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ABSTRACT

With the changing environment, many different tactics have been adopted by
corporate sector to remain effective and to surge ahead in the global corporate world. By the
way of mergers and acquisitions, companies can achieve significant growth in their operations,
minimize their expenses to a considerable extent and also competition is reduced because
merger eliminates competitors from the industry. In this research paper, researchers have
examined the impact of merger TCS and CMC. CMC was a subsidiary company of TCS. For
better harmony of their business operation, TCS decided to merge its Business with CMC.To
analysis the impact of the merger of TCS and CMC, ratio analysis and paired t-test method is
used. Reason to examine this merger is to know whether it is beneficial enough for TCS or not.
The study reveals that the TCS has choose befitted partner to merger with as financial
performance of TCS was improved post-merger in terms of profitability, liquidity and per share
performances except for Earning retention as it was declined post-merger.
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Introduction
Corporate world always tries to enhance their business by either internally expanding

their operations, establishing new units or externally by merger and acquisition, joint ventures
and takeover for corporate restructuring. Merger is most viewed option in India to strengthen
company’s position among its competitors and to increased long term profitability. Merger is
looked as an immediate mode for external growth in the globalisation. Merger and acquisition
are the corporate approach that involves purchasing, selling or combining different companies
with an aim to obtain rapid growth. But decision on merger and acquisition is not that easy to
take, it involves some fact such as current status of business, present market scenario, threats
to the business and future opportunities. In India, amalgamation of business operation has two
popular classifications.
 Amalgamation in nature of merger
 Amalgamation in nature of purchase

In this research paper, researchers have examined merger between TCS and CMC.
To understate it, first one must have information about concept of merger and its classification.
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Concept of Merger
Merger is identified as a corporate strategy to combine different companies into single

entity of a company in order to combine their business operations. In simple way, merger can
be defined as a mean unification of two market players into one single entity. Following is the
classification of merger.
 Horizontal Merger involves combination of two firms having same industry, product or

service and market.
 Vertical Merger involves two firms operating at different level within same industry’s

supply chain to combine their operation.
 Conglomerate Merger involves firms which have different business operation from

each other.
 Congeneric Merger involves firm having same industry but have different products or

services.
 Market Extension involves firms having same industry, same product but in different

market
There are more classifications of merger from legal prospective such as short form

merger, statutory merger, subsidiary merger, merger of equals etc.
Payment of Merger and Acquisition
 Via purchase of assets of company
 Via exchange of shares for assets of company
 Via purchasing common shares of company
 Via exchanging shares of purchasing company to shares of selling company
Why Companies Goes for Merger and Acquisition
 To get benefits of financial synergy such as low cost of capital
 To target companies which are under valued
 To get economies of scale
 To improve the performance of company
 To get accelerate growth of market
 To diversify product and market for high growth
 To get tax benefits
 To redesign strategies and technological change
 To diversify risk
 To enhance reputation
 To reduce competition
 To get access to new brands of market
Reason Why a Merger Fails
 If a merger is poor strategic fit as if it has wide difference between objectives and

strategic of company, a merger fails.
 If planning and design of integration is improper or faulty, it can lead to failure of

merger.
 If due diligence is inadequate, it leads to failure of merger because it is the crux of the

entire strategy.
 If company has too much optimistic approach for project, it can leads to bad

decision making which ultimately causes failure of merger.
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Company Information
Information TCS CMC

Types Public
NSE: TCS
BSE: 532540

Public
NSE: CMC
BSE: 517326

Industry IT services IT services
Foundation 1968 1974
Head quarters Mumbai New Delhi
Key People Rajesh Gopinathan (CEO) R. Ramanan (Last CEO & M.D.)
Product IT service, Consultancy and Business

solution
IT service, Consultancy and Business
solution

Website www.tcs.com www.cmcltd.com

Motives behind TCS – CMC Merger
TCS has mention motives behind merger with its subsidiary company CMC limited in

its press released.
 For a rationalised structure
 For greater financial strength and flexibility
 For enhanced research
 For more focused operational efforts
Reason behind TCS – CMC Merger
 To achieve economies of scale
 To standardized and simplified business process
 To improved productivity
Financial and Non-financial Terms of TCS – CMC Merger

