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ABSTRACT

After globalization, an upsurge in Merger & Acquisition (M&A) activities has been
observed all over the globe. Companies adopted different Integration Strategies (Vertical,
Horizontal & Conglomerate) to undergo the merger deals and accordingly their post-merger
financial performance analysis was documented for future references but limited documentation
is available to understand the outcome of this activity in Pakistan, hence cannot be taken as
reference for future M&A deals. Hence, the current study investigates the impact of Vertical
M&A Integration Strategy on the financial performance of the merged firms in Pakistan, with an
aim to identify the significance of Vertical M&A Integration Strategy in Pakistani environment.
Data for pre and post-merger financial Statements (three to five years) of 17 vertical merger in
year 2000 to 2010 have been analyzed using paired sample T-test for difference of means of
ratio categorized on four basis i.e. Liquidity, Profitability, Operating Expense & Financial
Leverage& OLS regression technique. Findings indicated that vertical mergers contributed
significantly in improving financial performance of the merged firms. Plausible
recommendations are solicited for the benefit of the investors, financial analysts, advisory firms
and investment banks. Towards the end, the study also discusses the implications and limitations
for the future researchers.
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INTRODUCTION

The revolution of information technology has greatly influenced the business world. It
has changed the market place from geographical basis to global. Researchers have demonstrated
that in order to compete with rivals and expanding businesses, different integration strategies are
used by firms (David, 2000). David (2000) discussed in his book “Strategic Management
concepts and cases” that different Integration strategies are adopted by firms at domestic and
International level according to the circumstances. Among all the integration strategies the most
widely used includes vertical integration strategies, diversification strategies and defensive
strategies however the type and mean of adopting and implementing a strategy depends on the
circumstances faced by the firms (David, 2000). Literature signified M&A activity the most
widely used for expansion and has witnessed an upward trend (Santos et al., 2011).
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Merger is, basically, a transaction between two equal size business partners, whereas
acquisition is the transaction between two companies in which a financially strong company
(acquirer) absorbs the financially weak company (target). However both are having a common
aim to boost their shareholder’s wealth by increasing the stock prices (Coontz, 2004; Stalstedt
and Eriksson , 2006; Ostergard , 2009) The review of the literature depicted that the two terms
“Merger” and “acquisitions” are used jointly and without any distinction. The same terminology
will be followed in this study.

Studies signifies that on the basis of the Integration Strategies there are three types of
mergers namely vertical mergers, Conglomerate mergers (diversification) and horizontal mergers
(Robert, Wallace and Moles, 2012). Vertical mergers are usually characterized by forward and
backward integration along the supply chain i.e. integrating with the distributors and suppliers of
the business respectively. Fan and Goyal (2002) investigated the impact of vertical mergers on
wealth creation of the companies merged during the time period 1962 to 1996 and revealed that
vertical mergers contributes positively towards the wealth creation of the merged companies

Broadly, two viewpoints regarding the economic outcome of mergers and acquisition
activity were evidenced in literature. Primarily, studies argued that vertical mergers can result in
market foreclosure which consequently, decreases competition. Furthermore, it was followed by
another concept contending that vertical mergers do not enhance market power and can often
lead to a price reduction for the final good. John and Graham (1971) illustrated availability of
substitution opportunities for production of final goods and encourages an upstream monopolist
to control the downstream stage. Likewise, Fred (1981) also validated that vertical mergers are
more probable to raise the price of the final good. Martin and Groff (1983) express that vertical
integration by a monopolist or oligopolists into a monopolistically competitive downstream stage
can lower welfare.

Extending the previous work, Slanger (1998) fill the gap and addressed the concern about
market foreclosure by investigating three issues i.e. will vertically integrated producers
participate in the intermediate good market and if not, how will vertical merger affect the market
for the intermediate goods and lastly how the change in the intermediate good market will affect
competition in the final goods market? The findings indicated that vertical mergers have a
potential to increase the price of intermediate goods which ultimately dominate the elimination
of the double marginalization causing reduced cost of production, better quality control, and
increased price of the final goods and improved profits and financial performance.

Furthermore, Teerce (1981) also discovered that vertical mergers play a significant role
in reducing systematic risk of the companies and ultimately increased returns. Frederikslust,
Van der Wal and Westdijk. Loughran and Vijhx (1997) found that the companies shareholder
wealth increased significantly as a result of merger and acquisition. Selcuk and Yilmaz (2011)
evidenced that financial performance of the acquired firms, in contrast to target firms, decreased
as a result of the Merger and acquisition activity.

Very little evidence has been found about the M&A activities in Pakistan despite the fact
that M&A activities had increased considerably across the globe. Numerous studies have been
conducted across the globe that investigated the post-merger financial performance and the
impact of merger deals on the share holder’s wealth patterns. In Pakistan almost negligible
researches have been done in this area and a very few studies have been carried out to
investigates the Impact of Mergers and Acquisitions on Shareholders Wealth (Bashir et al.,
201l1). Bashir et al. (2007) proposed that M&A activity has no impact on the wealth
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maximization of the merged firms in Pakistan, in contrast to the literature and the findings of the
global researches.

Kemal (2011) further analyzed the four years financial statements (2006-2009) of the
RoyalBank of Scotland (RBS) to measure its Post-Merger Profitability. Findings revealed that
profitability, cash flows, liquidity, leverage and assets management of the RBS was satisfactory
before the merger deal but its profitability and performance decline after the merger. Arshad
(2012) analyzed the post-merger performance of Standard Chartered Bank in Pakistan and
results revealed that financial performance of the Standard Chartered Bank decreased after the
merger. Usman et al (2008) proposed that post-merger operating performance of the firms in
textile sectors of Pakistan also decreased as compared to the pre-merger financial performance

LITERATURE REVIEW

Researches demonstrated M&A activity from different perspectives. Mantravadi and
Reddy (2007); Agrawal, Jaffe and Mandelker (1992) demonstrated the impact of merger and
acquisition on the relative size and operating performance of the firms. The findings suggested
that when there is a difference in the relative size of the acquirer and the target firm the impact
of mergers on operating performance is decreased. Menapara (2007); Dewan (2007) examined
the impact of M&A activity on the financial performance of the Indian corporate sector. The
results revealed that there was a significant difference between the financial performance of the
companies before the merger and after the merger. Liargovas and Repousis (2011) further
examined the impact of the merger and acquisition on the performance of the Greek Banking
Sector. Event study methodology was used to analyze the data and overall results indicated that
Mergers and acquisitions held in Greek banking sector have no impact on their financial
performance and also do not create shareholders wealth (Liargovas & Repousis, 2011).

Capron (1999) investigated the impact of the post acquisition assets divestiture and the
resource redeployment on the long-term performance of the merged firms. The results
discovered that asset divestiture and the resource redeployment of merged firms played a
significant role in the improving the post merger performance of the firms (Capron, 1999).
Bettis and Hall (1982); Chang and Thomas (1989); Selcuk & kiymaz (2013) showed that
strategically related firms encounter lower risk and more return but the firms merged through
unrelated diversification or the conglomerate strategy encounter higher risk and low returns.
Teerce (1981) investigated the impact of vertical mergers on wealth creation and financial
performance of the merged companies and findings revealed that vertical mergers contributed
positively towards the wealth creation and reducing systematic risk. (Fan & Goyal, 2002).

Afzal and Yusuf (2011) investigated the impact of mergers on efficiency of banks in
Pakistan. The results revealed that the mergers held in banking sector reported improvement in
the cost efficiency in Pakistan from 93.83% to 94.15%. Kouser and Saba (2011) examined the
impact of M&A activity on the profitability of the merged banks in Pakistan. The six financial
ratios i.e. profitability ratio, return to net worth ratio, invested capital ratio and debt to equity
ratio were used to analyze the data by using the paired sample t-test, findings showed that the
financial performance of the merged commercial banks decreased after the mergers (Kouser &
Saba, 2011).Rehman et al., investigated that do bank mergers lead to efficiency gains in
Pakistan. Findings revealed that efficiency effect is marginal and pre merger efficiency of
acquirer didn’t contribute anything in efficiency (Rehman et al.). Usman, Wang, Mehmood and
Shahid (2010) investigated the impact of Scale Efficiency in Banking Sector of Pakistan. For
analytical purpose banks were divided into three categories: domestic private banks, state owned
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Banks, and foreign owned banks. Foreign owned banks were reported most efficient, followed
by state owned banks and domestic private banks were found to be the least efficient (Usman et
al., 2010). Shaukat et al., (2013) examined the impact of merger and acquisition on operating
performance and shareholder wealth in Pakistan banking sector. The findings showed, the
operating performance and the shareholder wealth of the banks have decreased after the merger
as compared to before merger (Shaukat et al., 2013).

