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Mergers and Acquisitions (M&A), as a corporate restructuring strategy, are globally gaining popularity
over last thirty years. This is reflected in the increasing number of M&A transactions (number of deals)
and deal value of such completed transactions. M&A transactions can be classified into different categories,
using different classification criteria. Country of origin for acquirer firm and target firm classifies transactions
into domestic and cross-border. Position (stage) of acquirer firm and target firm in the industry value
chain classifies M&A into horizontal (both acquirer and target belong to same stage of the value chain),
vertical (acquirer and target belong to different stages of the value chain) and conglomerate (acquirer
and target belong to different industries). Another classification criteria is the financial health of target firm
at acquisition time. If the target firm is in financial and/or economic distress, or is undergoing legal
bankruptcy or liquidation procedures at time of acquisition, such transactions are classified as distressed
M&A1.

This paper reviews existing literature review in the research area of distressed M&A. The objective is to
get an insight on whether distressed M&A is an effective strategy of corporate restructuring, and to
identify any scholastic research gaps, if any, particularly in the context of India. Total 47 papers in the
period 1975 to 2016 have been reviewed, spanning the areas pertaining to determinants and motives of
distressed M&A, whether distressed M&A can be considered an alternative to bankruptcy or liquidation,
characteristics of the industry in which acquirer and target operate, characteristics of takeover premia for
distressed M&A, and performance of distressed M&A at acquisition time and post-acquisition period. The
review suggests that globally, distressed M&A have worked as an alternative to bankruptcy where timely
merger has saved the distressed target from bankruptcy or liquidation. Models can be developed which
can explain and predict the probability that a financially distressed firm will be acquired instead of going
bankrupt. Distressed M&A mostly occurs between firms operating in the same industry, and experience
high takeover premiums. However, conflicting evidence exists regarding firm performance in case of
distressed M&A, both at time of acquisition and after acquisition.
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I. Introduction

OVER last thirty years, mergers and acquisitions (M&A) have become
a frequently used and popular mode of corporate restructuring of

firms worldwide. Globally, compared to 1985 where 2,676 M&A deals
were closed for a value of US$347 billion, as of July 2019, total number
of M&A deals is 23,021 for a total deal value of US$1,847 billion, after
reaching a peak of 52,422 deals in 20172. This signifies a nine-fold increase
in number of deals (Compounded Annual Growth Rate of 6.53%) and
six-fold increase in deal value (Compounded Annual Growth Rate of

1 Bruton, Oviatt and White (1994);
Andrade and Kaplan (1998);
Lemmon, Ma and Tashjian (2009);
Almeida, Campello and Hackbarth
(2011); Faelten and Vitkova (2014).
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5.04%). However, as per Institute
for Mergers, Acquisitions and
Alliances (IMAA) Report in 2018,
number of deals has decreased by
8 per cent, though deal value has
increased by 4 per cent3.

In India, number of cross-
border and domestic M&A shows
an overall increasing trend since
1991 economic reforms and
liberalization. As per Bloomberg,
while the number of deals in 1999
was 56 (including 53 domestic
M&A, 2 inbound cross-border
M&A and 1 outbound cross-
border M&A) totaling US$2,088
million (disclosed) deal value
(including US$1,380 million
domestic deal value and US$708
million inbound cross-border
deal value), number of total deals
in 2019 went up to 321 (including
167 domestic M&A, 102 inbound
cross-border M&A and 52
outbound cross-border M&A)
totaling US$11,673 million
(disclosed) deal value (including
US$5,522 million domestic deal
value, US$5,269 million inbound
cross-border deal value and
US$882 million outbound cross-
border deal value).  M&A
transactions in India deals
reached a peak in 2016, driven by
growth in domestic M&A. In
2016, number of total deals was
as high as 632 (including 337
domestic M&A, 187 inbound
cross-border M&A and 108
outbound cross-border M&A)
totaling US$54,214 million
(disclosed) deal value (including
US$28,645 million domestic deal
value, US$22,315 million inbound

cross-border deal value and
US$3,254 million outbound cross-
border deal value). It is worth
mentioning that some deals do
not have disclosed deal value, so
assessing M&A growth in terms
of reported deal value may be
misleading. However, in first half
of 2019 (H1 2019) there is a sharp
decrease in number and value of
deals in India. As per Refinitiv
(financial data provided group by
Blackstone and Thompson
Reuters) report, there is 51.4 per
cent decrease in overall M&A
deal value, with 64.5 per cent
decrease in inbound CBA deal
value, 42.6 per cent decrease in
inbound CBA deal value, and 42.1
per cent decrease in domestic deal
value.

