necessary for a rise in profitability, and so the existence of the former may not be
inferred from evidence of the latter, profit gains could arise from, for instance,

improved bargaining power.
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However, it is assumed here, that it is reasonable to infer changes in growth from
changes in the profitability on the basis of expectations about changes in the market.

Thus some growth conclusions might be inferred from results of profitability alone. In
this regard, Mecks (1977) argues that “the ideal would be to compare the profitability
achieved by a company after merger with the weighted average profitability that
would have been achieved by the participant companies had the merger not taken
place”. But given that the targe:t companies involved in the three cases of merger and
acquisition excrcise selected for this study were private companies that did not make

their annual accounts public, this "ideal comparison’ remains elusive.

>
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Consequently, it is noted here that two types of adjustment could be made to the
conventional measures of company’s profitability in order to allow for systematic
influences on profit other than merger or acquisition, and hence hold other things as

near equal as possible.

First, allowance could be made for changes in the company’s environment during the
period when profitability is measured. This is because the average level of
profitability is known to vary with ‘tradc cycle, and some industries are known to be
morc sensitive than others to these cyclical fluctuations. The source of data for this
adjustment is ideally, the Federal Office of Statistics (FOS) that has the responsibility

for keeping track of movements in the economy including fluctuations due to trade



cycle. Unfortunately, this data is not obtainable from the FOS. This adjustment is

therefore practically not feasible.

The second adjustment is to remove the accounting bias which frequently arises after
acquisition in the conventional measure of profitability. This occurs because acquirers -
often pay morc for targets, and record th{-:- asscts in their own books at higher
valuation, than the figure at which they appear pricr o acquisition.  This inflates
the nct asscts of the amalganration compared with the joint total of acquirer’s and
target's net assets prior to the exercise (and had the exercise not occurred), thereby
deflating the profitability measure (which has net assets as its denominator). Hcﬁcc,

the goodwill (in whole or in part) is excluded in calculating the net asset of the

amalgamation. KAS''M |BRAHIM LIBRRARY |

Profitability is measured through ratio computation. Ratios are a means of presenting
information in the form of ratio or percentage. Ratios asscss in a simplified form, the
trading results and financial condition of a company as shown by its accounts. Ratios
are of value if they are used as a basis of comparison cither internally (with the
company's results of previous periods) or cxternally (with the results of other

companies in similar industries). The various components of profitability considered

.

for this study are:

a) Return on Assets

This is the most commonly used measure of the profitability of a business and



is somctimes known as the primary ratio. It defined as operating profit
expressed in terms of the assets used in carning it. Based on book values of
asscts and liabilitics, it can be computed in many different ways, but a logical
approach is:

Profit Before Interest and Tax x 100
Year - End Asscts Employed

Asscts employed 1s taken to be the "total assets less cufrent liabilities of the
business. Assets cmployed is numerically equal to the capital employed in
financing the business. Capital employed will encompass sharcholders funds,
loans, minority interests, deferred taxation and other provisions. Due to this
correspondence, the ratio is often termed “return on capital employed'. The
profit used in the numerator, is the profit before taxation and before loan
interest because the loans, whether from banks or from loan stock and
debenture holders, form part of the overall financing of the assets on which a
ratc of return is calculated. The object is tc ensure comparison to be made of
“gross’ rcturns on asscts employed, thereby ignoring the effect of different

capital structures.

A complication arises over the trcatment of overdrafts and short-term
borrowings. Hence for the of computation, naturc of borrowings are
considered i.c. whether they are permanent, semi-permanent, or transient
feature of the company’s capital structure. The computation is consisicnt
according to the circumstances of cach case. Where bank overdrafts and short-

term borrowing are included in capital employed, the profit is taken before
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b)

charging bank overdraft and short-term loan interest. This treatment conforms
with the principle that the return to be used in the calculation is that belore
charging remuneration for anything included in capital employed. Converscly
where capital employed excludes bank overdrafts and short-term borrowings,
the profit figure taken is after charging the bank overdrafts and _s.ll.xort—tcrm loan

mterest.

From the starting point of profitability, i.e the rate of return on asscts
employed, the next step is to ask why the return on assets stands at the rate (o

be calculated. Two further ratios may indicate possible lines of inquiry.

Assets Turnover

This represents the number of times in the year end assets employcd arc
“turned’ over in the annual sales value. Generally, the higher the multiple the
better. The ratio measures a cbmpuny‘s ability to generate sales revenue in
relation to the size of the asset investment. Non — opcrating asscts are excluded
in computing the assets turnover.,

The formula for calculating this ratio is given thus:

Sales
Assets Employed

Gross Margin on Sales

This measures the amount of profit which is earned on cach N1 of sales value.
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d)

c)

The formula for computing this ratio is:

Profit Before Interest and Tax
Sales

Fixed Asscts Turnover

An increase in the fixed asset figure may result from the sales replacement of
an asset at an increase per Fixed Assets or the purchase of an a‘dditional asset
intended to increase production capacity. The latter transaction may result in
increascd sales whereas the former. would more probably be reflected in

reduced operating costs. The Fixed Assets Turnover is calculated using this

formula:
Sales
Fixed Assets
r’a-g"""”"f *‘_"ﬁ..alM [[BRAP\;-;
- - """_"‘*"—b-—-—____,_____ |
Earnings Per Share (EPS) — §

A company's EPS is generally of interest to management and to current or
prospective shareholders. The EPS represents the number of Naira earned on

behalf of cach outstanding ordimary sharc. It is closcly watched by the

-investing public and is considered an important indicator of corporate success.

The price of a corporate security is, of course, a function of many things, but

importantly it is a function of the expected value of the present value of future

carning of the company.

However, a company’s future income stream is not known with certainty.