Apropos in view, a need is identified to carry out an in-depth comprehensive analysis of
the impact of M&A on the financial performance of the merged firms in Pakistan with an aim to
analyze the pre merger & post merger financial statements of all the merged firms in all sector
from time period 2000 to 2010 and then identify whether mergers in Pakistan are contributing
significantly to financial growth of the companies or not. This study adopted a different
methodology to investigate the issue from the strategic perspective. Literature evidenced that all
the companies that merged during time period 2000 to 2010 adopted certain integration strategy
for merging with the target company. Some of the companies merge through vertical integration,
some adopt horizontal integration strategy and some merged through conglomerate integration
strategy. The current study investigated this issue and analyzed the 3 to 5 years pre merger and
post merger financial performance of the companies merged through vertical integration
strategies with an aim to examine the financial performance of merger deals held in Pakistan and
suggesting the way forward to the advisory firms and investment banks. Hence the study
investigates to answer two questions: First, is a vertical integration strategy has an impact on the
financial performance of merged firms in Pakistan? Second, is an adopting vertical integration
strategy having an impact on the Profitability of the merged firms in Pakistan?” Further this
study may assist the government policy makers in formulating a policy that can increase the
volume of merger activity in Pakistan and further these policy makers may recommend to
advisory firms, Multinational Corporations and investment banks whether the vertical
integration strategy is suitable strategy of mergers deals for clients in Pakistan or not. Finally,
this study may suggest the researchers, financial analysts and business owner, a guideline
whether vertical integration strategy is a suitable strategy in Pakistan to carry out M&A activity
or not.

There will be seven hypotheses that are as follow:

H1, Hg, H3' H4, H5, He, and H7

There is a significant difference between the Pre and Post Merger means of current
Ratio, sales growth, NPM, ROE, operating expense, Interest coverage Ratio and Debt to equity
Ratio respectively (Figure 1).

Sources of Data Collection (Secondary) Resources

In the current study the data regarding the merger deals held from 2000 to 2010 was
identified from the official website of Pakistan Stock Exchange (KSE) and Security & Exchange
Commission of Pakistan (SECP). The data required for the financial analysis prominently
includes 3 to 5 yrs premerger and 3 to 5 yrs post-merger financial statement of the merged
companies for both the target and the acquire firms. Financial statements of the companies were
collected from the State bank of Pakistan (SBP) website and Paksearch.com website. Some of

4 1528-2635-21-2-112



Academy of Accounting and Financial Studies Journal Volume 21, Number 2, 2017

the financial statements were obtained from the company’s website and by personally contacting
the companies as well.

Step |

Merger Types: Vertical

Pre-Merger Post-Merger
Liquidity Ratio Difference of Mean Liquidity Ratio

Profitability Ratio Application of Profitability Ratio
Effic; Bat Paired Sample T-
clency Rato test Efficiency Ratio

Leverage Fatio .
Leverage Ratio

Step 11

Debt to Equity
Sales Growth
Operating Expense

v

Pre-Post Merger
Dummy Variable

Step 11

Debt to Asset,

Total Asset turnover
Sales Growth
Pre-Post Merger
Dummy Variable

FIGURE 1
THEORETICAL FRAMEWORK

Population/Sample Size

Initially 23 Merger events were observed from the time period of 10 years from year
2000 to 2010 amalgamated through vertical Integration Strategies. However 6 merger events
were dropped due to non-availability of the financial data and final sample comprises of 17
merger deals held from 2000 to 2010.
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Data Analysis Technique/ Instruments

Financial Ratio Analysis was used to analyze the data. Total of seven ratios were
calculated in the current study. These are Current Ratio, Sales Growth ratio, Net profit margin
ratio, Return on equity ratio, Operating expense ratio, Interest coverage ratio and Debt to equity
ratio to measure the liquidity, profitability, operating efficiency and financial leverage of the
merged firms. The data were collected for each of the three to five years (-5,-4-3,-2,-1)
separately for both the acquirers’ and the target firms in the sample. Similarly, the testable
variables are then calculated for the acquiring firms only for three to five years post merger
period (+1, +2, +3, +4, +5). A combined mean for three years pre and combined mean for three
years post-merger period were then calculated. The difference between the mean performance
measure of the pre and post-merger years is then worked out. To verify the results and
significant differences in the performances during the pre and post merger periods paired sample
t-test was used

(3 -%) - (g - 14,)

i = >
=
_ _|_ _—
1, Fl,

Where; X1=Target firm, X,=Acquirer firm, p;=Population of Target firm, p,=Population of
Acquirer firm, S;=variance of target firm, S;=Variance of acquirer firm, n;=Sample of target
firm, n,=Sample of Acquirer firm.

Further OLS multiple linear regressions were also used to measure the profitability of the
merged firms. For the purpose of the current research we have used Return on Assets and Return
on Equity as an indicator to measure the profitability of the vertically merged firms in Pakistan.

RESULTS AND ANALYSIS

Table 1
RESULTS OF PAIRED SAMPLE T-TEST
Current Sales NPM ROE
Ratio Growth
No Company Year T-Value T-Value T-Value | T-Value
1 Shaheen Cotton Mills & Shehzad 2004
" | Textile Mills
Shaheen Cotton Mills 6.54* 0.10 -3.61* -2.84*
Shehzad Textile Mills 4.35* 0.06 -0.88 -2.00*
Shehzad Textile Mills
World Multi media Ltd & World
2. Call Telecom Ltd 2006
World Multi media Ltd -0.62 -1.98 -2.91* -5.59*
World Call Telecom Ltd -1.05 10.91* 0.41 0.74
World Call Telecom Ltd
3 Kohinoor Generatek Ltd & 2004
" | Kohinoor Weaving Mills Ltd
Kohinoor Generatek Ltd -26.6* 3.43* 5.56* -1.53
Kohinoor Weaving Mills Ltd -1.82 2.89* -2.89* -5.35*
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Kohinoor Weaving Mills Ltd

Atlas Lease & Atlas Investment 2002
Bank

Atlas Lease 13.4* 2.08* 3.34* 8.19*

Atlas investment bank 2.5% 2.05* 2.54* 6.94*

Atlas investment bank

5 WORLDCALL Broadcast & 2006
" | WORLDCALL Telecom Ltd

WORLDCALL Broadcast Ltd -0.54 -1.87 -2.43* -3.35*

WORLDCALL Telecom Ltd -1.05 10.9* 0.41 0.74

WORLDCALL Telecom Ltd

6 World Call Communication & 2006
" | World Call Telecom Ltd

World Call Communication -0.42 -1.64 -1.19 -4.10*

World Call Telecom Ltd -1.05 10.9* 0.41 0.74

World Call Telecom Ltd

Atlas investment bank
7. Atlas bank Ltd 2004

Atlas investment bank -9.48* -1.14 -3.61* 3.88*

Atlas bank Ltd -2.64* -1.14 -1.13 7.81*

Atlas bank Ltd

Pakistan Industrial Leasing Corp. 2001
Ltd & Trust Investment Bank Ltd

Pakistan Industrial Leasing Corp. Ltd 10.55* 2.97* -3.61* 3.22*

Trust Investment Bank Ltd 8.51* 3.62* -1.13 3.03*

Trust Investment Bank Ltd

9. | Elahi Spinning & Taj Textile mills 2000

Elahi Spinning 5.57* 2.02* -3.61* 2.31*

Taj Textile mills 2.12* 2.67* -1.13 1.56

Taj Textile mills

Nafees Cotton Mills Legler-Nafees

10 Denim Mills Ltd 2004
Nafees Cotton Mills Ltd -1.97 -0.300 5.33* 2.64*
Legler-Nafees Denim Mills Ltd 7.78* -0.301 4.81* 0.46
Legler-Nafees Denim Mills Ltd
KASB Company Ltd & KASB

11 Bank Ltd 2003
KASB Company Ltd 2.94* 3.67* 5.33* 5.88*
KASB Bank Ltd 2.84* -9.07* 4.81* -2.24*
KASB Bank Ltd

12 Dawood Cotton Mill & Dawood 2004
Lawrencepur Ltd
Dawood Cotton Mill -7.25* -7.25% 2.04* 12.9*

Dawood Lawrencepur Ltd

Lawrencepur Woolen & Textile
13. | Mills Ltd & Dawood Lawrencepur 2004
Ltd

1 * *
Lawrencepur Woolen & Textile -2 00% -36.6% 1.98 10.9
Mills Ltd

Dawood Lawrencepur Ltd

14. | Burewala Textile Mill & Dawood 2004
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Lawrencepur Ltd

Burewala Textile Mill

Dawood Lawrencepur Ltd

-1.19

441.3*

2.01*

6.62*

15.

Dilon Mills Ltd & Dawood
Lawrencepur Ltd

2004

Dilon Mills Ltd

-1.19

-0.15

2.08*

10.2*

Dawood Lawrencepur Ltd

16.

Ibrahim Textile Mill & lIbrahim
Fibers

2002

Ibrahim Textile Mill

Ibrahim Fibers

Ibrahim Fibers

-6.24*

-7.18*

2.31*

4.27*

-6.20*

-4.39*

-2.53*

2.69*

17.