However, while there is a vast
gamut of literature on M&A, most
of them analyze the incidence and
effects of deals where the target
firm is financially healthy; only a
few of them focus on merger or
acquisition of a target that is
financially or economically
distressed. This paper focuses on a
review of existing literature on
such deals where the target is in
poor financial condition.

II. Studies on Motives &
Determinants of
Distressed M&A
In context of the US distressed

M&A market, Clark and Ofek
(1994) examined 38 takeovers of
distressed firms, and found that
those takeovers were more likely to
involve firms in the same industry
and less likely to be hostile
takeovers. Almeida et al. (2011)
studied the interaction between
corporate liquidity and asset

reallocation. Their model shows
that financially distressed firms are
acquired by liquid firms in the
same industry in which they
operate. They called such
transactions “liquidity mergers”.
They showed that liquidity
mergers are more probable when
industry-level asset-specificity was
high and firm-level asset-
specificity was low, where asset
specificity is the degree to which a
specific asset is useful only in one
specific range of operation. The
model predicts that liquidity
mergers are more probable in
industries in which assets are
industry-specific, but can be
transferred across firms. Faelten
and Vitkova (2014) investigated
acquisitions of distressed
companies, including those
involved in bankruptcy
proceedings, using a worldwide
sample over the period of four
major crises. They used standard
event study methodology to
evaluate the market reaction to the
announcement of a merger or
acquisition. Logistic regressions
was performed for the
determinants of the acquisitions of
each type of target, viz. healthy,
distressed, and bankrupt. They
found that distressed targets were
commonly acquired by firms
operating in the same industry.
Gilson, Hotchkiss and Osborn
(2015) established that M&A in
bankruptcy is counter-cyclical, and
is more probable when the costs of
financing a reorganization are
higher than the financing costs to a
potential acquirer. Higher use of
secured debt was found to lead to
more sales in bankruptcy, albeit
result held only for sales that
preserved going concern value.

2 & 3 Institute for Mergers, Acquisi-
tions and Alliances (IMAA), US.
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III. Studies on
Identification of
Distressed Firms
Distressed M&A refers to

mergers and acquisitions where the
target firm is “distressed”. For this
purpose, Mason, Wolf and
Celentino (2019) broadly define
“distress” as a company having
difficulty dealing with repayment
of its liabilities, whether in making
payment of scheduled debt,
obtaining trade credit, addressing
debt covenant breaches, or raising
additional debt for funding.

Many researchers have
considered a firm as “distressed”
using different performance
metrics. For this review, I have
classified the existing research into
three categories: One, the Altman
Z-score model which is
standardized tool of measurement
of bankruptcy, Two, financial ratio-
based measures of distress as used
by existing researchers, and Three,
the legal definition of bankruptcy/
distress.

III.A. Studies on Identifying a
Distressed Firm Using
Altman Z-Score

In 1968, Altman developed his
original Z-score. He used an initial
sample of 66 manufacturing firms,
by selecting 33 firms in the
bankrupt group (manufacturers
that filed a bankruptcy petition
under Chapter X of the National
Bankruptcy Act during 1946-1965.
Mean asset size of this group was
$6.4 million) and 33 firms in the
other group, comprising a paired
sample of manufacturing firms
which he selected by stratified
random sampling. He used
Multiple Discriminant Analysis

(MDA) and developed following
final discriminant function:

Z = 0.012(A) + 0.014(B) + 0.033(C)
+ 0.006(D) + 0.999(E), where

A = Ratio of Working capital to
Total assets

B = Ratio of Retained Earnings to
Total assets

C = Ratio of Earnings before
interest and taxes (EBIT) to
Total assets

D = Ratio of Market value of equity
to Book value of debt

E = Ratio of Sales revenue to Total
assets.

Altman used following Zones
of Discrimination on basis of the Z-
Score:

Z > 2.99: Firm is in Non-bankrupt/
Safe zone.
1.81 < Z < 2.99: Firm is in “Gray
area” or “Zone of ignorance”
Z < 1.81: Firm is in Distress/
Bankrupt.

However, in a later paper in
2000, Altman revised the Z-Score
metric for non-manufacturing
firms as

Z’’ = 6.56 (A)+ 3.26 (B) + 6.72 (C)
+ 1.05 (D) where A, B, C, D are
the same ratios used in prior
version.