What is usually known are the carnings of the company in the years past, rather



than the years ahead. Nevertheless, today’s price could still be treated as a
multiple of present or past earnings. Thus it is common to regard variable

future expectation about a company's EPS (and about its price per share) as

cmbodied in an appropriate price-earning ratio.

Furlhcrniore, the EPS embodies all the “market’ sut}-jeclive fecelings about a
company's future. A company whose EPS has been rising, tends to be valued
morc highly than one which has not, presumably because the market
extrapolates past trends. Similarly, -rising share market prices, high or rising
rates of return on equity, all are taken as good indicators. It could be s;aid
therefore that EPS is a reasonable summary concept for the whole congerics of
things that lead to variable expectations of future events. The price of a
company's share at time T is by definition the products of its price earning ratio

at time T, and its EPS at time T.

The EPS of the sample companies selected for this study is thercfore considered
relevant in arriving at the conclusion on the cffect of mergers and acquisition

sfratcgy on the growth of the companies.

EPS is calculated as follows:-

Earnings Available for Ordinary Shares
Number of Ordinary Shares

It is pertinent to state herc that in considering the relevance of ratios of
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profitability, conventional accounting measurements introduce limitations.
First, is the limitation of timing differences in the acquisition of assets, which

results in the aggregation of asséts of differing money value.
Second, is the limitation of historical cost measurements;” which results in
arbitrary allocations, e.g. allocations of stock to cost of sales. The validity of

these ratios should therefore be considered in the light of these limitations.

3.4 Chapter Summary

This chapter discusses the procedure used in carrying out the study in focus. The
characteristics of th-c sample used in the study has been described along with the
method of data collection.  Attempt has been made to justify the selection of
profitability as a measure of growth in the study. The various profitability ratios

identified are defined and the objective of cach ratio is given.

The chapter also highlights the various adjustments that could be made to accounting

data in order to enhance their rclevance.

Reference has also been made of the justification for sclecting the sample used for the

study as explained in Chapter One and the limitation placed on the use of ratios as

measure of profitability.
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CHAPTER FOUR

DATA PRESENTATION AND ANALYSIS

4.1 Introduction

This chapter aims at presenting the data derived from the computation of various ratios

(discussed in chapter three) for analysis and comment.

The chapter is organised in to three scctions: Section 4.2 presents the data on the
profitability indicators selected to answer the research question relating to the effect of
mergers and acquisitions on business growth. Section 4.3 presents the analysis and

comment on the data while Section 4.4 discusses findings in relation to the research

questions.

4.2 Data Presentation

The computation of relevant ratios to determine profitability and consequently growth of
the compani.cs sclected for the study spans effectively for five (5) years: two (2) years
before the exercise (i.e. pre-consummation -pcriod) and three (3) years after the exercise (i.e.
post—conSummation period). The year of consummation is excluded. Figure 4.1 below

presents the period considered: *

Figure 4.1: Period for analysing effect of mergers and acquisitions on growth of selected sample

Year of

consummation

LI H et . .
Pre-consummation period Post-consummation period

]
-

-2 -1 0 1 2 3
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The data computed for the analysis is presented in five (5) different tables, each representing

the five different ratios that are chosen to measure the profitability of the companies

involved in this study as follows:

Table 4.1: Return on Operating Assets Result for Selected Sample

31.79% |

TN el o

- 3L79%

1 21.02% | NA

PRE-CONSUMMATION POST-CONSUMMATION
PERIOD PERIOD
YEAR | YEAR 2 YEAR I| YEAR2 | YEAR 3
EXERCISE . |
INDIVIDUAL | COMBINED | INDIVIDUAL | COMBINED l
A T A T

21.02%

1'12.86%

14.30%

HES0%

43.45%

43.45% 44.75% | NA

44.75%

32.10% | 20.60% | 22.20%

Source: Published Annual Accounts and Reports

g M LJBMRY

e,
—

Table 4.2: Asset Turnover Result for Selected Sample

PRE-CONSUMMATION POST-CONSUMMATION
PERIOD PERIOD
YEAR 1 YEAR 2 YEAR || YEAR 2 | YEAR 3
EXERCISE - | -
INDIVIDUAL | COMBINED | INDIVIDUAL | COMBINED
A |T A | T
: e
: 0375
. U"‘:S;- '-:‘:_‘..,
: e AL R
TUp =301 NA“E 2= 310 230 | NA 2.30 160 | 110 170 |
. : _ |
LBN 207 | NA 2.07 249 | NA 2.49 120 | 092 | 085 |

Source: Published Annual Accounts and Reports
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Table 4.3: Gross Margin on Sales Result for Selected Sample

EXERCISE

PRE-CONSUMMATION

POST-CONSUMMATION

_ PERIOD PERIOD
YEAR 1 YEAR 2 YEAR 1| YEAR 2 | YEAR 3
INDIVIDUAL | COMBINED | INDIVIDUAL | COMBINED

110.40% | NA | 10- 9.11% 13.00% | 7.60%
LBN 21.01% | NA 21.01% 17.95% | NA 17.95% 33.30% | 31.50% | 35.40%
Source: Published Annual Accounts and Reports
Table 4.4: Fixed Asset Turnover Resull for Selected Sample
PRE-CONSUMMATION POST-CONSUMMATION
PERIOD PERIOD
YEAR 1 YEAR 2 YEAR | | YEAR2 | YEAR 3
EXERCISE =
INDIVIDUAL | COMBINED | INDIVIDUAL | COMBINED
A T A g o
7-Up | 307 [NA| 307 | 276 | NA 276 3.23 2.98 3.77
LBN.- 2.85 NA 2.85 3.17 NA 3.17 2.22 1.98 1.54

Source: Published Annual Accounts and Reports
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Table 4.5: Earnings Per Share Result for Selected Sample

PRE-CONSUMMATION POST-CONSUMMATION
PERIOD™ PERIOD
) YEAR | YEAR 2 YEAR 1| YEAR 2 | YEAR3
EXERCISE

INDIVIDUAL | COMBINED | INDIVIDUAL | COMBINED

LBN 33k | NA 33k 43k | NA 43k T7k 34k 73k

Source: Published Annual Accounts and Reports

It is to be noted that:

L. Intra Motors: The combination was consummated in 1985. Hence the relevant pre-
consummation years consi&ercd were 1983 and 1984 while the post-consummation
years considered were 1986, 1987 and 1988.