Orix investment bank & Orix lease

2009

Orix investment bank

Orix lease

Orix lease

2.34*

6.22*

-452.5*

-10.72*

3.77*

-0.75

-1.56

-0.31

Significance level 1% (**), 5 %(*)

Table 2

RESULTS OF PAIRED SAMPLE T-TEST

Operating Interest Debt to Equity
Expense coverage
No Company Year T-Value | T-Value T-Value
Shaheen Cotton Mills & Shehzad
L | Textile Mills 2004
Shaheen Cotton Mills 3.46* -16.1* -11.4*
Shehzad Textile Mills 5.32* -1.76 -3.11*
Shehzad Textile Mills
5 World Multi media Ltd & World Call 2006
Telecom Ltd
World Multi media Ltd 8.55* 2.77* 0.49
World Call Telecom Ltd 5.0* 1.67 -0.40
World Call Telecom Ltd
3 Kohinoor Generatek Ltd & 2004
" | Kohinoor Weaving Mills Ltd
Kohinoor Generatek Ltd 3.43* -4.26* 8.83*
Kohinoor Weaving Mills Ltd 2.89* -8.26% 2.87*
Kohinoor Weaving Mills Ltd
4. | Atlas Lease & Atlas Investment Bank 2002
Atlas Lease -130.3* 13.2* -466.3*
Atlas investment bank 2.82* -1.51 -2.35*
Atlas investment bank
5 WORLDCALL Broadcast & 2006
" | WORLDCALL Telecom Ltd
WORLDCALL Broadcast Ltd 8.05* 3.15* -0.60
WORLDCALL Telecom Ltd 5.0* 1.67 -0.40
WORLDCALL Telecom Ltd
6 World Call Communication & World 2006
* | Call Telecom Ltd
World Call Communication 7.52* 3.13* -0.60
World Call Telecom Ltd 5.0* 1.67 -0.40
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World Call Telecom Ltd

Atlas investment bank
Atlas bank Ltd

2004

Atlas investment bank

Atlas bank Ltd

Atlas bank Ltd

4.27*

27.61*

-249.3*

2.98*

28.15*

-254.9*

Pakistan Industrial Leasing Corp. Ltd
& Trust Investment Bank Ltd

2001

Pakistan Industrial Leasing Corp. Ltd

Trust Investment Bank Ltd

Trust Investment Bank Ltd

-2.18*

3.25*

-79.98*

5.569*

5.89*

-28.36*

Elahi Spinning & Taj Textile mills

2000

Elahi Spinning

Taj Textile mills

Taj Textile mills

23.3*

3.30*

0.52

2.00*

1.66

-4.34*

10.

Nafees Cotton Mills Legler-Nafees
Denim Mills Ltd

2004

Nafees Cotton Mills Ltd

Legler-Nafees Denim Mills Ltd

Legler-Nafees Denim Mills Ltd

5.05*

0.27

5.37*

-0.92

1.81

-1.24*

11.

KASB Company Ltd & KASB Bank Ltd

2003

KASB Company Ltd

KASB Bank Ltd

KASB Bank Ltd

-0.87

0.92

7.04*

0.89

-2.83*

2.88*

12.

Dawood Cotton Mill & Dawood
Lawrencepur Ltd

2004

Dawood Cotton Mill

Dawood Lawrencepur Ltd

145.0*

2.87*

0.98

13.

Lawrencepur Woolen & Textile Mills
Ltd & Dawood Lawrencepur Ltd

2004

Lawrencepur Woolen & Textile Mills Ltd

Dawood Lawrencepur Ltd

75.09*

1.09

-2.85*

14.

Burewala Textile Mill & Dawood
Lawrencepur Ltd

2004

Burewala Textile Mill

Dawood Lawrencepur Ltd

0.66

-13.07*

-2.30*

15.

Dilon Mills Ltd & Dawood Lawrencepur
Ltd

2004

Dilon Mills Ltd

52.0*

14.45*

0.28

Dawood Lawrencepur Ltd

16.

Ibrahim Textile Mill & Ibrahim Fibers

2002

Ibrahim Textile Mill

Ibrahim Fibers

Ibrahim Fibers

1.60

2.36*

-12.65*

1.53

-1.19

-9.77*

17.

Orix investment bank & Orix lease

2009

Orix investment bank

Orix lease

Orix lease

-361*

-39.4*

0.19

0.50

2.05*%

-1.58

Note: significance level 1% (**), 5 %(*)
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The Quantitative analysis of the data of the vertical mergers show that the current ratio of
firms merged through vertical integration strategy increased during the post-merger period hence
showing that the ability of the vertically merged firms to pay back their short term obligation
improved after the mergers. The results of the statistical analysis for the sales growth Ratio also
evidenced an improvement in sales during post-merger period hence indicating that the finished
goods were more efficiently sold during post-merger period as compared to pre-merger period.
The findings of the t-test for the difference of mean between NPM ratio and ROE also reported
more profits and improved financial performance. Moreover, the findings of the t-test for the
difference of mean between Operating Expense Ratio decreasing trend as compared to operating
income hence validating the increased efficiency of vertically integrated firms during post-
merger period. The results further highlighted improved Interest Coverage ratio hence
demonstrating improved ability of the firms to pay back their interest expense after the mergers
lastly, debt to equity ratio also showed improvement during post-merger period.

Table 3
COMPARATIVE ANALYSIS OF FINANCIAL RATIO
Sl no. Ratio Vertical Merger
1 Current Ratio Improved
2 Sales Growth Ratio Improved
3 NPM Improved
4 ROE Improved
5 Operating Expense Deteriorated
Ratio
6 Interest Coverage Improved
Ratio
7 Debt to Equity Deteriorated
Sl no. Ratio Vertical Merger
1 Liquidity position Improved
2 Profitability Improved
3 Operating Efficiency Improved
4 Financial Leverage Declined

Comprehensively, we can conclude that the liquidity position, sales growth, profitability
and operating efficiency of the vertically merged firms increased after the merger while the
risk/leverage of the vertically merged firms decreased during the post-merger period.

OLS Multiple Regression Analysis of Vertical Mergers
The regression equation is:
Y= a+1 X1+ BoXo+ BaXst BaXs

Where, Y=ROE, bi= the slopes of the regression line for variables xi, where i= 1, 2, 3, and 4.0=
y- intercept of the regression line, x;=Operating Expense, x,=Debt to Equity, xs=Sales Growth,
X4=Dummy Variable

Current study investigated the impact of different sets of independent variables on the
profitability of the vertical mergers. Two different indicators i.e. Return on Equity and Return on
Assets were used to measure the profitability of the vertical mergers.
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Table 4
RESULTS OF REGRESSION ANALYSIS FOR
RETURN ON EQUITY
MODEL SUMMARY
R Adjusted | Std.Error
Model | R Square R of
square Estimate
1 .283%|0.080 | 0.059 0.71493

a: Predictors (Constant), Dummy Var, Sales G, Debt to Equity, Operating Exp

ANOVA a
Model Sum of Square df | Mean Square F Sig.
Regression | 7.816 4 1,954
Residual | 89.446 175 | 5’1 3.823 | 0.005°
Total 97.261 179 |
a. Dependent Variable: ROE
b. Predictors: (Constant), Dummy Variable, Sales G, Debt to Equity,
Operating Exp

COEFFICIENTS
Model Unstandardized Coefficients | Stand Co | t value Collinearity Statistics
B Std. Error Beta Sig tolerance | VIF
(Constant) | _g74 076 -971|.333
OperExp | _0p1 079 019 -263|.793 |.981 1.019
Debt Equity
SalesG .030 014 156 2.146|.033 995 1.005
DummyVar | 023 .008 215 2.955|.004 |.997 1.003
176 .108 120 1.636(.104 [981 1.019
P<0.05

Table above shows the result of the regression analysis carried out when sales growth, debt to
equity, operating expense and premerger & post-merger dummy variable were acting as an
independent variable and ROE as a dependent variable. The value of R?=0.059 which reveals
that 6% change in the dependent variable is caused by these independent variables. Furthermore
the beta value tells us the change in the outcome variable due to unit change in the predictor. The
t-values demonstrate that Debt to equity (2.14,P<0.033) and Sales growth (2.955,P<0.004)
contributed significantly in enhancing profitability of vertical mergers in terms of ROE while
Operating expense do not contribute significantly in bringing change in the ROE of Vertically
merged firms. The Dummy variable is significant at (t value 1.63, P< 0.10) hence showing that
there is a difference between Pre Merger and Post-Merger performance of Vertically Integrated
firms in case of Pakistan.
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Table 5
RESULTS OF REGRESSION ANALYSIS FOR RETURN ON ASSETS
MODEL SUMMARY
Model R R Square Adjusted R Std.Error of Estimate
square
1 0.839° 0.704 0.697 0.46196
a: Predictors (Constant), Dummy Var, Sales G, Debt to Assets and Total Asset turnover
ANOVA b
Model Sum of Squares|  df  |Mean Square| F Sig.
IRegression 88.819 4 22.205 104.049 .000a
Residual 37.346 175 213
Total 126.165 179
a. Predictors: (Constant), Debt Asset, TOA, SalesG, DummyVar
b. Dependent Variable: ROA