For this version, Zones of
Discrimination are:

Z > 2.90: Firm is in Non-
bankrupt/Safe zone
1.21 < Z < 2.90: Firm is in “Gray
area” or “Zone of ignorance”
Z < 1.21: Firm is in Distress/
Bankrupt.

Finally, Altman introduced the
Emerging Market Scoring (EMS)

model by adding a constant of 3.25
to incorporate standardization of
the scores, with the score of zero
for a D-rated bond (D standing for
default). The Z-score formula was
as follows:

Z’’ = 3.25 + 6.5 (A) + 3.26 (B) +
6.72 (C) + 1.05 (D) where A, B,
C, D are the same ratios used in
prior version.

For this version, Zones of
Discrimination are:

Z > 2.60: Firm is in Non-
bankrupt/Safe zone

1.10 < Z < 2.60: Firm is in “Gray
area” or “Zone of ignorance”

Z < 1.10: Firm is in Distress/
Bankrupt.

Multiple researchers have used
Altman Z-score to identify
distressed firms in their work.
Pastena and Ruland (1986) selected
the distressed target sample using
(original) Z-score. In context to
emerging economies, Altman EMS
Score model has been tested by,
and has been found to be
reasonably accurate in predicting
bankruptcy/distress, by Altman,
Hartzell and Peck (1995, Mexican
market), Samarakoon and Hasan
(2009, Sri Lanka), Meeampol,
Lerskullawat, Wongsorntham,
Srinammuang, Rodpetch and
Noonoi (2014, Thailand), Coelho
(South Africa), Altman and
Hotchkiss (2011, Mexico).

In context to predicting
bankruptcy and distress in Indian
firms, Jayadev (2005), by using a
sample of 112 companies,
established the predictive power of
Altman EMS Score which was
shown to have 82 per cent
classification accuracy regarding
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prediction of default in most of the
sample companies. Gupta (2014)
considered a sample of 60
defaulted firms and 60 healthy
firms, and found that the EMS
Model could classify up to 85 per
cent of both solvent and defaulter
firms.

III.B. Studies on Identifying A
Distressed Firm in
Distressed M&A Using
Financial Ratios

Researchers have classified
“distress” using various metrics.
Some of them are reviewed as
follows:

Economic Distress

Hotchkiss (1995) cites negative
operating performance before
Chapter 11 filing (in the US) as
evidence of economic distress.
Faelten and Vitkova (2014)
consider a negative EBITDA to
Sales ratio as indicator of economic
distress. Almeida, Campello and
Hackbarth (2011) classify economic
distress as a very low profitability
ratio.

Financial Distress

Faelten and Vitkova (2014) use
two ratios as indicators of distress:
One, if Interest Coverage Ratio falls
less than 1, firm experiences
financial distress and/or  Two,
classifies a firm as financially
distressed if it has very low (below
average) interest coverage ratio,
and as economically distressed if it
has very low profitability ratio. In
contrast, many researchers define
financial distress as a firm’s
inability to repay its debt on the
due date (Pastena and Ruland,
1986). High leverage is considered

another indicator of financial
distress (Chancharat, Tian, Davy,
McCrae and Lodh, 2010). Pastena
and Ruland (1986) also consider
negative net worth as a financial
distress indicator. A firm is also
considered financially distressed
when its net income is decreasing
(Bruton, Oviatt and White, 1994;
Behnke and Foukaki, 2012) or
when net income is negative (Peel
and Wilson, 1989; Ang and Mauck,
2011). Another alternative financial
distress measure is Interest
Coverage Ratio (ICOR). A
declining ICOR (Behnke and
Foukaki, 2012) or an ICOR value of
less than 1 in the first and second
year prior to deal announcement
(Bruyland and Maesiniere, 2016) is
also indicative of a financially
distressed firm. Negative working
capital is considered a financial
distress signal by Peel and Wilson
(1989).

Some other accepted measures
of financial distress include: firm’s
liquid assets being insufficient to
meet the liquidity requirements in
its hard contracts (John, 1993),
market-based variables such as
excess stock returns and firm-
specific variables such as firm size
and firm age (Chancharat et. al,
2010), decrease in return on
investment (Bruton et al., 1994), and
the firm being Accounts Qualified
as Going Concern (AQGC) in the
Auditor report (Peel and Wilson,
1989). Theodossieu, Kahya, Saidi
and Philippatos (1996) use
qualitative criteria of distress and
classifies a firm as financially
distressed if it displays one or more
of these signs of distress: (i) Debt
default announcement, (ii) Inability
to repay debt and (iii) Debt re-
negotiation efforts with creditors

and financial institutions. Clark
and Ofek (1994) define a M&A
target firm as distressed if it had
market-adjusted return of -15 per
cent or less in the year before  the
takeover or market-adjusted return
of -45 per cent over the three years
before the takeover, and
underwent a restructuring (in both
cases). In the context of banking
sector, Elsas (2007) identifies a
M&A target bank as distressed if it
has a high Loan Loss Provision (a
high loan loss provision is directly
linked with high expected default).