At the time of merging with TCS, CMC had 11,000 employees and its consolidated
revenue for third quarter (30th September, 2014) was Rs, 616.69 crore with net profit of Rs 76
crore. The consolidated revenue of TCS, for the quarter ended September 30, 2014, was Rs.
23,816.48 Crore, with profit after tax of Rs. 5,244.28 Crore based on Indian GAAP.

Purchase consideration was paid in shares for which shareholders of CMC received
79 equity shares of rs.1 each of TCS for 100 equity shares of rs.10 each of CMC.
Review of Literature

Badreldin, A. and Kalhoefer, c. (2009) in their research paper titled “the effect of
mergers and acquisition on bank performance of Egypt” examined performance of Egyptian
banks with which have undergone mergers and acquisition by calculating return on equity
using the basic ROE scheme. In which is concluded that not all of Egyptian banks shows
significant improvement in pre and post mergers and acquisition. This shows that mergers do
not have clear effect on profitability of banks in Egypt.

Mahesh, R. and Prasad, D. (2012) conducted a case study on “Post Merger and
Acquisition Financial Performance Analysis: A Case Study of Selected Indian Airline
Companies” to know whether the Indian airline companies have achieved financial
performance efficiency forpost-merger& acquisition time period with the help of profitability,
leverage, liquidity, and capital market standards and ratios. Paired t-test has been performed
to determine the significance differences. This study shows that there is no improvement post-
merger financial performance of selected airline companies.

Deo, M. and Shah, A. (2012) in their event study “testing Hubris Hypothesis of
Mergers and Acquisition: Evidence from India” examined short-term market response to
merger announcements in the Indian banking and information technology industry. Findings
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show that the shareholders of the bidding firms have incurred loss on merger announcements
did not hold well in the Indian perspective. Also bidding firms did not fall in deficit from the
merger deals which conclude mergers and acquisitions cannot be seen as a risky investment
for their shareholders.
Research Gap

Many researchers have conducted studies on mergers in banking and pharmaceutical
but there are lack of studies for IT sector. Also fewer case studies are available to understand
impact of merger on financial performance after the year 2010.
Research Objective
 To evaluate the impact of merger on financial performance on TCS during the

study period.
 To understand whether this merger is beneficial to TCS or not.
Hypothesis
H0: There is no significant difference between pre-merger and post-merger financial

performance of TCS.
H1: There is a significant difference between pre-merger and post-merger financial

performance of TCS.
Research Methodology

For the purpose of this study, secondary data has been used. Main source of this
research are from annual reports of TCS and CMC. Also some of the ratios are collected from
moneycontrol.com. Ratios are compared with pre and post-merger analysis. For statistical
analysis researchers have used mean, standard deviation and tested with the help of paired t-
test trough MS Excel. For this research, researchers have excluded the year of the merger of
TCS – CMC. The study period for this study is 2 years before and 2 years after the merger of
TCS-CMC. The researchers have tried to provide brief idea about the impact of CMC merger
on TCS.
Significance of the Research

The study which we have done is significant and efficient as it has given us a
knowledge and experience about the merger of TCS and CMC and what was its impact on the
financial performance on TCS.
Data analysis and Interpretation