1L 7-Up: The acquisition bid was concluded in 1987. The relevant pre-consummation
years considered were 1985 and 1986 wﬁilc the post-consummation considered were
1988, 1989 and 1990.

III.  LBN: This merger was consummated in 1988. Consequently, the relevant pre-

consummation years were 1986 and 1987 while the post-consummation years.

considered were 1989, 1990 and 1991. KASHIM I1BRALIN + 10 —
IDFAHIM LI Raoy’

IV.  Letters ‘A’ and ‘T’ depicted in the tables represent 'Acquiriﬁg Company’ and
“Target Company’ respectively. No value was assigned in any of the tables for the
tatget company in each of the three- (3) exercises due to non-availability of

data. However, it is taken that values for the acquiring companies are the most
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relevant since the analysis for growth relates to them only. Moreover, the companies
selected for analysis were responsible for the decision to apply the merger and

acquisition strategy for their growth.

43 Data Analysis and Comment

This section is concerned with growth elements i e. those that arise from the productive and

sales activities of the selected companies.

"It has been established that the growth effects, of the kind the capital market expected to

recognise are related to profitability of the combined company relative to the profitability
of its components. Enhanced profits, whatever their source, are likely to be a basis for rising
share prices. This idea is embodied in analysing the data s in tables 4.1 to 4.5 in Section 4.2

above. Five (5) different Charts (Figures 4.2 to 4.6) are used to analyse the data thus:

Fig 4.2: Growth Element I - Return on Asset

Intra Motors

B vt [ vz

Source: Published Annual Accounts and Reports — Data from Table 4.1
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43.1 Return On Asset Result -

The objective of the result is to determine the profitability of the core business in normal
terms and provides a basis for q—omparison with alternctive investment. Comparing this resuit
with pre-tax yield on treasury bills indicates whether or not the core business provides an
adequate return on the asset invested. A premium needs to be added on the pre-tax yield on

- treasury bills to reflect the relative risk of a particular business.

Intra Motors decided to diversify its spheres of oberat on and investment. Hence, it ventured
into sea fishing. It toék over West Coast Fisheries Nigeria Limited. A year after the
consummation, i.e. in 1986, the Chairman of the ccmpany cautioned (1987 Chairmanlls
statement) that the diversification into fishing business might result into shight initial loss.
This prediction came true as the company incurred an overall loss in the sea-fishing project
at the end of 1987 financial year. However, the company remained optimistic about
encouraging results i the years ahead. Evi_dence frorn the chart suggests that the company

began to show promising results in 1988.

7-Up opted to acquire the Beverage Franchise of John Holt Limited ostensibly in response
to the successful takeover (1987) of Nigerian Soft Drinks Company, holders of the
ISchweppes Franchise in Nigeria, by Nigerian Bottling Company Limited. 7-Up
consummated the acquisition in late 1937. The objective was to foster growth and improve
market share. Evidence from the Chart suggests that the outcome of company’s decision did

not yield positive Return on Asset during the period of review.,



For LBN, Cheseborough Products Industries Limited (CPI) Vaseline and pondls brands
were virtually household names in Nigeﬁa before the merger event. What prompted the
combination was the difficult trading condition and restriction on raw materials import.
CPI was cash squeezed; it paid no dividends in the two- (2) years before the merger and
its _interest expense was absorbing a large .part of its eamings due to increased reliance
on. bank ﬁnanc’i;lg.

Sales for CPI’s champion product, Vas'eli_né; is seasonal. Its other product lines were
coninbuting very little to the bottom line. .T'he merger was therefore embarked upon to
optimise LBN’s resources and asset 'Iutilisation, by developing an integrated
manufacturing strategy and stemming duplication of effort. LBN’s financial condition
was expected to eliminate CPI’s cash problem. With the merger, CPI shareholders had
earned 43k dividend on each LBN share allotted then as per the agreed inter changed
ratio. CPI shareholders would have received nothing based on its penultimate record

and forecast before the merger.

Disappointingly, LBN’s Return on Asset dropped from 44.75% in the penultimate year

of consummation to 32.10%, a year after the merger. The ratio further dropped to

20.60% and 22.20% in 1990 and 1991 respectively.

- KASHIM jgnooe

& ¥

e
4
The result was generally not impressive for the three (3) companies.
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Fig 4.3: Growth Element II - Asset Turnover

4
35
L2
E, e |
B2.5 [
T 2 - i
35
: »
0.5 - | B
. = -
Intra Motors
B v+ [ yve2 B vz B v.s B vs

Source: Published Annual Accounts and Reports — Data from Table 4.2

432 Asset Turnover Result

The objective of this result is to show the intensity of asset utilisation énd revenue
generating power of asset. Generally, the higher the multiple, the better. Asset Turnover on
growth element here presents discouraging results for the selected sample. Each of the
companies involved in the study viz. Intra Motors, 7-Up and LBN show a declining trend
in the first two (2) years after consummation. LBN’s result worsened in the third year after

the merger while it improved slightly for Intra Motors and 7-Up.