COEFFICIENTS
Model Standardized
Unstandardized Coefficients | Coefficients Collinearity Statistics
B Std. Error Beta t Sig. Tolerance VIF

J(Constant) .004 .050 .081] .936

IDummyVar .140 .069 .084 2.019 .045 985 1.015
SalesG -.004 .005 -.031 -.758 450 1.0000 1.000
TOA .032 .002 831 20.196 .000 999  1.001
Debt Asset -.007 .011] -.028 -.684 495 986 1.014
a. Dependent Variable: ROA

P<0.05

Table 5 above shows the result of the regression analysis carried out when sales growth,
debt to Assets, Total Assets turnover and pre-merger and post-merger dummy variable were
acting as an independent variable and ROA as a dependent variable. The value of R?=0.70 which
reveals that 70% change in the dependent variable is caused by these independent variables.
Furthermore the beta value tells us the change in the outcome variable due to unit change in the
predictor. The t-values demonstrate that total assets turnover (0.831,P<0.05) is significantly
contributing in enhancing profitability in terms of ROA while Debt to Assets and Sales Growth
do not contribute significantly in bringing change in ROA of Vertically merged firms. The
Dummy variable is significant at (t value 2.019, P< 0.10) hence showing that there is a
difference between Pre Merger and Post-Merger performance of Vertically Integrated firms in
case of Pakistan.

DISCUSSION

The results indicate that the liquidity position of the vertically merged firms improved
during the post-merger period hence depicting that the firms which adopted Vertical integration
strategy for mergers had reported improved ability to pay back their short term obligations and
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had good financial health and resultantly faced less financial difficulties during post-merger
period in Pakistan. Hence all hypotheses have been accepted i.e. significant difference exits
between the Pre-Merger and Post Merger means of current ratio of Vertically Integrated firms.

The results further evidence that the Sales of the vertically merged firms improved after
the merger demonstrating that the firms which adopted Vertical integration strategy for merger
in Pakistan do not lose their sales during the Post-merger period hence depicting that the
compounded annualized rate of growth of a company's revenues, earnings, and in turn dividends
get better after the merge. Hence we can reject Null Hypothesis (Ho) and accept alternate
Hypothesis (Hg) i.e.significant difference exits between the Pre-Merger and Post-Merger means
of Sales Growth of vertically merged firms.

The findings also evidenced that the profitability of firms that adopted Vertical
Integration strategy for mergers inclined after the merger depicting higher earnings & Revenues
of the firms during the post-merger period hence we can reject Null Hypothesis (Ho) and accept
alternate Hypothesis (H3) & (H,) i.e. significant difference exits between the Pre-Merger and
Post-Merger means of NPM Ratio and ROE Ratio of Vertically merged firms.

The results showed that the operating expense ratio of the firms merged through vertical
integration strategy deteriorated after the merger hence depicting that the Operating efficiency of
vertically integrated company’s increased during Post Merger Period because lower Operating
expense Ratio depicts that the company has lower Operating expenses as compared to gross
operating income. Hence we can reject Null Hypothesis (Ho) and accept alternate Hypothesis
(Hs) i.e. significant difference exits between the Pre-Merger and Post Merger means of
Operating expense ratio of vertically merged firms.

The findings showed that the interest coverage ratio of the firms merged through vertical
integration strategy improved after the merger hence depicting that the ability of the vertically
merged firms to pay their interest payment or outstanding debts inclined after the merger. Hence
we can reject Null Hypothesis (Ho) and accept alternate Hypothesis (Hg) i.e. significant
difference exits between the Pre-Merger and Post Merger means of Interest coverage ratio of
vertically merged firms. The findings showed that the Debt to Equity ratio of the merged firms
deteriorated after the merger hence showing that the vertically merged firms relied more on
shareholders' equity relative to debt and hence signify that risk profile and financial leverage of
the vertically merged company’s improved after the merger. Hence we can reject Null
Hypothesis (Ho) and accept alternate Hypothesis (H7) i.e. significant difference exits between
the Pre-Merger and Post Merger means of debt to equity ratio of vertically merged firms.

Overall the financial ratio analysis of the vertically merged firms showed that on an
average Liquidity position, Profitability, Operating Efficiency of the vertically merged firms
improved during post-merger period while financial leverage (Risk) declined during post-merger
period. Likewise, results of the regression analysis reported improved profitability of Vertical
mergers when return on assets was used as a profitability measure however the results were
although positive but weak when return on equity was used as a profitability measure in the
current study.

Although, the results of OLS Regression for ROA strongly evidenced improved
profitability of Vertical mergers in Pakistan during time period 2000 to 2010. At the same time
very small statistical evidence i.e. only 6% regarding the ROE measure of profitability has also
been evidenced with respect to the variables, dimensions and time frame adopted in the current
study. Furthermore, the study advocated that unstable economic and political condition, poor
law and order situation, absence of regulatory quality & Rule of law, lack of governance,
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aggravated terrorism activities during the study period, decreased FDI, stock market crash, high
inflation, unemployment, increased corruption, poor investment opportunities, flight of large
amounts of capital from Asian countries etc might have contributed in decreased profitability in
terms of ROE for the case of Pakistan hence opening the doors for future researchers to
investigate the this issue intensely in context of Pakistan as the current study is an initial study of
its nature in Pakistan.

CONCLUSION

Economic condition of Pakistan encountered huge challenges since last two decades; one
among them is to generate opportunities for the investment in Pakistan. The current study
investigated and explores the impact of Vertical integration strategy on the financial
performance of the merged firms in Pakistan. The results of the financial ratio analysis
demonstrated that vertical integration strategy is the most effective integration strategies adopted
by the firms for conducting merger deals in Pakistan from time period 2000 to 2010. The
findings further revealed that the firms that adopted vertical integration strategy for merging
reported improvement in liquidity position, profitability, Operating efficiency and financial
leverage during the post-merger period and hence is identified as an effective integration
strategy. Therefore findings suggest that Vertical Integration strategy is the most favorable in
Pakistani environment and hence recommends Investors, MNCs, advisory firms, and Investment
Banks to adopt vertical integration strategy for conducting future merger deals in Pakistan and
also suggests their clients. Moreover, the study recommends that the Planning commission of
Pakistan should formulate a proper mechanism for selecting a suitable integration strategy after
properly analyzing the previous trends and financial facts in the industry.

LIMITATION & FUTURE RESEARCHES

As the current study is a pioneer study in context of the issue under discussion in
Pakistan therefore the future researchers must investigate certain untapped economic and
financial factors that have contributed in bringing decreased change in profitability in terms of
ROE in Pakistan. Furthermore, current study analyzed the impact of Vertical integration strategy
on financial performance and profitability of the merged firms in Pakistan. Future researchers
should also investigate the impact of Horizontal and Conglomerate strategy on the financial
performance of the merged firms in Pakistan. Moreover, comparative analysis on the
aforementioned strategies by future researchers can also produce fruitful results in scenario of
Pakistan. The current study used seven financial ratio to measure the financial performance of
the firms while the future researchers could make use of acid test ratio, Quick ratio, Operating
profit margin, pretax profit margin, Return on investment, Return on Capital employed, EPS &
Market value ratio to quantify the performance of the merged firms in Pakistan. Lastly, sectoral
analysis in context of Pakistan can also yield beneficial results.