III.C. Studies on Identifying A
Distressed Firm Using
Legal Definition

Pastena and Ruland (1986) use
the definition of distressed firms as
those which are operating under
court Protection. Peel and Wilson
(1984) define a firm’s failure as
receivership or court/creditors’
winding-up. Meier and Sarvaes
(2014) classify companies as
distressed, if they are in
bankruptcy or liquidation, or are
undergoing restructuring, at the
time of acquisition.

IV. Studies on Viability of
Distressed M&A as an
Alternative to
Bankruptcy and
Statistical Modeling
Shrieves and Stevens (1979)

examined whether bankruptcy
avoidance was a motive for
mergers. They used a sample of 224
manufacturing firms in the US, and
divided them in two groups. They
randomly selected the acquired
group from the FTC’s Large
Mergers in Manufacturing and
Mining during the period 1948–
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1971. The second group comprized
a paired sample of manufacturing
firms which they chose on a
stratified random basis. Using
financial data for firms in both
groups for the recent-most year
prior to acquisition date, and by
using the original Altman Z-score,
they found that 15.2 per cent of
firms in acquired-firms group were
close to bankruptcy at the time of
acquisition. This result was highly
significant compared to the
population failure rate and
predicted failure rate. Pastena and
Ruland (1986) used a sample of
total 531 US manufacturing firms
during 1970 to 1983, and used
Altman Z-score test to find 83 firms
in the sample in distressed zone.
Using probit analysis, they found
that distressed firms with high
ownership concentration showed
higher propensity of merger, rather
than of declaring bankruptcy. The
results suggested that the self-
interest of managers motivated the
choice between merger and
bankruptcy. Billingsley, Johnson
and Marquette (1988) contributed
to the existing literature on
bankruptcy avoidance as an
impetus to merger, by developing
a logit model that appraised and
predicted the probability that a
financially troubled firm will be
acquired rather than go bankrupt.
Peel and Wilson (1989) reported
some new evidence for the UK
corporate sector, where the
acquisition of a distressed firm was
modelled as a marked alternative
to corporate failure. They used a
sample of 296 distressed acquired
industrial firms in the UK,
spanning 1972-79. Empirical
results they obtained by
Conditional Logit analysis and

Multiple Discriminant Analysis,
suggested that it was feasible to
develop statistical models which
had the ability to discriminate
between those distressed firms
which failed and those where a
timely merger served as a feasible
alternative to corporate
bankruptcy. Stark and Frawley
(1989) focused on the use of
Chapter 11 of the US Bankruptcy
Code to pave the way for
reorganization of a company, and
established that Chapter 11 can be
used as a strategy to further the
acquisition or sale of a company in
bankruptcy, and that an apparently
weak troubled firm may provide a
much favourable opportunity.
BarNiv and Hathorn (1997)
considered bankruptcy and merger
as alternative responses to financial
distress. They used a sample of
3,450 property-liability insurance
firms in the US spanning 1984 to
1992 with data for merged and
insolvent insurers for two years
before the merger or insolvency.
For the solvent insurers, they
collected data for the two years
before selection. They performed a
logit analysis of solvent and
insolvent insurers to create the
probability of insolvency for each
merged insurer. They found that
timely mergers serve as an
alternative to insolvency for 20 to
46 per cent of the merged insurers,
which was higher than that found
in other industries. Hotchkiss and
Mooradian (1998) used a sample of
55 US firms that filed bankruptcy
under Chapter 11, and were
acquired by public companies. By
using logistic regression, they
found that takeovers can propitiate
efficient asset reconstruction of
bankrupt firms. Barnes (1998)

examined the proposition that
takeover targets may be forecast by
similar methods of bankruptcy
prediction, which have been very
successful in both the US and the
UK. The study showed that they
cannot be predicted simply by
using published accounting data as
inputs. He also examined the
possibility of combining such data
with expected share price changes.

