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ASTUDY ON THE FINANCIAL PERFORMANCE OF SELECTED INDIAN CHEMICAL lf\.'l)Us-m“__S

A POST MERGER PERFORMANCE ANALYSIS

Mre.R.Padmanaban*  Dre.M.Sivasubramanian**
“sadans Erofessor, Depariment of Commerce, Kongunadu Arts and Science College, Coimbatore.
P bwockue Professor, Department of Commerce, Government Arts College, Coimbatore

Adstract
Dudta Aas sigrificant presence in production of basic organic and inorganic chemicals, pesticides, paints, dyestuff; i
memediaies, petrochemicals, fine and specialty chemicals, cosmetic and toiletry product segments. The Indjay c'ifum;'r{ |
st aeceants for [3-138% of wotal exports and 8-9"6 of total imports of India. In terms of volume of production, j; is ”:‘
oweltielargest i the world and the thivd-largest in Asia, after China and Japan. Despite its large size and significant (; U;
contridution, brdian chemicals indusery represents only avound 3% of global chemical. Currently the per capita cong mption
predicts of the udian chemical indusary is one-tenth of the world average, which reflects the huge potential JOr firther

also known as commadity chemicaf thay

of
groweh, The Indian advantage lies in the manufacturing of basic chemicals that are
cecewn for about 37% of the total domestic chemical sector.

Chemicals are a part of every aspect of human life, vight from the food we eat to the clothes we wear 1o the cars we drive
Chemical industry contributes significantly to improving the quality of life through breakthrough innovations enabling pyr,
drinking waeer, faster medical treatment, stronger homes and greener fuels. The chemical industry is critical Jor the
ceoromic development of any country, providing products and enabling technical solutions in virtually all seciors of the

ceonoiny,

LUINTRODUCTION
India has significant presence in production of basic organic and inorganic chemicals, pesticides, paints, dyestuffs and

intermediates, petrochemicals, fine and specialty chemicals, cosmetic and toiletry product segments, The Indian chemical
seeter accounts for 13-14% of total exports and 8-9% of total imports of India. In terms of volume of production, it is the
tweltth-largest in the world and the third-largest in Asia, after China and Japan. Despite its large size and significant GDP
contribution, Indian chemicals industry represents only around 3% of global chemical.

MERGER AND ACQUISITION IN INDIA
The post-war peried is regarded as an era of M&A. Large number of M&A occurred in industries like jute, cotton textiles,

sugar, insurance, banking, electricity and tea plantation. It has been found that, although there were a large number of M&As
in the early post independence period, the anti-big government policies and regulations of the 1960s and 1970s seriously

determred M&As.

1.2 Need of the Study
Corporate India is facing hyper competition both with the domestic market and also in its export markets. In the context of

Liberalization and Globalization of the cconomy, the changes required. In the functioning of corporate need to be vast. I
becomes imperative for all the corporations to review their alignment of their everlasting desire for growth and changes:
E\lergcr &Acquisition are the inorganic growth strategies which gave got its significance in today’s corporate world due 0
intensively competitive business environment. Merger &Acquisition is considered as one of the strategies for growth.

1.3 Statement of the Problem

The de}'elopm{‘nl of industries depends on several factors such as finance, personnel, technology, quality of the prodlfct ar}d
marketing. Out of these, financial and operating aspects assume a significant role in determining the growth of industries- ”'?
this hyper competitive environment one necessity for change and creativi ty to achieve Merger and acquisition are not totay
new to the Indian economy,

1.4 Objectives of The Study
i. To obsem? the prtzﬁtabi!ity and liquidity position of the selected Industries.
2. To detcrm!ne the factor influencing the liquidity of the position of Indian Chemical Industries. Jian
3. Todetermine the value of Total sharcholder Return associating with pre and post merger period in selected "

chemical industries

; : 4
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1.5 Rescarch Methodology

1.5.1 Sources of Data

cecondary data is _"“-'f' for th_r.- study. The required data for the study is collected and compiled from “PROWESS™ datzbase
of Centre for Momtoring Indian Economy (CMIE), period from 2005-2006 to 2013-2014 which is a reliable and empeowersd
corporate database. The rescarcher undertook the field work, approximately for period 2014-2015.