APPENDIX
Table 1
PAIRED T-TEST ANALYSIS FOR CURRENT RATIO OF SAMPLED VERTICAL MERGERS
Event Company Year Mean/ Pre Post T-Value
No SD Merger Merger
1. Shaheen Cotton Mills & Shehzad Textile Mills 2004
Shaheen Cotton Mills Mean | 036 | | 6.54*
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S.D 0.15
- . Mean 1.02 -
Shehzad Textile Mills SD 016 4.35
. . Mean 2.33
Shehzad Textile Mills SD 0.49
2. World Multi media Ltd & World Call Telecom Ltd
. . Mean 1.91
World Multi media Ltd SD 11 -0.62
Mean 2.5
World Call Telecom Ltd SD >34 -1.05
Mean 1.06
World Call Telecom Ltd SD 022
3. World Call Broad Cast Ltd & World Call Telecom Ltd 2006
Mean 1.80
World Call Broad Cast Ltd SD 055 -0.54
Mean 2.5
World Call Telecom Ltd SD >3a -1.05
World Call Telecom Ltd Mean 1.06
S.D 0.22
4, World Call Communication & World Call Telecom Ltd 2006
L Mean 1.63
World Call Communication SD 025 -0.42
World Call Tel Ltd Mean 2.0 1.05
orld Call Telecom SD 234 -1.
World Call Telecom Ltd Mean 1.06
S.D 0.22
5. Kohinoor Generetek Ltd &Kohinoor Weaving Mills Ltd | 2004
. Mean 2.28 -
Kohinoor Generatek Ltd SD 0.60 -26.6
. . . Mean 0.98
Kohinoor Weaving Mills Ltd SD 003 -1.82
. . . Mean 0.88
Kohinoor Weaving Mills Ltd SD 0.08
6. Atlas Lease & Atlas Investment Bank 2002
Mean 0.81 .
Atlas Lease SD 0.55 13.4
Atlas investment bank Mean 1.11 5 5
S.D 0.04 )
Atlas investment bank Mean 1.17
S.D 0.00
7. Atlas investment bank &Atlas bank Ltd 2004
Atlas investment bank Mean 117 -9 48+
S.D 0.01 '
Atlas bank Ltd Mean 0.56 2 64%
S.D 0.15 '
Mean 0.33
Atlas bank Ltd SD 0.02
8 Pakistan Industrial Leasing Corp. Ltd &Trust 2001
) Investment Bank Ltd
Mean 0.23
. . . -
Pakistan Industrial Leasing Corp. Ltd SD 0.02 10.55
Trust Investment Bank Ltd Mean 0.55 8.51*
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S.D 0.18
Trust Investment Bank Ltd Mean 1.90
S.D 0.20
9. Elahi Spinning & Taj Textile Mills 2000
Ca Mean 0.70 «
Elahi Spinning SD 0.02 5.57
Taj Textile mills Mean 0.99
S.D 0.09 5 1o
Taj Textile mills Mean 1.17 '
S.D 0.11
Nafees Cotton Mills Ltd
10. Legler-Nafees Denim Mills Ltd 2004
Nafees Cotton Mills Ltd Mean 1.26 -1.97
S.D 0.25
- - Mean 0.02
Legler-Nafees D Mills L 78*
egler-Nafees Denim Mills Ltd SD 007 7.78
. . Mean 1.94
Legler-Nafees Denim Mills Ltd SD 052
11. KASB Company Ltd & KASB Bank Ltd 2003
KASB & Company Ltd Mean 1.43 2 9ax
S.D 0.40 '
KASB Bank Ltd Mean 1.39 2 ga*
S.D 0.44 '
KASB Bank Ltd Mean 2.19
S.D 0.18
12. Dawood Cotton Mill &Dawood Lawrencepur Ltd 2004
. Mean 4.98 -
Dawood Cotton Mill SD 0.48 -7.25
Mean 2.11
Dawood Lawrencepur Ltd SD 0.48
Lawrencepur Woolen Textile Mills Ltd & Dawood
13. 2004
Lawrencepur Ltd
. . Mean 4.02 -
Lawrencepur Woolen & Textile Mills Ltd SD 157 -2.00
Mean 2.11
Dawood Lawrencepur Ltd SD 0.8
14. Burewala Textile Mill & Dawood Lawrencepur Ltd 2004
. . Mean 2.44
Burewala Textile Mill SD 101 -1.19
Mean 2.11
Dawood Lawrencepur Ltd SD 0.48
15. Dilon Mills Ltd & Dawood Lawrencepur Ltd 2004
. . Mean 2.44
Dilon Mills Ltd SD 1ol
Dawood Lawrencepur Ltd Mean 2.11 119
S.D 0.48 '
16. Ibrahim Textile Mill & Ibrahim Fibers (2002) 2002
. . . Mean 0.95 «
Ibrahim Textile Mill SD 0.07 -6.24
- Mean 2.66 -
Ibrahim Fibers SD 051 -6.20
- . Mean 0.82
Ibrahim Fibers SD 0.03
17. Orix investment bank & Orix lease 2009 2009
Orix Investment bank Mean 1.66 2.34
S.D 0.65 *
. Mean 1.20 3.77
Orix Lease SD 026 .
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. Mean 1.86
Orix Lease SD 015
Significance level 1% (**), 5 %(*)
Table 2
PAIRED T-TEST FOR SALES GROWTH RATIO OF SAMPLED VERTICAL MERGERS
Event Compan Year Mean/ Pre Post T-Value
No pany SD Merger | Merger
1. Shaheen Cotton Mills & Shehzad Textile Mills 2004
; Mean 0.27
Shaheen Cotton Mills SD 0.95 0.10
. . Mean 0.04
Shehzad Textile Mills SD 0.01 0.06
- : Mean 0.13
Shehzad Textile Mills SD 538
2. World Multi media Ltd & World Call Telecom Ltd 2006
: : Mean 0.75
World Multi media Ltd SD 0.03 -1.98
Mean -0.00 *
World Call Telecom Ltd SD 0.07 10.91
Mean 0.63
World Call Telecom Ltd SD 0.06
3. Kohinoor Generatek Ltd & Kohinoor Weaving Mills Ltd 2004
Kohinoor Generatek Ltd Mean 0.15 3.43%
S.D 0.04 '
Kohinoor Weaving Mills Ltd Mean 0.22 2 89
S.D 0.22 '
Kohinoor Weaving Mills Ltd Mean 0.63
S.D 0.10
4, Atlas Lease & Atlas Investment Bank 2002
Mean 0.04 -
Atlas Lease SD 0.03 2.08
. Mean 0.04 -
Atlas investment bank SD 019 2.05
. Mean 0.41
Atlas investment bank SD 023
5. WORLDCALL Broadcast & WORLDCALL Telecom Ltd 2006
Mean 0.74
WORLDCALL Broadcast Ltd SD 011 -1.87
Mean 0.07 -
WORLDCALL Telecom Ltd SD 20.00 10.9
Mean 0.63
WORLDCALL Telecom Ltd SD 0.06
6. World Call Communication & World Call Telecom Ltd 2006
s Mean 0.73
World Call Communication SD 0.02 -1.64
Mean 0.07 .
World Call Telecom Ltd SD 20.00 10.9
Mean 0.63
World Call Telecom Ltd SD 0.06
Atlas investment bank
7. Atlas bank Ltd 2004
. Mean 0.50
Atlas investment bank SD 0.63 -1.14
Mean 0.50
Atlas bank Ltd SD 0.63 -1.14
Mean 0.03
Atlas bank Ltd SD 0.01
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Pakistan Industrial Leasing Corp. Ltd & Trust Investment Bank
8. Ltd 2001
. . . Mean -0.00 -
Pakistan Industrial Leasing Corp. Ltd SD 0.10 2.97
Mean -0.14 -
Trust Investment Bank Ltd SD 031 3.62
Mean 0.62
Trust Investment Bank Ltd SD 0.19
9. Elahi Spinning & Taj Textile mills 2000
C Mean 0.10 -
Elahi Spinning SD 0.01 2.02
: — Mean -0.16 -
Taj Textile mills SD 072 2.67
. . . Mean 0.95
Taj Textile mills SD 0.05
10. Nafees Cotton Mills Legler-Nafees Denim Mills Ltd 2004
; Mean 0.03
Nafees Cotton Mills Ltd SD 0.01 -0.300
. . Mean 0.04
Legler-Nafees Denim Mills Ltd SD 0.01 -0.301
. . Mean -0.10
Legler-Nafees Denim Mills Ltd SD 0.722
11. KASB Company Ltd & KASB Bank Ltd 2003
Mean 0.54 -
KASB Company Ltd SD 0.08 3.67
Mean 29.92 «
KASB Bank Ltd SD 550 -9.07
Mean 1.04
KASB Bank Ltd SD 022
12. Dawood Cotton Mill & Dawood Lawrencepur Ltd 2004
. Mean 0.09 -
Dawood Cotton Mill SD 013 -7.25
Mean -0.05
Dawood Lawrencepur Ltd SD 052
Lawrencepur ~ Woolen & Textile Mills Ltd & Dawood
13. 2004
Lawrencepur Ltd
. . Mean 0.01 -
Lawrencepur Woolen & Textile Mills Ltd SD 0.08 -36.6
Mean -0.05
Dawood Lawrencepur Ltd ) 054
14. | Burewala Textile Mill & Dawood Lawrencepur Ltd 2004
Burewala Textile Mill Mean 0.006 441.3*
S.D 0.15
Mean -0.05
Dawood Lawrencepur Ltd SD 0.5
15. | Dilon Mills Ltd & Dawood Lawrencepur Ltd 2004
; ; Mean 0.13
Dilon Mills Ltd SD 034 -0.15
Mean -0.05
Dawood Lawrencepur Ltd SD 052
16. Ibrahim Textile Mill & Ibrahim Fibers 2002
. . . Mean 0.14 *
Ibrahim Textile Mill SD 0.08 -7.18
- Mean 0.07 -
Ibrahim Fibers SD 0.01 -4.39
- Mean -0.05
Ibrahim Fibers SD 0.04
17. | Orix investment bank & Orix lease 2009
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- Mean -0.07 «
Orix investment bank SD 0.01 6.22
; Mean 0.13
Orix lease SD 011 -0.75
Orix lease Mean 0.08
S.D 0.04
Table 3
PAIRED T-TEST FOR NET PROFIT MARGIN RATIO OF SAMPLED VERTICAL MERGERS
Event Compan Year Mean/ Pre Post T-Value
No pany SD Merger Merger
1. Shaheen Cotton Mills & Shehzad Textile Mills 2004
. Mean 1.16 -
Shaheen Cotton Mills SD 041 -3.61
. . Mean 0.001
Shehzad Textile Mills SD 0,003 -0.88
. . Mean -0.38
Shehzad Textile Mills SD 0.5
2. World Multi media Ltd & World Call Telecom Ltd 2006
. . Mean 0.32 -
World Multi media Ltd SD 0.00 -2.91
Mean 0.05
World Call Telecom Ltd SD 013 0.41
Mean 0.09
World Call Telecom Ltd SD 0.04