It is evident from the above Chart that each of the companies was saddled with some idle

assets as a result of the merger and acquisition exercise.
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Fig 4.4 Growth Element III- Gross Margin on Sales

40
s -
30

. b
220 .
L =
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Intra Motors 7-Up ' LBN

Wy vz B vyvs B ves B vs

~ Source: Published Annual Accounts and Reports - Data Jrom Table 4.3

433 Gross Margin On Sales Result

The objective of Gross Margin on Sales is to analyse the growth element number I11 selected
for the study. The result determines basic product profitability and highlights the product
strength in the market place. It is used to compare between years of operation for the
sample. The Chart presents an upliftment during the two (2) post-activity period for Intra
Motors and 7-Up. The Chart also reveals that the result significantly improved for LBN after
the consummation. Its result rose from 17.95% in the penultimate year before the merger

to 33.30% a year after. Subsequent two (2) year result suggests that the trend was

sustainable. This is a remarkable achievement for LBN. ‘ ‘ ,:‘ ———

=D A

—

This result generally indicates a major contribution to bottom-line of the companies as a

result of the merger exercises.
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Fig 4.5: Growth Element IV - Fixed Asset Turnover
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Source: Published Annual Accounts and Reports — Data from Table 4.4

434 Fixed Asset Turnover Result

Like Asset Turnover, the objective of this result is to highlight the intensity of fixed asset
utilisation and the direct revenue generating power derivable therefrom. Fixed Asset is
excluded from total assets because merger and acquisition activity often result in reduction
of combined relative value of fixed asset. The result specifically aims at eliminating the
distortion that may be introduced by assets turnover. For Intra Motors and 7-Up, third year
post consummation total reveals improvement over second year result. LBN's position
suffered relative decline. Generally, the post-consummation results were attractive and

reveal quantum positive growth in this regard.
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Fig 4.6: Growth Element V - Earnings Per Share
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- Source: Published Annual Accounts and Reports - Data Jfrom Table 4.5

435 Earnings Per Share Result

The EPS result has the objective of determining earning attributable to ordinary shares
assuming a normal value of shares is 50 kobo. The higher the amount the better. The result
for the selected sample presents mixed picture. EPS for LBN improved by about 80%
during the post consummation period. However, the result for 7-Up and Intra Motors show

a varying level of decline. Except for LBN therefore, this growth element is negative for the

other two companies.

The importance of the EPS cannot be over-empasised. The market perception about a

company, which is largely derived from the EPS result could make or mar its strategic

decisions.
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From the analysis/comment under the five (5) Charts above, LBN’s merger exercise
reveals relative growth especially in relation to internal development underscored by
about 100% improvement on Gross Margin on Sales, and external development
underscored by over 80% rise in EPS. T—Up;s merger exercise reveals relative growth
underscored by improved Gross Margin'oh Sales and Fixed Asset Turnover. The same

revelation applies to the Intra Motors’ merger exercise.

4.4 Findings in Relation_to_the Research Questions

On the question relating to the effect of mergers and acquisitions as a strategy - for
business growth, the following findings are revealed (as per figures 42-46 ORn. pages

94-100):
Exercise I Intra Motors Nigeria Limited Vs West Cost Fisheries Nigeria Limited

Declining growth in terms of analysed profitability indicators was recorded for the
‘company during the relevant period under consideration. However, evidence from the

analysts suggests positive future growth when the gains from the exercise are fully

entrenched.

Exercise II: Seven-Up Bottling Com pany Limited Vs John Hoit Nigeria Limited
(Beverage Franchise)

This merger revealed relative positive growth. Analysed profitability indicators recorded

an upliftment during the relevant period ﬁﬁder consideration

l’ ‘{'737[2- i 101




Exercise ITI: Lever Brothers Limited Vs.Cheseborough products Nigeria Limited

This merger yielded positive growth. Growth in terms of analysed primary profitability

indicators characterised the relevant post-consummation period.

The extensive literature review in chapter two has provided answers to the remaining

three (3) research questions {see pages 36-72).

The question relating to legal considerations
Although the merger and acquisition strategy application in Nigeria is at its infancy, the
established legal framework is found to be adequate. Future regulations and

modifications could take care of emerging trends and specific situations.

The question relating to finance consideration
This study has shown that different financing options including share exchange, cash

payment and settlement by debt are used in consummating mergers and acquisitions

transactions in Nigeria.

The question relating to accounting consideration

It was established that Nigeria has adapted the International Accounting Standard (IAS)
22 on Accounting for Business Combination. The two main variants of the IAS 22 i.e.
the purchase method and the pooling of interest methods are employed variously by
combing businesses in Nigeria. Appendix IV presents the details of the 1AS 22, Appendix V

compares the purchase and pooling of interest methods Appendix VI highlights criteria

102



for the adoption of the pooling of interest method. Appendices VII and VIII present the
consequence of adopting the purchase (acquisition) accounting method and the pooling of

interest (merger) accounting method respectively.

It is noted that the accounting method being employed to handle merger and acquisition

transaction in Nigeria conforms to international standard in that regard.

47371
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CHAPTER FIVE

SUMMARY, CONCLUSION, AND RECOMMENDATIONS

5.1 Summary

The objective of this study include:

~ (a) To determine the effect of merger and acquisitions as a strategy for business growth

among selected companies in Nigeria.

Three (3) successful mergers and acquisitions transactions were selected viz. Intra
Motors Nigeria Limited Vs West Coast Fisheries Limited, Seven-Up Nigeria Limited
Vs John Holt Nigeria Limited (Beverage Franchise), and Lever Brothers Nigeria

Limited Vs Cheseborough Products Industries Limited as sample for the study.

(b) To discuss the major considerations in mergers and acquisitions transactions and the

conditions necessary for application of the strategy .
(c) To highlight the advantages associated with the strategy.

The above h'ighlights are presented in Chapter One. The chapter also discusses

significance of the study, reséarch questions, and scope of the study among other relevant

1ssues.

A conceptual framework highlighting the existing literature and concepts in the chosen
area of study is presented in Chapter Two. The chapter provides information about the
present state of affairs and mergers and acquisitions arrangements in Nigeria vis-a-vis
what obtains in the developed world economies. The basis for conclusion on three (3)
research questions pertaining to legal framework, finance, and accounting considerations

was established in this chapter.