Elsas (2007) used data from
Germany’s savings and
cooperative banks sectors over the
period 1993 to 2001, from Deutsche
Bundesbank (Central Bank of
Germany) and suggested that
advance resolution of banks’
financial distress was a motive for
mergers in banking segment. Such
distressed mergers could be a
significant motivation for mergers
because they can stimulate post-
acquisition corporate reorganiza-
tions and achieve gains from
diversification. Danzon, Epstein
and Nicholson (2007) examined the
determinants and effects of M&A
activity in the pharmaceutical/
biotechnology industry using SDC
data on 383 firms from 1988 to
2001. They found that for small
firms, mergers were principally an
exit strategy in response to
financial trouble (such trouble was
characterized by low Tobin’s Q,
low number of marketed products
and low value of cash to sales
ratios). Semenenko (2011)
examined the timing of reverse
mergers and takeovers and
behavior of managers of firms
going public in reverse mergers,
and found that small private firms
went public through mergers with
financially distressed firms when
market conditions were
unfavourable. Gounopoulos and
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Polemis (2012) attempted to
identify financial characteristics
that can be used to evaluate and
predict corporate financial distress
in publicly traded firms in the UK.
They used Binary Logistic analysis
on a sample of 76 distressed/non-
survived and continuing UK firms
over the period 1998–2003 to
discriminate financially distressed
or healthy firms, and in next stage,
used Univariate analysis. They
found that financial distress could
be identified even three years
before the actual distress event.

V. Studies on Determinants
of Distressed M&A: US

In context to the distressed
M&A market in the US, Clark and
Ofek (1994) examined 38 takeovers
of distressed firms, and found that
those takeovers were more likely to
involve firms in the same industry
and less likely to be hostile
takeovers. Almeida et al. (2011)
studied the interaction between
corporate liquidity and asset
reallocation. Their model shows
that financially distressed firms are
acquired by liquid firms in the
same industry in which they
operate. They called such
transactions “liquidity mergers”.
They showed that liquidity
mergers are more probably when
industry-level asset-specificity was
high and firm-level asset-
specificity was low, where asset-
specificity is the degree to which a
specific asset is useful only in one
specific range of operation. The
model predicts that liquidity
mergers are more probable in
industries in which assets are
industry-specific but can be
transferred across firms. Faelten
and Vitkova (2014) investigated

acquisitions of distressed
companies, including those
involved in bankruptcy
proceedings, using a worldwide
sample over the period of four
major crises. They used standard
event study methodology to
evaluate the market reaction to the
announcement of a merger or
acquisition. Logistic regressions
was performed for the
determinants of the acquisitions of
each type of target, viz. healthy,
distressed, and bankrupt. They
found that distressed targets were
commonly acquired by firms
operating in the same industry.
Gilson, Hotchkiss and Osborn
(2015) established that M&A in
bankruptcy is counter-cyclical
and is more probable when the
costs of financing a
reorganization are higher than
the financing costs to a potential
acquirer. Higher use of secured
debt was found to lead to more
sales in bankruptcy, albeit result
held only for sales that preserved
going concern value.

VI. Studies on Takeover
Premium in Distressed
M&A
Varying evidence is found

regarding takeover (bid) premium
for distressed M&A. Some of the
evidence with reference to
distressed M&A in the US are
summarized as follows.

Haw, Pastena and Lilien (1987)
tested the association between
firms’ prior financial performance
and the degree and timing of
merger premiums. They found
that, both financially healthy firms
and financially troubled firms
(classified by Altman Z-score)

fetched merger premiums of 25 per
cent. They also found that the
troubled firms that had tax loss
carry-forward, experienced merger
premiums of 33.7 per cent, in
contrast to 19.6 per cent for
troubled firms without tax loss
carry-forward (which signified that
availability of tax loss carry-
forward could be an incentive for
merger with troubled firms). Clark
and Ofek (1994) found that higher
(lower) takeover led to lower
(greater) success of post-M&A
restructuring. Ang and Mauck
(2011) used a sample of 5,794
mergers (including 2,012 involving
distressed targets) spanning 1977
to 2008 and analyzed takeover
premiums using Difference-in-
Means tests and Regression. They
provided empirical evidence on the
surmise that in economic crises,
firms could be compelled to sell at
deep discounts (at fire sale prices).
Using the stock price around the
announcement date, they  instead
found that, distressed firms in crisis
periods received a 30 per cent
higher offer premium than
distressed firms in normal periods;
and that they also received a 34 per
cent higher premium than non-
distressed firms in crisis periods.
Behnke and Foukaki (2012)
attempted to analyze motives
behind distressed M&A, using 39
distressed M&A in European
region during 1999 to 2007. They
found that a high premium for a
distressed target was justified, as
long as the acquirer had the right
management team with
appropriate turnaround skills. The
reduction of managerial
inefficiency was statistically and
economically the most important
factor in explaining the premium
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paid for financially distressed
acquisition targets. Bruyland and
Meiseneire (2016) examined
impact of distressed acquisitions on
acquirer volatility and default risk
for a worldwide final  sample of
187 acquisitions of distressed
targets and 987 acquisitions of non-
distressed targets between 1990
and 2011, they found that, on
average, higher acquisition
premium was associated with
higher post-acquisition risk.