WORLDCALL Broadcast Ltd & WORLDCALL
3. 2006
Telecom Ltd
Mean 0.28 -
WORLDCALL Broadcast Ltd SD 0.006 -2.43
Mean 0.05
WORLDCALL Telecom Ltd SD 013 0.41
Mean 0.09
WORLDCALL Telecom Ltd SD 0.04
World Call Communication & World Call Telecom
4, 2006
Ltd
P Mean 0.18
World Call Communication SD 0.06 -1.19
Mean 0.05
World Call Telecom Ltd SD 013 0.41
Mean 0.09
World Call Telecom Ltd SD 0.04
Kohinoor Generatek Ltd
> Kohinoor Weaving Mills Ltd 2004
Kohinoor Generatek Ltd Mean 0.13 5.56*
S.D 0.13 '
. . . Mean 0.06 «
Kohinoor Weaving Mills Ltd SD 0.02 -2.89
. . . Mean -0.01
Kohinoor Weaving Mills Ltd SD 0.03
6. Atlas Lease & Atlas Investment Bank 2002
Atlas Lease Mean 0.01 -
S.D 0.01 3.34
. Mean 0.02 -
Atlas investment bank(2002) SD 0.03 2.54
- Mean 0.11
Atlas investment bank(2002) SD 0.05
Kohinoor Generatek Ltd
5 Kohinoor Weaving Mills Ltd 2004
Kohinoor Generatek Ltd Mean 0.13 5.56*
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S.D 0.13
. . . Mean 0.06 -
Kohinoor Weaving Mills Ltd SD 0.02 -2.89
. . . Mean -0.01
Kohinoor Weaving Mills Ltd SD 0.03
6. Atlas Lease & Atlas Investment Bank 2002
Mean 0.01 .
Atlas Lease SD 0.01 3.34
; Mean 0.02 .
Atlas investment bank(2002) SD 0.03 2.54
: Mean 0.11
Atlas investment bank(2002) SD 0.05
7. Atlas Investment Bank & Atlas Bank 2004
Mean 0.11 .
Atlas Lease SD 0.05 -3.61
Mean -12.48
Atlas bank SD 023 -1.13
Mean -1.34
Atlas bank Ltd SD 1112
Pakistan  Industrial Corporation &  Trust
8. 2001
Investment Bank
. . . Mean 0.04 -
Pakistan Industrial Leasing Corp. Ltd SD 0.01 -3.61
Mean 0.14
Trust Investment Bank Ltd SD 0.08 -1.13
Mean 0.28
Trust Investment Bank Ltd SD 021
9. Elahi Spinning & Taj Textile mills 2000
e Mean -0.11 «
Elahi Spinning SD 0.08 -3.61
. . . Mean 0.01
Taj Textile mills SD 0.00 -1.13
. . . Mean -0.02
Taj Textile mills SD 0.06
10. E:gees Cotton Mills & Legler Nafees Denim Mills 2004
. Mean 0.04 «
Nafees Cotton Mills Ltd SD 0.02 5.33
. . Mean 0.06 «
Legler-Nafees Denim Mills Ltd SD 0.02 481
. . Mean 0.18
Legler-Nafees Denim Mills Ltd SD 0.03
11. KASB Company Ltd & KASB Bank Ltd 2003
Mean 2.23 -
KASB & Company Ltd SD 0.85 5.33
Mean 13.6 -
KASB Bank Ltd SD 551 4.81
Mean 11.7
KASB Bank Ltd SD 005
12. Dawood Cotton Mill & Dawood Lawrencepur Ltd 2004
Dawood Cotton Mill Mean 0.01 2 04*
S.D 0.00 )
Dawood Lawrencepur Ltd Mean 0.11
S.D 0.09
13 Lawrencepur Woolen & Textile Mills Ltd & 2004
) Dawood Lawrencepur Ltd
. . Mean 0.00 «
Lawrencepur Woolen & Textile Mills Ltd SD 0.01 1.98
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Mean 0.11
Dawood Lawrencepur Ltd SD 0.09
14. Burewala Textile Mill & Dawood Lawrencepur Ltd 2004
S Mean 0.00 -
Burewala Textile Mill SD 0.00 2.01
Mean 0.11
Dawood Lawrencepur Ltd SD 0.09
15. Dilon Mills Ltd & Dawood Lawrencepur Ltd 2004
. . Mean 0.00 -
Dilon Mills Ltd SD 0.01 2.08
Mean 0.11
Dawood Lawrencepur Ltd SD 0.09
16. Ibrahim Textile Mill & Ibrahim Fibers 2002
. - Mean 0.02 -
Ibrahim Textile Mill SD 0.01 2.31
- Mean 0.11 -
Ibrahim Fibers SD 0.04 -2.53
P Mean 0.06
Ibrahim Fibers SD 0.02
17. Orix investment bank & Orix lease 2009
L Mean 1.39 -
Orix investment bank SD 0.07 -452.5
; Mean 0.03
Orix lease SD 0.02 -1.56
. Mean 0.014
Orix lease SD 0.00
Significance level 1% (**), 5 %(*)
Table 4
RESULTS OF PAIRED T-TEST FOR RETURN ON EQUITY RATIO OF SAMPLED VERTICAL MERGERS
Event Compan Year Mean/ Pre Post T-Value
No pany SD Merger | Merger
1. Shaheen Cotton Mills & Shehzad Textile Mills 2004
. Mean 0.22 -
Shaheen Cotton Mills SD 0.07 -2.84
. - Mean 0.01 «
Shehzad Textile Mills SD 002 -2.00
. . Mean -0.50
Shehzad Textile Mills SD 0.44
2. World Multi media Ltd & World Call Telecom Ltd 2006
. . Mean 0.24 «
World Multi media Ltd SD 0.08 -5.59
Mean 0.01
World Call Telecom Ltd SD 0.06 0.74
Mean 0.04
World Call Telecom Ltd SD 0.01
WORLDCALL Broadcast Ltd & WORLDCALL
3. 2006
Telecom Ltd
Mean 0.16 -
WORLDCALL Broadcast Ltd SD 0.06 -3.35
Mean 0.01
WORLDCALL Telecom Ltd SD 0.06 0.74
Mean 0.04
WORLDCALL Telecom Ltd SD 0.01
4, World Call Communication & World Call Telecom Ltd 2006
- Mean 0.18 «
World Call Communication SD 0.08 -4.10
Mean 0.01
World Call Telecom Ltd SD 0.06 0.74
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Mean 0.04
World Call Telecom Ltd SD 0.01
5. Kohinoor Generetek Ltd & Kohinoor weaving Mill Ltd 2004
Kohinoor Generatek Ltd Mean 0.05 153
S.D 0.01 )
. . . Mean 0.19 -
Kohinoor Weaving Mills Ltd SD 0.00 -5.35
. . . Mean -0.00
Kohinoor Weaving Mills Ltd SD 0.01
6. Atlas Lease & Atlas Investment Bank 2002
Atlas Lease Mean 0.08 -
S.D 0.02 8.19
i Mean 0.12 .
Atlas investment bank SD 0.0l 6.94
. Mean 0.36
Atlas investment bank SD 0.05
7. Atlas investment bank & Atlas bank Ltd 2004
i Mean 0.13 .
Atlas investment bank SD 0.06 3.88
Mean -0.01 7.81*
Atlas bank Ltd SD 0.03
Mean 0.29
Atlas bank Ltd SD 0.05
8 Pakistan Industrial Leasing Corp. Ltd & Trust 2001
' Investment Bank Ltd
. . . Mean 0.04 -
Pakistan Industrial Leasing Corp. Ltd SD 0.01 3.22
Mean 0.06 -
Trust Investment Bank Ltd SD 0.01 3.03
Mean 0.33
Trust Investment Bank Ltd SD 0.15
9. Elahi Spinning & Taj Textile Mills 2000
Ca Mean -0.18 -
Elahi Spinning SD 0.38 2.31
. . . Mean 0.05
Taj Textile mills SD 0.03 1.56
. . . Mean 0.54
Taj Textile mills SD 029
10. E:gees Cotton Mills Ltd & Legler-Nafees Denim Mills 2003
. Mean 0.05 «
Nafees Cotton Mills Ltd SD 0.01 2.64
- - Mean 0.13
Legler-Nafees Denim Mills Ltd SD 001 0.46
. . Mean 0.15
Legler-Nafees Denim Mills Ltd SD 0.06
11. KASB Company Ltd & KASB Bank Ltd 2003
Mean 0.19 -
KASB & Company Ltd SD 0.05 5.88
Mean 7.24 -
KASB Bank Ltd SD > 64 -2.24
Mean 3.57
KASB Bank Ltd SD 0.99
12. Dawood Cotton Mill &Dawood Lawrencepur Ltd 2004
; Mean 0.10 .
Dawood Cotton Mill SD 0.02 12.9
Mean 0.80
Dawood Lawrencepur Ltd SD 0.10
13 Lawrencepur Woolen & Textile Mills Ltd 2004
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Mean 0.11 -
Dawood Lawrencepur Ltd SD 0.0 10.9
Mean 0.80
Dawood Lawrencepur Ltd SD 0.10
14. Burewala Textile Mill & Dawood Lawrencepur Ltd
. . Mean 0.13 «
Burewala Textile Mill SD 0.04 6.62
Mean 0.80
Dawood Lawrencepur Ltd SD 0.10
15. Dilon Mills Ltd & Dawood Lawrencepur Ltd 2004
. . Mean 0.18 «
Dilon Mills Ltd SD 0.16 10.2
Mean 0.80
Dawood Lawrencepur Ltd SD 0.10
16. Ibrahim Textile Mill & Ibrahim Fibers (2002) 2002
. . . Mean 0.16 -
Ibrahim Textile Mill SD 0.05 4.27
- Mean 0.14 -
Ibrahim Fibers SD 0.02 2.69
N Mean 0.52
Ibrahim Fibers SD 013
17. Orix investment bank & Orix lease 2009 2009
- Mean 0.17 -
Orix investment bank SD 0.06 -10.72
. Mean 0.08
Orix lease SD 0.07 -0.31
Orix lease Mean 0.06
S.D 0.01
Significance level 1% (**), 5 %(*)
Table 5
RESULTS OF PAIRED T-TEST FOR OPERATING EXPENSE RATIO OF SAMPLED VERTICAL MERGERS
Event Compan Year Mean/ Pre Post T-Value
No pany SD Merger | Merger
Shaheen Cotton Mills & Shehzad Textile Mills 2004
; Mean 0.15 .
Shaheen Cotton Mills SD 0.09 3.46
1 . . Mean 0.00 x
Shehzad Textile Mills SD 0.00 5.32
. . Mean 0.42
Shehzad Textile Mills SD 013
World Multi media Ltd & World Call Telecom Ltd 2006
. . Mean -0.39 -
World Multi media Ltd SD 0.00 8.55
2. Mean -0.17 -
World Call Telecom Ltd SD 0.06 5.0
Mean 0.14
World Call Telecom Ltd SD 0.08
WORLDCALL Broadcast Ltd & WORLDCALL
2006
Telecom Ltd
WORLDCALL Broadcast Ltd Mean | -0.36 8.05*
S.D 0.05
3. Mean -0.17
: *
WORLDCALL Telecom Ltd SD 0.06 5.0
Mean 0.14
WORLDCALL Telecom Ltd SD 0.08

