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I. INTRODUCTION 

 

Business organizations are not islands in themselves. 

They are part of the society in which they operate and 

they are affected by the internal and external 

environment. In the modern world, business of any 

type and size is affected by the government policies, 

programs, rules and regulations etc. Business policy 

and strategy decisions are designed in the realm of 

overall government policy and system environment. 

With increasing industrialization and frequent entry 

of new players markets become more and more 

competitive and dynamic and the changing economic 

environment creates its own compulsions. As a result, 

pressure builds up on the existing players to maintain 

their market share and profit margins. This leads us to 

the fact that GROWTH is vital for a business firm’s 

survival. Growth can be achieved in either of the two 

ways: internal or external expansion. While internal 

expansion takes place by building new capacities or 

utilizing the existing ones within the organization, 

external expansion takes place through Mergers and 

Acquisitions (M&A).Mergers and acquisitions 

provide a shortcut to corporate growth. M&A may be 

critical to the healthy expansion of business firms as 

they evolve through successive stages of growth and 

development. Successful entry into new geographical 

markets by a firm may require M&A at some stages 

of firm’s growth. Even though the strategy of M&A 

provides some quick benefits but if not implemented 

properly it can create some problems as well. 

 

1.1. Theories and motives of M&A 

 

Broadly there are three theories which try to explain 

the rationale of M&A: 

a) The efficiency theory of mergers holds that 

M&A are driven by the search for synergies in 

operational, financial, distributional and R&D 

activities. 

b) The resource dependence theory suggests that 

M&A are result of organizational 

interdependence. Horizontal mergers attempt to 

reduce competition, vertical mergers reduce the 

symbiotic interdependence between the buyers 

and sellers and conglomerate mergers are 

response to dependence on other’s organizational 

resources. 

c) The agency theory holds that M&A are an 

outcome of managerial desire for power and 

higher salary. 

d) Merger motives can be classified into the 

following categories: Improved efficiency of 

operations, increased market, operating synergy, 

financial synergy, tax saving motives, risk 

reduction through diversification, increasing 

promoter’s stake etc. gaining managerial 

expertise acquiring a new product or brand name 

etc. are some other motives of M&As. 

 

1.2 M&As: Global vs Indian scenarios: Recent 

trends 

 

Globally the mergers and acquisitions have developed 

differently in different economies at different stages 

of time to meet the requirements posed by the 

changing economic trends. The developed economies 

like U.S.A, JAPAN, U.K, GERMANY, FRANCE, 

and some EU countries have a long history of M&As 

starting from 19
th

 century and have got well 

developed markets for the same however the 

regulating authorities in each of these countries have 

different attitudes which vary from lenient to 

restrictive and have formulated rules and regulations 

to moderate the M&A activities of business 

organizations. 

 

In India, since independence until the start of 1990s 

govt. of India followed the policy of planned 

economic development and India’s private sector 

corporate activity was highly regulated by 

government policies and regulations. However with 

the introduction of  new economic policies since 1991 

with major thrust on Liberalization, Privatization and 

Globalization, the regulatory framework such as 

MRTP Act, Companies act, APM, Industrial 

licensing, Foreign equity investment in Indian 

companies , Foreign technology agreements, FERA 

etc. have been very substantially dismantled paving 

the way for large scale corporate restructuring. 
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Therefore mergers and large scale acquisitions are 

recent phenomena in India. 

 

1.3 WHY THIS TOPIC FOR STUDY? 

 

a). Corporate restructuring activities in Petroleum 

sector worldwide: 

The United States continues to be the largest market 

for O&G M&A activity, with U.S. transactions 

accounting for approximately 46 percent of global 

deals. Similarly, North America seems to be a hotspot 

for M&A activity, accounting for about two-thirds of 

all transactions.The composition and nature ofM&A 

transactions have also changed. After years of risk 

taking, buyers seem to be shifting toward more 

conservative transactions involving oil-producing 

assets that have already been developed. In addition, 

buyers’ business expansion approaches are focusing 

more on asset acquisition than on corporate 

acquisition. 