VII. Firm Performance in
Distressed M&A

Researchers have been
inspecting any changes in firm
performance at the time of or
following a distressed acquisition.
Conflicting evidence exists in
research, regarding performance in
case of distressed M&A, both for
performance at announcement of
the M&A and for post-M&A
performance.

VII.A. Studies on Firm Performance
at Announcement

A number of researches found
evidence of positive announcement
gains for the acquirer firm and/or
for the distressed target firm.
Theodossiou, et al. (1996) examined
the economic factors that influence
the decision to acquire a
financially-distressed firm in the
US. They considered a sample of
300 acquired manufacturing firms
(including 100 bankrupt targets)
spanning the period of 1981 to
1989. They found that, share price
of the acquired firm increased in
value a few days before the
merger/takeover announcement.
The price increases were larger for
shares of financially distressed

target firms, compared to that for
healthy target firms. Other
researchers also showed evidence
of positive gains at acquisition for
the acquirer (Hotchkiss and
Mooradian, 1998; Moeller and
Carapeto, 2012; Faelten and
Vitkova, 2014). The target firms
were also found to have earned
positive and significant abnormal
stock returns at the time of
announcement of the acquisition
(Hotchkiss and Mooradian, 1998).
In contrast, however, Ang and
Mauck (2011) provided evidence
that acquirers did not attain any
positive gain at the time of
acquisition announcement.

VII.B.Studies on Post-M&A
Performance

Majority of researchers
established evidence supporting
positive performance improve-
ment after the merger or
acquisition of a distressed target.
Higgins and Schall (1975)
examined the financial benefits of
conglomerate merger when
financial bankruptcy is present.
They  explored two topics related
to corporate bankruptcy and
mergers: One, whether mergers are
beneficial for shareholders by
decreasing the probability of
bankruptcy when bankruptcy
transaction cost is zero and the
market is perfect, and Two, to
establish a relationship between
firm value and outcomes of
conglomerate mergers when
bankruptcy transaction cost is
positive. They found that if
bankruptcy transactions costs are
considered, the effect of
conglomerate merger on overall
firm value depends upon the type
of the costs, their probability of

their frequency, and the way by
which the investors value risks.
Haw, et al. (1987) showed that
financially troubled acquired firms
experienced price recovery sooner
than healthy acquired firms did.
This finding was consistent with
the notion that existence of tax loss
carry-forward in distressed targets
made acquisitions of troubled firms
more appealing. Bruton, et al.
(1994) explored the performance of
distressed M&A relative to
performance of non-distressed
M&A. For this purpose, they
included 51 distressed acquired
firms for the research group and 46
non-distressed firms in the control
group, spanning 1979 to 1987
(divestitures, i.e. partial asset sale
were excluded from scope of their
research). They used five
performance metrics for both the
research group and the control
group: Business relatedness,
Acquirer firm’s previous
experience with acquisitions, Ratio
of revenue of acquired firm to
revenue of acquirer firm, Squared
ratio of acquired revenue to
acquirer revenue, and Percent
change in target net income before
the acquisition. They found that
related acquisitions of distressed
firms show better performance
compared to unrelated acquisitions
of distressed firms. The results
signify that understanding and
knowledge about the process of
acquisition, and about how to
integrate and manage the assets of
distressed firms post-acquisition,
may be pillars of successful
acquisitions. Hotchkiss and
Mooradian (1998) provided
empirical evidence that takeovers
can pave way for the efficient asset
re-allocation of bankrupt target
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firms. Using a sample of 55
acquisitions where target firms
were in Chapter 11, they found that
firms that merged with bankrupt
targets showed significant
improvements in operating
performance, while comparable
transactions involving non-
bankrupt target firms showed no
significant improvement.