Chapter Three presents the procedure for carrying out the study. The chapter describes
the characteristics -of the sample used in the study along with the method of data

collection, justifies the use of profitability as measure of growth in the study, and
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highlights the various adjustments that could be made to accounting data in order to

enhance their relevance.

_ |
In Chapter Four, collected data for the study, comment/analysts, and findings in relation

to the research questions are presented. Relevant tables and charts are emploved for

clarity and ease of presentation in the chapter.

This chapter (i.e. Chapter Five) summarises and concludes the study. Factors that limit
the full realisation of the study are also discussed. Recommendations are made while

further research areas are 1dentified accordingly.

52 Conclusion

The literature on the ‘growth’ concept amplifies the objective of corporate behaviour
generatly and mergers and acquisitions strategy applications specificaily. The literature
tends to emphasise power, prestige, or influence as motives for mergers and acquisitions
rather than profit growth. The fact that salaries and perquisites of executive management

seem to vary with size of organisation also supports this thinking.

However, the expectation that profit growth motivation play a significant role in applying
the mergers and acquisition strategy can be accepted on the basis of this study. Growth

in sales and in assets is positively correlated with profit and with speculative

opportunities. ' !

Notwithstanding any other commission or omission to the growth concept, and on the
basis of the findings made and presented in Chapter Four of this study the following

conclustons are made:
One  Mergers and acquisitions strategy foster growth among businesses in Nigeria.

Two The legal framework governing mergers and acquisitions arrangement in Nigeria

15 very effective and adequate.

Three Mergers and acquisitions transactions in Nigeria are financed via Cash Payment,

Equity Exchange, Debt Instruments.
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Four Mergers and acquisitions 1n Nigeria are accounted for in line with the provisions

of the International Accounting Standard (JAS) 22 on Accounting for Business

Combiaation.
5.3  Limitations - ‘
‘The factors that limut the full realisation of the study are mentioned hereunder:

First, mergers and acquisitions decision i1s a top management affair.  There was
reluctance on the part of management to disclose information about the internal activirties
and operational strategies of their organisations. Consequently, effort made to obtain
relevant non-financial data for a ‘fact behind the figures’ analysis of how mergers and

acquisitions affected the growth of the companies selected was frustrated.

Second, given that mergers and acquisitions are still a virgin strategy for application in
Nigeria, there was scepticism about the purpose of the study. There is little awareness

about this veritable growth strategy.

Third, the study was based on historical data. The result derived therefrom will have to

be re-tested for validity in the near future.

Generally, conventional accounting measurements often introduce limitations. One, is
the limitation of timing differences in the acquisitions of assets of differing value. Two,

1s the limitation of historical measurements, which results in arbitrary allocations, e.g

=N

T —

allocations of stock to cost of sales.

VA57™ IBRAHIM LIBRARY !
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Fourth, the data records for the selected sample was presented in chapter four as if the
activity occurred during the same period of time. Variations due to relevant period (years
of occurrence) for each company, introduces economic cyclicality and change in

regulatory environment limitations.

Fifth, it was difficult to make general analogy on the basis of findings from the selected
sample. Unlike in ‘pure’ science where statistics is used to interpret results of
experiments théreby. proving or disproving some theory, the value of statistics in social

science 15 in summarising and explaining past and predicting future events.
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Despite the above limitations, it is presumed, in the absence of contrary evidence, that the
result of the study may apply to other mergers and acquisitions exercises among similar

companies operating under similar conditions.

53 Recommendations

'The following recommendations are pertinent in order to maximise the gains and

contributions of this study:

A More businesses in Nigeria should employ the mergers and acquisition strategy for

growth purposes. It is evident that the strategy is a veritable source of growth and its

application 15 viable.

A The Nigerian finance sub-sector should use the strategy to:

1. Remain in business. Ban.ks and other financial institutions in distress situation
could pull their resources and market share together to achieve minimum
captitalisation and enhance opportunity for survival in the current harsh economic
condition; and

1. Explore dominance opportunity. Banks and other financial institution that are
adjudged strong and healthy could acquire those that are relatively weak with a
view to tap their resources thereby becoming stronger and dominant.

There 1s no report of mergers and acquisitions in the Nigerian finance sub-sector yet.

M Government should be pro-active in introducing necessary regulations and
modifications that would take care of emerging trends and specific situations.
Currently, the SEC and other regulatory authorities are competent and could

effectively handle an unusual bid. This posture should be maintained via objective .

review of policies.

A No restrictions are imposed on which financing option {share exchange, cash
payment, or settlement by debt) may be employed in consummating mergers and
acquisitions transactions in Nigeria. It is therefore instructive to recommend that the
SEC should come up with clear guidelines on the application of each financing
option, which will be in tune with prevailing financial markets situation and monetary

policy. The guideline need not, however, be an imposition; parties to every mergers
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and acquisitions transaction should be free to choose the option that promises

optimum result.

3 Information and knowledge about practical cases of mergers and acquisitions strategy
application is rininimal. Not many business/finance students and managers are
acquainted about the efficacy and relevance of the strategy This gap should be
addressed via o
1. Seminars and conferences involving the organised private sec;ior of Nigerian

economy; and
1. Inclusion of mergers and acquisitions a: a course in the Business/Finance

graduate’s curriculum of universities handling such programmes.

55 Areas For Further Research

On the whole, because of the validity limitation embedded in data, . it is apt to

recommend additional future research in this area of study such that:

= The limitation embedded in the data to be used could be better refined. This way, ilie

acceptability for the growth concept conclusion on mergers and acquisitions strateg

¢an be enhanced.

=> Improvements on the legal, financing, and accounting issues could be suggested for

possible review and modifications by relevant regulatory authoerities.

= Changing realities could be monitored. As Nigeria migrates towards the free market

economy, mergers and acquisitions strategy for growth is likely to gain prominence.