23 1528-2635-21-2-112




Academy of Accounting and Financial Studies Journal Volume 21, Number 2, 2017

World Call Communication & World Call Telecom
2006
Ltd
WORLD CALL Communication Mean | -033 7.52%
S.D 0.11
4 Mean -0.17
: *
WORLD CALL Telecom Ltd SD 0.06 5.0
WORLD CALL Telecom Ltd Mean 0.14
S.D 0.08
Kohinoor Generatek Ltd & Kohinoor Weaving Mills Ltd 2004
Kohinoor Generatek Ltd Mean 0.01 020
S.D 0.00 )
5. . o Mean 0.85 R
Kohinoor Weaving Mills Ltd SD 029 -4.66
. . . Mean 0.05
Kohinoor Weaving Mills Ltd SD 0.02
6. Atlas Lease & Atlas investment bank 2002
. Mean 0.94 ) -
Company A: Atlas Lease SD 0.02 130.3
. Mean 0.17 -
Atlas investment bank SD 0.01 2.82
. Mean 0.18
Atlas investment bank SD 0.00
7. Atlas investment bank & Atlas bank Ltd 2004
Mean 0.18 -
Atlas Investment Bank SD 0.00 4.27
Mean 0.36 .
Atlas bank Ltd SD 025 2.98
Mean 0.80
Atlas bank Ltd SD 0.26
8. Pakistan Industrial Leasing Corp. Ltd & 2001
. . . Mean 0.79 -
Pakistan Industrial Leasing Corp. Ltd SD 0.01 -2.18
Mean -0.29 -
Trust Investment Bank Ltd SD 0.20 5.59
Mean 0.49
Trust Investment Bank Ltd SD 013
9. Elahi Spinning & Taj Textile mills 2000
e Mean 0.24 -
Elahi Spinning SD 0.04 23.3
. . . Mean 0.04 -
Taj Textile mills SD 001 2.00
. . . Mean 0.05
Taj Textile mills SD 0.009
10. Nafees Cotton Mills Ltd & Legler-Nafees Denim Mill 2004
: Mean 0.02 -
Nafees Cotton Mills Ltd SD 0.0l 5.05
. . Mean 2.68
Legler-Nafees Denim Mills Ltd SD 190 -0.92
. . Mean 0.46
Legler-Nafees Denim Mills Ltd SD 015
11. KASB Company Ltd & KASB Bank Ltd 2003
Mean 2.06
KASB & Company Ltd SD 317 -0.87
Mean 0.39
KASB Bank Ltd SD 011 0.89
Mean 0.46
KASB Bank Ltd SD 0.07
12. Dawood Cotton Mill &Dawood Lawrencepur Ltd 2004
Dawood Cotton Mill Mean -0.02 145.0*
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S.D 0.00
Mean 0.38
Dawood Lawrencepur Ltd SD 0.00
Lawrencepur  Woolen & Textile Mills Ltd and
13. 2004
Dawood Lawrencepur Ltd
. . Mean 0.09 -
Lawrencepur Woolen & Textile Mills Ltd SD 0.00 75.09
Mean 0.38
Dawood Lawrencepur Ltd SD 0.00
14. Burewala Textile Mill & Dawood Lawrencepur Ltd 2004
. . Mean 0.29
Burewala Textile Mill SD 035 0.66
Mean 0.38
Dawood Lawrencepur Ltd SD 0.00
15. Dilon Mills Ltd & Dawood Lawrencepur Ltd 2004
. . Mean 0.04 -
Dilon Mills Ltd SD 0.01 52.0
Mean 0.386
Dawood Lawrencepur Ltd SD 0.00
16. Ibrahim Textile Mill & Ibrahim Fibers 2002
. . . Mean 0.04
Ibrahim Textile Mill SD 0.00 1.60
- Mean 0.03
Ibrahim Fibers SD 0.02 1.53
Ibrahim Fibers Mean 0.90
S.D 0.92
17. Orix investment bank & Orix lease 2009
o Mean 0.13 «
Orix investment bank SD 001 -361
i Mean 0.011
Orix lease SD 0.00 0.50
Orix lease Mean 0.011
S.D 0.00