In relatively recent periods,
Jory and Madura (2009) assessed
314 acquisitions of bankrupt firms
over the period 1985 to 2006, and
found that firms that acquired
bankrupt assets experience
significant positive valuation
effects, suggesting that the market
for bankrupt assets is imperfect.
The valuation effects were
especially favourable when the
acquisition pertained to only
selected assets, and when the
acquirer belonged to the same
industry as the bankrupt firm did.
Moeller et al. (2010) investigated
the effectiveness and the rationale
behind the choice of different types
of distress resolution strategies in
the banking sector. It was a global
study that analyzed the core
financial characteristics of
distressed banks that either were
acquired by other banks, or
divested their assets, or were
subjected to government
intervention. They used a sample
of 59 M&A involving distressed
bank targets during 1994 to 2005.
The results showed that
governments intervened with the
best performing transactions which
only underperformed in liquidity
ratios, which indicated critical
short-term cash flow problems.
Though distressed targets were the
underperformers of the three
groups they used in their research

(Acquisitions, Divestiture and
Government Intervention), such
targets enjoyed much improved
performance, in particular in cross-
border transactions. No significant
differences in target’s post-
acquisition performance was
evident between cross-border and
domestic transactions. Laamanen,
et al. (2013) performed a compara-
tive analysis of acquirer returns in
acquisitions of public firms, of
private firms, and of divested
assets. They took a sample of 1,143
acquisitions by the US software
companies during 1988 to 2005.
They used cumulative abnormal
return (CAR) analyzes for each
acquisition by multiple regression,
and three-year fixed effects panel
regressions for the longer-term
performance of series of
acquisitions, they established that
acquisitions of divested assets
showed more improved
performance compared to the
acquisitions of privately held firms,
which in turn showed more
improved performance compared
to the acquisitions of publicly held
firms. Meirer and Sarvaes (2014)
examined the effect of fire sale
acquisitions on the wealth of the
acquirers. They studied 21,849
completed US acquisitions
announced over the period 1982 to
2012. For each acquisition, the
transaction value was at least 1 per
cent of the size of the acquirer firm.
In 428 of those transactions, the
target was distressed. They
reported that firms that purchased
distressed and bankrupt
companies (or some of these
companies’ assets by divestiture),
earned excess returns that are at
least 1.6 percentage points higher
compared to when they acquired

healthy targets. Overall wealth
gains were not impacted because
these returns come at the expense
of the target firm’s shareholders.
They found the returns to acquirers
of distressed assets were higher
when (a) a smaller number of large
firms operated in the target firm’s
industry (b) when acquirer firms in
the target’s industry (i) had lower
liquidity and (ii) were financially
inhibited, thereby limiting the
number of potential acquires.
Similarly, returns to acquirers of
distressed assets were found to be
lower when (a) M&A market in the
target firm’s industry was more
dynamic, (b) when the target’s
assets had more alternate uses, and
(c) when the economy was
performing well. Faelten and
Vitkova (2014) found that in
acquisitions of distressed and
bankrupt targets, the long-term
post-M&A performance of the
combined firm increased
compared to the integrated pre-
acquisition performance, which
provided evidence of
accomplishment of synergy.
However, the combined post M&A
performance deteriorated when
compared to the pre-acquisition
performance of the acquirer as a
stand-alone firm.

Some researchers, to the
contrary, found evidence opposite
to that of above findings about
positive post-M&A performance in
case of distressed M&A. Clark and
Ofek (1994) examined 38 takeovers
of distressed firms and by using
five measures of firm performance
(Operating performance as
measured by EBITD, Equity stock
performance using  two measures
of equity returns: beta excess
returns and returns adjusted for the
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median return in the bidder’s
industry, Classification as success
or failure, Bidder’s return on
holding the target, and Market
anticipation as reflected in bidder’s
announcement-period CAR),
found that acquirer firms were
unable to successfully restructure
targets. They also found that
restructuring success was
negatively related to the size of
takeover premium paid by the
acquirer for the target, and
positively related to the magnitude
of financial distress of the target.
Ang and Mauck (2011) found that
acquirers did not experience any
long-term gain from acquisition of
distressed targets.

VIII. Studies on Distressed
M&A in India

Much of the academic
discussion about distressed M&A
in India refers to mergers in Indian
banking industry and electronics.
Few of them are briefed as follows.