It is also recommended that further research should te embarked upon to determine what
incentives might be used to resolve conflicts between shareholders and management
during mergers and acquisitions arrangements. Such conflicts are acute when a company

is an acquisition target, as incumbent management is ikely to be displaced.
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Appendix 1

Conditions that Influence Type of Growth Strategy

Sources of Corporate Growth Form of Transaction
External Acquisition Internal Development Cash Stock
Late 1960s
Moderate liquidity
High P/E ratios
Liberal accounting rules 5
Buoyant economy + - - +

Early 1970s

Low liquidity

Moderate P/E ratios - ~
Conservative accounting ' i
Major political and economic
Uncertainties (Watergate,
Oil embargo, wage and

Price controls) - -+ + -

Today

Relatively fow P/E ratios

Conservative accounting

Relatively high liquidity

(Selective) |

Inflation concerns + - + -

Source; James W. Bradley and Donald H. Korn, “Acquisitions and Mergers: A

Shifting Route 1o Corporate Growth,” Management Review, March 1979,
P47
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Appendix 111

DEPARTMENT OF ACCOUNTING
INSTITUTE OF ADMINISTRATION
AHMADU BELLO UNIVERSITY
KONGO CAMPUS - ZARIA

|

August 15, 1990

Thro;

The Head of Accounting Department
Faculty of Administration _
Ahmadu Bello University o 5

- Kongo Campus - Zaria ' 4 7 3 ? 1 2

Dear Sir:

MERGERS AND ACOQUISITIONS AS A STRATEGY FOR
BUSINESS GROWTH IN NIGERIA

Subject above 1s the approved Dissertation topic for my M.Sc. (Accounting & Finance)
Programme in the Department of Accounting, Ahmadu Bello University, Zaria (please see
attached letter of introduction).

In a bid to obtain relevant and necessary data to carry out research for the Dissertation,
I wrote to the Securities & Exchange Commission (SEC) requesting for, among other
things, list of all Companies that have been involved in Mergers and Acquisitions activities

in Nigeria. Your Company is one of those included in the fist obtained from the
Commission. :

In the light of the foregoing, Sir, T humbly request you to please assist me by responding
to the following questions:-

1. What was the Scheme of Arrangement in connection with the merger/acquisition?

2. What was the motive behind the merger/acquisition?

[P ]

What was the outcome of the merger/acquisition bid?

4, What factors contributed to the outcome in (3) above?
5. What specific effect did the merger/acquisition have on the following business
growth mdlcators7
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a) Share value (market price) of the Company;

b) profitability; -
c) Earnings Per Share;

d) Dividend Paid,;

e) Solvency;

f) Turnover;

g) Economy of Scale;

h) Operational Efficiency;

D Market Share; and

1) Management of the Company.

I will appreciate if you kindly provide me with available pre and post merger/acquisition
Annual Reports and Accounts of the Company and any other relevant information along
with the response to the questions above.

Please accept finally, Sir, the assurance to treat in confidence, the infonnatipnfdecﬂwiﬁt

you may send to me, and that I will use them only for the purpose of the Disserﬁﬁ)n in
focus. . -

Thanking you very much for your anticipated kind assistance and favourable response.
Best Regards.

I am yours faithfully,

MUHAMMAD SANI BELLO

e ———

KACL
)} KASHIM IBRAL M

""—-—-—__‘
‘NF{ARY |
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Appendix IV

International Accounting Standard 22

Accounting for Business Combinations

36.

37.

38.

International Accounting Standard 22 corprises paragraphs 35-56 of this
Statement. The Standard should be read in the context of paragraph 1-35 of

this Statement and of the Preface to Statements of International Accounting
Standards.

A business combination should be accounted for under the pur‘éhase method
detailed in paragraphs 39-45, except in the rare circumstances when it s
deemed to be a uniting of interests.

A business combination is deemed to be a uniting of interests only if the
shareholders of the combining enterprises achieve a continuing mutual
sharing in the risks and benefits attaching to the combined enterprise, and

(a) thé basis of the transaction is principaily an exchange of voting
common shares of the enterprises involved; and

(b)  the whole, or effectively the whole, of the net assets and operations of
the combining enterprises are combined in one entity.

When a business combination is deemed to be a uniting of interests the

pooling of interests method detailed in paragraphs 46-47 may be used.

The Purchase Method

39.

40.

The preparing consolidated financial statements, the identifiable assets and

fiabilities of the acquired enterprises should be re-stated to their fair values at
the date of acquisition.

An enterprise should adopt one of the following policies for dealing with any
difference (whether positive or negative) between the cost of acquisition and
the fair values of the net identifiable assets acquired:

(a) recognition in income in accordance with the procedures in paragraphs
41-42: or

(b) immediate adjustment against shareho!ders’ interests LR

In either case, paragraphs 43-45 apply.

Recognition in Income

41.

Where the policy inn paragraph 409a) is adopted, an excess of the cost of
acquisition over the fair values of the next identifiable assets acquired should
be recognised as an asset in the consolidated financial statements as
goodwill arising on acquisition and amortised to income on a systematlc; basis
over its useful life. If it is found at any time that goodwill arising on acquisition
ts not supported by future income, it should, to the extent necessary, be
charged immediately to income. , B
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42.

If the cost of acquisition is lower than the aggregate fair value of net
identifiable assets acquired, it should either be treated as deferred income
and recognised as income on a systematic basis, or allocated over individual
depreciable non-monetary assets acquired in proportion to their fair values.

Other Procedures

43.

44,

45.

The cost of acquisition should include any non-case element at fair value.

When the acquisition agreement provides for an adjustment to the purchase
consideration contingent on one or more future events, the amount should be
included in the cost of acquisition if payment is probable and a reasonable
estimate of the amount can be made. In ail other cases the adjustment
should be recognised as soon as the amount is determinable, in accordance
with the provisions of International Accounting Standard 10, Contingencies
and Events Occurring after the Balance Sheet Date.