 

For example, for the first half of 2013, in deal value, 

39 percent of O&G transactions were corporate 

acquisitions and 61 percent were asset acquisitions, 

compared with 55 percent and 45 percent, 

respectively, for the same period in 2012.Further, 

while companies formerly seemed to consider oil, 

natural gas, and natural gas liquids as a whole when 

developing their M&A strategies, the new strategy 

appear to be to look at each product individually. It 

appears that companies are currently more bullish on 

the acquisition of oil assets and bearish on gas assets, 

including those related to natural gas liquid 

operations. 

 

b). Spotlight on Upstream M&A Activity: 

For the first six months of 2013, one area of M&A 

activity in which transactions significantly declined is 

upstream deals. While transactions in North America 

continue to account for much of the upstream M&A 

activity, the number and value of deals in this region 

have significantly decreased since 2012. For example, 

through the first half of 2013, E&P transaction deal 

values fell to about $43 billion, a decrease of about 

44 percent (while the number of deals decreased by 

48 percent, from 263 in the first half of 2012 to 162 

in the first six months of 2013). This decrease could 

indicate that interest in North American 

unconventional resources is waning or that E&P 

companies are shifting their focus from acquiring 

additional properties to developing properties that 

they had previously acquired. 

 

c). Importance of Petroleum industry in Indian 

economy: 

The Indian petroleum industry is one of the oldest 

ones in the world with oil being discovered in Assam 

in 1867. With a demand for 120 million tons per 

annum India is the fourth largest oil consumption 

zone in Asia and oil consumption is expected to grow 

to 250 million tons per annum by 2024-

25.Significance of the petroleum industry in India 

springs from the fact that it accounts for about 10% of 

GDP and oil sector contributes approximately 30% of 

revenues collected by the Govt. from excise and 

customs duties.India’s targeted economic growth rate 

of 7-8% would generate an increase in energy 

demandof an equal magnitude and oil and energy 

sector will be the single biggest beneficiary. 

According to CLSA Asia Pacific, with more than a 

billion people, full deregulation of a 100 million ton 

market growing at twice the world averages India 

represents one of the most exciting oil sectors in the 

world today.Over the last few years, the sector has 

been opened up. The Petroleum Regulatory Bill 

envisages the institution of regulator, which will 

oversee the downstream aspects of the sector. A 

major trend in the oil and gas regulation in India is 

the opening up of this sector to private and foreign 

investments. 100% FDI is allowed in exploration, 

pipeline infrastructure, refining and in downstream 

retailing. 

 

d). Policy Changes Introduced by Govt. of India in 

Petroleum Sector in the recent past: 

In view of the widening gap between the demand and 

supply of oil & gas in the country,Govt. of India has 

taken several policy initiatives to facilitate the 

increase of production of petroleum products in the 

country. 

 

Several policy changes in the upstream oil sector 

have been introduced such as:  

1) Encouragement of participation of private sector 

Indian and foreign companies in oil exploration 

and production through New Exploration 

Licensing Policy. 

2) Opening of coal bed methane sector to private 

sector. 

3) Encouraging Indian oil companies to acquire 

equity oil abroad. 

 

Policy changes brought about in downstream oil 

sector of oil refining and marketing: 

1) Oil refining sector has been de-licensed. 

2) Pricing mechanism of petroleum products has 

been changed from Administered Pricing 

Mechanism (APM) to Market Driven Pricing 

Mechanism. 

3) Parallel marketing of petroleum products by 

private sector companies has been introduced. 

4) Promotion of  CNG  and LPG  as auto fuels  

5) Import of LNG etc. 

 

Thus along with the economic liberalization in Indian 

economy in general, Govt. of India has completely 

liberalized the petroleum sector for competition and 

this has unleashed a great amount of driving forces 

and causing a lot of churning in this sector. 