Jayadev and Sensharma (2007)
analyzed M&A in Indian banking
industry and concluded that while
forced mergers may protect the
interests of investors and
depositors in short term,
shareholders of neither the acquirer
nor the target banks perceive the
benefits of the merger. Their event
study results show that for a forced
merger with distressed bank, both
acquirer and target banks’ market
value of equity immediately falls
upon announcement of the merger.
On the same line of research, Jatkar
(2012) explored the need of M&A
in Indian banking sector. Using
event study method with stock
returns, he established that in the
case of forced mergers (with
distressed banks), neither the

bidder nor the target banks’
shareholders have benefited. In
contrast, in the case of voluntary
mergers, the bidder banks’
shareholders have gained more
than those of the target banks. Kaur
and Kaur (2010) examined the cost
efficiency of Indian commercial
banks by using a non-parametric
Data Envelopment Analysis (DEA)
Technique. They examined the cost
efficiency measures of banks. The
study was based on unbalanced
panel data over the period 1990-91
to 2007-08. To test the efficiency
differences between public sector
and private sector banks, they used
both parametric and non-
parametric tests. Their findings
suggest that over the entire study
period, average cost efficiency of
public sector banks was 73.4 per
cent and for private sector banks it
was 76.3 per cent. An important
policy implication of these findings
was that the government and
policy-makers should not facilitate
merger between strong and
distressed banks to enhance the
interest of the depositors of
distressed banks, since such forced
merger would have adverse effect
on the asset quality of the stronger
(acquirer) banks. Singh and Singh
(2014) attempted to identify
signals, which may lead to future
merger of an Indian bank, whether
forced or voluntary. To identify
these signals according to the
CAMELS parameter using
different variables, they considered
two cases in point: Global Trust
Bank and Centurion Bank of
Punjab, to study the financial
health of these banks in pre-
acquisition and post-acquisition
phases. The paper provided an
analysis of different financial
parameters, which indicated well

in advance the deteriorated
financial position of the bank,
leading to the merger of the bank
at a later stage.

In a non-banking sector
perspective, Ramakrishnan (2010)
studied the performance and
impact factors in Indian mergers
and found that sick acquired firms
negatively impacted long-term
performance of the acquirer firms.
Irfan (2012) argued that since
acquisition and liquidation are
separate exit modes for a distressed
firm, the two events have different
determinants. Using a cross-
sectional sample for 540 electronics
sector firms and using
multinominal logistic regression,
he found that the impact of
profitability was insignificant for
probability of a firm being
acquired. Also, large firms, and
firms with high leverage, were
found more likely to be liquidated
but less likely to be acquired.

IX. Scope of Further
Research
Above discussion reveals that

while much research work on
distressed M&A and their
performance effects exists in the US
or European Countries, there is a
dearth on research on research on
the same subject in India. The few
papers that exist are based on the
banking sector M&A, discussing
the acquisition impact, where the
target bank is in distress and/or
such merger is forced.

In India, the Insolvency and
Banking Code (IBC) in 2016 has
replaced the erstwhile Board for
Industrial and Financial
Reconstruction (BIFR), the agency
handling the reconstruction of sick,
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insolvent and bankrupt companies
through liquidation or merger/
acquisitions. The IBC Act comes
with the advantage of a specified
timeline of resolving any
insolvency resolution and
reorganization of a maximum
allowable period of 270 days.
Objective of IBC Act is to put the
distressed firm on viable track to
improve performance and enable
future debt-servicing. The key
success factor of IBC Act is that it
is supported by both the
government and the judiciary as its
pillars.

An ASSOCHAM report states
that being time-bound in resolving
cases, IBC makes India gain 23
places in Ease of Doing Business
Index in 2018, from a rank of 100
in 2017 to a rank of 77 in 2018,
which reflects global investor
confidence on efficacy of IBC Act.
As per a report by Kroll and
Merger market, IBC Act will open
up a new investment class to
foreign investors: Distressed
Assets.

In India, distressed M&A
market has not been researched as
deep as in the US or Europe/the
UK. Much of the research is
conducted in banking field only,
by considering legal definition of
distress and excluding any
alternative measures of distress
as discussed in previous sections.
This is a research gap that can be
addressed. It  will  be an
interesting period to probe
further whether the transition
from BIFR to IBC will pave the
way for more distressed M&A in
India, if the IBC Act works fast in
resolving and clearing insolvent
firms in market for M&A.

Further research in above
topics are subject to availability of
data, and considering small sample
size, distress can be defined using
non-legal criteria discussed earlier.
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