Significance level 1% (**), 5 %(

Table 6
PAIRED T-TEST FOR INTEREST COVERAGE RATIO OF SAMPLED VERTICAL MERGERS
Event Compan Year Mean/ Pre Post T-Value
No pany SD Merger Merger
1. Shaheen Cotton Mills & Shehzad Textile Mills 2008
. Mean 8.17 -
Shaheen Cotton Mills SD 172 -16.1
. . Mean 0.06
Shehzad Textile Mills SD 0.00 -1.76
. . Mean -0.93
Shehzad Textile Mills SD 0.97
2. World Multi media Ltd & World Call Telecom Ltd 2006
. . Mean -0.96 "
World Multi media Ltd SD 0.10 2.77
Mean -0.06
World Call Telecom Ltd SD 0.88 1.67
Mean 1.29
World Call Telecom Ltd SD 1.09
WORLDCALL Broadcast & WORLDCALL
3. 2006
Telecom Ltd
Mean -1.27 -
WORLDCALL Broadcast Ltd SD 0.73 3.15
Mean -0.06
WORLDCALL Telecom Ltd SD 0.88 1.67
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Mean 1.29
WORLDCALL Telecom Ltd SD 109
World Call Communication & World Call Telecom
4, 2006
Ltd
— Mean -1.25 -
World Call Communication SD 0.94 3.13
Mean -0.06
World Call Telecom Ltd SD 0.88 1.67
Mean 1.29
World Call Telecom Ltd SD 109
5. Kohinoor Generetek Ltd & Kohinoor Weaving Mills 2004
i Mean 3.10 -
Kohinoor Generatek Ltd SD 131 -4.26
. . : Mean 6.50 -
Kohinoor Weaving Mills Ltd SD 078 -8.26
. . . Mean -0.53
Kohinoor Weaving Mills Ltd SD 125
Atlas Lease
6. Atlas investment bank 2002
Mean 0.04 -
Atlas Lease SD 0.05 13.2
; Mean 0.02
Atlas investment bank SD 0.90 -1.51
- Mean 0.81
Atlas investment bank SD 0.09
7. Atlas investment bank &Atlas bank Ltd 2004
. Mean 0.83 -
Atlas investment bank SD 0.10 27.61
Mean 0.76 .
Atlas bank Ltd SD 0.20 28.15
Mean 4.44
Atlas bank Ltd SD 712
8 Pakistan Industrial Leasing Corp. Ltd 2001
) Trust Investment Bank Ltd
. . . Mean 0.24 -
Pakistan Industrial Leasing Corp. Ltd SD 0.00 3.25
Mean -0.45 -
Trust Investment Bank Ltd SD 0.07 5.89
Mean 1.10
Trust Investment Bank Ltd SD 0.5
9. Elahi Spinning & Taj Textile Mills 2000
e Mean 0.27 -
Elahi Spinning SD 063 3.30
. . . Mean 0.13
Taj Textile mills SD 0.40 1.66
. . . Mean 1.45
Taj Textile mills SD 108
10. Nafees Cotton Mills Ltd & Legler-Nafees Denim Mills | 2004
. Mean 2.76
Nafees Cotton Mills Ltd SD 073 0.27
. . Mean 1.90
Legler-Nafees Denim Mills Ltd SD 0.46 1.81
- . Mean 2.95
Legler-Nafees Denim Mills Ltd SD 0.88
11. KASB Company Ltd & KASB Bank Ltd 2003
Mean 8.20
KASB Company Ltd SD 511 0.92
Mean 122.4 -
KASB Bank Ltd SD 6718 -2.83
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Mean 12.03
KASB Bank Ltd SD 6.62
12. Dawood Cotton Mill &Dawood Lawrencepur Ltd 2004
- Mean 0.82 .
Dawood Cotton Mill SD 027 2.87
Mean 0.74
Dawood Lawrencepur Ltd SD 0.06
13 Lawrencepur Woolen & Textile Mills Ltd & Dawood 2004
' Lawrencepur Ltd
- . Mean 0.52
Lawrencepur Woolen & Textile Mills Ltd SD 034 1.09
Mean 0.74
Dawood Lawrencepur Ltd SD 0.06
14. Burewala Textile Mill & Dawood Lawrencepur Ltd 2004
. . Mean 1.32 -
Burewala Textile Mill SD 0.62 -13.07
Mean 0.74
Dawood Lawrencepur Ltd SD 0.06
15. Dilon Mills Ltd & Dawood Lawrencepur Ltd 2004
. . Mean 0.14 -
Dilon Mills Ltd SD 0.03 14.45
Dawood Lawrencepur Ltd Mean 0.74
S.D 0.06
16. Ibrahim Textile Mill & Ibrahim Fibers 2002
. . . Mean 112 -
Ibrahim Textile Mill SD 052 2.36
Mean 5.41 -1.19
Ibrahim Fibers sD 736
. . Mean 1.44
Ibrahim Fibers SD 023
17. Orix investment bank & Orix lease 2009
o Mean 1.39 -
Orix investment bank SD 119 -39.4
. Mean 0.40 -
Orix lease SD 0.10 2.05
Orix lease Mean 0.52
S.D 0.03
Significance level 1% (**), 5 %(*)
Table 7
PAIRED T-TEST FOR DEBT TO EQUITY RATIO OF SAMPLED VERTICAL MERGERS
Event Compan Year Mean/ Pre Post T-Value
No pany SD Merger Merger
1. Shaheen Cotton Mills & Shehzad Textile Mills 2004
. Mean 0.05 -
Shaheen Cotton Mills SD 0.03 -11.4
. . Mean 0.01 *
Shehzad Textile Mills SD 0.00 -3.11
. . Mean 0.004
Shehzad Textile Mills SD 0.005
2. World Multi media Ltd & World Call Telecom Ltd 2006
. . Mean 0.21
World Multi media Ltd SD 0.00 0.49
Mean 0.53
World Call Telecom Ltd SD 0.58 -0.40
Mean 0.39
World Call Telecom Ltd SD 017
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WORLDCALL  Broadcast & WORLDCALL

3. Telecom Ltd 2006
Mean 0.60
WORLDCALL Broadcast Ltd SD 0.08 -0.60
Mean 0.58
WORLDCALL Telecom Ltd SD 053 -0.40
Mean 0.39
WORLDCALL Telecom Ltd SD 017
4, WORLD CALL Comm & World Call Telecom Ltd 2006
o Mean 0.60
World Call Communication SD 0.08 -0.60
Mean 0.53
World Call Telecom Ltd SD 0.58 -0.40
Mean 0.39
World Call Telecom Ltd SD 017
5 Kohinoor Generatek Ltd 2004
' Kohinoor Weaving Mills Ltd
Kohinoor Generatek Ltd Mean 0.08 8.83*
S.D 0.06 ’
. . : Mean 2.06 "
Kohinoor Weaving Mills Ltd SD 016 2.87
. . . Mean 3.02
Kohinoor Weaving Mills Ltd SD 055
Atlas Lease
6. Atlas investment bank 2002
Mean 7.49 -
Atlas Lease SD 157 -466.3
; Mean 0.06 .
Atlas investment bank SD 0.00 -2.35
. Mean 0.03
Atlas investment bank SD 0.02
7. Atlas investment bank & Atlas bank Ltd 2004
: Mean 0.06 -
Atlas investment bank SD 0.00 -249.3
Mean 0.04 -
Atlas bank Ltd SD 0.03 -254.9
Mean -5.49
Atlas bank Ltd SD 1112
8 Pakistan Industrial Leasing Corp. Ltd &Trust 2001
) Investment Bank Ltd
. . . Mean 6.05 "
Pakistan Industrial Leasing Corp. Ltd SD 0.19 -79.98
Trust Investment Bank Ltd Mean 2.34 -28.36*
S.D 0.12 )
Trust Investment Bank Ltd Mean 0.30
S.D 0.21
9. Elahi Spinning & Taj Textile mills 2000
. Mean 0.28
Elahi Spinning SD 0.03 0.52
. S Mean 2.77 -
Taj Textile mills SD 091 -4.34
. . . Mean -0.05
Taj Textile mills SD 0.06
10. Eigees Cotton Mills Ltd & Legler-Nafees Denim Mills 2003
; Mean 0.16 .
Nafees Cotton Mills Ltd SD 0.01 5.37
. . Mean 8.96 *
Legler-Nafees Denim Mills Ltd SD 385 -1.24
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. . Mean 17.3
Legler-Nafees Denim Mills Ltd SD 050
11. KASB Company Ltd & KASB Bank Ltd 2003
Mean 0.03 *
KASB & Company Ltd SD 0.01 7.04
Mean 4.97 *
KASB Bank Ltd SD 294 2.88
Mean 15.3
KASB Bank Ltd SD 0.95
12. Dawood Cotton Mill &Dawood Lawrencepur Ltd 2004
; Mean 0.38
Dawood Cotton Mill SD 025 0.98
Mean 0.40
Dawood Lawrencepur Ltd SD 0.02
13, Lawrencepur Woolen Textile Mill & Dawood 2004
Lawrencepur
Lawrencepur Woolen & Textile Mills Ltd Mean 0.52 -2.85*
S.D 0.07
Mean 0.40
Dawood Lawrencepur Ltd SD 002
15. Dilon Mills Ltd & Dawood Lawrencepur Ltd 2004
; ; Mean 0.35
Dilon Mills Ltd SD 028 0.28
Mean 0.40
Dawood Lawrencepur Ltd sD 0.02
16. Ibrahim Textile Mill & Ibrahim Fibers 2002
. . . Mean 2.42 "
Ibrahim Textile Mill SD 084 -12.65
- Mean 0.65 %
Ibrahim Fibers SD 035 -9.77
P Mean 0.68
Ibrahim Fibers SD 023
17. Orix investment bank & Orix lease 2009
. Mean 0.06
Orix investment bank SD 0.00 0.19
; Mean 0.07
Orix lease SD 0.00 -1.58
Orix lease Mean 0.06
S.D 0.00
Significance level 1% (**), 5 %(*)
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