1.5.2 Sample Selection

A study is in between 2005 to 2014 was chosen. For the study researcher have been taken for the analysis period Merger and
Acquisilions occurr;d (:»n_lm:mcia] crisis period 2007-2008. During this period there was a spurt merger and acquisition
sctivities especially in Indian chemical industries,

The following are the selected Indian Chemical Industries of this study

Bodal Chemicals Ltd.

Chembond Chemicals Lid,

Dhunseri Petrochem & Tea Ltd.

Gujarat State Fertilizers & Chemicals Ltd.

Gulshan Polyols Ltd.

Indokem Ltd.

Khaitan Chemicals & Fentilizers

Nilkamal Ltd.

Piramal Enterprises Ltd.

Shiva Gloebal Agro Inds Ltd.

Supreme Petrochem Ltd.

e V1P Industries Ltd.

L -« & & = * =

1.53 Period of Study
The study covers a period of eight years from the financial year 2005-2006 to 2013-2014.

1.5.4 Techniques of Analysis
Ratio analysis is a technique adapted to analyse and interprets general financial statements to assess the profitability,
liguidity, Total shareholder return, financial distress and relative efficiency of selected Indian Chemical Industrics. To
analyse the financial re-structure of M&A in Indian chemical industries various accounting and statistical techniques were
applied. Pre- acquisition and post- acquisition performance ratios were estimated and the mean values were computed for the
set of sample firms, for pre and post-merger period. In order to assess the impact of M&A on the financial re-structure of
acquired company, the following tools have been used. They are as follows

¢ Mean

« Standard deviation

¢ Co-efficient of variation

« Compound annual growth rate

1.6 Limitations
The study is subject to the following limitations.
1. The study is based on the secondary data taken from published annual reports and the PROWESS database of Indian
chemical industries and as such its findings depend entirely on the accuracy of such data.
2. The study covered a period of eight years. But the changes that have taken place before and after the period are not

considered.

LREVIEW OF LITERATURE ’
The review of literature guides the researchers for getting better understanding of methodology used limitations of various

available estimation procedures and the data base lucid interpretation and reconciliation of conflicting results.

Tofael Hossain Majumder(1968" Financial ratios are the simplest method for evaluating the financial performance of all
kinds of industries. In his study attempt to review the profile of pharmaceutical industries and asses the financial performance
with help of ratios. it shows an state of affairs in selected industry. Altman (1968) used financial ratios to predict corporats
bankruptcy. He found that the bankruptcy model has an accuracy rate of 93% and is very successful in predicting failed and
nen-failed firm this study noted that causes of failure and it gives suggestion to further improvement.

—

h-__'———__
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JINTRODUCTIONTO THE INDIAN CHEMICAL INDUSTRIZS
Chemical industry is one of India’s oldest mdusiries, contributing %
of the nation. The Indian Chemical [ndustry forms the backhene af IIRSTE o indz g
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Ownership Patterns

The ownership pattern of the chemical companies was inclined larzeiy rowards de PranE imier et aeenm

69% of the total sample. It is followed by 11% of parmenship {firms indicatinge e e My ey me JITDest an o
second largest category in the sample. However, public limjted entities aceount for [4% witilie 1%, = IrIETEme concems
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*  58% of the public limited ¢o
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Sub sezments

Nature of operations
79% of the companics are engaged exclusively in manufacturing, while 21%

58% of the _m“'_"“facmﬁng companies have single manufacturing facility while 42%
the companics involved exclusively in manufacturing activity have invested up to Rs 50 million

are engaged in manufacturing as well trading.
operate with two or morc plants. 31% of
in plant and machinery.

Future plans
ge from capacity expansion,

82% chemical companies have envisaged strategies for future growth. The plans ran
modernization to new market entry and diversification.