Consequently petroleum sector in India is undergoing 
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massive corporate restructuring parallel to other 

sectors in Indian economy during the past few years. 

The present study is an attempt to understand this 

process of change. 

 

II. RESEARCH METHODOLOGY AND 

SOURCES OF DATA 

 

The Present study has been carried out using the 

technique of case by case analysis and then 

generalizing the results.Initially the selected cases of 

M&A deals in Indian petroleum industry have been 

analyzed and evaluated against certain set parameters 

of operational and financial performance. Based on 

the results of the analysis of the individual cases 

certain key findings and observations are made. At 

last an attempt has been made to generalize these 

findings across all the selected cases and some 

conclusions are drawn. 

 

a). Data collection 

This study is based upon secondary data. The 

required data have been collected from different 

sources. The data regarding the operational and 

financial performance of the concerned companies for 

each year have been collected from the consolidated 

annual financial statements of the companies like  

Balance Sheet , Profit and Loss Account (Income 

statement ) etc. published in the Annual Reports of 

the company for relevant years. The stock market 

performance data and market capitalization data of 

these companies for relevant years have been 

collected from the publications of Bombay Stock 

Exchange (BSE) 

Other sources of data: the publications of Reserve 

Bank of India (RBI), and the websites of the 

concerned companies, periodicals like Business 

World, Business Today etc. and financial news 

papers like Economic Times, Financial Express etc. 

 

b). Data Analysis 

The data analysis consists of 3 steps (steps 1,2&3) 

look into the increase or decrease in the operational 

and financial synergy of the company’s operations in 

the years immediately after the Merger or Acquisition 

deal has been executed. 

 

1. The first step in the first part of the data analysis  

which looks into the operational synergy  aspect has 

been done by  studying the increase or decrease in 

Gross Profit Margin (GPM) ,Net Profit Margin ( 

NPM ) , Return On Capital Employed ( ROCE ) post 

M&A deal. The cost savings are reflected in the Cost 

of Production as a percentage of Sales (COP/ Sales) 

pre and post deal. The definitions of the terms used 

here are as follows: 

(i)  GPM = Gross Profit/Net Sales = (Profit before 

Depreciation Interest & taxes - PBDIT) / Net Sales 

(ii) NPM = Net Profit (Profit After Taxes-PAT)/ Net 

Sales 

(iii)  ROCE = PBIT/ Capital Employed= PBIT/ (Net 

Worth + Total Debt) 

 

2. The second step in the first part of the data analysis 

which looks into the financial synergy aspect has 

been studied through looking into the changes in 

Operating Cash Flows (OCF) and Debt –Equity 

ratios.OCF is defined as Profit after Tax adjusted for 

non-cash expenditures like depreciation. 

 

3. The third step in the first part of the analysis looks 

into Risk Reduction aspect of the company’s 

operations post deal.Risk here is defined as variability 

of earnings taken as the average profit after tax before 

and after the merger for which standard deviation and 

coefficient of variation are considered as 

representative measures. 

 

c) Scope of the Study: 

Scope of the present study is limited to the analysis of 

the performance of the selected companies 

immediately before and after the concerned M&A 

deals .The analysis will be carried out from the 

operational performance and the financial 

performance view point only and will be based on the 

published accounts of the companies which are in the 

public domain. 

 

d) Coverage: 

The M&A deals executed in Indian petroleum 

industry during last few years have been considered 

for the purpose of this study. Further cases of M&A 

deals have been chosen in such away that they 

represent all types of ownership and management 

control patterns such as public sector units, private 

sector companies, joint ventures etc. The cases have 

been selected taking into consideration the 

importance of the companies involved in the deal, 

their size and scale of operations, financial size and 

value of the deal, issues of management control after 

the deal etc. 