A minority interest that arises on a business combination should preferably be
stated at the appropriate proportion of the post-acquisition fair values of the
net identifiable assets of the subsidiary. Alternatively it may be stated at the

appropriate proportion of the pre-acquisition carrying amounts of the net
assets of the subsidiary. '

-

The Pooling of Interests Method

46.

47.

v

In applying the pooling of interests method, the assets and liabilities of the
combining enterprises and their revenues and expenses for the period in
which the combination occurs and for any comparative periods disclosed
should be included in the financial statements of the combined enterprises as
if they had been combined from the start of those periods.

The difference between the amount recorded as share capital issued (plus

any additional consideration in the form of cash or other assets) and the
amount recorded for the share capital acquired should be adjusted against
shareholder’s interests. '

Treatment of Taxes on Income

48,

49,

’ +8
Permanent and timing differences between the recognition of incomes and
expenses for financial reporting and for tax purposes should be death with in

accordance with International Accounting Standard 12, Accounting for Taxes
on Income. : _

Unless paragraph 40(b) was applied, benefits received from tax loss carry-
forwards of an acquired enterprise that existed but were not recognised as an
asset at the date of acquisition should be recognised as income In
accordance with International Accounting Standard 12, arising on acquisition
should be re-assessed to identify an content attributable to the benefits
received, which should be charged to income. !f paragraph’ 40(b) was
applied, such benefits should be adjusted against shareholders’ interests.

Disclosure
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50.

S1.

52.

For all business combinations the following disclosures should be made in the
financial statements immediately following the combination:

(a) names and description of the combining enterprises;
(b} effective date of the combination for accounting purposes; and
{c) the method of accounting used to reflect the combination.

Other disclosures are requiréd by International Accounting Standard 3,
Consolidated Financial Statements, and International Accounting Standard 5,
Information to be disclosed in Financial Statement. ‘

For business combinations accounted for under the purchase method, the
following additional disclosures should be made in the first financial
statements following the combination:

{a) the percentage of voting shares acquired;

(b) cost of acquisition and a description of the consideration  paid or
contingently payable; and

{c) the amount of any difference between cost of acquisition and the
aggregate fair vaiue of net identifiable assets acquired, and he
treatment thereof, including the period of amortization of any:;

For business combination accounted for under the pooling of interests
method, the following additional disclosures should be made in the first
financial statements following the combination:

(a) description and number of shares issued, together with the percentage
of each enterprise’s voting shares exchanged to effect the combination;

(b)  amounts of assets and liabilities contributed by each enterprises; and
(c)  details of the results of operations of the enterprises prior to the date of
the combination that are included n the net income shown by the

combined financial statements. Details should include sales, other
operating revenues, unusual items and net income.

Business Combinations After the balance Sheet Date

53.

54.

The financial statements of an enterprise should not incorporate a business
combination to which the enterprise is a party if the date of the combination is
after the date of the balance sheet included in the financial statement.

Business combinations which have been effected after the balance sheet date
and before the date on which the financial statements on one of he combining

“enterprises are authorised for issue should be disclosed if the are of such

importance that. non-disclosures would affect the ability of the usérs of the
financial statements to make proper evaluations and decisions (see
International Accounting Standard 10, Contingencies and Events Occurring
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After the balance Sheet Date). Disclosure should comprise such of the
applicable details in paragraphs 50-51 of this Standard as can be estimated
or, alternatively, a statement that no such estimate can be made.

Effective Date

55. This International Accounting Standard necomes operative for business
combinations effected on or after January 1985.

Transitional Provisions

56. Retrospective appiication of this Standard is encouraged but not required. If
the Standard is not applied retrospectively, enterprises are encouraged to
deal with pre-existing goodwill arising on acquisition either by:

(a) recognition in income in accordance with the procedure in paragraphs
41-42; or

(b) immediate adjustment against' shareholders’ interests.

Source: The symposium proceedings on Mergers & Acquisitions. The Nigerian
Situation, SEC, 1985, pp. 60-70.

' FAY]
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Appendix V

Comparison between Acquisition Accounting and Merger Accounting Methods
in Treatment of certain items

Purchase Method

' {Acquisition) Accounting

Pooling of Interest
{Merger) Accounting

Basis of inclusion of
acquired

_Form effective date of
acquisition only

As if the companies had
always been combined

Pre-combination
figures including
comparative amounts

Those of acquired company
are ignored

No distinction:; included on
combined basis.

Treatment of assets
acquired

Their fair values at the date of
acquisition are regarded as
cost to the group

The existing book values
are normally used.
Adjustments ma however
be made to ensure
cansistent accounting
policies

Goodwil} -1 Almost invariably arises Never arises
{either positive or negative)
Reserves Only post-acquisition reserves | Re-merger reserves of the

of acquired company are
included in group accounts

combining companies are
combined. Adjustments
are often made for any
difference between
nominal values of shares
issued and received.

Premium on shares
issued as
consideration

Share premium account
arises were applicable

Not required as nominal
vatues are used.

Source:

Situation, SEC, 1985, pp. 60-70.

The symposium proceedings on Mergers & Acqws.fnons The Nigenan
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1.

“Appendix VI

Criteria For The Adoption Of The Pooling Of Interests Method Of Accounting For Business

23.

Quote

(a)

(b)

()

(d)

Combhination

The United Kingdom - per paragraph 11 of Statement of Standard Accounting practice No.

the business combination resuits from an offer to the holders of all equity

share and the holders of all voting shares which are not afready held by the
offeror; and

the offeror has secured, as a result of the offer, a holding of (i) at least 90 per
cent of all equity shares (taking each class of equity separately) and (i) the
shares carrying at least 90 percent of the votes of the offeree; and

immediately prior to the offer, the offeror does not bold (I} 20 per cent or more
of all equity shares of the offeree (taking each class of equily separaely(, or
(i) share carrying 20 per cent or more of the votes of the offeree; and

not less than 90 percent of the fair value of the total consideration given for
the equity share capital {including that given for shares already held) is in the
form of equity share capital, not less than 90 percent of the fair value of the
consideration given for the voting non-equity share capital (including that
given for shares already bheld)is in the form of equity and/or voting non-equity
share capital”. Unquote.