Companies operating in organic chemicals are kee
Of the companies interested in capacity expansion,
Of the companics interested in diversification, 65% are p:

n for capacity expansion and diversification
80% belong to the private limited category
rivate limited companies

ALYSIS OF SELECTED INDIAN CHEMICAL INDUSTRIES

important to measure the performance of a
relative to its sales, net worth
he selected Indian chemical

4.PROFITABILITY AN
Introduction

Profitability ratios are used to evaluate the profitability of a company and it is
company. Profitability ratios are primarily used to determine the profit earned by a company
and total assets. In this chapter the ratios have been used to measure the profitability of t
industries.

4.1 Analysis of Profitability . )
th the help of the given ratios.

The profitability can be measured wi
& Gross Profit Ratio

Net Profit Ratio
Operating Profit Ratio

Return on Equity Chemical Industries during t
” (it ratios of Indian Chemical Incus
Table 4.1 - Gross proli 2010-2011 to 2013-2014

L2
*J

o,
-
M

he Pre-Merger period from

*
o

Pre-Merger period of Gross profit Ratio
. ——T37010- | 2011- | 2012- 2013- | MEAN | SD CAGR [CV
2011 2012|2013 | 2014 (%) (%)
Bodal Chemicals Ltd Fiedl | a6 | A 3;; 73‘{}2;3 loléf;l m 122?
Chembond Chemicals 6.87 6.67 8.46 . - - - -
[ e
___‘.__————'___-____-__.__‘ - - - - =-I.
ILJ:Itiunseri PC[]’OChcm & ———WW l127 15 13 u 24 1 113 L
Tea Ltd. | 4 —==T1 037 |5 -5.29 3.62 -2.18 8.91
Gujarat State Fertilizers & -7.09 -4.97 0.37 813
Chemicals Ltd. __._____1-3—55——--—-5—@-' _:-g'£ 1365 | 1114 | 329 0.13 7.85 |
- -_____'_..—-—"
Gulshan Polyols Ltd. ____5_53-— _,f_g_i—- 5.60 5.84 5.39 0_;3 .(2];2 -:gg
:(n:r{l:em Lt((;ll;emica!s & __—?3_56_’ 5,52 i = 660 il - -~
aitan I
rertili =5 ] -8.83
Fertilizers Ltd. | —72.96 15.26 | 16.88 13.07 4.24 113 ; e
g Nilkamal Ltd. __.j—l§-'-‘ e 7
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Sonveas Compilad and Calenlated from the data pnhlnhcnl in CMIE =

bl 41 rovaals the grss profit atio of selected Indian Chemical Industries from - 2010-2011 10 2013-2014 T3,
PR vty shows 4 Nuetiatmg, wend during the period of study. 1t implies the high cost of goods sold due 10 -5 o
poehasing policies and losser sales. 1he Piramal Fterprises Lid has the highest average gross profit ratio of 16 0z »e. , -
and e Nupreme Petrachien 1 ad has the fowest averape pross profit ratio of .39 per cent. It shows 2 good financiz] ‘-\M
Juring pre merger penad than other Indian Chemical Industiies. The Bodal Chemicals Ltd has the highest stznderd e, &
with of grass peotit vt of 1101 per cent. The Shiva Global Agro Inds Lid has the Jowest standard deviznon woy g,
peolit i of 018 par cont and it is found to be stable in gross profit ratio. The Bodal Chemicals Ltd has the 3o,
compaiind anamal growth rate of 188 per cent. Khaitan Chemicals & Fertilizers Ltd has the negative growth during
e porred. The comypound annual growth is between 1,880 -2.47 during the period.

o
"!

The Badal Chomeals 1td has the highest co-efficient variance with gross profit ratio of 14.30 per cent. The Pirmy
Patarpeses 1id has the lowest co-elicient variance with gross profit ratio of -16.24 per cent. It is found that there is mym
DONSINIIY 11 ross profit eatio than the other Indian Chemical Industries.