 

e) Sample Size: 

The proposed sample size consists of 4 cases of 

M&A deals in Indian petroleum industry in the last 

few yearsas listed below: 

a. Acquisition of Indo Burma Petroleum Ltd. (IBP) 

by Indian Oil Corporation Ltd. (IOCL) through 

competitive bidding process. ( Acquisition of one 

PSU by another PSU) 

b. Acquisition of Mangalore Refinery and 

Petrochemicals (MRPL) by Oil and Natural Gas 

Corporation Ltd. (ONGC) by a negotiated deal. 

(Acquisition of a sick joint venture company by  

a PSU ) 

c. Acquisition of Indian Petro Chemicals Ltd. 

(IPCL) by RIL through competitive bidding 

process. (Acquisition of a PSU by  a private 

sector company ) 
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d. Acquisition of  Kochi Refineries Ltd. (KRL)  by  

Bharat Petroleum Corporation Ltd. (BPCL) 

(Acquisition of a PSU by another PSU)  

 

III. CONCLUSION 

 

The analysis of the selected cases bring out the 

following conclusions: 

1. There are two winning cases (IOCL+IBP), 

(BPCL+ KRL) and the remaining two cases 

showed mixed results. However a comprehensive 

reading of all the cases together brings out a 

common underlying theme in all these cases 

.These M&A s are the strategic responses of 

these companies to the changes in the economic 

environment brought about by the policy changes 

introduced by the Govt. of India in recent times. 

The behavior of these firms is similar to the 

behavior of other companies in different sectors 

in Indian economy and in line with the 

international trends. 

2. In general the driving forces and motives which 

pushed these companies for the M&A deals are: 

enlarging their scale of operations into global 

levels, desire to realize the economies of scale 

and cost efficiencies, improve the market share 

etc. All the M&A deals studied here are the 

results of the effort of these companies for 

integration, both forward as well as backward. 

Now a days petroleum companies world over 

aim to be present in every stage of the value 

addition of hydrocarbon business. It is observed 

that , even though strategic motives drive most 

M&A deals , they are not always achieved .Even 

in cases where synergies are realized to a good 

extent they do not necessarily translate into 

improved shareholder’s return and wealth .  

3. In this context, a pre-merger due diligence study 

taking into consideration  technical , financial 

,legal and cultural aspects is very important to 

accurately assess the possible synergies as well 

as the risks involved  

4. Traditional accounting methods does not provide 

the full picture and are inadequate to analyze the 

impact of M&A deals on the performance of the 

companies. It is also observed that corporate 

restructuring decisions being strategic in nature, 

timing and speed of implementation are very 

important for achieving the possible synergies. 

5. Clarity of purpose, total commitment from the 

people involved, comprehensive plan and 

controlled process etc. are some other ingredients 

which make the M&A deals successful. 

 

IMPLICATIONS FOR FUTURE PRACTICE 

 

This study focused mainly on the operational and 

financial synergies of the M&A deals in Indian 

Petroleum Industry. However the subject matter of 

mergers and acquisitions is wide and new issues are 

cropping up. Large scale corporate restructuring in 

India is a recent phenomenon and there are several 

specific to Indian context. 

 

Some of the issues on which future researchers on 

this field can concentrate are listed below: 

1) Comparison of company’s performance versus 

industry performance after the M&A deal to 

know whether the company has outperformed the 

industry  

2) Evaluation of the pricing of the deal for the 

justification about the amount of premium paid 

by the acquirer for the shares of the target 

company in relation to the prevailing market 

prices of the share and the percentage of the 

stake acquired.  

3) The quality and the adequacy of disclosures in 

the financial statements arising from corporate 

restructuring is another vital issue connected 

with corporate governance. 

4) There are finer issues of integration of business 

systems & technologies and cultures of the two 

entities which have come together because of 

M&A deal and the impact of these deals on the 

employee morale and behavior. 

5) M&A related corporate restructuring effects on  

employee rationalization in theindustry, effects 

on the employment  growth in the economy in 

general , effects on women  employment , 

changes in the skill levels of the work force etc. 

some of the finer but equally important issues for 

study . 
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