Table 1: Profile of Financial Ratio of TCS & CMC for Pre-merger & Post-merger

Ratios
Pre Merger Post Merger

2013-14 2012-13 2013-14 2012-13 2016-17 2015-16
TCS CMC TCS CMC TOTAL TOTAL TCS TCS

Gross Profit Margin 31.32 20.56 27.88 17.52 51.88 45.4 27.52 29.57
Net profit Margin 28.56 27.19 26.4 17.63 55.75 44.03 25.51 26.64
R.O.C.E. 40.74 29.1 38.35 22.69 69.84 61.04 29.91 38.16
R.O.A 32.07 22.05 29.72 16.57 54.12 46.29 26.35 29.46
Current Ratio 2.84 2.39 2.43 2.05 5.23 4.48 6.41 3.01
Quick Ratio 2.84 2.37 2.43 2.01 5.21 4.44 6.41 3.01
Earning Retention 66.08 78.94 66.33 73.28 145.02 139.61 61.27 62.55
EPS 94.15 106.8 65.22 65.47 200.95 130.69 120.04 116.13
Net Profit per Share 94.32 106.8 65.33 65.47 201.12 130.8 120.07 116.13
Dividend per Share 32 22.5 22 17.5 54.5 39.5 47 43.5

Source: www.moneycontrol.com
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Table 2: Mean and Standard Deviation of Pre-merger and
Post-merger Ratios of Combined

Ratios
Pre Merger Post Merger

t-test
Mean S.D Mean S.D.

Gross Profit Margin 24.32 6.37838 28.545 1.44957 0.13314163
Net Profit Margin 24.945 4.957637 26.075 0.79903 0.16775834
Return on Capital Employed 32.72 8.361072 34.035 5.83363 0.16874636
Return on Assets 25.1025 7.117787 27.905 2.1991 0.15313394
Current Ratio 2.4275 0.323561 4.71 2.40416 0.9306083
Quick Ratio 2.4125 0.340037 4.71 2.40416 0.94446731
Earning Retention 71.1575 6.168686 61.91 0.9051 0.02646932
Earnings per Share 82.91 20.92972 118.085 2.76479 0.38665148
Net profit per Share 82.98 20.92933 118.1 2.786 0.38600636
Dividend per Share 23.5 6.096447 45.25 2.47487 0.81191652

Source: www.moneycontrol.com

Interpretation
Table 1 shows various financial ratios of TCS and CMC limited. Also to calculate mean

we have combined ratios of TCS and CMC for the year 2012-13 and 2013-14. In profitability
indicators, Ratios of Gross profit margin, Net profit margin, Return on capital employed and
Return on asset shows significant improvement post-merger of mean value 24.32 vs 28.545,
24.945 vs 26.075 ,32.72 vs 34.035 and 25.1025 vs 27.905 respectively. This indicates positive
improvement during post-merger time period which shows that merger has positive effect on
profitability. For this H0 (null hypothesis) is rejected showing that merger has significant
difference on profitability performance. In liquidity indicators, Ratios Current ratio and Quick
ratio shows significant improvement post-merger of mean value 2.4275 vs 4.71 and 2.4125 vs
4.71 respectively which shows positive but earning retention shows negative impact post-
merger as 71.1575 vs 61.91. Except for earning retention H0 is rejected as both ratios shows
positive effect. Per share ratios also shows positive impact of merger as they are also higher in
compared to pre-merger. Post-merger Earnings per share, Net Profit per share and Dividend
per share are quite higher of 82.91 vs 118.085, 82.98 vs 118.1 and 23.5 vs 45.25 respectively
which is a sign of positive impact of merger on market position of TCS. For per share ratios H0
is also rejected as it also shows positive improvement.
Major Findings
 It has been found that ratios which show profitability have post-merger positive

improvement in compared to pre-merger financial position of both companies.
 Liquidity ratios except Earnings retention also show positive impact on post-merger

liquidity position of TCS in compared to pre-merger position of both companies.
 Same situation is in per share ratios as they are also positively improved in compared

to pre-merger financial position of TCS and CMC.
Conclusion

Overall study shows that TCS has taken right decision of the financial position of
company by merging with its subsidiary company CMC limited as it has help to gain stronger
position in IT and software sector. Merger of TCS and CMC has Positive impact on financial
performance of TCS which clearly shows that TCS have gained beneficial except retaining
earnings post-merger but it is possible to get positive results in later years as this study is
based on only two years. Therefore, it is concluded that TCS has positive effect on financial
performance after merging with CMC.
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