Table 4.2 - Gross profit vatio of Indian Chemieal Industries during the Post -Merger period from
2010-2011 to 2013-2014

Post-Merger period Of Gross Profit Ratio

T2010- | 2011- |2012- |[2013- [ MEAN [ SD CAGR [CV |
011 2012 | 2013 2014 (%) (%)

Rodal Chemicals 1td. | <213 | 6.79 682 | -3.76 1.93 5.66 0.21 294
Chembond  Chemicals | 5.79 6.01 7.07 6.19 6.41 0.55 0.02 0.09
I!ﬂ
Dhunseri Petrochem & | 2318 | 12.80 | 1413 | 4.65 | 13.69 7.59 041 | 0355
Tealud
Gujarat State | -1.95 -3.13 3.7 -3.78 -3.01 0.77 0.25 -0.26
Fertilizers &Chemicals ] 1
Gulshan Palyols Ltd. 1523 | 1437 | 1283 [ 1279 | 13.80 1.20 -0.06 | 0.09
ndokemltd. | 026 | -12.08 | -23.10 | -1827 | -1330 | 10.10 | 5.13 | -0.76
Khaitan Chemieals & 6.60 3.66 11.61 5.87 6.93 3.36 -0.04 0.48
Fertilizers 11d,
Nilkamal Ltd. 1321 | 1233 | 1922 | 1246 | 1431 3.30 0.02 | 023
Piamal  Enterprises | 17.20 | 2148 [ 204142 17.13 | 52431 | 1011.41 | 0.00 193
11,
Shiva  Global Agro | 3.39 4.10 4.47 4.93 4.22 0.65 0.13 0.15
Inds. Led. .
Supreme Petrochem | 3.80 6.82 7.66 311 535 2.23 0.07 | 042
1
V1P Industries Ltd, 4.58 1287 | 1231 13.17 | 10.73 4.12 0.42 0.38

Sonree: Campiled and Caleulated from the data published in CMIE.,

Tablke 4.3 indicates the gross profit ratio of selected Indian Chemical Industries from a period of 2010-2011 10 2013-2014
This gross profit ratio shows a fluctuating trend during the period of study.The Piramal Enterprises Ltd has the hig
AV 210ss profit ratio of 524,31 per cent and the Indokem Ltd has the lowest average gross profit ratio of -13.80 per ¢&°

_____—.-"'""/
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011.4]1 per cent. The Chembond

-ramal Enterprises Ltd has the highest standard deviation with gross profit ratio of 1 :
: ) : found to be stable in gross profit

}Ezmicals Ltd with lowest standard deviation of gross profit ratio of 0.55 per cent and it is : £ Te
ﬁtiﬂv The V 1P Industries Ltd has the highest compound annual growth rate of 0.42 per cent. The Dhunsen Petrochem T;a
ptd has the negative growth rate of -0.41 per cent. During this period it is seen to have has a fluctuating growth rate. tn:j:
Bodal Chemicals Ltd has the highest co-efficient variance with gross profit ratio of 2.94 per cent. The Gulshan Polyols L
pas the Jowest co-efficient variance with gross profit ratio of 0.09 per cent .It is found that there is more consistency in the
gross profit ratio than of the other Indian Chemical Industries.
Table 4.3 -Net profit ratios of Indian Chemical Industrics during the Pre -Merger period from 2010-2011 to
2013-2014
e e
Pre-Merger period of Net profit Ratio —
2010- | 2011- | 2012- | 2013- | MEAN | SD | CAGR | CV (%)
2011 | 2012 | 2013 | 2014 ) A
Bodal Chemicals Ltd. -26.42 | -10.87 | 4.76 387 .17 | 1470 | -1.53 -2.05
Chembond Chemicals Ltd. 3.99 3.78 4.73 4,55 4.26 0.45 0.04 0.11
Dhunseri Petrochem & Tea Ltd. 208 | 748 | 602 | 1047 | 651 | 348 | 0.71 0.54
Gujarat State Fertilizers 7.85 | 5.00 | 9.78 7.59 755 | 1.96 | -0.01 0.26
&Chemicals.
Gulshan Polyols Ltd. 3.63 | 263 | 3.80 6.03 4.02 [ 144 | 0.8 036
Indokem Ltd. 0.93 1.00 1.15 1.39 1.12 0.20 0.14 0.18
Khaitan Chemicals & Fertilizers 3.29 2.43 3.56 2.46 2.94 0.57 -0.09 0.20
Ltd.
Nilkamal Ltd. 4.51 3.64 1.97 1.30 2.85 1.48 -0.34 0.52
Piramal Enterprises Ltd. 13.02 12.95 11.29 11.02 12.07 1.06 -0.05 0.09
Shiva Global Agro Inds. Ltd. 0.74 0.50 0.10 0.47 0.45 0.27 -0.14 0.59
Supreme Petrochem Ltd. 1.56 2.55 1.09 2.06 1.81 0.63 0.10 0.35
V I P Industries Ltd. 2.17 2.16 2.27 3.16 2.44 0.48 0.13 0.20