United State of America per Manageriél Finance Principles and Practice by Steven E.

Boilten.

Quote

“1.

Source:

Il ¢

The companies to be merged were autonomous and independent companies
for at least two years prior to the merger.

- The merger is completed in a single Iransact:on or within one year according

0 a fixed plan.

The shares offered by the acqumng company are identical to those aiready
outstanding. '

The acquiring company acquires at Jeast 90 per cent of the voting shares of
the acquired company.

There have been no changes in the equity interest of the voling shares in
contemplation of the merger.

The acquired company's shareholders will maintain a proportional equity
interest in the combined company. o ”

The former accounting basis is retained. LT e ?

No significant disposal of the acquired company’s assets is pianned by the
merger company”. Unquote,

The Symposium procéedmg on Mergers & Acquisition: The Nigerian
Environment, SEC, 1985, pp. 60-70.
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Appendix Vi

Consequence Of Adopting The Purchase
{Acquisition) Accounting Method

Balance sheet

-

Companies C Limited D Limited : CD Limited
N N N
Employment of Funds
Fixed Assets . 3,000,000 1,500,000 4,500,000
Goodwill - - (H 1,000,000
Current Assets 5,000,000 4,500,000 §,500,000
Total Assets ' 8,000,000 6,000,000 ’ 15,000,000
Current Liabilities 1,500,000 2,000,000 ' 3,500,000
Bank overdrafis . 500,000 1,000,000 1,500,000
2,000,000 3,000,000 5,000,000

Nel assets ' . 6,000,000 3,000,000 10,000,00

Funds Employed

Issued and paid up capital 5,000,000 1,500,000 ) 9,000,000
Capital reserves 500,60¢ 200,000 500,000
Revenue reserves 500,000 1,300,000 500,000
6,000,000 §,000,000 - 10,000,000
1. Goodwill ¢
Vale of B of C's shares allotted 4 7 3 7 1 3
For Ever 3 shares of D Limited ' ‘ _ .
at N1 each - , 4.000.000
Less: _
Paid up capital of D Limited _ 1,500,000
Capital reserve of D Limited , 200,000
Revenue reserve of D limited - 1,300,000 3,000,000
1,000,000
2. Issued and aid up capital of C Limited

Pre-acquisition N - —
Add 4,000,000 share of n1 each issued to K_ASH 'M IBRAHIM LIBRARY
Shareholders of D Limited and credit

Fully paid o _ 4,000,000
9,000,000
A Limijted B Limited AB Limited
: "N N N
Profit after tax §,000,000 1,000,000 7,000,000
Number of shares 10,000,000 6,000,000 13;000,0330’_";
Earnings per share 60 kobo 20 kobo - 54 kgbo,.”
Market (NSE) price 75 kobe 22 kobo o
Price/eamings ratio 112501 1:32:1

It is assumed that A Limited issued on eof its share in exchange for every two shares of 1he
shares of b Limited. : .
Source: The Symposium proceedings on mergers & Acquisition: The Nigerian Situation, SEC,
1985, p. 60-70. '
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Consequence Of Adopting The Purchase
(Merger) Accounting Method

Balance sheet

Company A Limited B Limifed AB Limited
N N N
Employment of Funds |
Fixed Assets | 600,000 250,000 850,000
Current Assets (Net) - 900,000 650,000 : 1,550,000
Total Assets _ 1,500,000 200,000 2,400,000
Current Liabilities 300,000 3500,000 - 850,000
Bank overdrafts - 400,000 50,000 450,000
Total Liabilities , 700,000 400,000 1,100,000
Net assets : 800,000 500,000 1,300,00

Funds Employed

Issued and paid up capital 500,000 300,000 700,000

Capital reserves 100,000 - 200,000

Revenue reserves 200,000 200,000 400,000
8,000,0 ‘8,000,000 1,300,000

We have assumed that two shares of A lelied are issued and credited as fully paid
for every tree of the shares of B Limited

In the balance sheet of AB comblned L:mnted since the net assets, remain at
N1,300,000 that is the combined net assets of A Limited and B limited, and since the
AB Combined Limited’s issued and paid up capital is N700,000 that is A Limited's
N500,000 plus the NZ200,000 issued in exchange Limited is N600,000 that s
N1,3000,00 tess N700,00. In effect, N100,000 aut ¢f the issued and paid up capttal s
transferred to capital reserve of AB Combined limited.

Source: The Symposfum proceedings on Mergers & Acquisition: The Nigerian
Sitiation, SEC, 1985, pp. 60-70.
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Appendix IX

Key Nigerian Economy Indicators 1988 — 1991

1991 1990 1989 1988
Gross Domestic product* - 260.6 224.8 145.2
(at market prices ) =N= ‘bn
Average exchange rates* 9.909 8.038 . 7.365 4.537
=N=/US $§
Average discount rate ** 13.50% 17.29% 13.28% 13.73%
On Treasury Bills
.Consumer price inflation ** 54.5% 50.4% 7.4% 13.0%
(official estimates)
Nigerian Stock Exchange + 18.05 11.83 7.49 5.04
(NSE) Market Capitalisation
at 31 December (=N="bn)
NSE index at 31 December + 784.0 513.8 325.3 233.6
Sources: "~ * Country Reports — Nigeria; Economist Intelligence Unit

ok Annual Report 7 Accounts 1991, 1990, 1989: Central Bank of
Nigeria.

+ Daily official List: Nigerian Stock Exchange
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