Source: Compiled and Calculated from the data published in CMIE.

Table 4.5 shows the net profit ratio of selectelndian Chemical Industries from the time period of 2005-2006 to 2008-2009.
The net profit ratio shows the fluctuating trend during of study period. This fluctuation indicates the firm’s capacity to face

adverse economic conditions as price competition, low demand etc.

The Piramal Enterprises Ltd has the highest average gross profit ratio of 12.07 per cent and the Bodal Chemicals Ltd has the
lowest average net profit ratio of -7.17 per cent. The Bodal Chemicals Ltd has the highest standard deviation with gross
profit ratio of 14.70 per cent. The Indokem Ltd with lowest standard deviation and gross profit ratio of 0.20 per cent is found

to be stable in net profit ratio.

The Dhunseri Petrochem & Tea Ltd has the highest compound annual growth rah_e of 0.71 per cent. The Bodal Chemicals Ltd
has the negative growth during the pre merger period with -1.53 per cent. During this period compound annual growth is

between -1.53 to 0.71 per cent.

The Dhunseri Petrochem & Tea Ltd has the highest co-efficient variar!ce in net profit ratio of 0.54 per cent. The Piramal
Ente['prises Ltd has the lowest co-efficient variance of net profit ratio of 0.09 per cent .It is found that there is more
consistency in the net profit ratio than of other Indian Chemical Industries.

5SUMMARY OF FINDINGS, SUGGESTIONS AND CONCLUSION

Introduction
_Chernica] Industry is engaged in the development, optimization and monitoring of fundamental chemical processes used in

Industry for transforming raw materials and precursors into useful commercial products for society. Chemical domain plays a
Tarmano
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T Mol Towereses Lad s die dighest co=efficient vartance with net profit ratio of 1.93 per cent. The Gulshan Polyols
LU e et seeiTicient varanes with gross profit ratio of 0.26 per cent and it is found that there is more consistency
[ e e e Ui e e Dndlan Chemical Industries,

o

s Sudy wauid e usefdd foe all the stakebolders of Indian chemical industry. Reasons could be attributed such as
e Tmaneal Tanegeenent with spevial regard to purchases; sales and inventory have to be seen. Credit policy
Newid s eowkad e Major chunk of prefit should not be used to pay fixed charges.

T T ez cnmpames sieuld improve their financial performance as sarly as possible. Operational efficiency should
1R 2w sneresnd v snduciog e cost and wastage and improving operating and management performance.
% ;

LS awesend e de companies should ke nevessary steps in utilizing their assets in generating more sales
Ty Aorenz apitad supely should also be adequate. Motivation and accountability for performance
aenevenment stewid de Sxad along with penalization for non achievement.

* Trower apetand curput Sranvial parameter should be used to analyse the performance of decision making units.

3 Canciusione

Thus s Tearmad Too e soady tat mose of companies in the sample category would improve the growth in terms of asseis
wd e e Srancial dealth in tecms of income and higher sales. Most of the Selected Indian Chemical Industry:
sl st and spesatonal perfermance are satisfictory after the merger period. If the Pharmaceutical Industry has 10
Terrm vail, it Tos ar mvest mere capital and has to do more sales. oaly then it will improve its performance level. Thus, the

ndtam Clremcai méusey will swac im 2 Seser position in lodia as well as abroad in near future.
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